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ABSTRACT 

The study examined the determinants of local and foreign commercial banks by 

identifying the bank specific and macro-economic metrics such as capital adequacy, 

credit risk, liquidity risk, inflation rate, GDP growth and management efficiency, and 

most of those were main factors for ROE 's profitability. The key purpose of this work 

would be the impact of global financial crisis on the profitability trend of the local and 

foreign commercial bank in Malaysia whether internal factors such as management 

efficiency or external factors in which the macroeconomics factors give the most impact 

on the different levels of profitability. The panel data set was used to conduct an empiric 

analysis of seven local and foreign commercial banks. The database of the World Bank 

and the annual report of each commercial bank are the key sources of information for 

this research. The regression analysis has shown that management efficiency is the most 

crucial component for both commercial banks followed by capital adequacy, liquidity 

risk, credit risk and inflation have impacts on the local commercial bank profitability. 

Meanwhile, the foreign commercial bank having management efficiency and credit 

gives significant effect on the profitability of the bank measured by ROE. Out of the all 

variables, GDP still did not have any empirically significant on profitability. In relation 

to the outcomes, several ideas may work to strengthen and improve the soundness and 

effectiveness of banking industry in Malaysia. Therefore, this research reconciled a vital 

gap in the literature by gaining better understanding on commercial bank profitability 

in Malaysia. 

 

 

 

 

 

 

 

 

 

 

 

 



v 
 

TABLE OF CONTENTS 

 Page 

DECLARATION OF ORIGINAL WORK i 

LETTER OF SUBMISSION ii 

ABSTRACT iii 

ACKNOWLEDGEMENT iv 

TABLE OF CONTENTS v 

LIST OF TABLES viii 

LIST OF FIGURES ix 

LIST OF ABBREVIATIONS x 

 

CHAPTER ONE INTRODUCTION 1 

1.1 Introduction 1 

1.2 Research Background 1 

1.3 Problem Statement 3 

1.4 Objectives 4 

1.5 Scope of Study 5 

1.6 Limitation of Study 5 

1.7 Significance of Study 5 

1.8 Summary of Chapter 6 

 

CHAPTER TWO LITERATURE REVIEW 7 

2.1 Introduction 7 

2.2 Theory of The Study 7 

2.2.1 Financial Ratio Analysis 7 

2.3 Literature Review 9 

2.3.1 Return on Equity (ROE) 9 

2.3.2 Capital Adequacy 11 

2.3.3 Management Efficiency 13 

2.3.4 Credit Risk 15 



viii 
 

LIST OF TABLES 

Tables Title Page 

Table 1.1              List of Malaysian Commercial Bank                                                 2 

Table 2.1              List of Basic Financial Ratios                                                            8 

Table 2.2              The Summary of Return on Equity (ROE)                                      10 

Table 2.3              The Summary of Capital Adequacy                                                12 

Table 2.4              The Summary of Management Efficiency                                       15 

Table 2.5              The Summary of Credit Risk                                                           17 

Table 2.6              Liquidity Coverage Ratio Minimum Requirement                          18 

Table 2.7              The Summary of Liquidity Risk                                                      18 

Table 2.8              The Summary of Inflation Rate                                                       20 

Table 2.9              The Summary of Gross Domestic Product (GDP)                          22 

Table 3.1              The Summary of Variables                                                              28 

Table 4.1              The Summary of Variables                                                              40 

Table 4.2              Descriptive Statistics of Foreign Commercial Bank Variables       40 

Table 4.3              Unit Root Test Results of Local and Foreign Commercial Bank    42 

Table 4.4              BP-LM Test Results of Local and Foreign Commercial Bank        43 

Table 4.5              Regression Test Results of Local and Foreign Commercial Bank  44 

Table 4.6              Correlation Test Results of Local Commercial Bank                      47 

Table 4.7              Correlation Test Results of Foreign Commercial Bank                  48 

Table 4.8              Multicollinearity Test Results of Local Commercial Bank             49 

Table 4.9              Multicollinearity Test Results of Foreign Commercial Bank          49 

Table 4.10            Heteroskedasticity Test Results of Local and Foreign Commercial                                                                             

Bank                                                                                                                              50 

Table 4.11            Auto-correlation Test Results of Local and Foreign Commercial 

Bank                                                                                                                              51 

 

  


