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This study contrasts empirical studies which had focused on listed bank at the detriment of unlisted 
banks. In other to enhance public confidence in the banking sector and ensure financial inclusion, this 
study examined the relationship between leverage and performance of unlisted banks in Ghana. This 
study examined the relationship between leverage, other moderating variables and bank performance 
by collecting data from fifteen unlisted universal banks in Ghana from 2006 to 2016. The cross sectional 
time series research design with the quantitative research approach was adopted for the study. The 
fixed effect panel regression was used to analysis the variables from the data collected. The outcome of 
the study showed that unlisted banks in Ghana are highly leveraged with more debt to equity. The 
results also indicated that the level of gearing for unlisted banks has a positive relationship with the 
bank performance variables which are return on asset, return on equity and rate of profit. This is 
attributed to the cost of debt and type of debts that are contracted by the unlisted banks coupled with 
the efficiency in transforming such debts into less risky asset. The correlation and regression result 
showed a significant positive relation between firm size and bank performance. The study recommends 
that stakeholders of the banking industry must be concerned with the utilization of debts effectively and 
efficiently to enhance an optimal leverage ratio that could stand the risk of highly geared bank in a more 
integrated financial system. To achieve this, the regulators of the banking industry in Ghana must 
develop policies that seek to inject more equity funds in the operation of banks; guides in asset 
management and effective cost control in relation to leverage. This will boast the efficiency of the 
banking industry in their intermediation role. 
 
Key words: Leverage, unlisted banks, bank performance, cross sectional time series, Basel I, II, III accord. 

 
 
INTRODUCTION 
 
In today‟s global industrialization, the financial sector 
plays a key role in the competitiveness of countries 
across the globe. The  overall  economic  growth of many 

countries in the world is influenced by the effective 
management of the financial system. The two major 
players of the financial system  are  the  financial markets 
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and the financial institutions which includes the banks. 
The banking industry‟s performance affects other sectors 
of the financial system because of the interdependent 
nature of the system. According to Gatsi et al., (2015), 
among the factors that drives the performance of the 
banking industry are; the regulation, the size of the firm, 
market capitalization, economic growth, inflation, loans 
and deposits, technological change, deregulation, 
industry competition, leverage and corporate governance. 
Leverage is a tool that could be used to manage risk in 
investment. Leverage permits firms to increase the 
potential returns on an investment project beyond what 
would be possible through a direct investment of its own 
funds (Gatsi et al., 2016).  

The business of banking is to raise funds from the 
surplus spending unit of the economy to the deficit 
spending unit. In undertaking this primary duty, banks 
normally engaged in leverage by using customer deposit 
to acquire more assets. This is typically when universal 
banks use available customers deposits and transform‟s 
them into credit packages such as car loans and 
mortgages. The purpose in such leverage transaction is 
to generate more profit. Most banks expand their 
statement of financial position to increase their leverage. 
The decision by many banks to increase leverage 
appears to have been driven in part by a desire to 
maintain return on equity (ROE), relative to competitors, 
even as return on assets fall (Haldane et al, 2010).The 
U.S Financial Stability Board, FSB (2016) and U.K 
Financial Service Authority, FSA (2017) have attributed 
the global financial crisis that occurred in 2007 to 2016 to 
excessive leverage by banks. The European banks have 
recognised the economic significance of leverage after 
the 2007-2009 financial crises. (European Banking 
Federation (EBF), 2016). The global financial crises had 
adverse effect on the aggregated statement of financial 
position of the banking industry in South Africa (South 
Africa Reserve Bank (SARB), 2016). This clearly shows 
an adverse effect of leverage on the performance of 
banks in South Africa. Most banks performances in 
Nigeria are affected by the risk assessment of client 
before granting loans (Ebiringa and Ezeji, 2012).  

The banking industry in Ghana remained profitable 
despite declining trends in the industry profitability. A 
Bank of Ghana (BOG) report (2016) showed a decline in 
the industry return on assets and return on equity from 
2010 to 2016. Thus return on assets; 2010-6.3%, 2011-
4.6%, 2012-3.3%, 2013-4.6%, 2014-3.3%, 2015-4.8% 
and 2016-3.7% (BOG, 2016). Return on equity decline 
from 33.4 % in 2010 to 22.9% in 2011 and subsequently 
it increase to 24.1% in 2015 and to 27.4% in 2016 (BOG, 
2016). In 2016, the industry‟s return on equity decline to 
25.8%. The decline in industry profitability was attributed 
to an increase in average total assets without a 
corresponding increase in profit levels, as a result of a 
narrowing net interest spreads. In addition, the effect of 
expenditure   by    the   banks   in  respect  of  Information  

 
 
 
 
Communication Technology (ICT), re-engineering 
resulted in reduced earnings performance (Bank of 
Ghana Report, 2016). In Ghana, empirical studies  (Gatsi 
et al. 2016; Awunyo-Vitor et al. 2012; Abor, 2007b; Amidu 
2007) have established that universal banks listed on the 
stock exchange are highly leveraged and the degree of 
leverage influence their performance. On the other hand 
same cannot be said for unlisted banks because of the 
absence of empirical literature.  
 
 
Motivation for the study 
 
In recent times, banking in Ghana has experienced a 
series of changes from 2000 to 2017. These 
transformations range from the increasing number of 
banks, the dynamic operations, ownership structure and 
good corporate governance, new products development 
and Central bank policies and regulations. These have 
contributed to the immense performance of the banking 
sector as compare to other sectors of the financial 
System. The Banking sector dominated the financial 
system with a total asset of 83% as compared with 2% of 
the security market and 3% of the insurance industry 
(IMF, 2016). The present impact of regulations on the 
banking industry shows clearly that the most likely driver 
of performance in the industry is regulations. A regulator 
such as Bank of Ghana (BOG) is a foremost driver that 
could increase the performance prospects of the banking 
industry. The adaptation of the Basel II accord of risk 
based capital minimum requirement has been improved 
by the introduction of Basel III leverage ratio. 
Researchers have argued that a minimum leverage ratio 
could help control bank‟s incentives of regulatory 
arbitrage and mitigates procyclical effects because of 
Basel II risk-based capital requirement (Adrian and Shin, 
2010; D‟Hulster, 2009; Hildebrand, 2008). The 
introduction of mobile money banking by tele-
communication industry is also yet to be considered as a 
driver for future performance in the banking industry. The 
historical background of the banking industry, the present 
trends of the industry and the performance prospect 
indicate clearly a positive performance of the banking 
market and a high growth potential in performance of the 
industry. This shows a clear need to research about the 
impact of leverage on the performance in the banking 
industry. In a conclusion, the banking industry in Ghana 
has gone through phase of growth in performance. The 
main drive of performance identified were regulation, 
increasing number of banks, the dynamic operations, 
ownership structure, good corporate governance and 
new products development. Subsequently in the years to 
come, the main force of drive identified will be keen 
competition in the industry. This competition could force 
banks to invest in alternative asset with leverage, which 
is likely to affect the bank performance hence, the need 
to  establish  the  relationship between leverage and bank  



 
 
 
 
performance especially with unlisted banks since 
empirical studies have done a great deal of work on listed 
banks as against unlisted banks.  
 
 

REVIEW OF RELEVANT LITERATURE AND 
HYPOTHESIS DEVELOPMENT 
 

This section is devoted to review relevant study upon 
which the premises of the study is base. The study 
reviews the trade-off theory and some empirical studies 
on the topic for analysis. 
 
 

Trade–off theory 
 

The trade-off theory is a stem of the Modigliani and Miller 
(MM) theory of capital structure, which has the point of 
view that the choice of a firm‟s decision on how much of 
debt or how much of equity should be used in financing 
assets must consider the balancing between cost and 
benefits. According to the theory, there are benefits of 
leverage within a capital structure until the optimal capital 
structure is attained (Myers, 1984). The leverage aspect 
of the theory states that there is performance benefit in 
financing a firm with debt. The theory accepts the tax 
benefits from interest payment if a firm is finance with 
debt. Under this theory, the optimal leverage is attained 
when a firm set a target of debt to equity ratio and 
steadily moves towards the target (Myers, 1984). The 
existence of the target is what maximizes the 
performance of the firm. The theory allows adjustment of 
the target leverage ratio to achieve the set target. The 
merit of the assumptions under the trade off theory has 
under gone several reviews. Graham (2003) identifies a 
gap in the trade off theory based on tax effect. According 
to Graham (2003), tax effects are more complex than 
what the theory assumed. The nature of bankruptcy cost 
is not discussed in the assumption of the theory (Haugen 
and Senbet, 1978). Murray and Vidhan (2005) raised 
questions in relation to bankruptcy cost that could affect 
the optimal leverage; are the bankruptcy costs fixed 
costs? Do the bankruptcy cost increase with the size of 
the bankruptcy? Are the bankruptcy costs one-time 
costs? The implication of the adjustment of the tax shield 
and bankruptcy cost has led to alternative adjustment 
cost assumptions (Leary and Roberts, 2005). The several 
reviews conclude that implication of the trade-off theory 
for leverage ratios shows clearly that the theory can be 
settled with existing literature on empirical evidence 
(Hennessy and Whited, 2005; Leary and Roberts, 2005; 
Strebulaev, 2004).   
 
   
Empirical studies and hypothesis development  
 
Many empirical studies have attempted to establish the 
relation between firm performance and leverage. The 
findings of the numerous studies vary based  on nature of  
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firm, the leverage characteristics used, basis of 
performances measurement, countries economical 
difference, and the methodology used. The outcome is 
dependent on various factors that influence leverage and 
firm performance. For instance, Gill and Mathur (2011) 
study 166 Canadian firms listed on the on the Toronto 
Stock Exchange for a period from 2008-2010 to find 
factors that influence leverage to have effect on the 
performance of these Canadian firms. Gill et al. (2009) 
also sample 300 US firms from the service industry to 
examine the relationship between leverage and 
performance. They found out that leverage is negatively 
related to firm‟s profitability. Manawaduge et al. (2011) 
used both pool and panel data regression to study 155 
Sri Lanked listed firms in the relationship between 
leverage and firm performance. The result demonstrated 
that most Sir Lanked firms finance their operation with 
short-term debt as against long-term debt. Ebaid (2009) 
examine the relationship between leverage and firm‟s 
performance in Egypt using a sample of 64 firms for a 
period from 1997 to 2005. Using leverage ratios and ROE 
and ROA as measures of performances, the result of this 
study indicate that leverage has no impact on the 
performance of firms in Egypt. The study concludes that 
capital structure decision has a weak-to-no impact on 
firms in Egypt. From this backdrop, the first hypothesis is: 
 
 
Hypothesis 1 
 
H1: There is no relationship between leverage and 
bank performance 
 

Ogebe et al. (2013) investigated between the relationship 
between leverage and firm performance for a period from 
2000 to 2010. They used macroeconomic variables such 
as GDP and inflation as key influence on firm 
performance. They study is quite different from other 
empirical studies because it classified the samples firms 
into low leverage firms and high leverage firms by setting 
up a baseline of above 10% as being a high leverage 
firms. Using return on investment as measure of 
performance and panel regression estimation model, the 
study concluded that there is a significant negative 
relationship between leverage and performance. The 
findings were attributed to the finance of business activity 
with more debt than equity. In Ghana, many empirical 
studies have sort to examine the relationship between 
leverage and performance. The most recent publication is 
one by Gadzo and Gatsi (2016), used the OLS cross-
sectional time series regression to conduct a study on the 
degree of leverage and risk adjusted performance of 
listed financial institutions in Ghana, their study indicted a 
an average leverage among the listed Ghanaian financial 
institutions and also a positive relationship between their 
level of leverage and variables such as risk adjusted firm 
performance; firm tangibility and firm growth. But their 
study  did  not  consider unlisted firms. Earlier, in their bid  
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to concentrate on the insurance sector of Ghana, Gadzo 
and Gatsi (2013), used the fixed effect panel data 
regression to conduct a study on the determinants of 
capital structure in the insurance companies of Ghana, 
their study indicted a high leverage among Ghanaian 
insurance firms and also an adverse relationship between 
their level of leverage and variables such as firm 
performance; firm size; firm age and firm growth. Prior to 
the study of Gadzo and Gatsi (2013), Abor (2007a) used 
a panel date regression to compare the leverage of listed 
firms, unlisted firms and SME‟s in Ghana. The result 
shows that listed and large unlisted firms in Ghana have 
a significant higher leverage and SME‟s. The study 
shows that listed and large unlisted firms turn to have 
higher debt than SME‟S. Abor (2005) subsequently study 
the relationship between leverage and firm performance 
of SME‟s using corporate governance as a factor. The 
study indicated that most SME‟s has low leverage with 
large board size and its influence the performance of 
SME‟s in Ghana. From these reviews it is the second 
hypothesis is developed as: 
 
 

Hypothesis 2 
 
H2: There is a negative relationship between Tier 1 
leverage ratio and bank performance 
 
Ongore and Kusa (2013) examine the relationship 
between Kenya bank performance and bank 
characteristics. The study indicated that bank specific 
factors significantly affect bank‟s performance in Kenya. 
The study concluded that the performance of commercial 
banks in Kenya is driven by management decisions on 
leverage. Amidu (2007) used a panel data analysis to 
examine the determinants of leverage of banks in Ghana. 
Abor (2007a) undertook a cross study in Ghana and 
South Africa to examine the relationship between 
leverage and financial performance of SME‟s. Using the 
effect of debt policy and a panel data analysis, the study 
concluded that leverage influences financial performance 
positively. The reason was that short-term debt was less 
expensive and hence more of short-term debts in the 
capital mix of the firm with low-level interest result in an 
increase in profit margin. All above empirical studies 
show opposite relationship between leverage and firm 
performance ranging from different firm in different 
industries. The definition of leverage in the above studies 
differs; while other used the decision of debt to equity, 
other also used the leverage ratio. None of these studies 
examine the relationship between leverage and bank 
performance. Several studies have also been specific to 
study the relationship between leverage and bank 
performance. Graf (2011) studied the relationship 
between leverage and bank performance using European 
and US banks. The study found out that European banks 
have a high leverage in which bankruptcy cost was more 
than the benefits of tax shield.  

 
 
 
 
RESEARCH METHODS 
 

The research design adopted for the study is quantitative design. 
The quantitative research design is appropriate because it 
measures figures and observed facts (Cooper and Schindler, 
2006). The study design under the quantitative research design is 
cross sectional time series (panel). The population of this study is 
all unlisted banks registered in Ghana. The study focused on a 
target population of 15 unlisted commercial banks in Ghana. It 
excludes rural and apex banks. The census sampling technique 
was adopted to select all the 15 banks for the analysis. 
 
 

Measurement and justification of variables 
 

The study focused on leverage and unlisted bank performance. The 
independent variables are variables that measure leverage; short-
term debt ratio, long-term ratio, leverage ratio, Tier 1 leverage ratio 
and firm size.  Long-term debt ratio and short-term ratio are 
adopted because “debt” was review as a variable in the trade-off 
theory that influence leverage and firm performance. The leverage 
ratio and Tier 1 leverage ratio are widely used for empirical studies 
to examine bank leverage. Although firm size is often used as 
control variables in most empirical studies, this study opts firm size 
as leverage variable because of its relationship with bank 
performance from empirical findings. The dependent variables are 
variables for bank performance include ROE. The control variables 
for the study include bank variables (firm age, liquidity, number of 
bank branches) and an economic variable (inflation).  
 
 

Dependent variables 
 

Return on asset (ROA): ROA is a performance indicator that 
measures the effect of management capacity to use the financial 
and real resources of bank to generate profit (Carunto and 
Romanescu, 2008). It is also known as profit to assets or return to 
investment (ROI). ROA is the ratio of the net profit after tax to total 
assets. 
 

Return on equity (ROE): ROE is a significant indicator for 
performance. It measures the banking management in all its 
dimensions and offers the utilization of shareholders capitals, the 
effect of their retainers on bank activity (Carunto and Romanescu, 
2008). ROE is the ratio of the net profit after tax to total equity for 
the fiscal year. The total equity is the sum up of the nominal capital; 
retain earnings and the reserve funds.  
 
Profit Rate (Rp): Carunt and Romanescu (2008) argue that in the 
banking area, the profit rate is the ratio between bank income and 
expenses. The structure of incomes and expenses of banking 
activity influence the ROA and ROE. Rp is measure as the ratio of 
the net profit after tax to total income. 
 

 
Independent variables 
 

Short-term debt ratio (STD) 

 

 
 
Long-term debt ratio (LTD) 

 

         
                 Short-term debt 
 STD =  
                  Total assets 
 

         
                 Long-term debt 
 LTD =  
                  Total assets 
 
 



 
 
 
 
Abor (2007b) and Ebaid (2009) adopted STD and LTD as tool to 
measure financial leverage because it determines capital structure 
of a firm, which subsequently influence the level of leverage. 

 
Leverage ratio (LR): To measure banks leverage that influence 
their performance, the widely used simple leverage, which is the 
ratio of debt to equity is used as independent variable. As noted by 
D‟Angelo-Stulz model (2010), bank‟s equity is mostly a capitalized 
value below the central bank borrowing rate or liquidity premium. In 
this study measurement, debt is the sum up of short-term debt and 
long-term debt. Equity refers to the book equity or the shareholder‟s 
fund. It includes retained earnings and other reserves. 

 
Tier 1 Leverage ratio (T1L): The T1L is a special bank leverage 
ratio introduce by Basel III accord to curtail the excessive leverage 
by banks, which normally result in economic crisis. The new bank 
leverage ratio as supportive measures to the risk based minimum 
capital requirement as introduced by Basel III looks at capital 
reforms, liquidity standards and systemic risk and interconnected 
ness of the banking industry. The Basel III accord just increased the 
minimum accepted T1L ratio from 2 to 4.5%. Based on this, the 
study opts for the accepted T1L ratio as the minimum in examines 
bank leverage in Ghana. The T1L is measures as the ratio of total 
asset to Tier 1 Capital. 

 
Firm size: Firm size is adopted as independent variable in this 
study because bank performances are dependent on how small or 
large of a bank. Jermias (2008) and Ebaid (2009) argue that larger 
banks do not necessary mean more capacity and capabilities 
although it could influence performance. This is possible due to 
economics of scale and diseconomies of scales associated with 
large banks.  

 
 
Model specification 
 
The study employed theoretical model with necessary adjustment 
variables to test the relationship between leverage and bank 
performance, the estimation model used by Kuznnetsov and 
Muravyev (2001) and Awunyo-Vitor and Badu (2012) is adopted.  
 
Yit= αi+ β1Xit + eit 
  
Where; Yit: performance measure indictors (dependent variables) 
for bank i at time t. 
ai: the time-invariant firm specific effects, Xit : the independent 
variables, β1 : coefficients, eit: a random disturbance.  

Based on the above general linear function model the 
relationship between leverage and bank‟s performance are 
examined using the below models; 

 
Model (1) ROEit = ßo+ ß1LTDit + ß2LQit +ß3T1Lit + ß4SIZEit +eit 
Model (2) ROAit = ßo+ ß1STDit + ß2LQit+ ß3T1Lit + ß5SIZEit +eit 
Model (3) Rpit = ßo + ß1LRit+ ß2LQit+ ß3T1Lit + ß5SIZEit +eit 

 
According to empirical review, the expected signs of the coefficient 
of the explanatory variables are as followings: 

 
ß1> 0 < (Abor, 2005; Manawaduge et al., 2011; Gadzo and Gatsi 
2013) 
 ß2< 0 (Majumbar and Chhibber, 1999; Manawaduge et al., 2011; 
Gadzo et al., 2016) 
 ß3> 0 (Roden et al., 1995; Abor, 2007b; Awunyo-Vitor and Badu, 
2012) 

 ß 4> 0 < (Ebaid, 2009; Haldane, et al., 2010; Weigand et al., 2011) 
 ß5> 0 (Huang et al., 2001; Biger et al., 2008). 
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Model estimation technique  
 
The study employed multiply regression panel data models to test 
the relationship between leverage and bank performance. Panel 
data involves the pooling of observation on a cross-section of units 
over several periods. According to Vong and Chan (2009), panel 
data is normally used because it gives more information on the 
cross-sectional basis. The individual variability of the data and 
dynamic adjustment of the data in easily identified in a panel data 
regression. Notwithstanding that it also takes into the heterogeneity 
that is present among the individual data units. Several empirical 
studies on bank performance have used linear functional form for 
analysis. In this study, the linear form of panel data model is used. 
The study used General Least Squares (GLS) panel regression 
model for the estimation. The estimation of panel data models using 
pooled ordinary least squares yields inconsistent estimators and 
heteroskedasticity errors (Baltagi, 1995). To correct this problem, 
the GLS is adopted. The GLS panel model could be estimated with 
constant coefficient effect model, fixed effect model and the random 
effect model. The constant coefficient effect model is used under 
the assumption that there is no significant difference in both 
intercepts and slopes. The Hausman test determines whether fixed 
effects or random effects will be used for analysis in this study. The 
use of Hauseman test to conclude whether the effects are fixed or 
random is to use the Hausman (1978) test under the null 
hypothesis that the pooled regression for the estimated equations is 
significant. If the null hypothesis is rejected, the effects are 
measured to by fixed. If the null hypothesis is accepted, we would 
have random effects, and the model is then estimated by GLS. 
 
 

RESULTS  
 

The Ghanaian banking industry is characterized with 
more than 70% unlisted banks. Most of these unlisted 
banks are foreign-owned and major players of the 
banking industry. Table 1 shows a summary of the 
descriptive statistics of the dependent and independent 
variables for unlisted banks. ROA of the unlisted banks 
ranges from 0.00 to 8% with the average of 2.4%. The 
standard deviation of the ROA for unlisted banks is 1.7%, 
which suggests majority of unlisted banks have an 
average ROA of 2.4%. This indicates a bad performance 
of returns on the utilization of the bank‟s asset.  This 
general low ROA of the unlisted banks could be attributed 
to the loan portfolio quality (LPQ). The profitability of loan 
portfolio is dependent on the quality of loans and 
advance been issued out by the banks. This is coupled 
with the lending practice as well as loan default rate, 
which are mostly dependent to macroeconomics 
environment. ROE of unlisted banks ranges from 7 to 
84.3%. This implies that on the average, owners of 
unlisted banks received a return of 23.9% on their 
investment. This could be attributed to the fact that most 
unlisted banks during the period of study need to retain 
earnings to towards meeting the minimum capital 
requirement so less was invested to generate much 
return. The rate of profit (Rp) for unlisted banks ranges 
from 0.4 to 72.3%. It is observed that the average Rp for 
unlisted banks is 23.7 From Table 1, the averaged LTD 
for unlisted banks is 8.6% while the STD for unlisted 
banks is observed to be 43.5%. This shows  that the level  
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Table 1. Descriptive Statistics (unlisted banks). 
 

Variable Min Max Mean Std. Deviation Skewness 

ROA 0.000 0.080 0.024 0.017 1.063 

ROE 0.007 0.842 0.239 0.190 1.408 

RP 0.004 0.720 0.237 0.179 1.977 

LTD 0.000 10.023 0.086 1.702 5.183 

STD 0.433 0.960 0.435 0.100 -1.468 

T1L 2.819 170.918 0.057 25.256 3.907 

LR 1.783 36.516 0.336 6.024 1.668 

SIZE 7.292 9.214 8.452 0.396 -0.492 

LIQUIDITY 0.234 76.130 0.465 10.406 6.072 

AGE 0.000 1.968 7.075 0.503 -0.139 

BRANCHES 0.301 2.188 4.130 0.380 0.628 
 

Source: Constructed from the financial statements of the unlisted banks (2006-2016). 
 
 
 

Table 2. Regression for ROA as dependent variable for unlisted banks. 
 

Variable Coefficient  Std. Error T-Statistic Prob. 

Constant  -0.031948 0.043417 -0.735853 0.4655 

SIZE 0.012779 0.006344 2.014397 0.0456 

STD 0.083461 0.030079 2.774752 0.0024 

LTD 0.000426 0.000495 0.860616 0.3938 

T1L 0.000381 0.000153 2.493889 0.0019 

LR -0.001361 0.000470 -2.896317 0.0014 

LIQ -0.000076 0.000252 -0.303963 0.7625 

Firm Age -0.013193 0.020472 -0.644427 0.5224 

Bank Branches  0.038029 0.018314 2.076551 0.0393 

R-squared 0.620119 Prob(F-statistic) 0.00000  

Adjusted R-squared  0.548685 Durbin-Watson stat 2.931012  

F-statistic  1.547777 ***Significant  level at 5%    
 

Source: Constructed from the financial statements of the Unlisted banks (2006-2016). 
 
 
 

of debt in unlisted banks. This is due to the capacity of 
listed banks to raised funds from debt holders as 
compare to credibility and capacity of unlisted banks. 

The record for unlisted banks shows a mean of 5.7% 
for T1L and of 33.6% for LR. Both T1L and LR indicated 
and confirm that unlisted banks in Ghana are highly 
geared. Firm size for unlisted banks as measured in fixed 
asset recorded a mean of 8.45% while liquidity recorded 
a mean of 46.5% for unlisted banks. The liquidity level for 
unlisted is far lower as compare to the industry liquidity 
level of 68.6%. This indicates that unlisted banks have a 
high-risk level of liquidity as less than 50% deposit are 
kept as cash and cash equivalent. The average year of 
operation recorded as firm age for unlisted banks is 7 years. 
The average bank branch of the unlisted banks is 4.  
 
 
Regression of results 
 
From the Table 2, the R-  squared,  which  measures  the  

extent to which the explanatory variables explain the 
variations in the ROA, is about 62%. Again, from the 
same table the Durbin-Watson Statistic (D-W Statistic) 
revealed that the problem of autocorrelation of the errors 
terms, which is sometimes a challenge in panel data 
methodology, is not serious in the ROA regression 
estimates because of the average coefficient of 2.93, 
which was identified in Table 2. The F-test that shows the 
global usefulness of the model indicated an appreciable 
goodness of fit. In other words, the F-statistics prove the 
validity of the estimated models is statistically significant 
at 1% as shown by the F-probabilities. From Table 2, 
SIZE, STD, T1L and LR indicated a p-value less than 
0.05 meaning they are all significant at 5% while LTD 
indicated a p-value greater than 0.05 meaning, it is not 
significant. There is a positive relationship between ROA 
of unlisted banks and SIZE, STD, TIL and LTD as 
indicates on Table 2. However, the coefficient of simple 
leverage ratio of unlisted banks indicates statistically 
negative and  significance  relationship  with  ROA.  From  
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Table 3. Regression for ROE as dependent variable for unlisted banks. 
  

Variable Coefficient Std. Error t-Statistic Prob. 

Constant  -0.732926 0.450095 -1.628380 0.1101 

SIZE 0.184547 0.063679 2.898092 0.0437 

STD 0.607991 0.273040 2.226749 0.0308 

LTD 0.006967 0.005056 1.378066 0.1747 

T1L 0.003556 0.001619 2.197024 0.0330 

LR 0.012098 0.005545 2.181857 0.0265 

LIQ -0.000125 0.002571 -0.048505 0.9615 

Firm Age 0.512835 0.247174 2.074794 0.0407 

Bank Branches -0.109701 0.216413 -0.506907 0.6146 

R-squared 0.654308 Prob (F-statistic) 0.000076  

Adjusted R-squared  0.545686 Durbin-Watson stat 2.891099  

F-statistic  2.656995 **Significant level at 5%  
 

Source: Constructed from the financial statements of the Unlisted banks (2006-2016) 
 
 
 

Table 4. Regression for Rate of Profit for unlisted banks. 
 

Variable Coefficient Std. Error t-Statistic Prob. 

Constant  -0.962755 0.306538 -3.140738 0.0029 

SIZE 0.208275 0.049563 4.202271 0.0001 

STD 0.535793 0.198196 2.703354 0.0453 

LTD  0.004267 0.003394 1.257051 0.2149 

T1L 0.002665 0.000922 2.890892 0.0058 

LR -0.007572 0.004227 -2.791139 0.0097 

LIQ -0.011798 0.002147 -0.138921 0.8901 

Firm‟s Age -0.590187 0.242102 -2.437758 0.0186 

Bank Branches 0.025412 0.179775 0.141354 0.8882 

R-squared 0.698721 Prob (F-statistic) 0.000424  

Adjusted R-squared  0.510888 Durbin-Watson stat 2.837940  

F-statistic  3.187520 **Significant level at 5%  
 

Source: Constructed from the financial statements of the Unlisted banks (2006-2016). 
 
 
 

Table 2, the control variables in the model namely 
liquidity and firm age all exhibited a negative relationship 
with ROA of unlisted banks and bank branches show a 
positive with ROA. However, only bank branches exhibit 
statistical significant positive relationship with the 
dependent variable. 

As Table 3 indicates, ROE of unlisted banks is 
significantly and positively related to STD, T1L and LR 
with p-values of 0.0308, 0.0330 and 0.0265 respectively. 
This means that the relationship is significant at 5%. 
However, LTD and ROE of unlisted banks indicate an 
insignificant relationship but a positive relationship. Table 
3 also depicts the relationship between ROE and the 
moderating variables. The results shows that SIZE is 
positively related to ROE with a  statistically significance 
at 5% because p- value of 0.0437 < 0.5 while firm Age 
also showed a statistically significant positive relationship 
with ROE with a recorded p-value of 0.0407  is  less  than 

5%. On the other hand, liquidity (LIQ) and bank branches 
indicated a negative relationship with ROE but both 
variables had p-values of 0.9615 and 0.6146 respectively 
which are greater than the 0.05 hence the relationship is 
not statistically significant. Table 4 also presents the 
regression of results of the rate of profit and the various 
variables. The results indicates that, the rate of profit of 
the unlisted banks is significantly and positively related to 
STD, T1L and LR with p-values of 0.0453, 0.0058 and 
0.0097 respectively. This means that the relationship is 
significant at 5%.  

However, LTD and rate of profit of unlisted banks 
indicate an insignificant relationship but a positive 
relationship. Table 4 also depicts the relationship 
between rate of profit and the moderating variables. The 
results shows that size of the bank is positively related to 
rate of profit with a  statistically significance at 5% 
because  p- value of  0.0001 < 0.5  while  bank  branches  
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also showed a statistically insignificant positive 
relationship with rate of profit with a recorded p-value of 
0.8882 is greater than 5%. On the other hand, liquidity 
(LIQ) and firms age indicated a negative relationship with 
ROE but both variables had p-values of 0.9615 and 
0.6146 respectively which are greater than the 0.05 
hence the relationship is not statistically significant. 
 
 
DISCUSSION  
 
This study examines the relationship between leverage 
and unlisted bank performance. From the results in 
Tables 2, 3 and 4, the bank performance variables which 
were measured with ROA, ROE and Rate of profit 
demonstrated a statistically significant positive 
relationship with all the leverage indicators which were 
measured with STD, LTD and T1L. The outcome of the 
study implied that, the performance of the banks 
increases whenever there is an increase in the leverage 
position of the banks. This is the case because an 
increase in leverage implies management borrowing from 
outsides source the support their liquidity position and 
because such liquidity supports comes with a lot of 
restrictions and convent clauses, management of the 
banks are encouraged to utilized the funds in such a way 
that more returns can be recouped from the utilization of 
funds. Again from the trade-off theory perspective, there 
is a relationship between the debt providers and 
management such that management are to utilize the 
funds from debt providers effectively so as to increase 
the cashflow in other to meet the needs of the debt 
providers in the form of paying back borrowed funds with 
it‟s accompanying interest component. From the results 
of the study the tenants of the agency theory is complied 
with by the results depicted by the study. From the 
empirical review, quite a number of studies in Ghana 
have concluded on the effect of leverage on bank 
performance in Ghana (Abor, 2005; Gatsi and Akoto, 
2010; Awunyo-Vitor and Badu, 2012; Gadzo et al., 2016). 
Although the year of the previous studies differs for this 
study, the panel data methodology used is the same. In 
contrast to the existing empirical studies, which usually 
examines only listed bank, this study exam the 
relationship between leverage and performance of 
unlisted banks. This is important as unlisted banks 
represent most of the Ghana banking industry. For 
example, fifteen of the sampled banks are unlisted. 
Moreover, the funding structure and corporate 
governance of unlisted banks differs form-listed banks. 
This difference in the funding structure and corporate 
governance could affect individual banks undertake 
operation to improve performance. For instance, listed 
bank could raise more equity to boast investment whiles 
unlisted are restricted to solicit funds from the public. On 
the other hand, the display of performance of listed banks 
could   attract  potential  investors  while  performance  of  

 
 
 
 
unlisted banks is unknown. Contrasting the results to that 
of Gatsi et al. (2016) whose study identified a negative 
relationship between leverage and bank performance, 
they focused on listed banks which is much regulated 
than unlisted banks. Aside the regulations, with the listed 
banks, much attention is given to corporate governance 
structures which presupposes that with weak corporate 
governance structures, the funds provided for liquidity 
support may be diverted and could have an adverse 
effect on the profit of the banks. 

The positive relationship implies that long-term debt 
has the potential to increase returns of unlisted banks if 
sought for. Probably unlisted banks have not utilized this 
source because of it availability on the financial market. 
The result is supported by early findings in Ghana (Abor, 
2005; Gatsi and Akoto, 2010; Awunyo-Vitor and Badu, 
2012: Gatsi et al., 2016). The control variable, LIQ and 
bank branches recorded indicated insignificant negative 
relationship with ROE of unlisted banks while firm age 
recorded a p-value of 0.0407 and a positive relationship. 
Bank branches of unlisted banks are insignificant 
because the bank with the highest bank branches, Ghana 
Commercial Bank (GCB) happens to be a listed bank. 
Also, most unlisted banks are new foreign banks, which 
just entered the banking industry in Ghana and are yet to 
open more branches. Table 3 indicates a positive 
significant relationship between firm age and ROE of 
unlisted banks. This implies that the older an unlisted 
bank, the higher returns on equity. The reason could be 
attributed to the fact most unlisted banks has been in 
operation for a long number of years with experienced 
staff and loyal customers. Unlisted banks such as 
Barclays bank and Agricultural Development bank has 
been operating for a long number of years and with long 
standing reputation. This increase customer loyalty and 
hence it will increase incomes thereby a positive ROE.  

With respect to the moderating variables, there is a 
negative relationship between firm age and ROA of 
unlisted implies that as unlisted bank grows more in age, 
the returns on asset decrease. This could be attributed to 
high default risk that could exit in the asset. Most unlisted 
banks in Ghana are managed by owners and thereby the 
agency theory that not exited in unlisted banks. As noted 
by Grossman and Hart (1982), the existence of the 
agency cost in listed banks brings threat of liquidation. 
The threat triggers personal losses to managers „salaries 
and reputation. These cause managers of listed banks to 
take caution in risk assessment of granting loans and 
advance to client. Unlike the unlisted banks, managers 
could in increase sales by granting loans with high risk. In 
the long run, there will be huge asset, which brings no 
returns because of high debt defaults. The positive 
significant relationship between bank branches and ROA 
of unlisted banks implies that unlisted banks with more 
branches increase the returns on the asset. This could be 
attributed to the nature of unlisted banks in Ghana.  

These  foreign  owned  banks  invest  huge  in  opening  



 
 
 
 
branches thereby increasing the returns on the asset in 
the short run. This finding is consistent with a survey 
conducted by PwC (2016). Table 3 indicates that, ROE is 
significantly and positive related to SIZE of unlisted banks 
with p-values of 0.0437. The positive relationship means 
that if unlisted banks want to increase their ROE values 
they would have to increase the amount of investment in 
their firm‟s size. The outcome of the study is inconsistent 
with studies conducted on listed banks, which indicated a 
negative relationship between ROE and SIZE 
(Ramaswammy, 2001; Frank and Goyal, 2003; Gatsi and 
Akoto, 2010; Gadzo and Gatsi, 2013; Gatsi et al., 2015). 
The reason for the positive relationship between ROE 
and unlisted banks could be attributed to nature of 
unlisted banks in Ghana. The unlisted banks in Ghana 
are made up of foreign banks and local banks. Most 
foreign banks and local banks invest huge equity in firm‟s 
asset to increase the returns. Most of the huge 
investment is directed to productive areas of the 
economy. The finding is consistent with other empirical 
studies conducted (Gale, 1972; Punnose, 2008). From 
Table 4, Rp of unlisted banks showed a positive 
significant relationship with SIZE with a p- valve of 
0.0001. This implies that an increase in the bank‟s size 
increases the bank‟s rate of profit. This confirms that 
SIZE influence bank‟s performance. Moreover, Rp of 
unlisted banks are significantly related to STD and T1L 
and LR but insignificant related to LTD. The reason of the 
negative relationship between Rp and LR of unlisted 
could be attributed to huge element of debt in leverage of 
unlisted banks. This implies a higher debt in the 
component of unlisted bank leverage turns to reduce rate 
of profit. As noted Ozkan (2001), short-term debt is more 
sensitive to profit than long-term debt. Since LTD is 
insignificant to Rp, it means the debt component of LR is 
mostly STD. Debt is cheap than equity. Due to this, 
unlisted banks employ a higher proportion of debt this 
increase their interest payment consequently increase 
interest expense to reduce their profit level. The Table 4 
indicates an insignificant inverse relationship between Rp 
of unlisted banks and LIQ.  Also, bank‟ branches indicate 
an insignificant positive relationship with Rp of unlisted 
banks. Only firm age of unlisted banks is significantly 
related to Rp with p-value 0.0186. The coefficient of 
unlisted banks indicates a positive relationship while the 
entire firm‟s age indicates a negative relationship. This 
could be attributed to the fact that most unlisted banks 
have been in the industry with long years with more 
skilled employees and more loyal customers. Abor (2007) 
confirms that firm‟s age affect firm‟s profit.  
 
 
TESTING OF HYPOTHESIS FORMULATED FOR THE 
STUDY 
 
With respect to the hypothesis, the Tables 2 to 4 
indicates the p –values for LR  in  relation  to  ROA,  ROE  
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and Rp as 0.0014, 0.0265 and 0,097 respectively. H1 is 
rejected based on p-values < 0.05 with positive 
relationship. This implies that there is a significant 
relationship between leverage and performance of 
unlisted banks. The T1L indicated p-values in relation to 
ROA, ROE and Rp as 0.0190, 0.0330 and 0.0528 
respectively with different coefficient relationship. Hence 
H2 is rejected based on p-values < 0.05. There is a 
positive relationship between T1L and ROE. Moreover, 
the relationship between T1L and ROA and Rp is 
negative. This implies that while leverage of unlisted 
banks increase, the profit margin in reduced. The 
negative returns of Rp could be attributed to the 
management of cost in relation to measurement of the 
ratio of total incomes to net profit. The total findings of the 
study imply that the unlisted banks are highly geared and 
the level of the geared has influence on performance. 
The level of gearing is dependent on the element of debt 
in the leverage component. The outcome is supported by 
the trade-off theory, which indicates that high leverage is 
optimal for bank (DeAngelo and Stulz, 2013). This is due 
to adjustment of a target leverage ratio by the trade-off 
theory (Myers, 1984). Although the significant relationship 
established in this findings in consistent with similar 
studies conducted on only listed banks industry in Ghana, 
the coefficient with the variables of measurements differs 
(Gatsi and Akoto, 2010; Awunyo-Vitor and Badu, 2012). 
 
 
CONCLUSION AND RECOMMENDATION 
 
Based on the above summary of findings, the study 
further concludes on the influence of leverage on the 
performance of unlisted banks. The level influence was 
dependent on the various measurement of bank 
performance in the study. The level of leverage for 
unlisted banks has a negative relationship with return on 
asset and a positive relationship with return on equity. 
This implies that an increased in leverage leads to 
decrease on returns on asset. This could be attributed to 
asset management by banks because returns on asset 
turn to measure the efficiency by which asset are 
managed by firms. The level of leverage of unlisted 
banks have a negative relationship with rate of profit. This 
implies that an increased in leverage leads to decrease 
on profit margin. This could be attributed to cost control 
management by banks in relation to debt component in 
operation. This is because profit rate turns to measure 
the efficiency by which expenses are controlled by firms 
in relation to income generated. It is recommended that, 
Management of unlisted banks should control cost in the 
use of debt in leverage to better performance. They must 
also be concerned with utilizing these debts effectively 
and efficiently. To achieve this, management must use 
these debt funds to develop less risky asset that reduce 
debt default rate. The regulators of the banking industry 
in  Ghana  must  develop policies that seek to inject more  
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equity funds in the operation of banks in Ghana, guide in 
asset management and aid effective cost control in 
relation to leverage. This will boast the banking industry 
to be efficient in their intermediation role. 
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