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Risk management has emerged as a critical element across several economic
sectors, with particular significance in the banking industry. The governing bodies
of these industries encounter a multitude of threats stemming from the escalation
of an unpredictable economic environment, the intricacy of transactions and big
data, and several other concealed factors. The primary aim of the present research
is to investigate the impact of certain financial risks, including capital risk, liquidity
risk, and operational risk, on the financial performance of both commercial and
Islamic banks operating within the banking sector of the United Arab Emirates.
The study will focus on the time frame spanning from 2015 to 2022. The data
used in this study was sourced from the annual reports of banks, which were
acquired from the official websites of the Abu Dhabi Securities Exchange and
the Dubai stock market. The most prevalent indicators used to assess a bank's
financial performance are Return on Assets (ROA) and Return on Equity (ROE).
In contrast, the financial risk metrics included three distinct categories of risk:
capital risk, liquidity risk, and operational risk. The findings indicate that there
is a statistically significant positive relationship between capital risk and both
return on assets (ROA) and return on equity (ROE). However, it was observed that
neither liquidity risk nor operational risk had a statistically significant impact on
either of the financial performance metrics. Moreover, the size of a bank has a
notable and favorable impact on both return on assets (ROA) and return on equity
(ROE). The ramifications of the study's conclusions have significant importance
for regulators, bank management, and investors. IPolicymakers need to prioritize
the enhancement of the regulatory framework pertaining to caboutements in
order to the financial stability of banks. Bank managers should give priority to the
management of capital risk and the size of the bank in order to their financial
performance. In order to optimize profits, it is important for investors to carefully
evaluate and take into account the many risk considerations associated with their
investment selections.

JEL: G20, G21
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capital risk, return on assets (ROA), return on equity (ROE), financial performance, Islamic
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1 Introduction

The rapid advancement of information and manufacturing technologies, together with
the emergence of digital marketing, has given rise to an unprecedented corporate landscape.
This new environment exposes economic sectors to a wider array of dangers that are
both intricate and multifaceted compared to previous eras. The management of risk has
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gained increased significance across several sectors of the economy,
necessitating the need for its identification, assessment, and
control. Banks’ business models are designed to assume financial
risk and get profit from it. Nevertheless, non-financial risk,
including regulatory failures, malfeasance, technological issues,
and operational obstacles, is mostly associated with negative
consequences. Financial risks pose significant issues for several
firms, particularly those that are publicly traded and reliant on
market conditions for their valuation. Credit risk, market risk,
and liquidity risk are among the financial risks that are often
encountered by firms. On the other hand, non-financial risks
include model risk, solvency risk, operational risk, and legal risk
[1,2].

Financial institutions are used to assuming financial risk and
deriving profit from it. Nevertheless, banks have a broad role since
they function as financial middlemen, facilitators, and supports.
Banks position themselves as a reliable institution for depositors,
business partners, and investors. Liquidity risk might potentially
emerge from these various activities since they bear complete
responsibility for providing liquidity as required by the third party.
Islamic banks face the need for further endeavors to enhance their
liquidity management capabilities, owing to their distinct attributes
and adherence to Sharia rules [3].

Over the last two decades, the global economy has encountered
a multitude of crises. The crisis in 2008 showed the significance
of risk management not just for industrial enterprises, but also
for financial institutions. In recent times, there has been an
increased focus on the implementation of risk management, both
by governmental bodies and enterprises. This emphasis stems from
the recognition that effective risk management is a crucial factor
in enabling organizations to achieve more success and effectively
navigate potential future risks. Basel I, II, and III have been
implemented to structure the operations of financial institutions
and enhance risk management practices within the global financial
sector, particularly in the banking industry. These frameworks
include the revision and enforcement of legislation and supervisory
measures, which serve to mitigate financial risks. According to
Hahm [4], there exists a considerable correlation between the
performance of commercial banks and their level of pre-crisis
exposure. This highlights the need to prioritize the enhancement
of financial direction and risk management practices as a means to
bolster financial liberalization.

The United Arab Emirates (UAE) has a comprehensive
financial system that is characterized by its integration, with the
system being organized and regulated by the central bank. The
establishment comprises both domestic and foreign conventional
banks, Islamic banks, insurance businesses, and money-changers,
as well as entities facilitating the process of establishing bank
accounts and providing financial services. The central bank
assumes the responsibility of overseeing and controlling the
monetary system and banking activities. The United Arab Emirates
(UAE) has emerged as a prominent player in the global financial
landscape via its strategic implementation and utilization of
sophisticated technology. This approach has enabled the UAE to
effectively navigate the financial industry and meet the evolving
demands of customers by providing streamlined and effective
financial goods and services.
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The financial system performance in the United Arab Emirates
(UAE) has been positively impacted by the COVID-19 epidemic in
recent times. The global pandemic presented a crucial opportunity
for private sector firms to expedite the process of digitizing
financial services. Furthermore, the use of financial technology
has been crucial in mitigating the risks associated with the
pandemic and fostering the adoption of digital financial services
among both businesses and people [5]. The primary objective
in the contemporary financial sector is to attain sustainability
as a fundamental effort via the use of digital advances and
competitiveness. The use of novel technologies in the financial
domain within the United Arab Emirates (UAE) facilitates the
effective delivery of social goods and services to the government,
corporations, and people while minimizing the associated time,
effort, and expenses.

In addition to traditional banking institutions, the United
Arab Emirates has developed Islamic banks that adhere to the
principles of Sharia Law in their operations. As per UAE Federal
Law No. 10 of 1980, Islamic banks have the authority to engage
in various banking, conventional, investing, and financial services
and activities. Individuals have the entitlement to partake in a
comprehensive range of services and activities that are often
conducted by financial institutions and fall within their purview.
The United Arab Emirates (UAE) has implemented a division of
services inside Islamic banks, including both local and international
banking for individuals, local and foreign corporate banking, as
well as specialized banking.

Banks may encounter many categories of hazards. Financial
hazards are a category of risks that have the potential to
substantially increase the overall risk profile of a bank according
to Abdelhay S, El-Bannany MAGDI [6]. For example, a financial
institution engaged in international currency transactions often
has exposure to foreign currency risk. However, it also faces
credit risk, liquidity risk, interest rate risk, and repricing risks
if it maintains imbalances or open positions in its forward
book. Moreover, the bank is confronted with operational risks
that are linked to its organizational structure and operational
processes. Technologies, particularly those about computers, that
adhere to the laws and procedures of financial institutions,
including safeguards and methodologies to combat fraudulent
activities and instances of mismanagement. The risks associated
with the company are interconnected with the banking business
environment, including various macroeconomic factors, legal and
regulatory considerations, policy implications, and the overall
structure of the financial system according to Matar and Eneizan
[7]. This includes elements such as auditing professionals and
payment systems. Financial hazards are not limited just to
conventional banks; they also pose a danger to Islamic banks and
other financial institutions, hence impacting the whole economy of
any given nation. In general, it can be posited that risk management
is often regarded as a pivotal factor influencing the outcomes of
many economic sectors, determining both their achievements and
shortcomings according to Musah and Kong [8].

Numerous scholarly inquiries have been conducted to explore
the correlation between financial risks and financial outcomes.
However, it is worth noting that the majority of these investigations
primarily focus on countries with distinct economic, social,
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and legislative contexts that differ from those of the United
Arab Emirates (UAE). Consequently, caution must be exercised
when attempting to extrapolate these findings to the specific
circumstances of the UAE. Prior research has also indicated a
deficiency in the examination of various categories of financial
risks. For instance, Shamas et al. [9] demonstrated a decline in the
number of studies investigating financial risks, including liquidity,
as well as a decrease in the number of studies conducted in
the Arabian Gulf region. This study aims to address the existing
research gap by examining several financial risk factors, including
capital risk, exchange rate risk, liquidity risk, and operational risk.
The objective is to investigate the potential influence of these risks
on the financial performance, namely the return on assets (ROA)
and return on equity (ROE), of the banking institutions listed in the
United Arab Emirates (UAE) stock markets to Panda and Nanda
[10].

The primary aim of the present research is to investigate
the influence of financial risks, namely capital, liquidity, and
operational risks, on the performance of both conventional and
Islamic banks in the context of the United Arab Emirates. The
study focuses on a period spanning from 2015 to 2022 and
includes a sample of 10 banks. This research aims to provide
empirical data about the influence of specific risks on the financial
performance of both conventional and Islamic banks. The study
will examine many alternative indicators of financial performance
and financial risks, focusing on current periods. Additionally,
this research will provide a multitude of advantages for the
bank’s management and supervisory board, as well as for present
and prospective investors of the publicly traded institutions in
the stock market. The use of this approach enables the bank’s
management to enhance their comprehension of the impact
of these risks on the financial performance of the institution.
Furthermore, stakeholders may get advantages from the findings
of the research by effectively incorporating the primary suggestions
into their practices, therefore mitigating or averting the potential
consequences of these hazards in subsequent instances.

The subsequent sections of the current research are organized
as follows: Section 2 provides an overview of the existing empirical
literature, highlighting relevant studies and their key results.
Section 3 outlines the data collection process and research methods
used in this study. Finally, Section 4 presents the analysis of
the collected data and offers a comprehensive discussion of
the findings. Lastly, the paper addresses the conclusion and
provides suggestions.

2 Literature review

2.1 Theoretical review

Several theories have examined the impact of financial risk on
the financial performance of a corporation. The firm’s management
may effectively implement suitable financial risk management
practices by demonstrating a comprehensive understanding and
recognition of these ideas. One prominent hypothesis in the field
is known as the “Finance Distress Theory,” as posited by Baldwin
and Mason [[11], p. 505]. According to this theory, when a
company’s value declines to a point where it becomes unable
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to fulfill its financial obligations, it enters a state of financial
distress. Consequently, the first indication of financial trouble
often manifests as a violation of debt obligations, which may
be accompanied by a deviation from the firm’s stated objective
or a reduction in dividend payments. This phenomenon refers
to a situation in which companies are unable to earn profits
or revenue, and therefore, they are unable to fulfill financial
responsibilities. In this particular scenario, the banking sector’s
inability to fulfill deposit withdrawals and loan disbursements gives
rise to liquidity risk. Similarly, the occurrence of credit risk is seen
when financial institutions own a multitude of non-performing
loans inside their financial records due to borrowers™ failure to
repay or their delayed repayment of loans. Therefore, banks need
to prioritize and closely oversee all financial risks to prevent or
mitigate any financial turmoil in the future. The financial distress
hypothesis has relevance in the present research about the influence
of financial risk on the financial performance of banks according to
Mohamed [12].

2.2 Empirical review

Financial risk is a significant factor that has a direct impact
on the profitability of a firm. It leads to increased fluctuations in
returns and encompasses various types of risks, including capital,
liquidity, credit, and operational risks. These risks collectively
contribute to the volatility of a firm’s financial performance [13-
15]. Additionally, the theory posited that inadequate management
of financial risk is a contributing factor to the decline in a firm’s
financial performance. The financial performance of enterprises
is a crucial factor in shaping the strategy, operational leverage,
and investment choices of the organization, with the ultimate
goal of attaining the desired degree of financial stability. Banks
are widely regarded as a fundamental component of the financial
system, assuming a significant role in fostering the economic
development of nations by offering a range of financial services
to people, organizations, and governmental entities. Consequently,
the occurrence of any vulnerabilities in the operational efficiency
of banks may result in the destabilization of the domestic
financial system, potentially precipitating a financial crisis that can
profoundly impact the functioning of financial markets. This was
notably exemplified by the 2008 financial crisis, particularly the
collapse of Lehman Brothers Bank.

Financial ratios, such as profitability, liquidity, assets
utilization, and debt utilization, are frequently employed to
assess the financial performance of firms. To utilize these ratios
effectively, it is necessary to analyze historical financial statement
data to make informed predictions about the performance of the
firm. This information can then be used to make appropriate
decisions. However, existing literature has explored several studies
that investigate the correlation between financial risks and financial
performance in both the banking industry and other firms.
Nonetheless, conflicting findings have emerged, particularly within
the banking industry, when comparing conventional banks to
Islamic banks. The present research aims to investigate the subject
matter by using recently acquired financial data pertaining to
botaboutl and Islamic banks, obtained from a dynamic financial
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market in the United Arab Emirates, covering the time spaperiod15
to 2022. The following discourse addresses many relevant empirical
studies that have investigated the influence of financial risks on
financial performance, using identical research characteristics but
yielding divergent outcomes.

2.2.1 Financial performance

Financial performance is a quantifiable evaluation of the
effectiveness with which a company utilizes its resources to create
income. Furthermore, this word is often used as a standard metric
for assessing the total fiscal wellbeing within a specific time frame
of precisely 12 months. The existing literature indicates that there
is significant variation in both the components and ratios of bank
profitability across different nations and regions [16]. Consistent
with prior research conducted by Grier [17], profitability ratios
such as Return on Assets (ROA), Return on Equity (ROE), and
Earnings per Share (EPS) are often used as metrics for assessing
the profitability of a company. Furthermore, according to Grier
[17], the banK’s profitability is regarded as a significant indication
of the banK’s credit analysis due to its direct correlation with
management performance results. The performance of a bank
serves as an indicator of its ability to create long-term, consistent
returns. The management of banks always endeavors to safeguard
their profitability against unforeseen losses. This is because a robust
capital position of a bank enhances the efficacy of investment
choices payout retained profits, hence fostering heightened future
profitability. Hence, the present study aligns with prior research
that assessed bank profitability via the use of key performance
indicators such as Return on Assets (ROA), Return on Equity
(ROE), and Earnings per Share (EPS).

2.2.2 Capital risk

Capital risk refers to the bank’s ability to absorb fluctuations
in the value of its assets [18, 19]. Furthermore, capital risk refers
to the disparities seen between the market values of an asset and
its equity obligations. The capital of a bank assumes a crucial
function in mitigating potential risks, particularly in cases when
the level of protection is inadequate inside banking institutions
according to Abdelhay et al. [20]. The primary responsibility of
the central bank is to augment the capital in banks to safeguard
stakeholders, particularly depositors, by maintaining the desired
level of protection ratio [21]. The Basel Committee has placed
significant emphasis on capital risk in order to mititoimize its
influence on the financial performance of banks. The literature
has extensively examined the relationship between capital risk
and financial performance, yielding noteworthy findings. Notably,
several studies [22-28] have reported a positive impact of capital
risk on financial performance. In contrast, prior research findings,
such as those presented by Mousa et al. [18], have shown a
detrimental effect.

2.2.3 Liquidity risk

According to Kimondo et al. [29], it is essential to consider
the influence of liquidity on financial performance due to its
significant role in shaping several aspects of a firm’s growth
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and advancement. The effective management of resources by a
business is of utmost importance, as it ensures the maintenance
of sufficient liquidity levels to satisfy all financial commitments
without incurring any danger of default. However, as shown by
Goodhart’s [30] research, liquidity risk may be seen as including
two primary dimensions. The two key concepts under discussion
are maturity transformation, which refers to the alignment of the
maturity of a bank’s obligations and assets, and integral liquidity
of assets, which pertains to the ability of a bank to sell its assets
without incurring any value losses, regardless of prevailing market
conditions. Nevertheless, it is important for banks not to be
too preoccupied with the change of maturity provided they own
sufficient liquid assets that may be readily sold without suffering
any detrimental financial losses. According to the findings of
Ahmed [31], banks that own assets with shorter maturity periods
may exhibit less reliance on liquid assets. The scholarly literature
has extensively examined the relationship between liquidity risk
and financial performance, yielding varying findings. Notably,
prior studies conducted by Lake [32], and Ejike and Agha [33]
have reported a negative association between liquidity risk and
financial performance. In contrast, previous studies conducted
by Huong et al. [34] have reported a detrimental effect on
financial performance.

2.2.4 Operational risk

According to Sun [35], operational risks may be described
as hazards that are linked to a firm’s strategy, internal systems
and operations, technology, and mismanagement. The Basel
Committee defines operational risk as the set of hazards arising
from people operations, internal procedures, systems, and external
activities. However, the Basel Committee asserts that banks have
to establish their specific definition of operational risks based on
factors such as their unique characteristics, scale, and business
operations. It is recommended that banks should not rely only
on a generic definition of operational risks. Nevertheless, the
committee contends that a deficiency in comprehending the
definition of operational risks, their impact, and the methods for
their management is a matter of concern. This is particularly
significant given that most banks encounter operational risks across
their various activities and transactions. By neglecting to address
these risks, the bank may find itself unable to mitigate or exercise
control over certain aspects of these risks. Previous studies [24,
36, 37] have shown favorable association between operational risks
and financial performance. In contrast, prior studies conducted by
Wasiuzzaman and Gunasegavan [38] and Al-Tamimi et al. [39]
have shown a discernible inverse correlation between operational
risks and financial success. Furthermore, prior research has shown
that operational risks do not have a statistically significant effect on
financial performance, as demonstrated by Aruwa and Musa [40].

2.2.5 Bank size

The Market-Power theory posits that the expansion of a
firm’s scale has a considerably favorable influence on its financial
success, as elucidated by Athanasoglou et al. [41]. According to
Clarke [42], there is a claim that larger firms tend to be more
lucrative and efficient compared to smaller firms, which might

frontiersin.org


https://doi.org/10.3389/fams.2023.1250227
https://www.frontiersin.org/journals/applied-mathematics-and-statistics
https://www.frontiersin.org

Oudat et al.

be attributed to the associated efficiency hypothesis. According
to Abdelhay et al. [43], the potential consequence of corporate
expansion is the potential for a separation between ownership and
management/control, particularly if the firm’s size has increased.
The separation of ownership from control inside a firm may
be exacerbated by the firm’s size, particularly if the size of the
firm reaches a certain threshold. According to Fama and French
[44], it is observed that above a certain threshold company
size, the influence of firm size on the financial performance of
the business might become negative. Nevertheless, many prior
empirical investigations have shown that the financial performance
of enterprises and banks, as quantified by the natural logarithm
of total assets, is adversely affected [45-47]. In contrast, other
research has shown that the financial success of enterprises is
positively influenced by their size [48]. The present investigation
is anticipated to provide novel data that may provide support for
one of the aforementioned conclusions.

2.3 The hypothesis of the study

The primary aim of this research is to investigate the impact
of several financial risks, including capital risk, liquidity risk, and
operational risk, on the financial performance of both commercial
and Islamic banks operating within the banking industry of the
United Arab Emirates.

Drawing on the aforementioned literature review and the
particular aims of the present research, the following hypotheses
have been formulated:

Hypothesis 1: The presence of capital risk has a statistically
significant negative impact on the financial
performance of banks in the United Arab Emirates,
as measured by indicators such as return on assets
(ROA) and return on equity (ROE).

Hypothesis 2: The presence of liquidity risk has a statistically
significant negative impact on the financial
performance of banks in the United Arab Emirates,
as measured by indicators such as return on assets
(ROA) and return on equity (ROE).

Hypothesis 3: The impact of operational risk on the financial
performance (measured by ROA and ROE) of
banks in the United Arab Emirates is statistically
significant and negative.

3 Research methodology

3.1 Research design and population

The present study employs a hypothesis test to investigate
the influence of specific dependent variables, namely capital risk,
liquidity risk, and operational risk, on the financial performance
of both conventional and Islamic banks. This examination utilizes
return on assets, return on equity, and earnings per share as proxies
for the independent variables. The research utilizes secondary
data sourced from the annual reports of financial institutions
listed in the public exchanges of the United Arab Emirates,
covering the time frame from 2015 to 2022. There is a total
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of 10 banks that are listed in the stock markets of the United
Arab Emirates, and this has been the case for the last seven
years. With a sample size of 70 observations, as shown in
Table 1.

3.2 Research framework

The present study aims to analyze or scrutinize the given subject
matter. This study examines the impact of financial risk, namely
capital risk, liquidity risk, and operational risk, on the financial
performance of banks. Additionally, the study considers bank size
as a control variable.

As shown in Figure 1, there is one independent variable with its
three factors, such as capital risk, liquidity risk and operational risk,
and the study aims to investigate its influence on the dependent
variable, which is financial performance with its two factors, which
are return of earnings and return of assets. The bank size is the
moderator variable in this study to examine the results of the study
will vary according to the bank size on not.

3.3 Data testing method

The present research aims to demonstrate the influence of
financial risk on bank performance via the use of a regression
analysis model applied to the banking sector companies listed on
the stock exchange marketplaces in the United Arab Emirates.
The data will be processed with the SPSS program. Moreover, the
following equation will be used to assess the correlation between
the variables in the present investigation:

Yi = B0 + B11 CAP + B21 LIQ + B31 OPE + B4l Siz + i (1)

Where:

Yis: represents financial performance (Returns on Asset and,
Return on Equity).

B0: denotes time-invariant intercept.

B11 CAP: represents capital expense risk exposure.

B21 LIQ: liquidity expense risk exposure.

TABLE 1 Banking listed in UAE stock markets.

1 Dubai Islamic Bank

2 Abu Dhabi Islamic Bank

3 Sharjah Islamic Bank

4 Emirates Islamic Bank

5 HSBC

6 Abu Dhabi Commercial Bank

7 Commercial Bank of Dubai

8 Standard Chartered Bank

9 Barclays

10 Emirates National BANK of Dubai
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Financial Risks _
Capital Risk
Financial Performance
Liquidity Risk (ROA & ROE)
Operational Risk
Bank Size
FIGURE 1

Conceptual Framework of the study. Source: Prepared by the researcher 2023.

B31 OPE: denotes operation expense risk exposure.
B41 Siz: is the bank size.
git = refers to an error term.

4 Data analysis

4.1 Descriptive analysis

Table 2 presents the descriptive statistics for the variables used
in the present analysis, including return on assets (ROA), return on
equity (ROE), capital risk, liquidity risk, and operational risk. The
average return on assets (ROA) for the selected banks in the sample
was 0.04, accompanied by a standard deviation of 0.07. The average
return on equity (ROE) was calculated to be 0.26, accompanied
wily standard deviation of 0.47. The average capital risk was
found to be 0.13, accompanied by a standard deviation of 0.17.
Similarly, the average liquidity risk was determined to be 0.81, with
a standard deviation of 0.27. In conclusion, the average operational
risk was determined to be 0.07, accompanied wily standard
deviation of 6.72. The aforementioned descriptive statistics provide
a comprehensive portrayal of the variable distribution within the
sample. An examination of the data reveals that the range of values
observed for the Return on Assets (ROA) metric spans from —0.008
to 0.328. Furthermore, it is noteworthy that the standard deviation
associated with these values is rather modest, measuring at 0.07.

4.2 Correlations

Table 3 presents the Pearson correlation coefficients among the
variables. The correlation coefficient between Return on Assets
(ROA) and Return on Equity (ROE) demonstrates a statistically
significant positive link at the 0.01 level (r = 0.54, p < 0.01),
demonstrating a robust association between these two variables.
This implies that banks exhibiting a high return on assets (ROA)
are also expected to have a correspondingly high return on
equity (ROE).
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The correlation coefficient between return on assets (ROA)
and capital risk is positive, although it lacks statistical significance
(r = 0.37, p = 0.002). This suggests that there is no substantial
association between these two variables. This implies that the
influence of capital risk on the return on assets (ROA) of banks in
the United Arab Emirates (UAE) may not be substantial.

In a similar vein, the statistical analysis reveals that the
connection between the return on assets (ROA) and liquidity risk is
not deemed to be statistically significant (r = 0.07, p = 0.554). This
finding indicates that there is no substantial association between
these two variables. This suggests that the influence of liquidity risk
on the return on assets (ROA) of banks in the United Arab Emirates
(UAE) may not be substantial.

In conclusion, the statistical analysis reveals that the correlation
coeflicient between return on assets (ROA) and operational risk
is not statistically significant (r = 0.04, p = 0.734). This finding
suggests that there is no substantial association between these two
variables. This implies that the influence of operational risk on the
return on assets (ROA) of banks in the United Arab Emirates (UAE)
may not be substantial.

It is essential to acknowledge that the correlation coeflicients
do not establish causality between the variables; instead, they
provide valuable insights into the direction and magnitude of
their association.

4.3 Multiple regression analysis with return
on assets (ROA)

The findings of the multiple regression analysis, using return
on assets (ROA) as the dependent variable, are shown in Table 4.
The model incorporates four distinct factors that are considered
independent: capital risk, liquidity risk, operational risk, and
bank size. The findings indicate that of the factors examined,
namely capital risk and bank size, only these two exhibit statistical
significance in predicting the return on assets (ROA). The
association between capital risk and return on assets (ROA) is
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TABLE 2 Descriptive statistics.

10.3389/fams.2023.1250227

N Minimum Maximum Mean Std. deviation
Return on asset 70 —0.008 0.328 0.04199 0.071524
Return on equity 70 —0.104 3.078 0.26384 0.470281
Capital risk 70 0.050 1.521 0.13297 0.171370
Liquidity risk 70 0.078 1.219 0.81092 0.269865
Operational risk 70 —53.461 8.606 0.07144 6.721625
Valid N (listwise) 70

Source: Prepared by the researcher 2023.

TABLE 3 Correlations.

Return Return on Capital risk Liquidity risk ~ Operationalrisk
on asset equity
Return on asset Pearson correlation 1
Sig. (2-tailed)
N 70
Return on equity Pearson correlation 0.540%* 1
Sig. (2-tailed) 0.000
N 70 70
Capital risk Pearson Correlation 0.372%* —0.049 1
Sig. (2-tailed) 0.002 0.688
N 70 70 70
Liquidity risk Pearson correlation 0.072 0.128 0.094 1
Sig. (2-tailed) 0.554 0.289 0.438
N 70 70 70 70
Operational risk Pearson correlation 0.041 0.038 0.023 —0.022 1
Sig. (2-tailed) 0.734 0.757 0.847 0.857
N 70 70 70 70 70

**Correlation is significant at the 0.01 level (2-tailed). Source: Prepared by the researcher 2023.

TABLE 4 Coefficients.?

Unstandardized coefficients

Standardized

coefficients
Std. error
1 (Constant) —0.021 0.024 —0.856 0.395
Capital risk 0.190 0.043 0.455 4.414 0.000
Liquidity risk 0.022 0.027 0.085 0.833 0.408
Operational risk 0.000 0.001 0.041 0.402 0.689
Bank size 7.086E-15 0.000 0.459 4.444 0.000

*Dependent variable: return on asset. Source: Prepared by the researcher 2023.

found to be positive and statistically significant. The beta coefficient
for capital risk is estimated to be 0.455, indicating the magnitude
of the effect. The p-value associated with this coefficient is 0.000,
suggesting a high level of confidence in the observed relationship.
This observation suggests that there is a positive relationship
between capital risk and return on assets (ROA), indicating that
when capital risk grows, ROA tends to increase as well. There exists
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a positive and statistically significant association between the size
of a bank and its return on assets (ROA). The beta coeflicient of
0.459 and the p-value of 0.000 provide evidence that bigger banks
generally exhibit greater levels of ROA.

The model summary for the regression analysis with the
dependent variable of Return on Assets (ROA) is shown in Table 5.
The model’s R-squared value is 0.341, suggesting that about 34.1%
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TABLE 5 Model summary.

10.3389/fams.2023.1250227

R square

1 0.584% 0.341

Adjusted R square Std. error of the estimate

0.300 0.059820

?Dependent variable: return on asset. Source: Prepared by the researcher 2023.

TABLE 6 Coefficients.?

Unstandardized coefficients

Standardized

coefficients
Std. error Beta
1 (Constant) 0.052 0.194 0.269 0.789
Capital risk —0.126 0.343 —0.046 —0.367 0.715
Liquidity risk 0.251 0.215 0.144 1.168 0.247
Operational risk 0.003 0.009 0.043 0.355 0.724
Bank size 8.937E-15 0.000 0.088 0.702 0.485

?Dependent variable: return on equity. Source: Prepared by the researcher 2023.

TABLE 7 Model summary.

R square

1 0.171* 0.029

Adjusted R square Std. error of the estimate

—0.030 0.477363

?Dependent variable: return on equity. Source: Prepared by the researcher 2023.

of the variability in ROA can be accounted for by the independent
variables used in the model. The obtained adjusted R-squared value
of 0.300 indicates that there is potential for enhancing the model
fit by including supplementary variables. The standard error of
the estimate, calculated to be 0.059820, is the mean discrepancy
between the projected and observed values of return on assets
(ROA). In summary, the findings of this study indicate that both
capital risk and bank size play significant roles in predicting the
return on assets (ROA) within the banking sector. Nevertheless, the
model might be enhanced by including other factors.

4.4 Multiple regression analysis with return
on equity (ROE)

The findings of a regression study examining the variables
influencing Return on Equity (ROE) are shown in Table 6. The table
displays the coeflicients of the independent variables together with
their corresponding statistical significance. The model incorporates
four distinct independent variables, namely Capital Risk, Liquidity
Risk, Operational Risk, and Bank Size. The findings reveal that
of the variables examined, only Liquidity Risk has a statistically
significant positive impact on Return on Equity (ROE). The beta
coefficient for Liquidity Risk is calculated to be 0.144, and the
corresponding t-value is 1.168. However, the p-value of 0.247
suggests that this relationship is not statistically significant at the
conventional significance level of 0.05.

The other factors, namely Capital Risk, Operational Risk, and
Bank Sie, do not have a statistically significant impact on Return
on Equity (ROE). The coefficient for Capital Risk is —0.046 with
a corresponding t-value of —0.367, suggesting a little negative
influence on Return on Equity (ROE). However, it is important
to note that this relationship lacks statistical significance. The
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coeflicient of Operational Risk is 0.043 with a corresponding
t-value of 0.355. This suggests a marginal positive effect on
Return on Equity (ROE), but, it lacks statistical significance.
The coefficient of Bank Size is 0.088 with a t-value of 0.702,
suggesting a marginal positive effect on Return on Equity (ROE).
However, this relationship lacks statistical significance. In general,
the model provides a limited explanation for the variability seen in
return on equity (ROE), as shown by an R-squared value of just
0.171. Nevertheless, the model might be enhanced by including
other factors.

4.5 The model summary

It is clear in Table 7 that R is 0.171%, R-square is 0.029, Adjusted
R-Square is —0.030 and standard error of the Estimate is 0.477363.
This suggests a marginal positive effect on Return on Equity (ROE).
The obtained adjusted R-squared value of 0.029 indicates that there
is potential for enhancing the model fit by including supplementary
variables. The standard error of the estimate, calculated to be
0.477363, is the mean discrepancy between the projected and
observed values of return on assets (ROA). In summary, the
findings of this study indicate that both capital risk and bank size
play significant roles in predicting the return on assets (ROA)
within the banking sector. Nevertheless, the model might be
enhanced by including other factors.

5 Conclusion and recommendations
The objective of this research was to examine the correlation
between several categories of risks, namely capital, liquidity, and

operational risks, and the financial performance indicators of

frontiersin.org


https://doi.org/10.3389/fams.2023.1250227
https://www.frontiersin.org/journals/applied-mathematics-and-statistics
https://www.frontiersin.org

Oudat et al.

return on assets and return on equity. Additionally, the study
sought to assess the influence of bank size on this connection. The
data was obtained from a sample of 10 banks located in the United
Arab Emirates, spanning a duration of 7 years. The examination
of the risk and performance of banks in the United Arab Emirates
(UAE) for the period spanning from 2015 to 2021 has yielded some
significant discoveries. To begin with, it is observed that a positive
correlation exists between the size of a bank and its return on
equity, indicating that bigger banks tend to create greater returns.
Furthermore, it was shown that capital risk had a noteworthy
positive influence on return on assets, although liquidity and
operational risks did not have any meaningful effect. In addition,
the findings from the multiple regression analysis indicate that
both capital risk and bank size exhibit substantial predictive
power about return on asset. However, the investigation did
not find any significant predictive relationship between liquidity
risk, operational risk, and bank size with return on equity.
The aforementioned results include significant significance for
the strategic management of banks operating inside the United
Arab Emirates.

Based on the empirical evidence, it is advisable for banks
operating in the United Arab Emirates to prioritize the effective
management of capital risk as a means to enhance their
return on assets. This objective might be attained by enhancing
risk management practices, including portfolio diversification,
enhancing credit risk evaluation, and enforcing more stringent
capital requirements. Moreover, banks should contemplate the
expansion of their activities as a means to augment their scale
since empirical evidence suggests a positive correlation between
scale and returns on equity. Nevertheless, individuals need to
possess an understanding of the various hazards that may arise in
conjunction with the expansion, including amplified operational
and liquidity concerns.

This research makes a valuable contribution to the existing
body of knowledge on the risk and performance of banks by
offering novel insights into the banking system of the United Arab
Emirates. This study contributes to the expanding literature on
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