BENCHMARKING THE EFFICIENCY OF
DOMESTIC BANKS IN MALAYSIA
BY

SURAYA BINTI AHMAD
AND
WAN NOOR HAZLINA BINTI WAN JUSOH

UNIVERSITI TEKNOLOGI MARA (TERENGGANU)
MALAYSIA

2012

TABLE OF CONTENTS

ABSTRACT

IV

DECLARATION

V

COPYRIGHT

VI

ACKNOWLEDGEMENT

VII

LIST OF TABLES

VIII

LIST OF FIGURES

IX

LIST OF ABBREVIATIONS

X

1.0 INTRODUCTION

1

1.1 Problem statement ..................................................................................................... 2
1.2 Objectives of the study .............................................................................................. 4
1.3 Significance of study ................................................................................................. 5
1.4 Scope of study ........................................................................................................... 6
2.0 LITERATURE REVIEW

7

2.1 Introduction ............................................................................................................... 7
2.2 Efficiency of banking institutions ............................................................................. 7
3.0 DATA AND METHODOLOGY

12

3.1 Introduction ............................................................................................................. 12
3.2 Research design ....................................................................................................... 12
3.2.1 Sample selection

12

3.2.2 Data collection

13
II

3.2.3 Data analysis

14

3.3 Research method ..................................................................................................... 14
3.3.1 First step: efficiency of banks

14

3.3.2 Second step: comparison between Islamic subsidiary banks and
commercial banks

20

4.0 RESEARCH FINDINGS

21

4.1 Introduction ............................................................................................................. 21
4.2 Descriptive analysis ................................................................................................. 21
4.3 Efficiency level ........................................................................................................ 22
4.4 Comparison between Islamic subsidiary banks and commercial banks .................. 27
5.0

CONCLUSION

30

5.1 Introduction ............................................................................................................. 30
5.2 Efficiency of Islamic subsidiary banks and commercial banks............................... 30
5.3 Limitations and suggestions for future research…………………………………... 31

III

ABSTRACT
This study examines the relative efficiency of the nine Islamic subsidiaries and nine
commercial banks in Malaysia from the year 2008 to 2010. To measure relative efficiency of
the selected banks, the study applies the Data Envelopment Analysis in the analysis. The
study adopts the intermediation approach in defining the inputs and outputs. The study selects
personnel expenses and total customers deposits as inputs, while the output is total loans.
This study found that the technical inefficiency of the selected banks in 2008 was due to the
pure technical inefficiency. This indicated that the scale efficiency was higher than the pure
technical efficiency. However, in 2009 and 2010, the pure technical efficiency was higher
compared to the scale efficiency. Hence, the technical inefficiency was due to the scale
inefficiency. Later, the study compares the efficiency of the Islamic subsidiaries and
commercial banks using the independent sample t-test. The study found that there is no
significant difference in the technical efficiency and pure technical efficiency level for Islamic
subsidiaries and commercial banks. On the other hand, there is a significant difference in the
scale efficiency level for both banks at p=0.014.
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