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The Impact of Disclosure of Capital Adequacy and Financial
Risks on the Liquidity Creation in the Light of Governance
and Income Diversity: An Empirical Study on Saudi Banks

Abstract

This study aims to analyze the importance of the banking sector
information environment by exploring its impact on banking mediation
functions and analyzing the interaction between it and some basic
characteristics of the banking work environment such as the diversity of
activities and the quality of the governance system and its reflection on the
functions of the bank. The study examines the effect of voluntary disclosure
of capital adequacy and mandatory disclosure of financial risks in accordance
with international standards IFRS and Basel guidelines on the liquidity
creation as one of the main economic functions of the bank, and the effect of
both the degree of income diversification and the quality of the governance
system to that relationship. Using data from registered Saudi commercial
banks for a time series from 2013 to 2019, the results showed a positive
impact of both voluntary disclosure of capital adequacy and disclosure of
financial risks on the liquidity creation, reflecting the importance of the bank's
information environment and its impact on its economic functions. On the
other hand, the results showed that the quality of the governance system and
income diversity did not affect the relationship between disclosure and the
liquidity creation, except for the effect of income diversity on the relationship
between capital adequacy disclosure and the liquidity creation. This result
indicates the weak interaction between the bank's information environment
and the factors constituting the banking sector's work environment, and that
voluntary disclosure can be affected by environmental factors more than

mandatory disclosure.

Keywords: Liquidity creation - capital adequacy disclosure - financial risk

disclosure - income diversification - ifrs 7 standard.
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GLERY) rlady) el cun badati Caglhaall ce 53l Jlall ) LS (e asilial Silaslea
Al g da iy daniliial deag @Il mag oy (diall Claalie e saalie ¥4 4
i Lo g gl ) mitll g Al L) e o lady) W Lz Lady) Sld (jagads
oil) sl are il mang LS AW Sl (e Doglhad) clagled) (1o %1
gl i LeS Loy v VY Jaal go Ay Jawsgie ply Cum Agdycadll Wikl aogy
i) gy Al AaSsal) ol Baga (g
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Aagl) slasyl @il s) Joa
Variable | Obs Mean Std. Dev. Min Max

LC 70 | 0.3796786 | 0.1349038 0.11 0.699

CAD 70 | 0.5571429 | 0.5032363 0 1

TRD 70 0.603125 | 0.1619471 0.4 0.95

DIV 70 | 0.1317093 | 0.1973236 | 0.0061783 | 0.4994812

CG 70 5.092857 | 0.1787769 4 6

SIZE 70 8.22846 | 0.2563203 7.80077 8.77775

ROE 70 | 0.0831054 | 0.061558 | -0.0743288 | 0.2120703

Bl Julas v-¢
ceag LV Lad) il ¥ a8y Jeandl adh Ayl ke G oY) Bl Y1 ulal
o) LS e @LasY) F L)) G IS5 gl s (o (Gyina lad] Talil 2gn bl
D55 (o dnuagi Jadi 2 Leadl) (il pag Cin ALl Hhlad) e 7 ladl)y JL)
sl DA (e i) ilaslae Ay Cpent Gum Auhll Jlall LY ae Aaiill oty LAl gacd)
iy Donil i Laaal sy Lo sag caiillay olal Ao 43,8 jujad o srelun L))
e glad¥) G Lo o) dlaadle Sars L)y Laalati Ly plaiall 65 puag il
gy QL ey LS (e L) (s L) (e 098 L3S Algaad) udgtg dllall alal
Lo cdlgaaadl ydgng Jaall got days (o (ol (e Lali)) 29ang bl mcags LS LAl o)
e (e iy Al Aa i) (e adin jiliany ashidil aostl i) ang o) (A el
Baga O amda olag) Bli)) d9ag s iliilld AaSeal) Ll Ll Lgy s Al lsaud
gl s ddliy o AaSoall Gl Cneca il aSa L Algaad) sty aSsal
oS Lay Al jdgng Al aaa G (658 (lad) Bl asmg il a g clly ) adlial
s el 3 canall Spia il oo ST (S8 Uspadl 5850 258 aaall 5S sl o
Jane ils Chaim (aSo Loy gl g ASlall (Bgin o Slall G Chuna la] Lol
Ualiil Jualgad) H3ST piiey @il ama o)) ) i) g Agad) g dadig e clid) dile

Algandl g Wala)) J8Y) AL Bgia o Silally AaSoal) saga Lain (Algaudl g
O 0.1 dagies dapn aie Caann olag) b)) iliil) =cags o Luadl) (agwadsg
dgag adal yudy L Al hladd) (e 7 laadyly Jldl (uf) 30 e (glaa¥) - Lad)
Ll gt days hadiyiy cAuageadl oid) 8 - liall) aahy 3lei Lasd daialy duacd) il
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Shlad) ge pladyl G o Lals)) Ly Jal i) LS e LYl ol Ll
Dhsl Ylaia) AT LS LS elid) (i jalaang Jalis gs5 alaj) LalS o ey Loy AL
oo glaill —dhaa anam She il lid) IS8 Jlal Gy LS e apilial Slaghes
o) LS e Lol (e U Clinia o) Jaliny) Jaiyd AaSonll el LAl laladl)
clid) - Ll Gl il o aeSoall Camaal) S0 maagy Lo Sl e 7 Ladllg Jall
e SE IS Il Gl LS e LYl ol 3aSoally ol o) (A bl s
O A i olaal Bl el aaa Jasipg AW el (e 7 LadY L JalajY)
LA e 2l Jare Laiy cddl) Shalaad) e 7 laiVly JUal Gy 30US (e 7 Liad))
L 8Ly W) Gl S ez LeadY L dadig Vs Al Llaladl e 7 Ladyls Lulas Jasiy
O oS Lay il amas (58 ol Lalii)) Jasiys Jaall goii days o () @ilall ol ¢ Ga
Bags (re IS Jaall poiidasyn ¥ Laiw «J3all jalias aosil Sea ST aaall 850€ g

ASLY e Silalg aSal)

Jala Ny ladl @‘t’u 1Y Jeds

LC CAD TRD DIV CG | SIZE | ROE
LC | 1.0000
CAD | 0.14617" | 1.0000
TRD | 0.21317" | 0.0105" | 1.0000
DIV |-0.1719" | 0.3435" | -0.0202" | 1.0000
CG | 0.0167 | 0.1027" | 0.0813" | -0.0064 | 1.0000
SIZE | 0.30197 | 0.0679" | 0.1944™ | 0.3112" | 0.1745 | 1.0000
ROE | 0.0370" | -0.0205 |-0.2033" | 0.1824 | 0.1274 | 0.3235" | 1.0000

***p < 0.01, **p < 0.05, *p < 0.10.
GRag Al JLas) ¥
Aranall UL Qgluly dadll Hlasiy) 2 3sa pladind e duhall (g HLas) s
) 3 aladiad iy S J6V) cpiadll laaYs

LCit=ag + B1 CADj; + «p TRD;i; + vp DIVit+ (P CGit+ o SIZEji + 1p ROEj; + €

(Y g

¢illy Random-—effects GLS regression jlaaiy) jlodl) =il ¥ a8, Jeaall (aymy
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LC Coef. Std. Err. | z | P>|z] | [95% Conf. Interval]
CAD 0.0397468 | 0.0243424 | 2.63 | 0.003 | -0.0079635 | 0.087457
TRD 0.2057881 | 0.1049959 | 1.84 | 0.023 | 0.1180646 | 0.2935117
DIV -0.0026372 | 0.121666 | -2.02 | 0.033 | -0.2410981 | 0.2358237
CG 0.0165971 | 0.0391229 | 0.85 | 0.393 | -0.0100824 | 0.0432766
SIZE 0.1637108 | 0.0835275 | 2.14 | 0.007 | 0.1518711 | 0.1755506
ROE -0.0572716 | 0.3304986 | -0.17 | 0.862 | -0.7050369 | 0.5904937
_cons 0.3710384 | 0.6519447 | 2.20 | 0.043 | -0.4067541 | 1.148822
Number of obs 70
Number of groups 7
Obs per group 10
Wald chi2(6) 44.93
Prob > chi2 0.0033
R-sq: overall 0.1913

Oy (g2llg AU lasty) = 3gai alasdin) ay Geolad) AV SIEN e g yall iy
EAREDN| JYCHJUE SN PNRE I

LCit = ap + p1 CADj + «p TRDj; + v DIVit+ P CGit + o SIZEj; + - ROE;; +vp
CG*CAD + , CG*TRD .+ DIV*CAD.,.p DIV*TRD . ¢ (Y 53345)

s Random-effects GLS regression jlaaiV) jLid) &ilu € a8) Joaal) sk
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Lo cdlgead) isn o o) IS8 35 CG*TRD el il o)) i) el Alguud
ifrs7 Jlaaay b DY Lak Al jhlad) e A0 #Laadl aais ) dlsill o)) GaSay
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i Ao gy (sMlg Leby Lad DAY (e JEIL Qg 050S an)n AeSall il ks,
CBlebas G AaSoall alas il axe g Al dasil) @lls e a2yl L Ailiasy) < LasY|
ooy LS e Lad)) o A0 55 AaSsal) Ll Basal (s il maag lasay)
JLie¥) b AAY) aa Chaeea (S i 23 (Coef. 0.0500471) alseadl 555 S
DBl (e 7 Lady) oy Ak 553 o) LS ¢(Coef. 0.0884514) daSsall allai s35a
Dbie¥) 3 AV aa Clunia J<a i 38 (Coef. 0.1578104) alsend) Hagrg 2l
Gl Basa o) Ao ydige @l C el a axiig . (Coef. 0.1642193) daSsall allai sasa
Lo sy caiilly ol o iy o Sa Loy il ilashes Ly G a3 o)) oSy A5l
i ae LaSoall Bagal lad) Bl can gl ) Tala V1 s w8l aa ay
.z iy
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e i lag) UG 35 DIVFCAD elall sl o) bl ek dlguad) 50
LS e ilia) zladl pai 3 @oill o) GaSa Loy 0.1 dugine (g5ie ic Algaadl s
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LS 0.1 N 0.05 e paiail Gun CAD uwiall diginall (5 (o (miail DIV*CAD
On AL e Ligale (S8 5 daallgen ol U b Lar JlastV) deles (il
25k Las A8al) Al 558 (e Wiy anm Algaadd) gty Jlal) iy S e (LaY) 7 Lead)
g5t ol alaal) Gealud) Gl Blats Lasds aahall (g (e ualal) Gaapill Jod
saaiall o il gl Algaidl pgny Al Hhlaal ez Laaly) o A e Jaal)
o8 A il o ey Lo gl 55 e el IS8 352 DIVFTRD lelal
slad Jaall 55 (e (el Ay auifiy el U L Alall Jhlaall e ST - Ladl
Asinall (ggiene L (I e atyllg + ST dnyny Asradl 50y a0k Lnlil) st ALlaad)
halass Aoginall (g5iass an S an M 34 DIVFTRD el joanall JlasiVl Jalass
e Bsale dSi 55 ol daall g5 das o) () damill el g TRD jpuaiall jlaasy)
osdbedl il Jod pre (N ash L Aspaall pdns L) lalad) (e 2 Lady) G A8
Al g B (e

J<ig AaSonll i il a lagng ST pan Jaall gsnn il o) ) gl el g
DAL ) ALY Al ) s 8 el Ay g )08 (e dag 43l saw JAa g ale
SV EDles Aad (i) g ilils (Agead) g Ao Jaal) gonl il o)
Ll Gl S e Lal) A8l 868 cumddll Cum (Ja) gs3 lie¥) b 3AY) e
LS Jaadl g ae Jelall (s 4 0.0273882 (1 0.0500471 e Algeadl 5515
& 0.1578104 (ye Ugrudl jagn AWl Hlalaall (ye = Laad) (G A8l 598 Cuaidl
s e daall gsil bl 8l e aells L daall gsn ae Jelal) Jls 8 0.1119389
oS Ay ans Al il Eum mguing g8 ST gy Ll ladY) LSl ol clgd
Lahall il b ale JSdg o S) dlsae jig3 Lglh 58) UK # Ll aais (Sl J30) £555 (sa
gty AaSoall allai il (e gy ST Aguadl s e L) 536 o) e s pain
cshyad) gl Glaw b Glasleal) L daaal (e 35 Ly J22)
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LC Coef. Std. Err. | z | P>|z] | [95% Conf. Interval]
CAD 0.0500471 | 0.2742605 | 2.46 | 0.045 | -0.0374936 | 0.1375877
TRD 0.1578104 | 0.9569926 | 2.56 | 0.019 | -0.0678611 | 0.3834818
DIV -0.1098198 | 0.2306388 | -2.48 | 0.034 | -0.5618635 | 0.3422239
CG 0.0826535 | 0.0691795 | 1.97 | 0.090 | -0.002936 | 0.1682429
SIZE 0.1149496 | 0.0841595 | 2.96 | 0.005 | 0.0696506 | 0.1602485
ROE -0.1045367 | 0.3303911 | -0.32 | 0.752 | -0.7520912 | 0.5430179
CG*CAD 0.0884514 | 0.0500778 | 2.57 | 0.017 | -0.0996994 | 0.2766022
CG*TRD 0.1642193 | 0.1713312 | 2.38 | 0.018 | -0.0716837 | 0.4001223
DIV*CAD 0.0273882 | 0.2292824 | 1.91 | 0.065 | -0.087003 | 0.1417673
DIV*TRD 0.1119389 | 0.5752679 | 2.59 | 0.013 | -0.0155653 | 0.2394431
_cons 0.5159781 | 0.8070231 | 2.77 | 0.039 | -0.0074869 | 1.039443
Number of obs 70
Number of groups 7
Obs per group 10
Wald chi2(10) 52.18
Prob > chi2 0.0004
R-sq: overall 0.2130
Bl Julad £-¢

bl ) (sl 8 ALY CDUla (s elyal oS bl m3lsl) ) diLaaY

D pnall s Je il il Ll (Sa Cn citall oy AT agh g o) (S e
SI aghaas ) A bl (e 2 lady) didas (<a LS g sailly 1aSsally 2 Liadl
sty Ll Gy ABa) e gslly AaSsall (pa IS (ay Jeliall ils SLasY L eyl
zigai b CG*DIV*TRD y CG*DIV*CAD (jule Lall (j3yiiall aladiad (1 <ay ol
Random-effects GLS laasy) jLad) milsi 0 a8y Jorall ar i Eiaa o) laaiy)
st Ao Lulay] i3y CG*DIV*CAD lelall jandl of milull ) ¢lng .regression
by (lasl <o Sl ) LS pe il gladl o S dgid) o) (o L Alguud)
) U Al s i Jaall g e S days Lgnaly eapn ST Ao ol
Gsiss se gisy) CG*DIVFCAD el el 4ginall (g5ise ol cclld ) B3l
I ) syl dalas o) LSc0.01 (A1 0.05 e iyl Eion CAD juaiall Aogindll
eén Lo «CG*DIV*CAD el 0.1360959 I CAD ,uaiall 0.0333499 (10 S
clad¥l o A e Jagale (K 5y Jaall sy AaSoall B35 o Jelil o )
CG*DIV*TRD lelal) yuaial) asiyy (A Algeud) yisiy JWal) Guly BUS e (o)laaY)
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Gsinall (S O eelld (ga a2y . ST Ay Algad) s asi il e Al olas
igied) (g5 pa S 2a (W 3 CG*DIVFTRD lelal) juaiall jlaaty) Jualees
LaSsall alai 5aga ey Jelil) of M Al ol ying TRD puaiall jlasiV) Jalaag
s ALl DL e o Liady) o A8 e asale I8 55 o J3ad go5 Aaay
SLY) Zlad) o (M paalad) (il lad) il ) ALY mokl) el judn, Al
DR (e 2 Lady) e yead) g Uil Jae 3 cilpiias il AT QL Gl S e
ey Coeal Agandl g e JU Gy RS oo 2Ll il o) ae et Le spg (L)
g Ll Jae il anpaa) J8) JLd) Gl 0US (e (9lasV] ZLad)) o) e Sla] (s
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LC Coef. Std. Err. | z | P>|z| | [95% Conf. Interval]
CAD 0.0333499 | 0.4206048 | 2.79 | 0.004 | -0.006021 | 0.0727208
TRD 0.2091315 | 0.11543 | 2.53 | 0.006 | -0.177071 | 0.595334
DIV -0.0920586 | 0.2298793 | -1.40 | 0.089 | -0.5426138 | 0.3584966

CG 0.0223698 | 0.0697095 | 1.61 | 0.065 | -0.0142584 | 0.0589979
SIZE 0.0195853 | 0.0852102 | 2.23 | 0.018 | -0.1474236 | 0.1865942
ROE -0.1561546 | 0.330707 | -0.47 | 0.637 | -0.8043283 | 0.4920192

CG*DIV*CAD | 0.1360959 | 0.0480127 | 2.93 | 0.000 | 0.0156022 | 0.2565897
CG*DIV*TRD 0.2234014 | 0.1683084 | 1.94 | 0.022 | -0.1944664 | 0.6412691
_cons 0.4726371 | 0.8098378 | 2.5 | 0.009 | -1.114616 | 2.05989
Number of obs 70
Number of groups 7
Obs per group 10
Wald chi2(8) 94.72
Prob > chi2 0.000
R-sqg: overall 0.2550

G Ayl pulaally Jile JUSY Uik AL LA (e o Laadls (3] £ali oa
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TRD sl Jlaiiad ga ) lasi¥) z3gai alasiad Ko o (peg - Algsadl g e Jaai (S
LI R e ol ZLad)) e e 5315 QLTRD #lady) Jasi (Dliay (yeiiay
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SRl e gesill Zlady) o) gl yeky Al £ 3paill 535 (0 cadgiall e e
Aidagl A e e IS g (oS 2Ll et eilgund) s o i3 Y AL
Liwi s lashedll i cilsn (e g cils i 2 Lad) sk o) ) spll el el sy
O Jsil Sy el aathy (530 2 Laidl Slagleal) (gpinall & figy 28 2 Loai)

iyl g Uil Jee Al Adlad €) logles (s5ine pdky oSI)  Lal)

Esilly o)) dnhaail Lilal) Jhldal) g 7 laly) Jalat il =% Jgia

LC Coef. Std. Err. | z | P>|z| | [95% Conf. Interval]
CAD 0.0104315 | 0.0387851 | 2.02 | 0.008 | -0.0155858 | 0.0364488
QLTRD -2.553697 | 1.651787 | -1.55 | 0.122 | -5.791141 | 0.6837465
QNTRD 0.9340307 | 0.6176223 | 2.51 | 0.030 | -0.2764869 | 2.144548
DIV 0.0114639 | 0.1146869 | 1.10 | 0.120 | -0.2133184 | 0.2362461
CG 0.044685 | 0.0242159 | 1.85 | 0.065 | -0.0027772 | 0.0921472
SIZE 0.1135034 | 0.0834216 | 2.10 | 0.018 | 0.0721041 | 0.1549027
ROE 0.0455349 | 0.3326226 | 1.14 | 0.091 | -0.6063933 | 0.6974632
_cons 0.0110901 | 0.6492402 | 2.02 | 0.016 | -1.261397 | 1.283577
Number of obs 70
Number of groups 7
Obs per group 10
Wald chi2(7) 57.46
Prob > chi2 0.0030
R-sq: overall 0.1344
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