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Abstract

The performance of the banks listed on the Tehran Stock Exchange indicates that the
accumulated losses of the banks have exceeded the risk limits. This in turn threatens the stability
of the banking network. Contrary to popular belief, increasing exchange rates does not improve
the situation of banks. The purpose of the present paper is to address whether any exchange rate
rise can stabilize banking financial status. More precisely, it is to investigate the banking stability
and to estimate the threshold level of the effective exchange rate. Therefore, in order to assess
bank stability, a set of macroeconomic variables such as inflation, exchange rate, GDP growth,
as well as banks' balance sheet variables including profit, equity, non-performing loans and
loans (facilities) will be applied.

The researchers thus focused on the exchange rate as a main variable in terms of
direction and size of impact to estimate the level of the exchange rate threshold
affecting the stability of banks.

The boundless increase in the exchange rate does not necessarily improve the situation
of banks, as the exchange rate rises from 12.260 Rials in 1391 to45.627 Rials i.e. its threshold
level , the banking systems still follow a relatively stable trend. Rather, byond the mentioned
threshold, the banking stability witnessed a shift. It means that as the exchange rate surpasses
the threshold level 0f 45.627 Rials, the stability has been reduced. In this research, in order
to estimate model parameters, GMM method is used as a dynamic panel with data collected
related to 31 banks from 2006 to 2016.
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