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Abstract

The main purpose of this study was to analyze the state of the banking
system in terms of the main influencing factors, specifically the interbank
interest rate on the profitability of commercial and specialized banks. To
do this, the research followed the descriptive-analytical method and used
library methods and the databases of the Securities and Exchange
Organization and the Time Series Bank of the Central Bank of the Islamic
Republic of Iran to collect the required data. The statistical sample of this
research consisted of 17 commercial and specialized public and private
banks. The econometric methodology of estimating the model of
simultaneous equations was used to analyze the data. According to the
research findings, the interbank interest rate has a direct and negative
effect, and the coefficients obtained from the model estimation are
significant. It is worth mentioning that factors such as bank size, bank
concentration index, and ownership ratio also significantly affect the
profitability of commercial and specialized banks under study. Moreover,
the results showed that macroeconomic variables such as annual
inflation rate and economic growth rate have a negligible effect on the
exogenous variables of the model.
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1. Introduction

Banks play a vital role in the development
and growth of economic systems as they
are considered the main players in
directing financial resources. This critical
role is because they operate under the title
of providing liquidity and financial
services.

The interbank market is one of the key
branches of the banking system as one of
the platforms for implementing monetary
policies, and banks depend on the money
market to manage their liquidity. The
interbank market is one of the cases that is
used for liquidity management. In this
market, the exchanges were simple at first,
and the required funds were exchanged in
cash. But following the progress of this
market in developed countries, developing
and less developed countries also thought
of using this market without interest, and
in the meantime, some countries with
their economic systems have designed and
introduced their tools.

2. Method

The data collected in this article were
composite or panel data; therefore, the
experimental model of the research used
the panel data econometric method to
estimate the introduced model among
selected commercial and specialized
banks. Panel data can reflect more
information because it reflects time
changes and changes within each period.
Many points that are ignored or invisible in
the analysis of time series are clarified in
the composite data analysis. It is possible
to examine the heterogeneities that are
often ignored in time series analysis and
invisible in the analysis of combined data.

This experimental model has two
equations with two dependent and one
independent variable. The relationship
between the dependent variables is two-
way. The important feature of the above
system of equations is that in addition to
being dependent variables, the same
dependent variables have also appeared as
explanatory variables. On the other hand,
one of the assumptions of the classical
model is that explanatory variables are
non-random or exogenous. But in some
cases, such conditions may not exist, and
an endogenous variable is a function of
other endogenous variables, which needs
to introduce another equation. In this way,
the estimation of the model will be faced
with a system of equations instead of an
equation.

3. Findings

The results obtained from the estimation
of the empirical model of profitability of
commercial and private banks indicate
that the coefficient of the interbank
interest rate of the period under study is
negative and follows the theoretical
foundations, revealing the importance of
this variable as an external factor in the
banking system in the sense that although
banks earn profits by offering their
resources in the interbank market, the
reverse effects, or in other words the cost
of using these mentioned resources, is
more expensive than its profitability.
Moreover, because the natural logarithm
of the profitability representative variables
is used in the model, it can be said that a
1% increase in the interbank interest rate
variable has reduced the banks'
profitability by 1.3% and 1%, respectively,
by reducing the rate of return on capital
and equity. One of the facts that can be
interpreted based on the results is the
insignificant effect of inflation and
economic growth rate on the profitability
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of commercial and specialized banks in
Iran. Therefore, it can be said that these
two macroeconomic variables affect the
profitability of these financial companies
intermittently and  through other
channels.

In addition, the coefficient of bank size
variables, ownership ratio, and market
concentration are positive and significant
by the theoretical foundations, so a one
percent increase in the size of the bank
will cause a 9.5 percent increase in the
return on capital and a 4.8 percent
increase in the return on equity. Among
the variables affecting the profitability of
the studied banks, this variable is one of
the most influential and shows the
importance of the bank's assets. The
coefficient of ownership ratio and bank
concentration is positive and significant.
But the remarkable thing is the strong
effect of the market concentration index
on the profitability of commercial and
specialized banks. This conclusion
confirms that the balance in banks’ market
share in the country’s banking system will
significantly affect the balance and
profitability of commercial and specialized
banks.

4. Conclusion

This research aimed to investigate the
effect of interbank interest in the
country's banking system, especially the
performance or profitability of
commercial and specialized banks. For this
purpose, using the econometric analysis
and literature review approach, this study
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investigated the effect of interbank
interest rates on the profitability of sample
commercial and specialized banks during
the 10th period. Results revealed that at
the banking industry level, banks will be
able to gain more profitability with a
balance in the bank's market share and
bank concentration. In the prevailing
inflationary economic conditions, banks
can increase their income faster than their
expenses and increase their profitability
by obtaining accurate information,
forecasting the inflation rate, and
determining the interest rate according to
the price index and inflation. By publishing
accurate  financial  statistics  and
information from the financial statements
of banks as well as the macroeconomic
indicators of the country, the field is
provided for extensive and useful research
and a solution to increase the profitability
of financial institutions and the country’s
development.
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