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ABSTRACT

Due to the insufficient development of the capital market and the inefficiencies in this market,
the banking industry in Iran is responsible for the long-term and short-term financing of enterprises
through the provision of facilities. In recent years, the banking industry has faced several
challenges, the most important of which is non-current receivables. In this study, the effect of
exchange rate risk and economic growth rate on the performance of banks in the dimension of non-
current receivables in the period 2008-2018 has been investigated. The statistical population of the
study is all banks in the country, of which 15 banks have been selected as a sample based on the
availability of their data. After ensuring the significance of the research variables, the estimation of
the econometric model was performed by ordinary least squares models and fixed effects, as well
as by panel data technique using the generalized torque model. Findings showed that the exchange
rate risk variable had a positive and significant effect on non-current receivables of the studied
banks and also the variables of economic growth rate and facility interest rate had a negative and
significant effect on non-current receivables. Among the variables, the remaining three variables,
the ratio of receivables of a previous period, the exchange rate risk variable and the facility interest
rate, had the most impact on the dependent variable. The findings of this study can be effective in
moving banks to pay more attention to variables affecting receivables and improve their
performance.

Keywords: Economic growth, Exchange Rate Risk, Bank Interest Rates, Non-Current Receivables,
Banks' Performance.

Objectives

One of the factors affecting the performance of banks in the dimension of non-current receivables
is exchange rate fluctuations. Exchange rate fluctuations provide the banking system with a variety
of risks, including transaction risk, conversion risk, credit risk, interest rate risk, inflation rate risk,
and the like, thus reducing the profitability of banks. Knowing the effect of economic shocks and
uncertainties on the body of the economy is an appropriate and useful guide for making optimal
decisions in the event of economic shocks. The ratio of non-current bank receivables to facilities
granted in the banking system, measures the risk of banks in granting facilities and is one of the
criteria for measuring the health of the bank; Therefore, the lower this figure, the better the
efficiency of banks in financing production in the country. Therefore, its increase is a warning sign
for the banking system and can adversely affect economic growth in the long run and disrupt the
production cycle. This figure, according to international standards and custom, should be between
two and five percent of the facilities granted, and non-current receivables of more than 5 percent of
the bank facilities are considered as high-risk risk. Therefore, it seems that one of the main
problems of banks is the high level of claims of the banking system in Iran. The main purpose of
this study is to investigate the effect of exchange rate risk and economic growth rate on banks'
performance based on the ratio of total outstanding receivables to their current annual facilities.
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Methods

The sample of the statistical population is 15 active domestic banks in this study, whose
performance indicators have been published by the Higher Banking Institute. In this regard, model
1 in the form of panel data model for 15 selected banks is as follows:

Operationally, the variables used in this research are defined as follows:
PC PC
{ﬁjir =& +.31{ﬁ]gr_1 + Py logERy + B3 GDFy + By IC; + brjam + mu_t + &

ait: width is the origin of regression and &it: is also the error sentence (disruption or residual of
the model.

(PCITC) it: Indicates the ratio of the total balance of non-current receivables to current annual
facilities from 2008 to 2018 of Bank i at the time of t. Non-current receivables are receivables that
are more than six months to eighteen months and more than due or have ceased to be repaid.

(PC/TQ)itt-1: Indicates the logarithm of the ratio of total receivables to facilities in a previous
period for Bank i at time t.

logERit: Indicates the logarithm of the annual exchange rate of the US dollar against the rial
from 2008 to 2018, which is adjusted with the consumer index to neutralize the effect of inflation
and is repeated for each bank. Exchange rate fluctuations are interpreted as the risk of unexpected
exchange rate fluctuations. Banks face a variety of risks due to exchange rate fluctuations,
including credit risk, which in turn increases the bank's delinquent receivables.

GDPit: Indicates the annual growth rate of the country's GDP from 2008 to 2018, which is
repeated for each bank.

ICit: Indicates the annual interest rate of the facility from 2008 to 2018, which is repeated for
each bank.

Results and Discussion

Exchange rate fluctuations and economic growth are among the factors affecting the
performance of banks in terms of credit quality or receivables. The results of estimating the
regression model showed that the exchange rate has a positive and significant effect on the ratio of
banks' claims. The exchange rate reduces the ability of firms that have received foreign exchange
facilities to import raw materials or capital goods, and as the exchange rate rises, some foreign
exchange borrowers may be motivated to withdraw foreign exchange facilities in the absence of
bank supervision. They should sell in the open market and transfer resources to other sectors of the
economy that expect higher profitability, and if they face a debt settlement at maturity, they will
not be able to settle, thus increasing the banks' claims.

An increase in the exchange rate has the opposite effect on the performance of banks by
increasing receivables. When banks' claims begin to rise, banks first face liquidity risk, and
therefore may raise interest rates on deposits to provide liquidity to compensate for the lack of
liquidity by increasing deposits, or they may use the interbank market and the bank. Central borrow
at a higher rate. Both of these strategies increase the cost of money for banks. On the other hand,
and more importantly, with the default of facilities, in accordance with the directives of the Central
Bank and automatically by computer systems according to the duration and time of the facility,
they are transferred to past, delinquent and doubtful due dates. With the transfer of facilities to the
headings of non-current receivables, storage costs increase dramatically. In particular, the cost of
doubtful receivables that 100% of the facility amount is transferred to the reserve heading. With the
transfer of facilities to the head of claims on the one hand, the bank's unforeseen income is not
realized, and on the other hand, unforeseen costs related to reserves increase sharply. In this case,
with other conditions stable with increasing costs and decreasing revenues, banks' profitability will
decrease significantly and will affect the bank's performance.

Based on the results of the regression model, the ratio of bank claims is inversely affected by
the economic growth rate Is placed. Demand for products (manufacturing and services) is expected
to increase amid economic growth and prosperity. Increased demand leads to increased production
and sales of businesses. Increasing sales increases the profits of businesses, so borrowers can clear
the facilities received from banks at maturity by increasing sales and profits. Conversely, in a
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recession and declining economic activity, businesses face a contraction in revenue and profits, and
it is expected that by reducing sales and profits, borrowers will not be able to settle the facilities
received from banks at maturity, so banks' claims will increase.

Given the negative and significant coefficient of economic growth variable, it can be expected
that with the improvement of economic situation and increasing economic growth rate, banks'
claims will face a downward trend, assuming other conditions are constant, and vice versa, if the
economy recession May increase the amount of claims of banks and thus have a negative impact on
the performance of banks.
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