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Abstract
This study examines the influence of bank-specific and macroeconomic factors on
commercial banks profitability in Ghana. The study employed the ordinary least square
regression model to analyse the data obtained from the annual financial statements of five
commercial banks from 2010 to 2015. The empirical results suggest that bank size, liquidity,
capital adequacy, asset management, expense management, and real interest rate are
positively related to profitability. GDP growth and inflation rate on the other hand, are related
negatively to profitability. However, only bank size, liquidity, and expense management have
a significant effect on commercial banks profitability. It can be observed that commercial
banks profitability in Ghana is largely determined by bank-specific factors, whereas
macroeconomic factors have an insignificant impact on banks profitability for the period
considered. Therefore, it is crucial for management of commercial banks in Ghana to
efficiently manage the factors that contribute to their profitability in order to enhance superior
performance.
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1. Introduction
The strength and sustainability of a county’s banking system serve as one of the key
determinants of its economic growth and development. Ghana’s banking sector is one of the
services sectors contributing to the growth of the economy. It plays a crucial role in
employment, human resource transfer, and capital mobilisation.
In recent years, the banking sector has undergone significant transformation and continue to
develop new regulations and guidelines with the aim of maintaining stability. The sector has
also experienced a significant development after the enactment of the Financial Sector
Adjustment Programme (FINSAP) in 1988 under the Economic Recovery Programme in the
1980s (Owusu-Antwi, 2011). The FINSAP was implemented to help mitigate the challenges
faced by banks in Ghana in terms of low profitability, the low level of innovation and
technology, low competition, and liquidity challenges (Anin, 2000). The economic reforms
have also helped in the financial sector liberalisation in Ghana leading to an increase in the
number of banks in the country. According to the 2014 annual report of the Ghana Banking
Survey, 28 universal banks operate in Ghana including domestic and foreign banks, 58
non-banking institutions, and 137 rural and community banks.
The increasing number of banks in Ghana has brought about efficiency and competition in
the banking sector which has led to growth in profitability of banks, especially commercial
banks in the country. Commercial banks take a share of 75% of the total assets of Ghana’s
financial system (IMF Country Report, 2011). The growing trend in banks profitability has
attracted the attention of academic researchers and policy makers in the fields of economics
and finance. It is therefore imperative to investigate to find out what factors influence banks
profitability in Ghana. This study uses bank level data which spans from 2010-2015
comprising of five selected commercial banks in Ghana to find out the factors that determine
commercial banks profitability.
2. Literature Review
Bank profitability according to several studies is measured using Return on Assets (ROA),
Return on Equity (ROE), and Net Interest Margin (NIM). The determinants of profitability of
banks are usually classified as internal and external determinants. Husni (2011) explained that
the internal determinants refer to the factors that affect the cost and revenue of banks and are
within the control of management. Some studies further classified these internal factors into
financial statement factors and non-financial statement factors. The external determinants of
bank profitability on the other hand, refer to the factors that originate from macroeconomic
conditions (for example; GDP, Inflation, Exchange rate, etc.) and industry related factors that
cannot be controlled by banks, but they have a significant impact on banks profitability
(Kraka & Ameyaw, 2010). The empirical literature as discussed below explore both the
internal and external factors that determine the profitability of banks.
Ali et al. (2011) made an assessment on the factors determining commercial banks
profitability in Pakistan using Return on Assets (ROA) and Return on Equity (ROE) as
measures of profitability. Employing a regression analysis, the results revealed that efficient
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bank asset management and economic growth are significant determinants of bank
profitability when measured by ROA and ROE. The results also indicated that high credit risk
and capitalisation insignificantly influence profitability in terms of ROA. The operational
efficiency of banks impacts significantly on bank profitability in terms of ROE.
Athanasoglou et al. (2006) used external and bank-specific factors affecting bank profitability
to examine the determinants of profitability in Greek banks for the period 1985 to 2001. The
findings presented macroeconomic variables (inflation, GDP, interest rate, taxation) and
bank-specific factors to have a positive impact on bank profitability. The results also showed
that industry specific factors do not influence bank profitability. Similarly, Molyneux &
Thornton (1992) established that interest rate by Central bank, inflation, and GDP are
positively related to bank profitability.
Employing a panel data regression analysis, Al-Haschimi (2007) examined the determinants
of bank profitability in 10 Sub-Sahara African countries. Using Net Interest Margin (NIM) as
a measure of bank profitability, the study reported credit risk and operating efficiencies as the
significant factors influencing bank profitability. Macroeconomic factors in his study, have
limited impact on bank profitability in Sub-Sahara Africa. Also in Sub-Sahara Africa, Flamini
et al. (2009) used cross-sectional data involving a sample of 389 banks to determine bank
profitability in 41 Sub-Sahara African countries. By applying the Ganger-Causality test, the
results found that bank size, diversification, and private ownership contribute to the higher
profitability of banks while credit risk contributes negatively to bank profitability.
Saunders & Schumacher (2000) in an analysis of the determinants of profitability (measured
by Net Interest Margin) in six countries in the EU and US, used a time series data for the
period 1988 to 1995. By applying the Saunders and Ho model, the findings revealed that
interest rate restriction on bank deposits, capital to asset ratio, and reserve requirements
impact significantly on bank profitability.
Zuttah (2004) made a comparative analysis on the performance of banks in Ghana using
Standard Chartered Bank and Ghana Commercial Bank as units for the analysis. His study
used bank level data for the period 1990-2003. The findings of the study established that
operational procedures of bank management significantly impact on the performance of the
two banks considered.
Almazari (2011) analysed the financial performance of 7 banks in Jordan for the period 2005
to 2009. Using ROA and Net Income size as measures of bank profitability, the results found
that higher credits, bank deposits, and shareholders’ equity do not depict banks profitability.
The results also found that asset utilisation, asset size, and operational efficiency are
positively correlated with banks profitability.
Al-Tamimi & Hussein (2010) in determining the factors affecting the financial performance
of banks in UAE from 1996-2008, used Return on Assets and Return on Equity as measures
of bank profitability. The research concluded that liquidity and bank concentration
significantly determine the financial performance of Conventional banks in the UAE.
Sufian (2009) assessed the determinants of commercial banks performance in Malaysia
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employing bank level data covering 2000-2004. The findings of the analysis revealed that
higher credit risk and loan concentration negatively affect bank profitability. The results
further presented higher level of bank capitalisation, higher operational expenses, and higher
net income as factors impacting positively on bank profitability.
Petria et al. (2015) in an assessment of the determinants of bank profitability in EU-27 over
the period 2004 to 2011, used ROA and ROE as bank profitability measures. The empirical
results indicate that credit and liquidity risk, diversification of operations, competition, and
GDP have a positive effect on bank profitability. However, only competition significantly
determines the variations in bank profitability in the EU-27.
Gyamerah & Amoah (2015) assessed the determinants of local and foreign banks profitability
in Ghana using bank-specific and macroeconomic factors. The research concluded that bank
size and credit risk have a positive relationship with profitability while cost management and
profitability are inversely related.
Tariq et al. (2014) made an empirical analysis of the determinants of commercial banks
profitability in Pakistan from 2010-2014 using regression analysis. The results reported that
asset quality, bank size, and capitalisation impact positively on the higher profitability of
banks. Also in Pakistan, Gul & Zaman (2011) examined the determinants of bank profitability
in 10 top banks using internal factors affecting profitability. The results asserted that bank
assets, total loans, equity and total deposits impact significantly on bank profitability.
3. Methodology
3.1 Sample Size and Data
Five commercial banks were selected for this study based on the availability of data. The
selected banks were GCB Bank Limited, CAL Bank Limited, Standard Chartered Bank
Ghana Limited, Ecobank Ghana Limited, and Societe Generale Ghana. The main sources of
data for this study comprised mainly secondary data. The data for the dependent variable and
the bank-specific variables was obtained from the annual financial statements of the selected
banks. The data for the macroeconomic factors was obtained from the World Bank
Development Indicators and the Bank of Ghana.
3.2 Description of Variables
From the results of the literature review, several factors have been identified as measures and
indicators of bank profitability. This study used one dependent variable and eight independent
variables consisting of both bank-specific and macroeconomic factors determining banks
profitability.
3.2.1 Dependent Variable
Most studies conducted on bank profitability (for example; Khrawish, 2011; Qin & Dickson,
2012; Flamini et al., 2009) have used ROA, ROE, and Net Interest Margin (NIM) as the
possible profitability measures of banks. In this study, ROA is used as a measure of bank
profitability. ROA refers to the ratio of Net Income divided by Total Assets. In general, the
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literature on banks profitability has emphasised greatly on ROA as the best measure of
profitability as it makes an assessment of the efficiency and effectiveness of the bank
management in transforming assets into profits (Obamuyi, 2013).
3.2.2 Independent Variables
3.2.2.1 Bank-Specific Variables
Bank Size: The total assets of banks are usually used as a measure of bank size. According to
Ben Naceur & Goaied (2008), the ability of banks to benefit from economies of scale
depends on its size. In general, bank size is expected to have a positive influence on bank
profitability (Smirlock, 1985).
Liquidity: Banks are mandated to maintain a certain level of liquid assets in running their
activities, and insufficient liquidity may lead to banks failure (Rasiah, 2010). Liquidity is
measured by the ratio of loans to deposits. According to Bourke (1989), liquidity is positively
related to bank profitability.
Capital Adequacy: This indicates the capital strength of a bank measured by the ratio of
equity to total assets. Higher capital adequacy ratio depicts the ability of a bank to finance its
activities with less external funding. Capital adequacy ratio and profitability are expected to
relate positively (Berger, 1995).
Asset Management: The ratio of operating income to total assets is used as a proxy of asset
management. Efficient asset management is expected to have a positive influence on bank
profitability.
Expenses Management: The ratio of operating expenses to total assets is used as a measure
of expenses management. Effective management of expenses will lead to higher profitability.
According to Athanasoglou et al. (2006), profitability and expenses management are expected
to have a negative relationship.
3.2.2.2 Macroeconomic Variables
GDP: GDP measures the economic activity of a country. Obamuyi (2013) stated that GDP
defines the favourable and unfavourable economic conditions of a country which have an
impact on banks deposits and loans. This study used the annual GDP growth as a proxy for
GDP. GDP growth is expected to have a positive relationship with profitability.
Inflation Rate: Inflation rate in a country contributes to the variations of bank profitability
(Ravell, 1979). According to Rasiah (2010), central banks on their effort to control inflation,
tend to increase the lending rate which impacts on bank profitability. Inflation and
profitability may relate positively or negatively (Perry, 1992).
Real Interest Rate: The real interest rate is expected to impact positively on bank
profitability. This is because when the real interest rate by the central bank increases, the
lending rate by commercial banks to customers also increases which contribute to
profitability.
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3.3 Model Specification and Analytical Approach
The study used multiple regression analysis to establish the relationship and the significance
of the independent variables on bank profitability. The regression model is presented as:
ROAit = a0 + b1BSizeit + b2LQit + b3CAit + b4AMit + b5EMit + b6GDPit +b7Infit +b7Ir +
where the subscript represents banks i in year t. The symbol a refers to the intercept and b
refers to the regression parameters. ROA is the dependent variable which represents
profitability. Bank Size, Liquidity, Capital adequacy, Asset Management, Expenses
Management, GDP, Inflation, and Real Interest Rate are represented by BSize, LQ, CA, AM,
EM, GDP, Inf, and Ir respectively.  refers to the error term.
4. Analysis and Results
4.1 Results of the Descriptive Statistics and Correlation Analysis
Before estimating the determining factors of banks profitability, the study carried out
descriptive statistics on the dependent and independent variables as shown below:

Table 1. Descriptive statistics
Variables

Mean

Stand Dev.

Minimum

Maximum

ROA

11.50

2.94

6.3

19.0

Bank Size

2.59

1.53

0.51

6.70

Liquidity

63.62

23.88

23.1

122.7

Capital Adequacy

14.0

2.81

7.2

18.4

Asset Management

13.44

2.34

8.8

19.5

Expenses Management

6.6

1.88

3.9

10.2

GDP Growth

7.7

3.49

3.9

14.0

Inflation Rate

12.0

3.18

8.7

17.1

Real Interest Rate

17.5

0

28.0

12.67

From Table 1, the descriptive statistics shows the average (mean), standard deviation,
minimum and maximum values of each variable. As presented in the results, commercial
banks in Ghana have an average ROA of 11.5% with an estimated minimum value of 6.35%
and maximum value of 19%. Bank size has the lowest mean and standard deviation of 2.59
and 1.53 respectively. The standard deviation value of bank size is an indication of less
fluctuation in the value of total assets of commercial banks in Ghana. On an average, the
capital adequacy ratio is estimated at 14% with a minimum and maximum values of 7.2% and
18.4% respectively. The average capital adequacy ratio of 14% exceeds the 10% minimum
capital adequacy requirement imposed on commercial banks by the Bank of Ghana. This
means that commercial banks in Ghana maintain more capital than the amount the Central
Bank requires. Holding more capital could also imply that commercial banks in Ghana are
not willing to make risky investments. From the results, the average liquidity ratio amounts to
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63.62%. This value largely exceeds the 28.3% minimum liquidity requirements of
commercial banks as at 2013. The liquidity ratio also has the highest standard deviation
which depicts the massive fluctuation in liquidity of commercial banks in Ghana. With the
macroeconomic variables, the average values of GDP, inflation, and real interest rate have
been estimated at 7.7%, 12% and 17.5% respectively.
In order to establish how the independent variables are associated, a correlation analysis was
carried out as presented in Table 2 below:

Table 2. Correlation analysis
BSize

LQ

CA

AM

EM

GDP

Inf

BSize

1

LQ

-0.201

1

CA

-0.082

0.427

1

AM

0.561

-0.267

0.254

1

EM

0.073

-0.523

-0.129

0.563

1

GDP

-0.518

-0.281

-0.361

-0.630

-0.056

1

Inf

0.587

0.207

0.300

0.594

0.111

-0.897

1

Ir

0.564

0.289

0.351

0.491

-0.085

-0.718

0.636

Ir

1

As shown in Table 2 above, there exist weak correlation among the variables. According to
Kennedy (2003), a high correlation exists when the correlation coefficient exceeds 0.80 or
0.90. Also, Bryman & Cramer (2002) stated that there exists multicollinearity when the
correlation coefficient is more than 0.80. Therefore, the low correlation values in the results
of the correlation analysis show the absence of multicollinearity among the independent
variables.
4.2 Empirical Results on the Determinants of Banks Profitability
Table 3. Summary of regression analysis
Variable
(Constant)
Bank Size
Liquidity
Capital Adequacy
Asset Management
Expenses Management
GDP Growth
Inflation Rate
Real Interest Rate
R2= 0.765. Adjusted R2 =
Durbin-Watson stat = 2.46.

Coefficients
Standard Error
t Stat
Sig.
-4.814
6.185
-0.778
0.445
0.897
0.367
2.448
0.023
0.042
0.021
2.027
0.046
0.212
0.151
1.399
0.176
0.416
0.306
1.360
0.188
1.033
0.275
3.753
0.001
-0.014
0.254
-0.055
0.957
-0.357
0.246
-1.450
0.162
0.020
0.041
0.478
0.637
0.676. F (8,21) = 8.562. Prob (F-Statistic) = 0.00004. Observations = 30.
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From the regression results in Table 3 above, the R2 of 0.765 indicates that the independent
variables fit well with the dependent variable in the model. The R2 value also shows that
about 76.5% variation in commercial banks profitability is caused by changes in the
independent variables. Overall, the regression model is statistically significant, F=8.562,
p=0.00004, hence supporting the fact that the bank-specific and macroeconomic factors used
in the model are crucial factors explaining the profitability of commercial banks in Ghana.
The Durbin-Watson Statistics of 2.46 is an indication of no autocorrelation among the
independent variables, which makes the model more reliable.
From the regression results, the coefficient of bank size is positive and statistically significant,
indicating a direct and significant relationship between bank size and profitability. The
positive coefficient of bank size means that, as commercial banks increase in assets size,
profitability also increases. This finding is in line with the results of Gyamerah & Amoah
(2015), Ally (2014), and Ali et al. (2011) who established that, a strong relationship exists
between bank size and profitability.
The coefficient of liquidity which is measured by the ratio of loans to deposits has a positive
and significant impact on banks profitability. This agrees with the findings of Bourke (1989)
and Ally (2014) who presented a positive and significant relationship between liquidity
management and profitability of banks.
As expected, capital adequacy has a positive relationship with profitability though it is not
significant. The positive coefficient of capital adequacy indicates that the more capital banks
reserve, the more profits they are able to generate. This is in agreement with the statement by
Athanasoglou et al. (2006) who asserted that banks who maintain adequate capital are able to
take up business opportunities more rapidly, use high technology and effectively deal with
problems arising from unexpected losses, hence contributing to higher profits.
Asset management and expense management also have a positive relationship with banks
profitability, although asset management is not significant. Expense management however,
has a significant impact on banks profitability, indicating that efficient administration of
banks’ expenses through the reduction in operational cost enhance the profitability of
commercial banks in Ghana. This agrees with the results of Obamuyi (2013).
As revealed in the estimation, GDP growth has a negative and insignificant impact on banks
profitability which does not conform to the expectation of this study. The negative effect of
GDP on bank profitability may be as a result of non-performing loans due to an economic
recession. That is, commercial banks may have to write off non-performing loans when the
Ghanaian economy goes bad, hence affecting their profits.
The estimated coefficient of inflation is negative, indicating its inverse relationship with
profitability. Inflation is also found to have an insignificant relationship with banks
profitability. This is consistent with the analysis of Ally (2014) who discovered a negative
and insignificant effect of inflation on banks profitability.
Expectedly, the real interest rate has a positive relationship with profitability though it is
insignificant. The positive coefficient indicates that commercial banks increase in profits as
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interest rate increases. The positive but insignificant relationship of the real interest rate on
bank profitability conforms to the findings of Staikouras & Wood (2011).
5. Conclusion
The Ghanaian banking sector has undergone significant transformation in recent years which
has led to stability and growth in profits of banks in the country. This study assessed the
factors that influence commercial banks profitability in Ghana taking into consideration
bank-specific and macroeconomic factors. After the empirical analysis, the study concluded
that all the variables have the right coefficients as expected, except GDP growth and expense
management. The results established that bank size, liquidity, capital adequacy, asset
management, expense management, and interest rate have a positive relationship with
profitability. GDP growth and inflation on the other hand, related negatively to profitability.
With regards to the significant factors impacting on commercial banks profitability, only bank
size, liquidity, and expense management were found to be significant. Overall, the empirical
findings indicate that the profitability of commercial banks in Ghana is largely influenced by
bank-specific factors, whereas macroeconomic factors impact insignificantly on banks
profitability. The results of this study offer important policy implications. For bank
management, it is hoped that this study will serve as a guide in the formulation and
implementation of effective strategies and better policies which may enhance the superior
performance of commercial banks in Ghana.
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