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The Impact of Deposits, Credit Provision, and
Profit of Bank on Credit Concentration Risk

(Case study: Private Traditional Banking Sector in Syria)

Lama Adnan Albadawi

Supervisor: Prof. Mohamad Hamra

Abstract
This research aims to measure economic capital for credit
concentration risk using Copula Qaussian model and then to
investigate the impact of total deposit, return of equity and
provision of credit concentration risk in the private traditional
banks operating in Syria.

Considering 6 private traditional banks during 2008-2018 for
achieving the purpose of this study, primarily the default rate
depending on the historical number of clients is calculated. After
that, the worst scenario for credit concentration risk ias forecasted
and probability of default (PD) proposed by Copula Qaussian
model is calculate. Then, the researcher calculates the economic
capital for credit concentration risk based on loss giving default
(LGD), credit exposure of large 20 clients (EAD) and probability of
default (PD). Finally, a weighted- fixed cross section pool model is
fitted to assess the potential effect of the considered variables on
credit concentration risk. Also, residual test is applied to validate
the ability of model to forecast.

It seems that considered variables have a significant role in
explaining the change in credit concentration risk in the private

" PhD Student: Department of Banking and Insurance- Faculty of Economics —
Damascus University.
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traditional banks operating in Syria. In fact, the results show that
there is a positive and statistically significant effect of each
depended variables (total deposit, credit provision, return on
equity) on credit concentration risk. In addition, increasing the
credit concentration ratio doesn’t always cause any increase in
economic capital for credit concentration risk.

Key word :Credit Concentration risk, Economic capital, Pool data,
Copula Qaussian, Profitability, Deposit, Credit Provision.
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10 Gallati, R, Risk management and capiat adequacy, The McGraw-Hill
companies, 2003,Pag 130.
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1> Deutsch Bundes Bank, Concentration risk in credit portfolios, page2

87



@) ol L ALY Sl B Gipaal) a4l clawially adlagl i

shlie ABle sy Clungall (8 aysiill 25 b g A jeadl) LB Ll )
lugall IS5 Hhlie a2l 13 elgw aa e gty Hhliall Jals Sl
Jlacl z 3 gy i}l Gl e cang Lmylad) ol ddaall Cajliall 20
Ghliey S ) ganms GllA8 dmn g dnglyind Lee i) Jla 8 clail il
O8Il S (laiia i (dipa
135 S5l 1Y) alime Cilag il lae G o) Gaald) ki Aga (e
s 0550 08 cipallall Ay amy Lo ¥ eyl (3saall 8 jlicaally ¢ Dlanl)
g ey ) aadasd () (o dpnn g Andilin) (o apliadl) alaiely
Syilie e ol 3yl Ayl o lgu e Dlanll e 23na 22e) dladl
Ay 3N i 5 :2-4-1
tsd e85 2003 ple i ial 5 Gy Colaal it il pal e o)
Ginil Alle Hlalie culd A gladl) daine ity 4llys LY 5y A4S ae —
Aohae Ay AV aea
S mial 33 Sl miall die dabe Cilyels el g Ll aae -
eyl Cadaaly
goaall aad) Hlath (a8 mial dueSall Cpjliadll (o Al b 5ay -
APSHyall gl J8 e
sl e jllasS dyiad) Llaidl dagull gyal) hlad cula )
M) gdly Gpaall e jlalieg

18 guideline on the management of concentration risk under the supervisory
review process , Committee of European Banking Supervisors,page 2-6, page 30.
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333 (e claysilly aguall

88



2022 A 232l — (38) aall - Gl 5 BsLaBY) o slall Bid Gaals Alna

iliitas idlhe Clgaly Tl dgay et o Cplaall (o Cany Gl
calie Jae Clelyals Hllaall 3saa 313y ams ofy Aslay) GBS hladd
DA e elldg

Aady sy

e s Aldinall il il S 5 Casad yladl) il il Aladl) 3ylay) aldais
idad s Copuaal) Lntlyind CaloaY e Jhants apiiy Adaisa)l J21 gy ot sl
S0y sl s Jal) dashe Sladll @S5 Cuntl Lelee

hldal Jeat A Lo

5 aeloy HhLaal Jreats Ciyaall de ) 2pa5 5l Slalaall 350s aag ¢
Aasl i o OSar (A JLa) Gl 3aeS aaad e 5131 Galaag il
Jla 8 4l 3 €IS 5V anmyd 50 alae Aplyaind Glasay Cipeadl Hhalis
b Akl JLal iy (e o3 iy Shlad) ks o # L) 508 aae
J e dasiaal) 50l Al eyl aalii (A gas g ) ¢ lalad)
N ane 30U ) Z8lia) ¢y paially Cpiilally Canoail) VS 5s duld ) cilgall
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18 guideline on the management of concentration risk under the supervisory
review process , Committee of European Banking Supervisors,page 10-12.
19 John Wiley & Sons Ltd, Practical risk management- an executive guide to
avoiding surprise and loss, Erilk bank and Richard dunn,p80,84
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% guideline on the management of concentration risk under the supervisory
review process, Committee of European Banking Supervisors, page 10-12

2! principles for sound stress testing practices and supervision, Basel Committee
on Banking Supervision, P2-3
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review process, Committee of European Banking Supervisors ,page 6
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% Basel I11: A global regulatory framework for more resilient banks and banking
systems, Basel Committee on Banking Supervision, p12-14

2’ Rang of practice and issues in economic capital framework, Basel Committee
on Banking Supervision, p4.
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.28(Simply the conditional expectation)

% http://www.fsiconnect.org/EconomicCapital & RAROC - Approaches &
Allocation
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G, Dominique;H, Bertrand, Distortion Risk Measures or the Transformation of
Unimodal
Distributions into Multimodal Functions, Page 6-7.
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*)WCDR=NORMSDIST((NORMSINV(PD)+SQRT (correlation)*NORMSINV/(
confidence level))/(SQRT(1-correlation))

*! Katz.y, q Gaussian Model of default, S&P Capital 1Q, PP 1-19.

%2 guideline on the management of concentration risk under the supervisory
review process, Committee of European Banking Supervisors, page 32.
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D/ (Total Deposits) ailashl Ja) —
P / (Total credit Provision) 4sl¥) cdlgadll claaia —
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raalill i)
el (VAR) dplat) Sl Jhlae Jole payai dad el say
%99 23a4 A& (s5inee e 3 jixialls dagieal) g il aae o 2l il dlaia)
ol 4 Laiias o Cojleadd) e camy A alaid) JUal uly e e Al

3all s 957 0335 0.05 e roal A dlaialy Fixed

Alay) Sl s
oial) e il csiall ADe s Pool J &k e alaieY) & 35
e aLaie¥) a5 3] f(als Cijlas 6) dugynd) Cijlasll S & oLl

Cross section

(1) & Blaall 385 < J8Y) Schwarz criterion 4ad e Ly (Period-Non)
g ) Ll s ) zdgail) e Jgeand) 25 ol paial) (5 2y
ol (385 %5 Adlaal) slatl (il ila) Jiieal sidl dgiee pie s

solial Jsaally
Variable Coefficient Std. Error t-Statistic Prob.
C 2.526132 0.315366 8.010157 0
ROE? 0.12966 0.066093 1.961773 0.0548
NIR? -0.00444 0.008007 -0.55464 0.5814
D? 0.650378 0.019539 33.28608 0
P? 0.025047 0.003747 6.683887 0

Lngie o alaie W lldg 7 3satll dygins coyidl cxgill dlia slagind ams
A5 ey cAdlsdie lyane 48K lyana) o s 3 eodled 5Kl Leuds HLaay)
ol Jsandl Gl (385 ¢Abadd) il ally Jaiig 4y jacal) 231G Ciluca @l il y3

Variable Coefficient Std. Error t-Statistic Prob.
C 2.492838 0.312005 7.989737 0
ROE? 0.108255 0.053119 2.03798 0.0462
D? 0.648935 0.019238 33.73167 0

pP? 0.025142 0.003762 6.683558 0

leial 1.96 (o 81 Festatistic dad () 3 tgsine zgaill of (i LS
%98 i o ald 23l 1 (s olial Jsaally cpadl 335 0,050 sl

99



@) ol L ALY Sl B Gipaal) a4l clawially adlagl i

— R? iad cudly (s 8 c%98 R? dad cualy 3 ¢ Al 385l bl s
:%97.9 Adjusted
Cross-section fixed (dummy variables)

Weighted Statistics

R-squared 0.982254 |Mean dependent var 1441721

Adjusted R-squared 0.979763 |S.D. dependent var 97.79852

S.E. of regression 1.035987  |Sum squared resid 61.17631

F-statistic 394.3747  |Durbin-Watson stat 1.5621

Prob(F-statistic) 0
)28y Lehaliiy) ares el Adlsdie (526 3) ¢Residual Ayl @ya) o5 ag

il e 735l
ARBS BSO BBS FSBS IBTF SGB

ARBS 1 -0.72777  |0.160956 |0.942934 |-0.78422  |0.591421
BSO -0.72777 |1 -0.40923  |-0.75001 |0.809381 |-0.59919
BBS 0.160956 |-0.40923 |1 0.185162 |-0.42963 |0.102426
FSBS 0.942934 |-0.75001 |0.185162 |1 -0.71675 |0.606096
IBTF -0.78422  |0.809381 |-0.42963 |-0.71675 |1 -0.79788
SGB 0.591421 |-0.59919 |0.102426 |0.606096 |-0.79788 |1

G Ciyaae JSI s ey 45l PoOl Jsl z3sa Clyse e of Jliiely
toble (385 NV aleall At b Koyl yaall Cajliadl)

VAR-ARBS = 0.743 + 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
VAR-BSO =-0.562+ 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
VAR-BBS =-0.261+ 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
VAR-FSBS =-0.011 + 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
VAR-IBTF =-0.246 + 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
VAR-SGB =0.338 + 2.492 + 0.108*ROE + 0.648*D + 0.0251*P
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s cilua gilly claliinay) (G

3 edalany) Sl Jlalae 8 Ulagl dysadl Gojlaall (5ol gilagll aan fin—1
Gl 3 el aliadl aaxie ilida s dgag ares allagll ana 2l o
Gial ¢Dlaadl LS (e ame 220 ) Ledlpal laind ) Cajliadl) ads )5l
ciyadll 2Ll ks Aplal] Adaiadlly ppp s

2S5 Lo Jaas ol S halae 8 Llag) Ayl ciplaall dunyy Jigi—2
gt pamy g ¢ LLAA e A Anglin o dppad) Cijloaal) o
WY sl Jilie Llads s

lesbend e B (asy 508 Cliaradia L 1) Cijload) Caags L We -3
Fagyad) 3350 ) ¢(e LY iall Alac 335a sl Cliide LS pxc)
Al Glaiada BliaY) ge daalll iledll daxs » L)l Guiatl glas oy
liaadd) e o Lysinag Ayl ABle 48 3 ¢liiulay 4508 25 La Vs,
Gplay) clSsl b dplay)
ey pasi odef palill) e Ly

JSallys halaal Gulal e 3 Jee gl A8 Gyl Cijliad) e -1
O Ay Bale ) Al Lol Al ) bl Lyt (pa Chiy (530
s yes 1 wismill 1aa ()&

pe iy Ly Al Sl jlalaal dgan aoas dpypad) Cojlaadll e cany=2
i )l Guiad Hlalad) sgaa el Gy catilady Lelee Tl as
Gy Jaally Ay o 45y Capaall  Slat¥) Canatl) e ddasladll
cliita oSae e (dhaa (3hlie saloail g L) s2c cilisine Lo
(- Alas)

Llaay) Aol dulaty) Bl Hhlaa e byt of Cajbadl e iay-3
GLdl) el iy A gilal) 380 dgad Alle 3aga ) Hlalall Candan b,
‘ gbaall leadpas dasndl) e 5,0l

Clsad e Lgilidagiy JIsa) jolias g% o)) dgysudl pliadl e any—4
a8 are dla 8 Agis Hhalaal et pre Gy Lay jhainly Glésiul)
caglelilly e Bl e aayiiall LS
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ey dmyy 4 o Uil) SLay) 3G Hlalae H o a8 s o UL
DY) elidly S G ey e Al Ay~ Cojlad)
2013 35 daall (114 sl () ¢ppilgl) At Alas ¢ Sy

(bl (ggalaall caalaall’ Syl AaS s Jlall 2 (3Hlh Balas
2005 ¢ yas cigralall

2005 ¢ yae daall daalall la gl 3] camas dasa (Ul
COelSie eid lalaag dadl Gla) callaall ae cageall ae
2010 ¢ an claysills Gy guitll asciall Gy jel) 48,

Lyt dad e ol halde cilisda i caghy daas (olie 2
Tobin’s  Adales aladiuly 400 V) Alatll sl odad o Ayl
2008¢03)Y) Apaadls LI aslall Ljal) LianlSY e

oill 3 padl GlaV) jhlie guldl e Jiae ) ae e (ouls
2010 @ A dgalall il ALaS Ay cpladi b Gyl

Aol aalal)
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- Basel IlI: A global regulatory framework for more resilient banks
and banking systems, Basel Committee on Banking Supervision,

Jun 2011.

- Chatterjee,S, Modelling credit risk, Centre for central banking

studies, Bank of England, 2015.

- Choi, S, Kotrozo, J, Diversification Bank Risk and Performance:
A Cross-Country Comparison,  Rensselaer  Polytechnic
Institute(RPI) - Lally School of Management & Technology,
working papers, United States of America,Classification:

G21,2006.
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Deutsch Bundes Bank, Concentration risk in credit portfolios,
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Duellmann, K and N Masschelein: “Sector concentration risk in
loan portfolios and economic capital”, Deutsche Bundesbank
Discussion Paper (series 2), no 9 and National Bank of Belgium
Working Paper, no 105, 2006.

guideline on the management of concentration risk under the
supervisory review process, Committee of European Banking
Supervisors, CEBS, GL31, 2 September, 2010.

G, Dominique;H, Bertrand, Distortion Risk Measures or the
Transformation of UnimodalDistributions into Multimodal
Functions, pantheon-sorbonne-Université Paris, 2014
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guide to avoiding surprise and loss, Erilk bank and Richard
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- http://www.fsiconnect.org/basel2/stress testing

- http://mwww.fsiconnect.org/EconomicCapital & RAROC - Approaches
& Allocation
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(1) p& sl

Fixed Cross section

Dependent Variable: VAR?
Method: Pooled LeastSquares
Date: 11/06/20 Time: 14:34
Sample: 2008 2018

Included observations: 11
Cross-sections included: 6

Total pool (balanced) observations:

66

Variable Coefficient Std. Error t-Statistic Prob.
C 2.547341 1.367126 1.863281 0.0676
ROE? -0.008107 0.138441 -0.058562 0.9535
D? 0.646074 0.087719 7.365226 0

P? 0.024608 0.017193 1.431262 0.1578
Fixed Effects

(Cross)

ARBS--C 0.748671

BSO--C -0.550376

BBS--C -0.253245

FSBS--C -0.006908

IBTF--C -0.236831

SGB--C 0.298689
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Effects Specification

Cross-section fixed (dummy variables)

Mean dependent var

R-squared 0.812904 14.20597

Adjusted R- S.D. dependent var

squared 0.786645 0.70826
Akaike info criterion

S.E. of regression |0.327148 0.729316
Schwarz criterion

Sum squared resid [6.100471 1.027905
Hannan-Quinn criter.

Log likelihood -15.06741 0.847302
Durbin-Watson stat

F-statistic 30.95702 0.517921

Prob(F-statistic) |0

Fixed Period
Dependent Variable: VAR?
Method: Pooled Least Squares
Date: 11/06/20 Time: 14:36
Sample: 2008 2018
Included observations: 11
Cross-sections included: 6

Total pool (balanced) observations: 66

Variable Coefficient |Std. Error |t-Statistic |Prob.
C 2.787269 1.658916 1.680174 0.0996
ROE? -0.001377 |0.170119  |-0.008094 |0.9936
D? 0.610599  |0.106626  |5.726556 |0

P? 0.052745 0.030771 1.714104 ]0.0931

Fixed Effects (Cross)
ARBS--C 0.725856
BSO--C -0.537819
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BBS--C -0.284133
FSBS--C 0.028045
IBTF--C -0.228362
SGB--C 0.296413
Fixed Effects (Period)

2008--C 0.279174
2009--C 0.027801
2010--C 0.104043
2011--C 0.020412
2012--C -0.050851
2013--C -0.140833
2014--C -0.146505
2015--C -0.019331
2016--C -0.030578
2017--C -0.068958
2018--C 0.025628
Effects Specification

Cross-section fixed (dummy variables)
Period fixed (dummy variables)

R-squared 0.824114 Mean dependent var [14.20597
Adjusted R-squared 0.756754 S.D. dependent var  |0.70826
S.E. of regression 0.349314 Akaike info criterion |0.970557
Sum squared resid 5.734939 Schwarz criterion 1.600912
Log likelihood -13.02838 Hannan-Quinn criter.|1.21964
F-statistic 12.23439 Durbin-Watson stat |0.511963
Prob(F-statistic) 0
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