COMMERCIAL BANKS LENDING AND ECONOMIC GROWTH IN MALAYSIA:
ANEMPIRICAL STUDY

By

TANG TUCK CHEONG

A thess submitted to the Graduate School of the Northern University of Mdaysa
(UUM) in patid fulfillment of the requirement for the degree of
Master of Science (Management).

December, 1999

©Tang Tuck Cheong. All Rights Resewed.



Sekolah Siswazah
(Graduatz School)
Universiti Utara Malaysia

PERAKUAN KERJA TESIS
(Certification of Thesis Work)

Kami, yang bertandatangan, memperakukan bahawa
(We, the undersigned, certily that)

TANG TUCK CHEONG

calon untuk ljazah _
(candidate for the degree of) Master of Science (Management)

telah mengemukakan tesisnya yang bertajuk
(has prescnted his/her thesis of the following title)

COMMERCIAL BANKS LENDING AND ECONOMIC GROWTH IN MALAYSIA:

AN EMPIRICAL STUDY.

scperti yang tercatat di muka surat tajuk dan kulit tesis
(as it appears on the title page and front cover of thesis)

bahawa tesis tersebut boleh diterima dari segl bentuk serta kandungan, dan
meliputi bidang ilmu dengan memuaskan.

(that the thesis is acceptable in form and content, and that a satisfactory knowledge
of the field is covercd by the thesis).

AJK Tesis
(Thesis Conumnittee)

i\ /) ’

i) /
Nama e . . Tandatangan [}f 0 ‘y/( Ao /’

(' ; - - 51 SN AETa) s AN / M
(Neunie) - Yol Madya Dr. Svitua Avief (Signature) ;N 14 4,}.‘ Py 4
(Lenyclin Utcuna/Principal Supeivisor) ~
— T
SR

Nama e , Tandatangan 4/2/’7//4//“‘ ‘e
(Name) : Dr. Dawood Ali Mithani (Signature)

Tarikh ¢
(Datc) lLf/ i]




PERMSSION TO USE

In presenting this thesis to the Graduate School of Northern University of
Malaysia (UUM) in partial fulfillment of the requirements for the degree of
Master of Science (Management), I consent that the library of this university may

make it freely available for inspection.

I also grant permission for copying of this thesis in any manner, in whole or in
part, for scholarly purposes. In my absence, this may be grated by the lecturers
who supervised my thesis or by the Dean of Graduate School. It is understood
that any copy, publication or use of this thesis in any manner, in whole or in
parts, for financial gain and any other non-scholarly purposes shall not be
allowed without my written permission. It is also understood that due
recognition will be given to me and to Northern University of Malaysia (UUM)
for any scholarly use from any material in my thesis. Any requests for
permission to copy or to make other use of the materials in this thesis; either in
whole or in parts, should be addressed to:

Dean of Graduate School

Northern University of Malaysia (UUM)
06010 Sintok

Kedah Darul Aman



ABSTRAK

Objektif kajian jni adalah menyasiat and meneroka kesan pinjaman
bank-bank perdagangan teshadap pertumbuhan ekonomi in Malaysia
dengan data tahunan daripada 1960 hingga 1998. Perhubungan
peranan  pinjaman bank-bank perdagangan terhadap pertumbuhan
ekonomi adalah perdasarkan satu applikasi gabungan teori kuantiti
uang dan fungsi pengeluaran agregat  Kajian ini menunjukkan satu
peningkatan dalam kepentingan bank-bank perdagangan terhadap
pertumbuhan  ekonomi, dengan  bank-bank  perdagangan
menyumbangkan Kira-kira 69 peratus hingga 72 peratrrs daripada
Jumlah  pinjaman dalam  sistem  perbankan.  Kajian ini turut
menunjukkan satu peningkatan peranan bank-bank perdagangan dalam
pertumbuhan ekonomi, KNK (Keluaran Negara Kasar), dengan
peningkatan daripada RM0.073 juta kepada RMI. [4 juta untuk
menghasilkan sate juta KNK dalam ekonomi.  Pembolehubah-
pembolehubah Keluaran Daiam Negari Kasar benar (RGDP), dan
pinjaman Bank-Bank perdangangan (LAc) digunakan bagi analisis
regrasi. Dengan menggunakan model regrasi linear (OLS), penemuan
menunjukkan pengaruh positif jangka pendek (tahun semasa) pinjaman
bank-batik perdagangan terhadap pertumbuhan ekonomi, tetapi secara
negatif pada_jangka panjang (pembolehubah tak bersandar di'lag'kan).
Penemuan kajian turut menerokai kebenaran teori y = f(L.A;) dalam
kajian ini.  Tambahan pula, pinjaman bank-bank  perdagangan
merupakan pembolehubah yang signifikan secara statistik dalam
ramalan masa depan gelagat ekonomi.



ABSTRACT

The objective of the study is to jnvestigate, and explore the impact of
commercial banks lending on economic growth in Malaysia with
annual data for the period of /960-98.  The theore tical underpinning
of therole of commercial banks /ending to economic growth is based
on combination of quantity theory of money and aggregate production
Sunction.  The study shows an increasing of importance of commercial
banks to economic growth.  Qbviously, commercial panks in Malaysia
provided about 69 per cent to 72 per cemt OF total loan in banking
system.  The study shows an increasing rule of commercial banks
lending in economic growth, GNP(Gross National Product), from
RMO.073million in 19.59 to RMI. [4million in 1998 to generate a
million of GNP i economic. The variables of Real Gross Domestic
Product (RGDP), arid commercial hanks lending (LAc) are employed in
the regression analysis. By wusing linear regression model (OLS), the
finding reveals a short run (current year) positive influence of
commercial banks lending to economic growth, but negative impact in
long run (lagged explanatory variables). The findings also
significantly explore the validity of theory in this study, » = fiL.4,. In

addition, the commercial panks lending is found to be statistically
significant variable to predict the future economic behavior.
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1.1

CHAPTER ONE

INTRODUCTION

Problem Statement

Banking is an engine of growth. Bank credit flow is crucial in this regard.
Vasudevan in his book entitled "Theory of Banking", for instance, had stressed
the importance of banks in the economy of a country by stating that;

"The flow of credit is very much like the circulation of blood. Just

as the circulation of blood has to be smooth and uniform

throughout all the organs of the human body, so also credit should

Sflow steadily and evenly through various sectors of economy. If

credit flow is artificially plugged or arrested, it would do

irreparable harm to economy just as clotting of our blood vessels

would lead 1o fatal results.” (Vasudevan, 1979:522)
Recently, Amirsham A. Aziz, chairman of Association of Banks in Malaysia
(ABM) too had acknowledged the important role banks play in the economic
development of the country by continuing to provide credit, especially to the
productive sectors, as all banks were required by Bank Negara Malaysia to have

a minimum loans growth of 8 per cent by the end of 1998.(The Star, 1998,

September, 11: 3)
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