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		Abstract

		This paper studies the determinants of bank interest margins in an environment when government insurance on deposits is tied to the refinancing rate set by the Central Bank. We use the most recent data on the banks in Azerbaijan during the period 2006-2009. By extending Ho and Saunders model, we find that when refinancing rates are increased by one percent, the banks increase their interest margins by 0.4 percent in order to eliminate additional interest rate risk caused by increase in supply of deposits. We also find that oil prices are negatively related with margins. An increase in oil prices makes banks less risk averse, there for lower interest margins. Further impact of other bank-related and macroeconomic variables is presented.  We also study the determinants of interest margins for various bank sizes separately. 
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