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[bookmark: _Toc138048427]Abstract

Empirically investigating the impact of exchange rate volatility on profitability of retail businesses (Case of Ok Zimbabwe) will assist the retail industry in strategizing ways to counter challenges imposed by volatility in exchange rate. This study covered a period of eleven years from 2011 to 2021 to determine the impact of exchange rate volatility on profitability performance of Ok Zimbabwe. Using time series data from the World Bank, Ok Zimbabwe and RBZ this study analysed the impact of exchange rate volatility on profitability performance in retail businesses (Case of Ok Zimbabwe). A Multiple regression analysis tool was computed in this research where the econometric model was estimated using E-views 7.1 package and ordinary least square (OLS) estimation method. The exchange rate was the independent variable of interest in this research. Interest rate and inflation are also other macroeconomic independent variables included in the model while profitability was the only dependent variable in this study. The findings showed that exchange rate is statistically significant in explaining profitability performance, over the period under study, there had a negative contribution to profitability performance with a 1% increase in exchange rate leads to US$71725.59 decrease in profit. Inflation also indicate a significant effect on profitability. Even though the business has a forward pricing approach but the results from regression on this research showed that the inflation rate has a negative relationship to profitability with a unit increase in inflation result in a decrease of USD$8562.062. The variable interest rate also showed significant negative impact on profitability. The results indicated that every unit increase in interest rate result in decrease in profit by US$517858.20 thereby having a negative impact with profit. It should be emphasized that the Zimbabwean government must adopt strategies to stabilize currency value. There should be industries and production in the nation so that the local currency’s purchasing power cannot be highly depending on its acceptance to other nations for imports. The retailers should also contribute on Value addition and beneficiation in order for them to maintain their competitiveness and fetch a higher price on the global market. The government of Zimbabwe should have strategies that convince investors to do business in Zimbabwe. This can be done by providing access to low- interest loans, grants and other financial incentives. This research did not cover other macroeconomic factors such as GDP, Tax policies and political influences on business performance therefore, future studies and look forward to research on those factors.
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[bookmark: _Toc128900107][bookmark: _Toc137142467][bookmark: _Toc138048435]1.0 Introduction


This research relates to an analysis on how exchange rates impact business performance in volatile environment (A case of Supermarket Zimbabwe). This chapter intends to provide history of the study, problem statement, objectives of the research, questions of the research, assumption of the research, its significance, delimitations, limitations and a brief overview of the chapter.
[bookmark: _Toc138048436]1.1 Background of the study


On the market for foreign exchange, one currency can be exchanged to another currency and the price or ratio at which currencies are exchanged is known as rate of exchange. Price is the value or amount of money attached to a service or product, which a supplier wants to receive in exchange of the service or products (Julie Meahan, et al 2011).  Cost is simply defined as the amount paid in return for a service rendered or product acquired (Steveen M. Bragg, 2019). Exchange rate is utilized for the purpose of doing a secondary check on the ratio of one currency in relation to the other (Tung, 2019).
 Across the globe, there has been a continued fluctuation of exchange rates since 2001 to date (Aaron O’Nell, 2022) Volatility and fluctuations in the rate of exchange had been significantly affect many economies in Asia, America, Europe and Africa. The global regions with the highest rates of exchange and inflation in 2015 were the middle east and north Africa, Venezuela and Ukraine (O’nell, 2015). As the economic issues progress in the developed countries of Europe and the Euro area, they set forth economic strategies to strengthen their economy (www.statista.com).
Continued fluctuations in the rate of exchange has impact on the volume and direction of country’s performance in the international markets (Sebastian, 2017). The exchange rate is affected by a variety of factors, including cost of borrowing, inflation, political forces, and conditions of the economy in each country. (www.aljezira.com, 10 June 2020), Zimbabwe currency is under attack from businesses that are constantly increasing prices and this was part of a broad political plot against the government. Even though this may be the case as per political view but in real terms, the foreign exchange market is what establishes the rate of exchange for currencies. One's perspective on what the market anticipates is a significant factor in the determination of informal rates of exchange. Macroeconomic policy is a much more significant factor in determining the exchange rate. Performance of businesses is generally identified by their dominance in the market. For firms to remain competitive in the market, there is need for favourable prices and trading terms. The rates of exchange have significant impact on the cost and pricing decisions of organizations. Basically, there are several determinants of product pricing and cost decisions used in both non-profit and profit-making organisations. Some of the factors that influence pricing are demand levels, competitor’s prices and general cost of producing or acquiring the products (www.bpp.co, 2021).  Zimbabwe was significantly dependent on imports from its surrounding countries, particularly South Africa, Zambia and Botswana (Munyawiri, 2014). 
With the accelerated inflation and volatility in the rates of exchange in Zimbabwe since 2001, companies stated to run huge accrued debts as they were failing to pay the employees, Procure fuel for production. (www.economicshelp.org) posited that, Zimbabwe had the second highest incident of hyperinflation in record with an average of 79 600 000% in November 2008 which constituted a daily inflation rate of 98% since prices were doubling or triplicate in a single day. Many large businesses like Dairyboard and Spar supermarkets closed down operations in some branches as they failed to manage cost and pricing of products during the era of mounting pressures on economic decisions.
A continued rapid decrease in ZWL value placed many business organizations in a complex time of deciding prices and controlling costs. Ultimately. Players from across the economy increasingly began to deal in foreign currency, although they did so in an unauthorized capacity (Chimombe, 2015). Even though the government was restricting supermarkets from using forex as the principal currency on pricing goods throughout years from 2005 to 2008, neither individuals nor businesses were able to conduct business in the nation's currency, and as a result, even public listed companies that are administered by the government were tempted to deal in foreign currency.
In the face of such an uncontrollable circumstance, responsible authorities for monetary policy were exhausted of ideas except to implement a multicurrency exchange rate regime in January 2009. As cited by Onekai Mafuramika 2012, The thriving businesses throughout the period 2000 to 2008 strengthened their existence when the country adopted a multi-currency system in January 2008 which revealed the sector’ enduring resilience to macro-economic stress and policy shift.  The USD, ZAR and BWP are the three official currencies that are now in circulation.  Even if the regime brought about a positive change on the economy at large, Zimbabwe still faced with challenge of rebuilding the economy, implementing and ensuring transparency in the control of government spending, eradicating poverty and create space for economic expansion. (Kramarenko et al. 2010)
 After the implementation of the multicurrency regime in January 2009, the economy has experienced some degree of stability. Annual inflation or (Y.O.Y.) rate which was around 500 million percent hyperinflationary levels in December 2008, has plummeted to around -7.7 percent in by end of 2009. (ZIMSTAT, 2013). Some economists advocated for the ZAR to be used as Zimbabwean’s principle currency because South Africa and Zimbabwe were the closest partners in the business. Other economists, in contrast, argued that the USD should continue to serve as the primary currency because the South African economy was built on an unstable foundation.
The annual inflation which was recorded at 96% at opening of financial year for Ok Zimbabwe (2022 APRIL), rose to 280% by September 2022. The suppliers have provided much shortened trading terms with Ok Zimbabwe and in extreme cases they demand for prepayments for products purchased in zwl. The Manufacturers had been seen increasing their supplies to informal markets that are offering physical currency and forex rather than the formal retail channels where there is mandatory use of formal exchange rates that led to price premiums. The group has been placed to a stop supply by major suppliers such as colcom, Unileaver and Dairyboard due to disagreements in exchange rates and inflationary adjustment terms, (Ok Zimbabwe December 2021)
Basing on the daily operations reports (Ok Zimbabwe ltd) there is a continuous decline in the forex collection comparing last year same period of the month to current months. The capacity of formal businesses in collection of forexes is materially threatened by the money changers and money launders who used to stand by the walls of the shop in search of currency exchange with the customers of formal businesses. Massive decline in the volumetric sales of edible and non-edible groceries has been noticed since 2020 to date. Formal businesses like Ok Zimbabwe ltd has since been trying to equate their prices to those in the informal market but the problem arises on the rate of exchange used. A significant number of walking customers and corporates have switched their brand choices from formal businesses to informal competitors who are using parallel rate of exchange. The shortage of basic commodities on shelves has becoming a normal situation in large supermarkets since most suppliers are silently withdrawing their offers to small players in the market. Ok Zimbabwe break a record of delaying the payments to its major suppliers while the invoice prices are not adjusted for inflation. This is the major reason why companies like Dairyboard opted to ration their products in favour of those with the capacity to pay cash USD or zwl prepayments. Deterioration of the fruit and vegetable department has substantially grown since some vendors around the premises of the supermarket started to price their products in USD using a very high rate of exchange to other alternative currencies.
This makes it very evident that the economy can experience periods of deflation while simultaneously experiencing periods of broad price level increases. Since Zimbabwe started using various currencies with different rate of exchange, the cyclical pattern has been noticed on inflation, and this relational behavior has been allocated to variations in the ZWL/USD rate of exchange. 
The continued instability and exchange rate volatility till 2021, Pricing decisions and cost management became a worrisome concern especially to publicly listed companies that are bound to comply with the government regulations. Most customers preferred alternative markets because they are pricing their products in forex terms at a very cheap and affordable levels. A significant number of suppliers are now opting to supply their products to individuals and SME who pays in forex. A number of employees and service providers are withdrawing their contracts from formal businesses and they opt for small players who are ready to deal in forex.
[bookmark: _Toc138048437]1.2 Statement of the problem

Ok Zimbabwe ltd business is experiencing a very volatile business environment that is characterized by episodes of rampant exchange rates volatility that triggers up in high inflation. Instore pricing of products became very complex to execute due to mounting inflationary pressures and extreme exchange rates which has resulted in insistent operating profits from year to year 2011 to 2021.  This research is therefore intending to determine an analysis on how exchange rate volatility is impacting performance of retail businesses (A case of Ok Zimbabwe).

[bookmark: _Toc531095224][bookmark: _Toc128900108][bookmark: _Toc137142468][bookmark: _Toc138048438]1.3 Research Objectives
Primary objective

The major intentions of this research are to determine the impacts of exchange rates on businesses performance (in terms of revenue, profit and volumetric). (A case of Ok Zimbabwe Supermarket). 

The secondary objectives are as follows;
i. To investigate the effect of exchange rate volatility on profitability for OK Zimbabwe.
ii. To ascertain the effect of other macroeconomic factors on profitability performance for OK Zimbabwe.
iii. To give recommendations on the strategies which can be used by supermarkets to counter problems of exchange rate volatility.
[bookmark: _Toc128900109][bookmark: _Toc137142469][bookmark: _Toc138048439]1.4 Research Questions
i. How exchange rate volatility does affect profitability performance for OK Zimbabwe?
ii. How other macroeconomic factors affect profitability performance for OK Zimbabwe?
iii. What are the strategies that can be used by supermarkets to counter problem of exchange rate volatility?
[bookmark: _Toc128900110][bookmark: _Toc137142470][bookmark: _Toc138048440]1.5 Significance of the study

 1.5.1 To Ok Zimbabwe and other retailers

The study might be useful to various academic and economic stakeholders. The research will give an outcome that will give other players in the market, an insight understands of managing businesses in the inflationary volatility economy. Since it aims to establish how fluctuations in exchange rates can impact profitability performance of businesses, it is of interest to the people who make pricing decisions in the organization

1.5.2 To the university


It is also of relevance to the institution since it may be utilised as the secondary sources in libraries, and from that material, researchers who will carry out research on similar fields might extract some knowledge to use in their projects. 

1.5.3 To the students


Initially, the researcher will benefit academically from this study, as it will help him fulfil some of the requirements for the degree. This study will help other researchers acquire recent literature on topics such as determining the effects of rate of exchange pegs on prices, determining the effect of inflation on profitability or ascertaining the relationship between interest rates and profitability. All of these topics will be addressed in this study. The results of this study will be utilised as a foundation for additional research addressing the type and extent of the impacts of rates of exchange volatility to performance of business. In this sense, the findings of this study could be used as good reference to the next aspiring researchers. On broader view point, the information acquired in the course of this study may be of assistance to policymakers in the process of enacting legislation on rates of exchange pegs on macroeconomic activity in Zimbabwe.
[bookmark: _Toc128900111][bookmark: _Toc137142471]
[bookmark: _Toc138048441]1.6 Scope/ Delimitation of the study


[bookmark: _Toc531095226]The study relates to exchange rate volatility on profitability performance in retail businesses (A Case of Ok Zimbabwe). This is because the ZWL and other forex are the major currencies used in businesses in Zimbabwe currently. The information from 2011 up to 2021 has been used in this research because that is the period in which volatility and instability in the rates of exchange, inflation and interest have ever been noticed significantly.
[bookmark: _Toc128900112][bookmark: _Toc137142472][bookmark: _Toc138048442][bookmark: _Toc128900113][bookmark: _Toc137142473]1.7 Assumptions of the study

1.7.1 Bias
Information used in this research will be nutrial, transparent and free from bias.
[bookmark: _Toc128900115][bookmark: _Toc137142475]1.7.2 Reliability
Whatever facts and citations used will be having a genuine supporting ground and origin. The research is giving a faithful assurance to other aspiring researchers who may want to use this study in their researches that the data provided is original from authentic sources.
[bookmark: _Toc128900116][bookmark: _Toc137142476]
1.7.3 Validity

It is the assumption of the researcher that the results obtained from this study are relevant and consistent with the outcomes from other official findings.
[bookmark: _Toc128900119][bookmark: _Toc137142477][bookmark: _Toc138048443]1.8 Limitations of the research study

The research is absolutely relying on secondary data, the data obtained might lack some relevant facts that would have been obtained on primary data. The research is based on the data that covers only eleven years from 2011 to 2021 thereby excluding other events that occurs beyond those years. The study is also limited to exchange rates, inflation and interest rates thereby not covering other macroeconomic factors and internal factors that affect profitability of retail businesses. Even though the research covers a wide range of years but the data was collected from Ok Zimbabwe only so the research findings might not precisely interpret performance of the whole sector. The study is limited to factors that are already in the previous literatures. It is important to consider that there might some additional factors affecting profitability of retail organisations.
[bookmark: _Toc137142478][bookmark: _Toc138048444]1.9 Chapter summary

[bookmark: _Toc137142479]This research relates to an analysis on how exchange rates impact business performance in volatile environment (A case of ok Zimbabwe supermarket). This chapter intended to provide history of the study, problem statement, objectives of the research, questions of the research, assumption of the research, its significance, delimitations, limitations and a brief overview of the chapter
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[bookmark: _Toc128900122][bookmark: _Toc137142481][bookmark: _Toc138048447]2.0 Introduction

This research relates to an analysis on the impacts of rates of exchange in inflationary environment (A case of OK Supermarket). This chapter shall present literature review of the study guided by objectives. The literature and researchers referenced in this research are the ones who had their interest in finding out the impacts of rate of exchange to various factors in the economy.
[bookmark: _Toc128900123][bookmark: _Toc137142483]`
[bookmark: _Toc138048448]2.1 Theoretical Framework on Exchange rate

The very real situation of Zimbabwean economy is that, currency availability determines the rate of exchange. The influential and ruling exchange rate is the one that is set by those with the forex for transactions. As of July 2022, the official bank rate steeply rises to $409.00 but generally we see people queued in the streets of black market to buy the usd at $580.00. Basing on observations in this research, the same movements being made by people from banks to streets is the same which they are taking from formal businesses like Ok Zimbabwe to informal black markets and general dealers. All is needed by customers is the availability of the product than price favourability. To look into the scenario a little bit, ratio of one currency in relation to another is known as rate of exchange (Mathias, 2015). It is the amount total value of local currency needed to purchase one currency of foreign markets. The real effective exchange rate (REER) is a key relative pricing that helps businesses decide how to allocate resources between product manufacturing and service delivery (Oskooee, Kutan & Xi, 2015). And the actual effective rate of exchange shows how the setup of the economy should respond to the outside environment. Since the real effective rate of exchange cannot be easily observed like the nominal rate of exchange, proper estimation methods must be used to get at it (Oskooee, Kutan & Xi, 2015).


The following are examples of the various exchange rate regimes: A system with a floating rate of exchange give the weight and worth to the currency in respect of the market demand (Tafa, 2015). Contrary to the set exchange rate, their worth is not based on anything intrinsic. However, there are economists who claim that the volatility behaviour is acceptable positively since it can better weather the effects of a worldwide problem and return to equilibrium more quickly. In exceptional economic events, like a recession or boom, the national Ok Zimbabwe may intervene to stabilise the currency (Smith, 2019). To keep exchange rates from going crazy, they may buy or sell a certain quantity of currency. The term "controlled float" is used to describe this occurrence. In this setup, the rates are computed by an internal system. In this way, there is little need for assistance from the government or global monetary organisations (Bhatti, 2019). Rates are best set by supply and demand, which improves both productivity and reliability. Rates in a floating system, which are set by market forces, are more subject to fluctuations. Foreign investors will have to pay a higher price to enter these markets due to the higher risk associated with their increased volatility (Mahmood, 2019).

The value of one currency is "pegged" to another currency or asset (often gold) by a mechanism known as "fixing" (Afshan, 2017). By being pegged to a stable currency, such a system ensures that exchange rates will remain consistent. As an added bonus, a stable currency system is safeguarded from inflation's wild swings. Denmark, Hong Kong, the Bahamas, and Saudi Arabia are just a few examples of countries that use a fixed rate system. Foreign investors are drawn to a country with a fixed exchange rate regime because of the predictability it provides (Piana, 2018). Such a system necessitates massive foreign exchange or gold reserves on the part of the government. This is clearly a very costly system (Perron, 2018).

Currency in a dual exchange rate system is valued at two different rates: one for use in international trade and another for use within the country (Smith, 2019). Countries making a change from one political system to another often adopt such a system. This ensures a trouble-free transition without major economic fallout. Countries that use a dual exchange rate system do so in order to regulate the flow of capital and the cost of goods and services imported and exported (Shin, 2019). As a result, the government has considerable sway and can shift its focus between capital and current revenues depending on the situation. Furthermore, domestic market protection and international trade regulation are simplified. However, failure to curb the problems with fluctuating rates of exchange and failure to distribute resources accurately in diverse sectors is possible under a dual exchange rate system.  The parallel or informal markets, opportunities of arbitrage and continuous price increases are only some of the potential economic side effects of these factors (Acaravci, 2017).

[bookmark: _Toc137142484]2.1.1 Demand pull theory
Inflation is generally considered as the Persisting unchecked rise in the levels of general prices paid for services or for products which, in turn, has a negative impact on both the purchasing power capacity of the currency and economic growth rate in the economy given. The theory for demand pulls inflation stipulates that, when there is a rise in demand for services and physical commodities, the inflation will generally rise relative to the aggregated demand of those commodities. There are three distinct types of inflation A form of inflation known as ‘’creeping inflation’’ is an increase in prices that averages between 4% and 8% or between 1% and 6% in a course of an annual cycle. There is also severe or extreme inflation which is explained as a severe increase in general prices of commodities in the economy. This type of inflation is very severe in its nature and it takes between fifteen percent and twenty-five percent in an annual cycle. Finally, the hyperinflation which is characterized by rapid increase in prices and it ranges between 50% and above in a period of six months or less (Eiteman, 2017)

According to Arghyrou and Pourides,(2017), an increase in the rate of inflation lowers the value of domestic currency which has a direct influence that may triggers up the rate of exchange.  The rate of inflation has a detrimental influence to the value of the currency RATE OF EXCHANGE (Necsulescu and Abanescu (2019). Many researchers have suggested that the rise in the rate of inflation will cause an increase in the local currency’s value but an increase in the rate of exchange will result in a loss of the domestic currency’s value. According to the research carried out by Abbas et al. (2019) pertaining to rates of exchange in the countries of African regions, the rate of inflation does not have a substantial influence to the currency rate of exchange
[bookmark: _Toc137142486]
2.1.2 Elasticity Theory
The elasticity approach, according to Lesko and Muchova (2020), evaluates how exports and imports respond to changes in exchange rate. They found that the degree to which depreciation would increase is determined using this method. Locally manufactured products become less expensive than imported ones if the country’s currency depreciates. Ultimately, exports rise whilst imports fall down. If import demand is highly responsive to exchange rate fluctuations, a decline in domestic currency would result in an unjustified reduction in the nation’s import cost (Panshak,2019). The foreign exchange reserves of a country are influenced by its export’s capacity and imports demand. They stated that the net export decrease if there was an excess supply of foreign currency, whereas the net exports would decrease if there was an excess demand for foreign currency. The Marshal-Lerner criterion, which stipulates that the currency devaluation is likely to increase net exports if the sum of import and export elasticity is greater than the unit (Kumar, 2019).  Currency depreciation is more likely to improve net exports (Kumar 2019). The currency devaluation can make imports cheaper than exports and this may cause a decline in net exports if the combined price elasticity of demand for both imports and exports are less than one. According to the Marshal-Lerner condition, devaluation can only improve exports if the total of demand for export and import elasticity exceed twelve. Ultimately, the elasticity for both exports and imports affect the direction of exchange rate (Acosta, 2018).

2.1.3 Delayed Beneficial Effect or J-Curve Effect
According to Onakoya and Johnson (2019), higher exchanges make domestic products more expensive to customers abroad. As a result,Onakoya and Johnson concluded that higher real exchange rates lead to a decline in the local business’ performance. Also, according to Onakoya and Johnson (2019), depreciation of currency increases net exports via the delayed positive or J-Curve effect. According to the delayed beneficial idea, prices and volumes are affected by depreciation within the first two-month (Qayyum, 2019) Lead to a decline in the nation’s export (X) volumes and an increase in import (IM) volumes. It takes some time for both consumers and businesses to switch from expensive to less expensive suppliers after price change. Consequently, a depreciation may cause the trade balance initially worsen as imports and exports gradually adjust to the change in exchange rate which causes a decline in net export NX=X-IM/). Additionally, according to Blanchard (2018), as time goes on, the influence of exchange rates to the relative costs of imports and exports get stronger. As a result, when real exchange rates degrade to the point where the cost of imports increases in domestic currency terms, the increased import cost would cause the demand for imports to decline, ultimately leading to an increase in net export. The increase in exports is known as the J-Curve effect or the delayed positive effect and may take six months to materialize (Joyce, 2018).

2.1.4 Marshall Lerner Condition
John David Pitchford (2011) carried a study on the impacts of exchange rates on economic performance. The Marshall Lerner condition demonstrates how real depreciation impacts net exports (EX) via three distinct routes (Dornbusch, 2019). The real depreciation makes domestic products affordable in other nations which raises demand for locally produced goods abroad and boost exports. Additionally, actual depreciation raises the price of imports in the country which reduces the need for imports. Finally, businesses and consumers turn to local goods which reduces the need for imports. However, this has been seriously condemned by Kai Choi (2018) in his study on the impacts of currency devaluation on performance of local businesses. In this study they concluded that currency depreciation is harmful always as it results in reduction of profits, exports and imports.

2.1.5 The Purchasing Power Parity Theory

Lawrence H.Officer (2007) amended his study on Exchange rate, Parity and market behaviour. The purchasing power parity hypothesis explains how the rate of exchange can derived from two currencies that cannot be exchanged (Jeanneney & Hua, 2016). Even though the idea can be traced back to Ricardo and Wheatley, Gustav Cassel has been given all the compliments for bringing it in a systematic approach. In reference to this theory, the rate of exchange that results in a condition of equilibrium is dependent on the degree to which the buying capacity of two different currencies are similar (Jeanneney & Hua, 2016). The principle of parity for buying power can be expressed in two different ways: (i) The Absolute Version and (ii) The Relative Version.
[bookmark: _Toc137142485]
2.1.6 The impact of exchange rate on imports and exports
The value of returns on exports is very important to the functioning of various economies.  A rise in the exports may result in an increase employment rate, increased profits, rise in productivity and an increase in the foreign reserve’s buffer, hence acts as an engine for economic expansion (Romer, 2019). However, expansion of exports is susceptible to both positive and negative influences from a variety of factors, rates of exchange being the crucial one of all these factors (Blanchard, 2018). Due to the influence that exchange rate strategies have on the choices made by businesses about their investments in an economy, macroeconomic analysts consider these strategies to be among the most important instruments available
Over the course of the last few decades, Zimbabwe has been seeing a precipitous fall in the level of economic activity. Because hyperinflation had rendered the country's native currency worthless, the government of Zimbabwe decided to adopt a multicurrency system in February 2009 as part of the temporary program for recovery. This was the first step in the country's economic recovery. The multicurrency system successfully put an end to hyperinflation as well as the devaluation of currencies, so setting the groundwork for the revival of economy. (Sloman, 2016) said that the nation that has uncertain rate of exchange is more likely to adopt multicurrency. As stated by Tulasombat (2015), the variations in currency rates have an effect on exports because they introduce uncertainty into the earnings from exports. As a result, risk-averse exporters will lower the quantity of goods they ship overseas. In spite of the growing number of researches, determining whether or not the change in exchange rate has a definite impact on exports remains an open and contentious subject.
[bookmark: _Toc137142487]
2.1.7 Impacts of exchange rate on inflation
Gopinath (2020) contends in the international pricing system that there are significant regional differences in the relationship between exchange rates volatility and inflation. She examined data from 46 rich and developed countries and discovered that choice of the international pricing currency has significant, asymmetric implications on whether exchange rate variation is passed on to local prices (Chowdhury,2019). Gapinath’s main discovery is that the exchange rates swings will have a greater impact on inflation rates when a country conducts a significant portion of its trade in foreign currency. For instance, only 3% of Turkey’s imports are invoiced in the Turkish Lira (Bailliu, 2018). According to Gapinath’s calculations, when the lira depreciates by 10% in relation to Turkey’s trading partners’ currencies, import prices measured in lira rise by 9.3% after a quarter and by 10% after two years, demonstrating that the exchange rates fluctuation is completely passed through to prices. In contrast, 93% of import invoices from the US are in US dollars.
According to Gopinath (2020), the portion of American imports that are priced in foreign currencies likewise has a high pass-through rate, just as the whole basket of Turkish imports. Of course, if prices did not change, this will occur automatically. However, more significantly, it also applies to goods whose prices vary as a result of a shock to the exchange rate (Azid, 2019).

According to Gapinah (2020), the strong effects of currency denomination result from how expensive it is for business es to change their rates. She demonstrates how the denomination of the currency would not be matter if price adjustments were costless (Pourpourides, 2016). Yet, the current choice of exporting enterprises will depend on their own cost structures as well as the currency choices of other exporters when there are expenses associated with renegotiating prices. A company will be better able to control its relative price in the marketif it also prices its products in dollars if the majority of other exporters do. The results indicate that the dollar is likely to remain the dominating currency of international trade for the forceable future in the absence of coordinated international action (Algieri, 2019)
[bookmark: _Toc137142488]
2.1.8 Impacts of exchange rate on cost and consumption
It has been suggested that the exchange rate also affects consumption in the same way. Although a country’s local currency depreciation increases exports and makes it less competitive, it also has some impact on consumption (Ayaz, 2018).Because of the inflationary consequences of depreciation, the income of workers with high marginal propensity to consume (MPC) is transferred to the producer with low MPC , which theoretically result in in a reduction in consumption. If a particular local currency gain value, it would be easier to buy goods from abroad. In this case, purchasing and investing in foreign goods becomes affordable which suggests that the volume of overseas consumption may rise. Domestic consumption is projected to decline as imported products consumption rises.

2.1.9 Investigating the impact of exchange rate volatility on profitability performance
Ofori et al (2021) studied on the effects of exchange rate volatility on tax revenue performance in Sub-Sahara. They used panel data to analyse the time series data for the 21 countries for a period of thirty-three years from 1984 to 2017. The results indicated that the volatility in exchange rate has a direct negative impact on revenue performance. 
On the same vein, Rutto (2020) on his study about the effects of exchange rate on tax revenue performance in Kenya. The study used annual time series data for the period of fifteen years up to 2018 from 2003. The study also used regression and correlation as research design. The exchange rate was the explanatory variable on which the results indicated that there was an inverse relationship between exchange rate and tax revenue performance in Kenya.
Gumbo Lilian et al. (2022) conducted a similar research on which the results established that there is a significant negative relationship between exchange rates and bank’s profitability. 

2.2.0 To ascertain the impacts of exchange rate volatility on profitability performance
Jeevitha et al. (2019) concluded that there is an insignificant negative relationship between inflation and banks profitability. The study rewed that the interest rates have a positive impact on bank profitability because it is one of its revenue sources.
In the same vein, Khan and Sattar (2014), the study on effect of interest rate on bank profitability established a strong and positive relationship. 
Onwuka et al. (2020) researched about the effects of exchange rate volatility on manufacturing sector performance in Nigeria. The study adopted a vector Autoregressive model (VAR) to estimate the impacts. The study covered a greater period from 1981 to 2018 and it concluded that there is a significant negative relationship between Unit output and exchange rate volatility. Every unit increase in exchange rate would lead to a significant decline in the aggregate units of production.
Mugozhi et al (2020) in their study on the impact of exchange rate fluctuations on business performance of Delta beverages. Results showed that that production output of Delta decreases as the currency depreciate while currency appreciation increases the production output of Delta beverages.
2.2.1 To give recommendations on the strategies which can be used to counter problems of exchange rate volatility.
Dohring (2008), posited that the exchange rate volatility can be fixed or hedged through the use of financial instruments. Financial derivatives have become the relevant tools that are used by various nations across the globe in curing the problems of exchange rate fluctuations.  The research also articulated that the businesses that participate in international markets can reduce the risk of exchange rate volatility through use of domestic currency invoicing to the importers. This transfers the risk to the importers than exporters.
Additionally, Moguillansky (2003), on the study of corporate risk management and exchange rate volatility in Latin America, viewed that the businesses should use portfolio approach as a cure to the problem of exchange rate fluctuations. The government at large should make use of financial instruments.
The research covered a period of 1953-1961 to find the ways in which the problem of multiple exchange rates can be fixed in the economy. The study explained that the government should be directly participate on industrial efforts, which may be a costly process but can help to substitute imports with industries thereby stabilizing exchange rates through increasing demand to the domestic money.













[bookmark: _Toc137142482][bookmark: _Toc138048449]2.3 CONCEPTUAL FRAMWORK

The relationships that exist between independent and dependent variables can be clearly defined and presented using the conceptual framework model. The conceptual framework for impact of exchange rates volatility on business performance of retail organizations. The variable that is independent in that regard is the exchange rate volatility whilst there are many factors that respond to changes in exchange rates. These include inflation and interest rates. The relationships are clearly articulated on figure 1 below.

	INDEPENDEND VARIABLES                                                DEPENDEND VARIABLE               


· Profitability                  



	· Exchange rate volatility
· Interest
· Inflation




                                                                                                       

	Moderating variable



[bookmark: _Toc137364721][bookmark: _Toc137365883][bookmark: _Toc137367083]Figure 1:Conceptual Framework
Source: Author’s design
      
[bookmark: _Toc128900124][bookmark: _Toc137142489]                                                                                            
[bookmark: _Toc138048450]2.4 Empirical Literature on exchange rate
    Empirical evidence
Gumbo et al. (2022), The effect of exchange rate fluctuation on bank profitability in Zimbabwe.
 Their independent variable of interest in the study was exchange rate fluctuation while profitability was the dependant variable. They used E-Views package to analyse panel data for the period 2016 to 2021 in their study. Multiple Regression was used on their research on which the results indicated the existence of a significant inverse relationship between volatility in exchange rates and profitability of banks
Moyo, Delani and Tursoy (2020), Impact of exchange rate on financial performance of commercial banks in South Africa
In the same vein Moyo, Delani et al. (2020) studied on the impact of exchange rate on the financial performance of banks in South Africa. Inflation and exchange rate were the independent variables while return on equity was the dependant variable under study. They also used the Dynamic Ordinary Least Squares (DOLS) and the Fully Modified Ordinary Least 
Squares (FMOLS) on their analysis. Profitability was said to be negatively related to exchange rate therefore ultimate results concluded that there is a weak relationship between exchange rate and return on equity. 
Manyok (2016), effect of exchange rate fluctuation on financial performance of commercial banks in South Sudan
Manyok Andre John (2016) also conducted a research on the effects of exchange rate fluctuation on Performance of Commercial Banks in South Sudan. The study used measures of central tendencies as descriptive statistics for the description of data. The study employed a multiple linear regression analysis and established the relationship between exchange rate fluctuation (Independent variable) and return on Asset (Dependant variable). The study further looked on the relationship between inflation and return on asset and he concluded that there is a negative relationship between the two.
Baba and Nasieku (2016), Effect of macroeconomic factors on financial performance of commercial banks in Nigeria
The research was carried out in Nigeria to determine the how exchange rate affect performance of businesses. Significant negative relationship has been between exchange rate and volatility and performance of commercial banks has been established.
Khan and Sattar (2014), The impact of interest rate changes on the profitability of four major commercial banks in Pakistan.
The research covered a period of four years to 2012 from 2008 four major banks on Pakistan. The interest rate was the independent variable while profitability was the dependent variable. The study used pearson correlation analysis approach and. The results indicated the existence of strong positive relationship between interest rate and profitability. 
Kiganda (2014), Effect of macroeconomic factor on commercial banks profitability in Kenya: case of Equity Bank Limited
This research was focusing on various macroeconomic factors that affect business performance. Various independent variables were considered including exchange rates and inflation. A positive weak and insignificant relationship between volatility in exchange rate and profitability was established.
Irene, Knechi Onwuka et al. (2020), effect of exchange rate volatility on manufacturing sector performance in Nigeria
 The study adopted the Vector Autoregressive (VAR) model to analyse the time series data as well as estimating the relationship between Exchange rate (independent variable) and Manufacturing sector (dependent variable). The study showed that there is a significant negative relationship between exchange rate and aggregate output in manufacturing sector of Nigeria
Agubata and Odubuasi (2018) Effect of exchange rate fluctuations on the financial performance of Nigerian Manufacturing firms: evidence from food, beverage and tobacco sector
The researchers used a case study of Food, Tobacco and Beverage sectors. The study covered the period from 2005 to 2014. Other moderating variables were also considered in the research such as interest rates and inflation. The Multiple regression tool was used for analysis of data.  These studies specifically indicated that the interest rate increases the cost of sourcing the materials outside the country thereby reducing the performance of manufacturing firms hence, recommended that the government should provide businesses borrowing facilities at zero cost. 
Mugozhi et al (2020), The effects of exchange rate fluctuations on the performance of a manufacturing concern in a hyperinflationary environment: A case of Delta Beverages Zimbabwe.
 Mugozhi et al (2020) did a study on the impact of exchange rate fluctuations on business performance of Delta beverages. Secondary data was extracted from Delta’s financial statements for 2017 and 2018. Exchange rate was the independent variable while production output was the dependent variable. The findings were that, a negative relationship exist between exchange rate fluctuations and production output of Delta beverages.
Onwuka et al. (2020) The effects of exchange rate volatility on manufacturing sector performance in Nigeria
Onwuka et al. (2020) researched about the effects of exchange rate volatility on manufacturing sector performance in Nigeria. The study adopted a vector Autoregressive model (VAR) to estimate the impacts. The study covered a greater period from 1981 to 2018 and it concluded that there is a significant negative relationship between Unit output and exchange rate volatility. Every unit increase in exchange rate would lead to a significant decline in the aggregate units of production.
Ofori et al. (2021) The effects of exchange rate volatility on tax revenue performance in sub-Sahara Africa.
Ofori et al (2021) studied on the effects of exchange rate volatility on tax revenue performance in Sub-Sahara. They used panel data to analyse the time series data for the 21 countries for a period of thirty-three years from 1984 to 2017. Exchange rate and inflation were the independent variables while revenue performance was the dependent variable. The results indicated that the volatility in exchange rate has a direct negative impact on revenue performance.  While inflation indicated a positive relationship.
Rutto (2020) effects of exchange rate on tax revenue performance in Kenya
 Rutto (2020) on his study about the effects of exchange rate on tax revenue performance in Kenya. The study used annual time series data for the period of fifteen years up to 2018 from 2003. The study also used regression and correlation as research design. The exchange rate was the explanatory variable on which the results indicated that there was an inverse relationship between exchange rate and tax revenue performance in Kenya.
Wjuniski et al. (2017), Multiple Exchange Rates and Industrialization in Brazil 1953-1961
The research covered a period of 1953-1961 to find the ways in which the problem of multiple exchange rates can be fixed in the economy. The study explained that the government should be directly participate on industrial efforts, which may be a costly process but can help to substitute imports with industries thereby stabilizing exchange rates.
[bookmark: _Toc138048451]2.5 Gap analysis
Even though there are some researches who have studied about the impact of exchange rate on business performance, but nothing more was done for a retail sector. The number of years observed in this study is a clear indication of its uniqueness from many researches on the related topic. Very few studies have used a time series that span to eleven years. some related studies were highly focusing on banking sector, manufacturing industries and at large Macroeconomic issues thus providing a gap for this study to analyse the effects of exchange rates volatility on the profitability performance of retail firms in Zimbabwe using OK Zimbabwe as a case study. 
This research covered a very long period of currency crisis in Zimbabwe characterized by hyperinflation and multicurrency. The timeframe to be used is so different from the one that was used by other researchers, hence making this research the first of its kind.
[bookmark: _Toc128900134][bookmark: _Toc137142493][bookmark: _Toc138048452]2.6 Chapter summary
[bookmark: _Toc137142494]This chapter was a review of literature on impact of exchange rate volatility in performance of retail businesses. The next chapter shall present the methodology of the study. The research’s conclusions demonstrate how the exchange rate and inflation have impacted business performance of Ok Zimbabwe.











[bookmark: _Toc138048453]                                                     CHAPTER 3


[bookmark: _Toc137142495][bookmark: _Toc138048454]                                     RESEARCH METHODOLOGY



[bookmark: _Toc128900137][bookmark: _Toc137142496][bookmark: _Toc138048455]3.0 Introduction

Chapter two provided a review of literature that was pertinent to this enquiry. The goal of this methodology focused chapter is to discuss the methodologies used in this study. A full explanation of how the research was carried out is the primary focus of this chapter. 
[bookmark: _Toc138048456]3.1 Theoretical Model

Theoretical Models are the mostly used in scientific studies to test for hypothesis. It is a Framework for the assumptions used in prediction or explaining a phenomenon. As indicated on various authors in the empirical evidence, the historical record is replete with examples of multiple regression models that were utilised by various authors in performing econometric regression analysis of their studies. This research adopted a multiple regression model that was used by Gumbo et al (2022). In their research, they employed the multiple regression analysis in analysing the impact of exchange rate fluctuations on Bank profitability in Zimbabwe for the period 2016 to 2021. Their study employed the following Multiple regression 
𝑹𝑶𝑨 = 𝜶 + 𝜷𝑬𝑿𝑪 + 𝜷𝟏𝑩𝑺 + 𝜷𝟐𝑫𝑻𝑨 + 𝜷𝟑𝑬𝑮 + 𝜷𝟒𝑰𝑵𝑭 + 𝜷𝟒𝑳𝑻𝑫 + 𝜺
Where
α = is a constant (return on asset while exchange rates are zero),
 EXC = exchange rate at time t,
 BS = bank size,
 DTA= the ratio of total deposits to total assets.
 LTD= Loans to deposit ratio
 EG = economic growth and,
 INF = inflation rate.
 Inflation and Economic growth were the mediatory variables that were used as macro-economic variables that affect bank profitability, β, Β1, β2, Β3 and Β4 are regression coefficients and Ε = is a random error term or stochastic error term. 
[bookmark: _Toc128900138][bookmark: _Toc137142497][bookmark: _Toc138048457] 3.2 Research philosophy and design

A research philosophy is a set of principles guiding the collection, analysis and application of data in the field of research (Saunders, 2015). Quantitative approach was employed in the study in keeping with a positivist’s mindset.  Crowther and Lancaster (2008), posited that the viewpoint of a positivism is that the research should on the facts from observations and measurements unlike phenomenology which concentrate on the provision for human interests thereby requiring responses. With considerations of the empirical literatures presented in chapter two the researcher will absolutely use secondary quantitative data just like what was done by Irene, Nkechi Onwuka (2020) even though they adopted MFM model on their theoretical model framework but the philosophy is applicable in this research study. Saunders (2016) positivists philosophy is sufficient to validate the results. The philosophy is based on the view that science is the only way to learn the truth.  It adheres to the claims that only factual knowledge obtained from measurement and observations, is worthwhile to be trusted. In this research study, the findings are quantifiable and observable as indicated in the philosophy of positivism approach. 
[bookmark: _Toc138048458]3.3 Model specification

Model specification is defined by Gujarati (2004) as the rightful way of choosing a statistical model. An effective economic model includes a dependent variable as well as more than one independent variables. The main goal of this research is to ascertain the impact of exchange rate volatility on profitability performance in retail businesses for the period 2011 to 2021. The model used in the study was adopted from the model used Gumbo Lilian (2022).  Performance is dependant to various independent variables such as inflation rates and exchange rates. Multiple regression analysis is going to be performed by the researcher in order to determine the impacts of rate of exchange volatility to profitability performance (A case of Ok Supermarket Zimbabwe). Analysis of a dataset using the multiple regression approach is statistical. The researcher chose to undertake this technique with the intention to establish the relationships that exist amongst several independent variables (specifically Interest, inflation and exchange rate) and a single dependent variable, in this instance profitability performance. Many independent or explanatory variables influence the dependent variable, making it dichotomous in nature. This research aims to dig even deeper onto other variables that may have influence on the performance. Performance may be affected by several factors. This research is going to study fundamental macroeconomic factors which are interest rate, exchange rate volatility and inflation. Therefore, to achieve the researcher’s intended objective clearly the model is designed as follows:
The profit models  
Profit = β0 +β1Exchange rate+β2Inflation +β3Inflation +µ
Profit = the total profit for OK Zimbabwe, and the data was collected on a yearly basis.
Exchange rate, interest and inflation are the explanatory variables of this model, while much emphasis is placed on the impact of exchange rate.
The parameter β0 is the constant and β1and β2 and β3 are coefficient of the independent variable to be estimated from the regression analysis. The term µ indicates or captures other variables that affects the model and which were not included in the model.



[bookmark: _Toc138048459]3.4 Justification of Variables

The dependent variable of the model is business performance in terms of profitability.

3.4.1 Business performance
Business performance is the key to proceedings of investments and going concern of every firm. It is not satisfactory to discuss about business performance without mentioning profitability. Gumbo Lilian et al. (2020) posited that profitability is the key objective of every business. There is various measure of business performance than profitability but this study is focusing on profitability. Mugozhi et al. (2020) also discussed these variables in the study on the impact of exchange rate volatility on business performance of Delta beverages.	
3.4.2 Exchange Rate
Jasova (2016) posited that, how much one country's currency is worth in terms of another's is known as the exchange rate. It is the amount of domestic currency required to purchase one foreign currency. It is noted that the real effective exchange rate (REER) is a key relative pricing that helps businesses decide how to allocate resources between product manufacturing and service delivery (Oskooee, Kutan & Xi, 2015). The actual effective exchange rate shows how the structure of the economy should adjust to the external environment. This variable has ever been used by various authors as the independent variable in research. Kiganda (2014) used this variable in an attempt to find its impact on profitability of commercial banks. In the same vein Moyo, Delani et al. (2020) studied on the impact of exchange rate on the financial performance of banks in South Africa. exchange rate was the independent variable while return on equity was the dependant variable under study. They also used the Dynamic Ordinary Least Squares (DOLS) and the Fully Modified Ordinary Least Squares (FMOLS) on their analysis. Therefore, it is justifiable that this study can use exchange rate as the independent variable of interest in determining its impact on profitability performance.
3.4.3 Inflation

Inflation is defined as general increment in the prices of commodities and services and a fall in purchasing power of money. The variable has been used as mediatory variable in various researches as shown in the empirical evidence in chapter two. For example, Moyo et al. (2020) studied on the impact of exchange rate on the financial performance of banks in South Africa. Inflation and exchange rate were the independent variables in their study. With those considerations, it is clearly indicated that the research on impact of exchange rate volatility on business performance can also include inflation as other independent variable in examining the impact of exchange rate on business performance.
[bookmark: _Toc137142498]
3.4.4 Error term (µ)
This variable considers other variables that impact business performance, but they are not included in the model. According to Gujarati (2009), µ term shows the excluded variables that have an impact on the endogenous variable of the model. Those errors may occur as a result of omissions of variables or lack of some data and error of measurement.
[bookmark: _Toc137142499][bookmark: _Toc138048460]3.5 Estimation Method 

The researcher is going to use the Ordinary Least Square (OLS) method of estimation to estimate the models of this study. The OLS method has been used by several researchers who did the related studies on exchange rate volatility. The OLS method of estimation is a statistical technique used to estimate the parameters of a linear regression model and it estimates the coefficients of the linear regression equation. The estimated coefficients will then be used to make predictions about dependent variable. The OLS approach guarantees that the sum of squared errors is minimized and the coefficient of determination is maximized if the assumptions of the traditional linear regression model are true.
[bookmark: _Toc138048461]3.6 RELIABILITY
3.6.1 Model Specification Test for Reliability.
To help the researcher select the model that best matched the supplied data, specification tests will be conducted. In this model, the R squared and the F- test will be applied. The R squared represents the percentage of the regressors' contribution to the variation in the regression and. R squared is between 0 and 1, with 0 denoting complete lack of fit and 1 denoting complete fit. The usual issue with this test is that as more regressors are added to the model, the R squared value will rise. The importance of the entire is determined by the F test. The findings of the F-test and R squared are identical.

3.6.2 The Assumptions for Multiple linear regression model (CLRM)

The above designed models to be deemed reliable and free from biased results and false interpretations, there must be free from multi-collinearity, heteroscedasticity and the residuals of the models should be normally distributed. By making sure that these assumptions are hold true and satisfied, we will be in a position to statistically conclude that reliability of secondary datasets in this research is achieved.


3.6.3 Multi-collinearity

Multi-collinearity is a statistical situation in which two or more predictor variable are highly correlated with each other. This is one of the problems that researcher face when estimating econometric model and there are a number of ways to analyse the present of multi- collinearity, but the researcher is going to use the correlation matrix. If there is multi- collinearity between explanatory variables the percentage value between variables will be 80%. Therefore, for our independent variables to be free from multi-collinearity, the collinearity between them must be less than 0.8 or 80%.


3.6.4 Heteroscedasticity 

Heteroscedasticity is a statistical situation in which the variance of the residuals of a regression model is not constant across all values of the independent variables. If OLS is to be used despite the presence of heteroscedasticity the coefficient estimate will still be unbiased but are no longer with minimum variance and the variances will be inflated. The standard error formulae of the coefficients employ an estimator for population variance will no longer hold and this means that the calculated standard error could be wrong, hence any inference made would be misleading. The Breusch-Pagan-Godfrey test is used to test the variance of the error terms if there is homoscedastic or not. This variance is assumed in the CLRM that it is constant, therefore to fulfil this assumption, the variances should be homoscedastic.

3.6.5 Normality

Normality test will be done to test whether the residuals are normally distributed. The normality test is done using the Jargue-Bera test and when the residuals for the variables are not normally distributed, then the hypothesis test and interval estimation would be affected and the OLS assumption of normality can be violated. The histogram approach is going to be used to check the normality.
[bookmark: _Toc128900147][bookmark: _Toc137142500]
[bookmark: _Toc138048462]3.7 Data presentation and analysis

Researchers describe and assess raw research data in order to obtain insight into the meaning and patterns that may be used to answer research questions and objectives through the process of "analysing data." According to Wiersma et al., (2015) research concerns are addressed through data analysis. After then, the data is analysed to provide the most pertinent details and conclusions. Descriptive statistics will be used to assemble and analyse the quantitative data. This information, which includes periodic movement can be shown in trends. Data will be analysed using E-Views 7.1 (Statistical Package for Econometrics). A number of other programmes, such as Word and Excel, will be employed. Specify the data analysis tools, as well as the packages that come with them.
[bookmark: _Toc128900150][bookmark: _Toc137142501]
[bookmark: _Toc138048463]3.8 Ethical consideration

Study ethics, according to Saunders et al. (2016), is defined as the acceptability of the researcher's conduct with regard to the rights of the research subjects. It takes more than just talent and diligence to conduct research; it also calls for the application of integrity and morality. Kothari (2016) says that ethics is practised to recognise and safeguard the rights of persons who participate in an activity. In order to present this study as ethical, Since the author has a direct access to financial data for Ok Zimbabwe ltd, proper consultation is made to other authorities in the organization, the rights to self-determination, informed consent, and confidentiality is guaranteed in this research. The author made an official request to the company Ok Zimbabwe, in the form of an authorization form, so that he safely perform the research.  Even though the data for Ok Zimbabwe used in this research is published and audited but, the organization that data belongs to was informed that the study's primary goal is to enhance the academic interests of the author only. The author is in an agreement with the company, that the operation Manager of Ok Zimbabwe was given the opportunity to ask any questions they may have at the end of the presentation. Despite the fact that the data was obtained from published annual reports, the researcher will ensure that the privacy and confidentiality of organization are maintained.


[bookmark: _Toc138048464]3.9 Sources of Data

For the model's aforementioned variables, this study uses time series data. All the variables for the model, namely inflation rates were extracted from World Bank’s authentic publications. Data about interest rates and exchange rates were also extracted from the publication and official platforms of the Reserve Bank of Zimbabwe. Finally, the data about profit was derived from financial statements of Ok Zimbabwe supermarket to account for the dependability of the data used in this research, a rigorous comparison of data was done. The data used spans over a decade, from 2011 to 2021.

[bookmark: _Toc128900151][bookmark: _Toc137142502]
[bookmark: _Toc138048465]3.2.0 Chapter summary

The researcher's research theoretical model and philosophy have all been described in detail in this chapter. Data presentation and analytic methods to be used to analyse findings from the organizational records and governmental publications were also discussed. The following chapter is going to analyse, present and discuss the findings


                                       




















[bookmark: _Toc138048466]                                                        CHAPTER 4
 
[bookmark: _Toc138048467]                               PRESENTATION, ANAYSIS AND DISCUSSION

	
[bookmark: _Toc138048468]4.0 Introduction 
This chapter focuses on data analysis, presentation and discussion on secondary data for total profit for the years 2011 to 2021. The researcher’s main goal is the determine the effects of exchange rate on OK Zimbabwe’s performance basing on total profit for all the branches within OK Zimbabwe. To achieve the researcher’s intended goal, ordinary least square method was used and the econometrics models were regressed using E-views 7.1.  The presentation and analysis involve the construction of graphs, tables, and descriptive statistics on the data gathered. 
[bookmark: _Toc137365851]Table 1: Dataset used for performing analysis
	YEAR
	OPERATING PROFIT
	EXCHANCE RATE
	INFLATION
	INTEREST RATE

	2011
	5,319,998.00
	1
	2.171761274
	7.324567478

	2012
	14,980,734.00
	1
	4.855945322
	6.428554265

	2013
	16,981,990.00
	1
	8.09114032
	1.525434625

	2014
	13,413,116.00
	1
	0.624974693
	8.787605

	2015
	10,612,290.00
	1
	0.367419549
	8.144427568

	2016
	1,200,989.00
	1
	2.014094534
	4.998563015

	2017
	6,133,608.00
	1
	3.056905217
	3.742846189

	2018
	23,601,007.00
	1
	200.7695776
	-64.38081686

	2019
	67,591,390.00
	16.7734 
	225.3946482
	-64.29515135

	2020
	41,976,511.92
	81.7866
	604.9458642
	-81.13212091

	2021
	18,393,878.16
	108.666
	113.2949806
	-31.79555083


Source: OK Zimbabwe, RBZ and World BANK
The table above shows the dataset that was used for performing regression analysis and all data presentations in terms of pie charts and other presentations to be done below. The datasets for profit was extracted from OK Zimbabwe financial statements. This data is in annual financial results for OK Zimbabwe. The variable exchange rate and interest rate was extracted from reserve bank of Zimbabwe (RBZ) and inflation was extracted from World Bank.

[bookmark: _Toc138048469]4.2 Descriptive statistics 
According to Gujarati (2004), descriptive statistics is an important aspect in data analysis and presentation of results. Descriptive statistics summaries data for a large number of variables and this aid the easy with which data analysis can be done. The author used E-views 7.1 to calculate the descriptive statistics for the dataset used. The table below shows descriptive statistics obtained.
[bookmark: _Toc137365852]Table 2: Descriptive statistics
	
	PROFIT
	INTEREST_RATE
	INFLATION
	EXCHANCE_RATE

	 Mean
	 20018683
	-18.24106
	 105.9625
	 19.56600

	 Median
	 14980734
	 3.742846
	 4.855945
	 1.000000

	 Maximum
	 67591390
	 8.787605
	 604.9459
	 108.6660

	 Minimum
	 1200989.
	-81.13212
	 0.367420
	 1.000000

	 Std. Dev.
	 19210544
	 35.34386
	 186.1466
	 38.17798

	 Skewness
	 1.545956
	-0.822897
	 1.937376
	 1.690654

	
	
	
	
	

	 Observations
	 11
	 11
	 11
	 11



Source: Author’s computation using E- views 7.1

According to the table 3 above, there is a large deviation from the mean for profit.  There are 11 observations for all the variables used in analysis. The maximum value of profit recorded from the period 2011 to 2021 is US$67,591,390.00. All the variables are positively skewed expect for interest rate.
4.2.1 Multi-collinearity results
Multi- collinearity in this study was tested using the correlation matrix, and the results are presented in the table given below.

[bookmark: _Toc137365853]Table 3: Multi-collinearity results
	
	EXCHANCE_RATE
	INFLATION
	INTEREST_RATE

	EXCHANCE_RATE
	 1.000000
	 0.604844
	-0.538519

	INFLATION
	 0.604844
	 1.000000
	-0.692963

	INTEREST_RATE
	-0.538519
	-0.692963
	 1.000000


Source: own computation using E-views 7
As indicated above, are the independent variables for the model are not highly correlated with each other, since there are all less than 80%. Therefore, we conclude the data is not prone to the problem of multi-collinearity.
4.2.2 Heteroscedasticity
The problem of heteroscedasticity is common is econometric model data analysis. The author used the ARCH method to detect the presence of heteroscedasticity.
Heteroscedasticity results for the profit model
[bookmark: _Toc137365854]Table 4: Heteroscedasticity results.
	Heteroskedasticity Test: ARCH
	
	

	
	
	
	
	

	
	
	
	
	

	F-statistic
	0.814371
	    Prob. F(1,8)
	0.3932

	Obs*R-squared
	0.923913
	    Prob. Chi-Square(1)
	0.3364


 Source: own computation
The table above shows that the data for the model is not suffering from the problem of heteroscedasticity. This is so in the sense that this F- statistic probability value is grater that the R – squared value. 
4.2.4 Normality test 
[image: ]
[bookmark: _Toc137365884][bookmark: _Toc137367084]Figure 2: Histogram for normality test
Source: Own computation using E-views 7.1
The diagram above depicts that the residuals for the model are normally distributed. The kurtosis value is close to 3(3.957890) and the Jarque –bera probability value is 0.700320 which is above 0.1 (10%) hence we can safely conclude that the model’s residuals are normally distributed.
4.3 The performance of OK Zimbabwe in terms of profit 
Business performance is one of the crucial aspects that guarantee the existence and sustainability of the business. Business is subjected to external threats like stiff competition from others players. It is therefore imperative for the management team of any business to have a concise picture of their business in terms of its overall performance. This information is essential for drafting policies and strategies that aid in fighting competition and in improving underperforming areas of the business. In this study, the researcher was heightened to look at OK Zimbabwe’s performance in terms of its, total profits from 2011 to 2020. The diagram below shows the performance of OK Zimbabwe in terms profit.

[bookmark: _Toc137365885][bookmark: _Toc137367085]Figure 3: The trend analysis of OK Zimbabwe’s profits performance from 2011 to 2021
Source: Own computation using OK datasets
According to the Neo –Classical production theory and the profit –maximisation model, profit is at the centre of the business major objectives. Businesses aim at maximisation of the profit function. Therefore, businesses should strive to minimise costs and maximise revenue, hence realising the maximum desired profit. This is one of the major objectives of the shareholder theory and the agent theory’s perspectives to business environment. The graph above shows the profit performance of OK Zimbabwe from 2011 to 2021. The profit performance over the period analysed, shows a positive trajectory expansion path wave, with some fluctuating movement emanating from the economic shocks of the economic environment of the Zimbabwean economy which proved to be business unfriendly. As such, there is need to empirically investigate the effects of exchange rate, inflation and interest rate on profit performance. However, the profit performance of OK Zimbabwe shows an upward trend as indicated by the sharp line on the graph, hence indicating that there is potential for long –run good trajectory for the profit function.
[bookmark: _Toc138048470]4.4 The exchange rate movement from 2011 to 2021
Exchange rate is an exogenous variable of interest in this study, the impact of exchange is beyond the control of any business. The diagram below shows the movement of exchange rate from 2011 to 2020.
[image: ]
[bookmark: _Toc137365886][bookmark: _Toc137367086]Figure 4: The trend movement of exchange rate from 2011 to 2021
Source: Own computation using E-views 7.1
For the period under consideration (2011- 2021), the exchange rate for the Zimbabwean economy maintained a stable rate from 2011 to 2018. The exchange rate started to increase at an increasing rate for the subsequence years. This sharp increase of exchange is attributed to the fact that the Zimbabwean dollar has deteriorated so badly due to a number of key economic issues. There is therefore the need to ascertain the extent to which exchange rate has affected the performance of OK Zimbabwe in terms profit.
[bookmark: _Toc137365855]Table 5::  Regression function for profit
	Dependent Variable: PROFIT
	
	

	Method: Least Squares
	
	

	Date: 06/09/23   Time: 22:29
	
	

	Sample: 2011 2021
	
	

	Included observations: 11
	
	

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	12883572
	4773992.
	2.698700
	0.0307

	EXCHANCE_RATE
	-71725.59
	138897.9
	-0.516391
	0.0045

	INFLATION
	-8567.062
	53326.64
	-0.160653
	0.0234

	INTEREST_RATE
	-517858.2
	265434.6
	-1.950982
	0.0456

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.661757
	    Mean dependent var
	20018683

	Adjusted R-squared
	0.516796
	    S.D. dependent var
	19210544

	S.E. of regression
	13353798
	    Akaike info criterion
	35.92779

	Sum squared resid
	1.25E+15
	    Schwarz criterion
	36.07248

	Log likelihood
	-193.6028
	    Hannan-Quinn criter.
	35.83658

	F-statistic
	6.234785
	    Durbin-Watson stat
	2.605235

	Prob(F-statistic)
	0.004945
	
	
	

	
	
	
	
	

	
	
	
	
	


Source E-views output
The table above shows the regression results for the model where profit is the dependent variable and exchange rate is the independent variable of interest, while inflation and interest rate are other added independent variables. The model used is correctly specified as shown by the F –statistic probability value of 0.004945 which is statistically at all levels. The Durbin Watson statistics is closer to 2, hence we conclude that the data for the model is not suffering from the problem of Autocorrelation econometric problem. Therefore, the model is suitable for economic interpretations
[bookmark: _Toc138048471]4.5 Presentation of the model
 Estimation Command:
=========================
LS PROFIT C EXCHANCE_RATE INFLATION INTEREST_RATE

Estimation Equation:
=========================
PROFIT = C (1) + C (2)*EXCHANCE_RATE + C (3)*INFLATION + C (4)*INTEREST_RATE

Substituted Coefficients:
=========================
PROFIT = 12883572.0315 - 71725.592487*EXCHANCE_RATE - 8567.06179119*INFLATION - 517858.162978*INTEREST_RATE

Source: E-views 7.1
4.5.1 Analysis and discussion of the variable Exchange rate
From the regression analysis presented above, exchange rate is statistically significant at all levels as indicated by the probability value of 0.0045. The coefficient value of the exchange rate shows a negative impact of exchange rate to profit performance. This means that a unit increase in exchange rate will result in USD$71725.59 decrease in profit. Therefore, we conclude that exchange rate has a negative impact on profit performance for OK Zimbabwe from 2011 to 2021. The results are concurrent to Gumbo et al. (2022), their research also showed the existence of negative interaction between profitability and exchange rate. The results are also agreeing with Baba and Nasieku (2016), that there is a negative relationship between profitability and exchange rate volatility. Kiganda (2014)
4.5.2 Analysis and discussion of the variable inflation
From the regression analysis presented above, inflation is statistically significant at 5% and 10% levels as indicated by the probability value of 0.0234. The coefficient value of the inflation shows a negative impact to profit performance. This means that a unit increase in inflation will result in USD$8567.062 decrease in profit. Therefore, we conclude that inflation have a negative impact on profit performance for OK Zimbabwe from 2011 to 2021. These results are agreeing with those of Jeevitha et al. (2019) which indicated that there is a negative relationship between bank profitability and exchange rate. In the same vein, Manyok (2016) even though his study did not directly show the impact on profitability but the effect of inflation on Return on Investment was significantly negative. Since Return on investment is a measure of the profitability of an investment, it means the inflation has the same impact on ROI as on profitability.

4.5.3 Interpretation of the variable interest rate
From the regression analysis presented above, interest rate is statistically significant at 5% and 10% levels as indicated by the probability value of 0.0456. The coefficient value of interest rate shows a negative impact to profit performance. This means that a unit increase in interest rate will result in USD$517858.2 decrease in profit. Therefore, we conclude that inflation have a negative impact on profit performance for OK Zimbabwe from 2011 to 2021. These results, contradicting with Jeevitha (2019) which indicated that an increase in interest will result in an increase in profit. However, those researches were considering banks only of which interest is an income to the banks which may increases their profitability performance unlike in retail industry, interest is a cost in most cases.
4.5.4 Literature findings on strategies to overcome problems of exchange rate volatility
Dohring (2008), posited that the exchange rate volatility can be fixed or hedged through the use of financial instruments. Financial derivatives have become the relevant tools that are used by various nations across the globe in curing the problems of exchange rate fluctuations.  The research also articulated that the businesses that participate in international markets can reduce the risk of exchange rate volatility through use of domestic currency invoicing to the importers. This transfers the risk to the importers than exporters.
Additionally, Moguillansky (2003), on the study of corporate risk management and exchange rate volatility in Latin America, viewed that the businesses should use portfolio approach as a cure to the problem of exchange rate fluctuations. The government at large should make use of financial instruments.
The research covered a period of 1953-1961 to find the ways in which the problem of multiple exchange rates can be fixed in the economy. The study explained that the government should be directly participate on industrial efforts, which may be a costly process but can help to substitute imports with industries thereby stabilizing exchange rates.

[bookmark: _Toc138048472]4.6 Chapter summary

This chapter analysed the impact of exchange rate on OK Zimbabwe’s performance, data was presented in tables and graphs. The results from the regression analysis shows that exchange rate, inflation and interest rate have negative effects on profit performance. The following chapter will give recommendations based on the findings presented in this chapter.

                                                                























[bookmark: _Toc138048473]                                               CHAPTER 5

[bookmark: _Toc138048474]                      SUMMARY, CONCLUSION AND RECOMMENDATION

[bookmark: _Toc138048475] 5.0 Introduction
The chapter will summarize study findings in respect to the research objectives, explicitly describing the level of success of the objectives. Regarding the degree to which the results differ from or support the empirical findings in the same field of study, it will draw particular conclusions. On the basis of the findings of the research, the chapter will also make recommendations. In order to complement the study of exchange rate volatility on OK Zimbabwe performance, additional areas for future research that were not included in this study will be suggested in the chapter's conclusion.

[bookmark: _Toc138048476]5.1 Summary
The main objective of this research was to identify the impact of exchange rate volatility on performance of OK Zimbabwe in terms of its profit. The study utilised time series secondary annual datasets profits, exchange rate, interest rate and inflation. The objectives of the study were achieved through regression analysis. The last objective was then achieved through use of literature studies to find out the measures that can be put in place to counter problem of exchange rate volatility. This study consists of five chapters, chapter one presented the objectives of the study, chapter two dealt with literature review both theoretical and empirical that is connected to the research topic. Chapter three presented the research methodology and chapter four focused on data analysis and presentation of results 

[bookmark: _Toc138048477]5.2 Conclusion
The study’s findings showed that exchange rate have a negative impact on profit performance of OK Zimbabwe for the period analysed, from 2011 to 2021, thus the objectives and research questions of this study are properly answered as indicated in chapter 4. The empirically findings also shows that inflation and interest rate have also negative impacts on profit performance. From the regression analysis, unit increase in exchange rate, it results in decrease of profit by US$71725.59, unit increase in inflation, it results in decrease of profit by US$8567.062 and unit increase in interest rate, and it results in decrease of profit by USD$517858.2 Therefore from these findings, it is concluded that exchange rate have a negative impact of business performance of OK Zimbabwe’s profit performance. From 2011 to 2021 the performance of OK Zimbabwe has been negatively halted by fluctuations of exchange rate. It is therefore imperative to provide recommendations on what should be done to stabilise exchange rate as well as to ensure that retail firms remain competitive in times of high exchange rate fluctuations.

[bookmark: _Toc138048478]5.3 Recommendations 
After giving conclusion of the study; it is therefore imperative to give recommendations no what the government of Zimbabwe should do in order to deal with exchange rate fluctuations and rapid rising of inflation. OK Zimbabwe management board should also get advised on what to do in order to stay competitive during times of high exchange rate fluctuations.
5.3.1 Recommendations to the government of Zimbabwe
The government of Zimbabwe through the ministry of finance and Reserve Bank of Zimbabwe is advised to make use of the stabilisation policy so that the exchange rate will stay stable. Dohring (2008) Financial derivatives have become the relevant tools that are used by various nations across the globe in curing the problems of exchange rate fluctuations. The government should continue with economic stabilisation policies like the transitional stabilisation policy TSP of 2019, ceteris paribus.
Moreover, Moguillansky (2003), explained that the government should be directly participate on industrial efforts, which may be a costly process but can help to substitute imports with industries thereby stabilizing exchange rates.
5.3.2 Recommendation to OK Zimbabwe
OK Zimbabwe should set competitive in order to stay competitive during the periods of high exchange fluctuations. This will increase the performance of OK Zimbabwe in terms of profits.

5.3.3 Suggestion for further studies 
The results obtained from this study should not be viewed as an end, but as an instrument for further studies on the related topics. Future researchers are therefore advised to add other Macro economic variables such as GDP and taxes on determining their impact to profitability performance. Other internal factors should also be considered such as management competence on business performance of businesses
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[bookmark: _Toc137883813]Appendix 1: Dataset used
	YEAR
	PROFIT
	EXCHANCE RATE
	INFLATION
	INTEREST RATE

	2011
	5,319,998.00
	1
	2.171761274
	7.324567478

	2012
	14,980,734.00
	1
	4.855945322
	6.428554265

	2013
	16,981,990.00
	1
	8.09114032
	1.525434625

	2014
	13,413,116.00
	1
	0.624974693
	8.787605

	2015
	10,612,290.00
	1
	0.367419549
	8.144427568

	2016
	1,200,989.00
	1
	2.014094534
	4.998563015

	2017
	6,133,608.00
	1
	3.056905217
	3.742846189

	2018
	23,601,007.00
	1
	200.7695776
	-64.38081686

	2019
	67,591,390.00
	16.7734 
	225.3946482
	-64.29515135

	2020
	41,976,511.92
	81.7866
	604.9458642
	-81.13212091

	2021
	18,393,878.16
	108.666
	113.2949806
	-31.79555083


Source: OK Zimbabwe, RBZ and World BANK














[bookmark: _Toc137883814]Appendix 2: descriptive statistics results
	
	PROFIT
	INTEREST_RATE
	INFLATION
	EXCHANCE_RATE

	 Mean
	 20018683
	-18.24106
	 105.9625
	 19.56600

	 Median
	 14980734
	 3.742846
	 4.855945
	 1.000000

	 Maximum
	 67591390
	 8.787605
	 604.9459
	 108.6660

	 Minimum
	 1200989.
	-81.13212
	 0.367420
	 1.000000

	 Std. Dev.
	 19210544
	 35.34386
	 186.1466
	 38.17798

	 Skewness
	 1.545956
	-0.822897
	 1.937376
	 1.690654

	 Kurtosis
	 4.502148
	 1.917551
	 5.777879
	 4.088507

	
	
	
	
	

	 Jarque-Bera
	 5.415837
	 1.778486
	 10.41806
	 5.783294

	 Probability
	 0.066675
	 0.410967
	 0.005467
	 0.055485

	
	
	
	
	

	 Sum
	 2.20E+08
	-200.6516
	 1165.587
	 215.2260

	 Sum Sq. Dev.
	 3.69E+15
	 12491.89
	 346505.6
	 14575.58

	
	
	
	
	

	 Observations
	 11
	 11
	 11
	 11
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Heteroscedasticity results

	Heteroskedasticity Test: ARCH
	
	

	
	
	
	
	

	
	
	
	
	

	F-statistic
	0.814371
	    Prob. F(1,8)
	0.3932

	Obs*R-squared
	0.923913
	    Prob. Chi-Square(1)
	0.3364

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Test Equation:
	
	
	

	Dependent Variable: RESID^2
	
	

	Method: Least Squares
	
	

	Date: 06/09/23   Time: 22:36
	
	

	Sample (adjusted): 2012 2021
	
	

	Included observations: 10 after adjustments
	

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	8.56E+13
	8.00E+13
	1.070225
	0.3157

	RESID^2(-1)
	0.304709
	0.337656
	0.902425
	0.3932

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.092391
	    Mean dependent var
	1.23E+14

	Adjusted R-squared
	-0.021060
	    S.D. dependent var
	2.13E+14

	S.E. of regression
	2.15E+14
	    Akaike info criterion
	69.02008

	Sum squared resid
	3.71E+29
	    Schwarz criterion
	69.08059

	Log likelihood
	-343.1004
	    Hannan-Quinn criter.
	68.95369

	F-statistic
	0.814371
	    Durbin-Watson stat
	1.774890

	Prob(F-statistic)
	0.393190
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	EXCHANCE_RATE
	INFLATION
	INTEREST_RATE

	EXCHANCE_RATE
	 1.000000
	 0.604844
	-0.538519

	INFLATION
	 0.604844
	 1.000000
	-0.692963

	INTEREST_RATE
	-0.538519
	-0.692963
	 1.000000
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	Dependent Variable: PROFIT
	
	

	Method: Least Squares
	
	

	Date: 06/09/23   Time: 22:29
	
	

	Sample: 2011 2021
	
	

	Included observations: 11
	
	

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	12883572
	4773992.
	2.698700
	0.0307

	EXCHANCE_RATE
	-71725.59
	138897.9
	-0.516391
	0.0045

	INFLATION
	-8567.062
	53326.64
	-0.160653
	0.0234

	INTEREST_RATE
	-517858.2
	265434.6
	-1.950982
	0.0456

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.661757
	    Mean dependent var
	20018683

	Adjusted R-squared
	0.516796
	    S.D. dependent var
	19210544

	S.E. of regression
	13353798
	    Akaike info criterion
	35.92779

	Sum squared resid
	1.25E+15
	    Schwarz criterion
	36.07248

	Log likelihood
	-193.6028
	    Hannan-Quinn criter.
	35.83658

	F-statistic
	6.234785
	    Durbin-Watson stat
	2.605235

	Prob(F-statistic)
	0.044945
	
	
	

	
	
	
	
	

	
	
	
	
	







PROFIT	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	5319998	14980734	16981990	13413116	10612290	1200989	6133608	23601007	67591390	41976511.920000002	18393878.158	YEARS
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Series: Residuals

Sample 2011 2021

Observations 11

Mean        5.50e-10

Median   -1873190.

Maximum   24546101

Minimum  -20830966

Std. Dev.    11172589

Skewness    0.397890

Kurtosis    3.959761

Jarque-Bera  0.712437

Probability  0.700320
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