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Financial Risks and Their Complementary Relationship with Capital
Adequacy Ratio in Islamic Banks: An Econometric Study Using the ARDL
Model, Dubai Islamic Bank, 2014-2024

Abstract:

The capital adequacy ratio (CAR) is an important indicator of the sustainability of banks
in general, and Islamic banks in particular. Islamic banks that can maintain a capital
adequacy ratio higher than the limits set by the Basel Committee on Banking Supervision
have the ability to withstand financial crises and protect the bank itself and depositors'
funds from risks. Therefore, this study aimed to provide further empirical evidence on the
impact of financial risks on the capital adequacy ratio in Islamic banks, using real data from

Dubai Islamic Bank as a representative sample for the period from 2014 to 2024.

To test this, we relied on the Autoregressive Distributed Lag (ARDL) cointegration
methodology. We found a long-term equilibrium relationship between the capital
adequacy ratio as the dependent variable and financial risks (credit risk, liquidity risk, and
capital risky as the independent variables. By estimating the parameters, we concluded that
neither credit risk nor capital risk had any significant impact on the long-term capital
adequacy ratio at Dubai Islamic Bank during the period 2014-2024, while liquidity risk

was affected in the long term.

Keywords: Islamic banks, capital adequacy, financial risk
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Levels Equation
Case 2: Restricted Constant and Mo Trend

Wariable Coefficient Std. Error t-Statistic Prab.
CR -0.111652 0107667  -1.037015 0.3083
LR 0126921 0.054076 2347085 0.0260

CAPR 0.237991 0232131 1.025243 0.3137
cC 0.08582849 0.056200 1.743901 0.09049

EC=CAR-(-01117*CR + 0.1269*LR + 0.2380*CAPR + 0.0983)
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ARDL Error Correction Regression

Dependent Variable: DICAR)

Selected Model: ARDL(1, 0, 2, 4)
Case 2 Restricted Constant and Mo Trend

Diate: 03MG125 Time: 13:06
Sample: 201401 202404
Included observations: 40

ECM Regression
Case 2 Restricted Constant and Mo Trend

Variable Coefficient Std. Error t-Statistic FProb.
DiLR) 0.024768 0.030351 0.816037 04211
Di{LR{-1}) -0.055760 0031313 1780744 0.0854
D{CAPR) 0.691882 0.098452 7.027583 0.0000
D{CAPRI(-1)) 0266472 0110433 2412976 0.0224
D{CAPR(-2)) 0.055968 0.087394 0.640406 0.52649
D{CAPRI(-3)) 0.1994549 0.084466 2361417 0.0251
CointEqi-1)* -0.882098 0136148  -5.473966 0.0000
R-squared 0806242 Mean dependentvar 0.000750
Adjusted R-squared 0771013  sS.D. dependent var 0010225
3.E. of regression 0.004893 Akaike info criterion -7.644420
Sum squared resid 0.000790 Schwarz criterion -7.348866
Log likelihood 159.8884 Hannan-Cluinn criter. -7 537857

Durbin-\Watson stat 2043722
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Series: Residuals
10 Sample 2015Q1 2024Q4
Observations 40
8
Mean -6.94e-18
6 Median 0.000646
Maximum 0.009241
4 Minimum -0.010897
Std. Dev. 0.004501
5 . . Skewness  -0.573544
Kurtosis 3.210929
o I --
-0.010 -0.005 0.000 0.005 0.010 Jarque-Bera  2.267168
Probability 0.321878
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Breusch-Godfrey Serial Correlation LM Test:
Mull hypothesis: Mo serial correlation atup to 2 lags

F-statistic 0123833 Prob. F(2,27) 0.8840
Obs*R-squared 0.363577 Prob. Chi-Square(2) 0.8338
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Heteroskedasticity Test: ARCH

F-statistic 0592417 Prob. F(1,37) 0.4464
Obs*R-squared 0614599 Prob. Chi-Sguare(1) 04331
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