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IN SPECTION THE EFFECTIVE OF CAMEL MODEL ON PROFITABILITY OF 

IRANIAN BANKING SYSTEM 

Rahman ebrahimi taba�∗  

Abstract 

In this research which has been fulfilled with the title of " Inspection the 

CAMEL Model on profitability of Iranian banking system " , it has been tried 

that the effect of the aforementioned mode presented by the international 

banking institution regarding the health of the banks and also includes the 

capital, asset, management, earning,liquidity, risk to be questioned on the 

banking profitability: this research include 1 main and 6 sub-theories. At the 

research literature and after due introduction of the banking system any of 

these research variables have been explained.                                                            

This research is of the practical research type and the results of this research 

will be used in financial institutions, including banks and stok exchanges, while 

the unprocessed data will be for calculating the CAMEL indexes from the 

balance sheet  profitloss statement and the summary of the banking system 

performance factors. Then, the economy-measuring and linear regression(step 

wise method) and the pierson coefficient have been used for due analysis and                

testing the theories and the following results have been acquired. 

Key words: Capital,management,in come,liquidity,profit assets,capital ade 

quacy.                  
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Main-theory:  

There is meaning full relation between camel model and banks profitability            

                                                     theories :-Sub  

-there is no meaningful relation between capital of banking and its profitability 

-there is no meaningful relation between assets of banking and its profitability 

-there is a meaningful relation between management of banking and its 

profitability                                                                                                                          

-there is a meaningful relation between income of banking and its profitability 

-there is a meaningful relation between liquidity of banking and its profitability 
-there is a meaningful relation between risk of banking and its profitability 

  
Introduction : 

It is evident that profitability is of the vital fundamentals of all the trading 

institutions, and even it seems that all the institutions-even the non-profit 

institutions-are seeking profitability in a way. Profitability is the main basis of 

any organization, factor of survival and symbol of success and progress. The 

necessity and importance of the profitability is so clear that it may be said that 

without occurrence thereof the respective organization will be void and 

nullified and unreliable and it is evident that each organization fails to achieve. 

it will not survive,while any organization achieving. It will enjoy daily success 

and development. In the past the classis style managers considers a high 

importance for this matter and Friedman-one of the pioneers of this style-

considers profit for the organization like oxygen for the human being.W hen 

the organization enjoy the required profitability it guarantees its survival. This 

subject is of high importance for the trading institution and especially for the 

banks. While servicing the people, the banks shall also be profitable for survival 

and development, apart covering their expenses, otherwise they  will be out of 

the competition. In other words, profitability is first of all for a proper 

framework for the managerial decision and then is considered as the required 

feedback in order to promote the social economy and improvement of the 

employees and shareholders personal matters.                                                            
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Thus, it is required that any manager to learn the correct methods to achieve 

profit and otherwise we should wait for missing of public treasury and 

imposing of losses to the social economy htereof.                                                      

In case if the banks and trading instiutions are profitable then the social 

economy thereof.                                                                                                               

In case if the banks and trading institutions are profitable then the social 

economy is motivated and this cause that the people to be released from 

economical pressure.                                                                                                         

Hence, the importance of profitability is evident, but the important matter 

which is considered here is what are the reasonable and proper methods to 

reach profitability for the banks? This research has considered the CAMEL 

mode-which has been presented by the international banking institution and 

for the health of the banks- and tries to see which one(s)of CAMEL factors 

affect the profitability.                                                                                                       

:Presentation of the problem 

Of the evident  matters at the banks business is profitability , as it is considered 

as the basis of evalution the banks mangers and personnel and failing in 

achievement thereof threatens their survival. Notwithstanding the importance 

of this matter at banks, the researches have indicated that profitability has not 

been considered by them as the most important  index. As the researcher is 

acquainted with the state banking system, it was decided that this research to 

be made so that it may be inspected what are the variables effected  in 

research to be made in this regard it was resulted that the most importance 

indexes of profitability in the banks under the  research include : capital assets, 

management, income,liquidity,and risk                                                                         

Due to this achievement the current research was made so that creditability 

and level of  reliability of this relation to be tested and this question may be 

answered that is there any relation between banks  capital , assets 

management, income and liquidity with profitability?                                              
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  Definition of expressions and words :   

            
Capital adequacy : capital is the right or claim of the owners of the company 

with respect to the assests of the company and capital adequacy is evalution 

the payment power of the financial debts of any institute.         
Management: coordination between material, financial and human resources, 

at a planning process,organization,direction and controlling in order to achieve 

   the respective goals. 
Income : presentation of productions for a price more than their final costs    
Liquidity: the power and capability of payment the debts on their due dates 
  Profit: difference between incomes and expenses 
Assets: it is an economical source having the following conditions: 
1.satisfy one the mans requirements 

2.may not be found easily 

3.has future usefulness and effectiveness 

4.be under the control or ownership of the institute  
Conceptual model of the research is as followed : 
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As the purpose of this research is inspection the CAMEL mode on profitability, 

and the CAMEL mode includes the six variables of capital, assets, management, 

income, liquidity, and risk, thus presuming the other factors there of, we 

inspect the effects of these factors on the banking profitability.                              

Introduction of camel model 

CAMEL ACCION history 

CAMEL is the abbreviation of five measuring scales of the financial institution : 

capital adequacy, asset quality, management , earning and liquidity. First of all 

CAMEL was made for fortification of the north-american bank arranger to also 

measure  the financial and managerial health of the American loan and trade 

institutions using the key rations, indexes and organizational solutions and 

methods.                                                                                                                              

In early 80's the ACCION  and a network of the branches affiliated there to in 

the latin America learned about the increasing need to the capital access via 

the official financial markets in order to access a range of customers. The first 

and important step in order to achieve this requirement was establishment of 

the latin American bridge fund for the ACCTION branches, so that the local 

trade and financial institutions level of reliability may be guaranteed. Upon 

commencement of using the bridge fund and direct working  with the bankers 

by the branches, it was learned that they need some approved financial 

performance measurements, so that the health of their institutions may be 

indicated in this way. Additionally, the ACCTION branches managers needs 3d 

these financial performance information for successful management of this 

institutions. Also the ACCTION international institutions needed these 

informant to provide control quality for its network and have a better focus on 

its technical assistance efforts.                                                                                        

In due response to the financial performance information demand ACCTION 

hold a series of financial management training workshops, to offer the 

required training to its financial managers. However, ACCTION and its branches 

lacked tools in order to effective collection of the proper financial ratios. In 

1992 ACCTION international designed a financial evalution tool for utilization 

of its financial institutions, which was using the primary CAMEL mode of the 

northern America as its conceptual framework. The ACCTION CAMEL inspects 
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the same five financial and management performance and of the primary 

CAMEL. However, the indexes which have been used by ACCTION CAMEL react 

with respect to certain question and problems when facing their finance 

industry. Additionally, the domain of ACCTION for ranking any of the indexes is 

a reflection of this industry specification. ACCTION network, when the woring 

groups composed of the branches managers and ACCTION employees 

discussed about the problems associated with content, application and 

publication of CAMEL. This guide direction provided the ACCTION branches 

with an opportunity with approving utilization of CAMEL and share in its 

growth and development. This conference provided the basis of a mutul 

cooperation which was mandatory to CAMEL analysis.                                               

                                                     

First factor:managment  

1.Method of managment 

2.Human resorces 

3.Supervisios and auditing 

4.Information technology system 

5.Strategic plannig and budgeting 

Method of managnent: 

Some of the soutions and methods which cause the type of managment result in 
actions profitability include: 

_Managemenet has high and variable skills and _technical experience at 
financial part 

_The bod be active and independet from the management 

_T manager receives high volume of information from the employees and third 
parties,to achieve proper decision 

_The manage make the decisions in time and disagree wich harms its fulfillment  
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_The management has the required skills in order to perform his /her 
responsibilites, be liable to the organization and be recognized by performance  
and the clear purposes which made independet throughout the institute 

_The management seriously support the low –level employees 
_ There is an extensive and powerful supervision environment inside the 
organization 

 
 Human resources management 

-To be proper for the cleary defined employment and be predicted for 
responding to the growth thereof 

-The effective personnel choosing procedure to be effective   

-The training to be variable and respond to the personnel requirements in 
different organizational level 

-properly define the professional duties ,and responsibilitis  of any title  

-A performance evaluation system to be generated which shall be effective  

-The circulation of the identified personnel problems in the decision making 
process to be considered 

-The set of  employees advantages to be considered as an important asset for 
the personnel 

-The motivation system to be in conformity to the institute’s purposes and its 
method and solutions 

Monitoring  and auditing 

-The important and key solutions and processes of the institute to be 
recorded and be updated as required .these solutions to be transferred to the 
personnel who use them in their daily works 

-The motivation system to be well established with respect to the purposes, 
solution and methods of the institute 

-The institute auditing system has optimized monitoring and its solution and 
supervision method shall be integral and effective 

-The internal auditing function shall be both independent and adequate 
effectiveness 
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Information  technology system    

The information  technology environment includes the understanding the 
level of processes computerization ( computer softwers) at the institute 
,oranizational structure of the employees with the computer and direct 
networks which are used and major utilization of the it at any institute is in 
its financial and loan departments.hence,it is required that at any bank 
branch at least one person to have strong understanding and knowledge with 
respect to the computer system capacities and the ability of query for 
extraction of information in the form of certain reports. 

Strategic strategic and budgeting 

a proper straegic planning and budgeting system provides the institute with 
the opportunity with achieving its financial goals by the least problems and 
unexpected hazards. 

The main elements of this discussion include: 

-identification the elements wich identify the difference of the institute with 
respect to other similar institutions and share in its success,wich includes the 
pricing of goods and services 

-Analysis of the organizatinal purposes  

-Dentification the hazard and obstacles potentials which the  institute faces 
in reaching the purposes 

-Formalizing the solutions which provide the institute wtch the possibility of 
facing the risks and overcoming the obstacles so that the desirable purposes 
may be achieved  

-Analiysis the concepts of these strategies in the form of the required 
resources (financial – ultra-structures –and human resources) 

-Specification of purposes, solution and resources in the form of quantitative 
words and inspection the internal contradictions with performing this task 

-Both the plan and budget acts in the form of guide in the process of decision 
making  
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Second factor:income 

An institute may not attract the resources of the shareholders of saving 
owners except for being profitable. Profitability is the result of effective 
management,pricing, expenses,qulity of asset,liquidity,marketing,human 
resources and other similar matters. The factors which result in sunch  
profitability include: 

-The institute structure its interest rates based on its expense 
structure,including the budget result and the losses prediction operation 
resulted from the loan and budget results and the losses prediction operation 
resulted from the loan and budget results and loosses prediction operations 
resulted from the loan and increase in the identified capital 

-The institute considers the market rates which are claimed both by the 
official and unofficial creditors 

- The institute easily arrange its interest rates when facing the changes in the 
macro economy section 

Third factor:liquidity 

Liquidity is the ability of conformity of the decrease in the amounts and 
increase in the assets in order to pay the expenses with a reasonable 
cost.various types of applications for the liquidity and certain maters in this 
regard include: 

Growth in loan asset document,purchase of fixed assets,withdraw from 
savings, planned waste of deposit certificates,payment of distibutable 
profits,payment of  planned loans, salaries and bills of shares, and comfort 
services.any bank shall give from the amounts under its control a part to its 
customers in the form of facilities,while keeping the other customers who 
wish to take back their money. 

The management shall plan in a way that such balance could be made 
,i.e.does not keep its liquidity so  high as sunch high liquidity requires giving 
less facilities and as the facilities result in profitability, and when sunch 
facilities are not paid then the bank profitability is decreased and on the other 
hand in case if it grants facilities too much that shall obtain loan with higher 
rates for the customers who claim for their money ,which also results in 
decreasing of the profitability.hence,the bank management shall be sensitive 
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with respect to this matter and considers the previous years liquidity and 
facilities and plan based on them and shall insure on the other hand that the 
grantee of the facilities to have the required conditions to receive sunch 
facilities andregarding the repayment of the money to the bank the required 
inspections shall be made and also strong guarantee to betaken from the loan 
grantee and the bank shall be carful not to make any obstacle in the 
motivation of loan repayment. 
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Conclusions : 

1-the ability of  banks  using  the existing  infrastructure and bank liquidity. 

2-operation cost control. 

3-high quality  of its shares. 

4-extend  its recent growth. 

5-ability and willing  to pay interest. 

6-im pact on the profitability of  deposits 
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