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ABSTRACT 

Financial intermediation is the main business of financial institutions; transferring of funds from 

those with excess liquidity but do not have a use for it now to those with shortage of funds but 

have the need for it. The existence of market imperfections resulting from information asymmetry 

and transaction cost, allows for some level of interest rate spread resulting from the wedge that 

exist between what borrowers pay and what lenders receive. The study sought to assess the impact 

of interest rate spreads on the profitability of Standard Charted Bank (SCB) in Ghana using annual 

data from 1990 to 2015.The study found evidence that interest rate spreads drives profitability for 

the bank. This indicates that the high trends in the interest rates spreads among banks is an avenue 

for the banks to make profit. The study also showed that liquidity risk, operating efficiency and 

Regulated Deposit Savings Rate have positive impact on profit.



iii 
 

DEDICATION  

With great joy, this work is dedicated to the Almighty God for his steadfast love and mercies that 

never ceases. Also dedicated to my biggest fan Mrs Juliette Ameevor, my children; Sena, Selorm, 

Seyram and Setiakor. And my girls Elict and Enyonam without whose encouragement and support 

I would not have come this far.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 



iv 
 

ACKNOWLEDGEMENTS  

 

Ebenezer: ñThus how far the Lord has brought me.ò I could not have completed this work without 

the sustenance of the Almighty God and the assistance of several individuals. I therefore owe a 

great deal of gratitude to all whose contributions in diverse ways made this study possible and a 

success. In particular, I wish to acknowledge my supervisor, Dr. Emmanuel Buabeng who not only 

provided guidance and encouragement at every stage of this thesis, but was also a source of 

motivation. 

 

With heartfelt gratitude, I equally acknowledge the lecturers and staff of the Department for their 

intuitive comments and constructive criticisms during the departmental seminars.   

 

My sincere gratitude also goes to Rev. Prof. Frank Fugar, Rev. Dr. Joseline Fugar and Enoch 

Adams for their prayers, motivation and encouragement throughout the course. I am sincerely 

grateful to Mark Mensah for his assistance for assisting acquire the necessary data need for the 

analysis  

Lastly, to my wonderful course mates I say we couldnôt have come at a better time than this. Thank 

you for bringing out the best in me.  



v 
 

TABLE OF CONTENT  

CONTENTS                   PAGES 

 
DECLARATION ........................................................................................................................................... i 

ABSTRACT .................................................................................................................................................. ii  

DEDICATION ............................................................................................................................................. iii  

ACKNOWLEDGEMENTS ......................................................................................................................... iv 

TABLE OF CONTENT ................................................................................................................................ v 

LIST OF TABLES ...................................................................................................................................... vii  

LIST OF FIGURES ................................................................................................................................... viii  

 

CHAPTER ONE ......................................................................................................................................... 1 

INTRODUCTION ........................................................................................................................................ 1 

1.1 BACKGROUND OF THE STUDY ................................................................................................... 1 

1.2 PROBLEM STATEMENT ................................................................................................................. 3 

1.3 OBJECTIVES ..................................................................................................................................... 5 

1.4. HYPOTHESIS ................................................................................................................................... 6 

1.5. SCOPE OF STUDY ........................................................................................................................... 6 

1.6 SIGNIFICANCE OF THE STUDY .................................................................................................... 6 

1.7 ORGANIZATION OF THE STUDY ................................................................................................. 7 

 

CHAPTER TWO  ........................................................................................................................................ 8 

LITERATURE REVIEW ............................................................................................................................. 8 

2.1 Introduction ......................................................................................................................................... 8 

2.2 Theoretical Review ............................................................................................................................. 8 

2.2.1 The Classical Theory of Interest ...................................................................................................... 8 

2.2.2 Keynes theory of money demand ..................................................................................................... 9 

2.2.3 The Loanable Fund theory ............................................................................................................. 11 

2.2.4 Rational Expectations Theory of Interest Rate .............................................................................. 12 

2.2.5 Ho- Saunders Model ...................................................................................................................... 13 

2.3 Empirical Review .............................................................................................................................. 14 

2.4 Conclusions ....................................................................................................................................... 20 

 

 



vi 
 

CHAPTER THREE  .................................................................................................................................. 21 

METHODOLOGY ..................................................................................................................................... 21 

3.1 Introduction ....................................................................................................................................... 21 

3.2 Model specification ........................................................................................................................... 21 

3.3 Data Analysis .................................................................................................................................... 21 

3.3.1 Multicollinearity ............................................................................................................................ 23 

3.3.2 Autocorrelation .............................................................................................................................. 24 

3.3.3 Heteroscedasticity .......................................................................................................................... 24 

3.4 Data Source and Types ..................................................................................................................... 25 

34.1 Return on Assets ............................................................................................................................. 25 

3.4.2 Return on Equity ............................................................................................................................ 26 

3.4.3. Interest rate spread (IRS) .............................................................................................................. 26 

3.4.4 Operation Efficiency (OE) ............................................................................................................. 27 

3.4.5 Liquidity Risks (LR) ...................................................................................................................... 27 

3.4. Regulated Deposit Savings Rate ...................................................................................................... 28 

 

CHAPTER FOUR ................................................................................................................................... 219 

4.1 Introduction ....................................................................................................................................... 29 

4.2 Descriptive Statistics ......................................................................................................................... 29 

4.3 Correlation Analysis ......................................................................................................................... 30 

4.4 Trends in Interest Rate Spread of SCB ............................................................................................. 32 

4.5 Regression results ............................................................................................................................. 34 

 

CHAPTER FIVE  ...................................................................................................................................... 38 

SUMMARY, CONCLUSION AND RECOMMENDATIONS ................................................................. 38 

5.1 Introduction ....................................................................................................................................... 38 

5.2 Summary of Findings ........................................................................................................................ 38 

5.3 Recommendations ............................................................................................................................. 39 

5.4 Conclusion ........................................................................................................................................ 40 

 

REFERENCES ........................................................................................................................................... 41 

APPENDIX ................................................................................................................................................. 44 

 




























































