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Abstract 

The main objective of this study is to investigate the impact of credit risk on 

profitability and asset quality of Ghavamin bank branches. In this study, the three 

indicators of credit risk include the risk of non-payment, the ratio of operating 

expenses to total loans and capital adequacy ratios. And two indicate is of asset 

quality includes the investment of assets and the ratio of loan losses, which effect 

on the profitability of banks. The sample includes all bank branches Ghavamin 

during the years from 1389 to 1393. We apply ordinary least squares (OLS)to test 

regressions. The results show that the risk Credit and Asset quality 

affectionprofitability Bank. Moreover, the increase of the credit risk and asset 

quality caused to the decrease of profitability which the risk of non-payment and 

the ratio of operating expenses to total loans ratio as an indicator of credit risk as 

well as property investors to asset quality indicators have the greatest impact the 

profitability of the bank. Overlaythe result show that to reduce the impact of 

increased credit risk due to the increased cost of bank profitability and asset 

quality to reduce the impact of increased profitability due to reduced working 

liquidity. 
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Introduction 

Lack of credit risk management is one of the factors that exacerbated the financial crisis. 

Credit risk is one of the main topics recent studies and research have shown that proper 

management of credit risk will increase the profitability of banks (Bayero and Junaidu, 2014). 

Successful banks in the world, system validation and credit portfolio management to develop 

appropriate. Bank managers such systems in order to make better credit decisions will help; 

decisions based on quantitative and qualitative assessments of individual loans and credit 

portfolio of the Bank (Lhabitant, 2008). 

Commercial banks are financial institutions that people still collect funds and traders, 

industrialists and other borrowers are granted. In fact, his actions caused the bank to transfer 

resources from those who for various reasons such as: lack of expertise, lack of investment 

capital and fear of risk, do not or cannot participate in economic activities to those for 

investment the financial resources they need, provides and since the goal of business is profit, 

the bank's natural resources should be more attracted to the cheaper price and with the 

maximum interest rate to borrowers. Hence, the basic purpose other organizations such as 

banks profit is the wealth of its owners. The increase in equity wealth management bank must 

decide whether assets or assets with lower quality and higher-income and higher-quality and 

lower risk business, or whether the bank should invest in long maturities and facilities 

granted and reduce its liquidity and extend maturities of assets and reduce its cash or assets 

with shorter-term maturities and a high degree of liquidity choose to provide? These are 

questions that bank managers are always engaged with them (Karimi, 1385). 

Asset quality of banks, issue banking papers is popular because most writers agreed that in 

case of bankruptcy before the bank can be declared bankrupt, a significant amount of non-

performing loans should be present because a bank asset quality indicators for the destruction 

of banks. Similarly check on the efficiency of financial institutions reported that financial 

institutions normally relatively higher costs and lower profits compared to the financial 

institutions more efficient, with visible signs of undesirable outputs Acquisition, agency 

problems, the discretion of the Company and various external factors. 

(Nagel, 1999) indicated that asset quality problems may lead time bomb ahead for banks, just 

as health and safety standards by the United States Federal Reserve Board was established, in 

1995, became effective , which was the United States financial institutions, asset quality 

monitoring systems to identify potential problems emerging in bank asset quality, launch and 

asset quality of banks' regular reporting to the board of directors charged to the risks 

associated with decline asset quality to be evaluated. 

The decline in the quality of bank assets on its performance and its financial performance and 

also the overall health of the financial system where influence lies. 

The main purpose of a bank or any other economic unit in addition to fulfilling social 

responsibility, increase its value. In order to achieve the main objective of the Bank, 

increased profitability as the objectives of the side under consideration. At the same time, 

banks to implement these cases, due to their nature, must accept risks. Some of these risks 

include credit risk, market risk and liquidity risk noted. Therefore, banks need to manage 

these risks, the balance between growth, profitability and risk cause. Lack of attention to 

risks, organizations can create serious for banks. 



International Journal of Research in Management                                                                          ISSN 2249-5908 

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                       Issue 6, Vol. 4 (July 2016) 
 

©2016 RS Publication, rspublicationhouse@gmail.com Page 47 
 

Asset quality of the bank's management that involves an assessment of the company's capital 

to facilitate the measurement of the volume of credit risk associated with its activities. This 

left the balance sheet of the banking and focuses on the quality of loans that banks provide 

income. Asset quality and loan quality are two words with the same meaning as that managed 

by the banking sector is considered very important. This means that the asset quality of public 

concern financial regulatory authorities in any country around the world. Obviously, the 

banks, the Bank Ghavamin of this study is no exception. According to the survey expressed 

the relationship between profitability Ghavamin Bank and credit risk management and asset 

quality seems essential. 

In this regard, SadeghiGourbandi in 1393 to study the relationship between credit risk and 

profitability and liquidity. Target of this study was to investigate the relationship between 

market risk and financial performance and collaboration for profitability and liquidity less 

bank lending risk. Results of the study show the negative relationship between lending less 

the product (which may be interpreted as a positive effect of more cautious lending) and net 

interest margin there. Awe and T. Lu clan in 1385 to study current procedures to assess the 

quality of facilities granted comparative study of facilities in one of the country's banks by 

the Basel Committee. Procedures of the international banking system research, facilities 

classified based on various factors and for each storage class devices considered to be 

different. And the total allocated reserves for the male population, the current procedure 7/86 

and in practice the Basel Committee 02 billion / 262 billion Rials. As a result, the 

classification of the facility based on the Basel Committee procedure, the clearer the quality 

of a bank's assets. Shahrokhi in 1384 to study new theories about the quality of bank assets, 

and the result of this research, classification of facilities with a view to the future, to 

determine the credit risk of the facility, draws a more accurate picture of the quality of its 

facilities, so that the Bank resistance to shock and unpredictable fluctuations may be 

measured. The main credit risk management study in 1390 to look at the pattern of payment 

in other countries, and results from this study were obtained from There That Activities 

Companies Insurance similar Activity banks is, Can For  Credit Risk Management a door 

banks From How Coverage Risk by Companies Insurance Benchmarking The And With 

Informed Of his From Amount Risks with  Attention To Property And Collaterals 

Presentation By He, rate Profit Facilities And Determination The And In this way, Applicant 

And Must To Acceptable  Sectional From The risk And From This Way the danger actions 

Other Moral And Reduced . Ahmed, Takeda and Shawn (1998) using multivariate regression 

found that loan losses have a major positive impact on the outstanding loans. Thus, the 

increase in loan losses and credit risk analysis means an increase in the value of loans and the 

negative performance of the bank. Ahmad and Aref (2007) in their study of regression 

analysis to better measure the factors affecting the credit risk of commercial banks in the 

banking system emerging markets versus developed countries have used the banking system. 

They concluded that the increase in loan losses as a major determinant of credit risk is 

considered potentially they also concluded that credit risk in the banking system emerging 

markets of more developed countries. Ben Nasser and Development (2008) showed that 

venture capital and bank credit and positive influence on net interest margin, cost efficiency, 

and profitability of banks. 
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Conceptual model of Research 

"Is credit risk and asset quality has an impact on the profitability of banks?" 

 

 
Figure 1: A conceptual model that impact profitability and asset quality in banks on credit risk shows. 

)Adelo et al., 2014; Moga, 2002) 

 

Analysis Method 

The goal of applied research and to methods of descriptive and causal relationships between 

variables using regression models for checks. The study of the correlation between the 

researches as a post-hoc analysis taking into account the Bank's financial statements is past. 

For model study was conducted using time series data. To test the hypotheses of OLS 

regression test Statistical software was used to test E-view is used. The main objective of this 

study was to investigate the effect of credit risk on profitability and asset quality of bank 

branches is Ghavamin. In this study, the three indicators of credit risk includes the risk of 

non-payment, the ratio of operating expenses to total loans and capital adequacy ratios and 

asset quality indices includes the investment of assets and the ratio of loan losses to check the 

quality of assets on the profitability of banks is. The study consisted of all bank branches 

Ghavamin during the years 1389 to 1393. To test the hypotheses, regression ordinary least 

squares (OLS)in software E-view used. 

 

Findings 

Undoubtedly one of the most important of which can be seen from Table Descriptive 

statistics were used, judging normal or abnormal data. Find amounts provided for skewness 

and Kurtosis indicates that the data may follow the normal distribution, according to test 

results provided Jarek and the potential for non-normal distribution of the data to test 

hypotheses according to the data center will be done. 
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Table 1: Descriptive statistics for variables and test results Jarek 

VariablesStatistics ROA DR CLA CAR LOAN TTR LLR 

Average 5..0 5.50 2..0 2..5 05..52 5.5.0 5.502 

Standard deviation 5.520 5.... ...2. ....0 ..0.2. 5..52 5.... 

Skewness 5.5.5 2.20 ..... 5.... 0.2.0 ...0. 2.20 

Kurtosis ..2.. 20.2. ..0.0 0..0. .5..0. .2... 20.2. 

JarkBera 0... .0.00 ..0.2. ..... ..0.2. .252. .0.00 

Possible 5.505 5.55. 5.55. 5.55. 5.55. 5.55. 5.55. 

Number of Observations ..5 ..5 ..5 ..5 ..5 ..5 ..5 

 

Considering the results of Table 2 it can be concluded that the ROA (Towards profitability) 

and DR (Risk of default) .24 correlation exists between the ROA (Towards profitability) and 

CAR (Ratio Adequacy Capital) correlation is 0.41. 

Table 2: Results of correlation between independent and dependent variables 

LLR TTR LOAN CAR CLA DR ROA independentexplain 

 

dependent 

variables 

--- --- --- --- ---  ---

. correlation 

ROA 
 -Probability 

--- --- --- --- --- 
. 5.02 -correlation 

DR 

 -5.55. Probability 

--- --- --- --- 

. 5.5.. 5..2 -correlation 

CLA 

 -5.00 5.55. Probability 

--- --- --- 

. 5.5.2 5.05 -5.2. correlation 

CAR 

 -5.0. 5.50 5.55. Probability 

--- --- 

. 5.552 -5.50 5.50. 5... -correlation 

LOAN 

 -5.22 5.02 5..5 5.55. Probability 

 ---

. 5.5.. -5.50. -5.550 -5.5.. -5.05 -correlation 

TTR 

 -5.0. 5.25 5.22 5.22 5.55. Probability 

. 5.5.. -5..0 5.05 -5... 5.5552 5.02 correlation 

LLR 

 -5.22 5..5 5.50 5.00 5..0 5.55. Probability 
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The first hypothesis test 

 Credit risk is the impact on the profitability of banks. 

To distinguish between pooled or panel F test Limer is used to determine and choose one of 

two fixed effects model or random effectsHousman test, the results of which can be seen in 

the table below. 

Table 3: Test results f Limer and Housman first hypothesis 

dependent 

variables 

independent 

variables 

F Limer test 

possibility 

Housman test 

possibility 

Cross-sections 

profitability Credit risk 5.552 5.55. fixed 

 

According to the test results f Limer and Housman be seen in Table 4 of the panel and fixed 

effects are used. For the first hypothesis (credit risk affect the profitability of banks), the 

following model is to test the results as a table (4) is. 

 

Table (4): The results of tests a 

 

 

The effect on the profitability of banks in relation to credit risk with respect to the 

assumptions of the test results it can be concluded between the DR (Risk of default) and CAR 

(Ratio Adequacy Capital profitability) there was a significant correlation of negative 

According to the statistic T The relationship between these variables is reversed between the 

ratio of operating expenses to total loans (CLA) And borrow Bank (LOAN) There is a 

significant relationship. 

It is said that the Durbin-Watson statistic hypotheses, which represents the autocorrelation in 

panel data for the entire sub-hypotheses is nearly 2 Hence it can be concluded that there is no 

autocorrelation problem in testing hypotheses. Results of the adjusted coefficient of 

The results of first tests 

Profitability (ROA)=B.+B1DR+B2CLA+ B3CAR+ B4LOAN 

variables Factors آstatict possible 

DR 5.55. - 0..0. - 5.5. 

CLA 5.550 ..02. 5.55. 

CAR 5.5.. ..55. 5... 

LOAN ...2 2.0.2 5.55. 

c 5..02 .0.... 5.55. 

 

R-squared 5.0. Durbin-Watson stat 0..5. 

Adjusted R-squared 5.00 Prob(F-statistic) 5.55. 

F-statistic ...... 
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determination that indicates the amount of influence the dependent variable is the 

independent variable changes due to credit risk is 25 percent of the profits. 

 

The second hypothesis test 

 Asset quality has an impact on the profitability of banks. 

To distinguish between pooled or panel F test Limer is used to determine and choose one of 

two fixed effects model or random effects Hausman test, the results of which can be seen in 

the table below. 

Table 5: results fLimer and second theory Hausman 

Dependent 

variable 

Independent 

variable 

F Limer test 

possibility 

Haosman test 

possibility 
Cross-sections 

profitability Asset quality 5.552 5.552 fixed 

 

According to the test results f Limer and Hausman which can be seen in Table 5 of the panel 

and fixed effects are used. 

For the second hypothesis (quality assets will affect the profitability of banks) is to test the 

model, the results of which are described below the table (6) is. 

Table (6): The second hypothesis test results 

 

The effect on the profitability of banks in relation to credit risk with respect to the 

assumptions of the test results it can be concluded between the notes Ratio Capital  

Investment To Property And TTR) ) And profitability (ROA ) There is a significant 

relationship and due to the negative statistics (T) is an inverse relationship between these 

variables mean reduced by increasing the relative profitability of banks means that if a large 

amount of their assets investment banks and money to tend toward this view with a reduction 

in the profitability of encounter the loan loss ratio (LLR ) And profitability (ROA ) There is a 

significant relationship and due to the negative statistics (T) is an inverse relationship 

between these variables. . 

It is said that the Durbin-Watson statistic hypotheses, which represents the autocorrelation in 

panel data for the entire sub-hypotheses is nearly 2 Hence it can be concluded that there is no 

autocorrelation problem in testing hypotheses. Results of the adjusted coefficient of 

The second hypothesis test results 

ROA=B.+ B1TTR + B2LLR 

variables Factors statict possibility 

TTR 5..02 - ..5. - 5.550 

LLR 5.5.0 - 0.... - 5.552 

c 5...0 ....2. 5.55. 

R-squared 5.0. Durbin-Watson stat ..22 

Adjusted R-squared 5.05 Probe (F-statistic) 5.555. 

F-statistic ....2 
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determination that indicates the amount of influence the dependent variable is the 

independent variable changes 20 percent of the benefits of asset quality. 

 

The third hypothesis test 

 Credit risk assets quality is reciprocity. 

To distinguish between pooled Or panel F test Limer is used to determine and choose one of 

two fixed effects model or random effects Hausman test, the results of which can be seen in 

the table below. 

Table (7): results fLimer and third theory Hausman 

Dependent 

variable 

Independent 

variable 

F Limer test 

possibility 

Hausman test 

possibility 

Cross-sections 

First model Finance tool 5.55. 5.55. fixed 

Second model Finance tool 5.5. 5.00 random 

 

According to the test results f Limer and Hausman for each model can be seen in Table 8 of 

the Model panel and are used with fixed and random effects. 

For the third hypothesis (credit risk assets quality is reciprocity) 2 model is to test the results 

as a table (8) and (9) is. 

A: The first model 

Table (8): The third hypothesis test results (first version) 

 

Credit asset quality due to assumptions it can be said test results between DR (Risk of 

default) and TTR (The ratio of investment to assets) ratio Loss Loans (LLR) There is a 

significant relationship. 

It is said that the Durbin-Watson statistic hypotheses, which represents the autocorrelation in 

panel data for the entire sub-hypotheses is nearly 2 Hence it can be concluded that there is no 

autocorrelation problem in testing hypotheses. Results of the adjusted coefficient of 

determination that indicates the amount of influence the dependent variable is the 

independent variable changes 14 Percent of the benefits of asset quality. 

 

 

The third hypothesis test results (first version) 

DR= B.+ B1TTR + B2LLR 

variables Factors statict possibility 

TTR ..0.2 - 0.20. - 5.55. 

LLR 5.5. ..5.. 5.55. 

c 5.20 - ..55. - 5.55. 

R-squared 5..0 Durbin-Watson stat ...0 

Adjusted R-squared 5..2 Prob(F-statistic) 5.55. 

F-statistic 2...0 
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(B) The second model 

Table (9): The results of the third hypothesis (the second version) 

 

Credit asset quality due to assumptions test results can be concluded only between the risk of 

non-payment (DR) and the proportion of investment assets (TTR) there is a significant 

negative relationship and according to the statistics (T) is an inverse relationship between 

these variables mean reduced by increasing the relative risk of non-payment. It is said that the 

Durbin-Watson statistic hypotheses, which represents the autocorrelation in panel data for the 

entire sub-hypotheses is nearly 2 Hence it can be concluded that there is no autocorrelation 

problem in testing hypotheses. Results of the adjusted coefficient of determination, which 

represents 16% of the affected dependent variable is the independent variable changes due to 

changes in asset quality is profitability. 

 

Discussion 

Results Show It is that between Risks Credit and profitable Bank and Relationship negative 

meaning you have Existence have; from this Face, Hypothesis this Research Rejection Is not 

be. Result Hypothesis Mentioned favorable with results Research by (2014 Felamini et al.). 

Aborimeh,2008.Kosmidou,2008. Al Hashemi,2007.Athanasoglou et al,2006.Alen and 

Sonders,2004. Cooper et al,2003. andBork,1989is. With Attention The result hypothesis 

Expression by the Power said with increase Risks Credit, cost Of Bank increase Results to 

Consequently It profitable Bank decrease The Will. In total, according to research results, as 

well as that of credit risk as the most important risk in the banking system and one of the 

most important factors affecting the profitability of banks is called, to increase the 

profitability of banks, the banking system administrators must improve their performance and 

profitability, control and monitoring of their credit risk. 

As for the impact on bank profitability and asset quality inverse relationship between these 

two variables should be noted that the increase in the proportion of capital increase in the 

 :The results of the third hypothesis (the second version 

TTR=B. + B1DR + B2CLA + B3CAR + B4LOAN 

variables Factors statics possibility 

DR 5.5.5 - ....2 - 5.55. 

CLA 5.5.5 - 2.22 - 5.55. 

CAR 5.550 - 5...5 - 5.... 

LOAN ..0 - ..... - 5.00 

c 5..20 2..50 5.55. 

R-squared 5..20 Durbin-Watson stat ..22. 

Adjusted R-squared 5... Prob(F-statistic) 5.5550 

F-statistic 0.20. 
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profitability of the initial values as the increase in reflects the reduction in liquidity in the 

blink of, and finally lead is the decline in profitability. 
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