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Abstract

This research aims to study the mechanisms of hedging against exchange rate risks in
commercial banks, in general, and to shed light on Islamic banks through a case study
of Dubai Islamic Bank. This is done by addressing the general framework of exchange
rate risks, including the concept, characteristics, and types, in addition to the concept
of risk management and how to manage exchange rate risks. The study also dealt with
the unique considerations and challenges involved in implementing risk management
strategies, and clarifying the mechanisms used to hedge against exchange rate risks,
which are divided into internal and external mechanisms. The results of the applied
study of Dubai Islamic Bank indicate that fluctuations in exchange rates effectively
influence the increase in the severity of exchange rate risks in Islamic banks. The results
also show a direct relationship between the values of the US dollar and the bank's
performance, and an inverse relationship with the Euro and the British pound. The
bank's management focused on external hedging mechanisms to counter exchange rate
risks, excluding financial instruments that violate Islamic law and replacing them with
Islamic financial derivatives, relying on unilateral commitments to buy/sell to cover
exchange rate risks.
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