[ Downloaded from gjfep.ir on 2025-08-17 ]

[ DOI: 10.61186/qjfep.11.41.165 |

Quarterly Journal of Fiscal and Economic Policies
Spring 2023, Vol. 11, No. 41, PP. 165-195

The role of capital adequacy requirements in money creation
in the banking system

Moslem Shoaleh”

PhD student, Monetary and Banking Research Institute, Tehran, Iran.
Hamid Zamanzadeh

Assistant Professor, Monetary and Banking Research Institute, Tehran, Iran.

Received: 15/03/2023 Accepted: 10/05/2023

Abstract:
One of the most important factors affecting the creation of liquidity in Iran's banking

network is the capital adequacy ratio. Based on this, the present study aims to
investigate the role of capital adequacy requirements on money creation in the banking
system based on Bal Il committee as well as the effects of other variables such as
inflation, exchange rate, non-performing loans, and profitability of the banking
network in Iran in the period of 2010:1-2021:1 with seasonal frequency using
structural vector autoregression model. The results show that a positive shock to
inflation, exchange rate, and profitability of banks increase money creation. But, a
positive shock to capital adequacy ratio and non-performing loans has not had a
significant effect on money creation. This finding indicates that the banking system
has practically not reacted to changes in capital adequacy due to the lack of executive
guarantee in applying the capital adequacy requirements. And as a result, capital
adequacy requirements have not been able to play their role in restricting money
creation. Also, the results show that the creation of bank money in Iran is mainly
influenced by macro-level variables so that inflation and exchange rate respectively
played the most important role in explaining the changes in the creation of bank
money.
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@E1=C(1)*@U1
@E2=C(2)*@E1+ C(3)*@U2
@E3= C(4)*@E1+C(5)*@E2+ C(6)*@US3
@E4= C(7)*@E1+C(8)*@E2+C(9)*@E3+ C(10)*@U4
@E5= C(11)*@E1+C(12)*@E2+C(13)*@E3+C(14)*@E4+ C(15)*@U5
@E6= C(16)*@E1+C(17)*@E2+C(18)*@E3+C(19)*@E4+ C(20)*@E5+ C(21)*@U6

Coefficient Std. Eorror Z - Statistic Prob.
C(1) 1.4320 0.2681 5.3404 0.0000
C(2) 3.4222 0.7925 4.3179 0.0000
C(3) 0.1252 0.0125 9.9505 0.0000
C(4) 1.1566 0.2326 4,9821 0.0000
C(5) 0.1974 0.0941 2.0967 0.0360
C(6) 0.0768 0.0081 9.3833 0.0000
C(7) -27.9940 1.6542 -16.9228 0.0000
C(8) 2.2282 0.2326 9.5760 0.0000
C(9) -14.3969 0.3716 -38.7422 0.0000
C(10) 0.1883 0.0007 241.4009 0.0000
C(11) -8.8551 1.4718 -6.0163 0.0000
C(12) -0.3609 0.2059 -1.7528 0.0796
C(13) 0.4194 0.3397 1.2346 0.2170
C(14) 0.0280 0.0062 4.4867 0.0000
C(15) 0.1648 0.0040 40.8482 0.0000
C(16) 1.3960 0.1830 7.6280 0.0000
Cc(@7) 0.2936 0.1209 2.4273 0.0261
C(18) 0.0854 0.2585 0.3303 0.7411
C(19) 0.0050 0.0048 1.0327 0.3017
C(20) 0.0566 0.1473 0.3841 0.7361
C(21) 0.1225 0.1167 1.0518 0.3279
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Inverse Roots of AR Characteristic Polynomial
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