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Abstract

This research aims to conduct an in-depth analysis of the decisive impact of interest rate
sensitivity on asset quality in Gulf Cooperation Council (GCC) banks, exploring this
relationship within a volatile economic environment characterized by rapid fluctuations
in interest rates. The fundamental research problem lies in understanding the mechanisms
through which interest rate fluctuations and banks' classification of their sensitivity to
these fluctuations affect the quality of their core asset portfolios, particularly loans and
investments, and the resulting potential challenges to banks' financial stability. To achieve
this objective, the research focuses on a population comprising 40 commercial banks
listed on major stock exchanges in GCC countries (Saudi Arabia, Kuwait, Qatar, and the
United Arab Emirates-Dubai). A purposive sample of 12 banks was selected, representing
30% of the population, with data analysis conducted over a full decade from 2013 to 2023.
The research reached a pivotal conclusion confirming that banks' sensitivity to interest
rate fluctuations is not merely an important factor, but rather a principal and statistically
significant determinant of their asset quality, where asset quality is directly affected by
the extent of the bank's exposure to these risks. Based on these fundamental findings, the
research recommends that banks in the region adopt more sophisticated and proactive
strategies for interest rate risk management that extend beyond traditional hedging to
include continuous restructuring of asset portfolios and enhancement of internal
assessment mechanisms for credit and investment quality, with the aim of maintaining
asset resilience and strength in facing market volatilities, thereby strengthening the
overall banking sector's robustness.

Keywords: Interest rate sensitivity, Asset quality, Non-performing loans, Asset-liability
sensitivity, Risk assessment.
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1. INTRODUCTION

The banking sector in Gulf Cooperation Council countries is experiencing
remarkable growth and increasing dynamism, making it a vital component
in supporting economic development in the region. With this growth, banks
are exposed to a diverse range of risks that require effective management to
maintain financial stability and enhance competitive capability. Among
these risks, interest rate sensitivity and asset quality emerge as principal
factors that significantly impact banks' performance and financial soundness.
Interest rate sensitivity arises from fluctuations in market interest rates,
which can affect banks' net interest income as well as the value of their assets
and liabilities. The importance of this sensitivity increases amid global and
regional economic changes, which may lead to increased uncertainty
regarding future interest rate trends. Therefore, banks need to develop
effective strategies for managing interest rate sensitivity, including the use
of derivative financial instruments and effective hedging.

Asset quality refers to the quality of assets held by banks, primarily loans
and investments. Asset quality is considered a crucial indicator of banks'
ability to generate profits and meet their obligations, as declining asset
quality can lead to increased non-performing loans and credit losses, thereby
negatively affecting banks' profitability and capitalization. Asset quality is
influenced by several factors including economic conditions, lending
policies, and risk management practices in banks.

In this context, this study addresses the challenges faced by banks in Gulf
Cooperation Council countries in managing these risks. The research

problem is to understand the nature of the relationship between interest rate
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sensitivity and asset quality. This is particularly relevant given the lack of
previous studies linking these specific variables in the GCC context.
Therefore, the objectives of this study are to:
. Establish a theoretical model illustrating the nature of the relationship
between interest rate sensitivity and asset quality.
« Empirically test this model using actual data from banks in the Gulf
region.
« Provide valuable insights and recommendations for practitioners and
policymakers to help maintain financial stability.
To achieve these objectives, the study relies on a purposeful sample of 12
commercial banks listed on stock exchanges in Saudi Arabia, Kuwait, Qatar,
and the United Arab Emirates, chosen from a population of 40 banks. This
sample represents 30% of the population for the period from 2014 to 2023.
The selection of this sample was based on the availability of data in their
annual reports and their significant influence on the regional financial and
economic landscape. The significance of this study lies in its contribution to
bridging the knowledge gap on this vital topic, making its findings a valuable
resource for academics and financial specialists.
2. FIRST AXIS: RESEARCH METHODOLOGY
2.1 RESEARCH MODEL
The study depends on a number of variables through which the study scheme
and directions of correlation and influence relationships between those
variables are determined. The study includes the following variables:
1. Independent Variable: Interest Rate Risk
2. Dependent Variable: Asset Quality
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Figure (1) - Research Model

Source: Prepared by the researchers

2.2 MAIN RESEARCH HYPOTHESES

The study adopts a number of hypotheses in light of which relationships

between its variables will be tested according to the model adopted by the

researchers, which were as follows:

B.

C.

FINANCIAL ANALYSIS HYPOTHESES:

First Hypothesis: (Difference in interest rate sensitivity levels in the
study sample banks)

Second Hypothesis: (Difference in asset quality levels in the study
sample banks)

STATISTICAL ANALYSIS HYPOTHESES:

Statistical hypotheses will be tested at a hypothetical significance level

(0.05), which were as follows:

A

https://doi.org/10.36325/ghjec.v22i1.20726

Correlation Hypotheses:
Main Hypothesis: (There exists a significant correlation relationship
with statistical significance between interest rate risks and asset quality

for the investigated banks)

. Impact Hypotheses:

Main Hypothesis: (There exists a direct impact with statistical

significance of interest rate sensitivity on asset quality)

)|
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2.3 RESEARCH LIMITATIONS
A. Temporal Boundaries: The temporal boundaries of the research
extended for the period between (2014-2023).
B. Spatial Boundaries: The spatial boundaries of the research are
represented by banks in several Gulf Cooperation Council countries.
C. Substantive Boundaries: Represented in interest rate risks and asset
quality.
2.4 ANALYSIS METHODS
Analysis methods for the current study varied between financial analysis and
statistical analysis, the tools of each were as follows:
1. FINANCIAL ANALYSIS METHODS:
A set of financial indicators was used to analyze the investigated banks' data
to test financial analysis hypotheses according to the following indicators:
A. Interest Rate Risk Variable:

« Interest-sensitive assets

« Interest-sensitive liabilities
Interest sensitivity rate can be measured as follows: Interest Sensitivity
Ratio = Interest-sensitive assets / Interest-sensitive liabilities

B. Asset Quality Variable for banks in the sample, which will be measured

using the equation in Table (1):
Table (1) - Asset Quality Measures for Banks

Asset Quality (ll Total Non-Performing Loans / Total Loans

2. STATISTICAL ANALYSIS METHODS:

Several statistical tests will be applied to obtain results related to testing

statistical analysis hypotheses according to the following:
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A. Using arithmetic mean to describe and compare financial analysis results
among study sample banks, as well as relying on these means data for
statistical analysis.

B. Applying simple and multiple correlation coefficients to identify
correlation relationships between study variables and their dimensions.

C. Applying simple and multiple regression coefficients to identify the
impact of independent variables and their dimensions on the dependent
variable.

3. SECOND AXIS: THEORETICAL FRAMEWORK

3.1 INTEREST RATE RISK

3.1.1 CONCEPT OF INTEREST RATE RISK:

The Basel Committee on Banking Supervision provides a widely accepted
definition of interest rate risk with three key dimensions: shock (potential
interest rate changes), exposure (bank's actual positions), and impact
(implications of rate changes on bank positions) (Barkley, 2019).

Interest rate risk occurs when asset and liability maturity periods are
mismatched, involving risks of rising borrowing costs or declining deposit
returns from interest rate movements and asset-liability mismatches
(Onyango & Kalunda, 2023).

Koch and MacDonald define interest rate risk for banks as potential losses
from unexpected interest rate changes that can significantly impact bank
profitability and equity market value (Hakansson & Aberg, 2012).

Interest rate risk is depositors' exposure to financial loss through rate
movements, divided into "general risk" from maturity transformation (taking

short-term deposits to finance long-term credit) and "specific risk™ from any
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future-dated transactions affecting the bank's position (Hakansson & Aberg,
2012).

While accepting interest rate risk is natural in banking, excessive or poorly
monitored levels threaten bank profits through volatilities in net interest
income and underlying asset values, requiring effective risk management to
maintain prudent levels (Gliz, 2020).

Interest rate risk is the potential impact on institutional earnings and net asset
values from rate changes, arising when repricing dates vary between
principal and interest cash flows, with risk amounts depending on the size
and direction of rate changes and mismatch position structure (Choudhry,
2018: 3).

Interest rate risk is the exposure of current or future earnings or capital to
rate changes, affecting earnings through interest-sensitive income and
expenses, and capital through net present value changes, with excessive
levels threatening liquidity, earnings, capital, and solvency (Federal Housing
Finance, 2013).

3.1.2 TYPES OF INTEREST RATE RISK:

Interest rate risk can come in a variety of forms including repricing risk, yield
curve risk, basis risk, and optionality, which can be clarified through the
following and in Figure (2): (Srivastava, 2020)

A. Repricing Risk: Banks face interest rate risk due to timing differences
between when their assets and liabilities mature or reprice at new rates.
These mismatches expose banks to income volatility and changes in
economic value when interest rates fluctuate unexpectedly.

B. Yield Curve Risk: This risk occurs when changes in the yield curve's

slope or shape negatively impact a bank's income or economic value. Even
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hedged positions can suffer losses if the yield curve shifts in ways other than
parallel movements.

C. Basis Risk: Basis risk stems from imperfect correlation between rate
adjustments on different financial instruments with similar repricing
timelines. When rates change, these correlation differences can cause
unexpected cash flow variations and spread changes between similar assets
and liabilities.

D. Optionality: Interest rate risk also comes from embedded options in
banking instruments that give holders rights to modify cash flows. These
include callable bonds, prepayable loans, and demand deposits, which create

asymmetric risks that can be significant if not properly managed.

Repricing

Yield Curve

Optionality Risk

Basis Risk

Figure (2) - Types of Interest Rate Risk
Source: Prepared by the researchers based on previous sources.

3.1.3 Interest Rate Risk Measurements:

Interest Rate Sensitivity Gap Management:
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Gap management is a widely used hedging strategy for interest rate risk,
requiring management to analyze maturity and repricing opportunities by
comparing interest-bearing assets with liabilities to determine how net
interest income varies with market rate movements, with gap size control
depending on management's risk tolerance and interest rate expectations
(Asuloos et al., 2019).

Interest rate gap serves as a standard measure of interest rate risk exposure,
consisting of two types: fixed interest rate gap (difference between fixed-rate
assets and liabilities) and variable interest rate gap (difference between
interest-sensitive assets and liabilities), calculated as: Interest-sensitive gap
= Interest-sensitive assets - Interest-sensitive liabilities, and Interest
Sensitivity Ratio = Interest-sensitive assets / Interest-sensitive liabilities
(Hossin & Rahman, 2020).

A negative gap occurs when interest-sensitive liabilities exceed assets, where
declining rates improve net interest margin as deposits reprice before assets,
while rising rates reduce profits. A positive gap occurs when interest-
sensitive assets exceed liabilities, where declining rates reduce net interest
margin as assets reprice before liabilities, while rising rates increase margins.
The gap concept is central to asset-liability management as the most
important measure for interest rate risk and the key model linking rate
changes to interest income, with derivatives providing direct methods to
modify portfolio interest rate exposure (Bessis, 2002).

3.2 Asset Quality

Asset quality holds special importance for bank profitability and financial
system stability, primarily relating to loan quality measured through non-
performing loans (NPLs) including overdue and follow-up loans. Poor asset
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quality can delay economic recovery by reducing profit margins and eroding
capital bases, ultimately affecting bank profitability and economic financial
stability, with large amounts of NPLs potentially leading to bank bankruptcy
and economic slowdown, as evidenced in the 2008 global crisis (Badunenko
etal., 2022).

Over twenty-five years, national and international institutions established
asset quality regulations, including the 1995 US Federal Reserve Board's
"Strength and Soundness Standards™ requiring periodic asset quality
reporting and supervision systems. The Basel Committee on Banking
Supervision dedicated seven of its twenty-five basic principles to bank asset
quality and loan risk management, with standards evolving from Basel |
(2000) through Basel 111 (2013) following financial market developments
and the 2007 global financial crisis (Kadioglu & Ocal, 2017).

Asset quality serves as a performance measure for bank assets, especially
loans, with main affecting factors including asset diversification degree, loan
size and duration, portfolio growth, collateral quality, directed/political
lending, and related party lending, while indicating asset risk levels and
financial strength within the bank (Zagherd & Barghi, 2017).

3.3The Relationship Between Asset Quality and Interest Rate Sensitivity
The relationship between asset quality and interest rate sensitivity is closely
linked in the context of bank soundness. Just as asset quality indicates the
risks a bank faces from its loans, the greatest danger for banks is losses from
delinquent loans, and poor asset quality is a primary cause of bank failure.
In this context, interest rate sensitivity plays a pivotal role, as changes in
interest rates can directly affect borrowers' ability to repay their debts,
especially loans with variable interest rates. This financial pressure leads to
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a rise in non-performing loans, which in turn reduces asset quality and
threatens the bank's profitability and soundness. Therefore, high-quality
assets lead to higher return margins and thus increased returns. The
relationship between interest rate sensitivity and asset quality is inverse; the
more sensitive a bank is to interest rate fluctuations, the higher the
probability of its assets deteriorating (Kosak et al., 2015).

THIRD AXIS: FIELD FRAMEWORK OF THE STUDY

This axis focuses on analyzing the financial aspects of the study variables,
with the objective of understanding and determining the trajectories of the
adopted financial indicators. The analysis is based on study data covering the
time period from 2013 to 2023, where this data was collected from the
financial statements and reports of banks and companies that constitute the
study sample. The results will be presented as follows:

4.1 FINANCIAL ANALYSIS OF INTEREST RATE SENSITIVITY VARIABLE
Previous studies have found numerous models through which interest rate
risks and their impact on various banks and financial institutions were
identified. In this regard, there are models built on measuring the gap
between interest rate-sensitive assets and liabilities (Gap Analysis), others
built on duration analysis, or models based on simulating different interest
rate scenarios (Value at Risk - VaR), which leads to diversity in the results
of these models in determining the extent of banks' exposure to interest rate
risks and their impact on financial performance.

Within the current study, the methodology that focuses on measuring interest
rate sensitivity as a model for evaluating the extent to which banks' asset
quality is affected by interest rate fluctuations was adopted. The concept of

interest rate sensitivity is considered one of the important measures that
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reflects the degree of responsiveness of bank performance and financial
position to changes in prevailing market interest rates. This approach aligns
with the model adopted in the current study to analyze the impact of this
sensitivity on asset quality.

Table (2) shows the percentages of the interest rate sensitivity variable,
where a ratio higher than 1 indicates that the bank holds more interest rate-
sensitive assets than sensitive liabilities, meaning it will benefit from rising
interest rates. A ratio less than 1 indicates that the bank holds more interest
rate-sensitive liabilities than its sensitive assets, meaning it will benefit from
declining interest rates.

The overall average interest rate sensitivity for all banks during the
mentioned time period is 1.152, indicating that banks generally have more
interest rate-sensitive assets than their sensitive liabilities. Banks such as
ANB, BSF, and Aljazeera achieved ratios of 1.598, 1.521, and 1.558
respectively, which are sensitivity ratios higher than the general average,
indicating that these banks expect future interest rate increases and will
benefit from this rise, achieving greater profits.

Banks such as CBQ and QNB achieved ratios of 0.978 and 1.158
respectively, which are sensitivity ratios close to the general average. Banks
such as Mashreq and CBD achieved ratios of 0.779 and 0.955, which are
sensitivity ratios lower than the general average, indicating that these banks
expect future interest rate declines and will benefit from this decrease,
achieving profits.

The table data also shows fluctuations in banks' interest rate sensitivity ratios
over the years, indicating that banks adjust their strategies according to
market changes. Based on the results of financial analysis of interest rate
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sensitivity for banks in the sample, the validity of the first main hypothesis
is confirmed, which states: "Different levels of interest rate sensitivity exist

in the study sample banks."

Table (2) Interest Rate Sensitivity Variable for Years 2013-2023 (Percentage

Ratio)
Mea
Years n for
2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 Bank
anks

S

1.02 | 1.05| 112 | 1.08 | 1.05 | 1.07 | 1.03 | 1.02 | 1.07 | 1.04 | 1.01
NBK 1 8 4 0 2 7 9 3 9 1 5 1055

112 | 125 | 122 | 1.04 | 1.04 | 0.97 | 096 | 0.89 | 0.86 | 0.91 | 1.11
ABK 4 0 1 5 6 2 9 4 6 4 1 1037

Surqan | 05 | 093 [ 103 | 114 [ 106 | 113 | 107 | 106 | 102 | 107 | 084 |
g 2 2 5 4 1 1 3 2 8 5 9 | ™
Mashre | 0.81 | 0.82 | 082 | 0.76 | 0.77 | 0.77 | 0.80 | 0.75 | 0.76 | 0.76 | 0.70
q 8 5 1| a4 | o 7 7 o | 2 5 6
097 | 1.00 | 0.96 | 0.95 | 0.97 | 0.95 | 0.95 | 0.93 | 0.92 | 0.92 | 0.94
=0 9 | o | 4 | 9 6 | 8 | o 6 | 4 | o | 4 |09
| 105|108 101|095 | 096 | 095 | 099|102 092|082 |076 | .o

5 9 0o | 3 9 6 | 8 8 5 | 8 1|
105 | 117 | 1.09 | 1.09 | 115 | 117 | 115 | 1.27 | 1.19 | 1.17 | 1.19
CBQ | 4 6 8 7 2 | 4 | 4 | 6 6 9 5 | 1199
092 | 093 | 098 | 1.02 | 0.99 | 0.99 | 0.99 | 0.97 | 0.97 | 0.95 | 0.99
QNB 6 8 3 7 8 | 3 2 9 2 9 5 | 0978
139 | 1.38 | 1.60 | 1.62 | 147 | 1.65 | 1.62 | 1.38 | 1.50 | 1.76 | 1.72
ANB 2 3 9 9 11 8| 4| ol 7 1 4 | 158
128 | 1.08 | 1.31 | 1.39 | 1.41 | 1.66 | 1.71 | 1.50 | 1.54 | 1.63 | 2.18
b 6 9 0o | 5 3 0| 4| s 2 | 4 7 | 152
Aljazeer | 1.69 | 1.50 | 1.61 | 1.50 | 152 | 1.46 | 153 | 1.36 | 151 | 1.71 | 2.15
a 5 3 1 3 4 6 1 7 1 8 1
079 | 1.20 | 1.29 | 132 | 1.21 | 1.21 | 1.08 | 1.11 | 1.07 | 1.26 | 151
SABB | 5 | 4 | 6 4 | 3| 4| 5 | 2 6 7 | B9t
Mean for | 1.08 | 1.11 | 117 | 1.16 | 113 | 117 | 1.16 | 111 | 1.11 | 1.17 | 1.27
Years | 3 7 3 0 7 | o 1 o | 5 | 2 1

Total Mean 1.152
Source: Sample banks data for years 2013-2023

0.779

1.598

Figure (2) shows that banks' interest rate sensitivity changes noticeably

during the specified time period, where some banks show significant
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fluctuations in interest rate sensitivity, while other banks show lesser

fluctuations. The figure shows that banks' interest rate sensitivity is not

2023 -2013 5aall 2l jlac dacdea iais

T8 Jad
2

ABK Alj ANMNB ESF Bur CBD CcBQ Eme Mas MNBK QMNBE SAB
i jlaall

constant but changes over time, and the degree of fluctuations differs
between banks, indicating differences in their strategies for managing
interest rate risks.

Figure (2) interest rate sensitivity Curve

4.2 Financial Analysis of Asset Quality

Table (3) illustrates the quality of assets owned by banks, such as loans and
investments, where an increase in the indicator suggests a decrease in asset
quality, meaning the bank faces higher risks in debt collection or investment
recovery. A decrease in the indicator suggests an increase in asset quality,
meaning the bank possesses high-quality assets with low risks.

The averages for NBK (0.006), Emerits (0.004), QNB (0.003), and ANB
(0.000) were much lower than the general average of (0.043), indicating that
these banks enjoy very high asset quality compared to other banks, meaning

their asset risks are low.
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ABK achieved an average of (0.330), which is much higher than the general
average, indicating that ABK faces significant problems in its asset quality,
meaning its asset risks are very high.

Banks Mashreq, CBD, BSF, ALJAZEERA, and SABB achieved averages of
(0.031), (0.022), (0.020), (0.015), and (0.019) respectively, which are
averages lower than the general average but close to it, indicating acceptable
asset quality but the bank may need to monitor its asset quality.

Based on the results of the financial analysis of asset quality for the banks in
the sample, the validity of the second financial analysis hypothesis is
confirmed, which states: "Different levels of asset quality exist in the study

sample banks."
Table (3) Asset Quality for Years 2013-2023 (Ratio Index)

Mea
YEArS | 5013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | MO
nks Bank

NBK 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.01 | 0.00 | 0.00 | 0.00 0.006

ABK 040 | 0.36 | 0.30 | 0.37 | 0.33 | 0.36 | 0.28 | 0.32 | 0.32 | 0.28 | 0.26 0.330

Burgan 0.01 | 0.00 | 0.00 | 0.00 | 0.01 | 0.01 | 0.00 | 0.00 | 0.03 | 0.00 | 0.00 0.011
Mashre | 0.05 | 0.03 | 0.01 | 0.01 | 0.00 | 0.02 | 0.05 | 0.09 | 0.00 | 0.01 | 0.01
q 5 5 8 6 6 6 6 4 0 9 5
CBD 0.06 | 0.05 | 0.02 | 0.01 | 0.00 | 0.02 | 0.00 | 0.02 | 0.00 | 0.01 | 0.01 0.022

Emerits 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.01 0.004

CBQ 0.03 | 0.03 | 0.04 | 0.05 | 0.05 | 0.05 | 0.05 | 0.04 | 0.04 | 0.05 | 0.06 0.050

ONB 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.01 0.003

0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00 | 0.00

0.031

ANB 0.000

BSE 001 | 001 | 0.00 | 0.01 | 0.02 | 0.03 | 0.02 | 0.02 | 0.02 | 0.02 | 0.01 0.020
Aljazeer | 0.01 | 0.00 | 0.00 | 0.01 | 0.01 | 0.01 | 0.01 | 0.02 | 0.02 | 0.01 | 0.01
a 3 9 8 1 3 6 4 3 2 8 7

SABB 001001001 |001|001]|003]|002]|002]|002]|002]|001 0.019

0.015
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'Vf'g";‘” 0.05 | 0.04 | 0.03 | 0.04 | 0.04 | 0.04 | 0.04 | 0.04 | 0.04 | 0.03 | 0.03
2 6 6 3 1 8 0 9 1 7 6
Years
Total Mean 0.043

Source: Sample banks data for years 2013-2023
Figure (3) shows the asset quality curve for the mentioned banks during the
period from 2013 to 2023, indicating that ABK shows very sharp

fluctuations, suggesting significant changes in its asset quality over the years,

2023-2013 52all Silaga gall Taga Iaia

i

ABK Alj ANB BSF Bur CBD CcBQ Eme Mas MBK QrB SAB
< slaall

while other banks show relatively slight fluctuations, indicating greater
stability in their asset quality.
Figure (3) Asset quality curve

5. ECONOMETRIC ANALYSIS

5.1 STATIONARITY TESTING USING UNIT RooT TEST (UNIT ROOT
METHODOLOGY)

This methodology is based on determining what is known as the unit root or
stationarity and is considered one of the most important econometric analysis
methods aimed at identifying the extent of stability of research data before
testing the econometric model. Data are stationary or stable (i.e., do not
contain a unit root) when their levels change over time while their mean
remains constant during the specified time period. Conversely, data are non-

stationary if their mean changes over the time period, which may lead to
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spurious, inflated, and inaccurate estimates in impact tests, negatively
affecting the results of statistical hypothesis tests.

It is worth noting that data stationarity may be achieved at the level or in first
or second order differences. Additionally, stationarity may be achieved with
the presence of an intercept only, or with the presence of a trend and
intercept, or without trend and intercept (none). Furthermore, knowledge of
data stationarity contributes to correcting short-term imbalances in the data,
which helps in interpreting non-linear cointegration relationships that
traditional linear tests may not be able to interpret.

The current research adopted the implementation of unit root tests in the E-
views v.12 program through the application of the Augmented Dickey-Fuller
criterion for the research variables as follows:

e FIRST: INTEREST RATE SENSITIVITY DATA SERIES FOR BANKS
From the unit root test results for this series (interest rate sensitivity data
series) in Table (17), it can be concluded that it showed stability at the level
with the inclusion of an intercept only, meaning it is stationary and does not
contain a unit root at first-order integration 1(0). Accordingly, there is no
need to apply differences to make the series stationary.

This conclusion was based on the estimated value of the Augmented Dickey-
Fuller (ADF) test statistic, which reached (-3.779962), and its estimated
value was greater than the critical values determined at significance levels of
(1%), (5%), and (10%), which were (-3.480818), (-2.883579), and (-
2.578601) respectively. Moreover, the probability value (p-value) associated
with the test at this level (0.0040) was less than the assumed significance
level for the study (0.05).
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Additionally, the stability of the series can be inferred by comparing the
estimated value of the ADF statistic with the estimated values of the critical
values to facilitate the comparison and conclusion process. As a result of
these findings, it is confirmed that the interest rate sensitivity series is
characterized by short-term stability due to not containing a unit root.
Therefore, the null hypothesis (Ho) for the unit root test is rejected and the
alternative hypothesis (H:) is accepted, which indicates that the interest rate
sensitivity data series is stationary at the level with the presence of an

intercept and free from unit root.

Table (4) Unit Root Test for Interest Rate Sensitivity Using the Augmented
Dickey-Fuller Method

Aélit)I:_Tt_est Critical VaIuLez\?;ISignificance Series -
Variable Est?rrliattlg i Stationary Prtil aalulelty
Value %0l %35 %10 at
Interest
Segzati?/ity 3779962 | -3.480818 | , o270 | 5 57601 | inerompt | 00040
eries

Source: From E-Views V.12 program results

e SECOND: ASSET QUALITY DATA SERIES

From the unit root test results for this series (asset quality data series) in
Table (20), it can be concluded that it showed stability at the level with the
inclusion of an intercept only, meaning it is stationary and does not contain
a unit root at first-order integration 1(0). Accordingly, there is no need to
apply differences to make the series stationary.

This conclusion was based on the estimated value of the Augmented Dickey-
Fuller (ADF) test statistic, which reached (-3.567866), and its estimated

value was greater than the critical values determined at significance levels of
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(1%), (5%), and (10%), which were (-3.486064), (-2.885863), and (-
2.579818) respectively. Moreover, the probability value (p-value) associated
with the test at this level (0.0076) was less than the assumed significance
level for the study (0.05).

As a result of these findings, it is confirmed that the asset quality series is
characterized by short-term stability due to not containing a unit root.
Therefore, the null hypothesis (Ho) for the unit root test is rejected and the
alternative hypothesis (H:) is accepted, which indicates that the asset quality
data series is stationary at the level with the presence of an intercept and free

from unit root.
Table (5) Unit Root Test for Asset Quality Using the Augmented Dickey-Fuller

Method
ADF Test | Critical Values at Significance Series
. Statistic Level . Probability
Variable . Stationary
Estimated o1 o o at Value
Value Yo %5 %10
Asset i ) i Level and
Quallty | -35678%6 | 5 ag6064 | 2.885863 | 2579818 | IMtercept | 0.0076

Source: From E-Views V.12 program results

5.2 Normal Distribution Test

The normal distribution test aims to determine the distribution shape of
research data, which is one of the basic conditions for regression analysis
according to the econometric model, where data must follow normal
distribution. The multiple tests used for this purpose include the skewness
test, the kurtosis test, and the Jarque-Bera test which combines the two
previous tests, in addition to other tests. This test was applied to the research
variables data, and the following are the results of normal distribution

analysis for time series of independent and dependent variable indicators:
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e Interest Rate Risk Sensitivity Data Series

From the normal distribution parameter results in Figure (24) and its
accompanying table, it is clear that the estimated value of the significance
level (Probability) for the Jarque-Bera test for this series data reached
(0.624600). Comparing it with the default significance level (0.05), we find
it is greater, and therefore the data of this series takes the shape of normal
distribution.

To confirm this conclusion, we can refer to the estimated Jarque-Bera value
which reached (0.941287), which is less than the critical chi-square value of
(3.841) with one degree of freedom at a 95% confidence level. To reinforce
these results, we find that the estimated skewness value reached (-0.033330),
which is close to zero and falls within the acceptable range for normal
distribution (usually considered between = 1). Similarly, the estimated
kurtosis value reached (2.591711), which is less than the critical value (£3).

Therefore, the interest rate sensitivity data series met the normal distribution

criterion.
24
Series: LNY2
— Sample 1132
20 1 Observations 132
16 4 ] Mean 0.050361
— Median 0.050310
1 [ Maximum 0.253826
12 A Minimum -0.175658
Std. Dev. 0.079752
Skewness 0.146091
81 Kurtosis 2.093440
44 Jarque-Bera  0.517555
Probability 0.771995
o 1 B F - -
02 0.1 0.0 0.1 0.2

Figure (4) Normal Distribution of Interest Rate Risk Sensitivity Data

e Asset Quality Data Series
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From the normal distribution parameter results in Figure (28) and its
accompanying table, it is clear that the estimated value of the significance
level (Probability) for the Jarque-Bera test for this series data reached
(0.771995). Comparing it with the default significance level (0.05), we find
it is greater, indicating that the data of this series follows normal distribution.
To reinforce this conclusion, we can look at the estimated Jarque-Bera value
which reached (0.517555), which is less than the critical value for chi-square
distribution with one degree of freedom at a 95% confidence level of (3.841).
To reinforce these results, we note that the estimated skewness coefficient
value reached (0.146091), which is close to zero and falls within the
recognized range for normal distribution (usually between £ 1). Similarly,
the estimated kurtosis coefficient value reached (2.093440), which is less
than the critical value (£3). Therefore, it can be said that the asset quality

data series meets the conditions for normal distribution.

16
i Series: LNX
14 Sample 1132
Observations 132
12 4 —
Mean 1.110869
10 A Median 1.089337
R — Maximum 1.826293
8 — Minimum 0.399776
Std. Dev. 0.288487
6 1 Skewness -0.033330
= Kurtosis 2.591711
4
. Jarque-Bera  0.941287
24 Probability 0.624600
0 r! L R L T L B !_!
0.4 0.6 0.8 1.0 1.2 14 16 1.8

Figure (5) Normal Distribution of Asset Quality Data

6. Statistical Analysis

6.1 Correlation Analysis

https://doi.org/10.36325/ghjec.v22i1.20726 ]

{ 155 )


https://doi.org/10.36325/ghjec.v22i1.20726.
https://doi.org/10.36325/ghjec.v22i1.20726.

DOI:

Al-Ghary Journal of Economic and Administrative Sciences Vol. 22 (No.1) 2026 PP. 156-160

)1y dualuakil] pdadl g i) e
2026 (1) aas (22) adant

The main correlation hypothesis states: "There is a statistically significant
correlation between interest rate sensitivity and asset quality of the studied
banks." From observing the correlation results between interest rate
sensitivity and asset quality shown in Table (4), we find the following:

Relationship between Interest Rate Sensitivity and Asset Quality: The
correlation results between the interest rate sensitivity variable and the asset
quality variable showed a significant negative correlation between them,
based on the correlation coefficient value of (-0.708), which is statistically
significant at the 1% level indicated by (**). Therefore, we conclude the
existence of an inverse and statistically significant relationship between
interest rate sensitivity and asset quality, meaning that as interest rate
sensitivity levels increase, asset quality levels decrease in banks, and vice
versa. Thus, the correlation hypothesis is accepted, indicating "the existence
of a statistically significant correlation between interest rate sensitivity and

asset quality of banks in the sample.”

Table (6) Correlation Results between Interest Rate Sensitivity and Asset Quality
Variables Asset Quality

Interest Rate Sensitivity -0.708 "

** Significant at 1% level, * Significant at 5% level

Source: SPSS V.27 program results

6.2 IMPACT ANALYSIS

Direct Impact of Interest Rate Sensitivity on Asset Quality: The main
impact hypothesis states: "There is a statistically significant direct impact of
interest rate sensitivity on asset quality.” The results in Table (5) regarding
the direct impact of interest rate sensitivity on asset quality indicate the

following:
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Impact on Asset Quality: The estimated t-value of (3.404) indicates a
statistically significant direct impact of interest rate sensitivity on asset
quality, as this value was greater than its critical value of (1.657) with
degrees of freedom (130). The significance of the impact is confirmed by the
P-value of (0.007), which is less than the assumed study level (0.05). The
explanatory value of the coefficient of determination (R?) of (0.501) shows
that the interest rate sensitivity variable explains 50.1% of the variation
occurring in asset quality. Based on these results, the impact hypothesis is
accepted, indicating "the existence of a significant impact of interest rate

sensitivity on asset quality."
Table (7) Direct Impact of Interest Rate Sensitivity on Asset Quality

Independent Variable (Interest Rate Sensitivity)

Model t T I_Esti_rr_lated
Bo Bi1 R? Estimated Tab*ular Slgnég)cance
Asset Quality | 0.211 | 0.708 - | 0.501 3.404 - 1.657 0.007
*Tabulated T value with P<0.05 N = 132

degrees of freedom (130)
Source: SPSS V.27 program results

7. CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS:

1. Financial analysis results showed variance in interest rate sensitivity levels
among banks included in the study. This indicates that banks adopt
different strategies for managing interest rate risks, where some are more

sensitive to interest rate changes than others.

2. Financial analysis data shows fluctuations in banks' interest rate

sensitivity ratios over the years, reflecting the impact of interest rate

fluctuations on banks' strategies and financial decisions.
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Financial analysis of asset quality revealed significant differences among
banks in their asset quality. Some banks enjoy high asset quality,
indicating low risks, while other banks face challenges in their asset
quality, reflecting higher risks.

Correlation analysis showed a significant negative correlation between
interest rate sensitivity and asset quality. This means that as interest rate
sensitivity levels in banks increase, their asset quality levels decrease, and
vice versa.

Impact analysis showed a statistically significant direct impact of interest
rate sensitivity on asset quality, meaning that the interest rate sensitivity
variable explains a certain percentage of the variation occurring in asset
quality.

Research results indicate an inverse relationship between interest rate risks
and asset quality, meaning that increased bank exposure to interest rate
risks may lead to deterioration in their asset quality, and vice versa. This

result highlights the importance of integrated risk management in banks.

RECOMMENDATIONS:

1.

https://doi.org/10.36325/ghjec.v22i1.20726

Develop advanced, comprehensive measurement models capable of
simulating various interest rate scenarios and estimating their financial
impact, while integrating hedging instruments like financial derivatives to

reduce interest rate exposure.

. Apply strict credit standards in loan processes, including accurate

borrower creditworthiness assessment and ensuring adequate collateral
sufficiency.

Adopt comprehensive risk management that considers interactions
between interest rate risks, asset quality, and other risks, while developing
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integrated strategies combining both interest rate and asset quality

management tools.

. Enhance regulatory bodies' oversight of banks' interest rate risk and asset

quality management, ensure compliance with regulatory standards, and
develop clearer regulatory standards addressing the relationship between

interest rate risks and asset quality.
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