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Determinants of Financial Performance of Commercial Banks
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Abstract: This study aims to identify the factors affecting the financial performance of a sample of
commercial banks operating in Algeria (BNA, BEA, AGB and Society General Algeria), during
2009-2016.Through building a model to measure the relationship between the independent
variables (capital adequacy, liquidity and exchange rate) and the dependent variable return on
equity using Panel models, in order to determine the nature and strength of the relationships, as
well as showing the most explanatory factors of financial performance. The results of the study
showed that the most important factors affecting the financial performance of the commercial
banks operating in Algeria are exchange rate, and that the liquid Capital adequacy and does not
affect the financial performance of the study sample.
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Sample: 2009 2016
IPeriods included: 8

Dependent Variable: ROE
Method: Panel Least Squares
Date: 04/19/18 Time: 07:57

Cross-sections included: 4

Total panel (balanced) observations: 32

Adjusted R-squared0.094619
S.E. of regression  0.105371
Sum squared resid 0.310883
Log likelihood 28.73915
F-statistic 2.079907
Prob(F-statistic) ~ 0.025483

\Variable CoefficientStd. Error t-Statistic Prob.

C 1.078960 0.334424 3.226319 0.0032
CA -0.405334 0.517167 -0.783758 0.4398
LQ -0.077089 0.226219 -0.340773 0.7358
TCH -0.007278 0.003048 -2.387875 0.0239
R -squared 0.182236 Mean dependent var 0.263885

S.D. dependent var  0.110740
Akaike info criterion -1.546197
Schwarz criterion -1.362980)
Hannan-Quinn criter.-1.485466
Durbin-Watson stat  0.977087
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(all others) alternatives

Lagrange Multiplier Tests for Random Effects
Null hypotheses: No effects
Alternative hypotheses: Two-sided (Breusch-Pagan) and one-sided

Test Hypothesis

Cross-section Time Both
Breusch-Pagan 0.152508 2.793375 2.945884

(0.0461) (0.0947)  (0.0861)
Honda 0.390523 -1.671339 -0.905674

(0.3481) (0.9527)  (0.8174)
King-Wu 0.390523 -1.671339 -0.588695

(0.3481) (0.9527)  (0.7220)
Standardized Honda 1.203463 -1.316252 -3.653640

(0.1144) (0.9060)  (0.9999)
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Standardized King-Wu  1.203463 -1.316252 -3.146455
(0.1144) (0.9060)  (0.9992)

Gourieroux, et al.* — — 0.152508
(0.5797)
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Dependent Variable: ROE
Method: Panel EGLS (Cross-section random effects)
Date: 04/19/18 Time: 08:00
Sample: 2009 2016
Periods included: 8
Cross-sections included: 4

Total panel (balanced) observations: 32

Swamy and Arora estimator of component variances

'Variable CoefficientStd. Error t-Statistic Prob.

C 1.078960 0.282519 3.819069 0.0007
CA -0.405334 0.436898 -0.9277530.3615
LQ -0.077089 0.191108 -0.4033810.6897
TCH -0.007278 0.002575 -2.8265830.0086

Eftects Specification

S.D. Rho
Cross-section random 0.000000 0.0000
[diosyncratic random 0.089016 1.0000
Weighted Statistics
R -squared L77 Mean dependent var0.263885

Adjusted R-squared0.094619 S.D. dependent var 0.110740
S.E. of regression  0.105371 Sum squared resid 0.310883
F-statistic 2.079907 Durbin-Watson stat 0.977087
Prob(F-statistic) ~ 0.125483

Unweighted Statistics

R -squared 0.182236 Mean dependent var0.263885
Sum squared resid 0.310883 Durbin-Watson stat 0.977087
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Dependent Variable: ROE
Method: Panel Least Squares
Date: 04/19/18 Time: 08:02
Sample: 2009 2016

Periods included: 8
Cross-sections included: 4

Total panel (balanced) observations: 32

Variable CoefticientStd. Error t-Statistic Prob.

C 1.503014 0.308605 4.870350 0.0001
CA -1.659064 0.549536 -3.019028 0.0058
LQ -0.388089 0.231364 -1.677394 0.1059
TCH -0.010004 0.002689 -3.719889 0.0010

Eftects Specification

Cross-section fixed (dummy variables)

R -squared 0.478914 Mean dependent var 0.263885
Adjusted R-squared0.353853 S.D. dependent var  0.110740
S.E. of regression  0.089016 Akaike info criterion -1.809355
Sum squared resid  0.198097 Schwarz criterion -1.488725
Log likelihood 35.94968 Hannan-Quinn criter.-1.703075
F-statistic 3.829452 Durbin-Watson stat  1.417588
Prob(F-statistic) ~ 0.007620

E views 9wt e sbazeVu cptm Ul shae] o 2 pkaabl

HAUSMAN i1 pisgs © (8) Jsid

Correlated Random Effects - Hausman Test
Equation: Untitled

Test cross-section random effects

Test Summary Chi-Sq. StatisticChi-Sq. d.f.Prob.

Cross-section random0.000000 3 0.0001

* Cross—section test variance is invalid. Hausman statistic set to zero.
** WARNING: estimated cross-section random effects variance is zero.

Cross-section random eftects test comparisons:

Variable Fixed Random Var(Dift.) Prob.
CA -1.659064 -0.405334 0.111110  0.0002
LQ -0.388089 -0.077089 0.017007  0.0171

TCH  -0.010004 -0.007278 0.000001  0.0004
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