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The banking industry has experienced rapid changes and challenges in recent 

decades, owing to financial some openness, liberalization of markets and the 

escalation of financial soundness risks especially after global and regional financial 

crises that have exposed the vulnerability of many banking systems which not able 

enough to withstand shocks. In this regard, financial soundness has been 

considered as one of the main objectives in reflecting status banks have to confront 

against different risks while keeping their financial positions safe and running their 

operations efficiently without interruption under unstable economic environment. 

Soundness is widely accepted as a key measure for evaluating the health of banks in 

terms of several financial indices like capital adequacy, asset quality, liquidity, 

profitability and management competence. Together, these indicators help to 

improve the capacity of banks to absorb losses and restrict contagion from a 

financial crisis through the banking system. Managing financial stability has thus 

emerged as one of the guiding principles aiming at achieving financial soundness, 

and constitutes a strategic objective that is reasonably sought after by the Monetary 

and Banking Authorities for its main contribution in favor of sustainable economic 

growth and reinforcing confidence in the banking sector.The problem of financial 

stability is particularly relevant for emerging countries where commercial banks are 

confronted with exchange rate instability, fluctuating income, high non-performing 

loans and susceptibility to economic and political shocks. It has empirically been 

established that under-capitalized commercial banks engender financial instability 

with an attendant diminished performance of the financial system and a decline in 

macroeconomic activities. Based on the above, this paper is intended to investigate 

the significance of financial soundness in realizing bank stability by focusing on a 

targeted sample of commercial banks during 2016–2023, which is full with 

economic and financial swings that make it appropriate for determining how the 

investigated factors could help banks adopt better financial soundness and its same 

reflection on enhancing their financial stability. In order to provide decision-

makers, banking management, and researchers in the financial and banking fields 

with both scientific and practical value, the study aims to elucidate the nature of the 
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relationship between financial soundness and financial stability as well as the 

degree to which financial soundness indicators contribute to improving the stability 

of commercial banks. 

Research methodology 

1. Research Problem :The problem of the research lies in the fact that developing 

countries, including Iraq, suffer from the weakness of the banking system and the 

heightened risks associated with financial soundness leading to financial instability. The 

following query might be used to construct the study's problem: "What is the effect of 

financial soundness on attaining financial stability for the sample of commercial banks that 

are under study?" The next sub-question follows from this one: 

1. Does the research sample's private commercial banks' financial stability change 

in response to the ratio of capital adequacy indicator? 

2. Does the research sample's private Iraqi commercial banks' financial soundness 

depend on the bank liquidity indicator? 

3. How does the financial stability of the sample of private commercial banks relate 

to the bank profitability variable? 

The academically scientific import of this study lies in 

connecting the financial resilience to the banking practice, particularly under 

situations where there are several challenges that encounter the banking like 

changes at economic and financial conditions, lack confidence for banking, 

increasing levels of credit and liquidity risks. By highlighting how crucial it is to 

comprehend how financial resilience metrics such as capital sufficiency, asset 

quality, liquidity, and profitability relate to financial stability metrics in Iraqi 

commercial banks, the study contributes to the body of knowledge. Doing so will 

enrich the scientific base for understanding how commercial banks resistant to 

shocks and their resilience to financial and economic disruptions.The scientific 

relevance of the study, further, derives from the fact that it tries to close a gap in 

applied microeconomic studies focusing on banking industry setting by providing 

an econometric analysis on whether fiscal resilience matters for strengthening 

financial stability and mitigating banking crises. The outcomes of this study are 

anticipated to be a qualitative addition to the research literature and could be used as 

a theoretical and methodological reference for studies dealing with the soundness 

and profitability of Iraqi commercial banks, their risk management policies, or in 

order to improve their financial stability.

4. Research Hypothesis:The latter starts its pursuit of goals with the fundamental 

premise that "financial stability is positively impacted by financial health." The 

following sub-hypotheses are derived from this hypothesis: 
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1. Stability benefits from the capital adequacy ratio. 

2. Financial stability is positively impacted by the bank liquidity indicator. 

3. Financial stability is positively impacted by profitability indicators. 

5. Research Methodology:The theoretical portion of the investigation was 

described and explained using the descriptive technique. The study also used the 

inductive way of reasoning to look at how soundness affects financial stability. The 

real facts of a selected sample of Iraqi commercial banks have been used to do this, 

and information will be collected based on financial indicators & ratios extracted 

from their annual reports and statements. These will then be statistically examined 

in order to draw broad conclusions. The method is based on tracking partial 

phenomena (indicators of financial soundness) and how they change over time, 

using this information to deduce how they relate to financial stability. This 

inductive reasoning technique will help ensure that reliability results are safe as well 

as extrapolation possibilities are relevant for the impacts on the banking sector by 

generating scientifically sound conclusions from the real facts. 

6. Hypothetical research plan:The study's theoretical framework was created as 

shown in Figure (1), which shows how the variables under investigation relate to one 

another. Based on the theoretical frameworks of financial stability and soundness, as 

well as the study's goals and difficulties, the following theoretical framework was 

developed to show how the variables under investigation logically relate to one 

another: 

1. Financial soundness is an independent variable that is shown by financial 

indicators such as the profitability, liquidity, and capital adequacy ratios. 

2. The stability of the finances as determined by the Z-SCORE model is the 

dependent variable. 
Figure (1): The Theoretical Framework of the Study 

 

 

 

  

Previous studies 

1. Study Afroj (2022) (A CAMEL framework analysis of the banking industry's 

financial strength in Bangladesh):The study made a number of assumptions to 

ascertain the financial health of Bangladeshi banks and the factors that affect 

it. The most important of them was the belief that Islamic banks in 

Bangladesh are more financially stable than conventional banks. Bangladesh's 

banking industry made up the study population, and 35 conventional and 

Islamic banks from 2010 to 2015 made up the study sample. In addition to 

using statistical analysis based on linear regression models to ascertain the 

Dependent Variable Independent Variable 

Financial Stability 
Financial Stability: 
1- Capital Adequacy Ratio 
2- Liquidity Ratio 
3- Profitability Ratio 

 

Impact 
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degree of impact of the study variables, financial analysis was used for the 

CAMEL model's indicators (capital adequacy, asset quality, management 

quality, profitability, and liquidity) in determining the financial strength of banks. 

The study's most important conclusion was that Bangladeshi Islamic banks 

outperform conventional banks in terms of performance and financial stability. 

2. Study (Al-Batrani & Metwally, 2022):(The Effect of Financial Soundness 

Measures on Egyptian Stock Exchange-Listed Banks' Values.):The study sought 

to determine how the value of banks listed on the Egyptian Stock Exchange was 

affected by financial soundness indicators, as determined by the Capital Adequacy 

and Leverage Ratio, Asset Quality Indicator, Revenue & Profitability Indicator, 

Management Indicator, and Z-Score Indicator. The value of banks listed on the 

Egyptian Stock Exchange is statistically significantly correlated with financial 

soundness indicators as indicated by the aforementioned indicators, according to 

one hypothesis that was employed to study this. Commercial International Bank, Qatar 

National Bank Alahli, Housing in addition to Development Bank, Egyptian Gulf Bank, and 

National Bank of Kuwait – Egypt were the five companies that were listed on the Egyptian 

Stock Exchange between 2017 and 2019. Multiple linear regression analysis was utilized to 

examine the hypotheses utilizing the descriptive-analytical technique. The study found that 

financial soundness metrics have a statistically significant impact on the value of banks 

that are listed on the Egyptian Stock Exchange. 

3. (Ramskyi et al., 2018)Study (Financial stability of Banks: factor of stability 

of banking system):Through a number of hypotheses, the most significant of 

which was the assumption that there are a number of internal and external 

factors that directly affect the financial stability of banks, the study sought to 

evaluate the financial stability of Ukrainian banks as well as investigate the 

factors influencing it using financial soundness indicators. The study 

population consisted of the Ukrainian banking sector, while the sample 

included all Ukrainian commercial banks during the period 2016–2018, using 

financial analysis of a number of financial and economic indicators. The study 

reached several conclusions, the most significant of which is that management 

quality represents the most influential internal factor, as ineffective bank 

management leads to a deterioration in its financial position. External factors 

were represented by the level of competition and the country’s economic and 

political conditions. In addition, the results indicated that there are no 

absolutely financially stable banks in Ukraine, and that external factors have a 

greater impact on the financial stability of Ukrainian banks. 
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Abdulkarim, 2022, p. 4)

(Almahadin, 2020, p. 224).

(Al-Shammari, 2016, p. 98).
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 (Fakhri & Qadir, 2016, p. 150).

(Ziyara, 2020, page 183).

 

 (Faour, 2019, p. 36).

(Ongoro & Kusa, 2013, p. 237).

(Al-Shahili, 

2020, p. 51).

(Mohamed, 2022, p. 6). 

(Malik et al., 2022, p. 1).

(Rajal & Schoniger, 2020, p. 25; 

Awad, 2023, p. 52): 
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1. Enhancing Banking Confidence :Financial stability contributes to 

strengthening the confidence of depositors and investors in the banking system, as 

stakeholders feel secure about their funds. As a result, deposits rise and commercial 

banks' funding sources become more stable. 

2. Improving Financial Performance Efficiency:Economic stability results in a 

more efficient financial resource management through reduced risk and volatility. 

This is undoubtedly also manifested in profitability, liquidity and solvency ratios. 

3. Reducing Banking Risks:By strengthening asset quality and loan-granting 

practices, financial stability assists banks in reducing a variety of hazards, most 

notably credit, liquidity, and market risk. 

4. Supporting Sustainability and Growth Capacity:Financial stability provides a 

suitable environment for the sustainable growth of commercial banks and enables them 

to expand their credit and investment activities without exposure to high financial risks. 

5. Enhancing the Intermediary Role of Banks:Financial stability enables 

commercial banks to efficiently perform their intermediary role between surplus 

and deficit units in the economy by mobilizing savings and directing them toward 

productive investments. 

6. Supporting Macroeconomic Stability :The financial stability of commercial banks 

has a positive impact on overall economic stability, as it reduces the likelihood of 

banking and financial crises and contributes to achieving economic growth and 

monetary 

 (Bouvatier et al., 2018, p. 2).
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From Table (3), 

the capital adequacy ratio as measured by owned capital to total deposit was found to 
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be fluctuating for the period under review. As an example, for Iraqi Al-Ahli Bank the 

capital adequacy ratio were 146.80% and 154.67 in 2016 and 2017 respectively. This 

rise is due to the decrease of required by bank as well as according to CBI A CAR, 

should be adjusted in order to re-structure a bank’s capital structure with respect 

changes within business environment thus it resulted with higher level of CAR (Iraqi 

Al-Ahli Bank Annual Report, 2017:73). This then proceeded to sharply decrease into 

single digits over the next couple of decades until reaching 17.25% in 2023. It is higher 

than the threshold applied by Iraq Central Bank, and was less when compared with any 

other criteria in the period studied. The average for the time being of equity to deposits 

ratio i.e., capital adequacy position was 84.49%.The capital ratio of Bank of Baghdad 

reached (34.16%) in 2016, and then rose to (38.76%) in 2017.This increase came in 

line with the bank’s policy to manage its capital targets because it has to satisfy 

accessing sufficient capital according to CBI regulations, gain a better credit rating, 

generate good capital adequacy ratios that cater for its operations and also can add 

shareholder value (Bank of Baghdad Annual Report, 2017, p. 49). Since then, it has 

varied from spikey up and down peaks to 21.82%. The average specific rate (owned 

capital/total deposits) during the quarter has been 30.25%, which is as well, lowest 

amoung banks. Also, the capital default ratio equaled to (owned capital to deposits 

received) was also 114.09% by 2016 and in sank even lower to118. 66% in 2018. It 

indicates there is high holding capital adequacy ratio by the LISG at a rate higher than 

established by Central Bank and demonstrates that index can absorb unexpected 

changes occurred (Investment bank of Iraq Annual Report, 2018, p. 23). It kept 

creeping up and down, and finally stabilized at 84.85%. The average (i) Capital 

Adequacy Ratios in the period was 106.98%, which is the result of the owned capital as 

a proportion of total deposits made by the panel member banks. (3) Capital adequacy 

ratio pattern shows it is measured by the ratio between owned capitals without reserves 

and total deposits.
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https://doi.org/10.1016/j.jempfin.2023.06.002
Financial data appendix published in the annual reports of commercial banks (research sample) 

Bank Data from Al Mansour Investment Bank (million dinars) 

Year/index Equity Current asset Total deposit Total assets Property rights Net income after 

tax 

2016 250,000 1,081,829 781,009 1,104,063 287,534 12,915 

2017 250,000 1,289,879 977,535 1,316,451 290,096 13,350 

2018 250,000 1,520,556 1,239,309 1,550,293 297,286 21,164 

2019 250,000 1,431,149 1,157,608 1,461,478 279,661 8,278 

2020 250,000 1,249,375 965,702 1,278,867 286,554 7,005 

2021 250,000 670,245 382,193 697,917 280,081 8,177 

2022 350,000 470,548 375,552 736,839 283,054 12,651 

2023 350,000 529,936 442,071 1,135,357 311,845 39,647 

Bank Data from the Iraqi Credit Bank (million dinars) 

Year/index Equity Current asset Total deposit Total assets Property rights Net income after tax 

2016 250,000 502,854 178,894 507,699 306,898 4,942 

2017 250,000 355,437 144,170 476,618 315,465 6,707 

2018 250,000 491,505 162,366 497,694 313,498 5,597 

2019 250,000 511,448 208,358 522,536 297,126 (5,121)  

2020 250,000 513,850 217,501 527,045 293,699 (3,427)  

2021 250,000 454,363 159,111 466,751 288,761 (4,938)  

2022 250,000 396,418 91,144 406,730 299,504 10,743 

2023 250,000 498,563 150.657 507,729 287,034 17,530 

Bank National Bank of Iraq data (million dinars) 

Year/index Equity Current asset Total deposit Total assets Property rights Net income after tax 

2016 250,000 562,086 162,017 578,874 237,838 23,501 

2017 250,000 586,953 184,729 603,980 285,719 2,965 

2018 250,000 506,584 190,731 525,757 257,849 (7,912) 

2019 250,000 607,189 250,526 632,802 256,641 9,164 

2020 250,000 863,358 425,501 893,205 307,294 19.828 

2021 250,000 1,769,970 1,228,801 1,821,341 315,862 26,122 

2022 250,000 1,968,000 1,534,000 2,416,088 328,455 27,538 

2023 400,000 2,915,000 2,237,000 3,982,984 500,049 190,003 

Bank Baghdad Bank data (million dinars) 

Year/index Equity Current asset Total deposit Total assets Property rights Net income after tax 

2016 250,000 1,042,904 827,926 1,200,424 282,821 20,245 

2017 250,000 939,879 714,522 1,090,152 276,942 7,404 

2018 250,000 1,069,321 786,385 1,113,538 266,742 4,152 

2019 250,000 1,081,970 803,011 1,132,744 273,641 7,298 

2020 250,000 1,363,437 1,073,265 1,419,528 278,435 20,300 

2021 250,000 1,478,923 1,158,326 1,539,808 309,129 29,980 

2022 250,000 1,310,000 1,310,150 1,724,199 349,626 53,154 

2023 250,000 2,181,000 2,181,395 2,748,497 473,718 155,781 

Bank Data from the Iraqi Investment Bank (million dinars) 

Year/index Equity Current asset Total deposit Total assets Property rights Net income after tax 

2016 250,000 526,421 254,003 577,890 289,792 10,179 

2017 250,000 532,916 246,005 573,706 283,082 3,995 

2018 250,000 566,029 238,583 607,084 283,101 7,381 

2019 250,000 511,544 246,005 529,829 260,626 6,431 

2020 250,000 556,062 269,018 571,480 265,274 9,450 

2021 250,000 636,519 246,011 650,958 263,138 10,395 

2022 250,000 2,448,196 2,032,915 752,255 284,362 13,087 

2023 250,000 3,287,512 2,716,884 958,172 317,069 20,324 
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