CHAPTER ONE : INTRODUCTION 3 ,
iZ. Liiuidity risk was
re e nWst highly
"X

capitalized banks (Citi Bank, Northern Rock, HSBC faced the p nljal.@hre as

1.1 Background of the Study

One of the critical risks faced by banks is liqui

evidenced during the 2008 global financial crisis,

a result of liquidity shortages (Duttweiler, 201J:?m ugh, bas sou dYggulatory
ank

requirements of liquidity ratios previously,% cor@?&. and termed
as stable because it is assumed that twamarket is le. l@fever, these issues

(2008 financial crisis) rose due to@jsset-lia \ty\@n p@nion mismatches i.e.,
Syl

liquidity risk (Ruozi & Ferrari, rtgage-relat ises started around 2006

&

and hampered the supply %%to t[ nking s@leading to massive deposits

withdrawals and subse ffectedthe s adﬂ/ o@'ation in the money markets. This
4 $ &

event was followe the fai N y Wgcapitalized banks in the UK and other

a an@(er South-east Asian countries (Acharya

parts of the globe, inCludin
& Schnabl nd Hisiao Jaﬁes(_zj 5).
N
% this backd thiss&dy believed that there are bank specific factors

and g)&)economic factors @fd the 2008 bank’s liquidity crisis and subsequent

f insolvency) of the banks. Various studies were conducted using bank specific

& rs and macroeconomic factors on the bank’s liquidity, profitability and insolvency
S

ks. However, these studies mainly used traditional regressions model and only carried

out separately (i.e., separate studies between banks profitability factors, and factors that

1



determine liquidity. In contrast, this study pooled the banks" profitability, insolvency
risks and liquidity measures and determinants and run a regression test using sma -
SEM 3 software that are capable to capture all the items and variables an@e the
relationship simultaneously. This study is analysed under four models; effect of
bank specific factors and macroeconomic factors on profitability aanency risks
of Islamic and conventional banks in Malaysia. (ii) the effect of b specific factors
and macroeconomc factors on the liquidity of Islamic &w-ve tional banks in
Malaysia. (iii) the effect of liquidity on profitability and venc rwl‘amic and
conventional banks in Malaysia, and (vi) comparison een profitabi it)l, K@/ency
risks and liquidity of Islamic and conventional fore and e 2008 financial

- N
crisis. \’ 0\ é\
This chapter is divided into @ws. Following thi ve introduction,

second discusses the problem stat , this |s:‘3 \Wed yine discussions on the
ifi

N
motivation of the study in the th%on. Fgurth Eléations state the objectives
of the study and research %s, T ctively. S%Z(} seventh, eighth and nineth
sections discusses thesignifieance of the stddy,bbnceptual implication, practical
4 ¢ &
implication and sc;Qﬁthe st;!i:spe tiveﬁhe last section (i.e. section 10) explain
orgamizati ch pteéy
¢ :' C—)
1.2 em Statemen \(J
5‘*&: &
he*wécent 2008 world fi@al crisis showed how liquidity in one region could

(.-)
e Nﬁect the whole world.}ter the crisis, both supervisory and regulatory bodies
‘éo?m.

mended and adopted measures to amplify banks’ liquidity. The liquidity crisis in
Oﬂms undermines the performance, while non-performing banks will lead to

bankruptcy. Various studies were conducted on the factors affecting the liquidity,

the details on t
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profitability and insolvency risk ( measured through Z Score), including bank specific
factors and macroeconomic factors. Despite these studies, some literature w
banks’ liquidity had not been taken as a significant priority in Malaysej}other
countries before the 2008 crisis. It was only during the occurrence of théﬂ;'g, liquidity
was unearthed as one of the major causes of it. The Basel Committee on Banking
Supervision (BCBS) come up with many suggestions and structures that were believed
will strengthen banks’ liquidity. Amongs these measures i y:icridity Coverage
Ratio (LCR) and Net Stable Funding Ratio (NSFR). F rmore, ylat%r's in
various jurisdictions undertook the necessary change he liquidit qﬁi@]ts of
their banks including Malaysia. Even though : er% i prq@* after the

crisis, some studies (i.e. Igbal 2012, and Zaman, Vrsome banks

performed poorly due to the lack of st %dity.

There is indeed sufficient Iit@se that i p@&n banks liquidity and

profitability and insolvency ri%vtala%ia. e studies are based on

conventional banks and used.old uidl\ res. s are faced with a quandary
eve

of being liquid, solven% itablti.‘ | c’ons%(s in the literature were produced
ity, oh-profitabili

:
@ solvency. Recently, several studies

and E?J%ftability (separately) and insolvency risk

i (_B
ucture (ES coﬁce@( emsetz, 1973; and Peltzman, 1977), risk-

using effiui
\
return % conge absu&ion concept, structure conduct performance

con%CP) (Nissan, 2003{@1’ Shepherd, 1972), signalling concept and balanced

p \ concept. The findings of these concepts produced an inconclusive results for

0
@ bank specific factors.
One aspect of the literature is of the view that holding liquid assets will be an

opportunity cost to the bank and it reduces the profitability. This showed an inverse
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relationship of bank’s liquidity and profitability which in line with the studies by
Delechat et al. (2012), Al-Khouri, (2016), King, (2013) and Hasanov, et al. (201 i

is also consistent with risk returns tradeoff concept. On the contrary, o\au &
Graham (2010) opined that two concepts (i.e. expected bankruptcy costﬁéﬁguid assets

as a buffer) suggest a positive association between liquidity and proftability. Funding

markets give a real insight to the banks holding more liquid assets, the/cost of financing
-‘azu

reduction and eventually, profitability increase. Besides, ' & Szajt, (2015)

iqui 'tnyitability.
“ay

However, the study by Muda, et al (2013) found an i ificant relati nsﬁi@meen

and Ibrahim (2017) find a positive relationship betwe

liquidity and profitability. Furthermore, a le_ theoreti a d‘TempiricaI

tors@ macroeconomic
b@y and insolvency risk

N,

researches, try to define the factors that detewi\n? eb

insolvency risk. The findings show \%« specific
factors are the variables that can aﬁgshe Iic@%ﬁ

either negatively, positively, sigmificantl Q)r in gnificiaé't?/, (Isik & Belke 2017,
Shamas, et al. 2018, Zaghd%- a1 : 7; an sanov, et al. 2018).
Overall, the studi the factors Jthat d@rmine profitability produced an
’ 4 f &

inconclusive resul/t.st'\swstum@e(, differé(twm the previous literature in the sense

that a newly liquidity“meas ed (i.étR and NSFR). In addition, since some
¢ ! (,2
foun an"in irect relationship between liquidity risk and

of the previ studi
% "
profitab% rollif Pwer vw&)les (King, 2013 and Hasanov, et al. 2018), this
X~

tudy,used a liquidity measure@fnediator to capture the relationship of liquidity risks

(%)

f Xnd profitability and insolvency risk based on the following assumptions:

Q ‘Assuming that the liquidity (LCR and NSFR) level is determined by several
C

tors which are called bank specific factors and macroeconomic factors “determinants

of liquidity” and the liquidity level influence the bank’s profitability and insolvency
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risks. Then, it is reasonable to expect that factors that determine liquidity would also
influence the bank’s profitability and insolvency risks’. Thus liquidity is exp?m
serve as a mediator for the relationship between bank specific @ and
macroeconomic factors of profitability and factors that determines the H&ncy risks

and liquidity’. Y"
Referring to the above statement, the research investigating the relationship
%v | as the critical

between banks' liquidity and profitability and insolvency

roles of these factors that determine liquidity on banks' profitabilit aWencyrisks
X

ereisflop iops_iﬁaythat

s% i elat@ﬁip.This

areuTi Il trial %be

In conclusion, this research ¢ a academi sb <<nductlng a three-

is quite limited. To the best of the researcher knowle

investigates the mediating roles of liquidity (L

is because these are newly developed meas

steps analysis through a mediating t of the on h;q\in the first stage, the

research investigate how the bar%hcf gtors cm onomlc factors affect the

bank’s profitability and ins k' on é wo, the research analyze the

v(e\m@al banks liquidity (X on M). Step
’ &

the s profitability and insolvency risks.

Following the ree i 'the ﬁ)}%}/ test whether the liquidity mediate the
?S

the ’th(tJ etermines liquidity and profitability and
NN

impact of these factors

3

. Findl tud ok at the profitability and insolvlency risks and

slamic and conven@ banks before and after the 2008 world financial

CE he study uses a partial least square (PLS) model based on the structural
ti

Q ions modelling (SEM) precepts which enable understanding and prediction of the
nstruct relationship between each other more appropriately. It also enable a



simultaneous one-time process of analyzing the relationship between the variables
(Chin, 1998). Y-

Mediating latent variables are the variables that examine the e(ej}f the
relationship between the dependent and independent variables to%&ately and
functionally determine the nature of the study (Hair 2006). A MediaWiable (ME),
sometimes referred to as, “intervening or process variable,” is the able that causes
mediation between the relationship of the dependent varia Y.e;ortcome) and the
independent variable (called a causal variable) (Hal 06; nM 2014;).
determine if nﬁn&ép;\‘z;ent

at(% amil@%y many

eginuégzc:r later in the
a se@ﬁaron and Kenny.

Although Baron and Kenny’s method customarily us

variable affects a dependent variable through

authors and reviewers. Lots of projects hav

review process due to the data is not in\ ;oraity with cri
Thus, hindering the theoretical dev@sent. Sifeehe.
se

some of Baron and Kenny’s t% resegrch ntzo

developed by Zhao et al., (@d Hr al.y(2017)~Previously, no study employed

&
The implic w this it \Is,. wstl;@t.a(ssists the regulators to come up with

policies based an_bankr specifi rs ar-e)%’acroeconomic factors that will improve
the quuidit¥ i‘@)ank in
the est% n

strategies,can be formulated b ks to improve profitability. Thirdly, the public and

gch @Hterature has disputed
N

gic based on the model

i
yﬁa.@??his, public confidence will be restored with
NN

¢
t of” pro ‘,quui@ management by banks. Secondly, the right

i% can evaluate the performance of the banks and make informed decisions.
Q Ily, other practitioners and academicians will find this study more resourceful in
rms of evaluating their knowledge in the area of the bank’s liquidity and profitability

and insolvency risks.



1.3 Motivation of the Study.

During the initiation of the Basel | and Il Accords, liquidity was n Wr
issue for banks’ failure. Most banks’ failure was inflicted by credits o pes of
risks. The recent world financial crisis started in 2006 increased the &nce of a
fundamental strengthening of the Basel Il framework. Among the factors that lead to

M management,

madequate liquidity

the collapse of many financial institutions include i

inappropriate funding structures (asset-liability mismatch

buffers. This prompted the Basel Committee on Ban Supervis BC@ to

introduce the new Basel 111 Accord in December @ h eff j Io smc'hgthen

the capital adequacy requirements and establlswwllqu ty réguirements for banks
(Bank for International Settlements, 20 rlng e crisis, b Were highly
4«
leveraged and illiquid resulted in fallu t Iargest ba suct.Lehman Brothers,
A
A

Citibank, Northern Rock, and HS Welle

;’—0

S

Statistics showed that mount def t@d age originated from the

United Kingdom (UK) r T\n $ ion in 01 to $600 billion in 2006
l

(Duttweiler, 2011). SL% SIS started wit t € |Iure of some large UK banks,

subsequently spre Nher p‘irts e wo alay5|a and other South-east Asian

countries were d fro ? erna()ock during this financial crisis. The shock

was trans d t aysia tﬁer@uth east Asian countries in the fourth quarter
of 200 h domﬂ'srrg-];nonw_ activities slowed down and the overall loan
ap s in the countrys@\ﬂ'med (Khoon & Lim, 2010). Loan applications
ted in some sectors such as households and businesses, and the overall Malaysia

omic interest rate environment negatively affected. Before that, earlier in 2006, the
nflatlon rate surpassed the Overnight Policy Rate (OPR) for almost seven months. In

May, 2008, the unpredictability of the global crude oil price caused the price of the
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national petrol pump to increase. As inflation surged, the real interest rate was
negatively affected, ultimately caused Malaysia and other South-east Asian fweiul
institutions into a downward economic condition (Khoon & Lim, 2010). (’}
According to Dietrich, (2014), liquidity issues during the recerf;wual crisis
of 2008 has proven an immediate threat to the survival of even well-capitalized financial

institutions. Berger & Bouwman (2009) looked at the periods qf excess liquidity, which

risis evolved due to

What banks
"X

relied heavily on non-deposits wholesale funding sho d weaker s kpe@ance

lic-Kuht Ui 2009).
s 1\'55

iSis fai@mserablythan
nd @ﬁuez & Federico,

t,Q\able liquidity sources

which will enable them to wﬂh%ﬂrt al%l lon term@?ilty shocks, and increase

caused the banking crisis in the US and claimed that the fi

(Raddatz, 2010) and lower asset returns

Subsequently, banks with a low liquidity stréeture,befo

those with a stronger liquidity strucr\%a)gna,

2012). Based on this, there is a n r banks\’m/ S

their profitability and solve In ee 0 sol ove issues, two new liquidity
ratios, i.e., LCR and 7\% e deve I[ped B II in order to ensure banks have
sustainable Ilqu ucturf hsta ny normal or stressed liquidity
requirements. T se 0S ed a ows

e The | y Caver. R£|o®‘?R) requires banks to maintain an adequate

‘unefic fd h| quallty liquid assets that can be converted to cash
meet needs for a 3(chendar day time horizon under severe liquidity stress

% onditions specified by supervisors’’ (Bank for International Settlements, 2010,
0 p.3). The standard requires the value of the ratio to be no less than 100 percent,
i.e. the stock of high-quality liquid assets should at least equal the total projected

net cash outflows.



e The Net Stable Funding Ratio (NSFR) is designed to ‘‘promote longer-term
funding of the assets and liabilities of banking organizations by establi
minimum acceptable amount of stable funding based on the qu@f an
institution’s assets and liabilities over a one-year horiz&&Bank for
International Settlements, 2010: p.22). The ratio is defined as?r:;s’ Available
Stable Funding (ASF) over Required Stable Funding %L hich is required

Banks that complied with the LCR requirementS*have to rewi‘r lending

activities to increase cash holding or liquid assets y government ‘ec@s) at

hand. This will harm the overall profitability andsmi ea% ncy{Ls‘j(s'. (Otker-
T

Robe & Pazarbasioglu, 2010). On the otw : NSTR pliar@vill lead to a

of@ s and liabilities,

to be at least 100 percent”.

higher compromise between the wei rage mat
thereby reducing the ability to trarﬁasw assets gbil ipéat maturity. This will
N

encourage the financial institu%increoase the» use g§3re stable and expensive
ce

u medium-long term assets

medium-long term fundin@ity)’
(Atkinson & Blundell% , 201(32. Red c‘l‘r{g %@'maturity transformation activity

&
by using more ew fund‘n reduciﬁn&.ﬁhe maturities of the assets will hurt
banks profitabil“& eve iti

¢

havb itive effects on the stability (in terms of
reduced ba s@me agar lic@c;h)ty dry up) of individual banks (in future).
NN
préssures’ aining?e

nough liquidity will force banks to adjust their
balaag&eet structure. This v@d?/.ersely affect economic growth as lending activities
to \boductive sector will be reduced. Researchers generally found a negative impact
n &économic output as a result of the introduction of these new liquidity measures (i.e.,
CR and NSFR). However, these adverse effects are considered as temporary. The

findings of the Macroeconomic Assessment Group (2010) indicated that the cost and
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quantity of credit could both be recovered with the reduction of banks' risks in the long-
run. In a study by Gambacorta (2011), the relationship among the US macro- vw
between 1994 to 2008 was analyzed. The findings shows that tighter: c\& and
liquidity requirements had limited negative impact on the level di* long-run
prosperity of banks and economic growth. Yan etal. (2011) argued th&ﬁ? and NSFR
would reduce the harshness of banking crises in line with e Mankruptcy cost
concept, and simultaneously lower the associated losses &r;c 'output Overall,

these studies indicated a positive net long-term effects of'these new r ns (|n line

with the liquid asset as a buffer concept) on economic activity which s edu«@leads

ndmgéhgzture on the
sc@‘topic. Previously

to positive effects on the bank’s profitability.

In conclusion, studies of the effect ft Basil I

bank’s profitability and insolvency r\aln a relat
(before 2008 financial crisis), most rs ap@?o
and leverage rules (Bank fo%atlor%

| Settlem e(né-')sz) as capitalization

CUS 1%‘"’ attention on capital

determine banks’ long- run ce ma n conventional banks. This
study attempts to clo% ap b r;;-ej“l‘l ks’ liquidity factors after the
introduction of B@nd its 'e n the f s that determine bank’s profitability
and the insolv r EM oach that will harmonize all the latent

variables a ni I te th reI ti sff \@Bh he liquidity. The study will further compare

Islamlc%

t , also the study co the before and after the crisis period. In contrast,

t% y is motivated by the facts that short-term liquidity risks and unsustainable
i

dity structures during the 2008 financial crisis proves more threat to the survival of

G
nancial institutions regardless of their capitalization structure, quality of the assets

entigh ope'l%lg jointly in the same landscape (i.e., Malaysia).



held, management efficiency, earnings quality etc. and causes the declines in the bank’s

profitability an

iv.

<

d subsequently leads to insolvency.

1.4 Research Objectives 3 ,

To analyse the effect of bank specific factors and mac mic factors
on profitability and insolvency risks of Islamic anekconventional banks

in Malaysia.

To analyse the effect of bank specific f d mac x!con ic factors
on the liquidity of Islamic and conventignal banksfin M yS|ac’)Y'
To examine the effect of liquidity o fltab‘wt an msolancy risks

and Id.am ity of Islamic

of Islamic and conventional bank Mal \a,e.nd Y‘
To compare the profit% Ive

and conventional banks before a ter 00&% nancial crisis.
A

To examine the me ro sof lig d| fo@he relationship between

q
the factors th erm Mﬂy banks profitability and
insolve [ 0
£

1.5 Resea Westlop L/

RN
N
S

:\NI the g i th&)@k specific factors and macroeconomic

Q.

rs I’Ofl@ﬂl'{y and insolvency risks of Islamic and
conventi mnkstzo. alaysia?

What is the efé?k of the bank specific factors and macroeconomic
factors on the liquidity of Islamic and conventional banks in Malaysia?
Does the liquidity effect the profitability and insolvency risks of Islamic

and conventional banks in Malaysia?



iv. Does the profitability, insolvency risks and liquidity of Islamic and
conventional banks in Malaysia differ before and after 2008 fWBuI
crisis? ('}

V. Does the bank’s liquidity play an indirect/mediator rol n the the

factors that determine bank’s liquidity and profitabilityfand insolvency

risks for Islamic and conventional banks? \,

1.6 Significance of the Study ‘\d
5 @

The contributions of this study would be of iaterest to s¢hola |r} th%:t)ﬁﬁnce
S t

and banking field. In additions, practicing man : par}ic arly’ in Iqé.xbanking

industry will found this study useful. The studiesq;: liquidi

Y,
\'iak maggg’hent and the

newly introduced LCR and NSFR that recd'j dto e quuid{ty issues in banks

are core areas of research in the finance field, t ich tug\k%uld be significant.
t) A
@ S
1.7 Conceptual Implicati 4 é}-
N AN
The financial Iiteratn?ﬁstly Dtnsi e baq@g as one of the emerging fields
ha

in finance. Banks perf% s gre tly ‘e(':@e economic, social and political
conditions of bot Mopedla \velopiﬁountries (Kalim, 1985). This study
contributes to @ur b)/ i rin&)@% & NSFR as the factors that will improve
banks’ pro@ and teduce t [ﬁ)@ﬁal of banking failure which affects the growth
and pr tg of an‘:ec‘gﬂn;?/. Iré:ition to the financial literature, the study also

> R . .
CO\ to two areas of res(Earch commonly studied within the banking domain:

=D

@y risk management and profitability. In liquidity risk management’s literature,

Ony studies have looked at the bank specific factors and macroeconomic factors that
affect banks’ liquidity. For example, how changes in capital ratio, management

strategies, earning as well as assets and liability transformations affect banks’ liquidity
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(Dietrich, 2014, Sheefeni, & Peyavali, 2016;, and Isik & Belke 2017). Or how the
liquidity risk factors affect profitability and insolvency risks (Mwangi, 2014, Vv
2015; Hasanov et al. 2018 and Shamas, et al. 2018). (’}
Although much is known about the factors affecting liquidity ranks from
past literature, the causal direction of these studies has mostly beem from the best
practices of liquidity management before the 2008 global finan crisis and the
introduction of the new Basel Il accord and primarily ¢ t& n conventional
banks. In contrast, sustainable funding structures contributeyto the dWof the best

* X
les or ¢ons 'njt@ccess

in thefb evertheless, the

omes@gl:bject of this
study. This research, therefore, contrlwa see@to understand the

application of LCR, NSFR and ban ﬁtabﬂlt\l\l ol e&_}rlsks before and after
the 2008 global financial crisi dy ﬂso c tmbu% the finance literature in
two ways; first, it shows md'v%?:n ment structure restores the
confidence in banks duki I‘ISIS eco |{ s to light the distinct nature and
g <'Q
nt foﬁs&arches on banks.

1.8 P@}“@“ plicati ’l (_)O

F %ractl ca ;@p study is relevant and timely for the banking
sectorsgnf

banks’ liquidity risk management practice. In turn it

or failure of the assets and liability transformati

study in this area is relatively scarced in the4i

characteristics of ligtidity thatr

ally in the mi st\/ngmflcant changes in the liquidity structures.

T onaII liquidity risk m}agement in the banking sector has remained largely
cted relying mainly on capital adequacy and leverage as the mechanisms to take
e of the liquidity requirements. However, increasing incidents of bank failures and

low performance as a result of asset-liability mismatches indicate that liquidity risk can

13



not be solved only by increasing the capital base of banks. Funding liquidity and market
liquidity, via assets and liability transformation, should be the critical areas to bew
upon by banks. Banks are expected to change not only the transformation t@%& area
but also how these functions affect the overall performance of the ing sector.
Before the 2008 crisis, many banks failed to foresee the performance‘iSsue, leading to
disastrous outcomes from the asset-liability transformation pr Wderstanding the
factors that impact the assets and liability management in b &I.Ieeid to better long-
term success and durability of banks' profitability and solwency. hWimely and

at hand. n}t@?the

ivpo{ banking context
in Malaysia. The regulators in any economysaimi i o
of banking through more enormous c%’ liquidity T4

-, $
STE

1.9 Scope of the Stuﬁ\
N
The proposed gresearCh combBines h[e@ liquidity, profitability and
insolvency risks concepts).Dimars@ ua?.@aiderations (discussed in Chapter 4),
provides a better @alia@iquidi@'sk management in banking sector. This
enhanced the @\skan ng’of ‘&,ct at affect the banks' liquidity, profitability

and insolél alaysia context. Data for bank-specific factors
are obftain

C w)n of global bank finzhial statements. The collection includes — annual and

significant for the banking industry to tackle the

contributions of this study are not expected to

this study useful.

e

Aé,c

n@f database, which offers the most extensive data

erim financial statements for over 33,000 active and inactive banks in over 200
Ountries with a history going back up to 30 years. The database also offers Granularity

of over 700 financial data points focusing on income statement, assets & off-balance

14



sheet volumes, liabilities & equity, and analytical ratios. The data are standardized and
presented in a uniform format to allow meaningful comparisons across acc?ng
standards. The macroeconomic factors are taken from various sourc@ding
international monetary fund (IMF), World Economic Outlook and Womk.

The critical factors explored in this study are LCR and NSFRW ratios have
been defined quite recently (see Bank for International Settlements, 2010:25-31). Thus
it only requires raw balance sheet and off-balance sheet deuce LCR and
NSFR time series. Unfortunately, some data eleme requi eWS p{zefise
calculation of LCR and NSFR were not reported hist ly. Anjexa Ieﬁs i‘p\;éce of

detailed information on the composition and%gu n of Ifq I sets.and 30-day
te'a s

liabilities, a breakdown of customer deposits,in table and less s@&:omponent.
However, a good approximation of NSFR seems fe@%e. This research
approach is inspired by Otker-Rob@zarba& 10 a@“vaakub, etal (2017)
who derived their LCR and N i serie@ co mbly@

&
The initial raw data%incr I ncialé@ of over 100 banks operated
. F e

in Malaysia from ZOO% or“t sake of e@ometric analysis, the data were

o
subsequently narro down tci M mogomogeneous sample of 42 Islamic and
S. pri
¢

conventional b r narrowing the sample is, there is good

!

data quality &@ks in these aﬁzetéﬁ?oughout the sample period. This includes a
NN
S

continu@us s offo ?ions,ﬂ%ich is crucial for the exploration of dynamic

effeﬁhirther filtering crite@ﬁclude size limits, asset structure criteria (lending

b X from the institution must be material), as well as selected specializations
& ity as defined by Fitchconnect database. The latter criterion is meant to exclude
ecialized financial institutions such as investment banks, security firms or finance
companies. Once a bank is chosen, the researcher applied the additional criteria to

15



ensure the derived LCR and NSFR data, as described in table 1-3 of appendix, are
available with a certain consistency and satisfy the minimal data quality standa

a reference, all of the above data filter criteria are shown in table 4 of appe%\tion.

1.10 Organisation of the thesis

This thesis is divided into eighth chapters. Following the abgvejchapter one (i.e.
introduction), the next chapter (i.e. chapter two) discusses erWof banking Industry
in Malaysia and banking risks. Chapter three review thegliterature and it is followed by
chapter four on conceptual framework and hypotheses develapment hz:@e)\mive
discusses the research methodology and chapter m%%vep presents fi@s of the

study. The last chapter (chapter eight) concludes the stu \ EY’
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