https://amf.ui.ac.ir

Journal of Asset Management and Financing
E-ISSN: 2383-1189

Vol. 9, Issue 2, No. 33, Summer 2021, p 1-20
Received: 18.08.2020  Accepted: 19.10.2020

Research Paper
Loan Interest Rate Uncertainty and Financing SMEs Listed in Tehran Stock Exchange

Davoud Safi Dastjerdi
Ph.D. Candidate, Department of Economics, Faculty of Administrative Sciences and Economics, Mofid University, Qom, Iran.
davoud_safi@yahoo.com

Seyyed Komeil Tayebi *
Professor, Department of Economics, Faculty of Administrative Sciences and Economics, University of Isfahan, Isfahan, Iran.
sk.tayebi@ase.ui.ac.ir
Nasser Elahi
Associate Professor, Department of Economics, Faculty of Administrative Sciences and Economics, Mofid University, Qom, Iran.
elahi@mofidu.ac.ir

Abstract

The role and importance of small and medium-sized enterprises is controversial not only in developing countries but also in
developed countries. Internal and external surveys of small and medium-sized firms indicate that financing is one of the most
important challenges. The interest rate uncertainty will also have a significant impact on the financing and investment of these
companies. The interest rate uncertainty, which is considered as the cost of rent by the investor and the opportunity cost by the
depositor, is one of the most important macroeconomic variables in policy making. Therefore, the present article seeks to explain,
after explaining SME financing and its position in the Iranian economy, the role of the interest rate uncertainty on SME financing as
a challenge. The main aspects of their development are analyzed using a regression analysis. The statistical population of the study
is small and medium-sized companies whose financial data is published in the Comprehensive Database of All Listed Companies
(CODAL) 70 selected SMEs during 2011-2017. Generaly, the results show a negative and significant effect of interest rate
uncertainty on financing at small and medium enterprises in Iran. Based on the results of this study, it is suggested in order to
improve the financing of small and medium enterprises in the country, by reducing the amplitude of fluctuations in the real interest
rate, the policies based on reducing interest rate uncertainty should be adopted.
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Introduction:

The importance of small and medium-sized enterprises is controversial not only in developed countries but also in developing
countries, usually because of their role in economic development. Researches on SMEs indicate that financing is one of their most
important challenges. Both Financing and investing of these companies are affected by interest rate uncertainty. The interest rate,
which is considered as the cost of rent by the investor and the opportunity cost by the lender, is mostly recognized as a crucial
macroeconomic variable in policymaking. Because of the substantial share of the banking system in the financing of Iranian
companies, the interest rate uncertainty can have a considerable impact on their financing and investment. Meanwhile, determination
of the interest rate by the government, and asymmetric information between the bank and the applicants of bank facilities has caused
uncertainty in this rate. Therefore, considering the effect of uncertainty on the intensity and impact of economic variables, the paper’s
object is to explore the role of the interest rate uncertainty in the financing of selected Iranian SMEs.
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Method and Data:

This paper has specified an econometric panel model for the financing of SMEs in Iran which includes a set of main and control
variables. To estimate the model, the paper has used relevant data of the selected Iranian SMEs. The sample of the study includes 70
selected SMEs that their financial data is published in the Comprehensive Database of All Listed Companies (CODAL) during 2011-
2017. In this study, the dependent variable is the firm financing (total amount of bank facilities per year for the firm) and the
independent variables are interest rate uncertainty of bank facilities, inflation, gross domestic product, and a set of variables within
the organization (internal variables). Indeed, an attempt has been made to measure the uncertainty indices of the bank interest rate to
be used in the model estimation. Hence, this research has measured the uncertainty variable by a method which is called Geometric
Brown Motion (GBM). In these methods, the uncertainty variable (interest rate uncertainty) is expected to grow at a constant rate, so
the variance of future values of the variable increases during the time.

Findings:

Based on the results of the F-Leamer test, the Panel data method has been used to estimate the econometric financing model. Then
we have used the Hausman statistic to test the selection between two models of Fixed Effects and Random Effects, in which the
Fixed Effects model has been finally selected to estimate the model. Generally, the results show a negative and significant effect of
interest rate uncertainty on the financing of Iranian SMEs. In general, the empirical findings of this study express the fact that interest
rate uncertainty of bank facilities has had a negative and significant effect on the financing of selected Iranian SMEs and this
indicates that an increase in interest rates of facilities can lead to some kind of investment risk, which ultimately increases the credit
risk of firms and reduce the possibility of receiving future bank facilities to maintain their production capacity. Our findings imply
that uncertainty in the Iranian economy has caused a reduction in their investment plans. However, to reach more stability in
investment and production, Iranian companies and investors need to develop their business through benefiting from productive and
certain bank facilities.

Conclusion and discussion:

According to the obtained empirical results, decision-makers and policy-makers of the financial sector should try to reduce the
interest rate uncertainty of the bank’s loans to improve the Iranian SMEs' financing ability. More specifically, the main attempts can
be based on reducing fluctuations in the real interest rate and asymmetric information in the Iranian banking facilities sector through
the development of efficient financial tools and any reduction in the uncertainty of the bank’s interest rate. Indeed, incomplete or
asymmetric information between the borrowers and the bank (lending institution) is one of the basic problems in the financing
system that the consequences could be uncertainty increasing, limited access to future credits, an uncertainty between banks and
SMEs in the formation of stable and long-term relationships, corruption and rents in the distribution of resources, and also it has a
negative effect on the financing of SMEs by the banking system.
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