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banking industry. The proposed study of this paper includes 17 commercial banks, which were
active from 2006 to 2010 in Iran and the results of the study indicate that although there was a
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1. Introduction

During the past few years, there has been some economical turmoil in world's economies. Many firms
have faced with financial difficulties and there was a shortage on cash flow in various industries.
Banking system has been considered as the main source of economies since they are the primary
sources of financial assistance in terms of loans, line of credit, etc. Banking system must always look
for possible ways on reducing risks in their systems in an attempt to prevent any financial crises
(Gallo et al., 1996). Dietrich & Wanzenried (2011) investigated the effects of 2008-financia crises on
the profitability of Switzerland banks before and during the crisis and reported that banks could have
prevented such crises a head of time, should they have been faithful to their rules and regulations.
Regulations are normally set to immune banks from any unwanted accidents and a good discipline on
rules and regulations could significantly contribute to the success of banking systems. Regulations in
each country aso play an important role in either increasing or decreasing the profitability of banks.
Garcia-Herrero et a. (2009) investigated why Chineese banks do not report much profitability on
their statements. They found some negative impact for China s development banks, which are fully
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state-owned. Instead, more market-oriented banks, such as joint-stock commercia banks, were more
profitable, which again points to the influence of government intervention in explaining bank
performance in China. Joh (2003) studied Corporate governance and firm profitability based on some
evidences from Korea before and after financia crisesin 2001.

During the past two decades, there have been tremendous efforts on detecting important items
influencing efficiency of banks. One of the most popular methods for measuring the performance of
banking system is to use data envelopment analysis (DEA). In DEA method, there are normally some
inputs and some outputs, which are either financially measureable or not and the relative efficiencies
of various units are compared using a linear programming approach. Taylor et a. (1997) used DEA
technique to measure the relative efficiencies of some Mexican banks. Lin et a. (2003) performed a
comprehensive study on risk capital adequacy in evaluating on insolvency-risk and financial
performances in Taiwan's banking industry. Hund et a. (2010) studied the uncertainty components on
average profitability and the impact of diversified discount.

Kosmidou (2006) proposed a multivariate analysis of the financial characteristics of foreign and
domestic banks in the UK. Kosmidou et a. (2007), in other work, investigated domestic and
multinational factors of foreign bank profits for case study of Greek banks operating abroad. They
reported that the profitability of the parent bank and the operating experience of its host nation
subsidiaries had a positive influence on the profits of Greek banks abroad, whereas subsidiary bank
size had a negative impact. Westman (2011) investigated the effect of management and board
ownership on profitability in banks with various strategies by examining the joint impact of
ownership and strategy on profitability in European banks and reported that management ownership
has a positive influence on profitability in non-traditional banks, which are difficult to monitor. She
also concluded that board ownership positively influenced on profitability in traditional banks, where
monitoring incentives were reduced. Ben Naceur and Kandil (2009) investigated the impact of capital
requirements on banks cost of intermediation and performance for a case of Egypt. The results
indicated that bank-specific characteristics including bank capitalization and credit risk had a positive
and significant influence on banks' net interest margin, cost efficiency, and profitability. Chen & Liao
(2011) investigated the impact of governance and supervision on the performance of domestic and
foreign banks. They found that foreign banks were more profitable than domestic banks when they
operated in a host country whose banking sector was less competitive and when the parent bank in the
home country was highly profitable. Rossi et al. (2009) investigated on how loan portfolio
diversification could impact risk, efficiency and capitalization by considering manageria behavior for
some Austrian banks. They reported that, although diversification negatively influences cost
efficiency, it increases profit efficiency and reduces banks' realized risk.

In this paper, we present an empirical study on some Iranian banks for measuring the impact of
operating risk on some financial figures. The proposed model of this paper first presents details of
survey in section 2 and the results of our investigation are given in section 3. Finally, concluding
remarks are given in the last to summarize the contribution of this paper.

2. The proposed study

The proposed study of this paper selects 17 commercia banks, which have been actively operating
from 2006 to 2010. We use four variables including capital structure, profitability, operating risk and
macroeconomic figures. For each factor, we consider between one to four attributes and measure their
relationships using statistical observations.

2.1. Capital structure

In this paper, there are four variables including operating risk, macroeconomic figures, capital
structure and profitability and each variable also includes between one to four attributes.
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The mean and standard deviation of equity ratio are 2.105 and 0.888, respectively and it has positive
skew and strain. The skew coefficient is greater than 1.96, which means the distribution is not
symmetric. The mean and standard deviation of debt ratio are 4.408 and 0.434, respectively and it has
skew deviation and coefficient of strain of greater than 1.96, which means the distribution is not
symmetric and the meaningful deviation means the distribution is more like normal. The negative
skewness of this variable means there are some data on the |eft side and the positive skewness means
the distribution is taller than normal. Table 1 shows the results.

Table 1
Descriptive data associated with capital structure of banks

Coefficient deviations

Variables Number Mean Std dev. Variance Skew Strain Skew Strain
Equity ratio 85 2.105 0.888 0.788 0.905 0.872 3.467 1.687
Liability ratio 85 4.408 0.434 0.189 -5.775 40.209 -22.113 77.810

2.2. Operating risk

Operating risk has one attribute calculated using logarithm. Operating risk maintains a mean of 1.234
and standard deviation of 0.135 with positive skew and negative strain. The skew ratio is greater than
1.96, which means the distribution is not symmetric and strain coefficient is less than absolute value
of 1.96, which means the distribution is not deviated from normal distribution. Table 2 shows details
of theresults.

Table 2
Descriptive data associated with operating risk

Coefficient deviations
Variables Number Mean Std dev. Variance Skew Strain Skew Strain

Equity ratio 85 1.234 0.135 0.018 -1.101 0.596 -4.216 1.154

2.3. Profitability

Profitability has three attributes including profit margin, return on assets (ROA) and return on equity
(ROE). which are calculated using logarithm. Profitability maintains a mean of 2.934 and standard
deviation of 1.927, which has a negative skew and positive strain. The skew ratio is greater than 1.96,
which means the distribution is not symmetric and strain coefficient is less than absolute value of
1.96. It means the distribution is not deviated from normal distribution. ROA maintains a mean of -
0.259 and standard deviation of 1.404, which maintains negative skew and positive strain. Again, all
criteria means the distribution is not deviated from normal distribution. Table 3 shows details of the
results. In addition, ROA maintains a mean of 2.227 and standard deviation of 1.295, which
maintains negative skew and positive strain. Again, all criteria means the distribution is not deviated
from normal distribution. Table 3 shows details of the results.

Table 3
Descriptive data associated with Profitability

Coefficient deviations

Variables Number Mean Std dev. Variance Skew Strain Skew Strain

Profit margin 85 1.234 0.135 0.018 -1.101 0.596 -4.216 1.154
ROA 85 -0.259 1.404 1.971 -1.119 0.713 -4.284 1.379
ROE 85 2.227 1.295 1.676 -0.905 0.303 -3.465 0.587

2.4 Economic indices

Economic index includes four attributes including economic current and fixed growth rates, inflation
rate and unemployment rate. Using a similar argument, we can conclude that all four figures can be
estimated with normal distribution. Table 4 shows details of the results.
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Table 4
Descriptive data associated with economic figures

Coefficient deviations

Variables Number Mean  Std dev. Variance Skew Strain Skew Strain

Fixed GDP 85 1.018 1.162 0.351 -0.795 -1.015 -3.044 -1.964
Current GDP 85 2.782 0.6%4 0.428 -1.126 -0.305 -4.312 -0.591
Inflation rate 85 2.726 0.312 0.097 0.562 -1.146 2.152 -2.217
Unemployment rate 85 2.407 0.053 0.003 -0.111 -1.627 -0.425 -3.149

3. The results

Note that we have gathered the necessary data from 17 banks within 5 years period and we have 85
observations. The proposed study of this paper attempts to find the relationships among ten different
attributes. In terms of macroeconomic attributes, al t-student values associated with factor loading
are greater than 1.96, which are meaningful when the level of significance is 0.05. In terms of
profitability, there are three attributes of profit margin, ROA and ROE and, again, all t-student values
associated with factor loading are greater than 1.96, which are meaningful when the level of
significance is 0.05. Capital structure includes two attributes of equity and liability ratios and all t-
student values are meaningful, which means there are meaningful relationships among these
components. Table 5 shows details of our calculations.

Table 5

The results of factor loading and t-student

Attribute Index Coefficient mean Standard t-student

deviation

CA-ST LNER -0.8907 -0.6234 0.0371 -24.0030
LNLR 0.9445 0.9430 0.0228 41.4193

O-RISK LNOR 1.0000 1.0000 0.0000 0.0000
LNPM 0.9287 0.8781 0.1479 6.2781

PROFIT LNROA 0.4750 0.5455 0.2239 2.1576
LNROE 0.6571 0.6185 0.1801 3.6480
LNEGR1 0.8686 0.7607 0.2024 4.2918

MACRO-E LNEGR2 0.9201 0.8086 0.1980 4.6469
LNIR -0.8654 -0.8328 0.2117 -4.0869
LNER 0.6776 0.7162 0.2037 3.3270

Our investigations indicate that macroeconomic figures do not influence other attributes but capital
structure influences profitability and operating risk, significantly and the statistical observations are
meaningful. The other observation is that capital structure directly influences on operating risk in
reverse direction. The coefficient of profitability shows that approximately 0.377 of profitability
changes are described by operating risk, capital structure and macroeconomics attributes.

Table 6
The results of the relationships between independent and dependent variables
Independent Dependent Coefficient Mean Standard t-statistic
variable variable deviation
CA-ST PROFIT 0.6600 .05990 0.2237 2.9501
O-RISK PROFIT -0.2390 -0.2089 0.0986 -2.4250
MACRO PROFIT -0.0160 -0.0994 0.0815 -0.1964
MACRO O-RISK 0.1220 0.1089 0.0703 1.7203
MACRO CA-ST -0.0930 -0.1094 0.0629 -1.4785

O-RISK CA-ST 0.3730 0.4110 0.1250 2.9839
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Table 6 shows details of our results. As we can observe, when we remove macroeconomic factors, all
other relationships are meaningful. Next, we present six hypothesis associated with the proposed
study of our paper and the results of our tests are summarized in Table 7.

Table 7

The results of six hypotheses

Hypothesis t-student result Result
Ho: Capital structure has no impact on Hois
profitability (£ <0) rejected.

Ho: Capital structure has positive Bener =66 gy = AEBSy =028 = DLl

impact on profitability (£ > 0).

Ho: Capital structure has no impact on Hois
operating risk (£ >0) rejected.
Ho: Capital structure has negative Benmisk =-3131y, =2.984>1, =1.96 > p<.05

impact on operating risk (3 <0).

Ho: Operating risk has no impact on Hois
profitability (£ >0) rejected.
Ho: Operating risk has negative impact Brspr = =239y, =—-2425>1, =—-1.96->p<.05

on profitability (£ <0).

Ho: Macroeconomic factors have no Hois
impact on profitability (y =0). accepted.
H.: Macroeconomic factors have no Becopr =016 ty, =—196<|t [=[1.96 > p>.05

impact on profitability (¥ # 0)

Ho: Macroeconomic factors have no Hois
impact on capital structure (y =0). accepted.
H,: Macroeconomic factors have no Pecoca =—0931,, =-1479< |tc| - |1'96| —>p>.05

impact on capital structure (y # 0)

Ho: Macroeconomic factors have no Hois
impact on operating risk ( = 0). accepted.
H.: Macroeconomic factors have no Becoca =—093 1y, =-1.479<|t[=[1.96 > p>.05

impact on operating risk (¥ # 0)

As we can observe from the results of Table 7, the first three hypotheses have been confirmed and the
other three hypotheses were not confirmed. Therefore, we can conclude that there was a positive
relationship between capital structure and profitability but there was no meaningful relationship
between operating risk and capital structure. In addition, the results of our study mention that
operating risks negatively impacts profitability and economic figures do not have any influence on
profitability, operating risks and capital structure.

4. Conclusion

In this paper, we have performed an empirical study to find the relationship between operating risk
and other important macroeconomic as well as financial figures such as profitability, profit margin
and structure capital. The results of our study indicate that although macroeconomic factors such as
inflation rate, GDP growth and unemployment have no impact on operating cost but that there was a
positive relationship between capital structure and profitability. The results of our study confirmed
that operating risks negatively impacts profitability and economic figures do not have any influence
on profitability, operating risks and capital structure.
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