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1. Introduction 

Liquidity is how quick one can get money or cash in her or his hands whenever need arises.  Bank should establish a robust 

liquidity risk management framework that is well integrated into the bank-wide risk management process. Al-Khouri (2011) 

observed that a daily liquidity obligations and withstand a period of liquidity stress affecting both secured and unsecured funding, 

the source of which can be bank-specific factors or market-wide. Padachi (2016) argued on addition to maintaining sound 

liquidity risk governance and management practices that a bank should hold adequate liquidity mitigation comprised of readily 

marketable assets to be in a position to survive such periods of liquidity stress. The research revealed that a bank should 

demonstrate that its liquidity cushion is commensurate with the complexity of its on- and off-balance sheet activities, the liquidity 

of its assets and liabilities, the extent of its funding mismatches and the diversity of its business mix and funding strategies.  

Blach, (2010) addressed that liquidity management strategies through encouraging more deposits, cash ratios and financing. It  

is made up by using debt capital to finance part of company’s assets, liquidity risk influenced by the ability of a company to pay 

its short-term liabilities by using assets that can quickly converted into cash (current assets); long-term stability risk influenced by 

the sources of finance used to buy long-term assets (fixed assets) and long-term insolvency risk. Spinard and Sutter (2010) noted 

that the bank should use appropriately conservative assumptions about the marketability of assets and its access to funding, both 

secured and unsecured, during periods of stress. Moreover, According to Satyanarayana (2011), the banking institutions have put 

enough investments in current assets for the sales activity success, because the sales are not directly converted into cash; the 

conversion of sales into cash takes some time, thus, bank should not allow competitive pressures to compromise the integrity of its 

liquidity risk management, control, limit liquidity cushion.   

This is essential for a study to address liquidity risk as thoroughly as other major risks. The aim of liquidity management is to 

reduce the frequency and severity of banks’ liquidity problems, in order to lower their potential effect on the financial structure 
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and broader economy and to protect deposit holders. The study conducted by Samad & Glenn (2012) on forecasting the success or 

failure of banking industries in US, the liquidity base is one of the important factors to forecast the banking industries ‘failure in 

2009. Ginoglou (2012) identified three common types of liquidity risk management strategies. This is the most straight-forward 

strategy for consolidating balances. It yields a central account containing surplus cash for the entire structure.  

According to Warwick (2011) liquidity is the emergency savings account or cash lying with an individual who can access it at 

any time of unforeseen events or financial risk. Liquidity allows business organizations to seize performance, because it plays 

important role when there is availability of cash, savings in terms of liquid assets converted easily to cash when need arise. Liquid 

assets are believed to be liquid when it is easy to convert or sell to get cash without incurring any loss. In banks, the use of 

liquidity trap is highly employed to expand monetary policy either by increase or decrease money supply; however, it does not 

have influence on interest rates, income and financial growth.  

Liquidity management is the ability to achieve financial obligations in terms of collateral and cash without loss or it is how 

managers can reduce liquidity risk exposures. Shahchera, (2012) described the impact of market information on Iranian bank’s  

profitability issues in Penang Malaysia,  and found that marketable securities is the ability of the firm to meet financial obligations 

through share in marketable securities and bond computations such as long term earning per share, net book value, and cash ratios. 

Alshatti (2014) describes liquidity trap as the influence of monetary policy. It is the asset ready to hold cash at any amount of 

money given with interest rates, this is because most banks fear diverse economic events; like deflation and political influences. In 

this situation monetary policy is done through open market operations but have no impact on interest rates and income level. In 

liquidity trap banks are powerless to change interest rates to zero percent, since the customer will not hold any bank bond due to 

zero percent payment or converted with no benefits. Therefore, commercial banks are now worrying how to use liquidity in terms 

of interest rates from bonds, to increase amount of money in order to induce the customer or public to buy bonds as they reduce 

interest rates to zero. 

The commercial banks are not the only financial institutions that compete for deposits unlike other financial institutions 

(Blach, 2010). When deposits decrease, the companies experience a quick exchange rate loss. This is noted that there are three 

components based on Balance sheet information as follows: However, well liquid banks ranked higher in terms of ability to 

collect deposits than poor financing instruments. The assets, liquidity risk influenced by the ability of a company to pay its short-

term liabilities by using assets that can quickly converted into cash (Current assets). Long-term stability is influenced by the 

sources of finance used to buy long-term assets (fixed assets) and long-term insolvency risk.  

In Kenya, the relationship between the liquidity and the profitability of banks listed on stock exchange is not efficient. 

Therefore, both the liquidity and the profitability of the listed banks are declining endlessly. Mwangi (2013) explained that 

liquidity management is expressed in terms of credit basically on the unused credit which can assist an individual to achieve 

liquidity when cash is less than asset. Assets which comprise of inventory, account receivables, motor vehicles and other real 

estate can be employed as liquidity. However, in the event of financial constraints, some assets can be difficult to be converted to 

cash. Therefore, there is need to carry out a study to investigate the impact of liquidity management on profitability of commercial 

banks. 

2. Research Problem 

 

Profits in commercial banks have been declining over the past years as it was evidenced by financial reports. This was 

observed in a disruptive year 2015 where profits for commercial banks shrunk by 5 per cent to Sh135 billion. The Bank 

Supervision Annual Report (2015) showed that pre-tax profit for the bank decreased from Sh141.1 billion to sh 135 billion. The 

report showed that the decline in profitability resulted from a rapid growth in expenses than the growth of bank’s 

income,(profitability increased by 9.1 per cent in the year 2015 whereas expenses increased by a higher margin of 16.3 per cent 

over the same period) (Njeri, 2014). Despite the profitability reported in commercial banks financial statements, management of 

liquid risk remains a challenge over the years leading to most of them to close down or go for receiverships (Amengor, 2015). 

This has been evidenced from 2016 when Chase bank was liquidated later started running under KCB; K-rep was acquired and 

changed the name to Sidian banks after liquidity problem (Natalia, 2007). 

Various studies have established different views about liquidity influence on  profitability, but still the issue of commercial 

banks success in terms of liquidity management is becoming a limitless problem. Amengor (2010) established that liquidity had a 

great influence on commercial bank profitability. Adebayo (2011) observed that there is need for commercial banks to take 

corrective  measures. Therefore, the study intends to investigate the effect of liquidity management strategies on profitability 

using listed commercial banks in Nairobi Securities Exchange.  

3. Objectives of the Study 

 

The study was guided by the following specific objectives: 
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i. To establish the effect of encouraging deposit on profitability of commercial banks listed in Nairobi Securities 

Exchange. 

ii. To investigate the effect of secured financing on profitability of commercial banks listed in Nairobi Securities 

Exchange. 

 

4. Review of Literature 

 

4.1 Theoretical Framework 

 

4.1.1 Cash Management Theory 
 

Aziz & Dar (2006) stated that cash management theory is concerned with the managing of cash flows into and out of the firm; 

cash flows within the firm and cash balances held by the firm at a point of time by financing deficit or investment surplus cash. 

Short term management of corporate cash balances is a major concern of every organization since it is arduous to predict level of 

liquidity accurately, categorically the inflows, and there is no impeccable coincidence between cash out flows and inflows. During 

some periods cash outflows will exceed cash inflows because payments for taxes, dividends or seasonal inventory will build up 

liquidity management. At other times, cash inflow will be more than cash sales and debtors may realize in sizably voluminous 

amounts promptly (Pandey, 2005). An imbalance between cash inflows and outflows would mean failure of cash management 

function of the firm liquidity management. Assiduousness of such an imbalance may cause financial distress to the firm and, 

hence, business failure in its liquidity management. Firm’s liquidity is the ability of an asset to be converted to cash expeditiously. 
  

Liquid assets can be converted expeditiously and frugally to cash Brealey et.al. (2000). Liquidity of a firm is quantified by the 

facility to slake short-term obligations as they arrive. Liquidity consequently refers to the solvency of the firm’s overall financial 

position. Several studies have suggested that firms with little levels of liquidity are more liable to experience financial distress. 

The studies of Altman (1968) among researchers were used current asset to current liability ratio to proxy liquidity and expect that 

it was positively cognate to the profitability. Theoretically, causes of financial distress are the quandaries of liquidity, which is the 

inability of current assets to cover current liabilities and is quantified by current ratio. A minute ratio denotes that the firm has 

lower amount of current funds to meet the current obligation. A firm unable to meet its current obligation may have high 

probability of financial distress hence liquidity is paramount in determining the profitability of commercial banks.  

4.1.2 Liquidity Preference Theory 

 

This theory was put forward by John Maynard Keynes in 1936 in order to explain the role of interest rates by the supply of and 

demand for money. The theory gives facts which are predictable in raising more capital to promote liquidity. The favorite decision 

is of those banking investors whose preference is on liquidity payable on turn over. Owners of long-term liquidity are set in the 

danger that interest rates will increase during the account payment period building their permanence in priceless liquidity. 

Likewise adverse changes in the monetary conditions of the banks are also the principle of ‘liquidity today is better than liquidity 

tomorrow’. Subsequently, the level of liquidity management is preferred than cash as well as the opportunity of non-payment 

period, only on the expression in most liquid investments (Carter 2004).   

  

The theory of liquidity holds that long- term market securities prefer higher returns than short term debt since investors are 

willing to pay in a number of ways or spend in short loan obligations to keep away from the higher instability of extensive 

maturity (Reilly 2006). An increased partiality for liquidity is within the interest rate model as the demand for money which 

increases more customers who believe on market price predictability to increase profits than credible go down. The study seeks to 

make out the fundamental principle of the liquidity in partiality theory on the relationship between the liquidity management and 

profitability. The type of loans given by commercial banks in every period increases borrowing rate based on to liquidate or invest 

where returns are on their asset not to go beyond rates (Bain, 2007). 

4.2 Conceptual Framework 
 

A conceptual framework was developed to provide a linkage between the liquidity risk management strategies of listed 

commercial banks and their profitability. The conceptual framework has liquidity risk management strategies as independent 

variables and profitability as a dependent variable. 
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 Independent Variables      Dependent Variable 

Figure 1 Conceptual Framework 

 

4.3 Discussion of Variables 

 

4.3.1 Encouraging Deposits 
 

Rizwan (2016) observed that deposit from customers remain the main source of liquidity for banking. Profitability has got 

tremendous importance in the corporate world. Deposits refer to the money or cheques deposited which act as current asset. It 

plays key role in defining, whether a firm is able to effectively manage it short term cash requirements. Due to its dire importance 

it is important for firms to maintain a reasonable amount of their assets in the form of cash in order to meet their short term 

obligations. Cash deposit level is necessary for the effectiveness and profitability of a firm. Therefore, firms need to determine the 

optimum level of the liquidity in order to ensure high profitability. Deposits should neither be too low nor too high. Rather, it 

should maintain a reasonable liquidity level. Whereas, profitability refers to the revenues earned by firms, against their operations 

and incurred expenses, in order to find the profitability level of firms, Profitability ratios are used, whereby it can clearly be 

examined that where the firm stands in terms of profitability. Enhancement of profitability is the ultimate purpose of every firm, 

and each of them strives to achieve optimum profitability.  

 

Banking institutions facilitate mobilization of savings by encouraging customers to deposit more. However, if the receipt of 

deposits and loans are not managed properly it will incur certain costs. Further there is a significant relationship between bank 

deposit and profitability of the firm. Zhang (2011) carried a study of the effect of mobilization of savings impact of financial 

innovation. This study aimed at investigating the relationship between mobilization of deposits and profitability of commercial 

banks in Pakistan. The main objective of the study was to find the nature of relationship and the strength of relationship that 

existed between the variables. Correlation and regression were used respectively to find the nature of the relationship and extent of 

relationship between dependent and independent variables. Secondary data was used for analysis which was extracted from the 

last five years annual accounts of Bank Limited. After conducting correlation and regression analysis it was found that there was 

significant positive relationship between deposits and profitability of the banks. Since, the data of the banking sector was used; 

hence the results cannot be generalized to other sectors with cash deposits, profitability, current ratio, quick ratio, gross profit 

margin, and net profit margin.  

Wang (2002) analyzed a study of the impact of deposit management on the bank performance, and corporate value: evidence 

from Japan and Taiwan. The study indicated that interest rate spread is defined by deposit characteristics of the banking sectors 

and the policy environment. With the growing cash level to a certain deposit the profitability also increases. None of the variable 

shows negative relationship. Every ratio of liquidity shows positive relation with all the ratios of liquidity. Hence, the research 

indicated that mobilization of deposits has positive relationship with profitability. Therefore, it is suggested that banks which keep 

considerable amount of their deposit reduced liquidity risk. There is a positive relationship between current ratio and overall 

profitability. However, the descriptive statistics of the research showed that profitability was high through high deposit ratios. 

Njeri, (2014) analyzed a study of deposit levels and profitability Tradeoff in listed banks.  The study aimed to investigate the 

effect of deposit level on financial profitability. The findings showed that a high deposit level plays a vital role in determining 

liquidity management and profitability. Thus, it is necessary for firms to maintain a balanced deposit ratio in order to meet their 

short term liabilities.  

2.3.2 Secured Financing 
 

Berger and Udell, (1990) observed that a large  number of bank loans is backed by real or personal guarantees  in the United 

States where by about 70 percent of all commercial and industrial loans are on secured basis. The results of guarantee 

requirements for the availability of bank financing have been studied in a large number of papers both theoretical and empirical. 

However, the requirement of a guarantee on a bank can also introduce new inefficiencies in credit allocation. For example banks 

Encouraging Deposits 

 Deposit ratio 

 

Encouraging secured financing 

 Collateral coverage 

ratio 

Profitability  

 Return on total asset. 
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might devote fewer resources in screening and monitoring projects financed with secured loans as the guarantee itself helps 

reducing the credit risk. Further, Padilla & Pagano, 2000) noted that if banks are more qualified than the average investor aims to 

evaluate projects credit allocation may be less efficient when there is a large fraction of loans that are made on a secured basis. 

Moreover, if banks find it less expensive to require guarantees than to monitor projects, it is possible that investors who cannot 

provide them will not be financed. 

 

Narender & Ahuja (2015) conducted a study on the assessment of financing instruments on overall liquidity management. 

Secured financing is measured by risk associated with investments. The study also found that secured financing involved risks and 

thus, it is essential to examine the nature of the financing and risk it entails before deciding on making an investment. The level of 

secured financing is influenced by bank’s total asset. Secured financial reduces different risks, however, several risks factors apply 

to different financial instruments such as market risk, interest rate risk, currency risk, liquidity risk, economic risk, country risk, 

inflation risk, settlement risk and legal risks. It is a measure of a bank’s ability to meet its obligations relative to its exposure to 

risk.  

5. Research Methodology 

 

The study adopted cross-sectional design because it was utilized by the researcher in gathering and analyzing published 

financial data in order to examine the influence of liquidity risk management strategies only to commercial banks listed in Nairobi 

securities exchange. A sample size of 11 listed commercial banks was used and census sampling technique was used where all 11 

commercial banks listed in Nairobi securities exchange were used. 

The data was extracted from published reports which were by descriptive statistics such as Mean, Standard Deviation. 

Correlation analysis was used to establish the relationship between variables. Regression model was used to investigate and 

predict the level of dependent variable variability through testing goodness of fit. Standard deviation was used to determine the 

spread of data values from the mean. The data was presented in tables.  

A multi-linear regression equation of the form  

Y=β0+ β1X1+ β2X2 + e,  

Where,  

Y=Dependent variable (Profitability)  

β1, β2 and β3 are coefficients of the independent variables, 

X1= Bank deposit  

X2= Secured Financing 

 

Y- Profitability which was measured by a ratio of Income to its total asset (Khrawish, 2011). It shows how efficiently the 

resources of the commercial banks are utilized to engender the income (Wen 2010).  

6. Research Findings and Discussion 

 

6.1 Descriptive Statistics 
 

6.1 Encouraging Deposits on Profitability 
 

The study sought to examine the effect of deposits and Profitability of commercial banks. Bank deposits were measured by 

deposit ratio. The study sought to establish the effect of deposit ratio on Profitability of commercial banks. The result from 

descriptive statistics showed that CFC Stanbic Holding Bank had a mean of 0.672 with standard deviation of 1.05602, Equity 

Bank had mean of 0.81171 with standard deviation of 0.5780, the minimum of 0.14 and maximum of 2.56, minimum of 0.21, and 

maximum of 2.03, followed by Investment Mortgage Bank with a mean of 0.3800 with standard deviation of 0.43663, where 

minimum of 0.15 with maximum of 1.16, National Bank of Kenya had a mean of 0.3360 with standard deviation of 0.42852 

where minimum of 0.09 with a maximum of 1.10, Barclays Bank had a mean of 0.1986 with standard deviation of .01172, where 

minimum of 0.19 with a maximum of 0.21, Standard Chartered Banks had a mean of 0.1880 with standard deviation of 0.03114 

where minimum of 0.14 with a maximum of 0.22, Kenya Commercial Bank had a mean of 0.1700 with a standard deviation of 

0.01581, minimum of 0.15 with a maximum of 0.19, NIC Bank had a mean of 0.1680 with a standard deviation of 0.01643, 

minimum of 0.15 with a maximum of 0.19, where Co-operative Bank had a mean of .1640 with standard deviation of 0.01643 

where minimum of 0.14 with a maximum value 0.18, Diamond Trust Bank had a mean of 0.1540 with standard deviation of 0 

.00894 where minimum of 0.14 with a maximum value 0.16, and Housing Finance Co. of Kenya had a mean of 0.0300 with 

standard deviation of 0.03391 where minimum of 0.01 with a maximum value 0.09. 
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Table 1 Level of Deposit Ratio on Profitability 

 N Minimum Maximum Mean Std. Deviation 

Co-operative bank 5 .14 .18 .1640 .01517 

Equity bank 5 .21 2.02 .5760 .80724 

NIC bank 5 .15 .19 .1680 .01643 

National bank 5 .09 1.10 .3360 .42852 

Commercial bank 5 .15 .19 .1700 .01581 

Barclays bank 5 .19 .21 .1986 .01172 

CFC Stanbic bank 5 .14 2.56 .6720 1.056 

Diamond trust bank 5 .14 .16 .1540 .00894 

Housing Financial  bank 5 .01 .09 .0300 .03391 

Standard Chartered bank 5 .14 .22 .1880 .03114 

Investment bank 5 .15 .21 .1800 .0255 

Valid N (list wise) 5     

 

The study indicated that CFC Stanbic Holding Bank had the highest mean of 0.672 with standard deviation of 1.056, minimum 

0.14 with a maximum value 2.56 and Housing Finance Co. of Kenya had the lowest mean of 0.0300 with standard deviation of 

0.0339 where minimum value of a shilling was 0.01 with a maximum value was 0.09. CFC Stanbic Holding Bank had high 

liquidity risk management with deposit ratios than Housing Finance Co. of Kenya which had the lowest deposit ratios. Njeri, 

(2014) analyzed a study of deposit levels and profitability tradeoff in listed banks.  The findings showed that high deposit levels 

play a vital role in increasing banks profitability. 

 

6.2 Secured Financing on Profitability 

 

The study sought to establish the effect of secured financing on profitability of listed commercial banks in Kenya. Table 2 

shows the result of secured financing on profit ability. Secured financing was measured by level of collateral coverage ratio on 

profitability of commercial banks listed in Nairobi Securities Exchange. The results indicated that the CFC Stanbic Holding Bank 

had a mean of 14.542 with standard deviation of 21.4828 minimum 0.24 with a maximum value 52.42; Kenya Commercial Bank 

had a mean of 14.33 with a standard deviation of 0.7663 and min. 13.70 with a max. 15.44, National Bank of Kenya had a mean 

of 3.496 with standard deviation of 0.8397 where min. 2.15 with a maximum 4.18, Diamond Trust Bank had a mean of 2.66 with 

standard deviation of 0.5386 where min. 2.03 with a maximum value 3.44, Co-operative Bank had the lowest mean of 1.818 with 

standard deviation of 0.2749 where min. 1.42 with a max. 2.08. 

 

Table 2 Collateral Coverage Ratio 

 N Minimum Maximum Mean Std. Dev. 

Co-operative Bank 5 1.42 2.08 1.8180 .27490 

Equity Bank 5 .23 .37 .2860 .05225 

NIC Bank 5 .22 2.07 1.3080 .68321 

National Bank of Kenya 5 2.15 4.18 3.4960 .83972 

Kenya Commercial Bank 5 13.70 15.44 14.3300 .76636 

Barclays Bank 5 .12 .79 .3900 .26429 

CFC Stanbic Holding Bank 5 .24 52.42 14.5420 21.4828 

Diamond Trust Bank 5 2.03 3.44 2.6600 .53866 

Housing Finance Co. of Kenya 
5 .24 2.24 1.0280 .82733 

Standard Chartered Banks 5 .78 1.04 .8780 .10640 

Investment Mortgage Bank 5 .02 .55 .2900 .21272 

Valid N (list wise) 5     
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NIC Bank had a mean of 1.3080 with a standard deviation of 0.68321, minimum 0.22 with a maximum 2.07, Housing Finance 

Co. of Kenya had a mean of 1.0280with standard deviation of 0.82733 where min. 0.24 with a maximum value 02.24, Standard 

Chartered Banks had a mean of 0.8780 with standard deviation of 0.10640 where min 0.78 was the minimum value of a mount 

and maximum 1.04, Barclays Bank had a mean of 0.3900 with standard deviation of 0.26429 where min 0.12 with a max. 0.79, 

Investment Mortgage Bank with a mean of 0.2900 with standard deviation of 0.21272 where minimum 0.02 with maximum value 

of amount at 0.55, and Equity Bank had mean of 0.2860 with standard deviation of 0.05225 which had the minimum value of a 

mount to 0.23 and maximum 0.37. 

 

The findings showed that CFC Stanbic Holding Bank had the highest mean of 14.5420 with standard deviation of 21.48283 

minimum 0.24 with a maximum value 52.42 and Equity Bank had the lowest mean of 0.2860 with standard deviation of 0.05225 

which had the minimum value of a mount to 0.23 and maximum 0.37.Thus,CFC Stanbic Holding Bank had highest credit ratio 

indicating high profitability than Equity Bank using secured financing. 

6.3 Profitability of Commercial Banks Listed in the NSE 
 

The study sought to establish Profitability of commercial banks listed in NSE which was measured by Return on asset ratio. The 

results were presented in Table 3 below. 

 

Table 3 Return on Asset Ratio 

 N Minimum Maximum Mean Std. Deviation 

Co-operative bank 5 .89 9.95 7.0880 3.62212 

Equity bank 5 11.19 14.32 13.0480 1.16990 

NIC bank 5 7.71 9.12 8.3940 .50885 

National bank 5 2.11 7.11 3.8360 1.95982 

Commercial bank 5 4.68 9.14 8.0840 1.92792 

Barclays bank 5 10.02 14.40 12.0300 2.04754 

CFC Stanbic bank 5 3.72 8.50 6.7280 1.87428 

Diamond Trust bank 5 7.99 8.89 8.3300 .42255 

Housing Finance bank 

Standard Chartered Bank 

Investment Mortgage 

5 

5 

5 

4.43 

7.83 

3.96 

6.24 

12.89 

5.30 

5.2540 

10.944 

4.7020 

 

.86234 

2.02546 

0.50490 

 

 

     

The results showed that Equity Bank had a mean of 13.0480 with standard deviation of 1.16990which had the minimum value 

of a mount to 11.19 and maximum 14.32, Barclays Bank had a mean of 12.0300 with standard deviation of 2.04754. where 

minimum 10.02 with a maximum 14.40, Standard Chartered Banks had a mean of 10.9440 with standard deviation of 2.0254 

where min 7.83 was the minimum value of a mount and maximum 12.89, NIC Bank had a mean of 8.3940 with a standard 

deviation of 0.50885, minimum 7.71 with a maximum 9.12, Diamond Trust Bank had a mean of 8.3300 with standard of 0.4225 

where min. 7.99 with a maximum value 8.89, Kenya Commercial Bank had a mean of 8.0840 with a standard deviation of 

1.92792 and min. 4.68 with a max. 9.14, Co-operative Bank had the highest mean of 7.0880 with standard deviation of 

3.62212where min. 0.8 with a max. 9.95, CFC Stanbic Holding Bank had a mean of 6.7280 with standard deviation of 1.87428 

with min. 3.72  to maximum value 8.50, Housing Finance Co. of Kenya had a mean of 5.2540 with standard deviation of 0.86234 

where min. 4.43 with a maximum value 6.24, Investment Mortgage Bank with a mean of 4.7020 with standard deviation of 

0.50490  where minimum 3.96with maximum value of amount at 5.30, and National Bank of Kenya had a mean of 3.8360 with 

standard deviation of 1.95982 where minimum 2.11 with a maximum 7.11. 

 

The study showed that Equity Bank had the highest mean of 13.0480 with standard deviation of 1.16990which had the 

minimum value of a mount to 11.19 and maximum 14.32 and National Bank of Kenya had the lowest mean of 3.8360 with 

standard deviation of 1.95982 where minimum 2.11 with a maximum 7.11. The finding showed that Equity Bank had high 

profitability than National Bank of Kenya. 

 

6.2 Inferential Statistics 
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The objective of the study was to examine whether the relationship between Liquidity Risk management and profitability of 

commercial banks listed at the Nairobi Securities Exchange exist. The study examined the effect of encouraging deposits, secured 

financing and Cash ratios on profitability of commercial banks listed at the Nairobi Securities Exchange (NSE) in Kenya as 

presented in Table 4. 

 

In order to investigate the relationship between Liquidity risk management strategies and return on asset of commercial banks 

listed at Nairobi Securities Exchange, a multiple regression analysis was done to find out the relationship between independent 

variables and dependent variables.  The study adopted model summary from multiple regressions analysis. 

 

 

 

 

 

 

 

 

 

The study show that the R square for the model was 0.141 indicated that the regression model adopted for the research study is 

accurate result. The independent variables showed the 14.10% of the variation in profitability of listed commerce banks which 

was influenced by return on assets. Only 85.9% of variation on profitability of listed commerce bank can be explained by other 

risks.   

 

Analysis of Variance was done to test goodness of fit on the effect of Liquidity risk management on profitability of 

commercial banks listed at Nairobi Securities Exchange.  The analyzed data were indicated on the Table 5. 

 

Table 5 ANOVA 

Model Sum of Squares df 

Mean 

Square F Sig. 

1 

 

Regression 82.437 3 27.479 2.786 .050
b
 

Residual 502.933 51 9.861   

Total 585.370 54    

a. Dependent Variable: Return on asset ratio(profitability) 

b. Predictors: (Constant), deposit level, secured financing, Cash limit 

 

The Analysis of Variance (ANOVA), the research study developed the regression model indicated a significance result of the 

calculated F 2.786 equal 0.05
. 
The study showed that the model was good to establish the conclusion on the study at 5% level of 

significance. 

 

The general objective of the study was to assess how Liquidity risk management strategies affect profitability of commercial 

banks listed at the Nairobi Securities Exchange. The study had to assess the effect of encouraging deposits level, secured 

financing and maintaining cash limits on profitability of commercial banks listed at the Nairobi Securities Exchange (NSE) in 

Kenya as presented in Table 6. 

 

Table 6 Correlation Coefficient between Liquidity Risk Management Strategies and Profitability 

 Deposit  Financing  Cash ratios Return on asset 

ratio 

Bank Deposit 

Pearson Correlation 1 .086 -.061 .033 

Sig. (2-tailed)  .534 .659 .813 

N 55 55 55 55 

Financing  

Pearson Correlation .086 1 .188 -.322
*
 

Sig. (2-tailed) .534  .169 .017 

N 55 55 55 55 

Return on asset ratio 

Pearson Correlation .033 -.322
*
 -.244 1 

Sig. (2-tailed) .813 .017 .072  

N 55 55 55 55 

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

 

 

Table 4 Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .375
a
 .141 .090 3.14029 

a. Predictors: (Constant), deposit level, Financing instruments, Cash limit 
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The study showed that secured financing 0.086, with the p value of .534 shows a positive correlation p value more than 5% 

level of significance. The study showed that deposit level had a statistical relationship between liquidity risk management and 

profitability. Therefore, all the Pearson correlation values were more than 0.5 recommended for moderate relationship, between 

variables, thus there is a weak relationship between Liquidity risk management and profitability of commercial banks listed at the 

Nairobi Securities Exchange (NSE) in Kenya and hence they can rely on their significance. 

 

Table 7 Regression Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 

 

(Constant) 10.210 1.144  8.923 .000 

Deposit level (X1) .142 .402 .046 .354 .725 

Secured Financing (X2) -.123 .056 -.291 -2.189 .033 

(Constant) 10.210 1.144  8.923 .000 

a. Dependent Variable: Return on Asset Ratio 

 

Regression Coefficients was used to establish the existence of the relationship between liquidity risk management strategies 

and profitability. This statistical control that regression provides is significance because it separates the work of one variable from 

others in the regression model Regression analysis coefficients established the mean change in dependent variable (Return on 

asset) for one unit of change in the predictor variable while holding other predictors in the model constant. 

 

The research study used a regression analysis so as to assess the effect of Liquidity risk management strategies on profitability 

of commercial bank listed at Nairobi Securities Exchange.   

 

The following regression analysis model and equation was established:  

 

Y = 10.210 + 0.142X1 – 0123X2 

 

From the above regression model equation it was indicated that deposit level, secured financing and cash ratios were kept to a 

constant limit. The unit increase in deposit level would cause increase on return on assets of commercial banks listed by 0.142, a 

unit increase in cash ratios would cause decrease in return on assets of commercial banks in Kenya by -0.005 of commercial banks 

in Kenya, whereas a unit increase in encouraging financing causes as decrease by -0.123 P<0.05 statistically significant. 

 

 

7. Conclusions and Recommendations 

 

7.1 Conclusions 

 

The research sought to establish deposit level (deposit ratio) on profitability of commercial banks listed at Nairobi Securities 

exchange in Kenya. The study concluded that holding appropriate deposit ratio was the main liquidity risk management strategy 

on profitability of commercial banks listed at Nairobi Securities Exchange in Kenya.  

 

The study sought to establish the effect of secured financing which was measured by collateral coverage ratio on profitability 

of commercial banks listed at Nairobi Securities Exchange in Kenya. The study established that secured financing does not 

significantly affect the profitability of commercial banks listed in NSE. 

7.2 Recommendations 

 

The study sought to establish deposit level (deposit ratio) on profitability of commercial banks listed at Nairobi Securities 

exchange in Kenya. The study recommended that banks should hold appropriate deposit levels as holding high levels generally 

have an unfavorable effect on profitability as the rate of returns on short-term investments is usually not as high as the yield of 

loans and cash held has no interest. 

 

The study sought to establish the effect of secured financing instruments. The study recommends that banks should not require 

secured financing cause this limits the number of customers who require loans and hence reducing profitability of banks since 

banks depend on interest on loans as their main source of income. 
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