CHAPTER 5 Y-
CONCLUSIONS AND RECOMMENDATIO

51 Conclusion

This study is carried out to investigate the imp a bank's credit risk
management practice on the bank's performance. As explained this study
uses four variables to indicate the credit risk managément practi¢e of ank hich
are loan loss reserve ratio (LLR), loan loss provi tio (LLP); non-per on%mg loan
ratio (NPL) and net charge-off ratio (NCR). On nk' s~p§?ormance

is represented by the bank's stock price. Thi anks' geod credit risk

management practice may influence

supported by various studies from previo sea&hecﬁ
as explained in Chapter 3. The focu is stud I

credit risk practice, is aligned%sel Sommittée's r ("Prement to ensure bank's
sustainability. The banks' reml& ring finanei sho&‘?‘nay influence the investors'
confidence in the banks' pe

The findings from tE> stu d'atjéhe variables represented credit risk

management practi Mhe ba'1k |gn|f|c to influence the bank’s performance.
NCR and LLP gatl Shlp the bank's performance, while LLR and

NPL positive ate ith t gnk s‘pg ormance. The models are fit to be usedfor
the datase e model is fre ocorrelation and heteroskedasticity problems.
The |n t vafia no multicollinearity problems, indicating the

vari I dlstlnctlve to expla@{-he dependent variable. Even though NPL contradicts

ance£/The argument is

regu@ry documentation,

h

t ory that low NPL |nd|cates better credit risk management and hence better

ance, the individual investigation on this variable with the bank's performance

dj d that the result is consistent with the theoretical ideology.
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This study suggests the contradictions of the results might be due to various
reasons, such as a high correlation between NPL and LLR. This situation might igterrupt
the results produce by NPL. Nevertheless, since multicollinearity does4pot ‘Show
problem with these two variables, this study decides to retain NPL | xodel.
However, this study suggests future researchers to further investigate& with the

bank's performance.

Other than that, LLP also shows opposites resultw he theoretical
background. In theory, the higher the LLP, the higher the abili e bank to survive
par'ad to lower LLP
e due oWr defaults'
occurrence in the banks since the dataset includes the year of pandemic v'd‘ ~which
1ally “%hen the

In thescommunity.

during dire financial times, hence higher bank's performanc

bank. However, this research argues that lower LLP mig

is 2020. In 2020, Malaysian economies wer rely hit, fes
government took strict measures to control thev of e" Vi

mplo@&t., defaulters,
LP dbiring the pandemic

Hence, the fluctuation in the economy has caused the ri
and bankruptcies. Regarding that, the r%y hav
to cover the defaulters even though the&ne inthe s

study recommends future researc %anal@hi gar ctéristic of LLP during an
economic downturn and its relaé witHthe bankis pe c'?nance.

&
This study also has \Mitat , Which ar ~ébject to future improvement.
Firstly, the data is cor%ﬁ.t; corrﬁ\erc' I ba@%ﬂ are listed in the Malaysian
Stock Exchange only. In order to get gé viewé.of the implication of the independent
variables to the ba Mformdnce,zl studyg;sts future researchers to expand the
scope of the dat &as in fror@ﬁer countries or consider data from other
entities. By dM , genefali o;llofﬁ‘rl%)variables can be tested. Secondly, this study

I selﬁd based on the literature findings. The selection

only uses f%ables at
of thes ables alsgc asts WJQJ. ariables that are used by most of the researchers
whi PD, EAD and LGE.\)‘P’D, EAD and LGD are variables use in Basel Il

ines to determine the bank's internal and external rating systems. Since Basel

0

ar high. Hence, this

=

ittee has an incredible establishment, using these three variables on the bank's
Q it management practice is non-questionable. Hence, the analysis of the four
ariables—LLP, LLR, NPL and NCR utilized in this study will be an added value to the

credit risk research area. Furthermore, other researchers may investigate more
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variables that indicate credit risk exposure of the banks to gather more information on

the impact of credit risk practice on the bank's performance.

Overall, this study answered the questions listed in Chapter 1 rega the
impact of credit risk practice on the bank'’s performance. In fact, individ é@ysis on
the variables has been done to deepen the study on the relation of the variables with the
credit risk elaboration and hence the bank's performance. The findinmeneficial to
the investors to investigate the potential of each credit risk varWo influence the
bank's stock price performance. In addition, the findings from t ble also may help

the banks to observe their credit risk exposure inorder to en r su*ainability.
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