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Abstract 

Banks today are the largest financial institutions around the world, 

with branches and subsidiaries throughout everyone’s life. However, 

commercial banks are facing risks when they are operating. Credit risk is 

one of the most significant risks that banks face, considering that granting 

credit is one of the main sources of income in commercial banks. Therefore, 

the management of the risk related to that credit affects the performance of 

the banks. The aim of the research is to provide stakeholders with accurate 

information regarding the credit risk management of commercial banks 

with its impact on banks’ performance. 

The main purpose of the research is to investigate if there is a 

relationship between credit risk management and banks’ performance in 

Egypt. We also aim to investigate if the relationship is stable or 

fluctuating. In the research model, Capital Adequacy, Asset Quality, 

Earnings (ROE) and (ROA), Liquidity and Sensitivity are defined as 

measurements of performance while Loan Loss Reserves / Impaired Loans, 

Impaired Loans / Total Equity, Unreserved Impaired Loans / Total Equity, 

Net impairment charges / net interest income are defined as measurements 

of credit risk management. The research collects data from 15 commercial 

banks in Egypt from 2011 to 2018 and formulates six hypothesis which are 

related to the research question. A series of statistical tests are performed in 

order to test if the relationship exists. Other statistical tests are performed to 

investigate if the relationship is stable or not. 

The findings reveal that there is no significant effect of credit risk 

management on  the Liquidity and Sensitivity, while there is a significant 

effect of the credit risk management on the Capital Adequacy, Asset 

Quality and Earnings (ROE & ROA). 

Keywords: Credit risk management, performance, commercial banks, 

Capital Adequacy, Asset Quality, Earnings (ROE & ROA), Liquidity, 

Sensitivity, Loan Loss Reserves / Impaired Loans, Impaired Loans / Total 

Equity, Unreserved Impaired Loans / Total Equity, Net impairment charges 

/ net interest income. 
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Chapter One  

Research Framework 

1.1 Introduction 

The financial system's health is critical in the country (Das & 

Ghosh, 2007), as its failure will stymie the country's economic 

growth. Financial performance is measured by net income and funds 

from operations and is based on a company's ability to produce new 

resources from day-to-day operations over a given period of time. 

Traditional financial performance measures and market-based 

financial performance measures are two types of financial 

performance measures (Aktan & Bulut, 2008). When the financial 

and banking crises became global in the 1980s and 1990s, new risk 

management banking strategies arose. To be able to handle the 

various kinds of risk, it is necessary to first describe them. The risks 

that are most relevant to banks are as follows: Credit risk, Interest 

rate risk, Liquidity risk, Market risk, Foreign exchange risk and 

Solvency risk. 

Credit risk is the danger of loss due to a debtor's non-payment 

of a loan or other line of credit (either the principal or interest or 

both) (Appa, 1996), while risk management is the human activity that 

incorporates risk identification, risk evaluation, designing strategies 

to handle it, and mitigating risk using managerial resources 

(Campbell, 2007). The probability of a borrower defaulting by failing 

to repay principal and interest on time is known as the default rate. A 

bank is a commercial or government-owned financial institution that 

offers financial services such as issuing money in multiple forms, 
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accepting deposits, lending money, processing transactions, and 

generating credit (Campbell, 2007). Banks place a high value on 

credit risk management because it is an integral part of the lending 

process. It maximizes the bank's risk-adjusted rate of return by 

sustaining credit risk exposure in order to protect the bank from credit 

risk's negative effects. The bank is spending a significant amount of 

money on credit risk management modeling. 

The case in point is the Basel II accord. There is need to 

investigate whether this investment in credit risk management is 

viable to the banks. This study therefore seeks to investigate the 

effect of credit risk management on the banks’ financial performance 

in Egypt.  

1.2 Research problem 

Any banking institution's goal is to function profitably in 

order to preserve stability while both increasing and expanding. 

Lending is the lifeblood of commercial banking for the majority of 

citizens. Most banks' most valuable asset is loans, which produce the 

majority of operating profits and subject the bank to the most harm. 

The banking sector in Egypt has faced a variety of problems, 

including non-performing loans and interest rate volatility, among 

others, both of which have posed a danger to bank stability. Credit 

Risk Management is essential to bank management, according to 

Bessis (2005), because banks are "risk machines that take risks, turn 

them, and integrate them in banking products and services. Risk is a 

collection of unknowns that can result in either negative fluctuation 

in profitability, which shows the bank's financial performance, or 

losses, which shows the bank's failure.  


