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Abstract

This study aimed to measure the impact of government spending on the profitability of Libyan
banks during the period from 2017 to 2024, introducing bank type as a moderating variable to
compare Islamic banks with conventional banks offering Islamic windows. To achieve this
objective, a descriptive-analytical quantitative approach was employed, utilizing panel data from
six Libyan banks. This data was analyzed using R (4.5.1) software through a multiple linear
regression model, along with an interaction test between government spending and bank type. The
results demonstrated a statistically significant moderating role for bank type, indicating that the
banking model alters the nature of the relationship between government spending and profitability.
Furthermore, the study revealed that government spending exerts a statistically significant positive
impact on the return on equity (ROE) of conventional banks, reflecting their ability to capitalize
on overall economic activity. Conversely, the impact becomes negative on the return on assets
(ROA) of private Islamic banks due to the constraints of the Islamic finance model and the limited
flexibility in utilizing public spending. The findings confirm a structural disparity in operational
efficiency between the two banking groups, with conventional banks demonstrating superiority in
asset and liability management and adapting to macroeconomic fluctuations. Accordingly, the
study recommends enhancing the diversification of Islamic banking business models by
developing productive, Sharia-compliant financing instruments, improving the efficiency of
directing government spending towards productive sectors, and adopting more flexible regulatory
and legislative policies by the Central Bank of Libya to support the ability of Islamic banks to
adapt to financial cycles and enhance their profitability and long-term sustainability.

Keywords: Government spending, Islamic banks, profitability, conventional banks
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NA | 2017 2018 | 2019 2020 | 2021 | 2022 | 2023| 2024
GEXP | %28.6 | %13.5| %16.2| %3.3 | %70.6 | %42.7 %0 | %82.6
BT 1 1 1 1 1 1 1 1
ROA | 0.82% | 3.2% | 2.17%|3.83% | 2.3%| 25% | 2.9%| 2.9%
ROE | 6.3% | 20.9% | 13.43% | 20.8% | 16.9% | 17.4% | 35.2% | 21.6%
Pl LYYy 2l 3 513l Wy i L) slael : el

(3 Jsdr) ) DY) Cpaal) QW L) 2

NA | 2017 2018| 2019| 2020| 2021 | 2022| 2023| 2024
GEXP | %28.6 | %13.5| %16.2| %3.3 | %70.6 | %42.7 %0 | 82.6%
BT 1 1 1 1 1 1 1 1
ROA | 0.24% | 1.34% | 1.17% | 0.28% | 0.84% | 0.81% | 0.36% | 0.36%
ROE | 0.36% | 10.8% | 13.6% | 6.7% | 19.6% | 8.73% | 4.36% | 4.35%
ALt BLaYly el AW (SIsal) Liby ot L) slted 1 jall

(43 Jotr) Ol Gpal W ol 3

- 2017 2018 | 2019 | 2020 | 2021| 2022| 2023 | 2024
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%28.6 | %13.5| %16.2| %3.3| %70.6 | %42.7 %0 | %82.6
1 1 1 1 1 1 1 1

1.8% | 3.8%]0.77% | 1.02% | 0.82% | 1.17% | 1.8% | 1.35%

6.5% | 16.6% [4.13% | 9.87% | 11.1% | 16% | 31.5% | 22.4%

Al LYy 3 anld 3N (152l Wby oLl slats) : jall

Al Wled By sl O )lall 1Lk

(5 o3y o) gl Gpan 22 0lg B U el 1

NA | 2017 2018 | 2019| 2020| 2021| 2022| 2023 | 2024
GEX | %28.6| 13.5| %16.2| %3.3| %70.6 | %42.7 %0| 82.6
p % %

BT 0 0 0 0 0 0 0 0
ROA | 0.002| 0.006| 0.005| 0.002] 0.003| 0.005| 0.002| .0021

3 1 6 4 1
ROE| 66%| 425| 48%| 1.67| 35%| 48%| 1.67%|1.67%
% %
Al LYy 3 anld AU (12l Wby Ll slats) : jall
(6 45 Jgix) duysad! 322
NA| 2017| 2018| 2019 | 2020 | 2021| 2022| 2023| 2024
GEX | %28.6 | %13.5| %16.2| %3.3| %70.6 | %42.7 %0 | %82.6
p

BT 0 0 0 0 0 0 0 0
ROA [ 192% | 171% | 17% | 10.9% | 12.8% | 7.8%| 7.8% | 7.8%
ROE | 51.1% | 57.7% | 48.7% | 80.7% | 49.7% | 33.7% | 33.7% | 33.7%
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NA | 2017| 2018 | 2019| 2020| 2021 | 2022| 2023 | 2024
GEXP | %28.6 | %13.5| %16.2| %3.3| %70.6 | %42.7 %0 | %82.6
BT 0 0 0 0 0 0 0 0
ROA | 1.8%| 3.8%|0.77% | 1.02% | 0.82% | 1.17% | 1.8% | 1.35%
ROE | 65% | 16.6% |4.13% | 9.87% | 11.1% | 16% | 31.5% | 22.4%

ALl BLEVly 3 aald I 12 Uiy cpt L 3l ol

S Il Lt
(Descriptive Analysis) ctlll dogl joldt .1

Slas (0) oo 855 dia) iosll Yol sl] & il k) (3l 350lly Bl VLA e 3L
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Lo Ayl Bl sy fasd RS jlas (3) B Aol A L ([ ) O 05
dal (2024 1) 2017) (e saeld agadl dledldl anhall clag Wy [aeadly )lontl) gl iy pead]
SLYY) Jamd) jadd elgwr (mdpedl 1da (3 S olpadl a0 U] Ggie 3,L3Y) jaEy 5aalin (48)
Sleda (90) mste oS Lme Lol ¢ 6« ROE), (ROA and) wipsdl f GEXP) .S
lse Wl e Ul oICse ooty (Unit Homogeneity) asta~y1 olusgl 14
Josd (Dummy Variable) 2y jas™ (BT) el g5" Gupmi oo ¢ (Scaling issues) .3
et (2) 3y Jsad) mog (Bledi lda @y LY Vuz¥) 23501 3 (Moderator) Just piees”
Looalll ol OB ¢ i) jslad) g il 201 23LagV) ae ) 3y WS gy colpadl o db AglaxYl
SUN aly WSS 5a b ez of il B35 o Wi Y bl aad )lall SBLEYI W8 8
(Variation) :,ls sy 0f e (Alshammari, 2020) oasTle xe 3ot Lo 59 (2jlall o 1S
Gkads Oy b o Babadll wlasgll aad) QW i ds) e m3sedl 8,05 e jim BU bl 3 aie
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Traditional

29 4 322 563| 20.3|0.787| 2.38 24
(BT=0
Islamic

29 4 322 973 924| 122 1.11 24
(BT-1

R45 1z, ol e slazsVU gt U slas] o 1l

ssos 2024 1) 2017 0 saxeli 35 I (GEXP) oS Bl IS il S sl
9032.2 (g iy S Loz O Bodwogl) ilad) 1ol o (i) gl 2k td) b 3 B
al) lall BLAVI Al 3 cosle sty sl B 5 e piddl Mn OF (I3 a a1 L wie (S5ime 58
O el pladll O ash sl oY ol e aed ely s gl o Tty Loy S 0 (294
o « (Macro Variable)s Tu WGEXP  of . tive 2l 4slas) wlaw b 3 Len
Adl e il s b 2 ] Rl 2 0 sl CAa) Ly (i) e 89,0l a0l axed
2SI Sledal) 0dd B2 ) Bzl o pi JAad ST Jemy Sl £ 5 OIS L ady (Sl 22 e

(ROE 9 ROA) L2 (Sstuns 9 Jgdr

1.11 2.38| ROA L.y
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1.22 0.787

9.73 5.63

(A @bl pladll 3 LS8 s ISKa S sgmg (mesedtl A Y S Jaud) gl
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Analysis of Return on Equity Volatility Analysis of Return on Assets Volatility
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Ul s 1 yald
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(a4)ly GEXP) o,al bVl wits 110 Jour

(s G LL3))) 0.0604- | (Glsls ani b)) 0.0269+ | ROA .vs GEXP

(s ne BL3)l) 0.0207- | (gl4ly cane bi3)l) 0.0797+ | ROE .vs GEXP
RAS5 T mily ol e slaxeVU oyt U slas] e sl

140y (GEXP) oS Gyl o 89 o) (3 Lals B iogl Lol 5 Jsudt ol

LUy jleb] ) ki) ) F L LogelS (3 T and 801 38 OF e 081 o omiesasd) o

Bl ol e At ) @ aadb 53 Leelas 8 LY a3k OF ) x2GEXP o Gamr 14

Ta5e dad oY) (3 VeI s L Cadb olid) gLy 5 BY) 3505 Of ] i liws Lk Woly))

32y Ay S Y e B 3 Vit Tyl Sl g5 O AN 2zl oy Lo LT Loy
AW Al A U 1Bl (S oS g o)l rew Lo

b)) Z3g0l) dmaseidl Slylas Vg dongdl Aot i) (2
U ould L;"“tt“""“ Skl ofslos gLl & Bt po S8 gABy Oy C’:}é by Ol
(Panel Unit Root Test Analysis) Jill susgt jdor Oljlast Jhf 1.2

(Panel Unit Root Test Analysis) Ll sasg! jdx ollas) 111 Jgur

Im-Pesaran-Shin s
ROA -8.6089 0.0000022
(IPS) (10))

Levin-Lin-Chu s
-6.2976 | 0.000001511
(LLC) (I0))
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Im-Pesaran-Shin s
ROE 239152 0.000045
(IPS) 1(0))
Levin-Lin-Chu i
v _5.4071 | 0.000000032| 7
(LLC) 1(0))
Im-Pesaran-Shin s
GEXP 23.9561|  0.000038 o
(IPS) (10))
Levin-Lin-Ch :
ey A 50363 0.0000023|
(LLC) 1(0))

R45 1z, ol Je slazsVU g Ul sl o 1l

o B Bl ol VIS8 ) ek P 0T s (6) dpidl & Bl i) il
Lie Bt Slpadll o OF aSh s, samy Jdor gl Bydal) 2o ) Jabs W (0.05 AV s
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(Breusch-Pagan & F-test) aJ,¥1 aotil wlylest 2.2

(eed) bl s JoW) aboliad) Cplil bl el a3 pilanl ¢ Jled) Z3gadl e Azl 13
Zised) o Aloliad) (Olrb=pgp) Jlas) a3y il Sl 2308y el 2300l Cp Aloolial
redoUl 0dd Slam Y1 Ll QW) Jodd) (3 il oy Al SVl 230k aand
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. PRM 0] Orbe s
g 0.0000|  18.65 R e
Syl L) (REM) glseal (LM)

R45. 1wy oz e slazeVU ool slas] o 1 jald
Bygiall (Syion oo BT sl alanm W @) OY Tl ) Las VI IST (3 pkall B ) b oDl sl el
JUY 39,05 Ayl ods bl (Pooled OLS) el Jus) 368 20s3e pie s e (0.05)
el ST Lol ot a8lszally 2ol Ol 2358 o Aloliall

(Hausman Test) oljsls jLas) 3.2

G il Il 235ds Il 2308 ALolial) Aelh) Aol Sokd) Olajgla L) Al
o) ol el Ll olaally adleiall s Y1 g bl seay jamb ] Les V) sy
bl mogs 38 LS @kl @elr (ROE 3 ROA) 2ahull 23500 Slaxy)

1l doliall Objgls jlasl wls 113 Jgur

Lleiall BY) N 5Ll
Sl 0.9998 2 1 0.0000000000000208 el e
RE (ROA)
Lleza)l Y 53 A
el 0.9999 21 0.0000000000000091 B
RE (ROE) 2w

R4.5. 10, oz e slazeVU oo Ul shs] o 2 jald
ol el Eom (e 3sedl ST ) Bz s ) Olgsle et e gl Slas ) AN et
& 2SI g Y s (705) dasall dygiall (sgian 1S5 jolnss o 29 (0.9999 5 0.9998) adlex-)
T35 Jat L gl il Olad 2 S G (s Lol 29 puts a5 BlensY) el
oda dllas i 5:US” S Yly i) 350t 8 (Random Effects Model) aslpzadl 63
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glhdll Sluly me ol @ (Alshammari, 2020) sbs ) el amsd) mo G Lo g2y il
3l

(Diagnostic Checks & Final 35l Jlgdl puddly deasesdl olylasd) 2.4
Estimation)
Jobas df o5 6 gy (Multicollinearity) abdi saed) s o 8,08l Z3ladl adlw o Gamalls
i)l mom Of el @bl L(VIF) ol weias bole jlas) sh) @ ¢ Jelid) Olpaze s dis il
eV A e S BT ag elid) pad (3.25) el 2l cdl o (liey Aabsue oclr
Bl bl 885y By peenisl) Dlpaal) 200 0SE L2 (10) Libam) & zsendd

(Robust RE) aiad sl Y1 pliscal adlpiall 6 2356 i a5ledl mited) 214 Jgasr

*0.000 19.825 *#0.000 2.356 | (Intercept) <.
\ 5L Y
**0.008 0.015 0.480 0.0007 s -
(GEXP)
. 0.080 10.360- 0.150 1.166- BT) b ¢
Jelis

0.443 0.022- . 0.088 0.003-
(GEXP:BT)
Wald ) Wiy L
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(Final Empirical Equations) asgd) a..Lal 3l 2.5
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: (ROA)JsoN s el 735 Nof
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    R O A  i t = 2 . 357 + 0 . 0007  ( G E X P ) − 1 . 167  ( B T ) − 0 . 003 ( G E X P × B T )


    R O E  i t = 19 . 825 + 0 . 015  ( G E X P ) − 10 . 361  ( B T ) − 0 . 022 ( G E X P × B T )

