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Abstract :
The impact of exchange rafe fluctuations on the financial performance of commercial banks /s a
crucial topic in financial economics. These fluctuations can affect the performance of commercial
banks in multiple ways, making it essential to understand these impacts to ensure the stability of
the financial system and enhance bank performance. Given the escalating economic challenges in

the current era, it has become necessary to examine the extent of the impact of exchange rate
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fluctuations on financial institutions, particularly commercial banks. This study aims to provide an
analysis that explains the relationship between exchange rate fluctuations (Euro and Dollar) and the
return on equity through the impact of commercial banks on the local economy. The study found
several important results, including that exchange rate fluctuations are one of the external factors
affecting the profitability of commercial banks in Libya. Additionally, there is a positive and significant
impact of the exchange rafe on return on equity in the long term, indicating that the depreciation of
the Libyan dinar may improve the financial performance of commercial banks in the long run.
However, the study also showed that short-term results have a negative and significant impact of
exchange rate fluctuations on return, reflecting the fragility of financial performance in the face of
immediafe currency shocks. Regarding recommendations, the study emphasized the need for Libyan
banks fo strengthen their management of exchange rate risk through adopting appropriate hedging
tools and called on commercial banks to review their investment policies in light of the confirmed
relationship between exchange rafe and profitability in the long term. It also recommended that
monetary authorifies work fowards stabilizing the exchange rafte of the Libyan dinar fo limit its
negative short—term impacts on the profitability of commercial banks.

Keywords: Exchange rate, Financial performance, Return on equity, Libya.
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85 o A L <0.943 cialy (R?) aaal) Jalas dadd o il ((ARDL) ggall sUadl I3 Jaai¥) £ igad
el deadl) gad cpa A ol i) B Alalad) u).n.d\ %94.3 Msn s £ isaill b priiocal) Jiiesall
o ) 0.004 dsiL (P-value) ddlaiay) dadl) joid LS .z dgaill Qi Q.u Al SAl dalge A %5.7 Al
Adual) o Aail el dugyaall cipiiall Gu ABY of 2S5 Lae (%5 AN (Sl dis (Soina Auasy) g agalll
((2) Llall Aasil) (10 A a9 2.1136 4iad caly 33 (Durbin-Watson) ¢yuily—uysd LAY deuills W
OSa (gliil) o2 Ao Eliyg . ol ABgiga (e jmg g dgalll (Blg o AU BLEY) A G agag a2 Ao Ju Laa
sadli B e slaiey) (arg ¢ galuai®y) Jalaill Allaa Abaa B Luiluas) ailiady aidhy jakal) g gall) ¢f Jgall
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Dependent Variable: ROE

Method: ARDL

Date: 05/07/25 Time: 16:45

Sample (adjusted): 2009 2024

Included observations: 16 after adjustments
Maximum dependentlags: 5 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (5 lags, automatic): EX

Fixed regressors: C

Number of models evalulated: 30

Selected Model: ARDL(4, 4)

Note: final equation sample is larger than selection sample

Variable Coefficient Std. Error t-Statistic Prob.*
ROE(-1) -0.033038 0.160689 -0.205601 0.8439
ROE(-2) 0.731669 0.171226 4273118 0.0052
ROE(-3) -0.141383 0.132829 -1.064403 0.3281
ROE(-4) -0.173179 0.105220 -1.645877 0.1509
EX -0.012950 0.014734 -0.878909 0.4133
EX(-1) 0.020678 0.017670 1.170232 0.2863
EX(-2) 0.006465 0.017323 0.373204 0.7218
EX(-3) -0.007643 0.017339 -0.440790 0.6748
EX(-4) 1.428934 0.403177 3.544187 0.0122

C -0.534623 0.150658 -3.548584 0.0121
R-squared 0.942970 Mean dependentvar 0.056225
Adjusted R-squared 0.857425 S.D.dependentvar 0.037667
S.E. of regression 0.014223 Akaike info criterion -5.398782
Sum squared resid 0.001214 Schwarzcriterion -4.915915
Log likelihood 53.19026 Hannan-Quinn criter. -5.374056
F-statistic 11.02308 Durbin-Watson stat 2.113619

Prob(F-statistic) 0.004270

*Note: p-values and any subsequent tests do not account for model
selection.

Eviews 10 gl il Ao alaie¥h :jaaall -

iz dsalll Saga s

N R Blgs G (I BLEY) AU Ea (ha 0gls (e aSBU Al & jaal) ARDL - 3sal Sasa sl Luaal oas
G LY gl g agall Buga LIRS Jaf ey (ARuda b g igall) cilabie Clpal of i puSal)

Pelbadl udeall BlLay) Las)

A Jgaal) magyg ¢ pakall ¢ igail) B LSUH dajall ¢pa oUadSU I3 Bl 52 s e ST Jaf (e prds g
:Breusch—-Godfrey: LM test il

sladSU udeal) WLy Lad) (7) Jsas

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 3.347466 Prob. F(2,4) 0.1399
Obs*R-squared 10.01586 Prob. Chi-Square(2) 0.0067

E-views 10zalin il Ao sVl :jaaall-
ALY La il (b oy Cus ¢ pUadBU A Bl ¥) IS Sa o ila Y g agalll of ey Galad) Jgaadl A (g
Lgiaall (Ggimua (o S| oty (0.1399) gslos F-statistic — dilaiay) dadl) (¥ ¢oUadBU 303 L) 3520
.(0.05)
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:(ARCH) gﬁ\l.“ DAV Jag pdial) cpplaal) il ass s

:(ARCH) 31 )aaiyl dag pdial) (il il e L) (8) Jgaa
Heteroskedasticity Test: ARCH

F-statistic 0.320627 Prob. F(1,13) 0.5809
Obs*R-squared 0.361049 Prob. Chi-Square(1) 0.5479

E-views 10zl mili Ao iVl @ jlaall-
Aall) (¥ sUbdY) (ol @l asey ALY dp )l Gy ol Gl Jgaad) Gag coWadY) cplis il ) g
1(0.05) dginal) 55ima (a ST g (0.5809) slus F-statistic I Lilaiay)
rpdsaill Al Jeal) Lada jLasl
: sdal) g agaill i) JS&) dawa JL33Y Ramsey jLid) milii AUl Jgaal) gdag

gisaill A JSal) Aade SL330 (9) Jsaa
Ramsey RESET Test
Equation: UNTITLED
Specification: ROE ROE(-1) ROE(-2) ROE(-3) ROE(-4) EXEX(-1) EX(-2)
EX(-3) EX(-4) C
Omitted Variables: Powers of fitted values from 2 to 3

Value df Probability
F-statistic 2.882500 (2,4) 0.1678
F-testsummary:
Sum of Sq. df Mean Squares
Test SSR 0.000717 2 0.000358
Restricted SSR 0.001214 6 0.000202
Unrestricted SSR 0.000497 4 0.000124

E-views 10zalin il Ao aldel : jaaall-
ISl A aany AU aaad) dah (b ol Gun o dsalll il B ariianall Nl AN Ao ) iliil)
1(0.05) Lisinal) (s5iun (30 ST A9 (0.1678) sl F-statistic 3 dulaial) dadl) o oz igaill )
:(Normality) (zaudall ajgil) sl

o—ass AN Jallg ¥ of Liada i £ 65 g agail) Blgy ilS 1) Le (bl (Jarque—Bera) JLid) aladi ) o
rdapal) gz 3gall adal) aa gl
Normality Test _auhll sl JLid) :(1) ad) J<

5
Series: Residuals
Sample 2009 2024
4 Observations 16
Mean 6.25e-17
34 Median 7.10e-05
Maximum 0.014007
Minimum -0.022515
24 Std. Dev. 0.008995
Skewness -0.634097
1 Kurtosis 3.642521
Jarque-Bera  1.347432
0 ‘ Probability 0.509811

-0.02 -0.01 0.00 0.01
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Eviews 10 galiy gl o alieYl :juadll -
ALl dail) J ol i ¢ andal) au gl i akal) - dgaill Audlgdal) sl (o ol Galad) JSA YA (e
A9 (0.1399) gylui (Jarque—Bera) jLuay Adlaial) daddl) (Y ¢ andall o gl o duils—dall sUad¥) ol
1(0.05) dginall Sgina (3o s

:(ARDL Bounds Test) ysaall mgia aladiuls & idal) Jalsil) jlas)

ragaal) mgie LR @illl pdagy (AUN Jgaally cduabal) e G Ja¥) Abgh du5lg8 ABe aga (kg

agaal) gia CLad) mil (10) Joa

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
Asymptotic: n=1000
F-statistic 17.66721 10% 3.02 3.51
k 1 5% 3.62 4.16
2.5% 4.18 4.79
1% 4.94 5.58
Actual Sample Size 16 Finite Sample: n=35
10% 3.223 3.757
5% 3.957 453
1% 5.763 6.48

Finite Sample: n=30

10% 3.303 3.797
5% 4.09 4.663
1% 6.027 6.76

Eviews 10 gl il Ao alaie¥h :jaadll -

4l s Laa ¢ (Pearson) Wass ) sgaall al) sal) dad o Sl Lgaal) F B o Galad) Jgaall o o
da¥) (B Ol ABe g (Biatyg lea AlalSie Cipiie (& Al e 0l Jad) Rl (s aell Gad Gad) o
Y1 %5 %10 dgira Sgina tic Jaghl)

redidal) Jalsal) jlasil zagail Jaghall Ja¥) ABle juas

) JEY) alw ((Bounds Test) agaad) jLad) DA Ge dahal) Clpiia G diida JalS dBe 3529 (0 sl say
-(ARDL) dsjgall duia}l) cilgadll A jlasi¥) ¢ dgad aladinly cifpiial) o Ja¥) dbigh ABlal) juaf

zisadll JLasY Laladi ) yulaal) ST e and g3 ((AIC) jluma o slaie¥) a3 (J5aY) g igalll apand Gl
Sl b 4SS L) jadi Lea (AIC 148 (8 giay ARDL(4,4) gigail) of quilisl) gl sby ccaai¥) Slany)
£y Cipaal) o o JaY) Aighs ABMal) s il oy (A Jgandly cdagal) (saall Ao cfpitiall Gy ABlal)
sie Giluas) Uginas liaga sl (EX) cipmal) jaas Jalra of (s5iomall Alan guilis gaagiy o sganl) Cipuasal lal
el ) Lo (alidd) f) Cipall o gl of () i Lea (2.3306) &l cus ST (o JB A3 Gsiana
sy . skl (gaal) Ao Ay gganll Cipida b ALl (Ggia Ao wlall Jara T ) (53 (Ruial) cBlaall Jilia
Laal) Lasd ol (535 Cuns duial) cBlaalls Aadipe Jgmal o Daidl o Cipaal) slaie) o) Ll 138 usay
Alal) Bgha o alall (g g Laa sl ) ghipad ie diaal) z L) Bali) (1) dalaal)

Jushal) Ja¥) CBlalea el il (11) Jgsn
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ARDL Long Run Form and Bounds Test

Dependent Variable: D(ROE)
Selected Model: ARDL(4, 4)

Case 2: Restricted Constant and No Trend

Date: 05/07/25 Time: 17:02
Sample: 2005 2024
Included observations: 16

Lll) Aylal) Cijlaall el 61830 Ao i) ABdlally Cipall s

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -0.534623 0.150658 -3.548584 0.0121
ROE(-1)* -0.615932 0.114969 -5.357359 0.0017
EX(-1) 1.435485 0.398701 3.600402 0.0114
D(ROE(-1)) -0.417106 0.135746 -3.072707 0.0219
D(ROE(-2)) 0.314563 0.128995 2.438566 0.0506
D(ROE(-3)) 0.173179 0.105220 1.645877 0.1509
D(EX) -0.012950 0.014734 -0.878909 0.4133
D(EX(-1)) -1.427756 0.402802 -3.544564 0.0122
D(EX(-2)) -1.421292 0.401467 -3.540241 0.0122
D(EX(-3)) -1.428934 0.403177 -3.544187 0.0122

* p-value incompatible with t-Bounds distribution.
Levels Equation
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
EX 2.330592 0.515602 4520138 0.0040
C -0.867990 0.202395 -4.288602 0.0052

EC = ROE - (2.3306*EX -0.8680 )

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1(1)
Asymptotic: n=1000
F-statistic 17.66721 10% 3.02 3.51
k 1 5% 3.62 4.16
2.5% 4.18 4.79
1% 4.94 5.58
Actual Sample Size 16 Finite Sample: n=35
10% 3.223 3.757
5% 3.957 453
1% 5.763 6.48
Finite Sample: n=30
10% 3.303 3.797
5% 4.09 4.663
1% 6.027 6.76

Eviews 10 galiy gl Ao alaie¥h :jaadll -

sl Ja¥) b Uadl) maaa ABdle jpai
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ARDL Error Correction Regression
Dependent Variable: D(ROE)

Selected Model: ARDL(4, 4)

Case 2: Restricted Constantand No Trend
Date: 05/07/25 Time:17:06

Sample: 2005 2024

Included observations: 16

ECMRegression
Case 2: Restricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.
D(ROE(-1)) -0.417106 0.106689 -3.909565 0.0079
D(ROE(-2)) 0.314563 0.093186 3.375628 0.0149
D(ROE(-3)) 0.173179 0.083338 2.078038 0.0830

D(EX) -0.012950 0.010840 -1.194623 0.2773

D(EX(-1)) -1.427756 0.171730 -8.313956 0.0002

D(EX(-2)) -1.421292 0.171071 -8.308182 0.0002

D(EX(-3)) -1.428934 0.171653 -8.324574 0.0002
CointEq(-1)* -0.615932 0.073269 -8.406477 0.0002

R-squared 0.907780 Mean dependentvar -0.007862
Adjusted R-squared 0.827087 S.D.dependentvar 0.029621
S.E. of regression 0.012317 Akaike info criterion -5.648782
Sum squared resid 0.001214 Schwarzcriterion -5.262488
Log likelihood 53.19026 Hannan-Quinn criter. -5.629001
Durbin-Watson stat 2.113619

* p-value incompatible with t-Bounds distribution.
Eviews 10 gl gl Ao alaieVl : jaadll -
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S5 S i gag pasy gisalll (b Bakal) cBlalaall jhEial Ao Ja Lae cdalal) B3 Jish dajal) ysaad) Jal

O g Bpakall cliMall e

Alsll S ganal (2) o gl

2019

2020

T
2021 2022 2023 2024

—— CUSUM . 5% Significance |
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