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The Impact of Capital Adequacy on Predicting Financial
Bankruptcy of Banks Listed in the Saudi Financial Market.
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Abstract

The study aimed to investigate the role of capital adequacy
in predicting financial bankruptcy of banks listed in the Saudi
financial market. The study adopted a descriptive-analytical
approach, and the population consisted of 12 Saudi banks listed
in the financial market. The sample comprised the financial
statements of these banks during the period from 2018 to 2023.

The study yielded several findings, the most significant
being that SABB (Saudi British Bank) is the best among the
studied banks in terms of capital adequacy measured by equity to
deposits. The analyses indicated notable differences in capital
adequacy and bankruptcy risks among the studied banks. SABB
and Sahl Finance Company emerged as the strongest banks in
terms of capital adequacy, while Alinma Bank demonstrated
resilience in facing bankruptcy risks. Conversely, Al-Jazira Bank
and SABB were found to be more vulnerable. A statistically
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significant negative relationship was identified between capital
adequacy (measured by equity to assets) and the level of
bankruptcy risk, indicating that a 100% increase in capital
adequacy leads to a 117.8% decrease in bankruptcy risk.
However, no statistically significant effect of capital adequacy
(measured by equity to loans) on bankruptcy risk was observed.

The study concluded with several recommendations, the
most notable being that the central bank should monitor capital
adequacy levels in banks, especially those with negative
indicators like SABB and Al-Jazira Bank, to ensure stability of
the financial sector. Additionally, the central bank should provide
support and consultations to banks facing low capital adequacy
levels or high bankruptcy risks, such as Bank Al-Bilad.

Keywords: Capital Adequacy ¢ Basel Accords ¢ Financial
Insolvency.
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