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The impact of credit risk on the profitability of commercial banks
(An econometric study on commercial banks operating in Algeria
during the period 2010-2018)
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Abstract: This study aimed to find out the impact of credit risk on the
profitability of commercial banks. Credit risk was measured by the ratio of
the total loans granted to the total assets and the profitability of banks at the
rate of return on equity for a sample of commercial banks operating in
Algeria during the period (2010-2018).

The results of estimating the static models of the panel data using the
Eviews 10 program showed a positive, statistically significant relationship
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between credit risk and the rate of return on equity for commercial banks
operating in Algeria at a significance level of 5%.

Keywords: Credit risk; profitability; commercial banks; panel data.
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Dependent Variable: ROE

Method: Panel Least Squares

Date: 01/26/22 Time: 21:53

Sample: 2010 2018

Periods included: 9

Cross-sections included: 12

Total panel (balanced) observations: 108

Variable Coefficient Std. Error t-Statistic Prob.

C -0.000632 0.002243 -0.281817 0. 7786

CR 0.053583 0.005850 9.159725 O.0000
R-squared oO44138132 Mean dependentvar 0.018087
Adjusted R-squared 0.436547 S.D. dependent var 0012784
S E. ofregression 0.009596 Akaike info criterion -5. 436511
Sum squared resid 0.009762 Schwarz criterion -5.286842
Log likelihood 349 5716 Hannan-Quinn criter. -6. 416372
F-statistic 83.90056 Durbin-Watson siat 0.3029232
Prob(F-statistic) O.000000
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Dependent Variable: ROE

Method: Panel Least Squares

Date: O1/26/22 Time: 21:56

Sample: 2010 2018

Periods included: 9

Cross-sections included: 12

Total panel (balanced) observations: 108

WVariable Coeflficient Std. Error -Statistic Prob.
L= O0.00105S 0.002007 0.525607 0. 5004
CR 0.0a48755 0.005510 8.8489532 O.0000

Effects Specification

Cross-section fixed (dummy variables)

R-squared OoO.811277 Mean dependent var 0.018S087
Adjusted R-squared 0. 787439 S D. dependent var o.012784
S E. ofregression 0. 005894 Akaike info criterion 7. 317223
Sum squared resid 0.00323200 Schwar= criterion -5.994374
Log likelihood 408.1300 Hannan-Quinn criter. -7.186319
F-statistic 34 03200 Durbin-VWatson sitat 0879343
Prob(F-statistic) O. 000000
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Dependent Variable: ROE

Method: Panel EGLS (Cross-section random
Date: 01/26/22 Time: 21:56

Sample: 2010 2018

Periods included: 9

Cross-sections included: 12

Total panel (balanced) observations: 108
Swamy and Arora estimator of componentva

effects)

riances

Variable Coeflficient Std. Error —-Statistic Prob.
c 0.000855 0.002065 o.27ss8az2 0O.7s09
CR 0. 0a9328 0.005=219 9274792 O.0000
Effects Specification
S.D. Rho
Cross-section random O.00s211 0.6599
Idiosyncratic random 0. 005894 0.3401
Weighted Statistics
R-squared 0. 449951 Mean dependent var 0.004209
Adjusted R-squared 0. 444762 S D. dependent var 0O.007379
S.E. ofregression 0. 005871 Sum squared resid 0.003653
F-statistic 86.71009 Durbin-Watson siat 0. 795368
Prob(F-statistic) 0. 000000
Unweighted Statistics
R-squared 0439027 Mean dependent var 0.018087
Sum squared resid Oo. 009810 Durbin-Watson stat 0296191

lol) olylast 102 o3y el

(Breusch and Pagan LM) g1#Y cistias jles

Lagrange multiplier (LM) test for panel data

Date: 01/26/22 Time: 21:01
Sample: 2010 2018

Total panel observations: 108
Probability in ()

MNull (no rand. effect) Cross-section Period Both
Alternative One-sided One-sided
Breusch-Pagan 164.2251 3.120741 167.3458
(0.0000) (0.0773) (0.0000)
Honda 12.81503 -1.766562 7.812448
(0.0000) (0.9613) (0.0000)
King-Wu 12.81503 -1.766562 6971339
(0.0000) (0.9613) (0.0000)
GHM -- - 164.2251
— - (0.0000)

(Hausman) kst

200




—2010 55 M 131 & dholad) dgylondd) Sgadl o Ll Gusly3) gyl Sgid Ay o Ol bl S
(2018

Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

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

Cross-section random 0.158546 1 0.6905

Cross-section random effecis test comparisons:

Variable Fixed Random Var(Diff.) Prob.

CR 0.048755 0.049328 0.000002 0.6905

Cross-seciion random effectis test equation:
Dependent Variable: ROE

Method: Panel Least Squares

Date: 01/26/22 Time: 21:57

Sample: 2010 2018

Periods included: 9

Cross-sections included: 12

Total panel (balanced) ocbservations: 108

Variable Coefficient Std. Error t-Statistic Prob.
C 0.001055 0.002007 0.525607 0.6004
CR 0.048755 0.005510 8.848953 0.0000

Effects Specification

Cross-sectiion fixed (dummy variables)

R-squared 0.811277 Mean dependentvar 0.018087
Adjusted R-squared 0.787439 S.D. dependentvar 0.012784
S.E. of regression 0.005894 Akaike info criterion -7.317223
Sum squared resid 0.003300 Schwarz criterion -6.994374
Log likelihood 408.1200 Hannan-Quinn criter. -7.1863219
F-statistic 34.03200 Durbin-Watson stat 0.879343
Prob(F-statistic) 0.000000
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