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Abstract:
This study aims to determine the impact of financial risks on profitability of banks in the
Kingdom of Saudi Arabia for the period between 2013 and 2017.To achieve the objectives
of the study, the researcher collected the data of the Saudi banks listed in Saudi stock
market"TADAWUL". The measure of profitability that has been used in the study is the
return on equity (ROE) while the financial risks are credit risk, liquidity risk and capital risk.
The sample used in this study consisted of a panel data set for 12 Saudi banks. This study
employs panel data regressionof fixed effects model and random effects model. It was found
that the relationship between credit risk and ROE has a weakly negative significant. And the
relationship between liquidity risk and ROE were found to be weakly postive
significant.And the relationship between capital risk and ROE were found to be strongly
negative significant.
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ROEit = g — ﬂlCR - ﬂzLR - ﬂngq + ﬂ4Le'l7 + Eit
Atl) @l ppriall Ll ¥ dalas g B e Lais s spaall Ll ) £ Jiai s eyl § Jii G
Zasaill Uaadll dalra i s jadll
sl Al &) prtia ol Y1 clalaa g B
Gl ppriallin A3l Lo 515 38 Gauis A g aall Ol piallasenin Bl Y (5 e s DlBe (2) dsaall (
Aall 38 sy Ll ¥ Cla 2 c(correlation) s 8 acluy Jsaall 13 o LS (4 ) diiud)
ladl ety Jals HY) Jalee Ul Lginladdiie e Laalialil ypaidl calef of Jaadldl (ped |l jaxialladein
(-0.4375) (Juall pd Nl halsa s ASll (558 o
A ) &) e oy b ) EBlalaa (2) Jgda

ROE CR LR Lig Lev
ROE 1.0000
CR 0.2719 1.0000
LR -0.1776 0.0146 1.0000
Liqg - 0.0913 0.3093 0.2059 1.0000
Lev - 0.4375 - 0.3268 0.3011 - 0.1325 1.0000
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Variable Obs Mean Std. Dev. Min Max
ROE 240 0.13639 0.04042 0.03132 0.41195
CR 240 0.02116 0.00679 0.00836 0.05837
LR 240 0.26166 0.09469 0.01842 0.46334
Liq 240 0.05557 0.04737 0.00258 0.21731
Lev 240 0.14606 0.03660 0.01300 0.33134

Stata (Ahasy) Jalail) 1 jaaal)
sibibaal) Jala il
sosidal) Y il 5 33y laady) il
DY 55 zhsadll alasinlys (panel data)ieUad) e Tdsaall 3ayy laai¥) Glidle aladiuly Gkl o
Random-effects GLS _siall 5 53 z3saill 5 Least squares dummvariable model (LSDV) <l
Sl sl e regression
sl Jalad ilts
(Fixed Effect Regression)cuiall SN o3 jlaad¥) i (4) Jgaa

T-stat Coef &) yurial)
-1.573 -0.73213 CR
1.625 0.09968 LR
-1.398 -0.13293 Lig
2.652 -0.26261*** Lev
R-squared
0.0612 Within
0.0035 Between
0.0223 Overall
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(Random Effect Regression) stiall »¥) g3 jlaady) milii (5) Jgaa

y Coef &) yurial)
-0.13 -0.05396 CR
0.39 0.01716 LR
-1.42 -0.11268 Liq
-4.17 -0.36382*** Lev

R-squared
0.0490 Within
0.4494 Between
0.2053 Overall
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T-stat Coef &) paiiall
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z Coef <l pial)
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(Fixed Effect Regression)<sll J) o3 Jlaady) gilii (8) Jg

T-stat Coef <l el
0.75 0.03834 LR
R-squared
0.0025 | Within
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(Random Effect Regression) siiall ¥ g3 jaad¥) sl (9) Jgaa

y Coef &) yuiiall
0.14 0.00631 LR
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gi\ﬂ‘ ‘_Aﬁ 109 < 5% ¢« 1906 = ;\.ﬂv‘g.'w.a aA.JJ KRk ek (R0
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T-stat Coef il el
-1.31 -0.11543 Lig
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R-squared
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