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ABSTRACT 

The present study examines the nexus of macroeconomic factors on the banks performance in 

Bangladesh. It encompasses an analysis of 25 commercial banks, including both Islamic and 

conventional banks, spanning the period from 2012 to 2021. Employing the ordinary least square 

regression model, the study considers return on assets as the dependent variable, while the 

independent variables include GDP growth, inflation, and unemployment. The regression analysis 

reveals that the unemployment rate exerts a significant impact on the return on assets of banks 

in Bangladesh. In contrast, GDP growth and inflation do not exhibit a significant effect on the 

return on assets. Consequently, policymakers should account for the influence of unemployment 

rates on bank performance when formulating economic policies, emphasizing measures to reduce 

unemployment rates to enhance bank performance. This consideration is especially pertinent in 

the context of the COVID-19 pandemic, where policies aimed at preventing widespread 

unemployment could positively affect bank performance. 
 
 

I. Introduction 
 

When it comes to allocating a country's economic resources, commercial banks play a crucial role (Ongore and Kusa, 2013). Commercial 

banks play a crucial role in economic growth by supplying capital to investors and enhancing the country's financial development. (Otuori, 

2013). Bangladesh, as a developing economy, has actively promoted the growth of its banking industry to foster economic development. Over 

the past thirty years, the country has experienced significant growth in its banking sector (Mahmood, 2019). The scheduled banks in Bangladesh 

are classified into four categories based on ownership structure: state-owned commercial banks (SCBs), specialized banks (SBs), private 

commercial banks (PCBs), and foreign commercial banks (FCBs). As of the fiscal year 2022, there were 61 scheduled banks were running in the 

country. By the end of December 2021, the total assets of the banking sector reached BDT 20,429.3 billion, marking an 11 percent increase from 

the previous year. Additionally, total deposits in the banking sector grew to BDT 20,429.3 billion in 2021, representing a 10.03 percent rise 

from BDT 13,797.93 billion in 2020. (Bangladesh Bank, 2023). 

Although the growth of Bangladesh's banking sector is evident, understanding the factors that affect bank performance is crucial. It is widely 

acknowledged that macroeconomic factors play a significant role in determining the performance of banks (Akani et al., 2016; Combey & 

Togbenou, 1916; Guerrieri and Harkrader, 2021; Ishioro, 2023). The effectiveness of commercial institutions is influenced by a blend of internal 

and external factors. These factors are categorized as either bank-specific (internal) or macroeconomic variables (Ongore and Kusa, 2013). 

Internal factors pertain to the distinct attributes of individual institutions and are shaped by the decisions made by management and the board. 

Conversely, external factors encompass broader sector-wide or country-wide elements that lie beyond the control of any specific bank and 

impact the overall profitability of banks. (Ongore and Kusa, 2013). 

Macroeconomic factors encompass the broader dimensions of the economy, including inflation, gross domestic product (GDP), national 

income, per capita income, exchange rates, interest rates, unemployment, and financial crises (Ozatac et al., 2018). This study explores how 

macroeconomic factors influence the performance of banks in Bangladesh, specifically examining GDP growth, inflation, and the unemployment 

∗ Corresponding author. E-mail address: hasibulislamshanto143@gmail.com (H. Islam). 
    Received: 13 April 2024; Received in revised from 17 April 2024; Accepted 19 April 2024 

https://doi.org/10.58251/ekonomi.1467784 
 

https://dergipark.org.tr/ekonomi
https://doi.org/10.58251/ekonomi.1455385


Islam et al.,                                                                                                                Journal of Ekonomi 12 (2024) 64–74 

65 
 

   
rate. It places emphasis on Return on Assets (ROA) as the dependent variable, which is a critical measure of bank profitability and performance 

(Al-Mamun et al., 2014; Hong and Abdul Razak, 2015; Kanwal and Nadeem, 2013; Kiganda, 2014; Samad and Hassan, 2006; Simiyu and Ngile, 

2015). Gross Domestic Product (GDP) growth stands as one of the prevailing macroeconomic indicators utilized to gauge cyclical output 

fluctuations within an economy (Sufian and Habibullah, 2009; Vejzagic and Zarafat, 2014). It is anticipated to affect a number of variables 

relating to the supply and demand for loans and deposits (Zhang and Daly, 2014). Higher GDP often results in increased savings, allowing banks 

to mobilize more resources and finance a greater number of investment projects, which could generate greater profits (Bashir, 2003). Inflation, 

defined as the rate of increase in the general level of prices for products and services, is another important macroeconomic factor. Banks 

frequently benefit from higher inflation rates through increased loan rates and subsequent revenue growth (Muda et al., 2013). Accurate 

inflation forecasting enables bank managers to adjust lending rates, potentially increasing profits more rapidly than operational expenses 

(Davydenko, 2010). This study also examines the unemployment rate, a crucial macroeconomic indicator and predictor of employment success 

(Jo et al., 2023). Numerous macroeconomic variables, including GDP growth, labor force dynamics, and inflation rates, exert long-term 

influences on the prevailing unemployment rate (Folawewo and Adeboje, 2017; Sahoo and Sahoo, 2019). Through its effect on operating 

expenses, particularly salaries, and the credit system of banks, unemployment can impact the performance of banks (Klein, 2013; Naruševičius, 

2018). 

This study endeavors to make a significant contribution to the existing body of knowledge by scrutinizing the present performance of 

commercial banks in Bangladesh while shedding light on notable pandemic-related occurrences. According to Islam et al. (2021), the COVID-

19 pandemic led to a surge in prices across all goods. Long et al. (2022) conducted research investigating the correlation between the escalation 

of inflation and unemployment rates and the considerable downturn in GDP growth, industrial output, and investment. The study underscores 

the direct or indirect influence of macroeconomic variables on bank performance, particularly during periods when the COVID-19 pandemic 

exerts a similar impact. Consequently, the researcher aims to elucidate the repercussions of the post-pandemic macroeconomic environment 

on bank performance in this study. Findings of the research can significantly impact policymakers and stakeholders in the financial sector. 

When formulating economic policies, policymakers should consider the impact of unemployment rates on bank performance, with an emphasis 

on reducing unemployment rates to enhance bank performance. This observation holds particular relevance within the context of the COVID-

19 pandemic, wherein policies crafted to mitigate widespread unemployment may yield favorable outcomes for the performance of banks. 

The remainder of this study is organized as follows: Section 2 provides an extensive literature review. In Section 3, the conceptual 

framework and hypotheses are outlined. Section 4 delineates the methodology employed. Section 5 presents the empirical findings, while 

Section 6 concludes the paper. 

 

2. Literature Review 

 

The empirical literature thus far has yielded a plethora of divergent conclusions regarding the determinants of bank performance and the 

influence of macroeconomic variables on such performance. This study focuses on macroeconomic variables, with particular emphasis on 

unemployment, GDP, and inflation. The ensuing research offers substantiation supporting the conclusions of this work. Recent studies elucidate 

how macroeconomic factors, including GDP, unemployment, inflation, and Return on Assets (ROA), impact a bank's operational efficacy. 

Banks are critical economic institutions in developing countries, and their performance is critical for a country's overall economic 

development (Eyüboğlu, 2016; Haralayya and Aithal, 2021). Assessing bank performance entails examining how effectively resources are used 

to achieve desired goals, and it uses a set of indicators to evaluate a bank's current state and ability to meet goals (Rengasamy, 2012).  

A variety of research on economic elements, some of them including macroeconomic variables, influence bank financial performance (Asif 

et al., 2023; Brahmaiah, 2018; Kirimi et al., 2020; Petria et al., 2015; Işık et al., 2021, 2024a, 2024b, 2024c, 2024d, 2024e; 2024fIslam et al., 

2024; Mamun et al., 2022; Islam et al., 2020; Islam et al., 2021; Islam et al., 2022; Islam et al., 2023a; Islam et al., 2023b; Rana et al., 2023; Işık 

et al., 2024c; Işık et al., 2024d Hasan et al., 2019; Rahman, 2019). Inflation, gross domestic product (GDP), national income, per capita income, 

exchange rates, interest rates, unemployment levels, and financial crises are all macroeconomic factors that affect banks performance 

(Bhattarai, 2017; Cetin et al., 2023; Neupane, 2020; Ozatac et al., 2018; Saeed, 2014; Simiyu and Ngile, 2015). These elements have a substantial 

impact on bank performance and success, and in times of crisis, they may exert influences beyond the organization's control (Dewi et al., 2019). 

Several studies have been conducted to investigate the relationship between macroeconomic conditions and bank performance. Studies 

investigating the relationship between GDP and bank profitability have generally found a strong and positive correlation (Kosmidou et al., 2006; 

Kosmidou et al., 2005; Pasiouras and Kosmidou, 2007; Sufian and Chong, 2008). However, Khrawish (2011) reported a negative correlation 

between ROA and GDP in the Jordanian banking sector, while Sastrosuwito and Suzuki (2012) found an insignificant correlation between bank 

profitability and annual growth rate in the Indonesian banking industry. 

Another key macroeconomic issue influencing bank performance is the rate of inflation. It was discovered to have a large negative influence 

on ROA and a significant favorable impact on ROE (Al-Homaidi et al., 2018; Brahmaiah, 2018; Keo, 2020). Molyneux and Thornton (1992) and 

Aburime (2008) discovered a positive and statistically significant relationship between interest rates, inflation rates, and bank profitability in 

their analysis. However, Bourke (1989) study found a negative association between inflation and bank profitability, implying that banks' ability 

to foresee the incidence of inflation plays a part in this inverse relationship. Other factors such as Social media marketing and inflation are 

interconnected in ways that influence both economic conditions and business performance. Effective social media marketing can drive 

consumer demand by increasing product visibility and desirability, which can contribute to inflation if demand outpaces supply. This increased 

demand can lead to higher prices, further driving inflationary pressures. On the flip side, inflation affects social media marketing by raising 

advertising costs, as platforms adjust prices in response to higher operational expenses (Asif et al., 2023; Dogru et al., 2023; Işık et al., 2021).  
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Additionally, inflation impacts consumer behavior, making them more price-sensitive and potentially reducing engagement with ads for 

higher-priced items. For businesses, this means that inflation not only raises marketing costs but also affects their overall performance by 

altering consumer purchasing power and demand, necessitating more strategic and efficient use of social media marketing to maintain 

profitability and consumer engagement (Alim et al, 2023; Ghosh et al, 2021; Ghosh et al, 2023; Ghosh et al, 2024). 

The unemployment rate is gaining prominence in evaluating the financial performance of banking organizations. While previous research 

has suggested that the unemployment rate has a negative impact on financial performance (Baba and Nasieku, 2016), Dewi et al. (2019) 

discovered that the unemployment rate had no meaningful impact on performance. However, a particular study by Horobet et al. (2021) 

analyzed that, higher unemployment rates suggest decreased purchasing power, which might lead to a slowdown in economic activity, 

impacting bank financial performance. 

Given these considerations, the interplay between macroeconomic variables and bank performance emphasizes the significance of knowing 

and controlling the larger economic landscape to ensure bank stability and success in supporting economic growth. 

 

3. Framework Development 

3.1 Dependent/response variable 

 

Rao and Lakew (2012) assert that ratios, being unaffected by fluctuations in the general price level, are frequently utilized in banking 

literature as substitutes for the real value of earnings, with particular emphasis on evaluating bank profitability. 

Return on Assets: As described by Davydenko (2010), return on assets represents a financial ratio employed to gauge a bank's profitability 

concerning its total assets. This metric is derived by dividing the bank's post-tax profit by its overall asset base (Flamini et al., 2009). Return on 

assets, commonly denoted as ROA, stands as a prevalent measure for assessing a bank's performance or profitability (Al-Mamun et al., 2014; 

Hong and Abdul Razak, 2015; Kanwal and Nadeem, 2013; Kiganda, 2014; Samad and Hassan, 2006; Simiyu and Ngile, 2015; Rana and Al Mamun, 

2024; Hasan et al., 2019; Rahman, 2019). 

 

3.2.Independent/explanatory variables 

 

GDP: Gross Domestic Product (GDP) stands as one of the most popular and extensively utilized macroeconomic indicators, serving as a 

comprehensive measure of all economic activities within a country (Sufian and Habibullah, 2009; Vejzagic and Zarafat, 2014). Positive economic 

conditions are anticipated to positively impact the demand and supply of financial services (Sufian and Habibullah, 2009). 

Inflation: The current inflation rate, representing the rise in the consumer price index from the previous quarter, is employed as a proxy for 

anticipated inflation. A higher inflation rate is linked to increased costs and revenues (Muda et al., 2013). Inflation is characterized as a sustained 

general uptick in prices across an economy. The researcher predicts that in Bangladesh, where inflation is pervasive, this factor will play a 

crucial role in determining profitability. The impact of inflation on bank profits hinges on the bank's ability to anticipate it. By accurately 

forecasting inflation, managers can adjust loan rates more rapidly than operating expenses, thus enhancing profitability (Davydenko, 2010). 

Unemployment: As indicated by Naruševičius (2018), the unemployment rate influences banks' operating costs since salary payments 

constitute a significant portion of these expenses. In situations of high unemployment, banks may delay or reduce salary payments. In low 

unemployment scenarios, workers may seek higher wages or commissions. Conversely, a high unemployment rate could lead to a downturn in 

the demand for bank loans. 

 

 
 

Figure 1: Conceptual Framework 



Islam et al.,                                                                                                                Journal of Ekonomi 12 (2024) 64–74 

67 
 

                       

3.3. Hypothesis 

 

Based on the research questions defined in the study, the researcher developed the following hypothesis: 

H1: There is a significant relationship between GDP and Return on Assets 

H2: There is a significant relationship between Inflation rate and Return on Assets 

H3: There is a significant relationship between Unemployment rate and Return on Assets 

 

Hypotheses Decision 

H1 There is a significant relationship between GDP and Return on Assets 

 

Not Supported 

H2 There is a significant relationship between Inflation rate and Return on Assets Not Supported 

H3 There is a significant relationship between Unemployment rate and Return on Assets Supported 

 

4. Methods 

4.1. Variable selection  

 

Secondary data served as a pivotal source for conducting this study. The convenience sampling method was employed for data collection, 

with information sourced from the websites of 25 banks in Bangladesh, encompassing both Islamic and conventional institutions. The study's 

sample period extended from 2012 to 2021. Panel data extracted from the financial statements of the selected banks was utilized for analysis, 

with Return on Assets serving as the dependent variable and unemployment, inflation, and GDP growth as independent variables. The 

correlation between variables was assessed using the Pearson product-moment correlation. To determine the most appropriate regression 

model for the investigation, the researcher conducted the Durbin Wu-Hausman test as an endogeneity test (Durbin and Watson, 1951). After 

analyzing Durbin Wu-Hausman test researcher found no endogeneity problem. So, the researcher used Ordinary least squares (OLS) regression 

model because it will be applicable when there is no endogeneity problem exists (Wooldridge, 2010). The researcher utilized STATA and SPSS 

environments to analyze the data. 

 

4.2. Regression Model 

 

ROA = β0 + β1GDPG + β2INF + β3UNEP + ε 

 

Where 

• ROA is the dependent variable, representing the return on assets. 

• GDPG, INF, and UNEP are the independent variables, representing the GDP growth, inflation, and unemployment rate, 

respectively. 

• β0 is the intercept or constant term. 

• β1, β2, and β3 are the regression coefficients or slopes of the independent variables. 

• ε is the error term or residual. 

 

5. Results 

5.1. Descriptive Statistics 

 

The descriptive statistics (Table 1) provides statistics for four variables: ROA, GDPG, INF, and UNEP, which were observed in a sample of 

250 units. Descriptive statistics are essential for providing insights into the distribution of the variables in the sample, as well as for 

understanding their central tendency and variability. 

The mean ROA was found to be 0.931, indicating that the typical return on assets for the sample is approximately 0.93. The standard 

deviation of 0.408 suggests that the returns on assets vary around this mean value and provides a measure of the variability of the ROA values 

in the sample. For the GDPG variable, the mean was found to be 6.44, with a standard deviation of 1.14. These values indicate that the average 

growth rate of GDP for the sample is around 6.44, and that the actual growth rates for the units in the sample may vary significantly around this 

value. The mean value for the INF variable was found to be 6.05, with a standard deviation of 0.66. This suggests that the average inflation rate 

for the sample is around 6.05, and that the inflation rates for the units in the sample may vary significantly around this value. Finally, for the 

UNEP variable, the mean value was found to be 4.55, with a standard deviation of 0.40. This suggests that the average level of unemployment 

for the sample is around 4.55, with the actual unemployment rates for the units in the sample varying around this value. In conclusion, the 

descriptive statistics table provides essential information for understanding the distribution of the variables in the sample, as well as for making 

inferences about the population from which the sample was drawn. These statistics can also be used for comparing the variables and 

understanding their relative magnitudes. 
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Table 1: Descriptive Analysis 

 Minimum Maximum Mean Std. Deviation 

ROA .00000 2.0200 .93100 .4082 

GDPG 3.44800 7.8819 6.4440 1.1369 

INF 5.5135 7.5304 6.0521 .66353 

UNEP 4.12000 5.4100 4.5509 .3966 

 

 

5.2. Regression and Correlation Results 

5.2.1. Endogeneity Test 

 

  Durbin (score) chi2(1)          = .117296  (p value = 0.7320) 

  Wu-Hausman F(1,220)         =  .114749  (p value = 0.7351) 

 

The endogeneity tests conducted aim to discern whether certain variables within our model are endogenous or exogenous. Endogenous 

variables are those influenced by other variables in the model, whereas exogenous variables operate independently of other variables in the 

model. The null hypothesis (Ho) for these tests posits that the variables are exogenous, indicating they are not affected by other variables in 

the model. 

The Durbin (score) test and the Wu-Hausman test are commonly utilized to assess endogeneity. Based on the provided results, both tests 

indicate a failure to reject the null hypothesis that the variables in the model are exogenous. Specifically, the Durbin (score) test statistic is 

0.117296, with a corresponding p-value of 0.7320, which exceeds the significance level of 0.05, leading to the retention of the null hypothesis 

of exogeneity. Similarly, the Wu-Hausman test statistic is 0.114749, with a corresponding p-value of 0.7351, again surpassing the significance 

level of 0.05, resulting in the retention of the null hypothesis of exogeneity.  

Overall, these findings suggest that the variables in the model are likely exogenous, indicating independence from other variables in the 

model and absence of endogeneity bias. This implies that no endogeneity exists. 

 

5.2.2. Ordinary least squares (OLS) regression model  

 

Table 2: OLS Regression Model 

ROA  Coefficient  St. Err.  t-

value 

 p-

value 

 [95% Conf  Interval]  

Sig 

GDPG -.024 .031 -0.76 .446 -.086 .038  

INF .071 .046 1.54 .126 -.02 .161  

UNEP -.255 .092 -2.77 .006 -.437 -.074 *** 

Constant 1.82 .775 2.35 .02 .294 3.347 ** 

 

R-squared  0.081 Prob  0.000 

*** p<.01, ** p<.05, * p<.1 

 

The findings from the regression analysis, as presented in Table 2, highlight a statistically significant correlation between the independent 

variable UNEP (unemployment rate) and the dependent variable ROA (return on assets) at a significance level of 1%. The negative coefficient 

(-0.255) suggests that an uptick in the unemployment rate corresponds to a decline in return on assets. This outcome resonates with previous 

research, which consistently demonstrates an adverse association between unemployment and bank performance (Biddle et al., 2009; 

Feldmann, 2012). 

In contrast, the independent variables GDPG (GDP growth) and INF (inflation rate) do not exhibit statistically significant coefficients in the 

model, indicating a lack of significant relationship with return on assets in this particular analysis. However, it is noteworthy that the R-squared 

value of 0.081 implies that the independent variables included in the model explain only a small fraction of the variability observed in the 

dependent variable. 

 

5.2.2. Correlation Analysis 

 

The results of the correlation analysis in table 3 indicate that there are statistically significant relationships between the variables in the 

study. The correlation coefficients are reported in the correlation matrix below. The variable ROA (return on assets) has a positive correlation 

with itself (r = 1.000), as expected. This suggests that ROA is a reliable and consistent measure of the performance of the banks. The variable 

GDPG (real GDP growth) has a weak positive correlation with ROA (r = 0.052), indicating that there is a slight tendency for higher GDP growth 
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  to be associated with higher profitability. However, this correlation is not statistically significant at the 0.01 level. The variable INF (inflation) 

has a statistically significant positive correlation with ROA (r = 0.205, p < 0.01). This suggests that inflation may have a small but meaningful 

impact on profitability, such that higher inflation rates are associated with higher ROA. The variable UNEP (unemployment rate) has a 

statistically significant negative correlation with ROA (r = -0.244, p < 0.01), indicating that higher unemployment rates are associated with 

lower profitability. The negative correlation between UNEP and GDPG (r = -0.583, p < 0.01) suggests that higher unemployment rates are 

associated with lower GDP growth as well. 

Overall, the results of the correlation analysis suggest that inflation and unemployment may have important impacts on profitability and 

economic growth in the context of the study. However, further research is needed to fully understand the nature and magnitude of these 

relationships, as well as any potential causal mechanisms that may be at play. 

 

Table 3: Correlation Analysis 

  Variables   ROA   GDPG   INF   UNEP 

 ROA 1.000 

 GDPG 0.052 1.000 

 INF 0.205** -0.220** 1.000 

 UNEP -0.244** -0.583** -0.304** 1.000 

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

 

5.2.3. Discussion 

 

The regression model outcomes reveal that among the three macroeconomic variables considered, only the unemployment rate (UNEP) 

exhibits a statistically significant negative impact on banks' return on assets (ROA). The negative coefficient associated with UNEP implies that 

an escalation in the unemployment rate is linked with a decrease in banks' return on assets. However, the model's R-squared value of 0.081 

indicates that merely 8.1% of the variation in ROA can be explained by the included variables, suggesting the potential influence of unaccounted 

factors. 

Conversely, the non-significant coefficients for GDP growth (GDPG) and inflation rate (INF) suggest that they do not exert a significant effect 

on banks' return on assets. These findings align with certain previous studies exploring the relationship between macroeconomic variables and 

bank performance. For instance, Feldmann (2012) observed a significant negative impact of the unemployment rate on bank performance, 

while the effect of GDP growth and inflation rate remained insignificant. Similarly, Demirgüç-Kunt and Huizinga (1999) found a negative effect 

of the unemployment rate on bank profitability, while the impact of inflation rate was deemed insignificant. To evaluate the hypotheses, t-

values and p-values from the regression analysis were utilized. With a significance level of 0.05, failure to reject the null hypothesis (indicating 

no significant association) required a p-value greater than 0.05. Accordingly, the regression analysis supports the null hypothesis for GDP 

growth and inflation rate, signifying no significant association with ROA. Conversely, the regression analysis rejects the null hypothesis for the 

unemployment rate, indicating a significant association with ROA. 

However, contrasting studies have identified a significant positive relationship between GDP growth and bank performance. For instance, 

Salas and Saurina (2002) demonstrated a positive impact of GDP growth on bank profitability, while Eichengreen and Gibson (2001) noted a 

positive effect on banks' credit quality. Several factors may account for the significant negative effect of the unemployment rate on bank 

performance. Firstly, a high unemployment rate can curtail consumer spending, subsequently reducing the demand for credit and financial 

services. Secondly, it can lead to a deterioration in loan quality as borrowers face heightened default risks. Thirdly, an elevated unemployment 

rate may escalate non-performing loans, adversely impacting banks' profitability. 

In conclusion, the regression model underscores the significance of the unemployment rate in elucidating the variation in banks' return on 

assets. While these findings corroborate some previous studies, others have reported a positive effect of GDP growth on bank performance. The 

adverse impact of the unemployment rate on bank performance may stem from various economic factors, necessitating further investigation 

for a comprehensive understanding of underlying mechanisms. 

 

6. Conclusion 

 

In conclusion, this study delved into the correlation between bank performance, as measured by return on assets, and three key 

macroeconomic variables: GDP growth, inflation rate, and unemployment rate. The findings underscore that while the unemployment rate 

exerts a significant negative influence on bank performance, no significant impact was observed for GDP growth rate and inflation rate. These 

outcomes resonate with prior research on the interplay between macroeconomic factors and bank performance, although there have been 

discrepancies in findings across studies. The implications of these findings for policymakers and banking institutions are noteworthy. 

Policymakers may need to take into account the effects of macroeconomic factors on bank performance when devising monetary and fiscal 

policies. Similarly, banking institutions might need to adapt their strategies and risk management approaches in response to evolving 

macroeconomic conditions. However, it is important to acknowledge certain limitations of this study. The analysis is confined to a cross- 

sectional dataset, which limits the ability to establish causality. Moreover, the study only considers three macroeconomic factors, overlooking 
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other variables such as interest rates, exchange rates, and governmental regulations that could also impact bank performance. Future research 

should strive to encompass a more comprehensive array of factors and employ longitudinal data to better ascertain causality. 

In summary, this study offers valuable insights into the relationship between macroeconomic factors and bank performance. By gaining a 

deeper understanding of how macroeconomic factors influence bank performance, policymakers and banking institutions can make more 

informed decisions and enhance risk management practices. 

 

6.1. Policy Implication 

 

The study suggests that policymakers should consider the impact of macroeconomic factors, particularly the unemployment rate, on bank 

performance when making monetary and fiscal policy decisions. Policies that aim to reduce unemployment rates could potentially improve 

bank performance. On the other hand, policies that lead to high unemployment rates could negatively affect bank performance. For instance, 

during the COVID-19 pandemic, many countries have implemented policies to mitigate the negative impact of the pandemic on the economy, 

including measures to prevent widespread unemployment. These policies could potentially have positive effects on bank performance. 

 

6.2. Practical Implication 

 

Banking institutions can adjust their strategies and risk management practices in response to changes in macroeconomic conditions. For 

instance, during a period of high unemployment rates, banks could tighten their lending standards and reduce their exposure to risky 

borrowers. In contrast, during a period of low unemployment rates, banks could relax their lending standards and increase their exposure to 

borrowers with higher credit risk. Additionally, banks can hedge against macroeconomic risks by diversifying their portfolios across different 

economic sectors and asset classes. 

 

6.3. Limitations 

 

This study has some limitations that should be considered. First, the analysis is based on cross-sectional data, which limits the ability to 

establish causality. Longitudinal data would be required to establish causal relationships between macroeconomic factors and bank 

performance. Second, the study only considers three macroeconomic factors, and other factors such as interest rates, exchange rates, and 

government regulations may also have an impact on bank performance. Finally, the study only focuses on the banking sector in one country, 

and the findings may not be generalizable to other countries or industries. 
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