
THE FACTORS OF PROFITABILITY OF BANKING SECTOR 
IN MALAYSIA

ROHAIZA SOFEA BINTI FADZILAH 
2015357461

BACHELOR OF BUSINESS ADMINISTRATION 
WITH HONOURS (FINANCE) 

FACULTY OF BUSINESS AND MANAGEMENT 
UNIVERSITI TEKNOLOGI MARA CAWANGAN TERENGGANU

JUNE 2018



TABLE OF CONTENT

CONTENT PAGE

ACKNOWLEDGEMENT Hi

LIST OF TABLE iv

LIST OF FIGURE v

ABSTRACT vi

CHAPTER ONE : INTRODUCTION

1.0 Introduction 1

1.1 Background of the Study 3

1.2 Problem Statement 4

1.3 Objective of the Study 5

1.4 Scope of the Study 5

1.5 Significance of the Study 6

1.6 Limitation of the Study 6

1.7 Operational Definitions 7

CHAPTER TWO : LITERATURE REVIEW

2.1 The Theory of Profitability 8

2.2 Independent Variables 9

CHAPTER THR EE: RESEARCH METHODOLOGY

3.1 Method of Data Collection 12

3.2 Measure for the Analysis 13

3.2.1 Descriptive Statistics 13

3.2.2 Correlation 13

3.2.3 Regression 13



3.2.4 Coefficient of Determination (R2) 13

3.3 Pooled Ordinary Least Square (POLS) 14

3.3.1 Autocorrelation 14

3.3.2 Heterocedasticity 14

3.3.3 Multicollinearity 14

3.4 Panel Data Analysis 15

3.4.1 Random Effect Model 15

3.4.2 Breusch and Pagan Lagrangian Test 15

3.4.3 Fixed Effect Model 15

3.4.4 Hausman Fixed Test 15

3.5 Regression Model 16

3.6 Theoretical Framework 18

CHAPTER 4: DATA ANALYSIS AND INTERPRETATION

4.1 Descriptive Statistics 19

4.2 Correlation Analysis 20

4.3 Pooled Ordinary Least Square (POLS) Analysis 21

4.3.1 Multicollinearity Test 22

4.3.2 Heterocedasticity Test 22

4.4 Panel Data Analysis 23

4.4.1 Random Effect Model (REM) 23

4.4.2 Fixed Effect Model (FEM) 25

4.4.3 Hausman Fixed Effect 26

4.5 Final Estimation Model 27

CHAPTER 5: CONCLUSION AND RECOMMENDATION

5.1 Conclusion 29



ACKNOWLEDGEMENT

I have taken efforts in this project. However, it would not have been possible without the kind 

support and help of many individuals. I would like to extend my sincere thanks to all of tthem.

I am highly indebted to Puan Suhaily Maizan, my advisor and also Puan Nurul Syuhada, my 

examiner for the guidance and constant supervision as well as for providing necessary 

information regarding the project and also for their support in completing the project.

I would like to express my gratitude towards my parents for their support and encouragement 

which help me in completion of this research paper.

My thanks and appreciations also go to people who have willingly helped me out with their 

abilities.

(ROHAIZA SOFEA BINTI FADZILAH)

iii



ABSTRACT

The aim of this study is to determine the factors driving the profitability of Islamic and 

conventional banks in Malaysia. Return on Asset (ROA) is used to measure the profitability of 

banks. The determinants used are divided into two categories; the bank-specific characteristics 

and macroeconomic characteristic. The bank-specific characters are liquidity, asset 

management and bank capital and macroeconomic is GDP. Secondary data was collected from 

10 Islamic banks and 10 conventional banks in Malaysia from year 2008 until 2010. The 

financial ratios technique was applied to calculate on these variables and Pooled Ordinary Least 

Square (POLS) was used to run the regression model. The estimation result indicates that 

liquidity, asset management and bank capital are significantly influence the bank profitability 

while GDP have a negative relationship with ROA. For future researchers, it is recommended to 

use other variables since there are a lot of factors influencing the performance of bank.
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