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ABSTRAK

D1 zaman moden 1ni, pemasaran menjadi tulang belakang ke atas kejayaan aktitviti
sesuatu pemiagaan. Kgian ini bertyj uan untuk menyiasat dan mengkaji perhubungan
di antara aktiviti pemasaran dengan prestasi bank. Kajian ini menggunakan 30 sampel
bank perdagangan di Malaysia, yang meliputi tigatahun dari 1996 hingga 1998. Di
samping itu, dapatan kgjian ini disokong dengan enam temuduga yang dikendalikan
bersama eksekutif pemasaran bank. Dalam kgjian ini, peranan aktiviti pemasaran
dikaitkan dengan prestas bank dari aspek deposit dari pelanggan, pinjaman kepada
pelanggan dan pendapatan selepas cukali. Dalam menganalisis perhubungan ini, dua
analisis statistik iaitu Pearson Correlation Matriks dan Simple Linear Regression telah
digunakan. Dapatan kajian ini menunjukkan kewujudan perhubungan positif diantara
usaha pemasaran dengan prestas bank. Kagjian ini mencadangkan supaya bahagian
pemasaran dalam setigp bank harus mengenalpasti dan menganalisis kesan aktiviti
pemasaran dan menggunakan faktor - faktor yang significant bagi meningkatkan
kelebihan persaingan melalui inovas kewangan dan pemasaran. Akhir sekali,
sesebuah bank boleh memperolehi perkhidmatan pemasaran dari pihak luar dengan
penubuhan ' Financial Services Marketing Agency ' melalui sumber - sumber bank

yang dikumpul.



ABSTRACT

In modem times, marketing is the backbone of any successful business activity. The
present case study seeks to investigate and explore the nexus between marketing
efforts and bank performance. The study is based on a sample of 30 commercial

banks in Malaysia covering a three year period 1996 to 1998. In addition to empirica

analysis, the findings are supported with six interview discussions conducted with
bank executives. In this study, the role of marketing activities is related to bank
performance in terms of deposits from customers, loans and profits after taxation, In
tracing the relationship with deposits, loans and profits, the Pearson’s Correlation

Matrix and Simple Linear Regression were used. Our results show a positive
correlation between marketing efforts and bank performance. The study suggests that
marketing department of each bank should identify and analyse the impact of
marketing efforts of their business and deal with the significant factors towards
financial and marketing innovation for improving its competitive advantage. For
outsourcing there is a wide scope for establishnment of a specia ‘Financial Services

Marketing Agency’ through pooled bank resources.
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1.1

CHAPTER ONE

INTRODUCTORY

Background: The Problem Statement

Marketing plays a crucial role in the business activities of all kinds of
organisations, whether manufacturing companies producing real goods or to
banking firms offering financial services. The technique and methods of
marketing activities may differ form industry to industry but the basic issues
and challenges remain the same. Interestingly enough, the genesis of

marketing is traced by Baker ( 1993; 5), as follows:

" the essence of marketing is mutually satisfying exchange relationships. If
this is, in fact, the case , then the practice of marketing can be traced back to
the first exchange in which two people discovered that by giving one thing
and receiving another in its place one improve one's overall standard of

living".

A formalised marketing activity in financial institutions such as commercial

banks is concerned with several aspects. Major ones include analysis, planning



and control of the process of matching human, financial and physical
resources with customer accounts. Marketing has its own significance in
modern banking. It enables the concerned bank to cope with change and with

competition in the banking industry.

Being service organisations, the banks are required to improve their services to
customer for the purpose of promoting profitable sale. In doing so, in recent
years the banks have begun to embrace a market-led rather than product-led
approach to their business. In other words, the banking concept combined with
marketing efforts is becoming one of the emerging model for banks

performance in the emerging 'net' age.

Most of the research studies in the area of banking and finance, Borke (1989),
Miller and Noulas (1994), Zaim (1995) and Molyneux and Fobes (1995) have
their focus on the factors contributing towards bank profitability. However,
the prominent research studies are more based on bank portfolio allocations.
Little has been done to link marketing aspects of financial services to bank
performance. The present study is intended to fill-up the gap. Its focus is to
trace an empirical relationship between marketing efforts and bank

performance in Malaysia.



1.2

1.3

1.4

Research Objective

By and large, the study has two main objectives. First, to generate empirical
evidence on the issue, of whether a bank performance is related with its
marketing efforts. Second, and if so, this study would trace the level of nexus

between bank performance and marketing efforts in the Malaysian economy.

Theoretical Axioms

In tracing the success of banking business through marketing efforts, the study

adopts the following postulates:

1. Bank performance is measured through net profit, amount of deposits and

amount of loans.

2. Marketing activities and efforts is measured in terms of expenditure

amount spent on marketing, which is the marketing cost.

Research Hypotheses

As an empirical measure, with a view to capture the significance of marketing

in the banking business, as cited in the above theoretical plane, in the present

3



1.5

study, we have resorted to the following major hypotheses for testing of the

null hypotheses:

First Hypotheses:

HI:  Bank performance in term of amount of deposits has positive

relationship with marketing efforts.

Second Hypotheses:

H2:  Bank performance in term of amount of loans has positive relationship

with marketing efforts.

Third Hypotheses:

H3:  Bank performance in term of profits after taxation has positive

relationship with its marketing efforts.

The Focus and Significant of the Present Study

Most of previous studies in general have been conducted in examining the

bank performance were based on the internal determinants such as capital-

asset ratio, liquidity measures and asset -liability portfolio mix, and external

4



1.6

determinants such as bank size, interest rate and deregulation. There is a

dearth of studies to link marketing with bank performance.

The present study , therefore, seeks to explore and highlight the relationship
between bank performance and its marketing efforts. It is a pioneering

attempt in the Malaysian context.

For the academic world, present study shed more light in understanding nexus
of the marketing efforts in bank management. For practitioners, such as the
bank marketing officers, this study has its obvious relevance. The study would
provide an idea and understanding of marketing role, in bank performance to

meet the challenge in banking industry.

Limitation of the study

The findings of the study has its apparent limitation in the following respects:

* The findings are based on the available limited samples of the respondent

in the case of the primary data interview method.

* The time-frame is relatively short, though not insignificant,



1.7

Organisation of the Research

The research project report contains six chapters. The next chapter following
this introductory chapter contains an overview of banking system and
marketing in Malaysia, to capture an idea of commercial banks activities and
marketing bank management. A review of marketing of financial service and
bank performance, is presented in chapter three to serve as a theoretical
background.  Chapter four, incorporate, the research design and
methodological issues. Then, the following chapter reveals the core of the
analysis and fulfilment of the objective of the study. The last chapter ( Chapter
Six ) rings down the curtain with a summary and discussion of findings and

suggestions.



2.1

CHAPTER TWO

A REVIEW OF BANKING SYSTEM IN MALAYSIA

Introduction

As a background to the present study on the Malaysian banking system, it is
important to know the banking sector environment in the country. This
chapter, seeks to provide an understanding of Malaysian banking situation
with a focus on commercial banks' activities and functions. Commercial banks
play crucial role in the country’s financial system as compared to other
financial institutions such as leasing companies and venture capital

enterprises. Beside, the role of marketing in bank management is spelt out.

Banks are a the principal source of credit ( loanable funds) for millions of
households, and for most local units of government and local business
enterprises. Malaysia has a dynamic and rapidly developing banking system.
Before independence in 1957, the banking system was dominated by few
foreign banks engaged primarly in the mobilasation of deposits for financing
of exports, plantation, agriculture, mining and general commerce. Since 1960,

with the emergence of locally incorporated banks, the commercial banks have



become more responsive to the social priorities and economic needs of the

country.

The Malaysian banking system is basically similar to that in Britain being
based on branch banking system rather than unit banking. It is dominated by a
few large banks with an extensive branch network. The banking system
compromise mainly the Central Bank (Bank Negara Malaysia) |, the
commercial banks, the finance companies, the merchant banks, the National
Saving Bank and the Credit Guarantee Corporation (Hendrie, 1990). Table 2.1
portrays the structure of the Malaysian financial system. The data reveals that
in term of assets, deposits as well as loans, commercial banks have a

dominating position.



Table 2.1: The Malaysian Finance System Structure: The Banking Institutions

As at 31 December 1998.

Banking Assets Deposits Loans Size

Institutions

Central Bank of RM124.7b S branch

Malaysia offices

( External reserves: 2 Overseas

RM96.3b)

Islamic Bank* RMS5.7b RM4.0b RM3.5b 80 branches

Commercial RM453.5b RM307 4b RM285.7b 35 banks

Banks of which:
22Domestic,
13 Foreign,
and 1690
bank branch

Finance Companies* RM123.6b RM98.6b RM86.6b 33 Finance
Companies,
and 1,099
Finance
company
offices

Merchant Banks * RM39.2b RM26.3b RM22.2h 12 Merchant
Banks and
22 branches.

Discount Houses * RM20.0b 7 Discount

houses

Foreign Banks 40 offices

Representative

Offices

* Supervised by the Central Bank

Source : Data from Bank Negara Malaysia: http//www bnm.gov.my




2.2

Commercial Banks in Malaysia

The role of the commercial banks has evolved from the traditional one of
accepting deposits from the public and using such deposit funds for the
financing of trade and commerce to that of motivating and promoting

economic development in the country.

As a part of financial sector, it provides the normal banking services, including
acceptance of deposits, making loans and advances, discounting trade bills and
bankers acceptances, dealing in gold and foreign exchanges, and providing

business instrument advisory services.

All commercial banks are governed by Banking Acts and under the
supervision of Bank Negara Malaysia. Commercial bank operate under the
direct supervision of Bank Negara Malaysia, within the ambit of the Banking
and Financial Institution Act 1989. Under the banking legislation, commercial
banks have to comply with various provisions such as maintenance of
minimum paid - up capital, distribution of profits as dividends, maintenance of
statutory reserve, ethics and professionalism in banking. The list of current

Malaysian and foreign commercial banks is reported in Chart 2.1.

10



Chart 2.1 List of Commercial Banks in Malaysia

Commercial

Banks

Mala?'sian Banks

OXN AR —

Arab-Malaysian Bank Berhad
Ban Hin Lee Bank Berhad

Bank Bumiputera Commerce Bhd.

Bank Utama Malaysia Berhad
BSN Commercial Bank Berhad
Eon Bank Berhad

Hock Hua Bank Berhad

Hong Leong Bank Berhad
International Bank (M) Berhad

- Malayan Banking Berhad

. Multi-Purpose Bank Berhad
. Oriental Bank Berhad

. Perwira Affin Bank Berhad
. PhileoAllied Bank (M) Berhad
. Public Bank Berhad

. RHB Bank Berhad

. Saban Bank Berhad

. Southern Bank Berhad

. The Pacific Bank Berhad

. Wah Tat Bank Berhad

Foreigrll Banks

ABN Amro Bank Berhad

Bankok Bank Berhad

Bank of America Malaysia erhad
Bank of Tokyo Mitsubishi (M) Berhad
Citibank Berhad

Deutsche Bank (M) Berhad

HSBC Bank (M) Berhad

OCBC Bank (M) Berhad

Overseas Union Bank (M) Berhad

]O Standard Chartered Bank (M) Berhad
11. The Bank of Nova Scotia Berhad

12. The Chase Manhattan Bank (M) Berhad
13. United Overseas Bank (M) Berhad

CRNDD G -

Source: Bank Negara Malaysia;

http://www bnm.gov.my/pub/msb/19981 1/index htm

11




Although other financial institutions in Malaysia also accept deposit or grant
credit facilities, the commercial banks have the additional advantage of being

able to offer other ancillary facilities.

The common feature amongst these institutions is their role as mobiliser of
funds from those experiencing with surplus funds to those short of funds.
According to Leong ( 1998), the commercial banks different from other

financial institutions in the following aspects of the payment functions:

1. Banks posses the exclusive right to operate current accounts. A
current account is one which the account holder operates the

account by issuing cheques.

il Banks have the exclusive right to deal in remittances ( in and

out of the country ) and in international trade payments.

it Banks are the authorised institutions in the handling and

dealing of foreign exchange.

Commercial bank can be narrowly defined as a business unit involved

principally in the collection of deposits, granting of loans, provision of

liquidity, and facilitating the transfer of funds and the payment system.

12



2.3

Marketing in Banking Management

Basically, marketing can be defined as the creation and delivering of
consumer's satisfying product or service. Recognition of the importance of
marketing in banking has also increased dramatically. Bankers who have
traditionally been bank - oriented, have now become customer oriented.
Bankers in growing numbers are striving to identify unmet customer needs
through marker research and to develop conventionally available service for a
broad range of customer. More and more mass media and technologies tools is

being used by the banks, in order to appeal to present and potential customers.

Usefulness of marketing analysis is to solve important bank problems such as
developing new service and products, planning capital expenditure, choosing
new office location, pricing strategy and identify customer needs now seem

well establish in the banking industry.

In Malaysia, there is also the evaluation of a market-oriented commercial

banking system. Factors which led to the spread of bank marketing includes:

1) the decline in commercial banking share of finance market
place because of effective competition from non - bank
financial institution. Furthermore, the trend of merger of banks

to get more competitive advantages;

13



11) Rise of consumerism and concept of social responsibility in
business. At present, more Malaysian's receiving education, the
educated consumer tends to have relatively high expectation in
the market place and to be readily frustrated when these are not

met; and

iii)  Technological factor also playing important role in
environment of a customer market oriented strategies. This is
because, the increase of using internet as source for e - business
and ¢ - banking by most of the banks. This technologies
allowed the banks to increase the degree of reachness of

marketing activities by the banks.

The following charts describe the flow of marketing cost from 1996 to 1998

for 30 selected commercial banks in Malaysia. Each of the charts present 10 of

the above selected commercial banks.

14



Chart 2.2 Marketing cost from 1996 to 1998 ( 1 to 10 Banks)
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Chart 2.3 Marketing cost from 1996 to 1998 (11 - 20 Banks)
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Chart 2.4 Marketing cost from 1996 to 1998 ( 21 - 30 Banks)
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An effective marketing activities and program requiring the co-ordination of
several different activities. These include advertising, personal selling,
promotions, pricing, development of new product and services, and service
distribution to meet customer needs. Furthermore, for really implementing the
marketing concept, the banks must center its operations around the customer

and their needs.

Presently, customer do not want more of the same, but different and better
products and services from banks. Consumer are increasingly aware of the
alternatives on offer and rising standards of service and so their expectation of
service they experienced. Therefore, bank management increasingly
developing service quality initiatives and monitoring their effectiveness. In
other words, quality of service and customer care will remain key components

of marketing strategy in banking products.

Furthermore, the new competitive climate in Malaysia, however , is forcing a
transition in the direction of accelerating the development of marketing
practices throughout the banking industry. Banks are increasingly adapting a
strategic marketing orientation where the emphasis is on customer 'needs' and
the tailoring of products and services for purpose of satisfving them

profitability.
18



24

Concluding Remarks

It follows that commercial banks constitute major part of banking institutions
in Malaysia. The commercial bank compete not only among themselves, but
also with other financial institutions which are able to offer the similar
services. In such a competitive market, it is necessary for the banker to know
and update their marketing strategies in order to create competitive

advantages.

19



3.1

3.2

CHAPTER THREE

SELECT LITERATURE REVIEW

Introduction

Since no substantial studies are available in this specific area in the Malaysian
context, we deem it worthwhile to assimilate a review of relevant studies as an
understanding of the subject matter behind the cover of our research. A
beginning is made by describing the development of marketing in financial
services, followed by explanation of marketing mix, marketing policies and in
the end a select studies pertaining to marketing and banks performance have

been briefly reviewed.

The Development of Marketing in Financial Services

The American Marketing Association's Board of Directors define marketing as
" the process of planning and executing the conception, pricing, promotion,
and distribution of ideas, goods and services to create exchange that will
satisfy individual and organisational objectives". Pezzullo (1998),

encompasses this definition into five key elements that include:

20



1) Marketing is planning process.

i1) Marketing involves the conception, pricing, promotion and
distribution (4Ps).

i)  Marketing's object can be a tangible goods, services or ideas.

1v) Marketing seek to meet the objectives of both individual and
organisational.

v) Marketing works through exchange process.

Traditionally, marketing in most finance institutions and organisational was

synonymous with selling, activities and public relation.

A period of rapid environmental changes in 1970s and 1980s led to the
development of marketing as a more integrated function within the financial
services institutions and organisation, with a strategic as well as a tactical role

to play in business development.

Perez (1983) stated that in 1970s the bank marketing profession changed
dramatically and a major influence on banking marketing in 1970s was advent
of electronic funds transfer system such as an automatic teller machine (AT™M)
and credit card. It was not until the 1970s that marketing departments were
formed on any scope (Newman, 1984). He also presents a comprehensive
analysis of the development of the marketing function within financial

services during the 1960s, 1970s and 1980s which emphasised the move from

21



marketing as a passive, tactical activity towards a more integrated strategic

activity.

The importance of marketing approach needs to be well established. The
notion that marketing has a strategic dimension is comparatively new in the
financial services sector and has developed primarily as a consequence of a
period of rapid environmental changes in 1970s. 1980s and 1990s. According
to Wright (1990), the financial marketplace has become increasingly global
and technology has developed to improve the speed and variety of service
provision and a trend towards deregulation had widened to potential product

range for the majority suppliers.

Easingwood and Arnott (1991) mentions that, it has frequently been noted that
the service sector of the economy is experiencing rapid changes such as
technological, changes in distribution patterns, increased numbers and types
of competitors, legislative, deregulation, industry boundary shifts, 'free
market', better informed and more demanding customers. These changes apply
just as forcibly to the financial sectors, banks as to the rest of the service
sector. Easingwood and Arnott (1991), concluded that in the face of this
complexity and the demands of a rapidly changing environment, marketing in
the financial services sector must pay particular attention to prioritising the

different areas of their work.

22



3.3

There is considerable evidence to see a clear move towards marketing in
financial services in many countries such as in USA ( Brooks, 1987), Malaysia
(Shanmugam , 1989), Australia (Adler , 1991), UK (Thwaites and Lynch,
1992) and Hong Kong (Yee-Kwong , 1992). 1t is clear that move towards

marketing as a more integrated management function in financial services.

Role of Marketing Financial Services

Traditionally, the marketing mix includes four elements such as product, price,
promotion and place (4Ps). These elements are typically variables, which are
directly controlled by the organisation. However for the financial services,
based on the studies by Easingwood and Arnott (1991), the authors identify

six major areas of marketing activities affecting the financial performance,

which are:

1) New Product Strategy: This factor has a strong new product
development focus including the development of new products,
launching them first, positioning them, maintaining a complete
product line and offering unique products;

i1) Customer Interface: Include marketing's tools for reaching the

customer such as branding and advertising and understanding

the customer needs such as marketing research;

23



iii)  Marketing Department: Represents marketing's high level
influence such as input to corporate strategy, general co-

operation with other departments;

1v) Width of Product Line: This includes the management of the

product range and the management of the sales force;

V) Depth of Product Line: The effectiveness of product line
extensions depends on relationship with the data processing and

on good communication with appropriate markets; and

vi) Pricing Policy: Pricing by segment is seen as the main issue in

the pricing area.

In addition to this, Ennew and Watkins (1995), explained about needs of extra
3Ps (people, processes and physical evidence ) in the financial services by the
marketing manager. They stated that the characteristics of service products
require the marketing managers, in blending together the 4Ps ( price,
promotion, place and product) and also pay attention to the people providing
the services, the processes whereby the services in made available to the

customer and physical evidence attached to the people.

24



3.4

Marketing Financial Services and Banking Industry

Banking industry being the hub of financial services sector, in a developing
countries such as Malaysia, must remain alert to constant environment
changes. Banks should be ready to redefine their corporate mission and
reformulate their marketing policies, plan and strategies, to grab the emerging

business opportunities in the liberalised environment.

Knight, Sturdy and Morgan (1994) argued that the banks must concern to
improve their service to customer for purposed of promoting profitable goals.
The focus is on identifying the pattern and contact of customer needs' and
redesign products and targeting their distribution to attain profitability. In
short, the marketing concept is seen to be the emerging model for bank

activities in the financial service.

Marketing tools and activities help to identify customer wants and the best
ways to satisfy them. Banks consists of 3 major market segments such a
corporate, commercial and personal (Anonymous, 1989). Corporate customers
need bank accounts to operate, and many use more then one bank. Direct
personal selling can do promotion for corporate customers. Smaller
commercial customers require a considerable degree of personal attention, but
they respond to an overall promotional effort that includes leaflets brochures

and specialised advertisement. Finally the needs of personal sector vary a great

25



deal and mass promotion and advertising tools are effective for these kind of

customers.

Ursacki and Vertinsky (1991), on the other hand stated that banking service
can usually be divided into 3 categories such as lending, deposit taking and
ancillary service such as foreign exchange trading, letters of credit,
safekeeping, etc. The key to success in these categories are quite difference
and depends on the appropriate choice of positioning marketing which

influence of a large degree of performance of in the markets.

Studies by Motley (1994), suggest that as bankers prepare for the 21% century,
all the marketing issues are absolutely vital to the source of a bank and should
be the responsibility of the CEO. He added the marketing activities will be
necessary for the bank's success and it will be a vital step to stop the erosion of

market sh