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ABSTRACT 

The aim of this paper is to examine the relationship between liquidity and profitability 

of banks in Malaysia and Indonesia. Total of 20 local commercial banks were used in this 

study. 8 of them from Malaysia and 12 from Indonesia. This paper uses the secondary 

information of 8 Malaysia local commercial banks and 12 Indonesia local commercial banks 

for the period of 9 years from 2010 to 2018. Finding shows that there are no existent of causal 

relationship between liquidity and profitability of banks in Malaysia and Indonesia. The 

movement of liquidity and profitability are in one direction but not significant. Result of theory 

testing dependent on connection between independent and dependent variables are completely 

in accordance with the theory of financial intermediaries which according to the finding is not 

line up with theory as the relationship for both liquidity and profitability of banks is 

insignificant. Thus, both variables were found to be not affecting each other. 
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