CHAPTER SIX : RESEARCH FINDINGS |

6.1 Introduction :c' ,

The first section this chapter explained the descriptive statisti the whole
study. Then it shows the nature of the comparison of the variable‘w en Islamic and
conventional banks. The next section describes the vari esw compare Islamic
banks before and after the crisis period. It follows by io th@aescriptive

statistics of comparison between conventional banksfbefore and after

risﬁc&;&mod.

O —C)

4

In addition the chapter nalaysed the 1% findin f the ?u , 1A th

éeﬁise, the

discussions on the pooled, Islamic and conventi@nal b \ﬁq Ings is ade. All the
af;ter. The final

research questions deleloped in chapt@g an Dele this@

section summarized the chapter.

6.2 Descriptive Statisti olegtudy 9

The summary stati '\all te variables @{he whole study (Islamic and
conventional banks) in% g re ﬁejyt@l ratio (measured as equity over
total assets) is 12. Nhis srpw\ the banking sector was adequately capitalized

&

isets @Iity measured through growth of gross

throughout th
a} "D
loans, sho atthe bank leansyin M@gysm on average, grew by 271% from 2000 to

2016. T% |gniﬂ€a qm/th,@:h is in line with the increase in bank size as

N
indi y growth in asset b@ At the same time NPLs ratio (not reported) stood at

% ing the study period. This indicates a high quality of assets held by the banks
0 espite the tremendous growth in loan the banks keep their NPLs low. The bank's

efficiency ratio (measured by total expenses over total revenue) indicated the banks in

ion.
#

Malaysia during the period under investigation to be less efficient as the average ratio
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stood at 131%. The earnings quality of the banks measured by interest earning ratio
shows the banks earns a competitive returns on their financed loans as the ratlo?!!d
at average of 132.4%. (’}
Furthermore, on average, the banks had a liquidity ratio (measur@éhwugh LCR
and NSFR) of 115% and 102% respectively during the period of studw shows that
all the banks have adequate liquidity (based on Basel 11l recommen on) to withstand
financial shocks. The market concentration shows an ave ’T%. 'ThIS means that
the market is competitive for the whole banks study. Th laysian grew by
wF by,t ¢[2§g\10vvth
perl dYFIowever
te at @ances were
of é‘banks recorded as

‘\2006) The average z
\

score (insolvency risk) for all t stood at 1 /ou(ml m 7.73% and maximum
27.36%). This indicates th Mks inanci @ble during the period of the
study. %

ive Stati Whole Sample)

ﬂ
Latent Variable Items ‘% u

able 6. i:
m

i imum QQT\/Iean Std. Deviation Skewness Kurtosis

Capital Adequacy EQ \ -3. P 8355 Sé)U 77.1 402.58 16.65 327.81
Ratios EQT% -1 2 12.08 11.312 4.19 22.59
13&%.4 87.73 122.89 5.83 44.48

Assets Quality G ‘A) é&) 7 .22 271.53 3789.63 17.57 335.99
Ratios w 7. 4 00 215.54 858.81 16.41 316.36

TEAR -1248.26 63.13 131.02 244.32 17.917 382.778

Management E/NI -615.04 \c") 4806.9 99.97 318.04 9.04 109.28
Efficiency R OH/TA -0.018 26.01 0.82 1.16 18.32 394.42
IER -568.22 27816.89 132.4 1173.51 23.53 556.06
Earnin lity OI/AS -0.21 19.58 3.58 2.29 2.09 8.11
Ratlos NII/GR -3.78 258.04 27.62 18.89 3.75 39.29
Inf INF 0.58 5.44 2.29 1.13 1.18 1.49
Gross mostic GDPG -1.51 8.86 4.98 2.26 -1.61 2.75
Product GDPC -3.28 5.49 3.06 2.08 -2.08 3.74
Concentration HHI 752 1207 874.13 106.82 1.3 1.33
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Latent Variable Items Minimum Maximum Mean Std. Deviation Skewness Kurtosis

LCR 0.42 2148.95 115.55 141.47 6.57 78.83
Liquidity Ratios NSFR 38.42 538.4 102.98 51.72 4.9 32.08
ROAA -8.39 7.92 1.24 1.13 & 25.31
ROAE -564.63 141.09 13.8 28.09 - 333.11
Profitability Ratios NIM 0.19 7.15 2.22 0.73 1. 5.14
Insolvency Ratio Z Score 7.73 27.36 14.38 5.43 *.01 0.23

6.2.1 Comparison of Profitability between Islamic and Conventienal Banks

Table 6.2 shows the average values of bank specific facﬁy macroeconomic
factors for Islamic and conventional banks in Malaysia s y. qapital adequacy
ratio (CAR) of conventional banks is better (i.e., 13.55%). mean di gbetween

N

the two categories of banks is significant at 1% (i. value 0.000). h‘ o_t{@ and,
Islamic banks loan growth is higher (i.e. 696% at QQ onal%m(s which
was only grown by 98% during the per!'w r stﬁ?y. e meaé\;{(;res are all

significant. With regards to efficiency sured by total

ens@ver total revenue,

%esults show Islamic

though overall, both banking cate&'ﬁ are not\hﬂnt

banks to be less efficient with ge ratio of182% {E@c:r}conventional banks who
has the ratio of 108%. The \nter -earning ra@r Islamic banks is better (i.e.,
258%) than conventio (i.e.,‘Z %) g{he an difference between the two is
significant at a wﬂ. Bcfh \king syﬁ#s enjoyed similar GDP growth and
inflation durinw erio‘ 'inve@Qé’tion and the mean figures were not
statistically, different. Canceatr ioﬁ'@ shows both banking sectors are perfectively
competitive. OWeVer; pic b&'&s are more diversified with 836 HHI than
con al banks who have @MHI. The mean difference is significant as 1% level.

:\s for the liquidity, both the banks have the required threshold for NSFR as set

e Basel 111 (i.e. above 100%) Accord. However, Islamic banks have lower LCR
1.e., 82%) against at least 100% required (recommended by Basel I11) than conventional
banks. The mean difference in favor of conventional banks is statistically significant at
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1% level. In terms of profitability (measured by ROAA and ROAE), the results show
conventional banks to be more profitable than Islamic banks. The mean diffe IS
statistically significant at 1% level. With regards to the insolvency riseﬁxured

through z score, both banking sector are solvents (no earning risk tﬂﬁky lead to

insolvency) and the t ratio is not significant. ?

Table 6. 2: Descriptive Statistics: Islamic and Conventional

Islamic banks Conventional bank i
Items Std. Std. an ' T
Latent Variables Mean Deviation Mean Deviati i e Statistics P values

Capital Adequacy EQNL 21.79 102.56 100.00 475.04 137 0.033
Ratios EQTA 8.68 8.03 13.55 4% 8‘{' 0.000
CRISK 63.28 36.19 9840.00 I%* 0.002

GGL 695.97 6570.97 97.74 1-@6 0.097

Asset Quality Ratios RILIL 138.42 209.47 250.10 \?385 0.167
TE/TR 182.28 425.06 108.73 3306 0.001

Management PE/NI 110.75 283.31 95.29 . 0.529 0.597
Efficiency Ratios OHITA 1.05 1.98 0.72 V . 3.155 0.002
IER 258.11 2127.26 77. 1.676 0.094

Earning Quality OI/AS 3.18 1.96 7 -2.69 0.007
Ratios NII/GR 14.35 11.92 & -12.141 0.000
Inflation INF 241 1.20 2.24 1.622 0.105
Gros Domestic GDPG 4.82 2.30 % -1.113 0.266
Products GDPC 3.09 2.15 0.17 0.865
Concentration HHI 836.42 76.53 0.58 L -5.684 0.000
LCR 82.06 59.1 130.0 -3.725 0.000

Liquidity Ratios NSFR 104.84 43.4;\ 102. 0.565 0.572
ROAA 0.76 1?.. 44 -6.601 0.000

ROAE 9.16 47. 71 -2.484 0.013

Profitability Ratios NIM 2.42 13 4.235 0.000
Insolvency Ratio Z Score 14.88 5. Ny ¢! 1.443 0.150

6.2.2 Comparlm ofitability’ef Isla@Banks Before and After Crisis
¢\H~N§ 2
Table 6.3 s the ave (e)’ell.ésg'rf bank specific factors and macroeconomic

factors fi Qﬂic banks i
b 4

Capit acy Ratio (C&R)\o‘,ﬂslamic banks in Malaysia are better (i.e., 45.16%

laysia. separately before and after the crisis period.

an&%i %) before the 2008 %ancial crisis period. The mean difference between the

riods is significant at 10% level (i.e., p-value 0.070 and 0.085 respectively). The

Oets quality measured through loan growth is higher before the crisis (i.e., 3122%)

compared to the after the crisis which was only 19.76%. With regards to efficiency
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measured by total expenses over total revenue; though both before and after the crisis,
Islamic banks are not efficient with the ratio of over 290% before the crisis a

139% after the crisis. The results show after crisis, the banks are able to@thelr
cost. The average interest (profit) earnings ratio as a measure of earrﬂ!&uallty for
Islamic banks after the crisis is better (i.e., 336%) as compared to th%re the crisis
(i.e., 67%). The mean difference between the two is significant at"s% level. Islamic
banking system enjoyed low inflationary trends after the QYZ

6%) compared

to before the crisis (i.e., 3.28%). The reduction in the ‘thflation ry‘\'fed)r Islamic

ofitability. T eplﬁ‘zc:wth

p riod. oncentration ratio

banks after the crisis is among the factors that burst thei

for Islamic banks is better prior to the crisis (i.e.

shows a significant concentration for Isla a priw\r crisi \TZ ,302). On

the other hand, after the crisis, the Islamang sector mes@bctly competitive

(i.e., 1,218). > ,q\
N
Comparison of the bank%ly shgws that Iaz;t)@anks short term liquidity

measured through LCR fal%\lohthe"r uired thre hQ (i.e. 98.18%). On the other
as

hand, the long term Ii%

liquid assets (i.e. %). H

uredithro h N shows the banks has suffieicent

er té(msns both short as well as long term

rfal@ﬂow the required threshold (i.e. 75.84%

mtermedlatlonQ%e'r the crisis. Thus, they were able to generate more

r%’g 0 their depositors and shareholders. With regards to the stability of earnings

ured through z score, the overall Islamic banks z score prior to the crisis is -4.59

hile after the crisis, the score changed significantly to 19.04. This indicated a weak or
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volatile earning capacity for Islamic banks prior to the crisis and a stable earning after

the crisis. Yv

Table 6. 3: Descriptive Statistics of Islamic banks before and after the crisi‘ :

Std. Std. A
Mean Deviation Mean Deviation

Latent Variables Items

¥, .
Before-Crisis After Crisis Difference Statistics  values
Capital Adequacy EQNL 45.16 195.41 12.98 5.50 \62.18 1.826 0.070
Ratios EQTA 10.32 14.32 7.96 0] Y. 2.36 1.734 0.085
CRISK 31.76 31.20 75.94 2 -'4.18 -8.643 0.000
GGL 3122.38 13965.85 19.76 " 102.6 2.475 0.014
Asset Quality Ratios RILIL 168.50 399.94 128.06 67. W, .08 0.282
TE/TR 290.78 792.95 139.60 : 1 .1} 0}2.109 0.036
Management PE/NI 129.89 282.27 103.% 84, 67 =7 0551 0.582
Efficiency Ratios OHITA 1.48 3.64 0 . 0.60 Y' 1.802 0.073
IER 66.85 44.93 33& -26 -0.745 0.457
Earning Quality OI/AS 4.32 2.52 2.8 4.333 0.000
Ratios NII/GR 19.36 17.07 << .81 3.35 0.001
Inflation INF 3.28 1.57\ 06 Q12 6783  0.000
Gross Domenstic GDPG 5.49 1&6p 4.f§ T . 0.94 2.436 0.016
Products GDPC 1.46 3! 3.74 ; -2.28 -7.148 0.000
Concentration HHI 2302.49 17 @218.22 1 1084.27 6.71 0.000
LCR 98.18 .78 75.84 22.34 2.224 0.027
Liquidity Ratios NSFR 119.99 .75 3 21.23 2.954 0.004
ROAA 0.20 Y'Z.lgl .94 %\0.94 -0.74 -2.948 0.004
ROAE .6 95.86 3.940 9.40 -20.55 -2.348 0.020
Profitability Ratios NIM % 0.83 v_};4% 0.81 -0.04 -0.278 0.781
. %g\ 13@_4/ 8.69 -23.63 -9.881 0.000

Insolvency Ratio Z Score -4.59 2 )
6.2.3 Compaw Pro ity of C@@ntlonal Bank Before and After Crisis

¢ ! C.)
Table,6.4 shows the ave ge’ va(u_gs of bank specific factors and macroeconomic

factors entiona S in ysia separately before the crisis (i.e., from 2000-

ZOOO)Aafter the crisis (i.e.@é-ZOlG). Unlike the Islamic bank's results explained

ab?\wl e Capital Adequacy Ratios (CAR) of conventional banks in Malaysia are better

&z., 149% and 15.33%) after the crisis. The mean difference between the 2-sub period
S

significant at 1% level (i.e., p-value 0.044 and 0.003 respectively). The loan growth
as a measure of assets quality is higher after the crisis (i.e., 182%) compared to the
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before crisis which was only 11.55%. With regards to efficiency measured by total
expenses over total revenue, though both before and after the crisis, conventionawls
are not efficient with the ratio of over 106% prior to the crisis and over 1 "\r the
crisis. The results show that, after the crisis, the banks incurred moré'&nses. The
average interest-earning ratio for conventional banks after the cm high (i.e.,
93.84%) as compared to before the crisis (i.e., 61.39%), and t ean difference
between the two periods is significant at 1% level. a%. l

Conventional banks enjoyed low inflationary tre fter e.h\atde., 2.10%)
| ]

Y-v
r‘i%b anks

compared to before the crisis (i.e., 2.39%). The GD wth far c

like that of Islamic banks explained above is bet i to%' ie., 5.@3/3) period.
Concentration ratio measured by HHI shows,that Conventional ban ore and after

,1@%pectively).

The reduction in the overall G%A (ie., I )%n R@E (i.e., 13.14%) after
N
the crisis suggests that the ban e'h i i

[00]
N,
=

the crisis enjoyed a competitive enviroAment (I.e., 1,0

ot efficient ms of handling the cost

<>

shareholders. With reg% o'l‘ Y, i}lls m&ured through z score, the overall

\b &
after the crisis. Thus, it I?: th\el uction in @rns to their depositors and
insolvenc

&
conventional banks,zscore prlc'r r the $a's is good, though, after the crisis, the

is high ’o&oif' lever
score IS nig EI’%Q IC&:&?:' ev:)b
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Table 6. 4: Descriptive Statistics of Conventional banks Before and After the crisis
Latent Variables Items Mean Before- Std. Mean after Std. Mean T statistics P
Crisis Deviation crisis Deviation Difference values
Capital Adequacy EQNL 52.16 111.62 149.20 658.13 -97.04 WS 0.044
Ratios EQTA 11.73 8.64 15.33 14.67 -3.59 \ .947 0.003
Asset Quality Ratios CRISK 43.17 28.91 152.51 185.58 -109.3% -8.111 0.000
GGL 11.55 36.87 182.58 2244.80 -171;. 3 -1.047 0.296
RILIL 136.44 289.00 374.15 1439.53 -237. -2.234 0.026
Liquidity Ratios LCR 126.17 111.90 133.81 200.84 -0.464 0.643
NSFR 102.07 53.19 102.27 56.80 .20 -0.036 0.971
Management TE/TR 106.55 103.51 110.87 30.44 .33 -0.563 0.574
Efficiency Ratios PE/NI 85.16 210.07 105.22 0.551
OHITA 0.72 0.34 0.71 0.859
Earning Quality IER 61.39 67.39 93.84 0.000
Ratios OI/AS 4.69 2.58 2.83 0.000
NII/GR 33.43 20.67 33.07 0.847
Inflation INF 2.39 1.34 2.10 0.009
Gross Domestic GDPG 5.46 2.03 4.65 0.000
Products GDPC 2.39 2.63 3.70 0.000
Concentration HHI 1081.99 72.47 1150. 0.000
Profitability Ratios ROAA 1.63 1.15 1.2';'&~ 0.000
ROAE 18.32 16.88 14 0.000
NIM 2.26 0.70 0.000
Insolvency Ratio Z Score 20.56 14.83 0.288
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6.3 Summary of Descriptive Statistics

The above section explained the descriptive statistics conducted orw
different data classifications (i.e., pooled study, Islamic and conventional %a well
as before and after the crisis for both Islamic and conventional banks$s) As for
the pooled data, the statistics show that for the period under studymysian banks
have enough liquidity. Both LCR and NSFR are above 100% d. However, the
banks are found to be inefficient which leads to low profita ban'<s With regards
to the comparison between Islamic and conventional bankSythe sectio cxlbe‘%_that

Islamic banks have low short term liquidity mea@ LCR (i.e. %6 agi'?lst the

threshold of 100%. On the other hand, conven anw cess thxv required

Y.
LCR. Before the crisis period, Islamic bacw oun inadu&lte short term

liquidity measured by LCR (i.e., theN
characterized with the high oper | ens@h‘pe

ﬁa However, a different
(]

result was found with regards conv%onelfn‘ks @before and after the crisis

period as the banks are fo ave more,than re d liquidity which ultimately
undermines their overa%t bility Jg‘ rough ROAA.
6.4 Fac&\t} L|q iy, Profitability and Insolvency

ooI d,JsI |}¢n ventlonal Banks Samples)
6.4.1 I '&J
er to achieve the o ives of the research, the analysis was conducted in
\

t e eps. (i) assessment of the structural model which described the relationships

een endogenous and exogenous variables (Latan, 2018). (ii) assessment of the
S

tors that determines the liquidity (iii) to test whether liquidity mediates the

relationship between the factors that determines the liquidity, profitability and
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insolvency risks and finally (iv) assessment of the multi-group analysis (MGA) to
assesses any significant difference between the path coefficients for Islanw

conventional banks as well as before and after the crisis periods. (’}

6.4.2 Result and Discussion (Pooled, Islamic and Conventional %nks)

The coefficient of determination (R?) is the index that shw assessed in the

structural model for each endogenous variable in this stu TWreﬂects the power

in, Otzeta e R* in table s that the mo sexp tory
(Chin, 1998; G l., 2010). The R? ble 6.6 hat th ’

of construct variances in determining the goodness i ainst est items
power for all the three samples (i.e., Pooled, IsI and c9n ntignal ba;?ks) has a

moderate predictive ability for the dependent va ble t is ab \7&3‘0 33 (33%).

This means it is in line with the recom er&s y (1 extept profitability in

wh\}T Q predictive ability
q

pooled and conventional banks stu s model
(Chin, 1998). The weak R? ( arh 3) i ud‘.a}ty in pooled study and

profitability in pooled and co nal ban ies e due to the exclusion of

some necessary mea&ts of¥factors t?’at d rrpu@ e liquidity and profitability in

these models. This means that li dft d J@bmty studies in these models (i.e.

those that have @edl 've |ty) Id include all possible liquidity and

profltablllty e ents to p gsé S explanatory power in the regression.

O

% uraIc effiglent esti tes among the latent variables (LVs) for each
model‘are

presented in table\6§€' The R? value estimates the amount of variance in

t hq&)genous variables expka}ed by all the exogenous variables linked to it (Hair et

13). In PLS structural model, the individual path coefficients can be interpreted
)

tandardized beta coefficients of ordinary least squares regressions (Henseler et al.,

2009). The effect on the endogenous construct is more substantial if one path coefficient
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is greater than another. For example, the CAR for all samples shows that it is the most
important exogenous construct in predicting the endogenous construct (taw
CAR=0.54). The path coefficient can be defined as the changes esti the
endogenous construct for a unit change in an exogenous construct. Fﬂ;emple, the
CAR (X) in the pooled sample has a = 0.54. This means that one increase in X
variable is associated on average with 54% unit increase in M ba\nbﬁquidity).

The analysis will be discussed in five stages: (i) th ‘x\i s between bank

specific factors and macroeconomic factors with ban ofita iIiWnsolvency

'Y
and macro n[)rr&égactors
qu% proﬁi%'ility and

on!ii c ucted.§‘e~xamine the

risks, (ii) the relationships between bank specific fa

with liquidity, (iii) the relationships betwee

insolvency risks, (iv) the multi-group a

sla@%nd conventional

significant difference between the pa oefaients for

banks and (v) the mediation effect. lﬁﬁo the an\is,?ue g{s\}rement model is used
N
to measure the collinearity amoéndog'énou nd eéi?(?ous variables. Table 6.5

shows that no multicollinea'%is_
values are within the a% thr

Table 6. S%Went i mic and Conventional Banks)

Bank category Whole Stu Conventional banks

) o . l ) v o Ipsolvency o o Ipsolvency
Variables Liquidity P%ﬂ d |qum{r'\ Profitability risks Liquidity Profitability risks

O

CAR 1.0 % 1.5? I 1512 @.269 2.039 2.023 1.272 1.882 1.87
Asset Quality f% 1.401 0'1.211 Y- 2.738 3.379 3.053 1.228 1.251 1.251
Efficiency 1101 1.111 1. N 3.025 3.461 3.193 1.267 1.276 1.269
Earning Quality 1. 1.188 é 1.206 1.207 1.207 1.156 1.165 1.156
Inflation \35 1.351 1.335 1172 1.176 1.172 1.436 1.461 1.443
GDP 1.318 1.367 1.321 1.179 1.276 1.237 1.527 1.947 1.553
Concentration 1.249 1.269 1.251 1.157 1.597 1.402 1.421 2.679 1.499
Liquidit 1.541 1451 - 1.974 1.883 - 1.581 1.581
Profitability - - - - - - -

Insolvency risk

1519 - - 1.577 - - 2.394
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6.4.3 Result and Discussion of Factors that Determine Liquidity, Profitability
and Insolvency Risks (Pooled, Islamic and Conventional Banks) Y.

Table 6.6 shows the Model A and B of the PLS-SEM significance @S s for

the factors that determines liquidity (Panel A) and the bank's ility and
insolvency risks (Panel B). The PLS path modeling measures the Be coefficient,
standard error and statistically significant values using resampling from the

bootstrapping procedures for a number of samples of 500 azamglles.
The research divided the analysis into three, na pool d,‘Tsl{rdbanks and
| ]
conventional banks. Then, further compares the sub=diuvided analysis ntp t‘)@z'and

after crisis for each banking system. Though a ing to thePLS- GA{ﬁ'@ested to

\crisisége.differences

in @‘mpriate and more

ventional banks both

N,
before and after the 2008 finan%s. THiS waypt ov@ findings of the research
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Table 6. 6: Results of the Factors that Determine Liquidity, Profitability and Insolvency risks (Pooled,

Islamic and Conventional Banks)

Pooled Islamic Banks (Group 1) E:grr:)\aepng)o nal Banks
coef. (B) Std.error Crr;ttli%al coef. (B) Std.error Crr;ttli%al coef. (B) Std.error Crr;tt'i(;al

Panel A W J
CAR -> Liquidity (C1) 0.547 0.08 6.842*** 0.657 0.24 2.738%** 0.084 7.355%**
Asset Quality -> Liquidity (C2) -0.012 0.079 0.152 0.404 0.375 1.077 0.122 0.097 1.259
Efficiency -> Liquidity (C3) 0.025 0.073 0.34 -0.287 0.232 1.234 4 0.078 0.511
Earning Quality -> Liquidity (C4) 0.019 0.084 0.231 0.024 0.087 0.274 .00 0.12 0.072
Inflation -> Liquidity (C5) 0.001 0.038 0.034 0.001 0.062 0.011 067 0.045 1.494
GDP -> Liquidity (C6) -0.051 0.038 1.335 -0.152 0.081 1.868N 129 0.049 2.639%**
Concentration -> Liquidity (C7) -0.039 0.039 1.006 -0.279 0.126 2.218** -0.222 0.047 4.78***

Panel B
CAR -> Profitability (F1) -0.099 0.17 0.58 0.173 0.323 Nz 0.423 0.243 1.74*
Asset Quality ->Profitability (F2) -0.058 0.24 0.24 -0.04 0.143 0. _ 0139 0.075 1.864*
Efficiency -> Profitability (F3) 0.211 0.273 0.773 -0.613 0.276 2.226** 0.313 0.395 0.793
Earning Quality-> Profitability (F4) 0.267 0.227 1.179 -0.127 0.198 0.641 -0.128 0.255 0.502
Inflation -> Profitability (F5) 0.061 0.059 1.039 0.007 0.1 0.074 0.009 0.074 0.118
GDP -> Profitability (F6) 0.034 0.061 0.568 0.072 0.123 0.582 -0.057 0.084 0.68
Concentration -> Profitability (F7) 0.078 0.08 0.969 -0.096 0.098 0.984 0.037 0.1 0.365
CAR -> Z Score (F8) 0.21 0.057 3.702%** -0.08 0.153 0.521 0.072 0.047 1.54
Asset Quality -> Z Score (F9) 0.353 0.351 1.005 -0.543 0.505 1.076 0.001 0.036 0.029
Efficiency -> Z Score (F10) -0.079 0.13 0.605 0.529 0.408 1.297 0.054 0.052 1.056
Earning Quality -> Z Score (F11) -0.142 0.077 1.837* -0.049 0.094 0.517 -0.061 0.055 1111
Inflation -> Z Score (F12) -0.101 0.031 3.224%** -0.054 0.06 0.89 0.086 0.045 1.93*
GDP -> Z Score (F13) 0.174 0.037 4.7F** 0.131 0.065 2.02** 0.405 0.049 8.294***
Concentration -> Z Score (F14) -0.11 0.047 2.319** 0.311 0.119 2.621** 0.702 0.032 22.245%**

Panel C
Liquidity -> Profitability (F15) -0.065 0.09 0.721 -0.045 0.114 0.398 -0.045 0.106 0.425
Liquidity -> Z Score (F16) -0.244 0.042 5.74*** -0.237 0.102 2.329** 0.005 0.044 0.102
R Square(R2) — Liquidity 0.302 0.478 0.356
R Square (R2) — Profitability 0.134 0.431 0.209
R Square (R2)- Z Score 0.332 0.352 0.573

qy "“
6.4.4 Result of Research QQKE 1: Wat D
Profitability and Iwﬂ\cy sks (Rooled,
banks) ' 0’

’ 4 ’ &
The discus 'Nresull]s W rt wit

\green

sum:i@

Q’
mine Bank’s

mic and Conventional

first research question: “What is the

nvenQ_OﬁaI banks in Malaysia?”. The relationships (as

effect of bank cific facto acroeconomic factors on the profitability and
N P Tpe o
. L 3

bank specific factors and macroeconomic factors

bility and insolven&)(c}gk (Group 1 hypotheses) for the three samples, i.e.,

Po\?mlslamic and Conventional banks seem to have mixed results in terms of

d Ificance values. Most relationships for the pooled, Islamic and conventional banks

samples in profitability model are insignificant, except for only CAR and Assets Quality

for conventional banks and efficiency for Islamic banks. Thus, the findings contradicts
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the concept and hypotheses developed in this study. CAR and Asset quality for
conventional banks study revealed a significant negative relationship with?m
profitability, which is contrary to this research concept and hypothesis (i.e@}heses
F1 and F2). Thus, hypothesis F1 and F2 is rejected. However, the findi onsistent

with previous studies (Wasiuzzaman & Tarmizi, 2010;, and Igbal, 20%.

awvency Risks)

Table 6. 7: The summary results for group 1 hypotheses (Profitabilit

Hypothesized path Pooled Islami s ., Conventional
F1: CAR -> Profitability Not Supported (-)  Not Supported (+ l Supported (-)
F2: Asset Quality -> Profitability Not Supported (-) pported (-Wported O]
F3: Efficiency -> Profitability Not Supported (+) Supported ( upp +)
F4: Earning Quality -> Profitability Not Supported (+) Supported (-) ot Su ’Xfﬂ “)
F5: Inflation -> Profitability Not Supported ( t Supported (+) olSuﬁ%))rted (+)
F6: GDP -> Profitability Not Supported (+) t Suppgrted (+ Not leported O]
F7: Concentration -> Profitability Not Supported ?’\lot Stpported (- NUpported +)
F8: CAR -> Z Score Supported (+) Not rted (-) Supported (+)
F9: Asset Quality -> Z Score Not Su M N%t\ ed (-) étltot Supported (+)
F10: Efficiency -> Z Score No u%j ¢) rted Not Supported (+)
F11: Earning Quality -> Z Score M ) porte Not supported (+)
F14: Inflation -> Z Score upported

( w upportéd (-) Supported (+)
F13: GDP -> Z Score orted (+ Sup éd(+) Supported (+)

F12: Concentration -> Z Score orted (- Supp(ﬁad (+) Supported (+)
% q 42/{_

The results indicate he periodunder st the bank's profitability would
not necessarily increas%Ye;0 ban‘k as g‘h‘(ae | ratios and high asset quality for
the conventional b Motwitpsthg, spe;@llly for the Islamic banks, an increase

S

&)
in the bank's reduc rofitability. This is consistent with this study's
EN ices Ihe' p c_)@ﬂ y y

hypothesis (i othesis d‘:\f@ncy structure concept. Thus, hypothesis F3 is

accept % entioﬂ'a ass@ that factors other than high assets quality and

hi }P;I buffer are the fa \{hat drive the bank's profitability, while for Islamic

@nly decrease in the operating expenses (i.e., inefficiency ratio) increased banks
0; itability.

For conventional banks finding, the banks might use an extremely high capital

above what is required by the regulatory. This could lead to the decrease in profitability
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as a high amount of cash (in the form of capital) was kept idle without using it to
generate more profits. For assets quality, the result supports the findings of \?%4
Chan (2008) and Athanasoglou, (2005). This means, conventional banks I@}focus
more on their credit risk. Though banks tend to be more profitable w are able
to undertake more lending activities, it can also mean that higher prw IS needed,
if the assets financed end up as non-performing. In such an event, expenses will rise and
will affect the profits made and the quality of the asset &L:re sed. The credit
quality and credit portfolio are some indicators that c aff tWity of the

ia. Theref ,‘O@Yi;nal

'% pa@- loans to

reduce their loan loss provision expenses, b% igilant i ating@rgg:owing their

assets so that it will not end up as bawareby eati eir @ﬁs. This will raise

provision of the conventional financial market in

banks in Malaysia should decrease Reserves

the profit made by the banks. % \T ,<\
N
All other independent vagi (i.e.,oman menigct?ciency, earnings quality,

concentration risk, GDP and.infla n)ir ontrary t@xpectations (i.e., hypotheses
F3-F7) of this researc}% ifica:lt relati ns‘nip&ere found. Thus, hypothesis F3-

o
F7 are rejected, (ex the fincii i ngwlio for Islamic banks which is in line
with this researw thes

i COréﬁ(. The insignificant relationship of these
¢

variables a '&@)fita lity i
of these%:s

and ic and conventiona h%"rks in particular. This means bank's profitability in

%ﬂ for the period under study can be influenced by the other factors i.e.,

Q rship factors, board governance and structure etc. This might true because in most
a

ses the bank’s management depends on the owners risk appetites which is delegated

ic&fes@ , for the period under study, the combination
NN

doés.no iye mu%impact on all the banks in Malaysia as a whole

directly to the board management and inturns rest with the board struture other than
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bank specific factors and macroeconomic factors combined in this study except for
CAR, assets quality and (efficiency for Islamic banks). Y~

On the other hand, the relationship between the bank specific@} and
macroeconomic factors and insolvency risks (hypothesis F8-F14) mea Y Z score
also produced a mixed finding. For the whole study, the CAR has afsignificant and

positive relationship with insolvency risks, which is consistent it}f”previous studies

by Ghosh (2015), Kohler (2015), Tabak et al. (2015), Wi S 2011), Mirzaei et al.

findi chonsistent
"y

with this study’s hypothesis (i.e., Hypothesis F8). A tive relati hib @rning

(2013), Nguyen et al. (2012) and Zhang et al. (2012).

quality and insolvency risks (z score) is contra e%’ fthj{‘;t-udy (i.e.,

k%malaysia, the

an
high capital led to the banks solvency, wear, the inc in @%ing quality led to

decrease of banks solvency. This @5 that %u r)@\should increase their
N
'nzii@

hypothesis F11). In summary, the findings show that, for\ al

earnings ability through granti loans ‘and reduci provisions on loans and

saceepte Q%Ie hypothesis F11 is rejected.

the NPLs ratio. Accordingl \oMesii

A significant n% Iatiorli ipb v‘\‘derr@ks concentration and insolvency

&
risks measured thr z SCOI‘f\hﬁhE who&tudy period) is inconsistent with the

expectation for this study (i.e: esistlﬁt’. This means hypothesis F14 is rejected

i
¢
for the who % However, e#in i‘rBs is consistent with the previous studies by

NN
Demset({l/ 3). Co : forﬂ&amic and conventional banks separate study, a

pos lationship between{%ﬂ(s concentration and insolvency risks is consistent
@ relative market power hypothesis and Structure conduct performance (SCP).
results is also consistent with this research hypothesis (i.e. hypothesis F14). The
ndings indicate that, for the pooled data study, the competitive banking sector led to

decerase in the bank solvency. Conversely, for Islamic and conventional banks separate
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study, the significant positive relationship shows that competitive banking industry
increased their solvency. Thus hypothesis F14 is failed to be rejected for Islaw
conventional banks separate study. \
Positive relationship between GDP and insolvency risks (z sﬂAUor whole
banks study, Islamic and conventional banks studies is consistent wm Life-Circle

Concept of consumption and this research hypothesis (i.e,l mﬁ esis F13). The

findings is also consistent with previous studies by Kohler gllwer etal. (2014),
Dimaetal. (2014) and Lee & Hsieh (2014). The finding s hi |c growth
led peoples to have excess fund and repay the fi jal instituti I[)a.r@ereby
increasing the bank'’s solvency. Accordingly, h S F\ ed. Y*

With regards to inflation, for the p ds dy, a‘neg ve rela,@?s;np between

inflation and insolvency risks (z sco as und whi pos@ relationship was

W, |;1®s consistent with this

observed in conventional banks. A@ﬂlve rela\shl
N
study’s hypothesis (i.e., F12) i hat ﬂ)r thezperio er study, as the general

inflation increases in Mala ult € decre SQBf banks solvency. This might
be due to inflation rec% purc Ii;rﬁ V\‘/e he consumer which resulted in
customers defaults ans ancl heb reportlng loss that will reduced their
capital. Over ti &n i nks IW|IImake them insolvent. This finding

IS consiste 2& he ce taifty cob‘?t and previous studies by Kohler, (2015);
Z

Cubilla alezf’( erz'u?et al., (2013); Delis et al., (2012); and Houston

et a,L&lO) Accordingly, f@éoled study, F12 hyothesis is accepted. A positive

r% hips for conventional banks signifies that general increase in the level of
ti

Q ion makes peoples prefer to save their earning in banks than to invest in capital
rket. More savings improve the banks liquidity which subsequently improves the

banks solvency. The findings is consistent with the previous studies by Barakat &

150



Hussainey; (2013); Bertay et al., (2013); Bourkhis & Nabi, (2013); and Tan & Floros,
(2013), , but is contrary to this research hypothesis. Thus, for conventional banw
hypothesis is rejected. ('}

In summary, this study reveals that the bank specific factors andﬂ‘;geconomic
factors have an insignificant relationship with profitability exce pt AR and assets
quality for the profitability model in conventional banks and efficieney ratio in Islamic
bank's profitability model. The bank specific factors and Xr; ic factors seems
to be quite equal in terms of the sign, magnitude, and t-Statistic “es{dﬁe pooled
Islamic and conventional banks samples (with t ceptions of fe‘/v &a}ables
mentioned above). Furthermore, the study fo thef{ t degﬁmes the

bank's insolvency risk (z score) have m d din

concentration has a negative relatlon\a insolven

GDRP (for pooled, Islamic and conv I ban@i;() conc ‘}ratlon (for Islamic and

conventional banks study only%atlon (for nventhﬁa banks study only) has a

positive relationship with b \holv ﬁy
XL

6.4.5 Result of Rese

arch Questio td'rs(@at Determines Liquidity (Pooled,
Islamic a ventlcpa s) 9,
\
The discussio ults ill st 1lh th;cgsdcond research question “What is the effect
of the ban I fact rs and acro&ebnomlc factors on the liquidity of Islamic and
conve I anks i |n aye'la? Y—
N
S

N
§

151



Table 6. 8: The summary results for group 2 hypotheses (Liquidity determinants)

Hypothesized path Pooled Islamic n

C1l: CAR -> Liquidity Supported (+) Supported (+)

C2: Asset Quality -> Liquidity Not Supported (-) Not Supported (+) ‘%upported (+)
C3: Efficiency -> Liquidity Not Supported (+) Not Supported (-) Not Supported (-)
C4: Earning Quality -> Liquidity ~ Not Supported (+) Not Supported (+) w Supported (+)
C5: Inflation -> Liquidity Not Supported (+) Not Supportedw ot Supported (-)
C6: GDP -> Liquidity Not Supported (-) - Supported (-)
CT7:Concentration-> Liquidity Not Supported (-) Supported (-)

The Group 2 hypotheses, as summarized in table 6 iM]atiQ?ghip

A N
between bank specific factors and macroeconomi tors and liquidity. cx:o(faing to
the predicted sign and significance values fo 4 eterm'rgliquidity
Y.
presented in the pool, Islamic and conven&' Wnks S there‘ué> mixed results.
CAR has a significant positive relatiM ith liquidi
conventional banks studies. This tent € ¢on eé»of risk absorption, and
y e,
the previous studies by Vodov@Be r et alJ(2016 Srrd Mahdi & Abbes (2017).
R
In addition, this is also irY.with his rch othesis (i.e. hypothesis C1).
(
Accordingly, C1 hypo% cceptedint s‘stlidq. he findings mean that, for all the
bank's study (i.e.@ Islartic onve@ﬁal), the CAR plays a prominent role
u

&

in enhancing E iquidity. gher@d, (for Islamic and conventional banks
N : + &S
t

study) a nq ivesrelationship of co@tration and GDP on banks liquidity is not

consist ith this rége Wpot@ (C6 and C7), but is consistent with the previous

stu Horvath, R., et al.@16) and Cucineli, (2013) respectively. The findings

in s that high banks concentration and improve in GDP lower the banks' liquidity.
Ocordingly, hypothesis C6 and C7 is rejected in this study.

Apart from the above, all other findings for impact of bank specific factors and

macroeconomic factors on liquidity revealed insignificant relationship. Thus, it is
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contrary to this research hypothesis (i.e. hypothesis C2-C7). Accordingly, hypothesis

C2-C7 is rejected in this research. Yv

6.4.6 The Results of the Research Question 3: The Effect of Liquidsi:on ﬁanks
profitability and insolvency risks (z score).

The discussion of results will start with the third research questiw s the liquidity
effect the profitability and insolvency risks of Islamic andvmntional banks in

Malaysia? ” Hypothesis 3 (i.e., sub-hypothesis F15-F16) predi p s‘[ive relationship

of banks liquidity on profitability and insolvency risks (z score). Howeyer, cantr@/ to

N
the predicted sign, table 6.6 shows that all th les (i.e., Pooled, {sl-a\:o?c, and

s b3
conventional banks) have an insignificant W 0 ank's_\;ﬂvjuidity on
profitability and significant negative relat'@Wfor

ISI%“J banks studies)
of liquidity on insolvency risks (z scomug in the tions@ between liquidity
and profitability, the findings indiCat %«%/prg;imion to this research

7]
hypotheses, but it is consistel\ previous, studies t@da, et al (2013) and Idris

(2011). The finding shows t?m the’ueri dg'@y, liquidity contributed to the
(

bank’s profitability insigni anth omwand, regarding the relationship of

o S 9) o
liquidity and banm ncy hsk core)&%ﬂrary to the research hypothesis, which

N
predicts a posi '\Natio ship w’een l@&.ks liquidity and insolvency risks, a negative

relationshi serv B/fyno led Islamic banks studies. However, the results is
10

4
consis Wh the p s stu@y by Lee & Chih (2013), while insignificant
4
10

s were observed foﬁf'c%nventional banks, and is consistent with the Dong et

re

%4) study. Thus, sub-hypothesis F15 and F16 is rejected in this study The findings

0@ provide a further reason to reject the argument from previous studies that always

say liquidity has a positive relationship with the bank’s solvency. The absence of the



significant relationship between bank liquidity and profitability in pooled, Islamic and
conventional banks samples could be due to the facts that the there is an inc

NPLs ratios which eats the profits and subsequently overall solvency of @(S or
the banks keeps excessive liquidity beyond the regulators' requirementS™Furthermore,
based on the descriptive statistics (which shows the banks has excess than required
liquidity), if the average bank's liquidity level exceeds 100%, Wofitability tends
to diminish. This occurred in the Bordeleau and Graham, %

stud'/. In addition, it

has been conceptualized (concept of risk-return tra in) thé~ba quidity

li
on a 1997 Oﬁg.@p‘iof

for bafk ho|d\s'§§'r'ne liquid
fuﬂ?er\'id asé%ggiminishes a
bank’s profitability and threaten the ency of the ba he s seems to be a
tradeoff between short-term prof@sw ge@iﬁw i 'k}ity and longer-term
performance benefits of insura%nst liquiditys CIEZQS.?\the banks. Accordingly,
this research is in line with 'Mrnit@c};\@hm says, holding high liquid

I‘\éénqb—lowever, low liquidity might be
&
ﬁ.@olvency if the banks used the excess

literature in a study by Bordeleau & Graham (2010)
US and Canadian banks, that profitability is i

assets, however, there is a point at which“holdi

\ :
Bas %is reason, it\is iquer d that keeping high liquidity by the banks
NN
than appropriate wodld_r ‘u in er profitability. This implies that the cause of

dimﬂﬁj profitability in thi@ﬂy might be because of this reason. The study also

s%\ that Malaysian banks that have excess liquidity should attempt to choose less
G projects because high-risk projects will result in high NPLs ratios, which will
ventually diminish profitability and leads to insolvency.
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Overall, the study suggests that Malaysian banks should maintain the average

liquidity level at 100% to sustain their profitability. Moreover, it is also sugges t

banks in Malaysia need to improve more on their profitability in order to@hway

from insolvency risks. &

6.4.7 Result of Research Question 4: Comparison Between &Qn} and

Conventional Banks Profitability and Z Score.
The research will start with the discussions on rese@mn 'our “Does the
profitability, insolvency risks and liquidity of Isl c vM‘oa\ in
Malaysia differ?” & ’5’

The question above is addressed by perfor! u ro comp@s‘on analysis

itabi ié;nd insolvency
risks (z score). The question is typically ap to e@e erent@racteristics such as

bank category, country or gend;%dﬁfe%?icte
f o
3

heterogeneous data (Hair et\ ) i-gr Gﬁnalysis aims to compare

parameters (usually path co nts) ros:

there are differences fh of th\

illustration based & re 6. i below for tQ:/%imple example of heterogeneity in the

context of fa at eterm lnsql'ge.ncy risks (z score), in which the bank's

msolvenc end D(?/O a :&eéonomlc factors: concentration risk (X1) and

of the path coefficients of factors that dets N liquidity,

Atfcs are recognized as

or @r\e groups of data as to whether

ewr%oup estimates. The study gives an

inflati If the fu ] setwsed and if the research failed to determine the
he%ﬂy between the pﬁ;]ed sample (all the banks), the path coefficient

%es would show substantial bias (Hair et al., 2013). That is, by using the full

Qla set, both path coefficient estimates equal to 0.1, leading to a conclusion that banks

concentration and inflation are equally crucial across pooled samples when in fact, they

155



are not. More specifically, when the study split the pooled sample, the effect of

concentration risks (X2) on insolvency risks (Y) is much higher in the convewml

banks subsample (Group 2 (ple)A 0.70; the superscript in parentheses i@!s the

group) than in the Islamic banks subsample (Group 1 (pxl2 0.31). Inflation (X1)

exerts a greater influence on insolvency risks in the conventiopal bank's subsample

than in the Islamic bank's subsample. However, the ques 'on?!whether the path

coefficients between each banking sector are statisti significant. If there is a

significant difference, what factors contribute to the differences be lfmbznk’s
| &

categories? In testing this, the researcher assum cases, a) standard enéss of the
4 \‘}’*
two samples are equal and b) standard errors are Qeq'ual \ \ &

Table 6.9 shows the differencescmco gis of t th coefficient
estimates for Malaysian banks (Islammwn\aqio? nd _{Qdes the results of

the multi-group comparison bas o:n }voom%o m ements, i.e., assumed
7]
equal standard errors and assu& quw errcﬁ&iir etal., 2017). The study

finds consistent results forWeasx.'eme S W le%\indicate that this study cannot
‘ E (

reject the null hypothesis that maost gf ath,efficients are equal across the two

O

categories of ban MS cas‘e, itis onclt@'that for the bank specific factiors and

N
macroecono 'Nrs, he,? ‘r’elecgs‘%hé null hypothesis that all path coefficient
[

estimates ic awe 0 nks are equal. This result supports Doumpos
at’t

:W ¢
et al. ( ho foun
rs

fa

he{/ act of bank specific fa ctors and macroeconomic
ank's profitabilityarcansignificantly equal across Islamic and conventional

%The result of the study also indicates that there is no significant difference
Oween Islamic and conventional banks in terms of the effect of the bank's liquidity on

the bank’s profitability and insolvency risks. Notwithstanding, the study made an
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analysis for separate Islamic and conventional banks (in addition to pooled data

analysis) in order to show more details on the findings and also to see the Whme?!s

on the banking sector.

Full set of data

Group 2 Conventional banks (70% of the data)

w

Figure 6. 1: Heterog in a structu modeo
In summary, this study ac ‘i’ges tha \; (é—a\k specific factors and
macroeconomic factors on ban dity roflt |I‘i‘ty Q@Insolvency risks (z score)

that differ in terms of th ag,nud and s[gg'@cance level for Islamic and
conventional banks in Yﬂ(:e | ar Qom multi-group comparison test
results, this resea%d to rgjec
macroeconomlwr coe |

'

This |nd|c dltl(yn |but|cthat the often-made implicit assumption of the

|gnsh@ross the banks does not hold.
)

ypot S that some bank specific factors and

e uné}al across Islamic and conventional banks.

unequa act of suéh
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Table 6. 9:

Multi-group comparison test results (PLS-MGA)

MGA Islamic/conventional

Equal standard errors Une \dard

assumed ors assumed

Panel A
CAR -> Liquidity 0.018 0.082 0.063
Assets Quality -> Liquidity 0.287 1.309 .i 1.081
Efficiency -> Liquidity -0.256 1.391 \' 1122
Earning Quality -> Liquidity 0.010 0.052 0.066
Inflation -> Liquidity 0.059 0.74 .i 0.780
GDP -> Liquidity 0.047 0.629 I oo
Concentration -> Liquidity -0.139 \d.ooa

Panel B @

Y

CAR -> Profitability

Assets Quality -> Profitability
Efficiency -> Profitability
Earning Quality -> Profitability
GDP -> Profitability

Inflation -> Profitability
Concentration -> Profitability
CAR -> Z Score

Assets Quality -> Z Score
Efficiency -> Z Score

Earning Quality -> Z Score
Inflation -> Z Score

GDP -> Z Score

Concentration -> Z Score
Panel C

Liquidity -> Profitabi

0.318
2.074**

0.044

peE?jhf 5 percent and 10 percent levels, respectively.

158



6.4.8 Mediating Roles Between the Factors that Determines Liquidity and

Profitability and Insolvency Risks (z score).

A mediation model hypothesizes that the independent variable ( nces
the mediator variable (M), which, in turn, influences the dependent vm&(Y) This
study focuses on the simultaneous relationship between bank spegific factors and

macroeconomic factors (X), liquidity (M), and bank's profltablllwlnsolvency risk

(Y). The advent of SEM with simultaneous analysis ¢ e path analysis

coefficients from path coefficient “a” of th& ec ctors and

macroeconomic factors (X) to banks liquidity @ coefficie b_\ bank
b B

liquidity (M) to banks profitability and msolve S ( n coefficient “c”

of the bank specific factors and macroec 0 actorgkx banks profitability (Y).
Therefore, this research hypothemzN cross t anstere are potential

d
indirect/mediation effects of i bet e peC|f|c factors and
macroeconomic factors and b k ofita %}nso rlsks (z score). The PLS-
SEM simultaneous technqubeenrppll ob@n results for those relationships
through the research m% Vf;‘%

Most argu&\&om phor studies HZQ Ing the precondition that must be met
for the mediati ectf mt StS \multaneous method are as follows (Baron
and Kenn %Iaco cc u’hkgbék 2003; Mackinnon et al., 1995). First, the
|nd|$ “ ”“a “b” slzeuld be significant. Path “a” is the significant

rel\ between the path\Oefflments (X specific factors) and the bank's liquidity
%ath b” is the significant relationship between the path coefficient of the

lIquidity (M) and a bank's profitability and insolvency risks (Y). Second, the

relationship between the path coefficients of bank specific factors and macroeconomic
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factors (X) and profitability and insolvency risks (Y) can be significant or non-
significant (path c) (see Hayes, 2009; Mackinnon et al., 2000; Shrout & Bolgew
Zhao et al., 2010 who recommended that the total direct effect path c is no XSary
condition to be significant). However, these conditions cannot be concf&@.mtll their
significance is confirmed using the bootstrap T-statistics proposed bmt al. (2013)

and Preacher & Hayes (2008). Accordingly, in this study, th oMmple that meets
oc

the requirements mentioned above for some variables is t d ar]d Islamic banks

study samples as there is a significant relationship een ban |d|ty and
A

insolvency risk (path “b”) for pooled and Islamic ban ples. The erisa.@e, ie.,

the conventional banks do not meet the req “ 2 elnggr nificant.

idity hé\r‘n:zdrated the
relationship between the bank spewaors and roe <<mrc factors and

profitability and insolvency risks core) %b j‘\§\specific factors and

N
macroeconomic factors aﬁect% S ﬂ)fr agg?solvency risks (z score)
indirectly through quuidrty‘\iswzl se questians, there is a need to understand
[

Therefore, the question emerges wheth he anl«:ﬂ Ii

the typology of mediat ned in‘secti n chapter 5 in this study, to know

if there is mediationwhat type 0 W |ont search found.

6.4.9 Medracw fLi dliy( ed and Islamic Banks).
By exclu medr or k liquidity) from the pooled study model, all
the drﬁ |onsh|ps profrt y (X onY) are not significant. However, the total

di effect path “c” is s1gn1ﬁcant for most paths using insolvency (z score) model
6% for assets quality and efficiency (see Table 6.6 and 6.7). On the other hand, the

ct on mediator variable as summarized in table 6.8 shows that most of the paths for

pooled study “a” X—M are not significant, except for CAR. Meanwhile, for Path “b”
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M—Y, i.e., only liquidity and insolvency risks (z score) relationship is significant (see
table 6.6). Table 6.10 shows that there is a significant mediation effect for onl -

>Liquidity -> Insolvency risks (z score) relationship in the pooled study r@he t-

statistics bootstrapping test is significant.

Table 6. 10: Mediation test analysis results Q

Path Mediation Effect All Banks (Pooled Study)

CAR -> Liquidity -> Profitability

Asset Quality -> Liquidity -> Profitability
Efficiency -> Liquidity -> Profitability
Earning Quality -> Liquidity -> Profitability
GDP -> Liquidity -> Profitability

Inflation -> Liquidity -> Profitability
Concentration -> Liquidity -> Profitability
CAR -> Liquidity -> Z Score

Asset Quality -> Liquidity -> Z Score

Efficiency -> Liquidity -> Z Score \)

Earning Quality -> Liquidity -> Z Score

Inflation -> Liquidity -> Z Score % \T /(\ 0.033
N

GDP -> Liquidity -> Z Score

Concentration -> Liquidity -> Z Scor. ~ q (f? 1.027

Table 6. 11: tion tist sults (Islamic banks)
N

Y .<)
Path Mediation Effect Islami S , [ 0 .
3. Bootstrapping

CAR -> Liquidity -> Pr@ity 0.416
Assets Quality -> Liguidity % 0.511
Efficiency -> Liqui % 0.491
Earnings -> Liquidit 0.102
Inflation -> Liguidit 0.004
GDP -> Li 0.422
Concent% i 0.303
CAR ->'Liquidity -> Z Score NV 1.575
As ity -> Liquidity -> Z Scbc%') 1.011
i -> Liquidity -> Z Score 1.165

s -> Liquidity -> Z Score 0.257

ion -> Liquidity -> Z Score 0.01
P -> Liquidity -> Z Score 1.736*
oncentration -> Liquidity -> Z Score 1.851*
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Therefore, based on the structural model for pooled study summarized in table
6.6 and 6.7, the bank specific factor that are presumed to be mediated by@s
liquidity in the z score (insolvency risks) model (i.e., Capital Adequac (‘acan be
described as "competitive mediation.” Take for example, Hi: the the banks’
capital (X), the higher the bank's solevency, i.e., z score (Y). T (X?thls simple

cause-effect relationship is shown in Figure 6.2. Higher ba ksz are a signpost of

security for depositors as it acts as a buffer which indi n ceu\t?tatlon for
the banks in honoring their obligations and payingshigher returns omytheif” ({Wsits

amount. This is if the banks used the excess f 0 finans.e e ofita@projects

leading to the generation of more returns and iarove i M erall Saq\ks" solvency.

This relationship was estimated by exclu@
the relationship between the CAR and ins isks

indicate significant positive relatl c 00%3 : ;&)@. 1 asintable 6.6) show
a good reason to believe that, caplt C asediﬂe bank's solvency increased

which will distance thefanm bar,«up?
. Zscore ‘,.

in"figure 6.2 (i.e.,

\ ;
% |gur%i8@) cause-effect model

qumdn'\

N

b % -

\ x) j » Z score '.

Figure 6. 3: Mediating Model
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/" Liquidity \z

N sz CEEAS Y &

4
Figure 6. 4: Complex Cause I ‘\d
@

Hence, H2 suggests that banks with more ca are stropg in facing L) cial

distress because by having high liquidity to support er flna‘am g, which wt-ranslated
Y

[ indu e banks to

to higher solvency for the banks. H3 sugg&th} ig

insolvency (i.e hypothesis F16). The fi d%ggests
to use higher capital because of th%}o%f 30&9( But this will have a
negative impacts on the banks pro ifity and solve qcy (@ in line with risk return
tradeoff concept). When the t ot e%ith a.)iﬁ'('j Hs (path b) are combined

N
(a*b) in one model, thefcomplicated cause-effeqt @nship will appear as an indirect

effect (Figure 6.4).%: bi h{ 1 f; is needed to establish a complete
bl

mediation model eb6 cc ngly@ank liquidity mediates the relationship

between the C@i irlolﬁen r}p&s ((-%s:ore). The full explanation for this example

can be @U froip V}G . T@stimation of path “a” between CAR and bank

ban ave the incentive

blef6.

A e T

|IQUIdI5 is"a significant posﬂec)q, elationship: a= 0.08, t=6.842, p<0.01. Path “b”

b M liquidity and insolvency risks (z score) showed a significant negative
tionship: b= -0. 042, t= 5.74, p<0.05. The overall model for indirect effect ab and

rect effect c has a different sign (the three path coefficients a x b x c is significant and
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multiplying the three coefficients results in a negative value). Thus, this mediation

model is categorized as competitive mediation. \z
Previous studies (Hair et al., 2013; Mackinnon, 2000; Shrout &Solga 2002;

Zhao et al., 2010) argue that variance accounted for (VAF) value wi ome larger

than one or even become negative for competitive mediation. ®he size of the effect
(VAF) for the above discussion is consistent with the argument egative value (i.e.,
VAF -0.20 @ -20%). Based on Hair et al. (2013). This é uswually the,exception
to the VAF-based assessment of mediation effects.

For Islamic banks sample, excluding the tor varlabl (bank I|q )from

the model, all the direct relationship with pr&tablllt \rm tsi rQeant except

efficiency. While the direct effect path “c@‘ﬁc

dependent variables except for concentra

effect of the mediator (i.e., pa%?) s*g

Concentration and GDP. On th\ hand p

risks (z score) is significant onverse , liqui |t@ofltablllty shows insignificant
e fln&

relationship. The abov: gs sb\ ﬁzﬁqgtors have a strong mediation effect

in the Islamic ba& le @solv@rlsks (z score) as a dependent variable
i.e., Capital ﬁ}y AR), }clen(agﬁ'n (Con), and Gross Domestics Products

(GDP) \(J
’ <
ore base on the st?ﬁﬁtural model for Islamic banks study in table 6.6,

th r| esthatare presume(hb be mediated by the bank liquidity in the z score model

st paths tsing z score as
3 'I;ibQG.G and 6.7). The
|th$ﬂd|ty only for CAR,

M le., liquidity and insolvency

%oncentratlon risk and GDP) can be described as "complementary mediation."

le, for example, Ha: the increase in the banking concentration (X) increase the bank’s

insolvency risks (Y). The logic of this simple cause-effect relationship can be explain
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as concentrated banking sector is a signpost for the banks to reduced financing to only
selected customers. This might be due to the huge NPLs incurred and banks@;d
to take more risk which might cause the collapse, leading to the genération’of low

returns (negative). There is good reason to expect a positive relat as higher
concentration risk increased the banks insolvency risks. This mig@emti the default

i Wn GDP - liquidity

C)'sh highyeconomic

by a concentrated sector. On the other hand, on the relation

— z score on Islamic banks samples, the direct effect (i

growth increase the banks solvency. This might be due to high incom tHe K&Tples

pays their loans to banks on time. For path “a” relatlo‘gs p twee%_ P and

liquidity), the significant negative relatlonshl ean
increased the banks liquidity. This might @6 th
their money in the banks account rathtmto imegti

directly. However, as path “c” f t el on e 1ty and insolvency risks

I e omgmlc growth

e by@Ee eoples to save

ir &% in capital market

(z score) is negative, it mean e g an exeess qU|d owers the banks solvency.

This might be due to thtban keepm high I' f@vlthout using them to generate

more returns. Thus, it negatively ffec r t\ﬁjpcy Multiplying path axbxc results
in a significant p \L’:\tl Shlp his is ed as complementary relationship and
O
itisin line WI pt uildin "
F| r IsIa ic , t udy finds that CAR — liquidity — insolvency
.'

as anY'ndlrect -only mediation.” The term “indirect-only

risks (:S is con51d red
mediat]

tion” defines a 51tuat10n\Where the indirect path ab is significant, but the direct

is not significant (Baron & Kenny, 1986; lacobucci & Duhachek, 2003;

OCkinnon etal., 1995; Zhao et al., 2010). In this case, Baron & Kenny (1986) and Hair

et al. (2013) argued that this situation represents full mediation: the bank’s liquidity is
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fully mediating the effect of CAR on banks insolvency risks (z score). The direct effect
path ¢ shows an insignificant relationship (c =-0.080, t=0.521), path “a Y-
positively significant relationship (a=-0.657, t=2.738, p<0.01), path ‘hows a
negatively significant relationship (b=-0.237, t=2.329, p<0.05). Th , the banks
are drawn into high liquidity whenever the capital adequacy rati gew d. Ifa bank’s

position is not stable and profitable, there is a possibility at?&sed liquidity may

decrease the bank's solvency (z score). When the capitalgis hi ‘1 banks have a

high capital adequacy ratio and are expected to havesa highliquidity : vﬂhl\wlll

lead to lower profitability,because of excess idle ity. For example, t @z aysian

}ISQ eano 8%, up to

ced gassets a high

en _tha bank has enough

percentage range for the capital adequacy of Islamic
12% (see descriptive statistics). How: v@g b

NPLs ratio might lead to an mcreased ini Ive ri

Y]

capital and high liquidity. 0 Q}&
Hence for the relat1 f “co tion- A‘tﬁndlty- insolvency risks (z
score)” Ha suggests that. Islamic anks’wnh i hero' entration are strong in facing

financial distress because of having lov |ch limits their investment in risky

projects that Wll|&\lr r&fltab ty, H gests that the banks with high liquidity

N
and did not usgd it sly to n}ﬂcety&'{ quality assets and earn a moderate profits,
will Ieadt sein i

hen the two hypotheses H. (path a) and Hs
4

(path 2 mblned (@*b) fr: one‘iﬁodel the mediating-effect relationship will appear
|n

as

%mn model. Hence (the bank liquidity mediates the relationship between the

chentratlon and bank insolvency risks). The full explanation for this example can be

expressed from Table 6.6. The estimation path “a” between concentration and bank

ect effect. The corr?hnatlon of Hi to Hz is needed to establish a complete
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liquidity is a significant negative relationship: a= -0.279, t=2.218, p<0.05. In addition,
the path “b” between bank liquidity and insolvency risks aslo shows a QQQ ant
negative relationship: b=-0.237, t= 2.329, p<0.05 while path “c” between‘goncentration

and insolvency risks shows a significant positive relationship: , 1=2.621,

p<0.01. The overall model for indirect effect “ab” and direct e has the same
sign (i.e. the three path coefficients a x b x c is significant aWtiplying the three
coefficients results in a positive value). This mediatieas model yis' categorized as
complementary mediation. Previous studies (Hair et ak, 20137 Mackinnen, Odb;é{ﬂ'out
c,)
& Bolger, 2002; Zhao et al., 2010) argue that th F value will b ome,%}ger than
} 4
one or even become negative for complement¥ medi \Ibﬂ\ e sise@)the effect

(VAF) for the above discussion is consist the DL of aggs tive value (i.e.,

VAF 0.20 @ 20%). \ _\O
The practical implication ( ed Rt I ba,-ge with high CAR tend to

7]
be strong and would increaseﬁ{ iquidity~Ho ever,Whout many projects to be

N
financed, in turn, Ieis t nsolve+y ri ‘ bS.& banks. Accounting for the

mediation effect of bank li idi% ify the “grue” relationship between the bank's

@)

capital and insol@k. @ionsh@ systematically affected by the level
N
of bank quui%\‘ui:z insturn ?4 ba'_éepflained by the bank’s capital. Furthermore,

banks tenQﬁve high liquid its, efficiency ratio and earning quality are
4
impro W thus, ge rate“hi hef profits. However, when the liquidity level is above
C.-)

thwa e of 100%, profitahﬁty starts to diminish. This is obvious based on the

%\ion (robustness check) done by the researcher. The simulation shows that the

Q\ks in Malaysia has 2 options: Either 1. To increase the liquidity ratios in line with
liquidity risk concept (i.e. 108% and above). Both the bank’s profitability and insolvency
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risks (z score) will be negatively effected. However, the banks can be able to withstand
the liquidity shocks. Or 2.) the banks may choose to have a low liquidity iﬂg/;h
liquidity buffer concept (i.e. 15% and below) and both the profitability d(ﬁalvency
risks (z score) will have a positive impact. On the otherhand, if there i iquidity dry
up in the market (i.e. as in during the 2008 GFC) the banks mayle negatively affected
and it may lead to another financial crisis. But, if there isn sumuidity dry up, the
banks can be able to survive an excessive loss as b@ Wbility are

. ®
positive. I L}VC
To conclude, the main implications for thi dy is th‘gt, the bank: “hooses to

t an survive a financial

raties their profitability

have a high liquidity ratios, their profitability will'lge low
crisis like that of 2008, If the banks choos@la !
and z score will be high, but a shock like that of Z{in

collapse.This might have happe %at&%. ig@k's liquidity level as
q Q—
sion of

explained earlier in the dis«\ research’ que 2. This means that the

N
positive sign for direc ﬁ&W\R and ins len@ks for pooled study) provides
th i

Q

ial EQ may lead banks to

a clue that there are eflect this relationships: (i) the

relationship With@@ge@iable , (1) the possibility that the increased in
A
the bank’s caeta’!&;ta ed the ay_'(s m%n’ bankruptcy and became more profitable
(Cliff & ine, Ilz\&{ al., 1998; Davis, 1985; Mackinnon, 2000;
Mcfa& ; Shrout Bo‘rger,\/EUOZ; Tzelgov & Henik, 1991; Zhao et al., 2010).
C.j
TWU \ﬂ!rther into alternative factors that can influence the
%profitability and insolvency risks (i.e., board governance structure, size etc.).
0 As for the Islamic banks, the practical implication is that banks with a lower

concentration of assets tend to be strong and appear to have an excess liquidity. An

e studies can look
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excess liqudity leads to the decrease in the solvency. Likewise, for GDP, the decrease
in the overall GDP of the economy tends to increase the bank's quuidN&a the
deteriorating of the economy leads the consumer to save their funtm bank's
account rather than investing it directly. As the liquidity increased th tends to be
more careful in their financing activities which distanced themm ankruptcy and
decreased their overall solvency. Accounting for the medi iorw&t of bank liquidity

results in the “true” relationship between concentrati idity- s':ore, nd GDP-

liquidity-z score.. This relationship is systematically,affected by the n‘ 's'lig\ﬁ(dity,
o)
which in turn can be explained by either bank m&aﬁonfor DP'as the_case may
N

N t mightibe associated

solvqx: . For example,

be. There are other, potentially more significant direct

with bank concentration and GDP that @i t

banks tend to have higher asset quality%n their liqui

leads the banks to be more careE ianeia %’g act@g’u&es which leads to low
S'the

“« Q-
solvency (z score). In additioh* bankS+earning qﬁﬁ&y improved, their liquidity
N

position decreased resu 'nvi sol\}ncy. ‘ §
Furthermore, when_the b kir cte'ré)jgpomes more efficient and records

qualitative earnings,the over I'profi ility Increase paving the way for the general

N
improvemente& infthe eco 00]!/ ver, when the liquidity level is above an
average of@vprofit ility'starts tgdiminish. This is obvious during the 2008 Global
4
Finan m

iSis (GFC). Afté‘r th\e/‘GFC, the Islamic bank's solvency fluctuated, and

pﬁ@n improves, and it

=]

ovﬂa ks' profitability sta%?to decline. This might have happened because of the

§quuidity beyond the Basel 111 recommendation.

In sum, the bank's liquidity plays a vital role as a mediator variable for

Malaysian banks. The bank specific factors and macroeconomic factors that are strongly
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mediated by liquidity in Malaysia are CAR for pooled study and concentration, CAR

and GDP for Islamic banks. These variables’ effects are a type of “cor@zary
m

mediation” except CAR for Islamic banks that is expressed as “indirect-O&

and for pool study and is expressed as competitive mediation. Y__

6.5 Summary of the Chapter

iation”

This study used Partial Least Squares, which is ';ce- ased Structural
Equation Modelling (PLS-SEM) technique to empiricall the/rela ip between

factors that determines liquidity and factors that d Ine profitabil nMgL&?slafor

the period between 2000 to 2016. The key foc is stnq& amin%'e impact
Y.

ank's lofitability and

&
liquidity on these factors

of bank specific factors and macroeconomic jfacto
insolvency risk together with the meM)ffect of b

simultaneously. The results of boot&avw icate t\BaMk
0
@ d

ind
role on few variables in Ma 00 an s‘!am@ank's studies but not in

R\

a thgor pooled study, only Car -

@ity plays a mediating

conventional bank's study. \sul! indi

insolvency risk is medw he ba‘g s'li

Concentration angé%h \insolv risk is mediated by the liquidity.
These fiﬂ@s ave i

liquidity st uraecis' ns: rformance perspective, it is critical to obtain a

bank’s &uidt gture has been suggested by a balanced portfolio and

riskh& trade-off concepts{‘bﬁ’s study provides an idea about how different bank

Ldl'tz/:/a'r the Islamic bank's study, CAR,

impl@ﬁ%ns for designing a model for the bank's

sp\? factors and macroeconomic factors have been affected by the way banks
q age their long term and short-term liquidity to obtain higher bank solvency which
ill be translated to high profitability. The study finds that the average Malaysian banks

use liquidity as a control mechanism to minimize their insolvency risk, as stated by risk-
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return trade-off concept. The study finds that most of bank specific factors and
macroeconomic factors do not directly affect the bank's solvency and profita@e
results of the study have important implications for banks managementydecisions. In
this regards, the liquidity structure decision tends to be affected the bank’s
capital for pooled study while for Islamic banks, CAR, concentration and GDP are the

Y

have ahigh capital ratio,

factors that have the impacts on the liquidity structure deci

To be specific, this study suggests that banks

high asset quality, and decreased concentration.

ides, the Bankseshoull passess
[ &

optimum liquidity that will enhance their solven profi'?bi ity. This ig%%nsistent

dity-c

with most of the predicted bank’s profitability gd li cep \'(-\e’ balanced

portfolio concept and risk-return trade- \'ept. : thch ntradicts some

previous studies such as Vodova (ZOlm find% eiEQbetween CAR and
A

liquidity for pooled study and t three Ha%if ¢ faCters and macroeconomic
“« Q-

R) S mic@‘k.

>

factors (i.e., concentration, GI& *

In addition, for IaWks, if the n'er@n increase, the bank's liquidity
isks'1s

will be low, but the bank's | olve% ﬁ'tg-’./qpecause the banks are more careful

in their financing@es e‘haps ue to@ negative outcome of the 2008 global

N
financial crisi(. ﬁb&é cansisten Pﬂ t ral hazard of too big to fail concept. Also,
the study ij recommends aﬁﬂl@ finance more projects when the economy’s
4
P inc dfg

GD as this ¢ tance them from bankruptcy by increasing the overall

%
>

prw y. In this respect, it IS consistent with the Yu and Gan, (2010) study which
%hat at the time of prospects of the economy, banks would prefer to increase their

ancings. This will increase their solvency which will have positive impacts on the

e —

overall profitability.
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An optimum liquidity level is vital to avoid diminishing bank's value as when

the average liquidity level is above approximately 100%, the profitabilitysstarts to

diminish. This is probably because of a decrease in bank financing :ctiva es and

keeping idle funds. The results of the negative indirect effect (path: “@2x “b”) between
CAR —> liquidity —> insolvency risks for pooled study r&ns, at the banks
insolvency risks could increase because of the higher capital. Tmecuase anincrease
in the liquidity is caused by the increase in capital and.si

c ita\%r?flculation
of LCR and NSFR at 100%, consequently, decreaseyin the ‘banks finapc ng'a(?vmies
C

| &
AR and ‘%olvency
012) nthang etal.

will reduce the overall profitability. The positive t effect fo

risks for pooled banks study support the nature o%guye

(2012). The negative relationship of con@?ﬂg
Ramadan et. Al. (2011) and Nguyen mm :i@

the banks. This study also finds that,th ff%

>
—

cy risks; is in line with
'es._QQhould be noted by
I .
n |Q§)&|vency risks for Islamic
7] Q—

banks is fully mediated thro@K k liquidi anlg‘éblould expect to have high

N
liquidity during times Oﬁimal a%qua ‘atks.bﬁ'there might be an increased in

insolvency risks if the banks'did not g%&;redit assessment in their financing

portfolio, thus de@the'rtvera solve@

N

IdenticaM off the m iﬁﬁo ect is essential for the development of

conceptsiﬁ%ﬂeeint ways. Firs \S‘E’conceptof capital-liquidity can be formulated
’ S

asac w

odel (ris bsG‘rpti\o/R'concept). The vast array of empirical studies on
C.-)
Iiw sk are aimed at promng support for a liquidity concept (i.e., risk absorption

t, balanced portfolio concept, risk returns tradeoff concept and the moral hazard

Otoo big to fail concept). The amount of evidence is large, and the researchers often

provide a conclusion based on the relationships estimates. It can be emphasized that a
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relationships between two variables does not necessarily mean causation (one causes

the other) (Opgen-Rhein & Strimmer, 2007; Rimer, 1998). One cannot drawﬂks nd

effect conclusions based on relationship. The most acceptable concept ‘ef liquidity is

related to three events: how bank specific factors and macroeconomic, factors affect

liquidity level, and in turn, how they affect the bank's profitabilit@jvency risks.
€

This study moved from a simple question (such as

0 variable predict

the Y variable?”) to slightly more complex one (such a

of a third variable that might influence the relat

T “A}]Wauses Y)-

This study gives a clear understanding of “how” or “@hy” X causes Y efi @Sion
1S

ip of rlabI%‘ .e., the

predictor (X) and the outcome variable (Y). Seco%ly, th \I!'eQL athi raz\el'y expected

and clarified. The assertion of unexplaine@ paths

of one or more omitted mediators. It is%non rin dent conceptual variables

to affect the dependent variables Euatwg Qﬁ) meg],gISors (Zhao et al., 2010).
“« Q-

In that case, the positive (negﬁ% ign in thig study ofithe direct effect that emerged
NS .

in “complementary m iaman ovi uidelines for concept building. The

positive (negative) sign of the dir ctél an ipt}qyide a clue in the future study for a

second mediatior@is kuck etal. @1) and Zhao et al. (2010) suggest that

N
two or more @%@di ors mi tjéfl e direct effect with different signs. Third,
the introd%wf factor analysis i S-SEM provides a silver lining in liquidity
4
conce <b&lse it can Ipﬁ) d\e/'f%ﬁt the overall model structure in the relationships
C.-)

bew ariables (ii) identifhhe underlying relationships pattern (indicators) shared

n evidence of the effects

variables in order to test the conceptual models, i.e., how liquidity is there?, is it

Qﬂt term or only long term?, and (iii) eliminate or identify items for improvement,

such as redundant variables or irrelevant variables.
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Several international studies assume that the effects of the factors that determine
liquidity and profitability are not equal across the banks. This study provideﬁﬂi nce
that this assumption is unfounded. Using PLS Multi-Group Analysi m), the
finding of the study shows that the researcher failed to reject the null esis that all

path coefficient estimates for Islamic and conventional banks equal. This study

£

acknowledged that there are no bank specific factors and, mact@economic factors on

differ iwf the sign,

al banks ’is Et@'has
c)

provided a valuable contribution by testing the eq of coe;fi ent ﬁect;%fom each

M ust nzhérs to the

natignal” liquidity risk

¢!

liquidity, profitability and insolvency risks (z score) th

magnitude and significance level for Islamic and canventi

bank’s path coefficient estimates. The resultqives
contradictory results presented by var% die

assumptions. This researcher had assumee th bani

liquidity are equal. However, des (Qs flﬂd%be tud&}made a separate analysis
“« Q-

on each banking sector (i.e. ISI% d conventiopal bani@Jn order to know the overall

S

N

effects on the banking sector’
For robustness checD, theKse'a ofeates two constructs for bank specific as

well as macroeco&mri ks. Bank spe 1'% construct comprised all bank specific

N
factors, Whileemco mic ¢ ?rhcngn%isted all macroeconomic variables. Then
for mediat%m analysis, the
4
a

--- Prafitability/Z Sco nﬁ Z,LJYTacroeconomic factors---liquidity—Profitability/Z

ecilccgactors’ effects on

|

se r joined, 1) bank specific factors -- - liquidity

Sc% is is in order to see}cv?lether the study can generalize that liquidity plays a

cant mediating role or not for bank-specific and macroeconomic factors. The

Odings show, for pooled study as shown in table 1 of appendix C; liquidity plays a

significant mediating role for bank specific factors only and the type of mediation is
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competitive mediation same with the detail’s findings in the study. Since the coefficient

IS negative, the results indicate that, the improvements in the bank speciﬁ\onrs

reduced the banks liquidity (possibly through well managed liquidityymanagement
processes). On the other hand, low liquidity leads to the improve the bank’s
solvency (this may be due to the banks well managed liquidity sought to improve

We any impacts on

ing the period under study.

Contrary, for Islamic banks sample as shown in tableg of appendix C, li ‘Idﬁy{ sa
(.0

significant mediating role for macroeconomic fa only ang the type of an‘éiation IS

complementary same with the detail’s findings{in th MAS t ev}éfﬁcient is

the earnings stability). However, macroeconomic factors di

the liquidity and solvency of the banks for pooled samp.

positive, the results mean, as the overall@s ic nth alwl improves, the

Islamic banks liquidity increase (this mightrpaossibly ? e t&t higher disposable
in th

incomes of the household whic ey)seg %' e)b%nks). Higher liquidity
“« Q-
improves the Islamic banks s&e& (this rmi e dﬂ% the facts that, the overall
. NI
economic growth reduces Wns default t' er proving the solvency of the
bove}

banks). Overall, the a sults_indi tlﬁ{,ﬁ}bis study can only generalize with

respect to bank s@ri Its in oIed@/ only. On the other hand, for Islamic
N
banks, the res@%n onlysgene }iﬁe vd&-fespect to macroeconomic factors only. As

shown in @ﬂf appendix/C, no @'/alization can be made for conventional banks

e other hand, ﬂ:e @stness tests for pre and post crisis periods shows

(Do,

sampl
|IW id not play any significant roles on both bank specific and macroeconomic

%. Thus, no generalizations on both bank specific as well macroeconomic factors

Oﬂ be made in the study.
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The research has limitations that should be considered. First, this study does not

consider other factors that may affect liquidity and bank profitability such a& ate
governance and bank size. Second, the study only considers testin Ilqaiity as
mediation without considering other variables such as the ownership; n moderate

¥

this relationship. Finally, the study uses only Malaysian banks asssamples, so different

&

results may be obtained when the model is tested in other ¢ ntwl?different countries

have different regulations with regards to the financial ; oIIQ?dy in this
area can strengthen and replicate this model in different ‘countries 'mb@)@'the
generalization of findings, which may be fruitful uture re}eJ \z:\
N N
ET
)
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