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ABSTRACT

The financial sector plays an important role in Sub-Saharan countries, more so for South Sudan
which is the youngest nation in Africa. More significantly, the adoption of a floating or fixed
exchange rate regime affects the performance of commercial banks, hence the need to focus on it.
This study aimed at establishing the effect of fixed wverses floating exchange rate on the
performance of commercial banks in South Sudan. Specifically, this study sought to: determine
how fixed exchange rate affects the financial performance of commercial banks in commercial
banks in South Sudan and to establish how floating exchange rate affects the financial performance
of commercial banks in South Sudan; The study adopted a comparative descriptive research design
and the population of the study was 30 banks operating in South Sudan between the months of
December 2019 to December 2020. A sample of three foreign banks and two local bank was
selected. Secondary data was collected and analysed through multiple linear regression. The study
results indicated that the performance of foreign banks was affected by the exchange rate during
the fixed exchange rate era (p<0.05) while performance of local banks was not affected by the
exchange rate during the fixed exchange rate era (p>0.05). Results also showed that floating
exchange rate affected the performance of all banks positively (p<0.05). Further, the study
findings indicated that there is a significant effect (p = 0.008) of the effect of exchange rate
volatility on the financial performance of banks in South Sudan. The study concluded that, first,
fixed exchange rate regimes are more fragile in a world of intense financial integration; floating
exchange rates are also conducive to enhance banks performance. In fact, in developing countries,
banking crises occur more often in an environment of flexibility of the exchange rate. Finally, the
study concludes that the consensus view that emerging countries should allow for more exchange
rate flexibility as a means to enhance financial performance and to curb the effects of exchange
rate volatilities. The study makes the following research recommendations: developing countries
financial sectors should move away from the fixed exchange rate regime and to allow for more
flexible exchange rates, countries which choose to maintain a fixed exchange rate, have to move
in the direction of increasing the cost of a devaluation and enhanced supervision of the banking
systems.

Keywords: exchange rate regime; South Sudan; banking sector; financial performance; exchange

rate volatilities
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CHAPTER ONE

INTRODUCTION
1.1  Introduction
This chapter seeks to provide an overview of the issues being investigated in the study. The chapter
reviews the background to the problem, statement of the problem, research objectives, significance

of the study and the scope of the study.

1.2 Background of the problem

1.1.1 Exchange rate regimes in Sub Saharan Africa

Exchange rate regimes in countries in Sub-Saharan Africa vary greatly and have evolved over time
(Rogoff, Husain, Mody, Brooks, & Oomes, 2004; Senadza & Diaba, 2017). International Monetary
Fund (IMF) work on exchange rate regimes suggests that there is no single prescription, and that
the appropriate regime for a country depends on macro-economic challenges facing the country
and its particular circumstances (Ghosh, Ostry, & Tsangarides, 2010). The evolution of exchange
rates in sub-Saharan Africa has reflected the impact of both external developments and distinct
policy choices. The fall in export demand, commodity prices, and private capital inflows
contributed to currency depreciation, which some authorities opted to counter through increased
intervention, while others chose to let market forces play. Given above-trend inflation, the
currencies of countries that intervened generally appreciated in real terms (Kaendera, Dixit, &
Ltaifa, 2009).

According to Senadza and Diaba (2017), the exchange rate regimes in Africa reflect choices made
at the time of independence as well as more recent trends in exchange rate regimes of developing
countries; the original exchange rate pegs in many cases evolved over time into flexible exchange
rates. IMF report categorized majority of countries in Africa are currently as having flexible
exchange rate regimes (International Monetary Fund, 2019). The predominance of such regimes
is even more noticeable if measured in terms of economic size, assuch countries account for almost

three quarters of the continent’s GDP.

Several countries in Africa operate pegged exchange rate regimes of the more traditional type

(Fosu, 2015; Masson & Pattillo, 2005). African countries seem to have shown astronger tendency



than other developing countries in the last decade and a half or so to move in the direction of
flexible exchange rates. Most countries differed not only on their initial choice of the exchange
rate regime but in their ability to sustain the regime they initially choose. It is noted that the
sustainability of the choice is dependent on macroeconomic policies, trade-off between curbing
inflation and improving trade balance and extend of initial devaluation (Gaspar, Obstfeld, Sahay,
& Laxton, 2016).

According to Motlaleng (2009), exchange rate systems are generally categorized as fixed or
floating. In a floating exchange rate regime, the value of the currency in terms of another is
determined in the foreign exchange market by demand and supply. On the other hand, a fixed
exchange rate regime is the one in which the value of one currency vis a-vis another currency is
held constant by the authorities intervention in the foreign exchange market (Ye, Hutson, &
Muckley, 2014). While some countries have fixed exchange rate regime, others have a floating
one. An important question that needs consideration, however, is the effect (on the performance
of commercial banks) that will result from adopting either a fixed or floating exchange regime,

more so for countries such as South Sudan.

1.1.2 Effect of exchange rate regimes on commercial bank performance

Stability of exchange rate is crucial for economic development; it provides the macroeconomic
links among the countries via goods and asserts market (Guzman, Ocampo, & Stiglitz, 2018).
Some scholars are of the view that fixed exchange rate is preferred over flexible exchange rate in
a period of highly unstable and varying inflation and price liberalization (Ghosh, 2014; Helmy,
Fayed, & Hussien, 2018). This is because fixed rates reduce inflationary pressures by keeping the
growth of nominal variable control. Currency risk hedging procedures entail eliminating or
reducing this risk, and need understanding of all the ways in which the exchange rate risk may
have an effect on the operations of economic agents and techniques to alter the resultant risk

implications.

According to Baggs, Beaulieu, and Fung (2009), large real exchange rate movements may affect
the sales and the survival of firms in a manner comparable to the effects of significant episodes of

tariff changes. Exchange rate volatility creates a risky business setting where there are



uncertainties concerning future profits and payments (Katusiime, Agbola, & Shamsuddin, 2016).
This is worsened in contexts like Kenya with rudimentary monetary instruments for hedging
against exchange risk. Owing to the sudden changes in exchange rates and exchange exposure,
forex risk ensues because the extent of the surprising change in exchange rates has an effect on the
worth of a firm’s assets or liabilities (Butler, 2008). Deepening domestic financial markets is
crucial to enhancing their capacity to handle external financial volatility over the long term
(Kaendera et al., 2009).

Exchange rate regimes adopted by countries have an effect on commercial bank performance
globally. Generally, an exchange rate regime adopted by country has a potential effect on the
economy of the nation, ‘directly through its effects on the adjustment to shocks, and indirectly, via
its impact on other important determinants of growth, such as investment, international trade and
financial sector development (Bailliu, Lafrance, & Perrault, 2003). In developing countries,
adoption of fixed exchange rate regime is likely to worsen banking crises as compared to adopting
a floating exchange rate regime (Doma¢ & Peria, 2003). This suggests that a floating exchange

rate regime may be more suitable for developing countries.

Financial performance measures how well a firm is generating value for the owners. It can be
measured through various financial measures such as profit after tax, return on net asset (ROA),
return on equity (ROE), earning per share and any market value ration that is generally accepted
(Abraham, Harris, & Auerbach, 2017). Generally, the financial performance of banks and other
financial institutions has been measured using a combination of financial ratios analysis,
benchmarking, measuring performance against budget (Hermes & Hudon, 2018). Througho ut
recent international money crisis, some banks that depend upon foreign currency-denominated
debt have suffered significant forex losses that threaten their overall viability (Donohoe, Mariz,
Littlefield, Reille, & Kneiding, 2009). With accumulated transactions using foreign currency, the
fluctuations in exchange rates tend to cause vital foreign exchange risk. It is therefore important

to manage forex risks as it will ultimately affect performance of financial institutions.



1.1.3 South Sudan and foreign exchange rate regime

South Sudan (officially known as ‘The Republic of South Sudan’) is the youngest African country
having gained her independence in 2011. Even before the country’s independence, commercial
banks existed in South Sudan though controlled from the North at Khartoum (Bank of Sudan); the
management progressively ceded towards South Sudan (Mabil, 2019). Commercial banks and
financial systems in general have however grown since the country’s independence, and play an
important role in the country’s economic growth (Chol, Kalunda, & Kamau, 2019). From

independence, 11 commercial banks were in operation (Mabil, 2019).

Developing Countries have been increasingly drawn into the integrating world economy in terms
of both their trade in goods and services and in financial assets and as a result, these countries have
been able to reap many of the benefits of Globalization (Mussa, et al., 2000). South Sudan is a
landlocked country and heavily relies on movement of goods and products through Sudan or East
Africa Countries. Oil accounts to 98% of its exports hence the major source of foreign currency
(Basnett & Garang, 2015; Siddig, 2014). Other major inflows of foreign currency include

remittances from diaspora as well as humanitarian organizations operating in South Sudan.

Underdeveloped financial markets might be one of several good reasons to manage floats in
developing countries more tightly than in more developed and diversified economies (Ghani,
2016). The extreme lumpiness of foreign exchange earnings (especially aid inflows) could also
constitute another reason. But at some point, beneficial smoothing could degenerate into an
excessive emphasis on exchange rate stability and thus conflict with macroeconomic goals like
low and stable inflation. A related question is the role of exchange rate movements in counteracting
the effects of external shocks on inflation and output. Too much exchange rate smoothing through
intervention will weaken that mechanism. However, there is a real danger of significant
overshooting in thin foreign exchange markets where the excess demand for or supply of foreign
exchange can develop into hot potatoes and vicious spirals. The macroeconomic performance of

countries on a flexible exchange rate varies greatly from country to country

1.1.4 Banking Sector in South Sudan



South Sudan gained independence in 2011 following a successful internationally supervised
referendum. Amara (2012) mentions that the then Bank of Southern Sudan which operated as an
autonomous branch of Central Bank of Sudan began to operate as Central Bank for South Sudan
with directive to oversee policy, price stability and ensure stability of the exchange rate. This led
to the enactment of various acts by the Central Bank of South Sudan to enact new Acts such as
Banking Act 2012 to regulate financial institutions operating in South Sudan. By the beginning of
2012, South Sudan had 28 commercial Banks, 10 microfinance, 11 insurance companies, 2 pension
companies and 86 forex bureaus (Makur, 2014). As documented by Amara (2012), the services

that banks offer in South Sudan are limited to foreign exchange and remittances bank transfers.

1.2 Statement of the problem

Financial Services are fundamental to economic growth and development (Valickova, Havranek,
& Horvath, 2015). Banking, savings and investments, insurance and debt and equity financing help
private citizens save money, guard against uncertainty, and build credit while enabling business to
start up expand increase efficiency and compete in local and international markets (Sutton &
Jenkins, 2007). Exchange rate policies have been playing an important role in reducing macro-
economic imbalance and promoting structural change (Gasper, 2009; Guzman, Ocampo, &
Stiglitz, 2018). In addition, Basnet and Garang (2015) observed that South Sudan has a narrow
trade basket that is heavily dependent ona single export commodity — mineral fuel —which makes
the country’s economy vulnerable to shocks from changes in production, global demand and world

prices.

The banking sector in South Sudan is underdeveloped and faces many challenges because of the
civil conflict, high inflation and strong currency depreciation (Pitia, 2018). Central Bank of South
Sudan mtroduced a “special account” scheme where commercial banks have been required to
immediately sell 75% of the FX purchased from the special account holders (mostly humanitarian
organization) to BSS at official exchange rate (Mawejje, 2020). Further, Central Bank of South
Sudan publishes on a daily basis reference rates which commercial banks apply bid -ask spreads.
Many local banks are heavily undercapitalized and non-performing loans are rapidly rising. The

prevalence of a parallel market exchange rate to the official one has inhibited trade and reduced



investments. An overvalued exchange rate damages trade competitiveness, as it makes South
Sudanese exports relatively expensive. According to Akuei, Katuse, and Njenga (2016), most of
the commercial banks are experiencing numerous challenges in their quest to effectively

implement their strategy.

Based on publications from IMF and World Bank reports (2019), the exchange rate in South Sudan
continued to depreciate in the last couple of years. The unofficial exchange rate more than doubled
in 2018 but the depreciation moderated somewhat in 2019. This reflected worsening economic
conditions and led to preference of the US Dollar. There exists sparse literature on how fixed and
floating exchange regimes have affected the performance of commercial banks in South Sudan.
Specifically, foreign banks operating in South Sudan have to do reporting and repatriate profits
hence this study would be instrumental in finding out how some of these commercial banks have
managed risks associated with both fixed and floating exchange rates. Going by the introduced
International Financial Reporting Standards 9 (IFRS 9) that came into effect in January 2018
introduced new principles of how an entity should classify and measure financial assets, financial
liabilities, and hedging accounting (Ercegovac, 2018). Baye and Ali (2020) elucidated that foreign
exchange exposure unless managed well may led to substantial loss of income from foreign trade
in the form of reducing receivables or increasing payables. Changes in exchange rate policy in
South Sudan may have had an impact profitability of financial Institutions. Itin the background of
this that the study sought to fill the information gap by analysing the effect of fixed and floating

exchange rates on the performance of banks operating in South Sudan.

1.3 Researchobjectives
1.3.1 Main objective
The main objective of this study is to establish the effect of fixed versus floating exchange rate on

the performance of commercial banks in South Sudan.

1.3.2 Specific objectives
I.  To determine how fixed exchange rate affected the financial performance of commercial
banks in South Sudan.



ii.  To establish how floating exchange rate affects the financial performance of commercial
banks in South Sudan.
iii.  To analyse how the financial performance of commercial banks in South Sudan has been

affected by exchange rate volatility in both fixed and floating exchange rate regime.

1.3.3 Research questions
I.  What is the effect of a fixed exchange rate on the financial performance of commercial
banks in commercial banks in South Sudan?
ii.  How does a floating exchange rate affect the financial performance of commercial banks
in South Sudan?
iii.  How has the financial performance of commercial banks in South Sudan been affected by

exchange rate volatility in both fixed and floating exchange rate regime?

1.4 Significance of the study

The study enriches the finance department, treasury and risk managers in the banks with the
required knowledge on fixed and floating exchange rate and their effect on financial performance
in the banking sector in South Sudan. The literature, findings and recommendations compleme nt

the existing knowledge in the field.

This study is vital to current and prospective stakeholders in the financial sector as it offers an
insight into how exchange rate peg affect financial performance of banks. The study adds value to
investors as it provides information on forex risks which will aid them in sound decision making.
It also enhances financial experts understanding in regulations and exchange rate frameworks for
different countries.

From a policy perspective, it enables policy makers and regulator to formulate relevant exchange
rate regimes. The government of South Sudan, as well as others in the African region and their
research institutions also adds knowledge on intellectual capital. It adds to existing literature on
the subject and stimulate further exploration in the area.



The study offers recent data to academicians and researchers, which can be used as a basis for
further research. The study also suggests areas for further research that can be exploited by these

stakeholders.

1.5 Scope of the study
The population of the study was banks operating in South Sudan between 1st of January 2012 to

31st December 2019. A sample of three foreign banks and two local banks was selected.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter highlights the various theories that have been brought forward for and against the
fixed and floating exchange rate regime. We delve into a number of scholarly articles that have
had previous research with review of empirical studies, general literature review, and theoretical

framework and finally the conclusions from literature review are presented.

2.2 Theoretical review

In order to fully respond to the objectives of this study, i.e. establish the effects of both floating
and fixed exchange rate regimes on the performance of commercial banks in South Sudan, as well
as examine the effects of exchange rate volatility, two theories were adopted to anchor the
arguments in this study. These were International Fisher Effect Theory, and Theory of Optimum
Currency Areas (OCA). The specific origins and attributes of the theory, as well as their link to

the study objectives are given in the next sub-sections.

2.2.1 Purchasing Power Parity Theory

Purchasing Power Theory (PPP) according to Yang et al (2021), argues that when inflation rate in
a country rises, the real purchasing power of that country’s currency decreases meaning that the
currency of one country devalues relative to the currency of another country. Mignon, Courdert
and Couharde (2015) analysed the impact of trade terms on real exchange rates and established
that only advanced oil-exporter’s currencies are sensitive to changes in trade terms in the short
run especially when volatility is high on commodity markets. Results on misalignment impacts on
economic growth show that it has misalignments negatively influences economic growth
(Sallenave, 2010).

Holmes (2000) highlights that PPP is relevant to African countries because most of the exchange
rates policies and reforms are based on this theory. Katusiime et al (2015) elucidate that foreign

exchange market is effective when the exchange rates reflect all available market information



indicating that traders will not be able to predict exchange rates at any given time. Test and
validation of PPP theory is directly linked to efficiency in foreign exchange markets (Taylor and
Taylor, 2004) and further states observed that when PPP holds. Investors cannot systematically

take advantage of exchange rate difference to make large profits.

PPP has been tested in diverse context. PPP and efficient foreign exchange rate are thus important
to the private sector to ensure proper risk management and forecasting decisions. This theory has
been used applied in explaining the effect of fixed and floating exchange rates on performance of
commercial bank in South Sudan. Empirical studies by use of PPP in post conflict environment is

however scanty

2.2.2 International Fisher Effect Theory

The International Fisher Effect Theory (IFE) was advanced by Irving Fisher in the 1930s (Puci &
Mansaku, 2016). The theory argues that foreign currencies with relative high interest rates are
likely to depreciate as a result of the high nominal interest rates which mirror the projected
inflation. Further, regarding IFE, Shapiro (2007) observed that the difference in inflation rates is a
result of the difference in returns between two countries. According to EI Khawaga, Esam, and
Hammam (2013, p. 140) IFE ‘states that foreign currencies with relatively high interest rates will
depreciate because the high nominal interest rates reflect expected inflation assuming real rate of
return is equalized across countries.” The foregoing authors further observed that this theory
suggests that interest rate differential may be adopted as a forecast for future anticipated spot

exchange rates.

Appreciation or depreciation of currency prices as the International Fisher Effect Theory argues,
will to a large extent be linked to nominal interest rates (Puci & Mansaku, 2016). International
Fisher Theory assumes that countries having lower interest rates are likely to experience lower
levels of inflation, and this is likely to lead to increase in real value of associated currency as
compared to other countries; nations with having higher interest rates will contrastingly experience
currency depreciation (EI Khawaga et al.,, 2013). Some scholars have argued that the validity of
the Fisher effect may depend on the exchange rate regime existing within a country (Bayat,
Kayhan, & Tasar, 2018).

10



Some empirical studies have tested IFE theory, with diverse results. He (2018) sought to verify
the contributions of IFE theory in the Chinese and South Korean contexts, both in the short and
long run. The study, which utilised monthly and annual data and used the fully modified ordinary
least squares established that whether in the short or long run, the IFE theory holds between China
and South Korea. Even then, the South Korean Fisher effect was more significant than that of the
Chinese one. A related study by Puci and Mansaku (2016) sought to compare the Fisher effect of
China and the United States of America between the years 2002 to 2014. Their study findings
showed favour of the IFE theory at 1% significance, when Dickey Fuller and Phillip Peron unit
root tests were performed. Bayat et al. (2018) examined the Fisher effect in fragile economies,
specifically Indonesia, India, Brazil, Turkey and South Africa and used data obtained from
International Financial Statistics for the period January 2000 to June 2016. The study which
examined the relationship between consumer price index and policy interest rate variables

concluded that the Fisher effect was only valid for Brazil and Indonesia.

The International Fisher Effect theory has therefore been tested in diverse contexts. This theory
was similarly be applied in this study as it helps explain objectives one and two that seeks to
explain the effect of fixed and floating exchange rates onthe performance of commercial banks in
South Sudan.

2.2.3 Theory of Optimum Currency Areas (OCA)

This theory is attributed to Mundell (1961) (and later to other scholars such as Mckinnon and
Kenen) and argues that economic areas are made up of regions affected symmetrically by
disturbances and where labour and other related factors of production flow. Thus, this theory,
which is thought to have resulted from the debate and arguments about the merits and demerits of
fixed and floating exchange rate regimes (Ishiyama, 1975), suggests that the characteristics of a

given economy determine the exchange rate regime in such a nation.

According to Dellas and Tavlas (2009), Mundell (the proponent of the theory) provided conditions
which if satisfied, ‘diminished the case for flexible exchange rates’ (p.1130). For optimum

currency area, Mundell suggested four criteria, which are: i) large, available integrated labour
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allowing workers fee movement in an area; ii) wage flexibility and capital mobility; iii) centralized
budget that should help redistribute resources to affected area owing to labour and capital mobility;
and iv) existence of business cycles for participating nations to avoid shocks (Dellas & Tavlas,
2009; Ishiyama, 1975; Mundell, 1961).

A number of studies have applied the theory of Optimum Currency Areas (OCA). (Lima, 2017)

examined the recent Euro crises in view of the theory of Optimum Currency Areas, and concluded:

After all that has happened post-2008, including both crises, overall, the Euro Area does
not seem to be driven further from an OCA, with some indicators actually suggesting a
tendency for it to become closer to an OCA. Moreover, this seems to be case also when
one consider the other EU members (p.57).

This suggests that OCA was relevant in explaining the financial crises in the Euro area, especially

in the season after 2008.

More recently, Yidana (2020) examined the potential for West African Optimum Currency Areas,
comparing it to the European Union context. Working with data from 1980 to 2018, their study
revealed that the countries studied did not have real convergence and should ideally not proceed
with adoption of one currency until symmetry in foreign price shocks is achieved. A similar study
by Preis (2019) focussed on the feasibility of an optimal East African Monetary Union and
concluded that asymmetric shocks, structural differences, and limited convergence stood in the

way of an optimum monetary union in the region.

OCA was helpful in responding to the third objective of the study, which sought to analyse how
the financial performance of commercial banks in South Sudan has been affected by exchange rate
volatility in both fixed and floating exchange rate regime.This is checked against the control

variables that have been introduced as a measure on the disturbance effect on the economy.

2.3 Reviewof empirical literature
This section focusses on empirical literature from global and local contexts, which have been
carried out on the research area, specifically, on the objectives of the study. The discussion will be

done in line with the study objectives, thereafter a summary and the conceptual framework given.
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2.3.1 Effect of fixed exchange rate on the performance of commercial banks

Brief overview of exchange rate systems confirms that currencies under flexible exchange rate
system generally tend to depreciate more than currencies having fixed exchange rate system due
to the occurrence of critical events (Kaendera et al., 2009). Similarly, adopting a fixed exchange
regime allows countries to enjoy both the microeconomic and the macroeconomic disciplinary
effects exerted on the domestic economy by the opening by the opening up process, as well as
facilitate trade with other countries, especially that use the dollar (Frankel, 2003, 2006; Touitou,
Laib, & Boudeghdegh, 2019).

It is important to consider why some countries have adopted exchange rate peg. There has been
greater awareness that high and variable inflation distorts the private sectors decisions making with
regards to investments, savings and production and ultimately leads to slower economic growth
(Aizenman & Glick, 2008). Moreover, Aizenman and Glick (2008) argued that depending on the
degree of firmness, exchange rate pegging does not exempt the country from concerns about the
credibility of the peg since the public knows that the government incentive to renege and devalue
the currency to depreciate the real exchange rate in response to a large enough economic
disturbance. In a review on South Sudan’s exchange rate regime, Adam and Crawfurd (2012)
argued for a fixed exchange rate regime owing to the nature of the growing economy, and the
underdeveloped financial market. The foregoing authors noted that a fixed exchange rate for South

Sudan is the better option for stabilizing domestic ‘inflation.

There are also various arguments against using fixed exchange rate. Some researchers have opined
that credible exchange rate policies require anti-inflationary macro-economic policies (Gaspar,
Smets, & Vestin, 2010). He further argues that if the underlying policies are inconsistent with the
exchange rate no fixed exchange rate can in itself increase the credibility of a fixed exchange rate
is weakened by the need for a strong devaluation at the outset. In addition, the above arguments,
Gaspar, Smets, and Vestin, (2010) agrees that since inflation — unemployment trade-off is less
pronounced in the case of fixed exchange rates, governments are more tempted to use surprise

inflation to combat macroeconomic problems.
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Aizenman and Glick (2008) analyzed the role of an exchange rate peg asacommitment mechanism
to achieve inflation stability when multiple equilibriums are possible. They explained that the
pegged exchange rates regimes have tended to end so explosively. They further argued that using
exchange rate peg in achieving inflation stability can create a ‘trap’ whereby the regime mitially
confers anti-inflation credibility but ultimately results in an exit occasioned by large adverse real
shocks resulting in big welfare loses to the economy. Rahman and Basher (2001) reported that in
the era of trade laterization, foreign exchange liberalization and devaluation of local currency have
appeared as a common feature of developmental policy. These policies are meant to make the real
exchange rate more aligned to the market determined “equilibrium” exchange rate and to enhance

the competitiveness in the international markets.

El-Shagi (2011) used panel data from 1975 to 2004 obtained from 116 countries to examine the
impact of fixed exchange rate on fiscal discipline. Findings showed that ‘a positive effect of fixed
exchange rates, especially of pre-announced fixed exchange rates, on fiscal discipline is highly
unlikely’ (p.701). Fiscal discipline, the focus of the foregoing study is all-encompassing and larger
in scope than bank performance which is the focus of this study. In Nepal, Paudel and Burke (2015)
examined the effect of the country’s exchange rate policy on their export performance for the
period 1980-2010. Findings from the study revealed that Nepal, which had long adopted a fixed
exchange rate policy, had the export affected by the appreciation of the exchange rate. The authors
concluded that the country could resort to a more flexible exchange rate in order to avoid export

competitive traps.

2.3.2 Effect of a floating exchange rate on the performance of commercial banks

On the case of floating exchange rate, there is need to determine the equilibrium exchange rate to
be fixed as factors influencing the exchange rate change rapidly in these economies that are in
transition; the equilibrium exchange rate also varies (Gaspar, Smets, & Vestin, 2010). Argume nts
against flexible exchange rate are that it can cause destabilizing impact on inflationary and
devaluation expectations and can move market exchange rate in an unintended direction some of
the factors causing this being rudimentary market mechanism and institutional backwardness. On
the other hand, a floating exchange rate has been thought advantageous owing to its response to

the foreign exchange market (Taiwo & Adesola, 2013).
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Bunda and Desquilbet (2008) in their study used panel data on bank liquidity at the individual
level and data on their macroeconomic environment, for a sample of commercial banks in
emerging countries between 1995 and 2004. The study established that ‘in hard pegs and in pure
floats, commercial banks are more liquid than in intermediary regimes’ (p.246). Similar results
were obtained by Vodova (2013) whose study among Hungarian commercial banks showed that

banks in countries with independently floating regimes were more liquid that intermediate ones.

While examining the balance sheet of banking systems in five East Asian countries (Thailand,
South Korea, Malaysia, Philippines and Indonesia) affected by the 1997 Asian Crisis, Shrestha
(2013) reported that before these countries experienced the Crisis, they all had a fixed exchange
rate system. However, except for Malaysia, the rest of the countries under study adopted a floating
exchange rate after the Crisis and that their reserve accumulation by central bank yielded domestic

liquidity within banks.

A study on the effect of a floating exchange rate regime on Small and Medium Enterprises in the
United Kingdom was carried out by Belghitar, Clark, and Mefteh-Wali (2016). The study focussed
on the years 1998-2014 (1998 being the first year of floating after the independence of Bank of
England, and the study period including crises of the dot.com and mortgage bubbles). Findings
from the study revealed a floating exchange rate regime had a negative effect on the competitive

environment for SMEs.

2.3.3 Effect of exchange rate volatility on performance of commercial banks

The management of monetary risks helps to avoid the monetary distress and rising the company
financial performance however once more to stay a tax constant. The company risk ought to be
structured so as to attenuate the volatility or avoiding giant losses. The instability reduction in
income or earnings and hindrance of losses facilitate to better set up the liquidity wants. This
reduction of money flow and earnings influence the short-coming of accessible funds and
consumption of equity for company funding (lyakaremye, 2015). The great strategy of liquidity
maintenance is to avoid the company losses; the management ought to take enough time to

mvestigate the firm’s monetary stand at the most tolerated loss.
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International trade becomes more difficult owing to exchange rate volatility. Some studies have
been established to study on how volatility affects performance of commercial banks and other
financial institutions. In Kenya, Kairu (2016) aimed to establish if there was a relationship between
the volatility of exchange rates and the performance of commercial banks in Kenya. Using
secondary data from 43 banks, the study concluded that there existed a weak positive relationship

between exchange rate volatility and the performance of commercial banks in the country.

Another Kenyan study by Lagat and Nyandema (2016) targeted all commercial banks listed at the
Nairobi Securities Exchange between 2006 and 2013, and used a time series correlation research
design. Data from the study was analysed via multivariate linear regression analysis, and revealed
that there was a strong positive relationship between the fluctuations in exchange rate and the
performance of commercial banks. The study concluded that the fluctuations and volatility of the

exchange rates is likely to have contributed to the growth and profitability of banks.

Using semi-annual data from the South Sudanese context, Manyok’s (2016) study aimed at
establishing the relationship between the rate of exchange variability on the financial performance
of commercial banks from 2006 to 2015. Findings from the study revealed that there was a weak
negative relationship between exchange rate variability and financial performance. Similarly
Majok (2015) focussed on the exchange rate fluctuations on the performance of commercial banks
in Nairobi Kenya. The study which used a descriptive research design and focussed on 43
commercial banks realised that there was a positive relationship between the fluctuations in the
foreign exchange rate and the financial performance of banks as measured by the returns on assets
ratio. More recently, Moyo and Tursoy (2020) examined the impact of inflation and exchange rate
on commercial banks performance in South Africa. Their study which focussed on four large
commercial banks revealed that there existed an inverse relationship between inflation and Return

on Equity (ROE) and a weak association between exchange rate and ROE.

2.4 Summary and gaps in literature
This section will present in tabular form the summary of key studied reviewed, their study contexts,

main findings, gaps arising from them as well as how the current study fills the gap.
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Table 2.1: Summary of gaps in literature

Study Country Study aim Key findings How current study fills gap
El-Shagi 116 Investigated the effect of | Positive effect of exchange rate on | Current study focuses on exchange rate
(2011) countries exchange rate on fiscal | fiscal discipline improbable. regime (fixed and floating) and effect on
discipline bank performance.
Paudel Burke | Nepal Examined the effect of | A fixed exchange rate policy affected | The study focussed on fixed exchange rate
(2015) exchange rate policy on | the performance of export in the| only, and export performance. Current
export performance country. study additionally looks at floating
exchange rate and commercial bank
performance.
Touitou, Laib, | Algeria Determining empirically | The  empirical ~ results  confirm | The current study shows how floating
& the impact of the | theoretical expectations that decline in | exchange rate can influence performance
Boudeghdegh, exchange rate on | the real effective exchange rate of the | of banks through improved performance of
(2019). economic growth dinar increases the growth economy | the economy.
through public spending for
consumption and is stimulated by oil
taxation.
Frankel, East Asia The paper reviews recent | Empirical evidence regarding the | The effect of the exchange regimes for a
(2003) trends in thinking on | economic performance of different| developing economy as opposed to an
exchange rate regimes exchange rate regimes depends entirely | emerging economy is reviewed
on the classification scheme.
Gaspar, European Investigates the | The study finds that departures from | This study shows how the private sector
Smets, & | Countries implications of adaptive | rational expectations increase the | expectations in relation to the floating
Vestin, learning in the private | potential for instability in the economy, | exchange rate regime can be formed in line
(2010). sector’s  formation  of | thereby strengthening the importance | with adaptive learning (market conditions)
inflation expectations for | of managing (anchoring) inflation
the conduct of monetary | expectations.
policy
Adam, & | South This paper is concerned | It argues that the exchange rate regime | This current study makes
Crawfurd, Sudan with  exchange  rate | currently sits uncomfortably between | recommendations on how the fixed
(2012). management in  South | two regimes. The severity of the | exchange rate regime can be made
Sudan impending economic crisis for South | effective for a country in economic crisis

Sudan makes it likely that the fixed
exchange rate regime will disintegrate,
inflation will spike and, with some

like South Sudan
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likelihood, the economy will reverttoa
de facto dollarization

Aizenman and | European | This paper studies the | Empirically the result show that exits | In relation to the study the current study
Glick (2008) | Countries empirical and theoretical | from pegged exchange rate regimes | shows that a duration such as that of South
association between the | during the past two decades have often | Sudan using the fixed exchange rate might
duration of a pegged been accompanied by crises, the cost of | not have been long enough to bring about a
exchange rate and the cost | which increaseswith the duration of the | crisis
experienced upon exiting | peg before the crisis.
the regime
Rahman, & | Bangladesh | Examines real exchange | The study finds that real exchange rate | The current study therefore supports the
Basher, rate  behaviour and | and the macro-economic fundamentals | need for a currency at equilibrium to avoid
(2001). exchange rate | affecting exchange rate form a co-| currency devaluation
misalignment integrating vector resulting in real
depreciation of the currency
Bunda  and | Emerging Bank liquidity  across | Commercial banks are more liquid in | The study focussed on emerging countries;
Desquilbet countries exchange rates hard pegs and pure floats, than in | currentstudy narrows itself to South Sudan
(2008) intermediary regimes only
Vodova Hungary Determinants of liquidity | Levels of interest rates do not influence | Hungarian commercial banks are more
(2013) among Hungarian | bank liquidity; liquidity increases with | developed and established than South
commercial banks higher capital adequacy. Sudanese ones
Shrestha Thailand, Examined the resere | Most countries under study (except for | Study focussed on reserve accumulation in
(2013) South accumulation ~ of the | Malaysia) adopted a floating exchange | relation for exchange rate regime; current
Korea, countries under study after | rate after the Crisis and that their | study focuses on the performance of
Malaysia, | the 1997 East Asian Crisis | reserve accumulation by central bank | commercial banks.
Philippines yielded domestic liquidity within banks
and
Indonesia
Belghitar, United Studied effect of a floating | A floating rate regime negatively | While some factors can be compared, the
Clark, and | Kingdom exchange rate regime on | affected the performance and| performance of commercial banks (which
Mefteh-Wali the performance of SMEs | competitiveness of SMES in the | was the focus of the current study) is
(2016 in the UK country different from that of SMEs
Taiwo & | Nigeria This study investigated the | The two models specified show thatthe | The current study aims to make a

Adesola, 2013

impact of  unstable
exchange rate on bank
performance in Nigeria
using two proxies for bank

impact of exchange rate on bank
performance is sensitive to the type of
proxy used for bank performance.

recommendation of this study in relation to
a stable exchange rate is needed to improve
the performance of banks
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performance, namely loan
loss to total advances ratio
and capital deposit

ratio.

Kairu (2016)

Kenya

The relationship between
the volatility of exchange
rates and the performance
of commercial banks in
Kenya.

The study concluded that there existed
a weak positive relationship between
exchange rate volatility and the
performance of commercial banks in
the country.

The study focussed on volatility only, and
Kenya’s commercial banks are quite
advanced as compared to South Sudanese
ones.

Lagat and
Nyandema
(2016)

Kenya

Investigated the influence
of foreign exchange rate
fluctuations on the
performance of
commercial banks listed at
the  Nairobi  Securities
Exchange (between 2006-
2013)

There was a strong positive association
between the fluctuations in exchange
rate and the performance of commercial
banks.

The focus, besides being of Kenyan
commercial banks (which are more
established) focussed on those listed at the
NSE. The current study focuses on selected
banks.

Moyo and
Tursoy (2020)

South
Africa

Examining the Impact of
inflation and exchange
rate on the financial
performance of
commercial  banks in
South Africa

There existed a weak relationship
between exchange rate and ROE, and
inverse relationship between inflation
and ROE.

Focussed on four commercial banks In
South Africa; current study focuses on five
public and one private banks in South
Sudan. Used ROE only for bank
performance; current study additionally
uses ROA

Majok (2015)

Kenya

Assessing the effect of
exchange rate fluctuations
on the performance of
commercial  banks in
Kenya

Exchange rate movement affected the
performance of the stock market;
further, a weak relationship between
foreign exchange rate fluctuations and
the performance of commercial banks
in Kenya existed.

This study focussed on Kenya, while the
current study looks at South Sudanese
context, whose commercial bank is still
growing, unlike Kenya’s

Manyok
(2016)

South
Sudan

Investigating the effects of
exchange rate fluctuations
on financial performance
of financial institutions in
South Sudan

There was a negative association
between exchange rate fluctuations and
financial performance

The study focussed on exchange rate
fluctuations only and studied all financial
institutions; the current study additionally
looks at fixed and floating ratesaswell and
focuses on selected banks.
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lyakaremye,
2015

Kenya

The purpose of the study
was to analyze the
financial performance,
financial risk, and position
of the agricultural
companies listed on the
Nairobi Securities
Exchanges.

The study result has shown that there is
a relationship  between financial
performance ratios and financial risk
ratios.

In the current study just like in companies,
International trade becomes more difficult
owing to exchange rate volatility. This
study therefore makes recommendations
on need for stable exchange rate for a
countries performance
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2.5 Conceptual framework

According to Kothari (2010), an independent variable is one that stands alone, one that the
researcher manipulates to test its effect on another, while a dependent variable is one that is being
tested and measured in a study. In this study, the independent variables are fixed exchange rate,

floating exchange rate and exchange rate volatility.

Fixed exchange rate was measured through: depreciation, macro & micro economic policies,
exchange rate peg, and inflation. On the other hand, floating exchange rate was measured through:
lending to deposit rate; growth of reserves, domestic credit growth, and foreign reserves. Exchange
rate volatility was measured through standard deviations, while performance of commercial banks
studied was measured through profitability of banks. Similar measures have been used in other
global studies (Belghitar et al., 2016; Chol, Kalunda, & Kamau, 2019; Kairu, 2016; Lagat &
Nyandema, 2016; Moyo & Tursoy, 2020).

Inde pendent Variable Dependent Variable

Fixed exchange rate
e Depreciation
e Macro & micro
economic policies

* Exchange rate peg Performance of commercial
e Inflation banks in South Sudan

Floating exchange rate

e Profitabilty
e Lending to deposit rate o InterestRates
e Growth of reserves e Public Debt
e Domestic credit growth
e [Foreign reserves
Exchange rate volatility
e The standard deviations
Controls
e Inflation
e Interest Rates
Figure 2.1: Conceptual framework e Public Debt
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2.5.1 Operationalization of study variables

Table 2.2: Operationalization of study variables

Type of Variables Indicators / Measurement | Relevant Studies using the
Variable Determinants theory variables
Dependent | Commercial | e Return on Ratio Theory of Chol etal. (2019);
Bank Assets (ROA) Optimum Lagat &
performance | e Returnon Currency Nyandema (2016);
Equity (ROE) Areas Vodova (2013)
(OCA)
Independent | Fixed e Depreciation Ratio The El-Shagi (2011);
Exchange Macro & micro International | Frankel (2006)
Rate economic Fisher
policies Effect
e Exchange rate theory
peg
e Inflation
Floating e Lending to Ratio The (Belghitar et al.
Exchange deposit rate International | (2016); Kairu
Rate e Growth of Fisher (2016)
reserves Effect
e Domestic credit theory
growth
e Foreign
reserves
Exchange e The standard Ratio The (Bunda and
Rate deviations International | Desquilbet (2008);
volatility Fisher Senadza and Diaba
Effect (2017)
theory
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This presents the research design that was used in the study, the population and sampling, sources
of data, the procedure of data collection and analysis of data and method of data presentation. How

the ethical consideration was undertaken is also discussed in this chapter.

3.2 Research philosophy

Research philosophy is a paradigm, a world view or a set of beliefs and assumptions that govern
how research is conducted (Patton, 2015). Research philosophy affects the way researchers carry
out their studies, directly and indirectly. According to Saunders, Lewis, and Thornhill (2016),
research philosophy can be looked at from the perspectives of ontology (the nature of reality);
epistemology which is how knowledge is acquired); and axiology or ethics (values in relation to

research).

Research philosophy, onone end can be positivism, while on the other extreme end, interpretivism;
other philosophies including pragmatism, realism, and others (Cooper & Schindler, 2014).
Positivism is concerned with objective reality, and is aligned with quantitative research studies,
while interpretivism is associated with subjectivism in research, and much aligned with qualitative
studies (Saunders et al., 2016). In this study, a positivist research philosophy was adopted as the
main objective of this study is to establish the effect of fixed verses floating exchange rate on the

performance of commercial banks in South Sudan, which requires a quantitative approach.

3.3 Researchdesign

A research design is the general plan of how research is to be carried out (Saunders et al., 2016).
According to Cooper and Schindler (2014) a research design is the plan and structure of
investigation conceived so as to obtain answers to research questions. A research design therefore
plays an instrumental role in the study at hand. This study adopted a comparative descriptive
research design to answer the research questions given. Descriptive survey studies portray a correct
profile of men and women, occasions, or account of the characteristics, for example behaviour,

critiques, abilities, beliefs, and understanding of a selected individual, scenario or organization
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(Cooper & Schindler, 2014; Saunders et al., 2016). Descriptive layout reports determine how

things are and try to describe these things with values, attitudes, behaviour and traits.

On the other hand, comparative design seeks to compare between two things to discover something
new (Saunders et al., 2016). In this case the design sought to compare between performance of the
commercial banks in the two regimes, that is, fixed exchange rate regime (2012 - 2015) and the

floating exchange change regime (2016 —2019).

3.4 Population and sampling

The population of a study refers to a group of individuals with similar characteristics, those whom
the results of the study was generalized to (Bryman & Bell, 2007; Kothari, 2010). In this study,
the population comprised of 30 banks operating in South Sudan. An 8 year data scope was sought
since January 2012 to December 2019. This ensured that 4 year performance data in both regimes,
that is, the fixed exchange rate regime of 2012 — 2015 and the floating exchange rate regime of
2016 -2019 was available and complete. The selection provided a basis of comparison of the
performance of the banks in the two regimes. A 20% sample size as recommended by Patton
(2016) was employed where 5 banks of the sampled 6 banks met this criteria of having been
operational since 2011 and having reported data that was being sought for in the study according
to the Central Bank of South Sudan . The banks were purposively sampled were three foreign
banks KCB, Stanbic and Equity Bank and two local banks, that is, Ivory and Buffalo Bank.
According to Etikan, Musa, and Alkassim (2016), purposive sampling allows the researcher to
choose individuals or organizations with characteristics that the researcher is interested in

Table 3.1: Banks studied

Name of Bank

Public/Private

Years of Operation

Years of Study

KCB

Private

15 Years

10

Equity Bank Private 13 Years 10
Stanbic Bank Private 8 Years 8

Ivory Bank Public 19 Years 10
Buffalo Bank Public 12 Years 10

3.5 Data collection method

Secondary data were used as the main data collection sources. Data from the sampled banks’

financial statements was used, as well as information obtained from publications from the World
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Bank and Central Bank of South Sudan. Performance data was the main data of interest.
Specifically, quarterly profitability of banks in both regimes was sought. The exchange rates from
2012 — 2015 which was the fixed exchange rate period was sought and also the annual floating
exchange rates between 2016 — 2019 on an aggregated quarterly basis were sought. For all this
data sets, quarterly data is preferred because of the rapid changes in exchange rates especially
during the floating exchange change regime. This relates to Panel data which was used to analyses
the relationship between the dependent and independent variable. Monthly data was aggregated
to quarterly data to compute descriptives which were later aggregated to annual data to compute
relationships between the exchange rate regimes on performance. Panel data, sometimes referred
to as longitudinal data, is data that contains observations about different cross sections across time,
that is, multiple data of cases over multiple time periods (Aiken, West, & Pitts, 2003).
Consequently data for various sampled banks over a variety of period was sought.

The Central Bank of South Sudan was the main source of this financial information. This data was
acquired by sending an introductory letter and the NACOSTI letter to the Central Bank of South
Sudan, Central Records and Documentation Center Department. The department with invited the
researcher in the supervision of a banking official to collect the required data. Most of the data
sought was acquired. The rest of the data relating to banks and bank characteristics such as years
of operation was obtained from manuals of the respective banks online and through visits to the

individual banks on appointment days. All this data was recorded in a data sheet.

3.6 Data analysis

Multiple linear regression analysis was used to analyse the relationships between the independent
and dependent variables in the study (Aiken, West, & Pitts, 2003). The analysis was done by
regressing the dependent variable on independent variable, and ensuring the significance of P value
of each of the variables in the regression equation. Notably, the P Value is significant if it is <0.05.
Regression assesses the trends in performance for the individual banks as the exchange rate
changes as opposed to aggregating the performance data. Monthly data was aggregated to quarterly
data to compute descriptives which were later aggregated to annual data to compute relationships

between the exchange rate regimes on performance. The specific quarterly performance data was
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therefore used as opposed to the aggregated data. The general regression equations to be adopted

was.

y=PBo+C+BIPE+B3HK +&....cccviiiiiiiiiiiiiiieiea, equation I (2012 - 2015)
Versus
y=PBo+C+P2FF4+B3 HK +&...c.cviiiriiiiiiiiiiiieeeeeee equation 11 (2016 —2019)
Where:

y= Performance of Commercial Banks (dependent Variable)

PE = Fixed Exchange Rate (Independent Variable)

FF = Floating Exchange Rate (Independent Variable)

HK= Exchange Rate volatility (Independent Variable)

Bo = the coefficients of the variables in the model

C = Control Variables (Aggregated Bank internal Factors, Performance of the Economy
(GDP))

3.7 Validity and reliability

Validity refers to the accuracy of a measure, or the extent to which the degree to which results
obtained from the analysis of the data actually represent the phenomenon under study (Bryman &
Bell, 2007; Nachmias & Nachmias, 2009). On the other hand, reliability is a measure of the degree
to which a research instrument yields consistent results or data after repeated trials. Thus, the
reliability of an instrument is achieved when it can measure a variable accurately and consistently,
and obtain the same results under the same conditions over time (Sekaran & Bougie, 2013). Validity
and reliability in this study was achieved through a pilot study with data from two other banks
(which are not part of the study).

3.8 Ethical consideration

Ethical consideration is important throughout the research process (Saunders et al., 2016). In this
study, official request was sought for information that is not publicly available from banks to be
studied, as well as from Central Bank of South Sudan. Further, ethical clearance was sought from

the Institutional Review Board (IRB) of Strathmore University.
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This chapter sought to analyse the data collected. The study examined the exchange rate
characteristics from 2012 to 2019 as since South Sudan attained independence 2011. During this
period, two exchange rate eras, that is 2012 — 2015 and the other from 2016 but was limited to
2019 to allow equal 4 year period for each period. This regimes in place could have affected
performance of banks. This chapter was therefore also guided by the research objectives which
included: to determine how fixed exchange rate affected the financial performance of commercial
banks in South Sudan, establish how floating exchange rate affects the financial performance of
commercial banks in South Sudan and analyse how the financial performance of commercial banks
in South Sudan has been affected by exchange rate volatility in both fixed and floating exchange

rate regimes.

4.2 Sample representation

The banks sampled were three foreign banks KCB, Stanbic and Equity Bank and two local banks,
that is, Ivory and Buffalo Bank. The data sought was 8 year data for all the 5 sampled banks was
sought and hence 50 data set records were expected. All the data set records were acquired leading

to a response rate of 100%. This was considered sufficient to conduct the study.

4.3 Exchange rate characteristics / Controls

Parallel and Indicative Characteristics of exchange rates in both regimes was computed to assess
whether there were any other factors affecting performance of banks. This was necessary to
determine controls for the study. This was in an effort to determine controls for the study. The
study sought to compute the exchange rate characteristics during the fixed and floating exchange
eras. This was to show trends in the exchange rates. These were compared from 2011 — 2017 and
from against the parallel exchange rate which could be assumed to give an indication of what the

exchange rate should have been.
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Exchange Rate Fluctuations
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Figure 4.1: Exchange rate fluctuations during 2013 to 2019 period

The study results show that there was a period of fixed exchange rate up to December 2015 after
which exchange rate was changed to a floating exchange rate determined by market forces. This
period is marked with the sudden increased change in exchange rate after January 2016. Figure 4.1
also shows that the parallel exchange rates varied from the indicative exchange rates both in the

fixed and in the floating exchange rate eras. This was an indication of other underlying market
financial factors that could have been causing inconsistencies in the market.

Table 4.1 Comparison between indicative and parallel exchange rates

Paired Samples Test

Paired Differences t df | Sig.
Mean Std. Std. Error | 95% Confidence (2-
Deviation | Mean Interval of  the tailed)
Difference
Lower Upper
Pair [ Parallel Rate | 36.036 | 47.249 5.316 25.452 46.619 [ 6.779 [ 78 | 0.000
1 — Indicative
Rate
Individual Mean N Std. Std. Error
Results Deviation | Mean
Parallel Rate 97.2001 | 79 106.08335 | 11.93531
Indicative 61.1644 | 79 62.49842 | 7.03162
Rate
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The study results indicate that there was a significant variation (p = 0.000) between the parallel

exchange rate and the indicative rate in the republic of South Sudan from 2013 to 2019. The

same test was checked against the fixed exchange rate period.

Table 4.2: Comparison between indicative and parallel exchange rates to 2015

Paired Samples Test

Paired Differences t df | Sig.
Mean | Std. Std. Error | 95% (2-
Deviation | Mean Confidence tailed)
Interval of the
Difference
Lower | Upper
Pair | Parallel Rate to 2015 — | 3.885 | 4.129 0.688 2.488 | 5.282 | 5.646 | 35 [ 0.000
1 Indicative  Rate to
2015
Individual Results Mean | N Std. Std.
Deviation | Error
Mean
Parallel 7.0531 | 36 4,55887 .75981
Indicative Rates 3.1681 | 36 1.30833 .21806

The study results indicated that there was a significant variation (p = 0.000) between the parallel

exchange rate and the indicative rate in the republic of South Sudan up to 2015.

The significant variations in the parallel and the indicative rates during the two eras indicated

systematic problems in both regimes on the exchange rates. It meant that there were no sufficient

controls to appropriately apportion exchange rate in both regimes. To ascertain other factors that

could have contributed to these changes, a regression analysis of other economic forces affecting

the money markets and specifically the exchange rates was conducted. The study results are

presented in Table 4.3

Table 4.3: Key factors accounting for Variations in Parallel Vs Fixed Exchange Rates

Coefficients @

Model Unstandardized Standardized |t Sig.
Coefficients Coefficients
B Std. Error Beta
1| (Constant) 12.366 9.514 1.3 0.199
Inflation 0.033 0.001 0.983 33.185 | 0.000
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Interest Rate -0.556 0.889 -0.021 -0.625 | 0.534
Public Debt as a Percentage of GDP | -0.158 0.083 -0.059 -1.905 | 0.062
a. Dependent Variable: Indicative Rate
Model Summary R=.981* | R Square =
.962
ANOVA 2/ Goodness of Fit p =.000°

The study findings indicated that inflation was a major factor accounting for the differences as it
had a significant relationship (p = 0.000) with the indicative exchange rate. Interest rates (p =
0.534) and Public Debt (0.062) had no significant effects (p>0.05).

This computation was necessary as it determined that inflation was the only significant factor
requiring control in the final owverall regression equation

4.4 Analysis based on the research objectives

The study sought to analyse the results based on the research objectives. The study findings were

then presented

4.4.1 The effect of fixed exchange rate on the financial performance of commercial banks in
South Sudan

The study sought to determine how fixed exchange rate affected the financial performance of

commercial banks in South Sudan. Table 4.4 displays the results for this objective.

Table 4.4: Correlations between fixed exchange rate and financial performance

Correlations

Year Exchange | Foreign Local
Rate
Year Pearson Correlation 1
Sig. (2-tailed)
N 7
Exchange Pearson Correlation .351 1
Rate Sig. (2-tailed) 0.254
N 7 7
Foreign Pearson Correlation 911 .844” 1
Banks Standardized Pearson Correlation B71** 723*
Performance |"Sig " (2-tailed) 0.004 0.017
N 7 7 7
Local Pearson Correlation 931" .925* .969" 1
Standardized Person Correlation .524** .624 (34%*
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Sig. (2-tailed) 0.002 0.253 0.000
N 7 7 7 7
**_ Correlationis significant at the 0.01 level (2-tailed).

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

Due to existence of multicollinearity, the data was standardadized by subtracting the means of
variables (Centering the variables). Centring the variables is also known as standardizing the
variables by subtracting the mean. This process involves calculating the mean for each continuous
independent variable and then subtracting the mean from all observed values of that variable. Then,
use these centered variables in your model. This has no effects on the P-values but removes
structural multi-collinearity

The study results indicated that the performance of foreign banks was affected by the exchange
rate during the fixed exchange rate era. This means that there was a relationship between the fixed
exchange rate and the performance of foreign banks (B = 0.723, p = 0.017) and this relationship
was strong. Further the results indicated that the performance of local banks was not affected by
the exchange rate during the fixed exchange rate era. This suggests that there was no relationship
between the fixed exchange rate and the performance of local banks (B = 0.624, p = 0.253) and

this relationship was strong.

Fixed Exchange Rate

300

‘oled ol

Equity Stanbic Ivory Bank Buffalo Bank

o

m 2013 2014 m 2015

Figure 4.2: Performance of foreign and local banks in the fixed exchange rate era.

Results show inconsistent performance for foreign banks apart for Stanbic bank whose
performance was low. The results also show that local banks had a higher performance in the fixed
exchange period era (for example buffalo bank) and improved performance where operational

scales were low (for example, ivory bank).
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Table 4.5. regress Overall_Performance Vs Fixed Exchange_Rate Regime

Source SS af MS MS Number ofobs= 3
F(1, 1)= 6.27
Model 1140.9846 1| 1140.9846 Prob>F = 0.2419
Residual 182.0232 1| 182.0232 R-squared = 0.8624
Adj R-squared = 0.7248
Total 1323.0078 2| 661.5039 Root MSE = 13.492
Owerall Per~e | Coef Std. Err t P>t] [95% Conf. Interval]
Exchange Rate | 63.64615 25.42118 2.5 0.001 |-259.3605 386.6528
_cons -23.29615| 80.87637 -0.29 0.821 -1050.928 1004.336

Study findings was noted that there was no significant relationship (p =0.242) between the fixed
exchange rate regime and the performance of the commercial banks. This was interpreted to mean
that the fixed exchange rate regime caused confusion to banks operations (both local and foreign)

as was indicated in correlations of individual banks as operations were not open to market forces.

4.3.2 The effect of floating exchange rate on the financial performance of commercial
banks in South Sudan

The study sought to determine how floating exchange rate affected the financial performance of

commercial banks in South Sudan, and results are shown on Table 4.5.

Table 4.5 Correlations on floating exchange rate and financial performance

Correlations
Year | Exchange | KCB | Equity | Stanbic | Ivory | Buffalo
Rate Bank | Bank
Year Pearson Correlation | 1
Sig. (2-tailed)
N 7
Exchange | Pearson Correlation | .951™ |1
Rate Standardized Person | .721**
Correlation
Sig. (2-tailed) 0.001
N 7 7
KCB Pearson Correlation | .868" .816" 1
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Standardized Person | .521* | .521*
Correlation
Sig. (2-tailed) 0.011 | 0.025
N 7 7 7
Equity Pearson Correlation | .845" | .782 9927 |1
Standardized Person | .567* | .624* JT12%*
Correlation
Sig. (2-tailed) 0.017 | 0.038 0
N 7 7 7 7
Stanbic Pearson Correlation | .947" | .846" 65 17617 |1
Bank Standardized Person | .721** | .612* .607* | .631*
Correlation
Sig. (2-tailed) 0.001 [ 0.016 0.045 | 0.047
N 7 7 7 7 7
Ivory Pearson Correlation | .939™ | .901™ 9707 [.956™ | .819 1
Bank Standardized Person | .721** | .708** .698** | .681** | .699**
Correlation
Sig. (2-tailed) 0.002 | 0.006 0 0.001 [ 0.024
N 7 7 7 7 7 7
Buffalo Pearson Correlation | .842° | .897"" .887"" | .858" | 0.734 8797 |1
Bank Standardized Person | .701* | .703** .662** | .624* | 512 .624**
Correlation
Sig. (2-tailed) 0.018 | 0.006 0.008 | 0.013 | 0.06 0.009
N 7 7 7 7 7 7 7

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Again, due to existence of multicollinearity, the data was standardized by subtracting the means
of variables (Centering the variables). Centring the variables is also known as standardizing the
variables by subtracting the mean. This process involves calculating the mean for each continuo us
independent variable and then subtracting the mean from all observed values of that variable. Then,
use these centred variables in your model. This has no effects on the P-values but removes
structural multi-collinearity

Results showed that floating exchange rate affected the performance of all banks positively. There
was a significant correlation between floating exchange rate and performance of KCB (B =0.521,
p=0.025), performance of Equity (f =0.624, p=0.038), performance of Stanbic Bank (f =0.612,
p = 0.016), performance of ivory bank (B = 0.721, p = 0.006) and performance of Buffallo Bank
(B =0.703, p=0.006). These results were interpreted to mean that overall, the returns for banks
were higher during the floating exchange period. This was presented in figure 3.
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Overall the results indicated that the financial performance of banks was general increase during

the floating exchange rate period.

Table 4.5. regress Overall_Performance Vs Fixed Exchange Rate Regime

Source SS af MS MS Number ofobs= 3

F(1, 1)= 6.27

Model 1140.9846 1| 1140.9846 Prob>F = 0.2419

Residual 182.0232 1| 182.0232 R-squared = 0.8624

Adj R-squared = 0.7248

Total 1323.0078 2| 661.5039 Root MSE = 13.492
Overall Per~e | Coef Std. Err t P>|t] [95% Conf. Interval]

Exchange_Rate 63.64615| 25.42118 2.5 0.001 -259.3605 386.6528

_cons -23.29615| 80.87637 -0.29 0.821 -1050.928 1004.336

Study findings was noted that there was a significant relationship (p =0.001) between the fixed

exchange rate regime and the performance of the commercial banks. This was interpreted to mean

that the floating exchange rate regime allowed banks to operate in market environments that

allowed for enhanced performance.

4.3.3 The effect of exchange rate volatility on the financial performance of commercial

banks in South Sudan
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The study sought to determine how the financial performance of commercial banks in South Sudan
has been affected by exchange rate volatility in both fixed and floating exchange rate regime. To
compute this, an overall regression model using Panel Data (Stata) was computed. First the

Hausman effect was computed to determine if the random of the fixed effect was to be considered.

Table 4.6: Hausman fixed random

---- Coefficients ----
(b) (B) (b-B) sqrt(diag(V_b-V_B))
fixed random Difference S.E.
Exchange R~e 1.083579 1.037912 .0456673 | .4836206

b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic

chi2(1) = (b-B)'[(V_b-V_B)*(-1)](b-B)
= 0.01
Prob>chi2 = 0.9248

The study findings indicated that (p = 0.9248) was higher than p value < 0.05 hence the random
effect was chosen.

Table 4.7: regress Overall Performance Exchange_Rate, re (Inflation Controlled)
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Random-
effects GLS Number
regression of obs = 7
Group Number
variable: of
EraCode groups = 2
Obs per
R-sq: within = 0.5007 | group: min = 3
between = 1.0000 avg = 3.5
overall = 0.7855 max = 4
Wald
chi2(1) = 18.32
Prob >
corr(u_i, X) =0 (assumed) chi2 = 0.0000
Overall Per~e | Coef. Std. Err. |z P>|Z 95% Conf. Interval
Exchange_Rate 1.037912 | .2425223 4.28 | 0.000 | 0.5625771 1.513247
_cons 173.9886 | 22.44575 7.75| 0.000| 129.9958 217.9815
sigma_u 0
sigma_e 45.753819
(fraction of variance
rho 0 due to u_i)

The study findings indicated that there is a significant effect (p = 0.000) of the effect of exchange

rate volatility on the financial performance of banks in South Sudan. This was interpreted to mean

that exchange is a major determinant of the performance of foreign commercial banks. This in the

study also meant that employing either the fixed or the floating exchange rate regime in a country

can influence the performance of the commercial banks in the country.

CHAPTER FIVE

DISCUSSION, CONCLUSION AND RECOMMENDATIONS
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5.1 Introduction
This chapter provides a discussion, conclusions and recommendations of the study objectives.
The discussion is carried out by presenting key findings in view of past literature (both agreeing

and contrasting ones). The conclusion is then given, following by recommendations.

5.2 Discussion
5.2.1 The effect of fixed exchange rate on the financial performance of commercial banks in
South Sudan

In determining how fixed exchange rate affected the financial performance of commercial banks
in South Sudan, the study results indicated that the performance of foreign banks was affected by
the exchange rate during the fixed exchange rate era. Further, the results indicated that the
performance of local banks was not affected by the exchange rate during the fixed exchange rate
era. Results show inconsistent performance for foreign banks. These inconsistencies in results is
supported by Montiel and Reinhart (2001) who observed that there are high credit risks affecting
performance in a fixed exchange rate regime. They noted that in a fixed exchange rate regime,
banks may consider the exchange rate regime as a guarantee for foreign borrowing and seek more
external funding. As the exchange rate rises, so does the amount of foreign exchange debt for
banks. Rising exchange rate make debtor less able to repay the debt, and less willing to repay the

foreign exchange loan they receive.

Further, Krugman (1979) noted an additional link between a fixed exchange rate and the
probability of poor financial performance of banks. Thus, when the authorities fix the exchange
rate and commit themselves to maintaining this, they may create a moral hazard problem in
countries where the domestic interest rate exceeds the foreign one. Banks may then have an
incentive to borrow at the low foreign interest rate and to transform the proceeds of this foreign
borrowing into domestic currency loans. In efficient markets this incentive should not occur
because banks will correctly perceive the risks involved. However, there are several reasons to
believe that banks may misperceive the risks. First, the solemn commitment to a fixed exchange
rate may lure the banks to underestimate the risks involved. Secondly, and more importantly, the
expectation of bailouts by the authorities may give poorly supervised domestic banks an incentive

to over-borrow in foreign currency.
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Thus, there are reasons to believe that a poor financial performance of the banking sector that
erupts in the foreign exchange market is transmitted to the banking sector, so that it degenerates
into a twin crisis involving both the exchange market and the banking sector. This is all the more
so when the liberalisation of capital movements increases the size of the liquidity flows and the
domestic interest rates in the wake of a speculative movement in the foreign exchange market. It
has been argued that the combination of high capital mobility, fixed exchange rates and relative ly

feeble bank supervision is a major cause of the banking crises of the 1990s.

5.2.2 The effectof floating exchange rate on the financial performance of commercial
banks in South Sudan

When establishing how floating exchange rate affects the financial performance of commercial
banks in South Sudan, results showed that exchange rate affected the performance of all banks
positively. In general, the results indicated that the financial performance of banks increased during
the floating exchange rate period. This finding is supported by Obstfeld and Rogoff, (2000) who
noted that flexible exchange rates allow countries to adjust more flexibly to asymmetric shocks
originating in the goods and labour markets. When, for example a deterioration of the terms of

trade occurs, a depreciation of the currency will soften the macroeconomic effects of this shock.

However Goodhart (1989) cautioned that the exchange rates react very little to shocks in
macroeconomic fundamentals. Instead most of the changes in the exchange rates are produced by
the news in the exchange rates themselves. This implies that the movements of exchange rates are
an independent source of volatility, unrelated to the volatility of underlying macroeconomic
fundamentals. In such an environment, the volatility of the exchange rates increases the fragility
of the balance sheets of local businesses and banks. This is especially the case in countries where
the supervision of banks is poorly organised. All this leads to the conclusion that a flexible
exchange rate does not necessarily provide for an environment conducive to financial stability.
The evidence of the developing countries indicates that flexible exchange rates for many of them
are a more serious source of financial fragility than fixed exchange rates. The consensus view

among policy makers that countries that are unable or unwilling to move into a monetary union
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(or some other form of union such a ‘dollarization’) should allow for more exchange rate flexibility

should be revised.

5.3.3 The effect of exchange rate volatility on the financial performance of commercial
banks in South Sudan

In analysing how the financial performance of commercial banks in South Sudan has been affected
by exchange rate volatility in both fixed and floating exchange rate regime, study findings indicate
that there was a significant effect of the effect of exchange rate volatility on the financial
performance of banks in South Sudan. These findings are supported by Babazadeh and
Farokhnejad (2012) who found that exchange rate is an important determinant of bank's profit in
Iran. Kiganda (2014) concluded that macroeconomic variables such as real GDP, inflation and
exchange rate have affected banks' profitability in Kenya. Further, Sanders etal. (1990) noted that
developing countries' financial institutions are more vulnerable to financial crises. Most financial
and economic analysts agree that banks' earnings, costs and profitability are directly affected by

exchange rate changes.

Babazadeh and Farrokhnezhad (2012), also supports this finding in his study indicating that a
short-term increase in the exchange rate has a reaction at the expected level, while in the long run
the banks profit appears when the exchange rate is more than the equilibrium rate. Significant
short-term and long-term exchange rate behaviour exists for banks' profits. Although exchange
rate and profit from foreign exchange operation are non-stationary, but there is a co-integration
between two variables. The effect of exchange rate volatility on short-term foreign exchange
earnings is more than its long-term effect. The error correction factor is 1.23 and we achieve long-

run equilibrium, when the short-term and long-term equilibrium are overlapped.

5.3 Conclusion

The study concludes that first, fixed exchange rate regimes are more fragile in a world of intense
financial integration. Since the exchange markets and the banking sector are strongly intertwined,
crises in the foreign exchange markets can easily spill over into the domestic banking sector

leading to a twin crisis.

39



Secondly, floating exchange rates are also conducive to enhance banks performance. In fact, in
developing countries, banking crises occur more often in an environment of flexibility of the
exchange rate. The reasons are that the flexibility of the exchange rate usually reflects a failure of
national authorities to follow stable and predictable policies. In addition, it appears that the
exchange rate is rarely a tool to improve the adjustment process following macroeconomic
disturbances. It is more often than not a significant source of monetary and macroeconomic
instability endangering the stability of the banking sector. Finally, the study concludes that the
consensus view that emerging countries should allow for more exchange rate flexibility as a means

to enhance financial performance and to curb the effects of exchange rate volatilities.

5.4 Recommendations

5.4.1 Policy recommendation

The developing countries financial sectors should move away from the fixed exchange rate regime
and to allow for more flexible exchange rates. Itis clear that if foreign exchange crises are the only
financial crises, one has to worry about in terms on performance of commercial banks. Policy
measures in countries using fixed exchange rates therefore have to be developed and policy

measures to govern application of floating exchange rate strengthened.

5.4.2 Practice recommendation

There is also a need for recommendations on practice especially for countries which choose to
maintain a fixed exchange rate, have to move in the direction of increasing the cost of a
devaluation. Increasing the cost of devaluations, the credibility of fixed exchange rate regimes can
be increased. Time is generally against fixed exchange rate regimes. With the passage of time

some shock large enough to destroy the authorities’ willingness to defend a fixed exchange rate
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commitment is bound to occur. This implies that the transition period for the accession countries
should not be too long.

On practice also, the study recommends enhanced supervision of the banking systems. A crucial
factor in determining how the exchange rate regime affects the stability of the banking sector is
the quality of bank supervision. In countries with well-developed supervision acrisis in the foreign
exchange market rarely leads to a banking crisis.

On suggestions for further studies, it is unclear, however, that the floating exchange rate remains
the sensible policy advice if one takes into account the possibility of banking crises. There is
therefore a need for further studies on the effect of the floating exchange rate in times of the
banking crisis to determine if the floating exchange rate regime would impact performance of the

commercial banks during this turmoil.

5.5 Limitations of the Study

The study encountered a number of challenges during the course of its undertaking. First, it was
difficult to access the financial performance data of all the local and foreign banks operating in
South Sudan. The researcher therefore sought clearances from the Central Bank of South Sudan
and got most of its information from this authority as opposed from the individual banks.

Secondly not all banks’ data was available for over 10 years which was the data set that the study
required. This was the case for the foreign banks which were new in the country. Some banks such
as the Stanbic bank had operated 8 years. The study therefore employed extrapolation so that

relationships between the data could be calculated.

41



REFERENCES

Mussa, M., Masson, P., Swoboda, A., Jadresic, E., Mauro, P., & Berg, A. (2000). Exchange rate
regimes in an increasingly integrated world economy (Vol. 193). Washington, DC:
International Monetary Fund. Retrieved from
http//citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.464.8369&rep=repl&type=pdf

Rogoff, K. S., Husain, A. M., Mody, A., Brooks, R., & Oomes, N. (2004). Evolution and
performance of exchange rate regimes. Washington, DC: International Monetary Fund.
Retrieved from https://rbidocs.rbi.org.in/rdocs/Content/P DFs/051TP_35238.P DF

Senadza, B., & Diaba, D. D. (2017). Effect of exchange rate volatility on trade in Sub-Saharan
Africa. Journal of African Trade, 4(1-2), 20-36. doi:10.1016/j.joat.2017.12.002

Chol, B., Kalunda, E., & Kamau, J. (2019). Ownership structure, bank stability and the financial
performance of commercial banks in South Sudan. European Journal of Accounting,
Auditing and Finance Research, 7(3), 73-90. Retrieved from
https://search.proquest.com/openview/514371fd9d5312f461c2054091 ffd20d/1?pg-
origsite=gscholar&cb1=2032017

Ghosh, A. R., Ostry, J. D., & Tsangarides, C. G. (2010). Exchange rate regimes and the stability
of the international monetary system (No. 270). Washington, DC: International Monetary
Fund. doi:10.5089/9781589069312.084

Ghosh, A. (2014). How do openness and exchange-rate regimes affect inflation? International
Review of Economics & Finance, 34, 190-202. doi:10.1016/j.iref.2014.08.008

Kaendera, S., Dixit, S.V., & Ltaifa, N. B. (2009). Impact of the global financial crisis on exchange
rates and policies in sub-Saharan Africa . Washngton, DC: International Monetary Fund.

International Monetary Fund. (2019). Annual report on exchange arrangements and exchange
restrictions 2018. Washington, D.C: International Moentary Fund.

Motlaleng, G. R. (2009). Botswana's crawling-peg exchange rate system: trends and variations in
the pula exchange rate. Botswana Notes and Records, 41, 104-111. Retrieved from
https://www. jstor.org/stable/23237929

Ye, M., Hutson, E., & Muckley, C. (2014). Exchange rate regimes and foreign exchange exposure:
The case of emerging market firms. Emerging Markets Review, 21, 156-182.
doi:10.1016/j.ememar.2014.09.001

42



Guzman, M., Ocampo, J. A., & Stiglitz, J. E. (2018). Real exchange rate policies for economic
development. World Development, 110, 51-62. doi:10.1016/j.worlddev.2018.05.017

Helmy, O., Fayed, M., & Hussien, K. (2018). Exchange rate pass-through to inflation in Egypt: A
structural VAR approach. Review of Economics and Political Science., 3(2), 2-19.
doi:10.1108/REPS-07-2018-001

Baggs, J., Beaulieu, E., & Fung, L. (2009). Firm survival, performance, and the exchange rate.
Canadian Journal of Economics/Revue canadienne d'économique, 42(2), 393-421.
doi:10.1111/j.1540-5982.2009.01513.x

Katusiime, L., Agbola, F. W., & Shamsuddin, A. (2016). Exchange rate volatility—economic
growth nexus in  Uganda. Applied  Economics, 48(26), 2428-2442.
doi:10.1080/00036846.2015.1122732

Butler, K. C. (2008). Multinational finance. Hoboken, NJ.: John Wiley & Sons, Ltd.

Bailliu, J., Lafrance, R., & Perrault, J. F. (2003). Does exchange rate policy matter for growth?
International Finance, 6(3), 381-414. doi:10.1111/j.1367-0271.2003.00123.x

Domag, I., & Peria, M. S. (2003). Banking crises and exchange rate regimes : Is there a Link?
Journal of International Economics, 61(1), 41-72. doi:10.1016/S0022-1996(02)00081-8

Basnett, Y., & Garang, J. A. (2015). Exiting the cycle of conflict in South Sudan Diversifying trade
for sustained and inclusive prosperity (No. 417). The Working Paper Series. London, UK:
Overseas Development Institute. Retrieved from
https//www.odi.org/sites/odi.org. uk/files/odi-assets/publications-opinion-files/9605.pdf

Mawejje, J. (2020). The macroeconomic environment for jobs in South Sudan: Jobs, recovery, and
peacebuilding in urban South Sudan-Technical Report Il. Washington, DC: World Bank
Group. Retrieved from
https//openknowledge.worldbank.org/bitstream/handle/10986/34664/T he-
Macroeconomic-Environment- for-Jobs-in-South-Sudan-Jobs-Recovery-and-
Peacebuilding-in-Urban-South-Sudan-Second- Technical-Report.pdf?sequence=1

Abraham, R., Harris, J., & Auerbach, J. (2017). Earnings yield as a predictor of return on assets,
return on equity, economic value added and the equity multiplier. Modern Economy, 8(1),
10-24. d0i:10.4236/me.2017.81002

43



Frankel, J. A. (2003). Experience of and lessons from exchange rate regime in emerging economies
(No. w10032). Cambrideg, MA: National Bureau of Economic Research. Retrieved from
https//www.nber.org/system/files/working_papers/w10032/w10032.pdf

Touitou, M., Laib, Y., & Boudeghdegh, A. (2019). The impact of exchange rate on economic
growth in Algeria. CBU International Conference Proceedings 2019, 7, 323-330.
doi:10.12955/cbup.v7.1381

Aizenman, J., & Glick, R. (2008). Pegged exchange rate regimes—A trap? Journal of Money,
Credit and Banking, 40(4), 817-835. doi:10.1111/j.1538-4616.2008.00138.x

El Khawaga, A., Esam, M., & Hammam, R. (2013). Exchange rates and interest rates: An empirical
investigation of international fisher effect theory-The case of Egypt (2003-2012).
International Research Journal of Finance and Economics, 117, 139-160. Retrieved from
https//erf.org.eg/app/uploads/2015/12/869.pdf

Puci, J., & Mansaku, S. (2016). An empirical evidence of the International Fisher Effect on the
USD to CNY exchange rate. Academic Journal of Interdisciplinary Studies, 5(1), 249-256.
doi:10.5901/ajis.2016.v5n1p249

Mundell, R. A. (1961). A theory of optimum currency areas. The American Economic Review,
51(4), 657-665. Retrieved from https//www.jstor.org/stable/1812792

Dellas, H., & Tavlas, G. S. (2009). An optimum-currency-area odyssey. Journal of International
Money and Finance, 28(7), 1117-1137. doi:10.1016/j.jimonfin.2009.06.001

Ishiyama, Y. (1975). The theory of optimum currency areas: a survey. Staff Papers, 22(2), 344-
383. doi:10.2307/3866482

Gaspar, V., Smets, F., & Vestin, D. (2010). Inflation expectations, adaptive learning and optimal
monetary policy. In B. M. Friedman, & M. Woodford (Eds.), Handbook of monetary
economics. Vol. 3. (pp. 1055-1095). Amsterdam, Netherlands: Elsevier. doi:10.1016/B978-
0-444-53454-5.00007-4.

Rahman, A. A., & Basher, S. A. (2001). Real exchange rate behaviour and exchange rate
misalignments in Bangladesh. The Bangladesh Development Studies, 27(2), 69-93.
Retrieved from https//www.jstor.org/stable/40795628

Manyok, A. J. (2016). Effects of exchange rate fluctuations on financial performance of
commercial banksin South Sudan (Master's thesis). Nairobi, Kenya: University of Nairobi.

Retrieved from http://erepository.uonbi.ac.ke/handle/11295/99547

44



Kairu, E. (2016). Effectsof the exchange rate volatility on the financial performance of commercial
banks in Kenya (Master's thesis). Nairobi, Kenya: University of Nairobi. Retrieved from
http//hdl.handle.net/11295/97499

Majok, E. (2015). Effects of exchange rate fluctuations on financial performance of commercial
banks in Kenya (Master's thesis). Nairobi, Kenya: University of Nairobi. Retrieved from
http://erepository.uonbi.ac.ke/handle/11295/93439

Lagat, C. C., & Nyandema, D. M. (2016). The influence of foreign exchange rate fluctuations on
the financial performance of commercial banks listed at the Nairobi Securities Exchange.
British Journal of Marketing Studies, 4(3), 1-11.

Frankel, J. (2006). On the yuan: The choice between adjustment under a fixed exchange rate and
adjustment under a flexible rate. CESifo Economic Studies, 52(2), 246-275.
doi:10.1093/cesifo/ifl004

Taiwo, O., & Adesola, O. A. (2013). Exchange rate volatility and bank performance in Nigeria.
Asian Economic and Financial Review, 3(2), 178-185. Retrieved from
http/Awww.conscientiabeam.com/pdf-files/eco/3/aefr%20178-185.pdf

Adam, C., & Crawfurd, L. (2012). Exchange rate options for South Sudan. Unpublished Working
paper. Washington, DC.: World Bank Group. Retrieved from
httpz//users.ox.ac.uk/~cadam/pdfs/Adam_Crawfurd_Exchange%20Rate%200ptions%20f
0r%20South%20Sudan_Version2_1 May 2012.pdf

Bunda, 1., & Desquilbet, J. B. (2008). The bank liquidity smile across exchange rate regimes.
International Economic Journal, 22(3), 361-386. doi:10.1080/10168730802287952

Vodova, P. (2013). Determinants of commercial bank liquidity in Hungary. Finansowy Kwartalnik
Internetowy e-Finanse, 9(4), 64-71. Retrieved from bwmetal.element.desklight-
dd25b776-418c-4240-aec5-edd02392875b

Shrestha, P. K. (2013). Banking systems, central banks and international reserve accumulation in
East Asian economies. Economics: The Open-Access, Open-Assessment E-Journal,
7(2013-14), 1-29. doi:10.5018/economics-ejournal.ja.2013-14

Belghitar, Y., Clark, E., & Mefteh-Wali, S. (2016). The effect of floating exchange rates on SME
performance. SSRN, 1-32. doi:10.2139/ssrn.2754659

Saunders, M., Lewis, P., & Thornhill, A. (2016). Research methods for business students (7th ed.).
London, UK: Pearson Education.

45



Cooper, D. R., & Schindler, P. S. (2014). Business research methods (10th ed.). New Delhi, India:
McGraw-Hill Publishing Company Limited.

Kothari, C. (2010). Business research methods. New Delhi, India: Vikas Publication.

Aiken, L. S., West, S. G., & Pitts, S. C. (2003). Multiple linear regression. In J. A. Schinka, & W.
F. Velicer (Eds.), Handbook of psychology (Vol. 2: Research methods in pyschology) (pp.
483-506). Hoboken, NJ.: John Wiley & Sons.

KIPPRA. (2012). Kenya economic report 2012. Nairobi, Kenya: Kenya Institute of Public Policy
Research and Analysis.

KIPPRA . (2017). Assessment of healthcare delivery under the devolution. Nairobi, Kenya: Kenya
Institute of Public Policy and Analysis.

He, Y. (2018). A study on the International Fisher Effect: An investigation from South Korea and
China. The Journal of Industrial Distribution & Business, 9(7), 33-42
doi:10.13106/ijidb.2018.vo19.no7.33.

Bayat, T., Kayhan, S., & Tasar, I. (2018). Re-visiting fisher effect for fragile five economies.
Journal of Central Banking Theory and Practice, 7(2), 203-218. doi:10.2478/jcbtp-2018-
0019

Lima, D. (2017). The theory of optimum currency areas: The euro area and the recent crises.
Porto, Portugal: Universidade do Porto. Retrieved from https//repositorio-
aberto.up.pt/bitstream/10216/107769/2/219481.pdf

Yidana, E. (2020). Prospects of the proposed West African Optimum Currency Area (Master's
thesis). Accra, Ghana: University of Ghana. Retrieved from
http//ugspace.ug.edu.gh/handle/123456789/35937

Moyo, D., & Tursoy, T. (2020). Impact of inflation and exchange rate on the financial
performance of commercial banks in South Africa . Nicosia, Turkey: Near East University.
Retrieved from https://mpra.ub. uni-muenchen.de/101383/

El-Shagi, M. (2011). The impact of fixed exchange rates on fiscal discipline. Scottish Journal of
Political Economy, 58(5), 685-710. doi:10.1111/j.1467-9485.2011.00564.x

Paudel, R. C., & Burke, P.J. (2015). Exchange rate policy and export performance in a landlocked
developing country: The case of Nepal. Journal of Asian Economics, 38, 55-63.
doi:10.1016/j.asiec0.2015.04.003

46



Patton, M. Q. (2015). Qualitative research and evaluation methods (4th ed.). Los Angeles, CA:
SAGE.

Siddig, K. H. (2014). QOil crisis and the potential role ofagriculture in the post-separation of Sudan.
Emirates Journal of Food and Agriculture, 26(8), 737-749. doi:10.9755/ejfa.v26i8.18366

47



APPENDIX 1- SBS INTRODUCTION LETTER

Dl e vpgale M asare <9 Dol
PG Do cton e SUEUL e rooi Beree,
Cull —o AESA Ui, Tevioe: BhUbEzvea

Strathmore
UMNIVERSI|TY

BEUS|NESS SCHOOL

Emailz inlvsshes cos cr vis. wwvasbysirallnronsslu

e

13% July 2021

To Whom It May Concern.

Dear S’ Madam.
RE: FACTITTATION OF RESEARCH — SAMSON KTPREORTRE TENOY

This is to miroduce Samson Tenoy who is a Master of Business Admimstration student at
Strathmore University Business School, admission mumber MBASTTTS17T, As part of our
MBA Program, Samson is expected to do applied research and undertake a project. This is in
partial folfilment of the requirements of the MBA course. To this effect, he would like to
request for appropriate data from your organization.

Samson 1s undertaking a research paper on “The Effect of Fized Versus Floating Exchange
Eate on Financial Performance of Commercial Banks in South Sudan®™. The information

obtained from your organization shall be treated confidentially and shall be used for academic
purposes only.

Our MBA seeks to establish links with industry, and one of these ways is by directing our
research to areas that would be of direct use to industry. We would be glad to share our findings
with you after the research, and we trust that yvou will find them of great interest and of practical
value to your organization.

We appreciate your support and shall be willing to provide any further information if required.
Yours sincerely,

e

Caroline Tiara.
Manager — Graduate Programs.
Strathmore University Business School.

iz @ AACSB"
ERD

48



APPENDIX 2- NACOSTI ETHICAL APPROVAL

r
e

E oA S p—
IERPLELI OF KERY A MATTOMNAL COMAISSION FOR
SCIENCE, TECHNOLOGY & INNOVATION

Dare of Issue 22/ Tuly2021
RESEARCH LICENSE

This is to Certify that Mr.. Samsan Tenoy of Sirathmore University, has been icensed fo conduct research in Nairobi on the
topic: THE EFFECT OF FIXED VERSUS FLOATING EXCHANGE FATE ON FINANCIAL FERFOMANCE OF
COMMERCTAL BANES IN S50UTH SUDAN for fhe period ending : 22 Tuly /3012,

License Mo: NACOSTLITFZL11907

Directar General
HWATIONAL COMMISSION FOR
SCIENCETECHMNOLOGY &
INMOVATION

MOTE: This is a compuater penerated License. Tio verify the authenticity of this document,

49




for:

APPENDIX 2- STRATHMORE ETHICAL APPROVAL

B3¢ Strathmore
m//}% UNIVERSITY
Bl

24" August 2021

Mr Tenoy Samson
sam.tenoy@gmail.com

Dear Mr Tenoy,

RE: The Effect of Fixed Versus Floating Exchange Rate on Financial

Performance of Commercial Banks in South Sudan

This is to inform you that SU-IERC has reviewed and approved your above SU-master’s research
proposal. Your application reference number is SU-IERC1099/21. The approval period is 24t
August 2021 to 23"4 August 2022.

This approval is subject to compliance with the following requirements:

V.
Vi.

Vii.

Only approved documents including (informed consents, study instruments, MTA) will be
used

All changes including (amendments, deviations, and violations) are submitted for review and
approval by SU-IERC.

Death and life-threatening problems and serious adverse events or unexpected adverse events
whether related or unrelated to the study must be reported to SU-IERC within 48 hours of
notification

Any changes, anticipated or otherwise that may increase the risks or affected safety or
welfare of study participants and others or affect the integrity of the research must be
reported to SU-IERC within 48 hours

Clearance for export of biological specimens must be obtained from relevant institutions.
Submission of a request for renewal of approval at least 60 days prior to expiry of the
approval period. Attach a comprehensive progress report to support the renewal.

Submission of an executive summary report within 90 days upon completion of the study to
SU-IERC.

Prior to commencing your study, you will be expected to obtain a research license from National
Commission for Science, Technology, and Innovation (NACOSTI)[https://research-

portal.nacosti.go.ke/[and also obtain other clearances needed.

Yours sincerely,
Dr Virginia Gichuru,
Secretary; SU-IERC

Cec: Prof Fred Were, oo e e
Chairperson; SU-IERC

SU-IERC)
24 Aug 2021
- (0 .,

Ole Sangale Rd, Madaraka Estate. PO Box 59857-00200, Nairobi, Kenya. Tel +254 (0)703 034000
Email admissions@strathmore.edu www.strathmore.edu

50



APPENDIX 3- LIST OF BANKS IN SOUTH SUDAN

START OF

S/INO. | NAME OF COMMERCIAL BANK STATUS OPERATIONS
1 African National Bank National 2012
2 Afriland First Bank Joint Venture 2012
3 Agricultural Bank National In Process
4 Buffalo Commercial Bank National 2008
5 Charter One Bank foreign 2011
6 Commercial Bank of Ethiopia Foreign 2009
7 Cooperative Bank of South Sudan Joint Venture 2013
8 Ecobank South Sudan Ltd Foreign 2013
9 Eden Commercial Bank National 2012
10 Equity Bank South Sudan Limited Foreign 2009
11 International Commercial Bank Joint Venture 2012
12 Ivory Bank National 2006
13 KCB Bank South Sudan Limited Foreign 2006
14 Kush Bank PLC National 2013
15 Liberty Commercial Bank National 2012
16 Mountains Trade and Development Bank National 2011
17 National Credit Bank Joint Venture 2013
18 Nile Commercial Bank National 2006
19 Opportunity Bank Joint Venture 2013
20 Southern Rock Bank Joint Venture 2013
21 People’s Bank Joint Venture 2013
22 Phoenix Commercial Bank Joint Venture 2013
23 Qatar National Bank Foreign 2011
24 Regent African Bank Joint Venture 2013
25 Royal Express Bank National 2013
26 South Sudan Commercial Bank Joint Venture 2011
27 Stanbic Bank Kenya Limited Foreign 2012
28 Alpha Commercial Bank Joint Venture 2015
29 Ebony National Bank National 2015
30 St Theresa Rural Development Bank National 2016

(Source: South Sudan Bankers association, 2020)
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