
The Impact of Macroeconomic Variables on Bank Profitability: Empirical Evidence from Selected Private Commercial Banks in Bangladesh
Abstract
Purpose: The profitability of banks is closely tied to macroeconomic dynamics, and this linkage is particularly critical in emerging economies like Bangladesh where financial institutions face persistent volatility. While prior studies have examined macroeconomic influences on banking performance, limited research has focused specifically on private commercial banks, which dominate the Bangladeshi banking sector. This study addresses this gap by investigating the effects of exchange rates, interest rates, and inflation on their financial performance.
Design/Methodology/Approach: Secondary data were collected from the World Bank database and the financial statements of 20 Bangladeshi private commercial banks. A descriptive research design was employed, while correlation analysis was used to explore associations between return on assets (ROA), return on equity (ROE), and selected macroeconomic variables. A multiple linear regression model further assessed the random effects of the independent variables on bank performance.
Findings: The results reveal a strong negative relationship between the foreign exchange rate and bank profitability, while inflation demonstrates a positive impact. Moreover, interest rates were found to positively influence ROA but negatively affect ROE. The model’s coefficient of determination (R²) of 0.473 suggests that approximately 47.3% of the variation in financial performance among Bangladeshi private commercial banks can be attributed to the selected macroeconomic variables, highlighting a moderate explanatory power and the relevance of these factors in shaping bank profitability.
Research Implications: The findings suggest that banks should strengthen risk management practices concerning foreign exchange exposure and that government initiatives supporting export-oriented policies can enhance sectoral stability and performance.
Originality/Value: This study adds to the empirical literature on the macroeconomic determinants of bank profitability in Bangladesh, with a specific focus on private commercial banks.
Future Research: Future studies may extend the analysis by incorporating additional macroeconomic and non-economic factors, examining longer time horizons, or comparing results across different types of banks to provide broader insights.
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1. Introduction

In today’s globalized economy, nearly all nations participate in international trade, which necessitates the use of foreign exchange (Lagat et al., 2016; Nyathi, Kureya, & Petegumbo, 2025). For instance, when a Bangladeshi garment manufacturer exports products to a buyer in the United States, the exporter is paid in U.S. dollars (USD). To utilize this income domestically, the Bangladeshi supplier must convert the USD into Bangladeshi Taka. Similarly, Bangladeshi importers must acquire foreign currencies to pay their overseas suppliers.

Foreign exchange plays a critical role in the economic development of less developed countries. The availability of foreign currency regulates import volumes, which in turn significantly influences capital formation and gross national product (GNP). Volatility in foreign exchange earnings can create instability in national economic activity, complicating growth planning (Massell et al., 1972; Dhakal, 2024). Empirical evidence suggests a generally negative causal relationship between exchange rates and economic growth. Devaluation of a country’s currency can reduce production levels in emerging economies, particularly as developing countries rely on imported infrastructural and capital equipment. Higher exchange rates increase production costs, thereby reducing output, while currency depreciation can also negatively affect economic activity (Karahan, 2020; Rathnasiri, 2024).

The foreign exchange rate, defined as the price at which one currency is converted into another, plays a crucial role in global economic relations. Proper management of exchange rates is essential for sustainable economic growth in both developed and developing nations (Karakostas, 2021; Gazi et al., 2024). Unexpected exchange rate fluctuations influence aggregate demand and supply. While anticipated depreciation has limited effects on inflation and output growth, unexpected currency movements can significantly impact economic expansion and price levels, particularly in developing countries (Kandil & Mirzaie, 2005).

Exchange rates also affect international trade. An increase in a country’s exchange rate raises the value of its currency, making exports more expensive and imports cheaper. Consequently, exports may decline while imports rise, potentially leading to trade deficits and reduced demand for the domestic currency, which can subsequently lower the exchange rate (Karakostas, 2021).

Bank performance is directly and indirectly affected by exchange rate fluctuations. Banks involved in foreign exchange transactions experience direct impacts on risk and profitability, while changes in exchange rates also indirectly influence customer and borrower behavior, affecting overall performance (Keshtgar et al., 2020; Hossain & Mondol, 2020). Although price increases may benefit certain aspects of the banking sector, exchange rate volatility generally threatens macroeconomic stability and negatively impacts commercial banks’ performance (Jackson et al., 2021).

Interest rate fluctuations similarly influence the financial performance of banks. Compared to other institutions, banks are particularly sensitive to changes in interest rates, which serve as a critical link between revenue and capital (Khan & Sattar, 2014; Akther et al., 2023). Credit rates for both short-term and long-term loans have a direct effect on bank profitability (Okech, 2013). Inflation is another significant factor affecting banking performance. Defined as the percentage increase in prices over time, inflation reduces the purchasing power of money. Uncertainty regarding inflation increases operational costs and business risks, negatively affecting productivity and bank performance (Umar et al., 2014; Salma, 2025).

Despite prior studies, there is limited empirical research examining the combined effect of foreign exchange, interest rates, and inflation on the financial performance of private commercial banks in Bangladesh, especially using both ROA and ROE as performance measures. This research gap motivates the current study. The objectives of this study are to: (i) examine the impact of key macroeconomic variables on bank profitability, (ii) identify the relative significance of exchange rates, interest rates, and inflation, and (iii) provide practical recommendations for policymakers and bank managers to improve financial performance.

The study is significant as it provides evidence-based insights into the role of macroeconomic determinants in shaping bank performance, helping stakeholders design better risk management strategies and policy interventions. Furthermore, the findings offer a foundation for future research, encouraging investigations into other macroeconomic factors, different banking sectors, and dynamic interactions between bank-specific characteristics and macroeconomic variables. By addressing these gaps, the study contributes to enhancing the stability, efficiency, and resilience of the Bangladeshi banking sector.


2. Literature Review

Macroeconomic variables, particularly foreign exchange rates, interest rates, inflation, and other external economic factors, are widely acknowledged as critical determinants of bank performance. Banks operate in dynamic economic environments where these variables directly influence profitability, liquidity, and risk exposure (Athanasoglou et al., 2008; Akther, Rahman, & Rahman, 2023). Financial performance is commonly measured using return on assets (ROA) and return on equity (ROE), which reflect operational efficiency and shareholders’ value, respectively (Ahmed & Gaffar, 2021).

Foreign exchange rates significantly shape bank performance, especially in countries with high trade exposure like Bangladesh. When Bangladeshi exporters receive payments in USD, conversion into domestic currency exposes banks to currency risk. Importers also depend on foreign currency, affecting banks’ foreign exchange operations. Stability in exchange rates ensures smoother trade transactions, whereas volatility can disrupt economic activity, reduce export competitiveness, and increase operational risks for banks (Massell et al., 1972; Dhakal, 2024; Nyathi, Kureya, & Petegumbo, 2025). Empirical studies offer mixed results regarding the exchange rate’s effect on bank profitability. Bahjat et al. (2022) found minimal effects on operating profits, whereas Lilian et al. (2022) observed a significant negative relationship in Zimbabwean banks. In Iran, exchange rate volatility increased financial risk and reduced profitability (Keshtgar et al., 2020). Similarly, in Bangladesh, Hossain and Mondol (2020) reported modest adverse effects of exchange rate volatility, highlighting the need for banks to adopt effective hedging strategies. Recent studies further reinforce these findings, indicating that macroeconomic shocks significantly shape the profitability of Bangladeshi commercial banks (Akther, Rahman, & Rahman, 2023; Sayem, Hasan, & Joy, 2024; Islam, 2025; Akter, 2025).

Interest rate fluctuations influence bank profitability by affecting lending margins, deposit rates, and overall financial stability (Khan & Sattar, 2014; Okech, 2013). Higher lending rates may increase profitability by generating higher interest income, while excessively high rates can reduce loan demand and increase default risk. Conversely, lower rates compress margins and limit earnings potential. Evidence from Bangladesh confirms that policy rate variations directly influence banks’ lending behavior, net interest margins, and profitability (Ahmed & Gaffar, 2021; Salma, 2025). Cross-country evidence, including Pakistan and Kenya, supports this context-dependent relationship (Khan & Sattar, 2014; Okech, 2013). Additionally, the inflow of foreign direct investment (FDI) can influence interest rates and liquidity, indirectly impacting banking sector performance (Alam, Sayal, Naveed Jan, & Tahir, 2025).

Inflation reduces the real value of money, increases operational costs, and may impact the quality of banks’ assets. While moderate inflation can enhance profitability via higher nominal interest rates, excessive inflation introduces uncertainty and elevates business risk, potentially increasing non-performing loans (Umar et al., 2014; Almansour et al., 2021). In Bangladesh, some studies have noted positive associations between moderate inflation and ROA due to higher lending rates during inflationary periods (Ahmed & Gaffar, 2021; Salma, 2025).

Cross-country studies provide broader insights into the impact of macroeconomic variables on banking performance. In Zimbabwe, Nyathi, Kureya, and Petegumbo (2025) found that exchange rate depreciation and inflation negatively affected bank profitability. In Iran, exchange rate volatility and the ratio of loans to deposits significantly influenced bank performance (Keshtgar et al., 2020). In Nepal, macroeconomic variables such as inflation and interest rates were shown to have significant effects on bank profitability (Dhakal, 2024). In Nigeria, fluctuations in currency values and credit risk adversely affected liquidity and profitability (Osundina et al., 2016; Sayedi, 2014). In Sri Lanka, Rathnasiri (2024) found that macroeconomic stability was crucial for maintaining bank profitability. In developed economies, such as Australia and Turkey, banks’ stock returns were more sensitive to interest rate and exchange rate changes than long-term macroeconomic trends (Ryan et al., 2004; Kasman et al., 2011). Gazi et al. (2024) further highlighted that both bank-specific factors and macroeconomic conditions jointly determine the performance of Shariah-based banks. These studies collectively indicate that the effects of macroeconomic variables on bank performance are heterogeneous across countries, reflecting differences in financial systems, regulatory environments, and market structures.

Empirical research on Bangladeshi banks remains relatively limited. Most studies focus on individual variables or use single performance metrics. For example, Sujana Sharmin (2023) analyzed five private banks between 2016 and 2021 and found that exchange rate volatility negatively affected ROA, while interest rates and inflation had positive effects. Hasibul Islam et al. (2024) reported that GDP growth positively influenced ROA, whereas inflation negatively affected profitability. Akther, Rahman, and Rahman (2023), Sayem, Hasan, and Joy (2024), Islam (2025), and Akter (2025) emphasized that macroeconomic shocks significantly shape profitability, highlighting the need for more comprehensive analyses using multiple variables and both ROA and ROE. Kawsar (2025) also identified the importance of conventional bank performance determinants alongside macroeconomic factors, underscoring the need to consider both internal and external influences.

While global and regional studies provide valuable insights, there is a research gap in Bangladesh regarding the joint effects of foreign exchange rates, interest rates, inflation, and other macroeconomic variables on private commercial banks’ profitability using both ROA and ROE. Most previous studies analyzed single variables or short time periods, limiting comprehensive understanding. Hence, a systematic examination of these macroeconomic variables is crucial for guiding policy decisions, risk management, and strategic planning in the banking sector.


3. Methodology 

3.1 Research Design

This study employed a descriptive research design, which is appropriate for examining relationships between variables that have already occurred and cannot be manipulated (Mugenda & Mugenda, 2003). Descriptive research allows systematic observation and analysis of patterns, making it well-suited for investigating the relationship between macroeconomic variables—specifically exchange rates, inflation, and interest rates—and the financial performance of commercial banks in Bangladesh. Descriptive approaches have been widely adopted in prior banking research, particularly when analyzing the influence of macroeconomic factors on banking performance (Hossain & Mondol, 2020; Ahmed & Gaffar, 2021; Lilian et al., 2022).

3.2 Study period:
The study covers a 15-year period (2010–2024) and focuses on 20 Bangladeshi commercial banks. Secondary data were collected from annual reports, the World Bank database, relevant literature, and other credible online sources. Key financial performance indicators included return on assets (ROA) and return on equity (ROE), while the macroeconomic variables included the exchange rate, inflation rate, and interest rate.

3.3 Study Population and Sample
The population consisted of all commercial banks listed at Dhaka Stock Exchange (DSE). Using simple random sampling, 20 banks were selected, ensuring each bank had an equal probability of inclusion and minimizing selection bias. Prior studies on Bangladeshi banks have employed similar sampling techniques to maintain representativeness while ensuring manageable datasets (Ahmed & Gaffar, 2021; Hossain & Mondol, 2020).
3.4 Variables and Measurement Dependent Variables:
ROA and ROE: Profitability is the primary objective of banks. ROA measures how efficiently a bank utilizes its assets to generate profits, while ROE indicates how effectively shareholders’ equity is employed (Bradley & Moles, 2002; Hoyle et al., 2011; Khrawish, 2011). These indicators are widely used in banking research as robust measures of financial performance.

Independent Variables:
Exchange Rate: Measured as the value of BDT against USD. Research shows mixed effects on bank performance. Exchange rate volatility can reduce export competitiveness and affect foreign currency operations (Lilian et al., 2022; Amenawo et al., 2016; Osundina et al., 2016), though some studies report insignificant effects on profitability (Bahjat et al., 2022; Elhussein & Osman, 2019).
Inflation Rate: Calculated using the consumer price index. Inflation can reduce real asset values and operational efficiency, adversely affecting bank performance (Kairu, 2016; Lilian et al., 2022). In Bangladesh, moderate inflation may positively impact ROA due to higher nominal interest rates (Ahmed & Gaffar, 2021).
Interest Rate: Defined as the average annual lending rate of banks. Higher rates increase interest income and net interest margins, positively influencing profitability (Amollo, 2015; Okech, 2013; Akther et al., 2023).



3.5 Data Analysis and Model specification
Data analysis was conducted using SPSS version 20.0. Descriptive statistics were employed to summarize trends and patterns. Correlation analysis examined the strength and direction of relationships between variables, while multiple linear regression was used to assess the impact of independent variables on ROA and ROE. Analysis of variance (ANOVA) tested the significance of these relationships at a 99% confidence level and a 1% significance threshold, consistent with rigorous empirical banking research (Hossain & Mondol, 2020; Bahjat et al., 2022).

3.6 Econometric Model
The following multiple linear regression model was specified to estimate the relationship between macroeconomic variables and bank performance:
Y= β0+β1X1+β2X2+β3X3+ €
Where:
Y= Financial Performance (i.e., Return on Assets and Return on Equity)
β0 = Constant (y-intercept)
X1= Exchange Rate (BDT exchange rate against USD exchange rate) X2 = Inflation rate (Average annual change in Consumer Price Index) X3= Interest rate (Average annual lending rate)
€ = Error term.
This model allows testing of the significance and magnitude of the relationships between macroeconomic variables and financial performance, accounting for contextual dynamics observed in prior studies (Hossain & Mondol, 2020; Lilian et al., 2022; Ahmed & Gaffar, 2021).

4 Results and Discussion 

4.1 Descriptive Statistics

Table 1: Descriptive Statistics

	Variables
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	Return on Assets
(%)
	300
	0.01
	3.54
	1.1920
	0.65154

	Return on Equity
(%)
	300
	0.08
	40.96
	13.7793
	6.57447

	Exchange Rate
	300
	56.31
	93.33
	78.2860
	8.55289

	Inflation	Rates
(%)
	300
	5.42
	11.40
	6.8040
	1.63676

	Interest Rate (%)
	300
	7.10
	13.90
	11.0467
	2.27414



Source: Authors’ calculation using SPSS output

The analysis shows that Bangladeshi commercial banks recorded an average ROA of 1.19% (SD
= 0.65%) and an ROE of 13.78% (SD = 6.57%), indicating moderate asset-based profitability but comparatively stronger shareholder returns. Over the study period, the exchange rate averaged
78.29 (SD = 8.55), reflecting substantial depreciation of the Bangladeshi Taka. Inflation ranged from 5.42% to 11.40% (mean = 6.80%, SD = 1.64%), while interest rates varied between 7.10% and 13.90% (mean = 11.05%, SD = 2.27%), suggesting rising borrowing costs and macroeconomic volatility. Collectively, these statistics highlight the interplay between bank performance and macroeconomic conditions in Bangladesh during the period under review. These macroeconomic conditions provide an important context for understanding bank performance, as changes in exchange rates, inflation, and interest rates directly influence banking operations.

4.2 Multicollinearity Test
Variance inflation factor was used to test the multicollinearity in the study. The findings of the regression would be impacted by a multicollinearity problem when outcomes revealed that the value of VIF is greater than 5 and tolerance is less than 0.01.
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Table 2: Variance Inflation Factor

	Model
	Collinearity Statistics

	
	Tolerance
	VIF

	Exchange Rate
	0.560
	1.787

	Inflation Rates (%)
	0.811
	1.234

	Interest Rate (%)
	0.539
	1.855

	Source: Authors’ calculation using SPSS output


As shown in Table 2, tolerance values ranged from 0.539 to 0.811, while VIF values varied between 1.234 and 1.855. Since all VIF values are below 5 and tolerance values exceed 0.01, there is no evidence of multicollinearity among the predictors. This confirms that the regression model is reliable for further analysis.

4.3 Correlation Analysis

Pearson correlation analysis was performed to assess the strength and direction of associations among exchange rate, inflation rate, interest rate, and bank performance (ROA and ROE). Correlation coefficients (r) range from -1 to +1, where ±1 indicates a perfect linear relationship,
0 indicates no relationship, and intermediate values reflect varying degrees of association. Following conventional thresholds, correlations were interpreted as weak (r = ±0.1–0.29), moderate (r = ±0.3–0.49), or strong (r ≥ ±0.5).
The analysis provides insight into how macroeconomic variables relate to bank performance, establishing a basis for subsequent regression analysis. Significant correlations highlight potential predictors, while weak or insignificant correlations indicate limited linear association. This step ensures a rigorous understanding of variable interrelationships before modeling their effects on ROA and ROE.
Table 3: Correlations Analysis of Variables

	
	Return on Assets
	Return On Equity
	Exchang e Rate
	Inflation Rate (%)
	Interest Rate (%)

	Return on Assets
	Pearson Correlation Sig. (2-tailed)
	1
	
	
	
	

	Return On Equity
	Pearson Correlation Sig. (2-tailed)
	.885**
.000
	1
	
	
	

	Exchange Rate
	Pearson Correlation Sig. (2-tailed)
	-.721**
.000
	-.682**
.000
	1
	
	

	Inflation Rate (%)
	Pearson Correlation Sig. (2-tailed)
	.394**
.000
	.311**
.000
	-.373**
.000
	1
	

	Interest Rate (%)
	Pearson Correlation Sig. (2-tailed)
	.509**
.000
	.407**
.000
	-.654**
.000
	.413**
.000
	1


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

Source: Authors’ calculation using SPSS output

The correlation analysis indicates that exchange rate has a strong negative and statistically significant relationship with both ROA (r = -0.721; p = 0.000) and ROE (r = -0.682; p = 0.000), implying that as exchange rates rise, bank performance declines, and vice versa. This finding aligns with prior research, which shows that exchange rate volatility negatively affects bank profitability through increased transaction costs and challenges in import/export operations (Lilian et al., 2022; Amenawo et al., 2016).

Inflation exhibited a moderate positive correlation with ROA (r = 0.394; p = 0.000) and ROE (r = 0.311; p = 0.000), suggesting that moderate inflation may enhance nominal interest income, thereby improving bank profitability, consistent with Ahmed & Gaffar (2021). Similarly, interest rates were positively correlated with ROA (r = 0.509; p = 0.000) and ROE (r = 0.407; p = 0.000), indicating that higher lending rates contribute to increased revenue and profitability, in line with theoretical expectations (Amollo, 2015; Okech, 2013).

A strong positive correlation was also observed between ROA and ROE (r = 0.885; p = 0.000), reflecting that effective utilization of assets translates into higher shareholder returns. Negative correlations between exchange rate and inflation (r = -0.373; p = 0.000) as well as between exchange rate and interest rate (r = -0.654; p = 0.000) highlight the complex interplay of macroeconomic variables in influencing banking performance. Overall, these results provide empirical support for the theoretical expectation that exchange rate fluctuations are a dominant factor affecting commercial banks’ profitability, while inflation and interest rates exert varying positive influences.


4.4 Regression Analysis (Return on Assets)

	Table 4: Model Summary of ROA

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.733a
	.538
	.533
	.44517

	a. Predictors: (Constant), Interest Rate (%), Inflation Rate (%), Exchange Rate
b. Dependent Variable: Return on Assets
Source: Results obtained from SPSS output.



As per above, Table .4 shows multiple linear regressions that are related to return on assets. From multiple regression, the values of R, R2, and adjusted R2 are estimated as 73.3%, 53.8%,

and 53.3%, respectively. The independent variables might be used to predict 53.8% of the variation in the model, according to the R-squared value of 0.538. According to the coefficient of determination (R2) of 0.538, independent factors account for 53.8% of variations in the financial performance of Bangladeshi banks. Additional factors that the model does not take into consideration are responsible for the remaining 46.2% of variations in ROA of commercial banks in Bangladesh.

Table 5: Analysis of Variance of ROA ANOVAaModel
Sum of Squares
df
Mean Square
F
Sig.

Regression
68.267
3
22.756
114.824
.000b
1
Residual
58.661
296
.198



Total
126.928
299










a. Dependent Variable: Return on Assets
b. Predictors: (Constant), Interest Rate (%), Inflation Rate (%), Exchange Rate
Source: Results obtained from SPSS output.

The aim of the ANOVA was to evaluate the dependability of the model in expressing the relationship that existed. The researcher came to the conclusion that the factors had a highly significant association because the model had a significant level (p-value) of 0.000. The following results showed that Model F (3, 296) = 114.824 with a p-value of 0.000 at the 1% level of significance. It implies the study's independent factors have significant influence on return on assets.

Table 6: Regression Coefficients of ROA
Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	
	(Constant)
	4.618
	.456
	
	10.126
	.000

	
	Exchange Rate
	-.050
	.004
	-.652
	-12.336
	.000

	1
	Inflation Rate (%)
	.056
	.017
	.141
	3.206
	.001

	
	Interest Rate (%)
	.007
	.015
	.025
	.465
	.642


a. Dependent Variable: Return on Assets
Source: Results obtained from SPSS output.

Using the regression model Y= β0+β1X1+β2X2+β3X3+ € in the above regression, the model
becomes;
Y= 4.618 - 0.050X1 + 0.056X2+ 0.007X3 + €

Exchange Rate: The outcomes indicated that the exchange rate had a coefficient of -0.050 and a p-value of 0.000. The result showed that exchange rates, at their average value, had a significant negative impact on the bank's performance, while other independent variables were kept constant. It indicated, one unit increase in the foreign exchange rate on average resulted in a
0.050 reduction in ROA, which was statistically significant at 1% significance level. Hence, the financial performance of commercial banks in Bangladesh has a significant negative impacton the foreign exchange rate.

Inflation Rate (Consumer Price Index): The inflation rate had a coefficient of 0.056 and a p- value of 0.001. It indicates that the return on assets (ROA) of sampled Bangladeshi commercial banks would increase on average by 0.056 while the inflation rate (CPI) increased by one unit at the 1% significance level. Therefore, there was asignificant positive influenceof the inflation rate on Bangladeshi commercial banks’ ROA.

Interest Rate: The outcomes of the regression analysis show that the interest rate had a coefficient of 0.007 with a p-value of 0.642. This finding denoted that while other variables remained constant, there was a 0.007raise in ROA due to a one-unit rise in the interest rate. Hence, there was an insignificant positive influence of interest rates on the ROA of banks in Bangladesh at the 1% significance level.

4.5 Regression Analysis (Return on Equity)
Table 7: Model Summary of ROE
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.688a
	.473
	.468
	4.79660


a. Predictors: (Constant), Interest Rate (%), Inflation Rate (%), Exchange Rate
b. Dependent Variable: Return on Equity
Source: Results obtained from SPSS output.

The above Table .7 shows multiple linear regressions that are related to return on equity. From the above multiple regression, the values of R, R2,and adjusted R2 were estimated as 68.8%, 47.3%, and 46.8%, respectively. From the result, with an R-squared of 0.473, it was possible to predict 47.3% of the model's variances by utilizing the independent variables. According to the coefficient of determination (R2) of 0.473, the independent variables account for 47.3% of variations in the financial performance of Bangladeshi banks. Other variables beyond the scope of the model contribute to the remaining 52.7% of deviations in the ROE of commercial banks in Bangladesh.

Table 8: Analysis of Variance of ROE
ANOVAa
	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	Regression
	6113.701
	3
	2037.900
	88.576
	.000b

	Residual
	6810.180
	296
	23.007
	
	

	Total
	12923.881
	299
	
	
	


a. Dependent Variable: Return on Equity
b. Predictors: (Constant), Interest Rate (%), Inflation Rate (%), Exchange Rate
Source: Results obtained from SPSS output.

The researcher find that the variables had a highly significant association because the model had a significant level (p-value) of 0.000. The following result showed that Model F (3, 296) =
88.576 with a p-value of 0.000 at the 1% significance level. This suggests that ROE is significantly impacted by the study's independent variables.

Table 9: Regression Coefficients of ROE
	Model
	Unstandardized
Coefficients
	Standardized
Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	(Constant)
	57.188
	4.914
	
	11.639
	.000

	Exchange Rate
	-.546
	.043
	-.711
	-12.598
	.000

	Inflation Rate (%)
	.339
	.188
	.084
	1.799
	.073

	Interest Rate (%)
	-.267
	.166
	-.092
	-1.607
	.109


a.  Dependent Variable: Return on Equity
Source: Results obtained from SPSS output.

Exchange rate has a significant negative effect on ROE, while inflation has an insignificant positive effect and interest rate has an insignificant negative effect. These results confirm that exchange rate volatility is the most critical macroeconomic factor influencing bank performance, consistent with theoretical expectations and prior studies (Lilian et al., 2022; Amenawo et al., 2016; Ahmed & Gaffar, 2021).

Using the regression model Y= β0+β1X1+β2X2+β3X3+ € in the above regression, the model
becomes;
Y= 57.188 - 0.546X1 + 0.339X2 - 0.267X3 + €

Making use of the above regression equation, it was discovered that with the independent variables at a constant zero, the results of the bank would be 57.188.

Exchange Rate: The exchange rate had a coefficient of -0.546 and a p-value of 0.000, according to the results. It indicated that exchange rates, at their average value, had a significant negative impact on the bank's ROE at the 1% significance level, while other independent variables were kept constant. It indicated that one unit increase in the foreign exchange rate on average resulted in a 0.546 reduction in bank performance.

Inflation Rate (Consumer Price Index): The inflation rate had a coefficient of 0.339 and a p- value of 0.073. This outcome implies that the ROE of sampled Bangladeshi commercial banks would increase on average by 0.339 while the inflation rate (CPI) increased by one unitat the 1% level of significance; however, this increment was statistically insignificant. Hence, there was an insignificant but positive relationship between Bangladeshi commercial banks’ ROE and the inflation rate.

Interest Rate: The results of the regression analysis show that the interest rate had a coefficient of -0.267 and a p-value of 0.109. The outcome indicates that while other variables remained constant, there was a 0.267 decrease in return on equity due to a one-unit increase in the interest rate. Hence, the ROE of banks in Bangladesh was adversely influenced by interest rate, and it was not significant at the 1% significance level.

The overall findings of the study highlight the significant role of exchange rate volatility as a dominant determinant of bank performance in Bangladesh, followed by inflation, while interest rates exhibit weaker influence. The study results confirm theoretical expectations that exchange rate fluctuations increase operational costs and reduce profitability, while moderate inflation may enhance ROA due to higher nominal interest income. The results of the study also reinforce the positive linkage between ROA and ROE, demonstrating that efficient asset utilization improves shareholder returns. These findings provide practical insights for bank managers and policymakers to prioritize risk management strategies for foreign exchange exposure, monitor inflation impacts, and optimize interest rate policies to sustain bank profitability. Additionally, the study fills a research gap by examining the combined effect of exchange rates, inflation, and interest rates on both ROA and ROE for Bangladeshi commercial banks over a 15-year period, contributing to empirical evidence in an emerging economics like Bangladeshi context.
5. Conclusion 

The study investigates the impact of key macroeconomic variables—exchange rate, inflation, and interest rate—on the financial performance of Bangladeshi commercial banks, measured by Return on Assets (ROA) and Return on Equity (ROE), over the period 2010–2024. The findings indicate that exchange rate fluctuations have a strong and significant negative impact on both ROA and ROE, highlighting banks’ vulnerability to currency depreciation. Inflation exhibits a moderate positive effect on ROA, suggesting that moderate inflation may enhance asset-based profitability, while its effect on ROE is insignificant. Interest rate changes show limited influence on bank performance, with minor positive effects on ROA and minor negative effects on ROE. Overall, the study demonstrates that macroeconomic variables, particularly exchange rate and inflation, play a critical role in shaping banking performance in Bangladesh. The results provide important insights for policymakers, regulators, and bank managers to stabilize the financial sector, mitigate foreign exchange risks, and formulate effective monetary and operational strategies to enhance profitability and resilience in the banking industry.

6. Policy and Managerial Recommendations 

Since exchange rate negatively and significantly affects ROA (β = -0.050, p = 0.000) and ROE (β = -0.546, p = 0.000), banks should implement hedging strategies and the central bank should stabilize the Taka. Moderate positive effect on ROA (β = 0.056, p = 0.001) but insignificant on ROE (β = 0.339, p = 0.073); policymakers should maintain stable inflation and banks can adjust lending rates to benefit from moderate inflation. Insignificant effect on ROA (β = 0.007, p = 0.642) and ROE (β = -0.267, p = 0.109); banks should carefully manage loan pricing, credit policies, and liquidity to optimize profitability. Diversify revenue streams and monitor macroeconomic trends to sustain ROA and ROE. Encourage exports and FDI to strengthen foreign currency inflows and reduce exchange rate risks.





7. Limitations and Future Research
This study focused on three macroeconomic variables—exchange rate, inflation, and interest rate—over a 15-year period (2008–2022), which limits the generalizability of the findings. Other economic and non-economic factors that may influence the financial performance of banks were not considered. Additionally, the study measured changes in the Bangladeshi Taka only against the US dollar, ignoring potential effects from other major currencies.
Future research could expand the scope by including additional macroeconomic and non- economic variables, examining the impact of other foreign currencies such as the Japanese yen and the euro, and extending the analysis to other sectors, including agriculture, manufacturing, and power. Such investigations would provide more comprehensive insights, helping policymakers and banking professionals develop strategies to manage financial performance under dynamic and complex macroeconomic conditions.
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