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Modeling Banking Crisis with the Dynamic Stochastic General Equilibrium Model
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Abstract

Banking industry, as one of the important financial intermediation industries in Iran’s
economy, faces the critical challenge of delayed loans. The existence of delayed loans
decreases banks liquidity resources and their lending power. As a result, in recent years,
Iranian banks have tired to change their asset portfolio from business loans to interbank loans
to confront with their credit risk. Because of the strong relation between banking industry and
other economic sectors in Iran, | try to analyze the reaction of macroeconomic variables (such
as production and inflation) and banking variables to the shocks of delayed loans. To do so, |
use annual statistics of the economic variables between 1981 to 2013 as well as calibration
and Bayesian model to extract the value of dynamic stochastic general equilibrium (DSGE)
parameters. Results show that the theoretic model is compatible with the economic realities.
In the other, words investment and production decrease and inflation increases as delayed
loans increase. Alternatively, investment and production increase and inflation decreases by
increasing interbank loans.

Keywords: Dynamic stochastic general equilibrium method, Nonperforming loan, credit to
other banks.
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