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An Empirical Study of the Impact of Credit, Liquidity,
Operational, and Capital Adequacy Risks on Profitability in
Conventional Banks Operating in Algeria for the Period
2010-2022
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Abstract: The purpose of this study was to analyze the impact of financial risks on
the profitability of conventional banks through an empirical study involving 12 banks
operating in the Algerian banking sector. This analysis relied on annual data covering
the period from 2010 to 2022. To achieve this objective, panel data models were
employed, utilizing the Stata 15 software. The results of this study revealed a
statistically significant relationship between certain financial risks and profitability in
conventional banks, while differences were observed in the impact of other risks on
the profitability of these banks. The study recommends the need to establish an
appropriate risk management framework to assist conventional banks in identifying
risks and forecasting potential events and risks. Additionally, the study emphasizes
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the activation of existing risk management systems within banks, which are capable
of identifying, measuring, and monitoring risks effectively.

Keywords: Conventional banks; Profitability; Financial risks
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xtsum vy x1 x2 x3 x4

Variable | Mean Std. Dev. Min Max | Observations
% overall | .1256378 -0594566 .0056955 .317464 |IN =156
between | -0395099 -0579702 -1753177 In = 12
within | .0457617 .0419335 .3252921 IT = 13
|
x1 overall | .1185524 .0952311 .0214414 .4774301 IN =156
between | -0875703 -0401099 .3445895 In = 12
within | .0446127 -.037848 -4508323 |T = 13
|
x2 overall | .1710398 .0802947 .0333032 .4502958 IN =156
between | -0605114 -0968256 .2756076 In = 12
within | .055383 .0455057 .3694432 |T = 13
|
%3 overall | .4170346 -1704076 -1069667 1.313539 |IN =156
between | -1265198 .2226388 .6563722 |n = 12
within | -119427 -1453018 1.074201 IT = 13
|
x4 overall | .7801438 .2259776 -0729045 1.368467 IN =156
between | -1554434 .583168 1.159617 In = 12
within | .1695933 -.0077279 1.273241 IT = 13

s Hghas (02)43) Goell

pweorr y x1 x2 x3 x4, star (.0)
| y x1 X2 x3 x4

y | 1.0000

x1| -0.1168 1.0000

x2| 0.2522 0.0693 1.0000

x3| -0.3909 -0.1180 0.0390 1.0000

x4 | -0.1218 0.5335 -0.0659 -0.3590 1.0000
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vif
Variable | VIF l/VIF
x4 | 1.62 0.618557
x1 | 1.43 0.698445
x3 | 1.16 0.863552
x2 | 1.02 0.980382
Mean VIF | 1.31
S L T s :(04) 5
Ssarmauﬂ\ Zi55nijv—
reg y xl x2 x3 x4
Source | ss df MS Number of obs =156
————————————— + F(4, 139) = 14.73
Model |.150525839 4 -03763146 Prob > F = 0.000
Residual |.35499086 139 .002553891 R-squared =0.297
Adj R-squared = 0.277
Total | .505516699 143 .003535082 Root MSE = 0.505
v | Coef. Std. Err. t P>t [95% Conf. Interval]
_____________ I
xl | -.0368956 -0530992 -0.69 0.488 -.1418822 -068091
x2 | -1918954 -0531555 3.61 0.000 .0867974 .2969934
x3 | -.1739056 .026687 -6.52 0.000 -.2266706 -.1211407
x4 | -.0663256 .0237781 -2.79 0.006 -.1133393 -.019312
_cons | .2214583 -0252406 8.77 0.000 -1715531 .2713636
A ol 34—
. xtreg y xl x2 x3 x4 , fe
Fixed-effects (within) regression Number of obs = 156
Group variable: ind Number of groups = 12
R-sqg: Obs per group:
within = 0.0897 min = 13
between = 0.5078 avg = 13.0
overall = 0.2418 max = 13
F(4,128) = 3.15
corr(u_i, Xb) = 0.3033 Prob > F = 0.0164
v | Coef. std. Err. t P>t [95% Conf. Interval]
x1 | .0065975 -0909022 0.07 0.942 -.173268 . 186463
x2 | .0132103 -071318 0.19 0.853 -.1279046 . 1543251
x3 | -.1215424 -0365366 -3.33 0.001 -.1938364 -.0492484
x4 | -.0630304 .0255786 -2.46 0.015 -.1136421 -.0124187 _cons| .2224564
.0324507 6.86 0.000 .158247 .2866657
sigma_u | .03038794
sigma_e | .04614762
rho | .30246245 (fraction of variance due to u_i)
F test that all u_i=0: F(11, 128) = 3.52 Prob > F = (0.0003
areg y x1 x2 x3 x4 , absorb ( banque )
Linear regression, absorbing indicators Number of obs = 156
F( 4, 128) = 3.15
Prob > F =0.0164
R-squared =0.4608
Adj R-squared =0.3976
Root MSE =0.0461
y | Coef. Std. Err. t P>t [95% Conf. Interval
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x1 | -0065975 -0909022 0.07 0.942 -.173268 186463
x2 | .0132103 .071318 0.19 0.853 -.1279046 .1543251
x3 | -.1215424 -0365366 -3.33 0.001 -.1938364  -.0492484
x4 | -.0630304 -0255786 -2.46  0.015 -.1136421 -.0124187
_cons| .2224564 .0324507 6.86  0.000 .158247 .2866657
banque | F(11, 128) = 3.518 0.000 (12 categories)
ilgiall ) £ 3gé-
. xtreg y xl x2 x3 x4 , re
Random-effects GLS regression Number of obs = 156
Group variable: ind Number of groups = 12
R-sqg: Obs per group:
within = 0.0816 min = 13
between = (0.6492 avg = 13.0
overall = (.2882 max = 13
Wald chi2(4) = 28.07
corr(u_i, X) = 0 (assumed) Prob > chi2 = 0.000
v | Coef. std. Err. z P>|z]| [95% Conf. Interval]
_____________ I
xl | -.0250888 -0650841 -0.39  0.700 -.1526513 .1024737
x2 | -1065085 .0611665 1.74  0.082 -.0133757 .2263928
x3 | -.1510578 -0309657 -4.88 0.000 -.2117496  -.0903661
x4 | -.0688073 -0241189 -2.85 0.004 -.1160795 -.0215351
_cons| .2270709 -028199 8.05 0.000 -1718019 .2823399
_____________ n
sigma u | .01896955
sigma_e | .04614762
rho | .14454767 (fraction of variance due to u_i)
(Feondly Jgdall 3503l s bl il :(05) o8y oelll
xttest(

Breusch and Pagan Lagrangian multiplier test for random effects
y[lind,t] = Xb + u[ind] + e[ind,t]
Estimated results:

| Var sd = sgrt(Var)
y | .0035351 .0594566
e | .0021296 .0461476
u | .0003598 .0189695
Test: var(u) =0
chibar2(01) = 9.45
Prob > chibar2 = 0.0011

Culdly Jlghall z3gedl py Aholilt mils 1(06)43) Gl
. hausman fe re
estimation result re not found
r(lll);
. estimate store re
. hausman fe re

--—-- Coefficients ----
[ (b) (B) (b-B) sqrt(diag(V_b-V_B))
| fe re Difference S.E.
x| .0065975 -.0250888 .0316863 .0634608
x2 | .0132103 -1065085 -.0932983 .036673
x3 | -.1215424 -.1510578 -0295154 .019392
x4 | -.0630304 -.0688073 .0057769 .0085173

consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic
: C"Jj“ﬁ el gl
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