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Abstract 

Bank is a financial intermediary that collects deposit from the surplus sector and disburses that 

as loan to the deficit sector and thus it earns profit.Bank deals with other’s money. Banking 

business is very important for the economic development of any country. Bank also contributes 

a lot to the sustainable growth of any country. To run banking business smoothly, each bank has 

to maintain appropriate liquidity level which is affected by different factors.In this article an 

attempt has been made to find out the factors that affect the liquidity level of commercial banks 

in Bangladesh. This research paper has mainly used primary data collected from 100 bankers 

both from Islamic bank and conventional bank. Collected data has been analyzed by using SPSS 

version no. 16 through descriptive statistics, reliability test, factor analysis, and t-test. This 

paper has revealed that bank size, design, location and modern technology; monetary policy of 

the government; competition in the industry; skilled bank employee; loan and investment policy 

are the most influential factors where as GDP growth rate; branch expansion; clearing house 

are the least influential factors of liquidity but surprisingly liquidity factor does not differ from 

conventional banks and Islamic banks. 
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Introduction 
 

Bank is an intermediary institution that makes relationship between the owner of surplus savings 

and the investor of deficit capital. In this process, banks earn profit by receiving interest from the 

borrowers who want to take short term and or long term loans and making relatively lower 

interest payment to the depositors for providing their funds for use by the bank (Khan, 2009). 

According to Rose (2005), bank is a financial intermediary accepting deposits and granting loans; 

offers the widest menu of services of any financial institutions. Bank does many important 

activities. Without smooth functioning of banking sector, the economic development of any 

country is almost impossible. Banking sector is regulated by the rules and regulations of central 

bank of Bangladesh named as Bangladesh Bank. One such important rule for bank is to ensure 

adequate liquidity to meet up customer’s demand and other expenses. In the Dictionary of 

Banking and Finance, liquidity has been defined as the quality that renders an asset convertible 

into cash on short notice, by sale in the open market or by discount, usually at a minimum of loss. 

Banks need to be ready always to fulfill the liquidity demand that comes from various corners and 
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this liquidity can be in cash or near cash assets etc. Without maintaining liquidity, bank may face 

liquidity risk which is a financial risk that for a certain period of time at a given financial asset, 

security, or commodity cannot be traded quickly enough in the market without impacting the 

market price (wikipedia.org). It is also important to remember that liquidity is affected by 

different factors and every banker should know these factors to run their business successfully. 

This paper has tried to identify the factors that affcet the liquidity level of commercial banks in 

Bangladesh as well as to know whether factors are different for Islamic banks and conventional 

banks. Furthermore, this writing has given some essential clues for the bankers for better liquidity 

management of the banking sector in Bangladesh. 

 

Literature Review 
 

To maintain optimum liquidity is very important for risk management of financial institutions. 

There are several factors that affect liquidity level. Aikaeli (2006) noted that the credit risk, the 

right level of funding, preference of cash, the volatility of deposits are fundamental determinants 

of excess liquidity. On the other hand, the Basel committee (2009) explained that the viability of 

commercial banks depends on the position of the liquidity. Valla and Saes-Escorbiac and Tisset 

(2006) studied the liquidity measures for banks in England. They found that profitability, growth 

in the credit, GDP, monetary policy, interest rates have a negative impact on bank liquidity. 

Hovarth et al. (2012) studied a sample of Czech banks between 2000 - 2010. They observed a 

negative relationship between the creation of liquidity and bank capital. They have shown that 

Basel III reduces liquidity creation, but the creation of high liquidity can reduce bank solvency. 

Moussa (2015) found that financial performance, capital / total assets, operating costs/ total 

assets, growth rate of GDP, inflation rate, and delayed liquidity have significant impact on bank 

liquidity while size, total loans / total assets, financial costs/ total credits, total deposits / total 

assets do not have a significant impact on bank liquidity. According to Vodova (2015), liquidity 

is positively related to capital adequacy, interest rates on loans, share of nonperforming loans and 

interest rate on interbank transaction whereas negatively related to inflation rate, business cycle 

and financial crisis. Kamau (2013) found that 42.2 % variations in liquidity level are explained by 

changes in the various factors notably contingency planning, profitability, banks major 

obligations, management policies, credit rating, monetary policies, government expenditure and 

balance of payment status with 57.8 % of the variation being explained by other factors external 

to the model. From the study, the writers concluded that there are other factors, other than Central 

Bank of Kenya regulations which influence liquidity level of commercial banks in Kisumu City. 

Chagwiza (2014) found there is a positive link between bank liquidity and capital adequacy, total 

assets, gross domestic product and bank rate whereas adoption of multi currency, inflation rate 

and business cycle have a negative impact on liquidity. Choon et al. (2013) found non performing 

loan, profitability and Gross Domestic Product affect bank’s liquidity positively whereas bank 

size, capital adequacy, financial crisis and interbank rate affect negatively but turned out 

insignificant. Hackethal et.al. (2010) found that influence factors are highly significant and robust 

values for economy and monetary policy indicators. Liquidity creation depends highly on 

monetary policy tightness. They did not find any influence of bank specific factors such as 

financial performance or size on liquidity creation. Operational bank activities influence 
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precautionary liquidity. In contrast, financial system and macroeconomic conditions have an 

effect on involuntary liquidity (Wuryandani, 2012). According to Roman and Sargu (2015) 

depreciation of the loans portfolio had negative impact on the overall liquidity of the banks. 

Marozva (2015) has concluded there is a negative significant deterministic relationship between 

net interest margin and funding liquidity risk. However, there is an insignificant co-integrating 

relationship between net interest margin and the two measures of liquidity. Munteanu (2012) has 

assumed the global crisis has proven that the lack of bank liquidity was the main trigger of all the 

negative events. Many profitable banks faced difficulties in managing their own funds due to the 

misunderstanding of liquidity risk. The researcher also tried to identify the factors that influence 

bank liquidity through a multiple regression model and found that the previous assumption is 

true. The available literature found from different sources gives an indication about liquidity 

determinants of different countries except Bangladesh. That is why this research has taken an 

attempt to find out the factors affecting liquidity level of commercial banks in Bangladesh. 

 

Objectives of the Research 

 
1. To determine the factors that affect the liquidity level of commercial banks in 

Bangladesh. 

2. To examine whether factors of liquidity level of conventional bank differ from Islamic 

bank. 

 

Research Methodology 
 
Data Collection: In order to accomplish the study, data has been collected from both the 

primary and secondary sources. Primary data has been collected by using judgment sampling 

method directly from 100 bankers both from conventional banks and Islamic banks through a 

structured questionnaire which has been made by utilizing five point Likert type scale where (5= 

strongly agree, 4=agree, 3 = neutral, 2= disagree, 1= strongly disagree).This questionnaire has 

been prepared based on the factors provided by Khan (2009). Secondary data have been 

collected from research articles, books, reports, and websites. 

 
Data Analysis: Collected data have been analyzed and presented using descriptive statistics, 

ranking of variables, factor analysis techniques using varimax rotation. To test the reliability of 

data Cronbach’s alpha has been calculated. At last, t-test has been conducted to examine the 

difference between the factors of liquidity level of Islamic banking and conventional banking. 

 

Research Hypothesis: 

Ho: Factors of liquidity level of conventional bank differ from Islamic bank. 

Ha: Factors of liquidity level of conventional bank do not differ from Islamic bank. 

For all analysis, SPSS software version no. 16.0 has been used. 
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Analysis and Findings 
 

Table 1: KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .648 

Bartlett's Test of Sphericity Approx. Chi-Square 956.237 

Df 171 

Sig. .000 

            Source: Field survey, 2015 
 

According to Kaiser-Meyer-Olkin Measure of Sampling Adequacy for individual variance it is 

found that there is sufficient correlation among all the variables as the value is .648 and the data 

set is suitable for further analysis. Barlett’s test of Sphericity is showing that the overall 

significance of the correlation matrices is good. 
 

Table 2: Reliability Statistics 

Cronbach's Alpha N of Items 

.689 19 

      Source: Field survey, 2015 
 

To do scientific research reliability test is important which refers to the consistency of a measure. 

In the above table reliability of the collected data has been calculated by calculating Cronbach’s 

Alpha. Cronbach’s Alpha reliability coefficient normally ranges between 0 to 1. According to 

Gliem and Gliem (2003) a high value for Cronbach’s Alpha indicates good internal consistency 

of the items in the scale. As summarized in table 2, data have a good degree of reliability since 

each computed statistic is .689. 

 
Table 3: Ranking Importance of Different Factors Related to Liquidity Level  

Factors N Mean Standard 

Deviation 

Ranking 

of the 

Factors 

Bank size, design, location and modern technology affect 

your bank’s liquidity level. 

100 4.82 .479 1 

Monetary policy of government affects your bank’s liquidity 

level. 

100 4.78 
.462 

2 

Competition in banking industry affects your bank’s liquidity 

level. 

100 4.64 
.689 

3 

Skilled bank employee affects your bank’s liquidity level. 100 4.64 .523 3 

Loan and investment policy affects your bank’s liquidity 

level. 

100 4.60 
.636 

4 

Riskiness of bank affects your bank’s liquidity level. 100 4.54 .539 5 

Characteristics of local economy affect your bank’s liquidity 

level. 

100 4.54 
.642 

5 
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Factors N Mean Standard 

Deviation 

Ranking 

of the 

Factors 

Innovation of new, diversified service affects your bank’s 

liquidity level. 

100 4.52 
.674 

6 

Existence of money market affects your bank’s liquidity level. 100 4.52 .731 6 

Economic condition affects your bank’s liquidity level. 100 4.50 .704 7 

Public confidence affects your bank’s liquidity level. 100 4.38 .776 8 

Socially respectable person in the bank management affects 

your bank’s liquidity level. 

100 4.28 .780 9 

Reserve ratio affects your bank’s liquidity level. 100 4.28 .533 9 

Relative changes of population affect your bank’s liquidity 

level. 

100 4.26 
.773 

10 

Banking habit of people affects your bank’s liquidity level. 100 4.20 .724 11 

Growth rate of GDP affects your bank’s liquidity level. 100 4.16 .581 12 

Expansion of branches affects your bank’s liquidity level. 100 4.14 .696 13 

Banking structure affects your bank’s liquidity level. 100 4.04 .634 14 

Clearing house affects your bank’s liquidity level. 100 3.60 .898 15 
Source: Field survey, 2015 

 

From table 3, it is seen that bank size, design, location and modern technology has got the highest 

priority with mean value of 4.82, whereas monetary policy (4.78), competition in the banking 

industry and skilled bank employee (4.64 each), loan and investment policy (4.60), riskiness of 

the bank (4.54) are the most important factors that affect the liquidity level. On the other hand, 

clearing  house, banking structure, expansion of branches, growth rate of GDP, banking habit of 

people are to be considered as less important factors. Rests of the factors are also important that 

can affect liquidity level of a bank. 

 

Factor Analysis: 

 
Table 4: Communalities of Different Factors Related to Liquidity 

Factors Initial Extraction 

Bank size, design, location and modern technology affect your bank's liquidity 

level. 
1.000 .792 

Skilled bank employee affects your bank's liquidity level. 1.000 .898 

Innovation of new, diversified service affects your bank's liquidity level. 1.000 .677 

Socially respectable person in the bank management affects your bank's liquidity 

level. 
1.000 .727 

Loan and investment policy affects your bank's liquidity level. 1.000 .815 

Economic condition of a country affects your bank's liquidity level. 1.000 .829 

Characteristics of local economy affect your bank's liquidity level. 1.000 .732 

Public confidence affects your bank's liquidity level. 1.000 .756 
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Monetary policy of government affects your bank's liquidity level. 1.000 .701 

Relative changes of population affect your bank's liquidity level. 1.000 .863 

Riskiness of bank affects your bank's liquidity level. 1.000 .853 

Reserve ratio affects your bank's liquidity level. 1.000 .785 

Growth rate of GDP affects your bank's liquidity level. 1.000 .743 

Banking habit of people affects your bank's liquidity level. 1.000 .735 

Clearing house affects your bank's liquidity level. 1.000 .693 

Banking structure affects your bank's liquidity level. 1.000 .523 

Expansion of branches affects your bank's liquidity level. 1.000 .824 

Existence of money market affects your bank's liquidity level. 1.000 .680 

Competition in banking industry affects your bank's liquidity level. 1.000 .669 

Extraction Method: Principal Component Analysis. 

 Source: Field survey, 2015 

 

The proportion of variance in any one of the origin variables, which is begin captured by the 

extracted factor, is known as communality (Nargundkar, 2002). Communalities table tells us that 

after seven factors are extracted and retained in rotated component matrix the communality is 

.792 for variable 1, .898 for variable 2 and so on. 

 
Table 5: Rotated Component Matrix

a
 

Factors  Factor Loading 

1 2 3 4 5 6 7 

Socially respectable person in the bank 

management affects your bank's liquidity level 

.741       

Existence of money market affects your bank's 

liquidity level. 

.738       

Skilled bank employee affects your bank's 

liquidity level. 

.674       

Clearing house affects your bank's liquidity level. .661       

Growth rate of GDP affects your bank's liquidity 

level. 

 .820      

Expansion of branches affects your bank's 

liquidity level. 

 .807      

Reserve ratio affects your bank's liquidity level.  .576      

Innovation of new, diversified service affects 

your bank's liquidity level. 

  .754     

Competition in banking industry affects your 

bank's liquidity level. 

  .741     

Banking structure affects your bank's liquidity 

level. 

  -.554     

Riskiness of bank affects your bank's liquidity 

level 

   .900    
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Factors  Factor Loading 

1 2 3 4 5 6 7 

Relative changes of population affect your bank's 

liquidity level. 

   .627    

Monetary policy of government affects your 

bank's liquidity level. 

   .527    

Bank size, design, location and modern 

technology affect your bank's liquidity level. 

    .829   

Economic condition of country affects your 

bank's liquidity level. 

     .846  

Loan and investment policy affects your bank's 

liquidity level. 

     .697  

Banking habit of people affects your bank's 

liquidity level. 

      .796 

Eigen value 4.321 2.797 1.844 1.617 1.340 1.237 1.140 

Variance explained (%) 22.744 14.722 9.704 8.513 7.051 6.509 5.998 

Cumulative variance explained (%) 22.744 37.467 47.171 55.684 62.735 69.243 75.241 

Extraction Method: Principal Component Analysis.  

Rotation Method: Varimax with Kaiser Normalization.  

a. Rotation converged in 9 iterations. 

Source: Field Survey, 2015 

 

Discussion on Rotated Factor Analysis: 
The first factor includes four sub factors named as socially respectable person in the bank 

management, money market existence, skilled bank employee and clearing house. Here, socially 

respectable person in the bank management has got the highest importance and clearing house has 

got the lowest importance.The second factor includes three sub factors named as GDP growth 

rate, expansion of branches and reserve ratio. GDP growth rate has got the highest importance 

and reserve ratio has got the lowest importance. There are three sub factors in third factor such as 

innovative service, competition in banking industry and banking structure. Here innovative 

service and competition in the banking industry has respectively got the highest and the lowest 

importance. There are three sub factors in fourth factor such as riskiness of bank, relative changes 

of population and monetary policy. Riskiness of bank is the highest important and monetary 

policy is the lowest important sub factor here. There is only one sub factor in factor number five 

that is bank size, design, location and modern technology. The sixth factor includes two variables 

named as country’s economic condition, loan and investment policy. Besides, there is only one 

variable in factor number seven that is banking habit of people.  

 
Table 6: Group Statistics 

 Type of bank N Mean Std. Deviation Std. Error Mean 

Liquidity factors are 

different for Islamic and 

conventional banks 

Conventional bank 54 3.4444 1.39631 .19001 

Islamic bank 46 3.5217 1.18770 .17512 



22  ASA University Review, Vol. 10 No. 2, July–December, 2016 

 

 

 
           

Table 7: Independent Samples Test 

  Levene's Test 

for Equality of 

Variances t-test for Equality of Means 

  

F Sig. T df 

Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence 

Interval of the 

Difference 

  
Lower Upper 

Liquidity 

factors are 

different 

for Islamic 

and 

convention

al banks 

Equal 

variances 

assumed 

3.589 .061 -.295 98 .768 -.07729 .26177 -.59677 

 

.44218 

 

Equal 

variances 

not 

assumed 

  

-.299 98 .765 -.07729 .25840 59008 .43549 

 Source: Field survey, 2015 

 

Because the standard deviations for the two groups are similar (1.39 and 1.18), the "equal 

variances assumed" column has been used. The results indicate that there is no statistically 

significant difference between the factors of liquidity level of Islamic bank and Conventional 

bank (t = -.295, p = .768).Hence Ho is rejected and Ha is accepted and this paper would like to 

infer factors of liquidity level are the same for both the conventional bank and Islamic bank. 

 

Conclusion and Scope for Further Research 
 

Now a days, banking sector is the most competitive sector in Bangladesh. On that point of view, 

this paper reveals the factors that affect liquidity level of the commercial banks in Bangladesh. It 

is found that bank size, design, location and modern technology; monetary policy of the 

government; competition in the industry; skilled bank employee; loan and investment policy are 

the most influential factors whereas GDP growth rate; branch expansion; clearing house are the 

least influential factors of liquidity in Bangladeshi banking industry. Another important finding of 

this research is conventional banks and Islamic banks possess same liquidity factors that give a 

green signal for the banking industry. Academicians and Bankers can gain an insight about the 

liquidity management of the banking sector in Bangladesh from this paper but this research can 

also be extended to different aspects of liquidity that will lead to sustainable growth of the 

banking industry in Bangladesh and all over the world.  
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