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Abstract

Asset returns (ROA) and equity returns (ROE) are key indicators for measuring the
financial performance of banks and are influenced by factors such as credit risk,
macroeconomic variables, and capital structure. The objective of this study is to
dynamically analyze the factors affecting ROA and ROE of banks listed on the Iranian
capital market during the years 1388 to 1400 (2009-2021). For this purpose, a panel
vector autoregression model with time-varying parameters (TVP-PVAR) was employed
to examine structural changes and the dynamics of relationships among variables over
time. The findings indicate that credit risk and asset quality are among the most
significant factors reducing ROA and ROE, while bank size leads to better risk
management and increased profitability. Additionally, inflation has a negative short-
term effect, and economic growth has a positive effect on bank returns. Moreover,
positive developments in the capital market and improved international relations have

increased access to financial resources and strengthened the financial performance of
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banks. The research results have important implications for policymakers and bank
managers, including: the necessity of developing optimal strategies to reduce credit risk,
effective utilization of bank capacities, and leveraging opportunities arising from
economic developments and the capital market to enhance profitability and financial
stability of banks.

Keywords: Return on Assets, Return on Equity, Credit Risk, Macroeconomic
Variables, TVP-PVAR Model.
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