—— Journal of Economic Research—————-
Volume 21, Issue 81, Summer 2021, 45-77 8 ATU
joer.atu.ac.ir D~Md PRESS

DOI: http://dx.doi.org/10.22054/joer.2022.58845.948

Investigating the Simultaneous Implementation of the
Regulatory Capital and Liquidity Requirements in
Iranian Banks

. Professor, Faculty of Management, University of
Reza Tehrani Tehran, Tehran, Iran

. Assistant Professor, Faculty Member at Monetary
Mahshid Shahchera and Banking Research Institute

Assistant  Professor, Faculty of Management,

Saeid Fallahpour University of Tehran, Tehran, Iran

. . . Ph.D. Candidate in Finance, University of Tehran,
Zeinab Biyabani Tehran, fran Y
Abstract

The financial crisis of 2007-2009 led to the redoubled attention of international institutions to
the issue of banking regulation. In this regard, the Basel Committee to exercise effective
banking supervision reviewed and introduced new standards and requirements in the field of
banking regulations, such as capital adequacy requirements, providing liquidity requirements,
and leverage ratio. On the whole, studies show that capital ratios have significant and negative
impacts on large European bank-retail-and-other-lending-growth in a context of deleveraging
and “credit crunch” in Europe over the post-2008 financial crisis period. Additionally,
liquidity indicators have positive but perverse effects on bank-lending growth, which supports
the need to consider heterogeneous banks’ characteristics and behaviors when implementing
new regulatory policies. In this article, by using the data of the Iranian banks during 2006-
2018, the simultaneous effect of the new liquidity and capital regulations, inspired by the
requirements of Basel Committee and based on the new instructions of the Central Bank, has
been studied. In other words, the issue addressed in this paper is what conditions the
simultaneous implementation of capital and liquidity requirements by banks will put them in.
According to the results, liquidity requirements and capital requirements are complementary.
Based on the results, the relationship between liquidity risk (Inverse of Net Stable Funding
Ratio) and capital adequacy is positive. Therefore, with the increase of liquidity risk in banks,
it will not be possible to establish capital requirements following the provisions of Basel III.
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