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Abstract 
 

 

This empirical research has aimed at identifying the currency risks and the techniques of currency risk 
managing risks practices by Jordanian Islamic banks. This research has followed the descriptive, analytical 
method, using questionnaires applied on 85 employees at the Jordanian Islamic banks. The results have 
showed that there is moderate level of currency risks faced in Islamic banks; moderate level of currency risk 
management and moderate level of risk management techniques in Islamic banks. The results have also 
showed that only the improper credit identification and rating are the problems of Islamic banks in currency 
risk management. Depending on results, the research has recommended that Islamic banks should improve 
currency risk management by the following points: 

 The management should monitors risk at divisions. 

 Branch level officials should supervise currency risk. 

 Islamic banks should hedge the exchange risk through diversification of foreign asset-liability portfolio. 

 Islamic banks should rely on simulation techniques, maturity matching, scenario analysis, duration analysis, 
gap analysis, credit ratings, and internal based rating system. 

 

 

Key words: Currency Risk Management, Islamic Banks, Risk Management Techniques. 
 

1. Introduction:- 
 

Banks industry has changed rapidly over the past 10 years; which made them face with more risk and 
uncertainty than ever before. Financial crises have greatly affected the corporate world, leading to the collapse of 
many companies, including financial institutions. Other companies managed to survive due to their strong financial 
management, prudent risk management, corporate governance and transparency, especially in terms of risk (Foong, 
2009). Risk management has become an important part of the management process for any project. In fact, risk 
management came into the foreground of business literature during the last two decades of the 20th century 
(Loosemore et al., 2006). Actually, the circumstances within the banks industry had led to adopting risk management 
and analysis into practice.  

 

Islamic banks have started as a religious dream as a commercial adventure. The dream focused on finding a 
banking institution that can offer contemporary banking services using methods that are acceptable from the point of 
view of Muslims and do not contradict one of the important principles of Islam, Riba (Usury). The commercial banks 
rely mainly on loans in the use of their funds and in achieving their profits while Islamic banks rely mainly on 
investment, which is the lung of the Islamic bank. The Islamic bank is looking for investments and opportunities, 
which is the feasibility study of new projects that may be the only investment for it. It is in partnership with others; 
the Islamic bank relies on investment policies that differ from other banks in achieving profits. These policies are 
participation, Murabaha (i.e. purchase and resale at a higher price for the borrower), and many other investment 
policies which do not include the proportion of the benefit of a visual (Chong, & Liu, 2009). 

 

Foreign currency risk in bank is “the risk of fluctuation in the prices of the sale and purchase (exchange) of 
foreign currencies against the national currency in the case of the bank's possession of assets denominated in foreign 
currencies, especially since the foreign exchange markets are experiencing sharp fluctuations in recent times” 
(Krogstrup, &Tille, 2018). 
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Foreign currency risk is a crucial factor that affects Islamic banks achievement including financial goals, 
because of its nature which is relay on exchange currency to supplied the needs of the clients, and because of 
investment which is relay on "time contract"2 , in addition trade with international markets, using letters of credit (LC) 
with different currency, all of this emerging two risks, the first is related to the value of the assets, and the other is 
related to the fluctuations in exchange rates , caused the deal from profitable at the time of the deal to unprofitable at 
the time of execution.(al momani, 2008)       
 

2. Problem of Research:- 
 

The spread of Islamic banks and the different approach of Islamic banks to the approach of conventional 
banks in investment and financing methods have led to the need to issue legislation that preserves the continuity of 
Islamic banks and reduces the risks they may face. In fact, Islamic banks face multiple risks, including currency risk 
and exchange rate fluctuations risk. 
 

The problem of research is determined by answering the following questions: 
 

1. What are the currency risks faced by Islamic banks? 
2. What are the methods of managing exchange rate risk in Islamic banks? 
3. What are the obstacles that face managing currency risk in Islamic banks? 

 

3. Objectives of Research:- 
 

1. Identify the currency risks faced by Islamic banks and their management methods. 
2. Identify the techniques of currency risk managing risks in Islamic banks. 
3. Identify the problems facing currency risk management in Islamic banks. 

 

4. Hypotheses:- 
 

The hypotheses of research have been based on the elements of the research problem, as shown below:  
 

H1: There are statistically significant currency risks faced by Islamic banks at statistically level (α≤0.05)  
H2: There is statistically significant implementation of risk management techniques in Islamic banks at 
statistically level of (α≤0.05)  
H3: There are statistically significant problems faced by risk management in Islamic banks at statistically level 
of (α≤0.05). 

 

5. Literature Review:- 
 

5.1 Hassan's study (2009) has reached that the most important types of risks that the Islamic banks in Brunei 
Darussalam faced are foreign exchange risks, followed by credit risks, and then operating risks.  

 

5.2 Study of Akhtar & Sadaqat (2011) has found positive but insignificant relationship between size of the 
bank and net-working capital to net assets with liquidity risk in both models. In addition, capital adequacy ratio in 

conventional banks and return on assets in Islamic banks are found to be positive. 
 

5.3 Abu Hussein& Al-Ajmi's study(2012) has reached that banks in Bahrain have a clear understanding of risk 
and managing risk, and have efficient risk identification, risk assessment analysis, risk monitoring, credit risk analysis 
and risk management practices. In addition, credit, liquidity and operational risk are found to be the most important 
risks facing both conventional and Islamic banks.  

 

5.4 Study of Ariffin & Karim (2009) has found that Islamic banks are mostly exposed to similar types of risks 
to those in conventional banks, but there are differences in the level of the risks. The findings of the study have both 
theoretical and policy implications for the issue of transparency, with particular reference to risk reporting in Islamic 
banks. 

 

5.5 Study of Čihák, & Hesse (2010) has showed that (a) small Islamic banks tend to be financially stronger 
than small commercial banks; (b) large commercial banks tend to be financially stronger than large Islamic banks; and 
(c) small Islamic banks tend to be financially stronger than large Islamic banks, which may reflect challenges of credit 
risk management in large Islamic banks.  
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6. What distinguished the current research?  
 

The research has examined the risks of commercial banks and Islamic banks in general. Therefore, the 
current research has distinguished by addressing the subject of foreign exchange risk management in Islamic banks in 
Jordan. The research has distinguished through: 
 

1) In its title "Foreign Exchange Risk Management in Islamic Banks in Jordan". 
2) In its population that has dealt with employees of the Jordanian Islamic bank. 
3) In a timely manner; the research has been conducted at a time when Jordan is experiencing an economic 
slowdown and a decline in banking. 
4) In its methodology which has relied on a questionnaire that explores the views of the employees to reach 
the reality of those risks. 

 

7. Methodology: 
 

This research has followed the descriptive, analytical method. The researcher has relied on the descriptive, 
analytical method in his research; he has described the dimensions of the research, which represent Foreign Exchange 

Risk Managing in Islamic Banks. 
 

8. Population and Sample of Research: 
 

The population of the research has included the all employees at the Jordanian Islamic banks. . (Islamic 
international Arab Bank, Jordan Islamic bank, and Jordan Dubai Islamic bank). A random sample of (90) employees 

from management and accountants has been taken. A total of 90 questionnaires have been distributed. 89 have been 
collected and 4 have been neglected due to uncompleted answers. So, 85 questionnaires data have been suitable to be 
tested. The characteristics of the research sample have been presented below 
 

1) Age 
 

Table (1): Age 
 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Less than 30 years 8 9.4 9.4 100 

From 31 to 45 years  42 49.4 49.4 90.6 

Greater than 45 years 35 41.2 41.2 41.2 

Total 85 100.0 100.0  
 

Table No. (1) Shows that: 

 % 9.4 of the sample is less than 30 years old. 

 % 49.4 of the sample is from 31 to 45 years old. 

 % 41.2 of the sample is greater than 45 years old. 
 

2) Experience 
 

Table (2): Experience 
 

 Frequency Percent Valid Percent Cumulative Percent 

Valid 

Less than two years 9 10.6 10.6 100 

From 2 to 5 years 9 10.6 10.6 89.4 

From 6 to 9 years  20 23.5 23.5 78.8 

Greater than 10 years 47 55.3 55.3 55.3 

Total 85 100.0 100.0  
 
 

Table No. (2) Shows that: 

 % 10.6 of the sample has less than two years of experience. 

 % 10.6 of the sample has from 2 to 5 years of experience. 

 % 23.5 of the sample has from 6 to 9 years old of experience. 

 % 55.3 of the sample has greater than 10 years of experience. 
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9. Data Collection Resources: 
 

1- Secondary Resources: This research will refer to secondary data resources, through a scientific production survey 
concerning topics related to the variables of the model research, by referring to books, scientific references, 

articles, periodicals, studies, publications and research to meet the requirements of the literature research. 
2- Primary Resources: This research will be relying on a "questionnaire” built by researcher depending on study of 

(Rahman &Hoque, 2015). 
 

10. Research Strategy: 
 

This research has used the quantitative method as the researcher will develop a questionnaire and carry out 
the data analysis using statistics; thus the researcher will produce objective results that can be generalized to the entire 
population.  
 

11. Questionnaire Design 
 

A (Likert scale) five-point questionnaire has been used as a tool to measure the dimensions of research variables. 
Research questionnaire contains four parts:  
 

 Part 1 contains general information about the Research Sample. 

 Part 2 contains statements regarding Currency Risk Management in Islamic Banks. 

 Part 3 contains statements regarding the Use of Various Currency Risk Management Techniques. 

 Part 4 contains statements of The Problems in Currency Risk Management.  
 

12. Presenting the Research Results: 
 

(Likert Scale) has been used in order to answer the questionnaire items based on these values:  

- Strongly Agree: (5) points 

- Agree: (4) points 

- Neutral: (3) points 

- Disagree: (2) points. 

- Strongly Disagree: (1) point. 
 

The length category = (The maximum limit of the alternative - the minimum of the alternative) / Number of 
levels=    (5 - 1) / 3 = 1.33 
 

Table (3): The Distribution Level of Importance 
 

Level of the importance Category 

1 - 2.33 Low 

2.334 - 3.666 Medium 

3.667 – 5 High 
 

13. Reliability: 
 

To verify the validity of the research, the tool has been presented to a group of arbitrators from the university 
professors; they have expressed their views and observations on the paragraphs of the scale and their suitability, and 

have been modified to delete and add paragraphs until the tool reached its final form. 
 

14. The validity of the research tool: 
 

(Cronbach's Alpha) has been run to ensure the reliability of the research questionnaire; table no. (4)  Shows 
the results: 
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Table (4): Reliability Statistics 
 

Scale: To what extent Islamic banks faces the following risk  

Cronbach's Alpha N of Items 

.896 3 

Scale: Currency Risk Management in Islamic Banks 

.902 7 

Scale: Use of Various Risk Management Techniques 

.950 13 

The Problems In Risk Management 

0.892 4 

Total 

.967 27 
 

Table No. (4) Indicates that Cronbach's Alpha values have been more than 60%, which indicates that the 
questionnaire has suitable reliability to analyze its data (Sekran&Bougie, 2009). 
 

15. Statistical Methods: 
 

These tests will be performed depending on the (SPSS) program: 
 

 Descriptive Statistical Measures: These measures have been used to describe the population and sample of 
the research, pinpoint its characteristics, depending on percentages and iterations, and arrange the variables of 
the research in accordance with their relative importance based on the values of the arithmetic mean and 

standard deviation values. 

 Analytical Statistics: For the purpose of hypotheses, t-test has been adopted. 
 

20. Results: 
 

20.1 Currency Risks Faced in Islamic Banks: 
 

To identify the currency risks faced by Islamic banks, table (5) shows the results: 
 

Table (5): Means and Std. Deviation of the Currency Risks Faced Islamic Banks 
 

No. Statement Mean Std. Deviation Rank 

3 Settlement Risk 3.971 1.132 High 

1 Exchange Rate Risks 3.094 1.042 moderate 

2 Interest Rate Risk  2.048 1.086 Low 

Currency Risks Faced in Islamic Banks 3.038 
 

 Moderate 
 

Table No. (5) Indicates the attitudes of the sample towards questionnaire statements of the Currency Risks  
Faced in Islamic Banks; Average Mean has been (3.038). 
 

That indicates that there is moderate degree of estimation for the Currency Risks Faced in Islamic Banks. 
All risks have been at a moderate level of appreciation except for high-level Settlement Risk. The lowest risk has been 

the interest rate risk because Islamic banks did not rely on interest to make profits. 
 

20.2 Currency Risk Management in Islamic Banks 
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Table (6): Means and Std. Deviation of Currency Risk Management in Islamic Banks 
 

No. Statement Mean 
Std. 
Deviation 

Rank 

10 The audit committee oversees all the activities of banking operations 4.095 0.448 High 

4 Hedging is a way used by Islamic banks to eliminate or minimize Foreign 
Exchange Risk 

3.971 0.773 High 

9 The executive committee monitors risk 3.843 0.654 High 

7 
The Board of Director performs the responsibility of the main risk 
oversight. 

3.774 0.683 High 

5 Islamic banks hedge exchange risk through diversification of foreign 
asset-liability portfolio 

3.470 0.817 moderate 

8 Branch level officials supervise currency risk  3.094 0.388 moderate 

6 The management at divisional level monitors risk. 2.571 0.773 moderate 

Average 3.545 Moderate 
 

Table No. (6) Indicates the attitudes of the sample towards questionnaire statements of Currency Risk 
Management in Islamic Banks; Average Mean has been (3.545). 
 

It is noted that statement has ranged from 2.571 to 4.095, and between moderate and high degrees of 
estimation. Paragraph (10) has the highest level and has stated that: “The audit committee oversees all the activities of 
banking operations”, Mean has been (4.095) and Std. Deviation has been (0.448).  
 

Paragraph (6) has the lower level, and has stated that: “The management at divisional level monitors risk”; 
Mean has been (2.571) and Std. Deviation has been (0.773). 
 

20.3 Use of Various Risk Management Techniques: 
 

To identify the use of various risk management techniques, Means and Std. Deviation have been executed, 
table no. (7) Shows the results: 
 

Table (7): Means and Std. Deviation of the Use of Various Risk Management Techniques 
 

No. Statement Mean Std. Deviation rank 

16 Earning at risk 4.201 1.007 High 

22 Credit scoring 4.201 1.007 High 

17 Value at risk 3.863 1.025 High 

23 Credit committees 3.863 1.025 High 

19 Stress testing 3.805 0.976 High 

20 Risk of adjusted return on capital 3.679 1.183 High 

21 Internal (in house)based rating system 3.275 1.086 moderate 

11 Credit ratings 3.071 1.213 moderate 

12 Gap analysis 2.917 1.184 moderate 

14 Duration analysis 2.847 1.160 moderate 

13 Scenario analysis 2.718 1.297 moderate 

15 Maturity matching 2.541 1.181 moderate 

18 Simulation techniques 2.027 0.988 moderate 

Average 3.308 Moderate 
 

Table No. (7) Indicates the attitudes of the sample towards questionnaire statements of Use of Various Risk 
Management Techniques in Islamic Banks; Average Mean has been (3.308). 
 

It is noted that statement ranged from 2.027 to 4.201 and between moderate and high degrees of estimation. 
Paragraph (16) has the highest level, which indicates that Earning at risk is the most widely used risk management 
technique in Islamic banks; Mean has been (4.201) and Std. Deviation has been (1.007). Paragraph (18) has the lower 
level, which indicates that simulation techniques is the lowest used risk management technique in Islamic banks; Mean 
has been (2.027) and Std. Deviation has been (0.988).  
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20.4 The Problems in Risk Management: 
 

The table (8) presents the arithmetic mean and standard deviation for the effects of the problems in risk 
management: 
 

Table (8): Means and Std. Deviation of Identify the Problems in Risk Management 
 

No. Statement Mean Std. Deviation rank 

27 Improper credit identification and rating 3.863 1.157 High 

26 Poor loan recovery 2.863 1.063 moderate 

24 Lack of market information 2.201 0.867 moderate 

25 Capital inadequacy 1.201 1.011 Low 

Average 2.532 moderate 
 

Table No. (8) Indicates the attitudes of the sample towards questionnaire statements of the Problems in 
Risk Management in Islamic Banks; Average Mean has been (2.532). 
 

It is noted that statement ranged from 1.201 to 3.863, and between Low and high degrees of estimation. 
Paragraph (27) has the highest level, which indicates that improper credit identification and rating is the largest 
problem facing risk management in Islamic banks; Mean has been (3.863) and Std. Deviation has been (1.157).  
Paragraph (25) has the lower level, which indicates that capital inadequacy is the lower problem facing risk 
management in Islamic banks, Mean has been (1.201) and Std. Deviation has been (1.011).  
 

20.5 Hypothesis: 
 

H1: There are statistically significant currency risks faced by Islamic banks at statistically level of (α≤0.05). 
To test this hypothesis, t-test has been used to find out if there are statistically significant currency risks faced by 

Islamic banks at statistically significance level of ( 0.05). 
 

Table (9): H1 One-Sample T Test 
 

T 
T 
tabled 

Df Sig. (2-tailed) 

2.785 1.98 84 0.007 
 

Table No. (9) Shows that Mean has been (3.0228), with possibility value of (0.007) which is lower than the 
specific value of (0.05). This shows that there are statistically significant currency risks faced by Islamic banks at 
statistically level of (α≤0.05). 

H2: There is a statistically significant implementation of risk management techniques in Islamic banks at 
statistically level of (α≤0.05). 

 

To test this hypothesis, t-test used to find out if there a statistically significant implementation of risk 

management techniques in Islamic banks at significance level of ( 0.05). 
 

Table (10): H2 One-Sample T Test 
 

T 
T  
tabled 

Df Sig. (2-tailed) 

4.126 1.98 84 0.000 
 

Table No. (10) Shows that Mean has been (3.0863), t value has been (4.126) as shown, with possibility value 
of (0.000) which is lower than the specific value of (0.05). This shows that there is a statistically significant 
implementation of risk management techniques in Islamic banks at statistically level of (α≤0.05). 
H3: There are statistically significant problems faced by risk management in Islamic banks at statistically level of 
(α≤0.05). To test this hypothesis, t-test has been used to find out if there are statistically significant problems facing 

risk management in Islamic banks at significance level of ( 0.05). 
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Table (11): H3 One-Sample T Test 
 

T 
T  
tabled 

Df Sig. (2-tailed) 

0.676- 1.98 84 0.501 
 

Table No. (11) Shows that Mean has been (2.6682), t-test has been (0.676) as shown, with possibility value of 
(0.501) which is higher than the specific value of (0.05). This shows that there are no statistically significant problems 
facing the risk management in Islamic banks at statistically level of (α≤0.05). 
 

21. Discussion: 
 

The results have showed that there is moderate level of currency risks faced in Islamic banks. The results 
have cleared that settlement risk is the only currency risk faced in Islamic banks. The results also showed that there is 
moderate level of currency risk management in Islamic banks. It has been cleared that the management at divisional 
level does not monitor risk, branch level officials do not supervise currency risk and Islamic banks do not hedge 
exchange risk through diversification of foreign asset-liability portfolio.  

In addition, the results showed that there is moderate level of risk management techniques; rely on simulation 
techniques, maturity matching, scenario analysis, duration analysis, gap analysis, credit ratings, and internal based 
rating system. The results showed that improper credit identification and rating is the only problem faced by Islamic 
banks in currency risk management. 
 

22. Recommendations: 
 

Central banks should set standards and controls to mitigate risks in Islamic banks and ensure that their capital 
adequacy is adequate to cover potential losses in accordance with Basel II, taking into account the specific 
characteristics of their activity as this commitment is no longer an option but a reality imposed by the expansion of 
the Islamic banking market and the transfer of Islamic banks to operate outside the borders of their home countries. 
 

The researcher has recommended that Islamic banks should improve currency risk management by the 
following points: 

 The management at divisional level should monitor risk. 

 Branch level officials should supervise currency risk. 

 Islamic banks should hedge exchange risk through diversification of foreign asset-liability portfolio. 

 Islamic banks rely on simulation techniques, maturity matching, scenario analysis, duration analysis, gap 
analysis, credit ratings, and internal based rating system. 
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Appendix 
 
Questionnaire 
 

The research has aimed at identifying the currency risk management in Islamic banks. Please, answer the questions 
carefully and objectively, in order to achieve the objectives of the research, assuring that the answers will be treated 
strictly and will only be used for scientific research purposes. 
 

With best Regard 
 

The Researcher 
Demographic Characteristics of the Research Sample 
 

Please put (x) next to the appropriate answer for each of the following statements: 
Part (A): mark the suitable answer by putting (X) in the brackets: 
Age 

 From 18 to 30 years)( 

 From 31 to 45 years (      ) 

 Older than 45 years)( 
Experience 

 Less than two years (      ) 

 From 2 to 5 years)( 

 From 6 to 9 years (      ) 

 Greater than 10 years)) 
 

Information about Research Variables 
 

Please, read the statements in this questionnaire and provide your opinion in each by putting (√) next to the 
appropriate answer: 
 

No. Statements  Always Often Sometimes Seldom Never 

To what extent Islamic banks faces the following risks 

1.   Exchange Rate Risks      

2.  Interest Rate Risk       

3.  Settlement Risk      

Currency Risk Management in Islamic Banks 

4.  
Hedging is a way used by Islamic banks to 
eliminate or minimize foreign exchange risk 

     

5.  
Islamic banks hedge exchange risk through 
diversification of foreign asset-liability 
portfolio 

     

6.  
The management at divisional level monitors 
risk 

     

7.  
The Board of Director performs the 
responsibility of the main risk oversight 

     

8.  Branch level officials supervise risk      

9.  The executive committee monitors risk      

10.  
The audit committee oversees all 
the activities of banking operations 
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Use of Various Risk Management Techniques 

11.  Credit Ratings      

12.  Gap Analysis      

13.  Scenario Analysis      

14.  Duration Analysis      

15.  Maturity Matching      

16.  Earning at Risk      

17.  Value at Risk      

18.  Simulation Techniques      

19.  Stress Testing      

20.  Risk of adjusted Return on capital      

21.  Internal Based Rating System      

22.  Credit Scoring      

23.  Credit Committees      

The Problems in Risk Management 

24.  Lack of market information      

25.  Capital inadequacy      

26.  Poor loan recovery      

27.  Improper credit identification and rating      

 
 


