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Abstract

This study aims to analyze the impact of the accounting measurement of credit
asset quality on financial performance in the Libyan banking sector over the
period 2008-2024, in light of the economic and institutional challenges faced by
the sector. The study is based on annual time-series data derived from the
official reports of the Central Bank of Libya. Credit asset quality is measured
using two indicators: the ratio of loan loss provisions to total loans (LLP/TL)
and the ratio of loan loss provisions to non-performing loans (LLP/NPL).
Financial performance is measured by return on assets (ROA) and return on
equity (ROE). To achieve the study’s objectives, the autoregressive distributed
lag (ARDL) model and the nonlinear ARDL (NARDL) model are employed to
examine both short- and long-run relationships and to identify asymmetric
responses of financial performance to changes in asset quality. The results reveal
the existence of a long-run equilibrium relationship between asset quality and
financial performance, with a positive and statistically significant effect of asset
quality on return on equity, compared to a weak and unstable effect on return on
assets. Furthermore, the nonlinear model results indicate significant asymmetry
in the impact, as positive shocks to asset quality exert a stronger effect than
negative shocks, particularly on ROE. The study recommends strengthening
accounting measurement policies for loan loss provisions and improving the
management of non-performing loans in order to enhance financial stability and
efficiency in the Libyan banking sector.

Keywords: Credit asset quality, accounting measurement, loan loss provisions,
financial performance, Libyan banking sector.
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i 31 JusDaall iy dapudal daiDlall 4l @l Cdlal) (e de gana aladinl o
eilas

inasl) slasy)

ARSIV PHIN

. (ADF)sas sl jia sl
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5352 &l sd3e Wl (SD = 0.054) « (M = 0.125) ROA &Ll 5 e ailal
05l Cliaadall (SD = 0.026) « (M = 0.161 )o 8 Uaws sia calas 28 J oy

22026 (el g gl ) Alaalf (510) Gosiadl g cpalill daad) o (uda AN Alaa



(2024-2008) 5 sl Adtas Al )3 1 alll (B juaal) pUSL ALl 1Y) o AL J gua) 8 500 malaal) ubl) i
(SD = 0.129) ¢« (M = 0.737) J& ¢ (LLP/TL)u=s ) Jua) S
(LLP/NPL)  &jixidl  (agpdl A gl Claadd
b o gl A lhe gl il gl st Q3 2 sa s ) plEil) oda i
Aualidl) Adadl) el 3 slacty Laleaii) SUlat ) ju Lae oJ pea¥) 33 52 0l 50
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£10YL U sime Wl )) LLP/TL e Aasdial) Jsaa¥) 525a ek ol Laiy « ROE. 5

S
(ADF)sas gl jia jLad) |
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i e LSl Ll aa g Yy il JalSy el sl e e 3 5aill 0

0l el A8e e
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