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ABSTRACT 

Bank  iliquidity  iand  iprofitability  iare  iof  ivery  igreat  iconcern  ito  istakeholders  i–  

iregulators/supervisors,  ithe  ipublic,  idepositors,  iborrowers,  idebt  iholders  iand  

ishareholders.  iIn  iperforming  itheir  ifinancial  iintermediation  irole,  ibanks’  imust  

ihave  ian  ioptimal  itrade-off  ibetween  ithe  iprofitability  iand  ifirm  ivalue  imaximization  

iobjective  iof  ishareholders  iand  iliquidity  iobjective  iof  idepositors.  iA  icritical  

iunderstanding  iof  ithe  irelationship  ibetween  iliquidity  iand  iprofitability  iin  ibanks  iis  

iuseful  iin  idetermining  ithe  ioptimal  itrade-off.  iThe  istudy  isought  ito  iestablish  ithe  

irelationship  ibetween  ithe  iliquidity  iand  ibank  iprofitability  iof  i23  ilicensed  iGhanaian  

ibanks  iover  ithe  iten-year  iperiod  i2009-2018.The  istudy  iemployed  icorrelation  iand  

iregression  ianalysis  ito  istudy  ithe  irelationship  ibetween  iprofitability  i(ROA  iand  

iROE)  iand  iliquidity  imeasures  i(loans-to-deposit  iratio  i(LDR)  iand  icash-to-deposit  

iratio  i(CDR).  iA  ipairwise  icorrelation  ipresents  ia  inegative  irelationship  ibetween  

iprofitability  iand  iliquidity.  iThe  iregression  ianalysis  ishows  ithat  ithe  iprofitability  

iratios  i-  iROA  iand  iROE  ihave  ia  istrong  isignificantly  inegative  iand  ipositive  

irelationship  iwith  icash-to-deposit  iratio  i(CDR)  iliquidity  imeasure  irespectively.  

iFurther  iresearch  iis  irecommended  ion  ihow  ito  iachieve  ithe  ioptimal  iliquidity  ilevel  

iin  ibanks.  iThe  iresult  iwill  ihelp  ito  isolve  ithe  iproblem  iof  iexcess  iliquidity  iand  iits  

ireducing  ieffects  ion  iprofits,  iand  iarbitrary  ihigh  iprofitability  iwith  iits  iconsequent  

ireduction  iof  iliquidity  iposition.  iI  isuggest  ithat  iinterested  iresearchers  ishould  idwell  

ion  ithe  isame  iarea  iof  ithis  iresearch  iextensively  iusing  ia  iwider  idata  iand  iarea  iof  

icoverage. 
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CHAPTER  iONE 

INTRODUCTION 

This  iintroductory  isection  igives  ithe  ifoundation  iof  ithe  istudy,  iexpresses  ithe  

iissue  ispurring  ithe  iresearch  iand  ipresents  ithe  ireason,  iobjectives  iand  iquestions  ithe  

iresearcher  ilooks  ito  iaddress.  iAdditionally,  ithe  isignificance,  ilimitations  iand  ithe  

iorganization  iof  ithe  istudy  iare  ialso  idiscussed.  i 

Background  ito  ithe  iStudy  i 

Liquidity  iand  iprofitability  iare  isignificant  iideas  iin  ibanking.  iLiquidity  

ialludes  ito  ithe  iadministration  iand  imanagement  iof  icurrent  iassets  iand  icurrent  

iliabilities  iof  ian  iorganization  ito  isuccessfully  ideal  iwith  iits  ishort-term  

icommitments.  iIn  ithis  imanner,  ifirms  iare  irelied  iupon  ito  ikeep  iup  ian  iextent  iof  iits  

ibenefits  iin  ireal  imoney,  imoney  icounterparts  iand  iadditionally  iprotections  ithat  ican  

iwithout  imuch  iof  ia  istretch  ibe  ichanged  iover  iinto  imoney  ito  imeet  itheir  ishort-term  

icommitments.  iIn  iany  icase,  ithere  iis  iopportunity  icost  iof  ikeeping  iassets  iin  icash  iand  

icash  iequivalent,  idenying  ithe  ifirm  iof  ibetter  iyield  ion  ispeculations  iand  iinvestment.  

iAlong  ithese  ilines,  ifirms  imust  ikeep  iup  ian  iideal  iliquidity  irequired  ifor  ifirm  

iefficiency,  ieffectiveness  iand  iprofitability.  i 

The  iongoing  ifinancial  icrisis  ithat  ihas  itormented  ithe  iGhanaian  ifinancial  

iservice  isector  iis  ia  iproof  iof  ithe  isignificance  iof  iliquidity  iand  iprofitability  iin  

ibanking.  iLiquidity  iand  iprofitability  iare  isuccessful  ipointers  iof  istrength  iand  

iexecution  iof  ibusiness  ibanking.  iAlong  ithese  ilines,  iliquidity  iand  iprofitability  iare  

iof  iexceptionally  iincredible  iworry  ito  ipartners.  iBank  iliquidity  imanagement  iand  

iprofitability  ihas  igotten  isignificant  iconsideration  iby  isupervisory  iand  iregulatory  

istandards. 
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Banks  iplay  ia  ivery  iimportant  ifinancial  iintermediation  irole  iin  ieconomies.  

iAs  iindicated  iby  iSchumpter  i(1911),  ifinancial  iintermediation  iis  ibasic  ifor  

imobilizing  isavings,  iassessing  iventures,  ioverseeing  ihazard,  iobserving  idirectors,  

iand  ifacilitating  itransactions  ias  ireferred  ito  iin  iZumanu  i(2016).  iSound,  ifeasible  

iand  iskillful  ifinancial  iinstitutions  iassume  ia  ifundamental  ijob  iin  ifinancial  

idevelopment  iand  iadvancement  i(Schumpter,  i1911;  iKing  iand  iLevine,  i1993;  

iZumanu,  i2016).  iBanks  ijust  ias  iother  icorporate  ibodies  iface  ithree  ikey  icorporate  

ifinancial  imanagement  idecisions  i–  ifinancing  i(capital  istructure),  iinvesting  

i(capital  ibudgeting)  iand  ioperating  i(liquidity  imanagement).  iCapital  istructure  iand  

icapital  ibudgeting  iare  ilong  ihaul  iwhile  iliquidity  imanagement  iis  ishort  iterm  iin  

inature. 

Basically,  ishareholders  iand  idebt  iholders  iinvest  iequity  icapital  iand  ilong-

term  idebt  irespectively  ito  ifinance  ibanks  ito  ifinancially  iintermediate  ibetween  

isurplus  ieconomic  iagents  iwho  isupply  ifunds  ithrough  isavings  iand  itime  ideposits  

iand  ideficit  ieconomic  iagents  iwho  idemand  ibank  iloans  iby  iborrowing  ito  ifund  irisky  

iprojects.  iBanks  idiversify  itheir  irisk  iby  ilending  ito  ia  ilarge  inumber  iof  iborrowers  

iand  ithe  icomparative  iadvantage  iof  imonitoring  iborrowers.  iBanks  itherefore  iplay  

ithe  irole  iof  iensuring  ia  ibalance  ibetween  iexcess  iliquidity  iand  iprofitability,  itaking  

iinto  iconsideration  ithe  ireturns  ito  iShareholders  iwhilst  ibeing  icircumspect  iwith  ithe  

iassociated  irisk  iin  imanaging  ithis  irelationship.  i(OpenStax  iEconomics,  iPrinciples  

iof  iEconomics,  iOpenStax  iCNX.  iMay18,  i2016)  i 

Banks  iseek  ito  imaximize  iprofits  iby  ichoosing  ihow  imuch  icapital  iand  

ideposits  ito  iaccept,  ihow  imuch  ito  ilend,  iwho  ito  ilend  ito  iand  ihow  ito  imonitor  itheir  

iborrowers  iin  iorder  ito  isatisfy  iall  istakeholders.  iThe  ikey  istakeholders  iof  ibanks  

iinclude  ithe  ipublic,  idepositors,  iborrowers,  idebt  iholders  iand  ishareholders  
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i(Coopers,  i2018).  iTherefore,  ia  ibank’s  ikey  ioperating  iobjective  iis  ito  ifind  ithe  

ioptimal  itrade-off  ibetween  ithe  iprofitability  iand  ifirm  ivalue  imaximization  

iobjective  iof  ishareholders  iand  iliquidity  iobjective  iof  idepositors.  iAlthough,  

imaximizing  ifirm  ivalue  iis  ia  ilong-term  iobjective,  iit  iis  ihighly  idependent  ion  ithe  

ishort-term  iliquidity  iobjective  iof  idepositors.  i  i 

  iVan-Horne  iand  iWachowicz  i(2004)  ihighlights  ithe  inegative  irelationship  

ibetween  iliquidity  iand  iprofitability  iand  ithe  ipositive  irelationship  ibetween  

iprofitability  iand  irisk.  iThus,  iincreased  iliquidity  ireduces  ithe  irisk  iof  ifirms.  iBank  

iliquidity  iand  iprofitability  iare  iinversely  irelated  isuch  ithat  iin  ithe  ibid  ito  iincrease  

iprofit,  ibanks  iinvest  idepositor  ifunds  iin  irisky  iand  ilong-term  ilending  iportfolios  

ithus  ireducing  ithe  iliquidity  iprofile  iof  iits  iassets.  iAlternatively,  ibanks  iinvest  iin  ilow  

iearning,  isafe  iand  iliquid  iassets  iin  ithe  ibid  ito  imanage  iliquidity  iand  ithus  ireduce  irisk  

iand  iprofitability.  i  i 

The  iassets  iof  ibanks  iconsist  iof  icash,  icash  iequivalents,  iinvestments  iin  

igovernment  isecurities,  ideposits  iwith  icentral  ibank  iand  iother  ibanks,  iloans  iand  

iadvances;  iwith  iloans  iand  iadvances  ias  ithe  imajor  icomponent.  i  iIn  imanaging  

iliquidity  ito  imeet  iobligations  ito  idepositors  iby  iinvesting  iin  iliquid  iassets,  ibanks  

iface  ithe  iopportunity  icost  iof  iexposing  idepositor  ifunds  ito  ihigher  iearning  ibut  irisky  

ilending  iwith  ihigher  ipotential  iprofits.  iHowever,  ioptimal  iliquidity  iis  ia  igood  ibasis  

ifor  icontinued  iprofit  igeneration  ithrough  ithe  istability  iof  idepositor  ifunds  iarising  

ifrom  iincreased  ideposits  iand  ithe  iabsence  iof  iunwarranted  iwithdrawals,  iassociated  

iwith  ilack  iof  ipublic  iconfidence  iand  itrust  iarising  ifrom  ipoor  iliquidity  imanagement.  

iBanks  irely  ion  ipublic  iconfidence  ito  ieffectively  iand  iefficiently  iperform  itheir  

iintermediation  irole.  iTo  isustain  ipublic  iconfidence  iand  itrust,  ibanks  imust  ibe  iliquid  

ito  imeet  itheir  ishort-term  ifinancial  iobligation  i(Coopers,  i2018).  i  i  i 
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The  ieffective  imanagement  iof  iliquidity  iaffects  ithe  iprofitability,  isolvency,  

isurvival  iof  ibanks  i(Shin  i&  iSoenen,  i1998).  iCorporate  ifinancial  imanagers  iof  ibanks  

iseek  iefficient  iand  ieffective  iliquidity  imanagement  ito  imaximize  iprofitability,  iand  

ivalue  iof  ibanks.  iLiquidity  imanagement  iand  icredit  imanagement  ihave  iimpacts  ion  

ithe  imonetary  ipolicy  iof  ithe  ieconomy  i(Rehman,  iKhan,  i&  iKhokhar;  i2015).  iThe  

iconsequence  iof  ipoor  imanagement  iof  iliquidity  ileads  ito  ibank  iruns,  ifailures  iand  

itaxpayer  ibail  iouts.  iSound  iliquidity  imanagement  iand  iprofitability  iare  

iindispensable  ito  ibanks,  ithe  ipublic  iand  ithe  ieconomy  ias  ia  iwhole.  i 

Financial  iintermediation  iof  ibanks  iis  ivery  icritical  ifor  ieconomic  

idevelopment  iand  igrowth.  iBanks  ican  iefficiently  iand  ieffectively  iintermediate  

ibetween  isurplus  ieconomic  iand  ideficit  ieconomic  iagents  iif  ithe  iobjectives  iof  iall  

istakeholders  iare  imet  ioptimally.  iBanks  imust  ihave  ian  ioptimal  itrade-off  ibetween  

ithe  iliquidity  iand  iprofitability  iobjectives  iof  idepositors  iand  ishareholders  

irespectively.  iThis  iresearch  iseeks  ito  istudy  ihow  iliquidity  iand  iprofitability  iare  

iinterrelated  iin  ithe  ibanking  iindustry.  i  i 

Statement  iof  ithe  iProblem  i  i 

With  irespect  ito  iliquidity  iand  ibank  iprofitability,  iliquidity  iis  ia  imajor  

ideterminant  iof  ibank  iprofitability  i(Bourke,  i1989;  iBashir,  i2000;  iKarasulu  i2001;  

iGuru,  iStaunton  iand  iBalashanmugam,  i2002;  iStaikouras  i&  iWood,  i2003).  iOther  

istudies  ihave  ifocused  ion  irelationship  ibetween  iliquidity  iand  iprofitability  iin  

ibanking.  iTran  iet  ial.  i(2016),  ifound  ithat  ithe  ihighly  iliquid  ibanks  iwhich  iexhibited  

ihigh  iilliquid  irisk  itend  ito  ihave  ilower  iprofitability  iin  ithe  istudy  iof  ithe  irelationship  

ibetween  iliquidity  iand  ibank  iprofitability  iin  ithe  iUS.  i  i 

Bank  iliquidity  iand  iprofitability  irelationships  ihave  ibeen  istudied  iin  ithe  

iGhanaian  icontext.  iLartey,  iAntwi,  iand  iBoadi  i(2013)  istudied  ithe  irelationship  
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ibetween  ithe  iliquidity  iand  ithe  iprofitability  iof  ibanks  ilisted  ion  ithe  iGhana  iStock  

iExchange  ifor  ithe  iperiod  i2005-2010  iand  ifound  ia  ivery  iweak  ipositive  irelationship.  

i 

The  istudy  idiffers  ifrom  iprior  istudies  iin  ithe  ifollowing  iways.  iFirstly,  imost  

iresearchers  ilimit  ithe  ibank  iliquidity  i–profitability  irelationship  iwithin  ithe  icontext  

iof  ifinancial  icrisis  iwhilst  ithis  istudy  ianalyses  ibank  iliquidity  ion  iprofitability  

irelationship  iwithin  ia  ibroader  icontext  iwhich  igoes  ibeyond  ifinancial  icrisis.  

iSecondly,  iprevious  istudies  iin  iGhana  iare  ilimited  ito  ilisted  ibanks.  iHowever,  ithis  

istudy  ifocuses  ion  iwider  iscope  iof  ibanks  iin  iGhana.  i  iThirdly,  ithis  istudy  iuses  ia  

ilonger  itime  iframe  ito  icapture  iboth  ithe  ishort  iand  ilong-term  iliquidity  ieffects  ion  

iprofitability.  iThus,  isample  isize  iis  imuch  ihigher.  i 

Therefore,  ithe  istudy  iaddresses  iresearch  igaps  iin  ithe  iliterature  irelating  ito  

ithe  ianalysis  iof  ithe  irelationship  ibetween  iliquidity  iand  iprofitability.  i 

Purpose  iof  ithe  iStudy 

The  ipurpose  iof  ithis  iresearch  iis  ito  iunderstand  ithe  irelationship  ibetween  

iliquidity  iand  ibank  iprofitability  iin  iGhana.  iThis  istudy  iaims  ito  iexplore  iand  

iexamine  ithe  ieffect  iof  iliquidity  ion  iprofitability  i-  iReturn  ion  iEquity  i(RoE)  iand  

iReturn  ion  iAssets  i(RoA)  iof  ibanks  iin  iGhana  ias  iwell  ias  ithe  ifactors  ithat  iinfluence  

itheir  irelationships.  i 

Research  iObjectives 

Research  iHypotheses 

The  ikey  iobjective  iof  ithis  istudy  iis  ito  iidentify  ithe  irelationship  ibetween  

iprofitability  iand  iliquidity  iof  ibanks  iin  iGhana.  i 

The  iresearch  iseeks  ito  iaccomplish  ithe  ifollowing.  iobjectives: 

1. Effect  iof  iLDR  ion  iROE 

2. Effect  iof  iLDR  ion  iROA 



6 

 

3. Effect  iof  iCDR  ion  iROE 

4. Effect  iof  iCDR  ion  iROA 

5. Effect  iof  iLiquidity  ion  iROE 

6. Effect  iof  iLiquidity  ion  iROA 

Significance  iof  ithe  iResearch  i  i 

There  iare  ipotential  ibenefits  ior  iimplications  iof  ithis  istudy  ion  ipractice,  

ipolicy  iand  ifuture  iresearch.  iThe  isignificance  iof  ithis  iresearch  iis  ito  icontribute  ito  

ithe  iliterature  ion  ithe  ieffects  iof  iliquidity  ion  ibank  iprofitability  iand  iinform  

ipractitioners  iand  ipolicymakers  iabout  ithe  iimportance  iof  ieffective  iand  iefficient  

imanagement  iof  iliquidity.  i  i 

Delimitations  i  i  i  i 

 The  iscope  iof  ithe  istudy  icovers  irelationship  ibetween  iliquidity  iand  

iprofitability  iusing  iexpected  isigns,  idescriptive  istatistics,  icorrelation  iand  

iregression  ianalysis  iof  ivariables  iin  ithe  iestimations.  iThe  istudy  igeographically  

icovers  iGhana. 

Limitations 

The  istudy  iis  ilimited  iin  iterms  iof  ithe  idata  isize  iused.  iThe  iresearcher  iin  ithe  

ipresence  iof  itime  iconstraints  iasserts  ithat  ithe  idepth  iof  iwork  iof  ithis  istudy  iwas  

ilimited.  iThus  ithe  iconclusion  iwill  inot  ibe  ia  igeneralization  iacross  itime.  iTime  

ilimited  ithe  inumber  iof  iliquidity  iand  iprofitability  imeasures  iused  iin  ithe  istudy.  i  i 

A  ilonger  itime  iframe  iwill  iallow  iroom  ito  iexplore  iother  idimensions  iof  ithe  

istudy.  iThus,  ifurther  iresearch  imay  idelve  iinto  ithese  idimensions.  i  i 

Organisation  iof  ithe  iStudy  i 

The  idissertation  iis  iorganised  iand  istructured  iinto  ifive  imain  ichapters.  iThe  

ifirst  ichapter  igives  ian  iintroduction  iand  ioverview  iof  ithe  istudy,  iconsisting  iof  ithe  



7 

 

ibackground,  idiscussion  iand  imakes  irecommendations  ifor  ipolicy,  ipractice,  iand  

iresearch.  iThe  inext  ichapter  iprovides  ia  itheoretical  ireview  ion  ithe  iconcepts  iof  ibank  

iliquidity  iand  iprofitability  iand  itheir  irelationship.  iThe  isecond  isection  iof  ithe  

iliterature  ireview  ialso  iprovides  ian  ioverview  iof  iempirical  iliterature  ion  ithe  isubject  

imatter.  i 

The  ithird  ichapter  idescribes  iresearch  imethodology:  ithe  idata,  imodel  iand  

imethods  iemployed.  iFurthermore,  ithe  ipenultimate  isection  idiscusses  ithe  iresults  

iof  ithe  ianalysis.  i  iFinally,  ithe  iconcluding  ichapter  isummarizes  ithe  istudy  iresults,  

iconcludes  ithe  idiscussion  iand  imakes  irecommendations  ifor  ipolicy,  ipractice,  iand  

iresearch.  i 

  i 
  i 
  i 
  i 
  i 
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CHAPTER  iTWO 

LITERATURE  iREVIEW 

Introduction 

This  ichapter  ioffers  ia  icontextual  ireview  iof  ithe  ibanking  iindustry  iin  iGhana  

ias  iwell  ias  itheoretical  iand  iempirical  ireview  iof  iconcepts  iin  iliquidity  iand  

iprofitability  iin  iline  iwith  ithe  irelationship  ithat  iexists  ibetween  ithem  iin  ithe  ibanking  

iindustry.  iIn  ithis  ichapter,  ithe  istudy  idocuments  iand  idiscusses  iliquidity  iand  

iprofitability  itheories.  iAlso,  ithe  ichapter  iis  iat  ithe  iintersection  iof  idifferent  istrands  

iof  ithe  iliterature,  iaddressing  ibanking  iliquidity  iand  iprofitability.  i 

Measures  iof  iLiquidity  iin  iCommercial  iBanking  i 

Liquidity  i-  ithe  icapacity  iof  ibanks  ito  imeet  itheir  imoney  irelated  

icommitment  iis  igenerally  iestimated  iquantitatively  iby  ia  ifew  imarkers.  iA  iportion  iof  

ithese  iincorporate  ithe  icredit  ito-store  iproportion,  imoney  ito-resource  iproportion,  

imoney  ito-store  iproportion,  iadvance  ito  iliabilities  iproportion  iand  iadvance  ito  

iresources  iproportion.  i  iFrom  ithe  iassortment  iof  ibank  iliquidity  iproportions,  itwo  

imost  iusually  iutilized  iproportions  iwere  iutilized  iin  ithe  iexamination,  ito  ibe  ispecific  

ithe  icredit  ito-store  iproportion  iand  ithe  imoney  ito-store  iproportion. 

Loan  ito  ideposit  iratio  i(LDR)  i 

Loan  ito  ideposit  iratio  i(LDR)  irelates  iilliquid  iadvantages  ifor  ifluid  

iliabilities  i(for  iexample  istores).  iIt  iis  ithe  iportion  iof  iadvance  iand  iadvances  ito  iclient  

istore.  iThe  icredit  ito-store  iproportion  iis  ithe  iproportion  iof  ia  ibank's  icomplete  

iexceptional  iadvances  iand  iadvances  ito  iits  iall  iout  istores  ifrom  iclients.  iLDR  ifigure  

iof  i0.05  idemonstrates  ithat  ia  ibank  iloans  i0.50  icedi  ito  iclients  ifor  ieach  icedi  iof  istores.  

iLDR  iimplies  ithat  ithe  imeasure  iof  imoney  ia  ibank  ineeds  ito  imeet  iwithdrawals.  iThe  

ihigher  iLDR,  ithe  iless  ifluid  ithe  ibank  iis.  iThis  iproportion  iadditionally  igives  idata  ion  
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ithe  ibit  iof  icredits  ifinanced  iby  icustomers'  istores.  iQualities  ilower  ithan  i100%  iimply  

ithat  icredits  iare  icompletely  ifinanced  ifrom  icustomers'  istores  iand  inot  ifrom  iother  

iwellspring  iof  isubsidizing,  ifor  iexample,  iinterbank  iadvances  ior  iassets  ifrom  

iobligation  iprotections  iissuance. 

Cash  ito  ideposit  iratio  i(CDR)  i 

Cash  ito  ideposit  iratio  i(CDR)  irelates  iliquid  iassets  ito  iliquid  iliabilities  i(i.e.  

ideposits).  iIt  iis  ithe  ishare  iof  icash  ito  icustomer  ideposits.  iThe  iCDR  iis  ia  imore  

iconservative  ivariant  iof  ithe  icash  iratio  i–  ithe  iratio  iof  icash  iand  icash  iequivalents  ito  

icurrent  iliabilities.  iA  ihigher  iCDR  iis  iindicative  iof  ihigher  ibank  iliquid.  i  i 

Other  inon-liquidity  imeasures  ithat  iinfluence  iprofitability  i  i 

Bank-specific  iindependent  ivariables  i 

In  iaddition  ito  iliquidity,  iother  ibank-specific  ivariables  iaffect  ibank  

iprofitability.  iAs  icontrol  ivariables,  inon-liquidity  ibank-specific  ivariables  isuch  ias  

ibank  isize  iand  icost  ito-income  iratio  iwere  iused  iin  ithe  ianalysis  iand  iestimations.  iThe  

inatural  ilogarithm  iof  iassets  i(ln  iAssets)  iof  ia  ibank  iwas  iused  ias  ia  iproxy  ifor  ibank  

isize.  i 

Macroeconomic  iindependent  ivariables  i 

Banks  iprofitability  iis  iexpected  ito  ibe  isensitive  ito  imacroeconomic  

ivariables.  iLiterature  isupports  ithree  imacroeconomic  ivariables  iare  iused:  iannual  

igross  idomestic  iproduct  i(GDP)  igrowth  irate,  iannual  iinflation  irate  iand  iinterest  

irate.  i  i 

Measures  iof  iprofitability  i  i 

The  iprofit  ior  inet  iincome  iis  ithe  ifirm’s  iincome  iavailable  ifor  idistribution  ito  

ithe  ishareholders.  iThe  iassessment  iof  iprofitability  iusually  iis  ithe  iReturn  ion  iAssets  

i(ROA)  iand  iReturn  ion  iEquity  i(ROE).  i  iROA  iand  iROE  iratios  iexpress  iprofit  ior  inet  
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iincome  ias  ia  ipercentage  iof  ithe  itotal  iassets  ior  iequity  iemployed  ito  igenerate  iit  ii.e.,  

ithey  icompare  ithe  iprofit  ior  inet  iincome  ito  ithe  itotal  iassets  ior  iequity  irespectively.  i  i 

Also,  iprofit  imargin  iis  ia  imeasure  iof  ithe  ifirm’s  iability  ito  iuse  iits  itop  iline  

i(revenue,  isales  ior  iinterest  iincome)  ito  igenerate  iprofits.  i 

Theories  iof  ithe  irelationship  ibetween  iliquidity  iand  iprofitability  i 

A  inumber  iof  itheories  iunderlying  ithe  irelationship  ibetween  iliquidity  iand  

iprofitability  iof  ibanks  iseek  ito  iprovide  iinsight  iinto  ihow  iliquidity  iaffects  

iprofitability  iin  ibanking.  iOsborn,  iFuertes,  i&  iMilne  i(2012)  ipostulated  ithat  ihigher  

iliquidity  ireduces  iprofitability  ibecause  iof  ithe  icost  iof  iliquidity  ito  ibanks.  iHowever,  

itrade-off  itheory  iposits  ithat  ihigher  iliquidity  ihas  irisk  ireduction  ieffects  iand  ihence  

ilower  icosts  iof  icapital  iand  ibankruptcy.  iConventional  icorporate  ifinance  itheories  

iexpect  ibanks  iin  iequilibrium  ito  ihold  ioptimal  ilevels  iof  iliquidity  ithat  itrades  ioff  

icosts  iand  ibenefits  ibut  iregulatory  iliquidity  iand  icapital  irequirements  iusually  imake  

ibanks  ihold  iexcess  iliquidity  iabove  itheir  iinternal  ioptimal  iliquidity  ilevel  i(Bassey  

i&  iMoses,  i2015).  i  i 

The  irelationship  ibetween  iliquidity  iand  iprofitability  imay  ibe  ipositive  ior  

inegative  iin  ithe  ishort-run  idepending  ion  iwhether  ia  ibank  iis  iabove  ior  ibelow  iits  

ioptimal  iliquidity  ilevel.  iThus,  ithe  iexpected  iaverage  irelationship  ibetween  

iliquidity  iand  iprofitability  iacross  ibanks  iwill  ibe  icyclical  ibecause  ibank’s  ioptimal  

iliquidity  ilevel  ivaries  iover  ithe  ibusiness  icycles.  iThe  ioptimal  iliquidity  ilevel  iof  

ibanks  iis  ihigher  iwith  ihigher  iexpected  icosts  iof  idistress.  iDuring  ithe  iperiods  iof  

idistress  ias  ibanks  iincrease  itheir  iliquidity,  iprofitability  iimproves  i(Osborn,  iet  ial  

i(2012).  i 

Osborn,  iet  ial  i(2012)  ifurther  iopined  ithat  ibanks’  ioptimal  iliquidity  ilevel  

irises  iduring  iperiods  iof  ibanking  isector  idistress,  isince  iin  isuch  iconditions  ithe  
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iexpected  icost  iof  ibankruptcy  irises.  iBanks  iin  idistressed  ienvironment  itend  ito  ibe  

ibelow  itheir  ioptimal  iliquidity  ilevel.  iDuring  inormal  iconditions,  ibanks  imay  imeet  

itheir  ioptimal  iliquidity  ilevel  isuch  ithat  ino  irelationship  iexists  ibetween  iliquidity  

iand  iprofitability.  iIn  inormal  iconditions,  ibanks  ithat  ihave  iabove  ioptimal  iliquidity  

ilevels  ican  iincrease  iprofitability  iby  ireducing  ithe  iliquidity  ilevel  i 

Flannery  iand  iRegan  i(2008)  iassert  ithat  ino  ishort-run  irelationship  iexists  iif  

ibanks  iattain  itheir  ioptimal  iliquidity  ilevel  isince  iany  ichange  iin  iliquidity  ihas  ino  

iimpact  ion  iprofitability.  iHowever,  idue  ito  iregulatory  irequirements  ior  iunexpected  

ishock,  ihigher  iliquidity  iabove  ithe  ioptimal  iliquidity  ilevel  ireduces  iprofitability  iin  

ithe  ilong  irun.  i  i 

Relationship  ibetween  iLiquidity  iand  iBank  iProfitability 

A  inumber  iof  iempirical  iworks  iabound  ion  ithe  irelationship  ibetween   

iliquidity  iand  iprofitability  iacross  iindustries  iand  isectors  iof  ithe  ieconomy.  

iHowever,  ifor  ithe  isake  iof  ithis  iresearch,  ithe  ireview  iof  ithe  iempirical  ievidence  iis  

idevoted  ito  ithe  irelationship  ibetween  iliquidity  iand  iprofitability  iin  ibanking.  iThere  

ihave  ibeen  imany  iresearches  ion  ithe  irelationship  ibetween  ibank  iliquidity  iand  

iprofitability.  iStudies  ion  ithe  ideterminants  iof  ibank  iprofitability  ialmost  ialways  

ihighlight  iliquidity  ias  ia  ideterminant  iof  iprofitability  iin  ibanks  i(Bourke,  i1989;  

iBashir,  i2000;  iKarasulu,  i2001;  iGuru,  iStaunton,  i&  iBalashanmugam,  i2002;  

iStaikouras  i&  iWood,  i2003;  iNaceur,  i2003;  iNjihia,  i2003).  i 

Heibati,  iNourani,  i&  iDadkhah  i(2009)  ifound  iempirical  iresults  ifrom  

iregression  ianalysis  iof  icross-country  ipanel  idata  iof  iprivate  ibanks  iin  iIran  iand  

iArabic  icountries  iof  iPersian  iGulf  iarea  ishowing  istatistically  isignificant  

irelationship  ibetween  iliquidity  iand  iprofitability  iespecially  iduring  itheir  iinitial  

iyears.  iThey  iexamined  iand  icompared  ithe  iperformance  iin  ifour  igroups  iof  
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iprofitability,  iliquidity,  iefficiency  iand  icapital.  iThe  irelationship  ibetween  ithe  

iprofitability  iof  ibanks  iand  itheir  iliquidity  ilevel  iwith  ia  ibalanced  ipanel  idata  iset  ifor  

iten  iJordanian  ibanks  iover  ithe  iperiod  i2001  ito  i2010  iwas  iinvestigated  iby  iImad,  

iKilani,  i&  iKaddumi  i(2011).  iThe  iresults  ishowed  ithat  ibank  iliquidity  iexplains  ia  

isignificant  ipart  iof  ithe  ivariation  iin  ibanks’  iprofitability:  ithe  irate  iof  ireturn  ion  iassets  

i(ROA)  iand  ithe  irate  iof  ireturn  ion  iequity  i(ROE).  i 

The  iimpact  iof  iliquidity  imanagement  i(proxied  iby  icash  iand  ishort-term  

ifund,  ibank  ibalances  iand  itreasury  ibills  iand  icertificates)  ion  ithe  iprofit  iafter  itax  iof  i3  

ibanks  iin  iNigeria  iwas  iinvestigated  iby  iIbe,  i(2013).  i  iThe  iElliot  iRosenberg  iStock  

i(ERS)  istationary  itest  imodel  iwas  iused  ito  itest  ithe  iassociation  iof  ithe  ivariables,  

iwhile  iregression  ianalysis  iwas  iused  ito  itest  ithe  ihypothesis  iand  ithe  iresult  ishowed  ia  

istatistically  isignificant  irelationship  ibetween  ithe  ivariables  iof  iliquidity  

imanagement  iand  iprofitability.  iMeanwhile,  ino  iconsensus  iexits  ion  ithe  inature  iof  

ithe  irelationship  ibetween  ibank  iliquidity  iand  iprofitability.  iSome  iempirical  iwork  

ievidence  ia  ipositive  irelationship  ibetween  ibank  iliquidity  iand  iprofitability  iand  

iargue  ithat  ibanks  iwith  imore  iliquid  iassets  iholdings  ihave  ilower  ifinancing  icosts,  

ileading  ito  ihigher  iprofitability.  i 

Bourke  i(1989)  istudied  i90  ibanks  iin  iEurope,  iNorth  iAmerica  iand  iAustralia  

iover  ithe  iperiod  i1972-1981  iby  iregressing  iprofitability  iagainst  ia  inon‐linear  

iexpression  iof  irelative  iliquid  iasset  iholdings,  ias  iwell  ias  ia  iset  iof  icontrol  ivariables  

iand  iobserved  ia  ipositive  irelationship  ibetween  iliquid  iassets  iand  ibank  iprofitability.  

i  iObiakor  i&  iOkwu  i(2011)  iinvestigated  ithe  inature  iand  iextent  iof  ithe  irelationship  

ibetween  iliquidity  i(current  iassets-  iliabilities  iratio)  iand  iprofitability  i(operating  

iprofit  iturnover  iratio)  iin  i15  iselected  iquoted  icompanies  iin  iNigeria  iand  ialso  ito  

idetermine  iwhether  iany  icause  iand  ieffect  irelationship  iexisted.  iThey  iemployed  
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icorrelation  iand  iregression  ianalysis  iand  ifound  ia  itrade-off  iexisted  ibetween  

iliquidity  iand  iprofitability  iwith  ia  inegative  ibut  iinsignificant  iimpact  iand  ia  ipositive  

icorrelation.  iUremadu,  i(2012)  istudied  ithe  ieffect  iof  icapital  istructure  iand  iliquidity  

ion  ithe  iprofitability  iof  iselected  iNigerians  ibanks  ifor  ithe  i1980  ito  i2006  iperiod.  i  

iUsing  idescriptive  istatistics  iand  iregressive  idistributed  ilag  i(ARDL)  imodel,  ithe  

iempirical  iresults  iindicated  ia  ipositive  iand  isignificant  irelationship  ibetween  icash  

ireserve  iratio,  iliquidity  iratio,  iand  ibanks’  iprofitability.  i  i 

A  istudy  iby  iKehinde  i(2013)  iexamining  ithe  irelationship  ibetween  icredit  

imanagement,  iliquidity  iposition  iand  iprofitability  iof  iselected  iNigerian  ibanks  iover  

ithe  iperiod  iof  i2006  ito  i2010  ifound  ievidence  ifrom  iordinary  ileast  isquares  iestimate  

ifound  ithat  iliquidity  ihas  isignificant  ipositive  ieffect  ion  iReturn  ion  iAsset  i(ROA).  iOn  

ithe  iother  ihand,  iother  istudies  iargue  ia  inegative  ieffect  iof  iliquidity  ion  iprofitability  

iof  ibanks.  iThey  ifurther  iargue  ithat  iholding  iliquid  iassets  ihas  iopportunity  icosts  iand  

irelatively  ilow  ireturn,  ithereby  ireducing  ibank  iinterest  iincome  iand  ithus  ia  inegative  

ieffect  ion  iprofitability.  i  i 

Molyneux  iand  iThornton  i(1992)  istudied  iEuropean  ibanks  iin  ithe  ilate  i1980s  

iwhilst  iGoddard,  iMolyneux,  iand  iWilson,  i(2004)  istudied  iEuropean  ibanks  iin  ithe  

ilate  i1980s  imid‐1990s.  iThey  iboth  ifound  ia  inegative  irelationship  ibetween  ibank  

iliquidity  ion  iprofitability.  iOther  iempirical  iworks  ipresent  ievidence  iof  iboth  

ipositive  iand  inegative  irelationships  iat  iturning  ipoints  ior  ithresholds  iand  idepending  

ion  ithe  ichoice  iof  iprofitability  iproxy.  i 

Bordeleau  iand  iGraham,  i(2010)  iinvestigated  ithe  ieffect  iof  iliquid  iasset  

iholdings  ion  ithe  iprofitability  iof  i55  iUS  ibanks  iand  i10  iCanadian  ibanks  ibetween  ithe  

iperiod  iof  i1997  iand  i2009.  iThe  iempirical  iresults  ifrom  iordinary  ileast  isquares  

iregression  ianalysis  iof  ipanel  idata  iof  ithe  ibanks  isuggested/  isuggests  ia  inonlinear  
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irelationship  iwhereby  iprofitability  iis  iimproved  ifor  ibanks  ithat  ihold  isome  iliquid  

iassets  itill  iat  ia  ipoint  ibeyond  iwhich  iholding-further  iliquid  iassets  iminimizes  ia  

ibank’s  iprofitability,  iall  ielse  iequal.  iFurthermore,  ithe  iempirical  iresults  ifrom  ithe  

istudy  ialso  iindicated  ithat  ithis  irelationship  ivaries  idepending  ion  ia  ibank’s  ibusiness  

imodel  iand  ithe  istate  iof  ithe  ieconomy.  i 

Bassey  iand  iMoses,  i(2015)  iexamined  ithe  iliquidity-profitability  itrade  ioff  

iof  i15  ideposit  imoney  ibanks  iin  iNigeria  iover  ipanel  idata  iof  i2010  ito  i2012  iand  

irevealed  ithe  iempirical  iresults  ithat  ithere  iis  ia  istatistically  isignificant  irelationship  

ibetween  ibank  iliquidity  imeasures-current  iratio,  iliquid  iratio,  icash  iratio,  iloans  ito  

ideposit  iratio,  iloans  ito  iasset  iratio-  iand  ireturn  ion  iequity  ibut  istatistically  

iinsignificant  irelationship  iwith  ireturn  ion  iasset.  i 

In  iGhana,  ithe  irelationship  ibetween  iliquidity  iand  ithe  iprofitability  iof  

ibanks  ilisted  ion  ithe  iGhana  iStock  iExchange  iwas  istudied  iby  iLartey,  iAntwi,  i&  

iBoadi,  i(2013)  iby  iadopting  ithe  ilongitudinal  itime  idimension  imodel.  iThey  ifound  ia  

ivery  iweak  ipositive  irelationship  ibetween  ithe  iliquidity  iand  ithe  iprofitability  iof  

iseven  iof  ithe  inine  ilisted  ibanks.  iThe  iuse  iof  itime  iseries  ianalysis  irevealed  ia  

idownward  itrend  iin  iboth  iliquidity  iand  iprofitability  ifor  ithe  iperiod  i2005  ito  i2010.  i 

Chapter  iSummary 

   iThe  ichapter  ilooked  iat  ithe  iconcepts  iin  iliquidity  iand  iprofitability,  

imeasures  iof  iliquidity  iin  icommercial  iBanking,  iother  inon-liquidity  ivariables  iand  

itheories  iof  irelationship  ibetween  iliquidity  iand  iprofitability.  i  i 

 

  i 
  i 



15 

 

CHAPTER  iTHREE 

RESEARCH  iMETHODS 

Introduction 

 The  istudy  iis  iabout  ithe  irelationship  ithat  iexists  ibetween  iliquidity  iand  ibank  

iprofitability.  iThis  ichapter  idescribes  ithe  idata,  iits  isource  iand  ithe  iempirical  

imethods  iused  iin  ithe  idata  ianalysis,  imodel  ispecification  iand  iestimation.  iThe  idata  

iand  ithe  ivariables  iare  idescribed  iand  ithen  ithe  ieffect  iof  iliquidity  ion  ibank  

iprofitability  ias  iwell  ias  iother  ideterminants  iof  ibank  iprofitability  iexamined.  i 

Research  iDesign 

Other  iresearchers  ihad  istudied  ion  ithe  itopic  ibut  ithe  iscope  iand  iperiod  iof  ithis  

istudy  inecessitated  ian  iextensive  idata  icollection  iwhich  ijustified  ithe  istrategy  iused  

iin  iarriving  iat  iconclusions  ifrom  ithe  iresearch  iobjectives.  iData  iwas  iavailable  ifor  

ithe  iperiod  iof  ithe  istudy  ibut  iscope  iwas  irestricted  ito  ionly  ilisted  ibanks.  i 

Study  iArea 

 The  istudy  iis  ifocused  ion  iliquidity  iand  ibank  iprofitability  iof  ilicensed  

iBanks  iin  iGhana. 

Population 

The  idata  iused  ifor  ithis  istudy  iis  isourced  ifrom  ithe  ifinancial  istatements  iof  

ibanks  iin  iGhana. 

Sampling  iProcedure 

 The  ientire  ipopulation  iwas  iworked  iwith  itherefore  ithere  iwas  ino  isampling. 
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Data  iCollection  iInstruments 

 Data  iwas  ipooled  ifrom  ithe  ifinancial  istatements  iof  ilicensed  ibanks  iin  

iGhana.  iTo  imake  iit  imeaningful  iand  ito  iserve  ithe  ipurpose  iof  ithe  istudy,  idata  iwas  

iused  ito  iderive  iindicators  ifor  ithe  ianalysis  iincluding  iProfit  iafter  itax  i(PAT),  iReturn  

ion  iassets  i(RoA),  iReturn  ion  iequity  i(RoE) 

Data  iCollection  iProcedures 

The  istudy  iwill  ibuild  imodels  ito  ifit  ipooled  idata  iof  i23  ilicensed  ibanks  iin  

ioperation  iover  ithe  iperiod  i2009  ito  i2018.  iThe  iGhanaian  ibanking  isector  ihas  iseen  

itransformation  ias  ia  iresult  iof  ithe  i2017-2018  iclean  iup;  ileading  ito  irevocation  iand  

ireclassification  iof  ilicenses  ias  iwell  ias  imergers.  iThis  icoupled  iwith  ithe  idifferent  

ientry  idates,  ian  iunbalanced  ipanel  idata  iis  iused  iin  iorder  ito  iincrease  ithe  idata  

iobservations.  i 

Data  iProcessing  iand  iAnalysis 

  iThe  istudy  iemploys  icorrelation  ianalysis,  itrend  ianalysis  iand  imultiple  

iregression  ianalysis  ito  ithe  idata.  i 

Model  iSpecification  i 

The  istudy  ispecifies  ia  ipanel  iregression  imodel  ito  iexamine  ithe  ieffect  iof  

iliquidity  ion  iprofitability  iof  ibanks  iin  iGhana  iby  iusing  ipanel  idata,  iconsisting  iof  

iboth  ithe  icross  isectional  iand  itime-series  idimensions.  i 

The  ipanel  iregression  imodel  iestimates  ithe  ifollowing  iequations:  i 

Pooled  iOLS  i 

𝑦𝑖,  i=  i𝛼  i+  i∑𝑛𝑖=1  i𝛽.𝑋𝑖,  i+  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i  i 

Fixed  ieffects  imodel  i 

𝑦𝑖,𝑡  i=  i(𝛼  i+  i𝜇𝑖)  i+  i𝑋𝑖,𝑡𝛽  i+  i  i𝑣𝑖,𝑡  i  i  i  i  i  i  i  i  i  i  i  i  i  i 

with  ivarying  iintercepts  iacross  igroups  iand/or  itimes  iand  iconstant  ierror  ivariances.  i 
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Random  ieffects  imodel  i 

𝑦𝑖,𝑡  i=  i𝛼  i+  i𝑋𝑖,𝑡𝛽  i+  i  i(𝜇𝑖  i+  i𝑣𝑖,𝑡)  i 

with  iconstant  iintercepts  iand  ivarying  ierror  ivariances  iacross  igroups  iand/or  itimes  i  i 

where  i𝑦𝑖,𝑡  iis  ithe  idependent  ivariable,  iprofit  iof  ibank,  ii  iat  itime  it  i  i 

𝛼  iis  ithe  iconstant  iterm  i 

𝛽.  iis  ithe  icoefficient  iof  ithe  iindependent  ivariables  i 

𝑋𝑖,  iis  ithe  iset  iof  iindependent/explanatory  ivariables  i 

𝜀  iis  ithe  ierror  iterm  i  i  i  i 

The  ipooled  iOLS,  iFixed  iEffects  iand  iRandom  iEffects  imodels  iwill  ibe  iestimated  

iand  ievaluated  iwith  ithe  iHaussmann,  ifixed  ieffects,  iand  irandom  ieffects  itests  ito  

idetermine  ithe  ibest  ifit  ito  ithe  idata.  i 

Variables  i 

Dependent  ivariable:  iprofitability  i 

Bank  iprofitability  iis  iproxied  iby  iReturn  ion  iAssets  i(RoA)  iand  iReturn  ion  

iEquity  i(RoE)  isuch  ithat  itwo  idifferent  imodels  iare  iestimated  iwith  ithese  itwo  

idifferent  iproxies.  i  iThe  iReturn  ion  iAssets  i(RoA)  iis  ithe  iratio  iof  inet  iincome  ito  itotal  

iassets  iwhilst  ithe  iReturn  ion  iEquity  i(RoE)  iis  ithe  iratio  iof  inet  iincome  ito  itotal  iequity.  

i 

Liquidity  iindependent  ivariables  i 

From  ithe  ivariety  iof  ibank  iliquidity  iratios,  itwo  imost  icommonly  iused  iratios  

iwere  iused  iin  ithe  istudy,  inamely  ithe  iloan-to-deposit  iratio  iand  ithe  icash-to-deposit  

iratio.  i 

Bank-specific  iindependent  ivariables  i 

Non-liquidity  ibank-specific  ivariables  isuch  ias  ibank  isize  iand  icost  ito-

income  iratio  iwere  iused  iin  ithe  ianalysis  iand  iestimations.  iThe  inatural  ilogarithm  iof  

iassets  i(ln  iAssets)  iof  ia  ibank  iwas  iused  ias  ia  iproxy  ifor  ibank  isize.  i 
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The  iexpected  isigns  iof  ithese  ivariables  iare  ipresented  iin  iTable  i1 

Table  i1:  iExpected  isigns  iof  ivariables  iin  ithe  iestimations 

Variable Measurement Expected  isign 

ROA Profit  iafter  itax/Total  iAssets -- 

ROE Profit  iafter  itax/Total  iEquity -- 

Loans  iTo  iDeposit  

i(LDR)  i  i 

Loan  iand  iadvances/  iCustomer  

iDeposits 

(-  i/+  i) 

Cash  iTo  iDeposit  i(CDR)  

i  i  i 

Cash  i/  iCustomer  iDeposits (-  i/+  i) 

Ln  iAssets  i Natural  iLogarithm  iof  iTotal  

iAssets 

(+  i) 

Cost  iTo  iIncome Operating  icost/Operating  

iincome 

(-  i) 

Source:  iField  idata  i(2019) 

Chapter  iSummary 

Bank  iliquidity  iratios  ias  iwell  ias  ibank  iprofitability  iratios  iwere  ikey  iin  

iexamining  ithe  irelationship  ithat  iexists  ibetween  iliquidity  iand  ibank  

iprofitability.  iOther  inon-liquidity  ivariables  iwere  iconsidered  iin  ithe  iestimation.  

i 
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CHAPTER  iFOUR 

RESULTS  iAND  iDISCUSSIONS  i 

Introduction 

This  ichapter  ideals  iwith  ithe  ianalysis  iof  ithe  idata  iused  ifor  ithe  istudy  iand  ithe  

iinterpretation  iof  iresults  iand  ipresentation  iof  ithe  ifindings  iof  ithe  istudy.  iIt  ianalyses  

iand  idiscusses  ithe  iresults  iand  ithe  imain  ifindings  ifrom  ithe  istudy. 

Summary  iof  iDescriptive  iStatistics  i 

The  idata  iused  ifor  ithe  istudy  iwas  ifrom  ithe  ifinancial  istatements  iof  i23  

ilicensed  ibanks  iover  ithe  iten-year  iperiod  i2009-2018.  iA  isummary  iof  idescriptive  

istatistics  ifor  ithe  istudy  iare  ireported  iin  iTable  i2. 

Table  i2:  iDescriptive  istatistics  iof  ivariables  iin  ithe  iestimations 

Variable  i   iObs  i   iMean  i   iStd.  iDev.  i   iMin  i   iMax  i Range  i 

  iROA  i   i212  i   i0.0256  i   i0.0260  i   i-0.1023  i   i0.0856  i 0.1879  i 

ROE  i 212  i 0.1431  i 0.3665  i -4.5249  i 0.8535  i 5.3784  i 

Loans  iTo  iDeposit  

i(LDR)  i 

212  i 0.5907  i 0.2459  i 0.0005  i 1.8534  i 1.8528  i 

Cash  iTo  iDeposit  

i(CDR)  i 

212  i 0.3991  i 1.6524  i 0.0485  i 23.9003  i 23.8517  

i 

LnAssets  i 212  i 9.0471  i 0.5152  i 7.0194  i 9.9804  i 2.9609  i 

Cost  iTo  iIncome  i 212  i 0.7103  i 0.2921  i 0.1173  i 1.8277  i 1.7105  i 

Source:  iField  idata  i(2019) 

The  iROA  iof  ithe  i23  ilicensed  ibanks  iover  ithe  iperiod  i2009-2018  iaveraged  i2.56%,  

idispersing  imarginally  iat  i0.0260.  iThe  iratio  iof  iprofit  iafter  itax  ito  iassets  iranged  

i18.79%  ifrom  ia  iminimum  ireturn  iof  i-10.23%  irecorded  iby  iFNB  iGhana  iin  i2017  ito  

ia  imaximum  iof  i8.56%  iby  iBank  iof  iBaroda  iin  i2013.  i 

Return  ion  iEquity  i(ROE)  i–  ithe  iability  iof  ibanks  ito  igenerate  iprofits  ifrom  

itheir  iequity  iis  imore  idispersed  ithan  ithe  iReturn  ion  iAssets  i(ROA)  iover  ithe  isame  
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iperiod  ilargely  ias  ia  iresult  iof  ivariations  iin  ibank  iliabilities.  iThe  iROE  ifor  ithe  iperiod  

ivaried  iwith  ithe  istandard  ideviation  i0.3665  iaround  ithe  imean  i14.31%.  iBank  iROE  

iranged  ifrom  iUniversal  iMerchant  iBank’s  i2011  ireturn-on  iequity  iof  i-57.19%  

i(Bank  iof  iAfrica  irecorded  ian  ioutlier  iof  i-452.49  iin  i2010)  ito  i85.35%  iby  iBank  iof  

iBaroda  iin  i2017.  i 

Banks’  iaverage  iratio  iof  ivalue  iof  itheir  iloans  ioutstanding  ito  ithe  ivalue  iof  

itheir  ideposits  i(LDR)  iwas  i59.07%,  iranging  ifrom  i0.056%  i(United  iBank  iof  iAfrica,  

i2017)  iof  ito  i185.34%  i(Access  iBank,  i2009).  i  i 

The  imedian  icash-to-deposits  iratio  i(CDR)  iof  ithe  iaverage  ibank  iover  i2008-

2019  iwas  i20.51%.  iThe  idistribution  iis  iinfluenced  iby  isome  iextreme  ivalues  

i(122.53%  iof  iBank  iof  iAfrica  iin  i2016;  i392.49%  iof  iAccess  iBank  iin  i2009;  i2,390%  

iof  iFNB  iBank  iin  i2015).  iThe  i2,390%  irecorded  iby  iFNB  iBank  iis  inot  iunusual  iin  

itheir  ifirst  iyear  iof  ioperations  iin  iGhana.  iThe  iLDR  iand  iCDR  iof  ithe  ibanks  iis  

idispersed  i0.2459  iand  i1.6524  iround  itheir  imean  ivalues  irespectively.  i 

Exploratory  idata  ianalysis  i 

This  isection  ipresents  ia  ipreliminary  ibut  idetailed  iexploratory  idata  ianalysis  

iof  ithe  imedian  iof  ithe  iprofitability  iand  ithe  iliquidity  imeasures  iof  ibanks  ifor  ieach  

iyear.  iFigures  i1  iand  i2  idisplay  ithe  iexploratory  ianalysis  iof  ithe  imedian  iof  ithe  

iprofitability  iratios.  i  i 
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Figure  i1:  iExplorative  idata  ianalysis  iof  iReturn  ion  iAssets  i(ROA) 

Source:  iField  idata  i(2019) 

The  imedian  ireturn  ion  iassets  iof  ithe  isampled  ibanks  iranges  ifrom  i0.95%  iin  i2009  ito  

ipeak  iof  i4.10%  iin  i2014  iwith  ia  istandard  ideviation  iof  i0.009  iwith  imean  iof  i2.64%.  

iOn  ithe  iother  ihand,  ithe  imean  ireturn  ion  iassets  iof  ithe  isampled  ibanks  iranges  ifrom  

i1.41%  ifrom  i2009  ito  i4.12%  iin  i2014  iand  istandard  ideviation  iof  i0.008  iwith  imean  

iof  i2.39%.  i 
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Return  ion  iEquity  i(ROE)  i-  iSampled  iBanks  i2009-2018 

Figure  i2:  iExplorative  idata  ianalysis  iof  iReturn  ion  iEquity  i(ROE) 

Source:  iField  idata  i(2019) 

The  imedian  ireturn  ion  iequity  iof  ithe  isampled  ibanks  iranges  ifrom  i10.36%  iin  i2009  

ito  ipeak  iof  i25.82%  iin  i2014  iwith  ia  istandard  ideviation  iof  i0.047  iwith  imean  ion  

i17.66%  iand  imedian  iof  i18.69%.  iOn  ithe  iother  ihand,  ithe  imean  ireturn  ion  iassets  iof  

ithe  isampled  ibanks  iranges  ifrom  i-6.42%  ifrom  i2010  ito  i26.22%  iin  i2014  iand  

ideviation  iof  i0.087  iwith  imean  iof  i14.29%  iand  imedian  iof  i16.18%.  i  i 

The  iuse  iof  ithe  imedian  iis  imore  idesirable  ibecause  iextreme  ivalues  iand  

ioutliers  iaffect  ithe  imean.  iThe  iBank  iof  iAfrica  irecorded  ian  iextreme  ireturn  ion  

iequity  iin  i2010.  i  i 

The  iexploratory  ianalysis  iof  ithe  imedian  ivalues  iof  ithe  ishare  iof  iloans  iof  

ideposits  i(LDR)  iand  ithe  ishare  iof  icash  iof  ideposits  i(CDR),  ifor  iall  ibanks  iin  ithe  

isample  iare  ipresented  iin  iFigures  i3.  i 
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Liquidity  iratios  i-  iSampled  iBanks  i2009-2018 

Figure  i3:  iExplorative  idata  ianalysis  iof  iLiquidity  iratios 

Source:  iField  idata  i(2019) 

Banks’  imedian  iLDR  iof  ithe  ivalue  iof  itheir  iloans  ioutstanding  ito  ithe  ivalue  iof  itheir  

ideposits,  iaveraging  i56.58%  ihas  iranged  ifrom  i41.41%  ito  i72.35%  iwith  ia  istandard  

ideviation  iof  i0.095  iand  imedian  i58.53%.  i  i 

On  ithe  iaverage  ibanks  ihad  i23.30%  iof  itheir  ideposits  ias  icash  ias  itheir  iCDR  

iranged  ifrom  i14.18  ito  i46.16%  iwith  ia  istandard  ideviation  iof  i0.108  iand  imedian  

i16.28  i%.  i  i 

Correlation  ianalysis  i 

To  iidentify  ithe  irelationship  ibetween  iprofitability  iand  iliquidity  iof  ibanks  

iin  iGhana  ias  irequired  iby  ithe  iobjective  iof  ithe  istudy,  ia  ipairwise  icorrelation  iof  

ivariables  iwas  iconducted  iand  ianalysed.  i 
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Table  i3  ireports  ithe  ipairwise  icorrelations  iamong  ithe  ikey  ivariables  iin  ithe  

imodel.  i  i 

Table  i3:  iCorrelation  ianalysis  iof  ivariables  iin  ithe  iestimations 

  i   i   i   i   i 
Ln  i  i  i  i  i  i  i  iCost  iTo  i 

VARIABLES  i ROA  i ROE  i LDR  i CDR  i (Assets)  iIncome  i 
  i   i   i   i   i   i   i 

ROA  i 1  i 
  i   i   i   i   i 

ROE  i 0.55***  i 1  i   i   i   i   i 

Loans  iTo  iDeposit  iRatio  i 0.04  i 0.02  i 1  i   i   i   i 

Cash  iTo  iDeposit  iRatio  i -0.16**  i -0.02  i 0.12  i 1  i   i   i 

LnAssets  i 0.20***  i 0.19***  i -0.13  i -0.13  i 1  i   i 

Cost  iTo  iIncome  i -0.90**  i -0.53**  i -0.02  i 0.12  i -0.14**  i 1  i 

***  isignificant  iat  i0.01,  i**  isignificant  iat  i0.05,  i*  isignificant  iat  i0.1  i 

Source:  iField  idata  i(2019) 

Table  i3  ishows  ithat  ithere  iis  iweak  inegative  istatistically  isignificant  

icorrelation  ibetween  iROA  iand  iCDR.  iHowever;  ithere  iis  ia  iweak  istatistically  

iinsignificant  ipositive  icorrelation  ibetween  iROA  iand  iLDR.  iA  inegative  

irelationship  itherefore  iexits  ibetween  iROA  iand  iliquidity.  i 

With  irespect  ito  iROE,  ithere  iexist  ino  istatistically  isignificant  irelationship  

ibetween  iROE  iand  ithe  iliquidity  iratios.  iTable  ireveals  ithat  iROE  iis  iweak-positively  

icorrelated  iwith  iLDR  iand  iweak-negatively  icorrelated  iwith  iCDR,  ishowing  ithat  

iROE  iand  iliquidity  iare  iweakly  iand  inegatively  icorrelated.  iThere  iis  ino  ievidence  iof  

ia  isignificant  irelationship  ibetween  iROE  iand  iliquidity.  iThe  iobserved  irelationship  

imay  ibe  iattributed  ito  ichance  iand  inot  iany  ifundamental  iassociation.  i 

Trend  ianalysis  i 

Trends  iin  iprofitability  iand  ithe  iliquidity  iratios  iand  ithe  irelationship  

ibetween  ithem  iare  ianalysed  ito  iexamine  ithe  ieffects  iof  ichanges  iin  iliquidity  ilevels  

ion  iprofitability  iof  ibanks  iin  iGhana  ifor  ithe  isecond  iobjective.  iFocus  iis  ion  ithe  ione  



25 

 

ito  ione  irelationship  ibetween  iaverage  ibank  iliquidity  iand  iprofitability  iover  ithe  

iperiod  iof  istudy.  i 

Median  ivalues  iof  ithe  iprofitability  iand  ithe  iliquidity  imeasures  iof  ibanks  ifor  

ieach  iyear  iare  ianalysed  iwith  iline  igraphs. 

Figure  i4  iand  iFigure  i5  idisplay  iline  igraphs  irepresenting  itrends  iin  iROA  iand  

ithe  iliquidity  iratios  iLDR  iand  iCDR  irespectively.  i  i 

 

Figure  i4:  iLine  igraphs  iof  itrend  ianalysis  iof  iReturn  ion  iAssets  i(ROA)  i&  iLoans  ito  

iDeposit  iRatio  i(LDR) 

Source:  iField  idata  i(2019) 

  iThe  iabove  igraph  igenerally  ishows  ia  ipositive  irelationship  ibetween  ireturn  

ion  iassets  i(ROA)  iand  iloan-to-deposit  iratio  i(LDR).  iFrom  ithe  igraph,  iROA  iand  

iLDR  imove  iin  ithe  isame  idirection  iover  i2010  ito  i2016.  iTherefore,  iROA  iand  

iliquidity  iare  ipositively  irelated  ibecause  iLDR  iand  iliquidity  ihave  ia  idirect  

irelationship.  i  i 
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Figure  i5:  iLine  igraphs  iof  itrend  ianalysis  iof  iReturn  ion  iAssets  i(ROA)  i&  iCash  iTo  

iDeposit  iRatio  i(CDR) 

Source:  iField  idata  i(2019) 

From  ithe  igraph  iin  iFigure  i5,  ireturn  ion  iassets  i(ROA)  iand  icash  ito-deposit  iratio  

i(CDR)  ilargely  itrend  iin  iopposite  idirections,  ishowing  ia  inegative  irelationship.  

iThus,  iROA  iand  iliquidity  iare  inegatively  irelated  ibecause  ihigh  iCDR  idepicts  

iincreasing  iliquidity.  i 

Generally,  ifrom  ithe  itrend  ianalysis  i(line  igraph)  iof  ithe  iROA  iand  ithe  

iliquidity  imeasures  iLDR  iand  iCDR,  ia  inegative  irelationship  iis  iobserved  ibetween  

iprofitability  iand  iliquidity.  iROA  ihas  ia  ipositive  irelationship  iwith  iLDR  i(a  idirect  

iliquidity  iratio)  iand  ia  inegative  irelationship  iwith  iCDR  i(a  ipositive  iliquidity  iratio).  i 

 

Figure  i6  iand  iFigure  i7  ipresent  ian  ianalysis  iof  itrends  iin  iRoE  iand  ithe  

iliquidity  imeasures  iRoA  iand  iLDR  iand  iCDR  irespectively.  i 
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Figure  i6:  iLine  igraphs  iof  itrend  ianalysis  iof  ion  iEquity  i(ROE)  i&  iLoans  iTo  iDepost  

iRatio  i(LDR) 

Source:  iField  idata  i(2019) 

  iThe  igraph  idepicts  ithat  iROE  imostly  imoves  iin  ithe  isame  idirection  ias  ithe  iloans-to  

ideposits  iratio  i(LDR).  iHowever,  iLDR  ihas  inegative  irelationship  iwith  iliquidity  

iimplying  ithat  iliquidity  ihas  ia  inegative  irelationship  iwith  iROE.  i 
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Figure  i7:  iLine  igraphs  iof  itrend  ianalysis  iof  ion  iEquity  i(ROE)  i&  i&  iCash  iTo  

iDeposit  iRatio  i(CDR) 

Source:  iField  idata  i(2019) 

The  iROE  ihas  ia  inegative  irelationship  iwith  iCDR  ias  iobserved  iin  ithe  iline  

igraph  iabove.  iCDR  iand  iliquidity  iare  ipositively  irelated,  ithus,  iROE  idisplays  ia  

inegative  irelationship  iwith  iliquidity.  i 

Similarly,  ifrom  ithe  itrend  ianalysis  i(line  igraph),  iROE  ihas  ia  ipositive  

irelationship  iwith  iLDR  i(an  iinverse  iliquidity  iratio)  iand  ia  inegative  irelationship  

iwith  iCDR  i(a  ipositive  iliquidity  iratio).  iThus,  ia  inegative  irelationship  iis  iobserved  

ibetween  iprofitability  iand  iliquidity.  i  i 
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Table  i4:  iRegression  ianalysis  iof  ivariables  iin  ithe  iestimations 

  i 
(1)  i (2)  i (3)  i (4)  i 

  i 
OLS1  i OLS2  i OLS1  i OLS2  i 

VARIABLES  i ROA  i ROA  i ROE  i ROE  i 
  i 
Loans  iTo  iDeposit  i(LDR)  i 

  i 
0.0014  i 

  i 
  i   i 

0.0332  i 
  i 
  i 

  i 
(0.0042)  i 

  i 
(0.0548)  i 

  i 

Cash  iTo  iDeposit  i(CDR)  i 
  i 

-0.0007***  i 
  i 

0.0097**  i 
  i   i 

(0.0002)  i 
  i 

(0.0047)  i 

LnAssets  i 0.0042**  i 0.0037*  i 0.0654**  i 0.0714**  i 
  i 

(0.0021)  i (0.0020)  i (0.0309)  i (0.0318)  i 

Cost  iTo  iIncome  i -0.0779***  i -0.0775***  i -0.6410***  i -0.6461***  

i 
  i 

(0.0047)  i (0.0047)  i (0.1847)  i (0.1868)  i 

Constant  i 0.0392**  i 0.0445**  i 0.0055  i -0.0211  i 

  i 
  i 

(0.0186)  i 

 (0.0171)  i 
  i 

(0.3092)  i 
  i 

(0.3139)  i 
  i 

Observations  i 212  i 212  i 212  i 212  i 

R-squared  i 0.8359  i 0.8375  i 0.3146  i 0.3159  i 

F(  i12,  i  i  i199)  i 60.87  i 173.78  i 11.29  i 15.15  i 

Prob  i>  iF  i  i  i  i  i  i  i 0.0000  i 0.0000  i 0.0000  i 0.0000  i 

***  ip<0.01,  i**  ip<0.05,  i*  ip<0.1  iRobust  istandard  ierrors  iin  iparentheses 

Source:  iField  idata  i(2019) 

Table  i4  ipresents  imodel  iresults  ifor  ithe  iregression  imodels  i1  ito  i4.  i  i 

The  icash-to-deposit  iratio  i(CDR)  ihas  ia  inegative  isignificant  irelationship  

iwith  ireturn  ion  iassets  i(ROA).  iThus,  iliquidity  ias  imeasured  iby  ithe  iCDR  

isignificantly  iaffects  ithe  iprofitability  ias  imeasured  iby  ithe  iROA  iof  ithe  icommercial  

ibanks  iin  iGhana  iover  i2009  i-  i2018  ias  iCDR  ihas  ipositive  irelationship  iwith  

iliquidity.  iTherefore,  ithere  iis  ia  ivery  isignificant  inegative  irelationship  ibetween  

ibank  iliquidity  iand  iprofitability  i(ROA).  iThis  iresult  iis  iconsistent  iwith  iexpected  

itheory  ias  ihigh  iCDR  iis  iassociated  iwith  ihigh  iliquidity.  iBanks  iface  iopportunity  

icosts  iwhen  ithey  iinvest  iin  ilow  iearning  iliquid  iassets  iinstead  iof  iinvesting  iin  ihigh  

iearning  iloan  iportfolio,  ileading  ito  ilower  iprofit  ipotential.  i 
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However,  ithe  iloans-to-deposit  iratio  i(LDR)  iis  inot  isignificantly  irelated  ito  

ithe  ireturn  ion  iassets.  iAccording  ito  ithe  iR-squared  iof  ithe  iROA  imodels  i1  iand  i2,  ithe  

ipredictor  ivariables  iexplain  i83%  iof  ithe  ivariation  iin  ithe  iROA.  iThe  ianalysis  iof  

ivariance,  iF  itest,  idepicts  ithat  ithe  imodels  iis  ijointly  isignificant.  i  i 

On  ithe  iother  ihand,  ithe  icash-to-deposit  iratio  i(CDR)  iis  ipositively  

isignificant  iin  idetermining  ithe  ireturn  ion  iequity  i(ROE).  iThus,  iliquidity  iof  ithe  

icommercial  ibanks  iin  iGhana  iover  i2009-2018  ias  imeasured  iby  ithe  iCDR  

isignificantly  iaffects  ithe  iprofitability  ias  imeasured  iby  ithe  iROE.  iA  ihigh  iCDR  iis  

iindicative  iof  ihigh  iliquidity  ithus,  iliquidity  iand  ithe  iprofitability  iratio  iROA  ihave  ia  

ivery  isignificant  ipositive  irelationship.  iAlthough  ithis  iresult  iis  icontrary  ito  

iexpected  i  i  itheory,  ithe  iliability  istructure  iof  ibanks  imay  iprovide  ifurther  iinsight.  i 

Similarly,  ithere  iis  ino  ievidence  iof  iany  istatistically  isignificant  irelation  

ibetween  iROE  iand  iLDR.  iThe  iR-squared  iof  ithe  iROE  imodel  iof  iabout  i32%  iimplies  

ithat  ithe  iindependent  ivariables  iexplain  ionly  i32%  iof  ithe  ivariation  iin  ithe  

idependent  ivariable.  iAn  ianalysis  iof  ivariance  iwith  ithe  iF  itest  ishows  ithat  ithe  

ivariables  iin  ithe  iROE  imodels  iare  ijointly  isignificant.  iBwacha  i&  iXi,  i(2018)  iin  

iusing  ithree  iliquidity  iratios,  i(Loan-to-Deposit  iRatio,  iDeposit-to-Asset  iRatio  iand  

iCash-to-Deposit  iRatio)  iand  ithree  ilocation  idummy  ivariables  ifitted  iin  ithe  

iregression  imodel  ifound  ionly  ithe  iDeposit-to-Asset  iRatio  ito  ibe  istatistically  

isignificant  iin  iexplaining  ibank  iprofitability.  i 

The  ibank  ispecific  ivariables,  iLnAssets  i(size  iproxy)  iand  icost-to-income  

iratio  ihad  istrong  ipositive  iand  inegative  isignificance  ion  ithe  iprofitability  imeasures  

irespectively.  iTo  icapture  ibusiness  icycle  ieffects  iobserved  iover  itime,  itime  

idummies  iwere  iused  iin  ithe  iestimations  i(not  ishown  iin  ithe  iresults)  iinstead  iof  ithe  

imacroeconomic  ivariables  ibecause  iof  ithe  ipresence  iof  imulticollinearity  iin  
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iCPI/inflation,  iGDP  i(growth)  iand  iinterest  irates.  iPreliminary  iestimations,  ithe  

iHausman  itest  ito  idecide  ibetween  ifixed  ior  irandom  ieffects,  ithe  ifixed  ieffect  itest  iand  

ithe  iBreusch-Pagan  iLagrange  imultiplier  itest  ifor  i(LM)  irandom  ieffects  ifavoured  

ithe  ichoice  iof  ipooled  iLOS  iregression.  i 

Chapter  iSummary 

 A  isummary  iof  idescriptive  istatistics  iwas  iused  iin  ideriving  imeasures  iand  

iratios  ibased  ion  ithe  idata  ifor  ithe  istudy-financial  istatements  iof  i23  ilicensed  ibanks  

iover  ia  iten-year  iperiod,  ifrom  i2009  ito  i2018.Tabutar  iand  igraphical  irepresentations  

iwere  iproduced,  ishowing  iliquidity  iratios,  icorrelation  ianalysis,  itrend  ianalysis  iand  

iregression  ianalysis. 

  i 
  i 

  



32 

 

CHAPTER  iFIVE 

SUMMARY,  iCONCLUSIONS  iAND  iRECOMMENDATIONS 

Introduction 

This  ipart  imanages  ithe  isummary  iof  ithe  istudy,  ireaching  iinferences  ion  ithe  

istudy  iand  ilastly  imaking  iproposals.  iThis  istudy  itried  ito  iconcentrate  ihow  iliquidity  

iand  iprofitability  iare  iinterrelated  iin  ithe  ifinancial  ibusiness  iby  idissecting  ithe  

ilikelihood  imeasures  i(returns  ion  iassets  iand  ireturns  ion  iequity),  iand  ithe  ibank  

iliquidity  iratios  i(loan-to-deposits  iratio  iand  icash-to  ideposit  iratio)  iof  itwenty-three  

i(23)  ibanks  iover  ithe  iperiod  i2009-2018. 

Summary  iof  iFindings  i 

 Results  ifrom  ithe  iregression  ianalysis  ion  ithe  ieffects  irevealed  ia  inegative  

ilink  ibetween  iliquidity  iand  ibank  iprofitability.  iIf  ia  ibank  iincreases  iliquidity  i(too  

imuch  iliquidity),  iit  ipresupposes  ithat  ireturns  ion  iassets  ifor  ishareholders  iwould  

idecrease.  iReducing  iliquidity  ialso  igoes  iwith  iliquidity  irisk.  i  i 

Conclusions 

Liquidity  imanagement  iand  iprofitability  iin  iBanks  iare  itwo  idelicate  iissues  

iin  ithe  iactivities  iof  iCommercial  ibanks  iand  iof  iwhich  idata  ion  ithem  iare  igenuinely  

iamassed.  iThe  isignificant  iworry  iof  ithis  istudy  iwas  ito  iaccommodate  ithe  iclashing  

irequirements  iof  ibank  iliquidity  iand  ibank  iprofitability  iemerging  ifrom  ithe  

iclashing  iwants  iof  ithe  itwo  isignificant  isuppliers  iof  ithe  ibank  iresources,  iin  

iparticular  ithe  iinvestors  iand  ithe  icontributors.  iThe  iinvestors  idesire  iextreme  

iprofitability  ias  ian  iarrival  ion  itheir  icapital,  iwhile  ithe  icontributors  idecide  ion  ia  

igreatest  iliquidity  ias  ian  iassurance  ifor  isecurity  iand  icapacity  ito  ipay  itheir  icash  ion  

irequest.  i 

Considering  ithe  ifindings  iof  ithe  istudy,  ithe  iaccompanying  iends  ican  ibe  

idrawn:  i 
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1. For  ithe  iachievement  iof  itasks  iand  iendurance,  icommercial  ibanks  iought  inot  

ibargain  iproficient  iand  icompelling  iliquidity  ithe  iboard.  iThey  iare  irequired  

ito  ikeep  iup  iideal  iliquidity  ilevel  iso  ias  ito  ifulfill  itheir  imoney  irelated  

icommitments  ito  iclients  ior  icontributors  iand  iamplify  ibenefits  ifor  ithe  

iinvestors.  i 

2. The  iideal  iliquidity  ilevel  iis  ireached  iif  ithe  icommercial  ibanks  istrictly  ikept   

iup  ithe  ibase  iliquidity  irequired  ias  iexpressed  icapital  iby  ithe  iBank  iof  iGhana.   

iThis  iendeavor  iassists  iwith  idiminishing  iinstances  iof  ibank  itrouble.  i 

3. From  ithe  iexamination,  iwe  ican  iproperly  ireason  ithat  iboth  iilliquidity  iand  

ioverabundance  iliquidity  iare  i"budgetary  iillnesses"  ithat  ican  iwithout  imuch  

iof  ia  istretch  idisintegrate  ithe  ibenefit  ibase  iof  ia  ibank  ias  ithey  iinfluence  

ibank's  iendeavor  ito  iaccomplish  ihigh  igainfulness  ilevel.  iThe  iquest  ifor  ihigh  

ibenefit  iwithout  ithought  ito  ithe  iliquidity  ilevel  ican  icause  iextraordinary  

iilliquidity,  iwhich  ilessens  ithe  iclients'  isupport  iand  idependability.  iIn  ithis  

imanner,  iany  ibank  ithat  ihas  ithe  ipoint  iof  iamplifying  iits  ibenefit  ilevel  imust  

iembrace  icompelling  iliquidity  ithe  iexecutives.  i 

4. Effective  iLiquidity  ithe  iboard  iadditionally  irequires  isatisfactory  iliquidity  

ilevel  iwhich  iwill  iassist  ibusiness  isaves  imoney  iwith  iestimating  ithe  iextent  

iof  icontributor's  isubsidizes  ithat  iwill  ibe  irequested  iat  iany  iperiod  iand  

imastermind  ion  ithe  ibest  iway  ito  isatisfy  ithe  ineed.  i 

5. It  ican  iat  ilast  ibe  ireasoned  ithat  iliquidity  iis  iconversely  iidentified  iwith  

ibenefit.  iThis  iimplies  ias  iliquidity  iexpands,  iproductivity  idiminishes  iand  

ithe  iother  iway  iaround.  i 
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6. Bank  iliquidity  iand  iproductivity  iare  iof  iexceptionally  iincredible  iworry  ito  

ipartners  i–  iinvestors,  iborrowers,  iopen,  iobligation  iholders,  iinvestors,  ibank  

iadministrators  iand  icontrollers  iin  ilight  iof  iits  ibasic  ieffect  ion  ithe  icertainty,  

idissolvability  iand  iendurance  iof  imoney  irelated  isegment  iof  iany  ieconomy.  

i 

 

Any  iendeavors  ito  imeet  ithe  itargets  iof  ipartners  ithrough  ia  iproficient  iand  isuccessful  

iideal  iexchange  ioff  irequire  ian  iaway  ifrom  iof  ithe  irelationship  iliquidity  iand  

igainfulness  iin  ibanking. 

Recommendation 

In  iview  iof  ithe  ibasic  iassessment  iof  ithe  iabove  idiscoveries,  iI  ithusly  imake  ithe  

iaccompanying  isuggestions  iwith  ithe  iearnest  iconviction  ithat  ithey  iwill  idecrease  iif  

inot  ithoroughly  ikill  ithe  iissues  irelated  iwith  iliquidity  ithe  iexecutives  iand  

igainfulness  iin  ibusiness  iBanks.  i 

 

1. Since  ithe  iendurance  iof  ibusiness  ibanks  irely  iupon  iliquidity  ithe  

iexecutives  iand  ibenefit,  ithey  iought  inot  iexclusively  ifocus  ion  ithe  

ibenefit  iamplification  iidea  ihowever  iought  ito  ilikewise  ireceive  

imeasures  ithat  iwill  iguarantee  isuccessful  iliquidity  ithe  iboard.  i 

2. Instead  iof  isaving  iextreme  iliquidity  ias  ian  iarrangement  ifor  istartling  

iwithdrawal  irequests  iof  ithe  iclients,  ithe  ibusiness  ibanks  ishould  ithink  

ithat  iits  isensible  ito  ireceive  idifferent  iproportions  iof  imeeting  isuch  

inecessities,  iwhich  ican  iincorporate  iacquiring  iand  ilimiting  ibills.  

iWhat's  imore,  ithe  iexcess  iassets  iof  ithe  ibusiness  ibanks  iought  ito  ibe  

ioccasionally  iput  iresources  iinto  itransient  iinstruments  iof  ithe  icurrency  

iadvertise.  i 
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3. For  ithe  iway  ithat  ithe  imoney  irelated  iarrangements  iof  iBank  iof  iGhana  

ihorribly  iinfluence  iliquidity  ithe  iboard  iof  ithe  ibusiness  ibanks,  iBank  iof  

iGhana  ishould  itake  ithe  ienthusiasm  iof  ithe  ilater  iinto  ithought  iwhile  

isetting  iup  iand  iexecuting  ithese  ifiscal  istrategies  iwhen  iall  iis  isaid  iin  

idone  iand  ithe  iliquidity  iproportion  ispecifically.  iTo  iaccomplish  ithis  

iaccomplishment,  iBank  iof  iGhana  iis  irelied  iupon  ito  imake  ia  idiscussion  

iwhereby  iits  iapproach  iproducers  iand  ithe  iadministration  iof  ibusiness  

ibanks  iconnect  iand  iexchange  ifor  iworthy  imoney  irelated  

iarrangements.  i 

4. Commercial  ibanks  ishould  iplan  ithe  idevelopment  itimes  iof  itheir  

iauxiliary  isave  iresources  ifor  irelate  ito  ithe  iperiod  iin  iwhich  ithe  iassets  

iwill  ibe  irequired.  i 

Recommendations  ifor  iFurther  iStudies  i 

1. Further  iresearch  iis  iprescribed  ion  ithe  imost  iproficient  imethod  ito  

iaccomplish  ithe  iideal  iliquidity  ilevel  iin  ibusiness  ibanks.  iThe  ioutcome  

iwill  iassist  iwith  itaking  icare  iof  ithe  iissue  iof  iabundance  iliquidity  iand  iits  

idecreasing  iconsequences  ifor  ibenefits,  iand  iself-assertive  ihigh  

iproductivity  iwith  iits  iensuing  idecrease  iof  iliquidity  iposition.  i 

2. It  iis  iat  ilong  ilast  isuggested  ithat  iintrigued  ianalysts  iought  ito  iharp  ion  ia  

isimilar  iregion  iof  ithis  iexamination  ibroadly  iutilizing  ia  imore  iextensive  

iinformation  iand  iregion  iof  iinclusion. 
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APPENDIX 

List  iof  iBanks  iused  iin  ithe  istudy  i 

Access  iBank  i(Ghana)  iPlc  i 

ADB  iBank  iLimited  i 

Bank  iof  iAfrica  iGhana  iLimited  i 

Bank  iof  iBaroda  iGhana  iLimited  i 

Barclays  iBank  iof  iGhana  iLimited  i 

CAL  iBank  iLimited  i 

Ecobank  iGhana  iLimited  i 

Energy  iCommercial  iBank  iGhana  iLimited  i 

FBN  iBank  i(Ghana)  iLimited  i 

Fidelity  iBank  iLimited  i 

First  iAtlantic  iBank  iLimited  i 

First  iNational  iBank  i(Ghana)  iLimited  i 

GCB  iBank  iLimited  i 

Guaranty  iTrust  iBank  i(Ghana)  iLimited  i 

National  iInvestment  iBank  iLimited  i 

Prudential  iBank  iLimited  i 

Republic  iBank  i(Ghana)  iLimited  i 

Societe  iGeneral  i(Ghana)  iLimited  i 

Stanbic  iBank  iGhana  iLimited  i 

Standard  iChartered  iBank  i(Ghana)  iLimited  i 

United  iBank  ifor  iAfrica  i(Ghana)  iLimited  i 

Universal  iMerchant  iBank  iLimited  i 

Zenith  iBank  i(Ghana)  iLimited  i  i 


