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Abstract

This study aims to analyze and measure the relationship between
implementing Capital Adequacy Ratio (CAR) on the profitability of local
commercial banks working in Palestine during the period (2008-2014).
Basically, this is represented by (Return on Assets, Returns on Equity and
Earnings per share).

The study has tracked the behavior of (profitable) dependent
variables measured by Return on Assets ratio, Return on Equity ratio, and
Earnings Per Share ratio. This was done through the independent variable
which is the Capital Adequacy Ratio (CAR). To achieve this purpose, a
standard form has been created to measure the relationship between the
dependent and independent variables based on a linear regression equation
model.

The study reached many conclusions, the most important one is that
increasing the Capital Adequacy Ratio leads to a decrease in the return on
assets ratio, return on equity ratio and earnings per share. This requires a
moderation in determining the capital adequacy and working to balance the
equilibrium with the other objectives of banks which are the profitability-
achievement that are represented by increasing the previous mentioned
ratios. In fact, maintaining the equilibrium between the requirements of
capital adequacy and profitability achievement, will offer a wider range to
search for meaningful investment opportunities that have controllable levels
of risks and acceptable returns.

The study recommended the need to adopt advanced methods in
managing the banking risks according to the latest international systems for
the purpose of adjusting and restructuring credit and investment portfolio of
banks in a proper way that protect the rights of stakeholders and depositors
and support the banks stability and security, in addition to undertaking that
their financial reports include the basics and principles through which the
capital adequacy could be measured. Moreover, the study recommended the
Monetary Authority to start implementing the decisions (2) and (3) of Basel
committee that are concerned with the principles of banking control.
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