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Abstract 

Banks liquidity is the main driver of banking operations, and the lack of the sufficient liquidity 
prevents banks from performing their role as a mediator between money owners and funding 
seekers, in addition to inability to meet the costs of daily operations including employees’ 
salaries. And this puts the bank in a risky situation threatening the bank survival. So bank 
liquidity shortage has consequences damages of social and economic. Where this shortage may 
deprive the funding seeker from establishing a business or industrial project or etc. of projects, 
which may contribute in economic development in the country in the one hand, and deprive his 
family from gaining additional income to improve their livelihood from the other hand. 

Therefore, one can find that banks have paying increased attention towards liquidity, and 
Central Banks Keep on liquidity ratios that banks should keep them. As long as banking 
deposits facilities, and profits are the actual drives of banks liquidity, this study examines in the 
effects of these activities on liquidity in Jordanian Commercial banks. 
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Problem Statement and Questions: 

Given that banking liquidity was from the direct reasons of occurring the global financial crisis, 
Basil Committee has issued new standards for liquidity in banks. The most important standards 
stipulates on: (Ratio of liquidity Coverage, represents high liquidity assets (according to Basel 
111) to net cash outflows should not be less than 100%). In this regard; the Central Bank of 
Jordan has issued a lot of memos related with bank’s liquidity in order to commitment in Basel 
111 decisions. From here, the problem of this study takes the following statement, “There are 
essential effects to deposits, facilities, and profits of banks, on the liquidity of banks.” 

This problem was discussed according to the following question: 

1- Deposits volume how can effect on liquidity in Jordanian Commercial banks? 

2- Is there any relationship between deposits structure and the bank liquidity? 

3- What are the effects of banking granted facilities on bank liquidity? 

4- To what extent the banks’ profits affect in the bank liquidity? 

5- Do Jordanian Commercial banks keep to balance between liquid assets and liabilities 
traded as a kind of commitment to the decisions of Basel 111? 

The Significance of the study 

Liquidity in the banks is the nutrient artery to the banking activities. Insufficient liquidity 
prevents the financing bank operations which it is the most important one of banking activities 
in producing profits. And because deposits are the most important source in creating banking 
liquidity, the importance of this study starts from this point which addresses two of the main 
sources of liquidity (Deposits and Profits), besides the main user of this liquidity (banking 
Facilities). 

The study objective: 

The main purpose of this study is to discern the impact of banking deposits, banking facilities, 
and banking profits on banking liquidity in Jordanian commercial bank through identifying the 
structure of deposits, and the extent of inconsistency between this structure and deadlines of 
repayment the granted facilities. 

The study Population and Sample: 

The population of this study consists of the Jordanian Commercial banks operating in Amman 
city, while the sample consists of all banks for the period 2010-2014. 

Data Collection: 

Secondary data was collected from the related literature and the regulations issued by the 
Central Bank of Jordan in Addition to the Basel 111 decisions. 

Methodology: 

This study was conducted through examining the changes of the three independent variables 
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(deposits, facilities, and profits) in the period's sample to the banks, and the effects of these 
changes on the liquidity in bank. 

The Study Model: 

 

 

 

 

 

 

Literature Review: 

The researcher has selected some previous studies that may be beneficial to the purposes of 
this study: 

-  A Study by Aikaeli (2006) under the title: “Determinants of Excess Liquidity in 
Tanzanian Commercial Banks”. 

The study aimed to determine the Causes of excess liquidity in the Tanzanian Commercial 
banks. The study was conducted on the commercial banks for the period 1999-2004 by using 
the autoregressive distributed lag model. The results showed the main causes of excess 
liquidity which were; high cost of funds, credit risks, volatility of deposit holders, and the rate 
of required reserves, where, all of these factors lead to ongoing accumulation of liquidity. 

- A Study by Berger and Bouwman (2009), under the title: “Bank Liquidity creation.” 

The study aimed to suggest Comprehensive measures of bank liquidity creation, in order to 
use these measures to provide a deeper insight on the role of banks in the field of liquidity 
creation. The study was conducted on all U.S banks for the period 1993-2003. The collected 
data were analyzed to answer specific questions which were. How much liquidity banks 
create? How liquidity creation has changed over time, how it varies in the cross section? 
Which banks create the most and the least liquidity? And how liquidity creation is related to 
bank value? The findings were as follows. 

- U.S banking sector has created liquidity about 2.8 trillion U.S dollar as at 2003 according 
to the suggested measures. 

- Banks have created only about half of liquidity that shown in the balance sheet. 

- Large banks with gross total assets exceeding 3 billion Created 81% of the liquidity. 

- Liquidity creation is affected positively from the  bank value. 

Independent Variables 

 

- Deposits 

- Facilities 

- Profits 

Dependent Variable 
 
Liquidity 
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- Study by Allen et al (2012) under the title: "Transmission of Bank Liquidity Shocks in 
Loan and Deposit Markets: The Role of Interbank Borrowing and Market Monitoring". 

The study aimed to explore the effects of liquidity transformation from the parent bank to the 
subsidiaries banks on the Parent bank liquidity. The study was conducted on the multinational 
banks using a 2008 ranking published by the Banker Magazine, the sample consists of 51 
banks. The results showed that the crispness of the Parent bank negatively affects lending 
process by subsidiaries, and this causes relying on interbank borrowing by subsidiaries to 
support their liquidity used in lending activity. Also, the results showed that higher interest 
rates may be used by subsidiaries to attract more deposits to enhance liquidity. 

- Study by Acharya et al (2009) under the title: "Imperfect competition in the interbank 
Market for liquidity as a Rational for Central Banking." 

The study aimed to discuss the situation of banks during crises especially in terms of the 
distribution of liquidity among banks was highly depraved, where the banks that have high 
liquidity surplus may not lend efficiently the needy banks, but they waiting the closure of these 
banks, or liquidation of their assets to be as a strategic gains for those surplus banks. Therefore, 
the researchers suggest that central Banks must intervene to eliminate the bargaining power of 
surplus banks in the interbank market. Also, the general reserve of needy banks may improve 
the private reserve, which leads the Central Bank to provide the needed liquidity in a 
competitive interest rates: 

Theoretical Background: 

Bank’s liquidity Plays the most important role in banking activities, where, the lending activity 
which is the main producer of profitability depends on the availability of liquidity. In the same 
time the non-performing loans are considered from the barriers that affect negatively liquidity 
and profitability (Louzis, 2011). 

And since the banks are the mediator between the money owners and the money seekers, the 
clients, deposits have become the most important source of liquidity in the bank besides the 
interbank operations (Pistor, 2010). 

The central Bank of Jordan is showing a big attention for the liquidity in Jordanian banks 
through publishing and distributing many memos related by liquidity, and through monitoring 
the bank’s commitment in liquidity instructions issued by C.B.J, which are almost consistent 
with decisions of Basel 111 Committee which were stipulated under the title the liquidity 
standard on the following: 

1- Liquidity coverage Ratio = High liquidity assets ratio to net cash outflows during 
30 days, and should not be less than 100%. 

2- Net stable Ratio = liabilities + ownership equity / Assets 

And should not be less than 100%. (Kokash, 2012). 

The central Bank of Jordan has issued the memo No.41/2008 to the Jordanian banks under 
the title “Instructions for liquidity Based on the Maturity Ladder.” See Appendices. 
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One can infer from the above table, the central Bank of Jordan’s Keenness on the banks of 
Jordan’s commitment to the decisions of Basel 111. The level of this Keenness was increased 
during the occurrence of the global financial crisis, especially, that liquidity shortage in banks 
formed a big reason to the crisis occurrence (Brunnermeier, 2008). Moreover, liquidity ratio 
in banks measures the ability of the bank to meet the short-term obligations depending on 
liquid assets and it is calculated by this equation 

Liquid assets 
= Current ratio or liquidity ratio 

Short-term obligations 

Assume for example that total liquid assets was $ 60000 and short term obligations $ 40000. So 

60000 
= 1.5 Time 

40000 

This means that the bank has liquid assets larger than short-term obligations for one and half 
times. Or, each dollar of obligations offset by on and half dollar of liquidity. 

Liquidity Situation in Jordanian banks: 

The table below shows the consolidated balance sheet of licensed banks of Jordan for the years 
2010-2014. 

Table 1. Consolidated balance sheet of licensed banks Billion J.D 

 2010 2011 2012 2013 2014 
Foreign assets  6.1 6.3 6.4 5.2 4.7 
Public-sector debt 5.7 7.4 9.0 10.5 11.0 
Private-sector debt 13.6 14.9 15.9 17.2 17.8 
Cash in hand  and banks 6.9 6.2 4.8 6.5 7.6 
Others  2.7 2.9 3.2 3.4 3.8 
Total assets-liabilities 35.0 37.7 39.3 42.8 44.9 
Foreign liabilities 6.0 6.2 5.8 6.7 6.7 
Deposits 18.3 19.9 20.4 22.2 24.0 
Loans from C.B.J 0.4 0.4 1.0 0.8 0.6 
Owners’ equity 4.9 5.4 5.8 6.1 6.8 
Others  5.9 5.8 6.3 7.0 6.8 

The table above shows: 

2010: liquid assets 26.2, short-term obligations 18.7, liquidity surplus 7.5. 

2011: 28.5- 20.3 = 8.2 surplus 

2012: 29.7 – 21.4 = 8.3 surplus 

2013: 34.3 – 23 = 11.3 surplus 
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2014: 36.4 – 24.6 = 11.8 surplus 

While for the current ratio for the above years was as follows: 

2010: 1.4 Times    2013: 1.5 

2011: 1.4 Times    2014: 1.5 

2012: 1.38 Times 

One can note here that although of the progressive increase in loans granted, but liquidity of 
banks remained stable, where the deposits have achieved a good increase across the years. 

From the keenness of central Bank of Jordan on the adequacy of bank liquidity, memo No. 
41/2008 was issued by the Central Bank of Jordan to be applied by the banks operating in 
Jordan. 
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The assets and liabilities sheet are shown in the appendices of this study. 

Results and Recommendations: 

Results 

The main results of this study are: 

 The commitment of Jordanian banks to decisions of Basel on liquidity is very high. 

 Central Bank of Jordan practices liquidity controlling seriously. 

 Jordanian Banks are applying CBJ instructions issued about liquidity. 

 The rate of increase in deposits during the years of the study amounted to 31%, while the 
rate of increase in loans amounted to 48%, and this did not adversely affect the liquidity, 
which indicates the keenness of the Jordanian banks to collect the loan installments on 
time. 

Recommendations 

The researcher recommends the Jordanian banks to support their daily liquidity through 
interbank operations, because it contributes in enhancing the relationship among banks, in 
addition to low-cost through overnight deposits.  
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