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Abstract:

This study aims to examine the impact of systematic risk and macroprudential policies on the cost of financing of banks listed
on the Tehran Stock Exchange. This applied and analytical study employed annual panel data of nine listed banks from 2010
to 2023. The panel quantile regression model was applied, with the cost of financing as the dependent variable and
macroprudential policy indicators (countercyclical capital buffer, leverage ratio, and dynamic loan loss provisioning) and
systematic risk indicators (credit, liquidity, market, and operational risks) as independent variables. The results revealed that
the countercyclical capital buffer (capital adequacy ratio) had a significant negative effect on financing costs, indicating that
higher capital adequacy reduces financing costs. The leverage ratio showed no significant effect, while dynamic loan loss
provisioning had a negative and significant impact. Regarding systematic risks, operational and liquidity risks had positive and
significant effects on financing costs, while market risk had no significant impact and credit risk exhibited a negative
relationship with financing costs. Enhancing capital adequacy and dynamic provisioning reduces financing costs and
strengthens banking stability, whereas rising liquidity and operational risks increase financing costs. Hence, macroprudential
policies serve as effective instruments to control systematic risk and lower the cost of bank financing.
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Extended Abstract

Introduction

The banking sector constitutes a pivotal component of every economy, playing a fundamental role in resource
mobilization, investment financing, and ensuring financial stability. In developing economies such as Iran, where capital
markets remain underdeveloped, banks serve as the primary financial intermediaries responsible for channeling funds
between savers and borrowers (Emamverdi et al., 2024). Consequently, the efficiency, resilience, and financial health of the
banking system directly influence macroeconomic growth, monetary stability, and investment sustainability. However, the
growing complexity of financial markets, coupled with recurring financial crises, has highlighted the need for robust
regulatory frameworks aimed at mitigating systemic risk and ensuring long-term banking stability (Miera & Repullo, 2019).

The global financial crisis of 2008 exposed the limitations of micro-prudential regulation that focused mainly on the
stability of individual financial institutions while neglecting systemic interconnections and macro-level vulnerabilities. This
realization paved the way for macroprudential policy frameworks, which aim to strengthen the resilience of the financial
system as a whole by mitigating systemic risks and reducing the procyclicality of financial intermediation (Hadiyan & Dargahi,
2019; Meuleman & Vander Vennet, 2020). Macroprudential policies seek to minimize the buildup of financial imbalances and
contain the transmission of shocks through the financial system, thereby promoting a more sustainable flow of credit and
liquidity across economic cycles (Miera & Repullo, 2019).

Core macroprudential tools such as the countercyclical capital buffer (CCB), leverage ratio (LEV), and dynamic loan loss
provisioning (DPRS) are essential for promoting financial stability. These instruments allow banks to accumulate capital and
liquidity during expansionary periods, thereby enabling them to withstand downturns without reducing credit supply. An
increase in capital adequacy, for instance, enhances the solvency of banks, reduces default risk, and strengthens investor
confidence, ultimately lowering the cost of financing (Belkhir et al., 2021; Mehrabian et al., 2021). According to Basel llI
standards, higher capital ratios not only protect depositors and investors but also mitigate the risk of contagion and promote
systemic resilience (Emamverdi et al., 2024).

On the other hand, the cost of bank financing is influenced by multiple systematic risk factors such as credit, liquidity,
market, and operational risks. Elevated liquidity or operational risks typically lead to higher financing costs, as investors
demand greater returns to compensate for heightened uncertainty (Fallah Shams & Bani Sharif, 2021; Wang et al., 2018).
Conversely, an improved capital position, prudent liquidity management, and well-developed risk control mechanisms tend
to lower the cost of capital and enhance financial efficiency (Korsgaard, 2020). Empirical evidence suggests that well-
capitalized banks are perceived as less risky by investors, leading to lower required rates of return (Belkhir et al., 2021).

In Iran’s banking context, the issue of financing cost has gained strategic importance due to increasing credit constraints,
high levels of non-performing loans (NPLs), and balance sheet fragility. Despite efforts to align domestic banking regulations
with Basel lll standards, challenges such as insufficient capital buffers, weak asset quality, and exposure to macroeconomic
volatility continue to elevate systemic risk (Madani et al., 2024; Shahchera & Niarbakhsh, 2020). Moreover, as (Nouri Shirazi
et al,, 2021) observed, the absence of robust macroprudential instruments in Iran’s financial policy framework has
exacerbated risk-taking behavior and credit misallocation among banks. Therefore, understanding how macroprudential

policies and systematic risk jointly influence the cost of bank financing is critical for both policymakers and financial managers.
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Several international studies support the role of macroprudential measures in reducing systemic risk and financing costs.
For example, (Meuleman & Vander Vennet, 2020) demonstrated that macroprudential capital and liquidity regulations
significantly mitigate the probability of financial distress. Similarly, (Miera & Repullo, 2019) found that effective coordination
between monetary and macroprudential policies enhances financial stability and lowers credit spreads. (Belkhir et al., 2021)
emphasized that higher capital ratios decrease the cost of equity, while (Zahid et al., 2024) highlighted that integrating
sustainability-based financial practices—such as green financing—can further improve long-term risk-adjusted returns.

Building on this literature, the present study examines the effects of macroprudential policy indices (countercyclical capital
buffer, leverage ratio, and dynamic provisioning) and systematic risks (credit, liquidity, market, and operational) on the cost
of financing for banks listed on the Tehran Stock Exchange during 2010-2023. The empirical framework employs a panel
quantile regression model to capture the heterogeneous effects of explanatory variables across different quantiles of the
financing cost distribution.

The aim of this study is to analyze the impact of systematic risk and macroprudential policies on the cost of financing
among banks listed on the Tehran Stock Exchange.

Methods and Materials

This applied and quantitative research was conducted using a descriptive—analytical design. The statistical population
included all banks listed on the Tehran Stock Exchange between 2010 and 2023, with nine banks meeting the criteria for
continuous data availability and inclusion in the sample (Mellat, Tejarat, Saderat, Parsian, Pasargad, Sina, Eghtesad-e Novin,
Post Bank, and Karafarin). Annual financial data were obtained from audited financial statements, the Central Bank of Iran,
and the Tehran Stock Exchange database.

The dependent variable was the cost of financing, defined as the weighted average of bank funding costs (interest expense
to total liabilities). Independent variables included three macroprudential indices—countercyclical capital buffer (capital
adequacy ratio), leverage ratio (debt-to-equity), and dynamic provisioning (loan loss reserves)—along with four systematic
risk indicators: operational risk (operating income volatility), liquidity risk (loan-to-deposit ratio), market risk (net profit-to-
total assets ratio), and credit risk (loans-to-total assets ratio).

A panel quantile regression (QR) model was estimated to analyze the effects of these variables across various quantiles
(0.1 to 0.9) of the financing cost distribution. This method was chosen due to its robustness against non-normality, outliers,
and heteroskedasticity, and its ability to capture the asymmetric influence of explanatory variables. Unit root and stationarity
were confirmed using the Levin—Lin—Chu test, followed by slope equality and symmetry tests to validate the suitability of the
QR approach.

Findings

The estimation results of the quantile regression model revealed several key insights.

1. Macroprudential Policy Indicators: The countercyclical capital buffer (capital adequacy ratio) had a negative and
statistically significant effect on financing costs across most quantiles. This implies that higher capital adequacy levels
reduce financing costs by strengthening bank solvency and market confidence. Similarly, dynamic provisioning (loan
loss reserves) exhibited a negative and significant relationship with financing costs, indicating that an increase in

loan loss reserves enhances financial stability and mitigates credit risk exposure. However, the leverage ratio (debt-
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to-equity) showed no significant relationship with financing costs, suggesting that debt structure did not directly
influence financing cost within Iran’s banking framework.

2. Systematic Risk Indicators: Operational and liquidity risks demonstrated positive and significant effects on financing
costs. Banks with higher operating income volatility or liquidity shortages faced greater financing expenses,
reflecting market perceptions of increased risk. In contrast, credit risk showed a negative and significant relationship,
possibly due to implicit government guarantees for large banks and reduced market sensitivity to credit
deterioration. Finally, market risk had no statistically significant impact on financing costs, consistent with the limited
depth and efficiency of Iran’s capital market.

3. Model Diagnostics: The slope equality and symmetry tests confirmed the consistency of quantile estimates, allowing
reliance on median quantile (0.5) results for interpretation. Diagnostic statistics indicated robust model performance
with high explanatory power across quantiles, confirming that financing costs respond asymmetrically to
macroprudential and systematic factors.

Overall, the empirical findings support the hypothesis that macroprudential policies significantly influence bank financing
costs, primarily through capital adequacy and dynamic provisioning mechanisms, while systematic risks —particularly liquidity
and operational—exert upward pressure on financing costs.

Discussion and Conclusion

The results underscore the crucial role of macroprudential policy instruments in stabilizing the financial system and
reducing bank financing costs. The negative relationship between capital adequacy and financing costs suggests that banks
with stronger capital bases benefit from lower perceived risk and enhanced market credibility. This finding aligns with the
theoretical predictions of the Basel lll framework and empirical evidence reported by (Belkhir et al., 2021) and (Emamverdi
et al., 2024), who observed that higher capital buffers reduce both the cost of debt and equity. In Iran’s banking system,
where volatility and uncertainty are persistent, reinforcing capital adequacy can act as a strategic buffer to absorb shocks and
maintain investor confidence.

The observed negative effect of dynamic provisioning on financing costs further confirms the stabilizing role of proactive
risk management. By accumulating reserves during economic expansions, banks can absorb losses during downturns without
resorting to costly external financing. This supports (Miera & Repullo, 2019) and (Meuleman & Vander Vennet, 2020), who
demonstrated that macroprudential reserve requirements effectively mitigate systemic vulnerability and lower funding
spreads. The finding that the leverage ratio has no significant impact may be attributed to the structure of Iran’s banking
ownership and implicit government guarantees, which reduce market sensitivity to leverage variations—a phenomenon
similar to the “too-big-to-fail” condition discussed by (Shahchera & Nirbakhsh, 2020).

Regarding systematic risks, the positive relationship between liquidity and operational risks with financing costs highlights
the detrimental impact of internal inefficiencies and funding mismatches. Banks with weaker liquidity positions face higher
interest costs due to greater default probabilities and reduced depositor trust. Likewise, operational deficiencies—ranging
from weak internal controls to technological failures—increase perceived instability, thus raising the cost of market-based
funding. The negative impact of credit risk on financing cost, while counterintuitive, may stem from Iran’s partially state-
backed banking environment, where public confidence and regulatory support moderate the adverse market effects of loan

portfolio deterioration.
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The findings collectively indicate that the integration of macroprudential frameworks into Iran’s financial regulatory
system is both necessary and effective for ensuring financial stability and reducing funding costs. In particular, strengthening
the countercyclical capital buffer and dynamic provisioning mechanisms can mitigate the cyclical volatility of credit supply
and stabilize financing conditions. Moreover, these policies complement monetary policy objectives by reducing the
likelihood of systemic crises and ensuring the continuity of credit flows to the real economy.
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