=

DETERMINANTS OF
LOCAL COMMERCIAL BANK’S PROFITABILITY:

EVIDENCE FROM MALAYSIA

MUHAMMAD BIN BICTOL

2017656692

BACHELOR OF BUSINESS ADMINISTRATION WITH
HONOURS (FINANCE)
FACULTY OF BUSINESS MANAGEMENT
UNIVERSITI TEKNOLOGI MARA

KOTA KINABALU, SABAH

JUNE 2019



ACKNOWLEDGEMENT

Firstly, 1 would like to express my sincere thankfulness and receptiveness to my great advisor,
Mdm Sarmila Binti Udin. She inspired us all along the way of this thesis. She often lent her
big hand to me when | was facing difficulties in completing this projects. She has provided a
clear direction, guidelines and valuable comments to me for doing a proper research paper.
This research project would not be completed on time without her time, effort, support, and
patience. | would also wish to draw sincere thanks to those other lecturer whose have share
their knowledge with me.

Besides, | would like to thank my friends, classmates and family who always give us their
biggest support on the way of completing this final year project. Moreover, to finish this final
semester become spirit to me of completing this research paper.

Lastly, 1 would like to thanks to all the authorities who have supported and help me in
completing this research paper and may God bless all of you. Also, thanks to all those who
have been with me throughout the whole project . The amount of mentorship, encouragement

and support that we have received while conducting this research has been great.



TABLE OF CONTENTS

Page
TITLE PAGE i
DECLARATION OF ORIGINAL WORK i
LETTER OF TRANSMITTAL ii
ACKNOWLEDGEMENT \Y
TABLE OF CONTENTS V-vii
ABSTRACT viil
CHAPTER ONE: INTRODUCTION
1.0 Background of StUdy..........coooriiiiiii 1-2
1.1 Problem Statement. . ... ... 3
1.2 ReSearch ODJECHIVES. ... ..ot e 3
1.2.1 General ODJeCtiVe. ... .o 3
1.2.2 SPecific ODJECLIVES. . ...t e 4
1.3 Significance of the Study............cooiiiiii e, 4-5
1.4 Chapter LaYOUL. ......ouiit i e e e e e 5-6
1.5 CONCIUSION. ..o 6-7
CHAPTER TWO: LITERATURE REVIEW
2.0 INErOdUCTION. .....oee e 8
2. L AQENCY ThRO Y ...t 8-9
2.2 Earning Management Theory...........ccoiiiiiiiiiiiiiiii i, 9-10
2.3 Review of the Literature. ... ... ..o 10
2.3.1 Determinants of Bank’s Profitability..................ccoceviiiiiinin.n. 10-12
2.3.2 Bank’s Profitability and Credit Risk..................ooooiiiiiiiinn, 12-14
2.3.3 Bank’s Profitability and Liquidity Risk..................ccooiiiiiiiin. 14-15
2.3.4 Bank’s Profitability and Inflation Rate......................oooiiiiiinai, 15-16

\"



2.1.5 Bank’s Profitability and Interest Rate Risk.............................o.l.
2.3 Proposed of Theoretical / Conceptual Framework......................oooiini

2.4 CONCIUSION. . . e e

CHAPTER THREE: METHODOLOGY
B0 INErOAUCTION. ... e
3.1 RESEArCH DESION. ...ttt
3.2 SampPling DeSIgN. .. .ot
3.2.1 Target POPUIAtioN. ... ... ...t
3.2.2 Sampling TeChNIQUE. ... e
3.2.3 Sampling S1Z€......ovinuiniiii i
33EmMpirical Model...... ...
3.3.1 Panel regression model
3.4 Data Collection Method............oiuiiii
3.4.1.Secondary Data.........oviuiniiii e
3.4.1.1 Bank Profitability..............oooiii
3402 Credit RISK. ...o.ee e
AL Liquidity RISK......ovieiiie e
3.4.1.4 Inflation Rate RiSK...........ouieiiii e
3.4.1.5 Interest Rate RISK.........oeveieiiiii e,
3.5 Hypothesis 0f the Study..........ccooiiriiii e
35 L Credit RiSK. ...
352 LIqQUIdity RISK.....vii
353 INFlation RAte. ..o
3.5.4 Interest Rate RISK. .. .. .ouinieii i
3.6 Data PrOCESSING. .. .ottt
3.6.1 Panel Unitroot and Stationary Test..........ccooviiiiiiiiiiiiiieeeens
3.6.2 Breush Pagan LM Test and Hausman Test..............cccooiiiiiiiiininnn,
3.6.3 Multiple Regression TeSt........c.oiiriieii e
3.6.4 DiIagnoStiC TeSt. . .. ettt e



ABSTRACT

Gitman, (2007) defined that profits are a cheaper source of funds and attract external funding.
Anyanwaokoro, (1996) also defined that profits reassure bank stakeholders which are
investors, borrowers, managers, employees, external product and service suppliers, and
regulators. Moreover, Bobakova, (2003) found that profits are not just a result but a necessary
condition for a bank to be successful in a competitive environment and profitability lies at the
core of the bank management key objective. This research paper will examine the
determinants of bank profitability (ROA) with the four determinants which are credit risk,
liquidity risk, interest rate risk, and inflation rate. There are five local commercial banks in
Malaysia have been chosen to carried out this study. The duration of this research paper is
from 2011 to 2018. The global financial crisis of 2007-2009 caused many researchers to
investigate the profitability and efficiency of alternative banking systems in order to prevent
similar financial crisis in the future. Panel regression analysis method is carried out to run the
data. The result of the study indicate that only credit risk has negative significant effect
toward the bank profitability (ROA) while liquidity risk, interest rate risk, and inflation rate
risk have insignificant effect towards the bank profitability (ROA).
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