CHAPTER THREE :LITERATURE REVIEW

3.1 Introduction :c' ,

This section is divided into three parts to review the existing li e that gives
the motivation for this study. First, the bank’s profitability ﬁ&:l‘:/ency risks
measures were discussed to give a clear direction of the v, iaWder study. This is
followed by the discussions on the relationship of the 1 ec'i!{ti?, which is

a direct relationship (i.e., X on Y). Various bank spégific factors and acro%ooﬁb'mic

factors that determine bank’s profitability, and Ivency ,ri

relating the previous studies with current researchiand i

second part reviews the existing Iiteratur@{del

this section, bank specific factors an Mc ic
IR SN /S |
based on the existing studies andEll atyre'gap i denu(_%d. The next part, review

S o_f\llquidity are reviewed

“« Q-
the literature on model 111 spécifications. He rela&ﬂ%hip of the bank’s liquidity
N
and profitability and i oIchy risks'was ex Io@nd also the research gap was
hapa

identified. Lastly, the ¢ closed " SWY of the existing literature and the

study gap which @e st@wt to q@%
N
\ ¢ ' C‘P(J
3.2 sure ofiBank réfit&t}i ity and Insolvency Risk (Z Score)
N
% proth iityds ar.
no GG&

NV
le, but it depends o@e profit amount benefitted from the transaction with

ive concept. In this perspective, the value itself is
oth sinesses such as total investment, sales, or equity capital. There is a cut-off mark
Qt over many years a specific portion must be achieved for profitability to cover the
ull costs. If not, the company may experience losses that will be borne by the capital.
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If this continues to occur for an elongated period, the total capital in the company can
be lost and lead to dismissal or insolvency of the firm. T

In short term, covering long-term costs is not attainable. If it co I yfund
providers will be afraid to deal without prepayment, and incoming Iemlll make
any efforts to make sure their investments are secured. Moreover, equity holders will
have other investment alternatives that will ensure a sound retu ype of firm may
be unattractive to both customers and stakeholders. Thus, %:h.at ill maximize a
positive return (profitability) must be followed by the m eme twll make it
et, all secti (ﬁeg@‘ze:nts)
should strive to improve in order to earn m % cosr\/W]ich will
ief Fir@?&] Controller
IS @ribution mainly

,@\i secure the liquidity,

more competitive to the public. In order to achieve thi

N
and ii) reduce costs. Vormbau ) describe thls@uirement as elasticity or
flexibility. For the finan %on, optimal o@l is between liquidity and

indebtedness. Even th p |meil veI as‘ ndhted at a corporate level, financial

F &
institutions can ess w appI'y \Phe capitga’se is eroded by losses up to the level

equw h&éﬁts which subsequently lead to the loss

rs" aré‘ﬂstomers may already lose their confidence
twﬁ@ he bank even before such stage is reached.

is study uses three (K dent variables to estimate the factors that determine

p t ility of Islamic and conventional banks in Malaysia. These are; Return On

6 ts (ROA), Return On Equity (ROE) and Net Interest Margin (NIM). The study also

onsider a variable that indicate the bank's insolvency risks (i.e., Z Score) as another

dependent variable.
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3.2.1 Returnon Asset (ROA)

Return on Assets is net earnings per unit of a given asset. Generally, the%éturn
on assets equals profit after tax over total assets. In this study, ROA ism @y the
ent #&n

net income over the total assets of the bank. ROA is the result of effici agement

in profit generation on each dollar of investment (Hassoune, ZOOZQZticular concern

is given to the bank’s ROA as it precisely measures the perf of the assets. A

higher ratio indicates the higher ability and better perform A is selected as the

dependent variable in this study because it helps to ide the effeCtiveness %f_.the

N
assets of the bank. é | _ﬁ')
s \/Y'

3.2.2 Return on Equity (ROE) \S \ ET
Return on equity is net earnir\gjollar ) 0\ al/equi %apital. Return on

equity equals profit after tax/eqme capital.gkrwlca Kﬂqe amount of profits
generated by the bank on sha " inliestm Ne \ome over shareholders'

U

equity is used to measure the b}&

management efﬁcienc<1n usiz the shareho @ A higher ratio indicates higher
SSa

o

d te\;ﬁ/ine the degree of the bank’s
e\

managerial performw l r, 2%) '
&
3.23 NetlIn %r in ! O
¢
2 9
N margin ( ca explained as a ratio of interest income divided
4

by the s@ning assets. Tré average net interest margin for banks in Malaysia during

>4
thesfou uarter of 2006 Was\(132%. This was the lowest average net interest margin

%e last 20 years, at the same time for the Malaysian banks during the fourth quarter

02011, when the net interest margin was 4.93%. In the fourth quarter of 2016, the
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average rate was achieved at 1.93%. This shows that a healthy net interest margin for
banks in Malaysia is between 2 and 4% in the 21st century (World Bank). YV

Based on the above, the net interest margins remain relatively cons \Neen
small to medium-sized banks. However, the value may sometimes shrlmly among
the large banks. Based on this, the net interest margin is taken into consiteration among

the factors that affect banks’ profitability. Thus, this study usqi N iable as one of

3.2.4 Bank Insolvency Risk Measure (Z Score) .\d‘

its dependent variables.

The risk level in a bank, which is often ed as‘ba a , can be

measured through insolvency risk (Barry et aIT)
banks reveals the number of losses or a|

reduction in the bank’s capital reser %ﬁ d ff_e,Lca?the time of shocks
to offset any adverse effects. In‘s% nslw%anvyshowd;%w the banks’ distanced

the fai tis m‘és’ured through z-score. If z-

\/
lem f'ih'solvency in

Dlsu amouQ{t at will cause a

itself from bankruptcy at the
score is lower or negative, i eans th ban |s,|r6 ier environment. However, if

the z-score is higher or positive M@ I{@be banks are more safe and solvent.

Bank risk is mea@hls@ugh @re Z-Score becomes a popular bank’s

O

insolveny ns&% reasits ‘&! mﬁagure both capital and bank’s profits that acts

@

as a buﬁf%ba}k ith'th stflshard deviation of returns based on the grounded
I

conce her words, z-scor@t’imates how many standard deviations a bank is

d from exhausting its capital base. When the z- score is higher the probability
anks to become insolvent is lower. Thus, it provides a more direct bank’s
olvency risks measure than simple leverage measures. Z-score can be calculated

using the following formula:
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Z = ROA+ (Equity /Assets)

o ROA
Based on the above formula, ROA is the bank’s return on assets; E/@ ratio
of equity to total assets (i.e., capital adequacy ratio), while o ROA‘A& standard
deviation of return on assets. This study measures the standard deviaming a three-
year rolling time window in order to allow for sufficient vari iNhe denominator
of the z-score. In this way, the study avoids a situation tha X.

IS ')nly driven by a

yearly change in the levels of capital and profitability. studigs f‘?éq@y measure

the bank’s insolvency risks through z-score (e.g. Be%N. 2013,/Cubi s& @Yzzlez,
2014; Fu et al., 2014; William, 2014, and Ghos% . Howe ostlké%?\centrate
on conventional banks. \, \

There are many reasons for th@ity of z as @) s to measure the

insolvency risks of the banks. (i) Fi@Sal institu\r%Tn @y is inversely related
':\" y N
%i tyfh

to the s-score, for instance, th li at t valuqu- anks debt exceeded the

D

RO distributed normally, the z-

value of their assets. Put it.i mer )1
score estimates the e h sta‘r‘nl‘a/grg‘\‘i‘at@of the bank’s return (measured
. be d(ﬁé’.‘e&j’. Even if returns are not distributed
on th@’nk’s defaults probability. (ii) z-score has

|
§ e

U computed transparently for all banks sample

through ROA) if it , the eqr

normally, z- SCOQ |
¢
a practical e since itc

NN
becausedt anlyrrequire ntingc&ormation. (unlike, market-based measures i.e.,

(@]

distmﬁ) default caIcuIatio@Hat needs markets that do not exist or illiquid for
@B of banks in the sample). (iii) Many studies confirmed that the z-score is a useful
00ls to measure the bank’s insolvency risks. For instance, Cihak and Hesse (2010),
sed a sample of 29 countries, out of which 12 of them has systemic banking crises.

The finding shows that significantly low s-score characterize these banks during the
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crisis compared to other banks. (iv), Despite the facts that the z-score measure, did not
explicitly includes the bank’s exposure to Credit Default Swaps (CDs), Collat?!d
Debt Obligations (CDOs) or subprime mortgage products individually, @\Skually
indicates that these exposures at the final calculation shows a lower z-&&ue to low

ROA, low capital adequacy ratio or high standard deviation of ROA. ?

9

3.3 Factors Affecting the Bank Profitability ( odew~
3.3.1 Capital Adequacy Ratio (CAR) and Bank Prefitabili '

®
Basically, the researchers used Structure Con Perfo;?S?P-)\@g&pt,

Relative Market Power (RMP) concept and EfficienCyStructure (E cor@tto study

\et al, 3%35 This study
uit@er total assets and

thejrlinternal factors can be

the relationships between CAR and bank’s oﬁta; lity

measures capital adequacy ratio varia\%z items
equity over net loans). The perforn’%of an LT’\

determined based on the adeq capifal th ey @ Athanasoglou, (2005)

&
explained capital in the bankoto aiIa@amount of funds or money,
rL acti

which will support th ank;inanci itje@aet as a buffer during hostile
: ? 4 3

situations. Diamon@j (i ed th@nks with higher capital would have

a lower level of Jﬁhﬂg

s. T

high capital,a(i-)a stgthé |
the chea r%ce of‘.fubt.js}r

b4
capital Sat required by any Q'_) to hold in any jurisdiction which will enable it to
N

g’ g d risks, such as market, liquidity, operational and credit. In a study by Dang

there are@ ain drawbacks of holding unnecessary
i
dﬂn?g's')of liability, nevertheless the capital is by far

e @s. Capital adequacy indicates a certain level of

1), capital adequacy ratio (CAR) is used to evaluate the capital adequacy of a bank.

Qe ratio is also used to gauges the strength of a bank to withstand a shock during the

financial crisis. The findings showed that it has a direct proportion to the resilience of a
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bank at a time of distress and it also directly affects profitability by determining the
expansion to riskier investment that will generate more profit. T

The relationship between capital adequacy and the bank’s pr(ﬁﬁ\sﬁty IS
expected to be positive, in which higher capital adequacy imprﬂﬂ&we bank’s
profitability. There are various studies on the relationship betweemyCAR and bank

profitability. However, evidence from these studies are con am. Some studies
z b

shows a positive and significant relationship between C ar'ks' profitability

(Ahmad & Mohamad, 2011;, Dietrich & Wanzenried 2 Fadz anar, 2010,
®

e | Noll

Sastrosuwito & Suzuki 2011, Ramadan etal. 2011, A Boujelbe 2(]1%{.—5 iest,

2010, Rami, 2012, Shams et al. 2012, and et alf 2018f. Othefs indicate

), sajé;qzon), and

y b@ n CAR and bank

negative and insignificant relationships es\A)Eet :
Wasiuzzaman & Tarmizi (2010). Othe‘@ound neu

orofitability (Muda, et al, 2013;)@;5 (2011&,\&%& @fumin, 2011). These
N
b% eﬁ

differences in findings might the time faetor a thodology used. Hence,

the study on capital ade%\nd l\ s @ability must be conducted
continuously in order\% appr‘g riate fl'\}is@ all stakeholders.

In a study Athanaf

A
(GMM) techniqw sed

i
¢
2005. They % positive sig'niﬁt:;a‘r?t relationship between capital adequacy and
% NN
bank prafitability. Abtel- eed (@O) used cross-country panel data to analyses the

&
006&9 Generalized Method of Moment

data 'h%reek banks for the period between 1985-

fact at determine profi@(y in Middle-east countries. Unlike the previous

\,this study focused solely on Islamic banks and showed that an increase in the

s%’e
6 al generate higher profitability.
On the other hand, Wasiuzzaman & Tarmizi, (2010) conducted their studies on

the profitability of Islamic Banks in Malaysia, using the Ordinary Least Square (OLS)
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method, contrary to previous findings, the study found that capital has an inverse
relationship with profitability and indicates a negative relationship. Even thow
study was conducted in 2009, the researchers suggested the time frame o \dy to
be expanded further because profitability can change due to lib ion, new
regulations, demand and future trends in the sector. Y.

Overall, previous studies with regards to banks'_capital adequacy and

profitability provide mixed findings for both convention

there is a need for further studies on the issue. .\d
'Y

| &
3.3.2 Asset Quality and Bank Profitability
4 \/‘Z‘

This study used Balanced Porfolio conm \the reIm& ip between
assets quality and bank’s profitability. Th%ure
research; 1) Growth of gross loans, %es 'mpT' IOQQQVH impaired loans
and 3) the ratio of risk-weighte eg aw%nce-ﬂ%ﬁ activities divided by

“ &

assets. Bank's profitability caN luence e qt@g of the assets held. Bank's
assets include current assets, fixed as 45, to 'n@ granted to customers, as well
as other short- and I%m i% S ‘%.Lél)(/as investments in money market
instruments and }rh Lbs ial a ts of banks’ income that came from

N
financing/loa@}ed cﬂ?&e’ T (,Ja positive relationship is expected to exist

between Q‘Hssets d pro a‘t@ if most assets held are qualitative enough to

ic banks. Thus,

ine assets quality in this

).y

4
contribute t@" their pro tabi(ity\sljﬁe more qualitative loan/financing provide more

(.-)
p Nor the banks. The hig\hest risk banks may undertake is the losses through

Olnquent facilities as a result of the low asset quality (Dang, 2011). One of the major

ncerns for all commercial banks is to keep the non-performing loans ratio as low as

possible and increase the growth of its assets because high non-performing loans
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undermine the quality of the assets held by the banks indicating a negative relationship
between assets quality and profitability. The ratio of assets quality is expecte?‘!&
high in order to burst the bank’s profitability. (Sangmi & Tabassum, 2 O\per &

Anbar, 2011, and Hasanov, et al. 2018). Some studies found an ass?&lity to be

negatively related to bank’s profitability (Igbal, 2012). q

3.3.3 Management Efficiency and Bank Profitability Y’

The management's ability to use its resources effieiently, ma>in!{ea;0me, and
reduce operating costs is measured through finamcial ratios. Th eific?i&@] of
management determine its profitability. Researchers‘eften use}e icie ystrkz:.ture (ES)

N

and Expense Preference concepts to study this rgtions '\.Many ratios easure the

management efficiency of the banks and @ fre ult
expenses to gross income, interest E:pens ta_intere

average interest-bearing liabilities erating expense toegerage total assets. These

“« Q-
ratios are expected to have a M e reWwitmﬁe/bank’s profitability. Other
N
ratios that measure the canagment efficiency, as @Sted by Sangmi and Tabassum

(2010), include operating expense d{ ncome é@and overhead expenses over average

total assets (in %@ rati@tes be@efficiency.
N
The eﬁ%w cah e |§r|edca§d1e ability of a bank to minimize its input

factors a &mhie‘\‘/e agive a@output. In other words, it can also be defined as

maxi tput and still main.@?s the same input. In terms of efficiency, there is no

asure&'{nclude; operating

Om_i Interest expenses to

-

d'Mce between banking am other industries — a company must keep its cost as

Imum as possible and at the same time, achieve a higher output in order to survive.
0 other words, the efficiency ratio provides a measure of whether a bank is operating

effectively or not. There are many studies on the efficiency of banks (e.g. Sufian, 2007,
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Tahir 2011, and Shah et al. 2012). The findings of these studies confirmed that
efficiency is among the critical factors that explain the differences in profwﬂ!y
between banks. Furthermore, these studies produce mixed results f(rﬁ\ the
conventional and Islamic banks. This might be due to time factor#%rent data
analysis methods, political changes, and different ratios used. Y'

Ahmad & Mohamad, (2011), Said and Tumin (2011), aman & Tarmizi
(2010) and Cihak & Hesse (2010) found a positive relatio &.e efficiency and
bank’s profitability. Fadzlan and Muzafar (2010), Sa uw MI (2011)
Davydenko (2011), and Rami (2012) documented ative [rel sln ‘b?tween
efficiency and profitability. On the otherhand, {gki 1 dan\jgl (2011)
found an insignificant relationship . Thusw S neﬁd to~do fur@g;tudy on the

variables and issues at hand. \% é

\ *
. AL
S
As per the prewous e ches, t earg&(uéed Signaling concept to

N
investigate the relationghip b@een ea'mng ql}a%’ d bank’s profitability. Earning

3.3.4 Earnings Quality and B %ﬁt% [

|frl€31)dguyen et al. 2012) This is because

quality positively im acts bank\';ﬁ f
as the banks’ ea: inc eas@h mte@ income, non-interest income, and other
income, the @rztabili Lsufeg'{hrough ROA, ROE and NIM increased.

Y, a . @%é'), investigates the impact of bank’s earning
measﬁm ugh interest- earnm@'tlo on Malaysian banks profitability. The findings

S N negative relatlonshlp}tween banks interest income and ROE. The negative
nings coefficient shows that, when there is an increase in the bank's net interest
Oome that expand through their intermediation activities, the profitability (measured

through ROES), tend to decrease. The overall fall in the bank’s returns could be a result

However by
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of either a decline in net income or an increase in the bank’s capital adequacy ratio.
Although the banks are actively increasing their intermediation activities and gew
a high-interest income, the overall activities can harm their total net m@ they
conservatively maintain their assets portfolios. This may be due to sponse to
conservative policy on loan loss. Thus, a vast provision for the bank’Woss reseves
is to be made, which has the negative effect of decreasing the banks™profitability (i.e.
*t

Based on the above conflicting results, this r e earnlng
quality through, Interest-Earning Ratio, Operating inc Ver avera sslsts Non-

Interest Income over Gross Revenues and try tefi 9{ rnm@hallty on

banks profitability. c}’ o‘ é\‘r

3.3.5 Inflation Rate (INF) and Bank mbh%

Inflation is defined as a pe istent mre':ase |vthe gec\}bfal prices of goods and

N
services in an economy. Th e arch us cert 48 hypothesis to study the
relationship between inflatio nd bank’s pr 1t?b@vhen inflation is high, the cost
of goods and services is ha wh cor‘h ‘remains constant. In his study, Perry

(1992) suggests the deg L in which | ion affects bank profitability rests on

-R.

whethermfla 0 t| pated L?!mt ted If it is anticipated, the bank managers

can pre% e t € hecessal ments in their interest rates in order to increase

4
thei ﬁ over costs. This \A{I&Ead to higher profits (positive). However, if banks
d adjust their interest rath)n time, their costs may exceed their revenues which
0 ead to a reduction in profits (negative). Furthermore; inflation will benefit banks

situation of zero interest deposits with the condition that the depositors do not

change the deposits to the interest-bearing account (Abdel-Hameed, 2000). If we look
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at the fact that banks are able anticipate inflation better than a customer, inflation will
surely improve banks' profitability (Musso, et al 2007). Inflation is usually exp

negatively impact the bank's profitability because banks have the capabilit@l any
rise in the interest rates due to inflation to their customers. Abdel-l'équ (2000),
Fotios & Kosmidou (2007), Fadzlan & Muzafar (2010), Musso, et aW?), Vong &
Chan (2008), Wasiuzzaman & Tarmizi, (2010), Al-Jarrah, (2010), ydenko (2011),
and Hasanov, et al. (2018) found a positive relation be &:la'ion and banks’
profitability. On the other hand, Fadzlan & Royfaizaly(2008), MI‘ (ié)'ll),

Khrawish, et al. (2011), Muhammad & Sana (2012) ami (2012) f ur‘d i@aﬁve

relationship between inflation and banks’ p ility. Meéanwhi : Ja{ﬁﬁ?le et al.

(2011), Sastrosuwito & Suzuki (2011), RW et ab.\ (2 : Aya&. Boujelbene
(2012) documented an insignifnact remﬁa. i

anticipate any inflation in the futur(ﬁ \T z<\
S

(7]
3.3.6 Gross Domestic Prod\t% )a{?rﬁl}s P&&bility
N

The total natiopal outcome of’ an oqon{y) measured through the Gross
ods )d

Domestic Product. Go sen{ odﬂ. uring a given year are measured

This stu sun@‘that banks did not

U

D

through GDP. In@‘{to me l'.ll’et real GQ/ the impact of rising prices is excluded

N
from the act@ea in dj'anﬁvg'e/rvices. The GDP is one of the factors

@

customar'&a'as a“ macrogco rr@ﬂdicator to evaluate the overall economy’s total

economic aetivity. GDP influences the demand for deposits and financing in banks.

D the recession, particularc'), GDP growth slows down and affects credit quality.

urn, nonperforming loans increase and further reduce banks profitability. The
waficient of this variable is expected to be positive. However, findings from the

previous researches documented a mixed results, Wasiuzzaman & Tarmizi (2010), Ali
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etal. (2011), Yu & Gan (2010), and Rami (2012) found a positive relationship between
GDP and bank’s profitability, while, Khrawish, et al. (2011) results shows a nw
relationship. A studies by Yap (2012), Jasmine et al. (2011), Ramadan {%@011),
Ayadi & Boujelbene (2012) and Muda, et al (2013) found an insignifi ationship
of GDP and bank’s profitability . Two items were employed to measdre GDP in this

research, i) the GDP growth rate which is measured by the real annual growth rate and
a

tIO'I

3.3.7 Concentration Risk and Bank Profitability. ‘ \‘(

)

Many studies existed in the literature examl the ef?c of gonce .xﬁon risk
N

i) GDP per capita which is measured by GDP over the tot

on the bank's profitability. These studies mostly used the
of market structure. The Structure—Cod\1 orm "l (
through paying a low rate for deposgit an a a i

would have the ability to have a m

Index a&an indicator

) I‘%chesis argued that

rat_e\for loans, institutions

y ipaconc tratect@rarket In simpler words,

this hypothesis means a low |on tha ts f rQ\iﬁ( high market concentration

' N
leads to market power q po er'a@he banks to earn monopolistic

power and high prof| (E fket. There are many pieces of studies
that provide su e include the studies by Rose & Fraser

(1976), Hegg 7 ? rger & Hannan (1989), Lloyd-Williams et
(19943, ( 0 uzafar (2010), and Sastrosuwito & Suzuki
(20115, hers. g
N

Gilbert (1984) conduct a study that provided a summary of 44 studies on the

d%nshlp between market concentration and profitability in banks. The overall

dings indicate that out of the 44 studies, 32 of them found a significant and positive

relationship between bank concentration (market power) and profitability. In other
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words, it is argued that the significant positive effects of concentration on the bank’s
profitability are not as a result of the rise in market power but rather a result of t?ﬂgh
efficiency of the banks that has a large market share (i.e. concentration). ﬁ%&)ased
on the ES hypothesis, developed by Demsetz (1973), who finds that theﬂ';awions with
high efficiency have the ability to increase their market shares. This¢high efficiency
gives the firms high concentration and results in a low competition which will burst the
overall profitability (Lloyd-Williams et al., 1994). In the s E;ﬂ]e finding shows

that the banks with high efficiency can maximize their profits through ys: (i) The

aX
banks maintained the current market size and po@ pricing; ( i:{e :&ﬁpﬁ sion

and the strategies for a price reduction. Berger ?ﬂ ou% re e@%?ent bank
| i creas@zﬁ its market

1§ @%er supported by
"

that has efficient management and uses new,technolo

share and profitability. The efficien truajre hypot

Brozen (1982), Seelanatha (2010) a&%madan \Ng)
Qi

Both two hypotheses hold the vi that'r’nore aasivgga ket power results in high

concentration, and it ever@ead %\igin the overall profitability,

postulating a positiw ionship! be én@ncentration and profitability.

e
£
Notwithstanding, s studiei
concentration QQ g b?;;lty (éﬁﬁs & Kosmidou, 2007, and Ayadi &
by |

>

inﬁﬂlncamt relationship between market
" S
e

NN
It shou% derstd }ther re various ratios considered in calculating the

Boujelbene

con ions/competitions r@These includes the following:
E\_erner index: The Lerner Index is a measure of market power in an industry.
0 The Lerner index measures the price-cost margin - it is measured by the
difference between the output price of a firm and the marginal cost divided by

the output price. Under conditions of perfect competition, output prices equal
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marginal costs (leading to an electively efficient equilibrium output) while
prices move increasingly above marginal cost as market power increas

head towards an oligopoly, duopoly or monopoly. The Lerner index@}ween

zero (perfect competition) and one (strong market power) A

h
2. The Panzar—Rosse model builds a competition indicator (H statistic) that

oY

provides a quantitative assessment of the competitive nature of a market. The H

A
statistic is the sum of equilibrium gross revenue elasticities with respect to each

v I
input price. ’ ‘\d
o - o .
3. The Herfindahl-Hirschman Index (HHI): Thisisa commcinly%gcepte‘g_\measure
of market concentration. It is calculated by squaring the market srla}re of each
firm competing in a market and then summing the resultmg\numbers. It can

range from close to zero to 10,000. CS*

r\\\? A

Based on the above 3 measures and the i n‘terpretation of each one, this research observed

n - e ~
that the Lerner index and Panzar-Rovsse is more suitable foL a companies other than the

[ ] s
financial institutions, while HHI is the most commonl(used concentration ratio by both

f _\ I 210N

banks and companies. This study dec'ided to use HHI index due to its simplicity and in
a 7 XV v

order to capture the degree of concentration of market share in the banking sector of

\f Q
. N
Malaysia. : ] QO
\ p ” C—)

3. %orsﬁ ecting e@klnsolvency Risk

1 X

3.4.& | Ad d k Insol Risk
pital Adequacy an\c@.h nsolvency Ris

E he literature that investigates the effects of capital on commercial bank'’s

solvency risks is largely divided. Some studies find that higher capital lead banks to
ake more risk. Koehn, & Santomero, (1980), in their seminal works, show that a capital
ratio controls the banks that are uncertainty-avert. They adjust their portfolio of assets
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by increasing risky financings, thereby increasing the bank’s probability of default.
Likewise, Kim, & Santomero, (1988) found a risk-based capital reqmrelwﬂo
influence the banks to finance the riskier assets. Altunbas et al. (2000) @})r 15
banks in European countries’, found a positive relationship betweﬁ%k capital
changes and risk-taking. Y'

A second category of the studies indicates that high regulatory’capital results in

low risk-taking by banks. For instance, Keeley & Furlon ggest that higher

requirements for regulatory capital, by reducing the pro of rw produced
g

e on Righer is[(.iﬁ-r}flarly,

ks,{ - (1999) for UK.

, arﬂMa & Dey, 2) for Indian

banks, suggests a negative relationshiNm capital a sol@%/ risks for banks.

In Asian context, there is li study \ban c +and risk. Only recent

researchers started to study the %on betwee ank @&?al and risk in this region.

Lee & Hsieh (2013) used a% f4 S Asg\ untries. The finding shows a
e

twee ba and risk-taking for banks. In

by deposit insurance, decrease the banks' incentives

studies such as Jacques and Nigro, (1997) for

banks, Konishi & Yasuda (2004) for Japan

strong negative relati

particular, the flr&m&howeci

taking. Contrarys,Ha al.

\apltal fos'are inversely related to banks risk-

'udlectéa‘téd commercial bank samples in 15 Asia-
Pacific co S, Wh s‘o d"a @‘?ed result. Notably, they find a negative
relatlon % p%l% bank idiosyncratic and credit risks, while a
pos Iatlonshlp between @tapltal and bank total and systemic risks. Both above

n Asian banks include all commercial banks but have reported primarily mixed

S S
0 ts. These mixed findings motivate further investigation.
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3.4.2 Asset Quality and Bank Insolvency Risk

The existing literature consistently finds that a high loan growth r@s
quality) leads to increased risk-taking by banks (Foos et al., 2010, a (ﬁq ez &
d distan

Saurina, 2006). As the growth will provide more profits to the banks an ced them
from the insolvency risks, there is a disagreement between academicszbout the effect

of a business mix of a bank on bank risk. While some are of that non-interest

rce of income to the

igatio Mu ingzrgase

N
their solvency, others are of the view that banks m@ence insol C)l ri.x;s?f non-
Y.'

lending activities increased as this will lead to twyer nen-int income

The recent financial crisis of 2008 shows ﬁw to sﬁﬁfpor e latter.hypothesis.

The study by Altunbas et al. (M ds that lar, banl@nd the banks with

excessive growth of loans are less S%They N; hi
@
through increased in the non-i income lead o“higbg&Sk, also heavily reliant on
wholesale funding by banlYadé to hig as wellk Demirguc-Kunt & Huizinga
(
(2010) did not see any e to support 31 Qigpates of growth in assets result in
S finc@( the effect of a business model of the

&

ng %') @ple of listed banks that are usually large

activities such as investment banking provides an additio

banks and therefore can provide an overall income diver

volatility.

es and trading income

4

ingyactivitie§_than non-listed banks such as savings and

NN
sdre a% quality by three items, i) growth of gross loans,

N
i) r for impaired Ioans@er impaired loans and iii) the ratio of risk-weighted

ass\nd off-balance-sheet activities over total assets. It also measures the bank's

0 vency risk using z-score.
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3.4.3 Management Efficiency and Bank Insolvency Risk

Two main hypotheses are associated with the impact of eﬁicien@e

banking industry's risk of insolvency; (i) Bad management hypothesis r(-ﬂ) oral
hazard hypothesis. Bad management hypothesis (Berger & DeYoung™1997 and
Williams 2004) suggests that an efficiency level that is low leads to %h costs due to

the bank’s failure to monitor credit and excessive expense r operation. The

efficiency declines will result in bank’s increase insolvency aus’ of reputational,

credit, operational and market risks. The moral hazard the isM}he hand

N
(Jeitschko & Jeung 2005), argues that a low level @efficie cy s‘(h&x‘n’io take
Y—-

higher risks. The problem of moral hazard is re It"o informatienal friction

Y.
ban stake*&]\higher risk.
&

ank®< and efficiency is

4
o(bank holding companies
C;)

and the agency problem which will make E s of
h

The first study to examine theM
done by Kwan & Eisenbeis (1997) %udy L@\;g%l

for the period between 1986@ test_the initefrel ship of interest rate risk,
X

credit risk, capitalization, Y@erati na iciency==The findings show a positive
and

impact between ineffi%

sample of Europe@ betm‘eerh?-moo"k&'ﬁlvestigates the relationships between
ici

[72]

|
the Jbank’ ;{\s@ng. Altunbas et al. (2007) use a

& .
cy. meaé@ed the inefficiency through stochastic cost
¢
'
tine

frontier. T@Dg ind at7t \l ient banks have high levels of capital and low

risk. Fi ISl et al."( Studi sample of commercial banks in the European

capital, risk, an

Uni\ the period 1995 to@?. They test the relationship between efficiency,
ca and bank risk. Efficiency is measured through a stochastic frontier approach
includes cost, revenue and profit efficiency, while three indicators measure the risk,

i.e., (i) non-performing loans divided by total loans, (ii) expected default frequency of

1-year ahead and (iii) expected default frequency of 5-year ahead). The findings show
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that high cost and revenue efficiencies increase the bank’s insolvency risk. Hsiao et al.
(2010) use a sample of 40 commercial banks in Taiwan to examine the ew
financial restructuring (due to bank's insolvency) on the operating effime(c&}w

2000-2005. The results indicate low operating efficiency for banks dme reform
2002-2003 (i.e. at the insolvency) compared to the period before tthency (ie.,
2000-2001) while operating efficiency improved after th%\hfs period 2004—

2005(i.e. after the insolvency period). The improvem ffullency after the

insolvency period is due to the improvement in complia ith fina tructurmg
®
and bank risk management practices. ' .\‘-}
Overall, the impact of efficiency o insolvén ks p{&i'uced an

inconclusive result. This study used three s m

ratio of these items indicates the ban\cauency (i.enthe pe@ﬂage of overhead

expenses over average total asset I expen\ve?to J(%Venue and personnel

expenses over net income) %mves igates» the r onshlp of management

efficiency to bank insolven \ Q\%
X' |7 $

3.4.4 Earnings Quali y a k nCzJ isk

nk ef@‘n::y, a higher

The |nter tes and nk -taki atlonship rises a concern between the

)

academics. S ind t 1?t'ere§t—§ates have impact on the bank’s risk through

proflt-s ch , 2 ) Accordingly, the banks’ earnings from loan-

!

relate ss decllne when le.nterest rate is low. However, banks increase their

N

ri kmg in order to seek higher profits. This means a positive relationship between

ank’s earning and insolvency risks. Moreover, banks expect a high valuation of
Qir assets and cash flow when the interest rate is low. This will then enable them to

take more risks. On the other hand, low-interest rates mean loose on the part of monetary
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policy, and it shows that the government is creating policies that will improve economic

development, while the economic environment strengthens banks to invest iw

risky projects and earns more profits. (’}

3.4.5 Inflation and Bank Insolvency Risk

When inflation is high, the cost of goods and services ﬁ@;h while the
income remains constant. This research measure inflation chntage change in
the consumer price index. Generally, the interim high terest % negative
effect on the balance sheets of the banks (postulati negative relat srlp‘ éb’e)\meen

dtoir}pr se elenén\g rate to
\H'eh B
Iache, 1998) \Furthermore,

inflation and bank’s solvency). This is if the banks

be in line with the rates of deposit (DemirgU%R& D

a high rate of inflation may also hav, %I

D

—t+

en on tthank’s solvency,

because due to the high inflation rate, theba it igult to predict real
| | 2—) S
deposits return and loans preuse%T S may cau poordg'ndlng quality and poor

“« Q-
decisions to borrow, thus, incrﬁg& e insolv isk fgéffanks (lvipcisc, et, al 2008).

N—’

N
On the contrary, Rahi Z%ria (20#& ex tne@ solvency of Malaysian Islamic

and conventional banks fog'the iﬁ 59{13@005-2010. The finding shows that

inflation has a s@t relation wi@ Islamic bank's solvency. Rashid, &
Khalid, (2017@ the Paki y;anke%ﬁd examined the impacts of inflation on the
&H ncy.

bank’s p ce and sol Thefinding shows that neither inflation nor interest
rate u 2r&y has any ignl'lricca})Q,Nr.npacts on the solvency for conventional banks. A
di nt result was found for % Islamic bank’s study as the solvency of Islamic banks

d to have a significant impact on both types of uncertainties (i.e., inflation and

Oerest rate). Particularly, the study found inflation to have a negative effect on the
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bank's insolvency, while the interest rate has a positive and significant effect on the

Islamic bank's insolvency.

3.4.6 GDP and Bank Insolvency Risk 3 : ,

The GDP is one of the factors generally used as a macroeco indicator to

evaluate the overall economy’s total economic activity. GDP influences the demand for
ted to influence the

deposits and financing in banks, thus, these factors areyex

direction of GDP in an economy. During the recession
down and affects credit quality. Various studies eXamined the jrelati ip‘g;gmeen
GDP and insolvency risks. However, different%ured 9f insol ncyé.s*%s were
NN é\%’
C%vae jio Ip belween GDP growth

Mannasoo & Mayes (2009) fo%
and risk during a favorable macrogconomic

employed in these studies.

iticI uzj& et al. (2012) found

6—2 A

insolvency risks (measured througEP ) in the Greek an@rg sector to be mainly as
“« Q-

a result of the growth in GDNL nez an ina ) investigate the banks in

N
Spain for the period tetw&n 1984:2003 pe ﬁ’mg showed insolvency risks
sto

measured through NPL easi H'l il‘ﬁtéjyon GDP growth. On the other hand,

Rajan & Sarat (@nd L growth GD\@%te to negatively effects the credit risk

which means@\shely relate 'JAsoC»g’(cy risks. In addition, Quagliarello (2007)
_ _ @,
find the% grc:' to havean

the studies'@n GDP effects on insolvency risks produced an inconclusive results. By

tive relationship with insolvency risks. Overall,

/J"
S,

o

C H“ﬁit this study used z score to measured the insolvency risks in banks and

Qes Igates its relationship with GDP.
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3.4.7 Concentration Risk and Bank Insolvency Risk

The empirical literature in this section discusses the relationship betwemk
concentration and risk-taking behavior. The previous researches use diff Xhods
to measures the concentration risk in banks (e.g., some uses &it market
concentration, HHI etc). Bank solvency ratio, defined as the return?assets (ROA)
plus capital adequacy ratio divided by the standard deviation Is expected to be

o

positively related to bank concentration which means the nkkoncentration is

correlated with higher solvency. ‘\d,
Yw

N
A study by Keeley & Furlong, (1990) esti the extent of ce’ntm(@n risk
L 4

in banks by using Tobin’s Q. He defined conce fon as bb{at the bﬂu‘ai"s equity
T

market valuation over the book value. [tw th ’s 1iSK correlate with

concentration. Brewer & Marc, (1996) a man, (201 ound@ banks with higher

4
and, Caminal & Matutes

concentrations have a greater sol ecy)atio. @h\w er

(2002) find that the relationshi ween the bank c‘énc@tion and their insolvency

>

to be ambiguous. Hellman 2000) studi the&anese financial-market in the

!
1990s, the finding shox% igher pe i‘en r?g:ed the profitability for domestic

\he Y
banks, and this sw&}a@tly Ie‘ids East%&'ién banks' insolvency that weaked the
overall Japan fihQa system:

#
measures w OA,/ROE,
that aftwlction! anks’

. : VY . . ,
pro y was improved SIgn&?cantly. Thus, an increase in the bank’s concentration

S

d’otl@y credit quality indicators. The finding shows

N
@raphic expansion were lifted in the U.S., the

see 0 have a positive relationship with the bank’s insolvency. Furthermore, the

& ature on new bank entrants finds that reduction market competition (i.e., increase in

concentration) may decrease the bank's insolvency (Shaffer, 1998).
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Generally, many works of literature support the franchise value paradigm.
However, in contrary, Boyd et al. (2006) uses a cross-country empirical stuvmt
supports the risk-shifting model using bank’s insolvency measures Of and
concentration measured through Herfindahl-Hirschmann Index (HHI). ﬁ*ydy found
a significant negative relationship between Z-Score and concentratio Rs.k'This means
a more concentrated banking market is associated with a high solvency. Levy-
Levy & Micco (2007) using the H-statistics measure also fo &r:r se in the bank’s
insolvency as a result of the increase in concentration N, Latin AWcountries.

@

Berger, et al. (2016) used H-statistics for 38 countrie

een 1980 O(IB@EJnd

nkf ne toVYolvency

that the higher banking system concentration t

Overall, the previous literature on the bank'w

inconclusive findings. \ >

tﬁn an nsolv rlsk suggests

3.5 Factors Affecting t an qu Xdeud,.)

351 | ducti _\_
ntroduction l ¥ K

Liquidity risk i ank n be explained as of inability of the bank to meet
:

: J : .
the depositors’ obligati ons t(i ?\aﬂr\ e assets at the time of maturity at no or fewer

costs or losses. Icé&OlZ) he &?}xs would suffer from insufficient cash or
any other aIte@zvh t%qﬂ o&cdbude to withdraw their money, this is known

as a hq% bler‘a a ; dep@}s usually are short term in nature while banks

finanmE activities are mostly um to long-term. Hence, mismatches arise most of

t between the bank’s assets and liabilities in the balance sheets which unless

led properly, the banks may face the danger of liquidity risks.
0 The liquidity risk can be classified into two types, namely, the market liquidity
risk and funding liquidity risk (Drehmann & Nikolaou, 2013; Mujtaba, 2014, and Ruozi
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& Ferrari, 2013). While the former refers to the risk of inability or difficulty of banks
to convert a financial asset into cash, the latter refers to the failure of banks twlﬂl
their liabilities as they fall due or without incurring any substantial loses. %\
This section introduces and discusses liquidity risks in banks. pter also
reviewed the previous studies on banks’ liquidity risk factors and why the research
expects liquidity to mediate the relationship between the factortvhal_ ermine liquidity

and bank’s profitability and insolvency risks.
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\‘T

Table 3. 1: Impact of Selected Factors on Profitability and Insolven&(@xs

Factors

Capital Adequacy
Ratio

Asset Quality

Management
Efficiency

Positive Negative Insignifican Expected Relationship  Expected Relationship
z to Profitability to Insolvency Risk
Structure Conduct Performance (SCP) Structure Conduct Performance  Structure nduct Positive Positive
Concept, Relatve Marker Power (RMP), (SCP) Concept, Relatve Marker  Performanc (Sgﬂ:oncept,
,Nicolo, (2015), Power (RMP), Concept, Relatve % Power
Akhtar et al. (2011), Financial  Fragility-Crowding (RMP), pt,
Ahmad & Mohamad, (2011), out Effect, (Athanasoglou, Muda, , et 01 is X
Houcem & Ines (2011), 2006),  Wasiuzzaman & (2011) | &
Dietrich & Wanzenried (2010), Tarmizi, (2010), Sai umin}(z 11 =
Fadzlan & Muzafar (2010), Ali et al. (2011) %3
Sastrosuwito & Suzuki (2011), Saira (2011) q \ X~
Ramadan et al. (2011) Wasiuzzaman & Tarmizi (2010) \) ‘ﬁ {\
Ayadi & Boujelbene (2012) Mollah & (,) &
El Biesi (2010) Zaman, (2015); \ O
Rami (2012) (,) >\"\’ A
Shams et al. (2012) o c,}
Hasanov, et al. (2018) ‘% L.
Balanced Portfolion Concept, Alper & Balanced Portfolio N e ,%jced&%’rtfolio Concept, Positive Positive
Anbar (2011) Igbal (2012) T pl a (2011)
Hasanov, et al. (2018) (,a S
Expense Preference/’ Conce] Efficient-Structure (ES) Negative Negative
Efficient-Str Cencept, Idris (2011)
: adan et al. (2011)

Concept, A
Expense Preference concept, Efficient- Fadzlan za O
Structure (ES) Concept, Sastrosuwi Suzu
Ahmad & Mohamad, (2011), Davy! 201

Said & Tumin (2011)
Wasiuzzaman & Tarmizi (2010)
Cihék & Hesse (2010)

E&wl Zt)al..t

N
S
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N

Factors

Positive

Negative Expected Relationship

to Profitability

Expected Relationship
to Insolvency Risk

Earnings Quality

Inflation

GDP

Concentration Risk

Structure Conduct Performance (SCP)
Concept, Relatve Marker Power (RMP),
Nguyen et al. (2012)

Uncertainty Hypothesis, Wasiuzzaman &
Tarmizi, (2010), Davydenko (2011)
Fadzlan & Muzafar (2010),

Al-Jarrah, (2010)

Hasanov, et al. (2018)

Wasiuzzaman and Tarmizi (2010)
Fadzlan & Muzafar (2010), Ali et al.
(2011),

Yu & Gan (2010)

Rami (2012)

Smaoui & Salah (2011)

Wasiuzzaman & Tarmizi (2010)
Structure Conduct Performance (SCP)
Concept, Relatve Marker Power (RMP),
and Efficiency Structure (ES) Concept.
Short (1979),

Sastrosuwito & Suzuki (2011),
Fadzlan & Muzafar (2010)
Apergis (2014)

S
&
<
N

Insignificant 3’)
ct

Structure Conduct Performance Structure Positive
(SCP) Concept, Relatve Marker  Performance (SCR) Concept,
Power (RMP), Relatve  Marker ower
Said et al. (2008) (RMP),
Uncertainty Hypothesis, Uncertai ypothesis, Negative
Khrawish, et al. (2011), Jasming et al*(2011), * X
Ali et al. (2011) ZP@
Rami (2012), Muhammad & e
Sana ) N
ene ( )
Khrawish, et al. (2011) 3), & Positive
\ ine epaly (2 8
(f) R%Xt %@ibll),
‘% Ayadi & Boujelbene (2012)
&/
Structure Conduct P, %‘Nan di %‘Q}ujelbene (2012), Positive
(SCP) Concept, arker iob osmidou (2007).
Power  (RMP iegy 2
Structure (ES),Co , \ (fj-'
Ramadan et at. 1). —
N
N 1 ¢
r ©
/ &
.‘D.)', Q\
\,‘Z'
)
~N
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Positive

Negative

Positive

Positive



N4

Factors Positive Negative Insignificant % Expected Relationship  Expected Relationship
to Profitability to Insolvency Risk
Liquidity Balanced Portfolio Concept, Risk Return  Risk Return Trade off Concept, Said and Tum@l), Positive Positive
Trade off concept, (Dang, 2011), Izhar & Asutay (2007), Rauchet Muda, et al (2013),

Wasiuzzaman & Tarmizi, (2010), al. (2010), Demirgu¢-Kunt & Idris (2011

Vodova (2013) Berger & Bouwman Huizinga, 2009; Houcem & Ollp,
(2008, 2009), Raddatz, (2010), Said & h\d
Bologna, (2011), Hérle et al., (2010), Davyd : ‘X
Vazquez & Federico (2012), King, (2013) & | _\i}
Bordeleau & Graham (2010), Macroeconomic ~ Assessment
Yan et al. (2011), Group, (2010), ’ %3
Mohammad (2013), Angelini et al. (2011) z el X
Ahmad & Mohamad, (2011)El Biesi Gambacorta, (2011), \l 0\ {\
(2010) Khrawish, et al. (2011), \(ﬂ 6‘
Sham et al. (2012) Fadzlan and Muzafar (2010 N A

Saira (2011) L) >? ? /\&

f > nC’)

Hasanov et al. (2018) ?
Y\' ’AT} §%



3.5.2 Liquidity Measures

In assessing the adoption of measure for liquidity risk, previous stggsed

different simple accounting measures such as ratio of total deposit to total mad
& Mohamad., 2013), cash to total asset (Akhtar, etal., 2011; Igbal, 2012; Sayedul, 2012,
Mohammad, 2013; Muhammad & Muhammad, 2014), and the r tiox.urrent asset to
total liabilities (Ahmed et al., 2011) to investigate the impac@ specific factors
and macroeconomic factors on liquidity risk. From gulalbry monitoring

perspective, there are few empirical studies by Cucinelli 3), oMal. (%012)
N

and Brina & Blahova (2016) and Dietrich, (201 t considered Ia!esﬁ.‘[i'c]uidity

4 ‘T
risk measures. They construct a more complex wﬂa propose Basgg:l-l , hamely;

LCR and NSFR. These studies are considcwequ

trial period for LCR and NSFR, as mo

banks or using inappropriate mea ‘0

N
. O
3.5.2.1 Liquidity Coverage Ratio’(LC AQ"
Y S
The LCR calls% s to keep
liquid assets that cam,be co ve]

a&c
: ¢ ' (1—3, . .
Committee o ing Supervisioh, i(.)" ,). The standard necessitates that this ratio

horizon under sev liqui

N
should wer thah 1 ‘3/0 as @)rmected net cash outflow should at least equal
to ﬂ&k f high-quality qu&gas?;ets. Few researchers employed LCR as a liquidity

E\sbes includes; Cucinelli (2013), Giannotti et al. (2011), Muhammad & Muhammad
(

ially“at,this time of the

en
sh to_meet needs for a 30-calendar day time

SC‘&%

ions specified by supervisors (Basel

), and Brina & Blahovéa (2016). The implementation of LCR is said to lead to

Q)re capital- and liquidity-efficient business models and products (Harle et al., 2010),

but concurrently wll have negative impacts on banks profitability.
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3.5.2.2 Net Stable Funding Ratio (NSFR)

The NSFR is aimed to promote longer-term funding of the assets an%?tle's
of banking instititution by establishing a minimum acceptable amount of S(‘i?.l ding

based on the liquidity of an institution’s assets and liabilities over a one-year horizon

(Basel Committee on Banking Supervision, 2010). The NSFR is explained as a ratio of

banks’ Available Stable Funding (ASF) over Required Stable ing (RSF). This ratio
is required to be at least 100 percent. The NSFR is expecte ea s'ignificant effect
on banks. its implementation is forecasted to lead to more efficient capi Qlio*%igity
. ; ! >
business models and products (Harle et al., 2010). citly, NSER r IIAQ‘T)a limit
: . " A
on banks’ ability in terms of maturity transfor W is ng the.core banks
h«;h\ s
functions. Consequently, observing NSF Wrd b)?'Tinan al institutions will also
?Q &
have an impact on the bank's perform cluding | proflity and crash on
A
lending margins (Macroeconomic ent@}\$2$1 \&
0 4 @

3.5.3 Factors that Determi uidit A%
g-‘ $
This section loresyprevious lite ture@. the bank specific factors and
4
macroeconomic facw [ N Iinks(@e’m with the liquidity. The section
explains the iteméwoye

)

~

re eac@atent variable.

O
3.5.3.1 Capital Adequacy Ratio @ank Liquidity
s > o
search used F‘sk &Sorptlon concept and Frgility crowdingout effect

N
co% investigates the relationship between CAR and bank’s liquidity. Two items

S

d to measure the CAR in this research. (i) Equity over total assets (in %) and (ii)

Ouity over net loans (in %). CAR makes a liquidity position of a bank more attractive.

In order to measure the bank’s financial strength, its capital strength needs to be
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examined. This will ascertain the bank’s capability to absorb any substantial losses
arising from operational, credit, market and liquidity risks. Due to the import

CAR to banks, its concern is much prevalent that both supervisory and regu%\)dies
in various jurisdictions recommend the ideal CAR to be maintained b bank and
the sanctions were enforced for any bank that breaches such?gsmold (Basel
Committee on Banking Supervision, 2004). Each regulator 'u}?&etion enforces a
minimum CAR requirement for banks to be maintained Yn-dl ates the banks’
ability to further its business. The capital size of an ko fi‘thJinstitution

"X

provides flexibility in its financial statement. A hi AR increases Ihg@ﬂidity

position all things being equal. Excess capital wi |Ii% or a%%ort term
and long-term liquidity needs and provide wh‘gllo (Ayel%\-SqZ).

During the financial crisis, th %eld by a ind@‘és the strength of
such a bank to remain in the busines@5absorbt %t t,@y arise. Thus, a strong

N
CAR is considered to have a d%rop tim((?r%b to the resiliency of the
bank at the time of crisis. Eﬁ}&] thl Ve, ario§ dies were conducted on the
relationship between quuid‘i‘t .M di'&@bes (2017), Berger et al. (2016),

:
Yaacob, et. al, m,@\d M? in, & @Rahman, (2020), found a positive
relationship between CAR a

K '1iqu'@§’whne, Wasiuzzaman & Tarmizi, (2010),
¢
Shamas, et 9@) and Isi Bd'keé?).i?) indicated a negative relationship. On the

NN
otherhand, Sayedul, (2 d Shs&eni, & Peyavali, (2016) found and insignificant

oﬂiona

relationship between CAR an®ﬂ<’s liquidity.

8.2 Asset Quality and Bank Liquidity

0 Three measurements define assets quality in this research; (i) growth of gross

loans, (ii) reserves for impaired loans over impaired loans and (iii) ratio of risk-weighted
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assets and off-balance-sheet activities divided by assets. The study used Commercial
Loan Concept to examine the relationship between asset quality and bank’s li

The quality of assets held by a bank positively affects its liquidity (Vodo@, and
Yaakub, et. al, (2017). On the otherhand, Igbal (2012), Ghanim, et al’ ), Isik &
Belke (2017), and Abdul-Rahman, et, al. (2019) shows a negative W‘Enship, while
Sheefeni, & Peyavali, (2016) found an insignificant relationshi men asset quality
and bank’s liquidity. The high asset quality held by bank %k can be used to
settle its liquidity issues when the need arises. The ks ews‘ through
mé o&l-’rgﬂiity
SO T.@t'he assets

sitinﬁ impact on i@";ﬁdity. Based

financing, whereby higher qualitative financing impr

stress. Thus, a bank needs to be more curious ins
it creates will be qualitative enough to genew
on the above, it is recommended that sﬁal make m ans@%ncing which will

uplift the quality of their assets. S oxy sig\&&g r 'r\ofit enjoyed by banks
N

that are translated to higher qu%s all ﬂs fin oing(oég- e converted to liquid at

any time without incurring %xien §
‘

3.5.3.3 Management Effi ncy% tiq@dity

In order t@ate&]@cts of@’s efficiency on liquidity, this research
used Efficien@ttur (E%ryépt.ﬁéﬂé study employed three measures (i.e. the

@ﬁaverage total assets, total expense over total

percenta &@rhea
4
revenﬁa ersonnel xpense@r net income) to investigates the relationship of

expenses
4
J

ement efficiency over ‘liquidity. The existing studies documented that

== ——=9

nagement inefficiency affects the bank’s liquidity but not the opposite causal
N

ationship. Altunbas et al. (2007) employed the SUR approach in examining the

bidirectional relationship between capital-risk-efficiency of banks from 15 European
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countries from 1992 to 2000. The study used both credit and liquidity risks to proxy for
bank risk and employed SFA to estimate cost inefficiency. The study discove

the bank’s efficiency score is related to the decrease in risk (liquidity ri@redit
risk). This finding is also in line with the study by Wasiuzzaman & izi, (2010).
Khalib et al. (2016) examined the cost efficiency and liquidity risk of Islamic banks and
commercial banks. They estimated Basel 111 liquidity risk measures” using LCR and
NSFR. The results indicated that cost inefficiency poses rr%actnt effect in the
short-term liquidity (LCR) but a negative effect in long lig 'dinting that
idity risk i ar‘ki_r@qﬁi‘ﬂ:)hd
% igate cn@'ﬁiciency-
ries.he res;@s‘z;ow that the

g @ combination of

r E}h, cost efficiency has

cost inefficiency implies that it takes time to reduce
Amin etal., (2017) used the panel dynamic syst

liquidity risk relationship on Islamic banks4a,Ol

effect of cost efficiency on liquidity IS a)/ erse, dep

input-output specifications. Based (ﬁ% interme\nﬁg'xap
% ‘

N
a positive impact on liquidity t the effec ismegi}@ when the value-added

approach is used to mea %’t er nc Th% gest that efficiency has a
Z:f (

significant influence on.ligui isk. Q’
LN
3.5.34 Earning@yan& Bank Liquicl

N

This @fin d earni qr&ua' by three measurement ratios as follows:

Interest- &'Rati‘g, perati ir@ae over average assets and Non-Interest Income

oveﬁ evenues. recem\ggrs, the measurement of earnings quality became

C.-)
i N{ngly attractive, particul\aly after large banks collapse in the U.S. Earnings are

.

essential item in the bank’s financial statements, and it is one of the indicators of
ded quality for the banks. It is also an indicator that helps banks for the resource

allocation in both money and capital markets. Essentially, the theoretical value of the
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bank’s shares is the present value of future earnings. Therefore, earning increase
represents a reflection of the increased in the bank’s value, while the earningw

shows the decline in the bank’s value. (’}
The liquidity risk, on the other hand, is the inability of the fund the

increases in the assets or to face the shortage of liabilities. When tRe Is a liquidity

shortage in the bank, it cannot get enough earnings either b increase in its
sZts i

obligations or it carries an excessive cost to transform r'to liquid assets
quickly. Either way, this process negatively impact ba s‘\a@ﬁ% quality.
However, if the bank has enough liquidity, it will a positive_i dac.&‘e}vt;meir
earnings. The studies between bank’s earning anddiguidit p|'6 a mixed findings.
Shamas, et al. (2018) and Rauch et al. (2010), found a p?Sitl relati@t‘g, Akhtar, et

al. (2011), Isik & Belke (2017) docuwamgative r nsh@‘(’)n the otherhand,

Sayedul, (2012) and Sheefeni, & P@sli, (201%\-1‘0«1% ,k‘@'gnifianct relationship
between earnings and bank’s liquidty: 0 9
&
S
3.5.3.5 Inflation and Bankiguidit : §
This study used uartaim{ pt‘?tiﬁwemgate the inflation and bank’s

liquidty. The C@Pri@meas&@ inflation. Inflation is the percentage
change in the@}ﬁt pri gn!x 6&%/ yearly basis. Inflation measures the price

change Q&;!’and“s vices | a@v. Both the bank’s cost and production can be
b

affect inflation. Commonl gh inflation negatively affects the bank’s liquidity
atfon,, N

Inflation is well-defined as a persistent increase in the general prices of goods

Qﬂj services in an economy. High inflation prompts a high cost of goods and services,

while the income remains constant. The previous studies on inflation and bank’s

G

e
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liquidty provided an inconclusive findings, Yaacob et, al. (2016) documented a positive
relationship between inflation and bank’s liquidity. Wojcik-Mazur & Szajt, (ZOW
Zaghdoudi, & Hakimi, (2017) found an insignificant relationship between @&n and
bank’s liquidity. A study for Malaysian Islamic banks by Ahmad & M ., (2013)
examined the factors that determine liquidity risk measured through@eposit over
total assets. The findings is inline with the studies by Wasiuzz% armizi, (2010),

Sheefeni, & Peyavali, (2016),, and Isik & Belke (201 sl")ws a negative

relationship of inflation with the bank’s liquidity. ‘\d
®

Y
. 1O
3.5.3.6 GDP and Bank Liquidity
4 b &

Y,
The economic health of a country is usuaz mea \(N.hroug GDP. GDP can
be used by the banks as an indicator t@he
which the banks receive deposits aEd extend ENOT

d Isik & Belke (2&‘.%5 documented a positive

ervioe{ emand through

ts._\éheefeni, & Peyavali,

(2016), Zaghdoudi, & Hakimi, (
“« Q-

relationship between GDP anow ity. Ya anq\\ﬁfcfjcik-Mazur & Szajt, (2015)
N

found an insignificantrela%nship. he y@hmad & Mohamad., (2013)

examined the factors that termi{ di&({i}k for Malaysian Islamic banks by

considering the e@ cyc@inal @ show an inverse relationship between
GDP and qu@k. he‘% ?&ueﬁéﬁét economic expansion provides the banks

with the &!ﬂity}olrﬁs

The niat relationship betv&\eg.GDP growth and liquidity risk is in parallel to

Cucigelli (2013) and Yaacob,}, al. (2016) who measured liquidity risk via LCR and

N

hs’gﬁﬂcome and reduces the liquidity risk exposure.



3.5.3.7 Concentration Risk and Bank Liquidity

The impact of the bank's concentration on liquidity creation is reIa%Rtw'o
opposing hypotheses. (i) increased competition causes an increase in the bir% ility,

which reduces the profit of banks that increase the capital which acts as a “buffer” to
the banks against adverse shocks (liquidity risk). Consequently,m found the
incentive to reduce liquidity creation by reducing the amoun oan granted and
the deposit’s volume accepted to reduce the bank’s ru T(i

') the increased

concentration impacts banking policy on prices—which to loan diminishes

. . ] >
and deposit rates increase. Consequently, there is I both demands \‘)r_ki'ahs and
. 4 X~
deposits. NV
\ <
Several researches provide suppor@'elati ip DetweenCompetition and
liquidity. An increase in bank conceM facilitates
obstacles and leads to a shortage o %ity cr@vB k @2004) argued that an
0 N,
increase in concentration inC\ oan g@ \Mhi@duces liquidity creation.
X

Contrary to the above stud\Yaz et al. (2013)/find aincrease in bank concentration
leads to the demand f r coll

(

between competi@ quui'iity
results for con N’ona bank i
ff) .

ancir@lemand and loans

ZLQ suggests a positive relationship

A
W,

&
N
S
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Table 3. 2: Impact of the Selected Factor on Banks' Liquidity

Factors Positive Negative Insignificant R ip to
i
Capital Adequacy Ratio Risk Absorption  Financial Fragility- Sayedul, (2012),
Concept, Mahdi & Crowding out Sheefeni,
Abbes (2017), Effect, Pevavali. (20
Vodova (2011), Wasiuzzaman & y

Berger et al. 2016,
Yaacob, et al, (2016)
and Mohd Amin, &
Abdul-Rahman,
(2020),

Commercial Loan
concept,  Vodova
2011 and Yaakub, et
al (2017).

Tarmizi, (2010)
Shamas, et al.
(2018)

Isik & Belke

(2017)
Commercial
concept,
(2012),
Wasiuzzaman
Tarmizi, (2010);
Shamas,
(2018)
Isik &
(2017).
Rauch, et al
Abdul-Rahm
al, (2019).

fi Structur
( concept,
Wasiuzzam

loan
Igbal

Asset Quality

Management Efficiency Efficiency Structure

(ES) concept. Mohd
Amin, etal, (2017).

Earning Quality

N
Inflation etainty o IU%&My
%ypoth sis, H tb' pothesis, Ahmad
al. 2014, “Yaacob, z/ Mohamad
13),
" Wasiuzzaman &

Y'Tarmizi, (2010);
"/ Sheefeni, &

Peyavali,
(2016);Isik &

Belke (2017).
Vodova 2011

63

e;@\fjl\jt

Shamas, et htar €t al.

(2018) Isik Ike

Rauch, et al, (Nl . &
X (“&‘i

Y

eefe &
P li, 2016'

Positive

Negative

cture

ep‘t_\

&

S I, (2012)
feni, &

avali, (2016)

Negative

Uncertainty
Hypothesis,
Wojcik-Mazur &
Szajt, (2015);
Zaghdoudi, &
Hakimi, (2017)

Negative



Factors Positive Negative Insignificant Relationship to
Liquidity

GDP Ali et al. (2011), Ahmad & Mohamad Yap (2012) \Cgatlve
Sheefeni, & (2013),  Cucinelli Wojcik-Mazur
Peyavali, (2016), (2013), it,

\ ) Szajt, (2015);
Zaghdoudi, & Wasiuzzaman &
Hakimi, (2017)lsik Tarmizi,  (2010),

& Belke (2017). Yaacob, et al, (2016) Y.

Concentration Risk Carbo-Valverde et Fragility Channel Berger &W Negative
al., (2009); Love & concept, Petersen & (200 duI-
Martinez (2012) Rajan (1995),
Horvath, R. et al ,
(2016). . l

3.6 Relationship Between Bank Liqw@ﬂablll y Ir’sol\?c%cy
Risk (Model I11) Y. \,T
\ g

3.6.1 Liquidity and Bank Profitabilit \)

e off~edncept are mainly

&

r@ank’s profitability. This

Balanced Portfolio Concept, and "Risk R@

concepts used to study the relatio % Det e%l

7]
research used two items to the liquidity/risk gfl}-CR and (ii) NSFR. Many
studies investigated lig 'dltw k" pro : né'\elly, 2004; Owolabi & Obida,

2012). As one of the factor, tha d ih nks' profitability, liquidity can be

explained as the m a baltk to Nonor |@1lgations without incurring substantial

N
losses. Many mfou dgeon |dt|oq_sgo+‘i the relationships between bank liquidity
and proﬂt@udm 2004) and uzzaman & Tarmizi, (2010) in their studies,

4
foun d:g e and significant re\l/wonshlp between liquidity and bank profitability. In
ad dova (2013) shows}posulve relationship between profitability as a measure

% ormance and liquidity, contrary to the standard economic concept. Ojong et al.

014) also conducted a study on the relationship and effect between credit and liquidity

on bank’s default risk among deposit money banks in Nigeria. The findings concluded
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a positive relationship between liquidity and bank performances in Nigerian banks. A
positive relationship is also found in a studies by, Mohammad (2013), Ahw
Mohamad (2011), El Biesi (2010) and Berger & Bouwman (2008, 2009). (’}

On the other hand, Izhar & Asutay (2007), in their study on | ian banks,
found a negative relationship between liquidity and profitability. Rm al. (2010),
Demirgli¢-Kunt & Huizinga, (2009), King, (2013), Fadzlan War (2010), Saira
(2011) and Hasanov, et al. (2018) also found a negative r %\ITtween liquidity

and bank profitability. However, a study by Said & Tu 2011), wko (2011)

@

Yw
dy. They elp&@&ted a
d bank profitébility. Also, Idris
N AT
omﬂd t Ilquui)é\eannot be one

of the factors to determine bank's profitability because it ot @the requirements

and Muda, et al (2013) is contradicted to the abo

findings that shows no relationship between liquidi

(2011) in their studies on Malaysian Islamiw

of significance. Ferrouhi (2014) cor%d astu gre tj@\s'hip between liquidity
N

and financial performances n%ccan%ank he <(t:;éﬁnga indicated that the
relationships between liquidi }Dban[ rfo ance%@end on the employed model.

Overall, the studi ?Ii uidit
’ &
accounting measm@nco% is ngbe due to the use of different methods
and liquidity raoQ diff i 'es. ,%%ﬁch, these findings always tend to be
¢
contradictin&%o varyi elﬁocgl;gy, time factor, ratios used, and different
\

jurisdic% us, there i eed ‘k?further study to confirm the concept, especially
Yn

int laysian context. W'th%l'fe new liquidity measures introduced by Basel 1l

an Eﬁhk@'ofitability based on the simple

x&in 2010 (LCR and NSFR) and the scarce studies that employed these measures

3 e bank's profitability, this study is deemed timely.
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3.6.2 Banks’ Liquidity and Insolvency Risk

Banking risk is the risk of bank activities or the risk of their asset{vs
confronted during bank operating. There are many different ways to meas%w risk

in the literature. The most common ways to measure riskiness of financial institutions

are VaR, ES and Z-score. VaR is a standard risk measure for bank r% management

which is recommended by Basel Il. ES is a better risk mea n VaR, and it is
recommended in Basel I11. However, both VaR and ES focu risk of an individual
institution and cannot adequately capture systemic risk (LI W‘thsi_udy
focuses on the overall riskiness of banks; thus z- IS"a suitable ro‘acj:\cz -score
has now become a standard indicator of bank r ng ({ h en ussdmidely by

academics (Laeven & Levine, 2009; Ho t y 2(510;

Y.
n Deh@l., 2014). By
&

pital @fers and standard
A

deviation of its return, z-score is si a di én be computed by using
o e,
available accounting data only 43'
&

The risk of fundingi y h en a@wause of financial institutions

measuring the distance to default as M he size of,

crisis and financial sys%t b|||ty:| or r‘.t age liquidity risk and shocks due

to illiquidity, ban Ndwsep to tain a%&fffer of liquidity (Khan et al., 2017).

&

Hong et al. ( fou d tha |Iy rl@ontrlbutes in no small way to bank crisis

)

through sy ati and| iosync t|c c@nels According to Acharya & Naqvi (2012),

fundin idity caﬂ' uhlly ct bank risk-taking and stability. Consistently,
Federico (2015) fs@ that the stability of capital (according to Basel IlI)

can
N

capital to borrowers (King, 2013), leading to a reduction in the bank’s profitability.

ce the probability of the bank’s failure and increase funding liquidity. However,

aintain a higher of funding’s stability, banks have to pay a higher long-term cost of

Therefore, liquidity and profitability of the bank may have an antagonistic relationship.
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It implies that once banks follow high profitability, it may increase its risk-taking by

financing more assets. Y‘

The level of funding liquidity has significantly influenced the bar(g\jhg the

operating period while maintaining a higher level of funding liquidity d to bank
crises (Adrian & Shin, 2010 and Khan et al., 2017). Under the stre%Wing surplus
funds, Adrian & Shin (2010) show that banks would look for tMorrowers, even
they do not have enough liquidity capacity. The result is th p&::a otential hazard
that comes from reducing lending standards to push the f surplusunds. YVagner’s
(2007) theoretical model describes the relationship be bank liquidi y‘n&ﬁ@\?;lity.
It is found that an increase in the bank’s liqui mar\e’d e bang/z'stability

maﬂ peried. Bes@*mat, changes

in bank liquidity may be caused by%i tera rates m en ugh changes in

monetary policy. Lucchetta (2008) that ban\vd_‘ts;'%a ;z@e risk when they have

N
over-investments in risk-free %ue ts increasing <'zlé?isk-free interest. It will
increase liquidity supply ani\n;eng |I In rba@rket. In turn, the increase in
sti r

liquidity also pushes b% “I

&
(2012), 73% of tf@banki d caused bg@r lending. Authors implied that bank
di ' i
’ (J"v
Y

managers often & nga <qverly aE.J sive risk-taking behavior,” as a problem
¢
of princip@o”ce 3 g“?
u

invest er insured deposits than a risky direct investment at the

during the financial crisis, but it will not aﬁw

ing in ris ‘r' éssab’According to Acharya & Naqvi

timggh’nancial crisis, Khar@z}: (2017) indicated that banks could obtain funds
@insured deposits and grants riskier loans which are more profitable. Though
here could be a moral hazard for investing in riskier assets (Keeley & Furlong, 1990).
owever, since the banks have excess deposits, they can take more risks and protect

their depositors through the deposit insurance scheme (Khan et al., 2017). Concepts and
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empirical studies suggested that there is a correlation between liquidity and risk-taking

behavior of the bank.

3.7 Indirect/Mediation Effects :: ,

This study examines the effects of the bank specific factors a oeconomic
factors on Malaysian bank's profitability and insolvency risk me d liquidity. The
study assumes that a bank’s liquidity influences how t mecmc factors and
macroeconomic factors affect profitability as well aswi ency %example,
concerning the capital adequacy ratio, banks with er capital buff hlave shg't as

well as long term fund to act as a buffer for higher figuidity I‘ev s. This is lQ.Ilne with

the “liquid assets as a buffer concept,” WhiR sugg

relationship between the bank’s quuid@ita ili

liquid assets benefit from the funding markets iorTe pti@s, which will reduce
E’J ga‘ A

their cost of funds and increase ?’r vegall profi bllit%/{(siigher liquid assets can

indicate a higher bank’s repu in accessi fun@ﬁd can be used to finance

profitable projects IeaCng q hlgherIretur ‘anS‘l.%tanced from insolvency risk.
esi

Therefore, it is hypo tha iﬁu i d.é)@s an indirect or mediator variable

between the exog‘Q arlo the@( specific factors and macroeconomic
factors and e \Ous riabl bﬁa%lprofltablllty and insolvency risks)>.

\
pad’s Flaml'gnd Conventional Banks Profitability and
nsolvency Risk \/

\that thers‘lé’ a positive

e bankét at hold excess

n past literature, studles examined the profitability of Islamic banks as well as

Gsentlonal banks in a separate manner. However, only a few research has analyzed

3 For details explanation on Exogenous and Endogenous variables refer to section 5.2.5 (Stuructural
Sub-Model)
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the factors that determine profitability and insolvency risks (z score) of Islamic and
conventional banks. Accordingly, the following are the prominents studiesvvd
literature in this area: c}
Hassoune (2002) examined the profitability of Islamic banks ir%erest rate
cycle during the period 1994-2001. The study indicated that conventighal banks to be
less profitable than their Islamic bank's counterparts despite their similar balance sheet
structures. This may be due to the fact that Islamic ban mr'ge pool of non-
remunerated deposits, which reduced their funding costswin thei SM‘Iet them
), in turn,_i v{st@the
co% he K9§’7- to 2004
N

i waﬁ aniong the.é}sons why the
researcher chooses the topic for the Ni)e finding the <<clrch showed that

Islamic banks had lesser good asset@sllty thanx‘mg) y@oﬁﬂal bank counterparts
while showcasing better perfor% teran of ualiif}o s.
o

Mousa (2007) exar‘r'§~ facT a eter@profitability for Islamic and
conventional banks. H sample of 6 :;'dn\reﬁblonal banks and 21 Islamic banks

enjoy the benefits of market imperfection. Faisal

conventional and Islamic bank's profitability i

period. Substantial revenue from oil trad

’ &
between 1996-203g‘our mi(f \aste n cogu'es (i.e., Egypt, Bahrain, Saudi Arabia
and Jordan). The,general findi sa Ive effect of liquidity on profitability for

i

nlé. (ir_f:t.h,e other hand, both Islamic and conventional
NN

d tha Pncen@on ratio have a negative but insignificant effect

on profitability (meas@by banks' Return on Assets and Return on Equity).

:Ec ital adequacy ratio has a statistically significant positive relationship on the
d ’s profitability (measured by return on assets only). Furthermore, the efficiency
tio is found to have a statistically significant negative impact on the bank's

profitability (measured by Return on Equity only). For the fixed effects model, the
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efficiency have a positive but insignificant effects using return on assets as a
measurement of profitability for Islamic and conventional banks. A posm'?!d
significant effect is found between GDP per capita and banks' profitabllltfa\GDP
growth rate also positively impact on the banks' profitability mic and
conventional banks fixed-effects model. At the same time, the posm and significant
relationship of inflation and profitability is found.

Rami (2012), examines the factors that determine mt of Islamic and

conventional banks in GCC countries for the period bet 20 -Me findings
®

showed that capital adequacy is the most critical fact

t explains pr‘)fi@vlt:/of

ra% i nifir\?t-'negative
Hity. The resué\zko indicate a

positive relationship between GDP waks’ profi @é‘ﬂe inflation was

negatively correlated to banks’ pro%ﬁy for %m ,{\d' conventional banks.
Shams et al. (2012) analyzed Q speC|f|c fagtors t% \etermlne profitability of
conventional and Islamic b \!Daki t@z @and 2010. The results found
that only capital and d% e posi l/
profitability. Moha tal. (2(] i {h;%ost and profit efficiencies of banks
operating in sm& Qﬂdl ow that both cost and profit efficiencies
of Islamic onventi ar?séreej lar. The findings also suggest that inflation

and G ignific cts o:?ost and profit efficiencies for both Islamic and

conventional banks. On the other hand, the effigi

effect on both Islamic and conventional ba

slamic and conventional banks’

ESQ;\‘

« <

QD

—t+

"22..
é/

con t aI banks. >4
9

ollah, et al. (2016) investigates and compare the difference in governance

Q tures on the risk-taking and performance of Islamic and conventional banks. A
ample of 52 Islamic banks and 104 conventional banks in 14 countries was used
between 2005 to 2013. Islamic banks are found to have higher capitalization than
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conventional banks. Rashid, et al. (2016), investigates the bank specific factors and
macroeconomic factors of profitability of Islamic and conventional Pakistani?ﬂs.
The findings suggest operating efficiency, reserves, and overheads a@'}only
significant factors that determine profitability of conventional banks‘,‘%ﬂe deposits
and market concentration are significant factors that determine profitability for Islamic
banks. GDP is found to have a negative impact on profitability forsboth Islamic and
conventional banks. Doumpos, et al. (2017) made a perfo Lkm')arison between
the Islamic and conventional banks. The research thatj co nal banks

"X

outperform the Islamic banks in Asia and the GCC,; ver, Islami beﬁk c|sa}form
better in the MENA and Senegal region. ' \Y

On the other hand, Beck et al. @ \n-loa.@amings assets
increase the insolvency risks measure ésae in510 ic a@nventional banks
across 22 countries for the period 1@09. 'I% gsu g&ﬁrhat Islamic banks are
less likely to disintermediate d%ses e to hi eer \re. Overall, small banks
were found to be scoring t Nst z sﬁix@ng in fixed assets leading to

X

raising the z-score, wf% ar‘l‘ in (}éamaw more stabilized. In conclusion,

the selected banlm@duce\‘:} ility .of-bankruptcy by focusing on non-loan
earnings assets*d ed 'cord@'ﬁ, smaller banks are found to be more
¢

capitalized (ﬂ@erb ks, | oﬂqra{ty nks with greater amount of fixed assets had

NN
less capifal 4Srairi (201 ared@ determinants of risk using 10 countries over the

T

periMES-ZOOQ. By adopting@fs regression as a statistical approach to examine the

ﬁhants of z-score, the study yielded three main results: (i) Family banks tend to
e more solvent than company and state-owned banks. (ii) concentration, loan growth,
apital adequacy and banking sector development were found to have a higher z-score

which leads to making the banks less risky. (iii) inefficiency ratio was found to be
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decreasing the z-score which raises the insolvency risk. Overall, during the period, the

mean z score of conventional banks is more (21.7) than Islamic banks (20.8)

>

makes the conventional banks more solvent and resistant against crise§ i N
countries. &
A study by Bourkhis & Nabi (2013) focused on Islamic and conventional banks
covering 16 countries using z-score as a bank solvency indic tch study used 68
o

(34 Islamic and 34 Conventional) banks for the period 199 sinT random effects

financial crisis (GFC) does not impact the banks

s§l\&ﬁ§z;vas
(mor@ Iea@-lower z-
NN

hlpnYas nd be@n z-score and

inflation rates which made the banks wa/ent Wi
particular, the findings suggest that @5’ency ratl\hﬂ%n d,@-z-score negatively in

N
large banks only. Large banks )émd ts be upstable <S;E:?pared to small banks. In
conclusion, Islamic banks @uw’t riskyof ban%iiaptcy more than conventional

banks over the period. ‘ 0’
4 2
Mirzaei et N‘Ql?») \ed co%ﬂsion between Middle Eastern banks

"

and Eastern EUK 'eriot*éf“’l999-2008 examining 1929 banks. The
¢

%plai ho’%aﬁkib‘rnne Middle East, concentration, interest rate,

empirical re§
\
capital % effi€i ?tio hs%a significant but negative relationship with z-
e{@é found to be decreasing the z-score. Regarding the
%Europe banks, the findings indicate that z-score was influenced significantly
ndvpo

sitively by concentration, interest rate spread, capital ratio, off-balance sheet to

to find the factors that affect the stability. The results obtained gWhe global
®
cy. J/er

affected significantly and negatively by loan i

score). However, a significant and positive

scor, ation and bank siz

tal assets, inflation and GDP. In contrast, efficiency ratio is negative and significant

with z-score. According to the GCC banking market, Ghosh (2014) tested the relation
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between risk and capital for 57 conventional and 46 Islamic banks in the GCC region
for the period 1996-2011. The main finding shows that banks generally increase I
in response to an increase in risk. However, the determinants of risk identifi h as
liquidity risks explain the z-score. In contrast, income diversification V\&nd to have

a significant and negative relationship with z-score which made banks'riskier through

the period. Profitability ratios were improving the capital signjiica}lover the period.
In general, GFC does not impact the solvency of banks in ) '
Kohler (2015) examined the insolvency factors o EUc uwestigating
oy

3362 banks through the period 2002-2011. The f that Stre eh .t@)anks

stability were found to be non-interest incom cap%' an J'Q‘t}{ﬁsity, net

interest margin, GDP growth and GDP per cagita. On the\oth ide, si flation, bank
assets, GDP and long-term interest ra ucg'the stabil

In summary, the literature discuﬁxg t@'bank specific factors
and macroeconomic factors th%m q)

N
ine bank: pmﬁ(i,@ty and insolvency risks
measured through z score Micla co vent@banks. Findings from these
studies produced diﬁe%tts for:

&
some common f@ere w Iuerg.profitability and insolvency risks for
nti ) resul

El Biesi (2010) show that higher capital

Islamic and co | ba
K ¢ ! C'D
has a positi ionship wit the' b@( s high profitability. Mousa (2007) revealed

[
Q "
that high capital, gredt P per eapita, greater GDP growth rate and high inflation
X

th | Ianlli conventional banks. However,

avm&mificant positive rel tt@s‘hip with the bank's profitability. On the other hand,

=

antipcrease in deposits, loans, high overhead and greater concentration are found to have

Q ative relationship with the bank’s profitability. Rami (2012) also found that a high
a

pital adequacy ratio and GDP growth have a positive relationship with profitability,

but the efficiency ratio and inflation negatively influence the bank’s profitability. Shams
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et al. (2012) suggest that higher deposits and higher capital lead to a higher bank’s
profitability.

The literature review on solvency risk allows the researcher to@gs ally
analyses the relationship between, liquidity, profitability and z score a ependent
variables. The bank-specific latent variables can be, capital ratioyassets quality,
management efficiency, earnings, and liquidity. On the other side, P and inflation
can be examined as macroeconomic variables. Sv

3.9 Factors that Determines Liquidity, Rrofitability) & IasolvehcytRisk

(Islamic and Conventional Banks d After t 068_&?}’55)

3.9.1 Introduction Y’ Y.
There are a few research that exa{%ﬂ(e e 35 e fm@c al crisis on the

bank’s liquidity. The main questlo wh| is sﬂll\n s how the bank’s

liquidity and profitability and |ns r%ﬁ Q%h e 2008 financial crisis,

especially for Islamic and |on I b Aﬁ'&é investigations routinely
include the bank spemt zati (| e., Islamic,icanv aI foreign or domestics) as a
the ande% ttﬁ.(l(ipﬁCIallzed banks in the study sample.

dummy variable or else

However, preV|o |te tur ljoes t ex e liquidity (using the new Basel IlI

liquidity mea@nd rofit |P(' a \solvency risks variations across different
banking e., Iskvﬁyn cgg@ntlonal banks) in different periods (i.e. before
and a %flnanc‘l‘al risis i I\Yﬁ'laysm Within the knowledge of the researcher, no

as investigated if thx is any significant difference among Islamic and

tional banks before and after crisis period, if there is, how these banks are

Qferent in Malaysia?



The banks are classified into two sectors: Islamic and conventional banks. Thus,
there is absence if not few liquidity studies that tested the simulwmn
interrelationships between these banks period and differentiated it before a@}?ZO%
financial crisis using new Basel Il liquidity measures (LCR aﬁNFR) and

profitability measures by employing PLS-SEM approach that will com%e all the latent

variables and regress them simultaneously. This study is the ilm discusses such

kes inte account latent

ic ban sw‘East Asia
Yw

ian econom ratti'&éérs, as

tri% nks@‘j\%DP and

ia financial se@ggevelopment
reports, governments have encourage%'sablishmen
’,@%ﬂ a strategy to makes

supports the system and makes it aﬁgs the ‘nati
N
i The trmcturqc-?ransformation of many

&

conventional bank's financi Muct] Inngvativessharia-compliant products and

services is of the utm% tance “t ?t%ﬂay@\ banking industry and financial
&
petienced arim

sectors. Malaysia onomy e é provement in both (Islamic and

entir, “’é&ﬁking system).

interrelationships comprehensively in three ways. First,

variables as explained in previous chapters. Secondly, Is

are increasingly getting recognition in the South-Eas
well as the researchers, mentioned the signifi

economic prospects. Based on the Bank Ne@ara

sIar@QDanks and it fully

Malaysia a leading Islamic fi hub.

conventional banking'secto
Bas the abave, th eﬁly r‘;r?sformed role of the banking sector after the
NN

crisis hag paramount impo ?ce tofb‘?oank'sliquidity study. This will pave the way to
und@ how banks before @ter the crisis period vary with different information
t \bgy (ITs) related to each banking sector’s effects on liquidity, profitability and
olvency. For example, banks during the pre-crisis period might have the same liquidity

ructure to finance the new loans in order to improve their bank’s profitability. This

may be due to the assumption that all the banks before the crisis period might employ
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the same technology; they might also have the same business risk and asset categories
for their operation. An example that illustrates this relationship is from the co
business risk-bankruptcy cost, which says; different banks will be in@with

different categories of assets and liabilities. This implies that banks fa erent risk
characteristics. Thus, the bank’s liquidity tends to vary from one bankt0 another due to
the different risk categories. This study aims to examine how ;EM liquidity before

and after the crisis period mediate the effect of the factor tern'ine liquidity on

profitability and insolvency risks. ‘\d
®
_ 9
i.gl, .I@u
va

Thirdly, most researchers routinely control t ct ic or

king
conventional banks) or include a particular banki or de r'@g in order
its ) liquidity. weve@: significant

difference among banking sectors and\ Eerais, how t

Islamic banks) is different from its terparts \N%\t

to test how a bank’s characteristics aff

cifi %king sector (i.e.,

@nks before and after
N

d. Therefore, from the

—y

the 2008 world financial crisi t extensi

yu exa

&

methodological standpoint, EESS] rocgdures<and, as an extension, the PLS-
d

MGA approach would% alual} iff en‘c@urrent knowledge. This study is

o &)
intended to close t N@Ieﬂ\tf:?q S stugyand make a relevant contribution to
stu

retai
#

sameJ otivation to investigate the Malaysian

knowledge. Th\
banking sysgjg i
backgro% e

the m&inancial crisis, and @é of the bank’s liquidity.

i
e p're\c'é'ug chapter. The following sections report the

NN
S oﬁ& history, structure of the study, before and after

92 Global Financial Crisis and Bank Liquidity

0 In order to analyze the impact of the 2008 financial crisis on Malaysian bank's

liquidity, the data was divided into two i..e from 2000-2007 representing the pre-crisis
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period and from 2009-2016 representing the post-crisis period, 2008 is considered as
the crisis period because it is the year in which the crisis reached its peak (MOhw’
& Abdul-Rahman, 2020). The crisis of the financial institutions in 2008, @rted
around August 2007 has significantly affected the financial institutldN over the
world. Prior to the crisis, in Basel Il Accord, it seems that possible challenges related to
liquidity problems in banks were widely neglected and many banks*ind incentives to
borrow short-term from the markets instead of borrowing I ?s;b e long-term and

high-quality assets (moral hazards issue). Although this Business w an impact
®

S. B@g realized

able I@E.assets serve
ugh@gébsorb losses and

lg(\aturally requires them

that high liquidity reserves by keeping hig
them with better cushion and would e ;am strong

pressure from the liquidity dry up. Q%ng prob\Sﬂgba

to narrow their balance sheets imilarly ha@ad a positive impact on
\ A‘"

liquidity. N
X N

3.9.3 Impact of Financial Crisis ofl sfu,g}udity

The banM an@wde I@dlty creation. Banks manage liquidity

through gran nc g’to | s such as mortgage loans using liquid
I|ab|I|t|es de ustomers (Diamond & Dybvig, 1983). Bank
cust Ioans pro |dedr byG-Banks to make investments. On the other hand, the

p Nnakes purchases through deposits that provide liquidity and payment services.

uldity can also be created by banks in the balance sheet by committing to grant loans
O

other claims on the liquid funds (Kashyap et al., 2002). Such commitments mandate

the banks to provide the required fund for the customers at the time of need. The
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researches confirm that liquidity creation by on- and off-balance sheet activities
positively impact the economy (Berger & Sedunov, 2017). Though the liquidity w
by the bank is vital for the economy at a macro level, in some instances |®ad to
the financial crisis. Acharya & Naqvi (2012) find that at the time of un&;qsy, bank’s
deposits increased, this will lead the banks to increase their assets Rn?:mg and as a

results, on-balance sheet liquidity creation increased, and subgigm, banks lending

increase may cause the prices of the assets to decline in the hlfh will cause the

fragility in the banking sector. In a study by Thakor gest that

during the period of economic boom, there mll@mcrea I otﬁ _@anks
eput I

financial assets as well as liquidity creation. D es .@T(s cannot

mltméﬁgc:)ntracts An

increase in assets financing by the ba wHi)ause the priees of@%ssets to crash in

n,@economy.

Tran, et al. (2016). ex e mﬂerrel onshl ong liquidity creation,

use the clauses related to a material advers in
the market which eventually will Ie@sthe flnan r IS

regulatory capital, and ba ro ab|l| S ba The study finds a positive

relationship between t)% bles

%VJ th tlonshlp between these variables
is largely driven by, Il bankf imarily ng non-crisis periods. Mahdi, et, al.

(2017) examined thewfacto ' elationship between capital, risk, and
liquidity of @%lonal I me be:? the finding shows a Global financial crisis
eff ital, r and liquidity of conventional and Islamic banks.

has :&({/

Bouwman, (2017), Q@S‘tlgates the interplay among bank liquidity creation,

@y policy, and financial crises. Findings show that high liquidity creation has a
fi

Q icant effect on bank crises. Ayadurai & Eskandari., (2018), used PLS-SEM to
vestigates the factors that determine the bank stability in the G7 countries for the

period between 2003 to 2013. The results show that banks have low levels of capital

78



and liquidity, resembling banks that failed during the Great Depression of the 1930s.
The low capital and liquidity by banks indicate the need for policymakers tove'a
better understanding of sound banking and creating policies that will redu%\anks'
vulnerability to financial crises. A

From the above studies, it is evident that both Islamic, and cmonal banks,
have been affected by the 2008 financial crisis through liquidity dryatip and excessive
liquidity creation. It is also clear that both bank specific %d macroeconomic
factors, were used in these studies. This study uses PLS- cap ang care of
d compare efff@f the

. % ia/To the fest of the
: N Y .
lamic conventional

i uidléﬁasures (ie.LCR

dqifhat compares the bank

.

specific factors and macroecon%tors bility and Z Score.
So

3.9.4 Global Financial C Fcl ' ank @ntabmty
The performan&ank aﬂ: re{ltﬁjof the changes in their environment
and the characte@ com@ In a@ectly competitive situation, economic
concept repor@rofl max%?d)n ns minimization of cost. Hence, exogenous
0

factors egu atvrj n shocks (crisis) can cause low performance
(prof| il by banks d g

s pomted out by Muhammad (2010), Malaysia was also affected by the global

Q%al crisis of 2008. The downturn in global financial markets and the crash of the

mmodity prices during the second half of 2008 leads Malaysia’s GDP growth to

all the items and constructs to produce a result at on
2008 financial crisis on Islamic and conventio
researcher’s knowledge, this is the first stug\,

banks that uses PLS-SEM to mvesﬂga@w Basel

and NSFR) before and after 2008 cr Iso, it 1s'the 'r ts

=~
5
:5’
xe]

moderate at 0.1% in the last quarter of 2008. In the first quarter of 2009, the domestic
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economy witnessed the negative impact of the global recession, and the economy
declined by 6.2%. Bank Negara Malaysia undertakes the full efforts and measu
accelerated fiscal stimulus measures implementation has contributed to the(st t|on
of the economy in the second quarter and its subsequent recovery in t)‘@A@wd half o
2009. However, the studies which sought to relate the impacts of this crisis on the
profitability of Islamic and conventional banks in Malaysia are limited. To the best of
the researcher’s knowledge, this is the first study that it.

es 'the factors that

determine liquidity and profitability and compares the “profitabi |ty e z score

using PLS-SEM and also compare the profitabiht@-takm acti tle[s @e and

after 2008 financial crisis.
its mc@\g during the

i nsh@tween the 2008

financial crisis and the bank’s proﬁ@sy. Howe\,klgan ,@\ghosyan (2012) find a
N

negative association between anc |s<|<J d the American bank's

financial performance. On asan & @dl (2010) found that Islamic

banks of Bahrain, Jord fa@:dl Avrabia, Turkey, and the UAE

have been affecte ifferent the aI financial crisis of 2008 than

conventional bamks. ver dy b(:mead & Mohamad, (2011) indicated that

'&38 Islamic b kﬁn EJ"C%untrles for the period of 1992-2009 was not

the profitabi

4"

sed on the above, b@élamlc banks and conventional were exposed to the

impac fthe global financial crisis during the period (2008-2009) differently. In this

Q ct, the data was divided into two to examine the effect of the global financial crisis
n

the profitability of Islamic and conventional banks in Malaysia. First category is for
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the period before the crisis (i.e. 2000-2007) and the second category for the periods after

the crisis (i.e., 2009-2016). The year 2008 is considered as a crisis period. YV

3.9.5 Global Financial Crisis (GFC) and Bank Insolvency Risk (Z So:rei,

There is no study that finds a positive relationship between the bank's
stability. Williams (2014) find that commercial banks in Asia f ankruptcy risk
as a result of the GFC. In addition, a study by Anginer et al. (R:l).also indicates that
GFC negatively affected the bank's stability. Further hassan) & Fachin, (2016)

studied a sample of Saudi banks using quarterly dw period cent or?il:t)&'OOS

financial crisis. The study found that Islamic banks tributedpo itively to th.stabiIity

Y
of the system than conventional banks. Sorwar,z . ( \}atudied hé market risk

t a g
profiles of Islamic banks with two sets @'ﬂnti Q\I S t&)k&n from the same

geographical locations as Islamic banks and a WY I gimple respectively for
% 53 A

the period 2000-2013. The study the sampl perio@to a pre-financial crisis
(7}

and a post-financial crisis. N ariate IS fiﬁ?no discernible differences

N
between Islamic and ¢ veanaI banks. H eye@amic correlations obtained via
hoas

a multivariate setting s lami ‘B to‘.l@gss risky for both sets of the banks

during the 2008&6“ inaﬂ@is. O@ other hand, some studies found no
influence of @\jhbar's‘in ?ly ﬁe%gsuch as Ghosh (2014), Bourkhis & Nabi

4
t this backdrop, @tudy aims to investigate the insolvency risks of

I::?N,’gand conventional bank}before and after the crisis period.
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3.10 Liquidity, Profitability, Z Score and Mediation (Before & After
Crisis Period) Y.
Tran, et. al. (2016), conducted a survey of interrelationships betwe%\nk’s
liquidity, profitability and financial crisis. The study examines the i%tionships
among liquidity creation, regulatory capital, and bank profitability banks. It is
found that regulatory capital and liquidity creation affect eachwpositively after
controlling for bank profitability. However, this relationshipais | elyldriven by small
banks and primarily during non-crisis periods. Further the study~finds that banks

®
that create more liquidity and exhibit higher iIquuidi¢< have lower rc‘ﬂ&bﬁg In
altha (

addition, a Malaysian study by Mohamed 2012 um@‘ that the

relationship between profitability and bank liguidi WasTf\ by the'financial crisis.

The relationship between bank quuid@ofitabili pe@tio differ in crisis

time. It is vital to examine ho%quidity M%( r)(\specific factors and
j x N

macroeconomic factors) affec%rofiﬁbilit ou%gl}huidity during financial

o

crisis time. Therefore, this stu ecI nklib y to plays a mediation effect
between the bank specifi tctors nd acfoe@omic factors of liquidity and
S 2
profitability before wter thfi\u\isq iodg
AN N
3.11 St:fﬂwyo the Li ratur&)ﬁ.e'view and Study Gap
z

4
Th%on analyzed'the previous literature between the bank specific factors
4

and maero omic factors o‘; Iig@ﬁl’ty and profitability and insolvency risks that leads

to w)nceptual framework (hhe study, It is generally agreed by the researchers that

0 er the banks profitability the higher will be their insolvency risks. This is based

the facts that capital eats the banks profitability and both capital and profitability

measures entered the calculations of the banks z score (insolvency risks). Thus, the
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literature explored in this chapter includes both before and after the financial crisis in
Malaysia and other countries on liquidity, profitability and insolvency risks. The?ﬂll
findings show inconclusive results that pave the way for further research @ssue.
The conflicting findings are summarized below: &
As for the effect of AR on bank’s profitability; Dietrich & Wagzenried (2010),
Ayadi & Boujelbene (2012), and Hasanov, (2018), observe amve relationship.
However, Ali et, al. (2011) and Saira (2011) found a negati %srip. On the other
hand; Idris (2011), Said & Tumin, (2011) and Muda, et a 13) uwigni‘gfant
relationship. With regard to assets quality to bank’ %ility; Ipe *Q&Q?Oll)
at% al, @IZ) found

her ha@;gaira (2012),
ty a@mnk profitability.

H\& Mohamad, (2011),

and Hasanov et al. (2018), found significant positi

this variable to be negatively related to prw .
documented an insignificant relations et@en asset
With regard to management effici

and Said & Hanim, (2011) fo

Suzuki, (2011), Davyden%
negatively affects ban% ili

an insignificant re whip. ps of earnings quality and banks
profitability, Nw al. ( 'nd aéé’dive relationship while Said et al. (2008)
¢
%g)iver lati |[£. (JC.-)

documente [
NN
% ion gh }bility,\%zdlan & Muzafar, (2010), Al-jarrah, (2010), and
Y-

Hasm&(ZOlS) found a posi@dnd significant relationship. Khrawish, et al. (2011),
\I. (2011) and Rami (2012) found a negative relationship. On the other side,
jasmine et al. (2011) and Ayadi & Boujelbene (2012) found an insignificant
lationships. With regards to GDP growth; Ali et al. (2011), Yu & Gan (2010), and

Rami (2012) documented a positive relationship. However, Khrawish, et al. (2011)
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observed a negative relationship. Muda, et al (2013) and Jasmin, (2011) found an
insignificant relationship. As for the relationship of concentration on profiww;
Sastrosuwito & Suzuki (2011) and Fazdlan & Muzafar (2010) docume@itive
significant relationship, whereas Ramadan et al. (2011) found a nega tionship.
On one side; Ayadi & Boujelbene (2012), observed an insignificant Rﬁ?o'nship.

With regard to the effect bank’s liquidity risk on Mlity; Berger &
Bouwman (2008, 2009), Bologna (2011); and Shams Y),.f(iund a positive
relationship. On the other hand, Fazdlan & Muzafar (2 Sair (ZW‘Hasanov
is (2011), D dehk.@%'ﬂ),
ip. Asfor thefeffect of the 2008

Ve a positive

et al. (2018); observed a negative relationship; while

and Muda, et al (2013) found an insignificant r

financial crisis on banks profitability; Fazélan
relationship between the 2008 financi %s)‘u
(2013) found a negative relationshi%the otﬁn r)@d*& Mohamad, (2011)
observed an insignificant relati% 0

Overall, the studies % prIi ility and i emcy risks factors produced

inconclusive results, b t, this study if‘ersb)m the previous literature in the
’ 4 ¢ &
sense that newly @measr \ms d (L%ﬁ.and NSFR). Furthermore, since some
die

of the previous un i 'ct reé&inship between profitability and liquidity
¢
rva

risks contrg hr ot blers, @Jci?study used liquidity risk as a mediator to
* NN

capture % ionshi ?Jidity& factors and profitability and insolvency risks.

Theﬂ;hPLS-SEM approacf@l’will regress all the variable simultaneously. Finally,

compare the profitability and insolvency risks measures of both Islamic and

t E
6 entional banks before and after the 2008 financial crisis period.
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To summarize the literature on the factors that determine liquidity, this review
found that previous studies on the factors that determine liquidity and the variabl?yud
in this research produced inconclusive results; (’}

For the effects of CAR on banks liquidity, Mahdi & Abbes Vodova,
(2011), and Berger et al. (2016) found a positive relationships. Onythe other hand,
Wasiuzzaman & Tarmizi, (2010), Shamas et al. (2018) and Isi Belke (2017)
documented a negative relationship. Sayedul, (2012), and eni, & reyavali, (2016)
found insignificant relationships. For the relationship een sWy to bank

*aX
liquidity, different measures were used to evaluates elationship, 0‘0@011),

found a positive relationship, whereas Shamas 0% ell«@bﬂ) and

'ficant,é;{;onship was
gar@‘the efficiency on

Chan et al. (2015) found a negative relatienships A

noticed in a study by Sheefeni, & Pe@om

banks liquidity, most of the studies %trated o\m nti

N—r

p@ anks, however Mohd

Amin et al. (2017), and Rauch (2010 Qiocu ntedQQ;&itive relationship, while
Wasiuzzaman & Tarmizi, @@unjo egative @nship. Earning to liquidity,
Shamas et al. (2018) ar% et., al } 10) (:yhd%})sitive relationship while Akhtar,
&
etal. (2011) and Is'l%elk(@éo umeéédra negative relationship; on the other
hand, Sayedul (2@) a eni, (%S’Peyavali, (2016) found insignificant
N, ol 6
relationship (J
NN

Qr(h, acrge ic factars, Ali et al. (2011), Sheefeni, & Peyavali, (2016)

s

and‘&oudi, & Hakimi, QO}?’) found a positive relationship of GDP growth on
@. Ahmad et, al. (2013), Cucinelli (2013), and Wasiuzzaman & Tarmizi, (2010)
bserved a negative relationships. Yap (2012), and Wojcik-Mazur & Szajt (2015);
ocumented an insignificant relationships. With regard to inflation, Horvath et al.

(2016), documented a positive relationship, whereas Ahmad et al. (2013), Wasiuzzaman
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& Tarmizi, (2010) and Sheefeni, & Peyavali, (2016), found a negative relationship. On
the other hand, Wojcik-Mazur & Szajt (2015) and Zaghdoudi, & Hakimi, (2017?«1
an insignificant relationships. For concentration, Horvath et al. (2016), fou@}ative
relationship while Berger & Bouwman (2017) found an insignificant r hip.
As for the effects on 2008 financial crisis, Mahdi & Abb(RZ.O'N) found a
positive relationship between liquidity risk and 2008 world_finaneial crisis, while
'

Vodova, (2011) observed a negative relationships. On th han'i, Shamas et al.

(2018) documented an insignificant findings reflecting 200 fiWrisis does
@
not have any impacts on banks liquidity. l_\C}
Overall, the studies on the factors erminé Higuidity @uced an

Yw

inconclusive result. By contrast, this study*giffe fron‘ the eviou@nerature in the

sense that newly liquidity is used (L d NSFR). Fu or@% study compares

the newly liquidity risk measures o@jlslamic\’s%v t)Qn | banks.
q
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