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Abstract:

The study aimed to test the effect of capital adequacy on the financial performance
of the Egyptian banking sector. Measured by three profitability indicators that are
Return on Assets “ROA”, Return on Equity capital “ROE” and Return Per
Shareholder “RPS”. Adding Assets Growth Rate “AGR” and Size of Bank “SOB” as
explanatory variables. Using panel data to the interval(2004 -2018) for 11 banks
registered in the Egyptian stock market. The results of the “LLC” and “IPS” tests to
the unit of the panel data showed that the data of the study aren’t stationary and
integrated of degree 1. Both the “Pedroni” and “Koa” tests to cointegration showed
that there is a long—term balanced relationship among the variables. With being
achieved, relied on Panel Error Correction Model “PECM” to measure the dynamical
relationship among the variables and determine the short and long term parameters
between every indicator of profitability and three explanatory variables. The results
indicated the positive effect of the capital adequacy on the financial performance of
the banks of the survey-especially in long term. “GRA” and “SOB” distinguished
with the direct effect of three profitability indicators in the long term, even if the
velocity of the error correction factor of each equation is relatively slow. As it
reached about(5% — 6% — 16%) to the three equations of “ROA”, “ROE” and “RPS”

respectively. The results of the “Wald Test” confirmed significant of short—term
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estimated relationship. The value of the “Q- Test” indicated that there is no
autocorrelation between residuals.
Keywords: capital adequacy, financial performance, profitability indicators,

Panel Error Correction.
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