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The Role of Financial Analysis in Mitigating Banking
Default: A Study on Yemeni Islamic Banks

Abstract:

The study problem was that Yemeni Islamic banks did not rely on the results
and outputs of financial analysis to predict failure before it occurs. Accordingly,
the study aimed to find out to what extent Yemeni banks depend on financial
analysis as a tool for predicting the default, and the extent of its ability
to mitigate bank default at these banks. It also aimed to identify whether
these banks use all financial analysis tools for making credit decisions.
The researchers used the descriptive analytical method and distributed a
guestionnaire to the sample (50) of the credit employees at Yemeni Islamic
banks. The data were analyzed using SPSS. The findings revealed that the
Yemeni Islamic banks depend on financial analysis as a basis for disclosure
of default, which has a main role in mitigating banking default. The banks
usually use multi financial analysis tools when evaluating the credit status of
clients; they do not use predicting financial default models as a main tool to
predict failure before it occurs; and they do not have early warning systems
to predict any possibility of customers’ default.

Keywords: financial analysis, banking default, credit decision.
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