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Abstract:

This study aims to analyze the impact of foreign exchange rates and financial conditions on the financial return
rate of commercial banks. The independent variables considered are the foreign exchange rates, denoted as (EX),
and financial conditions, denoted as (FIN), while the dependent variable is the return on equity, denoted as (ROE).
The study was conducted in Libya during the period from 2010 to 2024. It focuses on measuring the extent to
which fluctuations in foreign exchange rates and financial conditions affect banking financial performance
indicators, such as the return on equity. Bank of the Republic was selected as a sample due to its prominence
among Libyan commercial banks and its large size and activity. The study relied on a descriptive, deductive, and
quantitative methodology, employing several statistical tests, including the Lagrange Multiplier (LM) test and the
Hausman test, using the EViews statistical analysis software to analyze the data relevant to the study. The results
of the analysis of the relationship between foreign exchange rates (EX) and financial returns (ROE) indicated no
statistically significant relationship between the two variables, despite the notable fluctuations in foreign exchange
rates and the deterioration of the local currency during the period 2021-2024. These changes did not significantly
affect the bank’s return on equity.

The results also revealed a statistically significant relationship between financial conditions (FIN) and the return
on equity (ROE) of the bank during the study period from 2010 to 2024. This suggests that improving the financial
conditions related to the bank can enhance its return on equity. The study recommended that the bank maintain
strong levels of capital, liquidity, and cash reserves to withstand economic, political, and financial pressures,
thereby promoting the stability of returns and equity. It also recommended diversifying sources of income and
relying on stable internal activities, such as sound Islamic financing and core banking services, while reducing
dependence on foreign exchange-related operations. Furthermore, the study highlighted the necessity for
authorities and policymakers to implement monetary policies aimed at stabilizing foreign exchange rates and
mitigating their sharp fluctuations, which may affect the financial returns of commercial banks in the future.
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Ol il 3 gad o Al gl il 3l 3 i aladiad Jad¥) (e OIS 13) Lae (38a1) 58 e Caagl) (S
4 sde ol il 5 ga g ac i A Hal) ClS 13) La il (paead & HLEAY) 13l dpaa) sl A5
o L acluys | Beli€ ST Gl a8 gy O Sy A0 sudial) ol i) 3 g aladiind) (8 dagsia
b pariay pilse JSG ddagi e sl 4l sdie <l (e Aail Colas gl (B g jal) CilS 1) La g

Al Al
ROE- ) sl Y1 i il 6 J 93
Variable Coefficient Std. Error t-Statistic .Prob
C 0.205661 0.220690 0.931899 0.3596
EXCHANGE 0.000665 0.002486 0.267315 0.7913
FINANCIAL 0.017619 0.008241 2.137918 0.0417
Statistic Value
R-squared 0.268872
Adjusted R-squared 0.214714
S.E. of regression 0.156041
F-statistic 4.964611
Prob(F-statistic) 0.014585
Mean dependent var 0.079860
S.D. dependent var 0.176086
Sum squared resid 0.657419
Durbin-Watson stat 1.145427
Statistic Value
R-squared 0.133652
Mean dependent var 0.402687
Sum squared resid 1.339251
Durbin-Watson stat 0.562274

Eviews zl n: jyadl

AUl ALl 6 68 ) Jsan (e Jaa3ls

: (Coefficients) < lalaall jads
Sl o e Jules Prob) = 0.36 (s Glas) s sixe 2 0.206 sl (C); culil) il -
ROE. i 8 JI> JSy sl ¥
Prob)=0.79) Wlaa) s sima e 0.000665 Se=dEXCHANG): ) <o pall jous i -
ilias) K50 e 405 ROE (e pall jra i ili o 6l ¢
. %5 S siue die Gilas) 5520 0.0176 :deladl (FINANCIAL); 4dlall caghall e -
ROE 5 4dlall a5kl G ddliaa) Ao @l 4y} 483e 2 5a s e Ju e = Prob)0.04)
. ROEs2L 33 i 5 ALl <l sl 32 5 o) G
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1z A galll B g il ydiga
Z3saill ddaul g3 0yl Sy ROE (b (00 %26.9 s> o mas -(.2690 =(R-squared
i W 5 43 6 oo il (40 9%621.5 (s> Sy Sus =-)0.215( Adjusted R-squared
A s pall il pasial)
Vs 0 JSS Zasalll o e Jx Prob) = 0.0146( ddwial ae =- )4.965 ( F-statistic
Adlas)
el B3 5 530 e Say Lae 0.657 :(Sum squared resid) =Lad) Gilas g sana -
o) sl 23 salll jlaaliadle
Sle g sine gl 58l A (FINANCIAL) bl g plall e of 73 sail) il < jelal -
ALl o gl e s dplanl AV a4l e Jy las «(ROE) (pedlusall (3 53a e 2iladl Jane
i Laa dilian) AVS o3 528 (EXCHANGE) “opsall jr e Ll ROE 33b ) 8 ablay
gyl Ll 8 ROE e ual s JSi 5555 al o paall sl <l i
dalse dla ol (e 850 92 5 (ROE ¢l 00 %26.9 ) %21.5 (M sy zasaill o LS -
Al 8 JSLAl) (ay s 5 ST A] gae 3 saill B2 g lil) e 5355 ) (Sapda jae e (5 A
A SN AN 2 a5 A eds Durbin- Watson s o) Eua el
ROE. o site JalaS Alall g lall e mils e alaie ) oSy cole JS5 -
) o plall yuriall dplian) AVS 50 Uilagl 1580 (Say Al jall 228 8 A sdiadl 3 saill -
Blall Jaaa Ao (5 gima 5l L ud o peall jaw il O oes 8, ROE (= FINANCIAL
RERORAI A
Test of Stationarity):)<ull z3 saill sl
Jie dbany) Lpaibad dua (e dgia 3l Judlall il sy S o gatl) 13l lald)l aadid
Ll 5 Ul Aadla apaa & SLad) Ials dpeal (aS Cun dlianyl) zaLaill
ROE - il 51 j0af il 7 J g

Variable Coefficient Std. Error t-Statistic Prob.
C 0.175498 0.160886 1.090819 0.2858
EXCHANGE 0.000370 0.001807 0.204678 0.8395
FINANCIAL 0.024679 0.008207 3.006922 0.0059
Statistic Value
R-squared 0.592843
Adjusted R-squared 0.527698
S.E. of regression 0.158670
Sum squared resid 0.629407
Log likelihood 15.39445
F-statistic 9.100342
Prob(F-statistic) 0.000111
Mean dependent var 0.402687
S.D. dependent var 0.230880
Statistic Value
Akaike info criterion -0.692964
Schwarz criterion -0.459431
Hannan-Quinn criter. -0.618254
Durbin-Watson stat 1.195736
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DAl ) 7 68 ) Jgaad) (e a3l

(Coefficient): < lalaall ypuss
AV il es (58 Levie ROE a8 siall el 8, 0.1755 :aadl)(C); il asiall -
m@\dwﬁmy)ﬁd&uw@\a&} )s.mﬂ‘\_ajb.m

e Y Aega e it Aadll odla s 0.000370 Aedll (EXCHANGE); <awall jlaul ysia -
ROE (o s ¥ il Jaxe (b Ll 0f 6 ¢(0.05 < 0.8395 = (p-value Lilias) (5 sixs
Azl lanl AV Al Gl o el g IS5

Bas s ey bl S i Il s 0.024679 Al (FINANCIAL): ddlall Cog ) i
9 i 4 (5 sime 43l Ciua 595 ROE (4 0.0247 Luofi 53l ) ) o5 Al Jaladl 8 52a
il b Al ol Jale of in 1385,(0.05 > 0.0059= (p-value of o Slas) ¥
L Okie Y cpm o3l sy s ROE e (3555 (la

CJJA.\S\ 33 9 &_1\)&}4
= %59.3 s e ghsalll imy bla s, 0.5928 Al : (R-squared)sill Jeles -
e 55 G Jal gl S Jadily ¥ A5S) s 3 il () 5 dass gie Jare iing G ROE (4 <l il
.ROE
b R-squared e dall Jare of 2y a5 0.5277 3wl (- (Adjusted R-squared
a yaudld (S ROE (& <& puadll (e %528‘;\Pu\‘;chJJQJ‘)AS\‘)JJMGER-\}JhLY‘GA
(B 50 JSy

ROE _naii 8 Unill Lo siaif imy Iala 5, 0.1587 :4al : (S.E. of regression) sl Uas -
Ll 8 ROE il s2e (e daing g U e iy 3 saill aladialy
zasalll Of g s 0.0001 :Adlaia¥) 59,1003 Al : (F-statistic) duzadll il -
z3sall () siray ROE s 8 € (45 se bt Liacaall il jusial) o ol cdilian) AV 53 JSS
Sl e s diliaa) 5 )8 4]
sl 8 cnaadiind ) G priall aae 533 sl G ) sl G e s 3 sl piag DA b

( (HAUSMAN _lisl

) il Sl @l z3sadll A5yl ilS 1Y) L 48 yrag q.m;.d eda.u.u dus Hausman  lisl
. (Fixed Effects) <l il 45, yha, 3 i Jm ¥ ol 4aulie (Random Effects)

¥l zasad OB diilaa) AVL D) 9558 2sa g pae (Al A CulS 1Y) L Gy s e @l
) sa cull) )..3.1\_4\ qu.u B ERZANARGIR dj)sl\ CilS 1) g «3elaS ).\S\ O ‘é_a\}wd\

Aol 5 Alaliall (8 aoainy dus (HAUSMAN) Jboial 45 oy sall ) sall dpaal o L (g
23 paill ayy Aol sala 8 4eddion o) ot Cagmy ¢ AdbiRall cilud ) galas gy cild 5 )
Al ol ) 23 sa o) A sall ol il 23 gad C LAY Ay Cuay ¢ canliall

HAUSMAN) ) Ll s il § J gaa

Variable Fixed Effects (FE) | Random Effects (RE) Diff (FE - RE)

C 0.175498 0.205661 -0.030163
EXCHANGE 0.000370 0.000665 -0.000295
FINANCIAL 0.024679 0.017619 0.007060
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Variable Var(FE) Var(RE) Var(Diff)
C 0.160886% =~ 0.02588 0.220690% =~ 0.04871 0.02283
EXCHANGE | 0.001807%~= 0.00000327 0.002486% =~ 0.00000618 0.00000291
FINANCIAL | 0.008207% = 0.00006734 0.008241% = 0.00006791 0.00000057

Variable PFE. Coefficient | RE. Coefficient Var (Diff) Chi-sq | Prob.
C 0.175498 0.205661 0.02283 0.0399
EXCHANGE 0.000370 0.000665 0.00000291 0.0299
FINANCIAL 0.024679 0.017619 0.00000057 87.38

TOTAL 0.024679 87.45 0.000

Eviews gzl n : szl

s Al Ll 8 o8 ) Jgandl (e Jaad

woa FE) |, RE) <l Sl () sl SOl ol el e ) DA (g ol sl (e -
J};}AMSS 6\;».\:.'1

i IS (Var Diff)buis) -
- el g (35 8l cw 8 (S (Std. Error) Jdataladiils L LS ()Hausman
Var(Diff)=Var(FE)—Var(RE)

O oSl AL ey Lo, A el g ALl i piall La guad Tas i (Var(Diff of aadl -

( Hausman) Jdss alaaiuly(. (Prob ) - (Chi-Sq Asibas) luda) -

Hausman test equation

- (FE — RE)?
Xz = Z Var (Diff)

FE = Constant impact factor
RE = Random Effect Coefficient
Var (Diff) = Var (FE) -Var (RE)

oprie JS Al -

C: (-0.030163)*/0.02283 = 0.0399 .1
EXCHANGE: (-0.000295)/ 0.00000291 = 0.0299 .2
FINANCIAL: 0.007060*/ 0.00000057 = 87.38 .3

Chi-Sgasll 87.45 =~ 87.38 + 0.0299 +0.0399 =
(df) ol Sla -

Glymidlae - =3 3= df
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ROE . e S (o) 5l Led Al al 5ol
sl 55900  (f pea gy 4l Sy Laa | R2)) = 0.5928430M5 (e 3 saill Baga aSi -
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