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Abstract

Purpose: In developing countries, including Iran, optimal financial risk management and performance enhancement in
banks are major challenges. This research examines the impact of key financial ratios on the risk-adjusted return on capital
(RORAC) in non-governmental commercial banks in Iran, aiming to identify influential components that enhance banking
performance and reduce risk.

Methodology: This study utilizes data from 17 non-governmental commercial banks in Iran over the period 2015 to 2022
and employs the Generalized Method of Moments (GMM) to analyze the relationships among variables.

Findings: The findings indicate that the lagged RORAC variable has a negative and significant effect on its current value,
reflecting temporal dependency in this indicator. Moreover, the return on equity and capital adequacy ratio exhibit a positive
and significant effect on RORAC, while the non-performing loan ratio and return on assets have a negative impact on this
metric.

Originality/Value: This study provides new insights into the effective role of financial ratios in banking risk management
and financial efficiency improvement. It offers practical recommendations for bank managers and policymakers to focus on
enhancing capital adequacy and reducing non-performing loans in order to develop more effective strategies for risk
management and performance optimization.
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Table 1- Definitions of the independent variables of the model.
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Table 2- The expected sign of the variables of the risk-adjusted rate of return model.
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Table 3- The results of Limer's, Hausman's and likelihood ratio F tests.
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Table 4- Two-stage GMM estimation of risk-adjusted rate of return model.
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