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Abstract

The efficiency of the financial system and its @etture is vital to the economic growth of eveuntry.
Efficient financial largely ensures efficient firoapitalization, optimal capital investment decismaking and
risk management as such market through publiclyjlabla information has the ability assess whether t
financial and investment approach adopted by bam&she best and detect signs of financial soursdrngse
market price of publicly traded securities issugdabbank reflects the latest market assessmeriieobank’s
financial condition. In recent years there haverbparadigm shift in effort of stakeholders in firancial
market to greatly rely on market forces to previeamking crisis. This require bank supervisors, tbigher
degree, count on market discipline as it has bedentified that “the real pre-safety-net” emanatenfrthe
market and it served as the first line of defesem the perspective of market discipline theotist, market
can provide up-to-date signals to constraint amoamal behavior of management, through firm sei@sriprice
levels to achieve optimal performance. Thus, plpti@ded banks performance with respect to rigkntg cost
and profit efficiency is expected to be better tpanately held banks. However, empirical resultstbis view
remain are inconclusive. Thus, this study examihedeffect of the capital market discipline on pegformance
publicly traded banks on the Ghana Stock Exchasgagainst privately own banks. The study adopted-Tw
Sample T-Test to examine the existence of sigmificifference between their performance with respecost,
profitability, asset quality and return on equifjhe results of this study are mixed. The study tified that
publicly traded banks are efficient at liquidityski management and maximizes shareholders wealth tha
privately own banks. However, in terms profit, cedticiency and asset quality management they ate n
significantly different. Thus, the Ghana stock exufpe has relatively insignificant disciplinary effen listed
banks’ management behavior to be more optimaladfitpand cost.

Key Words. Market discipline, Cost efficiency, Publicly amivately own banks in Ghana, management
behavior, systematic risk, rational expectationafhstock exchange, disciplinary effect.

1.0 Introduction

The economic importance cannot be over emphasingalaces where there is existence of strong in&ion
asymmetries, bank-based financing is preferablekB&ave developed expertise to distinguish betvemern
and bad borrowers, (Duisenberg, 2001). As idewtifizy (Levine, 2002) that economies with both well-
developed banking sectors and capital markets ddded advantage in economic growth.

However, systematic risk at the banking sector tegeaerious financial and economic crisis. Accaydio
(Mishkin, 2001), when financial markets become uU@ato function efficiently, economic activity brigk
shrinks. The 2007-2009 global financial crisis awbnomic meltdown attest to this. Thus, there Hasen
various suggestions by stakeholders in the finhmezaket to greatly rely on market forces to satagubanking
systems from instability and crisis. Notably, lobgfore 2007-2009 global financial crisis (Greenspz001),
had advocated that “the real pre-safety-net” engafratn the market, so a safe and sound bankingmsysbuld
be achieved by implementing policies that promotekat discipline as first line of defense.

To this effect, regulatory and supervisory bodiagrest in the development of optimal prudergialicies and
structures in the assessment of the soundnesgatititys of banks continues to heighten up, (Cratk2002),
(Basel lll, 2011) and (Bank For International &ettent, 2017). This is to ensure greater robuskibgrsystem
to forestall another financial crisis. Additionallyo encourage markets to efficiently assess awdrdingly
discipline firms with respect to their operationfihancial and investment performance, various rfgial
markets have been liberalized to create room ficiefnt banking infrastructure and good corporatgegnance
systems to stimulate efficient fund allocation,nfircapitalization, optimal capital investment andkri
management, (Berger & Turk-Ariss, 2015). AccordingCrockett, 2002) liberalized financial markelpaled
market forces to take principal role in determinfirgancial outcomes of businesses. As cited in §K2005),
(Fama, 1980) noted that signals provided by arciefit capital market about the value of a firm'siséies
could potentially impact on firm performance andueaas public ownership ensures managerial disciptio
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resolve any potential agency problems. Allowing tharket forces to take a central role in providewyly
signals for real pre-safety-net in the financiattee among other things requires bank supervismmmploy
market information to examine bank risk and otlieatricial conditions, with view of controlling bankehavior,
(Hoang, et al., 2014) and (Uchida & Satake, 2009).

As such, Bank for International Settlement in Bdbeleveloped practical guidelines that utilises frinciples
of market discipline its regulatory schemes andtstjies called “Pillars” (BIS, 2001) to guide bankshavior
and performance to safeguard the banking systera.ridwrket discipline theory assumes that, the masket
expected to provide signals that constrain any ababbehavior, including high risk-taking, of maeagent
through shares and bond prices, see (Bank forratenal Settlement, 2006), (Kwan, 2005) and (Bler&
Wihlborg, 2002). (Kwan, 2005) expressed that tHisai is motivated mainly by: 1) the growing comptgxaf
large banking organizations, 2) concerns abouttst of bank supervision, and 3) limiting the baalkety net
so that uninsured debtholders and equity holddréiave incentives to monitor bank risks.

Despite this official interest, the question rensaivhether the capital market has been so efficgreptoviding
the needed accurate signal to discipline publicyléd banks to achieve exceptional performancermg of
risk and returns. In particular, there is contemtés to whether the new Pillar 3 of the Basel atcfBank for
International Settlement, 2006), which emphasibesréliance on market discipline as additional raetm to
control banks behavior and performance is actueffgctive in developing countries or emerging méske
Ghana, (Allen, et al., 2014) and (Caprio & Honolz004)

Available empirical findings from relatively recestiudies about the impact of capital markets’ gistary role

in improving banking firms’ risk tolerance leveladaprofit efficiency levels have been contradictdased on
evidence obtained from the market of bank equitgoduchi, 2013) (Liu, 2011), (Afzal & Mirza, 2011),
(Magalhaes, et al., 2010) and (Seppi, et al., 2@@ncluded that the market is able to disciplinencercial
banks to improve their performance in the long teffhey provide evidence that overall stock market
movements significantly affect listed major bargteck returns, cost and risk positively.

However, there are other strands of studies whaslinfjs are contradictory to them. Among some tlstsdies
are (Gerum, et al., 2017), (Belkhir, 2010), (Allet,al., 2014), (Paijmans, 2012) (TSOLAS, 2011)jsB&

Flannery, 2001), (Wu, et al., 2009),(Kwan, 2009)r instance, (Gerum, et al., 2017) empiricallyeaded that
stock and bond-based financing has an indetermaradevarying time effect on performance of firmlléh, et
al., 2014) find that market discipline is relativdess prominent in developing countries. Thus, ¢taeital

market might not necessary positively influenctetisbanks performance exceptionally in these ecasni-or
U.S.A. commercial banks,(Paijmans, 2012) foundsted commercial banks perform better than listetkba
contrary to Western-European Banks. (Wu, et 8092 and (Kwan, 2005) provided empirical findingkieh

showed that private own banks were more econoreifaient in terms of profit and cost than publichaded
banks on the average. This resulted show that gyhfiaded banks exhibited significantly higher mgimg

costs per dollar of assets. These sets of empieigdlence suggest that capital market is not ablprovide
sufficient discipline or control mechanism to stiate relatively higher performance for banks.

The above empirical results presented effect oftalamarkets’ disciplinary role in ensuring publictraded
banks’ efficient performance with respect to riakibg, cost and profit efficiency are inconclusilie.addition,
most of these available related empirical studesetheen conducted in advanced countries; howthare has
been limited research on this question as it appgbebanks in Ghana. Thus, this study recognizeséed for
further empirical research in context of Ghana.

This is also follows from (Acquah-Sam & Salami, 2DTecommendation that developing countries such as
Ghana should extensively develop its financial reatl promote economic growth.

1.1 Research aim and objectives
The main aim of this study is to examine the eftddhe capital market discipline on the performané
publicly traded banks on the Ghana Stock Exchasgmainst privately own banks. Specifically, tdsexamine
and identify which bank ownership type in Ghana;
i. is cost and profit efficient.
ii. has higher liquid asset quality and liquidity.
iii. is efficient at maximizing shareholders wealth.
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Generally, due to additional monitoring listed bsun&ceive from investors, other market participathts public
exchange and the central bank, the study assuraegublicly traded banks are more optimal than sted
banks in financial performance. Correspondinglyests the following hypothesis;
i. The publicly traded banks have higher profits awidr cost than the privately own banks
ii. The publicly traded banks have better liquidity anedit risk levels than the privately own banks
iii. The publicly traded banks generate more returnstareholders than the privately own banks

1.2 Significance of The Study

It is expected that the results will impact on bhagkbusiness and regulation in Ghana. It has irafibn on
bank management and the decision to go public aemeain as privately own banks. It will also help a
stakeholders in the market development policiesnfmrove on the efficiency of the capital market do@hking
sector terms of its soundness and stability fomeotc growth, as development of good national foialn
policies and reforms in support of the banking @ecbuld prove crucial for boosting aggregate itwesnt and
growth for stronger economy, as banks has an eféesblution to adverse selection and moral hapaothlems
that exist between lenders and borrowers.

Moreover, the study will help bank investors idgntvhich areas of banks performance that need tateifor

improvement. Lastly, it contributes to the acadedebate whether the markets in developing econolikies
Ghana is efficient at disciplining the banks inmtsrof performance and serve as additional regyldiody for

banking operation.

1.3 Scope and Limitation of The Study.

This study employs financial data from the listed anlisted banks. It spans from the year 20120tt62There
were not enough available published financial stat#s, so it could not cover more years. It usédisaéd
banks and 19 unlisted banks financial statemetttss,Tany future studies should expand the dataragee

20LITERATURE REVIEW

The study reviews literature on the theory of maudiscipline and empirical evidence of the effetimarket
discipline on Bank performance. Key in this is siignaling effect of securities prices, base ororati decisions
of market participants, on the actions of managadsthe integration of securities prices bank&inadssessment
of banks by supervisors. Timely and accurate suritig of a firm’s condition from all available imfmation by
the market participants influences the behavidheffirmeither ex ante or ex post.

2.1 Market Discipline

It is not a new idea in banking, but its import th&en modified over time. las been an inherent and essential
feature of schemes used by regulators controllangkb getting to end of 1980, in the U.S. and elsza/iseg
(Min, 2015) (Min, 2014) and (Leathers & Raines, 2000). It isught to have originated from the “free banking”
time in Scotland (1695-1845) and it started 1838Jmited States. It is fundamental base on the matio
expectation theory. During that time, it was assdirtiet rational depositors with adequate infornraticmuld
select credible, stable and sound banks make $heings, such that banks that were not credibleldvtail,
(Gup, 2003) Market discipline is the theory that explains tehort-term fund or loan providers can efficiently
employ to restraint risk taking levels of banksdayively pricing the debt instrument to incorportte level of
exposure of the bank, (Min, 2015). It assumes timaincial markets are generally efficient, in thensethat
rational investors collectively determine asset&gw that accurately reflect a firm’s exact sitoatiand
performance. (Leathers & Raines, 2000) statedttitak reliance upon competitive market forces ingsolosses
and ultimately failure on suppliers that do not e efficiently. In (Flannery, 2014jew, it involves timely
and accurate scrutinizing of a firm’s condition Isas firm value by stakeholders to influence thieavéor of the
firm. Such influence can occur either ex ante or ex. Mih Ex ante, fund providers make banks pay highe
financing cost when issue new funds for a new ptafethe bank’s portfolio risk is relatively highe(or vice
versa for a risk decrease). In ex post disciplmeen banking firm experience a negative shock sascharge
increase in loan losses, it would consequently ohpagatively on the bank by paying higher coupate 1on
any new bond issue. Existing bondholders would #xpect that the increment in costs will causebtinek to
lessen its default risk by replacing the lost eguoépital. (Federal Reserve, 1999) categorizedethsdirect and
indirect market discipline. Direct market discif@ins exerted through a risk-sensitive bond instmninwhen a
banking organization’s expected costisduing that instrument upsurges substantially with anease in the
organization’s risk level. For such discipline tocar, investors must gather and analyze data gheutanking
organization’s risks and future potentials and timmorporate that information into the decisiongptochase or
sell the organization’s debt. The anticipation igher funding costs provides an incentexeante for the bank to
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desist from increasinis risk. Indirect market discipline is manifestiéaough a risk-sensitive debt instrument
when private individuals and possibly regulatoryl @upervisory bodies examine secondary market puce
that instrument to identify the risk exposure (efatilt probability) of the banking firm.

Monitoring Influence
Direct Indirect
Non-banking firms Stock and bond prices gréctual or anticipated No such concept

Good estimates of achanges in security prices
firm’s true value and risk signal appropriate actions
exposures to managers

Banking firms Same as above Same as above Supsrvisge security
price changes to identif
banks that might requir
oversight or corrective
action.

T

Table 6 Matrix of market discipline

Table 1 above gives a summary of the different etspaf ‘market discipline’. Source (Flannery, 20pagye 380
In response to an apparent increase in bank nigly gterested individuals could then pursue sé\srtons
that increase the bank’s operational cost. For @&nprivate individuals might demand relativelygher
interest rate from the banking firm, limit its ciedupply, or place some restrictions on its apitd engage in
some types of contracts, such as counterpartyipositn syndication agreements, derivative consractlong-
term commitments.

(Rose & Hudgins, 2013) and (Rose, 1999) also empththat market discipline occurs when private $twes in
the market penalize banks because of bad decikianks make. The punishment may come in the form of
having to pay higher interest rates on CDs andadimgr debt instrument, and lower stock prices.

As identified in (Leathers & Raines, 2000) ,(Héth, 1840), American free-banking activist askethesdkey
questions concerning banking industry with respethe system of banking that would best serveptiigic and
as well be accountable to maximize shareholdetsirme He advocated for state authorities to libeeathe
market to make for free competition in the indusffjnese concerns and views are still relevant dolay
banking system as contemporary free-banking attivesxd leading international banking regulatory and
supervisory institution like (Bank for Internatidn8ettlement, 2006) and (Gup, 2003) , argue thattgr
reliance on “market discipline” to regulate bankghe best way to deal with recent difficultiescassted with
the global financial system such as high inflatinsk and financial crisis, and to meet the chaenpresented
by financial innovations that affect the paymergteyn. According to (Barth, et al., 2001) accuraterimation
disclosure, private sector and agents monitorirtgcmtrolling of banks through effective corporgterernance
are the elements that ensure good banking perfaentor stable and sound banking system. These itgast
effectual regulatory and supervisory for the baglsector. Consistent with this view, (BIS, 20019l §Bank for
International Settlement, 2006) in Basel Il AccoRévised international capital framework, is irosty support
for greater market discipline in banking. It expkithat when disclosures are made at right timeispdoperly
done it will have consequential positive impacthanks, investors and depositors and will causditizacial
market to be more efficient and stable stabilitilaP 3 acknowledges that the controlling propestief the
market has the capability to strengthen capitalilsggon and other supervisory efforts of centratsa Market
discipline spurs and restrict banks to carry ostlibsiness of banking in a safe, sound and effici@y. It can
also encourage banks to maintain adequate capite able to absorb potential future losses arigmg its risk
exposures. Effective market discipline serves &sver to strengthen the safety and soundness dbah&ing
system. It is of the view that timely public disslme by banks with respect to capital levels usa potection
against losses, and other risk exposures that nisg/ \&ould help interested individuals assess #rk's ability
to meet it debt obligation towards such investgBS, 2001) and (Bank for International Settlemez06).
Thus, the Basel Committee has come out with disctostandards that helps market participants ttuateakey
pieces of information on capital risk exposuresk iissessment and management processes, and rinehefo
capital adequacy of the bank.

(Palfi, 2008) stated that effective use of markstigline which focuses on the development of a p@hensive

set of disclosure requirements for supervisory @itibs and the public increases transparency ainéhmzes
informational asymmetry for risks to be more easlaluated. Following, earlier (BIS, 2001)’'s Newp@al
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Accord which had proposed greater emphasis on rndigeipline then by making it as one of it pilla(&up,
2003) investigated whether market discipline id cgdantasy. They study revealed that that madistipline is
a good idea and real, but it has not been effedtivéhe past. (Caprio & Honohan, 2004) contestesl th
widespread belief that market discipline on bardsnot be effective in less developed financial emments
given the disappointing record of governments adotie world as monitors of stated own banks. Coemtr
should build on this potential for market discigliby restricting the role of explicit deposit gusees, lowering
state ownership of banks where it is widespread,rem concentrating on government supervisors agdlators
only. From the perspective of public choice thed®dlison, 2014) stated categorically with centgi that
market discipline is better than regulatory disci@l Premising his argument on that fact that ratguy
discipline has always fail to reduce volatility atitht the U.S. banking regulator (FDIC) has alwtikto
identify a significant bank failure in advance.

(Crockett, 2002) explained market discipline to mee in-house or endogenous and exogenous governanc
structures in a liberalized market with no direcvgrnment interference and control. For it to bfective
stakeholders must have access to timely and aecinfatmation, the analytical skills to process ithf@rmation

to identify the true conditions about a bankingnfirand the readiness to take appropriate actiookdoge the
performance of the bank. This can be done by tpeasinvestors give through security price charsge, (Ward,
2002) and (Bliss & Flannery, 2000).

However, (Gup, 2003) stated that market sigpatsse are not market discipline. The key to marketigise is
that the bank management must react in resportbe tmarket signals. Otherwise, market disciplinigléntical
“closing the barn door after the horse is out”.eff, et al., 2007) concluded that the market danigline
commercial banks and thus it could enhance cehtraks’ supervisory responsibility while reducing ttotal
cost of supervision. (Baele, et al., 2014) markstigline has huge impact on banks performancebané value
as banks react to it by fine-tuning the selecteatesjic variable which measures the long-term gofitke bank.
The study shows that banks which show markedly tgreaolatility in contrast to the most efficient or
exceptional bank(s) with analogous features thatkBaget a risk pointer from the market participaaisl
respond by toping up their capital buffer and reédgicisk associated with liquidity. Similarly, whehey are
undervalued relative to the average bank with edeivt features, they receive an adverse assessigeial.
Consequently, they react by improving on their prtafrgets, by mainly reducing their cost whilephoving on
revenue generation. The study therefore prove tti@tmarket can significantly influence banks perfance
directly.

2.2 Empirical Evidence of Market discipline on Bank Performance.

Banks’ likelihood of failure call for a judiciousigervisory and governance role on the part of #eral bank.

The financial sector is faced with different risksis includes off-balance sheet, financial, opgeratl, credit,

market, liquidity and many others. They have impactboth short term and long performance on investm
quality, returns and largely on the economy. Gornexnts and all stakeholders such as savers, ingeater
concerned about it due to their critical naturaskRexposure from a bank can have devastating reystenpact

on the financial system, as is evident in almddbahking crises. To safeguard the interests aiallket players
and investors, the financial sector is stronglyutatgd in all economies. This involves scrutinizimanks’ risk

activities and making sure that that banks are @atety capitalized to be able to absorb lossesbylatory and

monetary authorities who uses different regulatiostruments of control, such as statutory liquidieserve

requirements capital adequacy ratio and minimurd-paicapital, (Berger & Turk-Ariss, 2015)

Available empirical findings from relatively recestiudies about the impact of capital markets’ gigtary role

in improving banking firms’ risk tolerance leveladaprofit efficiency levels have been contradictddased on
evidence obtained from the market of bank equAyzgl & Mirza, 2011), (Magalhaes, et al., 20100d®eppi,

et al., 2007) concluded that the market is abldisgipline commercial banks to improve their periance in

the long term. (Liu, 2011) found publicly listedoky Kong banks’ performance experienced improvement
consistently over time after getting listed. Thedst examined the banks profit and risk metrics.af®pv &
Hoekman, 2000), found positive relationship betweawarket discipline and firm productivity growth.
(Kirkwood & Nahm, 2006) concluded overall stock ketrmovements significantly affects listed majonksl
stock returns positively.

(Inoguchi, 2013) showed that stock prices of bainkkorea, Malaysia and Thailand reflects in pag tranks
risk and cost levels. Thus, improving both the ribéek market and the stock market efficiency distgpy
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effect to improve listed banks performance for lgtadnd sound banking systems. Similarly, (Veneétal.,
2011) and (Hancock, et al., 2004) confirmed fréweirt study that stock market can monitor banksgoerénce
with respect to risk taking as poorly performingnka quickly adjust their risk exposure and imprdkieir
performance in response to a deteriorating risKigiency score, in order to avoid being penaliaetlier by the
market.

Thus, the above strands of studies provide empiee@dence of that indicate that publicly tradednks
experience improved performance through capitaketatiscipline. However, there are other strandstodies
whose findings are contradictory to them. Among sdhese studies are (Gerum, et al., 2017), (BelRbit0),
(Allen, et al., 2014), (Paijmans, 2012) (TSOLAS12)) (Bliss & Flannery, 2001), (Wu, et al., 20QByan,
2005). For instance, (Gerum, et al., 2017) emgdlyicaevealed that capital market-based funding has
ambiguous and time-varying impact on firm perforean(Allen, et al., 2014) find that market disaigliis
relatively less prominent in developing countridhus, the capital market might not necessary pabjti
influence listed banks performance exceptionallthiese economies. For U.S.A. commercial bankgr(Ras,
2012) found unlisted commercial banks perform batian listed banks, contrary to Western-EuropeankB.
Both (Morgan & Stiroh, 1999) and (Belkhir, 2010ufal that the market is not able to influence pentmce of
larger and less transparent banks, as they fouidémae that the too-big-to-fail protection prevemtarkets to
discipline even BHC-affiliated banks, stressinggiole slippage in the disciplinary mechanism fonksasuch
banks. Significantly, (Wu, et al., 2009) identifiehat listed China’s banks optimal performanceltemrather
reduce through a drop in operational performanthis was attributed to bad securities market reguialess
efficient governance of the corporate bodies, Bahifinancial innovation capabilities, insufficiengk measures
and control. Similarly, (Kwan, 2005) provided engat findings which showed that publicly traded kamon
average were less efficient than privately helds Thasulted from significantly higher operating tsoper dollar
of assets incurred by the listed banks. Thus, higperating inefficiency contributed to the pubdiempanies’
subpar profitability. These sets of empirical evide suggest that capital market is not able toigeosufficient
discipline or control mechanism to stimulate refaly higher performance for banks.

3.0 METHODOLOGY

This section presents the research methodology aymgplto achieve the objectives. It considers thiéreen
research design including the methods adoptederséimpling technique; sample size of the studynttare
and source of data, and the way these data welectma and analyzed. As shall be seen, the metbggdas
influenced by the purpose of this study and is dasean assessment of the optimal strategy foorelipg to
the research questions. As such, the current sedigcusses the statistical tools used to analya fbr
answering the research questions.

3.1 RESEARCH DESIGN AND APPROACH

The research employs quantitative approach and scripéve research design. It specifically adopasior
analysis examine the banks performance. Descrigthadysis is used to describe the central tendereiel
variability of the selected variables. The stualgrained financial statements, that is the incoragestents and
balance sheets from the annual reports of thetedlisanks and listed Banks on Ghana stock exchdnhge.
purposively took 5 unlisted banks as a sample efuhlisted banks based on data availability. A4 Ehlisted
banks were used except UT bank.

There are five publicly traded banks in Ghana duhioty-six licensed banks.

The study adopts ratio analysis.

Examining the profitability and cost efficiency thie banks the study considered these ratios;

“Interest Margin (IM), Profit before tax margin (FBand, Cost income ratio” (CIR).

. Profit after extraordinary items and beforetax
Profit before tax= Y

Total Operating Income

. Net Interest Income
Net Interest Margin= .
Average Operating Assets

This indicator identifies the range between thekbesvenue from interest and cost of interest takimg
consideration the entire assets of the bank. ivsimow the bank has been able to utilize the assetdhas been
able to obtain the low-priced s funding in origingtthe financial portfolios of assets. It is asanetric that
shows the management of bank has been able toipptaii the resources of the bank. Thus, if th@res
higher it is relatively better.

Return on assets (ROA) and Return on equity (RGHD rwere used to measure and examine return on
shareholders fund.

Return on assets(ROA)

_ Profit after tax

Average total assets
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Return on equity(ROE) =—rofitafter tax

Average share holders’ fund

The ratiom (LLg/Dp) was used to measure the banks liquidity:
Total deposits

. , Impairment ch —performing]
To measure the quality level of the banks’ asshes study adoptednR2irment charge(non—performing loans)
gross loans and advances

,see(Alhassan, et al., 2014). Asset quality of Haaks refers to the timely manner with which barcs meet
their contractual obligations. A higher ratio inglies lower bank asset quality. Asset Quality evehiaisk,
controllability, adequacy of loan loss reservesy] acceptable earnings; and the effect of off-balasieet
earnings and loss.
Cost income ratio” (CIR)= Total cost/Total Income
The ratios of all the measures above were calalfieeach year for each bank within each categbiyank
group.
The average ratio for each group of banks was die¢grmined for each year for five years.
The study then adopted Two-Sample T-Test to contlypbthesis test if there exist a significant diéfece
between the means of each variable for the listeldualisted banks.
The following assumptions were made base on matiseipline theorem, that the variances of the sampl
taken from each group of banks are assumed to éguah Hence,
i. The means of the Interest Margin, ROE, ROA, andidiiy ratios of the listed banks are significantly
greater than that of the unlisted banks. Thus,
Null hypothesis: bt pwi - e =0
Alternative hypothesis: Hui - 1. > 0
wherep: and g are means of the measures of the samples of hstgdinlisted banks respectively.
ii. The means of ratio measuring the asset qualitycastiof the listed banks are significantly lessant
that of unlisted bank. Thus,
Null hypothesis bt pi - o =0
Alternative hypothesis  Hupi- <0
wherep: and g are means of the measures of the samples of astgdinlisted banks respectively.

33 Data description

The bank level data were extracted from the yedrisoome and balance sheet statements of the bAhkise
end of 2018, 36 banks had been registered to carbanking business in Ghana. Out of the 36 ragdtbanks
6 are publicly traded on the Ghana stock exchaRgethis study, 6 listed banks were chosen andnliSted
banks where sampled base on availability of data.

40RESULTSAND ANALISIS
This section presents the data analysis and dissike major findings identified from the studypiésents test
for the profitability, returns, liquidity, etc.

41 Profitability Test.

Interest Margin
Two-Sample T-Test and CI: Interest Margin of liskathks verse Unlisted banks
Method Descriptive Statistics

w: mean of Interest Margin of listed banks| SamPle N| Mean | StDev| SEMean

K2 mean of Interest Margin of unlisted bankUSted'mt'M' 5| 0.12440 0.00961 0.0043

Difference: - o Unlisted..LM | 5| 0.0974 0.00425 0.0019

Equal variances are not assumed for this analysis.
Estimation for Difference Test

Difference| 95% Lower Bound Null hypothesis bt - e =0 | T-Value| DF| P-Value

for Difference

0.02694 0.01747 Alternative hypothesis Hu - >0| 5.73 5 0.001

Table 7: Two-Sample T-Test and CI: Interest Margin of listed banks verse Unlisted banks

Looking at the table 2 above, the sample meanefrtterest margin of the listed banks is approxatyat2.4%
whiles that of the unlisted bomb is about 9.7%uitHer shows that the difference between the tveugs of
banks is about 2.7% with a lower bound of abou?dl.8he t- test of no difference between the intenesrgin
means of the two groups of banks with respect tmership produce a P-value of an 1%. Thus, the null
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hypothesis is rejected at 5% significant level. ttenhere is statistical evidence that there isgaifstant
difference among the interest margin of the puplichded banks and the privately own banks. It iegpthat the
listed banks are more efficient at utilizing theperating assets in generating more interest incasnagainst

interest expense.

Profit before Tax

Two-Sample T-Test and CI: Profit before Tax ofddtbanks verse Unlisted banks

Rowl Rowl
Mean 44.4% Mean 35.1%
Standard Error 0.064036 Standard Error 0.035327
Median 0.516 Median 0.36361p
Mode #N/A Mode #N/A
Standard Deviation 0.14319 Standard Deviatior (O34
Sample Variance 0.020503 Sample Variance 0.00624
Kurtosis -2.75182 | Kurtosis 2.059624
Skewness -0.51928 | Skewness -1.3304
Range 0.3186 Range 0.204659
Minimum 0.268 Minimum 0.22255¢
Maximum 0.5866 Maximum 0.427214
Sum 2.2224 Sum 1.75621p
Count 5 Count 5
t-Test: Two-Sample Assuming Unequal Variances

26.8% 22.3%
Mean 48.9% 38.3%
Variance 1.4% 0.1%
Observations 4 4
Hypothesized Mean Difference 0
df 4
t Stat 1.674657
P(T<=t) one-tail 0.084657
t Critical one-tall 2.131847
P(T<=t) two-tail 0.169313
t Critical two-tail 2.776445

Table 8: Two-Sample T-Test and Cl: Profit before tax of listed banks verse Unlisted banks

The table 3 above shows the mean of the profitreafix of the listed firms and the unlisted barikse average
profit before tax to the listed banks is about 4484 that of the Unlisted banks is approximately 36%the

period between 2012 to 2016, with correspondingiamae 1.4% and 0.1 % respectively. Thus, after

consideration of extraordinary items the profit @eted by the listed banks is about 44% of thd tyarating
income as against about 35% on the average ofrihatgdy own banks. On the face of it, it seems likeed
banks generate more profit out of their total opegaincome than the Unlisted banks by 10%. it ®sgg that
the publicly traded banks are relatively efficiabiminimizing their operating expenses.
The table 3 also shows test of Significant diffeefetween their means. It hypothesized that tffereince
between the means of the listed banks and Unliséedks is Zero. The result of the t-test shows alpev of
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about 17%. At 5% significance level the null hypesls is accepted. Hence, statistically there isignoificance
between the profit they both generate.

Return on Equity
Two-Sample T-Test and Cl: ROE of Listed Banks véfatisted Banks
Method Descriptive Statistics

w: mean of ROE of Listed Sample N| Mean| StDey SE Mean

L: mean of ROE of Unlistedi ROE Listed 5| 0.308| 0.108 0.048

Difference: - o ROE Unlisted| 5| 0.1883 0.0438 0.020

Equal variances are not assumed for this analysis.
Estimation for Difference Test

Difference| 95% Lower Bound Null hypothesis bt - e =0 | T-Value| DF| P-Value

for Difference

0.1190 0.0137 Alternative hypothesis Hu - >0| 2.28 5 0.036

Table 9: Two-Sample T-Test and CI: ROE of Listed Banks verse Unlisted Banks

On ROE table 4 shows the average returns on eqfithe two different banks with respect to owngrsiihe

ROE of the publicly traded banks averages appraein84.2% whiles that of the privately own bank20.5%
with a difference of about 13.7%. The null hypotkés rejected in favor of the alternative hypothess the
reported P-value of 2.2% is lesser than 5% sigmiite level. Thus, the t-test reveals that the diffee in mean
between the two sets of banks is significant stesily. It implies that the stock exchange has saignificant

controlling and disciplinary effect to constrainnka in Ghana to pay up relatively higher returnsetuity

investors Compare to debt providers and depositors.

Return on Asset
Two-Sample T-Test and Cl: ROA Listed Verse Unlisted
Method Descriptive Statistics

w: mean of ROA Listed Sample N| Mean StDev SE Mean

L mean of Reenlisted ROA Listed 5| 0.0463| 0.0144] 0.0065

Difference: - o ROA Unlisted| 5| 0.03100 0.00781 0.0035

Equal variances are not assumed for this analysis.
Estimation for Difference Test

Difference| 95% Lower Bound Null hypothesis bt - =0| T-Value| DF| P-Valus

for Difference

0.01532 0.00105 Alternative hypothesis Hu - > 0| 2.09 6 0.041

Table 10: Two-Sample T-Test and Cl: ROA Listed verse Unlisted

Similarly, from table 5, the result from the t-tdst ROA suggests that the listed banks are mdieiegit at

generating more return on their assets than thistedlbanks. It indicates that listed banks in Gheslatively

utilize the entire assets better than unlisted bahke average return for the period of five yéaabout 5% and
3% for the listed and unlisted banks respectivélye t-test for the difference between the meantheflisted

and unlisted banks produce a p-value of approximatd% which is lesser than 5 significance levdius, the
null hypothesis that the ROAs of the two categooiglsanks are equal is rejected.

Thus, it suggests that the stock market provid&gively more disciplinary measures for the pulylitladed

banks to be efficient to some extent to generateemet earnings from debt and equity funding onfithe total

assets than the privately own banks. And they amesrefficient in improving shareholders wealth atue than
the privately own banks as they give more returequity and assets.
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Cost efficiency.
Two-Sample T-Test and CI of cost to income rati&JCof Listed verse Unlisted
Two-Sample Assuming Unequal Variances

0.654 0.702778
Mean 0.585 0.554476
Variance 0.001647| 0.00122Y
Observations 4 4
Hypothesized Mean Difference 0
df 6
t Stat 1.138859
P(T<=t) one-tail 0.14909
t Critical one-tail 1.94318
P(T<=t) two-tail 0.298181
t Critical two-tail 2.446912
accept

Table 11: Two-Sample T-Test and Cl of cost to income ratio of Listed Verse Unlisted

From the table 6 above, the mean cost to income(@R) of the listed banks is approximately 58.5%ile
that of the Unlisted banks 55.5%. From the resiilthe hypothesis test, there is no significant etéhce
between the listed and Unlisted banks, even thooiglhe face of it the listed banks average peaggn€ost to
income seems to be higher than the unlisted bafs. test of no difference between the means of thei
respective cost to income ratio as against the rdd@éerence of them been less than zero yieldedvalie of
approximately 15% which indicates the null hypottiés accepted at a significant level of 5%. Thhsre is no
strong evidence statistically that the listed firmanage their cost effectively than the unlistechd$i. Hence, the
capital market is not able to constrains the listedks to minimize their cost.

Liquidity and Risk
Two-Sample T-Test and CI: Liquid asset to Depokitisted Verse Unlisted Banks
Method DescriptiStatistics

w: mean of LLg to Dp Sample N| Mean StDev SE Mean

L mean of Ulf to Dp LLq toDp 5| 0.8248 | 0.0499| 0.022

Difference: - o ULLgtoDp | 5| 0.05711 0.00603 0.0027

Equal variances are not assumed for this analysis.
Estimation for Difference Test

Difference| 95% Lower Bound Null hypothesis bt - e =0| T-Value| DF| P-Value

for Difference

0.7677 0.7198 Alternative hypothesis Hw - >0| 34.16 4 0.000

Table 12: Two-Sample T-Test and Cl: Liquid asset to Deposit of Listed Verse Unlisted Banks

The table 7 above shows T-Test results concertiadiquidity management. It specifically shows theixist
significant difference between the means of thedisand unlisted banks. The null hypothesis isctegeat 5%
significant level as the p-value is approximatedg.rhus, the alternative hypothesis is accepteticating that
the listed banks remain more liquid than the uatidtanks. Mean of the listed banks liquid assedbasit 82.5%
depositors fund as against 5.7% for the privatelyn doanks. From table 7 the difference is about %68 a
lower boundary of about 72% at 95% Confidence level
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Asset Quality.
Two-Sample T-Test and Cl: Asset Quality (LAQ) atéid Verse Unlisted Banks (ULAQ)
Method Descriptive Statistics

w: mean of LAQ Sample| N| Mean| StDey SE Mean

L mean of ULAQ LAQ 5 | 0.0394| 0.026Q 0.012

Difference: - ULAQ | 5 | 0.0343| 0.0123 0.0055

Estimation for Difference Test

Difference| 95% Upper Bouanu” hypothesis bt i -p=0| T-Value| DF| P-Value

for Difference

0.0051 0.0311 Alternative hypothesis Hu - L <0 | 0.40 5 0.646

Table 13: Two-Sample T-Test and Cl: Asset Quality (LAQ) of listed Verse Unlisted Banks (ULAQ)

The table 8 shows the descriptive statistics apd-tiest of the difference between the means op#reentage
of impairment allowance on gross loans and advaotése two categories of banks, which give a measd
the bank’s asset quality. The table reports thennwéahe listed and unlisted banks' impairmentvadioce on
loans and advances as 9.8% and 7.5% respectivietydifference between them is approximately 2.3% wi
1.7% as lower boundary at 95% confidence level. fHest revealed a p-value of 14.4 % hence it epted
that there is no significant difference betweentthie forms of banks as far as this measure of apsadity is
concerned.

Similarly, on the percentage of impairment chargdaan and advances, the table reports the methe disted
and unlisted banks' impairment charge on loansaaivdnces as 3.94% and 3.43% respectively. Thadiite
between them is approximately 0.5% with 3.11%%@g®eu boundary, at 95% confidence level. The hysithe
revealed a p-value of 65% hence it is acceptedttimae is no significant difference between the faons of
banks as far as this measure of asset qualitynisecned.

The tests therefore confirm that in terms of aggellity management the publicly traded banks atenmare
efficient than the privately own banks. They equalkhave the same. Thus, the market is not abdéstipline
the listed banks to cut down their loan lossesnprove on the quality of credit.

5.0 Summary of Findings and Conclusion
e For objectiveone; The ROE of the publicly traded banks averagesamately 34.2% whiles that of the
privately own banks is 20.5% with a difference bbat 13.7%. In terms of ROA, listed and unlistedksa
averagely generate 4.63% and 3.1% respectivelysiiutdy found there is significant difference betwee
them statistically and that listed banks outperftmmunlisted banks.

* Objectivetwo; The study identify mean of the interest margithef listed banks is approximately 12.4%
whiles that of the unlisted bomb is about 9.7%. $tuely found significant difference among the iagtr
margin statistically. Hence listed banks are mdfieient in terms interest margin. In terms of firo
before tax, mean profit generated by the listedamibted banks is about 44 and 35% respectivethef
operating income. However, the study finds no $igance difference among them. Again, there is no
strong evidence statistically that the listed firane cost efficient than the unlisted firms. Herthe,capital
market is not able to constrains the listed baaksihimize their cost.

« For objectivethree; The study show that the listed banks are sigmiflgdiquid than the unlisted banks.
Averagely, the listed banks liquid asset is ab@5% depositors fund as against 5.7% for the pelyat
own banks. As far as asset quality is concernee tiseno significance difference between them after
considering banks' impairment allowance and thegrgage of impairment charge on loan and advances.
It therefore indicated that in terms of asset qualianagement the publicly traded banks are noemor
efficient than the privately own banks. They equblthave the same. The capital market is not able t
discipline the listed banks to cut down their ld@sses to improve on the quality of credit.

51 Conclusion

The result of the study is mixed.

The study identified that publicly traded banks afficient at maximizing shareholders wealth thaivaiely
own banks. They also maintain significant liquidiewel than the unlisted banks and thus less rtblay the
unlisted banks. Thus, the stock exchange has saméicant controlling and disciplinary effect twmstrain
banks in Ghana to pay up relatively higher retdonsquity investors compare to debt providers aggbditors.
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It further, suggests that the stock market provigdatively more disciplinary measures for the jlpltraded
banks to be efficient to some extent to generateemet earnings from debt and equity funding onfithe total
assets than the privately own banks.

With respect to cost efficiency, the publicly trddeanks are not efficient than the privately ownksa but they
are more efficient at generating more revenue fimterest income than unlisted banks unlike proditape tax.
Hence the listed banks are not significantly prafid cost efficient than the unlisted banks. Feetguality
listed banks are not better than the unlisted h@nkesall, the capital market of Ghana market is aloe to
discipline or influence the behaviour of banks #igantly to be more optimal in profit generatingqica
expenditure.

5.2 Recommendation from the study:

Base on the results, the study recommends thatritiate participants and bank investors such ashdéters
and stockholders in Ghana, should scrutinize tlegadjpnal and financial cost of the banks as wethair profit
generating activities to maximize their returnaithize current level.

The study further recommends more studies to wilerscope to cover all other financial firms lismdGhana
stock exchange as against non-listed ones ancemifig banks stocks that exceptionally outperfothes stock
market. Again, other study can examine the relatign that exist between risks and returns of thieligly
traded banks on the Ghana Stock Exchange.
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