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Abstract

This study aimed to examine the impact of financial leverage on financial performance in Yemeni commercial
banks using the Autoregressive Distributed Lag (ARDL) model during the period 2014-2021. Financial leverage
was measured using two indicators: the debt-to-total-assets ratio and the debt-to-equity ratio, while financial
performance was measured using return on assets (ROA) and return on equity (ROE). To achieve the objectives
of the study, an econometric approach was adopted to analyze the financial data of a sample of five Yemeni
commercial banks for which data were available during the study period. The analysis was conducted using
EViews 14.

The findings revealed that financial leverage had no statistically significant effect on financial performance as
measured by return on assets (ROA). This result may be attributed to the exceptional economic and political
conditions experienced by Yemen during the study period, which limited the ability of banks to utilize their assets
efficiently to generate higher returns. In contrast, the results indicated a statistically significant effect of financial
leverage on financial performance as measured by return on equity (ROE). The ARDL model also confirmed the
existence of a long-run relationship between financial leverage indicators and return on equity. These findings
suggest that debt-based financing structures can influence shareholders’ returns; however, the direction and
magnitude of this effect vary depending on the leverage indicator used. Accordingly, the study recommends that
Yemeni commercial banks adopt balanced financing policies that consider the risks associated with excessive
reliance on debt, while improving the efficiency of asset and equity management to enhance and sustain financial
performance.

financial leverage, financial performance, Yemeni commercial banks, ARDL model.
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