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Abstract

The impact of exchange rate fluctuations on the financial performance of commercial banks is 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 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
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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 rate 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 immediate currency shocks. Regarding
recommendations, the study emphasized the need for Libyan banks to 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 rate and
profitability in the long term. It also recommended that monetary authorities work towards stabilizing the
exchange rate of the Libyan dinar to limit its negative short-term impacts on the profitability of
commercial banks.
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Y %5.7 A Agaall Ll (5 a3 s A el i) 8 Alalal) il sl e %94.3
ol GV 0.004 Al (P-value) ddlaia) dadll jali LS 73 saill Gania z 35 ol AT dalse
Caad Ay paall ol paiall G A8l O 2S5 Law (%5 AV (5 shua die (5 sine Shany) #3 gaill
Advall e aadls

Ay R a5 2.1136 4ied iy 23 ((Durbin-Watson) o) s-om) s Jliay Ll Ll
Oe Do ezdsadll ) g o A ala Y1 Al dsm g pae o Ja Lae ((2) Aalliad) del) (pe
s Aplian) paibiads aiahy 3l 3 saill o) JAll Sy 2lil) oda o liyy | ol 48 i sa
il ) Jae o paiall G A8l i 8 4dde dlaie ) (Say 5 sabaB¥) Julaill Alla aless

ARDL 73508 O3llaa 38 1(6) Jga
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 dependent var 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 Schwarz criterion -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 gt zli e alaie Y 1 juadll
1z agalll Baga i LAl
LLLUY\ A % a}B (e Kl M\J.ﬂ\ L55 JM\ ARDL C.J}A.I [AFES Jl_u;\ d\w‘ UAS.\
D) Jal ey e s 73 saill Clalrs a8 o ey GeSall (Y sl B gy g I
-aalll) <ol Hladly) EP CJ}A.J\ 33 g
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pellad dadaal) Jals ) Laa
¢ oall 73 gaill 8 Al A jall (e eUad B 313 Bl ) 3 sm g aae (e 2SE Jaf (e addiog
:Breusch-Godfrey: LM test zu Jull J gaall a1

&\L;)J ‘_AJM.J\ L\_\.UY\ J\._ﬁi\ (7) LSJJ%

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 10zt » &l Ao slaie Vb 1 jaadll

aly Cun celad DU 1A Lol ;) AlSie (e ey Y 73 saill () ey bl Jsaad) JBA (e
s F-statistic 4 ddlaia¥) da@ll oY celaadl 313 Ll ) o ga s ABAEN dpza @l b
.(0.05) 43 sinall (5 siaa 0 ST 45 (0.1399)
((ARCH) (51 Jlaai¥ly Ja g pdiall cplll) il ase s

(ARCH) (13 Jlasa¥l Loy el cplll @l aae laal 1(8) Jsa
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 mi e slaie Y 1 jradll

Ol LS pany AL G ) () oy Gladl Jsaad) (e s colbad¥) ol S ) s
L ginall (5 gue (0 S) a5 (0.5809) sl F-statistic 4 Adlaia¥) dadll oY sUadY)
.(0.05)

1z dsadll Al JCE daidla sl

Zasall ol J<al Aadle sl 3(9) Je
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 Sa. 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 10zl » z Ao alaie Wb ;1 jaadll

paall Gpm 8 (b )y s e dpall i B aaiael JHal) (KB daa ) ) g
23 (0.1678) s sl F-statistic 4 dllaia¥) dadll ¥ 73 saill ol JSEI daia a2ey 1LY
(0.05) 4 sixall (5 siasa s S
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:(Normality) (bl 2563 JLSs)
N ol Lapda by j 58 e 558 23 saill (Bl g0 i€ 1Y) L il (Jarque-Bera) Jlial aladi) o

5
Series: Residuals
Sample 2009 2024
44 Observations 16
Mean 6.25e-17
3 Median 7.10e-05
Maximum 0.014007
Minimum -0.022515
21 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

.Normality Test ‘_‘,-’-dal\ coAl sl 1(1) Jed

Js iy G ¢ grpadall ) il ai el 23 saill 400 gl eUad1 (o ey Gl JSEN US40
Jarque-) sy Allaiay) el ¥ ¢ oanhall o) il i 46 pdall (Uad¥) ol AL a3l
(0.05) &asinall (s 5inan 0 ST 025 (0.1399) s -5 (Bera

:(ARDL Bounds Test) 2yl ggia aladiuly & idal) Jalsil) jLod)

Sl i) il g gy MU Jgandl g el 5l ol i Ja) Al sk 451 5 A8e asa g Gl g

23 gaall mgia
gl meia Ll =i 1(10) Jgaa
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% 494 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 gzl » &l e alde YU ; jaadll

las Al 3gaall e8] aall daf (o 58I Ay sunall F dad o Gilad) Jsaad) (e Gy
e Al all G e ol ) Gl Jas asll (i ) o 43l iy Les ((Pearson)
Y1 %5 %10 4 sina s sinsa die Jyshall Jal) A 05l 55 A8e Lei iy 5 e ALalSia ) yuniia
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1 yidial) Jalsil) land) 73 gadl Joghall Ja¥) ABSe a8

Bounds ) 2saadl JLaial YA (e A all &yt (@ yidia JalS5A8Me 3 san g (e S 2ay
I sV 23 gad aladiuly Ol pusial) G Ja¥) Al gl A8l a8 ) JEEY) S (Test
(ARDL) 4c ) sall dtia I il sadll

Gl yuleadl ST e aed 53 ((AIC) Lbime o slaic W) &5 ¢ JiaY) 73 gaill apaas (a2l g
Jdad Ji iy ARDL(4,4) zasadll of gbidl @jelal 285 ccans) lasy) z3saill sy
O G Jsaadl s ey shall aall e Gl piall (g A3l jpudi 8 GelS )y Laa <AIC
il g gi g ey sqenll i el L) 1oy Gapeall et JaY) Al gha A8al) s il
Oa B AV (5 siae die Uilkas) Gsina g Ua ga sla (EX) Simall jan dalas O (5 sl Aalas
=l Sl Aed (ymlaai) (o) Cpeall jaa pliiy) o ) el Les ¢(2.3306) &b Cus %1
e 4 seanll Coyan 3 ASL) Gia o dilall Jare cund ) a5 (Ria¥) Oleal) Jilie
D Manlly ddasi po J gl o 3l e o peaddl dlaie) lagy) 8l 13 ey 85 Qo shall (sl
Laa il ) Lelysad vie dfiaad) 2L W1 80k ) Alaal) dleall da an) 55 (g5 Camy dpin)
AL 5 8a o dilall (e a8

skl Ja¥) Cllae a8 il 1(11) Joda
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

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 Constantand 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)
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F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1(1)

Asymptotic: n=1000

F-statistic 17.66721 10% 3.02 351
k 1 5% 3.62 4.16
2.5% 4.18 4.79
1% 494 558

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 gzl p z e aldie Vb ;1 juadll

1 bl &Y\@M\@A@Sﬁﬂs uad
Jal) & A8l Jiey o) Unill el 3 503 a5 8 Jiati ARDL Jalas 8 44Ul) 5 shadl) o
ARDL(4,4) z3sa phadinly jpadll

ARDL Error Correction Regression
Dependent Variable: D(ROE)

Selected Model: ARDL(4, 4)

Case 2: Restricted Constant and 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.
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