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ABSTRACT

The banking system, as one of the main pillars of the financial system, plays a key role in mobilizing
resources, optimally allocating them, and directing capital toward productive activities. Given the
environmental changes and increasing competition in financial markets, it is necessary to pay attention
to factors such as efficiency, creating additional value, and expanding income diversification to
improve bank performance. This article examines the simultaneous relationships between income
diversification, efficiency, and Excess value of banks listed on the Tehran Stock Exchange.

The statistical population includes banks listed on the Tehran Stock Exchange during the years 2011-
2023, and the data were collected based on annual financial statements. The simultaneous equations
model and econometric methods were used to test the hypotheses and analyze the relationships.

The research findings showed that both efficiency and Excess value have a positive and significant
effect on the diversification strategy of banks. Also, the results indicate that the diversification strategy
and Excess value can affect the efficiency of banks. Finally, diversification and efficiency strategies
also showed a significant relationship with the Excess value of banks. In addition, return on equity was
the only control variable that had a positive and significant effect on all three main variables.

These results indicate that paying attention to the dynamic cycle between these components can help
bank managers and policymakers in formulating financial strategies, supporting economic growth, and
improving the performance of banks listed on the Tehran Stock Exchange.

Diversification

1. Introduction

environments, the continuity of organizations' activities
depends on identifying and creating sustainable

In modern economies, the banking system, as one of the
main pillars of financial circulation and capital supply,
plays a decisive role in accelerating economic
development. The importance of competition and
efficiency in this system is important not only from the
perspective of reducing costs and improving internal
performance, but also from the perspective of providing
innovative services and increasing customer satisfaction
(Delangizan and Goli, 2018). Strategic management
literature shows that in dynamic and competitive

competitive advantages; advantages that stabilize and
enhance market share (Goli and Eskandari, 2019).
Therefore, banks are no exception to this rule and, by
focusing on improving the quality of services, utilizing
information technology, and building trust, they can move
the market structure towards full competition and reduce
monopolization. These structural changes bring about the
optimization of operating costs and the reduction of the
total costs of services for customers (Norouzi et al., 2019).
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2. Theoretical Literature
2.1. Income Diversification

Income diversification refers to the expansion of a
bank's income sources from its traditional dependence on
interest-based income to other non-common sources of
income such as banking fees, foreign exchange activities,
financial investments, and the provision of new services.
According to Markowitz's portfolio theory (1952),
diversification can increase financial stability by reducing
risk and income volatility. At the banking level, income
diversification is also considered a strategy to deal with
credit risks and market fluctuations (Stiroh, 2004). From a
theoretical perspective, this diversification can help
improve operational efficiency and increase banks'
resilience to financial crises.

2.2. Technical Efficiency

Technical efficiency refers to a bank's ability to
optimally use inputs to produce outputs. In the theoretical
framework, the concept of efficiency is rooted in Farrell's
(1957) analyses, which divides efficiency into two
components: allocative efficiency and technical efficiency.
Technical efficiency in the banking industry refers to the
ability to convert resources (capital, human resources, and
deposits) into desired outputs (facilities, banking services,
and income). Production function theories and data
envelopment analysis and stochastic frontier models are
the main tools for measuring this indicator. High efficiency
can indicate effective management, the use of new
technologies, and the optimal use of operational capacities.

2.3. Excess Value

Excess value in the banking system refers to the
difference between the market value of a bank and the
replacement cost of its assets and is known as an indicator
for assessing the efficiency and value creation of banks
(Bigano, 2023). This indicator is based on the classic
concept of Q Tobin and shows the extent to which the
market trusts the bank's ability to create value for
shareholders. When the market value of assets exceeds
their replacement cost, the bank is able to create value
beyond its tangible assets, and thus excess value is created
(Long, 1994).

Conceptual link between diversification, efficiency and
excess value from a theoretical perspective, income
diversification can lead to reduced risk and increased
income stability, which in turn leads to improved technical
efficiency. Also, increased efficiency in the use of
resources can strengthen the bank's value creation and
ultimately lead to improved excess value. According to the
theory of economies of scale and economies of variety,
banks that are successful in providing diversified financial
services can create more market value by reducing
operating costs and increasing efficiency. In short, the
mutual and simultaneous relationship between these three
variables provides a suitable theoretical framework for
analyzing the dynamics of banking performance.

3. Research Method

Based on the study by Khan et al. (2020), the research
model is examined in the form of three averages between

diversification, efficiency and added value. In addition, in
addition to these variables, the effect of a series of other
variables is also examined in the form of each of the
following three models under the title of control variables.
These variables include size, growth opportunity, return on
equity and financial leverage in banks. Data from 12 banks
in Iran during the years 1390 to 1402 and the two-stage
least squares method are used to estimate the models.

4. Research Findings

In the first model, the efficiency coefficient is 0.241 and
the added value coefficient is 0.121, which indicates a
positive relationship between these variables and the
diversification strategy of banks. The significance level of
both is less than 5 percent, so their effect is significant and
reliable. In the first model, among the control variables,
only return on equity with a coefficient of 0.183 has a
positive and significant effect on diversification strategy,
and other variables (growth opportunity, financial
leverage, bank size) have no significant effect.

In the second model, the diversification strategy
coefficient is 0.314 and the excess value coefficient is
0.283, which indicates a positive relationship between
these variables and bank efficiency. The significance level
of both is less than 5 percent, so their effect is significant
and reliable. In the second model, among the control
variables, only return on equity with a coefficient of 0.192
has a positive and significant effect on bank efficiency, and
other variables do not have a significant effect on bank
efficiency.

In the third model, the efficiency coefficient is 0.129
and the diversity coefficient is 0.118, which indicates a
positive relationship between these two variables and bank
excess value. The significance level of both is less than 5
percent, so their effect is significant and reliable. In the
third model, among the control variables, return on equity
with a coefficient of 0.142 was the only significant
variable on the excess value of banks, and the other
variables did not have a significant effect on the excess
value of banks.

5. Conclusion and Suggestions

In general, the research findings indicate that
diversifying revenues, increasing efficiency, and creating
additional value not only improve bank performance, but
also enhance the competitive capacity and market share of
banks by reducing risk and increasing financial stability.

The findings of this study, which indicate the existence of
reciprocal and positive relationships between efficiency,
revenue diversification, and additional value, are consistent
with the results of studies such as Pisedtasalasai and
Edirisuriya (2020) and Chen and Li (2023), which pointed
to a positive bidirectional and cyclical relationship
between these variables. Also, the finding related to the
positive effect of diversification on efficiency is consistent
with the results of the research of Goli and Mehnatfar
(2018) and Nguyen (2018) on profit efficiency, on the one
hand, and confirms the results of Gholizadeh et al. (1400)
on the effect of non-interest diversification on market
power. However, this result is in contrast to the finding of
Kamalian et al. (2019) who reported a negative effect for
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diversification during the crisis period. This discrepancy
could be due to the specific crisis conditions or the
difference in the study period and the method of measuring
the variables. The positive and significant role of return on
equity (ROE) on all the main variables, identified in this
study, is a novel finding and emphasizes the importance of

this profitability indicator as a key driver in the banking
performance cycle.
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