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Abstract 
 

Rural and Community Banks concept through the ingenuity of the Central Bank has come to stay in Ghana. Their 

involvement and contribution to the financial sector and the economy in general are enormous. Most importantly, 

providing jobs to the youth, financial assistance to farmers, artisans and petty traders in the rural areas who 

hitherto were denied by the big commercial, investment and development banks in the cities and developing 

savings and commerce cultures in the rural dwellers cannot be underestimated. The main challenge they face is 

inadequate share capital. Subscription to the Rural and Community Banks shares is low and the need to promote 

interest in existing and prospective shareholders will enable them to take advantage of business opportunities and 

provide improve financial services. The aim of this research therefore was to examine the impact of share price 

on the financial performance of Rural and Community Banks. Survey questionnaires were administered on 

directors and senior managers of twenty five (25) Rural and Community Banks with a response rate of 86 percent. 

The data were tested using Regression Analysis and Statistical Package for Social Sciences (SPSS). Variables 

comprising Profitability, Liquidity and Economic Value Added were considered to have relationship with RCBs 

share prices and hence contribute to their financial performance. The study also contributes to knowledge as it 

addresses the gap in existing literature by focusing on Rural and Community Banks (RCBs) shares unlike those 

financial institutions whose shares are traded on the Stock Market. 
 

Keywords: Shares, RCBs, Profitability, Liquidity, Economic Value Added, Dividend 
 

1.0. Background to the Study 
 

Investment in Rural and Community Banks (RCB’s) as part owner prior to its incorporation and in the course of 
its life-long journey is of paramount importance to policy makers, development advisors and rural opinion 

leaders. From policy makers, development advisors, the government and foreign partner organisations, majority 

of the population live in the rural communities therefore individual investment through acquisition of Rural and 

Community Banks shares can raise colossal sum of capital for development projects (Adams, 1978). Rural and 

Community Banks-based capital mobilization improves central government revenue mobilization via taxation and 

control of currency in circulation to bring local folks aboard the monetary economy (Adams, 1978).  
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Rural opinion leaders without hesitation are very concerned with opening up and networking their rural 

communities to the rest of the urban areas and the world at large through rural financial institutions stock 

financing (World Bank Research Observer, 1994). 

 

Shares are the pillars of modern-day economies especially mobilizing the requisite capital for companies at a 

reasonably low cost as compared to other sources of funds such as borrowing (Uddin et al., 2013). It provides a 

means for investment and capital formation and can act as an indicator or predictor of overall business condition 

(Sharma, 2011). To address short-term cash necessities RCB’s lend among themselves or from their mother bank-

ARB Apex Bank Limited (Boapeah, 2011). In instances of long term financing RCBs sell shareholding interests  

in  the bank to  the  public,  or  borrow  from  the  public  by  selling shares (Atta-Bronya, 1997). Shares exist to 

enable Rural and Community Banks (RCBs) in need of long term financing to sell pieces of their business as 

shares for cash or consideration other than cash. It is therefore appropriate to conduct a study to assess the impact 

of share pricing on financial performance of RCBs in Ghana. 

 

2.0. The Theory of Share Pricing 
 

Shares signify proprietorship interest in a company (Verwijmeren, 2010). Shares form integral part of portfolio 

investment for business organizations. The perception of Shares as channel of investment has witnessed 

astronomical growth. This permits the public to freely invest in shares (Verwijmeren, 2010). Shares offered to 

members of the public provide them with vested interest in the company’s assets, profits, and dividends.  This 

interest in the company provides the investor the incentive and motive to buy and sell shares of a specific firm at a 

specific price. It also keeps investors concerned with the company’s business model, earnings potential, debt 
structure, product line, and a number of other variables. Along with the company’s earnings and assets, each 
investor is also entitled to a certain voting right that is attached to each share. Ownership of stock is documented 

in what is called share registry and stock certificate. 

 

2.1. Typologies of Shares 
 

Per the Ghana Companies Code, 1963 (Act 179), Section 48 there are two typologies of shares namely Preference 

and Ordinary. 
 

Preference Shares:   
 

Preference share do not enable holders the right to participate beyond a specified distributable amount of money 

whether by way of dividend, on recovery, in a winding up, or otherwise. According to the Johannesburg Stock 

Exchange (2014) preference shares are those shares which fulfil both the following two conditions:   
 

i. They carry preferential share right  in  respect  of dividend at a fixed rate,   

ii. They also carry preferential right in regard to payment of capital on winding up of the company. 
 

Equity Shares 
 

Equity shares forms part of the share capital which is not a preference share capital and they are the real owners of 

the company.  In other words, shares which are not Preference shares (Ghana Companies Code, 1963, Act 179).  

Equity shares are also known as Ordinary Shares. 
 

2.2. Relationship between Share Prices and Financial performance 
 

With the increasing global competition, companies are focusing their efforts on creating shareholder value in 

order to survive the intense competition (Irungu, 2013). In view of this, it is becoming important for companies to 

measure the value they create for their shareholders. Keeping track of the value created year-on-year enables 

companies to evaluate past decisions and make decisions that will improve shareholder value (Moncla& Gregory, 

2003). Investors and market analysts resort to financial statement analysis when it comes to share investing 

(Irungu, 2013).  
 

Likewise, Johnson and Soenen (2003) in their work involving 478 firms between 1982 and 1998 concluded big 

sized and profitable firms with high level advertising expenses have better performance.  
 

Hobarth (2006) studied the connection between financial indicators and firm performance for 19 years using 17 

financial gauges and three variables of firm’s performance measurement notably market performance (stock 
market value), cash flow performance (dividend per share), and profitability (ROI).  
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The work revealed firms have low book to market ratio, efficient working capital management, low liquidity, 

more equity and less liabilities, and high retained earnings have high profitability based on ROI. Firms with 

unqualified opinions from auditors, more liabilities and less equity, low total assets and retained earnings have 

better cash flow performance (measured by cash dividend). Furthermore, firms with low book to market ratio, 

efficient working capital management, more equity and less liabilities, low total assets, and high EBIT margin 

have better market performance (measured by changes in stock price). 

 

Daniati and Suhairi (2006) demonstrated cash flow from investing activities, gross profit, and company size 

significantly affects expected return on shares. On the other hand, cash flow from operating activities does not 

affect expected return significantly. In the work of Meythi (2006) 100 firms during the period of 1999-2002 

leading to the suggestion that profit persistence is an intervening variable.   

 

Anggraini et al. (2004), tried to learn the effect of fundamental variables on abnormal return during crisis and 

non-crisis period. The research period is 1995-2002, where 1998 is considered as crisis period. The paper used 

seven fundamental variables: inventory, accounts receivable, gross profit, marketing and administrative expense, 

allowance for doubtful account relative to sales, effective tax rate, and audit qualifications. During crisis period, 

only gross profit affects abnormal return significantly, while in non-crisis period inventory, financial reports, and 

audit qualifications have significant influence on abnormal return. The effect of financial ratios in connection with 

shares prices have been variedly studied in different parts of the world as demonstrated in the work of Hobarth 

(2006).  Adding on, within the thinking of Hobarth (2006); (Irungu, 2013) suggested the size of the firm and cash 

flow have effect on proceeds.  

 

3.0. Research Methodology 
 

The population of this study involved Rural and Community Banks (RCBs) in the Ashanti Region which amount 

to twenty six (26).  The sampling frame therefore consisted of the 26 RCBs in the Ashanti Region. The sampling 

frame was specifically chosen from the Ashanti Region because of the high concentration of RCBs in the region, 

highest paid-up capital, profit performance and total assets as compared to all other regions in Ghana. The target 

population comprised of board of directors in charge of finance and accounts; board of directors in charge of 

operations; and senior management consisting of senior managers of the RCBs in the region; head of accounts and 

finance and head of operations. In each RCB in the Ashanti Region, there were two (2) board members in charge 

of finance and accounts and two (2) board members in charge of operations respectively. Similarly, the 

management of each RCB in the Region consisted of three (3) management staff which was earlier indicated as 

senior manager, head of accounts and finance; and head of operations. This means that there are seven (7) 

officials in each of the RCBs who are involved in the pricing of RCBs shares hence provided the valid 

information required for this study. It was earlier indicated that the 26 RCBs in the region were involved in the 

study less one being distressed, hence with 7 officials with responsibility of share pricing in each RCB, the target 

population for the study was 175. 

 

3.1. Sample and Sampling Techniques 
 

Sampling provides the researcher an opportunity to select few participants from a group. With regards to this, 

purposive sampling was adopted to collect data from the target population comprising of board of directors; 

senior managers; head of accounts and finance; and head of operations. Purposive sampling is judgemental and 

deliberate technique of obtaining data from a particular area or group of respondents when they are the only 

particular elements with the required information (Kerlinger, 1986; Rea and Parker, 1997; Struwig et al., 2001). 

According to Krathwohl (1998) purposive sampling deliberately seeks individuals or situations that have the 

uttermost potential of explaining the study being studied. Also, Saunders (2009) noted that purposive sampling 

provides the researcher the room to use his criteria to select cases to answer the research question(s). It is 

therefore the desire of this study to collect the requisite information from respondents with the most experience 

and knowledge in the pricing of RCBs shares. Practically, the survey questionnaire was administered to board of 

directors; and senior management staff of RCBs comprising of 175 respondents of which 150 was retrieved 

representing the sample size for the study.  
 

3.3. Data Requirements and Data Collection 
 

Data Collection involves systematic data gathering for an intended purpose from various sources; including 

questionnaires, interviews, observation, existing records, and electronic devices (Saunders, 2009). Data collection 

preceded the analysis of the data. The study used data made up of primary and secondary. 
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Data collected for the first time is referred to as primary data by a researcher and secondary data are data taken by 

a researcher from documentary sources either internal or external (Saunders, 2009). Types of secondary data 

include documentary data, survey – based data and multiple – source data (Saunders, 2009). Documentary data 

include written materials such as notices, correspondence (including emails), and reports to shareholders, meeting 

minutes, transcripts and administrative and public records. Survey – based secondary data can also be described 

as data collected using a survey strategy, usually using questionnaires already analysed for their intended purpose. 

Also, Multiple – source secondary data is entirely based on documentary or on survey secondary data or an 

amalgam of the two (Saunders, 2009). 

 

The  study relied on secondary  data  that were picked (collected)  from annual reports and financial statements of 

RCBs, Bank of Ghana (BOG), ARB Apex Bank ,Ghana Statistical Service (GSS), Registrar General’s 
Department and  other research materials on share prices and macroeconomic variables. The primary time series 

data source covered the period December 2012 to December 2014 yearly data.  Data validity and reliability was 

censured by collecting information only from the source to ensure accuracy as a basis for generalizations. 
 

3.4 Data Analysis 
 

Following data collection was data analysis. The term analysis refers to the computation of certain measures along 

with searching for patterns of relationship that exist among data-groups (Kothari, 2004). Thus, in the process of 

analysis, relationships or differences supporting or conflicting with original or revised hypotheses was subjected 

to statistical tests of significance to determine with what validity data can be said to indicate any conclusions.  

Data analysis can be quantitative (exploratory and descriptive), qualitative (inductive and deductive) or both 

(Saunders, 2009). This study adopted the quantitative analytical approach where both the exploratory and the 

descriptive approaches to examine the relationship between the independent variables and the dependent 

variables. 

 

The exploratory data analysis approach emphasised on the use of diagrams to understand the data. Descriptive 

statistics enabled the researcher to describe (and compare) variables numerically. Data collected from the RCBs 

were edited, rationalized and collated. The data were coded with each question given a unique code. The field 

data were also categorised and tabulated to respond to the study objectives.  The data collected were analysed 

using Microsoft Excel (ME) and Statistical Package for Social Sciences (SPSS) software. Multiple regression and 

correlation analysis were applied to determine the connection between the variables that is dependent and 

independent.  

 

 

 

4.0 Result 
 

4.1. Positive Impact of Share Prices on the profit of RCBs 
 

Expectations of high profits especially for future projections of firms has been one of the hallmarks that business 

entities desire to achieve (Joshi and Hanssens, 2010). As a result of this, it makes sense to explore the positive 

impact of share prices on the profit of RCBs. From the results presented, 38.0% of the respondents agree that 

share prices have positive impacts on the profits of RCBs. However, 36.7% of the respondents also disagree 

strongly that share prices have positive impact on the profits of RCBs.   
 

Considering, the responses in the category of lowly agree; agree and highly agree as against the 36.7% of 

respondents that disagree that there is a positive linkage between the prices of shares issued by RCBs, it is prudent 

to suggest that majority of respondents agree that there is a positive impact of share prices on the profit of RCBs. 

Research Objective Data Requirements Data Collection Source Of Data Data Analysis 

The impact of share 

prices on financial 

performance 

Primary and 

Secondary Data 

(Quantitative Data) 

Libraries, 

Management, Internet 

sources, Audit Firms 

Financial 

Statements of 

RCBs and Survey 

Questionnaires 

Microsoft Excel,  

Regression 

Analysis and 

SPSS 
The relationship 

between share pricing 

and financial 

performance of RCBs 

in Ghana  

Primary and 

Secondary Data 

(Quantitative Data) 

Libraries, 

Management, Internet 

sources, Audit Firms 

Financial 

Statements of 

RCBs and Survey 

Questionnaires 

Microsoft Excel,  

Regression 

Analysis and 

SPSS 
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This therefore implies that the positive prices of RCBs shares would have better impact on profitability and 

liquidity; this therefore leads to improvement in their operations in instances of venturing into expansion projects. 

Similarly, as a result of improved performance and expansion they are able to compete effectively with the 

commercial, development and investment banks which are largely concentrated in the cities and benefiting from 

scale of economies. 

 

Table 4.1: Impact of Share Prices on the Profits of RCBs 
 

    Response Frequency Percent (%) 

 1. Disagree 55 36.7 
2. Lowly Agree 17 11.3 
3. Agree 57 38.0 
4. Highly Agree 

Missing 
20 

1 
13.4 

0.6 

Total              150                100 
 

Source: Field Survey, 2015 
 

4.2. Positive Impact of Share Price on the Liquidity of RCBs 
 

Liquidity is important in the management of business organizations like the RCBs. It allows them to meet their 

routine obligations in their business activities. Previous works like Edmans et al. (2013); and Fang et al. (2009) 

have emphasised the benefits of liquidity in relation to share prices of firm. In this direction, the intention was to 

ascertain the positive effect of share price on the liquidity of RCBs in Ghana. This is because, the previous studies 

could not focused on RCBs as far as the positive impact of share price on the liquidity is concerned. Drawing on 

from Table 4.2., share prices were also assessed on the liquidity of RCBs. From the survey results, a majority of 

61.4% of the respondents agree that share prices have positive impact on liquidity. Moving forward, 16% of the 

respondents strongly disagree that high share price has a positive impact on the liquidity of RCBs.  

 

Based on the above analysis of the result of this study, it can be suggested that share prices have positive impact 

on the liquidity of RCBs. This finding is in consistent with the work of Arian et al. (2014) that the liquidity of 

markets is linked to the liquidity of firms. The fact is that, if the market is liquid, investor confidence will soar 

which will create investment in diverse areas including RCBs shares. At this point, the prices of shares of RCBs 

would serve as a vehicle for liquidity in the RCBs. Hence, the nature of the price of RCBs shares would determine 

the quantum of liquidity that would be realized. 
 

Table 4.2: Impact of Share price on the liquidity of RCBs 
 

Response Frequency Percent 

 1. Strongly Disagree 24 16.0 
2. Disagree 13 8.7 
3. Agree 92 61.4 
4. Highly Agree 

Missing 
20 

1 
13.3 

0.6 

 Total                      150               100 

 

Source: Field Survey, 2015 

 

4.3. Hypotheses Testing 
 

Sykes (2000) indicates that a key fundamental requirement for this study is the formulation of hypotheses 

regarding the various share pricing variables. The hypotheses were however tested to ascertain the connection 

between dependent and independent variables. The Pearson Correlation was therefore used to test the hypothesis 

based on the primary data collected. The decision in accepting or rejecting the hypotheses was based on the nature 

of the correlation coefficient(r) whether positive or negative. In addition to this premise, we accept the hypothesis 

when the direction of the r confirms the null hypothesis and vice versa. The nature of relationship of the variables 

is ascertained when r is between 0 and 0.3 the relationship is considered to be weak. Similarly, when the r value is 

in the range of 0.31 to 0.59, the connection between the variables is considered to be average. Finally, correlation 

coefficient, r from 0.6 to 1.0 indicates that the relationship between the variables is strong.  
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1. H0: Liquidity is negatively connected to RCBs share prices 
 

HA: Liquidity is not negatively connected to RCBS share prices 
 

Regarding Hypothesis 1 above with reference to Table 4.5.1 below, in the case of the independent variable 

liquidity (r = 0.181, p = 0.219). Based on the direction of the r which is positive as far as the null hypothesis is 

concerned it makes sense to reject the null hypotheses at a significant value of p = 0.219. Hence it can be 

concluded that Liquidity is not negatively related to RCBs share prices. In other words, it can be said that liquidity 

is positively related to RCBs share prices. At this point, it is important to examine the connection between 

liquidity and RCBs share prices. In this direction since r = 0.181 the relationship is considered weak between 

liquidity and RCBs share prices however, this relationship is statistically significant.  

 

2. H0: Profitability is positively related to RCBs share prices 
 

HA: Profitability is not positively related to RCBs share price 
 

The hypothesis 2 above sought to establish a relationship between profitability and RCBs share prices. The 

independent variable profitability has r = 0.487, p<0.001. This suggests a positive correlation between 

profitability and RCBs share prices. Hence the null hypothesis is accepted. However, considering the direction of 

r = 0.487, suggest that the strength of the relationship between profitability and RCBs shares is average or 

mediocre which is still statistically significant.  The mediocre relationship between profitability and RCBs share 

pricing implies that share pricing may not be the only business activity that is responsible for the profitability of 

RCBs. However, the positive correlation implies that as the RCBs issue shares to the public some level of profit is 

bound to be made.  

 

Table 4.2: Pearson Correlation Analysis for Hypotheses Testing 
 

Independent 

Variables 
Pearson correlation 

coefficient, r 
p-value 

N (Number of 

Occurrence) 
Decision on null hypotheses  

1. Liquidity 0.181 0.219 48 Reject 
2. Profitability 0.487 0.000 48 Accept 

 

Source: Survey Data, 2015 
 

4.3 Correlations Analysis: Hypotheses Testing 
 

In addition to testing the hypotheses using the primary data, testing the hypotheses using the secondary data 

collected was also done.  
 

4.3.1. Liquidity and Share Prices 
 

H1 tests the relationship between liquidity and share prices. The Pearson product-moment correlation was applied 

to ascertain liquidity and share price connection. From the results presented in Table 4.3.1, inference can be made 

that there is a positive connection between share price and liquidity of the RCBs at correlation coefficient of 0.181 

at an insignificant p = 0.219. As a result, the null hypothesis is rejected. The coefficient of 0.181 indicated a weak 

positive connection between liquidity and share price. 
 

4.3.2. Profitability and Share Prices 
 

With respect to the association between profitability and share prices, the Pearson product-moment correlation 

was used. The correlation analysis showed a positive linkage between the profitability of RCBs in Ghana and 

their prices per share at correlation coefficient of 0 .487 at p = 0.000. The coefficient of 0.487 shows medium 

positive relationship between the variables at a significant value of 0.000.  Therefore, we do not reject the null 

hypothesis.  
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Figure 4.3: Relationship between Profitability and Share Prices 

 

Source: Field Survey, 2015 
 

Figure 4.3 shows a possible associations or relationships between liquidity and the prices of shares. The fit line 

indicates a positive relationship exists between the two variables. 

 

5.0. Discussion and Summary Results 
 

This section focuses on the discussion of the above results of this study. The analyses of the results were based on 

the primary and secondary data collected from RCBs which were mainly descriptive and inferential. The 

inferential analysis focuses on the testing of hypotheses using both primary and secondary data.  
 

 5.1. Impact of Share Prices on Financial Performance of RCBs 
 

Share prices are believed to have positive impacts on the profits of RCBs. These positive impacts will reflect 

mainly in the areas of liquidity, provision of efficient services to the public and expansion in terms of new 

branches, facilities and products.     
 

5.2. Hypotheses Testing Results 
 

The hypothesis led to the conclusion that liquidity is not negatively related to RCBs share prices. This conclusion 

is in agreement with the earlier finding of the descriptive analysis that RCBs shares have positive impacts on 

liquidity of RCBs. Also, the second hypothesis led to the conclusion that positive relationship exists between 

RCBs share pricing and profitability. However, this relationship is found to be moderate. This implies that 

irrespective of the share prices same amount of profit would be made by RCBs as a result of the floatation of 

shares.  
 

RCBs. Results from the testing showed as follows: 
 

 Liquidity is not negatively related to RCBs share prices. However, this relationship is however considered 

to be weak; 

 A moderate relationship exists between Profitability and therefore positively related to RCBs share prices; 
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