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Abstract:

The aim of this study is to analyze the impact of exchange rate
volatility on financial soundness indicators and to examine the effect
of stress-testing methodology on evaluating the financial soundness of
commercial banks operating in the Egyptian market under exchange
rate volatility during the period (2017-2023). The study is based on a
sample of five commercial banks operating in the Egyptian market
(including public, private, and foreign banks), using data from annual
financial statements and reports issued by the Central Bank of Egypt.
Specialized and Islamic banks were excluded due to their specific
nature. The researcher employed stress tests to construct exchange rate
shock scenarios ranging between (20%—40%), in addition to applying
panel time-series regression, analysis of variance (ANOVA), and F-
tests to measure the significance of the relationship between exchange
rate fluctuations and financial soundness indicators.

The results revealed that exchange rate fluctuations have a
significant impact on financial soundness indicators, as they were
associated with an increase in non-performing loans (NPLs), erosion
of equity, and a decline in operational efficiency, while their impact
on return on assets (ROA) was limited. The study also demonstrated
that integrating stress testing into risk management frameworks
contributes to enhancing capital adequacy, improving banks’ ability to
absorb shocks, and maintaining financial stability.
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