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ABSTRACT

The sustainability of banking system depends on the profit efficiency of banking
systemn. Profit efficiency ofIslamic banks in Malaysia shows a fluctuating trend from
the period of 2012 to 2016. The purpose of this study is to analyse the post Global
Financing Crises (GFC) period and to examine the impact of external and internal
factors on the profit efficiency ofIslamic banks in Malaysia covering the period 2012
to 2016. In this study profit efficiency is measured using net income (NI). Secondary
data was used from 16 Islamic banks in Malaysia for Observation 80. There are two
external factors which are Gross Domestic Product (GDP) and Inflation (INF) and five
internal factors which are Loan Growth (LGROW), Impaired Financing (IF), Loan
Loss Provision (LLP), Net Interest Margin (NIM) and Staff Efficiency (STAFFX)
tested in this study. This study used panel data analysis to analyse the data obtained
from Fitch Connect Database. The study found that, factors like INF and STAFFX
have negative significant impact on NI while NIM have a positive and significant
impact on NI of Islamic banks in Malaysia. The other four tactors which are GDP,
LGROW, LLP and IF are found to be insignificant towards NI of Islamic banks in
Malaysia. This study is beneficial for researches as guidance m making a good
research. On the other hand, it 1s also important for the Islamic banks management
team, investors as well as depositors for the purpose of gaining a greater understanding
on the performance of the banks.

Keywords: profit efficiency, Islamic banks, external and internal factors



ABSTRAK

Kemampanan sistem perbankan bergantung kepada kecekapan keuntungan sesuatu
sistem perbankan itu. Kecekapan keuntungan bank-bank Islam di Malaysia
menunjukkan corak turn naik dari tempoh 2012 hingga 2016. Tujuan kajian ini
dijalankan adalah menganalisis tempoh waktu selepas krisis kewangan global serta
untuk untuk mengkaji kesan faktor luaran dan faktor dalaman ke atas kecekapan
keuntungan bank-bank Islam di Malaysia meliputi tahun 2012 hingga 2016.
Kecekapan keuntungan dalam kajian ini diukur menggunakan pendapatan bersih (NI),
Data sekunder telah digunakan daripada 16 bank-bank Islam di Malaysia (80
pemerhatian). Faktor luaran yang digunakan untuk diuji didalam kajian ini adalah
keluaran dalaman kasar (GDP) dan inflasi (INF), dan lima factor dalam yang telah
digunakan didalam kajian ini adalah pertumbuhan pinjaman (LGROW), pembiayaan
terjejas (IF), peruntukan kerugian pinjaman (LLP), kadar faedah bersih (NIM) dan
kecekapan kakitangan (STAFFX). Kajian ini menggunakan data panel untuk
menganalisiskan data yang diperoleh daripada Database Fitch Connect. Hasil kajian
mendapati bahawa faktor seperti Inflasi (INF) dan kecekapan kakitangan (ST AFFX)
menunjukkan kesan negatif dan signifikan terhadap pendapatan bersih (NI) sementara
kadar faedah bersih (NIM) menunjukkan hasil positif dan signifikan terhadap
pendapatan bersih (NI) bank-bank Islam di Malaysia. Selain itu, faktor-faktor seperti
GDP, LGROW, LLP dan IF didapati mempunyai kesan yang tidak signifikan terhadap
NI bank-bank Islam di Malaysia. Kajian ini bermanfaat untuk para penyelidik sebagai
panduan dalam mengendalikan penyelidikan yang baik. Selain itu, ia adalah penting
kepada kumpulan pengurus bank-bank Islam, para pelabur serta pendeposit bagi tujuan
untuk mendapatkan pemahaman vang lebik baik mengenai prestasi bank-bank Islam
di Malaysia.

Kata Kunci: Kecekapan keuntungan, Bank-bank Islam, faktor luaran dan faktor
dalaman.
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Chapter One

Introduction

1.0 Introduction

Malaysian banking system consist of not only Islamic banks but also commercial and
investment banks. This system contributes to the fund mobilizing and assisting the
economic activities in Malaysia through financmg. Today, as we are all concern,
Islamic banks throughout the world, has been one of the fastest-growing sectors

slobally in the banking industry.

Presentation of this chapter offers 1.1 background of the study, 1.2 problem statement,
1.3 research questions, 1.4 research objective, 1.5 significance of the study, 1.6
justification on Islamic Banks in Malaysia, 1.7 contribution to body of knowledge, 1.8

limitation of the study and 1.9 organization of the Study.

1.1 Background of the Study

According to Ismail etal (2013), Islamic banking refers to a banking system which is
compliance with Sharr’ah law. Further, Rahim et.al (2013), also agreed with Samad,
Gardner and Cook (2005), they revealed that Islamic banking m Malaysia is unlike
other countries in the world, where the first Malaysian Islamic Bank was commenced
by the government called Bank Islam Malaysia Berhad (BIMB) m 1983. The
government also developed and mtroduced “Interest-Free Banking Scheme” which
enables Malaysia to be among the first globally that operates completely as an Islamic

Banking institution. On the other hand, government through Bank Negara Malaysia
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APPENDIX 1 -List of Islamic Banks in Malaysia

No. Islamic Banks in Malaysia

1. Affin Islamic Bank Berhad

2. Al Rajhi Banking & Investment Corporation (Malaysia) Berhad
3. Alliance Islamic Bank Berhad

4. AmBank Islamic Berhad

5. Asian Finance Bank Berhad

6. Bank Islam Malaysia Berhad

7. Bank Muamalat Malaysia Berhad

8. CIMB Islamic Bank Berhad

9. HSBC Amanah Malaysia Berhad

10. Hong Leong Islamic Bank Berhad

11. Kuwait Finance House (Malaysia) Berhad
12. Maybank Islamic Berhad

13. (OCBC Al-Amin Bank Berhad

14, Public Islamic Bank Berhad

15. RHB Islamic Bank Berhad

16. Standard Chartered Saadiq Berhad



APPENDIX T — Data Profit (Net Income) of Islamic Banks in Malaysia

BIMB
BMMB
RHB
ISLAMIC
CIMB
ISLAMIC
MAYBANK
ISLAMIC
KFH
AFFIN
ISLAMIC
AM
ISLAMIC
ALLIANCE
ISLAMIC
HONG
LEONG
ISLAMIC
PUBLIC
ISLAMIC
ASIAN
FINANCE
ISLAMIC
AL RATHI
OCBCAL
AMIN
STANDARD
SHART
ISLAMIC
HSBC
AMANAH

2012
0.1
0.05
0.09

0.18

0.1

0.04
0.1

0.13

0.14

0.07

0.02

-0.02

0.08

0.1

0.1

0.13

2013
0.1
-0.02
0.08

0.14

0.08

0.06
0.08

0.12

0.07

0.14

0.05

0.02

0.08

0.18

0.09

012

2014
0.07
0.09

0.1
0.13
0.08

0.05
0.09

0.04

0.06

0.11

0.01

0.03

0.08

0.09

0.02

0.11

2015

0.06

0.05
0.1

0.12

0.01

-0.02
0.09

0.08

0.06

0.09

0.11

0.08

0.14

0.03

0.08

2016
0.06
0.07
0.11

0.14

-0.02
0.1

0.09

0.04

0.11

0.11

0.01

0.07

0.13

(.05

(.05



APPENDIX III- Diagnostic Test Result for Islamic Banks in Malaysia

s xttest3

Modified Wald test for groupwise heteroskedasticity in fixed
effect regression model

HO: sigma(i)”2 = sigma”2 foralli
chi2(16) = 1574.68
Prob>chi2z = 0.0000

¢ xtserial NI IF LLP NIM LGRCW STAFFX GDP INFE

Wooldridge test for autocorrelation in panel data

HQ: no first-order autocorrelation
F{ 1, 15Ya7F L4878
Prob> F = 0.2023



APPENDIX IV- Correlation Matrix

Correlations

NI NIM LLP LGROW |IF GDP INF STAFFX
NI Pearson -
Correlation 1 -0 f-3077 |.151 303" | .025 -.101 | -.418"
Sig. (2-tailed) 919 | 006 |.180 006 | 827|372 | .000
N 80 80 80 80 80 80 80 80
NIM Pearson
011 |1 162 085 -054 | .076 -105 |-.103
Correlation
Sig. (2-tailed) | .919 152 403 632 |.503 354 361
N 80 80 80 80 80 80 80 80
LLP Pearson - : 915 "
- 307" | 182 1 -.238 058 - 137 | .458
Correlation
Sig. (2-tailed) | .006 152 .033 000 |.807 225 000
N : 80 80 80 80 80 80 80 80
LGRQ  Pearson i
B S\ 095 -238" |1 -.208 | .044 -106 |-.108
W Correlation
Sig. (2-tailed) § .180 403 033 065 | 701 347 339
N a0 80 80 80 80 80 a0 80
IF Pearson = N
-3037 |-054 |.915 -.208 1 =022 |-119 | .506
Correlation
Sig. (2-talled)y | .006 832 000 065 844 283 000
N 80 80 80 80 80 80 80 80
GDP Pearson .
025 076 058 044 =022 |1 387 .020
Correlation
Sig. (2-taited) | 827 503 607 701 844 000 857
N 80 80 80 80 80 80 80 80
INF Pearson .
-101 [-105 |-137 | -.1086 -119 ] .3877 |1 -027
Correlation
Sig. (2-tailed) | .372 354 225 347 293 |.000 .81
N 80 80 80 80 80 80 80 80
STAFF  Pearson W 506"
- 418" |-103 | 458" |-.108 020 =027 |1
X Correlation
Sig. (2-tailed) |.000 |361 [o000 |.339 000 |.857 |.811
N 80 80 80 80 80 80 80 a0

** Correlation & significant at the 0.01 level {2-tailed).
*. Correlation s significant at the 0.05 level (2-tailed).
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APPENDIX V -Results of the Multiple Regressions for Islamic Banks in

Malaysia

Dependent Variable: NI

Method: Panel EGLS (Cross-section weights)
Date: 04/05M18 Time: 18.07

Sample: 2012 2016

Periods included: 5

Cross-sections included. 16

Total panel (balanced) observations: 80

Linear estimation after one-step weighting matrix

White cross-section standard errors & covariance (d.f. corrected)

WARNING: estimated coefficient covariance matrix is of reduced rank

Variable Coefficient Std. Error t-Statistic Prab.
C 0.052871 0.010209 5178934 0.0060
IF -0.002733 0.002127  -1.284439 0.2042
LGROW 2.40E-05 0.000199 0120630 0.9044
LLP 0.001068 0.007204 0.148210 0.8827
NIM 0.022444 0.002689 8.345877 0.0000
STAFFX -0.176193 0.032559  -5.411473 0.0000
GDP 0.011942 0.027169 0.439532 0.6619
INF -0.026645 0.012568  -2.120052 0.0384
Effects Specification
Cross-section fixed (dummy variables)
Weighted Statistics
R-squared 0.804824 Mean dependent var  0.130583
Adjusted R-squared 0.729494 S.D.dependentvar  0.112834
S.E. of regression 0.030503 Sum squared resid 0.053034
F-statistic 10.68385 Durbin-Watson stat ~ 2.003243
Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.616712 Mean dependent var  0.077248
Sum squared resid 0.060485 Durbin-Watson stat 1.858552
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