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Article Info Abstract
Article Type: This paper looks at how default risk shocks in the interbank
Research Article market affect Iran’s business cycles, using a Dynamic

Stochastic General Equilibrium (DSGE) model. We build on

Article History: the model by Gerali et al. (2010), incorporating characteristics

ZR(?;ZI\{gdZ? of the Iranian interbank market. The model is estimated using
Revised: a Bayesian approach based on data from Iran. Our findings
2025-01-25 show that a drop in oil revenues, whether from falling global
Accepted: oil prices or increased sanctions, puts significant strain on the
I%?jzt)?lgﬁeéf) banking system’s liquidity. This pressure forces banks to rely
2025-03-29 on short-term liquidity management strategies like "rollovers."

As a result, default risk rises and financial instability in the
Keywords: interbank market increases, leading to reduced access to bank
Default Risk, credit, lower consumption, and declining production, which
IIDn?eC;Ea'\r:Ilf(lz/T;’rket deepens the economic recession. The central bank’s open
Stochastic SteadylState, market operations play a key role in cushioning the impact of
Monetary Policy, these shocks and managing liquidity, but they cannot fully
Uncertainty. restore normal market conditions. Overall, our study

underscores the importance of effective risk management in

JEL Classification: the interbank market for maintaining macroeconomic stability.

E30, E32, E37, E44, E51.

Tavakolian, H., & Esfandiari, M. (2025). The Role of the Interbank Market in Business Cycles under
Risky Conditions: A DSGE Approach. Journal of Economic Research, 59(4), 526-569.
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Economic growth is a crucial indicator of a country's development
and plays a significant role in its integration into global economic
exchanges and its bargaining power in international trade. This study
investigates the effect of sustainable competitiveness convergence
on per capita income convergence among the top 50 science-
producing countries between 2014 and 2023, using the ordinary least
squares (OLS) method. The findings reveal a positive and significant
relationship between the convergence of natural capital, intellectual
capital, resource efficiency, and social capital, and the convergence
of per capita income. Governments have a dual responsibility: they
must direct resources toward wealth generation while also
converting non-renewable natural resources into renewable ones to
achieve sustainable growth and development. Additionally, by
fostering and motivating human capital, governments can enhance
innovation and close the technology gap with leading countries in
sustainable competitiveness. Two estimation cases were analyzed.
The first case examined the interactive effect of governance on
natural capital, while the second focused on the interactive impact of
governance on intellectual capital. In both instances, these
interactive effects were found to have a positive and significant
influence on per capita income convergence. Given the critical
importance of economic growth and per capita income,
policymakers are encouraged to create a conducive environment for
attracting intellectual capital into production activities by developing
new markets for production factors. Moreover, it is expected that
leaders will enhance the competitiveness index, particularly in terms
of social capital, and facilitate economic growth by improving
people’s livelihood security and well-being, promoting
accountability and responsibility, and striving for equal
opportunities.
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Macroeconomic policies highlight the importance of coordination
between the government and the central bank in ensuring the effective
attainment of their desired goals. Economic literature shows that
cooperation between these key players and policymakers can yield
improved outcomes concerning economic growth and stable inflation
in contrast to situations where they act independently. A crucial
challenge these players may face in this game is the uncertainty
surrounding the fiscal authority's capacity to secure its intended
budgetary targets, prompting the policymakers to exercise more
caution when responding to policy measures. The present study,
therefore, aims to analyze the best response function, Pareto
equilibrium, and loss function of the government and the central bank
in cooperative games. The findings indicate that within a cooperative
framework, the monetary authority's response function exhibits
contradictory tendencies due to increased policy interest rates, as
demonstrated by the simulation results in the game. Additionally,
within a cooperative scenario, the Pareto equilibrium is established at
a lower level than the Nash equilibrium considering inflation stability
and economic growth. Furthermore, within the cooperative context,
the government undergoes a lower loss function and budget deficit,
while the central bank experiences a higher loss function in the non-
cooperative game. However, with a decrease in the economic
uncertainty level, the equilibrium output level increases in cooperative
and non-cooperative scenarios. Ultimately, the current study offers a
set of policy recommendations based on the findings.
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Since 2014, nominal interest rates—and at times, real interest
rates—nhave tended to remain high. After a decline in interest rates
in late 2019 and early 2020, they resumed an upward trend. In both
media discussions and academic research, there appears to be some
confusion regarding the causes of high interest rates. This study,
based on well-established macroeconomic theories, seeks to
identify the factors influencing interest rates and, in particular, the
reasons behind their elevated levels in recent years. In line with
theoretical analyses, the yield on government debt securities in the
secondary market has been used as a proxy for the interest rate. The
study primarily focuses on examining how, in addition to
conventional and well-known determinants of interest rates, the
injection of base money into the economy and the share of borrowed
reserves contribute to interest rate determination. Accordingly,
alongside a brief review of theoretical analyses and relevant
empirical studies, the study estimates the relationship between
interest rates and their determinants using monthly data for the
period from August 2015 to August 2024. The estimation results
indicate that an increase in banks’ debt to the central bank leads to
higher interest rates, confirming the study’s main hypothesis.
Additionally, rising expected inflation, greater financial needs—
and consequently, the net debt of the public sector to banks—and
increased uncertainty also exert a positive effect on interest rates.
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