Journal of
ImprovementManagement
Vol. 13, No. 2, summer2019 (Serial 44)

I
S mpr A

Journal of

Triple Layers Institutional Analysis of Iran’s Banking System
Governance with Game Theory Approach

How do instability hidden Drivers work?

Mohammad Reza Darrehshiri?, Asghar Abolhasani Hastiani =
Yeganeh Mousavi Jahromi®, Abdalali Monsef*

1- PhD student in economics, PNU, Tehran
2- Associate Professor of Economics, Payame Noor University, Tehran
3- Professor of Economics, Payame Noor University, Tehran
4- Associate Professor of Economics, Payame Noor University, Tehran

Abstract

In spite of implementing widespread change programs to promote the banking
system, from the law for usury free banking to privatization, banking system
inefficiency is still one of the most important economic challenges in the country.
Basic assumption of mechanism design theory to explain this failure is existence of
destructive conflicts in the system. The purpose of this study is to diagnosis of these
conflicts and to propose of approaches to resolve them. Therefore, agraph model, with
a holistic view, developed to describe the behavior of main players in the banking
system and analyzed its equilibrium states. The results showed that the existence of
conflicts is one of the most important causes of inefficiency of the system in
performing its expected functions. Main drivers of the conflicts are deviation in
relative prices due to the Dutch disease and myopic in decision making in macro
and middle levels of governance of the system. In this study, Inverse GMCR method
was used to investigate the institutional functions required to conflict resolution. The
results showed that monetary policy maker independence from government, reduction
of government budget dependence on oil, clarification of life cycle costs (LCC) of
macroeconomic policies, approaches to resolve these conflicts. Whatever country fails
in implementing above approaches to correct deviation in relative prices, central bank
should use its governance power more to control market forces in the banking
system. In terms of deviation in relative prices, implementing approaches such as
"expanding competition between banks through privatization and developing non-
state banks", lead to increase of destructive conflicts and instability in the system.
Keywords:Banking  System,  Game  Theory, @ Graph  Model,  Conflict
Resolution, Institutional Analysis, Mechanism Design Theory, Inverse GMCR.
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