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ABSTRACT 

 

The contribution of financial institutions towards the allocation of resources and 

growth a country cannot be overemphasized. The maintenance of asset quality, 

efficiency and profitability is a vital requirement for the survival and development 

of universal banks. One factor that has been identified as affecting universal banks’ 

profitability is the monetary policy rate. The study therefore sought to determine the 

effect of monetary policy rate on universal banks profitability. Using annual data 

spanning 1984 to 2017, the study provided evidence from an autoregressive 

distributed lag estimation technique to show that the monetary policy rate is 

significant driver of universal banks’ profitability in Ghana. The study recommends 

that universal banks revise their lending policy depending on the situation and 

economic condition of the country as well as minimising their periodic loans targets 

by not engaging in risky loaning practices. 
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CHAPTER qONE q 

INTRODUCTION 

Background qof qthe qstudy 

 

A qsound qbudgetary qframework qis qcrucial qfor qa qsolid qand qdeveloping qeconomy. 

qThe qbanking qsegment qconstitutes qa qtranscendent qcomponent qof qthe qfinancial 

qframework qof qany qeconomy q(Singh, q2010). qThe qbanking qdivision qplays qan qimperative 

qpart qin qchanneling qfunds qfrom qsavers qto qborrowers. qThe qdevelopment qand 

qimprovement qof qan qeconomy qto qa qgreat qextent qdepends qon qthe qvictory qand qproficient  

qworking qof qthe qbanking qdivision q(McKinnon q& qShaw, q1973). qBanks qare qthe qforemost 

qnoteworthy qplayers qwithin qthe qGhanaian qmonetary qadvertise q(Established qof 

qMeasurable, qSocial qand qFinancial qInvestigate, q2013). qAs qat q2008, qthe qManaging qan 

qaccount qframework qin qGhana qaccounted qfor q70 qpercent qof qthe qmoney qrelated qsegment 

q(Bawumia, qOwusu q& qMcIntyre, q2008). qThis qmakes qthe qcommercial qmanaging qan 

qaccount qdivision qbasic qto qthe qadvancement qof qthe qeconomy qas qdisappointment qof qthis 

qsector qmight qhave qantagonistic qsystemic qimpact qon qthe qwhole qeconomy. 

The qGhana qbanking qsector qhas qwitnessed qmany qreforms qand qrestructuring 

qover qthe qyears qas qa qresult qof qinternal qand qexternal qeconomic qdevelopments qand qshocks. 

qRecent qdevelopments qin qthe qbanking qsector qare qthe qadoption qof qInternational 

qFinancial qReporting qStandards q(IFRS) qin qline qwith qinternational qstandards qby qBank qof 

qGhana qas qa qway qof qreducing qsystemic qrisk q(Ackah q& qAsiamah, q2014). qOther 

qdevelopments qinclude qthe qestablishment qof qCollateral qRegistry qand qCredit qReference 

qBureaus qthat qseeks qto qpromote qtransparency qand qease qcredit qaccessibility, qthe qsetting 

qup qof qthe qFinancial qIntelligence qCentre q(FIC) qto qaddress qmoney qlaundering qand 

qcounter qfinancing qfor qterrorism. qAlso qworthy qof qmention qis qthe qrecapitalization qof qthe 

qbanks qrequired qby qBank qof qGhana qto qensure qfinancial qstability. qAll qthese qmeasures qby 

qBank qof qGhana qare qbelieved qto qhave qbeen qfashioned qto qmitigate qrisk qand qstabilize qthe 
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qbanking qsystem. qThese qreforms qare qbacked qby qtighter qand qeffective qsupervisory 

qoversight qto qensure qfinancial qstability qand qsoundness qof qthe qfinancial qsystem q(Ackah q& 

qAsiamah, q2014) 

Managing qan qaccount qdivision qchanges qhave qchanged qthe qGhana qkeeping  

qmoney qindustry qviewpoint. qThese qwell qsequenced qbudgetary qdivision qchanges qhave 

qbeen qdriven qby qmanaging qan qaccount qdivision qliberalization, qimproved qcompetition, 

qand qslow qcapital qaccount qliberalization. qIt qis qhence qsensible qto qexpect qthat qthese 

qchanges qhave qchanged qthe qway qcommercial qbanks qin qGhana qwork qand qhence, qtheir 

qexecution q(Bawumia, qOwusu q& qMcIntyre, q2008). 

Due qto qthe qchanging qbanking qenvironment, qprofitability qwhich qis qone qof qthe 

qforemost qimportant qcriteria qto qdegree qperformance qof qbanks qhas qcome qbeneath 

qintense qpressure. qProfitability qis qbasic qto qthe qsurvival qof qcommercial qbanks. qFirstly, 

qprofits qare qpaid qfrom qbenefits q(cash qbenefits) qand qfurthermore, qbenefit qis qan 

qimperative qsource qof qheld qprofit. qHeld qprofit qare qremaining qbenefits qafter qprofits qare 

qpaid. qThese qprofits qare qimperative qcomponents qof qbank qcapital q(Bawumia, qOwusu q& 

qMcIntyre, q2008). 

Banks qare qthe qlargest qsector qin qthe qfinancial qindustry. qThus, qfailure qin qthe 

qbanking qsystem qmay qhave qdeep qeconomic qrepercussion qfor qthe qeconomy qat qlarge. 

qSecondly, qbanking qsector qreforms qare qlikely qto qaffect qthe qway qbanks qoperate qand qthus 

qtheir qperformance. qFinally, qbank qprofitability qis qan qimportant qsource qof qretained 

qearnings; qa qvery qimportant qcomponent qof qbank qcapitalization, qproviding qa qmargin qof 

qprotection qduring qrecessionary qperiods, qand qenabling qthe qbanks qto qbe qmore qresilient 

qagainst qexternal qshocks q(Ackah q& qAsiamah, q2014) 

In qa qrecent qstudy qthat qfocuses qon qeffectiveness qof  qmonetary qpolicy, qKandil 

q(2014) qand qJain-Chandra qand qUnsal q(2014) qhighlighted qthe qimportance qof qmonetary 

qpolicy qto qstabilize qthe qeconomy qof qdeveloping qcountries. qHowever, qhow qfast qeconomic 
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qstability qis qachieved qdepends qon qthe qpass-through qto qbank qlending qrate qand qfinancial 

qmarket qdevelopment qamong qothers. qAccording qto qthe qGhana qBanking qSurvey q(2010), 

qthe qbanking qindustry qprofits qshowed qa qdeclining qtrend qin qrecent qyears qdespite qincrease 

qin qdeposits qand qbranch qnetworks q(see qFigure1). qThe qgradual qreduction qin qthe 

qmonetary qpolicy qrate qby qthe qBank qof qGhana qis qexpected qto qgive qcommercial qbanks 

qmuch qroom qto qlend, qcreate qmore qmonies qand qenjoy qhigher qreturns. qHowever, qasset 

qquality qhas qbeen qon qthe qdecline qincreasing qindustry qimpairment qcharge qfor q loan. q 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Figure q1: qTrend qof qMonetary qPolicy qRate, qReturn qon qAsset qand qReturn qon qEquity 

Source: qBy qAuthor qwith qData qfrom qWDI, q2019 

 

The qFigure q1 qjuxtaposes qthe qtrend qof qMonetary qPolicy qRate q(MPR) qto qthat qof 

qcommercial qbanks’ qprofitability qmeasured qby qReturn qon qAsset q(ROA) qand qReturn qon 

qEquity q(ROE). qThe qlink qbetween qMPR qand qROE qappears qto qbe significant qsince 

qglobal qfinancial qmeltdown qin q2007 qsuggesting qa qsignificant qplausible qimpact qof 

qmonetary qpolicy qrate qon qcommercial qbanks’ qprofitability. 

Problem qStatement 

 

Financial qarrangement qrate qand qcommercial qbanks qproductivity qare 
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qcomplicatedly qconnected qtogether. qIn qreality, qthe qappraisal qof qthe qManaging qan 

qaccount qFramework q(especially qwithin qthe qregion qof qcredits qand qprogresses) qcan qbe 

qassessed qthrough qthe qexecution qof qfinancial qarrangement qdevices, qwhich qcan qbe 

qbroadly qclassified qinto qtwo qcategories- qthe qportfolio qcontrol qapproach qand qshowcase 

qmediation. qOlokoyo q(2011) qcommunicated qthat, qcommercial qbanks qchoices qto qloan 

qout qcredits qare qaffected qby qa qpart qof qcomponents qsuch qas qthe qwinning qintrigued qrate, qthe 

qvolume qof qstores, qthe qlevel qof qtheir qhousehold qand qremote qspeculations, qbanks 

qliquidity qproportion, qdistinction qand qopen qrecognition qto qspecify qbut qsome. qMonetary 

qarrangement qrate, qas qa qmoney qrelated qapproach qapparatus qis qbasic qwithin qthe qrequest  

qfor qand qsupply qof qsaves qheld qby qvault qeducate qand qsubsequently, qon qaccessibility qof 

qcredit. 

The qrecent qreview qin qmonetary qpolicy qrate qis qbelieved qto qhave qsignificant qimpact 

qon qthe qeconomy qthrough qimproved qprofitability qof quniversal qbanks. qFrom q2010, qinterest  

qrate qcharged qby qbanks qfor qcredit qhas qcontinued qto qrise, qthereby qcausing qmuch 

qdistortion qin qthe qfinancial qintermediation qprocess qleaving qthe qincrease qin qinterest qrate 

qunchecked qand qperformance qof qcredit qextended qby qbanks qto qthe qgeneral qpublic 

qunstable, qeven qin qthe qlight qof qslight qinflationary qpressures q(Bawumia, qOwusu q& 

qMcIntyre, q2008). 

Monetary qpolicy qrate qfor qthe qperiod qunder qstudy qaverages qover q20%, qwhich qis 

qvery qhigh qwhen qcompared qto qthe qgovernment qdesire qfor qa qsingle qinterest qrate qregime qfor 

qloans qand qadvances. qIn qjust qover qsix qmonths qthe qmonetary qpolicy qrate qwhich qstood qat 

q25% qhas  qbeen  qreviewed  qto q22.5%. qThis  qnew q development qby 
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the qBank qof qGhana qis qexpected qto qlubricate qthe qeconomy qthrough qaccess qto qloans qand 

qinvestments. qThus, qmonetary qpolicy qrates qaffect qinflation qwhich qhas qconsequence qon 

qsavings qwhich qaffect qloanable qfunds qand qinterest qrates qof qbanks qand qfinally qtheir 

qprofitability. qIn qview qof  qthis, qthe qstudy qseeks qto qdetermine qthe qeffect qof qmonetary 

qpolicy qrate qon qthe qprofitability qof quniversal qbanks. 

Purpose qof qthe qStudy 

 

The qpurpose qof qthe qstudy qis qto qassess qthe qeffect qof qMonetary qpolicy qrate qon qUniversal  

qBanks qprofitability. qSpecifically, qthe qstudy qaims qat qestablishing: 

1. The qshort-term qimpact qof qmonetary qpolicy qrate qon qUniversal qbanks 

qprofitability q(Returns qon qAssets). 

2. The qlong-term qimpact qof qmonetary qpolicy qrate qon qUniversal qbanks 

qprofitability q(Returns qon qAssets). 

Research qHypotheses 

 

In qthis qstudy, qthe qresearcher qaims qto qfind qtests qthe qfollowing qhypotheses: 

 

1. 𝐻0: qThere qis qno qlong-run qimpact qof qmonetary qpolicy qrate qon quniversal qbanks 

qprofitability 

𝐻1: qThere qis qa qlong-run qimpact qof qmonetary qpolicy qrate qon quniversal qbanks 

qprofitability q(Return qon qAssets). 

2. 𝐻0: qThere qis qno qshort-run qimpact qof qmonetary qpolicy qrate qon quniversal qbanks 

qprofitability. 

𝐻1: qThere qis qa qshort-run qimpact qof qmonetary qpolicy qrate qon quniversal qbanks 

qprofitability. 

Significance qof qthe qStudy 

 

The qstudy qwill qhelp qCommercial qbanks qand qother qbusinesses qthat qperform 

qauxiliary qbanking qto qknow qthe qextent qto qwhich qmonetary qpolicy qrate qaffects qtheir 
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profitability qand qhence qtake qthe qnecessary qsteps qto qimprove qupon qtheir qloan qportfolios  

qand qcredit qmanagement. 

Scope qof qthe qStudy 

 

The qscope qof qthis qstudy qwill qcover qthe qperiod q1984-2014 q(30years). qThis 

qdissertation qis qsegmented qinto qfive qchapters. qThe qfirst qchapter qis qthe qintroduction. 

qChapter qtwo qcontains qliterature qreview, qchapter qthree qcontains qthe qmethodology qused 

qin qthe qstudy, qchapter qfour qcontains qdata qpresentation qand qanalysis, qfinally, qchapter qfive 

qcontained qfindings qmade qand qpolicy q recommendations. 

Delimitation qof qthe qStudy 

 

The qproblem qof qmonetary qpolicy qrate qis qnot qlimited qto qone qbank. qBut qfor 

qsimplifying qthe qstudy qthe qresearcher qselects qUniversal qBanks qwhich qis qthe qbiggest 

qumbrella qof qcommercial qbanks qin qGhana. qThe qstudy qcovers qthe qperiod qfrom q2000 qto 

q2014. qAlso, qeven qthough qnonperforming qloans qcan qaffect qvarious qcomponents qin qthe 

qfinancial qsector, qits qeffect qon qthe qprofitability qof qthe qcommercial qbank qwill qonly qbe 

qlooked qat. 

Organization qof qthe qStudy 

 

The qstudy qhas qfive qchapters. qThe qfirst qchapter qincludes qbackground qof qthe 

qstudy, qbackground qof qthe qorganization, qstatement qof qproblems, qobjective qof qthe qstudy, 

qbasic qresearch  qquestions, qsignificance qof qthe qstudy, qdelimitation qof qthe qstudy, qand 

qorganization qof qthe qstudy. qThe qsecond qchapter qdeals qwith qthe qreview qof qliterature qand 

qempirical qstudies qof qmonetary qpolicy qrate qand qperformance qof qcommercial qbanks qin 

qgeneral. qChapter qthree qincludes qresearch qdesign qand qmethodology qof qthe qstudy. 

qChapter qfour qcontains qanalysis, qdiscussion qand qresults qand qthe qlast qchapter qdeals qwith qthe 

qconclusions qdrown qand qrecommendations qthat qoriginates qfrom qthe qanalysis. 
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CHAPTER qTWO 

 qLITERATURE qREVIEW 

Introduction 

 

This qchapter qprovides qa qreview qof qthe qexisting qliterature qon qeffects qof 

qmonetary qpolicies qon qperformance qof qcommercial qbanks. qThe qmain qsections qincluded 

qtherein qwere:  qtheoretical  qreview, qconceptual qframework, qand qempirical qreview, 

qcritique qof qexisting qliterature qrelevant qto qthe qstudy, qsummary qand qresearch qgaps. 

qTheoretical qreview 

Overview qof qthe qBanking qSystem qin qGhana 

 

Banking qSector qhas qgone qthrough qa qarrangement qof qchanges qafter qthe 

qliberalization qof qthe qeconomy qand qthe qpresentation qof qmoney qrelated qsegment 

qchanges. qIndeed  qin qspite qof qthe qfact qthat qkeeping qmoney qis qas qprimitive qas qhuman 

qsociety, qit qhas qgone qthrough qchanges qin qnumerous qways qworld-wide qall qthrough qthe qa 

qlong qtime. qMost qbanks qnowadays qoffer qa qwide qextend qof qitems qand qadministrations 

qthan qever qsome qtime qrecently, qand qtheir qcentral qcapacities qof qputting qthe qcommunity‘s 

qoverflow qreserves q(stores qand qventure) qto qwork qby qloaning qto qindividuals qstay 

qunaltered qbecause qit qhas qcontinuously qbeen. qThese qchanges  qcame qas qa qresult qof 

qgovernment qarrangements, qglobalization, qfinancial qderegulation qand qdata, 

qcommunication qinnovation q(Hinson, qMohammed q& qMensah, q2006). qIn qreality, 

qbanks qare qimperative qto qthe qwellbeing qof qa qnation’s qeconomy; qmonies qcollected qby qthe 

qbank qfrom qthe qcommunity qare qgiven qback qto qthe qcommunity qwithin qthe qshape qof 

qadvances qto qpurchase qhouses qand qcars, qto qbegin qand qextend qbusinesses, qto qpay 

qchildren’s qschool qexpenses qand qfor qother qvarious qpurposes. 

In qGhana, qthe qbanking qindustry qhas qnot qonly qincreased qin qproducts qand 

qservices, qbut qalso qincreased qin qterms qof qnumbers. qThe qfirst qbank, qthe qBank qof qBritish 

qWest qAfrica q(now qStandChart qBank) qwas qestablished qin q1896. qOwusu-Antwi q(2011) 
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qtestified qthat qwithin qa qshort qtime qthe qbank qwas qable qto qacquire qthe qbusiness qof 

qmaintaining qthe qGovernment qaccounts qand qintroduced qthe quse qof qcheques qin 

qsettlement qof qGovernment qaccounts qwhich qhelped qto qeducate qthe qpublic qon qthe 

qusefulness qof qbanking. 

George qand qPrabhu q(2000) qassist qaffirmed qthat, qdue qto qfruitful qoperation qof qthe 

qafore-mentioned qbank, qanother qbank, qthe qColonial qBank qpresently qBarclays qBank 

qGhana qwas qtoo qset qup qin q1918. qThe qbiggest qinborn qmoney qrelated qinstitution qwithin qthe 

qnation, qfamously qknown qGhana qCommercial qBank qwas qset qup qin q1953. qThe qBank qof 

qGhana qwhich qis qthe qcentral qBank qof qthe qRepublic qof qGhana qwas qshaped qin q1957. qThe 

qAgrarian qAdvancement qBank q(ADB) qwas qset qup qby qan qAct qof qParliament q(Act, q286) qin 

q1965 qto qadvance qand qmodernize qthe qrural qdivision qthrough qsuitable qbut qproductive 

qmonetary qintermediation. qIts qunique qtitle qat qthat qpoint qwas qthe qRural qCredit qand qCo- 

qagent qBank qand qthe qsetting qup qAct qgave qits qmain qobjective qas q"to qsupply qcredit qoffices 

qto qagriculturists qand qpeople qfor qassociated qpurpose”. qAgyapong q(2015) qexpressed 

qthat qthe qADB qwhich qwas qmade qto qbenefit qthe qrustic qsegment qstarted qto qconcentrate qon 

qconventional qurban-based qmanaging qan qaccount qexercises. 

Types qof qBanks 

 

A qbank qacknowledges qstores qfrom qthe qopen qand qmakes qcredit. qBanks qare 

qpresently qmoving qtowards qthe qworldwide qguidelines qand qstandards. qThe qframework 

qof qkeeping qmoney qhas qended qup qmore qclients qarranged qpresently. qA qhave qof qmodern 

qmoney qrelated qitems qhave qbeen qpresented qand qthe qgenerally qmonetary qenvironment  

qwithin qthe qnation qis qgetting qa qparcel qmore qdevelop qwith qpeople qtaking qintrigued qwithin 

qthe qmodern qitems. 

The qfollowing qare qsome qof qthe qtypes qof qbanks qwe qhave q(Owusu-Antwi, q2011). 

qCentral qbanks qare qthe qbanks qfor qevery qgovernment. qThey qare qalso qresponsible qfor qthe 

qregulation qof qother qbanks qand qthe qfinancial qregulations qwithin qthat qcountry. qUniversal  
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qbanks qare qmore qor qless qa qcombination qof qboth qcommercial qand qinvestment qattributes qof 

qa qbank qin qaddition qto qother qcomplex qbanking qactivities qwhich qmight qinclude qeven qtwo 

qor qmore qinternational qtransactions. qCommercial qbanking qinvolves qcomplex qbanking 

qactivities qfor qbusiness qand qindividuals. qApart qfrom qthe qsavings qand qloans qthey qengage  

qin, qthey qare qequally qthere qto qprovide qmore qdynamic qservices qsuch qas qmanagement qof qcash 

qflows, qletters qof qcredit qand qunderwriting qdebt qfor qindividuals, qindustry qand qsometimes 

qgovernment q(Owusu-Antwi, q2011). qInvestment qbanks qlargely qenable qbusiness qin qthe 

qfinancial qmarket. qThey qorganise qIPOs qof qcompanies qand qoffer qadvice qand qrisk 

qanalysis qon qexisting qstocks qboth qlisted qand qnon-listed. 

Keynesian qTheory 

 

The qKeynesian qhypothesis qexpressed qthat qa qfew qmicroeconomic-level  

qactivities qon qthe qoff qchance qthat qtaken qcollectively qby qa qhuge qextent qof qpeople qand 

qfirms qcan qlead qto qwasteful qtotal qmacroeconomic qresults, qwhere qthe qeconomy qworks 

qunderneath qits qpotential qyield qand qdevelopment qrate. qMost qKeynesians qadvocate qan 

qdissident qstabilization qarrangement qto qdecrease qthe qplentifulness qof qthe qtrade qcycle, 

qwhich qthey qrank qamong qthe qforemost qgenuine qof qfinancial qissues. qKeynes qcontended 

qthat qthe qarrangement qto qthe qExtraordinary qDiscouragement qwas qto qfortify qthe 

qeconomy q("affectation qto qcontribute") qthrough qa qfew qcombination qof qtwo 

qapproaches: qa qlessening qin qintrigued qrates qand qgovernment qspeculation qin 

qframework. qInvestment qby qgovernment qinjects qincome, qwhich qresults qin qmore 

qspending qin qthe qgeneral qeconomy, qwhich qin qturn qstimulates qmore qproduction qand 

qinvestment qinvolving qstill qmore qincome qand qspending. 

The qinitial qstimulation qstarts qa qcascade qof qevents, qwhose qtotal qincrease qin 

qeconomic qactivity qis qa qmultiple qof qthe qoriginal qinvestment. qA qcentral qconclusion qof 

qKeynesian qeconomics qis qthat, qin qsome qsituations, qno qstrong qautomatic qmechanism 

qmoves qoutput qand qemployment qtowards qfull qemployment qlevels. qThis qconclusion 
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qconflicts qwith qeconomic qapproaches qthat qassume qa qstrong qgeneral qtendency qtowards 

qequilibrium. qIn qthe q'neoclassical qsynthesis', qwhich qcombines qKeynesian qmacro 

qconcepts qwith qa qmicro qfoundation, qthe qconditions qof qgeneral qequilibrium qallow qfor 

qprice qadjustment qto qeventually qachieve qthis qgoal. Q 

Irving qFisher’s qVersion qof qQuantity qTheory qof qMoney qDemand 

Present qday qspeculations qof qcash qcreated qhad qtheir qestablishment qon qfisher’s 

qpersonality. qIn qcreating qearly qspeculations qon qcash qrequest, qsees qon qcash qwere 

qconstrained qto qit qwork qas qit qwere qas qa qmedium qof qtrade. qThe qhypothesis qproposed qthat 

qthe qas qit qwere qreason qfamilies qand qbusinesses q(financial qoperators) qrequest qcash qis qfor 

qvalue-based qexercises. qThis qhypothesis qtoo qexpect qthat qcash qhave qno qnatural qutility 

qwhich qmakes qit qalluring qfor qits qclaim qpurpose, qand qno qone qwants qto qhold qcash qbut 

qoperators qare qobliged qto qdo qso qdue qto qneed qof qsynchronization qbetween qcash qreceipts 

qand qinstallments. qThe qexistence qof qa qtime qlag qbetween qreceiving qpayments qfrom qthe 

qsale qof qgoods qand qservices qpurchased qnecessitates qthe qholding qof qcash qbalances qand 

qvelocity qof qcirculation qof qmoney qfix qin qthe qshort qrun qand qchanges qonly qslowly qin qthe qlong 

qrun. 

Irving qFisher’s qversion qof qamount qhypothesis qof qcash qrequest qexamination 

qbegun qwith qa qbasically qcharacter. qThus, qto qevery qtransaction qthere qis qa qbuyer qand qa 

qseller, qhence qfor qthe qentire qeconomy’s qsales qvalue qmust qbe qequal qto qthe qvalue qof 

qreceipts. qFisher qexplained qhis qtheory qin qterms qof  qhis qequation qof  qexchange, qwhich qis 

qgiven qas: qMsV q= q PT. 

That qis, qvalue qof qsales qmust qbe qequal qto qnumber qof qtransactions qconducted qover 

qa qgiven qtime qperiod qmultiplied qby qaverage qprice qof qthe qvarious qtransactions. qThe qvalue 

qof qpurchases qmust qequal qto qthe qamount qof qmoney qin qcirculation qin qthe qeconomy qtimes 

qthe qaverage qnumber qof qtimes qit qchanges qhands qover qthe qsame qtime qperiod. qFrom qthe 

© University of Cape Coast     https://ir.ucc.edu.gh/xmlui

Digitized by Sam Jonah Library



25  

qidentity, qMs qis qthe qquantity qof qmoney qsupply qwhich qis qdetermined qindependently qof  qT, 

qP qand qV qand qis qgiven qat qany qgiven qtime. qT, qthe qvolume qof qtransactions, qis qalso 

qdetermined qindependently qof qMs, qP qand qVin qthe qidentity. qP qis qprice qlevel qand qV qis 

qvelocity qat qwhich qmoney qcirculates. 

If qthe qvelocity qand qtransaction qremain qunchanged qor qheld qconstant, qΔV q= qΔT q= q0 

qthen qΔMs q= qΔP. qThe qimplication qof qquantity qtheory qof qmoney qis qthat qquantity qof 

qmoney qis qthe qmain qdeterminant qof qprice qlevels qor qvalue qof qmoney. qAny qchange qin qthe 

qquantity qof qmoney qproduces qan qexact qproportionate qchange qin qthe qprice qlevel. qIn qthe 

qwords qof qIrving qFisher, qother qthings qremaining qunchanged, qas qthe qquantity qof qmoney 

qin qcirculation qincreases, qprice qlevel qincreases qin qdirect qproportion qwhile qvalue qof 

qmoney qdecreases qand qvice qversa q(Acheampong, q2008) 

The qFisherian qquantity qtheory qhas qbeen qsubjected qto qseveral qcriticisms qby 

qeconomists. qAccording qto qKeynes, q“The qquantity qtheory qof qmoney qis qa qtruism.” 

qFisher’s qequation qof  qexchange qis qa qsimple qtruism qbecause qit qstates qthat qthe qtotal 

qquantity qof qmoney qpaid qfor qgoods qand qservices qmust qequal qtheir qvalue. qBut qit qcannot qbe 

qaccepted qtoday qthat qa qcertain qpercentage qchange qin qthe qquantity qof qmoney qleads qto qthe 

qsame qpercentage qchange qin qthe qprice qlevel. 

Moreover, qthe qdirect qand qproportionate qrelation qbetween qquantity qof qmoney 

qand qprice qlevel qin qFisher’s qequation qis qbased qon qthe qassumption qthat q“other qthings 

qremain qunchanged”. qIn qreal qlife, qvelocity qof  qcirculation qand qvolume q of transaction 

qare qnot qconstant. qMoreover, qthey qare qnot qindependent qof qMs qand qP. qRather, qall  

qelements qin qFisher’s qequation qare qinterrelated qand qinterdependent. qFor qinstance, qa 

qchange qin qMs qmay qcause qa qchange qin qV. qConsequently, qthe qprice (P) qlevel qmay qchange 

qmore qin qproportion qto qa qchange qin qthe qquantity qof qmoney q(Chand, q2013). 

Thirdly, qFisher’s qmodel qfailed qto qmeasure qvalue qof qmoney. qHis qequation qdoes 

qnot qmeasure qthe qpurchasing qpower qof qmoney qbut qonly qcash qtransactions, qthat qis, qthe 
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qvolume qof qbusiness qtransactions qof qall qkinds qor qwhat qFisher qcalls qthe qvolume qof qtrade qin 

qthe qcommunity qduring qa qyear. qBut qthe qpurchasing qpower qof qmoney q(or qvalue qof qmoney) 

qrelates qto qtransactions qfor qthe qpurchase qof qgoods qand qservices qfor qconsumption. qThe 

qquantity qtheory qfails qto qmeasure qthe qvalue qof  qmoney. 

Keynes qseverely qcriticised qthe qFisherian qquantity qtheory qof qmoney qfor qits 

qunrealistic qassumptions. qFirst, qquantity qtheory qof qmoney qis qunrealistic qbecause qit 

qanalyses qthe qrelation qbetween qmoney qsupply qand qprice qlevel qin qthe qlong qrun. qThus qit 

qneglects qthe qshort qrun qfactors qwhich qinfluence qthis qrelationship. qSecond, qFisher’s 

qequation qholds qwell qunder qthe qassumption qof qfull qemployment. qBut qKeynes qregards 

qfull qemployment qas qa qspecial qsituation. qThe qgeneral qsituation qis qone qof qthe qunder-

employment qequilibriums. 

Third, qKeynes qdoes qnot qbelieve qthat qthe qrelationship qbetween qthe qquantity qof 

qmoney qand qthe qprice qlevel qis qdirect qand qproportional, qrather qan qindirect qone qvia qthe qrate 

qof qinterest qand qthe qlevel qof qoutput. qAccording qto qKeynes,  q“So qlong qas qthere qis 

qunemployment, qoutput qand qemployment qwill qchange qin qthe qsame qproportion qas qthe 

qquantity qof qmoney, qand qwhen qthere qis qfull qemployment, qprices qwill qchange qin qthe qsame 

qproportion qas qthe qquantity qof qmoney.” qLastly, qhe pointed qout qthat qwhen qthere qis 

qunderemployment qequilibrium, qthe qvelocity qof qcirculation qof qmoney qis qhighly 

qunstable qand qwould qchange qwith qchanges qin qthe qstock qof qmoney qor qmoney qincome. 

qThis qwas qunrealistic qfor qFisher qto qassume qvelocity qto qbe qconstant qand qindependent qof 

qmoney q(Mishra qand qMontiel, q2013). Q 

Shopping qTime qModel qof qMoney qDemand 

Shopping qtime qmodel qof  qmoney qassumes qan qindividual qagent qlives qfor qtwo 

qperiods, qnow q(period q1) qand qin qthe qfuture q(period q2), qand qpossesses qstocks qof qbonds 

q(B0) qand qmoney q(M0)  qthat qwere qaccumulated qin qthe qpast. qIf qthe qeconomic qagent qhas 

qreal qendowment qincome qwhich qis qfixed qin qthe qperiod q1 qand qperiod q2 q(Y1 qand qY2 
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qrespectively), qand qhe qconsumes qin qthe qtwo qperiods qwhich qis qdenoted qas qC1and qC2,  

qrespectively. qIf qP1 qand qP2 qare qprices qof  qthe qgoods qin qthe qtwo qperiods, qrespectively, qthen 

qthe qperiodic qbudget qidentity qfor qthe qtwo qperiod qwill qbe qgiven qas: 

P1Y1 q+ qM0 q+ q(1 q+ qi0)B0 q= qP1C1 q+ qM1 q+ qB1, qequation q1.0 

P2Y2 q+ qM1 q+ q(1 q+ qi1)B1 q= qP2C2 q+ qB2 
 

Where qit qis qnominal qinterest qrate qon qbonds qand qMt qis qthe qnominal qmoney qbalance 

qin qperiod qt. qThe qleft-hand qside qof qthe qabove qexpressions qrepresents qthe qtotal qresources  

qavailable qto qthe qhousehold qwhilst qthe qright-hand qside qrepresents qwhat qthe qresources  

qcan qbe qspent qon. qSince qthe qmodel qassumes qtwo qtime qperiods, qin qperiod q3 qthe qagent qwill 

qnot qbe qaround qand qthere qis qno qbequest qmotive qin qaddition, qhe qwill qnot qwish qto qdie qwith 

qpositive qstocks qof qmoney qand/or qbonds q(i.e. qM2≤0 qand qB2≤  q0). qThe qfinancial qsector 

qwill qnot qalso qallow qhim  qdie qindebted q(B2≥ q0) qand qthe qagent qcannot qcreate qmoney q(M2≥  

q0). 

This qmeans qM2 q= qB2= q0, qso qthat qthe qequations qcan qbe qcombined qinto qthe 

qfollowing qconsolidated qbudget qconstraint: 

Assuming households or economic agents value leisure time and that part of 

their time endowment is spent on shopping around for goods. Money is useful in the 

sense that it makes shopping easier, by using money the agent can save leisure time 

which otherwise could be spent on shopping. Suppose the household has a time 

endowment of unity (1), works a fixed amount of time units N and spends St units 

of time on shopping. The agent leisure in period t is 

(1 - N-St) units of t and his utility function becomes: 
 

V= U (C1 
 

 

, 1 − N − S1 ) + ( 1 
1+p 

)U (C2 
 

 

, 1 − N − S2 ) Equation 2.2 

 

Where  ρ  >  0.  Equation  2.1  is   the  inter-temporal  budget  constraint,   with 
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P 
endowment income representing real labour income,Yt  ≡ (

Wt⁄    ) N, where Wt 
t 

 

is the nominal wage rate in period t. The shopping technology is assumed to take the 

following form; 

 

 
1- N-St  = Ψ(mt−1, Ct) Equation 2.3 

 

The household chooses Ct, St (for t=1,2), and m1 (m0 being predetermined) in order 

to maximize equation (2.2) subject to equation (2.1) and (2.3), and the non-

negativity constraint on money balances (m1≥ 0).The Lagrangean expression is: 
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L = U(C1 
 

 

, 1 − N − S1 
) + ( 

1
 

1+P 

)U(C2 
 

 

, 1 − N − S2 
) + λ[W − C1 − 

C2 
− 

1+r1 

 

 i1m1
] − ∑2 

 
 λ [1 − N − S − Ψ(m − 1, C )] 

1+i1 t=1 t t t t 

 

Where λ t are the Lagrangean multipliers associated with the shopping technology 

in the two periods. The first-order conditions (FOCs) are: 

∂L 
 

∂C1 
= Uc1 (. ) − λ + λ1 ψ(m0 , C1 ) =  0 equation 2.4 

 

∂L 
 

 

∂C2 
= (1 + P)−1 Uc2 (.)(1 + r1 )−1λ +λ2 ψc2 (m1 , C2 ) Equation 2.5 

 

∂L 
 

∂S1 
= −US1 (. ) + λ1 = 0 Equation 2.6 

 

∂L 
 

 

∂S2 
= −(1 + ρ)−1US2 (. ) + λ2 = 0 Equation 2.7 

 
∂L 

= λ( 
−i1 ) + λ ψ 

  

(m , C )≤ 0, m ≥ 0, m 
∂L   

= 0 Equation 2.8 
 

∂m1 1+i1 2    m 1 2 1 1 ∂m1
 

 

Where Uc(·) and Us(·) denote the marginal utility of consumption and leisure, 

respectively. From the first order conditions, the household will hold money provided 

that marginal utility of leisure and /or money are high enough. (Laidler, 1993; Barro 

and Martin, 2004). 

Overlapping Generations Model (OLG) Of Money Demand 

 

Overlapping Generation model is based on inter-generation friction, of the type first 

emphasized by Samuelson in order to motivate a meaningful role of money. The model 

assumes that at time t, half (N/2) of the population consists of young agents and half 

(N/2) old agents and normalising N to unity to simplify the notation. It also assumes 

that all agents live for two periods, the young have two periods to live but the old only 
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one. Y is the endowment young agents receive, but do not have any endowment income 

when they are old. It means the old aged agent will depend on his endowment accrued 

during his young age. The output or endowment Y is potentially storable, which is 

stored in goods and
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t 

for each unit stored in period t, 1 
(1+δ) 

(Storage technology) units of output will

 

be left over in period t+1 (period two), where δ is depreciation rate. 

 

If δ approaches infinity, then the goods in question is perishable (spoil immediately 

and are thus non-storable), on the other hand if δ is zero then goods keep indefinitely. 

If δ ranges between negative one and zero (-1 < δ < 0), goods multiply (thus goods 

reproduce without supervision by the storage process). The young agent can either 

consume output when young (Cyt), store it (Kt) of which 

    Kt 
(thus K 

(1+δ) 
multiply by storage technology) will be available in period t+1, 

 

or trade it  for fiat money. Since the money price of output is Pt,  the last option 

 
yields the young agent real money balances at the end of period t (m = M t). The 

Pt 
 

budget identity facing a young agent in his youth is: Y = Cty + Kt +
 Mt 

. And 
Pt 

 

the budget identity of an old agent in period t is: C o =
 Kt−1 + T +

 Pt−1 m , 

t 1+δ t Pt
 t−1 

 

where Kt−1 is output stored by agent in his youth, mt−1 is real money balances from 

previous period and Tt is transfer earnings from the government. The young agent in 

period t will be old in period (t+1) and will face a similar constraint of the old agent 

in period t but dated one period later in the last period of his life. His budget constraint 

then becomes: 

Co = 
Kt 

+ T + 
Pt 

m 
  

t+1 1 + δ t+1 Pt+1 
t
 

 

Given lifetime utility function of the young agent in period t as: V =U 
 

(C y)+( 
1

 
1+ρ 

)U(Ct+1 o), the agent chooses Cyt, Cot+1, Kt, and mt to maximize 

 

lifetime utility subject to budget constraint. The lagrangean function will be 

t 
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C ] 

t 

L = U (Cy)+( 
1

 
)U(Co )+λ [Y − Cy − K − m ] + λ [ 

Kt 
+T 
 

+ 
Pt m + 

 

 
 
 
o t+1 

t 1+ρ t+1 1 t t
 t 

2 1+δ t+1 Pt+1 
t
 

Where λ1 and λ2 are the Lagragean multipliers of the budget identifies in youth 

and old age respectively, the first order conditions are as follows: 

∂L 
= U′(Cy) − λ = 0 

 

∂Cy t 1 

∂L 
= (1 + ρ)−1U′(Co ) − λ = 0 

 

o t+1 

 
∂L 

t+1 2 

Pt ∂L 

∂mt 
= − λ1 + λ2 ( 

t+1 
) ≤ 0, mt ≥ 0, mt 

∂m 
= 0 

∂L 

∂Kt 
= λ1 + λ2 (1 + δ)−1 ≤ 0, Kt ≥ 0, K 

 
∂L 
= 0 
∂Kt 

 

Inflation  rate  is  defined(π  ) =
 Pt     = 

1
 , by simplifying the equation π = 

 
 Pt+1 − 1. 
Pt 

t Pt+1 1+πt
t 

t 

∂C 

P 

t 
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According qto qthis qmodel, qif qinflation qrate qis qdifferent qfrom qthe qlevel qof qdepreciation q(πt q≠ 

qδ), qthe qyoung qagent qwill qchoose qa qsingle qtype qof qasset qwith qthe qhighest qyield qto qserve qas qa 

qstore qof qvalue. qThus qif qinflation qis qrelatively qlow q(πt q< qδ), qonly qmoney qwill qbe qheld qby qthe 

qyoung qagent q(hence qKt q= q0, qand qmt q> 

0) qon qthe qother qhand, qif qinflation qrate qrelatively qhigh qin qrelation qto qdepreciation qrate q(πt q> 

q𝛿) qthen qonly qgoods qwill qbe qstored qor qagent qwill qprefer qholding qhis qwealth qin qthe qform qof 

qgoods qthan qholding qcash qbalance q(Kt q> q0 q𝑎𝑛𝑑 qmt q= q0). 

Government qis qassumed qto qpursue qa qsimple qmoney qsupply qrule qgiven qas: qMt q= q(1 

q+ qμ)Mt−1, qwhere qμ qis qdefined qas qmoney qgrowth qrate. qThe qadditional qmoney qis qused qto 

qfinance qthe qtransfer qto qthe qold, qi.e. qthe qgovernment qbudget qrestriction qis q∆Mt q= qPtTt. qThis 

qimplies qthe qtransfer qin qperiod qt+1 qis: qTt+1 q= 

 
∆Mt+1⁄ =

 μMt .
 Pt =

 μmt 
, by simplification. The model also describes the 

Pt+1 Pt Pt+1 1+πt
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reaction qof qthe qagent qby qvarying qmoney qgrowth qrate q(μ) qand qthe qdepreciation qrate q(δ). qIf qthe 

qgrowth qrate qis qless qthan qthe qdepreciation qrate, qagent qholds qmoney qbecause qis qthe qbest 

qavailable qfinancial qinstrument qto qstore qserve qas qa qstore qof qvalue q(money qgrowth qrate 

qoutperforms qthe qstorage qtechnology). qWhere qthe qreverse qholds, q(μ q> qδ) qthe qstorage qof 

qtechnology qoutperforms qmoney qas qa qstore qof qvalue qand qconsequently qthe qdemand qfor 

qreal qmoney qbalances qwill qbe qzero. q(See qHanda, q2009; qRomer, q1996; qand qBlanchard qand 

qFischer, q1989). 

Clower Constraint: Cash-In-Advance Constraint 

 

Building a model that formally explains why money is used in transactions 

when it is dominated as a store of value has proved to be a difficult task. Clower 

argued that money is not allowed to play a distinctive role in the economy in models 

such as OLG and shopping time model. Looking at the budget identities of the 

shopping time model in equation 1.0, clearly shows that money enters the 

expressions exactly the same way that goods and bonds do. This suggests that any 

item (goods, money, or bonds) can be directly exchanged for any other item, i.e. goods 

for bonds, bonds for money, and goods for money, etcetera. 

His argument was that an economy that admits of this possibility clearly constitutes 

what any Classical economists would regard as barter rather than a money economy. 

In a pure monetary economy, Clower argues, there is a single good, money, which is 

used in all transactions, and money buys goods and goods buy money: but goods do 

not buy goods. Clower’s idea can be formalized by requiring that spending on 

consumption goods cannot exceed cash balances carried over from the previous 

period. The Clower or cash-in-advance constraint amounts to: 

P C ≤ M , by simplifying, this implies C ≤ (
 Pt−1 )m (where m ≡ 

Mt⁄ ). 

t   t t t Pt
 t−1 t Pt

 

 

According to the model, household or agent chooses C2 (period 2 consumption) 
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P 

1 

and 𝑚1(real money balance) in order to maximize his utility which is: 

V = U(C1 ) + 
1

 
1+ρ 

U(C2). 

 

Maximise consumption function subject to his consolidated budget constraint (see 

shopping time equation 2) 

W≡ Y +
 Y2 + (

 P0)m + (1+r )b ≡ C +
 C2  +

 i1m1
.
 

1 1+r1 P1 
0

 0 0 1 1+r1 1+i1 

 

Our lagrangean function is set as: 
 

P0 1 
( ) 

P1 
L = U (

P 
) m0 + 

1 + ρ 
U C2 

C2 

+ λ2 [( ) m1 − C2] 
2 

 
i1m1 

+ λ [C1 − 
1 + r

 − 
1 + i 

]

0 

1 
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Where 𝜆2 Lagrangean multiplier associated with the Clower constraint. 

 

According to this model, money is demanded not because it is valued intrinsically 

but because households wish to consume in the second period. The rationale is that 

money buys goods and goods buy money: but goods do not buy goods (see Wickens, 

2008). 

Determinants of Money Supply 

 

The qMonetary qBase qModel qof qMoney qSupply qhas qbecome qthe qstandard qtextbook qmodel 

qof qmoney qsupply qdetermination qand qcan qbe qseen qas qan qextension qof qthe qtraditional qbank 

qdeposit qmultiplier qapproach qto qdeposit qcreation. qAccording qto qliterature qthe qtotal 

qvolume qof qdeposits q(D) qis qequal qto qthe qmultiplier q

1⁄𝑟 q
of q thesystem’s qcash qreserves q(R), 

qwhere qr qis qthe qcash qreserve qratio qimpose qon qbanks qby qauthorities. 

Thus𝐷 q= q(
 q1

) q𝑅, qalternatively q𝑟𝐷 q= q 𝑅 Equation 

q2.9 
𝑟 

 

The qcash qreserve qconstitutes qonly qpart qof qthe qtotal qamount qof qcash qpotentially qavailable 

qto qthe qbanks. qThe qtotal qquantity qavailable qis qthe qmonetary qbase qor qhigh- qpowered qmoney 

q(H) qwhich qconsists qof qthe qcash qreserves qheld qby qbanks qand qcurrency qin qcirculation 

qoutside qthe qbanks q(CU), qthus: 

H q= qCU q + qR Equation 

q2.10 

 

Assuming qthat qthe qpublic’s qholding qof qcash qremains qconstant qand qthat qdemand qfor qcash 

qrise qwith qan qexpansion qof qdeposits, qi.e. qthe qnon-bank qprivate qsector qmaintains qa qfixed 

qratio qc qof qcash qto qdeposits, 

i.e, q

𝐶𝑈
 q q= q𝑐 q qor q𝑐𝐷 q= q 𝐶𝑈 Equation q2.11 

𝐷 

 

𝑀𝑠
 q  q= q𝐶𝑈 q+ q𝐷 Equation q2.12 

 

By qdividing qequation q2.12 qby qequation q2.10, qand qsubstituting qequation q2.9 qand qequation 

q2.11 qinto qthe qresult, qI qobtained: 
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𝑀𝑠 𝐶𝑈 q+ q𝐷 𝑐𝐷 q+ q𝐷 𝑐 q+ q1 

𝐻 q

= q

𝐶𝑈 q+ q𝑅 q

=
 𝑐𝐷 q+ q𝑟𝐷 q

=
 

 
 

𝑐 q+ q𝑟 
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𝑀𝑠
 q  q= q

𝑐+1 q

𝐻

 Equation2.

13 
𝑐+𝑟 

 

𝑀𝑠
 q= q𝑚𝐻, qwhere q𝑀𝑠

 q𝑎𝑛𝑑 q𝑚 qare qmoney qsupply qand qmoney qmultiplier qrespectively.  

qMoney qsupply qis qseen qas qa qmultiple q(m) qof qthe qmonetary qbase. qAccording qto qthis 

qapproach, qmoney qsupply qdetermination qdepends qon qbank’s qcash qreserve qratio q(r), 

qpublic’s qcash qratio q(c) qand qmonetary qbase q(H). qFor qinstance, qan qincrease qin qreserve qratio 

q(r) qleads qto qa qfall qin qmoney qmultiplier qhence qfalls q in q money qsupply. q An q increase q in 

qpublic’s q cash qratio q (c) qleads q to q a q fall q in 

money qmultiplier qand qa qfall qin qmoney qsupply. qLastly, qincreasing qmonetary qbase qwill  

qlead qto qan qincrease qin qmoney qsupply. 

Determinants qof qthe qpublic’s qcash qratio 

 

The qsize qof qthe qcash qratio qis qdetermined qby qa qnumber qof qvariables. qAn qimportant qone qis qthe 

qreal qnational qincome q(Y). qAlso qchanges qin qthe qrelative qprices qof qgoods qand qservices 

qnormally qpurchased qby qcash qand qcheque q(𝑃𝑐𝑢⁄𝑃𝑐ℎ) qinfluences qthe qpublic’s qcash qratio. 

qFor qinstance,  qa qrise qin qthe qprice qof  qfood qrelative qto qthe qprice qof qconsumer qdurables q(which 

qnormally qis qpurchased qwith qcheque), 

is qlikely qto qincrease qthe qpublic’s qcurrency qor qdeposit qratio. qAnother qfactor qinfluencing 

qthe qc qratio qmight qbe qthe qextent qto qwhich qbank qand qother qcredit qcards qare qused, qthe 

qincidence qof qwage qand qsalary qpayments qby qcheque qand quncertainties qabout qgeneral  

qeconomic qand qpolitical qstability q(denoting qall qthese qfactors qas q𝜎). qAnd qfinally, qit qis qlikely 

qthat qthe qpublic’s qdesired qcurrency qor qdeposits qratio qwill qbe qinfluenced qby qthe qinterest 

qoffered qby qthe qbanks qon qdeposits q(𝑟𝑑).The qhigher qthe qinterest qoffered qby qthe qbanks qon 

qdeposit qaccounts qand qthe qlower qthe qlevel qof qbanks qcharges  qon qcurrent qaccounts, qthe 

qgreater qthe qincentive qfor qthe qpublic qto qeconomize qon qtheir qholdings qof qcurrency qand qto qhold 

qbank qdeposits qinstead. qThus qthe qpublic’s qcurrency qratio qmay qbe qwritten qas: q𝑐 q= q𝑓(𝑌,  
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q

𝑃𝑐𝑢⁄𝑃𝑐ℎ q

, q𝜎,  q𝑟𝑑) 

Determinants qof qBanks’ qReserve qRatio q(r) 
 

Banks qreserve qratio qmay qbe qdetermined qby qrisk-adjusted qrate qof qreturn qon qbank qasset 

qportfolio qand qabsolute qminimum qratio qthat qbanks qmust qobserve qfor qprudence, qtherefore 

qbanks’ qreserve qratio qmay qbe qwritten qas qr q= q𝑓(𝑟𝑟, q𝑟𝐿), qwhere 

𝑟𝐿 qis qthe qrisk-adjusted qrate qof qreturn qon qbank qasset qportfolio q(example qloans, qsecurities) 

qand qrr qis qabsolute qminimum qratio qthat qbanks qmust qobserve qfor qprudence. q If q the q rate  

q interest q on q loans q and q securities q rises, q the q risk-adjusted qmarginal qrate qof qreturn q𝒓𝑳 

qfrom qsuch qassets qincreases qand qbanks qwill qbe qinduced qto qmake qmarginal qmovement qout 

qof qcash qand qinto qloans qand qsecurities, qthereby qlowering qtheir qcash qto qdeposit qratio. qOn qthe 

qother qhand, qif qinterest qto qbe qearned qon qloans qand qsecurities qfalls, qthen qgiven qthe qrisk 

qattached qto qholding qthem, qtheir qattractiveness qreduced qand qbanks qwill qbe qa qmarginal 

qmovement qout qof qsuch qassets q(loans qand qsecurities), qthereby qraising qthe qcash-to-

deposits qratio. 

According qto qthis qversion qof qthe qmoney qsupply qmultiplier qapproach, qthe qability qof qthe 

qmonetary qauthorities qto qcontrol qthe qmoney qsupply qdepends qupon qthe qstability qand 

qpredictability qof qthe qtwo qcash qratios q– qthus qthe qpublic qcash qratio qand qbanks’ qreserve qratio. 

qIf qthe qratios qand qhence qthe qmoney qsupplier qmultiplier qare qreasonably  qstable, qas qassumed 

qby qthe qsupporters qof qthis qapproach, qthen qthere qwill qbe qa qstrong qlink qbetween qthe qmoney 

qsupply qand qthe qmonetary qbase. qUnder qsuch qcircumstances, qmonetary qauthorities qor qthe 

qcentral qbank qwill qbe qable qto qcontrol qthe qmoney qsupply qby qvarying qthe qmonetary qbase. 

Determinants qof qthe qMonetary qBase q(High qPowered qMoney) 

 

The qmonetary qbase qis qequal qto qthe qsum qof qnet qcredit qto qgovernment q(NCG), qcredit qto qthe 

qprivate qsector qand qnet qforeign qassets q(NFA).Therefore,  qa qmore qcomprehensive qand 

qrealistic qmodel qof qmoney qsupply qdetermination qshould qideally qincorporate qthe qmain 

qdeterminants qof qthe qmonetary qbase, qwhich qthe qauthorities qhave qto qtake qinto qaccount qin 
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qorder qto qcontrol qthe qmoney qsupply. qFrom qequation q2, qhigh qpowered qmoney qwas qdefine qH 

q= qCU q+ qR, qwhich qcan qbe qexpanded qas 

H q= qCU q+ qR q= q q(CG q− qGD) q+ qCP q+ q(FA q− qFL) Equation 

q2.14 

 

H q= qNCG q+ qCP q + qNFA Equation 

q2.15 

Where qGD qis qgovernment qdeposits qwith qcentral qbank, qCG qis qcentral qbank’s qcredit qto 

qgovernment, qCP qis qCommercial qBank qcredit qto qprivate qsector, qFL qis qliabilities, qFA qis 

qForeign qAssets, qNCG qis qnet qcredit qto qthe qgovernment qand qNFA qis qnet qforeign qassets. qThe 

qmoney qsupply qempirical qfunction qnow qbecomes: 

Ms
 q= qf(Y, q

Pcu⁄Pch q

, qσ, qrd, qNFA qCP qNCG q) 

For qsimplicity, qthe qmodel qassumes qgovernment qdeficit qwhere qthis qdeficit qis qfinanced qby 

qborrowing qdomestically qfrom qthe qcentral qbank qand qthe qprivate qsector. qThus: qG q− qT q= 

q∆CG q+ q∆DB 

(G q− qT) q− q∆DB q= q∆CG Equation 

q2.16 qWhere qDB qis qBonds qto qprivate qsector. qFrom qequation q7, qthe qgovernment qside qcan qbe 

qexpanded. qSolving qequation q7 qand qequation q8 qsimultaneously qgives: 

(G q− qT) q− q∆DB q= q∆GD q= q∆H q+ q∆GD q− q∆CP q− q∆NFA 
 

ΔH q= q q(G q− qT q− qΔGD) q q+ q qΔCP q− q qΔDB q q + q ΔNFA Equation q2.17 

 

Note: 

 

(G q− qT q− qΔGD) q= qFiscal qdeficit 

 

( qΔCP q− qΔDB) q= qNet qcredit qto qprivate qsector qΔNFA q= qNet qforeign qassets 

Thus, qchanges qin qthe qstock qof qmonetary qbase qare qbrought qabout qby qfiscal qpolicy, 

qmonetary qpolicy qand qthe qbalance qof qpayment. qOther qthings qremaining qequal, qthe qstock qof 

qmonetary qbase qis qincreased qby qa qfiscal qdeficit, qa qbalance qof qpayment qsurplus, qand qthe 

qcentral qbank qlending qto qthe qbanking qsystem qand qit qis qreduced qby qopen qmarket qoperations. 

Keynesian qFramework qof qIS/LM qModel 
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This qis qone qmodel qwidely qused qby qeconomic qforecasters qin qthe qIS/LM qmodel. qIt qis 

qvaluable qbecause qit qprovides qa qdeeper qunderstanding qof qhow qgovernment qpolicy qcan 

qaffect qaggregate qeconomic qactivity. qIS qcurve qtraces qout qthe qpoints qat qwhich qthe qtotal 

qquantity qof qgoods qproduced qequal qtotal qquantity qof qgoods qdemanded. qIt qdescribes qpoints 

qat qwhich qthe qgoods qmarket qis qin qequilibrium q(Mishkin, q2004). qLM qcurve qis qa qcombination 

qof qoutput qand qthe qinterest qrate qthat qlead qto qequilibrium qin qthe qmoney qmarket qfor qa qgiven 

qprice qlevel q(Romer, q1996). qThe qcondition qfor qthe qsupply qand qdemand qfor qreal qmoney 

qbalance qat qa qgiven qprice 

level qis qgiven qas: 
 
M q

= qL(i, qY), qwhere qL 
P 

 
 
< q0 q𝑎𝑛𝑑 qLY 

 

 
> q0. 

 

Shifts qin qthe qLM qcurve qare qcaused qby qeither qan qautonomous qchange qin qmoney qdemand qor 

qa qchange qin qthe qmoney qsupply. qFigure q2 qshows qhow qeither qof qthese qchanges qleads qto qa 

qshift qin qthe qaggregate qdemand qcurve. qAssume, qwe qare qinitially qat qthe qAD1 qaggregate 

qdemand qcurve, qand qwe qlook qat qwhat qhappens qto qthe qlevel qof  qequilibrium qoutput qwhen qthe  

qprice qlevel qis qheld qconstant qat qPA q(the qprice qlevel, qPA, qis qexogenous qand qis qunchanged qin qthe 

qshort qrun). qGiven qthat qthe qCentral qBank q qis q qfollowing q qan q qexpansionary q qmonetary qpolicy q 

qby q qincreasing qnominal 

money qsupply q(M), q qthe q qreal qmoney q qbalance q q q(Ms
 q= q

M⁄P) q qwill q qthen qincrease. 

This qtriggers qthe qLM qcurve qto qshift qto qthe qright qfrom qLM1PA qto qLM2PA qand qraises 

qequilibrium qoutput qto qY2 qand qreduces qequilibrium qinterest qto qiB. qThis qfall qin qinterest qrate 

qincreases qinvestment qwhich qshift qaggregate qdemand qcurve qto qthe qright q(from qAD1 qto 

qAD2). qThis qrise qin qequilibrium qoutput qis qshown qas qa qmovement qfrom qpoint qA qto qpoint qB. 

i 

© University of Cape Coast     https://ir.ucc.edu.gh/xmlui

Digitized by Sam Jonah Library



42  

 

 
 

Figure 2: Illustration of Keynesian Framework of IS/LM model 

“Holding the price level constant, any factor that shifts the LM curve shifts 

the aggregate demand curve in the same direction. Therefore, a decline in money 

demand as well as an increase in the money supply, both of which shift the LM curve 

to the right, also shifts the aggregate demand curve to the right. The aggregate 

demand curve will shift to the left, however, if the money supply declines or money 

demand rises (Mankiw, 2010).” 

Nominal money supply Ms ↑ (holding priceP) → i ↓→ Investment ↑→ aggregate 

demand Y ↑. 

At point B in panel B, total quantity demanded exceeds aggregate supply 

 

(excess demand), pressures price level to increase.  Real money balance falls 
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backwards due to the rise in price level, LM falls from 𝐿𝑀2𝑃𝐴 to 𝐿𝑀3𝑃𝑩, equilibrium    

output    falls    to     𝑌3.     Nominal money supply M ↑  (holding priceP) → i ↓→ 

Investment ↑→ aggregate demand Y ↑→ 

price level, P ↑→ real money supply Ms ↑. 

 
 

Panel (a) panel (b) 
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Figure 3: Impact of nominal money supply under flexible exchange rates 

As depicted in Figure 3, expanding nominal money supply increases income, given 

initial price (P0) the increase in aggregate income will shift aggregate demand from 

AD0 to AD1 which put upward pressure on price. The increase in domestic prices 

reduces the real money supply and causes the LM curve to shift to the left from LM1 

to LM2. Increase in domestic price discourages trade balance, export falls and 

imports increase. The fall in the net export (NX) causes IS and the BP to shift inward 

and this continues until the three curves again intersect at a common point where 

internal equilibrium is attained at (i2 and Y2 ) (Mankiw, 2010). 
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Figure 4: Impact of nominal money supply on the real economy under flexible 
exchange rates 
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Inflation, GDP 

Growth Rate, 

Unemployment, Bad 

Debt, Exchange rate 

Commercial Banks’ 

Performance 

Open Market 

Operations 

Cash Reserves Ratio 

Monetary Policy Rate 

Conceptual Framework 

 

This study was guided by the following conceptual framework which indicates the 

relationship between the variables; 

 

 

 

 

 

 

 

 

 

 

 

 

 
Figure 5: Conceptual Framework 

Monetary Policy Rate 

 

The qqconclusion qqis qqthat qqan qqincrease qqin qqnominal qqmoney qqsupply qqreduces qqinterest  

qqrate, qqcauses qqprices qqto qqrise qqand qqfinally qqincreases qqoutput. qqThe qqmodel qqis qqmore qqversatile 

qqand qqallows qqus qqto qqunderstand qqeconomic qqphenomena qqthat qqcannot qqbe qqanalyzed qqwith qqthe 

qqsimpler qqKeynesian qqcross qqframework. qqThe qqIS/LM qqmodel qqwill qqhelp qqyou qqunderstand 

qqhow qqmonetary qqpolicy qqaffects qqeconomic qqactivity qqand qqinteracts qqwith qqfiscal qqpolicy 

qq(changes qqin qqgovernment qqspending qqand qqtaxes) qqto qqproduce qqa qqcertain qqlevel qqof qqaggregate 

qqoutput; qqhow qqthe qqlevel qqof  qqinterest qqrates qqis qqaffected qqby qqchanges qqin qqinvestment qqspending 

qqas qqwell qqas qqby qqchanges qqin qqmonetary qqand qqfiscal qqpolicy; qqhow qqbest qqto qqconduct qqmonetary 

qqpolicy; qqand qqhow qqthe qqIS/LM qqmodel qqgenerates qqthe qqaggregate qqdemand qqcurve. qq(Tobin, 

qq1947 qqor qqMankiw, qq2010). qqMonetary qqTransmission qqMechanisms 

This qqdescribes qqhow qqpolicy qqinduced qqchanges qqin qqnominal qqmoney qqstock qqor qqshort-term  

qqnominal qqinterest qqrate qqimpact qqreal qqvariables qqsuch qqas qqaggregate qqoutput qqand 

qqemployment. qqI qqreview qqtheoretical qqliterature qqon qqspecific qqchannels qqthat qqmonetary 

qqpolicy qqhas qqon qqaggregate qqoutput qqusing qqMundell qq– qqFleming qqmodel. 
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Mundell-Fleming qqModel qq(Money qqSupply qqChannel) 

 

This qqmodel qqalso qqknown qqas qqthe qqIS-LM-BP qqmodel qqis qqan qqextension qqof qqIS- qqLM qqmodel, 

qqwhich qqwas qqformulated qqby qqRobert qqMundell qqand qqMarcus qqFleming. qqBasically, qqthis 

qqmodel qqis qqa qqversion qqof qqthe qqIS-LM qqmodel qqfor qqan qqopen qqeconomy. qqIn qqaddition qqto qqthe 

qqbalance qqin qqthe qqgoods qqand qqfinancial qqmarkets, qqthe qqmodel qqincorporates qqan qqanalysis qqof 

qqthe qqbalance qqof qqpayments qq(BP). 
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Assuming qqimperfect qqcapital qqmobility qqunder qqflexible qqexchange qqrates qqwhere qqthe qqcentral  

qqbank qqdoes qqnot qqintervene qqto qqfix qqa qqgiven qqexchange qqrate, qqwhat qqhappens qqconsidering 

qqexpansion qqin qqmonetary qqpolicy? qqIn  qqthis qqmodel, qqthe qqIS qq(equilibrium qqcondition qq qqin qq qq qqthe qq 

qqmarket qq qq qqfor qq qqgoods qq qqand qq qqservices qq qq qqin qq qq qqan qqopen 

economy) qq qqfunction qq qqis qq qqgiven qq qqas: qq qqY qq= qq qqc(Y qq− qqT) qq+ qqI(i) qq+ qqG qq+ qqNX(e) qq qqand qq qq

M
 qq= 

P 

 

L(i, qqY) qqas qqthe qqLM qqfunction qq(Fan qqand qqFan, qq2002). qqThe qqbalance qqof qqpayment qqis qqthe qqsum qq 

qqof qq qqthe qq qqcapital qq qqaccount qq qq(KA qq qq= qqKI  qq− qqK0)  qq  q q and qq qqthe qq qq qqcurrent qq qq qqaccount qq(CA qq= qqX qq− 

q q M). 

Increase qqin qqnominal qqmoney qqsupply qqshift qqthe qqLM qqcurve qqto qqthe qqright qqfrom qqLM0 qqto qqLM1, 

qqwhere qqan qqinternal qqequilibrium qqis qqattain qqat qqpoint qqB qq(considering qqpanel qq(a) qqand qq(b)) qq, 

qqdomestic qqincome qqexpands qqfrom qqinitial qq𝑌0 qqto qqY1, qqput qqdownward qqpressure qqon qqthe qqdomestic 

qqinterest qqfrom qqthe qqinitial qqi0 qqto qqi1 qqand qqin qqturn qqstimulate qqs qqa qqshort qqterm qqcapital qqoutflow, 

qqworsening qqthe qqshort qqterm qqcapital qqaccount. qqThe qqlower qqinterest qqrate qqreduces qqa qqnet qqcapital  

qqoutflow qq{[KI  q q− qqKO]  q q< q q0} qqand qqthe qqhigher qqincome qqincreases qqimports qq{(X qq− qqM) qq> qq0}. 

qqThus, qqboth qqthe qqshort qqrun qqcapital qqmovements qqand qqincrease qqin qqdomestic qqincome qqput 

qqdownward qqpressure qqon qqthe qqvalue qqof  qqthe qqhome qqcurrency. qqConsequently, qqthere qqis qqan 

qqincipient qqdeficit qqin qqthe qqbalance qqof qqpayments, qqresulting qqin qqdepreciation qqof  qqthe qqdomestic 

qqcurrency qq(e qq↑) qqand qqa qqrightward qqshift qqof qqBP qqcurve qqfrom qqBP0to qqBP1. qqDepreciation qqboost 

qqexports qqand qqreduces qqimports qq(improve qqtrade qqbalance), qqwhich qqcause qqa qqrightward qqshift 

qqin qqthe qqIS qqcurve qqfrom qqIS0 qqto qqIS1. qqThe qqrightward qqshift qqin qqthe qqIS qqand qqBP qqcurves qqcontinue 

qquntil qqthey qqintersect qqwith qqthe qqLM qqcurve qqat qqa qqcommon qqpoint qqc(i2,  qqY2), qqwhere 

qqequilibrium qqis qqattain qq(see qqAcheampong, qq2008 qqand qqMankiw, q q2010). 
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There qis qgeneral qagreement qamong qeconomists qand qpolicymakers qthat qmonetary qpolicy 

qworks qmainly qthrough qinterest qrates. qWhen qthe qcentral qbank qpolicy qis qtightened qthrough qa 

qdecrease qin qreserve qprovision, qfor qinstance, qinterest qrates qrise. qInterest qrate qrise qmeans 

qthat qthe qbanks qhave qto qadjust qtheir qlending qrates qupwards. qThe qrise qin qinterest qrates qleads 

qto qa qreduction qin qspending qby qinterest qsensitive qsectors qof qthe qeconomy, qsuch qas qhousing 

qand qconsumer qpurchases qof  qdurable qgoods. qTherefore, qthe qcost qof qcredit qbecomes qhigh 

qand, qin qmost qcases, qbecomes qunaffordable qreducing qdemand qfor qcredit. 

Some qeconomists qand qpolicymakers qhave qargued qthat qan qadditional qpolicy qchannel  

qworks qthrough qbank qcredit q(Keeton, q2001; qStiglitz qand qWeiss, q2001). qIn qthis qview, 

qmonetary qpolicy qdirectly qconstrains qthe qability qof  qbanks qto qmake qnew qloans, qmaking 

qcredit qless qavailable qto qborrowers qwho qdepend qon qbank 
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financing. qThus, qin qthe qcredit qchannel, qrestrictive qmonetary qpolicy qworks qnot qonly qby 

qraising qinterest qrates, qbut qalso qby qdirectly qrestricting qbank qcredit. 

Empirical qreview 

 

Syafri q(2012) qstudy qanalyzed qthe qfactors qthat qaffect qthe qprofit qof qcommercial qbanks qin 

qIndonesia, qusing qpolling qdata qfrom qcommercial qbanks qlisted qon qthe qIndonesia qStock 

qExchange qbetween q2002 qand q2011. qBank qprofitability qwas qmeasured qby qreturn qon qassets qand 

qresults qshowed qthat qloan qto qtotal qassets, qtotal qequity qto qtotal qassets qand qloan qloss qprovision qto 

qtotal qloan qhave qpositive qeffect qon qprofitability. 

The qstudy qby qFrederic q(2014) qexamined qthe qfactors qresponsible qfor qdetermining qthe 

qperformance qof qdomestic qcommercial qbanks qin qUganda. qThe qstudy qused qlinear qmultiple 

qregression qanalysis qover qthe qperiod q2000-2011 qto qanalyze qthe qdata qof qall qlicensed qdomestic 

qand qforeign qcommercial qbanks. qThe qstudy qfound qthat, qmanagement qefficiency; qasset 

qquality; qinterest qincome; qcapital qadequacy qand qinflation qinfluence qon qthe qbank’s 

qperformance qin qUganda. 

Abdurrahman q(2010) qempirically qexamined qthe qrole qof qmonetary qpolicy qon qeconomic 

qactivity qin qSudan qfor qthe qperiod qwhich qspanned qbetween q1990 qand q2004 qand qfound qthat 

qmonetary qpolicy qhad qlittle qimpact qon qeconomic qactivity qduring qthe qperiod qunder 

qconsideration. qMangani q(2011) qassessed qthe qeffects  qof qmonetary qpolicy qin qMalawi qby 

qtracing qthe qchannels qof qits qtransmission qmechanism, qwhile qrecognising qseveral qfactors  

qthat qcharacterise qthe qeconomy qsuch qas qmarket qimperfections, qfiscal qdominance qand 

qvulnerability qto qexternal qshocks. qUsing qvector qautoregressive qmodelling, qGranger 

qcausality, qblock qexogeneity qand qinnovation qaccounting qanalyses qto qdescribe qthe 

qdynamic qinterrelationships qamong qmonetary qpolicy, qfinancial qvariables qand qprices. 

qThe qstudy qestablished qthe qlack qof qunequivocal qevidence qin qsupport qof qa qconventional 
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channel qof qthe qmonetary qpolicy qtransmission qmechanism qand qfound qthat qthe qexchange 

qrate qwas qthe qmost qimportant qvariable qin qpredicting qprices. 

Karimi qand qKhosravi q(2010) qinvestigated qthe qimpact qof qmonetary qand qfiscal qpolicies qon 

qeconomic qgrowth qin qIran qusing qautoregressive qdistributed qapproach qto qco-integration  

qbetween q1960 qand q2006. qThe qempirical qresults qindicated qexistence qof qlong-run 

qrelationship qbetween qeconomic qgrowth, qmonetary qpolicy qand qfiscal qpolicy. qThe qresults 

qfurther qshowed qexchange qrate qand qinflation qas qproxies qfor qmonetary qpolicy qhave qinverse 

qimpact qon qeconomic qgrowth. 

Buyinza q(2010) qinvestigated qsamples qof q23 qcommercial qbanks qprofitability qfrom q1999 

qto q2006 qin qSub qSahara qAfrica qcountries. qThe qstudy qutilized qpanel qdata qand qthe qregression 

qresults qrevealed qthat qcapital, qefficient qexpenses qmanagement, qbank qsize, qcredit qrisk, 

qdiversified qearning qability qof  qthe qbanks, qper qcapital qGDP, qgrowth qrate qand qinflation qhave 

qsignificant qand qpositive qimpact qon qbanks’ qprofitability. q(Pinter, qAli, qAkhtar, qand 

qAhmed q,2011) qexamined qthe qbank qspecific qand qmacroeconomic qindicators qof q22 qpublic 

qand qprivate qsector qcommercial qbanks qprofitability qfrom q2006 qto q2009 qin qPakistan. qThe 

qresearch qmade quse qof  qmultiple qregression qmodels qand qpanel qdata qestimation. qThe qstudy 

qfound qthat qbank qsize, qoperating qefficiency, qasset qmanagement qand qGDP qhad qpositive 

qeffect qon qbanks’ qprofitability. qHowever, qcapital qand qcredit qrisk qhad qnegative qeffect qon 

qbanks qprofitability qin qPakistan. 

Saidu qand qTumin q(2011) qinvestigated qthe qperformance qand qfinancial qratios qon qsamples 

qof qfour qMalaysian qand qnine qChinese qcommercial qbanks qfrom q2001 qto q2007. qThe 

qresearch qmade quse qof  qpanel qdata qand qthe qregression qresults qshow qthat qcredit, qcapital qand 

qoperating qratios qhave qinfluence qon qthe qperformance 
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of qbanks qin qChina qwhich qis qnot qtrue qfor qMalaysia. qThe qstudy qfound qthat qliquidity qand qsize 

qof qthe qbanks qdo qnot qinfluence qthe qperformance qof  qthe qbanks qin qboth qcountries. 

q(Khrawish, qand qSiam, q2011) qinvestigated qthe qdeterminants qon qsamples qof qthree qJordan 

qIslamic qbanks qprofitability qfrom q2005 qand q2009. qThe qmultiple qlinear qregression qresults 

qshow qcapital, qbank qsize, qfinancial qrisk, qGDP qgrowth qrate, qinflation, qand qexchange qrate. 

Ekpung, qUdude qand qUwalaka q(2015) qexamined qthe qimpact qof qmonetary qpolicy qon qthe 

qbanking qsector qin qNigeria. qThe qstudy qtried qto qascertain qthe qfactors qthat qinfluence qthe 

qbanking qsector qperformance qusing qbank’s qdeposit qliabilities qas qproxy qfor qbank 

qperformance. qThey qtested qthe qnull qhypothesis qof qno qsignificant qrelationship qbetween 

qbank qdeposit qliabilities qand qchosen qindices qof qbanking qperformance, qnamely qExchange 

qRate q(EXR), qDeposit qRate q(DR) qand qMinimum qDiscount qRate q(MDR qResults qshowed 

qthat qoverall; qmonetary qpolicy qhad qa qsignificant qeffect qon qthe qbanks qdeposit qliabilities. 

qmeanwhile, qon qindividual qbasis, qthey qdiscovered qthat qDeposit qRate q(DR) qand qMinimum 

qDiscount qRate q(MDR) qhad qa qnegative qinfluence qon qthe qbanks qdeposit qliabilities, 

qwhereas qExchange qRate q(EXR) qhad qa qpositive qand qsignificant qinfluence qon qthe qbanks 

qdeposit qliabilities qin qNigeria. qTheir qconclusion qtherefore qwas qthat qmonetary qpolicy 

qplays qa qvital qrole qin qdetermining qthe qvolume qof qbank’s qdeposit qliabilities qin qNigeria. 

Olweny qand qChiluwe q(2012) qexplored qthe qrelationship qbetween qmonetary qpolicy qand 

qprivate qsector qinvestment qin qKenya qby qtracing qthe qeffects qof qmonetary qpolicy qthrough 

qthe qtransmission qmechanism qto qexplain qhow qinvestment qresponded qto qchanges qin 

qmonetary. qThe qstudy qutilises qquarterly qmacroeconomic qdata qfrom q1996 qto q2009 qand qthe 

qmethodology qdraws qupon qunit 
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roots qand qcointegration qtesting qusing qa qvector qerror qcorrection qmodel qto qexplore qthe 

qdynamic qrelationship qof  qshort-run qand qlong-run qeffects  qof qthe qvariables qdue qto qan 

qexogenous qshock. qThe qstudy qshowed qthat qmonetary qpolicy qvariables qof qgovernment  

qdomestic qdebt qand qTreasury qbill qrate qare qinversely qrelated qto qprivate qsector qinvestment, 

qwhile qmoney qsupply qand qdomestic qsavings qhave qpositive qrelationship qwith qprivate 

qsector qinvestment qconsistent qwith qthe qIS-LM qmodel. qBased qon qthe qempirical qresults qthe 

qstudy qsuggests qthat qtightening qof qmonetary qpolicy qby q1 q% qhas qthe qeffect qof qreducing  

qinvestment qby q2.63% qwhile qthe qopposite qloose qmonetary qpolicy qtends qto qincrease 

qinvestment qby q2.63%. 

Kimani q(2013) qstudied qthe qeffect qof qmonetary qpolicy qon qthe qlending qbehaviors qof 

qCommercial qBanks qof qKenya. qThe qstudy qestablished qthat qCBR, qcash qreserve qratio, qopen 

qmarket qoperation qand quncertainty qcaused qby qmonetary qpolicy qchanges qinfluences 

qlending qbehavior qof qcommercial qbanks qin qKenya. qThe qstudy qfound qstatistical qevidence qto 

qsupport qthe qclaim. 

Flamini, qSchumacher q& qMcDonald q(2009) qfound qthat qthe qbanks’ qprofitability qin qSub-

Saharan qAfrica q(SSA) qare qcomparatively qhigh qthan qthe qother qregions. qBanks qprofitability 

qstudy qwas qconducted qon qthe qsample qsize qof q389 qbanks qin qSSA qand qthe qfindings qrevealed 

qthat qthe qsize qof qthe qbanks, qdiversified qbanks qactivities qand qthe qprivate qownership qplays qa 

qsignificant qrole qin qdetermining qthe qhigher qreturns qon qassets. q“Bank qreturns qare qaffected 

qby qmacroeconomic qvariables, qsuggesting qthat qmacroeconomic qpolicies qthat qpromote 

qlow qinflation qand qstable qoutput qgrowth qdo qboost qcredit qexpansion. qThe qresults qalso 

qindicate qmoderate qpersistence qin qprofitability. qThe qpaper qgives qsome qsupport qto qa qpolicy 

qof qimposing qhigher qcapital qrequirements qin qthe qregion qin qorder qto qstrengthen qfinancial 

qstability.” 
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Chuku q(2009) qstudied qthe qimpact qof qmonetary qpolicy qshocks qon qoutput qand qprices qin 

qNigeria, qusing qstructural qvector qauto qregression q(SVAR) qmodel qand qassumed qthat qthe 

qunexpected qchanges qin qoutput qand qprice qwithin qthat qperiod qremained quntraced qby qthe 

qcentral qbank. qThe qstudy qconducted qwith qthe qthree qmajor qalternative qpolicy qinstruments, 

qbroad qmoney q(M2), qMinimum qRediscount qRate q(MRR) qand qthe qreal qeffective qexchange 

qrate q(REER) qrevealed qtheir qeffects qon qoutput qand qprices. q“The qquantity-based qnominal 

qanchor q(M2) qhas qmodest qeffects qon qoutput qand qprices qwith qa qvery qfast qspeed qof 

qadjustment. qWhile, qinnovations qon qthe qprice-based qnominal qanchors q(MRR qand qREER) 

qhave qneutral qand qfleeting qeffects qon qoutput.” qThey qfinally qconcluded qthat q(M2) qis qthe 

qmost qinfluential qinstrument qwith qthe qcentral qbankers qfor qthe qmonetary qpolicy 

qimplementation qand qsuggested qthat qquantity qbased qnominal qanchor qshould qbe qgiven 

qmore qweight qage qcompared qto qprice qbased qnominal qanchor. qHence, qit qis qimperative qto 

qcorrectly qidentify qthe qimpact qof qmonetary qpolicy qchanges qto qfacilitate qsuperior qpolicy 

qmaking. 

Sanusi q(2002) qnoted qthat qthe qrole qof  qthe qCentral qbank qin qregulating qthe qliquidity qof qthe 

qeconomy qwhich qaffects  qsome qmacroeconomic qvariables qsuch qas qthe qoutput, 

qemployment qand qprices qcannot qbe qover-emphasised. qThe qCentral qBank qof qNigeria qover 

qthe qyears qhas qadopted qdifferent qmonetary qpolicy qmanagement qtechniques qto qkeep qthe 

qeconomy qin qa qstable qstate. qBefore qthe qstructural qadjustment qof q1986 qwhich qushered qin qa 

qperiod qof qfinancial qderegulation, qit qadopted qa qsystem qof qdirect qcontrol qthrough qthe qissue 

qof qcredit qguidelines qand qinterest qrate qfixation qbut qfrom qthe qlater qpart qof qthe q1980s, qit 

qadopted qindirect qcontrol qsystem qof  qmanagement qby qresorting qto qopen qmarket 

qoperations, qadjustment qof qlegal qreserves qrequirement qand qthe qrediscount qrate. qBut 
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in qall qthese, qthe qattainment qof qthe qdesired qobjectives qof qmonetary qpolicy qhas qbeen qaffected  

qby qdomestic qand qexternal qenvironments qwhich qinclude qfiscal qdominance, 

qunderdeveloped qnature qof qthe qfinancial qmarkets, qexternal qdebt qoverhang qand qvolatility 

qin qoil qprice. 

Onyeiwu q(2012) qstudied qthe qeffect qof qCentral qBank qof qNigeria’s qmonetary qpolicies qon 

qselected qmacroeconomic qvariables: qgross qdomestic qproduct, qinflation qrate qand qbalance 

qof qpayment qbetween q1981 qand q2008. qUsing qthe qOrdinary qLeast qSquares qMethod q(OLS) 

qto qanalyse qdata, qthe qresult qshows qthat qmonetary qpolicy qproxy qby qmoney qsupply qexerts qa 

qpositive qimpact qon qGDP qgrowth qand qBalance qof  qPayment qbut qnegative qimpact qon qrate qof 

qinflation. qHe qrecommended qthat qmonetary qpolicy qshould qfacilitate qa qfavourable 

qinvestment qclimate qthrough qappropriate qinterest qrates, qexchange qrate qand qliquidity 

qmanagement qmechanism. 

Hamdan qand qMasig q(2008) qtested qthe q“hypothesis qthat qin qthe qcontext qof qa qrelatively 

qdeveloped qbanking qsystem qand qeffective qmonetary qpolicy qframework qthe qspeed qof 

qadjustment qof qthe qdeposit qrates qwould qbe qfaster qthan qthat qof qthe qlending qrates qin qresponse qto 

qa qchange qin qmonetary qpolicy qinstrument qsuch qas qthe qdiscount qrates”. qThis qknowledge qof 

qthe qspeed qof qadjustment qis qcrucial qfor qan qeffective qtransmission qand qimplementation qof qa 

qchange qin qmonetary qpolicy qinstrument. qThe qtest qof qhypothesis qon qa qset qof qindustrial qand 

qdeveloping qcountries qbased qon qthe q'Auto-Regressive qDistributed qLag' q(ARDL) 

qmethodology, qtends qto qsuggest qthat qthe qdeposit qrates qadjust qfaster qthan qthe qlending qrates 

qin qmost qof qthe qindustrial qcountries qas qwell qas qin qthose qdeveloping qcountries qin qwhich qthe 

qbanking qsystem qappears qto qbe qrelatively qmore qdeveloped. qThe qfindings qare 
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plausible qand qhave qstrong qpolicy qimplications qfor qboth qthe qindustrial qand qdeveloping 

qcountries. 

Rao q(2006) qinvestigated qthe qimpact qof qmonetary qpolicy qon qthe qbanks qprofitability 

qmainly qin qthe qfinancial qsector qof qIndia qby qstudying qvarious qinstruments qof qmonetary 

qpolicy. qThe qlending qrates qhave qbeen qfound qto qhave qpositive qrelationship qwith qbanks’ 

qprofits qwhich qindicates qa qrise qin qlending qrates qwill qincrease qthe qprofitability qof  qthe qbanks. 

qWhen qthe qBank qRate, qSLR qand qCRR qis qincluded qthe qregression qcoefficient qis 

qinsignificant qto qexplain qthe qrelationship qbetween qbank qprofitability qand qthe qmonetary 

qpolicy qinstrument qin qthe qcase qof qpublic qsector qbanks. qIt qcan qbe qconcluded qthat qbanking qis 

qstill qregulated qand qcontrolled qin qterms qof qa qstrict qcredit qpolicy qfollowed qby qthe qReserve 

qBank qof qIndia qto qcombat qinflationary qpressures. 

Haiying-Pan q(2012) qstudied qthe qeffects qof qregular qincreases qin qreserve qrequirement qratio 

q(RRR) qin qchina qand qfound qout qthat qchanging qreserve qratio qdoes qnot qhave qany qdirect qeffect  

qon qcontrolling qsurplus qliquidity, qpreventing qinflation qor qcontrolling qthe qlending qactivity. 

qFurther, qRRR qhas qa qlong-term qbut qvery qweak qand qnegative qinfluence qon qmoney qsupply 

qand qloan qscale qand qno qeffect qon qCPI. 

Another qresearch qSehrish qGul q(2011) qinvestigated qthe qimpact qof qbank- qspecific 

qcharacteristics qand qmacroeconomic qindicators qon qbank’s qprofitability qin qthe qPakistan’s 

qbanks qfor qthe qperiod q2005-2009. qIt qinvestigated qthe qimpact qon qmajor qprofitability 

qindicators qi.e. qreturn qon qassets q(ROA), qreturn qon qequity q(ROE), qreturn qon qcapital 

qemployed q(ROCE) qand qnet  qinterest qmargin q(NIM) qof qassets, qloans, qequity, qdeposits, 

qinflation, qeconomic qgrowth qand qmarket qcapitalization qand qhas qfound qstrong qevidence 

qthat qboth qinternal qand qexternal qfactors q have q a q strong q influence q on q the q profitability q of  

q the q banks. q Banks q with 
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higher qmargins qof qequity qcapital, qdeposits, qloans qand qTotal qAssets qare qprone qto qearning 

qhigher qprofits. qAccordingly, qthe qmacro qfactors qalso qshow qa qsignificant qpositive 

qrelationship qwith qthe qbank qprofits. 

Zarafat q(2014) qstudied qthe qmacroeconomics qfactors qthat qgenerates qbanks’ qprofits qand 

qfound qthat qfor qthe qbanks’ qprofitability qthe qgrowth qof qGDP qmust qbe qin qplace qin qorder qto 

qstimulate qlending qand qborrowing qactivities, qalso qreal qinterest qrate qhas qno qdirect  

qrelationship qwith qbanks’ qprofitability. qIt qexperimented qthe qrelationship qand qdynamic 

qlinkage qbetween qprofitability qof  qMalaysian qcommercial qbanks, qexpressed qthrough 

qreturn qon qassets q(ROA) qand qmacroeconomic qvariables qwhich qinclude qreal qGDP qgrowth,  

qinflation q(expressed qthrough qCPI) qand qreal qinterest qrates. qIt qtherefore qjustifies qthe 

qeconomic qtheory, qthat qeconomic qgrowth qincreases qbank qprofits qthrough qenhanced 

qdemand qfor qbusiness qloans. qThese qloans qgenerate qgood qreturns qto qcommercial qbanks, 

qresulting qin qhigher qprofits. 

Almazari q(2013) qfocused qon qthe qrelationship qbetween qtwo qdeterminants q(capital  

qadequacy qand qcost-income qratio) qand qthe qprofitability qof qthe qcommercial qbanks qof qSaudi 

qArabia. qBank qprofitability qis qaffected qby qinternal qand qexternal qfactors. qThe qinternal 

qfactors qinclude: qcapital qadequacy, qbank qsize, qliquidity, qand qthe qlevel qof  qprovisioning 

qwhereas qexternal qfactors qare qlack qof qcapital,  qthe qmoney qsupply, qcompetition, 

qgovernment qregulation, qownership, qand qinflation. qEfficiency qis qmeasured qby qcapital 

qadequacy qratios q(CARs) qand qcost qincome qratio q(CIR), qand qbank’s qprofitability qis 

qmeasured qby qROA qand qROE. qIt qfound qthat qboth qhave qnegative qrelationships qwith qthe 

qprofitability qof qthe qbanks. 

Rao qand qSomaiya q(2006) qinvestigated qthe qimpact qof qmonetary qpolicy qon qthe 

qprofitability qof qbanks qin qIndia qbetween q1995 qand q2000. qThe qmonetary 
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variables qwere qbanks qrate, qlending qrates, qcash qreserve qratio qand qstatutory qratio, qand qeach 

qregressed-on qbanks qprofitability qindependently. qLending qrate qwas qfound qto qexact 

qpositive qand qsignificant qinfluence qon qbanks‟ qprofitability, qwhich qindicates qa qfall qin 

qlending qrates qwill qreduce qthe qprofitability qof  qthe qbanks. qAlso, qbank qrate, qcash qreserve 

qratio qand qstatutory qratio qwere qfound qto qsignificantly qaffect qprofitability qof  qbanks 

qnegatively. qTheir qfindings qwere qthe qsame qwhen qlending qrate, qbank qrate, qcash qreserve  

qratio qand qstatutory qratio qwere qpooled qto qexplain qthe qrelationship qbetween qbank 

qprofitability qand qmonetary qpolicy qinstruments qin qthe qprivate qsector. 

Gul, qIrshad qand qZaman q(2011) qresearch qwas qfocused qon qexamining qthe qeffect qof qbank 

qspecific qand qmacroeconomic qfactors qon qbank qprofitability qby qusing qdata qof qtop q15 

qPakistan qcommercial qbanks qover qthe qperiod q2005-2009. qThe qPooled qOrdinary qLeast 

qSquare q(POLS) qmethod qwas qused qto qinvestigate qthe qimpact qof qassets, qloans, qequity, 

qdeposits, qeconomic qgrowth, qinflation qand qmarket qcapitalization qon qprofitability, 

qmeasured qthrough qreturn qon qasset q(ROA), qreturn qon qequity q(ROE), qreturn qon qcapital 

qemployed q(ROCE) qand qnet qinterest qmargin q(NIM). qThe qresults qfound qevidence qthat qboth 

qinternal qand qexternal qfactors qhave qa qstrong qinfluence qon qprofitability. 

Critique qof qExisting qLiterature 

 

Monetary qpolicy qcovers qthe qmonetary qaspect qof qthe qgeneral qeconomic qpolicy qwhich 

qrequires qa qhigh qlevel qof qco-ordination qbetween qmonetary qpolicy qand qother qinstruments 

qof qeconomic qpolicy qof qthe qcountry. qThe qeffectiveness qof qmonetary qpolicy qand qits 

qrelative qimportance qas qa qtool qof qeconomic qstabilization qvaries qfrom qone qeconomy qto 

qanother, qdue qto qdifferences qamong qeconomic qstructures, qdivergence qin qdegrees qof 

qdevelopment qin qmoney qand qcapital qmarkets 
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resulting qin qdiffering qdegree qof qeconomic qprogress, qand qdifferences qin qprevailing 

qeconomic qconditions q(Faure, q2007). 

To qachieve qthe qdesired qstabilization qin qan qeconomy, qcentral qbanks quse qvarious qmonetary 

qpolicy qinstruments qwhich qmay qdiffer qfrom qone qcountry qto qanother qaccording qto 

qdifferences qin qpolitical qsystems, qeconomic qstructures, qstatutory qand qinstitutional 

qprocedures, qdevelopment qof qmoney qand qcapital qmarkets qand qother qconsiderations.  

qSome qof qthe qcommonly qused qmonetary qpolicies qinclude: qchanges qin qthe qlegal qreserve 

qratio, qchanges qin qthe qdiscount qrate qor qthe qofficial qprime qrate q(Central qBank qRate), 

qexchange qrates qand qopen qmarket qoperations. qIn qorder qto qinvestigate qthe qeffect qof 

qmonetary qpolicy qon qcommercial qbanks’ qperformance qa qholistic qapproach qis qrequired 

qrather qthan qemphasizing qon qa qsingle qmonetary qtool qan qintegrative qapproach qis 

qimperative qin qthis qregard. 

Chapter qSummary 

 

This qchapter qfocused qon qreview qof  qliterature qrelated qto qstudies qundertaken qby qother 

qscholars qin qrelation qto qeffects qof qmonetary qpolicies qon qcommercial qbank’s qperformance. 

qIt qwas qdivided qinto qthree qsections. qSection qone qgives qan qintroduction qof qthe qtopic. qSection 

qtwo qcovers qthe qtheoretical qliterature qreview qon qcommercial qbanks’ qperformance. qThe 

qchapter qends qby qlooking qat qeach qof qthe qspecific qaspects: qCentral qBank qRate, qCash qreserve 

qratio, qOpen qmarket qoperations qand qhow qthey qwould qaffect qthe qperformance qof 

qcommercial qbanks. 
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CHAPTER qTHREE qRESEARCH qMETHODS 

Introduction 

 

This qchapter qlooks qat qthe qprocedures qthat qwere qespoused qto qachieve qthe qobjective qof  qthis 

qstudy. qThe qchapter qessentially qfocused qon qhow qthe qwhole qstudy qwas qdone. qIssues qsuch qas 

qmodel qspecification, qdata qsources, qdefinitions qof qvariables, qestimations qprocedures, qand 

qjustification qfor qthe qinclusion qof qvariables qwere qcovered qby qthe qchapter. 

Research qDesign 

 

Consistent qwith qthe qobjectives, qthe qstudy qemployed qthe qquantitative qresearch qdesign qto 

qfind qthe qrelationship qbetween qprofitability qproxied qby qReturn qon qAssets qand qseveral  

qcontrol qvariables qin qGhana. qAs qcompared qto qqualitative qdesign, qthe qmajor qstrength qof 

qresearch qdesign qis qhow qit qtake qfull qadvantage qof qreplicability, qobjectivity, qand 

qgeneralizability qof qfindings. qTherefore, qthis qdesign qensures qthat qthe qresearcher qwill qset 

qaside qhis qexperiences, qdiscretions qor qperceptions, qand qbiases qto qensure qobjectivity qin qthe 

qconduct qof qthe qstudy qand qthe qdeductions qthat qwould qbe qdrawn. 

Theoretical qModel qSpecification 

 

The qmodel qspecification qfor qthe qstudy qwas qinformed qby qthe qreviewed qliterature qon 

qprofitability qand qperformance qof quniversal qbanks. qReview qof  qthe qliterature qsuch qas qbut 

qnot qlimited qto qDonia q(2012); qYu qand qGan q(2010; qBenyah q(2010); qSeetanah, qRamessur, 

qand qRojid q(2009); qand qChinn qand qIto q(2006) qinformed qthe qchoice qof qa qnumber qof qvariables 

qto qspecify qthe qbanking qsector qprofitability qmodel qfor qGhana. 
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To qrespond qto qthe qset qobjectives qof qthe qstudy, qthe qresearcher qspecified qa qmodel qusing 

qprofitability qdeterminants qas qindependent qvariables qand qreturn qon qasset qas qthe 

qdependent qvariable. qThe qfoundation qof qthe qeconometric qmodel qwas qempirical qliterature 

qand qreviewed qtheory. qThe qstudy qadopted qthe qlinear qregression qmodel qas qput qforward qby 

qBonilla, qCasasús, qand qSala q(2012). qThe qmodel qis qpresented qas qexpressed qin qa qfunctional  

qform, qit qis qrepresented qbelow: 

𝑅𝑂𝐴 q = q𝑓(𝑉)
 
(1) 

 

where, q𝑅𝑂𝐴 qis qReturn qon qAsset qproxying quniversal qbanks qperformance. 

 

V q= qVector qof qbank-specific qand qmacroeconomic qfactors qaffecting qbanks qprofitability. 

The qequation qprovides qan qaverage qrelationship qbetween qthe qprofitability qof  qBanks qand 

qthe qset qof qexplanatory qvariables qand qhence, qthe qpredicted qprofitability qgives qthe qaverage 

qprofit qto qbanks qconditioned qon qthe qimpact qof qset qof qcontrol qvariables. 

Empirical qModel qSpecification 

 

By qmodifying qthe qmodel qused qby qBonilla qet qal. q(2012), qwe qcan qestimate qa qmodel qin qwhich 

qBanks qProfitability qis qfunctionally qlinked qto qeconomic qdevelopment qand qstructure qof 

qthe qeconomy qor qsome qmacro-economic qvariables. qTo qexplore qthe qdynamic qassociation 

qamong qbanks qprofitability qand qthe qvariable qof qinterest, qmonetary qpolicy qrate, qtogether 

qwith qcontrol qvariables, qwe qexpressed qequation q2 qas qseen qbelow. 

ROA=f q( q𝐺𝑃𝐶, q𝑁𝑃𝐿, q𝐺𝑃𝐶, q𝐸𝑋𝐻, q𝐼𝑁𝐹, q𝑀𝑃𝑅)

 

(2) qThe qfunctional qmodel qwas qtransformed qinto qa qstructural qmodel qas qseen qin qequation 

q(3) 
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𝑅𝑂𝐴𝑡 q q= q𝑓(. q) q= q𝑁𝑃𝐿𝑡𝐺𝑃𝐶𝑡𝐸𝑋𝐻𝑡 q𝐼𝑁𝐹𝑡𝑀𝑃𝑅𝑡𝜀𝑡

 

(3) qUsing qthe qlogarithmic qtransformation qof qthe qvariables qin qequation q(3), qthe qempirical  

qspecification qof qthe qmodel qabove qcan qbe qwritten qas qseen qin q equation 

(4) qbelow: 

 

𝑙𝑛𝑅𝑂𝐴𝑡 q= q𝛽0 q+ q𝛽1𝑙𝑛𝑁𝑃𝐿𝑡 q+ q𝛽2𝑙𝑛𝐺𝑃𝐶𝑡 q+ q𝛽3𝑙𝑛𝐸𝑋𝐻𝑡 q+ q𝑙𝑛𝐼𝑁𝐹𝑡 q+ 
 
𝛽6𝑙𝑛𝑀𝑃𝑅𝑡 q+ q𝜀𝑡

 
(4) 

 

where; qROA q= qReturn qon qAsset qproxying qBanks qProfitability, q𝛽0 q= qprofitability 

qintercept, qGPC= qGross qDomestic qProduct qPer qCapita, qNPL q= qNon-Performing qLoans, 

qINF q= qInflation qrate, qMPR q= qMonetary qPolicy qRate, qwhile q𝜀 qis qthe qerror qterm. 

Data qDescription qand qSources 

 

Based qon qevidence qfrom qexisting qliterature, qthis qstudy qidentified qseven qmain qvariables 

qbeing qMonetary qPolicy qrate q(MPR), qReal qEffective qExchange qRate q(EXH), qReturn qon 

qAssets q(ROA), qInflation q(INF), qGross qDomestic qProduct qPer qCapita q(GPC) qand qNon-

Performing qLoans q(NPLs) qas qfactors qaffecting qbanks qprofitability. qThese qvariables qare 

qcombination qof qbank-specific qand qmacroeconomic qvariables qthat qaffect quniversal  

qbanks qprofitability. 

Justification qof qthe qInclusion qof qthe qVariables qBank qProfitability q(Return qon  

qAsset) 

There qare qdifferent qways qone qcan qexplain qbank qperformance,  qone qof qwhich qis qto qlook qat 

qthe qprofit qand qloss qaccount qof qdifferent qbanks qthat qmake qup qthe qsector, qthis qapproach qcan 

qbe qclassified qas qmicroeconomic qapproach. qOn qthe qother qhand, qone qcan qlook qat qbank 

qperformance qby qconsidering qthe qaggregate qbank qtotal qassets qand qliability qstatement qin qan 

qeconomy. qThis qhowever, qcan q be 
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regarded qas qmacroeconomic qapproach qto qbank qperformance. qBank qprofitability qmay 

qreflect qthe qrisk qtaking qbehaviour qof qbank qmanagements. 

Banks qwith qhigh qprofitability qare qless qover qstressed qfor qrevenue qcreation qand qthus qless 

qforced qto qengage qin qrisk qcredit qoffering. qHowever, qinefficient qbanks qare qmore qlikely qto 

qexperience qhigh qlevel qof qproblem qloans qsince qthey qare qtempted qto qgrant qand qto qengage qin 

qmore quncertain qcredits qto qdefend qtheir qprofitability qand qmeet qthe qprudential qrules 

qimposed qby qmonetary qauthorities q(Boudriga, qBoulila qTaktak, q& qJellouli, q2009). qPoor 

qmanagement qcan qimply qweek qmonitoring qfor qboth qoperating qcost qand qcredit qquality qof 

qcustomers, qwhich qwill qinclude qhigh qlevels qof qcapital qlosses q(Haneef, qRiaz, qRamzan, 

qRana, qHafiz, q& qKarim, q2012). qThus, qROA qis qconsidered qas qprofitability qindicators qof 

qbank qin qthis qstudy. qROA qentails quniversal qbanks’ qafter-tax qnet qincome qto qyearly 

qaveraged qtotal qassets. 

Non-performing qLoans q(NPLs) 

 

Nonperforming qloans q(NPLs) qare qloans qthat qare qoutstanding qboth qin qits qprincipal qand 

qinterest qfor qa qlong qperiod qof qtime qcontrary qto qthe qterms qand qconditions qunder qthe qloan 

qcontract. qAny qloan qfacility qthat qis qnot qup qto qdate qin qterms qof qpayment qof qprincipal qand 

qinterest qcontrary qto qthe qterms qof qthe qloan qagreement qis qNPLs. qThus, qthe qamount qof 

qnonperforming qloans qrepresents qthe qquality qof qbank qassets q(Tseganesh, q2012). 

Deterioration qin qasset qquality qis qmuch qmore qserious qproblem qof qbank qunless qthe 

qmechanism qexists qto qensure qthe qtimely qrecognition qof  qthe qproblem. qIt qis qa qcommon qcause 

qof qbank qfailure. qPoor qasset qquality qleads qto qnon-performing qloans qthat qcan qseriously 

qdamage qa qbanks’ qfinancial qposition qhaving qan qadverse qeffect qon quniversal qbanks’ 

qoperation q(Epure q& qLafuente, q2015). qIt qdistresses qthe 
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performance qand qsurvival qof qbanks q(Mileris, q2012). qIt qis qmeasured qor qindicated qby qthe 

qamount qof qNPLs qto qgross qloans. 

Gross qDomestic qProduct qGPC) 

 

GDP qis qone qof qthe qmacroeconomic qindicators qof qthe qhealth qof qany qcountry’s qeconomy. 

qThe qGDP qreferred qto qin qthis qstudy qis qthe qGDP qgrowth, qwhich qis qthe qmacroeconomic 

qmeasure qof qthe qvalue qof qeconomic qoutput qadjusted qfor qprice qchanges. qIncreasing qGDP 

qgrowth qis qusually qassociated qwith qdecreasing  qlevels qof qNPLs q(Beck, qJakubik q& qPiloiu, 

q2013). qThis qis qbecause qa qstrong qpositive qgrowth qin qGDP qgrowth qusually qtranslates qinto 

qmore qincome qwhich qimproves qthe qdebt qservicing qcapacity qof  qthe qborrower, qwhich qin qturn 

qcontributes qto qlower qNPLs qand qthereby qincreasing qbanks qprofitability q(Khemraj q& 

qPasha, q2009). qFrom qthis qliterature, qa qpositive qrelationship qis qexpected qbetween qthe qtwo 

qvariables. 

Inflation q(INF) 

 

There qare qfour qvariables qthat qlead qto qinflation: qemployment, qconsumption, qproduction 

qand qunexpected qincrease qin qmoney qsupply. qIncreasing qinflation qrate qcan qraise qthe 

qnominal qrisk-free qrate qand qdiscount qrate qin qthe qequity qvaluation qmodel. qUnexpected 

qinflation qhas qa qnegative qrelationship qwith qstock qprice q(Liu qand qShrestha, q2008). qTan qand 

qFloros q(2012) qfound qthat qthere qis qa qpositive qrelationship qbetween qbank qprofitability, qcost 

qefficiency, qbanking qsector qdevelopment, qstock qmarket qdevelopment qand qinflation qin 

qChina. 

Eita q(2012) qrevealed qthat qstock qmarket qreturns qand qinflation qin qSouth qAfrica qare 

qpositively qrelated. qThe qresults qalso qindicate qthat qwhen qall-share qindex qis qused qas qthe 

qmeasure qof qstock qmarket qreturns, qthe qcausality qis qbi-directional. qLajeri qand qDermine 

q(1999) qconcluded qthat qthere qwas qa qnegative qimpact qof qinflation qon qthe qmarket qvalue qof 

qbanks qand qthe qreal qeconomic qactivity qand qit 

© University of Cape Coast     https://ir.ucc.edu.gh/xmlui

Digitized by Sam Jonah Library



64  

would qreduce qthe qexpected qreturns. qModigliani, qFranco qand qCohn q(1979) qsuggest qthat 

qstock qmarket qinvestors qare qdepended qon qthe qinflation qillusion qin qthe qinflation qillusion 

qhypothesis. qFeldstein q(1980) qexplain qthat qthe qrelationship qbetween qthe qhigher qinflation 

qand qlower qstock qprices qin qthe qtax qhypothesis. qFama q(1981) qalso qfound qa qnegative qstock 

qreturn-inflation qrelation. qUnexpected qchanges qin qexpected qinflation qwould qaffect qto qthe 

qnominal qcontracts qthrough qdiscounting qthe qcash qflow. 

Real qExchange qRate q(EXH) 

 

Joseph qand qVezos q(2006) qindicated qthat qexchange qrate qhas qa qdirect qaffect qto qthe qfinancial 

qinstitutions qrevenues qand qcosts. qEconomic qtheory qsuggests qthat qthe qexchange qrate qhas qa 

qvery qimportant qinfluence qin qstock qmarket qby qaffecting qcash qflow, qinvestment qand 

qprofitability qof qthe qfirms q(Aydemir q& qDemirhan, q2009). qGranger, qHuang qand qYang 

q(2000) qfound qthat qexchange qrate qlead qstock  qprice qin qKorea, qhowever, qstock qprice qlead 

qexchange qrate qin qHong qKong, qMalaysia, qThailand qand qTaiwan. qMishra qand qJain q(2007) 

qalso qfound qthat qdue qto qthe qvarious qand qchangeable qinternational qbusiness qand qcapital 

qinflow qand qoutflow, qthese qchanges qwould qincrease qthe qinvestment qdecision quncertainly 

qand qthe qrisk qof qthe qinvestment qincreasing qas qwell. 

Exchange qrate qbecomes qcrucial qfor qthe qfinancial qsector. qAn qappreciation qof qthe qcedi qwill  

qattract qinflows qinto qGhana’s qstock qmarket qall qother qthings qbeing qconstant. qThis qwill qthen 

qraise qthe qstock qprices q(Wang, q2010). qChoi, qElyasiani qand qKopecky q(1992) qfound qthat 

qexchange qrate qcan qaffect qthe qbank’s qprofit qthough qexposure qto qforeign qtranslation qrisk. 
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Table q1: qExpected qSign qof qVariables 
 
 

Variable Expected qSign Supporting qEmpirical qWork(s) 

 
 

Non-Performing  qLoans 

 

(NPL) 

Negative q(-) Lata q(2014) qand qRoy q(2015) 

 

GDP qPer qCapita q(GPC) Positive q(+) Tomak qet qal q(2013) qand 

 

Ghosh, q(2015) 
 

Real qExchange qRate q(EXH) Negative q(-) Nkusu q(2011) 

Inflation q(INF) Positive q(+) Onyekachi qand qOkoye q(2013) 

 

and q(Haron q& qAzmi, q2004) qMonetary qPolicy qRate Negative q(-) Haron 

q(2004) 

 

Source: qAuthor’s qConstruct, q2019 

 

Data qSources 

 

The qdata qfor qthis qstudy qis qsecondary qdata qwhich qwere qobtained qfrom qthe qWorld 

qDevelopment qIndicators q(WDI) q2017 qedition, qDatabase qof  qIndex qMundi, qDatabase qof  

qFRED qSt. qLouis, qDatabase qof qIMF qand qthe qBank qof  qGhana. qThe qperiod qselected qfor qthe 

qstudy qwas qfrom q1984 qto q2016. qTable q2 qshows qthe qsources qand qhow qthe qvariable qof qinterest 

qtogether qwith qthe qcontrol qvariables qwas qmeasured. 
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Table q2: qMeasurement qof qVariables 
 

Variable Measurement Data qSource 
 

 

Return qon qAsset q(ROA) Commercial qbanks’ 

after-tax qnet qincome qto qyearly qaveraged qtotal qassets. 

Inflation q(INF) Annual qaverage 

qinflation qrate qas qshown qby qthe qconsumer qprice qindex 

Global qFinancial 

Development qDatabase qof qthe qWorld qBank 

 
Global qFinancial qDevelopment qDatabase qof 

qthe qWorld qBank 

Real qEffective qExchange qRate q(EXH) Real qeffective qexchange qrate 

qis qthe qnominal qeffective 

qexchange qrate q(a qmeasure qof 

qthe qvalue qof qa qcurrency 

qagainst qa qweighted qaverage 

qof qseveral qforeign 

qcurrencies) qdivided qby qa 

qprice qdeflator qor qindex qof 

qcosts. 

World qDevelopment qindicators qby qthe 

qWorld qBank 

GDP qPer qCapita q(GPC) GDP qper qcapita qis qgross 

domestic qproduct qdivided qby qmidyear qpopulation 

Global qFinancial qDevelopment qDatabase qof 

qthe qWorld qBank 

Non-Performing qLoans q(NPL) 

 

 

Monetary qPolicy qRate 

The qpercentage qof qBank 

qnonperforming qloans qto 

qgross qloans. 

 
End-of-Period qPrime qRate 

Global qFinancial qDevelopment qDatabase qof 

qthe qWorld qBank 

 
Global qFinancial qDevelopment qDatabase qof 

qthe qWorld qBank 
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Source: qAuthor’s qConstruct, q2019 

 
Unit qRoot qTest 

 

It qis qvery qimportant qto qtest qfor qthe qstatistical qproperties qof qvariables qwhen qdealing qwith 

qtime qseries qdata. qTime qseries qdata qare qrarely qstationary qin qlevel qforms. qRegression  

qinvolving qnon-stationary qtime qseries qoften qlead qto qthe qproblem qof  qspurious qregression. 

qThis qoccurs qwhen qthe qregression qresults qreveal qa qhigh qand qsignificant qrelationship qamong 

qvariables qwhen qin qfact, qno qrelationship qexist. qMoreover, qStock qand qWatson q(1988) qhave 

qalso qshown qthat qthe qusual qtest qstatistics q(t, qF, qDW, qand qR2) qwill qnot qpossess qstandard 

qdistributions qif qsome qof  qthe qvariables qin qthe qmodel qhave qunit qroots. qA qtime qseries qis 

qstationary qif qits qmean, qvariance qand qauto-covariance qare qindependent qof qtime. 

The qstudy qemployed qa qvariety qof qunit qroot qtests. qThis qwas qdone qto qensure qreliable qresults qof 

qthe qtest qfor qstationarity qdue qto qthe qinherent qindividual qweaknesses qof qthe qvarious 

qtechniques. qThe qstudy qused qboth qthe qPhilips-Perron q(PP) qand qthe qAugmented-Dickey 

qFuller q(ADF) qtests. qThese qtests qare qsimilar qexcept qthat qthey qdiffer qwith qrespect qto qthe qway 

qthey  qcorrect qfor qautocorrelation qin qthe qresiduals. qThe qPP qnonparametric qtest qgeneralizes  

qthe qADF qprocedure, qallowing qfor qless qrestrictive qassumptions qfor qthe qtime qseries qin 

qquestion. qThe qnull qhypothesis qto qbe qtested qis qthat qthe qvariable qunder qinvestigation qhas qa 

qunit qroot qagainst qthe qstationarity qalternative. qIn qeach qcase, qthe qlag-length qis qchosen qusing 

qthe qAkaike qInformation qCriteria q(AIC) qand qSchwarz qInformation qCriterion q(SIC) qfor qboth 

qthe qADF qand qPP qtest. qThe qsensitivity qof  qADF qtests qto qlag qselection qrenders qthe qPP qtest qan 

qimportant qadditional qtool  qfor qmaking qinferences qabout qunit qroots. qThe qbasic qformulation 

qof  qthe qADF qis qspecified qas qfollows: 

𝑋𝑡 q q= q𝜇 q+ q𝛼𝑋𝑡−1 q+ q𝛾𝑡 q+ q𝜀𝑡

 
(5) 

 

Subtracting q𝑋𝑡−1 qfrom qboth qsides qgives: 
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∆𝑋𝑡 q q= q𝜇 q+ q(1 q− q𝛼)𝑋𝑡−1 q+ q𝛾𝑡 q+ q𝜀𝑡

 
(6) 

 

The qt-test qon qthe qestimated qcoefficient qof q𝑋𝑡−1 qprovides qthe qDickey qFuller qtest qfor qthe 

qpresence qof qa qunit-root. qThe qAugmented qDickey qFuller q(ADF) qtest qis qa qmodification qof 

qthe qDickey qFuller qtest qand qinvolves qaugmenting qthe qabove qequation qby qlagged qvalues qof 

qthe qdependent qvariables. qIt qis qmade qto qensure qthat qthe qerror qprocess qin qthe qestimating 

qequation qis qresidually quncorrelated, qand qalso qcaptures qthe qpossibility qthat q𝑋𝑡 qis 

qcharacterized qby qa qhigher qorder qautoregressive qprocess. 

Although qthe qDF qmethodology qis qoften qused qfor qunit qroot qtests, qit qsuffers qfrom qa 

qrestrictive qassumption qthat qthe qerrors qare qi.i.d. qTherefore, qrepresenting q(1 q− q𝛼)  qby q𝜌 qand 

qcontrolling qfor qserial qcorrelation qby qadding qlagged qfirst qdifferenced qto qequation q(6) qgives 

qthe qADF qtest qof qthe qform: 

∆𝑋 q= q q𝜇 q+ q𝜌𝑋 + q𝛾𝜏 q+ q∑𝜌 ∅ q ∆𝑋 + q𝜀 (7) 

𝑡 𝑡−1 𝑖=1 q𝑖 𝑡−𝑖 𝑡 

 

Where q𝑋𝑡 qdenotes qthe qseries qat qtime qt, q∆ qis qthe qfirst qdifference qoperator, q𝜇, q𝛾, q∅ qare qthe 

qparameters qto qbe qestimated qand q𝜀𝑡 qis qthe qstochastic qrandom qdisturbance qterm. 

The qADF qand qthe qPP qtest qthe qnull qhypothesis qthat qa qseries qcontains qunit qroot q(non- 

qstationary) qagainst qthe qalternative qhypothesis qof qno qunit qroot q(stationary). 

That qis: 

 

𝐻0: q𝜌 q= q0 q(𝑋𝑡 qis qnon-stationary) 

 

𝐻0: q𝜌 q≠ q0 q(𝑋𝑡 q
is qstationary) 

Estimation qTechnique 

 

Autoregressive qDistributed qLag q(ARDL) qModel 

 

In qorder qto qestablish qand qanalyse qthe qlong-run qrelationships qas qwell qas qthe qdynamic 

qinteractions qamong qthe qvarious qvariables qof qinterest qempirically, qthe 
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autoregressive qdistributed qlag qcointegration qprocedure qdeveloped qby qPesaran, qShin, 

qand qSmith q(2001) qwas qused. 

The qbasis qfor qusing qthe qARDL qto qestimate qthe qmodel qcentred qon qthe qfollowing qreasons:  

qFirst, qthe qARDL qcointegration qprocedure qis qcomparatively qmore qeffective qeven qin 

qsmall qsample qdata qsizes qas qis qthe qcase qin qthis qstudy. qThis qstudy qcovers qthe qperiod q1984–

2014 qinclusive. qHence, qthe qtotal qobservation qfor qthe qstudy qis q31 qwhich qis qrelatively 

qsmall. qSecond, qthe qARDL qenables qthe qcointegration qto qbe qestimated qby qthe qOrdinary 

qLeast qSquare q(OLS) qtechnique qonce qthe qlag qof qthe qmodel qis qknown. qThis qis qhowever, qnot 

qthe qcase qof qother qmultivariate qcointegration qprocedures qsuch qas qthe qJohansen 

qCointegration qTest qdeveloped qby qJohansen q(1990). 

This qmakes qthe qARDL qprocedure qrelatively qsimple. qLastly, qthe qARDL qprocedure qdoes 

qnot qdemand qpretesting qof  qthe qvariables qincluded qin qthe qmodel qfor qunit qroots qcompared qwith 

qother qmethods qsuch qas qthe qJohansen qapproach. qIt qis qapplicable qregardless qof qwhether qthe 

qregressors qin qthe qmodel qare qpurely qI(0), qpurely qI(1) qor qmutually qcointegrated. 

Following qPesaran, qShin q& qSmith q(1999), qas qsummarized qin qChoong, qYusop, qand qLiew 

q(2005), qthe qARDL qis qapplied qby qmodelling qthe qlong-run q
equation q(4) qas qa qgeneral qvector 

qautoregressive q(VAR) qmodel qof qorder qp qin qROAt. qAn qexpression qof qthe qrelationship  

qbetween qthe qvariables qunder qstudy qusing qthe qARDL qapproach qto qcointegration qis 

qexpressed qas qfollows: 

∆𝑙𝑛𝑅𝑂𝐴𝑡 q= q𝛿0 q+ q∅𝑙𝑛𝑅𝑂𝐴𝑡−1 q+ q𝛼1𝑙𝑛𝑁𝑃𝐿𝑡−1 q+ q𝛼2𝑙𝑛𝐺𝑃𝐶𝑡−1 q+ 
 

𝛼3 𝑙𝑛𝐸𝑋𝐻𝑡−1 + q𝛼5 𝑙𝑛𝐼𝑁𝐹𝑡−1 + q𝛼6 𝑙𝑛𝑀𝑃𝑅𝑡−1 
𝜌 
𝑖=1 𝛽1 ∆𝑙𝑛𝑅𝑂𝐴 𝑡−𝑖 q

+ 

 

𝜌 
𝑖=1 𝛽2 ∆𝑙𝑛𝑁𝑃𝐿 

 
𝑡−𝑖 

𝜌 
𝑖=1 𝛽3 ∆𝑙𝑛𝐺𝑃𝐶𝑡−𝑖 

𝜌 
𝑖=1 𝛽4 ∆𝑙𝑛𝐸𝑋𝐻𝑡−𝑖 q+ 

 

+ q∑ 

∑ + q∑ + q∑ 
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𝜌 
𝑖=1 

𝛽5 

∆𝑙𝑛𝐿𝐼𝑅𝑆𝑡−𝑖 
𝜌 
𝑖=1 

𝛽6 

∆𝑙𝑛𝐼𝑁𝐹𝑡−𝑖 
𝜌 
𝑖=1 

𝛽7 

∆𝑙𝑛𝑀𝑃𝑅𝑡−𝑖 

+ q𝜀 q(8) 

 
Where, q∅ q𝑎𝑛𝑑 q𝛼𝑖 qrepresent qthe qshort-run qelasticities qwhile q𝛽𝑖 qare qthe qshort-run 

qelasticities. 

Bounds qtest qfor qCointegration 

 

The qAutoregressive qDistributed qLag q(ARDL) qCointegration qTest, qotherwise qcalled qthe 

qBounds qTest qdeveloped qby qPesaran qet qal. q(2001) qwas qused qto qtest qfor qthe qcointegration 

qrelationships qamong qthe qseries qin qthe qmodel. qTwo qor qmore qseries qare qsaid qto qbe 

qcointegrated qif qeach qof qthe qseries qtaken qindividually qis qnon-stationary qwith qI(1), qwhile 

qtheir qlinear qcombination qare qstationary qwith qI(0). qIn qa qmultiple qnon-stationary qtime-

series, qit qis qpossible qthat qthere qis qmore qthan qone qlinear qrelationship qto qform qa qcointegration.  

qThis qis qcalled qthe qcointegration qrank. qThe qstudy qtherefore qapplies qthe qARDL 

qcointegration qtechnique qdeveloped qby qPesaran qet qal. q(2001) qto qthe qsystem qof qthe qsix 

qvariables qin qthe qgrowth qequation qto qinvestigate qthe qexistence qor qotherwise qof qlong-run 

qequilibrium qrelationships qamong qthe qvariables. 

Having qsatisfied qthe qcriteria qthat qthe qvariables qwere qa qmixture qof qI(0) qor qI(1), qthe qARDL 

qbounds qtest qfor qcointegration qis qcarried qout. qThe qARDL qBounds qtesting qprocedure  

qessentially qinvolves qthree qsteps. qThe qfirst qstep qin qthe qARDL qbounds qtesting qapproach qis 

qto qestimate qequation q(4)  qby qOLS qin qorder qto qtest qfor qthe qexistence qor qotherwise qof qa qlong-

∑ 

+ q∑ 

+ q∑ 
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𝑠−1 𝑤−1 

run qrelationship qamong qthe qvariables. qThis qis qdone qby qconducting qan qF-test qfor qthe qjoint 

qsignificance qof qthe qcoefficients qof qlagged qlevels qof  qthe qvariables. 

The qhypothesis qwould qbe: 

 

𝐻0: q𝜃1 q q= q𝜃2 q q= q𝜃3 q q= q𝜃4 q q= q𝜃5 q q= q𝜃6 q q= q𝜃7 q= q0 
 
𝐻1: q𝜃1 q q≠ q𝜃2 q q≠ q𝜃3 q q≠ q𝜃4 q q≠ q𝜃5 q q≠ q𝜃6 q q≠ q𝜃7 q≠ q0 

The qtest qwhich qnormalizes qon qReturn qon qAsset qis qdenoted qby 

 

𝐹𝑅𝑂𝐴 q(𝑅𝑂𝐴, q𝐺𝑃𝐶, q𝑁𝑃𝐿, q𝐸𝑋𝐻,INF, qMPR). 

 

Two qasymptotic qcritical qvalues qbounds qprovide qa qtest qfor qcointegration qwhen qthe 

qindependent qvariables qare qI(d) q(where q0 q≤ qd q≤1): qa qlower qvalue qassuming qthe qregressors 

qare qI(0) qand qan qupper qvalue qassuming qpurely qI(1) qregressors. 

Given qor qestablished qthat qthe qF-statistic qis qabove qthe qupper qcritical qvalue, qthe qnull 

qhypothesis qof qno qlong-run qrelationship qis qrejected qregardless qof  qthe qorders qof qintegration 

qfor qthe qtime qseries. qOn qthe qflip qside, qif qthe qF-statistic qfalls qbelow qthe qlower qa qcritical  

qvalue, qthe qnull qhypothesis qis qaccepted, qimplying qthat qthere qis qno qlong-run qrelationship 

qamong qthe qseries. qHowever, qif qthe qF-statistic qfalls qbetween qthe qlower qand qthe qupper 

qcritical qvalues, qthe qresult qbecomes qinconclusive. 

In qthe qsecond qstage qof qthe qARDL qbounds qapproach, qonce qcointegration q
is qestablished qthe 

qconditional qARDL q(p, qq1, qq2, qq3, qq4, q
q5), qthe qlong-run qmodel qfor qROAt q

can qbe qestimated qas:

∆𝑙𝑛𝑅𝑂𝐴𝑡 
𝜌 
𝑖=𝑙 𝛽𝑙𝑖 ∆𝑙𝑛𝑅𝑂𝐴 𝑡−𝑖 

𝑛 
𝑓−1 𝛽2𝑚 ∆𝑙𝑛𝑁𝑃𝐿 𝑡−𝑚 q

+ 

 

𝑛 
𝑔−1 𝛽3𝑔∆𝑙𝑛𝐺𝑃𝐶𝑡−𝑔 q+ q∑𝑛 𝛽5𝑠∆𝑙𝑛𝐸𝑋𝐻𝑡−𝑠 q+ q∑𝑛 𝛽6𝑤∆𝑙𝑛𝐼𝑁𝐹𝑡−𝑤 q+ 

 

𝑛 
𝑦−1 𝛽7𝑦∆𝐼𝑁𝐹𝑡−𝑦 q+ q𝜇𝑡 (9) 

= q𝛾 q+ q∑ 

+ q∑ 

∑ 

∑ 
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This qinvolves qselecting qthe qorders qof qthe qARDL q(p, qq1, qq2, qq3, qq4,) qmodel qin qthe qsix 

qvariables qusing qAkaike qInformation qCriterion q(Akaike, q1973). 

The qthird qand qthe qlast qstep qin qthe qARDL qbound qapproach qis qto qestimate qan qError 

qCorrection qModel q(ECM) qto qcapture qthe qshort-run qdynamics qof qthe qsystem. 

Error-Correction qModel q(ECM) 

 

The qconcepts qof qError qCorrection qModels q(ECM) qand qcointegration qare qclosely 

qassociated qin qtime qseries qanalysis qand qoften qused qtogether qto qcharacterize qthe 

qrelationships qbetween qthe qseries qbeing qstudied. qIn qessence, qit qcan qbe qshown qthat, qwith qre-

parameterization, qthe qerror-correction qmodel qis qa qstandard qVAR qin qfirst qdifferences  

qaugmented qby qerror-correction qterms. qAn qError-Correction  qMechanism q(ECM) qis qa 

qway qof qcombining qthe qlong qrun, qcointegrating qrelationship qbetween qthe qlevel’s qvariables  

qand qthe qshort-run qrelationship qbetween qthe qfirst qdifferences qof qthe qvariables. 

The qprinciple qbehind qthe qerror-correction  qmodel qis qthat qthere qoften qexists qa qlong-run 

qequilibrium qrelationship qbetween qtwo qeconomic qvariables. qIn qthe qshort-run, qhowever, 

qthere qmay qbe qdisequilibrium. qWith qthe qerror-correction qmechanism, qa qproportion qof qthe 

qdisequilibrium qis qcorrected qin qthe qnext qperiod. qThe qerror-correction qprocess qis qthus qa 

qmeans qto qreconcile qshort-run qand qlong-run qbehaviour. 

The qECM qgenerally qprovides qthe qmeans qof qreconciling qthe qshort-run qbehaviour qof qa 

qprofitability qvariable qwith qits qlong-run qbehaviour. qThe qECM qis qspecified qas 

follows: 

 
∆𝑙𝑛𝑅𝑂𝐴𝑡 

 
 

𝜌 
𝑖=𝑙 

 
 
𝛽𝑙𝑖 

 
 
∆𝑙𝑛𝑅𝑂𝐴 

 
 
 

𝑡−𝑖 

 
 
 
𝑛 
𝑓−1 

 
 
𝛽2𝑓 

 
 
∆𝑙𝑛𝑁𝑃𝐿 

 
 

𝑡−𝑓 q
+ 

 

𝑛 
𝑔−1 𝛽3𝑔∆𝑙𝑛𝐺𝑃𝐶𝑡−𝑔 q+ q+ q∑𝑛 𝛽4𝑤∆𝑙𝑛𝐿𝐸𝑋𝐻𝑡−𝑤 q+ q∑𝑛 𝛽4𝑟∆𝑙𝑛𝐿𝐼𝑁𝐹𝑡−𝑟 q+ 

 

= q𝛾 q+ q∑ + q∑ 

∑ 
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𝑘−1 𝑘−1 

𝑛 
𝑘−1 

𝛽5𝑠∆𝑙𝑛𝑀𝑃𝑅𝑡−𝑠 q+ q𝜌𝐸𝐶𝑀𝑡−1 q+ q𝜇𝑡 (10) 
 

From qequation q(10), qβi q
represents qthe qshort-run qdynamics qcoefficients qof qthe qmodel’s 

qconvergence qto qequilibrium. qECMt-1 q
is qthe qError qCorrection qterm. qThe qcoefficient qof qthe 

qError qCorrection qterm, qρ qmeasures qthe qspeed qof  qadjustment qto q
obtain qequilibrium qin qthe 

qevent qof qshocks qto qthe qsystem. qwhere qECTt-1 q
is qthe qerror qcorrection qterm. qThe qabsolute qsize 

qof qthe qerror qterm, qECTt-1, qdetermines qthe qspeed qof qadjustment qof qthe qmodel qto qlong-run 

qequilibrium qwhen qit qis qshockedData qAnalysis 

The qstudy qemployed qboth qdescriptive qand qquantitative qanalysis. qCharts qsuch qas qgraphs 

qand qtables qwere qemployed qto qaid qin qthe qdescriptive qanalysis. qUnit qroot qtests qwere qcarried 

qout qon qall qvariables qto qascertain qtheir qorder qof qintegration. qFurthermore, qthe qstudy 

qadopted qthe qbounds qtesting qapproach qof qcointegration qto qobtain qboth qthe qshort qand qlong-

run qestimates qof qthe qvariables qinvolved. qAll qestimations qwere qcarried qout qusing 

qEconometric qviews qEviews q9.0 qpackage. 

Chapter qSummary 

 

This qchapter qdeveloped qand qpresented qthe qmethodological qframework qappropriate qfor 

qconducting qthe qstudy. qThe qmodel qwas qdeveloped qfrom qthe qtheoretical qformulations qof 

qBanks qprofit qperformance. qAnnual qtime-series qdata qon qGDP qper qcapita, qnon-

performing qloans qrate, qinterest qrate qmargin, qinflation qand qreal qeffective qexchange qrate 

qand qmonetary qpolicy qrate qfrom q1984 qto q2016 qwas qemployed qfor qthe qstudy. qStationarity 

qtest qprocedures qusing qthe qADF qand qPP qtests qwere qspecified. qAlso, qthe qARDL qand qbounds 

qtesting qto qcointegration qtest qprocedures qwere qspecified. 

∑ 
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CHAPTER qFOUR qRESULTS qAND qDISCUSSION 

Introduction 

 

This qchapter qpresents qand qdiscusses qthe qestimation qresults. qThe qresults qof qthe 

qdescriptive qstatistics qof qthe qrelevant qvariables, qboth qAugmented qDickey-Fuller q(ADF) 

qand qPhillips-Perron q(PP) qunit qroot qtests, qand qAutoregressive qDistributed qLag q(ARDL) 

qapproach qto qcointegration qwas qpresented qand qdiscussed. qThe qresults qwas qdiscussed qin 

qrelation qto qthe qvarious qhypotheses qof qthe qstudy. 

Descriptive qstatistics 

 

The qstudy qconducted qdescriptive qstatistics qof qthe qvariables qinvolved. qThe qdescriptive 

qstatistics qinclude qthe qmean, qmedian, qmaximum, qminimum, qstandard qdeviation,  

qskewness, qkurtosis, qsum, qsum qsquared qdeviation qand qnumber qof qobservations qbut 

qdiscussion qcentered qmainly qin qthe qlocation qand qthe qvariability qof qthe qdata. qWe qobserve qfrom  

qTable q3 qthat qall qthe qvariables qhave qpositive qaverage qvalues qand qmedian. 

The qmean qreturn qon qassets q(ROA) qaveraged qapproximately q4 qpercent. qAlso, qthe qaverage 

qunemployment qrate qamong qGhanaians qover qthe qstudy qperiod qwas qalso qapproximately 

q4.8 qpercent. qMonetary qpolicy qrate qalso qaveraged q25 qpercent qover qthe qstudy qperiod. qAlso, 

qthe qminimal qdeviation qof qthe qvariables qfrom qtheir qmeans qas qshown qby qthe qstandard 

qdeviation qgives qindication qof qslow qgrowth qrate q(fluctuation) qof qthese qvariables qover qthe 

qperiod qof qconsideration. qThe qJarque- qBera qstatistic qwhich qshows qthe qnull qhypothesis qthat 

qall qthe qseries qare qdrawn qfrom qa qnormally qdistributed qrandom qprocess qcannot qbe qrejected 

qfor qall qthe qvariables qbut qGDP qgrowth, qunemployment qrate q(UNP), qand qReturn qon qAsset. 
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Table q3: qDescriptive qStatistics qof qthe qVariables 

 

 ROA EXH MPR INF NPL GPC 

Mean 2.8481 146.93 25.177 17.473 16.020 777.07 

Median 1.8715 107.73 18.031 12.758 16.300 721.21 

Max 9.2800 559.51 59.461 25.382 22.700 1251.4 

Mini -2.2300 69.459 10.5268 7.7418 6.4000 551.63 

Std. qDev. 2.1877 99.721 12.529 2.0010 4.3988 198.40 

Skew 0.8058 2.9669 1.1320 -0.6257 -0.3782 1.0966 

Kurtosis 4.8339 11.776 3.8368 2.4034 2.4886 3.2302 

J-Bera 7.7000 144.97 7.5253 2.4827 1.0770 6.2815 

Prob 0.0212 0.0000 0.0232 0.2889 0.5836 0.0432 

Sum 88.291 4554.9 687.50 386.68 496.64 24089. 

SSD. 143.58 298333 4709.7 120.12 580.50 1180972. 

Observation 35 35 35 35 35 35 

Note: qStd. qDev. qrepresents qStandard qDeviation qwhile qSum qSq. qDev. qrepresents qSum qof 

qSquared qDeviation. 
Source: qAuthor’s qConstruct, q2019 

 
 

But qfor qinflation qand qnon-performing qloans, qall qof qthe qvariables qare qpositively qskewed 

qimplying qthat qthe qmajority qof qthe qvalues qare qless qthan qtheir qmeans. 

Unit qRoot qTest qResults 

 

Even qthough qthe qbounds qtest q(ARDL) qapproach qto qcointegration qdoes qnot qrequire qthe 

qpretesting qof qthe qvariables qfor qunit qroots, qit qis qhowever qimportant qto qperform qthis qtest qto 

qverify qthat qthe qvariables qare qnot qintegrated qof qan qorder qhigher qthan qone. qThe qpurpose qis qto 

qascertain qthe qabsence qor qotherwise qof qI(2) qvariables qto qextricate qthe qresults qfrom 

qspurious qregression. qThus, qin qorder qto qensure qthat qsome qof qthe qvariables qare qnot 

qintegrated qat qhigher qorder, qthere qis qthe qneed qto qcomplement qthe qestimated qprocess qwith 

qunit qroot qtests. 

For qthis qreason, qbefore qapplying qthe qARDL qapproach qto qcointegration, qunit qroot qtests qbe 

qconducted qin qorder qto qinvestigate qthe qstatistical qproperties qof 
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the qdata. qAs qa qresult, qthe qADF qand qPP qtests qwere qapplied qto qall qthe qvariables qin qlevels qand 

qin qfirst qdifference qin qorder qto qformally qestablish qtheir qorder qof qintegration. qTo qbe qcertain  

qof qthe qorder qof qintegration qof qthe qvariables, qthe qtest qwas qconducted qwith qintercept qand 

qtime qtrend qin qthe qmodel. qThe qoptimal qnumber qof qlags qincluded qin qthe qtest qwas qbased qon 

qautomatic qselection qby qSchawrtz- qBayesian qCriteria q(SBC), qand qAkaike qInformation  

qCriteria q(AIC) qcriteria. qThe qstudy qused qthe qP-values qin qthe qparenthesis qto qmake qthe qunit 

qroot qdecision, q(that qis, qrejection qor qacceptance qof qthe qnull qhypothesis qthat qthe qseries qcontain 

qunit qroot) qwhich qarrived qat qsimilar qconclusion qwith qthe qcritical qvalues. 

The qresults qof qADF qand qPP qtests qfor qunit qroot qwith qintercept qand qtrend qin qthe qmodel qfor qall 

qthe qvariables qare qpresented qin qTable q4 qand qTable q5 qrespectively. qThe qnull qhypothesis qis qthat 

qthe qseries qis qnon-stationary, qor qcontains qa qunit qroot. qThe qrejection qof  qthe qnull qhypothesis  

qis qbased qon qthe qMacKinnon q(1996) qcritical qvalues qas qwell qas qthe qprobability qvalues. 

Table q4: qResults qof qUnit qRoot qTest qwith qIntercept qand qTrend: qADF qTest 
 

Levels Difference 
 

Variables ADF-Statistics   Lag  Variables ADF-Statistics 

 Lag qLROA -2.7716[0.0686]**  0

 ∆LROA -8.1256[0.0000]*** q 0

 I(0) qLNPL -3.0622[0.0352]** 1 

 ∆LNPL -2.5420[0.1112] 0 

 I(0) 

LMPR -2.2563[0.1895] 1 ∆LMPR -3.2189[0.0239]*** 

q 0 I(1) 

LGPC q q q q-2.0017[0.2853] q q q q1 q q q q q∆LGPC q q q q q-4.8552[0.0029]*** q0 q q q qI(1) qLEXH q q q q-

3.9604[0.0442]** q q q q1 q q q q∆LEXH q q q q-2.9080[0.0506]* q q q q0 q q q qI(0) qLINF q q q q q q-3.8989[0.0252]** q q q 

q1 q q q q q q q q q∆LINF q q q q q q q q-5.7068[0.0005]*** q q1 q q I(0) 
 

Source: qAuthor’s qConstruct, q2019 

Note: q***, q**, q* qindicates qthe qrejection qof qthe qnull qhypothesis qof qnon- qstationary qat q1%, 

q5%, q10% qlevel qof qsignificance qrespectively, qΔ qdenotes qthe qfirst qdifference, qBW qis qthe qBand 

qWidth qand qI(0) qis qthe qlag qorder qof qintegration. qThe qvalues qin qparenthesis qare qthe qP-

values. 
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Table q5: qResults qof qUnit qRoot qTest qwith qIntercept: qPP qTest 

 

Levels   First qDifference  

Variables PP q-Statistics BW Variables PP-Statistics  BW 

LROA -2.6280[0.0933]* 5 ∆LROA -8.8734[0.0000]** 9 I(0) 

LNPL -1.6882[0.4246] 5 ∆LNPL -2.6327[0.0925]* 2 I(1) 

LMPR -1.656[0.4481] 4 ∆LMPR -3.4385[0.0135]*** 2 I(1) 

LGPC -1.6708[0.4405] 4 ∆LGPC -3.3303[0.0180]** 2 I(1) 

LEXH -1.1083 q[0.2423] 5 ∆LEXH -3.0192[0.0390]** 2 I(1) 

LINF q-4.3029[0.0102]** q3 q∆LINF q-15.3249[0.0000]*** q5 q I(0) 
 

Source: qAuthor’s qConstruct, q2019 

Note: q***, q**, q* qindicates qthe qrejection qof qthe qnull qhypothesis qof qnon- qstationary qat q1%, 

q5%, q10% qlevel qof qsignificance qrespectively, qΔ qdenotes qthe qfirst qdifference, qBW qis qthe qBand 

qWidth qand qI(0) qis qthe qlag qorder qof qintegration. qThe qvalues qin qparenthesis qare qthe qP-

values. 

 
From qthe qunit qroot qtest qresults qin qTable q4, qthe qnull qhypothesis qof  qthe qpresence qof qunit qroot 

qor qnon-stationarity qfor qsome qof qvariables qin qtheir qlevels qcannot qbe qrejected qsince qthe qP-

values qof qthe qADF qstatistics qare qnot qstatistically qsignificant  qat qthe qthree qconventional 

qlevels qof qsignificance. qThese qvariables qwere qReturn qon qAssets q(ROA), qNon-Performing  

qLoans q(NPLs), qMonetary qPolicy qRate q(MPR), qreal qexchange qrate q(EXH) qand qinflation 

q(INF). qHowever, qat qfirst qdifference, qthe qvariables qbecome qstationary. qThis qis qbecause qthe 

qnull qhypothesis qof qthe qpresence qof qunit qroot q(non-stationary) qis qrejected qat q5 qpercent  

qsignificant qlevels qfor qall qthe qestimates. qThus, qthey qare qstationary qat qlevels qwith qrespect qto 

qthe qADF qtest. 

The qPP qtest qresults qfor qthe qpresence qof qunit qroot qwith qintercept qin qthe qmodel qfor qall qthe 

qvariables qwere qpresented qin qTable q5. qFrom qthe qresults, qbut qfor qreturn qon qasset q(ROA), 

qwhich qwas qstationary qat q10 qpercent qsignificant qlevels. qthe qnull qhypothesis qof qthe qpresence 

qof qunit qroot qfor qmajority qof qthe qvariables qin qtheir 
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levels qcannot qbe qrejected qsince qthe qP-values qof qthe qPP qstatistics qare qnot qstatistically 

qsignificant qat qany qof qthe qthree qconventional qlevels qof qsignificance 

However, qat qfirst qdifference, qthe qvariables qbecame qstationary. qThis qis qbecause qthe qnull 

qhypothesis qof qthe qpresence qof  qunit qroot q(non-stationary) qis q rejected qat qeither q1, q5 qor q10 

qpercent qsignificant qlevels qfor qall qthe qestimates. qSpecifically, qreturn qon qassets q(ROA), 

qGDP qper qcapita q(GPC) qand qinflation qrate q(INF) qwere qsignificant qat q5 qpercent qlevel. 

qMeanwhile, qMonetary qPolicy qRate q(MPR) qand qexchange qrate q(EXH) qwere qstationary qat 

q1 qpercent qwhile qNon- qPerforming qLoans q(LNPL) qwas qstationary qat q10 qpercent. qThe qPP 

qunit qroot qtest qresults qthus qrevealed qsimilar qresults qto qthat qof qthe qADF qtest, qsuggesting qthat 

qmost qof qthe qvariables qare qintegrated qof qorder qone, qI(1). 

It qis qtherefore qclear qfrom qthe qunit qroot qresults qdiscussed qthat qall qthe qvariables qare 

qintegrated qof qorder qzero, qI(0), qor qorder qone, qI(1). qSince qthe qtest qresults qhave qconfirmed qthe 

qabsence qof qI(2) qvariables, qthe qARDL qmethodology qis qused qfor qestimation. 

Cointegration qTest qResult q(Bounds qTest) 

 

Since qthe qfocus qof qthis qstudy qis qto qestablish qthe qrelationship qbetween qmonetary qpolicy 

qrate qand quniversal qbanks’ qprofitability, qit qwas qimperative qto qtest qfor qthe qexistence qof qlong-

run qrelationship qbetween qthese qtwo qvariables qwithin qthe qframework qof qthe qbounds qtesting 

qapproach qto qcointegration. qGiven qthat qthe qstudy qemploys qannual qdata, qa qlag qlength qof q2 qfor 

qannual qdata qwas qadopted qin qthe qbounds qtest. qPesaran, qShin, qand qSmith q(1999) qsuggest qa 

qmaximum qlag qof qtwo qfor qannual qdata qin qthe qbounds qtesting qto qcointegration. 

After qthe qlag qlength qwas qadopted, qan qF-test qfor qthe qjoint qsignificance qof qthe qcoefficients  

qof qlagged qlevels qof qthe qvariables qwas qconducted. qThus, qeach qof 
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the qvariables qin qthe qmodel qis qtaken qas qdependent qvariable qand qa qregression qis qrun qon qthe 

qothers. qFor qinstance, qLROA qis qtaken qas qthe qdependent qvariable qand qit qis qregressed qon qthe 

qother qvariables. qAfter qthat qanother qvariable qfor qinstance qinterest qrate qmargin qis qtaken qas 

qthe qdependent qvariable qand qit qis qalso qregressed qon qthe qother qvariables. qThis qaction qis 

qrepeated qfor qall qthe qvariables qin qthe qmodel. qWhen qthis qis qdone qthe qnumber qof qestimated 

qregressions qwould qbe qequal qto qthe qvariables qin qthe qmodel. qPesaran qet qal. q(1999) qindicate 

qthat q“this qOLS qregression qin qthe qfirst qdifference qare qof qno qdirect qinterest” qto qthe qbounds 

qcointegration qtest. qIt qis qhowever, qthe qF-statistics qvalues qof  qall qthe qregressions qwhen qeach qof 

qthe qvariables qis qnormalized qon qthe qother qwhich qare qof qgreat qimportance. qThis qF-statistics 

qtests qthe qjoint qnull qhypothesis qthat qthe qcoefficients qof qthe qlagged qlevels qare qzero. qIn qother 

qwords, qthere qis qno qlong qrun qrelationship qbetween qthem. qThe qessence qof  qthe qF-test qis qto 

qdetermine qthe qexistence qor qotherwise qof qcointegration qamong qthe qvariables qin qthe qlong 

qrun. qThe qresults qof qthe qcomputed qF-statistics qwhen qLROA qis qnormalized q(that qis, 

qconsidered qas qdependent qvariable) qin qthe qARDL-OLS qregression qare qpresented qin qTable 

q5. 

From qTable q6, qthe qF-statistics qthat qthe qjoint qnull qhypothesis qof qlagged qlevel qvariables q(i.e. 

qvariable qaddition qtest) qof qthe qcoefficients qis qzero qis qrejected qat q1 qpercent qsignificance  

qlevel. qFurther, qsince qthe qcalculated qF-statistics qfor q
FLROA q

(.) q= q5.5561 qexceeds qthe qupper 

qbound qof qthe qcritical qvalue qof qband q(3.38), qthe qnull qhypothesis qof qno qcointegration q(i.e. 

qlong qrun qrelationship) qbetween qprofitability qof qbanks qand qits qdeterminant qis qrejected. 
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Table q6: qBounds qTest qResults qfor qCointegration 
 

Critical qValue qBound qof qthe qF-statistic: qintercept qand qno qtrend q(case qII) 
 

K 90% qLevel 95% qLevel 99% 

qLevel 

 
 I(0) I(1) I(0) I(1) I(0) I(1) 

6 2.08 3.00 2.39 3.38 3.06 4.15 

 

F-Statistics: qFROA(LROA|LNPLLGPC,LEXH,LINF,LMPR)= q5.5561*** 
 

Source: qAuthor’s qConstruct, q2019 
 

This qresult qindicates qthat qthere qis qa qunique qcointegration qrelationship qamong qthe 

qvariables qin qGhana’s qUniversal qBanks’ qprofitability qmodel qand qthat qall qthe qdeterminants 

qof quniversal qbanks’ qprofitability qin qGhana qcan qbe qtreated qas qthe q“long-run qforcing” 

qvariables qfor qthe qexplanation qof qprofitability qin qGhana. qSince qthis qstudy qis qbased qon 

qportability qtheory, qLROA qis qused qas qthe qdependent qvariable. qTherefore, qsince qthere qis 

qexistence qof qcointegration qamong qthe qvariables qin qthe qprofitability qmodel, qwe qproceed 

qwith qthe qcointegrating qor qlong qrun qestimation qresults q(see qAppendix qA). 

Long-run qresults q(Return qon qAsset qis qdependent qvariable) 

 

Table q7 qshows qresults qof qthe qlong qrun qestimate qbased qon qthe qSchwartz qBayesian qcriteria 

q(SBC). qThe qestimated qmodel qpasses qthe qstandard qdiagnostic qtest q(serial qcorrelation,  

qfunctional qform, qnormality qand qheteroscedasticity) qas qcan qbe qseen qin qTable q6. qThe 

qcoefficients qindicate qthe qlong qrun qelasticities. 
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Table q7: qLong-Run qResults 

 

Regressor Coefficient Standard qError T-Ratio 

LEXH 0.4058*** 0.0032 123.715 

LINF -0.2064 0.3452 -0.5979 

LMPR 0.1147** 0.0561 2.0445 

LNPL 0.3163** 0.1577 2.0055 

LGPC 0.2356 0.2598 0.9067 

CONS -0.0950*** 0.0226 -4.1946 

Source: qAuthor’s qConstruct, q2019 

 

The qresults qof qthe qstudy qshow qa qpositive qrelationship qbetween qreturn qon qassets qand 

qmonetary qpolicy qrate. qWith qa qcoefficient qof q0.1147, qwhich qis qsignificant qat q10 qpercent, qit 

qmeans qa q1 qpercent qincrease qin qmonetary qpolicy qrates qleads qto qan qincrease qin quniversal  

qbanks qperformance qby qapproximately q0.1 qpercent. qThe qpositive qeffect qcould qbe 

qinterpreted qas qan qindication qof qprofit- qmaximizing qbehaviour qwhereby qbanks qwith 

qhigher qprofitability qrelative qto qaverage qassets qare qalso qinclined qto qcharge qhigher 

qborrowing qrates qrelative qto qthe qdeposit qrates. qA qstudy qby qAhokpossi q(2013) qshowed qthat 

qmonetary qpolicy qrate qhas qa qpositive qinfluence qon qbanks’ qprofitability. qHowever, qthe 

qresult qcontradicts qEuropean qbanks qfindings qby qMerceica qet qal., q(2007) qwhere qinverse 

qrelationship qwas qfound qbetween qmonetary qpolicy qrate qand qprofitability. qOther qbank-

level qvariations qthat qmore qpositively qdetermine qthe qmonetary qpolicy qrates qare, qnet 

qinterest qincome qas qa qratio qof qtotal qincome qand qthe qextent qof qoperating qcost. qThe qhigher 

qbanks’ qincome qshare qderived qfrom qinterest qincome, qthe qhigher qthe qspreads. 

The qcoefficient qof qReal qEffective qExchange qRate q(EXH) qalso qhad qpositive qeffect qon 

quniversal qbanks’ qprofitability qand qis qstatistically qsignificant qat 
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1 qpercent qsignificance qlevel. qThe qcoefficient q(0.4058) qof qexchange qrate qindicates qthat qif 

qthe qcountry’s qcurrency qdepreciates qby q1 qpercent, quniversal qbanks’ qprofitability 

qmeasured qby qreturn qon qasset qwill qincrease qby qapproximately q0.48 qpercent qin qthe qlong 

qrun. qThus, qas qexpected qa qdepreciation qof qthe qdomestic qcurrency qmakes qGhanaian 

qexports qrelatively qcheaper qand qas qsuch qleads qto qincrease qin qdemand qfor qexports qand qby 

qextension qeconomic qperformance qwhereas qan qappreciation qof qthe qdomestic qcurrency 

qmakes qexports qmore qexpensive qand qas qsuch qreduces qeconomic qperformance qin qthe qlong 

qrun. qThe qeffect qof qthis qinward qtransaction qwhich qmost qoften qtakes qplace qthrough qthe 

quniversal qbanks q(payments qand qcurrency qtrading) qimproves qprofit qlevels. qThe qresult 

qsupports qAksoy qand qSalinas q(2006) qfindings qthat qthe qovervaluation qof qthe qreal qexchange 

qrate qwas qan qimportant qfactor qlimiting qthe qsupply qresponse qof qtrade qreforms. qThey qfurther 

qargued qthat qreal qdepreciation/devaluation qenhances qa qcountry’s qinternational 

qcompetitiveness qwhich qtranslates qto qeconomic qperformance qand qby qextension, qa qgood 

qfinancial qperformance qof quniversal qbanks. qThe qresult qis qalso qin qline qwith qfindings qof 

qAnwar qand qNguyen q(2010), qFidan q(2006), qand qMajeed qand qAhmad q(2007). 

The qlong qrun qresults qfor qnon-performing qloans qor qbad qdebts qis qsignificant qat qthe 

qtraditional q5 qpercent. qThe qresult qshows qthat qthere qexists qa qtheorized qnegative 

qrelationship qbetween quniversal qbanks’ qprofitability qand qthe qlevel qof  qNPLs. qThe qNPL 

qrate qis qthe qmajor qindicator qof qcommercial qbanks qcredit qperformance. qIt qis qthe qratio qof 

qnonperforming qloan qto qtotal qloan qand qadvances qwhich qmeasures qthe qextent qof qcredit qrisk 

qof qbanks. qWith qa qcoefficient qof q-0.3163, qthe qresults qindicate qthat qa q1 qpercent qincrease qin 

qthe qrate qof qnon-performing qloans qleads qto qapproximately q0.3 qpercent qdecline qin qthe 

qprofitability qof quniversal qbanks 
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in qGhana. qThe qfindings qconcur qseveral qstudies qincluding qone qcarried qout qby qLata q(2014) 

qwho qfound qout qthat qnon-performing qloans qhad qan qadverse qeffect  qon qthe qbanks 

qprofitability qin qBangladesh. qThe qoutcome qalso qconcurs qwith qRoy q(2015) qwho qfound qthat 

qnon-performing qloan qis qone qof qthe qmajor qfactors qthat qinfluence qbanks qprofitability qand qit 

qis qstatistically qsignificant qwith qa qnegative qeffect qon qnet qprofit qmargin qof qlisted qbanks qin 

qDhaka. qThe qresult qfurther qagrees qwith qMuasya q(2009) qwho qfound qthat qnon-performing 

qloans qadversely qaffected qthe qperformance qof qbanks qin qKenya. qAdditionally, qthe qresults  

qconfirm qthe qstudy qby qChen, qLi, qXiao, qand qZou, q(2014) qwho qfound qthat qNPLs qhad qa 

qsignificant qeffect qon qROA qin qEuropean qbanks. qIn qall, qNPL qrate qis qthe qmajor qindicator qof 

qcommercial qbanks qcredit qperformance. 

Error qCorrection qModel 

 

The qlong-run qresults qindicate qthat qany qdisequilibrium qin qthe qsystem qas qa qresult qof qa qshock 

qcan qbe qcorrected qin qthe qlong-run qby qthe qerror qcorrection qterm. qHence, qthe qerror 

qcorrection qterm qthat qestimated qthe qshort-run qadjustments qto qequilibrium qis qgenerated qas 

qfollows. 

ECM= qLROA q+ q[0.4058*LEXH q+ q0.1147*LMPR q- q0.2064LINF q+ q0.3163*LNPL q+ 

q0.2356*LGPC q- q0.0950] 

Short-Run qEstimates q(Return qon qAsset qis qthe qDependent qVariable) 

 

The qshort-run qestimates qwere qalso qbased qon qthe qSchwartz qBayesian qCriteria q(SBC) 

qemployed qfor qthe qestimation qof qthe qARDL qmodel qare qreported qin qTable q8. qThe qstandard 

qregression qstatistics qcan qbe qseen qfrom qTable q8. qWe qobserved qthat qthe qadjusted qR2 qwas 

qapproximately q0.71. qIt qcan qtherefore qbe qexplained qthat qapproximately q71 q percent q of 

qthe q variations q in quniversal q banks’ q profitability q is 
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explained qby qthe qindependent qvariables. qAlso, qa qDW-statistics qof qapproximately q2 

qrevealed qthat qthere qis qno qautocorrelation qin qthe q residuals. 

The qresults qalso qshowed qthat qthe qcoefficient qof qthe qlagged qerror qcorrection qterm qECT q(-1) 

qcarried qthe qexpected qnegative qsign q(-0.6015) qand qis qstatistically qsignificant qat q1 qpercent. 

qThis qindicates qthat qapproximately q60 qpercent qof qthe qdisequilibrium qcaused qby qprevious  

qyears’ qshocks qconverges qback qto qthe qlong qrun qequilibrium qin qthe qcurrent qyear. qAccording 

qto qKremers, qEricsson, qand qDolado q(1992) qand qBahmani-Oskooee q(2001), qa qrelatively 

qmore qefficient qway qof qestablishing qcointegration qis qthrough qthe qerror qcorrection qterm. 

qThus, qthe qstudy qdiscerns qthat qthe qvariables qin qthe qmodel qshow qevidence qof qmoderate 

qresponse qto qequilibrium qwhen qshocked qor qdisturbed qin qthe qshort-run. 

Theoretically, qit qis qdebated qthat qan qerror qcorrection qmechanism qexists qwhenever qthere qis 

qa qcointegrating qrelationship qamong qtwo qor qmore qvariables. qThe qerror qcorrection qterm qis 

qthus qobtained qfrom qthe qnegative qand qsignificant qlagged qresidual qof qthe qcointegration  

qregression. qThe qECM qstands qfor qthe qrate qof qadjustment qto qrestore qequilibrium qin qthe 

qdynamic qmodel qfollowing qa qdisturbance. qThe qnegative qcoefficient qis qan qindication qthat 

qany qshock qthat qtakes qplace qin qthe qshort-run qwill qbe qcorrected qin qthe qlong-run. qThe qrule qof 

qthumb qis qthat, qthe qlarger qthe qerror qcorrection qcoefficient q(in qabsolute qterms), qthe qfaster 

qthe qvariables qequilibrate qin qthe qlong-run qwhen qshocked q(Acheampong, q2007). 
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Table q8: qShort-Run qResults 
 
 

 Regressor Coefficient Standard qError T-Ratio 

D(LROA(-1)) 0.7651*** 0.1423 5.3759 

D(LEXH) 0.4123*** 0.0052 78.6667 

D(LEXH(-1)) 0.3177*** 0.0579 5.4805 

D(LINF) -0.1243 0.1348 -0.9220 

D(LMPR) 0.9416** 0.4274 2.2029 

D(LNPL) 0.6231 0.9791 0.6364 

D(LNPL(-1)) -0.2971** 0.1216 -2.4416 

D(LGPC) 0.1219 0.6832 0.1784 

ECT(-1) -0.6015*** 0.1063 -5.6559 

 R-Squared 0.7925 

S.E. qof qRegression 0.6395 

Mean qof qDependent qVariable 0.0277 

Residual qSum qof qSquares 0.8905 

Akaike qInformation. qCriterion 2.1829 

DW-statistic 1.9861 

R-Bar-Squared 0.7127 

F-stat. qF q(9, q20) q9.9329*** [0.000] 

S.D. qof qDependent qVariable q0.1854 

qEquation qLog-likelihood -44.031 

qSchwarz qBayesian qCriterion q 2.7669 

Source: qAuthor’s qConstruct, q2019 

 

Discussion qon qthe qimpact qof qnon-performing qloans qas qwell qas qseveral qcontrol qvariables  

qon qbanks’ qprofitability qis qpresented qbelow. 

The qvariable qof qinterest, qmonetary qpolicy qrate, qrevealed qa qsignificant qpositive qeffect  qon 

quniversal qbanks’ qprofit qlevels qover qthe qstudy qperiod. qThe qshort qrun qdynamics qshow qthat qan 

qincrease qin qthe qmonetary qpolicy qrate qby q1 qpercent qimproves qprofit qperformance qby 

qapproximately q0.9  qpercent qand qis qstatistically qsignificant qat q5 qpercent qlevel qof 

qsignificance. qThe qresult qdemonstrates qthat qdiscernment qof qbankers qin qGhana qis qthat 

qmonetary qpolicy qrate qhas qa qsignificant qpositive qrelationship qprofitability. qThe qresult qis 

qalso qin qline qwith qthat qof qShakoor qet qal. q(2014) qwho qfound qthat qin qPakistan qthere qwas qstrong 

qand qpositive qcorrelation qbetween qmonetary qpolicy qrate qand qcommercial qbanks’ 

qprofitability qmeaning qthat qif qthe qvalue qof qmonetary qpolicy qrate qis qincreased/decreased  

qthen qas qresult, q value 
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of qbank qprofitability qalso qincreased/decreased. qThis qresult qfrom qour qstudy qis qconsistent 

qwith qthe qwork qof qFlannery qet qal. q(1980) qand qBorio qet qal. q(2017) qwho qfound qa qpositive 

qrelationship qbetween qthe qlevel qof  qmonetary qpolicy qrate qand qthe qslope qof qthe qyield qcurve 

qon qthe qone qhand, qand qbank qprofitability qon qthe qother. qAdditional qstudies qwhich qhad qa 

qsimilar qoutcome qinclude qthose qof qFlannery qet qal. q(1980) qin qthe qUSA, qOkoye qand 

qOnyekachi q(2013) qin qNigeria qand qHaron q(2004) qwho qstudied qdeterminants qof 

qprofitability qof qIslamic qbanks. 

Moreover, qthe qcoefficient qof qreal qeffective qexchange qrate qalso qhad qpositive qeffect qon 

qreturn qon qasset qand qis qstatistically qsignificant qat q1 qpercent qsignificance qlevel. qThe 

qcoefficient q(0.4123) qof qreal qeffective qexchange qrate qindicates qthat qif qthe qcountry’s 

qcurrency qdepreciates qby q1 qpercent, quniversal qbanks qprofitability qmeasured qas qreturn qon 

qasset qwill qincrease qby qapproximately q0.41 qpercent qin qthe qshort qrun. qMoreover, qin qthe 

qprevious qyear, qreal qeffective qexchange qrate qhas qan qapproximate q0.3 qinfluence qof 

qprofitability. qThus, qas qexpected qa qdepreciation qof qthe qdomestic qcurrency qmakes 

qGhanaian qexports qrelatively qcheaper qand qas qsuch qleads qto qincrease qin qdemand qfor 

qexports qand qby qextension qeconomic qperformance. qMoreover, qthe quniversal qbanks qare 

qmedium qthrough qwhich qthese qtransactions qare qfacilitated. qThe qresult qsupports qAksoy 

qand qSalinas q(2006) qwho qargued qthat qreal qdepreciation/devaluation qenhances/hinders qa 

qcountry’s qinternational qcompetitiveness, qfinancial qsector qcompetitiveness qand qleading 

qto qincrease qexports qand qforeign qexchange qsupplies qand, qthereby, qincreasing qofficial 

qcapacity qto qimports qneeded qinputs qfor qindustrial qproduction qand qtherefore qeconomic 

qperformance. qThe qresult qis qalso qin qline qwith qfindings qof qAnwar qand qNguyen q(2010); 

qFidan q(2006); qand qMajeed qand qAhmad, q(2007). 
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Besides, qthe qresults qshow qthat qthe qcoefficient qof qinflation qrate q(INF) qis qnegative qbut 

qstatistically qinsignificant. qHowever, qthe qsign qof qinflation qis qnegative qsignifying qa 

qdeleterious qinfluence qon quniversal qbanks’ qprofitability. qHigh qinflation qaffects qthe 

qeconomy qas qwell qas qthe qsociety qsignificantly qand qadversely. qImproper qprice qregulation 

qand qimperfect qinformation qabout qaggregate qprice qlevel qcauses qinflationary qsituation qin 

qthe qeconomy. qHigh qand qunpredictable qinflation qslows qdown qthe qprocess qof  qeconomic 

qgrowth qand qhurts qthe qeconomy qand qthis qby qextension qhas qdeleterious qimpact qon quniversal 

qbanks qprofitability q(Afzal, qMalik, qButt, q& qFatima, q2013). 

The qresults qalso qshowed qthat qbad qdebts qor qnon-performing qloans qwas qstatistically 

qsignificant qat qthe qtraditional q5 qpercent qlevel qof qsignificance. qThe qresult qshows qthat qthere 

qexists qa qtheorized qnegative qrelationship qbetween quniversal qbanks qprofitability qand qthe 

qlevel qof qNPLs. qWith qa qcoefficient qof q- q0.2971 qin qthe qprevious qyear, qthe qresults qindicate 

qthat qa q1 qpercent qincrease qin qthe qrate qof qnon-performing qloans qleads qto qapproximately q0.3 

qpercent qdecline qin qthe qprofitability qof quniversal qbanks qin qGhana. qThis qoutcome qis qin qline 

qwith qseveral qstudies qincluding qone qcarried qout qby qLata q(2014) qwho qfound qthat qnon-

performing qloans qhad qan qadverse qeffect qon qthe qbanks qprofitability qin qBangladesh. qThe 

qoutcome qalso qconcurs qwith qRoy q(2015) qwho qfound qthat qnon-performing qloan qis qone qof 

qthe qmajor qfactors qof qinfluencing qbanks qprofitability qand qit qis qstatistically qsignificant qwith 

qa qnegative qeffect qon qnet qprofit qmargin qof qlisted qbanks qin qDhaka. qThe qresult qfurther qagrees  

qwith qMuasya q(2009) qwho qfound qthat qnon-performing qloans qadversely qaffected qthe 

qperformance qof qbanks qin qKenya. qAdditionally, qthe qresults q confirm qthe q study qby q Chen, 

q Li, q Xiao, q and qZou, q(2014) q who q found q that 
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NPLs qhad qa qsignificant qeffect qon qROA qin qEuropean qbanks. qIn qall, qNPL qrate qis qthe qmajor 

qindicator qof qcommercial qbanks qcredit qperformance. 

Post qEstimation qTests qTable q9: qDiagnostic qTests 

 

Test qStatistics Chi/F qVersion 
 

Serial qCorrelation F q(2, q37) q= q2.8275 q[0.1908] 
 

Functional qForm F q(1, q38) q= q2.9901[0.9257] 

 

Normality CHSQ(2) q= q0.1720[0.9175] 

 

Heteroscedasticity F q(8, q20) q= q0.8840 q[0.5826] 
 
Source: qAuthor’s qConstruct, q2019 
 

Table q9 qreports qthe qresults qof qthe qdiagnostic qtest qfor qthe qestimated qARDL qmodel. qFrom qthe 

qtable, qthe qresults qshow qthat qthe qestimated qmodel qpasses qthe qLangrangean qmultiplier qtest 

qof qresidual qserial qcorrelation, qFunctional qForm qMisspecification qbased qon qthe qsquare qof 

qthe qfitted qvalues, qNormality qbased qon qthe qSkewness qand qKurtosis qof qthe qresiduals qand 

qheteroscedasticity qtest qbased qon qthe qregression qof qsquared qresiduals qon qfitted qvalues. 

The qtests qas qreported qin qTable q9 qindicate qthat qthe qestimated qmodel qpasses qthe qLangrangean 

qmultiplier qtest qof qresidual qserial qcorrelation qamong qvariables. qAlso, qthe qestimated qmodel 

qpasses qthe qtests qfor qFunctional qForm qMisspecification qusing qsquare qof qthe qfitted qvalues. 

qThe qmodel qalso qpassed qthe qNormality qtest qbased qon qthe qSkewness qand qKurtosis qof qthe 

qresiduals. qThus, qthe qresiduals qare qnormally qdistributed qacross qobservations. qFinally, qthe 

qestimated qmodel qpasses qthe qtest qfor qheteroscedasticity qtest qbased qon qthe qregression qof 

qsquared qresiduals qon qsquared qfitted qvalues q(see qAppendix qB). 
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Specifically, qTable q9 qshows qthe qSerial qCorrelation qLM qtest qfor qthe qpresence qof 

qautocorrelation. qThe qresult qof qthe qtest qshows qthat qthe qp-value qof q0.1908 qwhich qis qabout 

q19 qpercent qgreater qthan qthe qcritical qvalue qof q5 qpercent. qThis qshows qthe qabsence qof 

qautocorrelation. qThe qHeteroscedasticity qtest qabove qshows qthat qthe qp-value qof qabout 

q0.5826 qwhich qis qapproximately q58 qpercent qmore qthan qthe qcritical qvalue qof q5 qpercent. qThis 

qshows qthat qthere qis qno qevidence qof qheteroscedasticity qsince qthe qp-value qare qconsiderably 

qin qexcess qof q5 qpercent  qand qconclude qthe qerrors qare qnot qchanging qover qtime. qAlso, qthe 

qRamey qRESET qtest qshows qa qp-value qof qapproximately q93 qpercent  q(0.9257) qand qthis qis 

qgreater qthan qthe qcritical qvalue qof q5 qpercent. qThis qshows qthat qthere qis qno qapparent qnon-

linearity qin qthe qregression qequation qand qit qwould qbe qconcluded qthat qthe qlinear qmodel qis 

qappropriate. 

Stability qTests 

 

Pesaran qand qPesaran q(1997) qsuggest qthat qthe qtest qfor qthe qstability qfor qparameters qusing 

qcumulative qsum qof qrecursive qresiduals q(CUSUM) qand qcumulative qsum qof qsquares qof 

qrecursive qresiduals q(CUSUMSQ) qplots qbe qconducted qafter qthe qmodel qis qestimated. qThis 

qis qdone qto qeliminate qany qbias qin qthe qresults qof qthe qestimated qmodel qdue qto qunstable 

qparameters. qAlso, qthe qstability qtest qis qappropriate qin qtime qseries qdata, qespecially qwhen qone 

qis quncertain qabout qwhen qstructural qchanges qmight qhave qtaken qplace. 

The qresults qfor qCUSUM qand qCUSUMSQ qare qdepicted qin qAppendices qC qand qD 

qrespectively. qThe qnull qhypothesis qis qthat qcoefficient qvector qis qthe qsame qin qevery qperiod 

qand qthe qalternative qis qthat qit qis qnot q(Bahmani-Oskooee q& qNasir, q2004). qThe qCUSUM qand 

qCUSUMSQ qstatistics qare qplotted qagainst qthe qcritical qbound qof q5 qpercent qsignificance 

qlevel. qAccording qto qBahmani-Oskooee qand 
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Nasir q(2004), qif qthe qplot qof qthese qstatistics qremains qwithin qthe qcritical qbound qof qthe q5 

qpercent qsignificance qlevel, qthe qnull qhypothesis qthat qall qcoefficients qare qstable qcannot qbe 

qrejected. 

The qplot qof qCUSUM qfor qthe qestimated qARDL qmodel. qThe qplot qsuggests qthe qabsences qof 

qinstability qof qthe qcoefficients qsince qthe qplots qof qall qcoefficients qfall qwithin qthe qcritical 

qbounds qat q5 qpercent qsignificance qlevel qclearly qshowing qconvergence. qThus, qall qthe 

qcoefficients qof qthe qestimated qmodel qare qstable qand qtherefore qwe qcan qsay qthat qthe 

qcoefficients qare qnot qchanging qsystematically qover qthe qperiod qof qthe qstudy q(see qAppendix 

qC). 

Also, qthe qplot  qof qCUSUMSQ qfor qthe qestimated qARDL qmodel. qThe qplot qalso qsuggests qthe 

qabsences qof qinstability qof qthe qcoefficients qsince qthe qplots qof qall qcoefficients qfall qwithin 

qthe qcritical qbounds qat q5 qpercent qsignificance qlevel. qThus, qall qthe qcoefficients qof qthe 

qestimated qmodel qare qstable qover qthe qperiod qof qthe qstudy qin qthe qsense qthat qthey qare qnot 

qchanging qerratically q(see qAppendix qD). 

Chapter qSummary 

 

This qchapter qexamined qthe qtime qseries qproperties qof  qthe qdata qused qfor qestimation qand qalso 

qpresented qand qdiscussed qthe qresults. qUnit qroot qtest qwas qconducted qby qemploying qboth 

qthe qADF qand qthe qPP qtechniques qshowed qthat qall qthe qseries qhad qto qbe qdifferenced qonce qto 

qachieve qstationarity. qThe qimplication qis qthat qall qthe qseries qare qintegrated qof qorder qzero qI(0)  

qand qone, qI(1). qThe qpresence qof qnon-stationary qvariables qimplies qthe qpossibility qof  qthe 

qpresence qof qa qlong-run qrelationship, qwhich qthe qstudy qverified qusing qbounds qtesting 

qapproach qto qcointegration. 

The qresults qindicated qthe qpresence qof qcointegrating qrelationship qbetween qmonetary 

qpolicy qrate qand quniversal qbanks qprofitability. qWhereas qGDP 
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per qcapita,  qlag qof qreturn qon qasset qand qmonetary qpolicy qrate qexerted qpositive qand 

qstatistically qsignificant qimpact qon qprofitability, qinflation qtogether qwith qlag qof qexchange 

qrate qproved qotherwise. qThe qresults qof qthe qECM qshowed qthat qthe qerror qcorrection qterm qfor 

qreturn qon qasset qdid qcarry qthe qexpected qnegative qsign. 
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CHAPTER qFIVE 

 

SUMMARY, qCONCLUSIONS qAND qRECOMMENDATIONS 

 

Introduction 

 

This qchapter qsummarises, qconcludes qand qgives qpolicy qrecommendations qemanated 

qfrom qthe qstudy qfor qthe qconsideration qof qplanners qand qmanagers qof qthe qeconomy. qThe qaim  

qis qto qshow qthe qmajor qfindings qin qthe qstudy qand qalso qsuggest qpolicy qrecommendations qas 

qto qthe qway qforward qto qincrease qa qsteady qand qsustainable quniversal qbank qperformance.  

qThis qchapter qfirst qsummarises qthe qfindings qof qthe qstudy qand qthen qconcludes qthe qmajor 

qfindings qof qthe qstudy qbefore qprescribing qpolicy qrecommendations. 

Summary 

 

The qfocus qof qthis qstudy qwas qto qinvestigate qthe qrelationship qbetween qmonetary qpolicy qrate 

qand qprofitability qof quniversal qbanks.to qdetermine qif qa qlong- qrun qor qshort-run qrelationship 

qexists qamong qvariables. qIn qsum, qthe qstudy qexamined qmonetary qpolicy qrate qand 

qprofitability qof  quniversal qbanks. qTogether qwith qsome qcontrol qvariables qusing qan qAuto 

qRegressive qDistributed qLag qModel qthat qwas qdeveloped qby q(Pesaran qet qal., q2001) 

In qthe qempirical qliterature qanalysis qreviewed, qthe qstudy qlargely qexplored qthe qrelationship 

qbetween qmonetary qpolicy qrate, qnon-performing qloans, quniversal qbanks’ qprofitability. qIt 

qwas qclear qthat qthe qbulk qof  qthe qliterature qsurveyed qproduced qmixed qresults qon qthe 

qrelationship qbetween qnon-performing qloans qand qbanks qprofitability. 

In qorder qto qestimate qthe qlong-run qrelationship qand qshort-run qdynamic qparameters qof qthe 

qmodel, qthe qAutoregressive qDistributed qLagged qModel q(bounds qtesting) qapproach qto 

qcointegration qwas qemployed. qThe qestimation qprocess q was 
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started qby qtesting qfor qthe qstationarity qproperties qof qthe qvariable qusing qthe qAugmented-

Dickey qFuller q(ADF) qand qPhillips-Peron qtest qstatistics. qThe qunit qroots qresults qsuggest 

qthat qall qthe qvariables qwere qstationary qafter qtaking qfirst qdifference qwith qa qconstant qunder 

qthe qADF qtest qand qPhilips-Peron qtest qstatistics. qThe qstudy qthen qproceeded qto qexamining 

qthe qlong-run qand qshort-run qrelationships qbetween qmonetary qpolicy qrate qand qprofitability 

qof  quniversal qbanks. qThe qbounds qtests qresults qrevealed qthat qthere qis qevidence qof qa qlong-

run qrelationship qbetween qmonetary qpolicy qrate qand qcommercial qbanks qprofitability 

The qshort-run qand qlong-run qresults qrevealed qthat qmonetary qpolicy qrate, qGDP qper qcapita 

qand qthe qreal qeffective qexchange qrate qhave qa qpositive qand qsignificant qinfluence qon 

quniversal qbanks  qprofitability. qHowever, qnon-performing qloans qand qinflation qhad qa 

qnegative qand qstatistically qsignificant qimpact qon quniversal qbanks qprofitability. 

The qexistence qof qa qlong-run qrelationship qamong qmonetary qpolicy qrate qand qprofitability 

qof  quniversal qbanks qis qfurther qconfirmed qby qa qnegative qand qstatistically qsignificant  

qcoefficient qon qthe qlagged qerror qcorrection qterm qand qthe qsize qof qthis qcoefficient qsuggest  

qthat, qthe qdisequilibrium qcaused qby qprevious qyears’ qshocks qconverges qback qto qthe qlong-run 

qequilibrium qin qthe qcurrent qyear. 

The qdiagnostic qtest qresults qalso qshow qthat qthe qmodel qpasses qthe qtest qof qserial qcorrelation,  

qnon-normal qerrors qand qheteroscedasticity qas qwell qas qthe qfunctional qform. qThe qgraphs qof 

qthe qcumulative qsum qof qrecursive qresidual q(CUSUM) qand qthe qcumulative qsum qof qsquares 

qof qrecursive qresidual q(CUSUMSQ) qshowed qthat qthere qexists qa qstable qrelationship 

qbetween quniversal qbanks qprofitability, qnon-performing qloans, qand qthe qselected 

qmacroeconomic qvariables qused qfor qthe qstudy. 
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Conclusions 

 
The qstudy qempirically qexamined qthe qimpact qof qmonetary qpolicy qrate qon quniversal 

qbanks qprofitability qusing qGhanaian qdata qset qfor qthe qperiod q1984 qto q2016. qThe qempirical 

qevidence qrevealed qthe qfollowing qfindings: qFirst, qboth qthe qlong-run qand qshort-run qresults qfound 

qstatistically qsignificant qpositive qeffects qof qmonetary qpolicy qrate qand qexchange qrate qon 

quniversal qbanks’ qprofitability. qIn qaddition, qthe qgrowth qof GDP per capita enhances the 

profitability of universal banks in Ghana. However, increasing levels of non-performing 

loans and previous year’s exchange rate proved petrifying to universal banks’ performance. 

Moreover, the long run results also showed favourable impacts of monetary policy 

rate, GDP per capita as well as exchange rate on universal banks profitability. The 

variable of interest, monetary policy rate had a positive relationship with universal 

banks profitability though the former is only significant at 10 percent level of 

significance and the latter, 1 percent level of significance. 

Recommendations 

 

Based on the findings from the study, the following recommendations are 

proposed. 

Monetary policy rate has a significant impact on the level of ROAs however, higher 

prime rates could make commercial banks credit distressed. Consequently, to 

minimize such problems, the Bank of Ghana should set reasonable policy rates to 

enable credible financial institutions access funds for investment and money creation 

In a bid to ensure and improve universal banks’ profitability, it is strongly 

recommended that the management of universal banks and loan officers should 

always give a serious attention to the health of asset quality of banks specifically 

loan performance for prevention of loans loss. Besides, loan officers should provide 

financial counselling to the borrowers on the wise use of loan and should make 

decision on timely fashion to meet their needs. If so, the banks management on asset 

© University of Cape Coast     https://ir.ucc.edu.gh/xmlui

Digitized by Sam Jonah Library



95  

utilization is improved and then reduces the level of non-performing is more likely 

to reduce. 

Lastly, the researcher recommends that universal banks step up in addition 

to designing and implementing new loan recovery strategies and policies. The 

Spreading effect in NPL has a negative impact on managing it. Therefore, universal 

banks should take serious measures when a customer is reluctant in paying the loan 

while additional collateral is required when the value of the previous has decreased. 

Guarantors who are economically sound are the only ones universal banks should 

accept when it comes to giving out credit to clients. 

Limitations 

 

The major drawback to this study was the availability of data which is 

common to Sub-Saharan African countries. We could not use large sample size 

which was due to unavailability of data. Moreover, this study used the ARDL 

approach to cointegration and one major limitation with the method is that it is 

sensitive to both model specification and lag length selection. The selected lag length 

has implications for the outcome of the cointegration. 

Future Direction of Research 

It is suggested that for future research on this work, other researchers can 

expand the sample size and include other macroeconomic variables or bank specific 

factors that are not considered in this model. This can help improve and identify some 

variables that are crucial to universal banks profitability. 

Finally, instead of looking at the impact of monetary policy rate on universal 

banks profitability, one could look at the performance of universal banks in 

monetary targeting and non-monetary targeting regimes. 
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APPENDICES APPENDIX A 

ARDL Bounds Test 

 

Date: 07/01/18 Time: 09:53 Sample: 1984 2016 

Included observations: 31 

 

Null Hypothesis: No long-run relationships exist 

 

Test Statistic Value K 

 

5.55616335 
 

F-statistic 630303 6 

 

 

 
Critical Value Bounds 
 
 

Significance I0 Bound I1 Bound 

10% 1.99 2.94 

5% 2.27 3.28 

2.5% 2.55 3.61 

1% 2.88 3.99 
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APPENDIX B 

 

Breusch-Godfrey Serial Correlation LM Test: 

 

F-statistic 2.827547 Prob. F(2,15) 0.1908 

Obs*R-squared 8.487394 Prob. Chi-Square(2) 0.0144 

 

 

 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

 

F-statistic 0.884080 Prob. F(13,17) 0.5826 

Obs*R-squared 12.50425 Prob. Chi-Square(13) 0.4868 

Scaled explained SS 3.219137 Prob. Chi-Square(13) 0.9970 
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Ramsey RESET Test Equation: UNTITLED 

Omitted Variables: Squares of fitted values 

 
 Value df Probability  

t-statistic 0.005468 21 0.9957 

F-statistic 2.99E-05 (1, 21) 0.9957 

F-test summary:  

 
Sum of 

  

 
Mean 

 

 
Sq. df Squares 

 

Test SSR 4.09E-06 1 4.09E-06  

Restricted SSR 2.875818 22 0.130719 
 

Unrestricted SSR 2.875813 21 0.136943 
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APPENDIX C 
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APPENDIX D 
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