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The Impact of Financial Solvancy on Bank
Profitability : an Economitric Study on a
group of Private Banks in Algeria during the
Period (2010-2020)
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Abstract
This study aims to measure the impact of financial solvency on profitability in six private Kevwords:
banks operating in Algeria, during the period (2010-2020). The dependent variable, M'.
profitability, was measured using the return on equity, return on assets, and return on . Y
. . ) . L Financial Solvency ;
deposits. The independent variable was represented by four financial solvency indicators: .
. . . . . . Commercial Banks;
equity to total assets, equity to risky assets, equity to total deposits, and equity to total Algeria:
loans. To achieve the study objective, we relied on the cross-sectional time series gena,
. . . Panel Models.
methodology (panel models). aims to measure the impact of financial solvency on
profitability in six private banks operating in Algeria, during the period (2010-2020). The
dependent variable, profitability, was measured using the return on equity, return on assets,
and return on deposits. The independent variable was represented by four financial solvency
indicators: equity to total assets, equity to risky assets, equity to total deposits, and equity to
total loans. To achieve the study objective, we relied on the cross-sectional time series
methodology (panel models).The study found a significant effect between each of the
financial solvency indicators and the return on equity, no significant effect between the
financial solvency indicators and the return on assets, and a significant effect between the
financial solvency indicators and the return on deposits.
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(Aen) ) liaal) Jall Gl 5 5550 215 LS 43l iy 138 5 (0.05) e J&5 o 5 (0.0262) = Allaia¥) Lol
3335 (1.394) - 4slall 3 g8a o 2ilall Jara ) i (a5 Al
O o 15 R? = (0.469291) i) debee il s s 50840 zdsaill & pudl gl el -
Aa ) b Jiaiall il paaiall 8 Alalal) <l a0 %46.93 e 5V 73 sail) Jae dlisall <l yial)
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0.534067 1.115646 0.311962 C
0.3674 0.1913 0.5233 Prob(C)
-1.447758 -2.217880 -0.655855 LogETA
0.0599 0.0245 0.3504 Prob (logETA)
1.939783 2.322198 1.294004 LogERA
0.0094 0.0035 0.0920 Prob(logERA)
1.001246 1.231374 0.721617 LogETD
0.0387 0.0185 0.1552 Prob(logeTD)
-1.497709 -1.578979 -1.238634 LogETL
0.0124 0.0096 0.0525 Prob(logETL)
0.247463 0.459410 0.253734 R-squared
5.014776 5.287833 5.185085 F-statistic
0.001465 0.000033 0.001161 Prob(F-statistic)
1.166153 1.291615 0.950663 Durbin-Watson
stat
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A z3 5l (Redundant Fixed Effcts) Juid) gl 1(06) ad) J gl
ddlaiay) dal) LAY Ao JEaY) g g
0.0024 4.261204 Cross-Section F
0.0007 21.279731 Cross-Section Chi-Square

Eviews 12 4w Gl 3 e lalaie) dalll slac) (e 1 jdaal)
¢(0.05) ¢ ST (Hausman) Juiay ddliay) dadll of obal (07) o) Jaall il JUA (e oy WS
Al il W) 23 gl 5 Al giall S 2 dsai o e i il 5 A sieal) dpca il Jid ae
AU ziseill (Hausman) JLE) @il 1(07) a8 Jgead)
llaiay) dadl JLEAY) A P
0.3401 4.521073 Cross-Section random
Eviews 12 {aae Gl jaa Ao lalaie) dalil dlae) (e 1 jdaal)
A sl e Alibes b AU 3 el i ilis Jiad Li€ay agle
logROA = 0.534067 — 1.447758 logETA + 1.939783 logERA + 1.001246 logETD
—1.497709 logETL + ¢,

pidlall 3 gadl) il Judad 2,2
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0.537327 1.110618 0.315909 C
0.3656 0.1936 0.5184 Prob(C)
-2.451855 -3.211847 -1.660037 LogETA
0.0019 0.0015 0.0204 Prob (logETA)
1.943457 2.321705 1.295527 LogERA
0.0093 0.0035 0.0919 Prob(logERA)
2.004888 2.232044 1.725069 LogETD
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0.0001 0.0000 0.0011 Prob(logETD)
-1.502022 -1.582915 -1.240832 LogETL
0.0122 0.0094 0.0523 Prob(logETL)
0.525309 0.715995 0.607836 R-squared
16.87615 15.68659 23.63676 F-statistic
0.000000 0.000000 0.000000 Prob(F-statistic)
1.162756 1.287700 0.945403 Durbin-Watson
stat
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Dependent Variable: LROE?

Wethod: Pooled Least Squares

Date: 08/28/24 Time: 18:58

Sample: 2010 2020

Included obsevations: 11
Cross-sections included: 6

Total pool (balanced) observations: 66

Variable Coefficient  Std. Error  t-Statistic  Prob.
C 7322166  05A26612 1380429  0.0000
LETA? -2956737 0785273 -39714793  0.0002
LERA? 1001092 0819269 1221932 02264
LETD? 1408419 0543341 2592146 00119
LETL? -1.068158  0.678717  -1573790 01207
Root MSE 0337169 R-squared 0.768988
Wean dependent var 2730802  Adjusted R-squared 0.753839
5.0. dependentvar 0706879 S.E. ofregression 0.350715
Akaike info criterion 0815048 Sum squared resid 7.503054
Schwarz criterion 0980931 Loglikelihood -21.89657
Hannan-Quinn criter. 0.880596 F-statistic 50.76381
Durbin-Watson stat 1.106516  Prob(F-statistic) 0.000000

ALalial) e jLa)

Redundant Fired Effects Tests
Pool: BANKS
Test eroze-section fied effects

Effacts Tast Statistic af Prob,
Cross-secion F 2430020 (536) 00004
Cross-secion Ch-5quare 2089518 F 0000

Comelated Random Effects - Hausman Test

Poal BANKS
Test cross-section random effects

Test Summary

Chi-5q, Statistic - Chi-ag. df

Frob.

Cross-section random

1747932 4 0T
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Dependent Variable: LROE?
Method: Pooled Least Squares
Date: 08/28/24 Time: 19:03

Sample: 2010 2020

Included observations: 11
Cross-sections included: 6
Total pool (balanced) observations: 66

s dadlall

J5Y) 3 gaill Alalial) e JLa) g afl) ziai 11 Ggalall

Variable Coeflicient Std. Error -Statistic Prob.
c 5.998164 0.881331 7.940447 0.0000
LETA? -3.657641 1.002499 -3.648524 0.00086
LERA? 2.083235 0795129 2.632574 0.0109
LETD? 1.433343 0.530335 2702712 0.0091
LETL? -1.421051 0.614950  -2.310838 0.0245
Fixed Effects (Cross)
FRBAMK-C -0.336108
BMP-C 0.033319
AGB-C 0.214169
SGA-C -0.193506
ABC—-C 0.021013
TBA-C 0.261113
Effects Specification
Cross-section fixed (dummy variables)
Root MSE 0.276700 R-sguared 0.844418
Mean dependent var 2730802 Adjusted R-squared 0.819413
S.D. dependent var 0706879 S.E. ofregression 0.300392
Akaike info criterion 0.571267 Sum sguared resid 5.053163
Schwarz criterion 0.903033 Log likelihood -8.851814
Hannan-Cuinn criter. 0.702364 F-statistic 3377089
Durbin-Watson stat 1.557467 Prob{F-statistic) 0.000000
Ll gatimd) ) 723 gad
2 Y A
Dependent Variable: LROE?
Method: Pooled EGLS (Cross-section random effects)
Date: 08/28/24 Time: 19:08
Sample: 2010 2020
Included observations: 11
Cross-sections included: &
Total pool (palanced) observations: 66
Swamy and Arora estimator of component variances
Wariable Coefficient Std. Errar t-Statistic Prob
c 7.041240 0.719510 9786305 0.0000
LETA? -3.570421 0.866716 -4.119483 0.0001
LERA? 1.973220 07714832 2557828 0.0120
LETD? 1.430748 0.507599 2.816991 0.0065
LETL? -1.2935676 0.511437 -2.279345 0.0262
Random Effects (Cross)
FRBAMK—C -0.295746
BHNP-—-C 0.025934
AGB-C 0.197938
SGA-C -0.176523
ABC—-C 0.015020
TBA-C 0.233377
Effects Specification
S.0. Rho
Cross-section random 0.294340 0.4898
ldiosyncratic random 0.300392 0.5102
Weighted Statistics
Root MSE 0.283408 R-squared 0.469291
Mean dependent var 0.803162 Adjusted R-squared 0.434490
3.D. dependentvar 0.392012 S.E. ofregression 0.294794
Sum squared resid 5.301123 F-statistic 13.48514
Durbin-VWatson stat 1.486885 Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0757752  Mean dependentvar 2730802
Sum squarad resid 7.867994  Durbin-Watson stat 1.001801
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Dependent Variable: LROA?

Method: Pooled Least Squares

Date: 08/28/24 Time: 23:02

Sample: 2010 2020

Included observations: 11
Cross-sections included: 6

Total pool (balanced) observations: 66

Variable Coeflicient Std. Error t-Statistic Prab
c 1.115646 0.843405 1.322788 0.1913
LETA? -2.217880 0.959359 -2.311836 0.0245
LERA? 2.322198 0.760912 3.051862 0.0035
LETD? 1.231374 0.507513 2426291 0.0185
LETL? -1.578979 0.588487 -2.683114 0.0098
Fixed Effects (Cross)
FRBAMK—-C -0.158552
BMNP—-C -0.245789
AGB—-C 0.062021
SGA-C -0.127463
ABC—-C 0.059646
TBA—-C 0.410137
Effects Specification
Cross-section fixed (dummy variables)
Root MSE 0.264793 R-squared 0.459410
Mean dependent var 0.784038 Adjusted R-squared 0.372529
S.D. dependent var 0.362901 S.E. ofregression 0.287465
Akaike info criterion 0483295 Sum squared resid 4 B62TE17T
Schwarz criterion 0.815061 Log likelihood -5.948724
Hannan-Quinn criter 0.614391 F-statistic 5287833
Durbin-Watson stat 1.291615 Prob(F-statistic) 0.000033
-
ALalial) e sl
Redundant Fixed Effects Tests
Fool: BANKS
Test cross-section fixed effects
Effects Test Statisfic df  Prob.
Cross-section F 4261204 (5,96)  0.0024
Cross-section Chi-square 21.27971 5 00007

Comelated Random Effects - Hausman Test
Poal: BANKS
Test cross-section random effects

Test Summary OBy, Stafisc  Chi-B0. df

Cross-section random

Pl jlaady) C.UA.:

Dependent Variable: LROA?

Method: Pooled Least Squares

Date: 08/28/24 Time: 23.01

Sample: 2010 2020

Included observations: 11
Cross-sections included: 6

Total pool (balanced) observations: 66

S 73 gaill ALlial) el LA g el zilai 12 galall

Variable Coefficient  Std Error  +-Statistic Prab.
C 0311962 0485918 0642005 05233
LETA? -0.655855 0696909 -0.941090  0.3504
LERA? 1294004 0755960 1711735 0.0920
LETD? 0721617 0501354 1439336  0.1852
LETL? -1.238634 0626269 1977799 0.0525
RootMSE 0.311114 R-squared 0253734
Mean dependent var 0784038 Adjusted R-squared 0.204799
5.D. dependentvar 0.362801 S.E. ofregression 0.323613
Akaike info criterion 0.654200 Sum squared resid [.388262
Schwarz criterion 0.820083 Log likelihood -16.58859
Hannan-Quinn criter. 0719743  F-statistic 5.185085
Durbin-Watson stat 0.9506683 Prob(F-statistic) 0.001181
ag) gdal) LY CJJA.:
Dependent Variable: LROA?
Method: Pooled EGLS (Cross-section random effects)
Date: 08/128/24 Time: 22:04
Sample: 2010 2020
Included observations: 11
Cross-sedclions included: 6
Total pool (balanced) observations: 66
Swamy and Arora estimator of component variances
Wariable Coefficient Std. Error t-Statistic Prob.
c 0.524067 0.588055 0.908192 0.3674
LETA? -1 447758 0755167 -1.91971324 0.0599
LERAT 1.8939783 0722782 2683773 0.0094
LETD? 1.001246 0473872 2112905 0.0387
LETL? -1.497709 0.580950 -2.5780326 0.0124
Random Effects (Cross)
FRBAMK—C -0 173881
BHP—C -0 117128
AGB—-C 0112190
SGA-C -0.043642
ABC—C -0.005117
TBA-C 0227578
Effects Specification
s.D. Rho
Cross-section random 0171249 0.2619
Idiosyncratic random 0.287465 07381
Weighted Statistics
Root MSE 0277539 R-sguared 0247463
Mean dependent var 0.354058 Adjusted R-squared 0.198116
S.D. dependentvar 0.3223286 S.E.ofregression 0.288690
Sum squared resid 5083857 F-statistic 5014776
Durbin-Watson stat 1.1661532 Prob(F-statistic) 0.001465
Unweighted Statistics
R-zquared 0.228129 Mean dependentvar 0.784038
Sum squared resid f.607449 Durbin-Watson stat 0.897253
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Dependent Variable: LROD?

Method: Pooled Least Squares

Date: 08/28/24 Time: 2316

Sample: 2010 2020

Included observations: 11
Cross-sections included: &

Total pool (balanced) observations: 66

Gl 773 gaill ALalial) il JLA) g el zilad 13 galall

(Al jlaady) C"UA"

Dependent Variable: LROD?
Method: Pooled Least Squares
Date: 08/28/24 Time: 23:15

Sample: 2010 2020

Included obsemvations: 11
Cross-sections included: &
Total pool (balanced) observations: 66

“ariable Coefficient Std. Error t-Statistic Prob.
c 1.110618 0.843966 1.315951 0.1936
LETA? -3.211847 0.959997 -3.345685 0.0015
LERAT 2.321705 0.761418 3.049185 0.0035
LETD? 2232044 0.507851 4395078 0.0000
LETL? -1.582915 0.588879 -2.688014 0.0094
Fixed Effects (Cross)
FRBAMK—C -0.159684
BMP—-C -0.2443320
AGB—-C 0.064368
SGA-C -0.126805
ABC—-C 0.057952
TBA-C 0.408498
Effects Specification
Cross-section fixed (dummy variables)
Root MSE 0.264969 R-squared 0.715985
Mean dependentvar 1.194776 Adjusted R-squared 06703251
5.0. dependent var 0.501011 S.E. ofregression 0.287656
Akaike info criterion 0.484625 Sum squared resid 4 633776
Schwarz criterion 0.8168391 Log likelihood -5.992618
Hannan-Quinn criter. 0.615721 F-statistic 15.68658
Durbin-Watson stat 1.287700 Prob{F-statistic) 0.000000
“ DRXW4 - o
Allaldal) & jLadl
Redundant Fixed Effects Tests
Pool: BANKS
Test cross-section fived effects
Effects Test Statistic df. Prab.
Cross-section F 4265338 (5,56)  0.0023
Crosg-section Chi-square 21297373 5 0.0007

Comelated Random Effects - Hausman Test
Pool BANKS
Testcross-section random effets

Test Summay Chi-5q. tatstic Chi-Bq df

Prob

Cross-5ecion randam 4454824 4

03467

Variable Coefficient Std. Error t-Statistic Prob.
c 0.315809 0.486306 0.649609 0.5184
LETA? -1.660037 0697466  -2.380097  0.0204
LERA? 1295527 0756565  1.712382  0.0919
LETD? 1.725069 0.501755 3438072 0.00M
LETL? -1.240832 0626769  -1.979727 0.0523
Root MSE 0311362 R-squared 0.607836
Mean dependentvar 1.194776  Adjusted R-squared 0.582120
5.0. dependentvar 0501011 SE. ofregression 0323872
Akaike info criterion 0655797 Sum squared resid 6.398475
Schwarz criterion 0821680 Log likelihood -16.64130
Hannan-Cluinn criter. 0721345 F-statistic 2363676
Durbin-Watson stat 0.945403 ProbiF-statistic) 0.000000
A gl JEY) 3 gad
Dependent Variable: LROD?
Method: Pooled EGLS (Cross-section random effects)
Date: 08/28/24 Time: 23:18
Sample: 2010 2020
Included observations: 11
Cross-sections included: &
Total pool (balanced) observations: 66
Swamy and Arora estimator of component variances
Variable Coeflicient Std. Error t-Statistic Prob
c 0.537327 0.589493 0.911506 0.3656
LETAZ -2.451855 0. 756467 -3.241192 0.0019
LERA? 1.943457 0.723453 2.686362 0.0023
LETD? 2004888 0.474321 4. 226860 0.0001
LETL? -1.502022 0.5813299 -2.583452 0.0122
Random Effects (Cross)
FRBAMNK—C 0174454
BHP—-C -0.117358
AGB—C 0.1134324
SCGA—C -0.044035
ABC—C -0.005738
TBA—C 0.228150
Effects Specification
s5.0D. Rho
Cross-section random 0172325 0.2641
Idiosyncratic random 0.287656 0.7359
Weighted Statistics
Root MSE 0.277597 R-squared 0.525309
Mean dependent var 0.537137 Adjusted R-squared 0.494182
5.0. dependent var 0.405999 SE. ofregression 0.288750
Sum squared resid 5085969 F-statistic 16.87615
Durbin-VWatson stat 1.162756 Prob(F-statistic) 0.000000

Unweighted Statistics

R-squared
SUm squared resid

0594404  Mean dependentvar
6.617627 Durbin-Watson stat

1194776
0893633
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