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The extent of the effectiveness of the quality of assets in the

adequacy of bank capital to reduce credit risks

An analytical study of a sample of private banks in the Iraq Stock Exchange
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Abstract

The quality of assets and capital adequacy are among the important issues
that banks are interested in, which increases the banks’ ability to expand banking
operations and activities, innovate and provide new services, and then achieve
rewarding profit, but they face the credit risks that are generated by granting credit
loans and offset by customers’ failure to pay the loan In the event of discontinuing
the payment of installments or interest on loans, as the lraqi banking sector
suffered from the phenomenon of bad debts and doubtful debts of banks operating
in Irag, the study came with a set of hypotheses based on the existing problem,
while banks try to use the quality of assets in the adequacy of capital from For the
safety of the loans granted by the bank, which lead the bank to take appropriate
decisions that achieve the best performance, which enhances the position of the
banking sector in Irag and contributes to supporting the confidence of depositors
and investors, which achieves the strategic objectives of the bank, so the
relationship between asset quality, capital adequacy with Credit risks are of great
importance during the spread of the phenomenon of non-payment in the banking
sector. The study aims to test the strength of the relationship and the impact of the
quality of assets and capital adequacy to reduce the credit risks of Iragi private
banks. To achieve this goal, it relied on the (analytical and measurement) approach,
the standard model (Pooled OLS) and using the Eviews-12 program. Through the
annual data for the period between 2010-2020, based on "data issued by the Iraq
Stock Exchange for a sample of Iraqi private banks by (7) banks, and the most
important conclusions reached by the study are the existence of a strong influence
relationship between the quality of Assets and capital adequacy with credit risks,
due to the increase in the use of asset quality and the application of Basel 3
requirements, contribute to reducing the level of non-performing loans. Increasing
capital, which helps reduce risks and achieve the revenues you desire to reach
financial sustainability on the one hand and protect depositors on the one hand. The
study presented several proposals, including the interest of the bank on the
effectiveness of the supervisory role in terms of using the terms of credit policy
standards, the agreed collection policy, credit control, and informing the bank that
grants credit to the Central Bank of the data related to customers.

Key words: Asset Quality, Bank Capital Adequacy, Credit Risk, Private Banks.
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