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ABSTRACT (ENGLISH) 

 

This study is conducted to investigate the profitability determinants of the commercial banks in 

Malaysia after 1997 Financial Crisis. The study utilized the secondary data obtained primarily 

from the banks web sites for eight commercial banks i. e. CIMB, Public Bank, Maybank, Affin 

Bank, Am Bank, RHB Bank, Citi Bank and HSBC Bank during the period from 2004 to 2008. 

The study following to other similar studied; incorporates some of macroeconomic variables to 

examine their affect on the banks profitability. The study used ROA as a dependent variable to 

estimate the bank’s profit. The independent variables used in the study consisted of 10 variables 

namely capital ratio (CAR), expenses management (EXPS), interest coverage (INC), bank size 

(SIZE), total deposits (DEPOSITS), total loan (LONAS), total income (TI) Base Lending Rate 

(BLR) and two macroeconomic variables i. e. inflation rate (INFL), and gross domestic product 

(GDP).  

 

Multiple regression analysis has applied to examine the significance contribution of these 

variables in the bank’s profitability. The results however show that only EXPS, INC, LOANS, 

BLR and INFL are significant at the 5% and 10% confidence level. 
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CHAPTER ONE 

BACKGROUND OF THE STUDY 

1.1   Introduction 

Profit is the main reason why everybody puts an effort for the sake of making the 

business successful, because profits are an important source of investment funds. Profit 

can be used to buy more stock, improve technology or expand the premises, and make 

everybody happy at last. It needs to be remembered that profits are used to reinvest, 

which leads to better products for their customers, better wages and working conditions 

for their workers or to help the local community. 

 

After growing at over 8-9 per cent per annum for over a decade, the Malaysian economy 

was caught in a financial crisis that arose from a regional contagion effect in 1997-98. 

The view was that a merger plan was fundamentally desirable because Malaysia had too 

many banks for a small economy. Research on the determinants of bank profitability has 

focused on both the returns on bank assets and equity, and net interest rate margins. It has 

usually explored the influence on bank performance of bank-specific factors, such as risk, 

market power, and regulatory costs.  

 



2 

 

The banking sector had experienced greater and spectacular structural changes in order to 

be remained more competitive in the financial industry. By way of merger and 

acquisition, the productivity and the efficiency are improved in order to meet the 

profitability that is required. The banking institution after merger and achieving at 

minimum required profit will have a greater diversification in the business portfolio such 

as lending and financing activities, remittance and settlement services as well as trading 

activities. Other than that, the banks may venture into new segment or new area of 

businesses such as investment-linked product, and unit trust product, wealth 

management. With this, the banking sector is more flexible with the innovations in 

product as well as the delivery channel.  

 

In recent times, research has focused on the impact of macroeconomic factors on bank 

performance and profitability determinants. Bank profitability is expected to be receptive 

to macroeconomic control variables. 

 

This study investigates the determinants of bank profitability in Malaysia. It explores the 

relationship between the profitability of  banks in Malaysia and the (10) variables chosen, 

i.e., capital ratio, expenses management, interest coverage, bank size, total deposits, total 

loan, total income ,consumer price index, gross domestic product and inflation. The study 

covers eight banks namely CIMB, Public Bank, Maybank, Affin Bank, Am Bank, RHB 

Bank, Citibank and HSBC Bank during the period 2004 to 2008. 
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This chapter is presented as follows: problem statement, research questions, research 

objectives, significance of study, scope and limitation of the study. Chapter 2 will 

summarize literature relates to profitability of commercial banks provided in the previous 

studies. Chapter 3 describes data and methodology of the study. Chapter 4 discusses the 

findings. Chapter 5 concludes the research findings and some suggestions to further 

research. 

 

1.2   Problem Statement 

 

Profit is the main motivation to establish any business and banks are not exception. In 

today competitive business environment, Identifying Profitability determinants gain more 

attention because by knowing the variables that effect bank’ profit, bank’s management 

can concentrate their effort to optimise these variables and take it in consideration when 

they make the decisions. In fact, identifying the profitability determinants is also 

important to the bank’s owner as well as regulatory maker as they can asses and adjusts 

the performance of banks and the regulation to maximize the profit. (Mamatzakis, & 

Remoundos, 2003; Pasiouras, & Kosmidou, 2007). 

 

Since the 1997 Asian Financial Crisis, banks were observed to have performance better, 

either due to the restructuring exercised or the new strategies adopted. However, we find 

very few documents being published on the factors determining such important in the 

banks’ profitability determinants after the Crisis. 
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1.3   Research Questions 

 

The research questions that this project attempts to answer are as follows: 

1. Is the independent variables explain the changes in the bank’ profitability 

level? 

2. Is there any significant relationship between the independent variables and 

the bank’ profitability? 

 

1.4   Research Objectives 

 

1. To identify the profitability determinants of Malaysian banks after the 1997 

financial crisis. 

2. To examine the significant determinants among variables selected in the 

study.  

3. To contribute to enriching the existent literature.  

 

1.5  Significance of the Study  

 This study is expected to contribute to the existence literature relating to the profitability 

determinants especially in Malaysia since there are few studies discussed this issue. 

Furthermore, the result of the study may help the regulatory, banks managements, and 

bank’s owner in forming their strategy.   
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1.6    Scope of the Study 

 

This study is conducted to investigate the profitability determinants after 1997 Financial 

Crisis. The study sample is consists of eight commercial banks  i. e. CIMB, Public Bank, 

Maybank, Affin Bank, Am Bank, RHB Bank, Citibank and HSBC Bank during the 

period 2004 to 2008. The study used 10 independent variable i.e. capital ratio (CAR), 

expenses management (EXPS), interest coverage (INC), bank size (SIZE), total deposits 

(DEPOSITS), total loan (LONAS), total income (TI) Base Lending Rate (BLR) and two 

external variables consisting inflation rate (INFL), and gross domestic product (GDP). 

the dependent variables is the bank’s return on assets (ROA).  

 

1.7    Limitations of the study 

 

1. Only focus on secondary data which limited to information available in the 

annual reports. 

2. Variables / determinants to be tested are based on past studies. There are no 

new variables introduced in the model since this study replicates past study 

model to Malaysian banks. 

3. There are few studies conducted in Malaysia to study this important topic. 

4. The study period is short which may affect the study results. 

 

 



6 

 

CHAPTER TWO 

LITERATURE REVIEW 

 

2.1      Introduction 

 

This chapter explores the previous literature related to this study. It discusses the 

Malaysian banking environment after the 1997 Financial Crisis as well as the profitability 

determinants suggested by several studies. 

 

2.2 The Malaysian Banking Environment after the 1997 Financial Crisis 

 

In 2002, the Malaysian government started the implementation of the banking sector 

reformation in respond to the 1997 financial crisis. Under the reform plan, Malaysian 

government guided the merger activities in the banking sector through the central bank. 

Prior to that date, the banking sector was made up of 54 domestic deposit taking 

institutions which became ten large-capitalized banks by the end of 2002. (Ahmad, R., 

Arrif, M & Skully, M. 2007) 
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Table 2.1  

Number of financial institutions in the banking system in Malaysia 

 

This number does not change much in present as clearly appears in the schedule below. 

 

Table 2.2  

Number of financial institutions as at end-September 2008 

Financial Institution Total Malaysian - 

Controlled Institutions 

Foreign - 

Controlled Institutions 

Commercial Banks 22 9 13 

Investment Banks/ Merchant Banks 15 15 - 

Islamic Banks*  15 10 5 

International Islamic Banks 1 - 1 

Insurers 41 25 16 

Islamic Insurers (takaful operators) 8 8 - 

International Takaful Operators) 1 - 1 
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Reinsurers 7 3 4 

Islamic reinsurers (retakaful operators) 3 1 2 

Development financial institutions 13 13 - 

*Includes one foreign Islamic bank that commenced operations in October 2008 

Source: http://www.mida.gov.my 

 

Malaysian government under the Third Industrial Master Plan (IMP3) 2006-2020 plans to 

enhance the service sector contribution in the Malaysian Gross Domestic Product (GDP) 

to be 59.7% by 2020. (http://www.mida.gov.my). In 2008, the service sector contribution 

increased to 55% comparing with 53% in 2007 which indicates that the Malaysian IMP3 

is in the right track. On the other hand, the finance and insurance sub-sector constitutes a 

significant portion in the GDP which has reached 11% at the end of 2008. Although it 

recorded a growth in 2008 by 7.7%, this growth rate was lower compared with 2007, 

where it was 11.1%. (Refer to table 2.3).  
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Table 2.3  

Services Sector Performance at Constant 2000 Prices 

 

   Source: BNM annual report, 2008 

 

In addition, comparing with (8.6%) in 2007, the total loans outstanding of the banking 

system increased by 12.8% with strong loan growth to all sectors of the economy. 

However, because of the strong competition in the banking sector which led to narrowing 

interest rate spreads, the net interest income of the banking system recorded a lower 

growth of in 2008 by 8% comparing with (10.8%) in 2007. (BNM annual report, 2008). 
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Figure 2.1 

Performance of the Finance and Insurance Sub-Sector 

 

Source: BNM annual report, 2008 

 

2.3     Bank Profitability 

 

Profit generation is the most important target to all business and banks are not exception 

to this fact. However, banking sector has its own characteristics that make its position 

sensitive to the whole economy. That is, banks play a significant role as an intermediary 

institution in the economy growth and financial system stability. Banks basically gain the 

profit from lending activities through the difference between the interest paid to the 

depositors and interest received from the borrower. In addition, the non interest revenue 

which is received against the services offered has gained more attention recently because 

of the limited opportunity to increase the interest revenue due to the competition 

difficulties. The study of banks profitability determinants is crucial for bank’s managers, 

investors and government as they can assess the banks performance and adjust the 
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government policy, investor choices and banks’ manager’s plans and decisions in order to 

achieve the target goals. (Mamatzakis, & Remoundos, 2003; Pasiouras, & Kosmidou, 

2007) 

 

There are many economic hypotheses have discussed relating to bank’s profitability 

determinants. The two basic hypotheses are the structure conduct-performance hypothesis 

(SCP) and efficient-structure hypothesis (EFS).  The following section will explain these 

hypotheses as follows 

 

2.3.1   Structure Conduct-Performance Hypothesis (SCP) 

 

(SCP) hypothesis argues that the bank’s profitability determinants by the market structure 

of the banking industry such as the number of participating banks in the market and the 

market share of banks, and bank-specific factors, including cost efficiency, scale 

efficiency, and the risk attitude of banks. (Wong, Fong, Wong, and Ka-fai Choi of the 

Research Department, 2007). Furthermore, it suggests that banks have additional power 

in a concentrated market so that they can charge higher interest rate from borrower and 

pay lower interest rate to depositor, thus, increase their profitability. (Park and Weber, 

2005). Moreover, in such market, banks can collusively determine the price which 

obstructs the competition; hence, support the banks’ profit. Different studies use various 

concentration ratios to measure the market structure affection on the banks performance; 

the empirical results however have been mixed. (Bektas, E. 2006). This hypothesis raises 

the concern regarding the competition and the fairness in the concentration market.  
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2.3.2. The Relative Market Power Hypothesis (RMP) 

 

This hypothesis is related to the SCP hypothesis, i.e., it is agreed with the SCP hypothesis 

in the ability of banks to determine its suitable price and gain extraordinary profit in 

concentrate market, but according to Polius, T., & Samuel, W. (2002), only banks with 

large market share and well-differentiated product can do that. 

 

2.3.3. Efficient-Structure Hypothesis (EFS) 

 

Efficient-structure hypothesis explains the efficiency of banks on other way round, it 

asserts that the production efficiency is the reason behind the ability of banks to set their 

suitable interest rates and gain supernormal profits. (Park & Weber, 2006). In the same 

manner, this hypothesis looks to the bank market concentration as a result of the bank 

efficiency rather the cause of the bank performance as stated in SCP. Molyneux, P. & 

Forbes, w. (1995) argued that this hypothesis implies that the government should not 

restrict the monopoly behavior by antitrust or regularity measures because that restriction 

will discourage banks efficiencies.  

 

2.3.4. SCP Hypothesis vs. EFS Hypothesis 

 

The explanation of SCP Hypothesis and EFS Hypothesis in 2.4.1 and 2.4.2 respectively 

can be conceptualized in figures below:   
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SCP Hypothesis: 

Market structure (concentration market)                  collusively behavior                   set 

the favor price                   superior performance 

 

EFS Hypothesis 

 

Banks production efficiency                   cost reduction                   superior performance  

                increase market share (concentration market)                   set the favor price 

 

Recently, this hypothesis has been divided into two hypotheses based on the main factor 

that contributes to the banks efficiency. While, in one hand, the X-efficient hypothesis 

(ESX) suggests that the superior management of costs for a given output level is the core 

factor, on the other hand, however, the scale efficient hypothesis (ESS) argues that banks 

operating at optimal economies of scale should have the lowest average costs, resulting in 

higher profits. (Wong et. al., 2007) 

 

2.4  Profitability Determinants 

 

Bank profitability is the result of the interaction between internal and external factors that 

affect bank. Athanasoglou, Brissimis and Delis (2008) divided these determinants into 

three categories, i.e., bank-specific determinant, industry-specific determinants and 

macroeconomic profitability determinants. Based on their explanation, the bank-specific 

determinants involve factors that arise from the bank structure as well as the daily 
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activities that conducting in banks. In the same manner, bank-specific profitability 

determinants reflect the Ownership Concentration. 

 

Although most of the previous studies have used return on assets (ROA) and return on 

equity (ROE) or one of them as a dependent variable to measures the bank profitability 

and efficiency, the independent variables that represent the bank-specific, industry-

specific and macroeconomic profitability determinants were different from one study to 

another. The same thing can be noted in the empirical results in these studies which 

reflect the variation in the country’s economic conditions, the degree of financial sector 

development and liberalization and the period of study, banks specific characteristics as 

well as the regulatory environment. For example, Wong, J., Fong, T. Wong, E. and Ka-

fai Choi (2007) studied the performance of banks in Hong Kong and test the structure 

conduct performance (SCP) and the efficient-structure (EFS) hypothesis by applying the 

approach of Berger and Hannan (1993). They used ROA and the interest rate spread 

(IRS) of banks as the dependent variables, market concentration (CONC), banks’ market 

share (MS),  the dummy variable introduced to quantify the impact of regulatory 

liberalization (DUM), cost inefficiency (CIE) and scale inefficiency of banks (SIE) to 

measure the industry-specific profitability determinants. For bank-specific determinants, 

they used the ratio of loan loss provisions to total loans (LLoss), the ratio of total interest-

bearing funds to assets (DEPASS) and the capital adequacy ratio (CAR). Finally, for 

macroeconomic determinants, they used Hong Kong’s real GDP growth rate (GDP) and 

the unemployment rate (UR). The results indicated that market structure is not a 
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significant factor to determine the bank performance. In contrast, they found that the cost 

efficiency of banks is the primer determinant.  

 

Mamatzakis and Remoundos (2003) used ROA and ROE as dependent variables to 

measure the profitability of Greek commercial banks for the period 1989 - 2000. For the 

internal variables, they used personnel expenses to assets ratio (PRSEXP), natural 

logarithm of bank’s assets (logAS) and its value squared (logAS2), bank’s ownership 

status as a dummy variable (Gov), equity to assets ratio (EQAS), loan loss provisions to 

loans ratio (LLR), and loan to assets ratio (LNAS). Besides, they used concentration ratio 

measured by Herfindahl index, consumer price index (CPI), narrow money supply (M2), 

and Athens Stock Exchange yearly percentage change (ASE) as the external variables.  

 

Pasiouras and Kosmidou (2007) conducted a research to study and to compare the 

performance of domestic and foreign banks operating in the 15 EU countries over the 

period 1995–2001. They used return on average assets (ROAA) to evaluate bank’s 

performance and bank’s total assets, the cost to income ratio, the ratio of equity to assets 

and the ratio of bank’s loans divided by customers and short term funding as the internal 

factors. For the external factors, they used gross domestic product growth (GDPGR) and 

inflation (INF) to evaluate the macroeconomic conditions and the ratios stock market 

capitalization to GDP MACGDP, stock market capitalization to total assets of deposit 

money banks (MACPASS), total assets of deposit money banks to GDP (ASSGDP) and 

banking industry concentration (CONC). 
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Kosmidou, Fotios Pasiouras, and Tsaklanganos (2007) studied the profitability 

determinants of 19 Greek banks operating in 11 different countries for the period of 1995 

- 2001. They tried to examine the assumption that foreign banks are more at a 

disadvantage compared to the domestic banks in developed countries although not so in 

less developed countries. They used ROA as the dependent variable and the ratio of loan 

loss provisions to net interest income LOSSPROV, the bank liquidity LIQUID, the equity 

to assets ratio EQAS, the ratio of non-interest expenses to average assets COST, the 

logarithm of a subsidiary’s total assets SIZE, the ratio of stock market capitalization to 

total assets of the deposit money banks MACPASS, ratio of bank’s deposits relative to 

the total deposits of the banking market SHARE and C5 to measure the concentration in 

the banking market as independent variables. 

 

Instead, Park & Weber, (2006) investigated the profitability determinants of the Korean 

banking sector for the period of 1992–2002 by using data envelopment analysis (DEA) to 

test the market structure hypothesis against the efficient structure hypothesis. The 

empirical evidence supported the efficient structure hypothesis where they found that 

bank efficiency has a significant effect on bank profitability. Moreover, they found that 

market concentration has a negative relationship with banks profitability over the whole 

period of study. Their findings also indicated that the key determinants of bank 

profitability in Korea have changed after Asian financial crisis. 

 

Bektas (2006) employed the random effect model of generalized least squares to 

determine the profitability factors of North Cyprus (NC) depository institutions by testing 
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SCP or collusion and efficient-structure hypothesis for a single geographical deposit 

market using panel data for the period ranged between 1991 and 1997. Bektas evaluated 

depository institutions efficiency by using HHI Herfindahl-Hirschman index, HHIA 

Herfindahl-Hirschman index of assets, MSD Market shares with respect to deposits and 

Market shares with respect to assets MSA, and credit to deposits ratio LD and capital to 

assets ratio CAPA to test bank specific profitability. Finally, he used assets size (ASS) 

and dummy variable (DUM) to estimate the economic impact. The regression of the 

study sample which consisted of 30 commercial banks and 24 cooperative financial 

institutions indicated that market power and efficiency are not among the determinants of 

profitability. This result was supported by insignificant asset size ASS or economies of 

scale variable in all equations. These results, according to Bektas, have two implications 

for North Cyprus deposit market. First, the competiveness of the market since there was 

no collusive behavior among deposit institutions and second, “the insignificant 

coefficient of efficiency raises questions about the efficient allocation of funds.” 

 

Al-Obaidan (2008) tried to differentiate between the market structure paradigm 

(concentration–profitability) and the efficiency paradigm (performance profitability 

market share) in the GCC banking market by conflating measures of technical 

inefficiency (X-inefficiency) into the empirical analysis. His sample consisted of cross-

country and time-series data of 58 commercial banks for the period 1996-2005. Al-

Obaidan tested the relationship between concentration by concentration ratio, profitability 

by Return on Equity ratio (ROE), and market share by Market-share ratio which can be 

measured by dividing bank’s deposit (in millions of U.S. dollars) on the total deposits in 
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the country within which the bank operates (in millions of U.S. dollars). Al-Obaidan 

found a significant relationship between bank profits and the concentration ratio, market 

share coefficients. Thus, he affirmed that the GCC bank’s profitability is following the 

efficiency paradigm that the variation of the GCC bank’s profits is due to the different 

level of efficiency between them. Therefore, any legal restriction on the banks power will 

adversely affect banks performance. 

 

Lu, Y., Fung, H. F. and Jiang, X.  (2007) investigated the changes in market structure and 

financial performance (profitability) of Chinese commercial banks for the period between 

2002 and 2005 by using a sample of four state-owned commercial banks, ten joint-share 

commercial banks, and all foreign banks in China. The researches pointed out that the 

growth in the Chinese banking sector became faster after the implementation of the 

Chinese government reform plan. They summarized the results of the reform plan to three 

main benefits, i.e., the Chinese banks have become more competition and required sound 

financial performance. The researchers improved the nonperforming loans and China’s 

entry into the World Trade Organization (WTO). They measured the bank’s profitability 

by return on assets (ROA) and return on equity (ROE) and the market structure by using 

the concentration ratio and Herfindahl-Hirschman Index (HHI). They noted that both 

concentration ratio and Herfindahl-Hirschman Index (HHI) vary during the study period 

where the banking markets were highly concentrated in terms of loans, deposits, and 

assets before 2002. This picture, however, changed after that where the Chinese banking 

industry concentration became moderated. The empirical results indicated that market 

structure was not the major factor that affected the bank’s profitability. Besides, the 
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returns on assets of state-owned banks were lower than those of joint-share banks and of 

foreign banks whereas the returns on equity for state-owned banks were higher than those 

of foreign banks. Additionally, the banking market structure in China is moderately 

concentrated and the foreign banks have some effect on the market structure but they are 

not large enough yet to challenge Chinese banks.  

 

For the Malaysian side, however, there are limited studies related to this issue. For 

example, Katib, M. N. (2004) examined the structure-conduct-performance (SCP) 

hypothesis against the competing efficient structure (ES) hypothesis of 20 Malaysian 

commercial banks over the period from 1989 to 1996 by using a robust estimation 

method. He used as a control variables ratio of total operating expenditures to total assets 

(RTOE) which reflect the ability of the banks to operate at lower costs, ratio of total loans 

and advances to total assets (TLTA) as a measurement of risk factor and the ratio of 

demand (current account) deposits to total deposits (RCDD) to measure the cheap source 

of funds for the bank. The results indicated that banks efficiency is not the factor that 

determined the banks market shares and performance. In addition, the empirical results 

provided significant evidence supported the SCP hypothesis that market concentration 

determines profitability in the Malaysian. 

 

The more recent study conducted by Sufian, F. (2009). He discussed the 1997 financial 

crisis causes and consequences on the East Asian financial sector. In this context, he 

argued that the causes of the financial crisis are the poor banking practices and lack of 

revenue diversification, inadequate capital, shortcomings in the assessment of credit risk, 
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lending to connected enterprises, excessive maturity or currency mismatches, and rapid 

rise of non-performing loans. As a result of this, East Asian banks became under stress 

and insolvent.  

 

Goddard et  al., (2004) investigated the profitability determinants of the European banks. 

They applied cross-sectional and dynamic panel estimation methods on the data of six 

major European banking sectors namely Denmark, France, Germany, Italy, Spain and the 

UK for the period 1992–98. They used ROE to represent banks’ profitability, the natural 

logarithm of total assets, OBS business as a proportion of assets plus OBS business, 

CAR, ownership and SIZE as the explanatory variables. They found a positive 

relationship between size and CAR and profit. In contrast, the found little evidence of a 

systematic relationship between ownership type and profitability, unconvincing 

relationship between size and profitability while the relationship between the relative size 

of a bank’s OBS portfolio and its profitability was mixed. 

 

Naceur, S. 2003, observed the effect of bank’s characteristics, financial structure and 

macroeconomic indicators on bank’s net interest margins and profitability in the Tunisian 

banking industry for the 1980-2000 period. He used ROA, ROE and NIM as dependent 

variables to estimate bank’s profitability. The independent variables were the ratio of 

overhead to total assets (OVERHEAD), the ratio of equity capital to total assets (CAP), 

the ratio of bank’s loans to total assets (BLOAN), the ratio of noninterest bearing assets 

to total assets (NIBA) and the log of bank assets (LNSIZE) as internal determinants. 

Inflation (INF) and GDP per capita growth (GROWTH) as macro-economic measures. In 
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addition, he used Relative size (RSIZE) as the ratio of the stock market capitalization to 

total assets of deposit money banks, stock market capitalization divided by GDP (MCAP) 

The size of the banking sector (SBS) which measured by the ratio of total assets of the 

deposit banks to GDP. MCAP and SBS used also in order to indicate the 

complementarities or substitutability between bank and equity market financing. His 

finding recorded that there is a positive and significant coefficient on the overhead to assets 

ratio variable (OVERHEAD) in the net interest margin and return on assets equations, the 

size variable (LNSIZE) on the other hand has mostly negative and significant coefficients on 

the net interest margins equations. The macroeconomic indicators i.e. inflation and economic 

growth are insignificant in both spread and profit regressions. The stock market capitalization 

to GDP ratio had positive relationship with ROA. Besides, the concentration ratio has a 

negative and significant impact only on net interest margin. In addition, the stock market 

capitalization to banking assets ratio (RSIZE) had a positive relationship with ROE. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1    Introduction 

 

This chapter discusses the study’s data and its sources, the research framework, 

definition of the variables selected, research design, techniques of data analysis as 

well as the econometric treatment. 

 

3.2    Data and Source 

 

This study was conducted based on secondary data obtained from the year-end 

balance sheets, income statements and the financial notes of the eight commercial 

banks. i. e. CIMB bank, RHB bank, Public bank, Am bank, Affin bank,  Maybank,  

Citibank and HSBC bank over five years period from 2004 to 2008 all are secondary 

data. The financial figures obtained were converted into financial ratio to be used as 

determinants of profitability for the year. In addition, the data for the economic 

variables (Malaysian gross domestic products and inflation rate) were obtained from 

Asian Development Bank website.  

 

3.3 Research Framework 

 

This study adopts the model introduced originally by Nye and Kanbur, (1991) and 

modified later by Desa, K. A., (2003). It investigates the relationship between the 
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profitability of  banks in Malaysia and the (10) variables chosen, i.e., capital ratio, 

expenses management, interest coverage, bank size, total deposits, total loan, total 

income ,consumer price index, gross domestic product and inflation. The study cover 

eight banks namely CIMB, Public Bank, Maybank, Affin Bank, Am Bank, RHB 

Bank, Citibank and HSBC Bank during the period from 2004 to 2008. 

 

Based on Desa, K. A., (2003) study, the following mathematical model is adopted. 

 

y = β0 + β1 CAR + β2 EXPS + β3 INC + β4 SIZE + β5 DEPOITS + β6 LOANS + β7 TI 

+ β8 BLR + β9 INFL + β10 GDP + eit            ……………   (1) 

 

Where: 

y = the dependent variable which represents the profitability of the banks (ROA) 

measured by dividing the net income after tax by the bank total assets 

β0 = the intercept of the model 

β1….. β10 = the partial regression coefficients 

CAR= Risk-Weighted Capital Ratio calculated by dividing the bank’s capital base by 

risk weighted assets 

EXPS = Expenditure as a percentage of total assets 

INC = Earnings before interest and tax of each bank as a percentage of interest 

expense 

SIZE = Logarithm of the total assets of each bank 

DEPOSITS = Logarithm of the total deposits of each bank 

 LOANS = Logarithm of the total loans of each bank 

 TI = Logarithm of the total interest income and non-interest income of each bank 



24 

 

 BLR = Average annual Base Lending Rate of all commercial banks 

INFL= Annual percentage change of consumer price index 

 GDP = Annual percentage change of Malaysian GDP by industrial origin 

eit = the error term of the regression 

 

3.4       Operational Definition 

The operational definitions of the variables used in the study are as follows: 

 

3.4.1         Dependent Variable 

 

Following to (Desa, 2003), This study will use return on assets (ROA) to represent the 

bank’s profitability. Return on assets can be calculated by divided the net income after 

tax on the bank total assets for the respective financial year as follow: 

ROA =  
��� ������ 	
��� �	�

���	 	�����
 

 

3.4.2        Independent Variables  

 

There are numerous of variables that affect the bank profitability. As a matter of fact, 

these variables have been categorized into two main parts mainly the internal 

variables and the external variables. (Pasiouras & Kosmidou, 2007; Mamatzakis & 

Remoundos, 2003). Although the researchers tested a variety of independent 

variables, this study which follows Desa, K. A., (2003) will concentrate on 10 

variables comprising internal variables i.e. capital ratio (CAR), expenses management 

(EXPS), interest coverage (INC), bank size (SIZE), total deposits (DEPOSITS), total 
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loan (LONAS), total income (TI) Base Lending Rate (BLR) and two external 

variables consisting inflation rate (INFL), and gross domestic product (GDP).  

 

       Table 3.1 

       Operational Definition of independent variables. 

 Independent 

Variables 

Represent 

      

Description 

1. capital ratio 
Capital and reserves of each commercial bank as 

a percentage of weighted average of risky assets 

 

CAR 

2. 

expenses 

management  

Expenditure as a percentage of total assets 

 

EXPS 

3. interest coverage  

Earnings before interest and tax  of each bank as 

a percentage of interest expense  

 

INC 

4. bank size  Logarithm of the total assets of each bank 
 

SIZE 

5. total deposits  Logarithm of the total deposits of each bank 
 

DEPOSITS 

6. total loan  Logarithm of the total loans of each bank 
 

LOANS 

7. total income  

Logarithm of the total interest income and non-

interest income of each bank 

 

TI 

8. Inflation rate  

Annual percentage change of consumer price 

index 

 

INFL 

9. 

gross domestic 

product  

Annual percentage change of Malaysian GDP by 

industrial origin 

 

GDP 

10. 

Base Lending 

Rate  

Average annual Base Lending Rate of all 

commercial banks 

 

BLR 

        Source: Desa, K. A., 2003 
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  3.5    Research Design 

 

This study employs the mathematical model design. In equation (1) the process 

involves the following steps: 

1. Ratios are calculated based on the respective bank’s annual report for 

each year from 2004 to 2008. These ratios are measures or proxies for 

determinants of ROA based on past studies (Desa,  2003; Kosmidou et 

al., 2007) 

2. The ratios were tested for linearity, normality, multicollinearity. 

Statistical results are explained in section 3.6. 

3. The ratios consisting of ROA as dependent variable and CAR, EXPS, 

INC, SIZE, DEPOSITS, LONAS, TI, BLR, INFL and GDP as 

independent variables are regressed using SPSS version 16. 

4. The 10 variables are modified to compute the missing values in certain 

financial year. Thus names such as ROA1, EXP1, INC1 …..  reflect the 

modified variables.  

 

3.6     Techniques of Data Analysis 

 

This study used three major statistical techniques which are the descriptive statistics 

(maximum, minimum, mean and the standard deviation), correlation analysis and 

multiple liner regression analysis to investigate the relationship between the 

dependent variable (ROA) and the independent variables (CAR, EXPS, INC, SIZE, 

DEPOSITS, LOANS, BLR, TI, INFL, and GDP) by utilizing Microsoft Excel and the 

Statistical Package for Social Science version 16.0.  
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3.7    Econometric Treatment 

 

To ensure the validity of the regression model, this study will examine the presence of 

linearity, normality, multicollinearity and the heteroscedasticity problems as follows: 

 

3.7.1   Linearity 

 

This study will test whether the regression model is linear in the variables.  The 

variables need to be linear in order to meet the regression assumption which will 

clearly appear once we plot a graph represent the data provided.  

  

3.7.2 Normality 

 

This assumption indicates that the explanatory variables are normally distributed.  

This study will test the existing of this assumption by using Kolmogorov-Smirnov 

and Shapiro-Wilk test. The data does not violate the normality assumption when the 

level of the significant for Kolmogorov-Smirnov and Shapiro-Wilk test are higher 

than 0.05 or 0.010. (Carver & Nash; 2006)  

 

3.7.3 Multicollinearity 

 

Multicollinearity test is used to ensure that there is no exact linear relationship 

between the independent variables (Gujarati, D. N 2006). The study will use the 

variance of inflation factor VIF method to test the existence of this problem. If the 

results show that the variance of inflation factor VIF is more than 10, the regression 
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results affected by a multicollinearity problem. (Gujarati, D. N. 2006). In such case 

the only way to overcome this problem is by dropping the affected variables (Gujarati, 

D. N; 2006). 

 

3.7.4   Heteroscedasticity 

 

This assumption refers to unequal variance among the variables which may lead the 

model to be misleading. This problem can be detected by E-views White test. 
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CHAPTER FOUR 

 

RESULTS AND DISCUSSION 

 

4. 1 Introduction  

 

This chapter discusses the empirical results of the study on the profitability 

determinants of the commercial banks in Malaysia. It provides the answers to the 

research questions and research objectives stated in chapter one.  

 

This chapter consists of 4 sections. The first section views the descriptive statistics of 

the data. The second section discusses the correlation analysis between dependent and 

the 10 independent variables.  The third section discusses the results of the linear 

regression and the regression assumption test results. The last section provides the 

summary of the chapter. 

 

4.2 Regression Assumption Test Results 

 

The results of the regression assumptions show that the current model did not meet 

these assumptions. Examining of the linearity and normality assumptions prove that 

the model satisfies these two assumptions (Appendix). In contrast, the model   suffers 

from multicollnearty problem in some of its variables. That is clear since that there is 

strong correlation between ROA and SIZE, DEPOSIT, LONAS and TI from the 

correlation analysis conducted earlier. The value of VIF value (higher than 10) also 

prove the existence of multicollnearty problem. (Please refer to the Appendix). 
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To overcome this problem, the highly correlated variables will be dropped to ensure 

that this problem is solved.  

The new model after drop SIZE, DEPOSIT and TI is as follows: 

y = β0 + β1 CAR + β2 EXPS + β3 INC + β4 LOANS + β5 BLR + β6 INFL + β7 GDP + 

eit            ……………...........   (2) 

 

4.3   Descriptive Statistics  

4.3.1 Descriptive Analysis  

Table 4.1 provides the summary of mean, standard deviation, maximum and 

minimum for the all variables used in the modified model. It shows that there are 40 

number of valid cases or “N” for each variable. 

 

Table 4.1  

Descriptive Analysis for the Dependent and Independent Variables 

 

N Minimum Maximum Mean 

Std. 

Deviation Skewness Kurtosis 

 

Statistic Statistic Statistic Statistic Std. Error Statistic Statistic 

Std. 

Error Statistic 

Std. 

Error 

(ROA 1) 40 .000 .025 .01068 .000841 .005316 .321 .374 .401 .733 

(CAR 1) 40 .091 .161 .12751 .002755 .017427 -.425 .374 -.128 .733 

(INC 1) 40 .01 2.02 .6990 .06932 .43844 1.063 .374 1.493 .733 

(EXPS 1) 40 .0077 .0257 .016154 .0006457 .0040837 -.228 .374 .193 .733 

(LOANS 1) 40 16.18 18.75 17.4949 .10780 .68177 .134 .374 -.865 .733 

base lending rate 40 6.00 6.75 6.3000 .05883 .37210 .424 .374 -1.919 .733 

gross domestic 

product 
40 4.6 6.8 5.720 .1302 .8238 -.123 .374 -1.522 .733 

inflation rate 40 1.4 5.4 3.100 .2223 1.4062 .470 .374 -.929 .733 

Valid N (listwise) 40          
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The table shows that the mean of ROA for the selected Malaysian commercial banks 

during the study period is about 1.1% with the minimum of 0 and the maximum of 

2.5%. The standard deviation statistics is 0.005316 which indicates that the 

profitability variation between the selected banks is very small. The result implies that 

these banks need to optimize the use of its assets to increase the return on its assets. 

Based on the table of results above, the average of Capital Adequacy Ratio (CAR) is 

12.7% with the maximum of 16.1% which in fact is much higher than the 8% ratio 

imposed by the authority based on Basel II recommendation. The minimum CAR 

level is 9.1%. Besides, this high percentage ensures that the credit risk and other 

risky assets will be adequately covered. 

 

Interest coverage (INC) is 69.90% at average for the commercial banks. This ratio 

reflects the ability of the banks to meet its interest expenses. A lower INC means that 

the bank is more burdens with its interest expenses .The average overhead 

expenditure is 1.61% of the total assets as shown in the table 4.1. Overhead 

expenditure EXP is one source of interest conflicts between share holders and 

managers. (Berger and Hannan, 1998; Hughes et al., 2002, cited in Goddard et al., 

,2004). This issue gains more attention these days because of the US bank’s managers 

exaggerated salary and bonuses in the recent 2008 Global Financial Crisis. For 

shareholders the increase in this ratio will reduce their profit.   

 

Base Lending Rate is the bank minimum interest rate. Based on the result, on average 

equal to 6.30 with a maximum of 6.75 and a minimum of 6.00. 
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Table 4.1 shows also that the average of the Malaysian Gross Domestic Products GDP 

for five years is 5.720, the maximum is 6.8 and the minimum is 4.6. Inflation on the 

other hand is on average 3.10 with a maximum of 5.4 and minimum of 1.4.  

 

4.3.2 Trend Analysis 

 

Figure 4.1 shows the pattern of ROA movements in eight commercial banks in 

Malaysian for five-year period. The figure reveals that the ROA level in general is not 

stable during the study period. For instance, Public Bank has recorded the highest 

ROA among the eight banks in 2004 (2.5%). However, Public Bank’s return on asset 

recorded substantial decrease in the following year. Conversely, Maybank’ ROA 

accounts 1.46% in 2004 which is close to the HSBC Bank’ performance 1.39% 

(please refer to Appendix). Interestingly, Maybank recorded significant improvement 

in 2005 but the bank’s ROA decreased continually for the following years.  

HSBC Bank’ ROA seems more stable the ratio slightly increased in 2005, 2006 and 

2008. In addition, Citi Bank’ ROA movement is looks similar to HSBC Bank. CIMB 

Bank, Affin Bank, RHB Bank and AmBank recorded lower ROA comparing to the 

first group. They recorded the highest of 1.08% by Affin Bank in 2008 (please refer to 

Appendix).   
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Figure 4.1  

Trend Analysis of ROA of Commercial Banks in Malaysian 

 

 

Figures 4.2 shows that HSBC Bank is the only bank among the eight banks selected in 

this study which recorded stable INC which always higher than 100%. The figure 

shows also that all bank’s interest converge ratio are lower than 100% for the study 

period except the cases of Public Bnak and Maybank in 2004 and 2005 respectively. 

Public Bnak recorded 200% and Maybank recorded 185.4% in the respective years 

(please refer to Appendix). On the other hand, Citi Bank recorded its higher INC in 

2008 about 109.3%.  
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Figure 4.2  

Trend Analysis of INC of Commercial Banks in Malaysia 

 

 

4.4. Correlation Analysis  

The correlation analysis is used to examine the linear relationship between two 

variables. The famous type of correlation test is Pearson test (r). The value of r is 

ranged between +1 and -1. The stronger the correlation between the variables the 

more doubtful about the validity of the model.  

 

Table 4.2 

Correlation between ROA and its determinants 

 

  (ROA 

1) 

(CAR 

1) 

(INC 

1) 

(EXPS 

1) 

(LOANS 

1) 

base lending 

rate 

gross domestic 

product 

inflation 

rate 

Pearson 

Correlation 

(ROA 1) 1.000 .174 .956 -.230 .105 .060 -.126 .152 

(CAR 1) .174 1.000 .120 -.437 .035 .295 -.136 .131 

(INC 1) .956 .120 1.000 -.178 .134 -.070 -.072 .047 

(EXPS 1) -.230 -.437 -.178 1.000 -.479 -.084 .042 -.069 
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(LOANS 1) .105 .035 .134 -.479 1.000 .118 -.059 .089 

base 

lending 

rate 

.060 .295 -.070 -.084 .118 1.000 -.271 .353 

gross 

domestic 

product 

-.126 -.136 -.072 .042 -.059 -.271 1.000 -.878 

inflation 

rate 
.152 .131 .047 -.069 .089 .353 -.878 1.000 

Sig. (1-

tailed) 

(ROA 1) . .141 .000 .076 .259 .357 .219 .175 

(CAR 1) .141 . .231 .002 .416 .032 .202 .209 

(INC 1) .000 .231 . .136 .205 .333 .330 .388 

(EXPS 1) .076 .002 .136 . .001 .303 .399 .337 

(LOANS 1) .259 .416 .205 .001 . .235 .359 .293 

base 

lending 

rate 

.357 .032 .333 .303 .235 . .045 .013 

gross 

domestic 

product 

.219 .202 .330 .399 .359 .045 . .000 

inflation 

rate 
.175 .209 .388 .337 .293 .013 .000 . 

 

 

Table 4.2 shows that the correlation coefficient of all variables is less than 0.5 except 

in the case of ROA and INC which registered the high of 0.96. However, the result of 

VIF test in Table 4.4, prove that there is no multicollinearity problem. The strong 

positive relationship between bank’s profit and the interest coverage ratio indicates 

that when the bank’s profit increases, the INC ratio for the bank will increase. The 

possible explanation is that high profitable bank is more able to meet his interest 

expenses than less profitable bank.  The table also shows that there is a very small 
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positive relationship between CAR, LOANS, BLR and INFL and ROA. In contrast, 

ROA has small inverse relationship with EXPS and GDP. The results indicate that the 

bank profit change independently from these variables.  

 

4.5. Regression Analysis 

4.5.1. Model Summary 

  

Table 4.3 

Summary of Analysis (ROA) 

 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

Change Statistics 

Durbin-

Watson 

R Square 

Change F Change df1 df2 

Sig. F 

Change 

1 .974
a
 .948 .936 .001342 .948 82.915 7 32 .000 1.576 

a. Predictors: (Constant), inflation rate, (INC 1), (LOANS 1), (CAR 1), base lending rate, 

(EXPS 1), gross domestic product 

 

 

Table 4.3 shows that R – square value is 94.8% and the adjusted R – square is 93.6%. 

The results indicate that the changes in the independent variables explain 93.6% of the 

changes in the dependent variable. That is capital adequacy ratio (CAR), expenses 

management (EXPS), interest coverage (INC), total loan (LONAS), Base Lending 

Rate (BLR), inflation rate (INFL), and gross domestic product (GDP) collectively 

explain 93.6% of the changes in ROA. The remaining 6.4% of changes is explained 

by other factors which are not included in the model. On the other hand, Durbin-

Watson statistic result is 1.576 which means that there is no serious serial correlation 

between independent variables and ROA.  
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4.5.2 Coefficient Analysis of ROA 

 

The results in Table 4.4 show the coefficient analysis of the study model using 

multivariate regression. This method is used because it minimizes the variance of the 

model. (Gujarati, D. N 2006)  

By looking at Table 4.4, one can see that there is no multicollinearity problem in the 

model. This is clear since the result of the Variance Inflation Factor (VIF) for all 

variables are less than 10. This is supported by tolerance results also i. e. the tolerance 

result for all variables is less than 1. (Hair, et. al, 1995). 

 

Table 4.4 

Coefficient Analysis and Collinearity Statistics (ROA) 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Correlations 

Collinearity 

Statistics 

B 

Std. 

Error Beta Zero-order Partial Part Tolerance VIF 

1 (Constant) .000 .009  .024 .981      

(CAR 1) -.005 .015 -.015 -.301 .765 .174 -.053 -.012 .681 1.469 

(INC 1) .012 .001 .962 23.091 .000 .956 .971 .933 .941 1.063 

(EXPS 1) -.119 .069 -.092 -1.722 .095 -.230 -.291 -.070 .578 1.730 

(LOANS 1) .000 .000 -.088 -1.837 .075 .105 -.309 -.074 .707 1.415 

base 

lending rate 
.001 .001 .103 2.232 .033 .060 .367 .090 .772 1.295 

gross 

domestic 

product 

.001 .001 .143 1.675 .104 -.126 .284 .068 .224 4.467 

inflation rate .001 .000 .200 2.282 .029 .152 .374 .092 .213 4.705 

a. Dependent Variable:(ROA1)          
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Based on the results views in table above, all independent variables are significant 

except capital ratio (CAR) and gross domestic product (GDP). This probably because 

of the small sample used in this study.  Interest coverage (INC), Base Lending Rate 

(BLR) and inflation rate (INFL) are significant at the 5% confidence level. Whereas 

expenses management (EXPS) and total loan (LONAS) are significant at the 10% 

confidence level.  

Based on the regression results the model of this study can be as follows: 

y = β0 + β1 CAR + β2 EXPS + β3 INC + β4 LOANS + β5 BLR + β6 INFL + β7 GDP + 

eit            ……………...........   (2) 

 

��� � 0.00 � 0.015��� � 0.092���� � 0.962!"� � 0.088$��"� � 

             0.103&$� � 0.200!"'$ � 0.143)*� + eit  …………………………… (2) 

 

Model implies that there is a negative relationship between ROA and CAR, EXP, 

LOANS. Thus the increase of 0.015 point in CAR will lead to a 1 point decrease in 

ROA. Possible explanation to this inverse relationship is that the higher of CAR 

means that the banks maintain a large portion of its assets in the liquidity form which 

absolutely will negatively affect its ability to generate profits. Goddard et al., (2004). 

In addition, a 0.092 point increase in EXP will lead to a 1 point decrease in ROA 

which is logically right because any increase in the expense will decrease the profit. 

 Furthermore, a 0.0088 points increase in the LOANS will lead to 1 point decrease in 

ROA. One possible reason is that the expenses relating to loan is high which reduce 

the interest income thus the profit. Figure 4.3 shows that the interest expense is 

increasing over the study period.  
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Figure 4.3 

 Trend of the Interest Expense of Commercial Banks in Malaysian 

 

In contrast, a 0.96 point increase in INC will lead to increase 1 point in ROA. Same 

interpretation is applicable to BLR, INF and GDP.  

 

4.6. Chapter Summary 

 

This chapter discusses the results of the study to specify the factors that determine the 

profitability of commercial banks in Malaysia. 

 For banks selected in this study, Interest coverage (INC), Base Lending Rate (BLR), 

inflation rate (INFL), expenses management (EXPS) and total loan (LONAS) 

explained 93.6% of the changes in ROA and significantly affects the bank’s 

profitability. In addition, it shows that there is negative relationship between ROA and 

CAR, EXP and LOANS and positive relationship with INC, BLR, INF and GDP.    
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CHAPTER FIVE 

 

CONCLUSION AND RECOMMENDATION 

 

5.1  Introduction 

 

This chapter summarizes the study findings and provides some recommendation for 

further study.  

 

5.2  Summary of the Study Objectives and Findings 

 

This study was conducted to explore the factors that determine the profitability of 

commercial banks in Malaysia. For the purpose of the study, eight banks was selected 

namely CIMB bank, RHB bank, Public bank, Am bank, Affin bank,  Maybank,  

Citibank and HSBC bank over five years period 2004-2008. The study used return on 

asset ROA to represent the bank profitability and assumed that there are 10 major 

factors that determine the bank’s profitability i. e. CAR, EXPS, INC, SIZE, 

DEPOSITS, LOANS, BLR, TI, INFL, and GDP. Financial data was obtained and 

converted to ratios.  

 

It used linear regression analysis in order to estimate and measure the relationship 

between the independents and the dependent variables. However, the regression 

results had the multicollinearity problem. SIZE, DEPOSIT and TI dropped from the 

original model overcome this problem.   
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The study concluded that all independent variables in the modified model are 

significant and do explain the changes in bank’s ROA except capital ratio (CAR) and 

gross domestic product (GDP). This finding is consistent with some other previous 

studies such as Goddard et al., (2004). They found that there is unconvincing 

relationship between CAR and bank profitability.  Interest coverage (INC), Base 

Lending Rate (BLR) and inflation rate (INFL) are significant at the 5% confidence 

level. Whereas expenses management (EXPS) and total loan (LONAS) are significant 

at the 10% confidence level. In addition, it showed that there is negative relationship 

between ROA and CAR, EXP and LOANS in one hand and positive relationship with 

INC, BLR, INF and GDP on the other hand.  

 

5.3  Recommendation for Future Research 

 

There is some gap in studying the profitability determinants of commercial banks in 

Malaysia after 1997 financial crises. This study tried to shed light on this gap. 

However, there is a need for more comprehensive study which covers all banks in 

Malaysia and for long period which includes other factors which not covered in this 

study such as market concentration. In addition, pre and after 1997 Financial Crisis 

comparison research in the profitability determinants for Malaysian and non 

Malaysian banks would be better. 
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Tests of Normality 

 
Kolmogorov-Smirnov

a
 Shapiro-Wilk 

 
Statistic df Sig. Statistic df Sig. 

(ROA 1) .080 40 .200* .981 40 .715 

(CAR 1) .109 40 .200
*
 .965 40 .239 

(SIZE 1) .077 40 .200* .974 40 .486 

(INC 1) .104 40 .200* .928 40 .013 

(EXPS 1) .100 40 .200* .975 40 .493 

(TI 1) .093 40 .200
*
 .984 40 .848 

(LOANS 1) .115 40 .195 .963 40 .216 

(DEPOSIT 1) .090 40 .200* .979 40 .641 

base lending rate .390 40 .000 .623 40 .000 

gross domestic product .209 40 .000 .861 40 .000 

inflation rate .183 40 .002 .865 40 .000 

a. Lilliefors Significance Correction 
    

*. This is a lower bound of the true significance. 
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Correlations 

  

(ROA 1) (CAR 1) (EXPS 1) (INC 1) (SIZE 1) (DEPOSIT 1) (LOANS 1) (TI 1) 

base 

lending 

rate 

inflation 

rate 

gross 

domesti

c 

product 

Pearson 

Correlati

on 

(ROA 1) 1.000 .174 -.230 .956 .125 .164 .105 .172 .060 .152 -.126 

(CAR 1) .174 1.000 -.437 .120 .050 .074 .035 .027 .295 .131 -.136 

(EXPS 1) -.230 -.437 1.000 -.178 -.510 -.523 -.479 -.421 -.084 -.069 .042 

(INC 1) .956 .120 -.178 1.000 .141 .167 .134 .180 -.070 .047 -.072 

(SIZE 1) .125 .050 -.510 .141 1.000 .995 .990 .977 .159 .087 -.048 

(DEPOSI

T 1) 
.164 .074 -.523 .167 .995 1.000 .983 .973 .215 .097 -.053 

(LOANS 

1) 
.105 .035 -.479 .134 .990 .983 1.000 .960 .118 .089 -.059 

(TI 1) .172 .027 -.421 .180 .977 .973 .960 1.000 .218 .126 -.089 

base 

lending 

rate 

.060 .295 -.084 -.070 .159 .215 .118 .218 1.000 .353 -.271 

inflation 

rate 
.152 .131 -.069 .047 .087 .097 .089 .126 .353 1.000 -.878 

gross 

domestic 

product 

-.126 -.136 .042 -.072 -.048 -.053 -.059 -.089 -.271 -.878 1.000 

Sig. (1-

tailed) 

(ROA 1) . .141 .076 .000 .222 .156 .259 .145 .357 .175 .219 

(CAR 1) .141 . .002 .231 .379 .326 .416 .434 .032 .209 .202 

(EXPS 1) .076 .002 . .136 .000 .000 .001 .003 .303 .337 .399 

(INC 1) .000 .231 .136 . .193 .151 .205 .133 .333 .388 .330 

(SIZE 1) .222 .379 .000 .193 . .000 .000 .000 .164 .296 .383 

(DEPOSI

T 1) 
.156 .326 .000 .151 .000 . .000 .000 .091 .275 .374 

(LOANS 

1) 
.259 .416 .001 .205 .000 .000 . .000 .235 .293 .359 

(TI 1) .145 .434 .003 .133 .000 .000 .000 . .088 .219 .293 
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base 

lending 

rate 

.357 .032 .303 .333 .164 .091 .235 .088 . .013 .045 

inflation 

rate 
.175 .209 .337 .388 .296 .275 .293 .219 .013 . .000 

gross 

domestic 

product 

.219 .202 .399 .330 .383 .374 .359 .293 .045 .000 . 
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Test of Multicollnearty 

Coefficients
a 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. 

Correlations Collinearity Statistics 

B Std. Error Beta Zero-order Partial Part Tolerance VIF 

1 (Constant) .008 .012  .608 .548      

(CAR 1) .000 .015 -.003 -.056 .955 .174 -.010 -.002 .665 1.505 

(EXPS 1) -.111 .082 -.086 -1.357 .185 -.230 -.244 -.053 .389 2.572 

(INC 1) .011 .001 .910 19.005 .000 .956 .962 .748 .676 1.480 

(SIZE 1) -.008 .006 -1.030 -1.389 .175 .125 -.250 -.055 .003 354.684 

(DEPOSIT 

1) 
.008 .004 1.027 1.884 .070 .164 .330 .074 .005 191.916 

(LOANS 

1) 
-.002 .003 -.295 -.890 .381 .105 -.163 -.035 .014 71.024 

(TI 1) .002 .002 .247 1.010 .321 .172 .184 .040 .026 38.700 

base 

lending 

rate 

7.687E-5 .001 .005 .085 .933 .060 .016 .003 .386 2.592 

inflation 

rate 
.001 .000 .198 2.319 .028 .152 .395 .091 .212 4.711 

gross 

domestic 

product 

.001 .001 .126 1.495 .146 -.126 .268 .059 .217 4.619 

a. Dependent Variable: (ROA 1)          
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   Table   1  

    ROA of Commercial Banks in Malaysian 

banks 2004 2005 2006 2007 2008 average 

maybank 1.46% 2.17% 1.28% 1.34% 1.05% 1.46% 

public bank 2.52% 1.19% 1.33% 1.33% 1.36% 1.55% 

AFFIN BANK 0.91% 0.66% 0.62% 0.69% 1.08% 0.79% 

AmBANK  0.49% 0.46% 0.34% 0.36% 0.98% 0.53% 

CIMB bank  0.19% 0.64% 0.75% 0.84% -  0.60% 

RHB bank  0.43% 0.36% 0.46% 0.76%  - 0.50% 

HSBC 1.39% 1.46% 1.68% 1.53% 1.70% 1.55% 

CITIbank 0.97% 1.37% 1.58% 1.29% 1.67% 1.38% 

average 1.05% 1.04% 1.00% 1.02% 1.31% 1.08% 

 

 

     Table 2    

    Interest coverage of Commercial Banks in Malaysian 

banks 2004 2005 2006 2007 2008 average 

maybank 120.1% 185.4% 92.9% 78.7% 54.5% 106.3% 

public bank 202.3% 83.4% 82.6% 76.8% 69.2% 102.9% 

AFFIN BANK 46.5% 46.4% 31.1% 29.6% 51.7% 41.0% 

AmBANK  21.0% 31.4% 73.50% 62.60% 55.5% 48.8% 

CIMB bank  12.0% 35.7% 44.1% 53.7% -  36.4% 

RHB bank  21.0% 22.5% 26.8% 37.5% -  26.9% 

HSBC 105.3% 117.4% 122.7% 116.3% 120.2% 116.4% 

CITIbank 74.8% 89.3% 81.6% 65.0% 109.3% 84.0% 

average 75.4% 76.4% 69.4% 65.0% 76.7% 72.6% 

 


