CHAPTER EIGHT :CONCLUSION

8.1 Introduction :c' ,

The results presented in this thesis provide evidence from ?gian Islamic
and conventional banks, both of which operated in the same jurisdictigns, thus having

the same financial orientation and institutional envir, nm%s in their liquidity

management regulations, policies and structure. This ishint odu@fannovative

method of Partial Least Squares, which is a $-based Stru r‘al ‘a\wfion

Modeling (PLS-SEM) method to examine the sim eous iipp t of'the Ii@inty and

NV
its factors and banks profitability and insolvezy ris core) fof7tslamic and

conventional banks before and after th c@’iod. ‘1 c
SEM has been explained in chapt &er S a Iing\o how the research
methodology is performed. The i %iomoﬂ%iS@ this study provides a

‘é n heI\pﬁ‘@) detect the overall model

N
1) idéntify the underlying relationships

eptuakst ucture of PLS-

silver lining in banks liquidit becauses

structure in the relationtips Rw en v#iabl X

pattern (indicators) shared by the Ha m‘Bé}pto test the concpetual models, and

e

(iii) eliminate orﬁk}tlﬁ/ ite@impn@ent, such as redundant or irrelevant
N

variables. (\: / ¢ " C—)(J

Qe &
8% clusion; icY. Conventional Banks Study

NV
A the pooled study e relationship between X on Y, no any signifianct

rel

0 itability. However, the research finds the positive direct effect of CAR and GDP

variables on insolvency risks (z score) only. This is consistent with the studies by Ghosh

hips was found between bank specific factors and macroeconomic factors on

(2015) and Kohler (2015). This finding means an increase in capital and GDP distanced
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the banks from insolvency risks. On the otherhand, a negative direct effect is found for
earning quality with insolvency risks (z score) which is consistent with previousv!s
by Said et. al. (2008). Concentration and inflation has a negative relatﬁp\sywith
insolvency risks (z score) and is consistent with the studies by Rama l. (2011)

and Horvath et al. (2014) respectively. As for X on M relationship, only CAR is found

to have a significant positive relationship with liquidity. Meme, the M on Y
relationship shows only liquidity has a significant negative i ship'with insolvency
risks (z score). The main implication of these findings

section. [ _\c}
For Islamic banks for the relationship of (ROlf, ficie@-gis found

to have a significant negative relationshiptwith rofiﬁbill and is@:{;ne with ES
concept and this research hypothesis. ever, insignificantrelati thp was found for
all other bank specific factors and conomi \CK% i b(}rofitability model. On

N
the other hand, only concentrati ativa and GLP @?lve) are found to have a
significant effects in the %‘noj. s for the%
(positive), concentratin% ive) and GD (nég ive) are the only factors that have a

tionship of X on M, CAR

s ) 4

significant effects N,j%idity.| \Mhlle, Vgn/Y relationship shows only liquidity
% e i

has a signific iv ip \@“insolvency risks (z score). The main

bé'e@ ned later in this section.

¢
implication ese finding
NN
% entioh X 01& relationship, CAR and assets quality are found

to hﬂ‘Anegative significant@ét on profitability model consistent with the studies

bysDiétrich & Wanzenried, (2011) and Igbal, (2012), but contrary to this research

@ thesis and balanced portfolio concept. For z score model, only concentration, GDP
nd

inflation are found to have a positive relationship. As for X on M, CAR is found to

have a positive relationship with liquidity while concentration and GDP has a negative
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and significant relationship with liquidity. However, no significant relationship was
found on X on M relationships for both profitability and z score model. T

The study provides an evidence that Malaysian banks use quuidit@ntrol
mechanism to maximize solvency in line with the risk-returns tr concept.
Nevertheless, the findings in this research contradict the results foer?mks in other
developed countries (Berger & Bouwman, 2008; Bologna, 2011;%and Mohammad,
2013). This study found that CAR do not only directl '?;n

insolvency risks in Malaysia (pooled study), but also iate rwidity and
@

n though some Iati@show

lly affect banks

show a negative relationship (competitive mediation

y ¢
anksf o few@v%fors were

found to be mediated by bank's liquidity, iw centration, @%.DP for only

Islamic banks study in both profitabili@ he f@ﬁ’s being mediated

are examples of “complementary@ﬁation” gf Q{}?—quuidity-z score for
f S

pooled study and CAR-Liquidit§f*Z score_for Isfarfic @ks which are considered

“Competitive” and “indirevu m’ Iati esp@ely. As for the pooled study;
l Q
the bank management% expec} o h e‘-hg/l quidity if the CAR is high, but

without good asse M (ieli

a significant effect for both Islamic and conv:

&

omp ’ata‘;'yg_m\dlatlon of the concentration and GDP

A
N \/Y- . .
research findings gﬂ(@a clear understanding that those factors are important

@ank’s management decisions in enhancing the bank's profitability and solvency.

a robustness check, the study finds that there is a point where profitability could

Islamic banks Mz
through Ilw eansvr?h bank\Qolvency will increased by high concentration

and G ’

diminish when the average liquidity (LCR and NSFR) is above 100%. However, if the

liquidity is below 15% it could also lead to a banking crisis due to the liquidity dry up.
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The study suggests that this may be the possible effect during the 2008 GFC. The banks
that have excessive liquidity may face a high insolvency risk due excess Imwannﬁ
negatively effects the profitability. (’}

By splitting the data set (i.e. Islamic and conventional banks)‘ktudy also
provides evidence that some of the impact of bank specific factors andynacroeconomic
factors differs in terms of the sign, magnitude and significance_level'anly in insolvency
risks (s score) model. The factors that determine the ban Ye.ncr risks (z score)
that are significantly different between Islamic and, con ntnks are
ination of_the [ia}i&h‘z;ved
solvency-i (z sc\o)xi is much
\iquidl@g;ts a greater
ank@h in conventional

y@tic bank's liquidity on

concentration, GDP, inflation and liquidity. A close

that the effect of concentration, GDP and inflati
higher in conventional banks than in Islami
(negative) influence on insolvency ris ) for Islami
banks. The result of the significant @ﬂve relati

N
insolvency risks (z score) cont regl'JIts reéported tq(?nost banks in developed
countries studies i.e., Leei_. . In , this is not the case for
conventional banks b de fr a |‘£1§ gn@'cant effect, conventional banks

findings is in line w, N&%

that has adequ I|q |ty,

stu@nkruptcy is not a problem for banks
i mpl@cﬁﬁat the more cash and liquid assets the
banks have e ris the ill 6e @J rupt as a result of the lack of funds. This is
because f thesignifiCant gatlvev&tlonshlp between liquidity and insolvency risks
(z s or Islamlc banks tPK(%:"conswtent with concepts (i.e., Lee & Chih, 2013).
% e disparities of coefficient, sign and significance level of liquidity on banks z
Q between Islamic and conventional banks influence the different effects of liquidity
n banks insolvency risks. That is, a higher bank’s liquidity position leads to a lower

insolvency risks (z score) for Islamic banks but not for conventional banks.
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The study also discovers that the relationship of CAR and asset quality on banks
profitability also differs between the Islamic and conventional banks. The rew
probably the result of the significant effect through the interaction of the%\rs on
banks z score. But do not apply in the relationship with profitability W&shows an
insignificant effects through the interaction of concentration, GDP, liquidity on

insolvency risks (z score). Moreover, inflation differs between Islamié@and conventional
|Zy ratio compared to

banks in the way that Islamic banks tend to choose a lo
conventional banks. The evidence is obvious because consist re of the

g
result Bf hi |iﬁu@|eads

descriptive statistics for conventional banks shows th
cy. ratio ore)\'ﬁﬁs can be

ip be\wee iquidi@ga z score for

pooled and Islamic banks studies, whiwaignifican ion is found between

liquidity and profitability. Howev%th Isla@\n?c @ional banks show a

N
negative effect of concentratio DP &1 liquidity. @ the study suggests that

to an increase in profitability and a decrease i

compared with the result of the negative r

D

ease\their sﬁéentration level and align their

Islamic and conventional ba@uldl
policies to improve th%‘ ity. The stu 3:' (‘Jbsebes that when bank management

'3

&
keeps its quuidit&&%t an a'p iate |e\$aming GDP improvement, the bank's
profitability increased &
\ : ) O
C—? 2 9
8.3 usion: Before'an er Crisis Period Study

hapter 7 extends ewden@(f.rom the previous study about the mediation effect

0 bank's liquidity effect\on profitability and insolvency risks (z score) in the

Ing sector. The research finds different relationship between the bank’s liquidity

Q}I profitability and insolvency risks (z score) before and after the 2008 world financial

crisis periods.
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For the relationship between X on Y of Islamic banks before and after the crisis
of profitability model, only Inflation and efficiency are found to have a n?ﬂve
significant relationship after the crisis period. However, no any signlflcan@lship
was detected before the crisis. As for Z score model, concentration |sﬂ't;@to have a

significant positive affects in both periods (i.e. before and after tRcrlsis period).

However, efficiency is found to have a significant positive rglMip with z score

as found for all other

itabil tlevency (z
@

Yw
n, for Isl iclb@ after
nc% re o@;(ed rates,

d\\thel rofit rather than

floating rates which they could rescheN& financin e t(@ ise in inflations.

Conversely, an increase in banks tra i0 Yth S Tbency both before and
\

after the crisis. However, afteu%ns, a ecr esin <to anks expenses does not
\( ncyyThe i

translate to an increase in banks T ications is that, having high
market power is a s% the banks el itive view from the investors
persperctive in line WCP c \\th S |tg.l;o high solvency both before and after

the crisis peri

after the crisis only. Apart from this, an insignificant relatio

variables both before and after the crisis period in both

score) models. The main implication of these findin

<8}

the crisis is that, for inflations, it means, the b

thus, any rise in the inflation can negati

E‘ej\ﬁ'o the excessive liquidity and banks
provisionin gﬁa@ease n nse's {J not translate to an increase in the banks
solvenc %h Platloﬁps before and after the crisis period, the findings
sho@ CAR (positive) h@l-gnlflcant positive imapact on liquidity both before

a% the crisis. On the other hand, concentration have a negative significant impacts
Q nks liquidity after the crisis only. The implications is that the higher the CAR, the
igher the banks liquidity both before and after the crisis period. This is due to the facts

that CAR entered the LCR and NSFR calculations 100%. A negative relationship of
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concentration on liquidity means investors are less likely to provide liquidity to the
concentrated banking sector. For the relationship of M on Y, only after the crisi
liquidity impacts negatively on insolvency risks (z score). This means ex s\idity
reduced the banks solvency which is in line with risks returns tradeoff t.

For the relationship between X on Y of conventional banks befgre and after the
crisis of profitability model only assets quality, concentration nMiency are found
to have a significant negative relationship on profitability a X:Sif period. No any
significant impact was found before the crisis. For ins cy ri kWE) model,

Yw
ificant posi e’re@ship

ve)@ on (negative) are
cy, sks.ﬁor reIatiq@S;of Xon M,
CAR is found to have a significant poswiaionship W ank@‘midity both before

and after the crisis period. On the ot?ﬁ%‘ud, concé_ﬂ ign i f@d to have a significant
% o

negative relationship on banks aftepthe crisis pe{g@- nly. Apart from this, an

only concentration and inflation are found to have

after the crisis. However, CAR (positive), GD

found to have a significant impacts on inso

insignificant relationship is }ﬁor a] er variabl th before and after the crisis
[ ne

period. For the M on ionship,
d &

liquidity and prof'@ aﬁ@ is fo\éd but not before the crisis. However,

before the crisiw atio 'lquiddB(édnd insolvency risks (z score) is found to

be significa gﬁ)we cogefficie is‘ne%&\?e.

NN
% on forF dif ?ﬂ reIu&?nships between these four periods could be the
pref to have more quui@nd less profitability by conventional banks after the

c \ to have high liquidity and low solvency (z score) by Islamic banks after the
% :

i:/(a rebﬁonship is found between banks

Q period. The study suggests that each period is characterized by sets of different
anks, where both Islamic and conventional banks after the crisis period behave more

in line with the concept of risk absorption. As shown by descriptive statistics, the bank's

209



liquidity before and after the crisis for conventional banks is higher (i.e., 114% and
118% respectively) than for the Islamic banks before and after the crisis periwm,
109% and 87% respectively). For a robustness checks, this study found t@ is at
some point that increasing liquidity level by conventional ban&uce their
profitability. Furthermore, the study discovers from the sample data‘that the average

ROAA and ROAE for conventional banks before and after th cMeriod are higher
than for the Islamic banks before and after the crisis period m frr Islamic banks
before the crisis is higher than for conventional banks Before the Wr‘iod. This
maybe because of assumptions by conventional bank high earni ahd @Yare
a result of the bank's efforts when employing it , ca ital h qugﬁity.
Another reason for different relationsbi\p} etvve?n these fou@;\:ds could be
due to the effect of the 2008 GFC.@recedente pid @%ts growth of the
conventional banks after the crisis%slamic \kswef
eforedhe’crisis and after the crisis

&/

riptive.statistics), shows that the crises

>

he negati ifnp%s between bank's liquidity and
’ 4 ¢ &
% the ﬁw period and the negative impacts for

e for(‘réfs(mic banks after the crisis period. The

@’e crisis period which
N
increased the liquidity betwee ionaf'bank

period but decrease z score Q;%Wn i]
might have a high i% t g

profitability for co tional br

Islamic banks' liqui an
: e
negative eff Q@ conventio tﬁn@ er crisis between liquidity and profitability
NN
and for % bankg’ cris*isihetween liquidity and Z Score shows that a high

quuﬂ&@zvel is not always @al because it lowers profitability for conventional

b \fter the crisis period, and it lowers solvency for Islamic banks after the crisis.
, holding a high liquidity level leads to the decreased in banks profitability and an
ventual increase in the insolvency risks (z score). This is important since it may send

the wrong signal and result in a loss of confidence by bank depositors and shareholders.
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The study finds that the bank's liquidity plays a mediating effect in only 3 cases
(i.e. 1 cases for Islamic banks and 2 cases for conventional banks) after the cr?ﬂut
not before the crisis period. The first mediations is for the relationship of c@aﬁon
— liquidity — z score for Islamic banks after the crisis. The positive im%g effect of
bank concentration and liquidity is consistent with the previous studygy Horvath, R.,

et al. (2016) while the significant positive direct effects of co ewn on insolvency

mglthe indirect and

Yw
as complementary mediation and it is in line with th cept buildi (l.e_.\égp and
risk returns tradeoff concepts). ' \Y

For the second mediation (convew an

risks (z score) is consistent with this research hypothesis.

liquidity fully mediate the relations etween CAR

liquidity — Profitability), in this typ@ediatio’n\,\s,ﬁgi @'b) effects produced a

ir

N
negative but significant effects dire%t effeptsis r@%nificam. This mediation
abs@on concept and risk returns

(€.
tradeoff concept). The % iation: onv; r}ibn@ank after the crisis period) shows

&

a significant positi indireiﬁ:\o cogutration-liquidity (i.e. path “a”) and

liquidity to profitability, (i.es ). gﬁfbﬁe otherhand, the direct effect shows a
¢ ! (.2

significant j ative relation i;f' b@v en concentration and banks liquidity.

is in line with the concep mﬁingl

NN
Multiplying indirect/a '?ct relationships (i.e. axbxc) produced a significant but

negﬁj&elaﬁonship. This tx@f mediation is what is referred to as competitive

ation and it is contrary to the concept building (i.e. SCP and risk return tradeoff

& ept) and it suggests the exisitence of suppressor effect for explaining the conceptual
a

mework. In sum, understanding of the mediating effects of liquidity provides clear

evidence concerning how and what bank specific factors and macroeconomic factors

211



affect profitability and insolvency risks via liquidity. This may guide depositors,
shareholders, government, bank practitioners and academicians to make appw
liquidity structure decisions and study that can enhance the bank’s pro ility and
solvency. The main implication of the study according to the findings isﬂ;@w increase
in CAR led to the high liquidity, but high liquidity led to the insolvengy risks because

banks accumulate access idle funds without using it to finance El’OfI le businesses.

8.4 Contribution and suggestions of the stu ‘\d
®

The main contribution for pooled study is , the ba;s?nbaintai)ﬁzﬁigh
: . A

capital are able to withstand the liquidity shock,

profitability and their solvency. The silver line zntrib \nsf thei@'is that, the

banks should find an acceptable way to in% rex
thg'{ solvency. However,

profitability to be significant and a &e time.im
é@- iy shove o
care must be taken by the banks n ssively depleted tl@r liquidity above certain

7]

SFR. ami(ﬁﬁks, CAR is the only factor
N

level (i.e. 102%) for both LC
that contributes to the bank'sMiquidity, Iwow er'e@iquidity negatively effects the
eo

banks solvency. On th rh “I coﬁ.vé;tration increased the Islamic banks

liquidity which n@ efk@ solve@ Lastly, decrease in GDP increased the

N
banks quuidi@ega vely gig thﬁi-b('éﬁlvency. For conventional banks, after the

O
crisis, C &!ﬂsesth banks qulghy, and increase in the liquidity negatively effects
et
S

the ba itability. | additiq@'igh concentration improve the banks liquidity and

: o
n le effects the banks profitability.

Both Islamic and conventional banks, needs special attention as it seems to have

Qn strongly affected by GFC. It is observed that there are some point that profitability

could diminish when the average liquidity level is above 102% due to the possible effect
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of the GFC and probably of inappropriate liquidity structure. The study provides

information that the management of Islamic and conventional banks and the Ma?m

government should focus more after the crisis period such as to the de\@nt of

modern, dynamic and relevant regulatory framework, compliance proc@%, increase
the assets growth with the best risk management practices, and cqosmg the best
projects. Apart from that, the government should simplify_the relevant laws and

procedures for capital, governance structure and statu xervle Requirements

(SRR). ‘\d

ipsolvency risks ‘z.fej\‘g)‘for

IS i% tbanggh'ave high

g Thi |eads§zt~he liquidity
negatively affects the solvency of the @1 the othe d, %tive relationship

between liquidity and bank profitaﬁ'ujin conv b njq\after the crisis period
N
e e

The negative coefficient between liquidity a
pooled study, Islamic banks, Islamic banks afte

liquidity, and are not using the excess w atel

g

means also they are also not r excess li ity opriately and it impacts

&

negatively on their profitab@e ] [ 'di& d the new rules for liquidity
introduced by Basel I% a

always wanted tkce the la
wanted their in\@ to

¢ ' Ct)
the overall Ing system tohe &ab@}, which results in the decrease of the banks

"k‘en@n the banks management (who
&
and

owth)% shareholders and depositors (who

uses confli

rcéﬁ/ other hand, the regulators (who wanted
NN

profitab% solv, insolvency risks caused by high liquidity might led the

banQreact quickly in c@gj dividend payments, payment of interest to the

\hrs and laying off employees. Therefore, in this case, it is also not possible to
Q mend an increase in the liquidity ratios by the banks within the pooled, Islamic
anks, Islamic and conventional banks after the crisis period.
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Malaysian government needs to enhance the newly recommended Basel 111 liquidity
ratios (i.e., LCR and NSFR) and recommends the banks to maintain at least an o

of 102% for both of the ratios (LCR and NSFR) after the 2008 financi iSIS” The
banks also should be encouraged the banks to use the liquidity judicio g, financing
profitable businesses. This is because the conventional banks afteWrisis period
show a negative effect on liquidity and profitability, also Islamic banks after the crisis

period show a negative relationship between bank liqui \‘ency. Thus, the

development and the enhancements of the new liquidit asure as ted above
‘X

may help banks to have adequate liquidity to nd financi smo@hile

encouraging the banks to finance more profi ssets wil. di anc@%m from

insolvency as a result of non-profitability. examplepthe bank's ma@ze:nent should
develop policies that will assess the itable project a pr <<rts assets-liability

risk management. Bé’) $}>\9 T 5\

In addition, the government (i. Negara Malaysia) feeds to monitor closely the

&
liquidity structures for %ndlt Ir ofit@ after the crisis period.
S

Implementation of th% recomme f‘t'o@ liquidity ratios by BNM and

improvement of a s&&-liabilif

&
emegay individual banks will be a viable

alternative to dw e ba tor i rvi&faysia. For example, the government can
¢
develop a t %Biden fying eﬁe@‘;ig that will be treated as stable (and provide
% NN
for th theﬂﬁas to be treated as short term non-stable. The

s

ma nt of Islamic and @Yentional banks should restructure their assets and
li ms to aid in recovering from the impact of recent financial crises by written off
he'bad debts and financing the new assets that have low default risks. This is because

e both Islamic and conventional banks have been impacted due to institutional

weakness including weak regulatory monitoring and implementation, moral hazard,
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regulatory deficiency, weak accounting procedure as well as inherent instability of the

overall banking sector. Y~

This study suggests that the banks need to keep their liquidity at an appr@blevel

when the economy grows, and interest rates are low in order t ove their
profitability. The appropriate liquidity structure gives the advantag f maximizing

profitability and minimizing the bank’s cost (inefficiency). se this, this study
beh

would suggest more effort be put into policies, banks’ fin V10r and proper

risk assessments to mitigate the problem of high liqui w he banks
overall profitability and led to insolvency risks. l _\0}
Tthis research performs a robustness check angsfi gs suﬁp e concept of risk

St

returns trade off. It shows that the banks in ay haﬁop S: En,é?slz~ Toincrease

the liquidity ratios in line with ImwdﬂW&cept (i.e.

bank’s profitability and solvency r score) \Pbe e

% a <ﬂ)ve) but both the

;(\Iy effective, however,

the banks can be able to withsl%hqu ty s %cf) the banks may choose

to have a low liquidity in i % |Iqjl $\ pt (i.e. 15% and below) and
both the profitability a% cy ra:l (zs e5 w@have a positive impact, however,
\ma et

if there is any ImWy up i‘w (éigm during the 2008 GFC) the banks
maybe negatlv affeeted i 'y Ieaeiﬂf another financial crisis. Conversely, if
b s can be able to survive an excessive loss as

i fre pos?’ve The study found the optimum liquidity ratio

to baqh d 102% because at @% banks liquidity to profitability is positive (though
i \cantly) but generally the banks can be able to operate base on the risk returns

@ off concept. It should be noted that, from 2015 BNM set Liquidity ratio (LCR) at
1

8%, but the SRR (statutory reserve ratio) as at February 2016 was decreased to 3.5%

from the previous 4%. The implication is that the banks have excessive liquid assets at
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their disbursal and the banks managers might choose to either invest in order to have
more profits (but vulnerable to financial crisis) or to hold it as a protection agaw

financial shock like that of 2008. 0}

8.5 Recommendation for the Future Research

Since this research could not test the possibility of omitti&t;tor variable

in examining competitive mediation, the study therefore, guggests further research to

explore those aspects in liquidity perspectives. Futur ch hoxll(!\m?y address
the following issues: : o\
| S
To further explore other possible hidden mediators (e‘g., overnance,structure,
Y,

>

insolvency risks measures, ownership structure eR; t e revealéd sign of the

e for({uture research in

direct effect. The result in this study@gsse .
xpected direct e
| : Sefae
effect can provide a clue to search re work for@ seco ediation.
“« Q-
Explore the mediationw sing th ershlgﬁ*t’ructure such as the foreign
N
and domestics banks othe ily and'publi b":mké' Is is because, in the literature,
this study assumes that ownershi Fﬁc m‘g ect the relationship of the liquidity
and profitability @n t igtion R I. The research suggests investigating
ownership str@ findar ael(ph%ﬁon for such a relationship.
a%ﬂies}n estigat htigqect effects on such relationships (i.e., Liquidity
25 2 4
VS. m ity, Liquidity vs. z-s@ in many countries, but they do not systematically
c &&r the simultaneous éusal relationships of bank specific factors and
<

roeconomic factors on liquidity, profitability and insolvency risks (z score). This
N

speculating about the meaning of une c.AT'he sign of the direct

dy suggests using more indicators for both bank specific factors and macroeconomic

factors of this study’ s model or re-examining the same model from this study in other
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markets. It would also be interesting to explore this mediation model for other countries,
especially in South East Asia, such as Singapore, Philippines and Thailand.ws

because these countries are in the same region and have a similar geographi JAlso

these countries faced the bubble burst of the GFC 2008-09 but pe varying

degrees. ? -

A comparison between developing and developed countries’is also strongly
tcy til

suggested. As far as the researcher’s concern, there is no at examines the

mediation effects of factors that determine liquidity the elw between

'Y
ntries Pased on th ﬁ}[hods
<\

liquidity and profitability in Malaysia or between th

that has been widely discussed by recent studie

ueetal. 2012 Hai@ﬁl., 2013:

Hair, Ringle, et al., 2012; Henseler, 2010; lagobu

i et-a‘., ) g
The researcher also suggests testi famor i
the measurement model in PLS-SE%order to\ﬁ% y@ dicators for each of
? # S

the liquidity factors. 4« Q-
s

(¢

217





