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Abstract:
This study aims to build a model to measure the impact of the application of financial
soundness standards that represent the decisions of the Basel I1l agreement, which are the
capital adequacy standard, the financial leverage ratio standard, on the financial performance
indicators of banks operating in Egypt, which will be measured by the rate of return on assets
and the rate of return on equity, and the net return margin rate, after the completion of the
implementation of the Basel 111 decisions in the Egyptian banking system at the beginning of
2019. The Path Analysis method was used through the IBM AMOS 24 program to verify the
extent to which the proposed model of the study matches the data collected on the variables
contained in this model, which was formulated based on the theoretical framework and prior
studies related to the subject of the study. The path analysis method was also used to test the
hypotheses of the study, using data of financial soundness standards and indicators in
addition to quarterly financial performance indicators for 38 banks, which represent all banks
of the Egyptian banking sector during the study period extending from the beginning of the
first quarter of 2016 until the end of the first quarter of 2022. The results of the statistical
analysis proved that there is a statistically significant effect of the financial soundness
standards under study on the three financial performance indicators that were used in the
study, at a level of significance less than 0.01. These results were used to formulate the
proposed model for measuring the impact of applying the financial soundness standards and
indicators on the three financial performance indicators. The explanatory power of the three
equations in the model was relatively high, reaching about (74.6%, 86.7%, 39.8%) for the
equations of the rate of return on assets, the rate of return on equity, and the net interest
margin rate, respectively. The effect of the "Capital Adequacy Standard”, had a negative
impact on the rate of return on assets, while the effect of the "Financial Leverage Ratio™" and
"The Effect of The Size of The Bank (The Control Variable)" had a positive effect. The effect
of the "Capital Adequacy Standard"”, and the effect of the "Financial Leverage Ratio" had a
negative impact on the rate of return on equity, while the effect of the “Effect of The Size of
The Bank (The Control variable)” was positive. The effect of “Capital Adequacy Standard”
and the effect of the “Financial Leverage Ratio” had a negative impact on the net interest
margin rate, while the effect of the “The Impact of The Size of The Bank (The Control
Variable)” was positive.

The study recommends the need for the Central Bank of Egypt to give more flexibility
in applying the standards of the Basel Committee on Banking Supervision in line with the
successive economic developments on the local and global arenas, through the application of
a flexible structure in the calculation of capital adequacy in banks that allows the completion
of the capital adequacy standard in banks using the precautionary support (Capital
Conservation Buffer) without adhering to the minimum regulatory prescribed capital ratio
(Tirel) in the regulatory capital structure. The study also recommends that the Central Bank
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of Egypt amend the disclosure requirements contained in the rules for preparing the financial
statements of banks issued on 12/16/2008, and amended according to the instructions of the
Central Bank of Egypt issued on 02/26/2019, with regard to the clarifications supplementing
the financial statements to disclose the items of "capital management”, which are included
within the elements of "financial risk management"”, which must include the value of the
additional capital required to meet each type of substantial risk included in the second pillar
of the decisions of the Basel Il agreement in what is known as the Supervisory Review
Evaluation Process (SREP), with the aim of disclosing capital adequacy requirements for all
types of substantial risks included in the first and second pillars of the agreement, and linking
the (Bank’s Risk Profile), the efficiency of its risk management system, and its capital
adequacy. The study also recommends that the Central Bank of Egypt issue an overall index
of the financial safety of banks, which is measured and published quarterly for each bank
separately and for the banking system as a whole as an early warning tool.
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