EVALUATION OF THE FINANCIAL PERFORMANCES OF DOMESTIC
COMMERCIAL BANKS: AN EMPIRICAL STUDY IN MALAYSIA

BY
NORDIANA OSAGIE DAVIES

808881

MASTER OF SCIENCE (FINANCE)

UNIVERSITI UTARA MALAYSIA

Dissertation Submitted to
Othman Yeop Abdullah Graduate School of Business,
Universiti Utara Malaysia,
in Fulfilment of the Requirement for the Master of Science Finance.



EVALUATION OF THE FINANCIAL PERFORMANCES OF DOMESTIC
COMMERCIAL BANKS: AN EMPIRICAL STUDY IN MALAYSIA

A dissertation submitted to the Postgraduate Studies Othman Yeop Abdullah Graduate School
of Business (Division of Finance)

In partial fulfilment of the requirements for the degree Master of Science (Finance) Universiti
Utara Malaysia

BY
NORDIANA OSAGIE DAVIES

(808881)

MASTER OF SCIENCE (FINANCE)

UNIVERSITI UTARA MALAYSIA

JUNE 2013

NORDIANA OSAGIE DAVIES, 2013. All Rights Reserved



DECLARATION

| hereby declare that the dissertation is based on my original work except for the quotations

and citations that have been duly acknowledged.

| also certify that the substance of this dissertation has never been submitted for any degree

and is not currently being submitted for any qualifications.

Nordiana Osagie Davies

(808881)

Othman Yeop Abdullah Graduate School of Business
Universiti Utara Malaysia
06010 Sintok

Kedah

June, 2013



PERMISSION TO USE

In presenting this dissertation as a part of the requirements for postgraduate degree from
Universiti Utara Malaysia, | agree that the universiti library make it freely available for
inspection. | further agree that permission for copying of this dissertation in any manner, in
whole or in part, for scholarly purpose may be granted by my supervisor Prof. Dr. Asish Saha
or in his absence, by the Dean of Othman Yeop Abdullah Graduate School of Business. It is
understood that copying or publication or use of this dissertation or parts of it for financial
gain shall not be allowed without my written permission. It is also understood that due
recognition shall be given to me and to the Universiti Utara Malaysia for any scholarly use

which may be made of any material from my dissertation.

Requests for permission to copy or make other use of materials in this dissertation, in whole

or in part should be addressed to:

Dean
Othman Yeop Abdullah Graduate School of Business
Universiti Utara Malaysia
06010 UUM Sintok
Kedah Darul Aman
Malaysia



ACKNOWLEDGEMENTS

Without the help of many, this dissertation would not be achievable. Firstly, | would like to
thank my creator, God, for making all things possible for me and guided me to complete my
research dissertation.

Besides that, | would like to extend my heartfelt gratitude and appreciation to my
indefatigable supervisor, Prof. Dr Asish Saha for his constructive critics as well as being a
diligent mentor that | could count on at all times. Without his guidance, | would not have been
able to complete this research dissertation in due time.

| am also very much indebted to my loving family: parents, siblings and my inestimable jewel
Nordiana Fisayo Abiodun for their unflinching support, they stood by me in rain and sunshine
times to see to the successful completion of my studies.

I must not fail to mention the support of Noraida Adile Binti Che Mat, she was always willing
and ready to assist me even at the shortest notice, and others include Olayemi Badru, Zainab
Bello and the entire Nigerian community in UUM for their support during my stay here.

I must not fail to acknowledge the management, staff and students of Waziri Umaru Federal
Polytechnic for their unflinching support towards the successful completion of my studies.
Finally, I would also like to thank all my lecturers to numerous to mention from the college of
business particularly from the department of finance, UUM for the knowledge transfer during

the course of my study.

Thank you very much and God bless you.



ABSTRACT

The aim of this study is to evaluate the financial performances of domestic commercial banks
in Malaysia over the period from 2001 to 2011.The sample consist of eight domestic
commercial banks; CIMB, Public Bank, Maybank, Affin Bank, AmBank, RHB Bank, Hong
Leong Bank and Alliance Bank all listed in the Malaysian Stock Market (Bursa Malaysia).
The study uses secondary data, which were mainly taken from the annual reports of the banks
extracted from the DataStream of Thomson Reuters. Financial ratios, descriptive statistics,
correlation and multiple regression as well as DEA efficiency scores were used in the bank
performance analysis. Bank size, asset management and operational efficiency served as the
independent variables while financial performance measured by return on asset and interest
income as dependent variables. The data envelopment analysis (DEA) through its
intermediation approach used interest expense and non-interest expense as the input variables
and advances, loans and investments as the output variables in the efficiency score analysis.
The descriptive statistics shows an increase in the financial ratios of the domestic banks with
the mean value of ROA moving from 0.31% in 2001 to 1.12% in 2011, there was also an
increase in the mean value of the interest income moving from RM3215287.13 to
RM6567244.25 in the same period. Multiple Regressions was used to test the predictor
variables on ROA and interest income, it was found out that the predictor variables affect both
ROA and interest income. DEA results shows that the overall mean scale efficiency score
(92.98%) is found to be higher than that of technical efficiency score (71.33%) implying that
during the period of study, domestic banks have been inefficient in controlling their costs

rather than efficiently operating by optimizing the economies of scale due to their size.
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CHAPTER ONE

1.0 INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Banks are considered the mainstay of the global economy, providing capital fund for
governance, innovation, job creation, infrastructure, and overall prosperity of the economy
(Alkhatib, 2012). There have been wide and extensive studies in the last few decades on the
evaluation of financial performance of financial institutions around the globe. This global
attention can be attributed to the increasing globalization and competitive nature of the

financial industry and international financial markets.

The era preceding the Asian financial crisis of 1997 witnessed the fragmentation of the
Malaysian banking system with 77 domestic banking institutions comprising among others 22
domestic commercial banks and 16 foreign commercial banks. However, in 2000 Bank
Negara Malaysia (BNM) which is the central bank of the country initiated and carried out a
holistic restructuring, consolidation and rationalization in the banking industry in Malaysia.
Today there are 27 commercial banking institutions in Malaysia with 8 domestic and 19
foreign commercial banks. Beginning from 2001, the financial sector has recorded an
expansion of 7.3% at an average annual rate to account for 11.7% of real GDP in 2010
compared to 9.7% in 2001. Domestic banks have now accumulated strong capital base and
loan loss buffers, with great improvements in underwriting and risk management practices, as

well as strengthened governance structures and discipline.
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