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The Role of Accounting Indicators in Explaining the
Relationship between Liquidity and Profitability in Egyptian
Commercial Banks

Abstract

This research aims to study the effect of accounting liquidity indicators on the
profitability indicators of Egyptian commercial banks. The profitability of banks
has been measured using the return on equity and return on assets and the
liquidity through five ratios; ratio of liquid assets to deposits, ratio of
investments to deposits, ratio of loans to total assets, ratio of liquid assets to
total assets, and ratio of financial investments to total assets. In addition the
researcher was concerned to measure the ability of banks administration to
achieve profitability levels at different levels of liquidity. So, the research
problem was investigating the effect of the change in accounting liquidity
indicators on the Egyptian commercial banks profitability. Thus, the main
question of the research whether there any effect of changing in liquidity
indicators on the profitability of commercial banks in Egypt?

The study followed the analytical descriptive method and the inductive
method, based on the analysis of the financial statements using the methods
of multiple regression analysis to test hypotheses in addition to the use of
descriptive statistics methods and Pearson correlation to discover the nature
of the relationship between the independent variables and their effect on the
dependent variables during the period from 2008 to 2016 using a complete
census of 31 commercial banks.

The results of the study revealed a significant adverse relationship between
the banking liquidity represented by the ratio of liquid assets to total deposits
and ratio of liquid assets to total assets and profitability. While there is a
significant positive relationship among the banking liquidity represented by
the ratio of investments to deposits, ratio of loans to total assets and ratio of
financial investments to total assets on profitability.

The study highly recommended considering the liquidity risk, especially
financial indicators that are inversely related to profitability and the necessity
of benefiting from the positive relationship to profitability to increase the
confidence of depositors by maintaining liquidity in a certain percentage in the
bank.

Keywords: liquidity, accounting, deposits, loans, liquid assets, return on
assets, return on equity.
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