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Summary:

This study analyzes and discusses the impact of liquidity risks on the
financial performance of Saudi Islamic banks by examining the financial data of
study variables for a sample of banks operating in accordance with Islamic
Sharia principles, represented by four banks: Al Rajhi Bank, Al Jazeera Bank,
Alinma Bank, and Al Bilad Bank, for the period from 2015 to 2021.

The study concluded that Saudi Islamic banks complied with the liquidity
requirements introduced by Basel IlI, significantly exceeding the minimum
thresholds well before the specified deadline. However, one of the main
challenges faced by the central bank, represented by the Saudi Arabian
Monetary Authority, was the lack of high-quality assets compliant with Islamic
Sharia principles, such as sovereign sukuk, particularly those issued by the state
in line with Basel requirements, to overcome this challenge, the Saudi Arabian
Monetary Authority provided facilities to Sharia-compliant banks in the form of
Murabaha contracts, and the Saudi government issued some Sharia-compliant
sukuk to help develop the secondary market.

The study also found a statistically significant negative correlation
(moderate negative correlation (r = -0.450534)) between return on assets (ROA)
and liquidity coverage ratio (LCR), and a statistically significant strong negative
correlation (r = -0.609973) between return on equity (ROE) and LCR. However,
there was no statistically significant relationship between the financial
performance indicators of Saudi Islamic banks (ROA and ROE) and liquidity
risk indicators (represented by the liquid assets ratio (LAR)) at a significance
level of 5%.

Keywords: Saudi Islamic banks, liquidity risks, financial performance
indicators, Basel Committee regulations, liquidity coverage ratio, stable net
funding ratio.
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Source: Rustom Barua, Fabio Battaglia, Ravindran Jagannathan, Jivantha Mendis and Mario Onorato,
(2010):basel3 what’s new ?business and technological Challenges, Algorithmics, an IBM
Company,p32.
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' EXCELLENCE And LEADER SHIP, (2021): Saudi Arabia Islamic Finance Report, Islamic Financial
Services Board (IFSB), Saudi Central Bank, Saudi Arabia, p.29.
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“ EXCELLENCE And LEADER SHIP, Saudi Arabia Islamic Finance Report, Op.Cit, p.28.
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Dependent Variable: ROE
Method: Least Squares
Date: 01/27/24 Time: 09:43
Sample: 2015Q1 2021Q4
Included observations: 28

Variable Coefficient Std. Error t-Statistic Prob.

LCR -0.060006 0.017209 -3.486971 0.0018

LAR 0.104804 0.130347 0.804038 0.4290

C 0.233012 0.052776 4. 415128 0.0002

R-squared 0.387897 Mean dependentvar 0.162711

Adjusted R-squared 0.338928 S.D. dependentvar 0.026138

S_E. of regression 0.021252 Akaike info criterion -4.763785

Sum squared resid 0.011291 Schwarz criterion -4 621049

Log likelihood 69.69299 Hannan-Quinn criter. -4.720149

F-statistic 7.921388 Durbin-Watson stat 1.096528
Prob(F-statistic) 0.002164
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Method: Least Squares
Date: 01/27/24 Time: 09:45
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Included observations: 28

Variable Coefficient Std. Error t-Statistic Prob.
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Core Prudential Islamic Financial Indicators (PIFls)

Cole  Indiclr Gdad D601 DGR DG M50 NQ N6 A6 26

Eamings

CPU7  Retum onassets ROA) ST YT MY MY Y MY YT Y]
Netint:}mE{thL\IEExtmmdinsn.ritems-,taxers.andZa'ka'He 20548 129970 90884 M07RI0 18EA0  MZBED 107240 113820
Tote aset 07481 S440 SR04 EDMR0 B2 SAEH0 SETIA0 S0 |

CPOB  Retum onequiy[ROE) "ons’ oamt oum” s’ osm’ oum” e’ ow
Hetinmme{befmesxhanrdinamitem&,taxﬁ,andlaiatﬁ& 00548 129970 98RE4 107HZ0  MBRAD 112BR0 107MO 11380
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Ligidy

(P13 Liguid assefs raio LAR M OB B BB MS M¥ BN KM
Liquid assets
Total assets

CP14  Liquid assets to shortterm liabilities
Liquid assets
Shertterm ligbilities
CP5  Liquidity coverage ratin [LCR) 198.2%  196.2%  2307% 630%  144E%  1B50%  1RD4%  203.4%
Stock of Shaah-compliant high quality liquid assets
Total net cash cutflows over the next 30 calendar days
CP16 et stable funding rafio (NSFR)
Availablz stable funding [ASF)
Required stablz funding (RSF)



2017Q1 201702 201703 201704  2018Q1  2018Q2 201803  2018Q4  2018Q1 201802
22w’ zzw”  zaw’  zaw” 23w’ 25w’ 25Wm 25% 2 6% 2 6%
12,2400 12,5182 12,857.6 13,9880 138632 148768 150720 158880 16,8980 16,8461
5647000 5742885 G581,586.5 5845405 5931805 58989710 611,030.0 6259185 6324685 6394524
142% " 14.3%’  14.4% 15.3% 15.4% 16.6%  16.4%  17.6% 18.5% 18.5%
12,2400 12,5182 12,857.6 13,9880 138632 148768 150720 158880 16,8980 16,8461
867170 87.513.0 £8.2035 91,2165 BOOTT.0 894375 918305 8023515 90,2070 91,4735
24 4% 26.5% 26.6% 28.5% 27.8% 27 9% 23.2% 24.6% 32 4% 33.6%
27.0% 27 4%

124,841.5 142,533.8

498,082.0 519.606.6

216.8%  A7T.7%  A77.7%  167.1%  172.5%  155.1% 154%  161.8%  164.2%  154.6%
120,049.0 123,884.0

79,187.0  86,453.0

130.8%  129.6%

4728580 479,389.8

361,592.0 269,938.0

201903 201804 202001 202002 202003 202004  2021Q1 202102 202103 202104
2.8% 2.2% 2.1% 2.2% 2.2% 1.96% 2.49% 2.49% 2.47% 2.40%
18,2339 146280 143327 156170 167815 154831 20,8482 22,3217 231795 23,650.5
662,568.4 6732282 6983406 72436840 7514643 TET.B445 8414111 8915157 S936710.4 9852529
20.0% 15.7% 15.2% 16.4% 17.0% 15.0% 19.8% 23.0% 20.2% 19.4%
18,2339 146280 143327 156170 167815 154831 20,8482 22,3217 231795 23,650.5
91,4785 930740 941138 951803 989374 1028563 1057545 96,6355 1147167 1216167
32 7% 33.5% 33.2% 31.9% 31.7% 31.6% 30.5% 26.8% 26.9% 26.8%
28.0% 29.6% 27 2% 28.4% 27.4% 28.1% 26.3% 25.3% 25.2% 25.4%
1477544 162.678.5 154,189.8 1684301 167,8422 186,023.8 186,498.8 185.188.8 1893,118.8 203.473.2
E28,422 9 53,1564 EET.EERE EO2.5328 E12,8967 661,2211 TOS.570.7 7208828 7664224 B£02,484.4
159.6%  158.4%  157.1%  148.4%  1457%  159.0%  150.3%  1359%  137.1%  121.1%
135,376.5 138,580.7 137T.811.6 1421185 1449147 1587664 156,560.1 166,570.68 1745161 1769042
848083 87,4885 877052 957917 994664 998812 104168.4 122,579.4 1273285 1248805
128.6%  128.8%  124.1%  123.2%  122.0%  119.2%  113.6%  1126%  1136%  115.1%
4912881 5087791 5180286 5432454 E57,146.6 E852660 6160061 BS452367 6821503 7220205
352,016.4 23847466 4173672 441,110.8 456.497.3 493.4943 5423128 5730321 600,263.9 627,444.1
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Mull Hypothesis: ROE has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2. 404357 0.1498
Test critical values: 1% level -3.699871

5% level -2. 976263

10% level -2.627420

*Mackinnon (19946) one-sided p-values.

Mull Hypothesis: ROE has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.812173 0.0345
Test critical values: 1% level -4 416345

5% level -3.622033

10% level -3.248592

*Mackinnon (1996) one-sided p-values.

Mull Hypothesis: ROE has a unit root

Exogenous: Mone

Lag Length: 0 {(Automatic - based on SI1C, maxlag=6)

t-Statistic Prob.®

Augmented Dickey-Fuller test statistic 0.254116 07523
Test critical values: 1% level -2.653401

5% level -1.953858

10% level -1.609571

*MackKinnaon (1996) one-sided p-values.

Mull Hypothesis: D(ROE) has a unit root
Exogenous: Caonstant
Lag Length: 1 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.395327 0.0002
Test critical values: 1% level -3.724070

5% level -2.986225

10% level -2.632604

*Mackinnon (1996) one-sided p-values.



Mull Hypothesis: D(ROE) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.216373 0.0015
Test critical values: 1% level -4 374307
5% level -3.603202
10% level -3.238054
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: D(ROE) has a unit root
Exogenous: Maone
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -7 364470 0.0000
Test critical values: 1% level -2 656915
5% level -1.854414
10% level -1.609329
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: ROA has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -3.627171 0.01149
Test critical values: 1% level -3.699871
5% level -2 876263
10% level -2 627420
*MacKinnon (1896) one-sided p-values.
Mull Hypothesis: ROA has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -3 7 T4657 0.0341
Test critical values: 1% level -4, 339330
5% level -3.587527
10% level -3.229230

*MacKinnon (1996) one-sided p-values.



Mull Hypothesis: ROA has a unit root
Exogenous: Maone
Lag Length: 0 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic 0.107937 0.7085
Test critical values: 1% level -2.653401
5% level -1.853858
10% lavel -1.608571
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: D(ROA) has a unit root
Exogenous: Caonstant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -8.673716 0.0000
Test critical values: 1% level -3.711457
5% level -2.881038
10% level -2 629906
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: DIROA) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Frob.*
Augmented Dickey-Fuller test statistic -8.458453 0.0000
Test critical values: 1% level -4 356068
5% level -3.585026
10% level -3.233456
*MacKinnon (19956) one-sided pvalues.
Mull Hypothesis: D(ROA) has a unit root
Exogenous: Mane
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -8.875176 0.0000
Test critical values: 1% level -2 656915
5% level -1.854414
10% level -1.608329

*MackKinnon (1996) one-sided p-values.



Mull Hypothesis: LCR has a unit root
Exogenous: Caonstant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.424810 0.1447
Test critical values: 1% level -3.6849871
5% level -2 876263
10% level -2.627420
*Mackinnon (1996) one-sided p-valuas.
Mull Hypothesis: LCR has a unitroot
Exogenous: Constant, Linear Trend
Lag Length: 6 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.069053 0.0030
Test critical values: 1% level -4 467895
5% level -3.644963
10% level -3.261452
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: LCR has a unitroot
Exogenous: Mone
Lag Length: 0 {Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -0.913541 0.3116
Test critical values: 1% level -2.6583401
5% level -1.853858
10% level -1.608571
*Mackinnon (1996) one-sided p-values.
Mull Hypothesis: D{LCR) has a unit root
Exogenous: Caonstant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.732154 0.0001
Test critical values: 1% level -3.711457
5% level -2.881038
10% level -2 628806

*Mackinnon (1996) one-sided p-values.



Mull Hypothesis: D(LCR) has a unit roat
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5.611577 0.0006
Test critical values: 1% level -4 356068
5% level -3.585026
10% level -3.233456
*Mackinnon (1996) one-sided p-values.
Mull Hypothesis: DILCR) has a unit root
Exogenous: Mone
Lag Length: O (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -5 760989 0.0000
Test critical values: 1% level -2 656915
5% level -1.854414
10% level -1.608329
*Mackinnon (1996) one-sided p-values.
Mull Hypothesis: LAR has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -1.752412 0.3943
Test critical values: 1% level -3.699871
5% level -2 876263
10% level -2 627420
*MacKinnon (1996) one-sided p-values.
Mull Hypothesis: LAR has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on 3IC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -1.968734 05914
Test critical values: 1% level -4.339330
A% level -3.587527
10% level -3.229230

*Mackinnon (1996} ane-sided p-values.



Mull Hypothesis: LAR has a unit root
Exogenous: Mone
Lag Length: O (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -0.221484 0.5971
Test critical values: 1% level -2 653401
5% level -1.853858
10% level -1.608571
*Mackinnon (1996) one-sided p-values.
Mull Hypothesis: D(LAR) has a unit root
Exogenous: Caonstant
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4 815076 0.0007
Test critical values: 1% level -3.711457
5% level -2.881038
10% level -2 629906
*Mackinnon (1996) one-sided p-values.
Mull Hypothesis: DILAR) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Frob.*
Augmented Dickey-Fuller test statistic -4 785053 0.0038
Test critical values: 1% level -4 356068
5% level -3.585026
10% level -3.233456
*MacKinnon (19956) one-sided pvalues.
Mull Hypothesis: D(LAR) has a unit root
Exogenous: Mane
Lag Length: 0 (Automatic - based on SIC, maxlag=6)
t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4 912796 0.0000
Test critical values: 1% level -2 656915
5% level -1.854414
10% level -1.608329

*MackKinnon (1996) one-sided p-values.
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ROA=b+a; LCR+a; LAR

Dependent Variable: ROA
Method: Least Squares
Date: 012724 Time: 09:39
Sample: 201501 202104
Included observations: 28

Variable Coefficient Std. Error t-Statistic Prob.

LCR -0.004383 0001923 -2.284153 0.0311

LAR 0.006755 0.014568 0463725 0.6469

C 0.028192 0.005898 4779763 0.0001

R-squared 0.209778 Mean dependent var 0.022739

Adjusted R-squared 0146560 3SD. dependentvar 0.002571

S.E. of regression 0.002375  Akaike info criterion -9.146573

Sum squared resid 0.000141  Schwarz criterion -9.003836

Log likelihood 131.0520 Hannan-GQuinn criter. -9.102937

F-statistic 3.318344 Durbin-Watson stat 1.213484
Prob(F-statistic) 0.052706

Syias e (LAR) pal
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Dependent Variable: ROA
Method: Least Squares
Date: 01127124 Time: 0942
Sample: 201501 202104
Included observations: 28

Wariable Coefficient Std. Error t-Statistic Prob.

LCR -0.004656 0001810  -2573238 0.0161

cC 0.030524 0.003038 10.04639 0.0000
R-squared 0.202931 Mean dependentvar 0.0227349
Adjusted R-squared 0172326 SD. dependentvar 0.002571
S.E. ofregression 0.002339 Akaike info criterion -9.209436
Sum squared resid 0.000142 Schwarz criterion -9.114279
Log likelihood 1309321  Hannan-CQuinn criter. -9.180346
F-statistic 6.621557 Durbin-VWatson stat 1.182425

Prob(F-statistic) 0016130
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ROE=b+a;LAR+ a,LCR

Dependent Variable: ROE
Method: Least Squares
Date: 01127124 Time: 09:43
Sample: 201501 202104
Included observations: 28

Wariable Coefficient Std. Error t-Statistic Frob.
LCR -0.060006 0017209  -3.486971 0.0018
LAR 0104804 0.130347 0.804038 0.4290
C 0233012 0052776 4415128 0.0002
R-squared 0.387897 Mean dependentwvar 0162711
Adjusted R-squared 0.338928 SD. dependentvar 0.026138
S.E. of regression 0.021252 Akaike info criterian -4 763785
Sum squared resid 0.011281 Schwarz criterion -4 621049
Log likelihood G9.69299 Hannan-Qwinn criter. -4 720149
F-statistic 7.921388 Durbin-Watson stat 1.096523
Prob(F-statistic) 0.002164
Soias & (LAR) naill
(LAR) piill s wmy gwoasd|
Dependent Variable: ROE
Method: Least Squares
Diate: 01427124 Time: 09:45
Sample: 201501 202104
Included observations: 28
Wariable Coefficient Std. Error t-Statistic Prob.
LCR -0.064092 0016329  -3.925018 0.0006
c 0269178 0.027417 9817952 0.0000
R-squared 0372068 Mean dependentwvar 0162711
Adjusted R-squared 0347917 5.D0. dependentwvar 0.026138
S.E. of regression 0.021107  Akaike info criterion -4 809633
Sum squared resid 0.011583 Schwarz criterion -4 714526
Log likelihood G9.33557 Hannan-Ciuinn criter. -4. 780593
F-statistic 1540577 Durbin-Watson stat 1.045946
Prob(F-statistic) 0.000568
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ROA=b +a LCR
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Breusch-Godfrey Serial Correlation LM Test:
Mull hypothesis: Mo serial correlation at up to 2 lags

Maximum 0.005005
Minimum -0.003567
Std. Dev. 0.002295
Skewness 0.248026
- - Kurtosis 2.293462

by <l 5Ll i Glpald el gl slecs

Series: Residuals
Sample 2015Q1 2021Q4
Observations 28

Mean -7.76e-19
Median -0.000277

0.004 0.006 | Jarque-Bera 0.869473
Probability 0.647435

LM TEST :Jas! suaill las|

F-statistic 1.968738
Obs*R-squared 3.945288

Prob. F(2,24)
Prob. Chi-Square(2)

0.1615
0.1290

Heteroskedasticity Test: White
Mull hypothesis: Homoskedasticity

WHIT E jLis | oladl sudless pue L

F-statistic 1.920558 Prob. F(2,25) 01661
Obs*R-sguared 2.745914 Prob. Chi-Sqguare(2) 01537
Scaled explained 35 2088874 Prob. Chi-Square(z2) 0.2519
Test Equation:
Slgdl syl pail slas|
FHull Hypothesis: E1 has a unit root
Exogenous: Constant
Lag Length: O {Automatic - based on SI1IC, maxlag=6)
t-Statistic Prob.>

Augmented Dickey-Fuller test statistic -3.049381 0. 0429
Test critical values: 1% level -2.699871

5% lewvel -2.976263

10% lewvel -2 627420

*Mackinnon (19295) one-sided p-values.
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0.02129472758619429
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0.02293364924721967
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0.02299063580693648
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0.02419608329151698

0.02414151961177313

0.0244168129196089
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2020

2021

j.n.ﬁJJ C.b}u." EWESY

Forecast: ROAF

Actual: ROA

Forecast sample: 2015Q1 2021Q4
Included observations: 28

0.002254
0.001895
Mean Abs. Percent Error 8.404044
Theil Inequality Coef. 0.049271
0.000000
0.378802
0.621198
0.779190
8.333565

Root Mean Squared Error
Mean Absolute Error

Bias Proportion

Variance Proportion

Covariance Proportion
Theil U2 Coefficient
Symmetric MAPE
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Breusch-Godfrey Serial Correlation LM Test:

Minimum -0.031696
Std. Dev. 0.020712
Skewness 0.478552
- Kurtosis 2.439815
0.02 0.04

Series: Residuals
Sample 2015Q1 2021Q4
Observations 28

Mean -3.83e-17
Median -0.005649
Maximum 0.047868

Jarque-Bera 1.434833
Probability 0.488011

LM TEST :asll saadll jlas |

Mull hypothesis: Mo serial correlation at up to 4 lags

F-statistic 2642036 Prob. F(4,22) 0.0611
Obs*R-sgquared 9085811 Prob. Chi-Square(4) 0.0590

WHIT E jLis| olall pudless aue Las|

Heteroskedasticity Test. White
Mull hypothesis: Homoskedasticity

F-statistic 0798401 Prob. F{2,25) 04612
Obs*R-squared 1.681046 Prob. Chi-Square(Z) 0.4315
Scaled explained S5 1.043486 Prob. Chi-Square(Z) 0.5835
Mull Hypothesis: EZ2 has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SI1C, maxlag=6)
t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.611980 0.0123
Test critical values: 1% level -3.699871

5% level -2.976263

10% level -2 627420

*MacKinnon (1996) one-sided p-values.
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0.1421496727099489

0.143408638956633

0.116206930145004

0.164708370293289

0.176582971315388

0.1698132790581531

0.1612586312566435

0.1388281171953339

0.1301809954749321

0.1553058173523504

0.1553058173523504

0.1620546396006419

0.158593626384908

0.1697423060146219

0.1706921286000381

0.1654927534627458

0.1639392691611061

0.1700920782185693

0.1668705494102758

0.1676267665333979

0.1684703632023707

0.1740900502167499

0.1758012486167245

0.1673007289818466

0.1728511012656175

0.1820849591208468

0.1813339253285387

0.1851231598147673

2019

+2S.E

2020

2021

j.n.ﬁJJ C.b}u." SV

Forecast: ROEF

Actual: ROE

Forecast sample: 2015Q1 2021Q4
Included observations: 28

0.020339
0.017301
Mean Abs. Percent Error 10.61181
0.061974
0.000000
0.242256
0.757744
0.961580
10.55546

Root Mean Squared Error
Mean Absolute Error

Theil Inequality Coef.
Bias Proportion
Variance Proportion
Covariance Proportion

Theil U2 Coefficient

Symmetric MAPE
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