Journal of Iranian Economic Issues, Institute for Humanities and Cultural Studies (IHCS)
Biannual Journal, Vol. 10, No. 1, Spring and Summer 2023, 37-60
Doi: 10.30465/ce.2023.45066.1873

The Impact of Monetary and Currency Policies on the Default
Risk of Commercial Banks with a Sanctions Approach

Mostafa Torabnejad Isfahani’, Mahmoud Mahmoudzadeh™
Masoud Sufi Majidpour™, Amir Gholamabri~

Abstract

Financial instability is one of the main challenges of the banking system. Monetary
policy and financial stability are related through the risk-taking channels. Therefore, it is
very important to examine the risk-taking of banks as one of the pillars of the economy
of any country in the face of monetary policy changes. In this paper, the impact of
monetary and foreign exchange policies on bank default risk has been investigated using
quantile and state space methods, and in this regard, a sample consisting of 15 Iranian
banks from 1386 to 1400 was studied. The results indicate that Monetary and exchange
policies have a positive and significant relationship with default risk. The important
point is that the results of the space state method qualitatively confirm the results of the
quantile method. In addition, during the first sanction period between 2011 and 2014,
the effect of monetary policy on the risk of default increased, but after that, with the
signing of the Joint Comprehensive Plan of Action, the coefficient of monetary policy
decreased. Since 2017 and with the beginning of the second period of sanctions, the
impact of monetary policy has increased greatly and has reached its highest level by
1400, that is, due to the adoption of expansionary monetary policy, the probability of
default risk has increased, which is approximately It is twice as much as in the years
before the embargo.
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