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Abstract

Credit risk management in rural and community banéis become more important not only because of the
financial crisis that the world is experiencing reuntly, but also as a crucial concept which deteewmibanks’
survival, growth and profitability. Because cregliinting is one of the key sources of income gdimgyactivity
in rural banks, the management of the risk relatextedit affects the profitability of the banks.

This study examines the impact of credit risk mamagnt on the profitability of rural and communitgriiks in
the Brong Ahafo Region of Ghana. We used the anfimetcial statements of ten rural banks from tegqal of
2006 to 2010 (five years) for our analysis. Thegbaagression model was employed for the estimatiothe
model, definition of Return on Equity (ROE) and Reton Asset (ROA) were used as profitability irsdars
while Non-Performing Loans (NLP) and Capital Adegu®&atio (CAR) as credit risk management indicators
The findings indicate a significant positive refaiship between non-performing loans and rural Banks
profitability revealing that, there are higher Idasses but banks still earn profit. This indicatest, rural banks
do not have sound and effective credit risk managgrmractices. Theoretically, non-performing loasduce
the profit levels of rural banks but in a situatiwhere non-performing loans are increasing propoately to
profitability, then it means that rural banks dd have effective institutional measures to deahwitedit risk
management. What the banks do is that they steftctist on loan default to other customers in thien fof
higher interest rate on loans.

Higher interest margin charged on loan by ruralkisatiue to weak credit risk management practicegepte
microenterprises from accessing loans. Such at&itugrevents business expansion and rural induiggtion
which are essential for poverty reduction.

Most studies in this area tend to focus on thecbipmercial banks, thus this study with its focugumal banks,
contributes a lot to literature concerning credik rmanagement in small banks such as rural andnonity
banks.

In terms of policy directions, the Bank of Ghandl Wave to tighten its control mechanisms of oratdranks to
stop this unfortunate trend in the rural bankindyistry.

Key Words: Rural Banks, Credit Risk, Profitability, Ghana
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1 Introduction

The proper management of credit risk in finanamstitutions is critical for the survival and growdlifinancial
institutions. In the case of rural banks, the issueredit risk is of greater concern because efttigher levels of
perceived risk resulting from some of the charésties of their clients and business conditiond thay find
themselves in. Credit risk management is a stradtuapproach to managing uncertainties through risk
assessment, development of strategies to manageditmitigation of risk using managerial resourcElse
strategies include transferring to another pantgiding the risk, reducing the negative effectshs risk, and
accepting some or all of the consequences of &pkat risk.

Hull (2007) explains that one of the basic formatiaf every organization, most importantly a baniseto
understand the portfolio of risk it faces currerdlyd the risk it plans to take in future. Oldfieldd Santomero
(1997) posited that risks facing all financial ingions can be segmented into three separate tirpes a

1 Joseph Oscar Akotey is a Lecturer and Researchiénamce, Risk Management and Insurance at the Gathoiversity
College of Ghana. He is the corresponding author.
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management perspective. These are (i) risk thateaaliminated or avoided by simple business wastiii)
risk that can be transferred to other participants (iii) risk that must be actively managed atftira level.

In the review of Sinkey (2002), modern risk managetrin the banking industry can be highlighted twe f
active verbs and these are; identify, measuree pnionitor and control. This process of risk manag is very
much important to the rural banking industry sinoast of their clients are susceptible to co-varigsk, market
risk and credit risk.

RCBs were established to institutionalize finanamérmediation in the rural areas, mobilize rusavings for
onward lending to agricultural firms and microeptéses and to create the culture of banking ambegtral
population. This study seeks to analyse vigorotistycredit risk management of rural banks and terdene
the quality levels of their loans portfolios. Sgzilly, we are interested in establishing the ampl association
between the profitability of Ghanaian RCBs on oaachand non-performing loans as well as capitat|aaey
ratios on the other.

The rest of the paper is structured as followstised¢wo gives an overview of the rural and comntybianking
industry in Ghana; section three discusses theatitee underlying the study; section four descrilbies
methodology employed; while sections five and sgcdss the empirical findings and policy implicatsoof the
study respectively.

2 Overview of the Rural and Community Banking Indugry in Ghana

The Bank of Ghana adopted the concept of rural ingnkom the Philippines in 1960, integrated itairthe
formal banking system and made it legally operation 1976. In Ghana, rural and community banks BRIC
are owned and managed by members of a local conynpreferably a district. Although they operate as
commercial banks, RCBs are not permitted to opén fiedged branches in other communities (Aboagpe
Otieku, 2010). RCBs are tasked by law to providenfdlized financial intermediation to rural commiigst
(mobilization of rural savings from surplus unitsdachannel them as credit facilities to deficittaaj mostly
microenterprises); creation of the culture of forrbanking among rural dwellers and to facilitateratu
industrialization (BOG, 2006).

As at July 2012, the ARB Apex Bank had a networlalobut 133 independent RCBs with about 564 branches
and 548 service delivery locations spread througl@iana \www.arbapexbank.con Table 1 presents the
regional distribution of the RCBs in Ghana. Theioag with more than twenty (20) RCBs are Ashantirig)
Ahafo, Central and Eastern.

Table 1: Regional Distribution of RCBs and Branches

SN REGION NUMBER OF RCBs NUMBER OF BRANCHES
1 Ashanti 24 111
2 Brong Ahafo 20 69
3 Central 21 68
4 Eastern 22 85
5 Greater Accra 6 13
6 Northern 6 3
7 Upper East 5 10
8 Upper West 4 3
9 Volta 12 22
10 Western 13 55
TOTAL 133 439
HEAD OFFICE + BRANCHES = 564

Source: ARB Apex Bank, 2012
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According to IFAD (2008) RCBs constitute about 50%ihe total banking outlets in Ghana and are #ngelst
providers of formal financial services to rural dees. As at 2008, all the RCBs had mobilized GHE34
million deposits, advanced GHC224.7 million loadslivered GHC63.3 million domestic money transfers,
GHC?9.3 million international money transfers andilftated cheques clearance worth GHC993.7 mil(jNair
and Fissha, 2010). Their consolidated profit andwmth for 2008 stood at GHC15.6 million and GHR&2
million respectively.

However, a comparison of their performance agalmet of deposits money banks (DMBs) as given ifet@b
indicates that the proportion of total deposits itimdd by RCBs averaged only 7%, 4% for loand &fo for
total asset (Aboagye and Otieku, 2010).

Table 2: Deposit Mobilization, Loans and Total Asses of RCBs versus DMBs

DEPOSITS LOANS TOTAL ASSETS

YEARS | DMBs | RCBs %RCBS | DMBs RCBs %RCBs| DMBs RCBs %RCB$
2000 4,668 200 4 5,064 69 1 11948 268 2
2001 7232 316 4 6234 122 2 15651 432 3
2002 10767 1201 11 6914 527 8 19234 1590 8
2003 14917 1357 9 10493 529 5 24847 1791 7
2004 19481 1684 9 13319 716 5 31224 2259 7
2005 23041 1684 7 17938 716 4 3743( 2259 6
2006 32473 2245 7 25285 1072 4 5103( 2967 6
Mean 7% 4% 6%

Source: Bank of Ghana, 2006; Aboagye and Otie@UQ2

This performance is very low given the fact thatB®Gre currently more than DMBSs, - (133 versus -2&hd

the fact that RCBs have 70% of the population ag tlarget market. As a result of this performant&®CBs,
Aboagye and Otieku (2010) expressed fears thatliniolgi savings and advancing loans at such lowlteveay
not lead to the desired socio-economic transfolnatif local communities which rural banks are expédo
bring about. Similarly, Bashin and Akpalu (2001¢ammended that RCBs must do much more to raise thei
scope because the level of loans and advances giegno low.

The Central Bank has graded the financial perfomaaf 17 out of the 133 RCBs in operation as medicand
others as financially distressed. Among the 17 omdi RCBs, 6 have negative net worth (Nair andh@iss
2010).

Aboagye and Otieku (2010) conducted a study on GBdto among others evaluate the financial perfooea

of RCBs in Ghana. Nine variables indicating varigimensions of financial performance such as taszkets,
total deposits, total loans, non-performing loaasgd interest expenses ratio were evaluated. Tlesultr
indicated that there are neither any excellentmarginal performing rural banks. Rather all RCBs aither
satisfactory performers (44%) or fair performer@%d.

The poor performance of some RCBs has resultdkirtlosure of 23 by the BOG as at June 2007. Tink B&
Ghana (2001) identified the cause of failed RCBsn@magement incompetence , fraud, embezzlement,
negligence or ineffective board of directors, ing@p accounting records, non-compliance with reguiatin
granting insider credit, persistent operationalséss poor loan recovering and corruption, poor siépo
mobilization, use of unqualified staff, non-subridss of prudential returns, unearning assets and- no
performing credit portfolios.

2 The percentage of RCBs deposits is given as [RCBs defsosh of RCBs and DMBs deposits]. Total assets antsloa
were calculated in the same way.
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3 Literature Review

According to Abor (2005) risk management has remegigxtensive attention from both the corporate dvarid
the academia, because, as Shimpi (2001) putsistilie life blood of every organization and comderofficers
deal with it decisively wherever it appears. Risknagement is an orderly process for the identifinaand
assessment of pure loss exposure faced by an antitghe adoption of the most appropriate technigusater
for such exposure (Redja 2008). Schmist and RHBQ) also defined risk management as coherentitagi
which are undertaken to minimize the negative impafcuncertainty regarding possible losses. From th
forgone, the process of risk management includestification, measurement, administration of se&ldct
techniques and control.

Various researchers such as Akotey and Abor, (ortting); Stulz, (1984); Smitkt al., (1990); Froot(1993);
Fatemi and Glaum, (2000), have emphasized the measty managers should take keen interest in risk
management. This is because risk management endet to help an organization meet its objectiveh s
the minimization of foreign exchange losses, reidacin the volatilities of cash flow, protection efarnings
against fluctuations, ( Fatemi and Glaum, 2000) engromote the survival of the firm through grovahd
profitability.

The risk associated with the business of bankamgl®e grouped into credit risk, market risk ( whidmsists of
foreign exchange risk, liquidity risk and intereate risk), operational risk which sometimes inelsidegal risk
and most recently strategic risk (Asare-Bekoe, 20&sif, 2003, Coopermagt al, 2000). This paper makes
an attempt to contribute to the analysis, measunemed management of credit risk in rural and comityu
banks in Ghana. In particular, we are interesteéstablishing whether there is an association kmtvtae
financial performance of Ghanaian RCBs on one hand, their credit risk management systems as veell a
capital adequacy ratios.

Credit risk is the likelihood that a borrower wilbt pay its debt on time or fail to make repaynerdll (Sinkey
2002; Coyle 2000). It is the possibility that thetual return on a loan portfolio will deviate frotime expected
return (Conford, 2000). That is loan delinquency aefault by borrowers. While loan delinquenciedi¢ate
delay in repayments, default denotes non-paymentl the former if unchecked, leads to the latter
(Padmanabhan, 1988). With regards to the busirfessal banking, credit risk refers to the delayrepayment
on loan contract or the inability of a borrowerpay its debts, which can cause cash flow problamisadfect a
bank’s liquidity position. Credit risk managemesttie identification, measurement, monitoring aodtiol| of
risk arising from the possibility of default payntem a loan contract (Early, 1996; Coyle, 2000).

Credit risk in the banking industry is mostly cadidy adverse selection and moral hazards due ¢oniation
asymmetry. The credit risk situation of a bank barexacerbated by inadequate institutional capaoifficient
credit guidelines, inefficient board of directolisy capital adequacy ratios, compulsory quota-legdis a result
of government interference and lack of proper suipemn by the central bank (Sandstorm, 2009; Lake7;
Bank Supervision Annual Report, 2006; Kithinji, 201

The basic principles underlying credit risk managatrhave been outlined by various authors like @aato
and Babbel (1997), Dowel al (2008), and Lindergren (1987) as (i) the esthbtisnt of a clear risk policy and
a reporting structure; (ii) underwriting authoritgnd loans limit; (iii) allocation of responsibilitand
accountability; (iv) prioritization of the lendingrocess and systems; and (v) the timely commumwicaif risk
information to top management. According to Santanand Babbel (1997:5) these principles are settap
measure risk exposures, define procedures to mahage exposures, limit exposures to acceptabidsiend
encourage decision-makers to manage risk in a maomsistent with the firm’s goals and objectives”.
Theoretical and empirical evidence elsewhere sugiped credit risk management is a predictor ofkban
performance. For instance non-performing loansinditator of credit risk can reduce the value dfamk and
destabilizes the credit system. As Padmanabhan8j18%l Agu (1998) put it loan default reduces #mource
base of a bank for further lending, weakens staffale and affects the borrower’s confidence. Thst ob
managing overdue loans tends to be very high ascctn reduce banks’ profitability levels. In sooases the
cost on unpaid loans are shifted to other customeb®rrowers in the form of higher interest margirarged on
loans.

Nair and Fissha (2010) indicated in a similar stoflfhe Ghanaian rural banking industry that, tegrde of
loan delinquencies or impaired loans in an RCB&nlportfolio is often considered the best leadimdjdator of
the institution’s financial performance. Nair aridsha further revealed that the percentage of fmatfolio that
was in default (among the sampled banks) for mbeas tone month was 16 percent. This is too high and
unacceptable given the global average of 3 pefoerie worldwide micro-banking industry (MIX, 2008

In addition the proportion of loans in default fopore than one year was 3.5 percent, compared vbtpdrcent
for the global micro banking industry. This accogglito Nair and Fissha is an indicator of large lt@sses
which may never be paid back. In a study of they@@nbanking industry, Kithinji (2010) showed thaéte is
an indirect relationship between non-performingiband profitability.
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Other empirical studies outside Africa have esshigld a strong significant relationship betweenitrégsk and
banks performance. For example in Qatar, AchouTamjue (2008) showed that better credit risk mamage
result in better bank performance. They concluded, t'it is thus of crucial importance for bankspractise
prudent credit risk management to safeguard thet agsthe bank and protect investors interest”. d\ckand
Tengue further indicated that banks with stronglitnésk management policies tend to incur lowarnaefault
(impaired loans). A similar study conducted by Hogt al (2009) in Sweden lends supports to tharfgalof
Achou and Tengue (2008).

4 Methodology

4.1 Sources of Data

In order to investigate the relationship betweerditrrisk and RCBs’ profitability, information froie annual
financial statements of 10 out of the 20 rural mintkthe Brong Ahafo Region covering the period2006 to

2010 were used. These banks were selected bedwmisdinancial statements were readily availablethvthe

five year financial reports of the 10 selected Irbw@nks, we had a total of 50 (5 multiplied byl®servations
for the analysis. From the financial reports infatimn concerning profit after tax, total equitytaioasset and
non-performing loans (NPL) were extracted for thalgsis. On the annual financial statement NPL arhbas

been presented using different names, such asdisd, dmpaired loans, problem loans, doubtful ctaémd bad
loans.

4.2 Analysis of the Data

Panel data analysis approach was employed in digiegrthe relationship between credit risk managenaead
profitability of rural banks. A panel data is a ¢itudinal or cross-sectional data in which econoanitities are
observed across time (Sayrs, 1989). This approasiéen used in similar studies that cover diftepanks and
years (eg. Buyinza et al, 2010; Hassan and Ba&bit3; Haron, 2004) and thus makes it suitableHir $tudy.
Additionally, the econometric styles of Keiko (20p6amy (2003), Saira (2011) and Panayiotis (2008) few
modifications were adopted for the study. The regjon outputs were obtained through the use of SYAT
(statistical data analysis software). A panel regign model takes the form of:

X =F (¥ 2, )4+ U,

WhereX;; represent profit of rural barikat timet. Y;;is a vector of variables characteristic of baal timet. Z;,
represents features of the RCBs indudtkyis the error term.

4.3 Specification of the Empirical Model

The empirical framework for the investigation otthink between credit risk management practices ranal
banks’ profitability is given as follows:

K =By + 1 NPLy + B, CAR, + Uy,

The meanings of the variables in the empirical rhbdege been explained in the table below.
Table 3: Meanings of the Research Variables

ABBREVIATION VARIABLE MEANING OF VARIABLES

Xit ROE (Return on equity) ROE is profit after tax divided by equity. |
measures the profitability of rural bankt time
t.

—

NPL; NPL (Non- Performing Loan) NPL is the total loan losses of rural bankt
timet.

CAR; CAR (Capital Adequacy Ratio) CAR is regulatory capital requirement which|is
measured as shareholders’ fund divided by tptal
assets.

Source: Authors’ own calculation
4.4 Justification of the Research Variables

Return on Equity (ROE): This is a dependent variable and it measures tenren shareholders’ investment
in the bank. ROE was used as an indicator of thétability in the regression analysis because Ring with
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ROA has been widely used in earlier research (A ,£2009). It shows the effectiveness of managemetitan
utilization of the funds contributed by sharehotdef a rural bank.

Non- Performing Loans (NPL): This is an independent variable and it is chossrabse it is an indicator of
credit risk management. NPL, in particular, indésahow banks manage their credit risk becausdfiitegethe
proportion of loan losses amount in relation tatéan amount (Hosna et al, 2009). We expect performing
loans to have an adverse relationship with RCBfopaance.

Capital Adequacy Ratio (CAR): This is also an independent variable and is chdmsrause it is the core
measure of a bank's financial strength from a wgubk point of view. It consists of the typesioffcial capital
considered the most reliable and liquid, primashareholders' equity. Banks with good capital adeguatio
have good profitability. With good capital requirem rural banks are able to absorb loans that hame bad.

5 Result and Discussions

5.1 Descriptive statistics

The table below gives a descriptive summary ofpmefit, non- performing loans (NPL) and capital gdacy
ratio (CAR) of the ten sampled rural banks cowgarb -year period.

Table 4: Descriptive Statistics

variables Observation Mean Standard Deviation Mirmrm Maximum
Net profit 50 301578 332550.5 -147205.3 1740459
NPL 50 25669.99 28104.31 478.9081 130915.8
CAR 50 0.24 0.23 -0.29 0.54

Source: Results was generated from STATA

From the table it is revealed that, over the 5+ ymiod, NPL has a minimum value of GHC478.908d an
maximum of GHC130915.8 with an average (mean) o€@5669.99 indicating huge loan default by customers
NPL has a percentage change of 27236.31 % (130914/8.9081/ 478.9081 x 100). The underlying caafse
these huge loan losses by rural banks is poor tcrisi management. That is the high level of theL8lis a
reflection of the weak credit risk management efbanks.

Capital adequacy is very essential for the solvearoy profitability of banks. This is because thaibess of
banking is risky due to the possibility that loanay not be paid back leading to financial losseth&obank.
Banks are therefore required to have adequateatapdt only to remain solvent, but to avoid théuf@ of the
financial system. The BOG requires RCBs to maintaii®% capital adequacy ratio.

Our findings show that, CAR has a negative minimeattue of -0.29 and a maximum value of 0.54 with an
average (mean) of 0.24. This indicates that masi hanks in Brong Ahafo are financed by approxaha24%
equity. Although this is above the 10% statutorguieement it indicates that the RCBs are highlyrgéaThat

is, they rely more on the funds from long term ilisibs to finance their assets. Such a situaticay rfead to
bankruptcy in the rural banking industry. It is rifiere not surprising that one of the sampled bdokghis
study has been liquidated. The capital adequaay oétthe nationwide network of RCBs from 2000 @08 is
presented in figure 1.
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Figure 1: Capital Adequacy Ratios of RCBs in Ghandrom 2000 to 2008
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Source: ARB Apex Bank Annual Reports, 2008; Nairfissha, (2010)

Nair and Fissha (2010) discovered that seven oh#tienwide RCBs were insolvent and that five hadative
net worth in excess of 10%. It is however encourggo note that the number of RCBs with very lapital or
net worth have declined quite remarkably fromr2@001 to 16 in 2003 (Nair and Fissha, 2010).

5.2 Result of the Panel Data Regression

In panel data analysis two main models are normedtimated: Fixed effect and Random effect. FigHdcts
model is used when you want to control omitted atalgs that differ between cases but are constamt tone
(Sayrs, 1989). This helps to track changes in theakles over time to estimate the effect of indelest
variables on dependent variables.

The fixed effect is the most widely used technifprethe analysis of panel data. Statistically, fbheffects are
always a reasonable thing to do with panel dataum they give consistent result but may not bentbst
efficient model to run (Sayrs, 1989).

The random effect is used where some omitted Vi@salmay be constant over time but vary betweenscase
others may be fixed between cases but vary over.tim

To determine between fixed effect and random effieetHausman test is used. Hausman Test compasss fi
effect with random effect in STATA. Running a Hawsnspecification test at five (5) percent levelldes the
researcher to choose between fixed and random sodel

The Hausman Test evaluates the Null hypothesisthigatoefficient estimated by the random effedieeior is
the same as the ones estimated by the constadtdffect estimator. If the Hausman test is insigaift (Prob >
Chi2 greater than .05), then the fixed effects rhadébe used (Torres-Reyna, 2007).

In this study, both the fixed and random effectgegthe same result and thus the fixed effect wasl s the

analysis.
Table 5: Panel Regression Results (Fixed Effect)
Net profit Coefficient standard Error  t P>|t|
NPL 9521.82 .8011396 8.74 0.000
CAR 7.0048 90125.3 1.06 0.294
CONS 99239.06 34477.84 2.88 0.007
Prob>F=0.000 Within=0.6733 Between= 0.3440 (aer 0.4543

Source: Authors’ own calculation through STATA
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5.3 Non-Performing Loans (NPLs) and Rural Banks Prbtability

Non-performing loans are used to measure the fitoéa bank’s credit risk management. SurprisinblpL is
positive and statistically significant at 1 percsignificance level. This finding is unusual beagukeoretically
NPL is expected to have an inverse relationship wibank’s profitability. Our result however, shoavstrong
positive association between non-performing loartsRCBS’ profitability.

The positive relationship between non-performingn® and the profitability of rural banks indicatkat, even
though there is huge loan default, non-performiognk are increasing proportionately to profitayilitThis
implies that, rural banks do not have effectivaiingonal measures to deal with credit risk mamaget. What
the banks do is that they shift the cost on lodiaudeto other customers in the form of higher ietd rate on
loans.

Higher interest margin charged on loans by ruralkbadue to weak credit risk management practicesemt
microenterprises from accessing loans. Such at&itugrevents business expansion and rural induigttion
which underpins the establishment of rural and comity banks.

The result lends support to a similar study by Hosnhal (2009). They indicated that since each bank has
different characteristics and risk management pasjccredit risk management affect profitability different
levels in each bank. NPL fairly affect profitabjliof some banks and this is as a result of shiftiogt on loan
default to other customers. Nair and Fissha (2@1€) discovered high levels of non-performing loan®ng
RCBs and indicated the danger that this possesetantiustry. However, our result contradicts tmelifigs of
Chou and Tenguh (2008).

5.4 Capital Adequacy Ratio (CAR) and Rural Banks Profitability

Theoretically, banks with good capital adequacyorhfive a good profitability. A bank with a stroogpital
adequacy is also able to absorb possible loandossd thus avoids bank ‘run’, insolvency and faludur
result indicates that, although capital adequatiyp fa positive, it is not significant. The insidisant impact of
the level of CAR on rural banks’ profitability seerto confirm the directive of the Bank of Ghana ®Co
rural banks to recapitalize to GHC150000.

5.5 The Predictive Power of the Model

Econometrically, when the overall probability (R)ue (Prob>F) is between 0 and 0.05 then the medgtong
and has high predictive power and that significasults will be achieved when used in other studibs model
used for the analysis of this study has a highiptied power of 0.00 (i.e Prob>F = 0.00). Thus, &éxglanatory
variables all together explain the dependent vaialery well. This model can therefore be usedimilar
studies to predict the relationship between cnésitmanagement and rural banks’ financial perfaroea

6 Conclusions and Policy Implications

The study has examined the credit risk managenfesg¢lected rural banks in Ghana and has discovihad
credit risk management plays a significant and dyinarole in the business of rural banking. The ifigs
indicate that the sampled RCBs have poor creditimianagement practices; hence the high levelseohin-
performing loans in their loans portfolios. Desyilte high levels of the NPLs, their profit levekselp rising; an
indication of the transfer of the loan losses feeottustomers in the form of large interest margins

The charging of higher interest rates is likelydiscourage microenterprises and rural farmers fageessing
loans from RCBs. Those who are able to take up kats may also find it very difficult to repay laese of the
exorbitant interest rates. This situation has thedéncy of creatingloan-losses; higher-interest cycle
phenomenon. RCBs are thus recommended to estadwishd and competent credit risk management units
which are run by best practices in risk managenseich as the institution of a clear loan policy ahd
adherence to underwriting authority and limits.flSeéd RCBs credit units such as project and advaneeagers,
credit/loan officers and field officers performsrange of functions from project appraisals throughdit
disbursement, loan monitoring to loans collectibhus issues pertaining to their selection, trainplgcement,
job evaluation, discipline, and remuneration neede tackled effectively.

Opinion leaders, local authorities and governmetarferences such as quota-lending should be etexihfrom
the lending operations of RCBs. Rather, the regpmebbards of directors or top management of RGi8silsl be
allowed to operate independently. As Aboagye anigkQt(2010) concluded “Laws and codes of conduct
recently designed to guide the conduct of RCBsirmss should be allowed to work and that RCBs shpay
attention to developing the competencies of theartls and senior management”.

The study also revealed that rural banks with higlaital adequacy ratios can better advance noanesland
absorb credit losses whenever they crop up aneftirer record better profitability. This finding sagots the
new directive of the BOG for the re-capitalizatimirural and community banks.
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