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1. Introduction

A critical task faced by policymakers in
national development endeavors is
identifying and mitigating disparities and
distinctions among diverse regions.
Consequently, in recent decades,
achieving territorial equilibrium, rectifying
imbalances, and narrowing the income gap
between provinces constitute pivotal
objectives for the country's planners and
policymakers.

Despite an extensive body of research
dedicated to assessing the impact of bank
credits on economic growth, they have yet
to probe into the convergence of banking
system performance among provinces.
Thus, this study posits the fundamental
inquiry: Does a convergence of
performance within the provincial banking
system exist?

2. Methodology

In this research, the facilities-to-deposits
ratio is a gauge for assessing banking
efficacy. This ratio provides insights into
the effectiveness of banks in mobilizing
resources and their subsequent allocation.
It signifies the extent of intermediation
activities concerning funds derived from
the facilities-to-deposits ratio after
accounting for legal deposits (expressed as
a percentage).

In this study, the Nahar and Inder
convergence methodologies were
deployed to scrutinize the convergence of
banks' performance across provinces.

To conduct the convergence test for
banks' performance within provinces from
2010 to 2020, the deviation of the target
variable (loan-to-deposit ratio index) was
derived from its respective average using
the Nahar method. Subsequently,
employing the Akaike Information

Criterion (AIC), the optimal model for each
province was identified. Following this, the
average slope for each province was
computed by employing the coefficients of
various time powers within the optimal
framework alongside the t-test statistic.

3. Findings

The assessment of banking system
performance convergence across
provinces, conducted using the Nahar and
Inder methodology, revealed notable
outcomes. Among the thirty-one
provinces under scrutiny, Tehran, Fars,
Gilan, Kerman, West  Azerbaijan,
Kermanshah, Yazd, Golestan, Hamedan,
Markazi, Lorestan, Qazvin, Hormozgan,
Bushehr, Qom, Chaharmahal and
Bakhtiari, and North Khorasan exhibited a
negative slope. However, Golestan and
Qom provinces displayed statistically
significant t-statistics within this subset,
signifying their convergence towards the
average bank performance. Specifically,
Qom province demonstrated a rate of
0.507, while Golestan province exhibited a
rate of 1.98, denoting the highest levels of
convergence towards the average
performance of banks in Iran. The
convergence of Golestan province
towards the average performance of banks
in the country indicates a narrowing of the
performance differential between this
province and the overall provincial
average.

4. Results

The observed convergence in the banks'
performance index indicates a reduction
in the performance gap regarding
allocating mobilized resources. It, coupled
with technological advancement and
enhanced capital productivity, contributes
to economic growth. Conversely, a
divergence in the performance index
signifies a deterioration in banking
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performance, resulting in an augmented
financial gap  between  provinces.
Consequently, the need for more resource
infusion for economic stakeholders leads
to diminished investment and
employment opportunities, with social
and political repercussions potentially
impacting the nation.

Based on the findings of this study, the
following recommendations are proposed:

- In pursuit of stimulating economic
growth through monetary policy, it is
imperative for the government to consider
leveraging the resources of the National
Development Fund to harness the
potential and capabilities of regions
characterized by lower income levels.

- Addressing government debt relief,
which often results in delayed resource

return and subsequent bank overdrafts, is
crucial in  mitigating  inflationary
pressures. Adherence to the Central
Bank's guidelines and regulatory policies
can significantly enhance banking
performance.
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