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ABSTRACT 

Banks have not appropriately presented stable financial performance for the past years 

which is accredited to political meddling, misuse of funds, poor instituting of internal 

control practices and prudential auditing values. Banks are essential in every 

country’s economy due to their contribution in the economy. However, the 

intermediation provided by banks depends on the efficiency of the bank. Commercial 

banks in South Sudan have continued to experience poor performance. This has been 

a significant source of concern for the South Sudan’s financial sector over the years. 

Studies on financial performance and macroeconomic factors have largely not been 

based on South Sudan Banks. The general objective of the study was to establish the 

effect of selected macro-economic variables on financial performance of commercial 

banks in South Sudan. The specific objectives of the study were to determine the 

effect of interest rate, gross domestic product, inflation rate and exchange rate on 

financial performance of commercial banks in South Sudan. Theory of Arbitrage 

pricing, Interest Rate Parity theory, Deflation theory and Efficient Markets theory 

supported the study. The research may be important to micro finance institutions, 

SACCOs and other players in the financial sector can give sufficient knowledge on 

how macro-economic factors affect financial performance, potential investors and the 

already existing ones could also find the study useful in undertaking investment 

decisions to make investment targets and portfolios better, researchers as well as 

scholars may find the study valuable since it can be used for reference for future 

research. The study adopted explanatory research design. A census of 29 commercial 

banks listed in South Sudan that were in operation from 2012 to 2020 were targeted. 

The audited financial statements of the listed commercial banks served as the source 

of secondary panel data. Data collection was by use of a document review guide. Data 

analysis for the study was by use of regression model and correlation. The study was 

based on Vector autoregressive (VAR) model to assess relationship between macro-

economic variables and financial performance of commercial banks. Prior to carrying 

out the regression analysis, diagnostic tests namely normality test, stationarity test, 

heteroscedasticity, autocorrelation and cointegration were conducted. The results of 

the analysis were presented in tables. The vector Autoregression reported that 

inflation was not statistically significant. From the findings of the study, it was 

established that interest rate has no significant effect on financial performance of 

commercial banks in South Sudan; Gross domestic product has no significant effect 

on financial performance of commercial banks in South Sudan; inflation rate has no 

significant effect on financial performance of commercial banks in South Sudan and 

exchange rate has no significant effect on financial performance of commercial banks 

in South Sudan. The study suggests that commercial banks' management committees 

continuously monitor inflation rates in order for them to adjust their loan products and 

services in line with the inflation rate; commercial banks should design dynamic 

interest rate policies that would lead to growth by attracting many customers; and 

commercial banks should ensure that the business environment is favorable in order to 

encourage investment in them since they have the ability to offer a variety of financial 

services. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

Banks as the main financial institutions contribute a lot in mobilizing financial 

resources throughout the economy of any country. Banks play a crucial role in 

providing financial stability and economic prosperity (Were & Wambua, 2014). Both 

bank level and macro-economic levels play a significant role in determining a nation’s 

banking system’s profitability. The earnings and profitability of the bank are the main 

metrics used to assess its performance. The difference between total revenue and total 

costs is what is referred to as profitability. As a result, the factors that impact the 

bank’s revenue and expenses are also those that affect the commercial bank’s 

profitability. As a result, the impact of the factors within and without the commercial 

bank revenue is examined in order to demonstrate how they affect the income and 

expenses of the bank (Alper & Anbar, 2013). 

 

In any economy, a number of variables influence how profitable the banking business 

is. Most studies categorize the factors that determine how well commercial banks 

perform into two groups: internal factors and external factors (Khrawish, 2014). One 

of the difficulties commercial banks faced in order to improve their financial positions 

and prepare for the threats brought on by globalization was profitability. A prosperous 

banking industry can resist adverse conditions and add financial system’s firmness 

(Almumani, 2013).  

 

In Germany for example, Banks have been performing well but deteriorated in the 

year 2018.Profit before taxes for the fiscal year decreased from 27.5 billion in 2017 to 

18.9 billion in 2018. Return on assets decreased to 0.23% of total assets, a level which 
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in recent times was only lower during financial crisis but not the other years. The 

country’s Commercial Bank have been performing better. In USA, most of the banks 

have been performing well due to the financial stability and economic growth of a 

nation for many years, good management of financial institutions. In African 

countries such as South African Banks have been performing well and sometimes 

poor. Poor performance of many banks in Africa is due to political instability which 

leads to low income of the citizens (World Bank, 2019). 

Central Banks in many developing countries especially in Africa face challenges in 

implementing effective monetary policy systems. The challenges faced by these banks 

due to the high debts by the government. This situation is accompanied by constraints 

in estimating fiscal-pressure and money- demand to increase the financial base and 

increase tax revenue (McCarthy, 2016). Monetary authorities in less developed 

countries are also characterized by inadequate records of monetary policy initiatives 

administration, this is the central banks are not independent of the government (Koki, 

2015).  

The working conditions of many financial institutions is not predictable because of 

the tough competition in the global market and the financial sector. For banks to 

survive, the key players in the banking industry give lending rates that attract 

customers so as to attract as many customers as possible (Hayek, 2013). Mobilization 

of savings, allotment of scarce economic resources and risks spreading is enhanced by 

commercial banks. Financial institutions and banks do incur some costs because the 

expected receipts for loans and deposits are not synchronized and commercial banks 

always charge a fee for the offered intermediation services (Mulwa, 2015). 
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The component that is more important of a financial system of a nation is its banking 

system. One of its functions is capital provision in which banks direct money from 

economic units which are surplus to economic units which are deficit (Rasiah, 2014). 

The banks performance has remained extremely low due to their ineffectiveness in 

performing their functions as financial intermediaries not withstanding previous and 

ongoing reforms seen in many African countries including Nigeria. Banks have 

continued to perform poorly and this has led to significant levels of liquidity risk and 

in most cases, a loss of investor and consumer confidence. Additionally, this has 

contributed to financial intermediation’s high cost that many financial institutions 

charge (Agade, 2016). 

The economy of South Sudan mostly depends on oil export which is the main export 

commodity in the country. It contributes to 90% of the country’s income and 65% 

GDP. The oil sector has continued to be the main contributor of economic growth but 

due to the nature of South Sudan economy, which is currently mainly on cash basis, 

with very low usage of bank cheques, the financial institutions (Commercial banks) 

have step up to play a very critical role in economic growth and financial stability 

through resource allocation. One of the major contributions by the Banking sector is 

the allocation of funds from creditors to debtors in an efficient manner (Kimani, 

2015). 

  

1.1.1 Macro-Economic Variables 

Macro-economic variables that have an impact on a country’s entire economy include 

interest rates, exchange rates, inflation and gross domestic products (Ajayi, 2012). 

The monetary authority of a country creates these policies which act as operational 

guidelines. The monetary authority makes judgments about monetary policy to make 
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sure that the money supply reflects the country’s goals for price and growth (CBK, 

2015). Additionally, monetary policy controls prices in an economy guaranteeing 

price stability and a low and consistent level of inflation (Mulwa, 2015). 

 

The interest rate on loans provided to banks by the appropriate authority is called 

Central Bank Rates, (Macharia, 2015). The rate of interest is set, determined and 

reviewed committee on the monetary policy which is done within two months. A rise 

in Central Bank rates leads to a rise of interest rates of other banks. This leads to 

reduction of the bank’s profitability (Koki, 2013). One of the vital monetary policy 

tools used by Central Bank in a nation is money supply. Money supply is the total 

amount of money in circulation in a certain economy over a specific duration of time. 

These include possessions held by both organizations and individuals such as money, 

coins and savings accounts that can be used for payments and momentary investments 

(Waweru, 2013). 

Rising of prices of commodities in an economy of a country over time within a 

specified period is referred to as inflation. Inflation is usually assessed using 

consumer price index (CPI) which is based on prices of services and commodities in a 

given economy of a country. The most common method for measuring inflation is to 

contrast the consumer price index for one month to the consumer price index of the 

one month in the previous year.  Inflation is usually caused by several factors within 

and without the countries market. For instance, during drought the price of food may 

increase leading to increase in the inflation rate (CBK, 2015). 

Another macro-economic factor is the exchange rate. This is the official currency of 

exchange rate among different nations. It is the exchange rate needed to convert one 

currency into another (Atanda, 2012). A diminishing exchange rate of local currency 
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in comparison to its foreign counterpart signifies depreciation of the domestic 

currency as in the case of the South Sudan’s pound when compared to the US dollar 

or as a proxy for exchange rate in this study (Kimani, 2015). Another significant 

variable is the Gross Domestic Product (GDP), which measures the entire amount of 

goods and services produced in a country in one year. It also measures total income 

since the payment for the total production go to the producers of those goods and 

services. Interest rate is the cost of credit or the cost of borrowing money 

(Ongore&Kusa, 2015). 

1.1.2 Financial Performance 

Financial performance is the process of measuring the results of a firm through 

monetary basis. Shareholders and other interested parties are able to determine how 

well a firm uses its resources through financial performance (Ongeri, 2014). Financial 

performance of affirm can help attract investors since investors are most likely to 

invest in firms which have a high financial performance since they obtain the highest 

returns possible. It is every firm’s aim to maximize returns, minimize cost and 

maximize profits and shareholder’s wealth (Pandey, 2012). 

 

The financial indicators commonly used to measure banks financial performance 

include the amount of money a company makes for each share of its stock (Earning 

per share), Return on equity (ROE) which is percentage measure of return on 

shareholders’ equity, Return on Investment (ROI) which is simply profit on 

investment or yields in sales as well as growth of sales (Mulwa, 2015). Additionally, 

there are ratios that are used to assess a company’s performance which is typically 

summed up as growth and profitability (Illyukhin, 2015). They include revenue 

growth, return on equity (ROE), return on investment (ROI), return on assets (ROA), 
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return on sales (ROS), market share, liquidity, stock price, market shares and sales 

growth. The major indicators of how well commercial banks are performing 

financially are return on equity (ROE) and return on assets (ROA) (Ajayi&Atanda, 

2012). 

To compare the total revenue earned by a company to the total shareholders’ equity 

invested in the company as stated on the firm’s statement of financial performance, a 

technique known as return on equity (ROE) will be used. To calculate return on 

investment, utilize ROE (Macharia, 2017). It is calculated by dividing net income by 

total equity capital. The rate of return on the investments made by bank stockholders 

is thus represented by it. Furthermore, ROE is a reliable measure of how effectively 

management uses shareholders’ funds (Ajayi & Atanda, 2012). In reality, higher 

levels of ROE translate into higher returns on shareholders’ capital (Mulwa, 2015). 

Financial performance will be gauged using ROE. 

According to South Sudan’s commercial banks’ recently released results, total 

earnings were much higher in 2017 than in 2016 (CBSS, 2020). Based on the ROE 

from 2012 to 2020. Table 1.1 presents the financial performance of the overall South 

Sudan’s banking sector. 
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Table 1.1: ROE of Commercial Banks in South Sudan 

Year ROE 

2012   23.01% 

2013 22.25% 

2014 22.14% 

2015 22.02% 

2016 21.99% 

2017 20.94% 

2018 20.88% 

2019 17.59% 

2020 14.45% 

2021 14.35% 

Source: World Bank Reports (2012-2020) 

Table 1.1 shows the ROE for the years between 2012 and 2021. From the table, the 

ROE in 2012 was 23.01%, year 2013 was 22.25%, year 2014 was 22.14%, year 2015 

was 22.02%, year 2016 was 21.99%, year 2017 was 20.94%, year 2018 was 20.88%, 

year 2019 was 17.59%, year 2020 was 14.45% and year 2021 was 14.35% which 

shows a downward trend. This demonstrates how changes in the macro-economic 

environment have affected society. For instance, the average return on equity in 2020 

experienced a significant reduction as a result of the interest rate cap. 

1.1.3 Commercial Banks in South Sudan 

According to the Central Bank of South Sudan (2017), the country has 29 registered 

commercial banks. Commercial banks are involved with many activities which 

include deposits, giving loans, withdrawals and other financial services provided by 

the banks. The banking industry is very crucial in the banking industry mostly in the 
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saving and credit provision of credits in the economy. The South Sudan’s Central 

Bank acts as the overall authority in enacting legal procedures and policies to all 

banks in operating in South Sudan. The banking industry in South Sudan is made of 7 

foreign owned banks, 11 national banks and 11 joint ventures while 84 forex bureaus 

and 8 micro- finance institutions are regulated by the Central Bank (CBSS, 2017).  

The banks in South Sudan are categorized into three categories; these are local banks 

such as Ebony National Bank, Kush Bank, Buffalo Commercial Bank, Agricultural 

Bank of South Sudan and St. Theresa Rural Development Bank, Regional foreign 

banks such as Equity Bank of South Sudan Limited, Ethiopia Commercial Bank 

(South Sudan) and KCB bank of South Sudan limited and International Banks such as 

African National Bank and Eco Bank (CBSS, 2019). The commercial banks in South 

Sudan were performing better for quite well sometime but due to civil wars and 

COVID 19 pandemic, the Banks have been performing poorly. Some of the 

difficulties faced by banks in South Sudan are high cost of operation, transport 

facilities in non-urban areas, inadequate technical support, limited diversification 

across sector, limited access to funds, lack of regulatory framework, scarcity of 

skilled labor, market demolitions and lack of security and transport facilities in rural 

areas. (CBSS, 2020). 

1.2 Statement of the Problem 

Commercial banks in every country are very important to the growth of the economy 

as they help in the expansion of the market and in order to raise living standards and 

to expand trade and commerce of the country, there must be formation of sound 

economic infrastructure of the country (Kamau, 2017). Profitability, which is 

frequently used to evaluate bank performance because to the complicated operating 

environment of banks has drawn the attention of both researchers and policy makers 
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(Rumble, 2017). Cash dividends and retained earnings are only derived from a bank’s 

success making profitability extremely critical for the continued existence of banks as 

well as their well- being (Ngari, 2018). 

 Despite the role of the role of commercial banks in the growth of the economy, the 

report by World Bank (2020) shows that the commercial banks’ financial 

performance in South Sudan measured by ROE has been on a declining trend. 

According to reports on commercial banks’ ROE was reported to be 20.99% in 2017 

compared to 2016. The ROE of banks in South Sudan continued to decline from 2018 

to 2020 when it was respectively at 20.92%, 20.86% and 17.35% (World Bank, 

2020). But this has raised worries throughout the financial sector (Barnes, 2018).  

Many studies on the effect of Macro-economic aspects and performance of financial 

institutions were carried out in developed nations other than South Sudan; Effect of 

interest rates on the financial performance of commercial banks in Kenya (Wambari, 

2017);  Impact of inflation and exchange rate on the financial performance of 

commercial banks in South Africa (Turgut & Delani, 2020) and Effect of gross 

domestic product on financial performance of collective investment schemes in Kenya 

(Nyangor, 2020). Investigations carried out in South Sudan concentrated on ROA as a 

measure of performance such as Role of macroeconomic indicators in Banking sector 

(Kipngetich, 2018); The effect of selected macroeconomic variables on performance 

of securities exchange in the East Africa Community (Kimanzi, Wambua& Were, 

2019) and the effect of selected macro- economic variables on performance of 

securities exchanges in the East Africa community (Khaled, 2012). Further, some 

studies were premised on multiple regression; Modern instruments for measuring 

organizational performance (Nduta, 2017); Foreign Exchange Risk and the Flow of 

International Portfolio Capital (Fisher, 2018); Relationship between inflation and 
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financial performance of commercial banks in Kenya (Chege, 2018). In order to close 

the gap, the current investigation concentrated on the influence of macroeconomic 

factors on the performance of South Sudan’s banks. The evaluation of financial 

performance will use ROE. Panel data will be used in the study although a panel 

regression rather than multiple regression will be used to examine the current 

investigations. Taking into consideration that the study will examine 29 commercial 

banks. Instead of using multiple regression models, the investigation will employ 

panel regression. The effect on each unit under observation is taken into consideration 

in panel data analysis. 

1.3 Objectives of the Study 

1.3.1 General Objective 

The general objective of the study is to determine the effect of selected 

macroeconomic variables on the financial performance of commercial banks in South 

Sudan. 

 

1.3.2 Specific Objectives 

The specific objectives of the study are: 

i. To establish the effect of interest rate on financial performance of commercial 

banks in South Sudan. 

ii. To determine the effect of Gross Domestic Product on the Financial 

performance of Commercial banks in South Sudan. 

iii. To examine the effect of inflation rate on financial performance of commercial 

banks in South Sudan. 

iv. To establish the effect of exchange rate on financial performance of 

commercial banks in South Sudan. 
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1.4 Research Hypotheses 

The study tested the following research hypothesis: 

i. H01: Interest Rate has no significant effect on financial performance of 

commercial banks in South Sudan. 

ii. H02: Gross Domestic Product has no significant effect on financial 

performance of commercial banks in South Sudan. 

iii. H03: Inflation Rate has no significant effect on financial performance of 

commercial banks in South Sudan. 

iv. H04: Exchange Rate has no significant effect on financial performance of 

commercial banks in South Sudan. 

 

1.5 Significance of the Study 

The researcher believes that the outcome of the research study may be important to 

numerous shareholders such as bank managers, bank directors’, investors, policy 

makers and scholars. The research would also be important to the managers of micro 

finance institutions as it can give more knowledge on how macroeconomic variables 

affect financial performance. 

 

Bank managers and directors may have an opportunity to make good and informed 

decisions regarding corporate decisions and strategies and hence it can enable smooth 

operations and improved financial performance since macro-economic variables may 

influence the national industry in various ways. Potential investors and the already 

existing ones could also find the study useful in undertaking investment decisions to 

better their investment targets and portfolios. 
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The policy makers may also find the study useful since it can provide them with the 

required information to help them make policies that may promote better 

macroeconomic policies with effect on the banking industry. The financial institutions 

are very important to the government as it generates revenue through taxes hence the 

policy makers are concerned with factors affecting the banking industry. Researchers 

and scholars may find the study valuable since it can be used for reference for future 

research studies. It can also be used as a basis for further research on impacts of 

micro-economic variables on commercial banks’ financial performance. 

1.6 Scope of the Study 

The research study was carried out among the twenty- nine registered South Sudan’s 

commercial banks regulated by the Central Banks of South Sudan (CBSS). The study 

examined the information between years 2012-2021. A number of macro- economic 

changes have taken place from 2012 to 2021 hence the study was within the ten- year 

period. The study used macroeconomic factors (GDP, Inflation, Interest rates and 

Current exchange rates) as independent variable and financial performance that is 

return on equity (ROE) as dependent variables respectively. Panel regression analysis 

was used in this research study. 

1.7 Limitations of the Study 

The research process was faced with various limitations, which however were 

mitigated through various means. One of the limitations of this study was attributed to 

the use of secondary data and therefore there was the challenge of getting original 

data. To overcome this challenge, original data in this research was to be used through 

obtaining data from audited financial statements. 
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1.8 Organization of the Study 

The first chapter of this research project covered background of the study, problem 

statement, objectives of the study, research hypothesis, significance of the study, 

limitations of the study and scope of the study. Chapter two covered conceptual 

framework and literature review. Chapters three consist of research design, target 

population, sample design, data collection instrument, data collection procedures, data 

analysis and presentations and ethical considerations. Chapter four covered data 

analysis, data interpretation and data presentation while chapter five covered 

summary of research findings, conclusion of the study, recommendations of the study 

and recommendations for further research. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

The chapter contains the theoretical framework where theories anchored to study have 

been discussed. Thereafter it covers the empirical literature related to the objectives of 

the study, then the summary of the research gaps and closes with the conceptual 

framework. 

 

2.2 Theoretical Framework 

The study was supported by the theory of Keynes’ Theory of Liquidity Preference, 

Interest Rate Parity Theory, Deflation theory and Efficient Market Theory. 

 

2.2.1 Keynes’ Theory of Liquidity Preference 

The theory was introduced by John Maynard Keynes, one of the most influential 

economists of the 20th century, introduced the theory of liquidity preference in his 

seminal work, "The General Theory of Employment, Interest, and Money," published 

in 1936. This theory revolutionized economic thought by offering a new perspective 

on the determination of interest rates in an economy. Keynes coined the term 

"liquidity preference" to describe the desire of individuals to hold liquid assets rather 

than illiquid ones. This preference is influenced by various factors, including the need 

for transactions, precautionary measures, and speculative motives. Keynes identified 

three motives for holding money: the transactions motive (to facilitate everyday 

transactions), the precautionary motive (to guard against unforeseen contingencies), 

and the speculative motive (to take advantage of expected changes in the value of 

money) Roll and Ross (1995).  
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A key tenet of Keynes' theory is the inverse relationship between interest rates and the 

demand for money. As interest rates rise, the opportunity cost of holding money 

increases, prompting individuals to prefer interest-bearing assets over cash. The 

speculative motive is crucial in understanding how individuals adjust their money 

holdings based on expectations of future interest rates. Keynes argued that people 

would hold more money if they anticipated a fall in interest rates and vice versa. 

Keynes proposed a liquidity preference curve that illustrates the relationship between 

the interest rate and the demand for money. This curve is downward sloping, 

reflecting the inverse relationship between interest rates and the demand for money 

Roll and Ross (1995). 

 

The theory assumes perfect competition in financial markets. This assumption allows 

for the smooth adjustment of interest rates in response to changes in the supply and 

demand for money. Keynes assumed that expectations regarding future interest rates 

and yields remain constant. This assumption simplifies the analysis but has been a 

point of criticism as economic agents' expectations are often dynamic and subject to 

change. The theory assumes a homogeneity of expectations, implying that all market 

participants share similar views on future events. This assumption simplifies the 

analysis but may not reflect the diverse perspectives prevalent in real-world markets. 

 

One major critique of Keynes' theory is its insufficient incorporation of the role of 

expectations in shaping interest rates. Expectations about future economic conditions 

play a significant role in determining current interest rates. Modern economists argue 

that expectations are a dynamic and crucial component of interest rate determination. 

The theory focuses on the demand for money but does not provide a comprehensive 

analysis of how the money supply is determined. The relationship between the money 
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supply and interest rates is a complex interplay that Keynes' theory does not fully 

address. Some economists argue that the theory oversimplifies the determination of 

interest rates by attributing them solely to liquidity preference, neglecting other 

factors such as inflation expectations and real factors affecting the economy. Interest 

rates are influenced by a multitude of variables, and liquidity preference is just one of 

several factors at play. Keynes' theory is primarily geared toward explaining short-

term interest rate movements. While it provides valuable insights into the dynamics of 

short-term interest rates, its applicability to long-term interest rates is limited. Long-

term interest rates are influenced by factors beyond liquidity preferences, such as 

inflation expectations, productivity growth, and global economic conditions Roll and 

Ross (1995). 

 

The link between Keynes' theory of liquidity preference and interest rates is inherent 

in the concept itself. The theory posits that as interest rates rise, the demand for 

money falls, and as interest rates fall, the demand for money rises. The speculative 

motive, influenced by expectations of future interest rate changes, plays a crucial role 

in the theory by affecting individuals' decisions to hold money or invest in interest-

bearing assets. The equilibrium in the money market, where the supply of money 

equals the demand for money, occurs at a specific interest rate. This interest rate is the 

equilibrium interest rate, and it is determined by the interplay of liquidity preferences 

and the money supply. 

 

Keynes' theory of liquidity preference is a foundational concept in macroeconomics, 

providing valuable insights into the relationship between interest rates and the 

demand for money. However, the theory has faced criticism for its simplifications and 

limitations, particularly in its treatment of expectations and its focus on short-term 
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interest rate movements. While it may not provide a complete explanation of interest 

rate determination, Keynes' theory remains a crucial building block for understanding 

the complexities of monetary economics. Researchers continue to refine and expand 

upon these ideas to develop more comprehensive models that better capture the 

intricacies of interest rate dynamics in the modern economy. 

 

2.2.2 Interest Rate Parity Theory 

This theory was introduced by Keynesian in the year 1936. According to the theory, 

changes in the nominal rate of interest are caused by variances in the interest rates 

between a country’s currency and its counterparts in other nations that engage in 

international trade. The theory is based on the idea that the interest rates in the local 

economy and those in foreign economies are different. The parity condition is based 

on the notion that the variations in interest rates between different currencies are 

explained by a discount for the foreign currency’s future rate of exchange when there 

is no market activity for selling or purchasing currencies (Bhole & Dash, 2002). 

 

According to this idea, parity exists and is essential to financial transactions in order 

to be profitable and effectively carry out their function as intermediaries, interest on 

banks loans in order to maintain market share (Pandey, 2009). Higher profitability 

results from higher interest rates while lower profitability and thus poorer financial 

performance of banks result from lower interest rates. The theory is useful to this 

research study as it supports exchange rate between South Sudan pound and US dollar 

(Markus, 2004). 

2.2.3 Deflation Theory 

This Theory was developed by Fisher in 1933 and it proposes the idea which holds 

that a drop in general price levels will result in a decrease in the value of enterprises 
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and assets which will reduce profitability further and lead to business collapses. 

Interest rates that fluctuate along with price levels are characterized by a variety of 

changes that reduce the purchasing power of money. These variations and volatility in 

profitability factors are viewed as pressures in both the internal and external 

operational environments that have an impact on the level of indebtedness between 

creditors and borrowers that lead to loan repayment default. The profitability of the 

bank and its overall financial performance are hampered as a result of this default. 

When inflation is well anticipated and interest rates are swiftly changed, more 

inflation results in increased profitability (Pandey, 2009). 

Deflation theory refers to the economic concept that focuses on deflation, which is the 

sustained decrease in the general price level of goods and services in an economy over 

time. Deflation is often considered the opposite of inflation, where prices rise. Here 

are key aspects of deflation theory: Deflation theory assumes that deflation is 

primarily driven by changes in the supply and demand for goods and services in an 

economy. A decrease in aggregate demand or an increase in aggregate supply can lead 

to a general fall in prices. Monetary factors play a significant role in deflation theory. 

A decrease in the money supply or a contraction in credit can contribute to 

deflationary pressures. Central bank policies and the overall monetary environment 

are critical considerations. Advances in technology and increases in productivity are 

often assumed to contribute to deflation. As technology improves, the cost of 

production may decrease, leading to lower prices for goods and services. 

One major limitation is the potential for debt deflation. If prices fall, the real burden 

of debt increases, leading to financial difficulties for borrowers. This can create a 

vicious cycle where individuals and businesses reduce spending, further exacerbating 
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deflationary pressures. Deflation theory may not fully capture the role of expectations 

in shaping economic behavior. If individuals and businesses expect prices to fall in 

the future, they may delay consumption and investment, contributing to a self-

reinforcing deflationary spiral. The theory might not account for nominal rigidities, 

such as sticky wages and prices. In the real world, prices and wages do not always 

adjust immediately to changes in supply and demand, which can complicate the 

dynamics of deflation. 

 

Critics argue that deflation theory tends to oversimplify the complex factors that 

contribute to deflation. Economic conditions can vary widely, and a one-size-fits-all 

approach may not capture the nuances of different situations. The theory's prescription 

for deflation often involves increasing the money supply or implementing 

expansionary monetary policies. Critics argue that such policies may have limitations 

and can lead to unintended consequences, such as asset bubbles. Deflation theory may 

not fully account for the impact of global factors on a country's economy. In an 

interconnected world, international trade, exchange rates, and global economic 

conditions can influence domestic inflation and deflation. 

Deflation can have significant implications for Gross Domestic Product (GDP). A 

prolonged period of deflation can lead to reduced consumer spending, lower corporate 

profits, and increased real debt burdens. These factors can contribute to economic 

contraction and negatively impact GDP growth. Central banks and policymakers often 

aim to maintain a moderate level of inflation to avoid the adverse effects associated 

with deflation and promote economic stability. Deflation theory provides insights into 

the causes and consequences of a sustained decrease in the general price level. 

However, it has limitations and may not fully capture the complexities of real-world 
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economic dynamics. The link to GDP underscores the importance of understanding 

deflationary pressures in the context of broader economic performance. 

2.2.4 Efficient Markets Theory 

Efficient Markets Theory (EMT) is a financial theory that suggests that financial 

markets efficiently incorporate and reflect all relevant information. The theory posits 

that it is impossible to consistently achieve higher-than-average returns through active 

management or analysis of available information because prices already incorporate 

and adjust to all available information quickly and accurately. EMT has its roots in 

the work of economists like Eugene Fama and has been a cornerstone of financial 

theory since the 1960s.  

Efficient Markets Theory assumes that all investors have access to and utilize all 

available information. This implies that no investor has an information advantage over 

others. EMT assumes that all market participants are rational and make decisions 

based on maximizing their utility. Rational behavior implies that investors make 

decisions based on all available information and with the goal of maximizing returns 

and minimizing risks. EMT assumes that there are no transaction costs in buying or 

selling securities. This allows for the assumption that investors can trade freely 

without incurring any additional costs. EMT assumes that all market participants have 

the same expectations regarding future market conditions and security prices (San 

&Heng, 2016). 

Behavioral finance research suggests that investors are not always rational and can be 

influenced by emotions, cognitive biases, and heuristics. This challenges the 

assumption of rationality in Efficient Market Theory.  Critics argue that real-world 
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financial markets are not perfectly efficient. Market anomalies, such as the existence 

of consistently successful fund managers and periods of market bubbles and crashes, 

contradict the notion of market efficiency. Efficient Market Theory assumes that all 

information is instantly and accurately reflected in asset prices. In reality, there may 

be delays in information dissemination and processing, leading to temporary 

inefficiencies. The assumption of zero transaction costs is unrealistic. In reality, 

investors face transaction costs, taxes, and other frictions that can hinder the 

efficiency of markets. Some studies have found evidence of market inefficiencies and 

anomalies that persist over time, contradicting the predictions of EMT. Examples 

include the momentum effect and value premium. EMT's inability to consistently 

predict major market events, such as financial crises, challenges its practical 

application. If markets were truly efficient, such events should be reflected in asset 

prices beforehand. Andrew Lo's Adaptive Markets Hypothesis argues that markets are 

not always efficient, and their efficiency can vary depending on market conditions. 

This challenges the notion of a consistently efficient marke (Pandey, 2017).  

 

The Efficient Markets Theory does not explicitly address the impact of inflation on 

asset prices, but inflation can influence market efficiency in several ways: If inflation 

expectations are consistently mispriced, it could create opportunities for investors to 

outperform the market by accurately predicting future inflation trends. Inflation 

affects interest rates, which in turn impact the discount rates used to value future cash 

flows. Market participants must adjust their valuation models to account for inflation, 

potentially creating pricing inefficiencies. Inflation can affect different sectors of the 

economy differently. Investors who accurately anticipate sector-specific impacts of 

inflation may be able to identify mispriced securities (Pandey, 2017).  



  

22 

 

EMT implies that exchange rates should quickly adjust to new information. However, 

factors such as government interventions, geopolitical events, and speculative 

behavior can lead to deviations from efficient pricing in the foreign exchange market. 

Exchange rates can exhibit inefficiencies, especially in the short term. Market 

participants may not always incorporate all available information accurately and 

instantaneously, leading to opportunities for investors to exploit mispricing. Efficient 

Markets Theory remains a fundamental concept in financial economics, but it has 

faced substantial criticism and challenges over the years. The assumptions of perfect 

information, rationality, and no transaction costs are often violated in the real world. 

Additionally, the theory's limited ability to explain certain market phenomena and 

predict major events raises questions about its practical relevance. When considering 

inflation and exchange rates, the efficient markets hypothesis faces further challenges, 

as these factors introduce complexities that may hinder the instantaneous and accurate 

adjustment of asset prices. As financial markets continue to evolve, researchers and 

practitioners are likely to explore alternative theories and models that better capture 

the complexities and nuances of real-world market dynamics. 

2.3 Empirical Literature Review 

This entails reviewing earlier research on the same studies on the effects of 

macroeconomic variables on the financial performance of commercial banks and 

identifying gaps in the previous studies. 

2.3.1 Interest Rate and Financial Performance 

Ngari (2016) did a research study on the relationship between interest rate spread and 

the financial success of Kenyan commercial Banks The census was done in all forty-

three registered Kenyan commercial banks and used documented secondary data for 
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six years between 2007 and 2012. The results of the research study showed that 

interest rates for larger banks find it relatively difficult to raise funds. Linear model 

data analysis was used to analyze data and ROA was used to measure financial 

performance in this study. However, the research study covered a study period of six 

years while the current study covered a long period of ten years, it also used simple 

and multiple regression analysis and ROE was used to measure the performance of 

South Sudan’s commercial banks. Moreover, the research study was done in Kenya 

while the current research study was done in South Sudan which presents a contextual 

gap. 

 

Wambari (2017) carried out a research study on how interest rates affect Kenyan 

commercial banks’ financial performance. All 43 Kenyan commercial banks were 

included in the study which used an explanatory research design and a census 

research approach. The statistical software for the social sciences (SPSS) version 20 

was utilized for the study’s data analysis which also included secondary data and a 

multiple linear regression model. The research findings were that deposit interest ratio 

has a negative effect on the commercial banks financial performance while lending 

rate ratio has a good impact. According to the study’s findings, there is a strong 

correlation between commercial banks’ financial performance and their lending rate 

ratio. The conclusion of the study was that commercial banks are negatively affected 

by deposit interest ratio. 

Afzal (2018) conducted research on how interest rate changes affect bank 

profitability. The study examined annual data from 20 banks operating in Pakistan for 

a period of seven years, spanning the years 2007 to 2014. In order to assess how 

interest rate changes (INTC) affect return on assets’ (ROA), the results showed that 
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interest rates negatively impacted bank profits. However, the study was carried out in 

Pakistan which is a developed whereas this study was carried out in South Sudan 

which is a developing country. 

Owusu, Antwi, Banerjee and Antwi (2017) did a research study on the interest rates 

spread and profitability of commercial banks in South Sudan. The study used ordinary 

least square regression for a sample of 28 banks. The findings showed that bank 

spread had a positive impact on South Sudan’s commercial banks’ profitability, but 

the relationship was statistically insignificant. The findings showed that although 

there is a positive association between interest rates and bank profitability although 

there is a positive relationship that exist between interest rate and bank profitability. 

This implies that the bank attempts to increase net interest margin by effective and 

efficiently increasing interest income and lowering interest expense in order to 

improve profitability. The increase in ROA encourages banks to raise interest margin 

because the bank also raises interest margin to meet the increase in operating costs. 

The study utilized simple and multiple regression analysis as well as use ROE to 

measure the performance of banks. The study used a sample of 28 banks and 

employed ordinary least square regression and ROA to measure bank performance. 

Kipngetich (2018), did a study on the connection between interest rates and the 

success of Kenyan commercial banks’ finances. Regression models were created with 

interest rates as the independent variable, financial performance as the dependent 

variable and ROE as the profitability indicator to meet the study’s goal. For a five-

year period between 2010 and 2015, secondary data was gathered from reports that 

had already been published. The results of the regression model demonstrate a 

positive link between interest rates and the monetary performance of Kenyan 
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commercial banks. The current study covered a longer period of ten years as opposed 

to the previous study which covered a period of five years. 

2.3.2 Gross Domestic Product and Financial Performance 

Nyangor (2020) did a research study on the impact of Kenya’s Gross Domestic 

Product on financial performance of Collective Investment Schemes (CIS). Nineteen 

licensed CIS in Kenya made up the population of the study which employed a casual 

research design. The research study used quarterly secondary data, which was 

obtained from the Capital Market Authority, KNBS and CBK for a ten-year period 

from 2010 to 2019. The results were analyzed using regression analysis based on unit 

trust, money market funds, balanced funds, equity funds and fixed income funds. The 

results revealed GDP affects financial performance. The study, however, targeted 

investment schemes while the current study targets commercial banks. 

 

Zhen Shi and Yung-hu Chiu (2021) did a study on the effect of Gross domestic 

production on the investment efficiency and financing of China’s commercial Banks. 

From 2021 to 2018, the effectiveness of China’s urban commercial banks (UCBs), 

joint-stock commercial banks (JSCBs) and State-owned commercial banks (SOCBs) 

was examined. This study combined the Kamel density curve with unfavorable 

dynamic slacks-based assessment followed by JSCBs while UCBs have the lowest 

efficiency. The study divided the banks into different categories whereas the current 

study focused on the South Sudan’s commercial banks. 

2.3.3 Inflation Rate and Financial Performance 

Ajayi and Atanda2017) conducted research on how the performance of Nigerian 

banks is impacted by monetary policy. The study used the Engle-Granger two-step 

co-integration methodology with a focus on the years 2004 to 2014. The results of the 
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study showed that inflation slightly improved the financial performance of Nigeria 

banks. However, because the study’s major focus was on Nigerian commercial banks, 

the findings cannot be applied to South Sudan. The study therefore concentrated on 

South Sudan’s listed commercial banks.  

 

Macharia (2013) conducted research on the effects of the global financial crisis on the 

financial performance of Kenyan banks. The research which concentrated on banks 

that provided financing revealed that inflation had a negative significant influence on 

the profitability of numerous banks in Kenya. However, the research study focused on 

banks that offered mortgage services whereas the study was conducted on commercial 

banks in South Sudan from 2011 to 2021.  

Kwakwa (2018), also did a study on the impact of inflation on financial performance 

of banks in Ghana. The findings indicated that performance is positively but 

negatively impacted by inflation. However, given that Kwakwa’s study was 

conducted in Ghana, the results may not be applicable to the South Sudan’s context. 

Therefore, this research study tried to address the contextual gap. 

Chege (2018) did a study on the relationship between inflation and the financial 

performance of Kenyan commercial banks. The research was conducted from 2010 to 

2017. Data for the study was collected from the annual reports of Kenya’s 44 

commercial banks. This study used secondary data and to analyze the relationship 

between inflation and commercial banks’ financial performance, correlation 

coefficients and coefficients of determination were used to determine the strength and 

nature of the relationship while the test of significance was used to determine the size 

of the relationship. The study found that as inflation decreases profit increase. 
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Nevertheless, the study was done on Kenyan Banks between 2010 and 2017 but this 

research study was conducted on Banks in South Sudan between 2012 and 2021. 

Khaled (2019) did a study on the effect of inflation on the financial sector 

development in Jordan. The study period was between 1993 and 2018. The study 

population comprised of 50 Commercial banks in Jordan. In order to ascertain the 

relationship between inflation and financial sector development, secondary data was 

used in the study. Data analysis on the impact of inflation on the development was 

done using the coefficient of correlation. The results of the research indicated that 

there is a positive support of the previous financial sector performance in the current 

period. The study however was conducted in a developed country, but this research 

was conducted in a developing country. 

Moyo, Delani and Tursoy (2020), did a study to find out the effect of inflation on the 

financial performance of South African commercial banks for the period between 

2003 and2019 to measure the financial performance. ROE was the independent 

variable whereas the independent variable was inflation. Both the ARDL and DOLS 

models were applied to the study’s objective. The results of the study indicated that a 

substantial adverse link between ROE and inflation. However, the research study was 

conducted only on four commercial banks, but this study was conducted in all the 

Banks in South Sudan. 

Pita and Lado (2018) did a study on the relationship between exchange rate and 

inflation of commercial banks in South Sudan. The research study indicated that 

neither inflation nor exchange rates were responsible for CPI. The research study 

concluded that currency depreciation has a detrimental impact on economic 

performance in South Sudan.  
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Ebaidalla (2014) investigated on how South Sudan’s economy is affected by real 

exchange rate and inflation misalignment. The research was conducted between 1979 

and 2009. The research findings found that economic policy affects equilibrium 

exchange rate significantly while this study covered the period between 2012 and 

2021.  

2.3.4 Exchange Rate and Financial Performance 

Hossin (2020) conducted a research study on the impacts of fluctuations of exchange 

rate on financial performance of commercial banks in Bangladesh. Empirical and 

theoretical studies were reviewed on exchange rate and financial performance. World 

Bank database website and banks consolidated financial statements provided 

secondary data. The research study was carried out by using central tendency 

measures such as descriptive statistics to explain the data. To explain the relationship 

between Return on Assets (ROA) and exchange rates, correlation analysis was 

adopted in the study. The study found a negative correlation between exchange rate 

changes and financial success however was done in a developed country and use 

ROA to measure performance of the banks while this study was ROE and was 

conducted in developing countries. 

Munyok (2016) conducted research on the effects of exchange rate changes on South 

Sudan’s financial institution performance. The research study found a relationship 

between exchange rate fluctuations on South Sudan’s financial institutions’ 

performance. The study focused only on exchange rate fluctuations and studied all 

commercial banks; macro- economic variables and financial performance of South 

Sudan’s commercial banks was the focus of the current study. 
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Adam and Crawford (2018) did a study on the exchange rate management in Sot 

Sudan. According to the report, there is currently an uncomfortable balance between 

two regimes on the currency rate. Due to the severity of the impending economic 

crisis in South Sudan, it is possible that the fixed exchange rate system would 

disintegrate due to inflation and that the country will return to a dollar- based 

economy. The current analysis offers suggestions on how the performance of South 

Sudan’s commercial banks can be affected by currency rates. 

Chol (2017) conducted a study on the impact of bank stability on the financial 

performance of commercial banks in South Sudan. The metrics from the CAMEL 

model served as a reference for measuring stability and its effects on commercial 

banks’ financial performance as assessed by ROA. The CAMEL model served as the 

fundamental framework for the inquiry. A descriptive research methodology was 

employed in the research study.  South Sudan’s 24 commercial banks made up the 

study’s sample population and one senior manager was the focus of the study. The 

study’s approach was mixed as it used both qualitative and quantitative data. While 

main data was collected using a semi- structured questionnaire, secondary data for the 

period between 2012- 2017 was taken from audited yearly financial reports. SPSS 

was used to analyze the data acquired in order to conduct further descriptive and 

inferential statistical analysis. The results of the study indicated that the financial 

performance of commercial banks is positively affected by asset quality. In contrast to 

the study which examined bank performance using return on assets, the current study 

evaluated the bank performance using return on equity (ROE). 

Angelo, Munir and Malenya (2021) did a research study on macroeconomic variables 

and financial performance of South Sudan’s commercial banks. The target population 

for this study was 30 commercial banks in South Sudan. A purposive sampling 
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method was used. The researcher considered a longitudinal cohort research design. 

Panel data for the period of 2014 to 2020 collected from the World Bank data, central 

Bank of South Sudan and the commercial bank’s websites were used in the study, 

face validity was used for the measurement of the validity of the data. Data analysis 

included multiple regression and descriptive statistics analysis. Other findings that 

among the macroeconomic factors examined interest rates had a considerably 

favorable influence on the financial performance of commercial banks in South Sudan 

whereas exchange rates had a significantly positive effect. The study used secondary 

data and focus on all the banks in South Sudan. 

2.4 Summary of Literature Review and Research Gaps 

The summary of the literature review is made up of author and the year the study was 

done, focus of the study, the study’s key findings, and research gaps in the study and 

focus of the current study. 
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Table 2.1: Summary of Literature Review and Research Gaps 

Author& 

Year 

Focus of the Study Key Findings Research Gaps Focus of the 

Current Study 

Wambari 

(2017) 

Effect of interest rates on the 

financial performance of 

commercial banks in Kenya. 

Commercial banks’ financial performance 

is favorably impacted by the lending rate 

ratio. 

The study used one 

variable. 

This study was 

more than one 

variable. 

Afzal (2018) Effects of interest rate changes 

on banks’ profitability. 

Profitability of banks is negatively 

affected by deposits with other banks and 

interest rate. 

The study was done 

in developed 

country. 

This research 

was done in a 

developing 

country. 

Kipngetich 

(2018) 

Interest rates and Kenyan 

commercial banks’ financial 

performance are related. 

Interest rates influence Kenya’s 

commercial banks’ performance 

favorably. 

The study was done 

for a period of five 

years. 

This study 

covered a period 

of ten years. 

Nyangor 

(2020) 

Effect of Gross Domestic 

Product on financial 

performance of collective 

investment schemes in Kenya. 

The results revealed GDP affects financial 

performance. 

The study was done 

on collective 

investment schemes. 

The focus of this 

study was on 

Banks. 

Zhen Shi & 

Yung-hu Chiu 

(2017) 

Impacts of Gross Domestic 

Product on the financing and 

investment of China’s 

commercial Banks. 

The results showed that Gross domestic 

product effect Banks financial 

performance. 

The study 

categorized banks. 

The performance 

of all South 

Sudan’s banks 

was the main 

subject of this 

research. 
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Chege (2018) Relationship between Kenyan 

commercial banks’ financial 

performance and inflation. 

Inflation decreases profit. The study was done 

on Kenyan Banks 

between 2010 and 

2017. 

The study was 

done on banks in 

South Sudan 

between 2011 

and 2021. 

Khaled (2019) The effect of inflation on the 

financial sector development in 

Jordan. 

Financial sector performance is positively 

supported by previous financial sector. 

The research was 

done in a developed 

country. 

This research 

was conducted in 

a developing 

country. 

Moyoet al. 

(2020) 

The effect of currency rates and 

inflation on the financial 

performance of South African 

commercial banks. 

Inflation affects return on equity 

negatively. 

The study was 

conducted only on 

four banks. 

This study was 

in all the banks 

in South Sudan. 

Onyango 

(2017) 

Effect of exchange rate 

fluctuations on Kenya’s banking 

industry’s financial 

performance. 

Exchange rates affects the performance of 

Banking industry in Kenya positively. 

Descriptive research 

design was used in 

the study. 

This study used 

census sampling 

design. 

Hossin (2020) Effects of exchange rate 

variations on financial 

performance of financial 

institutions in Bangladesh. 

Exchange rate fluctuations have a 

negative impact on financial performance. 

The study was done 

in a developed 

country. 

This study was 

conducted in a 

developing 

country. 

Chol (2017) Influence of bank stability on 

South Sudan’s commercial 

banks’  

The results of the study demonstrated that 

the financial performance of commercial 

banks is impacted positively strong by 

Financial 

Performance will be 

measured using 

The study uses 

returns on equity 

(ROE) to 

evaluate the 
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asset quality. return on assets. performance of 

banks. 

Munyok 

(2016) 

Effects of fluctuating currency 

rates on the financial 

performance of South Sudan’s 

financial institutions. 

According to the study, there is a negative 

correlation between South Sudan’s 

commercial banks’ performance and 

changes in currency rates. 

The study focused 

on exchange rate 

fluctuations only and 

studied all financial 

institutions; 

The 

macroeconomic 

variables and 

financial 

performance of 

South Sudan’s 

commercial 

banks was the 

main focus of the 

study. 

Pita&Lado 

(2018) 

The relationship between 

exchange rate and inflation in 

South Sudan 

The study concluded that depreciation 

currency negatively influences economic 

growth 

The period between 

1979-2009 was 

covered in this 

study. 

The study 

covered the 

period between 

2012 and 2021. 

Source: Empirical Literature Review (2017-2020) 
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Exchange Rate 

2.5 Conceptual Framework 

The conceptual framework depicts that you expect to discover during your research. It 

defines the variable for your study and shows how they may be related to one another. 

The study’s predictor variables include the exchange rate, inflation, interest rate and 

gross domestic product whereas the dependent variable is financial performance. 

Conceptual framework was adopted in this study as illustrated in Figure 2.1. 

 

Independent Variables Dependent Variable 

 Interest Rate 

 Central Bank Base Rate 

 

Gross Domestic Product 

 GDP Growth Rate 

 Financial Performance 

Inflation Rate Return on Equity 

 Consumer Price Index 

 

 South Sudan Pound/ USD 

 

Figure 2.1: Conceptual Framework 

Source: Researcher (2023) 
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The above conceptual framework in Figure 2.1, it indicates that interest rate which is 

measured using annual percentage rate, GDP which is measured using GDP growth 

rate, Inflation rate measured using Consumer price index and exchange rate using 

South Sudan pound to US dollar affects financial performance which is measure using 

return on equity. 

  



  

36 

 

CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This section shows the method that was used in collecting and analyzing data in the 

research. It describes, research design, sampling technique, population and 

instruments for collection of data and procedures, reliability and validity of the study. 

It also describes how data was processed and analyzed and ethical considerations to 

achieve the stated objectives. 

 

3.2 Research Design 

Research design is a plan and a blueprint strategy of research project designed to find 

answers the questions to be used in research (Kothari, 2004). Mugenda and Mugenda 

(2013) contend that design of research provides the guide and route to be followed in 

a study. The study adapted an explanatory research design because it focuses on 

explaining the aspect of the study. It helps researchers understand a particular 

problem in depth. This gives a better comprehension on a specific research topic. In 

explanatory research design, individuals can understand the cause behind a 

phenomenon which help the researcher predict future occurrences (Cooper & 

Schindler, 2011).  

 

3.3 Target Population 

Target Population refers to a group of individuals that the study intends to conduct 

research in and draw conclusions from (Mugenda & Mugenda, 2003). It is a set of all 

observations under concern (Cooper & Schindler, 2009). Target population on the 

other hand refers to records, events and people that contain the devised information 

and can answer the measurement question (Greener, 2008). South Sudan’s 29 
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commercial banks was the target population of this study. The target population 

provided useful data in answering the research question on how South Sudan’s 

commercial banks’ financial performance is impacted by macroeconomic variables. 

 

3.4 Sampling Design 

The research study adopted a census of 29 commercial banks in South Sudan. Census 

refers to the method where all members of the population are studied (Kothari, 2004). 

Validity of the collected data is enhanced by census approach which is used when the 

numbers of respondents are relatively few. Further, some commercial banks are 

owned by the government while others are in privately owned and therefore, 

differences in objectives, management structures and operations are likely to occur. 

Its inclusion provided the research study with certain information-rich cases and the 

study therefore adopted a census design. 

 

3.5 Data Collection Instrument 

Secondary data was used in this research study in relation to the financial statements, 

audited published statements on monetary concerns and CBSS appropriate reports. 

The Central Bank and commercial banks of South Sudan’s audited financial reports 

for the years 2012 to 2021 was used to collect information on financial performance 

specifically return on equity. Central Bank of South Sudan website provided 

information on exchange rate, inflation GDP and interest rate for South Sudan. 

Document review guide was used to collect data. 

 

3.6 Data Collection Procedure 

Secondary data was relied on this study. The data was applied to facts and basis 

contained in financial performance documentary sources especially from CBSS.  It 

was sourced from published commercial banks’ financial statements, statements on 
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monetary issues and appropriate CBSS reports.  The data on financial performance, 

that is return on equity was extracted from the audited financial statements of 

commercial banks and Central Bank of South Sudan for the years 2011 to 2021. Data 

on Interest rate, exchange rate, Inflation and GDP in South Sudan for the period 2011 

to 2021, that is ten (10) years were also extracted from the website of the Central 

Bank of South Sudan. Data was collected with the aid of a document review guide.  

3.7 Data Analysis and Presentation 

Secondary data is in quantitative form. Data was collected over a 10-year period from 

all 29 commercial banks in South Sudan. In order to collect and evaluate quantitative 

data, Stata version 2014 statistical software was used. Inferential and descriptive 

statistics was the focus of the examination of quantitative data. Descriptive statistics 

also placed a strong emphasis on computing percentage, Standard deviation, 

frequency and mean. Technique and approach used to display the movement of 

observed data over a predetermined time period is referred to as trend analysis 

(Bryman& Cramer, 2012). In order to examine the correlation between the variables, 

Vector Autoregression was utilized in the study. 

 

Multiple time series was included in the VAR integration model, which makes it 

useful as a forecasting tool (Bryman& Cramer, 2012). The VAR model has multiple 

equations because it uses numerous independent variables. Additionally, each 

equation uses lags of variables and probably determining trends as its explanatory 

variables (Bryman, 2013). There is a chance of information getting lost regarding 

association across integrated series because VAR series models are focused on 

applying Stationary series for VAR with earlier disparity to original series. Therefore, 

differencing series to keep them static is one option but at the expense of ignoring the 
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crucial link between levels. A better option is to use co-integration to assess the 

reliability of regression levels. A VECM which includes differences and levels can be 

estimated instead of a VAR in levels if co-integration exists which is typically tested 

using Johansen’s technique. 

 

3.7.1 Empirical Model 

The Vector Autoregressive (VAR) model served as the foundation for the model. In 

contrast to previous models, the VAR model does not impose limitations to identify 

the system. It avoids oversimplifying the structure and places just the right number of 

constraints on it to reveal the parameters. Consequently, most VAR models are 

recently discovered (Lutkepohl & Markus, 2004). A structural model should be able 

to forecast how much a policy accommodation will impact the whole economy since 

it allows for the prediction of the outcomes of deliberate policy decisions. The 

previously discussed variables have helped to identify the variables that would be 

utilized. 

The function is: 

FP= (I, GDP, INF, ER, U) 

Where: 

FP= Financial Performance 

I= Interest Rate 

GDP= Gross Domestic Product 

INF= Inflation 

U =Unobservable Variables 
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Vector Autoregressive (VAR) model was the main method of analysis in these 

studies. The VAR model which has been used in earlier studies used time series data. 

According to (Serem and Saina, 2020) to determine the correlation between 

macroeconomic variables and the Sudan Sudan’s commercial banks’ financial 

performance, VAR model was used. Variables co-move towards a long-run 

equilibrium VAR if the variables have co-integration. AR is often used as a 

forecasting procedure when at least two time series variables interact with one 

another. Additionally, there is a bi-directional relationship between variables.  

VAR model was used because there is not enough theory to connect these variables 

and it is not possible to adopt any one theory. The VAR was used because each 

variable has an equation that explains it and all variables are treated similarly in a 

structural sense. Structure wise variables are handled symmetrically. VAR’S 

modeling is also recommended since it is a theory free technique with its evolution 

dependent on both its own lags and the lags of the other variables in the model and no 

prior knowledge of the variables is necessary (Sims, 1980). 

The model took the form: 

FP=∑    
       + ∑       

   +∑        
   +∑       

   + µ1 

I=∑      
     + ∑       

    + ∑         
   +∑        

    +∑    
    

+ µ2 

GDP=∑        
    +∑       

   +∑      
    +∑        

   +∑  ҩ + 

µ3 

INF=∑        
    +∑       

   +∑      
   +∑         

   ∑  ҩ  + 

µ4 
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ER= ∑        
    ∑        

   ∑      ∑         
   

 
   

∑        

The VAR involved estimation of regression equations in which the lagged values of 

each variable and the other variables were used to express the current value of each 

variable. 

3.7.2 Operationalization and Measurement of Variables 

Operationalization is achieved by looking at the properties, facets or behavioral 

dimensions indicated by the concept that are then translated into measurable and 

observable elements so as improve on the index of concept measurement (Sekaran & 

Bougie, 2010). In this study, ROE was used to gauge how well South Sudan’s 

commercial banks are performing financially. The main macroeconomic factors 

(Independent variables) that influence the financial performance of South Sudan’s 

commercial banks are the GDP, interest rates, inflation rates and currency rates. 

Measures for the exchange rate, inflation, interest rate and GDP growth rate was the 

central bank charges on loans to banks, consumer price index amount of South Sudan 

pound to Dollars and GDP growth rate respectively as shown in Table 3.1. 

 

Table 3.1: Operationalization and Measurement of Variables 

Variable Type of 

Variable 

Operationalization Measurement Measurement 

Scale 

Financial 

performance 

Dependent Return on 

shareholders 

Net Income to 

Shareholders’ 

Equity 

ROE in millions 

Interest rate Independent Central bank 

charges on loans to 

Banks 

Central bank 

base rate 

Nominal interest 

rate 

Inflation Independent Consumer price Inflation rate Consumer price 
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index in % index. 

Exchange 

rate 

Independent Amount of South 

Sudan pound to US 

Dollar 

South Sudan 

Pound/ US 

Dollar 

Exchange rate 

ratio 

GDP Independent Income level GDP Growth 

Rate 

Output 

Source: Researcher (2023) 

3.8 Diagnostic Test 

The test ensures that Classical Linear Regression Model is not violated. The research 

study runs the risks of having estimates that are biased, inefficient and inconsistent in 

case of violation. The research used the following diagnostic test such as Normality 

test, Autocorrelation test, Heteroscedasticity test and Cointegration. 

3.8.1 Multicollinearity 

According to Cooper and Schindler (2008), indicates the need to test for the 

multicollinearity to avoid indeterminate regression coefficients and infinite standard 

errors that affect the dismissal or approval of the null hypothesis. This is because the 

presence of severe multicollinearity leads to the possibility of making wrong 

inferences and as such leading to wrong conclusions. The study tested for the 

multicollinearity based on the correlation matrix for the panel data of 2011 to 2021 

based on a threshold of greater than 0.8 or less than 0.8 Variable with high level of 

collinearity are eliminated. 

3.8.2 Normality Test 

Distribution of the variables in research is ascertained using Normality test. This is 

because wrong inferences may be drawn because of the variables’ non- normal 

distribution. AR test was employed (Jackson, 2009). To determine if the data fits a 

normal distribution normality test was used. The Jarque-Bera test is built upon by 
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moments of kurtosis and skewness to test for normality (Razali & Wah, 2011). The 

null hypothesis that residuals follow a normal distribution is not rejected if the Chi 

square statistic is greater the 0.05. This test’s null and alternative hypotheses are 

expected to have normal distributions and non-normal distributions respectively and 

both were predicated on a 0.05 level of significance. If the is expected to be regularly 

distributed, a P- value of less than < 0.05 indicates that it is appropriate to reject the 

null hypothesis. If the P- value is greater than 0.05, the data was normally distributed. 

3.8.3 Heteroscedasticity Test 

Violation of an assumption that error term variance is constant is Heteroscedasticity 

(Hyndman & Anthanasupolous, 2018). Presence of heteroskedasticity leads to least 

squares model that is not best linear unbiased estimator and wrong standard errors. 

Heteroskedasticity can be detected through use of residual plots and use of Breusch 

Pagan (BP) test. Null hypothesis was tested using BP and if the error is homoscedastic 

against an alternative that is heteroskedastic. P value of less than 0.05 or at 5% level 

of significance than there is heteroskedasticity. It can be resolved through use of 

robust standard errors or feasible generalized least squares. 

3.9 Ethical Considerations 

In this research study, ethical considerations are very important. Ethical 

considerations help to guide research on what is right or wrong. Ethical principles 

were highly followed in the study process. Falsification and fabrication which are 

unethical practices was avoided. 
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CHAPTER FOUR 

RESEARCH FINDINGS AND DISCUSSION  

4.1 Introduction 

This chapter will present a detailed presentation of the analysis and interpretation of 

the findings. Once data have been gathered, it was keyed into SPSS tool where the 

analysis was done systematically as informed by the specific objectives. 

4.2 Descriptive Statistics 

The following table shows descriptive statistics of the research study. 

Table 4.1 Descriptive Statistics  

Variables Observations Mean Standard 

deviation 

Minimum Maximum 

ROE 290 

 

0.1996 0.0104 0.1435 0.2301 

Interest rate 10 

 

0.1395 0.0065 0.0972 0.1721 

Inflation 10 

 

0.8787 0.3696 -0.0010 3.8000 

Exchange 

rate 

10 

 

1.1610 0.4170 0.0295 4.3205 

GDP 

growth rate 

10 0.0224 0.0708 -0.5133 0.2980 

Source: Research Data (2023) 

 

The mean ROE for the dataset was 19.96%, mean interest rate was 13.95%, mean 

inflation was 87.87%, man exchange rate was 116.1%, while mean GDP growth was 
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2.24%. The standard deviation for ROE, interest rate, inflation, exchange rate, and 

GDP growth was 3.28%, 2.05%, 116.87%, 131.85, and 22.39 respectively. This 

indicates that there was a huge disparity in inflation and exchange rates in the dataset. 

The lowest inflation rate was -0.1% while the highest was 380%, this is a substantial 

margin between the two interest rates within a ten-year period. On the other hand, the 

minimum exchange rate in the dataset was 2.95% while the maximum was 432.05%, 

this shows a huge disparity in margins which is an illustration of instability in the 

currency exchange market in South Sudan. The ROE and interest rates have the 

lowest disparity in the dataset, which could be an indication of stability in these 

financial variables.    

4.3 Trend Analysis 

Trend analysis is done on research data to provide the basic performance of the 

variables under study. The analysis shows the performance over a period of ten years.  

4.3.1 Trend Analysis on ROE 

ROE in Figure 4.1 shows over the years since 2012 there has been a downward trend 

on return on equity in two phases; between 2012 and 2018 the decrease was gradual. 

Between 2018 and 2021, ROE decreased rapidly, and this shows that the economy of 

South Sudan was not in good state between the years 2012 to 2021. 

The trend analysis of the study variables of commercial banks in South Sudan is as 

shown in Table 4.2 for a period of ten (10) years from 2012 to 2021. 
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Table 4.2: Trend Analysis of the Study Variables 

Year     (ROE)  Interest Rate Inflation Exchange Rate    GDP 

2012 23.01% 14.71% 45.50% 2.95%     -

51.33% 

2013 22.25% 14.10% -0.10% 2.95%        

29.80% 

2014 22.14% 14.10% 1.70% 2.95%      

27.97% 

2015 22.02% 12.55% 52.80% 16.52%     

6.87% 

2016 21.99% 9.72% 380.01% 83.91%    -

6.64% 

2017 20.94% 13.38% 187.90% 127.94%     -

3.49% 

2018 20.88% 15.83% 83.50% 154.03% -

3.84% 

2019 17.59% 12.70% 87.20%

 160.42%11.38% 

2020 14.45% 15.16% 29.70% 177.28%          

3.05% 

2021 14.35% 17.21% 10.50% 432.05%         

1.00% 

Source: Research Data (2023) 
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Figure 4.1: Trend Analysis on return on ROE Equity 

Source: Research Data (2023) 

4.3.2 Trend Analysis on Interest Rate 

Figure 4.2 presents the trend analysis on the interest rate of commercial banks in 

South Sudan for a period of ten (10) years from 2012 to 2021. 

 

Figure 4.2: Trend Analysis on Interest rate 

Source: Research Data (2023) 
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Figure 4.2 reveals that the interest rates trend over the ten years has not been 

consistent as it has experienced fluctuations; the highest interest rate was noted in 

2018 at 15.83% while the lowest was in 2016 at 9.725.  

4.3.3 Trend Analysis on Inflation Rate 

Figure 4.3 presents the trend analysis on the inflation rate of commercial banks in 

South Sudan for a period of ten (10) years from 2012 to 2021.” 

 

Figure 4.3: Inflation Rate 

Source: Research Data (2023) 

Figure 4.3 shows that the inflation rates over the ten years have experienced two 

contrary phases, between 2013 and 2016 the rates were increasing but since then to 

2022 there has been a decrease. The highest inflation rate during the period was noted 

in 2016 when it hit 380%. There is an indication that the South Sudan economy was 

facing hard economic times in 2016 and a sharp increase in inflation rate from 52.8% 

the previous year to 380%.  

4.3.4 Trend Analysis on Exchange Rate 

Figure 4.4 presents the trend analysis on the exchange rate of commercial banks in 

South Sudan for a period of ten (10) years from 2012 to 2021. 
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Figure 4.4: Exchange Rate 

Source: Research Data (2023) 

 

Figure 4.4 shows that Exchange rate over the ten years has experienced three phases, 

between 2012 and 2014 the rates were constant; between 2015 to 2020 there was a 

steady rise in exchange rate and between 2020 to 2021it experienced a sharp spike 

from 177.28% to 432.05%. There is an indication that the South Sudanese pound 

became very weak between the year 2020 to 2021 from 177.28% to 432.05%. 

 

4.3.5 Trend Analysis on GDP Growth 

Figure 4.5 presents the trend analysis on the GDP growth rate of commercial banks in 

South Sudan for a period of ten (10) years from 2012 to 2021. 
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Figure 4.5: GDP Growth Rate 

Source: Research Data (2023) 

From figure 4.5 it can be observed that the GDP growth in the 10 years period has 

experienced negative growth thrice namely 2012, 2016, and 2017, with 2012 being 

the highest negative growth at -51.33%. However, positive growth has been observed 

in the other years, with 2013 registering the highest positive growth at 29.8% 

followed closely by 2014 at 27.97%.    

4.4 Correlation Analysis 

Correlation analysis between dependent and independent variables that is between 

macro- economic variables and financial performance as shown in Table 4.4. 

  

-60.00%

-50.00%

-40.00%

-30.00%

-20.00%

-10.00%

0.00%

10.00%

20.00%

30.00%

40.00%

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

G
D

P
 g

ra
o
w

th
 

Years 

GDP Growth 



  

51 

 

Table 4.4: Correlation Results 

 ROE Interest 

Rate 

Inflation Exchange Rate GDP 

ROE 1.00     

Interest Rate 0.05 1.00    

Inflation 0.05 -0.76 1.00   

Exchange Rate 0.62 0.52 -0.06 1.00  

GDP 0.45 0.08 -0.24 0.17 1.00 

Source: Research Data (2023) 

 

After running correlation test among the five variables, it was noted that there is 

positive relationship between interest rate between Interest rate and financial 

performance measured using ROE and the relationship between financial performance 

and Interest Rate is strong with a p-value of 0.569.The findings agree with those of 

Wambari (2017) and Owusu (2017) who found that interest rate had negative effect 

on the financial performance of commercial banks in Kenya and South Sudan 

respectively. 

On the relationship between GDP and financial performance, there is a strong 

relationship between GDP and financial performance with a P- value of 0.107. The 

findings agree with those of Nyangor (2020) and Zhen Shi and Yung-hu Chiu (2021) 

who found out that GDP have a positive effect on financial performance of 

commercial banks in South Sudan and in China respectively. Regarding the 

relationship between inflation rate and financial success, there is a weak relationship 

with a P-value of 0.046. The findings agree with those of Macharia (2013) and 

Kwakwa (2018) who found out that Inflation rate have a negative significant 
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influence on financial performance of commercial banks in Kenya and Ghana 

respectively. 

On the relationship between Exchange rate and financial performance there is a 

positive relationship between exchange rate and financial performance of commercial 

banks with a P-value of 0.079. The finding does not agree with those of Munyok 

(2016) and Hossin (2020) who found out that the relationship between exchange rate 

and financial performance is negative. On correlation between exchange rate and 

ROE at 0.62. This indicates that an increase in one variable causes an increase on the 

other variable, an increase in ROE translates to an increase in the exchange rate. This 

can be explained to mean that there is a strong correlation between exchange rate and 

ROE in the South Sudan economy. 

The strongest negative correlation was noted between interest rate and inflation at -

0.76, this is an indication that the variables change in different orientation. Meaning 

that an increase in interest rate causes a decrease in inflation in South Sudan dataset. 

The weakest correlation was noted between ROE and inflation as well as ROE and 

interest rates at 0.05, this is indication that inflation and inflation have very little 

influence on ROE of the banks in Southern Sudan. Variables with negative correlation 

included inflation and interest rates, inflation and exchange rates, and inflation and 

GDP, this is an indicator that inflation negatively impacts GDP, interest rates, and 

exchange rates. The study findings agrees with those of Munyo (2016) and Hossin 

(2020) who found out that Variables with negative correlation included inflation and 

interest rates, inflation and exchange rates, and inflation and GDP, this is an indicator 

that inflation negatively impacts GDP, interest rates, and exchange rates. 
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4.5 Diagnostic Tests 

These are test carried out prior to inferential analysis with an aim of ensuring that the 

research data set is sufficient for further investigations. 

4.5.1 Test for Multicollinearity 

The test is carried out to determine how strongly a pair of variables in a study is 

correlated. The test for correlation is presented in Table 4.3 

Table 4.3 Correlation Matrix 

 CBBR Money Supply Inflation Exchange rates 

ROE 1.0000    

Interest rate 0.1055 1.0000 
  

 0.1369    

Inflation 0.0283 0.0141 1.0000  

 0.6910 0.8429   

Exchange rates -0.0889 -0.0231 0.0080 1.0000 

GDP 0.2106 0.7452 0.9109  

*. Correlation is significant at the 0.05 level (2-tailed). 

Source: (Research at 0.05) 

Table4.3 Indicated that the correlation between ROE and Money supply is found to be 

non-significant with r of 0.1055, p- value = 0.1369. Similarly, Inflation and ROE were 

non- significantly correlated depicted by r of 0.0283, p- value= 0.6910. Exchange rate 

and ROE was also found to have an insignificant correlation with as indicated by a p- 

value of 0.2106. Inflation and supply of money were also had a non-significant 

association as seen from the p value of 0.9429. The correlation between exchange 
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rates and inflation was statistically non-significant; P value= 0.9109. Notable, the 

statistics presented in Table 4.3 showed that the data set doesn’t bear the problem of 

multicollinearity. This is in line with Greene (2008) who asserts that a matchup of 

variable with a correlation number of 0.8 or - 0.8 (that is, r squared of 64% or more), 

indicates a rigorous setback of multicollinearity. Based on this, there exist no problem 

of multicollinearity among the data. 

4.5.2 Normality Test 

Normality test was undertaken using Shapiro -Wilk test. The results for normality test 

are as shown in Table 4.5. 

Table 4.5 Test of Normality test Results 

 Kolmogorov- Smirnov Shapiro-Wilk 

 Statistic           df              sig                    Statistic            

dfsig 

Financial  

Performance. 0.316 40  0.004 0.546 40 0.000 

Interest rate 0.124 40 0.300 0.845 40 0.569 

GDP 0.276 40 0.132 0.847 40 0.046 
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Source: Research Data (2023) 

 

The results from Table 4.5demonstrates that the Shapiro-Wilk test's p values were 

higher than 0.05, indicating that the null hypothesis that the data are normally 

distributed was not rejected. Not rejecting the null hypothesis indicates that 

population in which the data was collected was normally distributed for all the 

variables in the study. Although the data for GDP is not normally distribute it does not 

affect the analysis. 

 

4.5.3 Heteroscedasticity Test 

Heteroscedasticity was tested using Breusch- Pagan test and the results are as shown 

in Table 4.7. 

H0: The data is homoscedastic 

H1: The data is heteroscedastic 

The rule of the study is that p-value of less than 0.05, H0 is rejected. 

Table 4.7: Heteroscedasticity Test Results  

Test Statistic Degree of Freedom Sig. 

5.352 8 0.537 

Source: Research Data (2023) 

Inflation rate 0.245 40 0.163 0.765 40 0.079 

Exchange rate 0.219 40 0.188 0.769 40 0.107 
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Heteroscedasticity of data is usually done due to the presence of outlier which means 

that observations are either large or small in relation to other observations that are 

present in the data sample. According to the test’s research findings which are 

presented in Table 4.7, the test statistics is 5.352 with a p-value of 0.537. The null 

hypothesis was not rejected because the p- value was greater than 0.05 and it was 

concluded that the obtained data did not exhibit heteroscedasticity, satisfying the 

regression assumption.  

4.6 Regression Analysis 

A regression analysis was done to determine the relationship between interest rate, 

inflation, exchange rate and GDP and financial performance measured by ROE and 

Table 4.9 summarizes the findings. 

Table 4.9 First Lag 

Equation Parms RMSE R-sq chi2 P>chi2 

ROE 6 0.0046 0.9946 1479.331 0.0000 

Interest Rate 6 0.0231 0.7127 19.84431 0.0013 

Inflation 6 1.7130 0.4726 7.16753 0.2085 

Exchange rate 6 0.3751 0.9774 345.7652 0.0000 

GDP 6 0.0851 0.8186 36.09388 0.0000 

Source: Research Data (2023) 

Table 4.10 Second Lag 

 Coefficient Std.  Error Z p>/z/ 95% Conf. 

Interval 

ROE -. 7160162 .278461 -2.57 0.010 -1.26179 -.1702428 

Interest .7512486 .2564767 2.93 0.003 .2485634 1.253934 
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Rate 

Inflation .0224014 .0046612 4.81 0.000 .0132657 .0315371 

Exchange 

Rate 

-.0737376 .0082857 -8.90 0.000 -.0599772 -.0574981 

GDP -.0087016 .0043321 2.01 0.045 .0002108 .0171924 

Cons .2724424 .03142 8.65 0.000 .2107388 .334146 

Source: Research Data (2023) 

 

The resulting regression model that can be used to explain the ROE of banks in South 

Sudan economy was: 

ROE = 0.2724 + 0.7512 (InterestRate) + 0.0224 (Inflation Rate) - 0.0737 

(ExchangeRate) + 0.0087 (GDP) 

After running the first lag, the vector autoregression reported that inflation was not 

statistically significant since the p-value was greater than the alpha value of 0.05. The 

second lag reported that all the variables were statistically significant at a confidence 

level of .05. The p-value of Interest Rate was .003 which is less than the alpha value 

of .05. Hence, the null hypothesis that the interest rate has no significant effect on 

financial performance of commercial banks in South Sudan was rejected and the study 

concluded that Interest Rate has significant effect on financial performance of 

commercial banks in South Sudan. Moreover, p-value of GDP was .045 which is less 

than the alpha value of .05. Thus, the null hypothesis that the GDP has no significant 

effect on financial performance of commercial banks in South Sudan was rejected and 

the study concluded that Gross Domestic Product has significant effect on financial 

performance of commercial banks in South Sudan. The p-value of Inflation Rate was 

.0000 which is less than the alpha value of .05. Hence the null hypothesis that the 
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inflation rate has no significant effect on financial performance of commercial banks 

in South Sudan was rejected and the study concluded that Inflation Rate has 

significant effect on financial performance of commercial banks in South Sudan. 

Lastly, the p-value of Exchange Rate was .003 which is less than the alpha value of 

.05. Therefore, the null hypothesis that the exchange rate has no significant effect on 

financial performance of commercial banks in South Sudan was rejected and the study 

concluded that Exchange Rate has significant effect on financial performance of 

commercial banks in South Sudan. The resulting regression model that can be used to 

explain the ROE of banks in South Sudan economy was: 

ROE = 0.2724 + 0.7512 (Interest Rate) + 0.0224 (Inflation Rate) - 0.0737 (Exchange 

Rate) + 0.0087 (GDP) 

This regression model can be explained to mean that a single unit of ROE is 

influenced by 0.7512 units of Interest Rate, 0.0224 units of Inflation, - 0.0737 units of 

Exchange Rate, and 0.0087 units of GDP. The model can be used to predict the 

impact of interest rate, inflation, exchange rate, and GDP on ROE of the banks of 

South Sudan. The purpose of this research study was to the investigate the influence 

of macroeconomic factors that includes Interest Rate, Inflation Rate, Exchange Rate 

and GDP growth on the financial performance of South Sudan’s banks by evaluating 

the financial performance using ROE. Therefore, using the regression model it can be 

observed that the macroeconomic factors do affect the ROE of South Sudan’s banks 

with interest rate having the greatest effect on the financial performance. It was noted 

that Interest Rate, Inflation Rate, and GDP growth had a positive impact on the ROE 

of the South Sudan’s banks. This means that an increase in Interest Rate, Inflation 

Rate, and GDP would translate to higher ROE for the banks. However, Exchange 

Rate was observed to have a negative influence on the ROE. This can be explained to 
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mean that an increase in Exchange Rate has a significant impact of reducing the ROE 

of South Sudan’s banks.  

 

After running the vector Autoregression using Stata, it was observed that the 

statistical tool considered 2 lags which tend to utilize the sample for dataset starting 

2014 to 2021. This translates to 8 observations in the dataset. After running the first 

lag, the vector autoregression reported that inflation was not statistically significant 

since the p-value was greater than the alpha value of 0.05. The second lag reported 

that all the variables were statistically significant at a confidence level of .05.  

The p-value of Interest Rate was .003 which is less than the alpha value of .05. Hence, 

the null hypothesis that the interest rate has no significant effect on financial 

performance of commercial banks in South Sudan was rejected and the study 

concluded that Interest Rate has significant effect on financial performance of 

commercial banks in South Sudan. Moreover, p-value of GDP was .045 which is less 

than the alpha value of .05. The findings agree with those of Wambari (2017) and 

Owusu (2017) who found that interest rate had negative effect on the financial 

performance of commercial banks in Kenya and South Sudan respectively. 

Thus, the null hypothesis that the GDP has no significant effect on financial 

performance of commercial banks in South Sudan was rejected and the study 

concluded that Gross Domestic Product has significant effect on financial 

performance of commercial banks in South Sudan. The findings agree with those of 

Nyangor (2020) and Zhen Shi and Yung-hu Chiu (2021) who found out that GDP 

have a positive effect on financial performance of commercial banks in South Sudan 

and in China respectively. 
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The p-value of Inflation Rate was .0000 which is less than the alpha value of .05. 

Hence, the null hypothesis that the inflation rate has no significant effect on financial 

performance of commercial banks in South Sudan was rejected and the study Inflation 

Rate has significant effect on financial performance of commercial banks in South 

Sudan. The findings agree with those of Ajayi and Atanda (2017) and Macharia 

(2013) who found out that Inflation have a negative effect on financial performance of 

commercial banks in Nigeria and in Kenya respectively. 

Lastly, the p-value of Exchange Rate was .003 which is less than the alpha value of 

.05. The findings agree with those of Macharia (2013) and Kwakwa (2018) who 

found out that Inflation rate have a negative significant influence on financial 

performance of commercial banks in Kenya and Ghana respectively. Therefore, the 

null hypothesis that the exchange rate has no significant effect on financial 

performance of commercial banks in South Sudan was rejected and the study 

concluded that Exchange Rate has significant effect on financial performance of 

commercial banks in South Sudan. The finding does not agree with those of Munyok 

(2016) and Hossin (2020) who found out the relationship between exchange rate and 

financial performance is negative. 

This regression model can be explained to mean that a single unit of ROE is 

influenced by 0.7512 units of Interest Rate, 0.0224 units of Inflation, - 0.0737 units of 

Exchange Rate, and 0.0087 units of GDP. The model can be used to predict the 

impact of interest rate, inflation, exchange rate, and GDP on ROE of the banks of 

South Sudan. The purpose of this research study was to the investigate the influence 

of macroeconomic factors that includes Interest Rate, Inflation Rate, Exchange Rate, 

and GDP growth on the financial performance of South Sudan’s banks by evaluating 

the financial performance using ROE. Therefore, using the regression model it can be 
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observed that the macroeconomic factors do affect the ROE of South Sudan’s banks 

with interest rate having the greatest effect on the financial performance. It was noted 

that Interest Rate, Inflation Rate, and GDP growth had a positive impact on the ROE 

of the South Sudan’s banks. This means that an increase in Interest Rate, Inflation 

Rate, and GDP would translate to higher ROE for the banks. However, Exchange 

Rate was observed to have a negative influence on the ROE. This can be explained to 

mean that an increase in Exchange Rate has a significant impact of reducing the ROE 

of South Sudan’s banks.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

The chapter is set out to provide a summary of the analyzed findings based on the 

specific objectives. The conclusions are also provided as informed by the research 

findings that were tested and recommendation for further studies. 

5.2 Summary of Findings 

In the first lag, the vector Autoregression reported that inflation was not statistically 

significant, and the second lag reported that all the variables were statistically 

significant. 

5.2.1 Effect of Interest Rate on Financial Performance of Commercial Banks in 

South Sudan 

The study’s first goal was to determine how interest rates affected South Sudan’s 

commercial banks’ financial performance. Results indicated that if all other variables 

remained constant and the interest rate rose by one-unit, South Sudan’s commercial 

banks would experience a decline in their financial performance. Results further 

showed that the interest rate was statistically significant on financial performance of 

commercial banks in South Sudan. Hence, the null hypothesis the null hypothesis that 

the interest rate has no significant effect on financial performance of commercial 

banks in South Sudan was rejected and the study concluded that Interest Rate has 

significant effect on financial performance of commercial banks in South Sudan. 
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5.2.2 Effect of GDP on Financial Performance of Commercial Banks in South 

Sudan 

The study’s second objective was to determine how South Sudan’s commercial 

banks’ financial performance was impacted by GDP. The findings demonstrated that 

the financial performance of commercial banks would improve if all other variables 

were held constant and GDP increased by one. Further, results showed that GDP has a 

positive effect on financial performance of commercial banks. This shows that GDP 

has significant effect on financial performance of commercial banks in South Sudan. 

The null hypothesis that the GDP has no significant effect on financial performance of 

commercial banks in South Sudan was rejected and the study concluded that Gross 

Domestic Product has significant effect on financial performance of commercial 

banks in South Sudan. 

5.2.3 Effect of Inflation on Financial Performance of Commercial Banks in South 

Sudan 

The third objective of the study was to investigate how South Sudan's commercial 

banks' financial performance is impacted by inflation. Results indicated that if all 

other variables remained constant and the rate of inflation rose by one-unit, 

commercial banks would see an improvement in their financial performance. The null 

hypothesis that the inflation rate has no significant effect on financial performance of 

commercial banks in South Sudan was rejected and the study concluded that Inflation 

Rate has significant effect on financial performance of commercial banks in South 

Sudan. 



  

64 

 

5.2.4 Effect of Exchange Rate on Financial Performance of Commercial Banks in 

South Sudan 

The fourth objective was to examine the impact of exchange rates on the financial 

performance of South Sudan's commercial banks. The findings suggested that the 

financial performance of commercial banks would decline if all other variables were 

held constant and the exchange rate rose by one unit. Results further showed that the 

exchange rate has a statistically significant negative effect on financial performance 

of Commercial banks. Exchange Rate therefore has significant effect on financial 

performance of commercial banks in South Sudan. The null hypothesis that the 

exchange rate has no significant effect on financial performance of commercial banks 

in South Sudan was rejected and the study that Exchange Rate has significant effect 

on financial performance of commercial banks in South Sudan. 

5.3 Conclusion 

Results that the interest rate was statistically significant on financial performance of 

commercial banks in South Sudan. The study concluded that the interest rate affect 

the financial performance of commercial banks because they affect the total returns of 

commercial banks. This study discovered that Interest rate rates have a significant 

impact on the financial performance of commercial banks. Results shows that GDP 

has significant effect on financial performance of commercial banks in South Sudan. 

The study concluded that GDP affect the financial performance of commercial banks 

because they affect the total returns of commercial banks. This study discovered that 

GDP rates have a significant impact on the financial performance of commercial 

banks.  

The study found that the inflation rate has a negative impact on the financial 

performance of commercial banks and came to the conclusion that when the inflation 



  

65 

 

rate is high, commercial banks' financial health will improve. Therefore, a rise in 

inflation will have a favorable impact on the financial health of commercial banks. 

Exchange Rate therefore has significant effect on financial performance of 

commercial banks in South Sudan. The study concluded that the exchange rates affect 

the financial performance of commercial banks because they affect the total returns of 

commercial banks. This study discovered that exchange rate rates have a significant 

impact on the financial performance of commercial banks.  

5.4 Recommendations 

Results that the interest rate was statistically significant on financial performance of 

commercial banks in South Sudan. The study found that South Sudan’s commercial 

banks perform poorly financially as a result of high interest rates. Based on this 

finding, the study suggests that the government should use macroeconomic regulators 

to control interest rates for commercial banks based on changes in inflation rates. 

Doing this will help to ensure that commercial banks can effectively and sustainably 

provide financial intermediation. As a policy recommendation, the management of 

commercial banks should set interest rate level for both lending and deposits which is 

competitive so as to attract more customers and lead to improved performance. 

Commercial banks should design dynamic interest rate policies which would lead to 

growth by attracting many customers.  

Results shows that GDP has significant effect on financial performance of 

commercial banks in South Sudan. The study concluded that GDP has a beneficial 

effect on the financial performance of South Sudan’s commercial banks. In light of 

this conclusion, the study suggest that the government should guarantee that the 

business environment is favourable to encouraging investment in commercial banks 

as they have a beneficial effect on GDP through job creation. As a policy 
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recommendation, the supervisory body of macroeconomic variable like GDP should 

ensure viable environment for micro banking. They should regulate the variable in 

such a way that they lead the economy towards the growth and favour of commercial 

banks. This will favour the financial sector by facilitating better the financial stability 

thus increasing economic growth. 

The study found that the inflation rate has a negative impact on the financial 

performance of commercial banks. In reference to this finding, the study recommends 

that commercial bank management committees regularly monitor the inflation rate in 

order to alter their lending products and services in line with the inflation rate. As a 

policy recommendation, the study recommends that the management of commercial 

banks should diversify its activities like availing loans at different rate of percentage 

depending on the amount taken to take advantage when inflation rate is favored. 

Exchange Rate therefore has significant effect on financial performance of 

commercial banks in South Sudan. The study also found that the exchange rate has a 

detrimental impact on the financial performance of South Sudanese commercial 

banks. Based on this finding, the study recommends that the government regulate 

exchange rates in such a way that they lead to economic growth and in favour of 

commercial banks, thereby facilitating financial stability and thus increasing 

economic growth. As a policy recommendation, the management of commercial 

banks should use rates of exchange as a conditioning variable for counter-inflationary 

policies. The management should use the exchange rate information positively as it 

was found to convey information on the fundamentals in the economy. Commercial 

banks should save huge foreign exchange reserves to enhance its performance. 
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5.5 Recommendations for Further Research 

In this study, four macroeconomic variables affecting commercial banks performance 

were considered, these are interest rate, GDP, inflation rate and exchange rate. The 

measure of financial performance was based on return on equity (POE). This study 

encourages further research by identifying other macroeconomic elements that may 

have a substantial impact on financial performance which will be useful in assisting 

policy formation in commercial banks. The study also proposes further research using 

more time series data such as monthly data because this study only used annual data. 

This could help to increase the significance of the results. 
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Appendix IV: List of Commercial Banks in South Sudan 

1. African National Bank 

2. Afriland First Bank South Sudan 

3. Agricultural Bank of South Sudan. 

4. Alpha Commercial Bank 

5. Buffalo Commercial Bank 

6. Charter One Bank South Sudan 

7. Commercial Bank of Ethiopia (South Sudan) 

8. Cooperative Bank of South Sudan 

9. Ebony National Bank 

10. Eco-bank South Sudan 

11. Eden Commercial Bank 

12. Equity Bank South Sudan Limited 

13. International Commercial Bank 

14. Ivory Bank 

15. KCB Bank South Sudan Limited 

16. Liberty Commercial Bank 

17. Mountain Trade and Development Bank 

18. National Credit Bank 

19. Nile Commercial Bank 

20. Opportunity Bank South Sudan 

21. People’s Bank Plc 

22. Phoenix Commercial Bank 

23. Qatar National Bank 

24. Regent African Bank 
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25. Royal express Bank 

26. South Sudan Commercial Bank 

27. Southern Rock Bank 

28. St Theresa Rural Development Bank 

29. Stanbic Bank South Sudan Limited. 
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Appendix V: Data Collection Sheet 

Year  Net 

Income  

Total 

Equity 

Central 

Bank 

Rate 

Consumer 

Price 

Index 

Exchange 

Rate 

GDP 

Rate 

2012       

2013       

2014       

2015       

2016       

2017       

2018       

2019       

2020       

2021       
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