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Abstract: This study aims to diagnose the relationship between the credit risks that the
commercial banks may be exposed to and its financial performance. The study was
conducted on a sample of commercial banks operating in Algeria, represented by the
National Bank of Algeria (BNA) the External Bank of Algeria (BEA), Gulf Bank Algeria
(AGB) and Société Générale (SocGen) for the period 2009-2016. A model was built to
measure the relationship between credit risk indicators, capital adequacy and liquidity as
independent variables, and return on assets as a dependent variable, (panel data models
were used to show the nature and strength of the measured relationships).
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The results revealed that the most important risks affecting the profitability of
commercial banks operating in Algeria are credit risk, whereas liquidity and capital
adequacy do not affect the profitability of the study sample.

Keywords: Financial performance, Commercial banks, Panel model, Credit risks.
Jel Classification Codes: C58, G21.
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1 5=l
BAK ROA Credit risk Capital adequacy Liquidity
AGB 0,02910101 0,01369111 0,10706929 0,82400855
SGA 0,02071194 0,01363977 0,04959546 0,87991702
BNA 0,01473367 0,01642733 0,02162015 0,90630945
BEA 0,01292533 0,01750403 0,09578798 2,31427326
MOYENNE 0,01936799 0,01531556 0,06851822 1,23112707
ECARTYPE 0,00729207 0,00195555 0,03994715 0,7229122
:2 =l
Date | Bank n ROA Credit risk ag:(fu”::y Liquidity
1 AGB 2009 0,0316473 0,02886394 0,21638413 0,88356485
1 AGB 2010 0.03544055 0,0272462 0.17449338 0.68832654
1 AGB 2011 0,03445346 0,01660447 0,13295842 0.88886639
1 AGB 2012 0.03799989 0,02480922 0.09502157 0.85596535
1 AGB 2013 0.03623331 0,00842897 0.07196184 0.77787522
1 AGB 2014 0.02268089 0,00178274 0.05655486 0.74543123
1 AGB 2015 0.020456 0,00176533 0.05637693 0.83056213
1 AGB 2016 0.01389671 2.8006E-05 0,05280321 092147669
2 SGA 2009 0,01670111 0,00536518 0,06444072 0,88872393
2 SGA 2010 0,02163256 0,01259025 0.06320086 0.98609147
2 SGA 2011 0,02607329 0,01570893 0,05985985 094643177
2 SGA 2012 0,02552901 0,01975419 0,04938626 0.88374107
2 SGA 2013 0.01805921 0,01842602 0.04492252 0.80085347
2 SGA 2014 0.02111065 0,01931592 0.04109505 0.75985099
2 SGA 2015 0.01775566 0,00992181 0.04020392 09373097
2 SGA 2016 0.01883401 0,00803587 0.03365453 0.83633378
3 BNA 2009 0.01667036 0,01629725 0.03299655 0.91408663
3 BNA 2010 0,02293047 0,04062323 0.02926105 0.80876427
3 BNA 2011 0.01716957 0,01911838 0.02566851 0.89899493
3 BNA 2012 0,01450925 0,00605487 0,02019339 096435178
3 BNA 2013 0,01367891 0,01093666 0,01903776 0,94928354
3 BNA 2014 0,01140578 0,02267705 0,01587411 0,97356972
3 BNA 2015 0,01099276 0,0021998 0,01529929 0,92380304
3 BNA 2016 0.01051224 0,01351138 0.01463052 08176217
4 BEA 2009 0.02065847 0,02491085 0.01121939 8.75607676
4 BEA = 2010 0.00809615 0,04062323 0.01034792 0.91949803
4 BEA 2011 0.01147656 0,01911838 0.02882385 0.89836926
4 BEA 2012 0.01543998 0,00605487 0.03293237 0.65475255
4 BEA 2013 0.00991357 0,01093666 0.47293968 0.80124918
4 BEA = 2014 0.01154712 0,02267705 0.03866222 0.73930703
4 BEA = 2015 0.01283945 0,0021998 0.03841999 0.82458566
4 BEA 2016 0.01343136 0,01351138 0.13295842 4.92034758
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Dependent Variable: ROA

Method: Panel Least Squares

Date: 04/15/20 Time: 11:03

Sample: 2009 2016
Periods included: 8

Cross-sections included: 4

Total panel (balanced) observations: 32

Variable Coefficient Std. Error t-Statistic Prob.
C 0.016080 0.003052 5.268772 0.0000
CREDIT_RISK 0.169359 0.145968 1.160249 0.2557
CAPITAL_ADEQUACY 0.016380 0.017194 0.952649 0.3489
LIQUIDITY -0.000348 0.000982 -0.354413 0.7257
R-squared 0.078616 Mean dependent var 0.019368
Adjusted R-squared -0.020103 S.D. dependent var 0.008310
S.E. of regression 0.008393 Akaike info criterion -6.606343
Sum squared resid 0.001972 Schwarz criterion -6.423126
Log likelihood 109.7015 Hannan-Quinn criter. -6.545612
F-statistic 0.796360 Durbin-Watson stat 0.571910
Prob(F-statistic) 0.506291

Lagrange Multiplier Tests for Random Effects

Null hypotheses: No effects

Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sided

(all others) alternatives

Test Hypothesis

Cross-section Time Both

Breusch-Pagan 36.11309 1.771982 37.88507
(0.0000) (0.1831) (0.0000)

Honda 6.009417 -1.331158 3.308029
(0.0000) - (0.0005)

King-Wu 6.009417 -1.331158 4.298734
(0.0000) - (0.0000)

Standardized Honda 7.436148 -1.119568 1.319207
(0.0000) - (0.0936)

Standardized King-Wu 7.436148 -1.119568 2.776565
(0.0000) . (0.0027)

Gourierioux, et al.* - - 36.11309
(<0.01)
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Dependent Variable: ROA

Method: Panel EGLS (Cross-section random effects)

Date: 04/15/20 Time: 12:42

Sample: 2009 2016

Periods included: 8

Cross-sections included: 4

Total panel (balanced) observations: 32

Swamy and Arora estimator of component variances

Variable Coefficient Std. Error t-Statistic Prob.
C 0.016080 0.001771 9.079858 0.0000
CREDIT_RISK 0.169359 0.084701 1.999497 0.0553
CAPITAL_ADEQUACY 0.016380 0.009977 1.641734 0.1118
LIQUIDITY -0.000348 0.000570 -0.610773 0.5463
Effects Specification
S.D. Rho
Cross-section random 1.39E-09 0.0000
Idiosyncratic random 0.004870 1.0000
Weighted Statistics
R-squared 0.078616 Mean dependent var 0.019368
Adjusted R-squared -0.020103 S.D. dependent var 0.008310
S.E. of regression 0.008393 Sum squared resid 0.001972
F-statistic 0.796360 Durbin-Watson stat 0.571910
Prob(F-statistic) 0.506291
Unweighted Statistics
R-squared 0.078616 Mean dependent var 0.019368
Sum squared resid 0.001972 Durbin-Watson stat 0.571910
Dependent Variable: ROA
Method: Panel Least Squares
Date: 04/15/20 Time: 12:44
Sample: 2009 2016
Periods included: 8
Cross-sections included: 4
Total panel (balanced) observations: 32
Variable Coefficient Std. Error t-Statistic Prob.
C 0.014079 0.001872 7.520414 0.0000
CREDIT_RISK 0.248589 0.085510 2.907152 0.0075
CAPITAL_ADEQUACY 0.006089 0.010998 0.553624 0.5848
LIQUIDITY 0.000864 0.000628 1.376215 0.1810
Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.722998 Mean dependent var 0.019368
Adjusted R-squared 0.656517 S.D. dependent var 0.008310
S.E. of regression 0.004870 Akaike info criterion -7.620694
Sum squared resid 0.000593 Schwarz criterion -7.300065
Log likelihood 128.9311 Hannan-Quinn criter. -7.514415
F-statistic 10.87534 Durbin-Watson stat 1.421292
Prob(F-statistic) 0.000006

08 alnallyqliixaall



e

Aoled Ll - Alomtl| gl Ay, le Alazs¥ yloliel) 3,15) s

468

Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

Chi-Sq.

Test Summary Statistic Chi-Sq. df. Prob.
Cross-section random 58.156731 3 0.0000

Cross-section random effects test comparisons:
Variable Fixed Random Var (Diff.) Prob.
CREDIT_RISK 0.248589 0.169359 0.000138 0.0000
CAPITAL_ADEQUACY 0.006089 0.016380 0.000021 0.0261
LIQUIDITY 0.000864 -0.000348 0.000000 0.0000
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