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The quality of loans and their impact on the added market 
value 

An analytical study of a sample of Iraqi private banks listed 
in the Iraqi Stock Exchange for the period  (2005-2020)  

 

 

Abstract  

       The research aims to test the contribution of the quality of loans and its impact on the added 

market value through financial indicators (the ratio of the loan losses allowance to the total loans, 

the ratio of bank liquidity, bank capital and reserves to the total assets), while the added market value 

was measured by the equation (total market value  For the bank - invested capital), the research 

sample consisted of ten commercial banks listed in the Iraq Stock Exchange through their annual 

reports published in the Iraq Stock Exchange, and these banks are (Baghdad, Iraqi Commercial, 

Investment, Sumer, Middle East, United, Iraqi National  , Credit, Business Bay, Mosul for 

Development and Investment) for the time period 2005-2020, and using the statistical program Smart 

PLS, and the research reached a set of conclusions, including the presence of a significant effect of 

the quality of loans in the added market value of the bank. 

 Keywords: - loan quality, added market value. 

1- Introduction 

Loans are generally considered important banking assets, as bank loans play a prominent 

role at the bank level as they are considered one of the largest and most profitable assets, 

their quality is one of the most important determinants of business stability and success, and 

commercial banks have to face many risks, because they provide short and medium term 

credit And long-term, but liquidity must also be ensured at all times. And that the added 

market value, which has become one of the most common tools for managers to measure the 

financial performance of banks, and therefore the market value added (MVA)) has a decisive 
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role in creating value and financial performance, and for  So, the research was divided into 

five parts, the first was devoted to the research methodology, the second was the theoretical 

aspect represented by the quality of loans and the added market value, and the third was the 

applied aspect of the research, and the research concluded with the fourth part, which was 

devoted to conclusions and recommendations. 

2- The scientific methodology of the research 

  1- 2 Research Problem :ـــــ 

 Bank loans are the main resource on which the banking business relies to attract revenues 

and achieve profitability, and it represents the most important and largest aspect of banking 

uses. Therefore, banks must pay attention and focus on loans in particular, because the 

inability to pay the value of the loan with the interest accrued from it upon maturity by the 

borrowers exposes the bank to problems Several financial and thus affects the market value 

of the bank. The problem can be formulated with the fo llowing questions: - 

1. Do banks have an added market value during the study period? 

2. Is there a clear impact of loan quality on the added market value? 

3. What are the most important indicators that affect the quality of loans? 

2-2    The importance of research  :-- 

The importance of the research lies in defining and finding scientific and practical 

foundations in assessing the quality of loans and maintaining the financial position of banks. 

Increasing the quality of loans leads to an increase in the return on bank loans and reducing 

the costs of failure, but at the same time it will be achieved at a cost that requires the attention 

of banks to manage it, as well as the study of quality indicators. The loan through the 

availability of liquidity and bank capital, and the statement of the importance of added 

market value as an important indicator of banking performance and value creation for 

shareholders. 

2-3  Research objectives: 

The main objective of the research is to highlight the importance of loan quality and its 

impact on the added market value. Measurement and analysis of the added market value 
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1. Measuring the impact of loan quality on the added market value 

2.  Studying and analyzing loan quality indicators 

 

2-4    Research hypothesis 

1. The first main hypothesis: - The research sample commercial banks suffer from a decrease 

in the added market value. 

2. The second main hypothesis: - There is no significant effect of the quality of loans on the 

added market value. 

2- 5  Research community and sample 

The research community was represented by accreditation and access to all Iraqi commercial 

banks listed in the Iraq Stock Exchange, and the research sample was selected, which 

included ten banks: (Baghdad, Iraqi Commercial, Investment, Sumer, Middle East, United, 

Iraqi National, Credit, Commercial Gulf, Mosul for Development  and investment) for the 

period 2005-2020. 

3- The theoretical aspect 

3-1 Quality of loans 

Loans are generally less liquid bank assets than other current assets due to the difficulty of 

converting them into cash until the maturity date (Mishkin, 2007: 223). Bank loans play a 

prominent role at the bank level as they are considered one of the largest and most profitable 

assets and have a significant role.  The importance of the sustainability of the bank and the 

achievement of its objectives (Mishkin, 2010:229).  The analysis of loan applications 

highlights the personality of the individual, his reputation in the market, and the long-term 

relationship between the borrower and the lending bank as decisive factors for the decision 

to analyze the quality of the loan, as international banking practices indicate that this basic 

factor can have a greater impact on the bank in rating and granting cash credit (Gavalas & 

Syriopoulos  , 2014:12).  There is a set of basic assumptions that banks adopt to influence 

the banking decision-making process with regard to focusing on loan defaults, which are as 

follows (Kopecky & Vanhoose, 2006: 2236) (Makri, 2014: 193-194): 
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a) Banks optimally choose between two levels of exposure to loan defaults 

b) A level of exposure to a loan default requires loan monitoring by the bank. 

c) Loan monitoring is expensive, and monitoring costs are not uniform across banks. 

d)  Banks have (additive) quadratic resource costs associated with balance sheet 

adjustments. 

e) The amount of property rights is predetermined and identical in all banks. 

Loans are the most risky part of a bank, so their quality is one of the most important 

determinants of business stability and success. Although there is no universally accepted 

definition of non-performing loans, the most widely used definitions are those of the 

International Monetary Fund, the Basel Committee on Banking Supervision, and the 

Institute international finance.  According to the Basel Committee definition of non-

performing loans as all loans that are not collected within 90 days from the due date, taking 

into account that one of the basic activities of all banks is to grant loans, therefore, several 

methods have been developed to manage these risks (Zunic Etal.,2021:  5-6). As credit risk 

is considered as the risk of default in the loan portfolio, the most important type of risk borne 

by the banking sector. Claims on non-financial customers (companies and households, 

excluding the general government sector), which are the main source of credit risk, are 

represented.  More than 45% of the assets of the banking sector.  The credit risks to which 

banks are exposed, the high credit losses, and the diminishing capital resources of banks can 

affect the performance of the financial sector.  This, in turn, will have a negative impact on 

the position of households and firms (Głogowski, 2008:6). 

 In recent years, interest in non-performing loans and their indicators has increased 

significantly, since many studies have been conducted on non-performing loans and default 

rate.  Because it affects the quality of loan portfolios and the fragility of banks in general.  

Examining the factors affecting financial vulnerability is contentious, as many of the 

banking crises during the 1990s were caused by the uncontrolled increase in non-performing 

loans.  Many researchers consider unpaid loans to be a “financial pollution” that has harmful 

effects on economic development and social welfare, yet the indicator is still in the spotlight 

for both regulators and banks, as it has been linked to bank failures and financial crises 
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(Makri, 2014:193-194).  Modern economic literature emphasizes the importance of the link 

between the business cycle and bank loan losses. This link is particularly important for the 

analysis of financial and banking stability.  By measuring non-performing loans to total bank 

loans (Makri & Papadatos, 2016:124), as the loan quality literature indicates in two ways, 

there are two basic groups of factors that affect changes in the level of non-performing loans.  

(Kil, 2016:23) (Belaid, 2014:1-2) (Makri & Papadatos, 2016:116) (Chaibi, 2016:86):-- 

1. Related to external factors, which include general macroeconomic conditions and 

economic growth that may have a potential impact on the ability of borrowers to repay 

loans 

2.  Bank determinants (caused by the work of banks) 

3-2 Quality of loans indicators 

 The quality of loans is one of the main and important issues because it measures the 

efficiency and effectiveness of the banking administration in monitoring and controlling 

credit risks. As it has a clear impact on the type of credit rating granted (Ogboru, 

2019:39).and Historical evidence indicates that most bank failures are directly related to 

poor management of credit risk (Mileris, 2012:497).  As a guarantee and the subsequent 

contraction of credit as banks become more risk-averse (Louzis Etal., 2010:10), the 

assessment of asset quality aims to assess the condition of bank assets and the adequacy of 

credit risk management.  This aspect shows the quality of the assets in relation to the credit 

risks faced by the banks due to the provision of credit and the investment of the funds of the 

banks in different portfolios.  Each investment of the Bank's funds in productive assets is 

assessed for quality by determining the level of recovery, ie whether it is current, 

substandard, special mention, doubtful or loss.  Therefore, differences in the level of 

collection are necessary to determine the minimum provision for gaining written-off assets 

that the bank must provide to cover the risks of potential losses (Sovana, et al., 2021:40), 

and in order to assess credit risk, several loan quality indicators were used on  Wide range 

in the literature.  The most common are loan loss provisions (LLP), loan loss reserves (LLR), 

loan losses, and non-performing loan ratio (NPL).  low growth.  This excessive risk taking 

by banks may be due to opportunistic asset management or not checking the credit history 
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of borrowers and lending on an unsecured basis (Jin etal., 2018:9) (Berger & Udell, 

1990:22). Loan losses were used as an indicator.  The main problem of non-performing loans 

(Makri & Papadatos, 2016:118), and the quality of bank loans themselves is embodied 

through the ratios of non-performing loans in the total volume of loans (Filip, 2015:216), 

and can be explained as follows (Makri & Papadatos, 2016:124): 

 

 

a) The ratio of loan losses allowance to total loans 

 The ratio used to measure loan quality has two criteria for loan quality: the ratio of non-

performing loans to total loans and the ratio of non-performing loans to total loans (Filip, 

2015:216).  These procedures are procedures for possible loan default.  Since the discount 

is the loan amount that the bank determines is unlikely to be repaid, it is calculated as a loss.  

Non-performing loans are defined as loans that are 90 days or more past due or have a non-

due status.  Banks usually have sufficient reserves to protect expected losses in the loan 

portfolio (Setiawan &Muchtar, 2021:154), and they can be measured according to the 

following equation (Filip, 2015:216) (Setiawan &Muchtar,2021:157) (Makri & Papadatos, 

2016:124) 

Loans Loss Reserves to Total Loans..........(1) 

b) Bank liquidity 

 Liquidity is defined as the bank’s ability to fulfill its obligations and finance any increase 

in assets without incurring unacceptable losses, as the ability to finance all contractual 

liabilities on the maturity date of liquidity, including loan and investment commitments, 

deposit withdrawals and liabilities maturity has been clarified (Nguyen & Vo, 2021:701)  

And the quality of bank lending has an impact on liquidity management, as banks that have 

a higher rate of non-performing loans need to own more liquid assets as a barrier against the 

shortfall in expected cash flows from borrowers (Almarzoqi etal., 2015:22) according to the 

definition of the Basel Committee on Banking Supervision (  1997), liquidity risk arises from 

the bank's inability to absorb decreases in liabilities or finance increases in assets.  When a 

bank has insufficient liquidity, it cannot obtain sufficient funds, either by increasing 
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liabilities or by transferring assets immediately, at a reasonable cost, which affects 

profitability.  In addition, liquidity risks can be divided into financing liquidity risks and 

market liquidity risks. (Shen etal., 2018:3), and bank liquidity can be extracted from total 

loans to total assets, and the equation can be written as follows (Makri & Papadatos, 

2016:124):  - 

Bank Liquidity: Total Loans to Total Assets..........(2) 

c) Bank capital and reserves to total assets 

 Bank capital to assets is the ratio of the bank's capital and reserves to total assets.  Capital 

and reserves include funds contributed by owners, and retained earnings, as assets consist of 

cash, negotiable securities, investments, fixed assets, and other assets (Dewi & Suhartono, 

2021:115).  Higher capital requirements of banks are met to ensure that they are able to cover 

solvency risks.  Moreover, banks are exposed to liquidity risks, by mismatching long-term 

assets with short-term assets and liabilities.  (Yusgiantoro etal., 2019: 2), and the equation 

can be written as follows (Makri & Papadatos, 2016: 124):- 

Bank Capital and Reserves to Total Assets..........(3) 

3-3 Added market value  

 The added market value is the most common tool for managers in measuring the financial 

performance of banks, as these metrics serve as guidelines for the profitable strategy of 

investment decisions, as MVA has gained increasing importance in influencing investment, 

dividend and financing decisions as well as the total cost of capital, and therefore MVA has 

a crucial role in value creation  and financial performance (Kumar & Subramanyam, 

2017:16).  It is described as a standard for measuring bank performance and shareholder 

value creation (Laksana & Mayasari, 2019:2).  It is expressed as the difference between the 

market value of the bank and the value of the invested capital over a period of time (Akgun 

etal., 2018:107).  The added market value is the market value of property rights minus the 

book value of property rights. It is also called invested capital (Sichigea & Vasilescu, 

2015:489-490) (Thenmozhi, 2000:1), and is measured as the price to book value (Satwiko 

& Agusto, 2021).  17-18), and it includes both equity and external capital, which has been 

increased by its equivalent (Kaczmarek, 2018:377) and MVA is a measure of external 
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performance, which is considered the best indicator of shareholder value creation, positive 

MVA indicates that  The value and investment created by the management is greater than 

the capital provided by the investors, and vice versa (Akgun etal., 2018:106). If the bank has 

a purpose to multiply the wealth of the shareholders, then the added value used to evaluate 

the bank’s performance must have a direct relationship to the return it achieves.  A 

shareholder in the bank (Sahara, 2018: 302).  If the market value added (MVA) is positive 

(MVA > 0), it can be said that the management managed to increase shareholder wealth and 

if the market value added (MVA) is negative (MVA < 0) it indicates a decrease in 

shareholder capital value (Daengs etal.  (2017:8) (Udiyana et al.,2022:18).  The added 

market value is measured through the equation as follows (Kumar & Subramanyam, 2017: 

17) (Akgun et al., 2018: 108): 

MVA = Market Value (total no of shares * market share price) – Book value of 

Equity.......(4) 

MVA = Market value added = Market Value of Shares – Book Value of Shareholders’ 

Equity .........(5) 

If the total market value of a company is more than the amount of capital invested in it, the 

bank has been able to create shareholder value.  But if the market value is less than the 

invested capital, the value of the shareholders decreases, and it can be measured by the 

following equation (Nakhaei, 2016:434), (Thenmozhi, 2000:1) (Ahmad etal., 2019:226) 

MVA = Market Value Added = Company’s total Market Value – Capital Invested  ..(6) 

Market value added = total market capitalization of the company - invested capital 

4- Practical side of the research 

4-1   Loan quality indicators 

a) The ratio of loan losses provision to total loans 

 This ratio measures the provision for loan losses to the total loans. The equation can be 

written as follows: 

Loans Loss Reserves to Total Loans..........(1) 

It can be seen from Table (1) that there is a discrepancy in the ratio of the loan loss allowance 

to the total loans of the commercial banks, the research sample, and we note the following: 
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    The lowest ratio of the loan loss provision indicator to the total loans in Iraqi private banks 

for the research sample was in the year 2007 for the share of the credit bank, if it amounted 

to 0.88%.  The bank accepted the borrowers in that year.  The highest ratios were for the 

share of the Commercial Bank of Iraq, which amounted to (2332.98%) in 2010, which 

indicates that the higher the ratio of the allowance for doubtful loans (debts) to total loans, 

this is evidence of the inability of banks to collect their debts from others. Therefore, it must 

be Banks seek to maintain survival within a low level of non-performing loans due to its 

direct impact on profitability and value creation for shareholders in the research sample 

banks, 

    The highest arithmetic mean for the ratio of the loan loss provision to the total loans in 

the Iraqi private banks for the research sample was the share of the Commercial Bank of Iraq 

as it amounted to (324.10%), followed by the United Bank with a rate of (68.97%) and then 

the Credit Bank as its rate amounted to (28.65%), and it was the lowest  A percentage of the 

National Bank of Iraq by (12.13%). 

    The highest annual average of the banks in the research sample was in the year (2010), 

when it reached (240.83%).  %), which is an indication of banks’ awareness of investing 

loan funds, collecting their value from borrowers, and benefiting from them in investments 

that raise the added market value of those banks. 

Table(1) Analysis of the ratio of the loan losses provision to the total loans of the research sample banks 
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2005 3.97% 16.11% 12.93% 3.44% 13.92% 9.52% 5.43% 31.09% 5.66% 3.88% 10.60% 

2006 16.96% 41.71% 18.32% 19.12% 142.69% 14.39% 1.19% 67.40% 16.80% 4.58% 34.32% 

2007 19.90% 100.22% 50.28% 21.78% 200.74% 24.39% 0.88% 52.83% 27.16% 7.22% 50.54% 

2008 30.72% 153.22% 60.38% 97.58% 517.01% 18.10% 3.27% 64.40% 48.50% 8.69% 100.19% 

2009 18.04% 204.66% 14.03% 50.26% 8.48% 10.41% 1.41% 14.01% 26.15% 3.16% 35.06% 

2010 8.38% 2332.98% 6.32% 9.75% 6.48% 6.96% 1.20% 9.38% 22.54% 4.31% 240.83% 

2011 11.67% 1029.16% 5.04% 2.82% 7.34% 7.66% 1.64% 5.85% 11.77% 6.07% 108.90% 

2012 12.39% 397.11% 5.44% 1.67% 9.85% 6.16% 2.23% 3.13% 4.44% 3.41% 44.58% 

2013 8.17% 231.25% 5.26% 1.28% 8.76% 6.52% 6.68% 3.01% 3.54% 6.06% 28.05% 

2014 7.50% 139.36% 5.71% 2.93% 11.79% 11.59% 13.45% 3.51% 4.43% 5.68% 20.60% 
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2015 12.73% 115.86% 7.18% 2.98% 18.04% 12.85% 240.96% 3.61% 5.39% 5.98% 42.56% 

2016 15.53% 105.64% 8.25% 2.94% 21.45% 14.70% 5.64% 3.94% 4.87% 10.70% 19.37% 

2017 22.02% 94.50% 14.15% 2.56% 18.99% 20.18% 43.37% 4.19% 8.42% 9.26% 23.76% 

2018 18.66% 79.29% 14.85% 2.15% 21.10% 14.69% 43.88% 2.56% 10.03% 28.44% 23.56% 

2019 20.68% 87.11% 15.11% 2.07% 28.52% 10.45% 43.88% 2.35% 11.89% 30.72% 25.28% 

2020 30.26% 57.36% 18.44% 2.19% 68.42% 5.56% 43.17% 3.34% 13.54% 60.47% 30.28% 

mean 16.10% 324.10% 16.35% 14.09% 68.97% 12.13% 28.65% 17.16% 14.07% 12.41% 52.40% 

MAX 30.72% 2332.98% 60.38% 97.58% 517.01% 24.39% 240.96% 67.40% 48.50% 60.47% 2332.98% 

MIN 3.97% 16.11% 5.04% 1.28% 6.48% 5.56% 0.88% 2.35% 3.54% 3.16% 0.88% 

S.D 0.077 5.877 0.160 0.257 1.316 0.054 0.594 0.233 0.120 0.153 1.795 

Preparing researchers based on Excel Depending on the annual reports of the financial statements published 

for the commercial banks, the research sample, which are listed on the Iraq Stock Exchange for the period 

from 2005-2020 

b) Bank liquidity ratio (total loans to total assets) 

This ratio measures bank liquidity by comparing total loans with total assets, and the increase 

in this indicator contributes positively to the profitability of banks, in return negatively 

affecting the liquidity of banks. The equation can be written as follows: 

Bank Liquidity: Total Loans to Total Assets..........(2) 
Table (2) shows that there is a discrepancy in the ratio of loans to assets of the commercial 

banks, the research sample, and we note the following: 

    The highest ratio of the loans to assets index in the Iraqi private banks, the research 

sample, was for the share of the United Bank in the year (2014), when it reached 71.97%.  

The percentage of the bank’s share of credit in 2015 reached (0.01%), which indicates a 

decrease in total bank loans, which affects the increase in bank liquidity, and in return 

investments decrease. 

  The highest arithmetic mean for the ratio of total loans to total assets was for the share of 

the United Bank, which amounted to (39.41%), and it was the lowest percentage for the 

share of the Credit Bank by (2.67%). 

The highest annual average of the banks in the research sample was in the year (2014), when 

it reached (26.44%).  Increasing the demands of depositors for their bank deposits when 

needed, while in the year (2008) the lowest annual average for banks in the research sample 

was (6.06%),which is an indicator of the weakness of banks’awareness of the growth of 
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loans and thus the provision of bank liquidity, which contributed to the decline in the wealth 

of shareholders and thus the decrease in the added market value of those banks. 

Table (2) Analysis of the ratio of total loans to total assets of the research sample banks 

year 
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2005 19.82% 13.96% 7.85% 35.55% 5.66% 5.40% 12.91% 7.53% 16.90% 17.74% 14.33% 

2006 13.07% 15.29% 6.68% 27.25% 7.52% 15.99% 6.44% 4.56% 11.04% 22.10% 13.00% 

2007 14.48% 10.92% 4.16% 20.02% 4.66% 13.67% 5.25% 8.02% 5.24% 13.39% 9.98% 

2008 8.39% 4.95% 2.72% 7.99% 1.33% 13.36% 1.49% 7.42% 5.26% 7.69% 6.06% 

2009 9.68% 3.20% 11.44% 9.62% 24.91% 17.44% 3.21% 27.34% 9.79% 29.43% 14.60% 

2010 18.81% 0.18% 24.54% 29.06% 50.51% 33.14% 2.31% 28.24% 11.06% 29.83% 22.77% 

2011 16.64% 0.34% 28.27% 32.50% 42.70% 26.56% 2.26% 23.98% 18.03% 31.92% 22.32% 

2012 10.55% 0.79% 23.39% 45.54% 54.36% 20.01% 1.32% 21.48% 38.72% 39.57% 25.57% 

2013 11.80% 1.18% 25.63% 43.42% 71.24% 21.30% 0.41% 27.66% 29.66% 27.35% 25.96% 

2014 12.40% 1.59% 26.73% 22.27% 71.97% 26.87% 0.20% 30.07% 24.86% 47.44% 26.44% 

2015 15.21% 2.19% 21.52% 19.17% 55.78% 34.35% 0.01% 28.31% 32.01% 42.93% 25.15% 

2016 13.54% 2.34% 19.24% 17.89% 51.66% 21.54% 0.57% 28.28% 35.85% 42.02% 23.29% 

2017 12.62% 2.34% 15.15% 20.69% 63.35% 22.25% 1.75% 24.31% 33.86% 42.37% 23.87% 

2018 14.54% 2.69% 13.45% 23.24% 66.14% 14.61% 1.62% 19.28% 29.65% 27.09% 21.23% 

2019 13.21% 2.54% 16.19% 27.65% 41.74% 26.70% 1.55% 21.93% 26.34% 27.97% 20.58% 

2020 9.98% 3.06% 15.27% 24.29% 17.00% 35.53% 1.42% 13.82% 24.86% 22.45% 16.77% 

mean 13.42% 4.22% 16.39% 25.39% 39.41% 21.80% 2.67% 20.14% 22.07% 29.46% 19.50% 

MAX 19.82% 15.29% 28.27% 45.54% 71.97% 35.53% 12.91% 30.07% 38.72% 47.44% 71.97% 

MIN 8.39% 0.18% 2.72% 7.99% 1.33% 5.40% 0.01% 4.56% 5.24% 7.69% 0.01% 

S.D 0.032 0.048 0.083 0.104 0.254 0.084 0.032 0.089 0.111 0.113 0.064 

Preparing researchers based on Excel Depending on the annual reports of the financial statements published 

for the commercial banks, the research sample, which are listed on the Iraq Stock Exchange for the period 

from 2005-2020 

c) Bank capital and reserves to total assets 

    Banking capital is one of the most important determinants of the quality of loans, and the 

higher this ratio is, the higher the wealth of the shareholders. Thus, maximizing the added 

market value of the banks, the research sample, and the equation can be written as follows: 

Bank Capital and Reserves to Total Assets..........(3) 

We see through Table (3) that there is a discrepancy in the capital growth of the commercial 

banks, the research sample, and we note the following: 
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    The highest growth of capital and reserves in banks, the research sample, was the share of 

the Sumer Commercial Bank in the year (2020), when it reached 77.65%.  The lowest growth 

of capital and reserves in 2005 was for the Middle East Bank, which amounted to (5.96%). 

    It was the highest arithmetic mean. We note that the highest arithmetic mean for the capital 

index to total assets was the share of the Sumer Commercial Bank, as it amounted to 

(64.43%), and it was the lowest percentage of the share of the Bank of Baghdad by (16.99%). 

    We note that the highest arithmetic mean was for the year (2019), when it reached 

(50.31%), followed by 50.30% in 2015, and this indicates the policy adopted by banks to 

increase their capital and ownership rights in those years, which contributed to increasing 

the wealth of shareholders, which affected the  The increase in the added market value of 

the banks, the research sample, while the lowest arithmetic mean of the share of the year 

(2008), which amounted to (27.19%), which is an indication of the weak ability of banks to 

attract shareholders due to financial conditions and crises that affected the banking sector, 

which led to a decrease in equity capital and thus  Low market value added banks research 

sample 

Table (3) bank capital and reserves to the total assets of the research sample banks 
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2005 17.12% 40.21% 5.96% 18.73% 26.14% 40.00% 12.42% 63.67% 24.22% 25.91% 27.44% 

2006 17.10% 38.23% 10.69% 18.59% 34.86% 60.01% 9.03% 57.17% 28.19% 24.88% 29.87% 

2007 16.58% 30.06% 9.56% 23.83% 28.41% 53.03% 17.41% 54.92% 17.18% 24.45% 27.54% 

2008 13.64% 32.08% 8.88% 25.00% 37.90% 39.83% 23.47% 63.28% 12.75% 15.06% 27.19% 

2009 11.74% 38.93% 11.58% 30.36% 22.86% 54.45% 29.08% 58.68% 20.14% 26.02% 30.38% 

2010 11.01% 41.11% 13.08% 32.51% 29.65% 48.19% 21.40% 62.83% 21.88% 29.39% 31.11% 

2011 13.68% 52.31% 18.02% 32.86% 31.62% 55.80% 30.85% 62.94% 31.45% 30.59% 36.01% 

2012 14.10% 45.20% 20.11% 30.85% 36.77% 41.81% 27.47% 58.39% 28.20% 43.76% 34.67% 

2013 14.78% 56.32% 23.63% 30.91% 41.09% 28.64% 30.95% 62.90% 33.13% 40.14% 36.25% 

2014 14.92% 61.45% 44.45% 45.88% 49.66% 41.73% 44.45% 61.53% 38.17% 75.04% 47.73% 

2015 16.98% 64.52% 40.26% 50.68% 54.49% 48.20% 47.01% 70.54% 38.50% 71.85% 50.30% 

2016 21.60% 62.12% 38.19% 44.30% 60.96% 45.17% 52.33% 73.36% 37.85% 63.50% 49.94% 

2017 24.09% 57.38% 33.07% 45.44% 57.27% 43.30% 56.44% 66.15% 50.17% 63.67% 49.70% 

2018 23.27% 59.81% 30.77% 42.90% 58.91% 49.04% 53.69% 63.06% 52.82% 63.75% 49.80% 

2019 22.89% 59.12% 37.34% 49.19% 50.22% 40.41% 51.14% 73.78% 54.92% 64.12% 50.31% 

2020 18.40% 43.73% 37.93% 46.42% 43.43% 28.46% 50.70% 77.65% 59.14% 66.19% 47.21% 

Mean 16.99% 48.91% 23.97% 35.53% 41.52% 44.88% 34.86% 64.43% 34.29% 45.52% 39.09% 
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MAX 24.09% 64.52% 44.45% 50.68% 60.96% 60.01% 56.44% 77.65% 59.14% 75.04% 77.65% 

MIN 11.01% 30.06% 5.96% 18.59% 22.86% 28.46% 9.03% 54.92% 12.75% 15.06% 5.96% 

S.D 0.041 0.114 0.133 0.109 0.124 0.088 0.159 0.064 0.141 0.207 0.047 

Preparing researchers based on Excel Depending on the annual reports of the financial statements published 

for the commercial banks, the research sample, which are listed on the Iraq Stock Exchange for the period 

from 2005-2020 

4-2     Added market value 

To find out if the market value added (MVA) is positive (MVA > 0), then it can be said that 

the management managed to increase shareholder wealth.  But if the market value added 

(MVA) is negative (MVA < 0), this indicates a decrease in the value of the shareholder's 

capital. The equation can be written as follows: 

MVA = Market Value Added = Company’s total Market Value – Capital Invested .(6) 

 

 
Table (4) The added market value of commercial banks, the research sample 
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Preparing researchers based on Excel Depending on the annual reports of the financial statements published 

for the commercial banks, the research sample, which are listed on the Iraq Stock Exchange for the period 

from 2005-2020 

 We note the following: - 

The highest indicator of the added market value of commercial banks was the research 

sample for The United Bank and it was in the year (2017) when it reached 

1,768,928,776,389, which indicates that the financial position of the bank is good and 

depends heavily on its investments on shareholders’ capital in order to expand the scope of 

the bank’s work and create wealth for them, and the high of this indicator indicates 

performance  Positive for the bank because it was able to create value for shareholders.  The 

lowest added market value was the share of the Bank of Baghdad in 2020, when it reached 

((1,123,941,033,000)-).  Shareholders' money and its heavy dependence on the growth of 

deposits, which negatively affected the bank's performance in that year. 

The highest arithmetic mean of the market value-added index was for the share of the United 

Bank, as it amounted to (108,403,564,295), which indicates the efficiency of the bank in 

employing its funds and maximizing the added market value, and the lowest arithmetic mean 

for the market value-added index was for the share of Mosul Bank by (75,197,732,071)-). 
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The highest arithmetic mean was for the year (2005), when it reached (130,156,217,702), 

while the lowest arithmetic mean was for the year share (2020), when it reached 

((255,961,539,483)-), which is an indication of the decrease in the volume of ownership of 

the commercial banks, the research sample in that year 

It is clear from the foregoing that the commercial banks, the research sample, suffer from a 

weakness in the added market value, and thus the failure to reject the first main hypothesis, 

which states (the commercial banks, the research sample, suffer from a weakness in the 

market value). 

4-3   Hypothesis testing 

         This topic presents the most important findings of the researchers by analyzing the 

overall effect between the research variables, that is, between the independent variable, the 

quality of loans, which is expressed by indicators (Bank Capital and Reserves  right to total 

assets X1, loan losses allowance to total loans X2, total loans to total assets X3) and the 

variable  Follower (market value added, Y), through the use of the Smart PLS statistical 

program.  It will be explained as follows:- 

The second main hypothesis: There is no significant effect of loan quality on the added 

market value.  Three sub-hypotheses branch out from this hypothesis. 

a)  The first sub-hypothesis: There is no significant effect of Bank Capital and Reserves  on 

the total assets in the added market value  . 

Through Table (5) and Figure (1), we notice that there is a significant direct effect of the 

property right on the total assets in the added market value, as the total effect reached (0.838) 

at a significant level (0.004), as the calculated T reached (2.913), and the strength of the 

effect of the property right reached to Total assets in market value added, expressed as F2 

(0.626).  Therefore, the decision is to reject the null hypothesis, that is, there is a significant 

effect of the ownership right on the total assets in the added market value. 

b) The second sub-hypothesis: - There is no significant effect of the provision for loan losses 

to the total loans in the added market value. 

Through table (5) and figure (1), we notice that there is no significant effect of the loan loss 

provision to the total loans in the added market value, as the total effect reached (-0.061) at 
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a significant level (0.828), and the calculated T reached (0.200), and the strength of the effect 

reached Allowance for loan losses to total loans at market value added, expressed as F2 

(0.005).  Therefore, the decision is not to reject the null hypothesis, that is, there is no 

significant effect of the loan loss allowance to the total loans in the market value added. 

c) The third sub-hypothesis: - There is no significant effect of loans on the total assets in the 

added market value. 

   Through Table (5) and Figure (1), we note that there is a significant negative effect of 

loans on total assets in the added market value, as the total effect reached (-0.534) at a 

significant level (0.083), and the calculated T reached (1.769), and the strength of the impact 

of loans reached to Total assets in market value added, expressed as F2 (0.269).  Therefore, 

the decision is to reject the null hypothesis, that is, there is a significant effect of loans on 

the total assets in the added market value. 

Table (5) The direct impact of loan quality on the added market value 

independent 

variable 

Dependent 

variable 

Overall effect Calculated T P values 2F 

X1 Y 0.838 2.913 0.004 0.626 

X2 Y -0.061 0.200 0.828 0.005 

X3 Y -0.534 1.769 0.083 0.269 

Source: Prepared by researchers based on Smart PLS 3 software 

 

Figure (1) The direct impact of loan quality on the added market value 
Source: Prepared by researchers based on Smart PLS 3 software 

Through table (6) and figure (2), it is clear that there is no significant effect on the quality of 

loans on the added market value. The total effect of the quality of loans on the added market 
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value was (0.550) at a significant level (0.350).  The calculated T was (0.936), and the 

strength of the impact of loan quality on the added market value, expressed as F2, was 

(0.433).  Therefore, the decision is not to reject the null hypothesis, that is, there is no 

significant effect of the quality of the loans to the total loans in the added market value. 

Table (6) The overall effect of loan quality on the added market value 

independent 

variable 

Dependent 

variable 

Overall effect Calculated T P values 2F 

X Y 0.550 0.936 0.350 0.433 

Source: Prepared by researchers based on Smart PLS 3 software 

 

 

 
Added marketing value                                                                Indicators of loans quality  

Figure (2) The overall effect of loan quality on the added market value 

Source: Prepared by researchers based on Smart PLS 3 software 

 

5- Conclusions and recommendations  

5-1  Conclusions  

1. Through the statistical analysis, the results showed that there is a significant effect of the 

quality of loans on the added market value. 

2. The fluctuation of the ratio of loans to total assets in the research sample banks, which 

indicates the inability of banks to reduce the risk of threat and limit exposure to liquidity 

risks in the near future 

3.  Through financial analysis, we find that there are some banks that depend heavily on 

the loans granted, which affects their ability to recover the loan value at the time of 

maturity and exposes them to the risks of bad debts and the inability to collect their 

amounts. 
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4. We conclude that banks have weak management in employing loan funds, collecting 

their value from borrowers, taking adequate guarantees to prevent defaults, and 

benefiting from them in investments that raise the added market value of those banks. 

5-2  Recommendations 

1. Bank managers must follow up on the growth of bank loans granted to borrowers by 

reviewing and evaluating the financial position of borrowers while taking sufficient 

guarantees, which indicates a decline in banking liquidity and exposes banks to bank 

liquidity risks. 

2. The need for banks to follow a balanced policy in increasing their capital and the right 

of ownership because it contributed to increasing the wealth of shareholders, which 

affected the increase in the added market value of the research sample banks 

3. The need to work to raise the ability of the banks, the research sample, to attract 

shareholders, and to adapt the financial conditions and crises that affected the banking 

sector, to avoid a decrease in the share capital, and thus affect the decrease in the added 

market value of the banks, the research sample . 
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