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Abstract

This study aims to investigate the impact of financial risks on capital adequacy for a
sample of Saudi Commercial Banks during the period 2008-2021. Its significance is derived
from the considerable attention given by regulatory authorities and banks to the issue of
capital adequacy, which is considered the most important element for absorbing shocks and
risks in banks. This is due to its close relationship with the size of banking risks in general
and financial risks in particular. Also, the study aims to clarify the impact of independent
variables (financial risks) represented by credit risks, liquidity risks, insolvency risks, interest
rate risks, and exchange rate risks on the dependent variable (capital adequacy). To achieve
this goal, the study collected data from financial reports related to the banks under study for
the period 2008-2021 from the "Argaam" website and the "BankScope" database. The study
analyzed the data using the aggregate model, which is suitable for determining the impact of
independent variables on the dependent variable using panel data relying on Eviews13
software.

The study found a statistically significant negative impact of credit risks, liquidity risks,
and interest rate risks on capital adequacy. It also found a statistically significant positive
impact of insolvency risks on capital adequacy. However, there was no statistically significant
impact of exchange rate risks on capital adequacy. The study further concluded that changes
in financial risks collectively explain 91.20% of the variations in capital adequacy in the banks
under study, demonstrating the strong relationship between the study variables. Therefore, it
emphasizes the necessity for banks to strictly adhere to regulatory requirements related to
capital adequacy and risk management to maintain their capital and continuity.

Keywords: Financial Risks, Risk Management, Capital Adequacy, Basel Committee, Saudi
Banks.
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Résumé

Cette étude vise a examiner I'impact des risques financiers sur I'adéquation des
capitaux pour un échantillon de Banques Commerciales Saoudiennes sur la période
2008-2021. Sa pertinence découle de I'attention considérable accordée par les autorités
de régulation et les banques a la question de l'adéquation des capitaux, qui est
considérée comme I'élément le plus important pour absorber les chocs et les risques
dans les banques. Cela est di a sa relation étroite avec la taille des risques bancaires en
géneral et des risques financiers en particulier. De plus, I'étude vise a clarifier I'impact
des variables indépendantes (risques financiers) représentées par les risques de crédit,
les risques de liquidité, les risques d'insolvabilité, les risques de taux d'intérét et les
risques de change sur la variable dépendante (adéquation des capitaux). Pour atteindre
cet objectif, I'étude a collecté des données a partir de rapports financiers liés aux
banques étudiées pour la période 2008-2021 a partir du site Web "Argaam" et de la
base de données "BankScope". L'étude a analyse les données en utilisant le modele
agrégé, qui est approprié pour determiner I'impact des variables indépendantes sur la
variable dépendante en utilisant des données de panel en se basant sur le logiciel
Eviews13.

L'étude a révélé un impact négatif statistiquement significatif des risques de
crédit, des risques de liquidité et des risques de taux d'intérét sur l'adéquation des
capitaux. Elle a également trouvé un impact positif statistiguement significatif des
risques d'insolvabilité sur l'adéquation des capitaux. Cependant, il n'y avait pas
d'impact statistiquement significatif des risques de change sur l'adéquation des
capitaux. L'étude a en outre conclu que les variations des risques financiers expliquent
collectivement 91,20 % des variations de I'adéquation des capitaux dans les banques
étudiées, démontrant la forte relation entre les variables de I'étude. Par conséquent, elle
souligne la nécessité pour les banques de respecter strictement les exigences
réglementaires liées a l'adéquation des capitaux et a la gestion des risques pour
maintenir leur capital et leur continuité.

Mots-clés: Risques Financiers, Gestion des Risques, Adéquation des Capitaux, Comite
de Bale, Banques Saoudiennes.
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pooled model ‘v’ TAX AT RIESY ™ ¢ e° AN
Variable Coefficient t- Statistic Prob
CR -1.216158 -1.386260 0.1680
SR 2.945791 30.78245 0.0000
LR -0.768959 -12.07257 0.0000
IR -0.025892 -4.000158 0.0001
ER -0.076137 -0.811918 0.4183
C 0.507832 7.343720 0.0000
Weighted Statistics
R- squared | 0.907034 Prob(F statistic) 0.000000
F- statistic 261.4771 | Durbin- Watson stat | 1.272886
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Variable | Coefficient t- Statistic Prob
CR - 1.695956 -1.777828 0.0779
SR 3.008989 25.13622 0.0000
LR -0.751008 -10.37431 0.0000
IR -0.025429 -3.631354 0.0004
ER -0.188182 -1.666218 0.0982
C 0.498638 6.392868 0.0000
Weighted Statistics
R-squared | 0.911841 Prob(F statistic) 0.000000
F- statistic 92.34925 | Durbin- Watson stat | 1.371946
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random effect model W’ Q'Alv f! W A4Ffl °S[*
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random effect model W’ Q !AIY f! VWS ®BYSY"  ¢+° %UA®AN
Variable | Coefficient t- Statistic Prob
CR -1.216158 -1.374915 0.1715
SR 2.945791 30.53052 0.0000
LR -0.768959 -11.97377 0.0000
IR -0.025892 -3.967421 0.0001
ER -0.076137 -0.805274 0.4221
C 0.507832 7.283619 0.0000
Weighted Statistics
R- squared | 0.907034 Prob(F statistic) 0.000000
F- statistic 261.4771 | Durbin- Watson stat | 1.272886
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Effects Tes Statistic Prob
Cross- section F 0.757296 0.6559
Cross- section Chi- square 7.432704 0.5922
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Lagrange Multiplier Tests for Random Effects °SUQAY "~ ¢ «%A®A

LM Test Statistic Prob
Breusch Pagan 1.131858 0.2874
Honda -1.063888 0.8563
King- Wu -1.063888 0.8563
Standardized honda -0.749990 0.7734
Standardized King- Wu -0.749990 0.7734
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Test Statistic Prob
Breusch- Pagan LM 174.2876 0.0000
Pesaran scaled LM 13.62811 0.0000

Pesaran CD 8.425235 0.0000
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Variable Coefficient t- Statistic Prob

CR -0.900381 -4.727449 0.0000

SR 2.776605 34.59632 0.0000

LR -0.619449 -15.13145 0.0000

IR -0.022674 -10.93169 0.0000

ER -0.033304 -1.815157 0.0717

C 0.391243 11.60207 0.0000

Weighted Statistics

R- squared | 0.912004 Prob(F statistic) 0.000000
F- statistic 277.7578 | Durbin- Watson stat | 1.592472
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Test Statistic Prob
Breusch- Pagan LM 0.9995
Pesaran scaled LM - 2.605886 0.0092

Pesaran CD 0.350385 0.7260
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2014 | 0.1751 | 0.0204 | 0.139 | 0.8064 | 2.54 | -0.0847

% "U| 2015 | 0.1761| 0.0194 | 0.1501 | 0.8626 | 2.75 | 0.0639

A®AvV 2016 | 0.1962 | 0.0233| 0.1681 | 0.8807 | 2.54 | 0.0648

““SY'1 2017 | 0.2099 | 0.0295 | 0.1784 | 0.8597 | 2.91 | 0.0405

(SAAB) | 2018 | 0.2129| 0.0413 | 0.186 | 0.8818 | 3.03 | 0.0245

2019 | 0.1824 | 0.0379 | 0.2116 | 0.8366 | 4,0000 | -0.0124

2020 | 0.2182 | 0.0447 | 0.1836 | 0.8483 | 3.15 | -0.0181

2021 | 0.2184 | 0.0385| 0.1947 | 0.9331| 4.66 | -0.0131

2008 | 0.1371| 0.0245 | 0.1233 | 0.7444 | 1.21 | -0.076

2009 | 0.1448 | 0.0404 | 0.1481 | 0.8115| 1.27 | -0.018

2010 | 0.1729| 0.06 | 0.1581| 0.8862 | 1.24 | 0.0083

2011 | 0.1912 | 0.0765 | 0.1647 | 0.7985| 1.34 | -0.1194

2012 | 0.1762 | 0.0234 | 0.1588 | 0.8628 | 1.36 | -0.0565

2013 | 0.1512 | 0.0146 | 0.1274 | 0.8462 | 1.33 | -0.024

2014 | 0.1708 | 0.0141 | 0.1266 | 0.8242 | 1.42 | -0.2125

2" U 2015 | 0.1694 | 0.0137 | 0.1286 | 0.8666 | 1.47 | 0.0458

A®AvV 2016 | 0.1893| 0.0162| 0.1379| 0.933 | 1.55 | 0.0385

°ST[Y 2017 | 0.2038| 0.0177 | 0.1439 | 0.9062 | 1.59 0.109

(SIB) 2018 | 0.1936| 0.0293 | 0.1213| 0.961 | 1.56 | 0.0971

2019 | 0.1826 | 0.0404 | 0.1191 | 0.8619| 1.57 | 0.0165

2020 | 0.2121 | 0.0309 | 0.1335| 0.9449 | 1.86 | 0.0853

2021 | 0.2084 | 0.0329 | 0.1457 | 0.9716| 1.86 | 0.1229
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2008 | 0.2139 | 0.0349 | 0.1655| 0.9499 | 1.19 | 0.0526

2009 | 0.193 | 0.0362 | 0.1683 | 0.953 1.25 | 0.4727

2010 | 0.2063 | 0.0296 | 0.164 | 0.867 1.2 0.3979

2011 | 0.2003 | 0.0254 | 0.1517 | 0.8122 | 1.18 | 0.3338

2012 | 0.1983 | 0.0274 | 0.1364 | 0.7999 | 1.16 | 0.1969

2013 | 0.196 | 0.0227 | 0.1372 | 0.8266 | 1.15 | 0.0845

2014 | 0.1959 | 0.0246 | 0.1362 | 0.8245| 1.13 | 0.0433

1%~ U
 anye| 2015 | 02083 0026701478 | 0.8378| 107 | 0.1786
(AL' 2016 | 0.2198 | 0.0286 | 0.1529 | 0.8497 | 1.08 | 0.0799
2017 | 0.2329 | 0.0232 | 0.1625 | 0.8756 | 1.15 | 0.0993

RAJH)

2018 | 0.2017 | 0.0324 | 0.133 | 0.823 1.13 | 0.1267

2019 | 0.1987 | 0.0273 | 0.1333 | 0.8217 | 14.05 | 0.1912

2020 | 0.1908 | 0.0231 | 0.124 | 0.8446| 7.74 | 0.1891

2021 | 0.1762 | 0.0199 | 0.10/9 | 0.9023 | 3.81 | 0.0624

2008 | 4.0497 | 0,0000 | 0.9893 | 0,0000 | 0,0000| 0,0000

2009 | 1.8319| 0,0000 | 0.9017 | 0.7425| 10.64 | 0.0939

2010 | 0.7514 | 0.0002 | 0.5857 | 1.8755| 3.69 | 0.1288

2011 | 0.4413 | 0.005 | 0.4321 | 1.4281| 3.64 | 0.0358

2012 | 0.3278 | 0.0075| 0.3085| 1.1631| 3.91 | -0.1164

2013 | 0.2837 | 0.0113 | 0.2672 | 1.0626 | 2.62 | -0.1367

2014 | 0.2612 | 0.0121 | 0.2219 | 0.9136 | 2.64 | -0.0654

2" U 2015 | 0.2293 | 0.013 | 0.2068 | 0.8792 | 2.51 0.014

St | 2016 | 0.1979| 0.0133 | 0.1831| 0.884 | 2.38 | 0.0249

(AL 2017 | 0.2076 | 0.0187 | 0.1773 | 0.9046 | 2.26 | 0.0326

INMAA | 2018 | 0.2105| 0.0291 | 0.1755| 0.9563 | 2.35 | -0.0129

2019 | 0.2026 | 0.0265 | 0.1702 | 0.9542 | 2.36 | 0.0095

2020 | 0.193 | 0.0285 | 0.1557 | 0.9585| 2.25 0.019

2021 | 0.2278 | 0.031 | 0.1482 | 1.0764 | 2.45 | -0.0105

2008 | 0.2419| 0.011 | 0.2002 | 0.7627 | 1.22 | 0.0953
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2009 | 0.1841 | 0.0343 | 0.1724 | 0.8312| 1.19 | 0.3629

2010 | 0.1743 | 0.049 | 0.1469 | 0.7632 | 1.17 | 0.3628

2011 | 0.1831 | 0.0571 | 0.1232 | 0.6343 | 1.15 | 0.1849

2012 | 0.1852 | 0.0514 | 0.1468 | 0.8106 | 1.2 0.1021

2013 | 0.1714 | 0.0368 | 0.1404 | 0.8352 | 1.17 | -0.0293

2014 | 0.1671 | 0.0283 | 0.1303 | 0.7946 | 1.16 | 0.0427

2015 | 0.1588 | 0.0246 | 0.1258 | 0.8326 | 1.15 | 0.0118

1" U
oz 2016 | 0.2046|0.0271|0.1331 | 0.9242 | 1.14 |-0.1244

S
L 2017 | 0.1854 | 0.0279 | 0.1201 | 0.9354 | 1.15 | -0.2034
2018 | 0.1733 | 0.0328 | 0.1064 | 0.9149 | 1.15 | -0.024

BILAD)

2019 | 0.175 | 0.0312 | 0.1095| 0.9173| 1.18 | -0.0323

2020 | 0.1795| 0.0326 | 0.1121 | 1.0129| 1.17 | 0.0775

2021 | 0.1874 | 0.0309 | 0.1081 | 1.055 1.16 | 0.0092

2008 | 0.1992 | 0.0246 | 0.1722 | 0.7423 | 1.37 | 0.0037

2009 | 0.1773 | 0.0487 | 0.1566 | 0.736 1.37 | 0.0175

2010 | 0.1572 | 0.0567 | 0.1455 | 0.6908 | 1.33 | 0.0178

2011 | 0.174 | 0.0494 | 0.1269 | 0.7869 | 1.52 | 0.0161

2012 | 0.1567 | 0.0441 | 0.0987 | 0.7689 | 1.64 | -0.1314

2013 | 0.1501 | 0.0186 | 0.0955 | 0.7416| 1.61 | 0.2152

2014 | 0.1405| 0.0152 | 0.0925 | 0.7675| 1.85 | 0.1506

%" U 2015 | 0.1583 | 0.0144 | 0.1172 | 0.8598 | 1.97 | 0.0651

°'x A 2016 | 0.1986 | 0.0177 | 0.1222| 0.8305| 1.97 | 0.1139

(AL 2017 | 0.2094 | 0.0174 | 0.1293 | 0.8054 | 1.92 | 0.1127

JAZIRA) | 2018 | 0.2746 | 0.0223 | 0.154 | 0.8075| 2.06 | 0.0635

2019 | 0.2462 | 0.0199 | 0.1339 | 0.8082 | 1.94 | 0.0969

2020 | 0.2362 | 0.0391 | 0.1234 | 0.8258 | 2.36 | 0.0774

2021 | 0.2441 | 0.0405 | 0.1169 | 0.8304 | 2.11 | 0.0039
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Lagrange Multiplier Tests for Random Effects °SUYd| |Q&¥ %a,Tf|

LM °SUYd, |Q&¥ Ya,Tf)|

STd—f ‘Y!"f! TSUY°> ™M"Y, fT WARSH!T ‘®@EYYRQIY!




YVaaSTf
‘Y fr TSUYe™ 1,98 WAdf S|\QtE®Vida, T f |




