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The impact of applying capital adequacy and financial leverage
standards on financial stability for the banking sector in Egypt

during the period (2016-2022).

Abstract

The study aimed to analyze the impact of the application of capital
adequacy and leverage standards in accordance with Basel Convention 111 on
the financial stability of banks - an "applied study on Egyptian banks." From
2016 to 2022 for 15 banks, the study relied on multi-step regression analysis
to test study assumptions, as well as a set of descriptive statistics to
characterize the behavior of study variables. The study revealed a series of
findings, the most important of which: the study found a non-significant
correlation between both the standard of capital adequacy and the financial
stability of Egypt's banking sector as measured by the Z-Score. While there
is a statistically significant reverse relationship between the capital adequacy
standard and the financial stability of Egypt's banking sector at the bank
portfolio risk measure (NPL). The study also found a statistically significant
expulsion relationship between each of the leverages. (LEV) in accordance
with Basel I11 and the financial stability of Egypt's banking sector as measured
by an indicator (Z-Score), while there is an equally significant expulsive
relationship between leverage (LEV) in accordance with Basel 11l and the
financial stability of the banking sector in Egypt by the bank portfolio risk
measure (NPL), based on the above, it is evident that the adequacy rate of the
capital under Basel 11l used by Egyptian banks until 2022 is insufficient to
enhance the financial stability of banks, It does not reflect the real risk to these
banks. and that the leverage ratio under the Basel 111 Convention contributes
to improved risk management efficiency compared to the capital adequacy
rate. The study's findings suggest that decision makers and policymakers in
the financial sectors formulate policies aimed at enhancing the financial
stability of banks for example, increasing capital adequacy so that banks can
manage their risks well and thus achieve financial stability, The Basel IlI
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Capital Adequacy Rate is insufficient to cover all the core risks that the Bank
may face in the context of economic and financial crises. These risks include,
for example, concentration risks. liquidity risk, reputational risk, profitability
risk and any other external risk that may arise as a result of developments in
the economic and regulatory environment, or the Bank's operating
environment (Since this percentage covers only a 12.5% credit, operating and
market risk and not all risks), The capital adequacy rate also has a positive
impact on the risk of banks' portfolio in Egypt. Also directing banks to
commit to the leverage ratio in accordance with Basel 1l (minimum 3%) as
it has a positive impact on banks' financial stability.
Keywords: financial stability, Basel Convention |11, capital adequacy rate,
leverage.
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