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Abstract:

The study aims to investigate the impact of financial leverage
on the profitability of Saudi Banking sector during the period
(2014-2023). The study applied financial leverage ratios (total
liabilities to total equity, equity multiplier ratio, and debt ratio) as
independent variables, and age and total asset of banks as control
variables. Further, the banks’ profitability is measured by the
return on equity (ROE), the return on assets (ROA), and the net
profit margin (NPM). The descriptive analytical approach has
been employed to achieve the study’s objectives. The financial
data were collected from ten banks’ financial statements; and then
analyzed using AMOS program. The results indicated that there
is a statistically significant impact of financial leverage on the
return on equity of Saudi banks, while there is no impact of the
financial leverage ratios on both return on asset and the net profit
margin. Also, there is a statistically significant impact of total
asset of banks on the profitability of Saudi banks. The study
recommends that banks should choose the safe level of financial
leverage that serves their investments and thus improve their
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profitability, that is to balance the targeted return on assets with
the desired return on equity. In addition, Banks’ administrations
must look for other factors that serve their assets to generate
profits.

Keywords: Financial leverage, profitability, return on equity,
return on asset, net profit margin.
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