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The Relationship between Off-Balance Sheet Banking Activities and Financial
Solvency and its Impact on Financial Performance Indicators - An Applied
Study on Commercial Banks Listed on the Egyptian Stock Exchange.

Abstract

Objective: The research aimed to analyze the relationship between the
volume of off-balance sheet banking activities and commitment to the
capital adequacy ratio in accordance with Basel Ill decisions and the
rules of the Central Bank of Egypt and the extent of the impact of this
relationship on financial performance indicators in commercial banks
registered in the Egyptian Stock Exchange.

Methodology: To achieve the research goal, the study relied on the
descriptive analytical approach in order to analyze previous studies,
derive research hypotheses, and predict the form of the relationship
between the volume of off-balance sheet banking activities and the
capital adequacy ratio and indicators of profitability and financial
leverage.

Result: By applying it to a sample of six commercial banks registered
in the Egyptian capital market in the period from 2018 to 2023, six main
hypotheses were tested, the first three of which relate to the effect of
the volume of off-balance sheet banking activities on the rate of return
on equity, the rate of return on assets, and the rate of Loans to equity
respectively. The results of the statistical analysis were that the second
and third hypotheses were accepted, the first hypothesis was rejected,
and the fourth to sixth hypotheses tested the relationship of the volume
of off-balance sheet banking activities to the commitment to the capital
adequacy ratio after applying Basel 111 on the same dependent variables,
respectively, the fifth hypothesis and Sixth was accepted., the fourth
hypothesis was rejected.
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The overall results indicated proof of the relationship between the
volume of off-balance sheet banking activities, whether alone or linked
to the capital adequacy ratio on both the rate of return on assets and the
rate of financial leverage, and the absence of a statistical relationship
between it and the rate of return on equity.

Recommendation: The study recommended the necessity of having
precise standards governing the volume of off-balance sheet banking
activities in addition to financial solvency, paying attention to the
financial leverage ratio approved by Basel 11l and comparing it to
current financial leverage rates, and monitoring the capital adequacy
rates specified by Basel I11 and the rules of the Central Bank, especially
in light of the recent economic changes.

Key Words: Off-balance sheet banking activities, Capital adequacy
ratio, Financial solvency, Return on equity, Return on assets, Financial
leverage, Egyptian commercial banks
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