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Abstract

The current study aimed to test the effect of liquidity indicators (cash
balance ratio, legal reserve ratio, legal liquidity ratio, employment ratio) on
the profitability of banks (rate of return on assets, rate of return on equity)
listed on the Stock Exchange in Palestine. Data extracted from the financial
reports of Palestinian banks during the time period 2010 - 2020. The
researcher used the Multiple Linear Regression model to test whether the
liquidity indicators have an impact on the profitability of banks. The
researcher also relied on the Ordinary Least Squares method to estimate the
parameters of the regression model. Three controlling variables were used,
including bank size, financial leverage, and age of the bank, in order to
neutralize the effect of these variables on the dependent variable (bank
profitability). The results of the study indicated that the cash balance ratio,
legal reserve ratio, and employment ratio have a negative, statistically
significant effect on the rate of return on assets. The results also indicated
that the cash balance ratio, legal reserve ratio, legal liquidity ratio, and
employment ratio have a negative, statistically significant effect on the rate
of return on equity. The results of the current study are in agreement with
what was revealed by the results of many previous studies conducted in
different foreign environments, and found a negative statistically
significant effect between the liquidity indicators and the profitability of
banks. Therefore, the results of the current study represent a test evidence
from the Palestinian environment that there is a negative and moral impact
of liquidity indicators on the profitability of banks, which indicates the
necessity for the Palestinian Monetary Authority to issue laws that ensure
achieving a balance between liquidity and profitability.

Key words: liquidity indicators, cash balance ratio, legal reserve ratio,
legal liquidity ratio, employment ratio, bank profitability, rate of return on
assets, rate of return on equity.
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