European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) “—.![J
Vol.9, No.24, 2017 IIS E

FactorsInfluencing Financial Performance of Commercial Banksin Kitale
Town, Kenya

Birgen Joah, Dr. Elizabeth Nambuswa MakoKta Prof. Prof. Gregory S.Namusorde

1. College of Human Resource Development, DepartwieEntrepreneurship and Procurement, Leadership
and Management, Jomo Kenyatta University of Agtimal and Technology, P.O. Box 62000 - 00200, Nairob
Kenya

2. College of Human Resource Development, DepartiwieEntrepreneurship and Procurement, Leadership
and Management, Jomo Kenyatta University of Agtimal and Technology, P.O. Box 62000 - 00200, Nairob
Kenya

3. College of Human Resource Development, DepanttimieEntrepreneurship and Procurement, Leadership
and Management, Jomo Kenyatta University of Agtimal and Technology, P.O. Box 62000 - 00200, Nairob
Kenya

* Email: joanbirgen@yahoo.com

Abstract

The study aims at establishing the factors infligmdinancial performance of Commercial Banks irtate
Town, Kenya. The study was guided by the follows®eciflC objective;to establishing the influende o
liquidity management on financial performance ofn@eercial Banks in Kitale. The study was important
because it would assist Central bank of Kenya egdbulator in implementing supervision, to the eyovnent

in determination and establishment of a strongguledory and legal framework for the Banking indysh
Kenya. This study adopted descriptive researcligdedhe target population of the study was all ik
commercial Banks operating in Kitale Town. Censas \applied on all 42 employees from each bank lwhic
included the finance manager, business developmantger and risk manager. This study used primaty d
specifically a structured questionnaire. The qoestiire comprised of both open and closed endestiqus.
Data was analyzed quantitatively and presentedrigéisely and illustrated by use of tables and thar
Descriptive statistics such as percentages, nteamds and standard deviation was computed to ibestirte
characteristics of the variables of interest white inferential statistics, corelation, multiple gression
analysiswas used to establish the nature and nuagndf the relationships between the variable anggt the
hypothesized relationships. Coefficient of detemtion (F) was used to measure the amount of variationen th
dependent variable explained by the independenahbiar All the analysis was done using SPSS sitzist
package. The results of data analysis were prebamig figures and tables for easy understandimd) a
interpretation. The study findings indicated thgtidity management had a positive and signifiogfiféct on
financial performance. Results indicated that 95.&P6the variations in financial performancewas flyin
accounted for by the variations in liquidity manamst. The study concludes that management liquidity
management were statistically significant in exglag financial performance. The study recommends th
commercial banks should invest in other lines ddibess for example product diversification and gtrents to
supplement their income from core business. Thiisbebst their stability and contribute to profitéty.

Keywords: Liquidity Management, Banks Performance

1.0 Introduction

Commercial banks play a major role in the econdmgugh their economic role of financial intermetiatthat
performs both a brokerage and a risk transformatimction (Hara, 2013). Commercial banks are financ
intermediaries that mobilize savings from surplosr@mic units to deficit economic units. They dsoapecial
financial intermediaries that mobilize funds betweepositors and borrowers participating in an econ How
well they perform this intermediary function hasedt linkage with banks profitability and econorhialth of a
nation. Profitability of banks has relationshipghvjrowth and development of an economy (Waina2@d,3).
By its nature banks face number of challenges witfiiernal and the external business environmbatnticleus
of banks is known with risks which include credgk; market risk, interest rate risk, default risigerational
risk, exchange rate risk (Aruwa & Musa, 2014). Baby, banks operate with three basic objectivegiviare
profitability, growth of assets and customer base.
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Financial performance is a subjective measure of h@ll a firm can use assets from its primary made
business and generate revenues. It is also a geneesure of a firm's overall financial health oeegiven
period, and can be used to compare similar firmgsacthe same industry or to compare industriegctors in
aggregation. Profitability of banks is interpreteased on indicators such as ROE (return on eqaitg) ROA
(return on assets). ROE (net profit after tax/ggaépital) is the most important indicator, becashows the
bank's shareholders the amount of profit they cqreet based on book value of the capital they b a
bank(Bodla & Richa, 2010). This indicator is masisted among regulatory bodies, the central bandsating
agencies. In its calculation, it is recommendeduse the average number of assets during the yaerta
seasonality present in banking business.

There are many different ways to measure finanpifformance, but all measures should be taken in
aggregation. Line items such as revenue from ojp@asatoperating income or cash flow from operatioas be
used, as well as total unit sales. Furthermore atteyst or investor may wish to look deeper irit@aficial
statements and seek out margin growth rates ordanlning debt. Other measures of financial perfomoe
include liquidity, solvency, profitability, debt payment capacity and financial efficiency of themfi(Ongore
and Kusa, 2013).

1.1.1 Global factorsinfluencing Financial Perfor manceof Banks

Tregenna (2009) using a sample of USA commerciakand savings institutions from 1995 to 2005 and
linear regression panel model, found robust evideéhat concentration increases profitability in US#nks and
then concluded than the high profitability of banksthe USA before the 2007/2008 financial crisigswnot
earned through efficient processes, but throughketgrower and the profits were not reinvested tensjthen

the capital base of the financial institutions. Ngang and Atemnkeng (2000) examined the effects of
concentration to the profitability of Camerooniaanuomercial banks from 1987 to 1999. Unlike Tregenna
(2009), who used the concentration ratio of thear§dst banks in the USA to model market concenptrati
Nzongang and Atemnkeng (2000) used the HerfindatdeHman index to measure market concentration in
Cameroon. The results indicated that market comggom power is of paramount importance in the
determination of bank profitability.

Bakar and Tahir (2009) evaluated the performancéhefmultiple linear regression technique and iaidiff
neural network techniques with a goal to find a pdul tool in predicting bank performance. Datathifteen
banks in Malaysia for the period 2001-2006 was usethe study. ROA was used as a measure of bank
performance and seven variables including liqujditedit risk, cost to income ratio, size, concatidn ratio,
were used as independent variables. They notendaatal network method outperforms the multiple dine
regression method but it lacks explanation on thmmeters used and they concluded that multipkeaitin
regressions, notwithstanding its limitations (v&lations of its assumptions), can be used asmlsi tool to
study the linear relationship between the dependanable and independent variables. The methodiges
significant explanatory variables to bank perforoamnd explains the effect of the contributing destin a
simple, understood manner. This study adoptedajiisoach together with the correction analysisei@mnine
the effects of various factors on bank performand€enya.

1.1.2 Regional factorsinfluencingFinancial Perfor mance of Banks

Ashok (2009) in his study examined how the finah@arformance of State Bank of India (SBI) group,
nationalized banks group, private banks group amdidgn banks group in India had been affected k& th
financial deregulation of the economy. The mainecbye of the empirical study was to assess thentiial
performance of scheduled commercial banks throu§MEL analysis. CAMEL stands for capital adequacy,
asset quality, management efficiency, earningsopexdnce and liquidity. The objectives of his stwdsre to
identify the optimal mix of assets and liabilitifes the profitability of banks and to offer suitetduggestions to
strengthen the funds position of commercial bafke study was carried out over a period of 200020
2009-2010. He concluded that banking sector shtakd greatest care on the variables which relatesset
liability management and that all the banking g®upust take necessary steps to improve the overall
performance of the banking sector.

Heffernan and Fu (2010) looked at how well différgmes of Chinese banks had performed between 4889
2006, and tested for the factors influencing penfamce. It also evaluates four measures of perforendn
identify which one, if any, was superior. The indagent variables included the standard financizdsathose
which reflected more recent reforms and macroecineariables. The results suggested that Econoraicie/
Added (EVA) and the Net Interest Margin (NIM) didtter than the more conventional measures of piwfity,
namely Return On Average Equity (ROAE) and Retum A¥erage Assets (ROAA). Some macroeconomic
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variables and financial ratios were significanthaiihe expected signs. Though the type of bank nfisehtial,
bank size was not. Neither the percentage of fareignership nor bank listings had a discerniblecff

Alkhatib (2012) examined the financial performarafefive Palestinian commercial banks listed on Biabe
securities exchange (PEX).to assess the finaneifdpnance of Palestinian commercial banks. Alikhg012)
developed 3 models; each consisted of one deperdeable and 4 identical independent variables.usied
ROA as an internal financial performance indicatoe Tobin’s Q model (price/book) as a market finahc
performance indicator and finally the economic eaAdded as an economic financial performance itatica
Bank size, credit risk, operational efficiency aagket management were used as independent varidhkes
study employed the correlation and multiple regosanalysis of annual time series data from 200502he
result of the research reveal that, bank size asdtananagement were positively related with ROAcbedit
risk and operational efficiency were negativelyretated with ROA under the first model. Under tlemnd
model both bank size and asset management werévphsicorrelated whereas credit risk and operation
efficiency is negatively correlated with the margetformance of banks measured by Tobin’s Q. Uttteethird
model that is the model which used economic perforce of banks measured by EVA, except operational
efficiency, bank size, credit risk and asset managd ratio were positively correlated with EVA.

1.1.3 Local factorsinfluencing Financial Performance of Commercial Banks

A major threat to banking sector is prevalence offfferforming Assets (NPAs). NPA represents bandotne
borrowers of which failed to satisfy their repayrnehligations. Michael et al (2010), emphasized HMRA in
loan portfolio affect operational efficiency whiah turn affects profitability, liquidity and solveg position of
banks (Ombaba, 2013). Commercial banks are guip®itant in an economy as intermediaries; they ichian
funds from depositors to investors continuouslyeyrban do so, if they generate necessary incoroever their
operational cost they incur in the due course, ithafor sustainable intermediation function, bankgd to be
profitable (Ongore and Kusa, 2013).

Ngigi (2015) indicated that financial performandekenyan banks has continued to take hit from iasesl
provisioning for bad loans as Central Bank of Ke(@BK) heightens its scrutiny on their books. Evkough
CBK had previously encouraged restructuring of fobp banks to keep their risk low; their changéask in a
letter of intent to International Monetary Fund @Mon the heightened regulatory scrutiny could edtisnyan
banks to increase their loan loss provision expemggch in turn would lower profitability. The fimeial
performance of commercial banks in the Kenya hagawed tremendously over the last ten years, astord
banks have been put under CBK statutory manageduginty this period compared to 37 bank-failuresveein
1986 and 1998 (Mwega, 2009).

Olweny and Shipho (2011) studied the effects ofkivan sectoral factors on the profitability of commmiel
banks in Kenya. The first objective of this studgsmo determine and evaluate the effects of baakifp
factors; Capital adequacy, Asset quality, liquiditperational cost efficiency and income diversificn on the
profitability of commercial banks in Kenya. The sead objective was to determine and evaluate thectsffof
market structure factors; foreign ownership andketaconcentration, on the profitability of commatdbanks

in Kenya. This study adopted an explanatory apgrdgcusing panel data research design to fulfél &tbove
objectives. Annual financial statements of 38 Kangammercial banks from 2002 to 2008 were obtafn@ah

the CBK and Banking Survey 2009. The data was aedlyusing multiple linear regressions method. The
analysis showed that all the bank specific fadhad a statistically significant impact on profitigtgi while none

of the market factors had a significant impact.

Moraa (2014) did an analysis of profitability of i§g’s top six commercial banks: internal factorlgsia. The
study found that bank size, capital strength, oslnigr operations expenses, diversification do Siantly
influence profitability of the top six commerciahiks. The result suggests that the Kenyan Governshenld
set policies that encourage commercial banks teer#ieir assets and capital base as this will ehéme
performance of the sector. Ongore (2013) studiedditerminants of financial performance of Comnagrci
Banks in Kenya. The study found thatthe financeatf@rmance of commercial banks in Kenya is driveainty
by board and management decisions, while macroesicnfactors have insignificant contribution. Thisicy
soughtto establish the factors influencing finahp&formance of Commercial Banks in Kitale TowrKienya

1.1.4 Commercial Banksin Kenya

The business of commercial banks is accepting dspgosm customers and in turn lend out the furadearn an
income. They perform financial intermediation byking surplus units in the economy with deficit tsni
Kenyan commercial banks are the main players ianfifal intermediation (Ongore, 2013). Lending is th
principal income generating activity for commerdi@nks. The loan portfolio is typically the largesset and
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the predominant source of revenue for lendingtimsbins. They grant credit on the premise thatdhas will be
fully paid however this is not the case as soméoonsrs may default thus leading to losses for theking
sector. Credit risk is the major risk that banksefa

Banks have no way of predicting whether a loan ballrepaid in full or not. This is exuberated bg fhact that
loan repayments are dependent on the customengtefuhcome. It's difficult for the bank to accurgte
determine this especially at the time the loanr@tgd. NPLs affect the profitability of banks sngrovisions
must be made for them resulting in reduced prdfdsgore, 2013). In the long run, sustained NPLd wil
eventually affect the survival of the bank. The maason for the collapse of thirty-seven bankioial in the
late 80s and in the 90s was the huge NPLs in Bueiks (Waweru & Kalani, 2009). This is because Neffect
the cash flow and profitability of commercial bankslow-quality debt portfolio could pose a greiskrto the
bank’s safety and soundness (Siraj & Pillai, 20Bjnks therefore must exercise credit risk manageére
ensure that they do not collapse.

The overall profitability of the banking sector Kenya has improved tremendously over the last l#rsye
However, despite the overall good picture a ciitmaalysis indicates that, not all banks are pabfi. For
example, the small and medium financial institusievhich constitute about 57 % of the banking segtmted a
combined loss before tax, of Ksh 0.09 billion i02ompared to a profit before tax of Ksh 49.01idvil posted
by the big financial institutions (CBK, 2013). Thege profitability enjoyed by the large banks viawés the
small and a medium bank indicates that there amessignificant factors that influence the profitapiof
commercial banks. Flamini et al (2009) and otheesa studies have shown that bank profitabilitinfluenced
by bank-specific factors and industry specific dast

The stock of gross non-performing loans (NPLs)ammercial banks in Kenya increased by 14.1 pertent

Ksh. 61.6 billion in December 2012 to Ksh. 70.3itnil in March 2013. The ratio of gross NPLs to grésans
increased from 4.5 percent in December 2012 tgé&rfent in March 2013. The increase in the NPLsltewas
mainly attributable to the spill-over effects okthigh interest rates regime in 2011 and 2012. 1&ilyj the

quality of assets, measured as a proportion ohaetperforming loans to gross loans declined frofngercent
to 2.0 percent over the same period (CBK, 2013Jiriguthe period under review, 10 out of 11 sectergstered
increase in NPLs by Ksh. 8.7 billion.

As at June 2016; there are 42 licensed commer@akd and 1 mortgage finance company. Out of the
43 institutions, 39 commercial banks and the magggfinance institution are privately owned while tkenya
Government holds controlling stakes in the remgr8ncommercial banks, 25 of the 39 privately owbadks
and the 1 mortgage finance institution are localyned (i.e their controlling shareholders are ddetcin
Kenya) while 14 are foreign owned (CBK, 2016). Bedy however focused on 14 commercial banks dpgrat
in Kitale town.

Understanding the factors that influence the perforce of commercial banks is critical not only te t
management of these commercial banks but alscher gtakeholders and interest groups such as thergts
Central Bank, the government as a whole, the bankasociation as well as other financial authesitin the
country (Ayele, 2012).

Most studies conducted in relation to bank perfarceafocused on sector specific factors which adfgédhe
entire banking sector performance. For instancean@pong (2005) did a comparative studyof foreigat lacal
banks in Thailand and Goddagtial (2004) did a cross- sectional and dynamic panalyaison the profitability
of European banks.Similarly, Ongore and Kusa (2G1@jlied the effects of various factors in banksegtor
performance in Kenya. The results of the study sltbthat board and management decisions influeree th
performance of commercial banks in Kenya and macanomic factors have insignificant influence oaitth
performance. This study however omitted the effasftsindustry specific factors on the performance of
commercial banks. therefore the sTuDY Seeks TCbksitathe influence of liquidity management onfingah
performance of Commercial Banks in Kitale Town

2.0 Influence of Liquidity Management on Banks Perfor mance

According to Bodla and Richa (2010), banks areroéealuated on their liquidity, or their ability toeet cash
and collateral obligations without incurring sulmgtal losses. Liquidity management is an impdrtaecision
that the managers of commercial banks taKergeto the liquidity management and spedificdo the

measurement of their needs related to thegss of deposits and loans. The importanceliqufidity

goes beyond the individual bank as a liquidiigrtfall at an individual bank can have systemjgereussions.
It is argued that when banks hold high liquidityey do so at the opportunity cost of some investmehich

could generate high returns (Dang, 2011).
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Bordeleau and Graham (2010) presented empiricaleece regarding the relationship between liquicktass
holdings and profitability for a panel of Canadiamd U.S. banks over the period of 1997 to 2009. rEkalts
suggested that a nonlinear relationship exists,relhe profitability was improved for banks that haddme
liquid assets, however, there was a point beyonéhwholding further liquid assets diminishes a tsink
profitability, all else equal. Conceptually, thissult is consistent with the idea that funding re&skeward a
bank, to some extent, for holding liquid asseterdhy reducing its liquidity risk. However, thisrigdit is can
eventually be outweighed by the opportunity coshelding such comparatively leyielding liquid assets on
the balance sheet. At the same time, estimationltseprovide some evidence that the relationshipveen
liquid assets and profitability depends on the Pmbkisiness model and the risk of funding markétadilties.
The researchers recommended that adopting a madéidnal i.e., deposit and lodased business model
allows a bank to optimize profits with a lower leeéliquid assets.

Odungaet al. 013) examined the effects of liquidity and capé@dequacy on the operating efficiency of 40
commercial banks in Kenya for the period 2005-201ey found that bank’s performance is influencgdbow

a bank moves forward to streamline its operatiat@tegies. They added that commercial banks witugh
liquid assets tend to draw more confidence withtiamasrs because of the ability to address short-faramcial
obligations. It is therefore important for the qahtbank to ensure full compliance with the minimliquidity
requirement by commercial banks

Larteyl et al, (2013) sought to find out the relaship between the liquidity and the profitabiliti/banks listed

on the Ghana Stock Exchange. The study sought oribe the relationship between the liquidity ahé t
profitability of banks listed on the Ghana StockcEange using a target population of 9 commerciakbéisted

on the Ghana Stock Exchange and a sample of 7 bBokgosive sampling technique was used. In coiwlus
both the liquidity and the profitability levels ¢ffie listed banks were decreasing within the pe#i0d5-2010.

There was a very weak positive relationship betwiberliquidity and the profitability of the listdshnks. These
findings support Munther et al. (2013) in the caédordanian banks. When banks hold adequate liggsets,
their profitability would improve. Adequate liquigtihelps the bank minimize liquidity risk and fir@aal crises.

The bank can absorb any possible unforeseen fialaposition. However, if liquid assets are heldessively,

profitability could diminish because they have nditile interest generating capacity. The oppoitiucost of

holding low return assets would eventually outwetig benefit of any increase in the bank’s liquidésiliency

as perceived by funding markets (Mashhad, 2012)

31 M ethodology

The study adopted descriptive survey research wedige population for this study constituted of afl
commercial banks in Kitale Town WhicH consisted Bfnance managers, Business development manager,
And Risk managerS to a total of 42 managers, ausenss applied. The primary data was collectedgusin
guestionnaires which comprised of both open ansketlended questions. A likert scale questionnadr wsed.

A questionnaire was a pre-formulated written setjoéstions to which the respondents record the enssw
usually within rather closely delineated alternasivPilot study was done as an exercise that entheie errors

are restricted at a very little cost. A Statisti®ackage for Social Sciences (SPSS) was used &rajerthe
descriptive statistics and to generate infereméallts. Descriptive analysis included use ofdmties, trends
and percentages Analysis of Variance (ANOVA), regi@n analysis were used to Regression analysisigexs

to demonstrate effect of independent variablesepeddent variable.

4.0 Discussion

The study aimed at establishing the factors infbirgg financial performance of commercial banks iitale
Town in Kenya. The objective of the study was $tablish the influence of liquidity management orahcial
performance of Commercial Banks in Kitale Town. [Ba#h.1 below indicates the extent of agreement gmon
respondents on the liquidity of commercial bankise Tesults in particular indicate that liquidity magement
was one of CBK regulatory requirement to ensurarfaial performanceas indicated by 79% of the redpois
and further that liquidity management affected ficial performance of their bankas was indicate@®y% of
the respondents.The results further indicated chstomer deposit to total asset and customer depasiused
as financial ratio to measure their bank liquidity was indicated by 81.6% of the respondents. & also
established that 68.4% of the respondents agreddtttvas important for CBK to ensure full complanwith
minimum liquidity requirement and 65.8% of the resgents agreed that the liquidity levels oversigptthe
firm were adequate in ensuring liquidity levels &ept under control. The mean score for the regmm@Ss
3.86 which indicates that majority of the resportdegreed that liquidity management was a key detant of
performance of commercial banks.
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The study findings are consistent with Uzhegoval@0vho noted that adequate level of liquidity sitively
related with bank profitability. Further, Bordeleand Graham (2010) presented empirical evidencardew
the relationship between liquid asset holdings mrrditability for a panel of Canadian and U.S. bsker the
period of 1997 to 2009. The results suggested dhadnlinear relationship exists, whereby profit@pilvas
improved for banks that hold some liquid assetsyeher, there was a point beyond which holding frtiquid
assets diminishes a banks’ profitability, all eéspial. Conceptually, this result is consistent wiith idea that
funding markets reward a bank, to some extenthfdding liquid assets, thereby reducing its ligtyidiisk.
Similarly, Odungaet al. 013) examined the effects of liquidity and capitalequacy on the operating
efficiency of 40 commercial banks in Kenya for fheriod 2005-2011 and found that bank’s performasace
influenced by how a bank moves forward to streaenlta operational strategies. They added that cawiate
banks with enough liquid assets tend to draw mordidence with customers because of the abilitaddress
short-term financial obligations.

The results revealed that that there exist a pesiéind significant (r=0.829, p>0.000) correlatiogtvireen
financial performance and liquidity management.Theelation between the variables indicates thhgifidity
management is improved and enhanced then this wamilalssociated with improved financial performaase
indicated by a positive correlation between the tadables. The study findings are in agreement wibse of
Larteyl et al. (2013) who found that there was iy weeak positive relationship between the liquidityd the
profitability of the listed banks. These findingspport Munther et al. (2013) in the case of Joralaranks.
When banks hold adequate liquid assets, their tatofity would improve. Similarly, Uzhegova (201apted
that adequate level of liquidity is positively redd with bank profitability.

Table 4.1: Bivariate Correlation

Financial

Variable per for mance Liquidity
Financial performance Pearson Correlation 1

Sig. (2-tailed)
Liquidity Pearson Correlation 0.829 1

Sig. (2-tailed) 0.000

In order to establish the statistical significanéehe independent variables on the dependenthlar{financial
performance) regression analysis was employed.r@hdts presented in the Table 4.3 below showstheunt
of variance in organization performance as expthiog the variance in the set of independent vagmbked in
the study (i.e. liquidity management). The R squzr8.951 indicates that 95.1% of the variationdimancial
performance is jointly accounted for by the vadas in liquidity management. From the model sumntabye
below adjusted Rwvas 0.945 this indicates that the combined effégredictor variable (liquidity management)
explains 94.5% of variations in financial performanThe correlation coefficient of 97.5% indicatbat the
combined effect of the predictor variable had argrand positive correlation with financial perf@mnce. This
also meant that a change in the drivers of findréaformance (liquidity management) has a strond a
positive effect on performance.

Table 4.12: Regression Model Fitness

R R Square Adjusted R Std. Error of

model Square Estimate Coefficient
R 0.975 0.975

R Square 0.951
Adjusted R Square 0.945

Std_. Error of the 0.13375
Estimate

Prior to estimation of the regression model thedgass of fit was performed and the results areepted in the
Table 4.4 below where the results indicated thataterall model was significant, that is, liquidinanagement
are good joint explanatory variable for financiarfermance(F = 159.033, p-value=0.000). The findimgply

that all the independent variable were statistjcaignificant in explaining changes in financialrfoemance.

This is demonstrated by a p value of 0.000 whidkss that the acceptance critical value of 0.05.
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Table 4.13: ANOVA

Indicator Sum of Squares  df Mean Square F Sig.
Regression 11.38 4 2.845 159.033 0.000
Residual 0.59 33 0.018

Total 11.971 37

After it was established that the regression made significant the following regression estimaissndicated

in Table 4.5 below was obtained. In particular, thsults revealed that liquidity management andrfaial
performance had a positive and significant relatigm (beta=0.228 p value0.000). This implied thabne
percentage change in liquidity management effesdss was associated with 22.8 percentage increase i
financial performance.

Table 4.5: Regression Coefficients

Variable Beta Std. Error t Sig.
Constant -0.374 0.184 -2.038 0.05
Liquidity Management 0.228 0.059 3.898 0.000

The Y- intercept is -0.374 which is the predictedue of financial performance when all the otheasables are
0, implying that without inputs of the independeatiable the effectiveness of financial performanoaild be -
0.374.

5.0 Conclusions And Recommendations

The objective of the study was to establish theu@rfce of liquidity management on financial perfanoe of
Commercial Banks in Kitale Town, where the resiuitficated liquidity management was a key deterntirodin
performance of commercial banks. Inferential arialyscluding correlation and regression analysiidated
that there existed a positive (r=0.829) and sigaift (p=0.000) correlation between financial perfance and
liquidity management. Further, the regression teshowed that liquidity management had a pos(fiw®.228)
and significant (p<0.05, p=0.000) influence on fioial performance. This implied that a one peragaizhange
in liquidity management effectiveness was assodiafith 22.8 percentage increase in financial penfoice.

Based on the above findings the study concludeditiencial performance of the commercial bankKémya is
highly dependent on the level of the institutioliguidity. There is also a positive associationvien liquidity
management and financial performance of banks. ifh@ies that an improvement in liquidity manageinen
leads to a rise in financial performance. This ek that, efforts to stimulate the banks’ liqujditould see the
financial sector realize increased financial perfance. Consequently, this would result to increasédiency

in the sector’s operations.

Based on findings the study recommends that bamisld improve on their liquidity more so the alyilidf the
banks to promptly repay the depositors. As theiffigsl illustrated, financial performance of commardianks
in Kenya is highly dependent on the level of thstitntions’ liquidity. To facilitate favorable fimeial
performance of these institutions, strategies tilifate increased liquidity of banks should be piga by the
institutions for their efficiency in financial opsrons.
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