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Abstract

Iran’s banking system, regarded as one of the important sources of funding, has a critical
role in Iran's economy. Commercial banks in Iran depend on their business model can not
generating sustainable profitability for stakeholders. For many years, banks have been
earning profit by appealing deposits and providing facilities to their customers, but
performance indicators show that this mechanism has not been able to lead to expected
profitability for stakeholders. The major challenge is the design of a business model with a
linear approach to profitability. Implementing such a model increases risk-weighted assets,
decreases the capital adequacy ratio for the banks, and reduces the stock value of the
stakeholders which this is unxpected result and against the primary purpose of designing a
business model (profitability). This is known as banking paradox. To find out the cuasal
structure of this problem, and to provide an effective solution into managing it, the system
dynamics methodology has been used in which by developing a mathematical model, one
can generate and simulate the results of the implementing different scenarios. The results
of this study show that changes in a set of parameters affecting the national banking
structure, e.g. deposit interest rate, facilities and loans interest rate, and reserve ratio, would
not result in riddance from profitability paradox. The appropriate strategy for achieving
profitability and a sustainable value for the stakeholders is to change banking business
model from loans and facilities-based structure to service-based structure, and to earn profit
from fees gathered for providing services to customers of the bank.

Keywords: Business Model, Profitability, Intrest-Incom, Non-Interest Income, Capital Adequacy
Ratio, Banking Paradox
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