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─Abstract─ 

The present study seeks to examine the relationship between liquidity, treated as the 

independent variable, and financial failure, regarded as the dependent variable. A 

sample comprising five banks listed on the Iraq Stock Exchange has been selected for 

this investigation. These banks include the Iraqi Commercial Bank, North Bank for 

Finance, Union Bank of Iraq, Gulf Commercial Bank, and Middle East Bank. The 

variables are evaluated using financial indicators, and the research stems from a 

problem centred on the impact of liquidity utilisation on financial failure. Additionally, 

the study aims to investigate the nature of the association between the identified 

variables. To conduct the research methodically, four hypotheses have been developed 

regarding the effect of liquidity on financial failure. These hypotheses are subsequently 

examined using statistical techniques and the SPSS statistical software. The findings 

confirm the reliability of the asset ratio, as it demonstrates a stable and consistent trend 

among the selected banks throughout the period from 2011 to 2020. Furthermore, the 

outcomes indicate successful avoidance of financial failure in asset management 

practices. Nevertheless, deposit levels exhibit variation across the sampled banks. 

Accordingly, the study emphasises the necessity of ongoing evaluation of financial 

indicators within these banks. Such analysis is crucial for gaining a thorough 

understanding of a bank’s standing relative to other markets, identifying areas of 

strength for enhancement, and recognising weaknesses that require corrective measures.  
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INTRODUCTION 

Numerous banks encounter considerable demand for liquid assets, exposing them to 

substantial liquidity risks because of liquidity shortages. This scenario adversely affects 

their capacity to sell assets at fair market values, often necessitating significant 

discounts. Consequently, profits are forfeited to satisfy customer loan demands, thereby 

contributing to financial failure (Berger & Bouwman, 2009). Among the core functions 

banks perform within both the broader economy and a nation’s financial system is the 

provision of intermediation and liquidity services. The process of financial 

intermediation—transforming short-term liabilities and demand deposits into long-term 

maturity assets, predominantly in the form of loans—renders banks particularly 

vulnerable to liquidity risk (Choudhry, 2022).  

Adeniyi (2021) defines liquidity as the capacity of a bank to meet both anticipated and 
unforeseen cash and collateral requirements at a reasonable cost and without incurring 

unacceptable losses, thus supporting asset growth. A bank is deemed insolvent when 

the market value of its assets falls below that of its liabilities. Several factors may 

precipitate a bank’s insolvency, including controlled mergers, closures, direct 
government interventions, or the failure to continue extending credit and issuing new 

loans to clients, which can rapidly disrupt operations. Elements such as fraud, 

undercapitalisation, safety, soundness, and liquidity are commonly recognised as 

contributing factors to bank failure (Abor et al., 2022).  

Banks characterise liquidity risk as the probability of suffering economic losses either 

due to efforts to procure the cash necessary for operations or as a result of a shortfall in 

cash or its equivalents (Lysiak et al., 2022). This study identifies two primary forms of 

liquidity risk: market liquidity risk, which arises when a bank’s assets cannot be quickly 

converted into cash at their actual value, and funding liquidity risk, which occurs when 

banks lack adequate funds and collateral to fulfil payment obligations to customers and 

counterparties. Both types of liquidity risk expose banks to the likelihood of substantial 

discounts (Bechtel et al., 2023). Moreover, a bank facing a liquidity crisis that fails to 

promptly meet its obligations to depositors and other creditors may be classified as 

cash-flow insolvent (Malala, 2022).  

Liquidity is essential for banks as it enables them to respond to both anticipated and 

unexpected shifts in their financial condition and supports growth by providing the 
necessary funding. It is noteworthy that catastrophic liquidity spirals may emerge from 

market, funding, and liquidity risks, emphasising the criticality of managing liquidity 

risks effectively. A severe liquidity crisis, often termed a 'bank run', can occur when 

many depositors withdraw their funds simultaneously, thereby depleting the bank’s 
resources. Such bank runs have the potential to cause the collapse of even 

fundamentally sound banks, which in turn could destabilise the wider economy 

(Challoumis & Eriotis, 2024).  
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Liquidity risk assumes particular importance because it may exacerbate market and 

credit risks, potentially transforming an isolated loss into a systemic, contagious crisis. 

Common measures of liquidity risk include liquidity ratios and liquidity gaps. The 

empirical evidence reviewed in this study suggests that no single metric is universally 

applicable across all research contexts. Additional approaches for assessing liquidity 

risk include the net stable financing ratio and the liquidity coverage ratio. This study 

also employs the loans-to-deposits ratio as a metric for measuring liquidity risk. Banks 

retain cash assets for four principal purposes: firstly, to satisfy customer requirements 

for routine transactions and ensure their cash reserves align with customer deposits and 

withdrawal demands; secondly, to comply with legal reserve obligations, necessitating 

the holding of sufficient cash; thirdly, to facilitate the clearing of cheques by 

maintaining adequate balances with financial institutions; and finally, to procure 

services from other banks (Blessing & Sakouvogui, 2023).  

Nevertheless, when an entity fails to meet its debt interest payments, it may either enter 

formal bankruptcy proceedings or negotiate with creditors to restructure its debts, both 

of which constitute financial failure. Financial failure can be identified through several 

criteria, including financial indicators such as an inability to fulfil obligations or when 

liabilities surpass assets. A legal criterion also exists, whereby companies undergoing 

restructuring through a corporate debt restructuring committee are considered 

financially failed entities (Bulot et al., 2016). In order to identify critical financial 

indicators for assessing overall financial health, financial analysis tools are 

indispensable. Utilising such tools facilitates performance monitoring and enables 

informed decision-making based on available financial data (Mkalaf & Hilo, 2023). A 

bank is considered to have failed when the market value of its assets declines to the 

extent that it falls below the market value of its liabilities (Owusu & Alhassan, 2021). 

The repercussions of a bank’s collapse can span social, political, financial, and 

economic domains. Berger et al. (2021) contend that a bank’s failure adversely affects 

its client firms, as these clients lose access to financing, potentially leading to business 

cessation. Moreover, bank failures are typically associated with a sharp contraction in 

output and a rise in unemployment. The government has a vested interest in maintaining 

the financial stability of banks, as strong banks are widely regarded as fundamental to 

economic stability, rendering bank failure a critical topic for scholarly inquiry.  

The present study aims to utilise liquidity as a predictive tool for financial failures 

across the period from 2011 to 2020. This enables the evaluation of bank liquidity and 

its impact on financial failure. The significance of this study lies in its contribution to 

enhancing the understanding of financial stability by analysing liquidity as a predictor 

of bank failures, thereby supporting the development of more effective risk 

management strategies. The findings may also provide valuable insights for regulatory 

bodies and policymakers regarding the necessity of maintaining adequate liquidity 

levels, potentially informing the formulation of improved regulations and policies 

aimed at preventing bank failures. Furthermore, the study offers guidance for investors, 
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empowering them to make more informed decisions by understanding liquidity’s role 

in financial performance. Importantly, by focusing on the 2011–2020 period, the study 

supplies historical context to evaluate the influence of economic events on bank 

stability and enriches the academic literature concerning liquidity and financial failure, 

ultimately aiding in the creation of predictive models for crisis prevention.  

The study is structured into several sections: the first provides a review of the relevant 

literature; the second outlines the methodology employed; the third presents the data 

and describes the selection of variables; this is followed by the analysis and discussion 

of results; and the final section offers the conclusions.   

Research Gap 

Numerous studies have explored the relationship between liquidity and banking 

institutions; however, there remains a need to address knowledge gaps, particularly 

within emerging and post-conflict economic systems. Existing research into 

fundamental approaches to liquidity risk management in developed markets, such as 

the study by (Li, 2019), does not adequately reflect the scarcity of similar investigations 

concerning Iraqi banking institutions. Given Iraq’s unique financial circumstances, 

shaped by institutional reconstruction and macroeconomic instability, it is imperative 

to conduct specific research to better understand liquidity-performance dynamics in this 

context. Contemporary academic studies tend to focus on comprehensive frameworks 

for liquidity risk and their application in large, well-established institutions. 

Nevertheless, limited research exists concerning early warning indicators of bank 

distress linked to specific liquidity ratios, such as deposit measurement rates and 

comparisons of cash and deposit percentages, particularly within emerging market 

banking systems.  

This lack of detailed research impedes the formulation of tailored liquidity strategies 

suited to institutions operating outside primary global financial hubs. While the Altman 

Z-score model has gained widespread acceptance in distress prediction across various 

industries, its application within Middle Eastern banking sectors, and specifically 

within Iraqi financial institutions, remains underexplored. Given that the model’s 

predictive accuracy may vary according to institutional and national contexts, it is 

necessary to evaluate its effectiveness within Iraq’s unique financial environment. This 

study seeks to address this research gap by assessing the performance of a modified 

Altman model in predicting financial distress among Iraqi banks.  

Moreover, there is an evident lack of documentation regarding the practical application 

of theoretical liquidity management concepts within developing financial markets. This 

implementation gap is particularly significant for Iraqi banks, which must reconcile 

international regulatory standards with local market realities. Accordingly, the present 

study addresses multiple research gaps by examining the relationship between liquidity 
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metrics and financial failure indicators within Iraq’s private banking sector. Through 

quantitative methods focusing on public banking institutions, the study aims to enhance 

academic understanding of banking stability in emerging markets, offering valuable 

insights to both scholars and financial practitioners operating within Iraq.  

LITERATURE REVIEW 

Liquidity 

The Concept of Liquidity 

Financial institutions successfully address their liquidity needs when they can promptly 

and affordably access sufficient funds either through the issuance of liabilities or the 

liquidation of assets. Furthermore, institutions may borrow from investors if they have 

secured their trust by fulfilling payment obligations punctually. Liquid assets equally 

play a vital role in meeting potential withdrawal demands. Consequently, three primary 

strategies to enhance a bank’s liquidity are identified: asset sales, obtaining new loans, 

and issuing new shares (Oino, 2021). The central consideration lies in evaluating the 

effectiveness and cost associated with each liquidity source, which varies according to 

market conditions, the institution’s strategic orientation, and the broader economic 

environment. Liquid asset sales depend on the existence of active markets, while the 

procurement of new loans is contingent upon the availability of credit facilities and 

competitive interest rates. Issuing new shares, however, requires a receptive market 

environment. Costs associated with issuing shares vary, as preferred shares generally 

entail higher expenses, whereas common shares may reduce short-term profitability, 

impacting shareholder value. As such, issuing new shares and retaining earnings are 

commonly viewed as long-term strategies for bolstering liquidity and solvency 

(Blessing & Sakouvogui, 2023).  

The body of literature on liquidity and corporate finance suggests that liquidity 

enhances governance standards, diminishes risk exposure, and reduces the cost of 

equity financing. Moreover, the relationship between liquidity and asset pricing 

indicates that liquidity improves market efficiency (Jain & Singla, 2022). Liquidity, in 

the context of commercial banking, refers to the institution’s ability to meet all financial 

obligations. It cannot be encapsulated by a single ratio or figure. A deficiency in 

liquidity reflects an inability to meet commitments, thereby serving as a critical 

indicator of a bank’s financial health. Liquidity can therefore be defined as “the ability 

to meet all payment obligations when due, in full, and in the required currency.” It is 

intrinsically linked to cash flows, and failure to maintain liquidity results in illiquidity 

(Lavreniuk & Zhuravlev, 2023). Similarly, liquidity is described as “a company's ability 

to meet its due obligations, whether to external or internal parties” (Hasidi et al., 2024).  

Excessive cash holdings, conversely, may impair performance and contribute to cash 

flow mismanagement (SUN, 2023). Effective liquidity management is pivotal in 
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shaping the financial performance of banks, underpinning their stability and success 

(Erinah Mudondo & Eric, 2024). Market liquidity, referring to the ease with which 

assets are traded without significantly affecting their prices, is notably robust in 

advanced economies such as the United States and the United Kingdom, where 

developed financial markets and abundant capital facilitate liquidity (Macchiavelli & 

Pettit, 2021). Conversely, a lack of liquidity risks undermining public confidence in the 

banking system. To be effective, liquid assets must be easily marketable, quickly 

convertible to cash without substantial losses, and redeemable prior to maturity (Ajayi 

& Lawal, 2021). Several theoretical frameworks concerning liquidity provision 

emphasise the role of modern financial intermediation in maintaining banking liquidity. 

These models predominantly focus on the liability side, considering the timing of 

depositors’ withdrawal demands, their right to withdraw funds, and the investment of 

assets in various projects. This perspective underscores the importance of balancing 

both assets and liabilities to ensure liquidity, achieved through loan issuance, asset 

investment, and prioritisation of liquid assets (Berger & Bouwman, 2009).  

Regarding off-balance sheet liquidity provision, emerging concepts have focused on 

instruments such as loan commitments and contingent liquidity demands (Basheer et 

al., 2021). From a banking standpoint, loan commitments are akin to illiquid loans, 

obliging institutions to provide funding upon demand. Nevertheless, they also resemble 

deposit accounts, as customers are entitled to withdraw funds up to a specified limit at 

any time. The expected income theory further stresses the management of the loan 

portfolio as a liquidity source, particularly through the handling of long-term loans. 

These loans ensure a continuous inflow of funds (Alshatti, 2015). Additionally, the 

theory advocates for the management of investment portfolios via laddering strategies 

to achieve self-liquidation and meet financial obligations, leveraging earnings and 

maintaining creditworthiness (Alagbe & Yinus, 2024). Thus, the income generated 

enables the timely repayment of loans and enhances profitability by deploying funds 

across diversified investment activities.  

Liquidity Measurement  

Table 1 outlines the indicators employed to measure liquidity, derived from various 

studies reviewed by researchers.  

Table 1: Studies for Liquidity Measurement using Financial Percentages (Berger 

& Bouwman, 2009) 

Used Indicators Topic References 

Deposit Growth Bank Liquidity Impact An et al. (2022); Acharya and Mora 

(2015) 

Cash to Deposit 

Ratio 

Impact of Unstable Assets (TARP) Jaatinen (2021); Duchin and Sosyura 

(2014); Cındık and Armutlulu (2021) 
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Cash to Assets 

Ratio 

Bank Liquidity and Crisis 

Resolution 

Tran et al. (2024) 

Concept of Financial Failure  

Financial failure within businesses represents one of the most extensively examined 

subjects in corporate finance. Recently, empirical approaches aimed at predicting 

financial failure and bankruptcy have garnered heightened attention from companies, 

largely attributable to the increasing availability of financial data, which significantly 

improves the ability to forecast financial distress in organisations. Amendola et al. 

(2011) asserted that early detection of indicators signalling potential financial failure is 

vital for ensuring financial stability, safeguarding stakeholders' interests, and protecting 

the broader economy. Predictive models are instrumental in identifying and mitigating 

potential risks. Furthermore, effective internal financial management, combined with 

careful consideration of external economic factors such as price volatility and political 

stability, plays a crucial role in determining financial health.  

A comprehensive understanding of these external influences is essential for adopting an 

integrated approach to financial risk management (El Bachir et al., 2024). Accordingly, 

the analysis of historical and current cash flows facilitates the effective forecasting of 

future cash flows (Badamasi & Gbolagade, 2024). Consequently, the study of corporate 

bankruptcy prediction continues to attract increasing scholarly attention. Predictive 

modelling remains a core concern within finance, particularly in emerging economies, 

where credit risk assumes heightened significance. Credit risk, in this context, refers to 

the likelihood of default or a decline in market value, often arising from the 

deterioration of a bank's credit quality. A decline in creditworthiness reflects the 

debtor’s inability to fulfil debt repayment obligations (Almansour, 2015).  

Financial failure can stem from multiple causes, including inadequate financial control, 

excessive debt levels, economic recessions, and insufficient market research. 

Organisations must maintain financial discipline by frequently assessing their financial 

health and adapting strategic plans to changing circumstances in order to mitigate 

bankruptcy risks (Claessens & Kose, 2013). According to ISMAIL (2024) and Yaman 

and Güzyurdu (2024), businesses facing financial threats encounter operational 

difficulties, such as cash flow shortages, disruptions to supply chains, and heightened 

costs, which collectively hinder growth and separate the organisation from its 

sustainability objectives. Environmental fluctuations, particularly changes in economic 

cycles between growth, contraction, and recession, can adversely affect the predictive 

accuracy of failure models, resulting in diminished forecasting capabilities (du Jardin 

& Séverin, 2012). Financial performance analysis assists both financial and senior 

management by illuminating critical financial ratios. In particular, seven ratios 

significantly influence the assessment of financial performance. Taffler (1983) model 
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highlights that certain ratios substantially impact the model’s outcomes and predictive 

strength (Gurbanzada, 2021).  

The progression towards financial failure typically unfolds across several stages. The 

initial stage, known as the emergence stage, is characterised by the appearance of minor 

financial issues, which management may either fail to address or inadequately resolve. 

This negligence often escalates into more severe financial difficulties, such as 

heightened risks and restricted access to external financing due to elevated leverage 

levels. Therefore, companies must work to enhance collateral for debt financing through 

asset-backed guarantees reflected in their balance sheets. Greater asset holdings 

increase the probability of a company's continued operation, indicating an inverse 

relationship between collateral levels and the likelihood of financial failure (Wahidin et 

al., 2021).  

Financial flexibility is paramount, allowing companies to adapt to evolving conditions 

while achieving two primary objectives: firstly, to avert financial failure during periods 

of crisis, and secondly, to mitigate the adverse effects of underinvestment (Teng et al., 

2021). The second stage, financial failure, is marked by a company's loss of control 

over its expenditures and inefficiency in managing its assets and liabilities (Youssef, 

2024). During this phase, the organisation faces insufficient cash flows to meet its 

obligations and experiences a decline in market value. Financial distress formally 

begins once a company's cash flows shift from positive to negative (Mpora et al., 2025). 

The third stage, complete bankruptcy, involves the initiation of legal proceedings 

resulting from the company's inability to meet its debt obligations. At this critical 

juncture, the organisation’s efforts to secure alternative financing fail, compelling the 

company to declare bankruptcy, a situation where total liabilities surpass total assets 

(Das, 2022). The final stage, termed final bankruptcy, is the formal declaration of 

bankruptcy through court proceedings, accompanied by a petition for asset liquidation 

(Kulawardena & Nissanka, 2022).  

METHODOLOGY  

Cash liquidity and the availability of near-cash assets constitute fundamental objectives 

for financial institutions, particularly banks. This necessity stems from the continuous 

requirement to maintain adequate cash liquidity levels to fulfil financial obligations as 

they arise, thereby preventing bankruptcy and anticipating potential financial distress 

before it materialises. Furthermore, maintaining appropriate liquidity levels facilitates 

timely decision-making processes, as liquidity directly influences a company's survival 

and ongoing operations. The study utilises various quantitative analysis techniques, 

including financial ratios, the arithmetic mean, and multiple linear regression, to 

process the data and analyse the findings. These methods enable the researchers to 

examine the relationship between liquidity and financial failure with precision. 

Additionally, this study contributes to the existing body of literature by offering new 
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insights into the impact of liquidity on financial failure within private banks in Iraq. The 

research model is presented as follows:  

Y= B0+ B1 X1+ B2 X2+B3 X3 + E 

The model for financial failure is expressed as follows:  

Y = Financial Failure,  

B₀ = Constant Term,  

B₁ = Coefficient for Variable X₁,  

B₂ = Coefficient for Variable X₂,  

B₃ = Coefficient for Variable X₃,  

X₁ = Deposit Growth,  

X₂ = Cash to Deposits Ratio,  

X₃ = Cash to Assets Ratio,  

E = Random Error Term Associated with Observations.  

Figure 1 presents the conceptual framework model employed in the current study.  

 

 

 
 

 Deposit Growth 

Cash to Deposits 

Cash to Assets 

Working Capital/Total 

Assets 

Retained Earnings/Total 

Assets 

EBIT/Assets 

Book Value of 

Equity/Liabilities 

Figure 1: Conceptual Framework Model  

Measuring Financial Failure 

Global economic challenges have driven the adoption of scientific and pragmatic 

financial analysis methods that aid in predicting potential risks and assessing a 

company's financial position. These methods determine whether a company resides 

within a safe zone or is at risk of financial distress, potentially leading to financial 

failure or bankruptcy (Hilo & Mkalaf, 2022). Altman’s revised model, developed in 

response to criticism of the original version for its unsuitability for non-industrial 

companies, offers an updated approach. The modified model excludes X5, which 

represents the sales-to-total liabilities ratio, as these indicators tend to be excessively 

large and vary significantly across industries, influenced by asset size (Kumajas, 2022). 

Financial Failure Liquidity 



32 

INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES 

Vol: 16 No: 04 Year: 2024 ISSN: 1309-8055 (Online) (pp. 23-39) Doi: 10.34109/ijefs.202416402 
 

 

 

The revised analytical model, designed for non-industrial companies, is expressed by 

the following linear equation:  

Z = 6.56X1 + 3.26X2 + 6.72X3 + 1.05X4 

Companies are classified into three categories based on the Z-score as follows:  

• Safe Zone (Z > 2.60): This indicates that the company is unlikely to face bankruptcy.  

• Unsafe Zone (Z < 1.10): This suggests a high probability of bankruptcy in the near 

future.  

• Gray Zone (1.10 < Z < 2.60): This range indicates that the company may be at risk 

of financial distress, although bankruptcy is not guaranteed (Al-Najjar & Jawad, 

2023).  

Research Hypothesis  

The research hypotheses are formulated based on the conceptual framework model 

presented in Figure 1, as outlined below:  

H1: Is there an amoral effect of liquidity on working capital/total assets?  

H2: Is there an amoral effect of  liquidity on retained earnings/total assets? 

H3: Is there an amoral effect of liquidity on EBIT/assets? 

H4: Is there an amoral effect of liquidity on the book value of equity/liabilities? 

The scope of the current study encompasses five banks in Iraq, which are listed on the 

stock market, as outlined in Table 2. These banks include the Iraqi Commercial Bank, 

Shamal Finance, Iraqi Union Bank, Gulf Commercial Bank, and Middle East Bank. 

Table 3 presents an analysis of the financial status of the selected banks, providing 

insight into their performance. The primary aim of this study is to offer valuable insights 

into the relationship between liquidity and financial failure through its various 

variables. Consequently, the findings hold significant value for investors, policymakers, 

and other stakeholders with an interest in the performance of the banking sector. 

Moreover, referring to Table 3, which presents the descriptive statistics of the variables, 

there is noticeable instability and fluctuation within the research variables. This can be 

attributed to the significant variations observed between the highest and lowest values, 

along with the high standard deviation and arithmetic mean. 

Table 2: Description of the Iraqi Private Banks  

Share Capital/ 

Billion ID 

Registered at the 

Stock Market 

Established Coded Bank Name No. 

250,000,000,000 2004 1992 BCOI Commercial Bank of Iraq 1 

300,000,000,000 2006 2003 BN North Bank 2 

300,000,000,000 2004 1999 BGUC Gulf Commercial Bank 3 

252,000,000,000 2006 2004 BUOI Union Bank of Iraq 4 
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250,000,000,000 2004 1993 BIME Iraqi Middle East 

Investment Bank 

5 

Table 3: Descriptive Statistics of the Variables (Annual Reports and Publish 

Financial Accounts of the Respective Commercial Banks. All the Monetary Values 

are Millions ID) 

Variables Mean S.D MIN Max 

Deposit Growth 0.2676 0.56628 0 3.51 

Cash to Deposits 0.3532 0.17310 0.04 0.59 

Cash to Assets 3.5574 4.64006 0.25 24.26 

Working Capital/Total Assets 0.8742 0.12334 0.48 1 

Retained Earnings/Total Assets 0.0246 0.02612 0 0.10 

EBIT/Assets 0.0196 0.02157 0 0.09 

Book Value of Equity/Liabilities 0.9412 0.55395 0.21 2.37 

RESULTS AND DISCUSSION 

As illustrated in Model 1, the first main hypothesis was evaluated using ANOVA 

analysis. The results of this analysis, conducted through the assessment of correlation 

relationships, reveal a correlation coefficient of 0.224. Furthermore, the F-value was 

calculated to be 2.533, with a significance level of 0.118. These findings suggest a 

weak, statistically significant relationship between the independent and dependent 

variables, leading to the rejection of the hypothesis.  ANOVA serves as the method for 

assessing the secondary hypothesis, as shown in Model 2. The results for the second 

primary hypothesis are presented through correlation relationships, with a correlation 

coefficient of 0.216, an F-value of 2.344, and a significance level of 0.132, as indicated 

in Tables 4 and Table 5. These findings suggest a weak yet statistically significant 

correlation, which leads to the rejection of the hypothesis.  

Table 4: Model Summary: Effect of Liquidity on Financial Ratios 

Model Dependent Variable R R² Adjusted R² Sig. F Change 

1 Working Capital / Total Assets 0.224 0.050 0.030 0.118 

2 Retained Earnings / Total Assets 0.216 0.047 0.027 0.132 

3 EBIT / Total Assets 0.188 0.035 0.015 0.192 

4 Book Value of Equity / 

Liabilities 

0.329 0.108 0.090 0.020* 

The analysis presented in Model 3 evaluates the third research hypothesis using 

ANOVA. This hypothesis is examined through correlation relationships, as shown in 

Model 3, with the correlation coefficient calculated as 0.188, an F-value of 1.752, and 

a significance level of 0.192. These results suggest a weak but potentially significant 

relationship, leading to the rejection of the hypothesis. Similarly, ANOVA analysis is 

used to assess the fourth hypothesis in Model 4. The evaluation of this hypothesis is 

based on correlation relationships, employing the correlation coefficient as outlined in 



34 

INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES 

Vol: 16 No: 04 Year: 2024 ISSN: 1309-8055 (Online) (pp. 23-39) Doi: 10.34109/ijefs.202416402 
 

 

 

Model 4. The correlation coefficient is 0.329, the F-value is 5.825, and the significance 

level is 0.020, as shown in Table 5. The strong relationship between the independent 

and dependent variables leads to the acceptance of the hypothesis.  

Table 5: ANOVA Summary: Effect of Liquidity on Financial Ratios 

Model Dependent 

Variable 

Regression 

SS 

Residual 

SS 

Total 

SS 

df 

Regression 

df 

Residual 

F Sig. 

1 Working 

Capital / Total 

Assets 

0.037 0.708 0.745 1 48 2.533 0.118 

2 Retained 

Earnings / 

Total Assets 

0.002 0.032 0.033 1 48 2.344 0.132 

3 EBIT / Total 

Assets 

0.001 0.022 0.023 1 48 1.752 0.192 

4 Book Value of 

Equity / 

Liabilities 

1.627 13.409 15.036 1 48 5.825 0.020* 

Referring to the results and accompanying discussions, it can be concluded that the Iraqi 

Commercial Bank ranked first in terms of performance, followed by Gulf Commercial 

Bank in second place. This highlights the importance for the sampled banks to regularly 

analyse their financial indicators, as they offer a comprehensive overview of a bank’s 

performance relative to others in the market. By identifying strengths to enhance and 

weaknesses to address, banks can implement corrective measures to improve their 

performance. Additionally, North Bank for Finance and Investment recorded the lowest 

performance levels among the sample banks. This signals the need for the bank to 

identify its shortcomings and adopt a new strategy to improve its performance. The 

research further emphasized the importance of balancing long-term investments with 

short-term investments for all the banks in the sample. 

CONCLUSION 

The present study sought to investigate the relationship between liquidity (independent 

variable) and financial failure (dependent variable) in five banks listed on the Iraq Stock 

Exchange: Iraqi Commercial Bank, North Bank for Finance, Union Bank of Iraq, Gulf 

Commercial Bank, and Middle East Bank. The methodology involved examining 

financial indicators derived from the research question regarding liquidity’s impact on 

financial failure. Four hypotheses were formulated to explore this relationship, and 

statistical tests were conducted using SPSS software. The findings revealed that the 

liability-to-asset ratio showed stability for the banks from 2011 to 2020, while varying 

deposit levels highlighted the need for continuous analysis of financial indicators to 

better understand each bank’s market position and identify areas for improvement. The 

analysis also showed fluctuations and instability in the research variables, particularly 



35 

INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES 

Vol: 16 No: 04 Year: 2024 ISSN: 1309-8055 (Online) (pp. 23-39) Doi: 10.34109/ijefs.202416402 
 

 

 

in the growth of deposits, the cash-to-deposit ratio, and the cash-to-assets ratio for the 

sample banks. The statistical analysis suggested that the banks experienced similar 

fluctuations and instability concerning financial failure.  

Due to the weak relationships observed in the hypothesis tests, the first three main 

hypotheses were rejected, while the fourth hypothesis was accepted. Furthermore, the 

study found variable levels of deposits, which are crucial for the banks’ survival and 

continued market presence. The study emphasised the significance of monitoring 

financial indicators and encouraged companies to adopt these indicators as they offer 

vital information for improving banks’ decision-making processes. It also highlighted 

the importance of raising awareness among banks and stakeholders about the value of 

financial failure prediction models in assessing a company’s financial health early, 

preventing financial failure, and facilitating timely corrective actions. 
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