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The Effect of Government Intervention in the Banking System

Syed Ramin Mousavi *

Abstract

Governments do two types of intervention in an economy where the banking sector is having
problems. First, systemic measures affecting the entire banking sector, and second, single-bank
measures targeting banks that need them the most. In most cases, systemic level actions are taken by
monetary authorities in the form of conventional or non-conventional policies. In contrast, single-
bank operations are usually carried out by fiscal authorities with the immediate occurrence of
financial costs or by the use of government guarantees. Governments may resort to interventions to
prevent a crisis at the country level and to contain the economic and social consequences of a crisis. In
light of this scenario, it is important to understand how government interventions may affect the
banking industry. Government intervention can have various effects on the banking system, including
bank performance, market power, lending, risk-taking, economic activities, and the growth of
economic sectors. In order to effectively design and implement government intervention in the
banking system, the main roots of the country's banking system problems must first be correctly
identified and prioritized, and then, based on this recognition, a corrective strategy should be designed
and implemented in the banking system transformation plan.
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