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ABSTRACT 

Focusing on the negative role of default risk on banks, as it is one of the most important risks facing banks, which 

are difficult to determine accurately, and its reflection on the indicators of profitability of cash flows. The increasing 

competition between banks led to an increase in the credit facilities granted by banks, and was accompanied by an 

increase in exposure to the risks of default, which led to an impact on the level of performance of banks in terms of 

achieving the required return according to the levels of high competition. Therefore, the problem of this study focused 

on the extent to which the risk indicators of default affect the profitability indicators of the cash flows of the banks 

research sample in the profitability indicators of cash flow on the sample banks. The research sample included (10) 

private Iraqi banks listed on the Iraq Stock Exchange for the period (2005-2015). A set of statistical methods were 

used to analyze, test and measure the data by statistical programs (Ordinary Least Squares) and (Static Panel Data 

Analysis). As for the results of the analysis, it showed that the default of lenders exposes banks to an important credit 

risk that may lead to bankruptcy in the event of inability to confront it. 

Keyword: Default risk; profitability indicators; cash flow; Static Panel Data Analysis; Cross-Sectional Units. 

 

INTRODUCTION 

The banking sector is one of the most important financial sectors in the countries of the world, especially what it 

grants of credit facilities and banking services that have a direct impact on the economies of countries, which increased 

the fierce competition between banks in this field, and thus increased exposure to the risk of inability to pay due to 

the increase in credit facilities granted by them. This may affect the profitability indicators of the banks’ cash flows 

and their financial position by depleting these flows, which can contribute to strengthening the bank’s position in front 

of the variables and shareholders if they are exposed to instability in light of the unsuccessful credit policy that it 

adopts for many reasons. which necessitates the necessity of efficient management of banking risks in general and 

credit risk in particular by the management of banks. 

The available literature referred to the concept of default risk as the possibility of the borrower defaulting on the 

payment of principal, interest, or both, according to the agreed contract. Low bond rates reflect a high default risk 

(Gitman & Zutter, 2012). (Ross, et.al, 2013) showed that the default risk is the possibility that the borrower will not 

pay the interest and the principal value on the due dates or will not be paid at all, as it was noted that many financial 

reporting agencies such as (Moody and Standard & Poor compiles and publishes the ratings of different companies, 

and these ratings are linked to the risk of inability to pay, and some of these securities have a very low default risk or 
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may not have any risk, such as US Treasury bonds, as these securities are guaranteed by the government. So the default 

premium refers to the difference between the yield on corporate bonds and the yield on similar government bonds that 

do not carry a default risk. If the company remains able to pay the investor all the promised cash flows, the investor 

will achieve a higher return at maturity than can be achieved from government bonds. However, if the company goes 

bankrupt, corporate bonds are likely to provide lower returns than government bonds. Therefore, corporate bonds have 

the ability to Better and worse performance than government bonds, in other words, it is more risky (Bodie, et.al, 

2011). 

(Woods & Dowd, 2008) see the default risk as a financial risk associated with the possibility of default on the part 

of the counterparty, It usually arises due to the failure of customers to pay the value of the loan that was granted, the 

exposure to this risk increases significantly when the bank relies heavily on a small number of customers who have 

been granted access to large amounts of credit and the importance of default risk varies between sectors, It is high in 

the area of financial services, where short-term and long-term lending is essential for business. Banks benefit from 

the difference between the interest rate they pay to depositors and the interest rate they receive from borrowers. That 

is, the return on assets exceeds the cost of liabilities. To ensure the profit-making process, borrowers must repay their 

loans However, there is some risk represented by borrowers not paying their loans, and this is called the default risk 

(Cecchetti, 2008). The failure to pay a few customers leads to very large losses for the bank (Gestal & Baesens, 2009). 

Therefore, the research aimed to examine and analyze indicators of default risk, and to analyze indicators of 

profitability of cash flows on the research sample, and the effect between default risk indicators and cash flow 

profitability indicators at the level of sample banks according to statistical method. Because the default risk is one of 

the most important risks that banks face, and it is difficult to determine it accurately in the absence of an accurate 

study of the credit position of borrowers, and because of its repercussions on the cash flows of banks, especially since 

the conditions of customers are changing, which leads to the importance of studying this risk and its impact on flows 

Operating cash for banks. 

This research presents many contributions to the literature about default risks in the Iraqi banking sector and the 

moral impact of those risks on profitability indicators of bank cash flows as an important indicator of the success of 

the financial performance of Iraqi banks. By collecting data, represented by the Iraqi private banks listed in the Iraq 

Stock Exchange, which number (22) banks as a research community, (10) banks were chosen to be an intended sample, 

which are (Bank of Baghdad, Iraqi Commercial, Middle East, Iraqi Investment, United Investment, Al-Ahly Al-Iraqi, 

Babel, Sumer, Commercial gulf, and Al-Mosul for Development and Investment) and for the period from (2005-2015) 

in order to distinguish the sample banks with the transparency and scientific disclosure required in their final accounts. 

A set of statistical methods were used to analyze, test and measure the data using statistical software (SPSS V.24, 

Excel 2010) as the analysis represented by testing the impact hypotheses between the research variables of the research 

sample banks to find out the effect of each indicator of the independent variable (default risk) on Each indicator of the 

dependent variable (cash flow), testing it through the use of panel data analysis, which is referred to as cross-sectional 

units, because it deals with multiple observations or phenomena for more than a period of time and will provide an 

expansion of the size of the sample used, an increase in the degrees of freedom, and a reduction in the interdependence 

between the explanatory variable, to helps in improving the efficiency of statistical estimates through the statistical 

program (E-Views V.9). 

The rest of this research is ordered as follows: Section 2 concisely argues the prior literature on Effect of Default 

Risk on Cash Flow Profitability Indicators. Section3 contain the statistics compilation and methodology. Sections 4 

demonstrate practical findings followed by argument and conclusions in Section 5. 

LITERATURE REVIEW 

The risk of default is often based on a miscalculation of the borrower's capabilities, because the process of granting 

credit requires careful study and analysis of the borrower's situation, Which includes the following elements 

(SAUNDERS & ALLEN, 2010): (1) Non-financial elements, including: the factor of trust between the borrower and 

the lender, the variables of the surrounding environment (economic, social and political), the study of the market, 

commodities, and the industry. (2) General financial diagnosis, which includes: examining documents, budget, 

Business output statement, investment plan, studying the risks of liquidity loss, low returns, and inability to fulfill 

financial obligations. (3) A special diagnosis: in which the appropriate ratios are calculated, which will reveal the 

financial reality of the borrower, which gives the greatest attention of bank. 
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Many researchers have discussed the impact of credit risk management on the profitability of corporate financial 

performance, as we find a study by (Sun & Chang, 2018) entitled “The Impact of Credit Risk on Profitability of the 

Commercial Banks”     Which aimed at analyzing the credit risk on the profitability of some banks in Britain, where 

the study concluded that there is a positive relationship between the credit risk index and the profitability of banks. 

While the study of the two researchers (Muriithi & Waweru, 2017) which was entitled “Liquidity Risk and Financial 

Performance of Commercial Banks in Kenya” The study examined the impact of liquidity risks on the financial 

performance of commercial banks in Kenya during the period (2000-2015), where the study concluded that there is a 

clear impact of liquidity risks on the profitability of banks. As for the study “Credit risk of low income mortgages” by 

the researcher (Fout et. al, 2018), which examined the relative credit performance of home buyers with low and 

medium incomes, the study found that borrowers with low and medium incomes borrow more than borrowers with 

high incomes, although The application of more stringent insurance standards reduces the default risk. The researcher 

(Atieh, 2014) examined the liquidity situation in the pharmaceutical sector in Jordan using the traditional ratios 

compared with the cash flow ratios over a period of six years, and concluded that there is a difference between the 

traditional ratios that relied heavily on the values derived from the balance sheet and the cash flow ratios that relied 

heavily The values derived from the cash flow statement, and there should be a comparison of the analysis between 

them before reaching any conclusion about the financial liquidity situation. As for the study of (Barua & Saha, 2015), 

it aimed to compare net income on the basis of accruals and cash flows to predict future cash flows for listed companies 

in Bangladesh, the research  entitled “Tradition ration VS. Cash flow based ration: which one is better performance 

in dictator?” The study was examined by analyzing the balance sheet, income statement and cash flow statement, cash 

flow ratios and income ratios based on accruals are calculated and comparison procedures between them. The research 

concluded that the cash flow ratios give good information about the company's financial condition, which serves as 

an early warning in the event of financial hardship or bankruptcy. 

We note that the current research is distinguished from previous studies in that it specializes in the Iraqi banking 

sector, and the difference in the time period for data analysis and the study of the influence relationships between two 

important variables, namely indicators of default risk and indicators of profitability of cash flows. 

In order to find out the extent of the impact of the default risk on cash flows, it is necessary to conduct a credit 

ratio analysis or default analysis with specific indicators, as credit analysts determine the ratios from the financial 

statements (Penman, 2013). Default risk decisions require expectations of future cash flows available to achieve the 

required interest and principal payments, as managers’ decisions about the financial institution’s strategy, customer 

or supplier relationships, mergers and acquisitions, and even if the financial institution offers a good business 

opportunity all depend on flows related to future payments. And the risks of those payments as mentioned (Wahlen 

et.al, 2015). The default risk measured by certain financial ratios and indicators that will be mentioned later in the 

applied side because they are the most indicators that help to identify the extent to which banks bear the risk of non-

payment and their relationship to cash flow indicators. 

The statement of cash flows occupies a great importance in the banking sector because it is the input and output 

of the banking Process, and this requires providing information on the movement of cash, sources of obtaining it, and 

changes that occur in the cash balance between the beginning and end of the period, As this statement reveals strengths 

and weaknesses in the bank's activity through the information it provides, as the bank's activities are classified through 

this list into three main activities (operational, investment and financing), which provides information to users of the 

financial statements in order to determine the impact of each activity on the financial position and adjusted cash and 

cash amounts (Bragg, 2002). The cash flow statement is a summary showing how the cash was generated and how it 

was spent during a certain period, and once the profit and loss account and the balance sheet are at hand, the entire 

cash flow statement can be issued (Howard, 2008).As (Webster, 2004) stated that the statement of cash flows is the 

only report that uses flow information, and changes in cash flows can explain the reason for a change in the balance 

sheet accounts. Therefore, the cash flow statement is important because it helps managers, investors, and creditors to 

perform the following functions (Hoggett, 2015) and (Harrison et. al. 2019): (1) Predict future cash flows. (2) 

Determine the ability to pay dividends and interest, and thus study the relationship between profitability and net cash 

flows.(3) It helps users develop models to estimate and compare the present value of future cash flows for different 

projects.(4) Evaluate the relationship of net income to cash flows.(5) Compare the operating performance of different 

companies. In order to know the impact of the cash flow statement on financial performance, it can be considered as 

a summary of cash flow in a period of time, and the cash statement shows how it was created during this period and 

how it was used. On the other hand, the cash flow statement provides details about how to change cash account during 
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a specific period. It also presents cash flow statement on a cash basis, not accruals, as in the income statement and the 

balance sheet. Thus, it provides a more complete picture of the company's operations and financial position. One of 

the important notes is that the cash flow statement it does not include any transactions or accounts that are not already 

recorded in balance sheet or income statement (Albrecht, et.al, 2011). 

The researchers (Barua & Saha, 2015) added that cash flow statements are indicators or measures for evaluating 

performance because of their importance in determining the usefulness of cash flow statement ratios in the competitive 

business world, because the benefit of cash flow information helps to generate cash flows from internal sources, and 

to suggest a list of cash flow ratios for inclusion in financial analysis. 

The debate revolves around profitability indicators, one of the components of cash flow indicators in addition to 

liquidity indicators. The profitability indicator refers to the ability of the company or financial institution to generate 

profits as a return on invested money, as profitability rates reflect the competitive position of the company as well as 

the quality of management (Rahman, 2017). Profitability ratios are an important factor in determining the importance 

of the rise in cash for operating activities, as the higher the net cash flows, the higher the quality and quality of the 

profits, because they depend on a cash basis and not on an accrual basis. Profitability ratios are determined to measure 

the management's efficiency in using its resources to achieve the highest returns from its operational activities 

compared to expenses and other costs during a certain period of time (Amuzu, 2010). Profitability indicators can be 

determined by the operating activity ratio, which measures the ability of the bank's operational activities to generate 

operating cash flows. As the higher this ratio increases, the quality of profits for the bank increases, and it decreases 

with a decrease in this ratio. The researchers mentioned (Stice & Stice, 2012) that the ratio of operating cash flows to 

net income is one of the most important dialectical relationships between operating cash flows and net income, because 

this ratio reflects the extent to which accrual-based accounting assumptions and adjustments are included in the 

calculation of net income. In general, the ratio of operating cash flow to net income has a value greater than (1) due 

to the presence of large non-cash expenses such as depreciation that reduce the recorded net income but does not have 

an impact on cash flows. 

While the ratio of return on assets from operating cash flows indicates the extent of the ability of the financial 

institution’s assets to generate operating cash flows (Robinson, et.al., 2009), While (Chotkunakitti, 2005) sees that the 

cash flow ratio per share refers to the operating cash flow attributed to each share, as this ratio is defined as the cash 

available to ordinary shareholders divided by the weighted average number of outstanding ordinary shares and its 

impact on cash flows as an indicator for generating profits. 

Research Problem 

According to what was stated in the literature mentioned above, about the impact of default risks on financial 

performance and corporate profitability at the level of different countries, in addition to the different economic factors, 

but to the best of the researcher's knowledge, there is no study that included the impact of default risks on profitability 

indicators of cash flows at the level of Iraqi banks, Because the goal of banks in conducting their business and granting 

credit is to achieve profits and returns, but the failure of a customer or their inability to pay their obligations incurred 

by them on the due dates is one of the most severe and important credit risks and problems that the bank is exposed 

to, so the research problem centers around the impact of the risk of default Debts and financial obligations at their due 

date are based on the bank's cash flow profitability indicators, represented by net and operating cash flows. In the 

framework of the current reality of the economic and political conditions that the reality of the banking sector in Iraq 

is going through, banks must identify indicators that measure the risks of their customers’ failure to pay their financial 

obligations, because this has a significant impact on profitability indicators of net and operational cash flows, and 

trying to avoid depleting its cash flows and putting the bank in an embarrassing position in front of the shareholders. 

Therefore, the research questions were the following: 

1- Do default risk indicators affect the ratio of cash flows to net income? 

2- Do indicators of default risk affect the ratio of cash flows to operating income? 

 

Research Hypothesis 
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Therefore, to solve the above research problem after reviewing the literature, the following hypotheses will be 

proposed for the relationship between default risk indicators and cash flow profitability indicators. 

H1: (There is no effect between default risk indicators and the ratio of cash flows to net income) (CF/NI). from which 

the following hypotheses were derived: 

Ha: There is no statistically significant effect of risk default indicators (ratio of total loans to total assets) on the ratio 

of (CF/NI). 

Hb: There is no statistically significant effect of default risk indicators (ratio of total loans to total deposits) on the 

ratio of (CF/NI). 

HC: There is no statistically significant effect of default risk indicators (ratio of provision for doubtful debts to total 

equity capital) on the ratio of (CF/NI). 

Hd: There is no statistically significant effect of default risk indicators (ratio of provision for doubtful debts to total 

loans) on the ratio of (CF/NI). 

H2: (There is no effect between default risk indicators and the ratio of cash flows to operating income) (CF/OI).from 

which the following hypotheses were derived: 

Ha: There is no statistically significant effect of default risk indicators (ratio of total loans to total assets) on the ratio 

of (CF/OI). 

Hb: There is no statistically significant effect of default risk indicators (ratio of total loans to total deposits) on the 

ratio of (CF/OI). 

Hc: There is no statistically significant effect of default risk indicators (ratio of provision for doubtful debts to total 

equity capital) on the ratio of (CF/OI). 

Hd: There is no statistically significant effect of default risk indicators (ratio of provision for doubtful debts to total 

loans) on the ratio of (CF/OI). 

STATISTICS AND METHODOLOGY 

To measure the research hypotheses and the correlations between the variables, the independent indicators (XS) 

and the dependent variables (YS) were coded for the ten banks, and a number was given to them according to the 

sequence in the practical and statistical analysis, as shown in Table (1). 

Table1. Variables Details 

Variables Ratios code Sources 

Indicators of 

default risk 

(XS) 

Total Loans / Total Assets Ratio X1 Wahlen,et.al,2015 

Total Loans / total deposits  X2 Rose,1999 

Doubtful debt provision / total equity capital  X3 Ross,et.al,2008 

Provision for doubtful debt / total loans  X4 Casu,et.al.,2006 

cash flow 

profitability 

indicators (YS) 

CF/NI Y1 Kajananthan. R,2014  

CF/OI 
Y2 Stice&Stice,2012 

 

And it was relied on the allowance for doubtful debts in the practical aspect instead of non-performing loans 

because there are no non-performing loans in many of the financial statements of the banks research sample and that 

the allowance for doubtful debts was mentioned in the financial statements. 

To examine the relationship between the research variables, the model was estimated by the three panel data 

methods (OLS), (LSDV), (EGLS), To reach the goal, the F-test will be used in order to compare the models to prove 

the research hypotheses. So in order to choose the appropriate model, the restrictive F test and Hausman must be used 

to indicate the extent of the impact of default risk indicators on cash flow management indicators in banks and the 

time period of the research sample. The restricted F is calculated through the following equation: 

F (α, N-1, NT-N-T) = (( R2
FEM – R2

PM) / (N-1)) / ((1-R2
FEM) / (NT-N-T)) 
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So in the above equation: F Restricted F test, α level of significance (5% -10%), N cross-sectional views for banks, 

T time periods, R2
FEM coefficient of determination for a fixed effects model, R2

PM coefficient of determination of the 

synthesis model. 

FINDINGS AND DISCUSSION 

The first part of the practical side of the research includes the analysis of the research indicators for the independent 

variables (XS) and the dependent variables (YS) during the period (2005-2015), and according to the equations 

mentioned in Table (1), as it is clear from Table (2) the following:  

Table 2. Analysis the average ratios of default risk indicators and the average ratios of cash flow profitability 

indicators 

banks 

Average research time period (2005-2015) for the independent and 

dependent variables 

X1 X2 X3 X4 Y1 Y2 

Baghdad 0.107 0.141 0.103 0.183 6.401 1.315 

Iraqi Commercial 0.018 0.044 0.104 38.364 -10.408 -5.299 

Middle East 0.109 0.159 0.091 0.311 2.520 0.786 

Iraqi Investment 0.205 0.369 0.108 0.385 - 4.517  -1.704 

United Investment   0.062 0.152 0.148 4.020 1.522 1.566 

Al-Ahly Al-Iraqi    0.148 0.310 0.047 0.193 0.182 - 0.288 

Babel 0.224 0.546 0.026 0.095 0.787 0.284 

Sumer 0.178 0.571 0.037 0.721 2.018 - 0,071 

Commercial gulf    0.093 0.044 0.066 0.253 - 0.578 - 0.339 

Al-Mosul   0.153 0.375 0.037 0.111 0.342 -1.070 

average 0.129 0.283 0.076 4.463 - 0.173 - 0.482 

Source: prepared by the researcher 

Variable (X1) refers to the ratio of total loans / total assets which loans granted by banks contribute to investment 

of their assets. Banks can reduce the risk of default by lowering this ratio, the general average of the Iraqi private 

banks, research sample, was (0.129), and that the Bank of Babel is the most average bank according to this ratio, as 

its average was (0.224). This indicates that it is one of the most dependent banks on loans in investing its assets. As 

for the variable (X2), it refers to the ratio of total loans / total deposits, as it measures the amount of loans that the 

bank can grant to borrowers based on deposits. It aims to show the extent which bank exploits this type of financing 

sources and is an important measure of default risk. An increase in this ratio leads bank's Facing crises, the general 

average of the Iraqi private banks, research sample, was (0.283), and the Sumer Bank is the most average bank 

according to the ratio (0.571), this indicates that the Bank of Sumer is more dependent on deposits to be invested in 

loans. 

The ratio of the allowance for doubtful debts / total capital owned is indicated by the variable (X3). Shows the 

extent to which the bank is able to cover its losses resulting from its inability to collect its loans with the balance it 

owns, represented by its owned capital (Reserves, paid capital and retained earnings). It appears from table (2) that 

the general average of the Iraqi private banks, research sample, and throughout the years of the research was (0.076), 

It was found that the United Bank for Investment is the most average bank according to this ratio, with an average of 

(0.148). This indicates that The United Bank is the most dependent bank on shareholders' rights in financing the 

provision for doubtful debts. The Bank of Babel is the lowest of the banks achieving this average, as it averaged 

(0.026). As for the variable (X4), the ratio of the allowance for doubtful debts / total loans shows the amount of the 

allowance for doubtful debts. which is likely not to be repaid by the borrowers on their due dates with the amounts of 

loans or advances borrowed from the bank, The higher the ratio, the negatively affects the bank on the one hand, and 

its reputation towards depositors and shareholders on the other hand, It leads to a higher default risk. Table (2) shows 

the results of (X4) analysis the general average of the banks in the research sample was (4.463), and the Commercial 

Bank of Iraq is the most average bank for the ratio, amounting to (38.364). 

As for the analysis of the variables dependent on the search indicators, Table (2) showed that the results of the 

variable (Y1) analysis  which is the cash flow/net income ratio, Which shows the extent to which the bank's profits 
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are able to generate operating cash flows, as it does not take into account interest and taxes. The average for each bank 

and for each year of research and the general average, which amounts to (-0.173), It was found that the Bank of 

Baghdad is the most average bank for this ratio, amounting to (6.401). From the results of the analysis, the variable 

(Y2) showed the ratio of operating cash flows / net operating income, the extent to which the bank's operating activities 

are able to generate operating cash flows. As this ratio reflects the results of operating activities according to the 

accrual basis, this ratio differs from the variable (Y1) by taking into account interest and taxes. The general average 

for this indicator was (-0.482). The United Bank is the most average bank according to the ratio, with an average of 

(1.566). This indicates the ability of the bank's operational activities to generate operating cash flows, the higher the 

ratio, the higher the profit quality of the bank and vice versa. 

As for the second part of the practical analysis, the impact hypotheses will be tested according to the panel data 

analysis of the research sample and its variables. Table (3) shows the results of testing the first main hypothesis (there 

is no effect between default risk indicators and the ratio of cash flows to net income). The effect of default risk 

indicators on the profitability indicators of cash flows to net income is shown in (10) banks for the period (2005-

2015), with (110) observations using the P-R (Panel Regression) model. After the model was estimated by the three 

panel data methods (OLS), (LSDV), (EGLS), the following was observed: 

It appears from Table (3), and according to the estimated (OLS) model, it was not significant according to the 

probability value of the test F (Prob. F -statistic) the value of which is (0.310), It is greater than the moral level (5%). 

And that all the indicators of the independent variable had a non-significant value, with the exception of the provision 

for doubtful debts / equity capital, as its function was at a significant level (10%). 

 

Table 3.The effect of default risk indicators on the ratio of cash flows to net income for the research sample 

Sample: 2005 – 2015                                                Cross-sections included: 10                                         Total panel 

(balanced) observations: 110 

  

cash 

flow/net 

income 

Random Effects Model Fixed Effects Model Pooled Regression Model 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Constan

t 

 

2.830 3.483 0.794 
0.43

5 
4.614 3.801 1.218 

0.22

9 
2.752 3.427 0.807 

0.42

8 

loans/ass

ets 
-10.629 

30.50

3 
0.357 

0.74

0 
-35.981 

34.26

5 
0.988 

0.33

9 
-10.629 

30.24

2 
0.352 

0.73

0 

Loans / 

Deposits 
5.981 

10.35

0 
0.580 

0.57

0 
14.460 

12.20

1 
1.198 

0.23

8 
5.981 

10.15

0 
0.590 

0.57

0 

Allowan

ce for 

doubtful 

debts/eq

uity 

capital 

- 44.728 
25.36

2 
1.833 

0.07

2 
- 62.338 

28.12

0 
2.230 

0.03

2 
- 43.730 

24.01

5 
1.860 

0.06

8 

Allowan

ce for 

doubtful 

debts/loa

ns 

0.020 0.058 0.338 
0.74

0 
0.080 0.061 1.270 

0.22

2 
0.020 0.058 0.347 

0.74

0 

R-

square 

 

0.046 0.158 0.046 
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R-

squared 

Adj. 

0.008 0.038 0.008 

F-

statistic 

 

1.220 1.330 1.220 

Prob. (F-

statistic) 
0.310 0.219 0.310 

Source: Output of STATA software 

 

according to Prob. And its effect is negative with the dependent variable according to the value of the regression 

coefficient while we find that the value of the coefficient of determination (R2) is weak, amounting to (0.046).  

As for the statistical interpretation according to the (LSDV) model, it appears from Table (3) that the estimated 

model was not significant according to the probability value of the test F (Prob. F-statistic) which is equal to (0.219), 

which is greater than the significant level (5%). And that all the indicators of the independent variable had a non-

significant value, except for the allowance for doubtful debts/equity capital, as its function was at the level of (10%) 

according to the value of Prob. And its effect is negative with the dependent variable according to the value of the 

regression coefficient. While we find that the value of the coefficient of determination (R2) is weak, amounting to 

(0.158).  

As for the (EGLS) model, it appears from Table (3) that it was not significant according to the probability value 

of the F (Prob. F-statistic) test, which is equal to (0.310), which is greater than the significant level (5%). And that all 

the indicators of the independent variable had a non-significant value, except for the allowance for doubtful 

debts/equity capital, as its function was at the level of (10%) according to the value of Prob. And its effect is negative 

with the dependent variable according to the value of the regression coefficient. While we find that the value of the 

coefficient of determination (R2) is weak, amounting to (0.046). 

 We conclude from this, the acceptance of the first main hypothesis (the null hypothesis) according to the three 

models because it is not significant at the level of significance (5%, 10%), meaning the acceptance of the alternative 

hypothesis at a rate of (0%). 

Despite the insignificance of the three models, appropriate selection methods must be used to indicate the most 

suitable for the variables and the research sample, through the restricted F test and the Hausman test. After using the 

restricted F test equation and based on Table (3), it was found that the restricted F value was (1.358), which is less 

than the tabular F (9.96) of (1.979) at a significant level (5%) and (1.698) at a significant level (10%). Which means 

that the (OLS) model is more appropriate than the (LSDV) according to this test, and in estimating the impact of 

default risk indicators on the profitability indicators of cash flows to net income. 

For the results extracted according to the Hausman test, it is clear that the statistical value Chi-Sq. Statistic 

amounted to (9.906) greater than tabular (9.488), so it is significant at a level less than (5%) and with a degree of 

freedom (4), which depends on the number of indicators of the independent variable, meaning that the (LSDV) model 

is the appropriate model when compared to the (EGLS) model and as shown in Table (4). It can be said that the most 

suitable model is the (OLS) model, although the (LSDV) model is superior according to the Hausman test. 

Table. 4 Hausman Test results 

test type 

 

test value Prob. d.f. 

Hausman  9.904 0.042 4 

Source: Output of STATA software 

 

Table (5) shows the results of the effect of default risk indicators on profitability indicators of cash flows to 

operating income in (10) banks and for the period (2005-2015), as the number of observations reached (110) using 

the P-R (Panel Regression) model, and after If the model was estimated by the three panel data methods (OLS) 

(LSDV), (EGLS). The results of testing the second main hypothesis (there is no effect between indicators of default 

risk and the ratio of cash flows to operating income) appear as follows: 
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Table 5. The effect of default risk indicators on the ratio of cash flows to operating income for the research sample 

Sample: 2005 – 2015                                   Cross-sections included: 10                              Total panel (balanced) 

observations: 110 

 

cash 

flow/ope

rating 

income 

Random Effects Model Fixed Effects Model Pooled Regression Model 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Coefficie

nt 

Std. 

Erro

r 

t-

Statis

tic 

Pro

b. 

Constan

t 

 

- 0.105 1.298 0.081 
0.94

0 
0.712 1.380 0.521 

0.60

9 
- 0.105 1.244 0.085 

0.93

8 

loans/ass

ets 
4.275 

11.36

1 
0.378 

0.70

9 
- 4.330 

13.12

5 
0.336 

0.75

1 
4.275 

10.89

9 
0.397 

0.69

8 

Loans / 

Deposits 
- 0.722 3.859 0.191 

0.85

2 
1.602 4.401 0.368 

0.72

2 
- 0.722 3.701 0.195 

0.84

7 

Allowan

ce for 

doubtful 

debts/eq

uity 

capital 

-10.512 8.700 1.211 
0.23

5 
-16.698 9.840 1.704 

0.09

3 
-10.514 8.351 1.261 

0.21

6 

Allowan

ce for 

doubtful 

debts/loa

ns 

0.018 0.025 0.868 
0.38

9 
0.048 0.025 2.158 

0.03

8 
0.018 0.023 

0.907

4 

0.37

0 

R-

square 

 

0.028 0.186 0.028 

R-

squared 

Adj. 

-0.016 0.070 -0.016 

F-

statistic 

 

0.709 1.699 0.709 

Prob. (F-

statistic) 
0.589 0.096 0.589 

Source: Output of STATA software 

 

It appears from Table (5) and according to the model (OLS) that the estimated model was not significant according 

to the probability value of the F (Prob. F -statistic) test, which is equal to (0.589), which is greater than the level of 

significance (5%), and that all indicators of the variable The independent value was insignificant according to the 

value of (Prob.) In addition, the value of the determination coefficient (R2) was weak, amounting to (0.028). t appears 

from the results of Table (5) that the (LSDV) model was significant according to the probability value of the F (Prob. 

F -statistic) test, which is equal to (0.096) at a significant level (10%), while the first two indicators were not 

significant, while the two indicators were The others are significant at the level of (5%) and (10%), respectively, 

according to the value of (Prob.), and it is noted that there is a negative effect of the third indicator (provision for 

doubtful debts / equity capital), and a positive effect of the fourth indicator (provision for doubtful debts In their 

collection of loans) with the dependent variable. In addition, it is noted that the value of the coefficient of determination 

(R2) was weak, amounting to (0.186). 

As for the (EGLS) model, it appears from Table (5) that the estimated model was not significant according to the 

probability value of the F (Prob. F-statistic) test, which is equal to (0.589), which is greater than the significant level 
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(5%), and that all indicators of the independent variable Its value was insignificant according to the value of (Prob.), 

and the value of the coefficient of determination (R2) was weak, amounting to (0.028). 

We conclude from this, accepting the second main hypothesis (null hypothesis) according to the (OLS) model and 

(LSDV) model because they were not significant at levels (5%, 10%), while this hypothesis was rejected in the (EGLS) 

model because it was significant at the level of significance ( 10%), meaning that the alternative hypothesis was 

accepted by (33.3%). 

Despite the results achieved in Table (5), selection methods must be used between these models to indicate the 

most suitable for the variables of the research sample. 5) and (1.698) at a significant level (10%), which means that 

the (EGLS) model is more appropriate than the (OLS) model according to this test, and in estimating the impact of 

non-payment risk indicators on profitability indicators of cash flows to operating income. 

As for the results extracted according to the Hausman test, it is clear that the statistical value Chi-Sq. Statistic was 

(15.999), which is greater than tabular (9.488), so it is significant at a level less than (5%) and with a degree of freedom 

(4), which depends on the number of indicators for the independent variable, meaning that the (LSDV) model is the 

appropriate model when compared to the (EGLS) and as shown in Table (6). 

Table.6 Hausman Test results 

test type 

 

test value Prob. d.f. 

Hausman  15.999 0.003 4 

Source: Output of STATA software 

According to the results in Table (6), we find that a more suitable model is the (LSDV) model, according to the 

restricted F-test and the Hausman test. 

CONCLUSIONS 

The main objective of the research is to measure the effect of default risk on cash flow profitability indicators at 

the level of Iraqi private banks therefore; the research concluded that the failure of the lenders to pay exposes the 

banks to an important credit risk that may lead to bankruptcy in the event of inability to face it.  

The results of the research showed that the default risk indicators do not affect the profitability indicators of cash 

flows to the net income of the banks as a sample when applying the three panel data analysis models (OLS) (LSDV), 

(EGLS) and for the research period (2005-2015). The (OLS) model is more appropriate than the (LSDV) model when 

the F test is restricted to the level of significance (5%, 10%). 

The default risk indicators do not affect the profitability indicators of cash flows to operating income through the 

application of the longitudinal data analysis method, and according to the (OLS) model, and (EGLS) model at a 

significant level (5%). As for the (LSDV) model, the default risk Payment affects the profitability indicators of cash 

flows to operating income. 

Therefore, we conclude from the restricted F test that the (LSDV) model is more appropriate than the (OLS) model 

at the level of significance (5%), and according to the Hausman test, the (OLS) model is more appropriate compared 

to the (EGLS) model. 

According to the results, some specific suggestions and recommendations can be made, such as: 

1. The need to study the situation of borrowers by the banks, the research sample, and the extent of their need 

to borrow, and to provide all guarantees to the bank in order to help it recover its loans in the event of default 

on the part of the borrower. 

2. Carry out a wide study to analyze the default risks by the banks, the research sample, and prepare specialists 

to study everything related to granting loans in order to reduce the risk default risk. 

3. The use of statistical models that have a positive impact on the variables of default risk indicators that banks 

are exposed to, and their impact on the profitability indicators of cash flows to operating income and net 

income. 
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