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Abstract

This study aimed to find the best set of financia ratios that can be used to
predict the falter of banking institutions and the distinction between stumble and
un-stumble ones, in order to identify the conditions of those institutions in the
early, alowing interested parties and regulators to intervene to take appropriate
Corrective action in time.

This study has been applied to cases of banking institutions in the Palestinian
banking system to contribute to shed light on the reality of those institutions and
the use of the proposed model to predict falter before a period of its occurrence.

The study used this method relies on statistical analysis of linear multi-
discriminatory variables (Stepwise Analysis) to find the best set of financia
indicators that can be used in building this model, which enables him to
distinguish between the troubled banking institutions and other ones before the
stalemate of two years.

Financial ratios have been calculated for a sample of eight banks, half tripped
and the other half is not yet, and that for the period between the years (1997-
2000), was reached to the proposed model.

According to the model results, reclassified banking institutions have been
done in the sample analysis within the two sets of stumble institutions and un-
stumble ones with total accuracy (100%). Another test of the model have been
done by using financial ratios derived from the sample data analysis enables the
model to predict the distinction between stumbling and non stumbling banking
institutions with accurately drawn (75%, 75%, 62.5%), in the first year and the
third and fourth, respectively, before faltering.

Based on the above study has recommended the following: --

1. Need to apply the standard model proposed for forecasting falter before it
occurs period of time allow banking management and regulatory bodies to take
necessary actions to address it before the exacerbation, and the achievement of
the objectives of the disclosure of accounting which reflects the importance of
clear rules and principles of measurement used in the process of prediction.
2. The development of early warning systems through the development of
software provides banks and concerned parties with periodic disclosures contain
the most important financial ratios derived from the periodic financial statements
of the bank in order to show the results of applying the proposed model to predict
Falter before it happens enough.
3. The need for the regulatory authority to conduct financial analysis of the final
data for the banks and the application of the proposed model to predict the
conditions of the banks in the early to be able to take the necessary corrective
decisionsin this bank.
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Discriminant

Analysis Case Processing Summary

(2) 48 sak
Out put ¢l Jdasll Jlaay) Julail) gilds

Unweighted Cases N Percent
Valid 100.0
Excluded Missing or out-of-range 0
group codes )
At least one missing 0
discriminating variable )
Both missing or
out-of-range group ches 0
and at least one missing '
discriminating variable
Total .0
Total 100.0
Analysis 1

Stepwise Statistics

Variables Entered/Removed?.c.d

Wilks' Lambda
Exact F
Step Entered Statistic Statistic dfl df2 Sig.
1 ASlall 3 gan e 2ilal) .594 4.103 1 6.000 .089
2 salall ala .184 11.099 2 5.000 .014
Lol 1 A0 | Fausd
3 ezl Sl s 068 18.419 3 4.000 .008
Jsal¥l
4 Jpa¥l (Alaal A il 53V ey .011 70.649 4 3.000 .003

At each step, the variable that minimizes the overall Wilks' Lambda is entered.

a. Maximum number of steps is 56.

b. Minimum partial F to enter is 3.84.

C. Maximum partial F to remove is 2.71.

d. F level, tolerance, or VIN insufficient for further computation.




Variables in the Analysis

Wilks'
Step Tolerance | F to Remove | Lambda
1 AL (3 50a Ao ailall 1.000 4.103
2 ALl (3 8a Ao dilall .507 11.587 .610
Bl (fiala .507 11.152 .594
3 sl B s (o Sl .341 12.574 .280
sl (fala 125 30.641 .585
‘j;:;f‘ R e s 217 6.894 184
4 ALl 35 e i) .059 67.866 .248
saldl) hala .027 104.202 .375
f:;f‘ S Ol s 056 28.476 110
Jsa¥) (leal I el 30V I .162 16.278 .068
Wilks' Lambda
Exact F
Number of Statisti
Step Variables Lambda dfl df2 df3 c dfl df2 Sig.
1 1 .594 1 1 6 4.103 1 | 6.000 | .089
2 2 .184 2 1 6 | 11.099 2 | 5.000 | .014
3 3 .068 3 1 6 | 18.419 3 | 4.000 | .008
4 4 .011 4 1 6 | 70.649 4 | 3.000 | .003
Pairwise Group Comparisong-P-¢.d
Step il ixie Jixie g
1 Jinda F 4.103
Sig. .089
Seie 2 F 4.103
Sig. .089
2 e F 11.099
Sig. .014
Jwie e F 11.099
Sig. .014
3 il F 18.419
Sig. .008
Jwie e F 18.419
Sig. .008
4 Jixda F 70.649
Sig. .003
Jwie ¢ F 70.649
Sig. .003

a. 1, 6 degrees of freedom for step 1.

b. 2, 5 degrees of freedom for step 2.

C. 3, 4 degrees of freedom for step 3.

d. 4, 3 degrees of freedom for step 4.




Summary of Canonical Discriminant Functions

Eigenvalues

Canonical
Function | Eigenvalue [ % of Variance | Cumulative % | Correlation
1 94.1992 100.0 100.0 .995

a. First 1 canonical discriminant functions were used in the analysis.

Wilks' Lambda

Wilks'
Test of Function(s) | Lambda Chi-square df Sig.
1 .011 18.224 4 .001

Standardized Canonical Discriminant Function Coefficients

Function
1

L) ) ALLa) J gy ds
SJ ny - -4.052
_,-AA
Al (fiala 6.018
Al B e ailall 4.059
Jsa¥) Jleal I il 31Vl -2.293




Structure Matrix

Function
1
15 saliall Al (3 ) gV ddaiaa
im{;m J S 562
5 ) o
3 padll A A glaial) Jgat¥) duws
a \:Msé\‘c'J T 519
5
SPR IR PR T EFENE W 459
AL ggin M clysllad) Raa .388
Laa) 1) da pall ) dad
:_j; .\J?A 3yl g sall 4 346
}m
3 5d Laa) ) dalail ¢ ¥
wh‘éé sl A4 g 338
sl laa) ) sl Blas -.297
dsa¥) (el ) 3y yuall J8 &, .292
daall Jlaa) sl dla -.276
¥ A aldail) Jual pal
I\A;)A? -.267
Leaa) () 3530l e O gl
fJ;S ! gl o =3 253
c O8>
syl o i) .209
eDaal) ailag A dlaiil 3@ 204
&y’ Al Jlaa) o Al
M ) (Aleal () e s s 203
Alay!
<l [t} i (WS
@iﬁé gl ol 4, 178
sa el 5 3y )]
Laa) ) 3 pilial) e &Y i}
duj ;ﬁuﬁ DLl e CBlel 168
};.a
AL gen Jlea) ) Jaall @l 123
S Al ) il ala -.092
Al @aa e alall .085
sl ks .082
E el Jaal () g 8l
‘ )ué--“’ D) Jaal A (a5 A 077
Alay!
Jsma¥) Jlaal I el 50Y1 U -.045
dea¥) el il co@d 044
i DA T DY B PP I I DA I P
el Y laa) AL 35 038
Jul Gl s
Jpa¥) aal SV ALl Bin ~019
Laa) ) ALLLY N A
SJ .\j‘uJ Ja¥) A - 014
J.Ad
ALy el gl Axlall xigal) -.012
Jsa¥) Aaal A eSaall &ilag .001

Pooled within-groups correlations between discriminating
variables and standardized canonical discriminant functions
Variables ordered by absolute size of correlation within function.

a. This variable not used in the analysis.



Canonical Discriminant Function Coefficients

Function

1
f:;\é‘ Al ¥ -14.905
Bl (fiala 326.940
ALl (3 sia e il 37.810
Jsa¥) (Alea) ) il 51V Y -7.261
(Constant) -2.347

Unstandardized coefficients

Functions at Group Centroids

Function
il 1
Jixia 8.405
Jiia e -8.405

Unstandardized canonical discriminant
functions evaluated at group means

Classification Statistics

Prior Probabilities for Groups

Cases Used in Analysis

=il Prior Unweighted | Weighted
i .500 4 4.000
e e .500 4 4.000
Total 1.000 8 8.000

Classification Function Coefficients

il
i:}f‘ e B 97.045
s20ldl) el 3562.090 | -1933.968
LSL) Gsin e el 414.010 | -221.595
Jpa¥) M) Ml 53y ] 70,012 52.044
(Constant) -64.205 -24.753

Fisher's linear discriminant functions
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