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Introduction

The banking sector, serving as the primary channel for the implementation of
monetary policies (under the jurisdiction of central banks), and the real sector of
the economy, functioning as the conduit for the execution of fiscal policies (under
the jurisdiction of the government), play a significant role in influencing the
economic equilibrium of a country. Therefore, increased coordination between
these two sectors will provide a conducive environment for fostering the country's
economic growth. Additionally, macroeconomic stability, achieved through a
substantial reduction in uncertainty and the advancement of long-term planning,
significantly contributes to realizing genuine economic growth. It is evident that
uncertainty and instability in the macroeconomic environment lead to financial
system instability, ultimately impacting the performance and activities of banks
(Rahimi et al.,, 2022). In this context, accommodative monetary policy is
considered one of the key drivers of this deviant behavior. Monetary policies
typically play a crucial role in stabilizing and achieving economic growth in
developing countries. The relationship between monetary policy and banks' risk-
taking has garnered increasing attention from academics and policymakers in
recent years. Given that banks still constitute the predominant part of the financial
supply system in most developing economies, excessive banking risks in these
countries may have more detrimental effects compared to countries with less
reliance on bank financing (Cihak et al., 2013). Therefore, considering the
significance of the subject, understanding how the uncertainty resulting from the
implementation of economic policies affects the performance of banks, given their
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key role in achieving economic growth and development, is deemed essential
(Aslizadeh et al., 2022). In this regard, considering that in the Iranian economy,
during the years 2011-2021, various shocks such as economic sanctions, oil
shocks, exchange shocks. the emergence of the COVID-19 pandemic, among
others, have occurred, uncertainty has prevailed in the country's economy during
that period. Hence, it is deemed necessary to identify and design an appropriate
model for evaluating banks' risk-taking behavior under conditions of economic
uncertainty, with a focus on the uncertainty of monetary policies.

Innovation of this research involves the design and explication of a model for
banks' risk-taking in the face of severe monetary uncertainty prevailing in the
country's economy during the years 2011-2021, through the selection of volatile
monetary policy tools from the perspective of money demand, which includes the
interest rate of the interbank market, which has never been a research was not used
to design and explain the model, and also from the perspective of money supply
using the private sector debt to banks, along with other volatile economic variables
in the mentioned decade such as exchange growth rate and economic growth rate,
with Considering the criterion of the size of the investigated banks and focusing
on the possible structural failures that occurred in the research data,is.The results
obtained from estimating the research model can provide practical solutions for
banks and policymakers in the country, given the ongoing sanctions, financial
crises, and economic uncertainties expected in the coming decades. The current
research aims to answer the following question:

* How is the assessment model of banks' risk-taking from the conditions of
monetary policy uncertainty formulated?

Literature Review

Considering the potential adverse effects of macroeconomic uncertainty on
businesses in different countries or regions, the economic growth of these
countries or regions may also be inversely affected (Chow et al., 2018). In this
regard, the implementation of an appropriate monetary policy by monetary
authorities can serve as institutional arrangements towards effectively enhancing
societal welfare. A successful and appropriate monetary policy cannot overlook
the uncertainty of the parameters of the channels through which monetary policy
is transmitted to the real economy. In recent years, especially following the 2008
financial crisis, a new channel named the "risk-taking channel” has garnered
attention. The risk-taking channel refers to the idea that monetary policy, by
influencing the risk-taking behavior of financial and monetary sectors, especially
banks, can have a significant impact on real economic activities (Eslamloueyan et
al., 2018). The findings of the research by Ge et al. (2023) indicate that banks tend
to take on more risks after an increase in monetary policy uncertainty, confirming
the positive impact of monetary policy uncertainty on bank risk-taking.
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Research by Laki and Jahani (2022) suggests an inverse and meaningful
relationship between economic policy uncertainty and banking stability.
Additionally, the results of the studies by Solgi and Alizade (2020) indicate a
significant and long-term relationship between monetary policy and systemic risk.
Moreover, many researchers, including Wu et al. (2022), de Moraes and de
Mendonga (2019), Boungou (2019), Noori Shirazi et al. (2022), have investigated
the relationship between monetary policy uncertainty and bank risk-taking.

Research Methodology
The multivariate regression method was used with mixed data to analyze the
research question. The statistical population included nine TSE-listed banks; (i.e.,
Saderat of Iran, Mellat, Tejarat, Parsian, Pasargad, Eghtesad Novin, Karafarin,
Sina and Post Bank), which were evaluated intermittently within 2011-2021.
The data on banking variables was obtained by statistical analysis of the audited
financial accounts available at https://www.codal.ir, while the data on economic
factors was obtained at https://www.cbi.ir. The final model was estimated using
panel data analysis, and the EGARCH approach was utilized to ascertain the
uncertainty of monetary policy indices.

The econometrics model of this study is presented by Equation (1):

ZSCORE = o + B, UIR;; + B, UPSDTCB;; + B3Gle;; + B4GGj;

+ BSSizeit + BGDS + Eit (1)

In this study, the logarithm of the conventional Z-score was used as the risk-taking
proxy, which denotes bank stability and measures the distance to bankruptcy. It is
defined as Equation (2):

_ w(ROATD)+EA
Zscorej; = (”ﬁ) >(ROAT) (2)
Where T=t—k+1,...,t

In this research, from the perspective of money demand, the interbank market
interest rate is chosen as the variable. This choice is justified by its closer
alignment with the actual conditions of the money market and its reflection of
banks' risk-taking behavior influenced by their liquidity shortfall. Additionally,
due to the impact of other rates, such as lending and deposit interest rates, on it,
the interbank market interest rate is considered as one of the proxies for monetary
policy in estimating the model.

In this study, from the perspective of money supply, the private sector debt to
banks is considered a variable that affects bank risk-taking. This variable includes
the summation of facilities and Non-Performing Loans (Hassanzadeh et al., 2011).
In order to estimate the monetary policy uncertainty model, the uncertainty of
interbank market interest rate variables and private debts to banks have been used.
Fluctuations and instability in the gross domestic product have negative effects on
the activities of economic enterprises It can lead to the non-fulfillment of the
obligations of the recipients of the facilities and as a result the instability of the
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banks. Therefore, in this research, the economic growth rate variable was entered
into the model by calculating the growth rate of the gross domestic product at the
constant prices of 2011.

Given the portfolio theory (substitution of assets), the exchange growth rate
variable was included in the model by calculating the USD-to-IRR growth rate in
informal markets.

The bank size variable as the most important indicator of specific bank
characteristics and affecting the stability of banks in the form of the natural
logarithm of assets has been used in the estimation of the model.

In this study, a virtual variable was employed to analyze the effects of economic
shocks within 2011-2021 in Iran and determine the probability of a structural
failure in the flow of data.

Results
Since a structural failure is probable in the flow of mixed data within 2011-2021,
the stationarity test by Chen et al. (2021) and Hadri and Rao (2010) were used in
this study. The results indicated the stationarity of all variables.
The research model is defined as Equation (3):
Logz = 5/17 — 0/017UIR; — 0/05UPSDTCB;; — 0/217Gle;, @)
+ 2/25 GGy — 0/182Size;, — 0/616 Ds

* There is a significant negative relationship between interest rate uncertainty and
banking stability. During the research period, the changes and increase in the
effective loan-to-deposit rate have been the main factor of bank interest rate
fluctuations. In other words, the efficiency of banks' investment in resource
allocation is lower compared to the cost of financing through deposit
mobilization, which has lead to liquidity deficit and borrowing from the
interbank market and the central bank, increasing financial costs and instability
of banks.

* There was a significant negative relationship between the uncertainty of private
debts to banks and the bank stability index. In this regard, the upward trend in
the non-Performing Loans of banks is positive cause of the effects of the
uncertainty of private debt to banks on the instability of banks.

« The relationship between the economic growth variable and the banking stability
index is positive and significant. This positive relationship is attributed to the
improvement in the profitability of economic entities, facilitating their
commitment to banks.

* The variable of exchange rate fluctuations, considering the substitution of assets
(substitution of foreign exchange and long-term deposits), has a significant
negative impact on the banking stability index.

» The effect of bank size variable on bank stability index was negative and
significant. In this regard, taking into account that most of the banks' assets are
made up of facilities and also taking into account that larger banks have equipped



more deposits to finance the payment of facilities, as a result, they have accepted
more risk.

* The relationship between the virtual variable of structural failures due to
economic sanctions and other shocks in the years 2011-2021 and the banking
stability index is negative and significant. This indicates that the economic
sanctions and other shocks during that decade had a detrimental impact on
banking stability.

Discussion and Conclusion

The results of this study indicate that monetary policy uncertainty, has led to
instability or an increase in the risk-taking of the studied banks. The results of this
research with the results of research conducted inside and outside the country such
as studies Ge et al. (2023), Liang et al. (2023), Laki and Jahani (2022), Jiang and
Cheng (2021), Wu et al., (2022), Taghizadeh et al. (2021) and... has alignment.
The suggestions resulting from the research are presented as follows:

It is suggested to determine the interest rate based on conventional monetary
policy methods in the world, such as Taylor's rule, considering the expected
inflation rate as the target inflation rate in accordance with business cycles.
Because the use of Taylor's rule, focusing on the expected inflation rate in the
country's economy, leads to a reduction in the flexibility of monetary policy from
unexpected economic shocks and the instability of the financial sector.

The existence of information asymmetry in the financial market between
borrowers and lenders can lead to adverse selection. In this regard, implementing
strategies such as credit demand management and utilizing expert workforce for
precise credit scoring of loan applicants to prevent the creation of delayed banking
claims will be fruitful.

Using communication strategies, such as encouraging investors to open long-term
insured deposits and continuing the policy of tax exemptions on deposits in banks,
can prevent liquidity risk. Improving the quality of financial reporting to stabilize
the financial system, employing dynamic methods for handling doubtful claims,
will contribute to enhancing banking stability.

To determine the credit risk ranking of loan applicants, it is recommended to
establish a centralized and consolidated customer information system, ensuring
completeness and high accuracy of the data.

Given the negative impacts of economic sanctions and the resultant shocks on the
bank stability index of Iran, it is beneficial to improve the quality of banking
services (IT advances) in order to increase the profitability of banks.
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