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Abstract

In this study, we investigate the effect of credit creation in the banking sector on financial
fragility within the framework of a SVAR model and data from the period of 2000 to 2021,
results showed that a standard deviation shock in the credit creation of the banking sector has
increased financial fragility in Iran and this effect exists for at least two periods after the
shock. The liguidity creation process causes banks to convert deposits with short-term
maturities into facilities with long-term maturities; Therefore, their balance sheet will usually
suffer from mismatches. On the other hand, creating liquidity and increasing the credit of the
banking sector will cause the credit risk to increase and banks will not be able to collect their
claims. As the collection of granted facilities decreases and non-current claims increase,
financial fragility will increase.
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