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ABSTRACT 
 

Non-Performing Financing (NPF) levels recorded by 11 local and 5 foreign Islamic 
banks in Malaysia from 2017 to 2023 indicate fluctuations throughout that timeframe. 
High NPF may impact the financial performance of Islamic banks in Malaysia and 
effect the general financial stability of the country. This study examines the 
determinants that may influence the NPF levels of both local and foreign Islamic banks 
in Malaysia. It includes internal factors such as Return on Assets (ROA), Financing to 
Deposit Ratio (FDR), Bank Size, and Financing Loss Provision (FLP), and external 
elements like Gross Domestic Product (GDP), Unemployment Rate (UR), Inflation 
Rate (IR), and Control of Corruption (COC). This research also includes Staff 
Efficiency (STAFFX) as a moderating factor that affects the link between the 
independent and dependent variables. Staff Efficiency is important because if 
personnel do not work effectively (due to insufficient expertise), the performance of 
the bank is likely to be significantly impacted. The data for this study were sourced 
from the Fitch Connect Database, the Department of Statistics Malaysia, and the 
Worldwide Governance Indicator. This research employs Panel Data Regression 
Analysis with the Generalized Least Squares Method and a hierarchical regression 
model. The findings indicate that ROA, FDR, Bank Size, FLP, and UR significantly 
influence the NPF levels of local and foreign Islamic banks in Malaysia. Other 
predictors, namely GDP, IR, and COC have insignificant impact on NPF. This research 
also shows that Staff Efficiency can moderate and enhance the correlation between 
FDR and NPF in local Islamic banks, along with the links between Inflation Rate and 
NPF as well as COC and NPF in foreign Islamic banks. This study provides new 
interesting findings regarding the beneficial effect of Staff Efficiency in minimizing 
NPF during the unstable economic conditions. 
 
 
Keywords: Local Islamic banks, foreign Islamic banks, non-performing financing, 
panel data regression analysis, Malaysia 
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ABSTRAK 
 

Tahap Pembiayaan Tidak Berprestasi (NPF) yang direkodkan oleh 11 bank Islam 
tempatan dan 5 bank Islam asing di Malaysia dari 2017 hingga 2023 menunjukkan 
turun naik sepanjang tempoh masa tersebut. NPF yang tinggi boleh memberi kesan 
kepada prestasi kewangan bank Islam di Malaysia dan menjejaskan kestabilan 
kewangan umum negara. Kajian ini mengkaji penentu yang boleh mempengaruhi 
tahap NPF kedua-dua bank Islam tempatan dan asing di Malaysia. Ia termasuk faktor 
dalaman seperti Pulangan Atas Aset (ROA), Nisbah Pembiayaan kepada Deposit 
(FDR), Saiz Bank dan Peruntukan Kerugian Pembiayaan (FLP), dan elemen luaran 
seperti Keluaran Dalam Negara Kasar (GDP), Kadar Pengangguran (UR), Kadar 
Inflasi (IR) dan Kawalan Rasuah (COC). Penyelidikan ini juga merangkumi 
Kecekapan Kakitangan (STAFFX) sebagai faktor penyederhana yang mempengaruhi 
hubungan antara pembolehubah bebas dan bersandar. Kecekapan Kakitangan adalah 
penting kerana jika kakitangan tidak bekerja dengan berkesan (kerana kepakaran yang 
tidak mencukupi), prestasi bank berkemungkinan besar akan terjejas. Data untuk 
kajian ini diperoleh daripada Pangkalan Data Fitch Connect, Jabatan Perangkaan 
Malaysia, dan Penunjuk Tadbir Urus Sedunia. Penyelidikan ini menggunakan Analisis 
Regresi Data Panel dengan Kaedah Kuasa Dua Terkecil Umum dan model regresi 
hierarki. Penemuan menunjukkan bahawa ROA, FDR, Saiz Bank, FLP, dan UR secara 
signifikan mempengaruhi tahap NPF bank Islam tempatan dan asing di Malaysia. 
Faktor lainnya, iaitu GDP, IR, dan COC mempunyai kesan yang tidak ketara ke atas 
NPF. Penyelidikan ini juga menunjukkan bahawa Kecekapan Kakitangan boleh 
menyederhana dan meningkatkan korelasi antara FDR dan NPF di bank Islam 
tempatan, bersama-sama dengan hubungan antara Kadar Inflasi dan NPF serta COC 
dan NPF di bank Islam asing. Kajian ini memberikan penemuan baru yang menarik 
mengenai kesan berfaedah Kecekapan Kakitangan dalam meminimumkan NPF 
semasa keadaan ekonomi yang tidak stabil. 
 
Keywords: Bank Islam tempatan, bank Islam asing, pembiayaan tidak berprestasi, 
analisis regresi data panel, Malaysia 
 

 

 

 

 

 

 

 



iv 
 

ACKNOWLEGEMENT 
 

I extend my thankfulness to Allah SWT for His blessings, as I have successfully 

finalized my research and finished my Master’s degree in Islamic Finance and Banking 

at Universiti Utara Malaysia. Alhamdulillah, IIam appreciative of the opportunity to 

pursue my studies without any complications during this period at Universiti Utara 

Malaysia. This achievement was a direct consequence of the encouragement, 

guidance, and support that I received from those around me. 

 

I would like to convey my sincere appreciation to the Ministry of Religion of the 

Republic of Indonesia and the Education Fund Management Institute (LPDP) of the 

Ministry of Finance of the Republic of Indonesia for the helpful scholarship support 

that has enabled me to pursue my education with success and ease. 

 

I am also deeply grateful to my supervisor, Dr. Amirul Faiz Osman, for his tireless 

encouragement, insightful counsel, and constructive feedback, which have inspired me 

to stay on the right track. I am also deeply thankful for the support provided by Prof. 

Nor Hayati Ahmad, who provided me with valuable feedback, recommendations, and 

suggestions in completing this research.  

 

I am reminded of the unconditional support that my family and both of my parents 

have provided to me in order to complete my studies, whether it be physically or 

emotionally. I am sincerely thankful to my mother, Nyimas Rohana; my father, Romli 

Fadillah; my siblings, Halizah Febianti, Maudiya Putri, and Riskiya Febriyani; and my 

friends for their affection, encouragement, perseverance, and support during this 

journey. May Allah grant all of the people who have supported me blessings, Amin. 



v 
 

TABLE OF CONTENTS 
 

PERMISSION TO USE .............................................................................................. I 

ABSTRACT ............................................................................................................... II 

ABSTRAK ............................................................................................................... III 

ACKNOWLEGEMENT .......................................................................................... IV 

TABLE OF CONTENTS .......................................................................................... V 

LIST OF TABLES ................................................................................................... IX 

LIST OF FIGURES ................................................................................................. XI 

LIST OF APPENDICES ....................................................................................... XII 

LIST OF ABBREVIATIONS .............................................................................. XIII 

CHAPTER ONE INTRODUCTION ....................................................................... 1 

1.1 Introduction to The Study ................................................................................... 1 

1.2 Background of The Study ................................................................................... 1 

1.3 Problem Statement ............................................................................................. 6 

1.4 Research Questions .......................................................................................... 11 

1.5 Research Objectives ......................................................................................... 12 

1.6 Significance of The Study ................................................................................ 12 

1.7 Scope of The Study .......................................................................................... 13 

1.8 Definition of Key Terms .................................................................................. 14 

1.9 Organization of The Study ............................................................................... 16 

CHAPTER TWO LITERATURE REVIEW ........................................................ 17 

2.1 Introduction ...................................................................................................... 17 

2.2 Financing in Islamic Banking ........................................................................... 17 

2.3 Non-Performing Financing (Dependent Variable) ........................................... 18 

2.4 Independent Variables ...................................................................................... 22 



vi 
 

2.4.1 Internal Factors .......................................................................................... 22 

2.4.2 External Factors ......................................................................................... 27 

2.5 Staff Efficiency (Moderating Variable)............................................................ 33 

2.6 Matrix Table for Literature Review ................................................................. 35 

2.7 Research Gaps .................................................................................................. 37 

2.8 Related Theories of The Study ......................................................................... 38 

2.8.1 Agency Theory .......................................................................................... 38 

2.8.2 Asymmetric Information Theory ............................................................... 40 

2.8.3 Resource-Based Theory ............................................................................. 41 

2.8.4 Integrated Framework ................................................................................ 41 

2.9 Summary of The Chapter ................................................................................. 42 

CHAPTER THREE RESEARCH METHODOLOGY ........................................ 43 

3.1 Introduction ...................................................................................................... 43 

3.2 Research Framework ........................................................................................ 43 

3.3 Hypotheses Development ................................................................................. 46 

3.3.1 Internal Factors .......................................................................................... 46 

3.3.2 External Factors ......................................................................................... 49 

3.3.3 Staff Efficiency (Moderating Variable) ..................................................... 52 

3.4 Research Design ............................................................................................... 53 

3.4.1 Type of The Study ..................................................................................... 53 

3.4.2 Population of The Study ............................................................................ 53 

3.5 Operational Definition and Measurement of Variables.................................... 55 

3.6 Data Collection ................................................................................................. 57 

3.7 Sampling ........................................................................................................... 57 

3.8 Data Collection Procedures .............................................................................. 58 



vii 
 

3.9 Techniques of Data Analysis ............................................................................ 58 

3.9.1 Regression Model ...................................................................................... 59 

3.9.2 Descriptive Analysis .................................................................................. 60 

3.9.3 Diagnostic Test .......................................................................................... 60 

3.9.4 Panel Data Analysis ................................................................................... 62 

3.10 Summary of The Chapter ............................................................................... 63 

CHAPTER FOUR RESULTS AND DISCUSSION ............................................. 64 

4.1 Introduction ...................................................................................................... 64 

4.2 Results and Discussion of Local Islamic Banks in Malaysia ........................... 64 

4.2.1 Descriptive Analysis for Local Islamic Banks Variables .......................... 64 

4.2.2 Diagnostic Test for Local Islamis Banks ................................................... 67 

4.2.3 Panel Data Analysis for Local Islamic Banks ........................................... 70 

4.2.4 Regression Analysis for Local Islamic Banks ........................................... 71 

4.3 Results and Discussion of Foreign Islamic Banks in Malaysia ........................ 79 

4.3.1 Descriptive Analysis for Foreign Islamic Banks Variables ....................... 79 

4.3.2 Diagnostic Test for Foreign Islamis Banks................................................ 82 

4.3.3 Panel Data Analysis for Foreign Islamic Banks ........................................ 84 

4.3.4 Regression Analysis for Foreign Islamic Banks in Malaysia .................... 86 

4.4 Comparison Results Discussion Between Local and Foreign Islamic Banks in 

Malaysia ................................................................................................................. 95 

4.5 Summary of The Chapter ............................................................................... 100 

CHAPTER FIVE CONCLUSION AND RECOMMENDATION .................... 101 

5.1 Introduction .................................................................................................... 101 

5.2 Recapitulation of The Findings ...................................................................... 101 

5.2.1 Objective One (1)..................................................................................... 101 



viii 
 

5.2.2 Objective Two (2) .................................................................................... 103 

5.3 Recommendations .......................................................................................... 104 

5.4 Suggestions for Future Research .................................................................... 105 

5.5 Contribution of The Study .............................................................................. 106 

5.6 Limitation of The Study ................................................................................. 107 

5.7 Summary of The Chapter ............................................................................... 108 

REFERENCES ....................................................................................................... 109 

APPENDICES ........................................................................................................ 118 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ix 
 

LIST OF TABLES 
 

Table 2.1: Several Past Findings Regarding Determinants of NPF/NPL .................. 35 

Table 3.1: 16 Islamic Banks licensed by Bank Negara Malaysia .............................. 54 

Table 3.2: Summary of Operational Definition and Its Measurements ..................... 55 

Table 4.1: Descriptive Statistic of Variables for Local Islamic Banks in Malaysia 

(2017 – 2023) ............................................................................................................. 64 

Table 4.2: Skewness and Kurtosis Test for Local Islamic Banks .............................. 66 

Table 4.3: Kolmogorov-Smirnov and Shapiro Wilk Test for Local Islamic Banks .. 67 

Table 4.4: Correlation Matrix of Local Islamic Banks .............................................. 68 

Table 4.5: Multicollinearity Test (VIF – Variance Inflation Factor) for local Islamic 

Banks .......................................................................................................................... 69 

Table 4.6: Homoscedasticity/Heteroscedasticity Test for local Islamic Banks ......... 69 

Table 4.7: Autocorrelation Test for local Islamic Banks ........................................... 70 

Table 4.8: Panel Data Test for Local Islamic Banks .................................................. 70 

Table 4.9: Regression Results of Local Islamic Banks in Malaysia (Hierarchical 

Multiple Regression) .................................................................................................. 72 

Table 4.10: Summary of Regression Results for Local Islamic Banks ..................... 75 

Table 4.11: Descriptive Statistic of Variables for Foreign Islamic Banks in Malaysia 

(2017 – 2023) ............................................................................................................. 79 

Table 4.12: Skewness and Kurtosis Test for Foreign Islamic Banks ......................... 81 

Table 4.13: Kolmogorov-Smirnov and Shapiro Wilk Test for Foreign Islamic Banks

 .................................................................................................................................... 81 

Table 4.14: Correlation Matrix of Foreign Islamic Banks ......................................... 82 

Table 4.15: Multicollinearity Test (VIF – Variance Inflation Factor) for foreign 

Islamic Banks ............................................................................................................. 83 



x 
 

Table 4.16: Homoscedasticity/Heteroscedasticity Test for Foreign Islamic Banks .. 83 

Table 4.17: Autocorrelation Test for Foreign Islamic Banks .................................... 84 

Table 4.18: Panel Data Test for Foreign Islamic Banks ............................................ 85 

Table 4.19: Regression Results of Foreign Islamic Banks in Malaysia (Hierarchical 

Multiple Regression) .................................................................................................. 87 

Table 4.20: Summary of Regression Result for Foreign Islamic Banks .................... 90 

Table 4.21: The Comparison of Regression Results between Local and Foreign 

Islamic Banks in Malaysia ......................................................................................... 96 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xi 
 

LIST OF FIGURES 

 

Figure 1.1: NPF Level for Selected Malaysian Islamic Banks .................................... 4 

Figure 3.1: Research Framework ............................................................................... 45 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xii 
 

LIST OF APPENDICES 
 

APPENDIX A  Data Trend of Non-Performing Financing of Islamic Banks in 

Malaysia ................................................................................................................... 118 

APPENDIX B  Diagnostic Test and Panel Data Test Results for Local Islamic Banks

 .................................................................................................................................. 119 

APPENDIX C  Diagnostic Test and Panel Data Test Results for Foreign Islamic 

Banks ........................................................................................................................ 121 

APPENDIX D  Results of The Regression Analysis of Local Islamic Banks ......... 123 

APPENDIX E  Results of The Regression Analysis of Foreign Islamic Banks ...... 126 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



xiii 
 

LIST OF ABBREVIATIONS 
 

AMBANK Arab-Malaysian Bank 

BSIZE Bank Size 

COC Control of Corruption 

FDR Financing to Deposit Ratio 

FLP Financing Loss Provision 

GDP Gross Domestic Product 

GLS Generalized Least Square 

HSBC Hongkong and Shanghai Banking Corporation 

IR Inflation Rate 

MBSB Bank Malaysia Building Society Berhad Bank. 

NPF Non-Performing Financing 

NPL Non-Performing Loan 

OCBC Oversea-Chinese Banking Corporation 

OLS Ordinary Least Square 

ROA Return on Assets 

STAFFX Staff Efficiency 

UR Unemployment Rate 

WGI Worldwide Governance Indicator 

 

 

 

 

 



1 
 

DETERMINANTS OF NON-PERFORMING FINANCING IN LOCAL AND 

FOREIGN ISLAMIC BANKS IN MALAYSIA: THE MODERATING ROLE 

OF STAFF EFFICIENCY 

 

CHAPTER ONE 

INTRODUCTION 

 

1.1 Introduction to The Study 

This paper attempts to analyze the determinants of non-performing financing in 11 

local and 5 foreign Islamic banks in Malaysia. The variables consist of internal factors 

(Return on Assets, Financing to Deposit Ratio, Bank Size, and Financing Loss 

Provision) and external factors (Gross Domestic Product, Unemployment Rate, 

Inflation Rate, and Control of Corruption). This study also examines Staff Efficiency 

as a moderating variable in the relationship between independent variables (internal 

and external factors) and the dependent variable (NPF). This chapter will focus on the 

background of the study explaining the related topic and an overview of non-

performing financing in Malaysia. In addition, the problem statement will also be 

discussed in this chapter. Next, research questions, research objectives, significance of 

the study, scope of the study, definition of key terms, and organization of the research 

paper will also be explained in this chapter. 

 

1.2 Background of The Study 

The inception of Islamic banking in Malaysia was motivated by the management of 

Hajj funds for the Malaysian Muslim populace via the Tabung Haji institution in 1963. 

The Muslim community’s Hajj fund savings at that time were used by the government 
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APPENDICES 
 

APPENDIX A  

Data Trend of Non-Performing Financing of Islamic Banks in Malaysia 

 

 

 

 

 

 

 

 

No. Name of Islamic Banks 2017 2018 2019 2020 2021 2022 2023 
1 Affin Islamic Bank (Local) 0.92 2.83 3.24 1.61 1.68 1.36 0.87 

2 Alliance Islamic Bank 
(Local) 0.70 1.28 1.13 2.14 2.70 2.37 2.81 

3 AmBank Islamic (Local) 1.78 2.08 1.97 1.91 1.74 1.60 1.14 

4 Bank Islam Malaysia Berhad 
(Local) 0.93 0.92 0.86 0.67 0.96 1.27 0.97 

5 Bank Muamalat Malaysia 
Berhad (Local) 2.34 1.95 1.31 1.06 0.82 0.85 1.10 

6 CIMB Islamic Bank (Local) 0.66 0.62 1.56 1.74 0.70 1.29 1.51 

7 Hong Leong Islamic Bank 
(Local) 0.87 0.91 0.68 0.73 0.40 0.44 0.75 

8 Maybank Islamic (Local) 1.05 1.18 1.62 1.19 0.76 0.95 1.13 
9 MBSB Bank (Local) 10.23 2.40 2.41 2.88 2.73 5.46 5.48 
10 Public Islamic Bank (Local) 0.58 0.60 0.55 0.31 0.22 0.23 0.34 
11 RHB Islamic Bank (Local) 0.80 0.97 0.77 0.65 0.52 0.74 1.41 

12 Al Rajhi Banking & 
Investment (Foreign) 0.41 1.31 1.17 1.03 0.91 0.69 0.40 

13 HSBC Amanah (Foreign) 2.78 2.48 2.90 4.38 8.78 6.78 5.17 

14 Kuwait Finance House 
(Foreign) 7 4.59 5.98 7.05 6.77 6.86 6.09 

15 OCBC Al-Amin Bank 
(Foreign) 3.84 3.55 2.87 5.30 4.22 5.56 4.48 

16 Standard Chartered Saadiq 
(Foreign) 0.77 1.17 1.66 3.35 6.20 4.36 4 
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APPENDIX B  

Diagnostic Test and Panel Data Test Results for Local Islamic Banks 

 

Multicollinearity Test for Local Islamic Banks 

 

 

Heteroscedasticity Test for Local Islamic Banks 
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Autocorrelation Test for Local Islamic Banks 

 

 

Hausman Test for Local Islamic Banks 
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APPENDIX C  

Diagnostic Test and Panel Data Test Results for Foreign Islamic Banks 

 

Multicollinearity Test for Foreign Islamic Banks 

 

 

Heteroscedasticity Test for Foreign Islamic Banks 
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Autocorrelation Test for Foreign Islamic Banks 

 

 

Hausman Test for Foreign Islamic Banks 
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APPENDIX D  

Results of The Regression Analysis of Local Islamic Banks 
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APPENDIX E  

Results of The Regression Analysis of Foreign Islamic Banks 
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