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ABSTRACT 

The banking sector has contributed more to the economy of the nation as compared to the 

manufacturing and other sectors in Ghana. The main aim of this study is to examine the 

effect of liquidity and financial leverage on firm performance of listed banks on the Ghana 

Stock Exchange (GSE) from 2016–2021. Nine (9) banks were analysed in this study. 

Regression analysis is being used in this study to determine the relationship between the 

variables being investigated. Specifically, this study adapted multiple linear regression 

analysis. The study finds that, debt to asset ratio, current ratio and quick ratio had a positive 

pearson correlation with return on asset and return on equity according to the correlation 

matrix. But debt to equity ratio had a negative pearson correlation with return on asset and 

return on equity. The regression coefficient shown that financial leverage (debt to asset) had 

a significant effect on the firm performance of the banks listed on the Ghana Stock Exchange 

(GSE). The study recommends that managers of the various banks listed on the Ghana Stock 

Exchange (GSE) should focus on debt to asset ratio as one of their solvency indicators ahead 

of debt to equity, current ratio and quick ratio. Also, further studies should also be carried out 

on the impact of financial leverage and liquidity on firms’ performance among the banking 

firms in other West African countries. 
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CHAPTER ONE 

INTRODUCTION 

1.0 BACKGROUND OF THE STUDY 

Most businesses, no matter how big or little needs money to run. Large businesses, in 

particular, require funds to increase or expand their activities and services. Every company's 

goal is to maximize owner wealth through profit, and in order to do this, they must find 

funding to support their operations and activities (Schückes & Gutmann, 2021). Firms can 

finance their expansion through a variety of sources of funding. Basically, there are two types 

of funding sources: internal financing, which comprises reserves and retained earnings, and 

external financing, which involved processes loans, bond issuance, and issuance of common 

and preferred shares. As per Zaitoun and Alqudah (2020), corporations aim to maximize 

shareholders' value, and liquidity and financial leverage are given a lot of consideration. Due 

to their popularity and high level of public confidence, banks have become the world's largest 

intermediary. The banking industry contributes roughly 7.7% of Gross Domestic Product 

(GDP) (Haralayya & Aithal, 2021).  

An important concern for every overall company activity depends on liquidity and financial 

leverage, therefore in order for the entity to operate efficiently and successfully, the financial 

owners and executives of the entity must show considerable concern regarding the results of 

the firm’s growth (Hongli et al., 2019). According to the "Liquidity Contra Profitability 

Principle," there is a difference between liquidity and profitability; increasing one usually 

requires reducing the other (Hossain & Alam, 2019). Similar to how liquidity was treated in 

research on banks performance (Almaqtari et al., 2019), which classed as management 

adjustable internal determinants, liquidity is a factor that affects profitability.  
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The current ratio, quick ratio and defensive interval ratio are across the different liquidity 

ratios used by businesses to control their short-term obligations (Robinson et al., 2015). 

These ratios substantially affect the financial results of businesses. Receivables, inventory, 

investments for trade, and cash that are constantly coming in and going out of the 

organizations are all examples of current assets. On the other hand, current liabilities are 

short-term obligations, like creditor accounts. The willingness of an organization to fulfil its 

immediate obligations is indicated by its liquidity ratios. However, the weak ratios could 

mean that the business is having problems making payments on its short-term debt.  

More specifically, for decades, financial analysts and academics have found the primary 

concerns of financial leverage and business performance decisions to be the most important 

and interesting topics. Banafa et al. (2015) assert that, financial leverage is a crucial 

consideration when choosing a financial structure, therefore managers of businesses in 

developing nations must weigh the benefits and drawbacks of outsourcing before making a 

decision. Another way to raise money to finance company operations is through financial 

leverage, and management and the financial manager's choices regarding asset purchases and 

activity expansion can have a favourable impact on the performance of the organization. 

Additionally, depending on the business's activities, the decision to use financial leverage 

may either boost the firm's profit or negatively affect performance owing to the failure to 

repay borrowed funds. Financial leverage is the term for an outside source of funding that an 

organization uses to finance a project and purchase more assets without using an excessive 

amount of equity.  

Macroeconomic factors, which provide light on a nation's economic health, are a crucial 

component of fundamental analysis for traders. A US Bank Asset Management Group study 

found that over the past 30 years, stock prices have surpassed inflation. Mid-sized 



 

3 

 

organizations have a deeper affiliation with inflation than smaller companies, while larger 

companies have a stronger influence on inflation than smaller companies. Economic figures 

have a favourable impact on firm’s value, claims Yunan (2020). Derbali and Jamel (2018) 

discovered that, in Tunisia, macroeconomic indices have a detrimental impact on business 

value. 

The subject of financial leverage and liquidity has been of much interest to stakeholders as 

many studies has been done about it. Ahmad et al. (2015) made a study on financial leverage 

and organization’s profitability among the cement producing industry in Pakistan. In India, 

Goel et al. (2015) did a study on running liquidity and financial leverage from Indian 

machinery industry. In African, Banafa (2015) did research on the effect of leverage on 

organizational performance in Kenya. Then, Ibhagui and Olokoyo (2018) studied the 

leverage and firm performance among firms in Nigeria. Edem (2017) made research on 

liquidity operation and performance in Nigeria. Down here in Ghana, Boadi and Li (2015) 

did a search on the financial leverage and firms’ performance of non-financial companies 

which neglected the banks. Also, Hongli et al. (2019) studied the impact of liquidity and 

financial Leverage on firm output among manufacturing firms in Ghana. 

1.1 PROBLEM STATEMENT 

The banking sector has contributed more to the economy of the nation as compared to the 

manufacturing and other sectors in Ghana. So, the banking sector clean up exercise in 2017 

did affected the economy of Ghana greatly. Since then, more awareness has been placed on 

the liquidity and financial leverage of the banking firms in Ghana. Georgeta and Elena 

(2016), did a study in this regard in Romania. Al Nimer et al. (2015) then concentrated on the 

banking sector as their study was done in Jordan about the liquidity of banks. In Ghana, 

Boadi and Li (2015) did a study on financial leverage and financial performance of listed 
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non-financial firms in Ghana which neglected the banks. Also, Boadi and Li (2015) used data 

from 2004-2010 with a gap from 2011 to 2021. One of the most current studies done in 

Ghana concerning the impact of liquidity and financial leverage on firms’ performance was a 

studied by Hongli et al. (2019). Hongli et al. (2019) examined the impact of liquidity on the 

financial performance on manufacturing firms. Also, Hongli et al. (2019) targeted the impact 

of financial leverage on the financial performance on manufacturing firms. But, the study by 

Hongli et al. (2019) did have a gap in its literature and this study aims to fill. The study by 

Hongli et al. (2019) was on only manufacturing firms leaving the industrial gap in literature. 

Also, the study by Hongli et al. (2019) gathered data from 2007 to 2015 as the time gap in 

literature needs to be filled. This research seeks to fill the industrial and time gap in the study 

by Hongli et al. (2019). Then, this study would focus on the impact and effect of liquidity and 

financial leverage on the banks in Ghana. Therefore, the aim of this study is to examine the 

impact of liquidity and financial leverage on financial performance of listed banks on the 

Ghana Stock Exchange (GSE) from 2016–2021. 

1.2 OBJECTIVE OF THE STUDY 

The principal aim of this study is to examine the impact of liquidity and financial leverage on 

financial performance of listed banks on the Ghana Stock Exchange (GSE) from 2016–2021. 

Specifically, the research aimed to achieve the following objectives to: 

1. Examine the trends of liquidity and financial leverage of listed banks on the GSE. 

2. Examine the effect of liquidity on the financial performance of listed banks on the 

GSE. 

3. Examine the impact of financial leverage on the financial performance of listed banks 

on the GSE. 
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4. Compare the impact financial leverage and liquidity have on the financial 

performance of listed banks on the GSE. 

 

1.3 RESEARCH QUESTIONS 

This study seeks to answer the following questions: 

1. What are the trends of liquidity and financial leverage of listed banks on the GSE? 

2. What is the impact of liquidity on the financial performance of listed banks on the 

GSE? 

3. What is the impact of financial leverage on the financial performance of listed banks 

on the GSE? 

4. What impact does financial leverage and liquidity have on the financial performance 

of listed banks on the GSE comparatively? 

1.4 SIGNIFICANCE OF THE STUDY 

The banking sector has always contributed marginally to the GDP of Ghana. Healthy banking 

firms in the country would have a positive effect on the country's GDP. Hence, the findings 

of this study would provide the government, especially Bank of Ghana, with a clear 

understanding of the performance of its banking firms. Decisions by the government like 

monetary policies through the Bank of Ghana can have a good basis for its implementation as 

the liquidity and financial leverage of the companies are being examined.  

The findings of this study would provide various managers of banks listed on the GSE with a 

broader performance measure. Managers would be able to make better decisions as their 

performance evaluation would take into account the liquidity and financial leverage 

measured. The findings in this study would provide a deeper performance measure. 
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Both internal investors (shareholders) and external investors would be interested in the 

findings of this study. The findings would provide internal investors with another 

performance measure to assess the value of the investments. Also, an external investor would 

be given a better picture of the performance of the various banking institutions from the 

findings of this study. This would help them decide which companies to invest in and which 

to avoid. 

Academicians would also benefit from this study. The study would provide a broader 

performance measure of liquidity and financial leverage. This study also explains various 

methodologies to assist various academicians with their advancement in the future. 

1.5 SCOPE AND LIMITATION OF THE STUDY 

The scope of the study is companies in Ghana, but this study considers only organizations 

found on the Ghana Stock Exchange (GSE). Even so, it further focused only on banking 

institutions on the listed GSE. Also, the study took a greater view of companies that had been 

in operation from 2016–2021. Taking into account that no studies concerning the topic have 

been done on banking institutions in Ghana, this study specifically considered only listed 

banks on the GSE that were in operation from 2016 to 2021. 

But there were some limitations to the studies. This study is limited to banking firm’s, hence 

it ignored other sectors like construction, mining, and manufacturing firms. Again, there are 

other banking institutions in Ghana that are not listed on the GSE, thereby limiting our 

findings to only those listed on the GSE. Also, the period of the study (2016–2021) limited 

the inclusion of new banking firms (2022) on the GSE. Nevertheless, the results of the study 

were not affected and are therefore reliable and useful for any decision. 
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1.6 ORGANIZATION TO THE STUDY 

This study is being grouped into five sections for accurate presentation of the work. The first 

chapter would present the background of the study, the problem statement, the study goals, 

research questions, the scope of the study, and the study's limitations. Chapter two would 

discuss the literature on the subject, and it is divided into a conceptual review, a theoretical 

review, an empirical review, and a conceptual framework. 

Chapter three will discuss the method used by the researcher, which includes the study 

design, population and sample testing design, also the instruments used to collect information 

and the examination process. The interpretation and presentation of the results of the research 

are covered in Chapter four. Various data and tables are presented and explained by the use 

of tables and figures. Finally, Chapter five will deal with the summary, conclusions, 

recommendations, and suggestions for further studies. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 INTRODUCTION 

A summary and evaluation of the writings of renowned academics and scientists on certain 

subjects or fields of research are provided in the literature review. A literature review should 

outline the research materials consulted and explain to the reader how that work contributes 

to a body of information. The Conceptual Review, Theoretical Review, Empirical Review, 

and Conceptual Framework are all examined in this section of the study. The goals of the 

study are kept in mind as the literature evaluation is being done. 

2.1 CONCEPTUAL REVIEW 

The purpose of the conceptual review is to allow for a review of the literature on the study's 

concepts. Liquidity, financial leverage, firms’ performance (return on asset and return on 

equity) and banking sector are four of the concepts explored in the study. The relevant studies 

relating to the study's topic will be reviewed in this part. A conceptual examination is 

necessary because the reader must comprehend the subject under consideration. 

2.1.1 Liquidity 

Liquidity refers to the speed at which an object can be transacted on the market at a cost that 

reflects its inherent value (Mbonu & Amahalu, 2021). Cash is viewed among the most 

tangible funds due to how quickly and easily it can be converted into other assets. Property 

investment and antiques are just a few illustrations of tangible assets that are all very 

illiquid, according to (Mbonu & Amahalu, 2021). Different financial assets, such as 

securities and partnership units, lie at various positions along the liquidity range. According 

to Kontu, E. and Mihanovi (2019), liquidity refers to how soon a property can be traded 
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without having an adverse effect on its price. A security can be transferred more periodically 

(and vice versa) if it is more liquid, and it sells for valuation or sale price is cheaper. This 

study aligned with the explanation of liquidity by Mbonu and Amahalu (2021), hence used 

current ratio and quick ratio as a means of measuring liquidity. 

Accounting and financial professionals use the current ratio as a measure to gauge the 

financial situation of a corporation right now (Ogachi et al. 2020). A company must assess its 

current assets that can be swiftly converted into cash against its payables. This study agreed 

and adopted the definition by Ogachi et al. (2020). Mathematically presented as:  

Current Assets 

Current Liabilities 

Al-Shiyab (2021) defined quick ratio as a metric of a company's willingness to meet its short-

term commitments by utilizing its one of the most liquid assets and as an indication of a 

firm's short-term liquidity position. It is also called the acid test ratio because it shows the 

company's ability to shortly employ its relatively close assets to reduce its current 

responsibilities. The study aligned with the expression by Al-Shiyab (2021) about quick ratio.   

Mathematically presented as:  

 

Quick Assets 

                                                       Current Liabilities 

 

2.1.2 Financial Leverage 

Financial leverage refers to the use of credit to finance a project or venture (Guo et al. 2021). 

The possible profits as a result of a project, is doubled. Therefore, leverage boost the 
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possible negative change in the event that the venture fails. A business or investment is said 

to be highly leveraged if it possesses more capital than equity. Leverage allows investors to 

considerably raise the profits they may offer on investments, as Guo et al. (2021) proceeded 

to illustrate. Several tools, like as options and margin accounts, are used to multiply their 

investments. Entrepreneurs can use leverage to sustain their resources. In other respects, 

instead of selling shares to raise income, firms might invest in their operations using debt 

and equity in an effort to boost shareholder value. The ratios of debt to total assets and debt 

to total equity were adopted to gauge how leveraged each bank was financially. 

According to Husna and Satria (2019), debt to total assets ratio identifies the percentage of 

an industry's assets that are financed by debt. One term for it is the debt ratio. This metric is 

closely watched by creditors and lenders due to their desire to know if the business has had 

more debt than assets. Due to the fact that it demonstrates a company's financial stability, 

the debt-to-total-assets ratio is significant for businesses and creditors (Husna & Satria, 

2019). Larger risk is implied by a larger debt ratio since the organization will have trouble 

paying its creditors. The formular adopted from Husna and Satria (2019) was: 

Total Debt 

                                                            Total Assets 

The debt-to-equity ratio is a crucial financial metric that assesses a company's ability to cater 

for its debt by measuring its financial leverage (Nukala & Prasada, 2021). It is determined by 

dividing the total liabilities by the stockholders' equity of the company. It illustrates how 

much a company can borrow to cover its expenses as comparison to using cash on hand. It 

functions as a long-term risk analysis of an organizations financial structure and eventually 

sheds light on its enhancing strategy. Therefore, this study adapted the definition by Nukala 

and Prasada (2021) about debt-to-equity ratio. It is mathematically expressed as: 
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Total Debt 

                                                            Total Equity 

2.1.3 Firm Performance  

According to Úbeda-García et al. (2021), corporate performance is an indicator of an 

organization's capacity to utilize to meet its purpose. There are a lot of measures that can 

assist in assessing a company's performance within a firm. So, financial measures are adapted 

for measuring the performance of the bank firms in Ghana. Among the financial performance 

measures are Return on assets (ROA) and Return on equity (ROE) were adapted for the 

study. 

Return on assets (ROA) is a statistic that contrasts the asset worth of a business with the 

profits it makes over time (Aminah, 2021). Financial analysts use the return on assets method 

to decide how to allocate their resources. According to Aminah (2021), the amount of money 

made from selling widgets minus the costs of materials and labour is what determines how 

efficiently a firm generates income by using its abilities. This difference is known as the 

company's net profit. According to Dwiarti et al. (2021), the ROA is calculated by dividing 

the company's net profit by the value of its assets. 

ROA = Net Profit / Total Assets 

Return on equity, according to Shad et al. (2019), refers to how well a company generates 

returns on the money it receives from its shareholders. When seen together, ROE and ROA 

can be used to measure how successfully a company manages its debt. When a firm takes on 

debt, for example, ROE will nearly always be greater than ROA, but if the gap is significant, 

it could show that the company is not making appropriate use of its borrowed funds. Return 

on equity was calculated by Kusi et al. (2017) as   
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ROE = Net Income or Profits/Total Equity. 

2.1.4 Banking in Ghana 

According to Pamuji (2022), banks act as financial intermediaries, receiving contributions 

and distributing those funds into the economy. Acknowledging the goal of offering financial 

services to British businesses and the colonial administration, the banking industry was 

established Gold Coast era. The first branch of the Bank of the British West Africa, which 

eventually changed its name to Standard Chartered Bank in 1985, was established in Accra in 

1896. (Osei et al. 2020). Due to the bank's success, other foreign banks started working in the 

Gold Coast at the time. The Ghana Commercial Bank was founded in 1953 as the first 

indigenous bank to lessen the dominance of the two foreign banks on the financial sector 

(Osei et al. 2019). 

Numerous domestically established banks began operating as a result of financial sector 

changes and the adoption of the banking law in 1989 (PNDC Law 225) (Duncan, 2020). And 

by independence, there was an excessive amount of government control over the financial 

industry. In 1992, the government started to privatize a few of the state-owned banks, and the 

financial sector's liberalization resulted in both a rise in the number of domestic banks and 

the admission of a number of international institutions into the banking business (Obuobi et 

al. 2019). The Financial Sector Adjustment Programme (FINSAP) and Financial Sector 

Strategic Plan (FINSSIP) deregulations of the financial sector also increased competition in 

the banking sector and improved savings, deposit mobilization, and financial depth. 

However, the disparity among deposit and lending rates was large and lending rates were 

high. 
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Additionally, the 2004 enactment of the new Banking Act resulted in changes to the capital 

requirements and the abolition of secondary reserves (Obuobi et al. 2019). In 2007, the 

minimum capital was increased to GHS 60 million; in 2013, it was increased to GHS 100 

million. The new Act notably instituted the Universal Banking License, which permits banks 

to provide a range of banking services (Kodiah, 2022). which are foreign-owned and 11 of 

which are Ghanaian-owned. Six of these banks control upwards of half of the sector's total 

assets. However, only nine banks that are eligible for this study are listed on the Ghana Stock 

Exchange (GSE). 

2.2 THEORETICAL REVIEW 

The theories are designed to explain, forecast, and comprehend events as well as, in some 

cases, to challenge and advance the current level of knowledge within the parameters of 

significant boundary expectations. A research study's theory may be supported or upheld 

using the theoretical framework (Kivunja, 2018). The theoretical framework outlines the 

justification for why a research issue is being investigated. The assets theory and the agency 

theory were the two theories covered in this study. 

2.2.1 Asset Theory 

According to asset management theory, banks must hold liquid assets in order to seek great 

profits, mitigate risk, and make necessary contingencies (Edem, 2017). According to this 

view, owning short-term assets is necessary to mitigate the impact of banking operations' 

uncertainties and diverse liquidity requirements. According to Edem (2017), banks give 

credit facility to borrowers that are prepared to pay higher interest rates and are improbable to 

default on their repayments in order to acquire the necessary liquidity without incurring 

significant expenditures. Banks are mostly funded by collateralized borrowing rather than just 

assets, which makes it impossible to rely on them in times of financial difficulty (Gertler & 
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Gilchrist, 2018). This describes loans that give the lender a broad statement on the other 

assets of the borrowers and a preferential claim on a specific asset. The amount of liquid 

assets to just be held will vary depending on the bank's perceived demand for liquidity, the 

stream of deposits, the state of the financial markets, and the path of monetary policy.  

Per Bebchuk et al. (2017), the idea of asset management has had some limitations. It focuses 

on asset part of the balance sheet that makes the theory extremely weak in the dynamic 

money markets. The economy has an impact on the lender and how swiftly funding is 

received. Furthermore, it ignores the fact that high profits come with high dangers. According 

to Kontu and Mihanovi (2019), it might be difficult to achieve high returns while retaining a 

significant amount of liquid assets at a minimal risk since cash reserves tend to be pricey and 

volatile to reduce profitability. Additionally, the assets must be appealing and straightforward 

to promote. It was established that inability to do so will result in bankruptcy or the 

requirement for an unsecured loan (Kontuš & Mihanović, 2019).  

The ease of exchange for the money balance is assured to be the only unique function of 

assets in the process of purchasing and letting go of economic means (Edem, 2017). 

Facilitating meetings of financial commitments at maturity is determined by the stock of cash 

balances. In speaking, the likelihood of realizing assets before age without suffering a severe 

capital loss increases as assets approach maturity (Painter, 2020). Banks with the ability to 

fulfil its commitments when due are considered to be more liquid in this sense. Better 

performance is implied by higher ratios, while threats to the bank are indicated by lower 

ratios, which tend to impede bank performance (Edem, 2017).  

Treasury bills and other capital instruments are at low chance of losing of value as a result of 

fluctuations in policy on interest rates because they are held for short periods of time 

(Gagnon et al. 2018).  
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2.2.2 Agency Theory 

The complex interactions that take place amongst proprietors and their agents are described 

using the agency theory notion (Panda & Leepsa, 2017). A principal is essentially someone 

who substantially relies on an agent to carry out certain financial decisions and operations 

with potentially unforeseen outcomes. There may be a number of arguments or disagreements 

since the principal has such confidence in the representative to make the right choice. The 

name "agency theory" refers to the study of such linkages, according to Marashdeh et al. 

(2021). Agency theory is sometimes known as the "agency dilemma" or "agency difficulty." 

When it comes to agency theory and business, the agency theory was very necessary to this 

study, as the theory shown the different goals of the managers and shareholders in an 

organization.  In order to reduce the agency dilemma among shareholders and managers in 

the banking firms in Ghana, this study seeks to examine key performance indicators for 

shareholders in order to actually assess the performance of managers. 

2.3 EMPIRICAL REVIEW 

Empirical review is built more on experiences and observation than on logical reasoning. The 

form consists of a review of recent evidence relevant to a well-defined research question that 

gathers, publishes, and analyses data from the studies using which was before and proven 

identity techniques, relevant research, and critical evaluation included in the review (Booth, 

2016). 

2.3.1 Trend of Liquidity and Financial Leverage 

According to Boadi and Li (2015), the overall debt structure for non-financial enterprises 

listed on the Ghana Stock Exchange consisted of 55% debt, 45% equity, and 48% short-term 

debt. Using panel data technique, Boadi and Li (2015) investigated the relationship 
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amongst leverage and profitability of non-financial enterprises listed on the Ghana stock 

exchange from 2004 to 2010. The exploratory nature of the investigation involved the use of 

Generalized Least Square Regression (GLS). Edited, sorted, and entered into Microsoft 

Excel, the data was then exported into Eviews 7, processed using GLS, and the dependent 

and independent factors were taken into consideration. 

In addition, Boadi and Li (2015) show that ROE was all insignificantly connected to both 

short-term debt and long-term debt, in contrast to Net Profit Margin (NPM) and ROA, which 

were substantially and not favorably associated to total debt. For all debt measures, sales 

growth was strongly and favorably correlated with ROA, ROE, and NPM; however, firm size 

showed a negligible and adverse correlation with these debt measures. There was a negative 

correlation between total debt and profitability ratios indicates that debt financing had no 

impact on the firms' profitability, which is different from what was anticipated. 

Then, according to Georgeta and Elena (2016), the current financial crisis has made the topic 

of liquidity quite interesting. Georgeta and Elena (2016) began with the premise that concerns 

with liquidity and profitability have a substantial impact on the stability and growth of 

businesses. The firms involved on the Bucharest Stock Exchange were the subject of the 

analysis. Data were gathered over a decade, from 2005 to 2014, to examine the changes noted 

just before recession and its subsequent progression. Georgeta and Elena (2016) examined 

the correlations among the studied variables while concentrating on testing a specific model. 

A graphical examination of the trend of the present liquidity and leverage ratios was done in 

the study's first section. In order to track the effects of tax pressure and changes seen 

throughout the financial crisis, the effective tax rate was also examined. 

The study by Georgeta and Elena (2016) employed multivariate regression models for 

unbalanced panel data in its econometric analysis. Return on assets and return on equity were 
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used as accounting tools to assess financial performance. Liquidity and solvency indicators 

were the main factors considered as potential performance-influencing factors for firms. The 

findings demonstrated a negative association between liquidity and company financial 

performance and supported the statistically significant relationship between the examined 

variables. Findings from Georgeta and Elena (2016) also shown that, there were mostly a 

reduction in the trend of the current liquidity ratio as recorded in 2007, 2008, 2010, 2011, 

2012 and 2014 with a rise only in 2006, 2009 and 2013. The trend of the financial leverage 

among the firms in Romania shown a balance of rise and fall but rose in most occasions. 

According to Haslindar and Teik-Cheng (2019), the trade-off argument is supported by the 

results that capital tangibility and growth opportunities demonstrating that enterprises prefer 

to employ long-term debt to finance their fixed assets and growth. According to the pecking 

order theory, it has been found that profitability and liquidity are significantly inversely 

correlated with short-term debt ratio and debt ratio. The utilization of internal resources as a 

concern for financial leverage choices as rather than external sources for longevity and 

performance sustainability is supported by Haslindar and Teik-Cheng (2019).  

Haslindar and Teik-Cheng (2019) looked into the connection across the factors and financial 

leverage of the Malaysian public firms that were still operating. After screening from the total 

of 474 companies, 151 enduring publicly traded corporations in the Bursa Malaysia were 

chosen over the period of 2000 to 2015 (16 years). Before doing panel data analysis, the 

results of the descriptive statistics were gathered using a fixed effect model. Haslindar and 

Teik-Cheng (2019) used business size as a control variable and four independent variables, 

(asset tangibility, growth opportunities, profitability, and liquidity). The trends by Haslindar 

and Teik-Cheng (2019) shown a rise and fall of the financial leverage among public listed 

companies in Malaysia in most times falling than rising.  
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2.3.2 Liquidity and Firms Performance 

The liquidity condition of each organization was found to be of importance to stakeholders in 

a study by (Al Nimer et al., 2015). When selling items on credit, suppliers will assess the 

company's liquidity. Al Nimer et al. (2015) went on to show that workers should be 

concerned about the firm's liquidity to determine if the company can meet its responsibilities 

to pay employees' salaries, pensions, and other benefits. Therefore, a corporation must 

maintain enough liquidity such that liquidity has a significant impact on profits. Al Nimer et 

al. (2015) studied the link between quick ratio liquidity and return on asset (ROA) 

profitability in Jordanian banks. The financial reports from 2005 to 2011 of 15 Jordanian 

banks registered on the Amman Stock Exchange (ASE) were used in the analysis by Al 

Nimer et al. (2015). According to Al Nimer et al. (2015), the independent variable quick ratio 

significantly affects the dependent variable return on asset (ROA). 

According to Edem (2017), the viability, expansion, sustainability, and effectiveness of a 

banking system are significantly influenced by liquidity and bank performance. Planning and 

implementing liquidity correctly helps prevent mistakes from impacting banking operations 

and the economy in the long run. Finding empirical proof of the effect of liquidity 

management on the results of deposit money institutions was the main goal of this study by 

Edem (2017). Between 1986 and 2011, the Nigerian deposit money banking industry, which 

consists of twenty-four (24) institutions, was surveyed. SPSS was used to gather and analyze 

secondary data. Descriptive, correlational, and inferential statistics were utilized by Edem 

(2017). The return on equity of a bank serves as a measure of its profitability. 

Edem (2017) develops three hypotheses, which are then statistically tested using multiple 

linear regression analysis at a five percent level of significance. The results of the empirical 

investigation demonstrate a significant correlation between deposit money banks' 
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effectiveness in Nigeria and their liquidity management. The correlation results suggest a 

positive relationship across return on equity and the liquidity management metrics of liquidity 

and cash reserve ratios, however a negative relationship exists between these metrics and the 

loan to deposit ratio. The primary findings, however, show that only banks with the best 

liquidity were capable of increasing earnings. Edem (2017) came to the conclusion that there 

are issues with excess and illiquidity in bank operational processes, and he advises banks to 

adopt the best liquidity model possible for effectiveness and efficacy. Therefore, the 

hypothesis that was tested was: 

H1: Liquidity has an impact on firm performance 

2.3.3 Financial Leverage and Firms Performance 

Rahman et al. (2020) investigated the effect of financial leverage on business profitability in 

Bangladesh's listed textile industry. The study was conducted using a sample of twenty-two 

(22) textile companies that are on the Designated Stock Exchange (DSE). Rahman et al. 

(2020) state that Return on Equity (ROE) is used to gauge a company's profitability. Rahman 

et al. (2020) discovers a substantial inverse association between leverage and business 

profitability. This finding suggests that the capital structure of the company has a detrimental 

consequence on its profitability. Additionally, Rahman et al. (2020) draws the conclusion that 

the majority of textile companies rely on external debt as a source of funding. Rahman et al. 

(2020) then expressed that businesses should place more emphasis on raising money 

internally to meet their finance demands. 

According to Farhan et al. (2018), the factors affecting a firm's profitability are capital 

structure and sales growth. According to Farhan et al. (2018), the business world's ongoing 

activities and long-term expansions are a persistent source of concern. Considering the 

dynamics of the sector and the national economy, Farhan et al. (2018) sought to examine the 
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ideal level of capital structure that businesses might adopt to enhance their business results. 

The effect of financial leverage on the performance of the corporations has been examined 

using annual data for the Karachi Stock Exchange (KSE) 100 index securities for the years 

2005 through 2014 using Hausman's specification test. For the KSE 100 index listed 

enterprises, ROA, ROE, and TOBIN's Q are used as stand-ins for financial performance 

when compared to financial leverage. 

In a study published in 2016, Adenugba et al. sought to understand the relation 

across financial leverage and business value as well as how it affected firm value. Five (5) 

organizations that were on the Nigerian Stock Exchange (NSE) for a total of six (6) years, 

from 2007 to 2012, comprised the sample. Data came from selected companies' annual 

reports. Financial leverage and institutional ownership have a considerable link, according to 

Adenugba et al. (2016), and financial leverage has a major impact on firm value. Therefore, 

in order to maximize a company's worth, the study by Adenugba et al. (2016) advises that 

financial leverage be optimized by the company. 

In their research, Ahmad et al. (2015) sought to maintained a probabilistic connection 

between financial leverage and the profitability of Pakistan's cement industry. In order to 

achieve this, twenty-one (21) cement producers were included in the study, and six years' 

worth of data, from 2005 to 2010, involving the financial leverage and profitability of the 

aforementioned enterprises, were considered. 108 observations make up the sample size for 

the six (6) year period spanning 18 firms. In order to find a causal connection between the 

variables. Hence this study seeks to test the hypothesis: 

H2: Financial Leverage has an impact on firm performance 
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2.3.4 Financial Leverage, Liquidity and Firms Performance 

According to Hongli et al. (2019), in a survey showed that liquidity, or LIQ, has a 

significantly positive impact on return on equity (ROE), which is utilized as a performance 

indicator. Additionally, Hongli et al (2019) research reveals that financial leverage has a 

significant beneficial impact on a firm's performance (ROA & ROE), with 65% of debt 

utilized to finance a firm's assets, which had a substantial effect on business performance. 

ROA and ROE are chosen by Hongli et al. (2019) as proxies for enterprise performance. 

Using both fixed and random impact models for modeling, Hongli et al. (2019) selected the 

more suitable model. In order to prevent insolvency soon, the study advises management to 

utilize less debt financing but more of their earnings for their operations. 

In a study published by Kajola et al. (2019) used data from seventeen consumer goods 

companies on the Nigerian Stock Exchange between the financial years of 2012 and 2017. 

Multiple regression was used by Kajola et al. (2019), who used pooled Ordinary Least 

Squares as their estimate method. According to Kajola et al. (2019), financial performance is 

significantly impacted by the value of the coefficient and the degree of combined leverage, 

which are used as leverage proxies. Yet, the study was unable to offer empirical proof that the 

current ratio and quick asset ratio, which serve as proxies for liquidity, have a substantial 

impact on the performance of the firms. 

2.4 CONCEPTUAL FRAMEWORK 

A conceptual framework is a researcher's collection of books on how to characterize a 

phenomenon. It depicts the behavior required throughout the investigation, based on prior 

knowledge of the opinions and observations of other academics on the study issue. The 

study's conceptual framework is depicted in Figure 2.1 below: 
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Figure 2.1: Conceptual Framework 

Source: Author’s Construction (2023) 

The conceptual framework, depicts the relationships between the studies’ independent, 

control, and dependent variables. From figure 2.1, financial performance (ROA and ROE) 

were the dependent variables in this study. The control variables were firm size, revenue 

growth, inflation rate, and exchange rate. Liquidity (current ratio and quick ratio) and 

financial leverage were employed as the independent variable. As indicated by the boldface 

arrows in Figure 2.1.  As a result, the goal of this study is to explore the effect of liquidity 

and financial leverage on financial performance of banks on the Ghana Stock Exchange 

(GSE) from 2016–2021. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 INTRODUCTION 

A thorough, systematic study of the approaches applicable to a research topic is referred to as 

methodology. It comprises a theoretical examination of a collection of procedures and 

principles associated with a particular knowledge branch. The research theory, research 

equation, organizational description, estimation, data processing, data interpretation, and the 

topic overview will all be addressed under this heading. 

3.1 STUDY DESIGN 

According to Goundar (2012), explanatory research design helps researchers understand a 

particular problem in depth by providing more information about a specific topic. By 

conducting explanatory research, individuals can predict the cause, or make a hypothesis, 

behind a phenomenon and predict future occurrences hence this study adopted the 

explanatory research design. This study also employed a desk study methodology because the 

majority of the data came from the Bank of Ghana and the Ghana Stock Exchange, both of 

which were easily accessible online. Hongli et al. (2019) work served as the foundation for 

the Desk study.  A quantitative research method was used in this study as adopted by 

Almagtome et al. (2020) as the data was numerically analysed.  

3.2 SAMPLE SIZE AND SAMPLING TECHNIQUE 

The study applied a census sampling technique since the banking firms on the Ghana Stock 

Exchange were only nine. This translates into making the whole sample size nine firms. 

Namely, Access bank, ADB, Cal bank, Ecobank, GCB bank, Republic bank, Societe 
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Generale bank, Standard Chartered bank and Trust bank. All the financial statements of the 

nine banking firms from 2016 to 2021 were analysed in this paper. 

3.3 DATA COLLECTION 

In the study, secondary data were employed. Information from primary sources, such as 

internet searches and archives, can be found in secondary data sources from the Ghana Stock 

Exchange and Bank of Ghana, financial statements from 2016 to 2021 were gathered for this 

study. The financial statements were downloaded from the Ghana Stock Exchange website, 

while the Bank of Ghana's website provided the exchange rates and inflation data.  

3.4 DATA ANALYSIS 

Descriptive analytics was used to analyse and synthesize historical data from banking firms 

to analyse the mean, standard deviation, maximum, minimum, and spot trends among the 

variables. Microsoft excel was a critical component of early data investigations because it 

allowed for the detection of trends, as well as the testing and inference of hypotheses using 

condensed statistics and graphical representation environments. 

SPSS software version 26 was used to analyse the collected data. Regression analysis is being 

used in this research to determine the link between the variables being investigated. 

Specifically, this study adapted multiple linear regression analysis as this study uses two 

dependent variables (ROA and ROE). 

3.5.1 MODEL SPECIFICATIONS 

The study adopted the multiple linear regression model to institute the connection amid the 

variables of banking firms in Ghana as recommended by Ahmad et al. (2015). Linear 

regression has two primary purposes, which is understanding the relationships between 
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variables and forecasting. The coefficients represent the estimated magnitude and direction 

(positive/negative) of the relationship between each independent variable and the dependent 

variable (Senthilnathan, 2019). The model specification is presented as: 

𝑅𝑂𝐴 =  𝛽0 +  𝛽1𝐶𝑅 +  𝛽2𝑄𝑅 +  𝛽3𝑇𝐷𝑇𝐴 +  𝛽4 𝑇𝐷𝑇𝐸 +  𝛽5 𝐹𝑆 + 𝛽6 𝑅𝐺 +  𝛽7 𝐸𝑅 

+ 𝛽8 𝐼𝑅 + 𝜀 … 𝑀𝑜𝑑𝑒𝑙 1 

𝑅𝑂𝐸 =  𝛽0 +  𝛽1𝐶𝑅 +  𝛽2𝑄𝑅 +  𝛽3𝑇𝐷𝑇𝐴 +  𝛽4 𝑇𝐷𝑇𝐸 +  𝛽5 𝐹𝑆 + 𝛽6 𝑅𝐺 +  𝛽7 𝐸𝑅 

+ 𝛽8 𝐼𝑅 + 𝜀 … 𝑀𝑜𝑑𝑒𝑙 2 

Where:            𝑅𝑂𝐴 =  𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐴𝑠𝑠𝑒𝑡𝑠  

𝑅𝑂𝐸 = 𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝐸𝑞𝑢𝑖𝑡𝑦 

𝐶𝑅  =  𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 

𝑄𝑅 =   𝑄𝑢𝑖𝑐𝑘 𝑅𝑎𝑡𝑖𝑜 

                           𝑇𝐷𝑇𝐴 =  𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡 𝑡𝑜 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡 

                           𝑇𝐷𝑇𝐸 =  𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑏𝑡 𝑡𝑜 𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦 

                           𝑅𝐺 =  𝑅𝑒𝑣𝑒𝑛𝑢𝑒 𝐺𝑟𝑜𝑤𝑡ℎ 

𝐹𝑆   =   𝐹𝑖𝑟𝑚 𝑆𝑖𝑧𝑒 

𝐸𝑅 =  𝐸𝑥𝑐ℎ𝑎𝑛𝑔𝑒 𝑅𝑎𝑡𝑒 

𝐼𝑅 =  𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 𝑟𝑎𝑡𝑒 

                           𝛽 = 𝑐𝑜𝑒𝑓𝑓𝑖𝑐𝑖𝑒𝑛𝑡 𝑜𝑓 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑐𝑒 𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠 

𝜺 =  𝐸𝑟𝑟𝑜𝑟 𝑡𝑒𝑟𝑚 𝑤𝑖𝑡ℎ𝑖𝑛 𝑎 𝑐𝑜𝑛𝑓𝑖𝑑𝑒𝑛𝑐𝑒 𝑖𝑛𝑡𝑒𝑟𝑣𝑎𝑙 𝑜𝑓 5% 
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3.5.2 JUSTIFICATION OF VARIABLES 

This study used return on asset and return on equity as adopted by Hongli et al. (2019) as the 

dependent variable. Then current ratio, quick ratio, debt to asset ratio and debt to equity ratio 

served as the independent variable. Firm size, revenue growth, exchange rates and inflation 

rates were then used as control Variables. 

Table 3.1 Justification of variables 

VARIABLES SOURCE JUSTIFICATION 

Return on Asset (ROA) Ghana Stock Exchange As a dependent variable 

Return on Equity (ROE) Ghana Stock Exchange As a dependent variable 

Current Ratio (CR) Ghana Stock Exchange As a liquidity measure 

Quick Ratio (QR) Ghana Stock Exchange As a liquidity measure 

Total Debt to Asset Ratio (TDTA) Ghana Stock Exchange As a financial leverage 

measure 

Total Debt to Equity Ratio (TDTE) Ghana Stock Exchange As a financial leverage 

measure 

Firm Size Ghana Stock Exchange As an Internal control measure 

Revenue Growth Ghana Stock Exchange As an Internal control measure 

Exchange Rate Bank of Ghana As an External control measure 

Inflation Rate Bank of Ghana As an External control measure 

Source: Author’s Construction (2023) 

 

3.6 VALIDITY AND RELIABILITY 

To produce valuable results, research tools must be legitimate and reliable (Kepha, 2016). 

When research tools measure what they're supposed to measure, they're said to be valid. 
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Internal consistency of the study equipment also contributes to reliability. In this project, the 

content validity of the study instrument will be tested using an expert opinion. The unknown 

effect of modifying one variable over another is estimated using multiple linear regression 

(Stock and Watson, 2006). As part of the validity and reliability assessments, the study also 

performed the following diagnostic tests: Multicollinearity Heteroscedasticity test, normality 

test. 
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CHAPTER FOUR 

DATA ANALYSES AND DISCUSSIONS 

4.0 INTRODUCTION 

This chapter presents data analysis and discussions about examining the effect of liquidity 

and financial leverage on financial performance of listed banks on the Ghana Stock Exchange 

(GSE) from 2016–2021. The following analysis have been presented; trend analysis, 

correlation matrix, and regression as well as some selected validity and reliability tests (post 

estimation analysis). 

4.1 TEST OF HETEROSCEDASTICITY 

Heteroscedasticity is used to produce a distinctive fan or cone shape in residual plots. 

Cleasby & Nakagawa (2011), used fitted value plots to analyse the residuals while testing for 

heteroscedasticity. The variance of the residuals increases as the fitted values grow, which is 

a sign of heteroscedasticity. The study employs the Heteroscedasticity Chart Scatterplot Test 

from SPSS and the result is presented in figures 4.1. 
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Figure 4.1 Heteroscedasticity 

Source: Author’s Construction (2023) 

Figure 4.1 is the heteroscedasticity test for the model, where firm performance is used as the 

dependent variable. According to Cleasby and Nakagawa (2011), a heteroscedasticity issue 

can be inferred if there is a certain pattern in the SPSS Scatterplot Graph, such as dots that 

create a regular pattern. In contrast, the absence of a distinct spreading-dots pattern suggests 

that there is no heteroscedasticity issue. There is no discernible spreading-dot pattern, as seen 

in figure 4.1. As a result, it suggests that there is no heteroscedasticity issue. 

4.2 DESCRIPTIVE STATISTICS 

The descriptive statistics for the variables utilized in the investigation are presented in Table 

4.1. Return on Asset (ROA), Return on Equity (ROE), Debt to Asset (DA), Debt to Equity 

(DE), Current Ratio (CR) and Quick Ratio (QR) are some of the elements to consider. 

From Table 4.1, Return on Asset recorded a mean score of 0.02404 and std. deviation of 

0.016916 with a respective maximum value of 0.072 and a minimum value of -0.021. 
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Considering these results, it can be stated clearly that the return to asset from 2016 to 2021 

grew by approximately 0.02%. 

Table 4.1: Summary of Descriptive Statistics 

 

Descriptive Statistics 

 N Minimum Maximum Mean Std. Deviation 

ROA 54 -.021 .072 .02404 .016916 

ROE 54 -.274 .387 .16409 .113704 

DA 54 .287 .958 .82737 .098311 

DE 54 3.675 13.220 6.23857 2.022965 

CR 54 .713 1.486 1.09550 .104649 

QR 54 .703 1.486 1.06389 .139458 

FM 54 5.677 9.735 6.98870 .994379 

RG 54 -.107 .316 .11391 .096604 

IR 54 7.14 17.46 11.1117 3.24661 

ER 54 3.9 5.9 4.933 .7034 

Valid N (listwise) 54 
    

 

Source: Author Construction (2023)  

Again, Return on Equity recorded a mean score of 0.16409 and std. deviation of 0.113704 

with a corresponding maximum value of 0.387 and a minimum value of -0.274. This result 

indicates that the Return on equity was increased by approximately 0.16% within the six 

years. Also, debt to asset showed a mean score of 0.82737 and a std. deviation of 0.098311 

while recording a maximum value of 0.958 and a minimum of 0.287. It shows that the debt to 

asset ratio for those six years interval was approximately 0.83%. 
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Furthermore, debt to equity ratio recorded a mean score of 6.23857 and std. deviation of 

2.022965 with a corresponding maximum value of 13.220 and a minimum value of 3.675. 

This result suggests that debt to equity ratio within the six years from 2016 to 2021 was 

2.02%. Moreover, current ratio for the banking firms recorded a mean score of 1.09550 and 

std. deviation of .104649 with a corresponding maximum value of 1.486 and a minimum 

value of 0.713. That indicated an increase of 1.1% of current ratio for the six years of study. 

It was also revealed that in the case of quick ratio, the minimum value of -0.703 and 

maximum value of 1.486, with a mean of 1.06389 and standard deviation of 0.139458.  

4.3 TREND ANALYSIS OF LIQUIDITY AND FINANCIAL LEVERAGE  

The first objective of the study was to examine the trends of financial leverage and liquidity 

on banking firms in Ghana from 2016 to 2021. Financial leverage and liquidity were 

categorized into four variables, namely Debt to asset (DA), Debt to Equity (DE), Current 

Ratio (CR) and Quick Ratio (QR) were discussed in this section.  

4.3.1 Trend Analysis of Average Debt to Assets (DA) 

Figure 4.2 presents a trend of the average Debt to Assets for banking firms in Ghana from 

2016 to 2021. As presented in the figure 4.2, Debt to Assets has been fluctuating from 2016 

to 2021. The highest steep in fall was in 2020, from 0.8362 in 2019 to 0.7737 in 2020. Then 

experienced the highest rise from 0.7737 to 0.8594 in 2021. 
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Figure 4.2: Trend Analysis of DA 

Source: Ghana Stock Exchange (GSE) 

Debt to Assets rose by approximately 0.98% in 2017, then fell by 1.28% in 2018. Again, debt 

to asset rose by 1.06% in 2019, and fell greatly in 2020 by 8.08%.  Also, there was a great 

rise in the average debt to asset by 9.97%. Debt management has been a very sensitive area 

among the banking firms. The firms seek to use debt to finance their operation but they also 

do not want to rely more on debt. Hence, fluctuating figures in the debt to assets ratio. The 

massive fall in the Debt to Asset ratio in 2020 were as a result of the global hardship in 

operation during the COVID-19 season which resulted most firms managing their financed 

through debt and other credit avenues.  

The fluctuations in the Debt to Asset ratio of Access Bank, Agricultural Development Bank, 

Cal Bank, Eco Bank and GCB with the driving force of the fluctuating average debt to asset 

ratio from 2017 to 2019. In 2020, the debt to asset ratio of The Trust Bank, Standard 

Chartered Bank and Agricultural Development Bank were significant enough to cause the 
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average DA to fall greatly. Then a rise in the DA of Access Bank, Agricultural Development 

Bank and Republic Bank caused the average DA to rise very high in 2021. 

4.3.2 Trend Analysis of Average Debt to Equity (DE) 

Figure 4.3 presents a trend of the average Debt to Equity for banking firms in Ghana from 

2016 to 2021. As presented in the figure 4.3, Debt to Equity has been fluctuating from 2016 

to 2021. The highest steep in fall was in 2020, from 6.7234 in 2019 to 5.6933 in 2020. Then 

experienced a rise from 5.6933 to 5.7707 in 2021.   

 

Figure 4.3: Trend Analysis of DE 

Source: Ghana Stock Exchange (GSE). 

Debt to Equity fell by approximately 5.94% in 2017, then rose by 4.46% in 2018. Again, debt 

to asset rose by 3.56% in 2019, and fell greatly in 2020 by 18.09%.  Then, there was a rise on 

the average debt to equity by 1.34%. Debt management has been a very sensitive area among 

the banking firms. The firms seek to use debt to finance their operation but they also do not 

want to rely more on debt. Hence, fluctuating figures in the debt-to-equity ratio. The massive 
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fall in the Debt-to-Equity ratio in 2020 were as a result of the global hardship in operation 

during the COVID-19 season which resulted in most firms requiring investment in equity.  

The fluctuations in the debt-to-equity ratio of Cal Bank and The Trust Bank with the driving 

force of the fluctuating average debt to equity ratio from 2017 to 2019. In 2020, the debt-to-

equity ratio of all the banks, except Access Bank, Agricultural Development Bank and GCB 

Bank, fell making it significant enough to cause the average DE to fall greatly. Then a rise in 

the DE of most of the banks caused the average DE to rise again in 2021. 

4.3.3 Trend Analysis of Average Current Ratio (CR) 

Figure 4.4 presents the trend of the average current ratio (CR) for banking firms in Ghana 

from 2016 to 2021. As presented in the figure below, current ratio has been experiencing a 

gradual increase and decrease from 2016 to 2018. Then started to rise from 2018 to 2021.   

The average current ratio of the banking firms decreased by 5.61% in 2017, continued falling 

in 2018 by 0.33%. Then started to rise by 2.88% in 2019 and continued rising by 0.97% in 

2020 and a 1.22% rise in 2021. The average fall in the current ratio from 2016 to 2018 was as 

a result of an average fall in current assets of the banking firms on the GSE. 
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Figure 4.4: Trend Analysis of CR 

Source: Ghana Stock Exchange (GSE). 

 

Most firms and entrepreneurs suffered financial problems from 2019 to 2021 as a result of the 

economic breakdown effect of the COVID 19 pandemic. This led to most business owners 

resulting to the various banks for financial supports thereby increasing the receivables of the 

banks for those periods. It resulted in increasing current assets and eventual causing the 

current ratio to rise for those periods.   

4.3.4 Trend Analysis of Average Quick Ratio (QR) 

Figure 4.5 presents the trend of the average quick ratio for banking firms in Ghana from 2016 

to 2021. As presented the figure 4.5, quick ratio has been experiencing some gradual fall 

from 2016 to 2020. But then rose from 2020 to 2021.   
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Figure 4.5: Trend Analysis of QR 

Source: Ghana Stock Exchange (GSE) 

 

The average quick ratio of the banking firms started falling by 0.64% in 2017, 0.19% in 2018, 

0.21% in 2019 and a deep fall of 0.51%. Then a very substantial rise in 2021 by 0.43%. 

4.4 LIQUIDITY AND FIRMS PERFORMANCE 

In order to fulfil the second objective of the study which is to examine the effect of liquidity 

on the financial performance of listed banks on the GSE, the study begins to analyse their 

various correlations. 

4.4.1 Correlation Matrix 

Table 4.2 shows the correlation matrix. When checking the correlation, the correlation value 

of each variable should not be below 0, however, the closer it is to 1.00, the more perfect it is 

correlated. But if the value exceeds 0.8, it indicates that there is a multicollinearity problem. 

This multicollinearity problem was only shown among some of the dependent variables with 
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ROA and ROE recording a pearson correlation of 0.898. The correlation table shows, 

Pearsons’s correlation values from 0 to 0.5 signifies weak positive correlation and from 0.5 to 

1 shows a strong positive correlation among variables. Again, values from 0 to -0.5 shows a 

weak negative correlation whiles values from -0.5 to -1 shows a strong negative correlation.  

Return on asset (ROA) recorded a positive pearson correlation of 0.353 with current ratio and 

0.201 with quick ratio. This indicates that there is a positively weak correlation between 

quick ratio, current ratio and return on asset. Also, return on equity (ROE) recorded a pearson 

correlation value of 0.165 with current ratio and 0.048 with quick ratio. That also shown a 

positively weak correlation between current ratio and quick ratio as their values were below 

0.50.  
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Table 4.2: Correlation Matrix 

 

Correlations 

 ROA ROE DA DE CR QR FM RG IR ER 

ROA Pearson 

Correlation 

1 .898** .198 -.259 .353** .201 .377** .337* -.156 .267 

Sig. (2-tailed)  .000 .151 .059 .009 .144 .005 .013 .259 .051 

N 54 54 54 54 54 54 54 54 54 54 

ROE Pearson 

Correlation 

 1 .245 -.095 .165 .048 .230 .288* -.208 .239 

Sig. (2-tailed)   .074 .494 .233 .733 .095 .035 .132 .082 

N  54 54 54 54 54 54 54 54 54 

DA Pearson 

Correlation 

  1 .450** -.171 -.155 -.033 -.055 .012 -.026 

Sig. (2-tailed)    .001 .217 .262 .814 .693 .934 .854 

N   54 54 54 54 54 54 54 54 

DE Pearson 

Correlation 

   1 -.636** -.455** -.366** -.296* .025 -.129 

Sig. (2-tailed)     .000 .001 .006 .030 .857 .352 

N    54 54 54 54 54 54 54 

CR Pearson 

Correlation 

    1 .763** .415** .288* -.012 .126 

Sig. (2-tailed)      .000 .002 .034 .929 .364 

N     54 54 54 54 54 54 

QR Pearson 

Correlation 

     1 .293* .253 .028 -.029 

Sig. (2-tailed)       .032 .065 .839 .833 
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N      54 54 54 54 54 

FM Pearson 

Correlation 

      1 .406** -.126 .175 

Sig. (2-tailed)        .002 .365 .207 

N       54 54 54 54 

RG Pearson 

Correlation 

       1 -.338* .325* 

Sig. (2-tailed)         .012 .016 

N        54 54 54 

IR Pearson 

Correlation 

        1 -.728** 

Sig. (2-tailed)          .000 

N         54 54 

ER Pearson 

Correlation 

         1 

Sig. (2-tailed)           

N          54 

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

*. Correlation is significant at the 0.05 level (2-tailed). 

 

Source: Author’s construction base on Ghana Stock Exchange (GSE) figures 
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The threshold for significance by the correlation matrix in table 4.2 is 0.05. Therefore, any 

value greater than the 0.05 threshold is not significant but values lesser than the threshold 

indicate significance among those variables. Current ratio had a significant effect on return on 

asset as current ratio recorded a significant value of 0.009. But quick ratio has a significant 

value of 0.144 with return on asset which indicates that quick ratio has no significant effect 

on return on asset. Current ratio and quick ratio recorded a significant value of 0.233 and 

0.733 respectively with return on equity. All that clearly show is that, debt to equity ratio, 

current ratio and quick ratio had no significant effect on return on equity.  

4.4.2 Linear Regression 

Linear regression analysis may be used to discover the relationship between the dependent, 

independent and control variables. The goal of this investigation is to model the link between 

the explanatory and secondary data that were collected. The first model is to investigate the 

link between the independent variable and the dependent variable (ROA). The second 

variable investigates the link between the independent variable and the dependent variable 

(ROE). 

Table 4.3: Model Summary (ROA) 

 

Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .570a .325 .205 .015086 

a. Predictors: (Constant), ER, DA, QR, FM, RG, DE, IR, CR 

Source: Author's Estimation (2023) 

Table 4.3 Model 1 R square was the researcher's first piece of information that he saw. R 

square was found to have a value of 0.570 or 57.0 per cent. This indicates that the 

independent and control variables explain 57.0 per cent of the total variation. Errors account 
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for the remaining 0.015086. This shows that the independent variables do explain the 

dependent variable very well. 

Table 4.4: ANOVA (ROA) 

 

ANOVAa 

Model 

Sum of 

Squares Df 

Mean 

Square F Sig. 

1 Regression .005 8 .001 2.705 .016b 

Residual .010 45 .000   

Total .015 53    

a. Dependent Variable: ROA 

b. Predictors: (Constant), ER, DA, QR, FM, RG, DE, IR, CR 

Source: Author’s Estimation (2023) 

The dependent variable is influenced by the independent variable and control variable, as 

shown in Table 4.4. It is significant if the independent variable and control variables affects 

the dependent variable and vice versa. The researcher's attention is drawn to the value in the 

"Sig" column in this ANOVA table. 

This is since it displays the ANOVA's precise significance level. To be considered 

significant, the value in the "Sig" column must be less than the P-value (0.050). Model 1 

indicates a value of 0.016, which is lower than 0.05, shows that the independent variables and 

control variables are significant to return on asset.  
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Table 4.5: Coefficients (ROA) 

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -.091 .046  -1.965 .056 

DA .054 .024 .316 2.242 .030 

DE -.001 .002 -.162 -.885 .381 

CR .038 .037 .233 1.006 .320 

QR -.010 .024 -.085 -.433 .667 

FM .003 .002 .170 1.181 .244 

RG .026 .026 .150 1.030 .308 

IR .000 .001 .055 .299 .766 

ER .004 .004 .184 .981 .332 

a. Dependent Variable: ROA 

Source: Authors Estimation (2023) 

The significant value is defined as a P-value of less than 0.05 in the coefficient table. Current 

ratio has “Sig” of 0.320 and quick ratio has “Sig” of 0.667. That shown that current ratio and 

quick ratio do not have any significant effect on the return of assets of banks listed on the 

Ghana Stock Exchange GSE.  

Table 4.6: Model Summary (ROE) 

Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

2 .460a .211 .071 .109586 

a. Predictors: (Constant), ER, DA, QR, FM, RG, DE, IR, CR 

Source: Author's Estimation (2023) 

Table 4.6 Model 2 R square was the researcher's first piece of information that he saw. R 

square was found to have a value of 0.460 or 46.0 per cent. This indicates that the 
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independent and control variables explain 46.0 per cent of the total variation. Errors account 

for the remaining 0.109586. This shows that the independent variables do explain the 

dependent variable well. 

Table 4.7: ANOVA (ROE) 

 

ANOVAa 

Model 

Sum of 

Squares Df 

Mean 

Square F Sig. 

2 Regression .145 8 .018 1.507 .182b 

Residual .540 45 .012   

Total .685 53    

a. Dependent Variable: ROE 

b. Predictors: (Constant), ER, DA, QR, FM, RG, DE, IR, CR 

Source: Author’s Estimation (2023) 

The dependent variable is influenced by the independent variable and control variable, as 

shown in Table 4.6. It is significant if the independent variable and control variables affects 

the dependent variable and vice versa. The researcher's attention is drawn to the value in the 

"Sig" column in this ANOVA table. This is since it displays the ANOVA's precise 

significance level. Model 2 indicates a value of 0.182.  

Table 4.8: Coefficients (ROE) 

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

2 

 

(Constant) -.306 .336  -.911 .367 

DA .360 .176 .311 2.044 .047 

DE -.005 .011 -.098 -.493 .625 

CR .181 .272 .166 .664 .510 
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QR -.114 .174 -.140 -.657 .515 

FM .009 .018 .080 .510 .613 

RG .212 .185 .180 1.142 .259 

IR -.002 .007 -.069 -.343 .733 

ER .014 .033 .087 .430 .669 

a. Dependent Variable: ROE 

Source: Authors Estimation (2023) 

The significant value is defined as a P-value of less than 0.05 in the coefficient table. Current 

ratio has “Sig” of 0.510 and quick ratio has “Sig” of 0.515. That shown that current ratio and 

quick ratio do not have any significant effect on return of equity of banks listed on the Ghana 

Stock Exchange GSE.  

4.5 FINANCIAL LEVERAGE AND FIR004DS PERFORMANCE 

Table 4.2 which is the correlation matrix shown that return on asset (ROA) recorded a 

positive pearson correlation value of 0.198 with debt to asset ratio but a negative value of -

0.259 with debt-to-equity ratio. This indicates that there is a positively weak correlation 

between debt to asset ratio and return on asset but a weak negative correlation between debt-

to-equity ratio and return on asset. Also, return on equity (ROE) recorded a pearson 

correlation value of 0.245 with debt to asset ratio and a negative correlation value of -0.095 

with debt to equity. That also shown a positively weak correlation between debt to asset and 

return on equity and a negatively weak correlation between return on equity and debt to 

equity ratio as shown in table 4.2. 

Debt to asset has a significant value of 0.151 with return on asset which indicates that debt to 

asset has no significant effect on return on asset. Return to asset then had a significant value 

of 0.059 with debt to equity indicating there is no significant effect of return to asset on debt-

to-equity ratio since the significant value is higher than the threshold of 0.05. The correlation 
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matrix also shown that debt to asset had a significant value of 0.074 with return on equity 

meaning debt to asset has no significant impact on return on equity of the banks listed on the 

Ghana Stock Exchange (GSE). Again, debt to equity ratio shown a significant value of 0.494 

with return on equity from table 4.2. 

The linear regression coefficient table 4.5 indicated debt to equity ratio has “Sig” of 0.381. 

That shown that debt to equity did not have any significant effect on the return of assets of 

banks listed on the Ghana Stock Exchange GSE. But, debt to asset ratio recorded a 

significant value of 0.030 which is lower than the threshold. This mean that debt to asset ratio 

have a significant effect on the return of asset of banks on the GSE. Also, table 4.8 shown 

debt to equity ratio has “Sig” of 0.625. That shown that debt to equity did not have any 

significant effect on return of equity of banks listed on the Ghana Stock Exchange GSE. But, 

debt to asset ratio recorded a significant value of 0.047 which is lower than the threshold. 

This mean that debt to asset ratio have a significant effect on the return on equity of banks on 

the GSE. 

4.6 FINANCIAL LEVERAGE, LIQUIDITY AND FIRMS PERFORMANCE 

From table 4.2, debt to equity recorded a pearson correlation value of -0.636 and -0.455 with 

current ratio and quick ratio respectively. These values show debt to equity have a negative 

correlation with current ratio and quick ratio. However, since their pearson correlation value 

for quick ratio is less than -0.5, its negative correlation is weak. But the value for current ratio 

is higher than -0.5 which shows that debt to equity ratio have a strong negative correlation 

with current ratio. And there is a strong positive correlation between current ratio and quick 

ratio as they recorded a pearson correlation value of 0.763.  

Model 1 (table 4.5) shows Firm size has “Sig” of 0.244, Revenue Growth has “Sig” of 0.308, 

Exchange rate has “Sig” of 0.332 and Inflation rate has “Sig” of 0.766. Since firm size, 
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revenue growth, exchange rate and inflation rate have a P-value greater than 0.05, its shows 

that all the control variables are not significant to return on asset. Model 2 (table 4.8) shows 

Firm size has “Sig” of 0.613, Revenue Growth has “Sig” of 0.259, Exchange rate has “Sig” 

of 0.669 and Inflation rate has “Sig” of 0.733. Since firm size, revenue growth, exchange rate 

and inflation rate have a P-value greater than 0.05, its shows that all the control variables are 

not significant to return on equity. 

4.7 DISCUSSION OF RESULTS 

The first objective of the study was to examine the trends of financial leverage and liquidity 

on banking firms in Ghana from 2016 to 2021. According to Georgeta and Elena (2016), the 

trend of liquidity of Bucharest Stock Exchange rose and fell relatively as the years goes by 

from 2005 to 2014 among various firms. This findings by Georgeta and Elena (2016) agrees 

with the findings of this studies as the liquidity ratios (current ratio and quick ratio) of the 

banks in Ghana also rose and fell relatively from 2016 to 2021. 

Considering the secondary objective of this research, which seems to establish the effect of 

liquidity on the financial performance of listed banks on the GSE, this study shows that 

current ratio and quick ratio, representing liquidity, has a positive correlation with both return 

on asset and return on equity, representing financial performance.  Current ratio shows to be 

significant to return on asset but not with return on equity. But quick ratio did not have any 

significant effect on both return on asset and return on equity. Then according to the 

regression coefficients, both current ratio and quick ratio did not have any significant effect 

on either return on asset or return on equity.  

However, this contradicts with Al Nimer et al. (2015) studies about the relationship between 

quick ratio liquidity and return on asset (ROA) profitability in Jordanian banks. The financial 
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reports from 2005 to 2011 of 15 Jordanian banks registered on the Amman Stock Exchange 

(ASE) were used in the analysis (Al Nimer et al., 2015). According to Al Nimer et al. (2015), 

the independent variable quick ratio significantly affects return on asset (ROA). That implied 

that liquidity has a major impact on profitability in Jordanian banks but that does not seem to 

be the case on liquidity on ROA and ROE among banks in Ghana.  

The findings of this studies agree with the findings by Edem (2017). Edem (2017) developed 

three hypotheses, which were then statistically tested using multiple linear regression analysis 

at a five percent level of significance. The results of the empirical investigation demonstrate a 

significant correlation between deposit money banks' effectiveness in Nigeria and their 

liquidity management. The correlation results suggest a positive relationship across ROE and 

liquidity. That goes in line with the correlation results from this study. 

The next objective of this study which was, to examine the impact of financial leverage on 

the financial performance of listed banks on the GSE, was achieved as the results showed that 

DA had a positive correlation with both ROA and ROE according to the correlation matrix. 

On the other hand, DE too shown a negative correlation with return on asset and return on 

equity. Then the coefficients show that debt to asset has a significant impact on both return 

on asset and return on equity. But debt to equity did not show any level of significance with 

either return of asset or return on equity.  

The findings from this study disagrees with Rahman et al. (2020), as Rahman et al. (2020) 

investigated the effect of financial leverage on business profitability in Bangladesh's listed 

textile industry. Rahman et al. (2020) study was conducted using a sample of twenty-two (22) 

textile firms on the Designated Stock Exchange (DSE). Rahman et al. (2020) state that Return 

on Equity (ROE) is used to gauge a company's profitability and that debt to equity are 

utilized as stand-ins for financial leverage. Rahman et al. (2020) discovered a substantial 
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inverse association between leverage and business profitability. But our findings did not 

show any significance and impact amongst debt to equity and return on equity. 

In a study conducted by Ahmad et al. (2015) established a probabilistic connection between 

financial leverage and the profitability of Pakistan's cement industry. Twenty-one (21) 

cement producers were taken into account. 108 observations made up the sample size for the 

six (6) year period spanning 18 firms. In order to find a causal connection between the 

variables. According to Ahmad et al. (2015), financial leverage has a significant negative 

impact on profitability. However, the findings from this study show a positive impact of debt 

to asset on both return on asset and return on equity. That is contrary to the findings of 

Ahmad et al. (2015) as Ahmad et al., (2015) recorded a negative impact on profitability. 

The last objective of this study, which is to show the comparative nature financial leverage 

and liquidity have on the financial performance of banks found on the GSE, can be seen as 

debt to asset, current ratio and quick ratio has a positive strong correlation with both ROA 

and ROE, but debt to equity recorded negative correlation with ROA and ROE according to 

the correlation matrix. Only current ratio shown some level of significance with return on 

asset of banking firms in Ghana according to the correlation matrix. But according to the 

regression coefficient, only debt to asset had a significant impact on the firm’s performance 

of banking firms in Ghana.  

According to Hongli et al. (2019), in a survey showed that liquidity has a significantly 

positive impact on return on equity (ROE), which was utilized as a performance indicator. 

Additionally, Hongli et al (2019) research revealed that financial leverage has a significant 

beneficial impact on a firm's performance (ROA & ROE), with 65% of debt utilized to 

finance a firm's assets, which has a significant effect on business. ROA and ROE were 
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chosen by Hongli et al. (2019) as proxies for enterprise performance. But the findings by 

Hongli et al. (2019) does not agree with our findings from this study. 

However, the findings of this study agree with the findings by Kajola et al. (2019). Kajola et 

al. (2019) used data from seventeen consumer goods companies listed on the Nigerian Stock 

Exchange between the financial years of 2012 and 2017. Multiple regression was used by 

Kajola et al. (2019), who used pooled Ordinary Least Squares as their estimate method. 

According to Kajola et al. (2019), financial performance was significantly impacted by the 

value of the coefficient and the degree of combined leverage, which were used as leverage 

proxies. 
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CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.0 INTRODUCTION  

This chapter summarizes the key outcomes of the data. This section also provides conclusions 

and recommendations as well as proposals for future research studies. 

5.1 SUMMARY OF FINDINGS 

The summary of this study is categorized according to the various specific objectives. 

5.1.1 Trends of Financial Leverage and Liquidity 

The study revealed that the trend of the average debt to assets fluctuated from 2016 to 2021. 

The highest steep in fall was in 2020, from 0.8362 in 2019 to 0.7737 in 2020. Then 

experienced the highest rise from 0.7737 to 0.8594 in 2021. Also, the trend of the average 

debt to equity ratio were fluctuating from 2016 to 2021. The highest steep in fall was in 2020, 

from 6.7234 in 2019 to 5.6933 in 2020. Then experienced a rise from 5.6933 to 5.7707 in 

2021.  

Then for the liquidity ratio, the study revealed that the trend of the average current ratio did 

experience a gradual increase and decrease from 2016 to 2018. Then started to rise from 2018 

to 2021. Again, the trend of the average quick ratio experienced some gradual fall from 2016 

to 2020. But then rose from 2020 to 2021. 

5.1.2 Liquidity and Firm Performance 

Return on asset (ROA) recorded a positive pearson correlation of 0.353 with current ratio and 

0.201 with quick ratio. This indicates that there is a positively weak correlation among quick 

ratio, current ratio and return on asset. Also, ROE recorded a pearson correlation value of 
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0.165 with current ratio and 0.048 with quick ratio. That also shown a positively weak 

correlation between current ratio, quick ratio and return on equity their values were below 

0.50. Also from the correlation matrix, current ratio had a significant impact on return on 

asset as current ratio recorded a significant value of 0.009. But quick ratio has a significant 

value of 0.144 with return on asset which indicates that quick ratio has no significant effect 

on return on asset. Current ratio and quick ratio then recorded a significant value of 0.233 and 

0.733 respectively with return on equity. All that clearly show is that, debt to equity ratio, 

current ratio and quick ratio had no significant effect on return on equity. 

But from the regression coefficient current ratio has “Sig” of 0.320 and quick ratio has “Sig” 

of 0.667. That shown that current ratio and quick ratio do not have any substantial effect on 

the return of assets of banks on the GSE. Also, current ratio has “Sig” of 0.510 and quick 

ratio has “Sig” of 0.515. That shown that debt to equity, current ratio and quick ratio do not 

have any significant effect on return of equity of banks listed on the Ghana Stock Exchange. 

5.1.3 Financial Leverage and Firm Performance 

Return on asset (ROA) recorded a positive pearson correlation value of 0.198 with debt to 

asset ratio but a negative value of -0.259 with debt-to-equity ratio. This indicates that there is 

a positively weak correlation between DA ratio and return on asset but a weak negative 

correlation across debt-to-equity ratio and return on asset. Also, ROE recorded a pearson 

correlation value of 0.245 with DA and an inverse correlation value of -0.095 with debt to 

equity. That also shown a positively weak correlation between debt to asset and ROE and a 

negatively weak relationship between return on equity and debt to equity ratio according to 

the correlation matrix.  

Debt to asset has a significant value of 0.151 with return on asset which indicates that debt to 

asset has no significant impact on ROA. Return to asset then had a significant value of 0.059 
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with debt to equity indicating there is no substantial effect of return to asset on debt-to-equity 

ratio since the significant value is higher than the threshold of 0.05. The correlation matrix 

also shown that debt to asset had a significant value of 0.074 with return on equity meaning 

debt to asset has no significant impact on return on equity of the banks listed on the Ghana 

Stock Exchange. Again, debt to equity ratio shown a significant value of 0.494 with return on 

equity. 

5.1.4 Financial Leverage, Liquidity and Firm Performance 

Debt to asset recorded a pearson correlation value of -0.171 and -0.155 with current ratio and 

quick ratio respectively. These values show debt to asset have a negative correlation with 

current ratio and quick ratio. However, since their pearson correlation value is less than -0.5, 

their negative correlation is weak. But debt to asset ratio recorded a pearson correlation value 

of 0.450 with debt-to-equity ratio. That indicates, debt to asset have a positive correlation 

with debt to equity, which is a weak one. Debt to equity recorded a pearson correlation value 

of -0.636 and -0.455 with current ratio and quick ratio respectively.  

These values show debt to equity have an inverse relationship with current ratio and quick 

ratio. However, since their pearson correlation value for quick ratio is less than -0.5, its 

negative correlation is weak. Also from the correlation matrix, liquidity (current ratio) had a 

significant impact on return on asset as financial leverage did not have any significant impact 

on either ROA or ROE. But from the regression coefficient, financial leverage (debt to asset) 

did have a positive significant impact on both ROA and ROE and liquidity did not. 

5.2 CONCLUSION 

The principal aim of this study is to examine the effect of liquidity and financial leverage on 

financial performance of listed banks on the Ghana Stock Exchange (GSE) from 2016–2021. 

The study concludes that, debt to asset ratio, current ratio and quick ratio had a positive 
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pearson correlation with return on asset according to the correlation matrix. But debt to 

equity ratio had a negative pearson correlation with return on asset. Then debt to asset, debt 

to equity and quick ratio had no significance effect on return on assets from the correlation 

matrix. But current ratio had a significant impact on return on asset according to the 

correlation matrix. The regression coefficient also concluded that debt to equity, current ratio 

and quick had no significance effect on return on asset. That meant that, the rise and fall in 

DA, CR and QR among the banking firms have no effect on return on asset of banking firms 

listed on the Ghana Stock Exchange. 

Again, DA, CR and QR had a positive pearson correlation with return on equity according to 

the correlation matrix. But debt to equity ratio had a negative correlation with ROE. Then 

DA, DE, CR and QR had no significance effect on ROE from the correlation matrix. The 

regression coefficient also concluded that debt to equity, current ratio and quick had no 

significance effect on return on equity. That meant that, the rise and fall in debt-to-equity 

ratio, current ratio and quick ratio among the banking firms have no effect on return on 

equity of banking firms listed on the Ghana Stock Exchange (GSE). But the regression 

coefficient shown that debt to asset had a significant impact on both ROA and ROE on the 

various banks in Ghana, meaning debt to asset ratio have a significant impact on the firms’ 

performance of the banks in Ghana. 
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5.3 RECOMMENDATIONS 

5.3.1 Recommendations of the study 

The following recommendations are been made base on the objectives of the study: 

1. Policy makers (Government and Central Bank) should take into consideration the 

values of the debt to asset ratio along with capital adequacy ratio in assessing the 

solvency of the various firms. 

2. Managers of the various banks listed on the Ghana Stock Exchange (GSE) should 

focus on debt to asset ratio as one of their solvency indicators ahead of debt to equity, 

current ratio and quick ratio. 

3. Investors (both internal and external) should assess the banks with their debt to asset 

ratio as a measure in ascertaining the solvency nature of the various banks. This 

would give them a clearer picture as to where to invest more and less. 

5.3.2 Recommendation for further studies 

Studies should be carried out in the following areas: 

1. Further studies should be carried on the impact of financial leverage and liquidity on 

firms’ performance among the mining firms in Ghana. 

2. Further studies should also be carried on impact of financial leverage and liquidity on 

firms’ performance among the banking firms in other West African countries. 
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