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The Impactof Using Debts on Profitability: an applied
Study on the banks Listed inSaudi Stock Exchange
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Abstract

This Research aims to study the effect of Using
Debt(financial Leverage) on the profitability of banks in the
Kingdom of Saudi Arabia. The Research was focus to
applied on a sample from the banks listed in the Saudi Stock
Exchange Market (Tadawwl) consisted of (10) Banks during
the period 2006-2012. The Debt measured by Debt to Asset
Ratio (DA) and Debt to Equity Ratio (DE), while the
profitability measured by Return on Investment (ROI),
Return on Equity (ROE), and Earning per Share (EPS).

The Research used the Descriptive and analytic statistics
to test hypothesis. Statistical measures of Mean, Standard
Deviation, and Person correlation coefficient were applied
SPSS program was used to analyze the data. Also the
Research used Panel data analysis applied on)e-views)(8).

The study revealed that the Debt has a positive significant
effect on the profitability measured by Return on Equity
(ROE). And the research found that there is no significant
effect of Debt on the profitability witch measured by Return
on Investment (ROI), andEarning per Share (EPS).

Due to the findings and objectives of the research some
recommendationswere stated.

Keywords: Debts, Financial Leverage, Financial
Structure, Profitability
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Panel data Judai
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fixed effect model <l Al =3 a1 a5 aladialy (V) B Aaladl)

Dependent Variable: RTRNEQUTY|

Method: Panel Least Squares|

Date: 04/16/14 Time: 12:59

Sample: 2006 2012

Periods included: 7

Cross-sections included: 10

Total panel (unbalanced) observations: 69

Prob. t-Statistic Std. Error Coefficient Variable
0.3701 0.903401 0.335273 0.302886 C
0.4526 -0.756299 0.474107 -0.358567 DEPTASSTS
0.0564 1.947560 0.011066 0.021552 DEPTEQUTY
Effects Specification
I
|
Cross-section fixed (dummy variables)
I
[
0.135223 Mean dependent var/0.652491 R-squared
0.095751 S.D. dependent var|0.585428 Adjusted R-squared
-2.577865 Akaike info criterion|0.061652 S.E. of regression
-2.189325 Schwarz criterion|0.216652 Sum squared resid
-2.423718 Hannan-Quinn criter.[100.9364 Log likelihood
1.616617 Durbin-Watson stat|9.729506 F-statistic
0.000000 Prob(F-statistic),

random effect model () sdiall 73 gaill (a8 aladinly (V) a8 ) Aalasl)

Dependent Variable: RTRNEQUTY|

Method: Panel EGLS (Cross-section random effects)

Date: 04/16/14 Time: 13:00

Sample: 2006 2012

Periods included: 7
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Cross-sections included: 10

Total panel (unbalanced) observations: 69

Swamy and Arora estimator of component variances|

Prob. t-Statistic Std. Error Coefficient Variable
0.8088 0.242900 0.078535 0.019076 C
0.7883 0.269595 0.116601 0.031435 DEPTASSTS
0.0165 2.459519 0.006736 0.016567 DEPTEQUTY
Effects Specification
Rho S.D.
0.4723 0.058330 Cross-section random
0.5277 0.061652 Idiosyncratic random
I
[
Weighted Statistics
0.050306 Mean dependent var/0.146366 R-squared
0.065053 S.D. dependent var0.120498 Adjusted R-squared
0.246566 Sum squared resid0.061122 S.E. of regression
1.452283 Durbin-Watson stat|5.658233 F-statistic
0.005395 Prob(F-statistic),
Unweighted Statistics
0.135223 Mean dependent var/0.340051 R-squared
1.018399 Durbin-Watson stat|0.411441 Sum squared resid
I
[
Correlated Random Effects - Hausman Test
Equation: EQ02_RNDOM RETARUNEQUTY|
Test cross-section random effects|
I
[
Chi-Sq.
Prob. Chi-Sq. d.f.  |Statistic Test Summary|
I
[
0.6756 2 0.784265 Cross-section random
Cross-section random effects test comparisons:
Prob. Var(Diff.) Random Fixed Variable
0.3961 0.211182 0.031435 -0.358567 DEPTASSTS
0.5701 0.000077 0.016567 0.021552 DEPTEQUTY
Cross-section random effects test equation:
Dependent Variable: RTRNEQUTY|
Method: Panel Least Squares|
Date: 04/16/14 Time: 13:01
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Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Prob. t-Statistic Std. Error Coefficient Variable
0.3701 0.903401 0.335273 0.302886 C
0.4526 -0.756299 0.474107 -0.358567 DEPTASSTS
0.0564 1.947560 0.011066 0.021552 DEPTEQUTY
Effects Specification
I
[
Cross-section fixed (dummy variables)
I
[
0.135223 Mean dependent var/0.652491 R-squared
0.095751 S.D. dependent var|0.585428 Adjusted R-squared
-2.577865 Akaike info criterion|0.061652 S.E. of regression
-2.189325 Schwarz criterion|0.216652 Sum squared resid
-2.423718 Hannan-Quinn criter.[100.9364 Log likelihood
1.616617 Durbin-Watson stat|9.729506 F-statistic|
0.000000 Prob(F-statistic),
dranall il s g dad aladialy A (8N jLad) dags (GG
1((Siia)) Jgad) Alan) o ailall Jara 73 gad il )
fixed effect mode] <l Jﬁ\.ﬂ\ CJ}A.} ‘).msﬂ e\qil.n\_; (Y) ?BJ Aaladl)
Dependent Variable: RTRNASST
Method: Panel Least Squares|
Date: 04/16/14 Time: 13:09
Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Prob. t-Statistic Std. Error Coefficient Variable
0.2458 1.172767 0.055363 0.064928 C
0.4838 -0.704804 0.078288 -0.055178 DEPTASSTS
0.9808 0.024163 0.001827 4.42E-05 DEPTEQUTY
Effects Specification
I
[
Cross-section fixed (dummy variables)
I
[
0.021310 Mean dependent var0.494984 R-squared

EVA



0.013116 S.D. dependent var0.397524 Adjusted R-squared
-6.179945 Akaike info criterion|0.010180 S.E. of regression
-5.791405 Schwarz criterion|0.005907 Sum squared resid
-6.025798 Hannan-Quinn criter.[225.2081 Log likelihood
1.358394 Durbin-Watson stat|5.078874 F-statistic

0.000018 Prob(F-statistic),

random effect model () sdall 73 gaill Hoa@l) alasiuly (V) o8 Aalaall

| | Dependent Variable: RTRNASST]

Method: Panel EGLS (Cross-section random effects)

Date: 04/16/14 Time: 13:10

Sample: 2006 2012

Periods included: 7

Cross-sections included: 10

Total panel (unbalanced) observations: 69

Swamy and Arora estimator of component variances|

Prob. t-Statistic Std. Error Coefficient Variable
0.5428 0.611699 0.011574 0.007080 C
0.1280 1.541397 0.017375 0.026781 DEPTASSTS
0.2141 -1.254492 0.001052 -0.001320 DEPTEQUTY
Effects Specification

Rho S.D.
0.4031 0.008367 Cross-section random
0.5969 0.010180 Idiosyncratic random

I

[

Weighted Statistics

0.008929 Mean dependent var0.037194 R-squared
0.010139 S.D. dependent var|0.008018 Adjusted R-squared
0.006760 Sum squared resid0.010120 S.E. of regression
1.236375 Durbin-Watson stat|{1.274825 F-statistic|

0.286271 Prob(F-statistic),

Unweighted Statistics
0.021310 Mean dependent var0.132126 R-squared
0.975899 Durbin-Watson stat|0.010152 Sum squared resid
I
[
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Correlated Random Effects - Hausman Test]
Equation: EQ03 RANDM RETURNASSETS
Test cross-section random effects|
I
[
Chi-Sq.
Prob. Chi-Sq. d.f.  |Statistic Test Summary|
I
[
0.5610 2 1.156009 Cross-section random
Cross-section random effects test comparisons:
Prob. Var(Diff.) Random Fixed Variable
0.2830 0.005827 0.026781 -0.055178 DEPTASSTS
0.3613 0.000002 -0.001320 0.000044 DEPTEQUTY
Cross-section random effects test equation:
Dependent Variable: RTRNASST
Method: Panel Least Squares|
Date: 04/16/14 Time: 13:11
Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Prob. t-Statistic Std. Error Coefficient Variable
0.2458 1.172767 0.055363 0.064928 C
0.4838 -0.704804 0.078288 -0.055178 DEPTASSTS
0.9808 0.024163 0.001827 4.42E-05 DEPTEQUTY
Effects Specification
I
[
Cross-section fixed (dummy variables)
I
[
0.021310 Mean dependent var/0.494984 R-squared
0.013116 S.D. dependent var0.397524 Adjusted R-squared
-6.179945 Akaike info criterion|0.010180 S.E. of regression
-5.791405 Schwarz criterion|0.005907 Sum squared resid
-6.025798 Hannan-Quinn criter.[225.2081 Log likelihood
1.358394 Durbin-Watson stat|5.078874 F-statistic|
0.000018 Prob(F-statistic),

Aaanal) CUlgl) a5 7 3a3 o) aRaly AN (A0 Lad) Aoy (GG

H(pdeed) 0 9 )

fixed effect model <l LAl 3 a1 (005 aladily (¥) B Aaladl)
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Dependent Variable: PFTSHR
Method: Panel Least Squares|
Date: 04/16/14 Time: 12:48|
Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Prob. t-Statistic Std. Error Coefficient Variable
0.5808 0.555378 7.285185 4.046031 C
0.7887 -0.269314 10.30192 -2.774454 DEPTASSTS
0.2873 1.074086 0.240461 0.258275 DEPTEQUTY
Effects Specification
I
[
Cross-section fixed (dummy variables)
I
[
3.246957 Mean dependent var/0.634760 R-squared
2.029456 S.D. dependent var|0.564275 Adjusted R-squared
3.579439 Akaike info criterion|1.339633 S.E. of regression
3.967979 Schwarz criterion|102.2931 Sum squared resid
3.733586 Hannan-Quinn criter.|-111.4906 Log likelihood
1.158573 Durbin-Watson stat|9.005625 F-statistic|
0.000000 Prob(F-statistic),
random effect model ‘é\jﬁd\ ngl.ml\ ‘_Ac ‘):mﬁﬂ\ ‘;\Aiiul_j (Y‘) ?BJ Adalaall
| | Dependent Variable: PFTSHR]
Method: Panel EGLS (Cross-section random effects)
Date: 04/16/14 Time: 12:48|
Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Swamy and Arora estimator of component variances|
Prob. t-Statistic Std. Error Coefficient Variable
0.8848 -0.145431 1.719696 -0.250098 C
0.0734 1.819154 2.551311 4.641227 DEPTASSTS
0.7829 -0.276687 0.146882 -0.040640 DEPTEQUTY
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Effects Specification
Rho S.D.
0.4770 1.279405 Cross-section random
0.5230 1.339633 Idiosyncratic random
I
|
Weighted Statistics
1.197124 Mean dependent var0.061425 R-squared
1.376298 S.D. dependent var0.032983 Adjusted R-squared
121.6426 Sum squared resid|1.357597 S.E. of regression
1.108305 Durbin-Watson stat|2.159682 F-statistic|
0.123446 Prob(F-statistic),
Unweighted Statistics
3.246957 Mean dependent var/0.208244 R-squared
0.872573 Durbin-Watson stat|221.7480 Sum squared resid
I
[
Correlated Random Effects - Hausman Test|
Equation: EQ01_RNDOM_ SHARPROFIT]
Test cross-section random effects|
I
[
Chi-Sq.
Prob. Chi-Sq. d.f.  |Statistic Test Summary
I
[
0.1714 2 3.527001 Cross-section random
Cross-section random effects test comparisons:
Prob. Var(Diff.) Random Fixed Variable
0.4575 99.620298 4.641227 -2.774454 DEPTASSTS
0.1164 0.036247 -0.040640 0.258275 DEPTEQUTY
Cross-section random effects test equation:
Dependent Variable: PFTSHR
Method: Panel Least Squares|
Date: 04/16/14 Time: 12:49
Sample: 2006 2012
Periods included: 7
Cross-sections included: 10
Total panel (unbalanced) observations: 69
Prob. t-Statistic Std. Error Coefficient Variable
0.5808 0.555378 7.285185 4.046031 C
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0.7887 -0.269314 10.30192 -2.774454 DEPTASSTS
0.2873 1.074086 0.240461 0.258275 DEPTEQUTY
Effects Specification
I
[
Cross-section fixed (dummy variables)
I
[
3.246957 Mean dependent var/0.634760 R-squared
2.029456 S.D. dependent var|0.564275 Adjusted R-squared
3.579439 Akaike info criterion|1.339633 S.E. of regression
3.967979 Schwarz criterion|102.2931 Sum squared resid
3.733586 Hannan-Quinn criter.|-111.4906 Log likelihood
1.158573 Durbin-Watson stat|9.005625 F-statistic

0.000000

Prob(F-statistic)
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