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1- INTRODUCTION

The importance of the banking industry in ensuring permanent,
sustainable, and continuing economic growth cannot be overstated. The
banking sector, as a proliferating financial institution, plays an active part in
a country's economic development. Banking has a strong influence on both

industrial prosperity and stability. Banking is an important economic
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provider. Islamic banking in many countries worldwide is recognized to be
commonly used (Esmaeil et al, 2020).

Besides, in fact, the financial sector even provided a map for the
expansion and advancement of the world economy. The stability and
sustainability of the financial system became a national and international
priority as a result of the globalization and financial integration. The
stability of a nation's domestic financial system and its capacity to absorb
volatility and protect investors were the key factors in determining how the
capital moved both domestically and internationally (Hafidh and Burhan,
2021). Commercial banks in Iran needed to be more profit-oriented due to
increased domestic and international competition for a stable and adaptable
financial system.

Therefore, regard to the importance of this issue, in this research the
effect of exchange rate, crude oil price, total stock price index and
government budget on banking system of Iran trough the 12 scenarios based
on response of banking system profitability to 2%, 5% and 10% shocks in
mentioned variables, is studied. For this purpose, the required data gathered
from social accounting matrix (SAM) related to the year 2011 and input-
output table related to the year 2016. Also, for data analyzing the Recursive
Dynamic Computable General Equilibrium (RDCGE) and MATLAB

software were applied.

2- THEORETICAL FRAMEWORK
According to Ali and Puah (2018), nations with a robust banking sector
were better able to withstand the financial crises, bounce back quickly, and

lessen the damage they caused to their economies. Therefore, studying the
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effective factors which make the banking system unstable such as crude oil
price and stock market shocks is undeniable. On the other hand, crude oil is
a key ingredient in the production process and hence their price volatility
has discernible effects on the real economy. Given the dependence of oil
exporting countries on these exports, the linkage between oil prices and
bank performance and its impact on systematic stability is of primary
concern to policy planners (Narayan and Gupta, 2015). In fact, given that
economic activity is reliant on oil prices, higher oil revenue boosts
government spending, which leads to abundant liquidity in the banking
system and strong confidence in the private sector, resulting in higher
deposits and credit in support of the growth of the non-oil sector. In
addition, the relations of bank’s profit with economic growth via financial
sector development is well-established. Besides, the stock market
development has significant impact on capital accumulation, productively
and growth of banking sector. Bank’s profitability is related to the
challenging condition once its value of stock falls (Aayale et al, 2022).
According to importance of this issues, the determination of shocks in
exogenous variables such as crude oil price and stock market is essential for

protecting banking system from undesirable fluctuations.

3- METHODOLOGY

In this research in order to investigate the effect of stock market and oil
price shocks on profitability of banking system in lIran. the Recursive
Dynamic Computable General Equilibrium (RDCGE) model was applied.
The computable general equilibrium (CGE) model employs real data

reflecting economic activities to explore the reaction of economic systems
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changes in policy and technology. The model contains necessary
mathematical representations of an economy covering economic and
behavioral operations of manufactures, suppliers, consumers, federal and
local governments, investors, and exporters (Robson and Dixit, 2017).
Particularly, an advantage of the dynamic CGE model is to admit a cross-
period study and extend the field of study, and it has become an
indispensable tool for policy analyses. In addition, the CGE method is used
to the long-time adoption in analyzing national economic policies, which

also increases popularity in analyzing local policies.

4- RESULTS & DISCUSSION

Results indicated that exchange rate and crude oil price have inverse
effect and total stock price index and government budget have direct effect
on banking system profitability. So that impose a positive shock to
exchange rate equal to 2%, 5% and 10% will decrease the banking system
profitability equal to 1.73%, 2.01% and 2.57%, respectively. Also, impose a
positive shock to crude oil price equal to 2%, 5% and 10% will decrease the
banking system profitability equal to 1.41%, 1.63% and 2.03%,
respectively. In addition, impose a positive shock to total stock price index
equal to 2%, 5% and 10% will increase the banking system profitability
equal to 0.47%, 0.97% and 1.52%, respectively. Finally, impose a positive
shock to government budget equal to 2%, 5% and 10% will increase the
banking system profitability equal to 0.38%, 0.44% and 0.61%,

respectively.
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