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Profitability Gap in Iran's Banking System: Analysis of Large and
Small Banks Duality Using Quantile Regression Approach

Abstract

The banking system, as the engine of economic growth, plays a vital role in resQuice
allocation; however, the profitability gap between large and small banks can:affect
the efficiency of this system. This research aims to analyze the profitability.gap and
examine the structural duality between large and small banks using the quantile
regression approach. The data used includes 202 observations from-20uranian banks
during the period 2011-2023. Findings indicate that the effeéets of variables
influencing profitability are heterogeneous and asymmetri¢’ across different
quantiles. Specifically, non-performing loans and deposit ratios have stronger effects
in lower quantiles (low-profit banks), while macroecondmic variables such as
liquidity growth show more significant impacts in higher quantiles (high-profit
banks). The results of symmetry and slope equality tests also confirm the
heterogeneity of coefficients throughout the distzibution. This study demonstrates
that the mechanism of influence of internal' and external banking factors on
profitability is a function of the bank's position in the profitability distribution. This
research emphasizes the necessity of adopting differentiated policies based on banks'
profitability levels.

Keywords: Profitability Gap, Quantile Regression, Structural Duality, Large
Banks, Small Banks, Non—Performing Loans.
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