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Abstract 

The main aim of the present study is to examine the 

effect of credit risk management on financial 

performance of banks listed on Tehran Stock 

Exchange during the time frame of 2010 to 2014. 

Statistical population of the present study is 

consisted of all private and state banks and 

considering the availability of information, final 

sample volume is consisted of 20 banks. In this 

study, credit risk, loss reserve resulting from past 

due maturity credit and loans and capital adequacy 

ratio of banks were considered as independent 

research variables, in order to study their effect on 

banks’ performance (return on assets).  

Results of data analysis by using multiple-variable 

linear regression at 95% confidence indicated that 

there is a reverse relationship between credit risk and 

reserve resulting from past due maturity credit and 

loans with banks’ performance. On the other hand, 

it was also indicted that there is a direct relationship 

between liquidity ratio and capital adequacy ratio of 

banks with banks’ performance.  

 

Key words: Credit risk, capital adequacy, financial 

performance, return on assets  

 

Introduction  

In a market in which banks’ interest margin is 

always reducing due to increased competition and 

always a pressure is felt for more costs reduction. 

Credit risk models create a kind of relative 

superiority for banks and credit institutions with 

predicting the loss associated to failure to repay 

loans. Credit risk models with measuring risk and 

with creating a wise relationship between risk and 

return can provide us with the possibility of assets’ 

pricing. On the other hand, credit risk models 

provide the possibility to optimize the composition 

of credit portfolio and to determine banks’ economic 

capital for reducing capital costs (Caouette, 1998). 

Among the prominent characteristics of today’s 

competitive world, we can refer to profound and fast 

changes in technical – scientific fields and 

Successive challenges of social – economic systems 

in international competition field. Those companies 

would gain an appropriate place in the field of 

competition that with optimize use of the existing 

facilities and appropriate used of new resources for 

producing goods and delivering services with high 

quality can be a customer-oriented, unique and  

 

Flexible company. Completive advantage is one of 

the components that guarantee organizational 

durability. Obtaining competitive advantage cannot 

be made possible randomly and overnight, but it 

requires long-term planning and management 

regarding various dimensions of organization’s 

activities (Momtaz, 2007). On the other hand, saving 

and capital formation are among the key terms in the 

economic development process of every country. 

The process of capital formation in every country 

demands the participation of public in investment 

matters and mobilization of savings in social life 

flow mobilization should be sought out in Economic 

participation of public investors (Khadem, 2008). 

Participation of people in economy for capital 

participation should be done through saving by 

contemporary and new methods in financial assets, 

i.e., in the form of various types of banking deposits, 

stock, securities, insurance policies, retirement 

plans, participation in investment plans and other 

similar things. Current deposits resources in banks 

are among the most valuable ad at the same time the 

cheapest type of resources (ibid). considering the 

importance of the role of deposits and savings in the 

economy of a country and also considering the 

important role that banks have in attracting capitals 

and monetary policies of every economy, 

profitability of banking activities is one of the most 

major and one of the most important factors and 

Existential reasons of banks and polices which aid 

banks’ top management in important decisions, are 

those decisions which guarantee banks’ health, 

wellbeing and progress at the present time and their 

growth and development in the future (Khandani, 

2011). In the recent decade, so much attention has 

been paid to the growth level of banking facilities 

and liquidity as an important structure and a 

significant research field in accounting. The reason 

that credit risk is of great importance in monetary 

and credit institutions is that it is the applied resource 

for facilities which serves banks’ debt to 

shareholders of that banks that in case of lack of 

flowing, it can diminish both capitalreturn power 

and credit granting power for shareholders. One of 

the most important approaches for reducing credit 

risk losses is to classify customers in terms of credit 

which is known as validation. On the basis, loan 

applicant are divided into 10 different groups 

according to Basel Committee standards, the 
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committee supervising on banking regulations of 

customers receiving credit based on the degree of 

credit. During the past years, credit risk management 

has worked successfully in direction of processing 

credit affairs and including strength points and 

creativity in determining control points in credit 

transfer route, with maximizing responsiveness to 

customers’ demands and increased interest and 

capital and activities under their control. In general, 

the relevant sector is accompanied with increasing 

profitin addition to providingcustomers’ demands, 

with covering risks and providing controls, covering 

and immunizing capitaland providing timely 

information in the minimum time which are among 

the dimensions of risk management in this area 

(EsmaeelinejadAhangarani, 2012). In the present 

study, the effect of credit risk management on 

financial performance of banks listed on Tehran 

Stock exchange is examined.  

 

Research background  

Theoretical background  

Banks as financial mediators have a significant role 

in economy, in a way that their activities can affect 

the attracting level of savings and investments. The 

difference between the interest which is paid to 

deposits with what is obtained from investments by 

a bank, creates Banking profit margins which is an 

indicator which can be affected by various factors 

such as macroeconomic variables, bank’s 

concentration degree and dominant regulation on 

banking system. One of the duties of banks is the 

management of the risks they are faced with. If there 

is no risk management in place, banks would face 

with bankruptcy. For preventing bankruptcy, 

banking rule and regulations are legislated. On the 

other hand, banking regulation can affect 

competition in banking market, because, if these 

regulations are such that they eliminate monopoly or 

drive banks toward competition, they would as well 

affect their performance (Bryan et al., 2009). 

Economists like Demstez (1973) and Pelzman 

(1977) argue that efficient banks with their better 

performance can reduce their expenses and costs and 

in this way can capture a larger market share for 

themselves. Based on this view, a competitive 

environment can create a more efficient and 

concentrated banking system. Presence of legal 

entities prevents monopoly in the banking system 

and hence, it can cause liquidity shock. Barajas et al. 

(2000) believe that high profit indicate to the 

existence of some issues and problems in banking 

regulations environment and information 

asymmetry. In other words, higher profit margin can 

improve banking system profitability, banking depth 

and financialstabilitywith increasing banking 

system tolerance to negative marginal and negative 

shocks. Helman et al. (2000) consider high level of 

profit as low degree banking system efficiency and 

performance and non-competitive market 

conditions. On the other hand, according to them, 

high level and degree of this variable indicates to 

insufficiency of regulations and high level of 

information asymmetry as well as high levels of 

banking risk. In such a situation, banking instability 

increases. Barack & Suarez (2000) argue that high 

liquidity shock cannot always be a good sign for 

banking system performance and efficiency, 

however, it can indicate to insufficientregulations 

and banking system instability. If a bank has a weak 

performance, it tries to reduce its loans Interest rate 

in order to gain a larger share of market. Helman et 

al. (2000) believe that high levels of liquidity shock 

are on one hand related to low degrees of efficiency 

and non-competitive market and on the other hand 

indicate to reflection of insufficient regulations in 

banking system as well as high degrees of 

information asymmetry. In addition, high levels of 

liquidity shock can be an indication of high levels of 

risk in banks. If in such a situation competition is 

increased, Speculative behavior of a bank increases 

and hence, its instability would also be increased.  

 

Empirical background  

FalahShamsiand Tehrani (2005) in their study have 

designed and explained credit risk model in banking 

system of Iran and have studied the performance and 

efficiency of linear and logistic probability models 

and artificial neural networks for predicting 

customers’ credit risk in banking system of Iran. The 

predicting variables in these models are financial 

ratios of borrowers and this study by using 

appropriate statistical tests has shown that these 

ratios have a significant relationship with credit risk. 

By using financial and credit data of 316 of the legal 

customers of Iran’s banks, the above mentioned 

models have been designs and test in terms of 

performance and efficiency. Findings of this study 

indicate that the relationship between variables in 

the model for predicting credit risk is not linear and 

that Exponential and sigmoid functions are among 

the most appropriate models for predicting credit 

risk and that the highest efficiency for predicting 

credit risk is related to artificial neural networks and 

logistics model, respectively.  

Taghavi andLotfi(2005) in their study indicated that 

legal reserve rate has a very small negative effect on 

growth rate of banks’ deposit volume and the 

remaining of the granted loans. In their study they 

have concluded that existence of monetary policy 

channel in Iran is confirmed; however, considering 

the fact that it is insignificant, it can be said that the 

monetary policy and credit channel functions are 

practically inefficient.  

Gonzalez (2005) in his study examined banking 

regulations and risk by considering the factors 

creating them: international comparison of risk in 

banks with considering the number of banks’ 

branches and the number of personnel as input and 

investment and volume of deposits as output and has 
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evaluated banks’ performance with including the 

variables of credit risk and total risk by using DEA 

model and on this basis have ranked these banks. 

Finally, they have found a significant relationship 

between risk and asset.  

Pasiouras (2008) estimated technical efficiency and 

scale of Greek commercial banks: effect of credit 

risk and international operations. By considering 

explanatory variables and indicators of banking risk 

such as ratio of defaulted loans as input variables in 

DEA method, they have tried to explain the 

relationship between risk and efficiency in banking 

industry and they have found that there is a 

significant relationship between these two variables.  

 

Research hypotheses  

Research hypothesis 1: There is a significant 

relationship between credit risk and financial 

performance of banks.  

Research hypothesis 2: There is a significant 

relationship between loss reserve resulting from past 

due maturity credit and financial performance of 

banks.  

Research hypothesis 3: There is a significant 

relationship between banks’ liquidity ratio and 

banks’ financial performance.  

Research hypothesis 4: There is a significant 

relationship between banks’ capital adequacy ratio 

and banks’ financial performance 

 

Conceptual model 

 

Methodology  

Statistical population refers to a number of desirable 

intended components which at least have one 

characteristic attribute. This characteristic attribute 

is an attribute which is common among all the 

elements of statistical population and distinguishes 

the statistical population from other populations 

(Azar &Momeni, 2006). Statistical population of the 

present study is consisted of all the banks listed on 

Tehran Stock Exchange for which the required data 

during the time frame of 2010 to 2014 is available. 

In this study, data collection was done by using 

bibliographic method and by studying relevant 

studies conducted inside and outside of Iran and 

extracting the required information from reliable 

books, articles, academic journals and theses. In 

addition, in this study academic journals, PhD and 

master theses and books related to the topic of this 

study were used. Research method of the present 

study is a descriptive – correlation method and its 

main goal are to determine the existence of a 

significant relationship between research variables. 

In correlation studies, the relationship between  

 

 

variables is analyzed according to the research goal. 

In this type of study, if the aim is to predict the 

dependent variables based on independent variables, 

the dependent variable would be known as the 

criterion variable and the independent variable 

would be known as the predicting variable. On the 

other hand, one of the differences between 

correlations studies with experimental studies s that 

in correlation studies, independent variables are not 

manipulated. Based on the goal of study, these 

studies are divided into three categories (Sarokhani, 

2003): 1- two-variable correlation; 2- regression 

analysis; 3 – covariance analysis.  

 

Operating definition of research variables  

In this study, based on the study conducted by Ali 

Soleiman (2015), the following multi-variable 

regression model is used for testing research 

hypotheses:  
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ROA i,t= β1 + β2CR i,t + β3LLP i,t + β4LA i,t  + 

β5 LR i,t + β 6CAR i,t   + ɛ i,t 

 

Dependent variable 

ROA = Bank’s performance criterion. In this study, 

Return of Asset was used which is calculated from 

dividing net profit to bank’s total assets 

(Rahmani&Heidari, 2007).  

 
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 

𝐵𝑎𝑛𝑘′𝑠 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 
 

Independent variables 

CR = Credit risk which is calculated through ratio of 

past due loans and credits to sum of all bank’s credits 

and loans (Oggboy et al., 2013).  
𝑃𝑎𝑠𝑡 𝐷𝑢𝑒 𝐿𝑜𝑎𝑛𝑠 𝑎𝑛𝑑 𝐶𝑟𝑒𝑑𝑖𝑡𝑠 

𝑇𝑜𝑡𝑎𝑙 𝑆𝑢𝑚 𝑜𝑓 𝐵𝑎𝑛𝑘′𝑠 𝐿𝑜𝑎𝑛𝑠 𝑎𝑛𝑑 𝐶𝑟𝑒𝑑𝑖𝑡𝑠 
 

LLP = Loss reserve resulting from past due credits 

and loans (Oggboy et al., 2013);  

LA = Ratio of total sum of credits and loans to total 

sum of Bank’s assets (Oggboy et al., 2013);  
𝑇𝑜𝑡𝑎𝑙 𝑆𝑢𝑚 𝑜𝑓 𝐶𝑟𝑒𝑑𝑖𝑡𝑠 𝑎𝑛𝑑 𝐿𝑜𝑎𝑛𝑠 

𝑇𝑜𝑡𝑎𝑙 𝑆𝑢𝑚 𝑜𝑓 𝐵𝑎𝑛𝑘′𝑠 𝐴𝑠𝑠𝑒𝑡𝑠 
 

 

LR = Ratio of Bank’s liquidity which is calculated 

by dividing sum of bank’s long-term deposits to sum 

of bank’s assets (Oggboy et al., 2013).  

CAR: Capital adequacy ratio, which refers to ratio 

of base capital to risk weighted assets and for 

calculating it  first byusing balance sheet, assets 

classes including  Items above the line and below the 

line are extracted and are placed in the column of 

assets’ balance according to balance sheet. From 

sum of main capital and complementary capital, 

base capital is calculated and from dividing this 

figure to sum of risk weighted assets, capital 

adequacy ratio for the intended year in the relevant 

bank is obtained. This ratio is one of the ratios 

measuring performance health and financialstability 

of financial institutions and banks. Banks should 

have sufficient capital for covering the risk resulting 

from their activities and should take care that the 

incurred damages are not transferred to depositors. 

For this purpose, banks should possess the minimum 

level of capital for covering their operating risks 

which is approximately 12% of the risk weighted 

assets (every asset risk considering the nature of that 

asset and the degree of risk associated to it). Based 

on the rules and regulations of Central Bank of 

Islamic Republic of Iran, minimum ratio of 

satisfactory capital adequacy for Iranian banks is 

equal to 12% and in cases in which international 

standards or necessity of maintaining banks’ and 

credit institutions health would require can 

determine a higher limit for all or some of the banks 

and credit institutions (Rahmani&Heidari, 2007).  

 

Research findings  

Descriptive statistics of research variables during the 

time frame of this study are presented in table 1. 

Descriptive statistics of research variables that have 

been measured by using banks’ data during the time 

frame of the study (2010 to 2014), include mean, 

median, standard deviation, Min. and Max.  

 

 

Table 1 Descriptive statistics of research variables 

Variables’ description  Mean Median 
Standard 

deviation 
Min.  Max.  

Bank performance index  ROA 0.2813 0.2771 1.5466 0.1991 0.3662 

Bank credit risk  CR 0.1275 0.1183 1.7410 0.0276 0.2422 

Loss reserve resulting 

from past due credits and 

loans  

LLP 0.1361 0.1288 1.8354 0.0115 0.1700 

Ratio of total sum of loans 

and credits to total sum of 

bank assets  

LA 0.5410 0.5897 1.6732 0.1892 0.7622 

Bank’s liquidity ratio  LR 0.4759 0.5532 1.2784 0.2367 0.6132 

Capital adequacy ratio CAR 0.3405 0.2600 1.1886 0.0821 0.4090 

 



Helix Vol. 7(5): 1822-1830 

 

1826 Copyright © 2017 Helix ISSN 2319 – 5592 (Online) 
 
 

 

 

Im Pesaran, Shin test (IPS)  

IPS test indicated that mean and variance of the research variables are fixed across time and also, variables’ 

covariance are fixed between different years. Therefore, using these variables in the model wouldn’t create 

spurious regression.  

Table 2. Im Pesaran, Shin test (IPS) 

Variable  ROA CR LLP LA LR CAR 

W-stat -11.543 7.231 -18.231 13.432 8.193 -16.832 

p-value 0.002 0.031 0.0052 0.001 0.026 0.00081 

 

Considering the results of IPS in table (2), since the significance level value (p-value) for all the variables is 

smaller than 0.05, therefore, these research variables are reliable during the time frame of the study. Therefore, 

results of Chow test related to F test for regression model in the present study are presented in table (3).  

 

Table 3.Chow test 

Research 

regression 

model  

F-value P-value Test result  

12.675 0.0084 
H0 hypothesis 

rejection  
Panel model  

Regarding the research regression model, 

considering the significance level, results of Chow 

test indicated that H0 hypothesis (pooled model) is 

not confirmed. In other words, there are individual 

or collective effects and hence, we should use panel 

data method for estimating research regression 

model.  

Hausman test 

Results related to Hausman test for research 

regression model are presented in table (4). These  

results indicate that of Hausman test for research 

regression model is equal to 8.654 which are 

significant at 95% confidence, which indicates that 

that H1 hypothesis is confirmed. Hence, considering 

Hausman test, fitting research regression model by 

using panel data model with fixed effects would be 

appropriate 

 

 
 

 

Table 4.Hausman test 

Research 

regression 

model  

 
P-value Test result  

8.654 0.018 
H0 hypothesis 

rejection  

Panel with fixed 

effects  

 

Testing normal distribution of dependent 

variable  

For studying normal distribution of the dependent 

variable, Kolmogorov-Smirnov test was used. 

Output table of K-S test is as per table (5) in SPSS 

software for this variable. Considering the above 

table and Kolmogorov-Smirnov Z statistic, since, 

significance level for this variable is larger than 

0.05, therefore, H0 is confirmed and with 95% 

confidence, it can be said that the motioned variable 

in the above models has a normal distribution.  

 

Table 5.Kolmogorov-Smirnov test 

Variable 
Kolmogorov-Smirnov Z 

value  
Sig. level Result  

2

2
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Bank’s 

performance 

index  

 

ROA 0.8765 0.3423 
Distribution is 

normal  

 

Test of errors independence  

Durbin-Watson test statistics together with critical 

values at 1% error level are presented in table (6). 

Considering the fact that the calculated Durbin-

Watson values for regression modelof the present 

study is larger than the critical value at 0.01 error 

level. Hence, it is confirmed that there is no 

successive or serial correlation in residuals of the 

regression models in the present study at 

significance level of 0.01.  

 

Table 6: Test of errors independence 

Research regression 

model  

Critical values (1% error level)  
Durbin-Watson test 

Du Dl 

1.811 1.418 1.965 

Heteroscedasticity 

Results obtained from White’s test are presented in 

table (7). Resultsindicated that F-value of research 

regression at 0.05 error level is not significant, 

hence, H0 hypothesis indicating that there is no 

heteroscedasticity among model’s data at 0.05 error 

level is confirmed. Therefore, OLS regression model 

can be used.  

 

Table 7.Results obtained from heteroscedasticity 

Research regression 

model  

White’s value  P-value Test result  

1.876 0.309 Lack of heteroscedasticity 

Colinearity test of independent variables  

Considering table (8), tolerance and variance factor 

for all independentvariables are larger than 0.2 and 

Variance inflation factor is also so much near to 1  

(so much smaller than 5). Therefore, hypothesis 

indicting that there is no colinearity between 

independent variables is confirmed.  

 

Table 8.Colinearity test between independent variables 

Variable  Tolerance  
Variance inflation 

tolerance  

CR 0.5675 1.762 

LLP 0.3456 2.893 

LA 0.5065 1.974 

LR 0.341 2.932 

CAR 0.3083 3.243 

Research hypotheses testing 

Table 9.Results obtained from regression equation fit 

Variable  
Variable 

coefficient  

Coefficient 

value  
t-value Sig. level  

Constant  Β1 1.709 2.909 0.002 

Bank’s credit risk  CR β 2 -1.567 -2.302 0.041 

Loss reverse resulting from past 

due loans and credits  
LLP β 3 -1.909 -2.654 0.034 

Ratio of total sum of loans and 

credits to total sum of bank 

assets  

LA β4 1.452 2.823 0/019 

Bank’s liquidity ratio  LR β 5 1.311 3.121 0.011 

Capital adequacy ratio CAR β 6 0.991 2.543 0.037 
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Coefficient of determination  0.558 F-value  10.324 

Adjusted coefficient of determination  0.483 
 (P-Value) Significance  0.016 

Durbin-Watson value  1.956 

 

After testing regression assumptions and assuring 

that these assumptions are true, results obtained 

from above regression equation fit are presented in 

table (9). F-statistic value (10.324) also indicated 

that the whole regression model is significant. As it 

can be seen from the bottom of table (9), coefficient 

of determination and adjusted coefficient of 

determination of the above model are equal to 55.8% 

and 48.3%, respectively. Therefore, it can be 

concluded that in this regression equation, only 

about 48.3% of the changes in Banks’ performance 

studied in this research are explained by independent 

and control variables.  

 

Conclusion and recommendations 

Research hypothesis 1 testing 

According to table 9, significance level (sig) of the 

variables of credit risk level (0.041) is smaller than 

the considered significance level in the present study 

(5%); also, t-statistic absolute value related to this 

variable (2.302) is larger than the obtained t-value 

from the table with the same degree of freedom. 

Hence, H0 is rejected at 95% confidence level and 

H1, indicating that there is a significant relationship 

between credit risk level and banks’ performance, is 

confirmed. On the other hand, considering the 

coefficient value of this variable (-1.567), it can be 

concluded that for each unit of increase in credit risk 

level;banks’ performance reduces 1.567 units. These 

findings are to some extent consistent with the 

studies of Taghavi&Lotfi (2005), Mohammad 

Pourzarandi&MansoureGholamreza (2006), Mirza 

Hassan Hosseini &SomayehGhaderi (2010), Zhang 

Young & Zhu Yuande (2013), 

AlhandroMiko&AugoPanitza (2006), 

KatsoTushiShimizo (2012), MichealBrai et al. 

(2013), Patrick Bair et al. (2013) and MantosDalis et 

al. (2014).  

 

Research hypothesis 2 testing  

According to table (9), significance level (sig) of the 

variable of loss reserve  resulting from past due loans 

and credits (0.034), is smaller than the considered 

significance level in the present study (5%); also, t-

statistics absolute value related to this variable is 

larger than the obtained t-value from table with the 

same degree of freedom. Hence, H0 hypothesis is 

rejected at 95% confidence level and H1 hypothesis, 

indicating that there is a significant relationship 

between loss reserve resulting from past due credits 

and loans with banks’ performance is confirmed. On 

the other hand, considering the coefficient value of 

this variable (-1.909), it can be concluded that for 

each unit of increase in loss reserve resulting from 

past due loans and credits, banks’ performance 

reduces 1.909 units. These findings to some extent 

are consistent with studies of Taghavi & Lotfi 

(2005), Mohammad Pourzarandi & Mansoure 

Gholamreza (2006), Mirza Hassan Hosseini & 

SomayehGhaderi (2010), Zhang Young & Zhu 

Yuande (2013), Alhandro Miko & Augo Panitza 

(2006), Katso Tushi Shimizo (2012), Micheal Brai 

et al. (2013), Patrick Bair et al. (2013) and Mantos 

Dalis et al. (2014).  

 

Research hypothesis 3 testing  

According to table 9, significance level (sig) of the 

variables of bank liquidity ratio (0.011) is smaller 

than the considered significance level in the present 

study (5%); also, t-statics absolute value (3.121) 

related to this variables is larger than the obtained t-

value from the table with the same degree of 

freedom. Hence, H0 hypothesis is rejected at 95% 

confidence and H1 hypothesis, indicating that there 

is a significant relationship between banks’ liquidity 

ratio with banks’ performance is confirmed. On the 

other hand, considering the coefficient value of these 

variables (1.311), it can be conclude that for each 

unit of increase in banks’ liquidity ratio, banks’ 

performance increases 1.311 units. These findings, 

to some extent, are consistent with the studies of 

Taghavi&Lotfi (2005), Mohammad 

Pourzarandi&MansoureGholamreza (2006), Mirza 

Hassan Hosseini &SomayehGhaderi (2010), Zhang 

Young & Zhu Yuande (2013), 

AlhandroMiko&AugoPanitza (2006), 

KatsoTushiShimizo (2012), MichealBrai et al. 

(2013), Patrick Bair et al. (2013) and MantosDalis et 

al. (2014).  

 

Research hypothesis 4 testing 
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According to table 9, significance level (sig) of the 

variable of bank capital adequacy 90.037) is smaller 

than the considered significance level in the present 

study (5%); also, t-statistics absolute value (2.543) 

related to this variable is larger than the t-statistics 

obtained from the table with the same degree of 

freedom. Hence, H0 hypothesis is rejected at 95% 

confidence and H1 hypothesis, indicating that there 

is a significant relationship between banks’ capital 

adequacy ratio with banks’ performance is 

confirmed. On the other hand, considering the 

coefficient value of this variable (0.991),it can be 

concluded that for each unit of increase in capital 

adequacy ratio, banks’ performance increases 0.991 

of a unit. These findings, to some extent, are 

consistent with the studies of Taghavi & Lotfi 

(2005), Mohammad Pourzarandi & Mansoure 

Gholamreza (2006), Mirza Hassan Hosseini & 

Somayeh Ghaderi (2010), Zhang Young & Zhu 

Yuande (2013), Alhandro Miko & Augo Panitza 

(2006), Katso Tushi Shimizo (2012), MichealBrai et 

al. (2013), Patrick Bair et al. (2013) and Mantos 

Dalis et al. (2014).  

 

Research practical recommendations 

Considering the results of the present study, the 

following recommendations are presents for using 

these results:  

Considering research hypothesis 1, indicating that 

there is a reverse relationship between credit risk 

with banks’ performance, bank managers and 

authorities, specially, credit managers and 

authoritiesof banks are recommended to reduce 

credit risk level at the time of granting loans to 

customers through measures like accurate credit-

assessment of customers, getting necessary 

collaterals and guarantees, granting the authority of 

banning debtors from travelling to abroad (large 

scale debts) to banks’ boards of directors, 

determining the maximum allowable limit for 

granting loans to legal and real persons and so on 

and through this create the contexts for increasing 

banks’ performance.  

- Considering the results of research hypothesis 2, 

indicating that there is a reverse relationship 

between loss reserve resulting from past due credits 

and loans with banks’ performance; bank managers 

and authorities, specially, banks’ creditgranting 

managers and authorities are recommended to create 

the context for increasing banks’ profitability and 

performance through adopting the necessary 

policies for reducing credit risk and in turn, reducing 

loss reserve resulting from past due credits and 

loans.  

- Considering the results of research hypothesis 3, 

indicating that there is a direct relationship between 

banks’ liquidity ratio with banks’ performance, bank 

managers and authorities are recommended to create 

the necessary contexts for increasing banks’ 

profitability and performancethrough credit risk 

management and management of deposits attraction.  

- Considering the results of research hypothesis 4, 

indicating that there is a direct relationship between 

banks’ capital adequacy ratio and banks’ 

performance; banks’ managers and authorities are 

recommended to try to determine the optimized 

level of banks’ capital adequacy through adopting 

necessary policies like formation of joint risk 

commission including all banks, binding all banks to 

establish a centralized banking system, preparing 

standards and practices related to calculation of 

various types of risk, holding intentional seminars 

on capital adequacy and inviting banking pioneers 

from around the world, increasing bank’s capital 

adequacy ratio through acquisition of financial 

assets and national development, increasing capital 

adequacy ratio from the place of managed funds, 

increasing capital adequacy ratio from the place of 

repayment of foreign currency reserves account 

loans and so on, in order to increase banks’ 

profitability and performance.  
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