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PREFACE

This study titled “Gender Diversity on Board of Directors in Malaysian Banking
Sector” is conducted as a compulsory section in the Business Administration
(HONS) Banking and Finance course. This study provides a detailed explanation
of the whole research which mainly involves the effect of gender diversity

towards the banks’ performance in Malaysia.

Gender is an interesting issue nowadays as the world is encouraging and
supporting gender equality in this era. It has shown from various media that equal
opportunity has been offered for both genders. Contradict with the workforce
pattern in the past; more women had started to participate in the working sector.
Countries in the Western are such as the United States, United Kingdom are more
aware of this issue whereas in Malaysia it is not a well-known topic. Therefore,

this study is focusing in the Malaysian sector.

Given the uniqueness of banking sector in Malaysia, this research also emphasizes
on the banking industry in Malaysia. This study included both internal and
external factors to determine the effect on the banks’ performance. In order to
look at the differences in terms of the performance of banks with gender diversity,
this study focuses on the gender diversity of Board of Directors as the Board of

Directors holds the authority in making decisions for a firm.
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ABSTRACT

The purpose of this study is to examine the gender diversification of the board of
director and nature of banks towards the performance of Conventional banks and
Islamic banks in a Malaysian perspective. This paper applied unbalanced panel
data model to investigate the bank specific factors (CAMEL approach) and the
macroeconomic factors that impacting the bank performance of 39 domestic and
foreign banks operated in Malaysia during the period of 1999 - 2016. Next, the
Pooled OLS Model, Fixed Effect Model and Random Effect Model are adopted in
this paper. The findings revealed that the composite banks with all male

participants in the boardroom are performing better than the full-fledged banks.
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CHAPTER 1: INTRODUCTION

1.0 Introduction

This chapter will provide an overview on the gender diversification of the board
of director and nature of banks towards the performance of Conventional banks
and Islamic banks in a Malaysian perspective. Section 1.1 will be discussing on
the background of this research which provides the banking industry in Malaysia
which focuses on commercial and Islamic banking. Section 1.2 reviewing the
problem statement and section 1.3 examining the research objectives are used to
direct the flow of this study. Besides, section 1.4 on research question and section
1.5 on hypothesis of this study will act as a guide in this study. Contribution made
by previous researchers will be discussed in section 1.6 on significance of study.
Section 1.7 on the layout of the chapter will be giving a layout of the remaining
part of this study. Lastly, section 1.8 on conclusion will be summarizing this
chapter.

1.1 Research Background

1.1.1 Malaysian Banking Industry

The banking sector is recognized to be the critical segment in enabling the
economy to function well. It plays an important role as the “lifeblood” of an

economic activity, in collecting deposits from and providing credits to states,
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businesses, household and individuals by channelling the saved excess sources of
funds from economic units to those that are in need and lacking of funds. The
health of a country’s economy can be ensured by a sound and competent banking
system. There are plenty of academic research stated that a well-developed
banking sector plays a vital role in facilitating economic growth. According to
Athanasoglou, Brissimis, & Delis (2005), banks are normally the major source of
finance for the majority business firms and are the main depository of an
economic savings. According to Mohd Rahimie Abdul Karim, Amer Azlan Abdul
Jamal, & Masyhuri Hamidi, (2012), it is important to have a stable and strong
profitable banking institution to prevent disruption in the banking sector when

negative shocks occur in which threatens the stability of the economy.

Banking sector is considered as a prominent supporter for a country’s economy as
banks’ performance can create a massive impact in every sector. According to
Dietrich & Wanzenried (2011), performance of banks is mainly affected by both
external and internal factors over the period. In order to understand the underlying
mechanisms, it is necessary to identify the determinants of bank performance and
their changes over time. This knowledge is important to provide authorised
managers and board members in the industry to build strong banks. Furthermore it
assists the policy makers in developing effective and efficient regulatory rules for
the banking industry. Therefore, the determinants of bank performance are always
attractive to academic researchers as well as the significance to bank management,

financial markets, and bank supervisors.

In year 1983, Bank Islam Malaysia Berhad (BIMB) which is known as BIMB was
established and introduced as the first Islamic bank in Malaysia. According to
Kaleem, (n.d.) BIMB was under the governance of the Islamic Banking Act 1983.
Since then, two new acts were enforced by the Central Bank to regulate and
supervise the Islamic banks, which are the Islamic Banking Act and Government
Investment Act. According to Malaysia Demographics Profile (2018), there are a

total of 61.3% of Muslim which represents more than a half of the population. It
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draws our attention that the Malaysian Banking Industry offers the Islamic
Banking which well-suited the preferences of the 61.7% of the “Bumiputera”
(Malays and other different ethnic group except Chinese and Indian) (“Malaysia
Demographics Profile 2018,” 2018).

On the other hand, Islamic banking is a banking system that is compliant with
Islamic Law, also known as Shariah Law. Under the promotion and supervision of
the government, the development of the Islamic banking has been approved to be
parallel to the conventional banking system. According to Zainordin, Selvaraja,
Man, & Hoong, (n.d.), after the amendment of Banking and Financial Institution
Act 1989 in 1993, most of the Malaysian’s conventional banks were bound to
apply a full Islamic licence for setting up a full-fledged Islamic subsidiary in
Malaysia (Kaleem, n.d.). It shaped Malaysia to become the first country in the
world to successfully adopt a dual banking system, where a full-fledged Islamic
system operates in line with the conventional banking system. Malaysia serves as
an epitome within the Islamic Banking Sector. It is also a leader in the global
stage at present (Zainordin, et al., n.d.). Thus, due to this uniqueness of Malaysian
banking structure, we had selected Malaysia as the setting of our research to
present a clear picture of the differences between full-fledged Islamic and
conventional banks (pure Islamic and pure conventional) versus the composite

banks (mixture of Islamic and conventional).

1.1.2 Conventional Bank and Islamic Bank

Conventional bank and Islamic bank are selected in this research as the field to
study. The severe competition between both banks was caused by contrasting
operations in conventional bank and Islamic bank. Besides, Malaysia was one of

the countries that had implemented a dual (Conventional and Islamic) banking
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system. Both the banks are operated and regulated under different compliance and
principle. Therefore the banks’ performance is believed to be affected by different
factors. As a result, this research will be focusing on the discrepancies of factors
affecting the Islamic Bank and Conventional Bank.

The 1997 Asian financial crisis caused a fatal impact towards bank-specific
factors which affect both banks’ performances. The consolidation and
restructuring in banking industry has succeeded to reform banking sector such as
the improvements in governance structure and risk management framework. This
action helps to maintain the stability of Malaysian economic to endure the

economic downturn during the Subprime crisis in 2008.

According to Bank Negara Malaysia, upon 2016 there are a total of 27

commercial banks and 16 Islamic banks (table 1.1) operating in Malaysia.

Table 1.1 Lists of Banks in Malaysia

List Islamic Banks
Affin Islamic Bank
Al Rajhi Banking & Investment
Corporation
Alliance Islamic Bank
Am Islamic Bank
Asian Finance Bank
Bank Islam
Bank Muamalat Malaysia Berhad
CIMB Islamic Bank Berhad

HSBC Amanah Malaysia Berhad
Hong Leong Islamic Bank Berhad

List Commercial Banks
Affin Bank Berhad

Alliance Bank Malaysia Berhad

AmBank (M) Berhad

BNP Paribas Malaysia Berhad
Bangkok Bank Berhad

Bank of America Malaysia Berhad
Bank of China (Malaysia) Berhad
Bank of Tokyo-Mitsubishi UFJ
(Malaysia) Berhad

CIMB Bank Berhad

China Construction Bank (Malaysia)

Undergraduate Research Project
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Berhad
Kuwait Finance House (Malaysia) Citibank Berhad
Berhad
Maybank Islamic Berhad Deutsche Bank (Malaysia) Berhad
OCBC Al-Amin Bank Berhad HSBC bank Malaysia Berhad
Public Islamic Bank Berhad Hong Leong Bank Berhad
RHB Islamic Bank Berhad India International Bank (Malaysia)
Berhad
Standard Chartered Saadig Berhad Industrial and Commercial Bank of

China (Malaysia) Berhad
J.P.Morgan Chase Bank Berhad
Malayan Banking Berhad

Mizuho Bank (Malaysia) Berhad
National Bank of Abu Dhabi Malaysia
Berhad

OCBC Bank (Malaysia) Berhad
Public Bank Berhad

RHB Bank Berhad

Standard Chartered Bank Malaysia
Berhad

Sumitomo Mitsui Banking
Corporation Malaysia Berhad

The Bank of Nova Scotia Berhad
United Overseas Bank (Malaysia)
Bhd.

Source: (“Bank Negara Malaysia- List of Lisenced Financial Institutions,” n.d.).
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1.1.3 Gender

Human resource is one of the main factors in economic growth, social, political,
and technological development. Even though Malaysia has been experiencing a
significant demographic changes in workforce pattern with increasing
participation of women since its independence in 1957, the participation rate of
women in the labor market is still less (around 46%) (Qinfen, n.d.). According to
Dallakyan & Bakhtavoryan, (n.d.), high female labor force participation rate
increases labor productivity, reduce poverty and improve overall socio-economic

development.

Figure 1.2 shows the Labour Force Participation in Malaysia. It can be observed
that the Female’s labor force participation rate in Malaysia has increased over the
years. However it is still significantly lower than men. In 1990, women’s labor
force participation rate was 45.53 per cent compared to men which are 78.9 per
cent. The Malaysian female’s labor force participation rate has been ranging
around 44 per cent for decades. Nonetheless, starting from year 2011, the
participation of Malaysian female in the labour force has accelerated rapidly and
significantly reaches the peak of all time in 2017 which is 50.78 per cent of female
had participated in the labour force (Figure 1.2).
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Figure 1.2: Malaysia’s Labour Force Participation Rate
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According to the Report of Women in Financial Service 2016, one of the
important aspects of diversity is gender balance, as this offers a better and full
talent pool. In addition, a wider and diversified perspective following by better
decision making can be made and a better result will be obtained when there are
diversity in the boards. On the other hand, facing a diversified behaviour of clients
and demands, firms need more talents and service providers from various aspects
such as a diversity in gender to excel in relating, communicating, understanding

and representing the field of their clients.

In the past decades, most of the firms across countries have been prioritising more
women in the senior role. Financial firms and organization across the world have
initiated in recruiting, networking, sponsorship and training programs targeted at
women. Equal opportunity has been improved by most of the visible processes.
However, due to lagging progress, most of the financial firms had achieved not
more than 25 per cent of the female representation for the higher positions.
Statistical evidence shows that, by observing 381 major financial services
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organizations across 32 countries, the female representation on boards have been
increase significantly for the last decades. In 2003, there are only 12 per cent of
female representative on the board. The figure then had been increased for at least
2 per cent every 5 years. For instance, 14 per cent female representation in 2008,
following by the 5 years trend of achieving 18 per cent in 2013. In year 2016,

female representation on financial service board has grown to 20 per cent.

1.2 Problem Statement

1.2.1 Does gender affect a bank’s performance?

Securities Commission Malaysia (2017) states that the board of a firm holds the
responsibility of the success of a company and the sustainability value towards
their stakeholders. Throughout the years, diversification of gender in firm
boardrooms became the main component of global corporate governance.
According to the UK Corporate Governance Code (2012) of United Kingdom, it
emphasizes to promote actively on gender diversity in a listed company. All listed
firms should have 40 per cent of women directors among the board of the firm
which was implied in Norway and Spain. Whereas in Malaysia, listed companies
have to comply with the mandatory quota enforced by the government with a
minimum of 30 per cent of the boardroom are women. It had been a challenging
topic to firms upon meeting the enforced quota on gender diversity in addition
worrying that the performance of their firm will be affected. Bringing this issue
into the banking industry, it had secured an attention from the boardrooms in
banking sector. The failure of a board of directors in banking industry
significantly disrupt the banking system which results in financial turbulence and

a recession in the economy (Claessens & Yurtoglu, 2013).
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1.2.2 Do the relationship between gender diversity and bank’s

performance depends on the nature of banks?

Banking system can be categorised into two categories which are the (i) interest-
earning banking system known as conventional banks and (ii) interest-free
banking system known as the Islamic banking. Islamic finance had grown
throughout the years into non-Muslim countries such as United State, European
countries, Great Britain and France. The presence of dual banking system in
Malaysia where the conventional and Islamic banks operates parallel towards each
other raises the awareness of researchers towards the performance of banks in
terms of different natures. Furthermore, Malaysia is a country with exceeding of
50% of the populations is of Muslims religion. Thus, a dual banking system is
effective to suit the customer’s preferences especially in countries with various

races like Malaysia.

The mandatory imposed by Malaysian government where all listed companies
have to comply with a 30% of women on boardrooms. Linking this mandatory
into the banking sector, it had secure the public’s concern on whether a women
working full-fledged banks will outperform the women working composite banks
as a composite banking deal with more complex banking products and
compliances (Ramlan & Adnan, 2016). A composite bank’s boardrooms have to
deal with a variety of different business line taking into account the different
compliances by the government towards the performance of banks. This will
provide the researcher to study the relationship between genders towards
performance of banks in regards to the nature of banks hence providing a new

context for researchers to study.
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1.3 Research Question

This study targeted to answer the following questions:

1.4

How do the macroeconomics drivers such as economic growth (GDP),
Inflation, Real Interest Rate and Official Exchange Rate affect the
performance of the banks?

How does the gender diversity of the Board of Director (BOD) in a bank
affect the performance of the banks?

How does the nature of business (full-fledged banks and composite banks)
of the banks alter the relationship between gender and banks’

performances?

Research Objectives

1.4.1 General Objectives

Given the uniqueness of banking sector in Malaysia, this study aims to investigate

the internal and external determinants of banks and banks’ performance in

Malaysia.

1.4.2 Specific Objectives

To identify the internal and external factors that influences the
performance of banks in Malaysia.
To investigate whether gender diversity explain the performance of banks

in Malaysia.
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IIl.  To examine whether the relationship between gender diversity and

performance of banks depends on the nature of banks.

1.5 Hypothesis of the Study

1.5.1 Macroeconomic Specific

Ho: fepp = SiNFLATION = SINTEREST RATE = SEXCHNAGE RATE = 0

Hi.: At least one piis significant, where i = GDP growth, Inflation, Interest
Rate, Exchange Rate.

1.5.2 Gender

Ho: There is no significant relationship between one or more female in

Board of Directors towards bank performance.

Hi: There is a significant relationship between one or more female in

Board of Directors towards bank performance.
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1.5.3 Nature of Banks

Ho: There is no significant relationship between one or more female Board

of Directors towards bank performance depending on the bank nature.

Hi: There is a significant relationship between one or more female in
Board of Directors towards bank performance depending on the bank

nature.

1.6 Significance of the Study

This research focuses on analysing and comparing the effect of diversification of
the gender of Board of Directors, bank-specific and non-bank specific factors on
the performance of full-fledged banks (pure Islamic and pure conventional) and

composite banks (mixture of Islamic and conventional) in Malaysia.

CAMELS approach which consists of six factors represented by the acronyms
“CAMELS” will be adopted as the proxy in determining the bank-specific factors
to assess the banks’ performances. This approach was selected in this study as it is
the most popular assessment in banking studies (Erol, F. Baklaci, Aydogan, &
Tung 2014). Besides, macroeconomic factors which are represented by GDP
growth, inflation, real interest rate and exchange rate are employed in this study as
these factors are the significant variables that influence a bank’s performance.
This provides the banks to easily indicate factors that affect the soundness and

performance of banks furthermore assist in decision making process.
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Furthermore, gender is the primary issue in this study. This is because in today’s
world, gender discrimination is a serious concern in the labour sector. This study
attempts to make a reestablishment of gender discrimination on female by
studying the relationship between the gender of Board of Directors and the banks’
performance. The panel data model is adopted to analyse the empirical result of

the banks’ performance.

Moreover, this research seeks to fill in the gaps in the previous empirical analysis
by constructing empirical evidence on the impact of gender on the performance of
full-fledged and composite banks in Malaysia. Islamic banking has a presence of
over 50 years since the formation of federation of Malaysia. Hence, it has a solid
foundation in Malaysia and there are quite a numbers of full-fledged Islamic
banks in Malaysia’s current Islamic finance industry (BNM). Nevertheless, gender
discrimination in workplace is a controversial issue that grabs one’s attention,
especially in the banking sector of western countries such as United States, United
Kingdom and more (Parker & Funk, 2017). However, it is not a well-known topic
in Malaysia thus we can hardly retrieve the empirical result from prior researches.

Hence this research will emphasize in the particular sector.

1.7 Chapter Layout

1.7.1 Research Overview

Chapter one is mainly on discussing the overview of the research topic. It includes

the introduction of the research paper, background of the discussed topic, the
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problem statement, the research question and research objective of the research,
hypothesis of study, the significance of study, the overall chapter layout and a

brief conclusion.

1.7.2 Literature Review

Chapter two is the combination of several journals done by previous researchers in
which are related to the topic of the research paper. Journals regarding the
dependent variables and independent variables are reviewed in this chapter.
Introduction, review of the literatures, review of the relevant theories, proposed

framework, hypothesis development and conclusion are included in this chapter.

1.7.3 Methodology

Chapter three shows the presentation of data. In this chapter, it will discuss on the
ways of obtaining the data and the tests which are suitable to be carried out as
supported by previous researchers. This chapter consists of an introduction,
research design, data collection, model specification and conclusion. This chapter
serves as an introduction for the next chapter. It mentions and explains on the

types of test that will be used in the next chapter.
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1.7.4 Data Analysis

Chapter four focuses on the results of the data tested. It mentions the type of test
conducted and interprets the results. It explains on how the independent variables
have effect on the dependent variables and in what direction does it affect it. This
chapter contains an introduction, the descriptive statistic, inferential analyses and

conclusion of the chapter.

1.7.5 Discussion, Conclusion and Implication

Chapter five is the final chapter of this research. Important information from
chapter one to chapter four is included in this chapter. It discusses the limitations
of this research paper and proposes recommendations for future researchers. It
consists of an introduction, the summary of statistical analysis, the major findings,
implication of study, limitation of study, recommendation for future research and

conclusion.

1.8 Conclusion

In conclusion, the Malaysian banking sector consists of banks with distinct nature
of business. However, this research focuses on the performance between full-
fledged banks and composite banks. It also highlights the gender of labor force in
Malaysia as there is an opposition in the results of female workforce recorded in

World Bank and the female population that are reported to join the workforce in
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Malaysia. The issues in conducting research for this paper is whether the gender
of Board of Directors affects a bank’s performance; the gender diversity in Board
of Directors towards the banks’ performance depending on the nature of banks;
and the impact of macroeconomic factors towards a bank’s performance. It
included a total of 39 banks, four macroeconomic factors, gender of banks Board
of Directors and CAMEL ratings to carry out this research. The details of this
research will be presented in the following chapters.
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CHAPTER 2: LITERATURE REVIEW

2.0 Introduction

In this chapter, review of literature, review of relevant theoretical models,
proposed theoretical or conceptual framework, hypothesis development as well as
conclusion will be discussed. In the review of literature, the relationship between
the dependent variable which is the performance of Islamic banks, conventional
banks and conventional banks with Islamic window, and independent variables
which are bank-specific factors (CAMEL) and macroeconomic factors (Gross
Domestic Product, Inflation, Real Interest Rate, Exchange Rate) in Malaysia will
be explained. The relationships will be supported by several journalists who might
have agreements or arguments on it. Furthermore, the effect of distinctive board
structure and the nature business of banks towards the performance of banking
sectors in Malaysia will also be elaborate in this part. In the part of reviewing
relevant theoretical model, we will discuss the importance of the model that has
been adopted by the previous researchers. Moreover, the studies of previous
researchers on the relationship for banks’ performance between macroeconomics
variables and bank-specific indicators will be discussed. Next, the proposed
conceptual framework will be developed on the basis of this research objectives
and questions. The hypothesis will be established with the support of prior studies.
Lastly, the conclusion will be summarizing the relationship between the
exogenous variables and endogenous variables that has been discussed in this

chapter.
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2.1 Review of Literature

2.1.1 Performance of Banks

Performance of a bank represents the goals or objectives that are set by the top
management team of a bank. It is important for the bank to identify whether they
have accomplished their goals that have been predetermined and to plan for future
expansion of the financial institution. The performance of a bank can vary by
several reasons whether it is an internal or external factor. Performance of a bank
can be observe through the annual reports that each financial institution drawn
according to their accounting period. In order to quantify the performance of the

bank, there are few measurement can be done.

Kakakhel, Raheem, & Tariq (2011) had included the analysis of ratios to
determine the performances of the bank in their study. It stated the performances
of a bank can be further categorised into three componenets which are return on
asset (ROA), return on equity (ROE) and net interest margin (NIM). Return of
Asset (ROA) is a profitability ratios use to measure the performance of a firm. It
takes into account the net income and total asset of the firm to illustrate the
efficiency of managerial in converting assets into net earnings. On the other hand,
Return on Equity (ROE) is used to measure shareholders’ flow of the rate of
return. Net interest Margin (NIM) can be used as an efficiency or profitability
measure which reveals the spread between interest revenue and interest
expenditures (Rose & Hudgins, 2010).
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2.1.2 CAMEL Rating Approach

CAMELS’ rating was used by many researchers as it is one of the popular
methods to test for a bank’s performance (Erol et. al., 2014). It is a common proxy
to evaluate a bank’s financial performance. Many researchers such as Ahsan
(2016), Dincer, Gencer, Orhan &Sahinbas (2011), Rashid & Jabeen, (2016),
Roman & Sargu (2013) had used this CAMELS rating framework in conducting
their research. The CAMELS rating consist of Capital Adequacy (CA), Asset
Quality (AQ), Management Quality (MQ), Earning Quality (EQ), Liquidity (LQ),
and Sensitivity to market risk (S) (Roman & Sargu, 2013). It is always used in the
banking sector to monitor the efficiency of a bank (Ahsan, 2016).

Overall, CAMELS ratings are found to have a positive relationship with bank’s
profitability. Three of its components are examined to move in the same direction
as the banks performance. CA, EQ, and LQ are found to have a higher ratio to
prove that the bank performs better as it shows the banks’ ability to utilize its
capital, maximize its profit and to withstand losses. Wasiuzzaman & Nair
Gunasegavan (2013) had supported that a higher CA ratio is more capitalized and
is better in taking in losses whereas LQ with a higher ratio means that the bank

have a better ability to cover its debt and hence the bank is safer.

Dincer et al. (2011) on the other hand supported the result of EQ ratio which
mentions that a higher amount indicates that it has a positive relationship with
profitability of bank which shows the bank is operating efficiently. However,
there is an additional result by Roman & Sargu (2013) which revealed that for the
formula of cost-to-income, a lower ratio would explain that the bank is having a
better profitability. Apart from that, Roman & Sargu (2013) also confirmed the

positive relationship of the CA ratio and EQ ratio.
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On the contrary point, AQ and MQ ratio is shown to have a negative relationship
with bank’s profitability. Wasiuzzaman & Nair Gunasegavan (2013) reported that
this ratio is applied in assessing the credit risk related to the asset which
encouraged the ratio to be lower to obtain a better bank performance. This was
also supported by Zarrouk, Ben Jedidia, & Moualhi (2016). Furthermore, similar
to AQ ratio, the lower amount of this ratio represents that the bank is performing
better. Dincer et al. (2011) commented that a higher MQ ratio will lead to a higher
possibility of failure due to the lack of management in the bank. However,
according to Wasiuzzaman & Nair Gunasegavan (2013), a higher ratio would be

more profitable.

Lastly, for the last component of CAMELS rating which is the Sensitivity to
market risk (S), it is a component which shows the negative effect of foreign
exchange rates, interest rate, commodity price or equity price towards the banks’
earnings or capital (Desta, 2016). Basically, it includes the market risks that will

affect the bank’s earnings.

2.1.3 Gender Diversity

According to Garc B-Meca, Garc B-Saichez, & Martnez-Ferrero, (2015), the
percentage of women participated in the board structure of financial institution has
a positive relationship towards the performance of the financial institutions. This
is because the participation of the women in bank board tends to improve the
governance as the banks are regulated under the acts that established by the
federal bank of each country. This can be further explained that women directors
are believed to have their own uniqueness which makes themselves more valuable

for the banks’ structure and hence lead to a better performance of the banks.
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The positive relationship between broad diversity towards the performance of the
firm has been supported by Conyon & He, (2017). However, this study has
discovered that the impact resulted from broad diversity towards firms’
performance is different across profit performance distribution (Conyon & He,
2017). According to Conyon & He, (2017), firms who have higher performance
tends to have greater positive impact as compared to lower performance firms.
This is because higher performance organizations tend to be priory selections
towards qualified women as the firms have better performance. The rise of the
participation rate of women into the broad structure or group would tend to
increase the degree of impact to the performance of the firm. Therefore, the firm
that has higher performance as compared to others organization would have
greater impact along with the rate of participation of women in broad group.

In the study of Lee-kuen, Sok-gee, & Zainudin, (2017), they supported that the
higher level or degree of presentation of women does matter to the performance of
the firms. The presence of women in director group is highly concern by the
previous researchers as it is significant to the performance of the firms. Women
are believed to have a different perspective and able to make a more precise and
appropriate decision (Lee-kuen et al., 2017). Hence, the presence of women in the
boardroom tends to have a significant impact to the firms’ earnings. The strategic
decisions made were tend to influence the firm as whole as it decides the
operation of the firm. Therefore, a precise and accurate decision would able to

improve the firms’ performance.

Setiyono & Tarazi (2014) conducted a research which studies the diversification
of board of directors from various aspects towards the level of risk and
performance of 38 commercial Indonesian banks. In their studies, they concluded
diversity has a positive correlation with the outcome of gender, nationality,
professional, experience and educational level except for ethnicity. In this study,
the researchers found that the presence of female and diversity in terms of

professionalism will reduce the risk in operations. Diversity does help in
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improving the process of decision making and result in a better achievement.
However, the presence of female in the Board of directors do not shows a
profound impact on the bank’s performances. This research stated there is a huge
expectations respecting to the responsibility of female boards which results in an

outperformed monitoring of executives by the board.

On the other hand, Shafique, Idress, & Yousaf (2014) concluded their research
that a company with diversified gender on their board directors (one or more than
one female board), the company will have better performances. The findings from
this research point out that there is a positive relationship between women on
board and the ROA of the bank, which stresses increasing the amount of women
board of directors will increases the financial result of the bank. In their research,
they uses panel data of six banks starting from year 2008 to year 2012 retrieving
from sources like Karachi Stock Exchange website and annual reports from the
respective sample. The researchers uses ROA as their endogenous variable;
whereas Women on board, percentage of women and presence of female CEO as
the exogenous variable in this study. Descriptive analysis and correlation analysis
were adopted to carry out this research to conclude that there is significance on the
amount of women from the board of directors on the achievement of the firm;
whereas there is no significance on the achievement of the firm towards the

proportion of women from board and the existence of a female CEO.

Rodr guez-Ruiz, Rodr guez-Duarte, & Gdnez-Mart nez (2016) also prooved in
their study that the percentage of women in labor force is not significant to
performances, however it does explain ROA significantly. This can be further
explain when the banks consists of a certain percentage of gender diversification,
it will reflects to a better capacity to generate income along with their assets.
Besides, qualified female will have a better ROA performances and productivity
proven in this study. The main results showed in this study that the percentage of

female in the workforce and firm effectiveness has an invertd U shape relationship.
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Upon hitting an inflection point, diversity shows an adverse relationship, while

performances do not decrease until hitting the inflection point.

2.1.4 Inflation Rate

Wamucii (2010) stated that the inflation refers to an increase or a rise in the
general level of prices of the goods and services in an economy over a period of
time. Inflation can have positive or negative effects on the economy
simultaneously. The negative effect includes reducing monetary value and
discouraging investment and saving due to uncertainty about future. On the other
hand, inflation brings positive outcome by mitigating the economy recession and
debt relief. According to Alper & Anbar (2011), bank can increase revenues faster
than costs by adjusting interest rate when the inflation rate is anticipated; in
contrast, bank will suffer higher cost when the inflation rate is unanticipated.
From a consensus point of view, when the growth of money supply is faster than
the growth of economy, a long sustained period of inflation will be risen
(Wamucii, 2010).

Besides, Wamucii (2010) also has found that there is a strong and negative
relationship between inflation and bank’s profitability in a study of 44 commercial
banks in Kenya, indicating that profits increase as inflation decrease. The results
are consistent with other studies such as Hooshyari & Moghanloo (2015). They
studied the impact of inflation on profitability of Iranian banks from year 2011 to
2013, where the result indicated that the bank profitability of banks will be
increased as the inflation decreased. Besides, it was also supported by Tarus,
Chekol, & Mutwol (2012) in the studies of Kenya banking system which found
that inflation is negatively related to the bank’s profitability. However, in the
study of Alper and Anbar (2011) on the Turkish banking sector, they expected

positive relationship between ROE and Inflation, but eventually, the empirical
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results showed a weak relationship between this two variables. Furthermore,
Petria, Capraru, & Ilhnatov (2015) also found a weak relationship between
inflation and bank’s profitability in a study of 27 European banking system, it
might be due to the bank management could not forecast the future inflation

adequately.

2.1.5 Real Interest Rate

Researches had conducted studies to examine the relationship between real
interest rate and banks profitability. According to Khan & Sattar (2014), real
interest rate affects bank performance significantly, when the interest rate rises,
bank revenues will be increased simultaneously. Besides, rising in interest rate
usually represent a good sign of powerful economic growth and it will benefit
banks profitability in term of reducing the default risk of the borrowers (Hanweck
& Kilcollin, 1984). Moreover, Molyneux & Thornton (1992) examine the
determinants of bank performance across 18 countries in Europe over the time
period from 1986 to 1989 and found a statistically significant positive relationship

between ROE and interest rate.

Next, Alper & Anbar (2011) also conducted a research to study the
macroeconomic determinants of the Turkish banks profitability by using panel
data of 10 banks from 2002 to 2010. They found that there was a statistically
strong positive relationship between real interest rate and bank profitability where
the higher the interest rate, the higher the return to equity of the Turkish banks.
Besides, Dietrich & Wanzenried (2011) had examined and analysed the
determinants of bank profitability before and during the crisis on the 453
commercial banks in Switzerland from 1999 to 2008 through OLS regression and
GMM estimator technique. The results obtained that the profitability of
Switzerland banks are positively affected by the real interest rate.
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Nevertheless, Hanweck & Kilcollin (1984) also found that the conventional banks
have experienced significant increased profitability in dealing with rising interest
rate since 1976. Lastly, Khan, Malik, Khan, & Khan (2014) investigated the
effects of the interest rate on the banks’ profitability of the public banking sectors
and private banking sectors of Pakistan. The results showed that interest rate had a

strong and positive effect on the banks’ profitability for both sectors.

2.1.6 Gross Domestic Product (GDP)

GDP captures upswings and downswings manifesting in the business cycles
( Khan, Kauser, & Abbas, (2015). A strong economic growth reduces the defaults
of loans, and on the contrary, slow growing economy limits the public’s capacity
of debt serving and also contributes to an increase of credit risk, thus, the
relationship between GDP growth and net interest margin was assumed to be
negative (Tarus et al., 2012) Their study was consistent with the assumption
where the GDP growth is negatively and significantly related to the net interest
margin (Tarus et al., 2012). However, in term of bank profitability, Alper & Anbar
(2011) conducted a studied to examine the bank-specific and macroeconomic
determinants of the banks’ profitability in Turkey over the time period from 2002
to 2010. They expected a positive relationship between GDP growth and bank
profitability as they assumed the demand of lending will be increased when the
economy is growing. The results are consistent with the study of Petria, et al.,
(2015) this paper investigate the performance of 27 European countries banking
system from 2004-2011, they found a positive relationship between GDP growth
and the banks’ profitability as the economy growth leads to the increase of both
the customer deposits, loans granted and the interest margins, thus a positive
impact on bank profitability. Khan & Sattar (2014) also found that GDP growth
contributes positive effects on the profitability of the Pakistan banks.
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2.1.7 Exchange Rate

According to Papaioannou (2006) exchange rate risk relates to the effect of
unexpected exchange rate changes on the value of the firm, it arises when the
banks hold liabilities and assets in foreign currencies. Foreign exchange rate is
unpredictable; it can move either upward or downward direction regardless of
what the estimates and predictions were. If the fluctuation of the exchange rate
goes towards the undesired direction, it poses a threat to the Bank’s capital and

earning.

Acaravci & Calim, (2013) indicate that the real exchange rate had a statistically
significant positive effect on the bank profitability of state-owned bank and
foreign bank in Turkish banking sector, which are along the line with the expected

relationship, whereas, insignificant impact on privately owned banks’ profitability.

2.1.8 Nature Business of Banks

In several studies done by previous researchers, it was mentioned that the Islamic
bank’s profitability is higher than a conventional bank’s profitability. This was
supported by several researchers such as Ben Selma Mokni & Rachdi (2014);
Ramlan & Adnan (2016); Wasiuzzaman & Nair Gunasegavan (2013); Erol et al.,
(2014). They had tested for the determinants of bank’s profitability between
Islamic bank and conventional bank. Some factors have similar results whereas

some have distinctive results for both natures of banks.

Ben Selma Mokni & Rachdi (2014) had used various determinants to test for the
profitability of Islamic and conventional banks. Islamic bank have a positive and
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insignificant relationship with profitability which explains that higher amount of
expenses might be caused by higher amount of banking activities which brings
more profit to the bank (Ben Selma Mokni & Rachdi, 2014).

Besides, Wasiuzzaman & Nair Gunasegavan (2013) had used three steps in his
journal to test for the relationship between the differences in profitability between
Islamic and conventional banks. Firstly, descriptive statistics shows that
conventional banks have advantage in bank size, board size values and return on
average asset (ROAA) whereas Islamic have advantage in net interest margin ratio
(NIM), loan loss reserve to gross loans ratio (LLRL), liquid asset over customer’s
short term funding ratio (LASTF), equity over net loan ratio (ENL), and board

independence (Wasiuzzaman & Nair Gunasegavan, 2013).

Secondly, independent t-test was tested on each variable for their significance.
Besides the ROAA and board independence variable, all other variables are
significant for Islamic and conventional bank. Lastly, the regression analysis was
used in the journal. LASTF, board characteristic and types of banks are excluded
in the result as the rest of the variables are found to be highly significant in
affecting profitability (Wasiuzzaman & Nair Gunasegavan, 2013). The first step
had showed that the conventional bank have a higher profit however the last step
shows that Islamic bank have advantage in profit (Wasiuzzaman & Nair

Gunasegavan, 2013).

Ramlan & Adnan (2016) had used three ratios, the total equity to total asset, total
loan to total asset and deposit to total asset ratios as the independent variables for
their study. The results showed that Islamic bank have a better profitability as

compared to conventional bank (Ramlan & Adnan, 2016).
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Erol et. al. (2014) examined to performance of the Islamic banks and commercial
banks in Turkish by employing the CAMEL approach. This paper used logistic
regression method to conduct the analysis. The findings show that the Islamic
banks perform better than commercial banks in terms of asset quality,
management quality, earning quality and liquidity, whereas commercial banks had

a better performance in capital adequacy.

Zarrouk et. al. (2016) studies the determinants of 51 Islamic banks’ profitability in
MENA region from 1994 to 2012 by using system-generalized method of moment
estimators. The results reveal that the capital adequacy, asset quality and cost-
effectiveness are significantly and positively related to the Islamic banks’
profitability. However, the loan loss provision and cost to total income have

influenced negatively the Islamic banks’ profitability.

Doumpos, Hasan, & Pasiouras (2017) has examined the financial performance of
Islamic banks, conventional banks and conventional banks with Islamic window.
The findings reveal that there are no statistically significant differences towards
Islamic and conventional banks. However, this paper argued that the financial
performances of conventional banks are greater than Islamic banks and
conventional banks with Islamic window in Asia and the Gulf Cooperation
Council by examining the regional level. Nevertheless, the financial strength of

Islamic banks outperforms conventional banks in MENA and Senegal region.

Lastly, Rashid & Jabeen (2016) suggested that the financial performances of
conventional banks are better than the Islamic banks in Pakistan with considering
the bank-specific, macroeconomic and financial factors. The results indicate that
the performance of conventional banks was positively and significantly influenced
by the reserves. This shown that the performance of conventional banks is better

than Islamic banks as conventional banks holds more reserve. Besides, the
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overheads and operating efficiency has a negative and significant relationship

towards the banks’ performance.

2.2 Review of Relevant Theoretical Models

2.2.1 CAMELS Rating Approach

Capital Adequacy

Capital Adequacy is a component that researchers uses to measure for the bank’s
ability to absorb losses and to support its businesses (Desta, 2016; Roman &
Sargu, 2013). A bank’s strength can be shown by measuring the amount of capital
needed to assist the risk-weighted assets of the bank (Dincer et al., 2011). Capital
Adequacy has many ratios to measure the performance of a bank. For example,
total capital to total asset ratio, total capital ratio, shareholder’s equity to deposit
and non-deposit sources, equity to net loan ratio and more (Ahsan, 2016; Desta,
2016; Dincer et al., 2011; Roman & Sargu, 2013; Wasiuzzaman & Nair
Gunasegavan, 2013). Researchers are able to identify the bank’s financial strength
through this ratio.

Asset Quality

The second component in the CAMELS rating is the asset quality which test for

the quality of loan that represents the major activities in generating income (Desta,
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2016). It presents that the possible risk of a bank’s asset and the financial strength
of the bank (Dincer et al., 2011). It is linked directly to the first component,
capital adequacy; as it also justify the financial strength of the bank (Dincer et al.,
2011). This ratio helps to analyze the future financial earnings and potential of the
bank along with the current situation of the bank (Dincer et al., 2011). There are
several formulas to measure which are loan loss reserve to gross loan, total loan to
total asset, impaired loans to gross loan, provision for loan loss to total loan and
more (Dincer et al., 2011; Roman & Sargu, 2013; Wasiuzzaman & Nair
Gunasegavan, 2013).

Management Quality

Management Quality measures the ability of a bank in using its resources
efficiently and effectively in order to maximize profit whilst minimizing the
operating cost (Desta, 2016). It shows how well the bank manages its assets and
expenses as well as including a wide area of issues to test (Dincer et al., 2011;
Zarrouk et al., 2016). This ratio is able to review the banks’ management in
monitoring their expenses (Wasiuzzaman & Nair Gunasegavan, 2013).
Management Quality can be measured using operating expenses to total asset,
interest expenses to deposit, cost-to-income ratio and more (Ahsan, 2016; Roman
& Sargu, 2013; Wasiuzzaman & Nair Gunasegavan, 2013). However, when using
the formula of operating expenses to total asset, a higher ratio would be more

profitable (Wasiuzzaman & Nair Gunasegavan, 2013).

Earnings Quality

Earning quality is also one of the components in the CAMELS rating. It can also
be known as earnings ability. This component is important to test for the

profitability of a bank. It focuses on the productivity and earnings of a bank’s
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current condition with the future growth and sustainability of a bank (Ahsan,
2016). Besides, many activities of banks are conducted according to their potential
to earn profit. Therefore, it is important for banks to measure this ratio in order to
enable the bank to perform business activities accordingly. This component has
the formula of return on asset, return on equity, net profit to total asset, net profit
to total equity, cost-to-income and more (Ahsan, 2016; Desta, 2016; Dincer et al.,
2011; Roman & Sargu, 2013).

Liquidity

Liquidity is an important role in deciding a bank’s profitability (Wasiuzzaman &
Nair Gunasegavan, 2013). It is an important indicator to test for a bank’s
capability to pay in short term and to overcome unexpected withdrawals from
depositors (Roman & Sargu, 2013). This is a significant indicator for banks as it
will affect the bank’s image if the bank cannot meet its obligations. Moreover, it
will lead to lower earnings once the bank provides a bad impression to customers.
It can be measured by various ratios such as net loan to total asset, customer
deposit to total assets, total loan to customer deposit, and cash to deposit (Ahsan,
2016; Desta, 2016; Wasiuzzaman & Nair Gunasegavan, 2013).

Sensitivity to Market Risk

Sensitivity to Market Risk is the last component in the CAMELS rating. This
component mentions the negative impact of market risk towards the banks’
performance. This factor is influenced by the differences of financial assets price
(Roman & Sargu, 2013). However, Roman & Sargu (2013) stated that this
component was excluded in most studies by previous researchers as it requires

data which are difficult to be measured according to the financial and accounting
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data. In fact, we have excluded the component of sensitivity to market risk as due

to the inavailability of data and formula to measure the sensitivity.

2.3 Review of Theoretical Model

Figure 2.1: Framework of Bank Specific and Non-Bank

Specific Determinants towards Performances of Banks

Exogeneous Variables Endogeneous Variables

+Capital Adequacy *ROA
+Asset Quality *ROE
*Management Quality *NIM
*Earnings
eLiquidity

*GDP growth rate
«Inflation Rate

Source: This framework was adapted from Al-gazzar (2014) to study the contrast
between Islamic and conventional banks towards the performances of banks in
MENA & GCC.

Al-gazzar (2014) uses a complete set of annual reports starting from year 2009 to
2013 including a total asset of exceeding USD 5 billion and the selected banks are
listed with a USD 2 billion market capitalisation.

They conducted their research using 45 banks (35 conventional; 10 Islamic banks)
to find out the differences between Islamic banks and Conventional Banks
regarding the bank specific and non-bank specific factors towards performances of
banks.
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Furthermore, the researchers included descriptive statistics to differentiate and
study the performance of Islamic and conventional banks in terms of mean,
standard deviation, minimum and maximum. Besides, the researchers applied one-
way ANOVA to investigate the distinct among the performances of Islamic and
conventional banks by practicing the CAMEL model as variables. Lastly, in order
to find out the significances of each determinant towards performance of the bank,
multiple linear regression models was adopted in this research. The bank type was
used as a moderating effect using dummy variable.

Figure 2.2: Framework of Bank Specific Indicators, Financial

Indicators and Macro Indicators towards Performances of
Banks (CAMELS Ratings).

[C] Overheads 0 Financial Performance
Index

7] Reserves

[C] Bank Size

[C] Deposits

] Operating Efficiency

[C] Market Capitalization

[J Market Concentration Ratio
[] GDP

] Real interest Rate

Source: This framework was adapted from Rashid & Jabeen (2016) to study
the contrast between Islamic and conventional banks in terms of the bank-
specific, financial and market determinants towards the Financial

Performance Index of banks in Pakistan.
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Rashid & Jabeen (2016) uses an unbalanced panel data between year 2006 to 2012
to study the effect towards bank-specific (overheads, bank size, deposits,
operating efficiency); financial indicators (market capitalization, market
concentration ratio) and macroeconomics indicators (GDP, real interest rate)
towards the Financial Performance Index (FPI). The FPI parameter consists of
CAMELS ratings such as capital adequacy, asset quality, management, earnings,

liquidity and sensitivity to risk.

In this study, the researchers included a summary statistics which consists of the
mean, standard deviation, minimum and maximum of the sample. Regression
analysis was carried out in this study through (i) including Islamic and
Conventional banks; (ii) testing the same equation while separating both Islamic

and Conventional banks to study the contrasting effects among both banks.

Figure 2.3: Framework of the profitability Factors in Turkish

Banking Sector.

Asset Quality
Deposit
Liquidity
Income Structure
Expenditure Structure
Capital Adequacy

* Asset Size

Exogeneous <
Variable

» GDP

« Exchange Rate
Inflation
Interest Rate

End ROA
ndogenous
Variable ROIZ

NIM

Source: This framework was adapted from Acaravci & Calim (2013) to study the
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effect on performances of commercial banks in Turkish banking sector towards the

bank specific and non-banking determinants.

Acaravci & Calim (2013) conducted this research by adopting the Johansen
and Juselius cointegration test approach within 1998 to 2011 in the Turkish
banking sector. The sample size was derived from banks ranging from state-

owned, private-owned and foreign banks.

The proxy uses as the profitability of banks are return on asset (ROA), return
on equity (ROE) and net interest margin (NIM). The independent variables
can be further categorised into internal (asset quality; deposit; liquidity;
income structure; expenditure structure; capital adequacy and asset size) and

external (economic activity-GDP; exchange rate; inflation and interest rate).

2.4 Proposed Conceptual Framework

According to the literatures reviewed, we have concluded to use the following
variables in our research. Our research is mainly to test for the performance of
banks between Islamic and conventional; how the gender of Board of Directors
affects performance of banks and how macroeconomic factors bring impact to a
bank’s performance. Therefore, we have decided to use ROA, ROE and NIM as
our proxies to test for the performance. Besides, we have selected several
variables from different literatures as our exogenous variables. The variables are

CAMEL rating, GDP growth, real interest rate, inflation and exchange rate.

For the endogenous variable, most researchers only adopt one or two proxies to

test for the performance however we decided to use three ratios as it will improve

Undergraduate Research Project Page 35 of 92 Faculty of Business and Finance



Gender Diversity on Board of Directors in Malaysian Banking Sectors

the accuracy of our results. Ben Selma Mokni & Rachdi (2014) had used ROA as
their main variable to test for the performance as it reflects the bank’s ability to
generate profit using financial and real investment. Besides, ROE was used as an
additional proxy as it indicates the efficiency of bank management by using
shareholder’s fund (Ben Selma Mokni & Rachdi, 2014). Other researchers such as
Ramlan & Adnan, (2016) had supported by using the same variables to test for the
bank’s performance. However, there are a few researchers who include the

variable of NIM to test for the performance of banks (Rashid & Jabeen, 2016).

Based on Ahsan (2016), CAMEL is a popular and standard tool in measuring the
performance of financial institutions. CAMEL rating analysis is commonly been
adopted as it emphasizes on the performance of the financial institutions by taking
accounts of statement of financial position and statement of comprehensive
income into consideration (Ahsan, 2016). These two accounts is mainly concerned
by the financial institution as these accounts represent the operation and financial
conditions of the banks for the whole year and it also viewed as an channel to
attract external investors to invest into the institution for enhancing their capital
for investment purpose. According to Desta (2016), financial institutions are more
encouraged to adopt CAMEL rating analysis to evaluate the banks’ performance

in order to maintain their sustainability in business competition.

Besides, Gross Domestic Product growth (GDP) is included in our framework as
it is significant towards the banks’ performance (Acaravci & Calim, 2013). In
general, banks tend to approve for more loan applications from customers when
the economy development is in good condition and vice versa. This is because the
loans given out are more likely to be repaid by their borrowers. Therefore, the
profit of the banks will result in an increasing trend during sound economy

development condition.
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On the other hand, inflation rate is also been concern by the banks as it can affect
the banks’ performance. However, the effect from inflation is not consistent to the
performance of the banks as it depends on whether the expectation on inflation is
fully anticipated by the bank (Acaravci & Calim, 2013). According to Zarrouk et
al., (2016), higher inflation rate is normally associated with higher interest rate on
loans. Higher interest rate on loans is favorable for the banks as they can charge

higher rate on the borrowings which increase their earning.

Exchange Rate is also a concern when the banks held assets or liabilities in
foreign currencies as it has impact on the financial position of a financial
institution (Acaravci & Calim, 2013). The fluctuations of the exchange rate are
difficult to be predicted which causes the banks are unable to set for a backup plan
to secure their capital. Therefore, the banks have to be cautious when dealing with
foreign currencies as it might be a threat or strength to the financial institutions
depending on the movement of the exchange rate.

In order to clarify the effect of each exogenous variable on the endogenous

variable, we have designed the framework as shown below:
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Exogenous Variables Endogenous Variable
H1 Real Interest Rate
H2 Inflation \
H3 Official Exchange Rate \

) Performance of
H4 Gross Domestic Product — Banks
(GDP)
s / (ROA, ROE,
CAMEL / NIV

16 Gender Diversity /
H7 Nature of Banks

2.5 Hypothesis Development

2.5.1 Banks’ Specific Factors and External Factors

Ho: All the banks specific factors and external variables have no

significant relationship with the bank’s performance.

Hi: At least one of the banks specific factors and external variables has

significant relationship with the bank’s performance.

Banks’ specific variables are normally refers to the indicators that will affect the
banks internally. CAMEL rating was one of the most common and effective

indicators that employed to study a performance of a financial institution. Based
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on the study of previous researchers, they have found that the CAMEL rating is
significant to the banks’ performance (Ahsan, 2016; Dincer et al., 2011; Rashid &
Jabeen, 2016; Roman & Sargu, 2013). Each of the components in the CAMEL
rating may react differently while dealing with different kind of performance

measurements.

According to Wamucii (2010), inflation refers to an increase or a rise in the
general level of prices of the goods and services in an economy over a period of
time. Inflation can have either positive or negative effects on the economy
simultaneously. Inflation brings positive outcome by mitigating the economy
recession and debt relief. The study of Wamucii (2010), Hooshyari & Moghanloo
(2015), found a strong and negative relationship between inflation and bank’s
performance which profits increase as inflation decrease. This can be explained in
the sense that banks are sluggish to make adjustment when the inflation is

unanticipated, thus, they will suffer higher cost instead of high revenue.

The main source of the bank profit is the spread between the interest received by
the loan borrowers and the interest given to the lenders. Hence, bank revenues can
be boosted up by charging high interest on borrowers and paying low interest to
lenders. According to Khan & Sattar (2014), real interest rate affects the bank
performance positively and significantly. Hanweck & Kilcollin (1984)further
supported the statement by claiming that when interest rate rises, it will lead to a
strong economic growth and tend to benefit the banks in term of reducing the loan

default probability. This relationship has been supported by Khan, et al., (2014).

Exchange rate risk relates to the effect of unexpected changes of exchange rate on
the value of the firm, it arises when the banks hold liabilities and assets in foreign
currency. If the exchange rate fluctuations move towards the undesired direction,
it poses a threat to the Bank’s capital and earning (Papaioannou, 2006). Acaravci
and Calim (2013) found a statistically significant positive relationship between

exchange rate and bank performance in their studies on Turkish banking sector.
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GDP growth affects the supply and demand of the bank services including
deposits and loans; hence, it plays a significant role in determining the banks’
performance. Strong economic growth reduces the defaults of loans. Otherwise,
slow expanding economy limits the public’s capacity of debt serving and also
contributes to an increase of credit risk (Tarus, et al., 2012). Alper and Anbar
(2012) found positive relationship by claiming that good GDP growth will
increase demands of loans and hence increase banks’ performance. This statement
has supported by Petria, et al., (2015), and Khan, et al., Abbas (2015).

Therefore, this study assumes that the banks’ specific factors and macroeconomics
factors are significant to the performance of the banks. Hence, the null hypothesis

will be rejected.

2.5.2 Gender Diversity

Ho: There is no significant relationship between Gender of Board of

Directors towards banks’ performance.

Hi: There is a significant relationship between Gender of Board of

Directors towards banks’ performance.

According to Garc B-Meca, et al., (2015) , the presence of female on Board of
Directors have positive relationship on the bank’s performance. The findings was
further supported by Shafique et. al. (2014) which concludes that the financial
results of the bank will increase along with an increase in the amount of woman
on the Board of Directors. Furthermore, Lee-kuen, et al., (2017) also indicated
that the degree of presentation of women will positively affect the bank’s

performance. It is because woman provides more precise and appropriate opinion

Undergraduate Research Project Page 40 of 92 Faculty of Business and Finance



Gender Diversity on Board of Directors in Malaysian Banking Sectors

and decision making and also their distinctive perspective would fulfill more

diversified demands by customers.

In short, this study expects a significant relationship is existed between gender
diversity of Board of Directors towards bank’s performance. Thus, it will reject

the null hypothesis.

2.5.3 Nature Business of Banks

Ho: There is no significant relationship between gender diversity and
bank’s performance after considering the nature of business of banks.

Hi: There is a significant relationship between gender diversity and banks’

performance after considering the nature of business of banks.

Prior studies had stated that Islamic banking has been more profitable than
Conventional banking across countries. Wasiuzzaman & Nair Gunasegavan (2013)
had studied that the islamic bank is more capable of making profit than the
conventional bank. Ramlan & Adnan (2016) also found that the Islamic bank is
more profitable than the conventional bank. However, According to Rashid &
Jabeen (2016), the performance of conventional banks is better than the Islamic
banks in Pakistan after considering the bank-specific, macroeconomic and
financial factors. This is because the conventional banks hold more reserve than
the Islamic banks. Doumpos et. al. (2017) also indicated the conventional banks

are more profitable than the Islamic bank in their study.
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In conclusion, this study expects the nature of banks has significant effect to the
relationship of gender diversity with the bank’s performance. Therefore, it will

reject the null hypothesis.

2.6 Conclusion

In the nutshell, chapter 2 reviews the studies of the previous researchers in
different perspective that support the dependent variables and independent
variables. Next, the relevant theoretical models and conceptual framework that
recommended by the prior scholars have been discussed to investigate the
relationship between the relevant variables followed by hypothesis development.
Lastly, the empirical model that used in this research will be introduced in next

chapter to test for the validity of the hypothesis made.
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CHAPTER 3: METHODOLOGY

3.0 Introduction

In this chapter, research design, data collection for all the variables, model
specification will be presented and elaborated in details. In this study, the
independent variables have classified into two main categories which are bank-
specific factors and macroeconomics factors. Under bank-specific factors, we
have included CAMEL rating, nature business of banks, and the board structure
(gender). For macroeconomics factors, we have inflation rate, real interest rate,
exchange rate, and gross domestic product (GDP). The dependant variable of our
study is the performance of the bank that will be measured by three proxies which
are return on asset (ROA), return on equity (ROE), and net interest margin (NIM).
Furthermore, we have set the sample period from 1999 to 2016 for all the banks in
Malaysia. However, due to the data availability, we have total of 368 observations
to be conducted in this research. All the data are in annually form and are

retrieved from World Bank, and the banks’ annual reports.

3.1 Research Design

The purpose of our study is to examine the relationship between the performance
of banks and gender diversity on Board of Directors. Most of our data is
quantitative data however we had added two qualitative variables which are the

nature business of banks and board structure of the board of directors for each
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bank. In conclusion, we have chosen both quantitative and qualitative data to

make our research more meaningful for the reader.

3.2 Source of Data Collection

The data collection process helps to analyse the relationship between the
explanatory variables towards the performance of banks in Malaysia in this paper.
The data were gathered from 39 financial institutions in Malaysia covering both
Islamic and Conventional banks. The period of this research starts from 1999 to
2016. The data for each bank are compiled from the balance sheet and the income
statement of the bank’s annual report. World Bank database is another data source

that we used to collect data for macroeconomic variables.

Table 3.1 Source of Banks Used in this Research

Nature of Banks Name of Banks
Full-fledged Conventional National Bank of Abu Dhabi Malaysia Berhad
Banks Bangkok Bank Berhad

Bank of America Malaysia Berhad

Bank of China (Malaysia) Berhad

BNP Paribas Malaysia Berhad

India International Bank (Malaysia) Berhad
Industrial and Commercial Bank of China
(Malaysia) Berhad

Mizuho Bank (Malaysia) Berhad

The Bank of Nova Scotia Berhad

United Overseas Bank (Malaysia) Bhd.
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Full-fledged Islamic Banks Al Rajhi Banking & Investment Corporation
Asian Finance Bank
Bank Islam
Bank Muamalat Malaysia Berhad

Kuwait Finance House (Malaysia) Berhad

Composite Banks Affin Bank Berhad
Affin Islamic Bank
Alliance Bank Malaysia Berhad
Alliance Islamic Bank
AmBank (M) Berhad
Am Islamic Bank
CIMB Bank Berhad
CIMB Islamic Bank Berhad
Citibank Berhad
Citi Islamic Bank
HSBC bank Malaysia Berhad
HSBC Amanah Malaysia Berhad
Hong Leong Bank Berhad
Hong Leong Islamic Bank Berhad
Malayan Banking Berhad
Maybank Islamic Berhad
OCBC Bank (Malaysia) Berhad
OCBC Al-Amin Bank Berhad
Public Bank Berhad
Public Islamic Bank Berhad
RHB Bank Berhad
RHB Islamic Bank Berhad
Standard Chartered Bank Malaysia Berhad
Standard Chartered Saadig Berhad
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Table 3.2 Source of Endogenous Variables

Endogenous Description Measurement Source
Variable
Return on Assess how efficiently Net Profit After Tax Bank’s Annual
Assets the bank can use its Total Asset Report
(ROA) assets to generate
income (In percentage, %)
Return on Measures the bank’s  Net Profit After Tax Bank’s Annual
Equity ability to manage its Total Equity Report
(ROE) shareholders (In percentage, %)

Net Interest
Margin
(NIM)

investments to produce

revenue.

Measures how much
profit the bank is able
to generate through the
bank’s interest earning
business such as
lending and investing
activities (Kosmidou
et. al. 2006).

Net Interest Income Bank’s Annual
Total Asset

Report

(In percentage, %)
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Table 3.3 Source of Exogenous Variables

Exogenous Description Measurement Source
Variable
Capital Measures the banks’ Total Equity Bank’s Annual
Adequacy overall capital Total Asset Report
(CA) strength.

Asset Quality Indicator of asset

(AQ) quality which
reflects earnings.
Management  Measures the ability
Quality of bank in managing
(MQ) its resources.
Earning Indicator of earning
Quality quality which shows
(EQ) the banks’ current
and future growth.
Liquidity Measure the ability
(LQ) of banks’ to meet its

short term obligation.

(In percentage, %)

Allowance for losses
on loan

Total Loan

(In percentage, %)

Operating Expenses

Total Asset

(In percentage, %)

Operating Expenses

Net Income

(In percentage, %)

Net Loan
Total Asset

Bank’s Annual

Report

Bank’s Annual

Report

Bank’s Annual

Report

Bank’s Annual

Report
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Exchange
Rate
(EXR)

GDP Growth
(GDP)

Inflation
(INF)

Real Interest
Rate
(RINT)

Exchange rate
determined by
national authorities
or the rate
determined in

exchange market.

Annual percentage

growth rate of GDP

in the market price
according to the local

currency.

Inflation is the
percentage of
increase in consumer
price index for all the

goods and services.

Lending interest rate
adjusted for inflation
as measured by the
GDP deflator.

(In percentage, %)

Ringgit Malaysia

Percentage (%)

Percentage (%)

Percentage (%)

World Bank

Database

World Bank

Database

World Bank
Database

World Bank
Database
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3.3 Model Specification

The following model shows the based model of this research paper:

Bank performance = f (CAMEL)

Yit = Bo + P1CAw + B2AQit + f3MQit + S4EQi + BsLQit

3.3.1 Model Estimation

In this research, three objectives were formed; hence, three models had been

constructed according to the objectives.

Model 1:

Bank performance = f (CAMEL, GDP growth, Exchange rate, Inflation, Real
Interest Rate)

Yit = o + B1CAit + B2AQit + BsMQit + B4EQit + BsLQit + fsExchange Ratejr +
S7GDP Growthj; + fginflation;; + fgReal Interest Ratej; + |4

Model 2:

Bank performance = f (CAMEL, GDP growth, Exchange rate, Inflation, Real
Interest Rate, Gender)

Yit = fo + P1CAit + SAQi + SsMQit + S1EQi + SsLQir + feExchange Rateyy +
S7GDP Growth;; + fglnflation;; + fgReal Interest Ratej; + f10Genderi; + Lk
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Model 3:

Bank’s nature (Full-fledge/Composite) and its performance = f (CAMEL, GDP

growth, Exchange rate, Inflation, Real Interest Rate)

Y @mbyit = Po + P1CAi + S2AQit + f3sMQir + S4EQir + S5LQit + feExchange Ratej; +
S7GDP Growth;; + pginflation;; + fgReal Interest Ratej; + fioGender;; + |k

Y = Return on Asset, Return on Equity, Net Interest Margin
Bi(i=1,2,3...9) = Coefficient of each exogenous variables

CA = Capital Adequacy

AQ = Asset Quality

MQ = Management Quality

EQ = Earnings Quality

LQ = Liquidity

Exchange Rate = Exchange rate in Malaysia from year 1999-2016
GDP Growth = GDP Growth in Malaysia from year 1999-2016
Inflation = Inflation in Malaysia from year 1999-2016

Real Interest Rate = Real interest rate in Malaysia from year 1999-2016
Gender = Gender diversity of Board of Directors of banks

L = Error term

The above are the models generated throughout this research. The sample had
included a total of 39 banks covering both full-fledge and composite banks,
starting from year 1999 to 2016. The model includes the subscript i and t which

represents the banks and time period. In our research, there are of three measures
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of the dependent variable by using three different proxies. The proxies are namely
Return on Asset (ROA), Return on Equity (ROE) and Net Interest Margin (NIM).
These three proxies are to measure the same factor which is the banks’
performance. However, these three evaluates the endogenous variable by taking
into consideration on different perspective. ROA looks at how the banks generate
profit from the asset perspective whereas ROE focuses on the shareholder’s
investment. Apart from that, the NIM is concerned on the interest earning
activities of the bank. Generally, these three proxies were expected to have a high

ratio as it reveals better profit earnings of a bank.

Next, the independent variables included in this research are the CAMEL rating
approach, macroeconomic factors, and gender. CAMEL rating approach is a very
common and widely used indicator in evaluating a bank’s financial performance.
Many researchers had used this approach in their studies of bank’s performance
(Ahsan, 2016; Dincer et al., 2011; Erol et al., 2014; Roman & Sargu, 2013).
Furthermore, macroeconomic factor is also another common measure of bank’s
financial performance (Ben Selma Mokni & Rachdi, 2014; Wasiuzzaman & Nair
Gunasegavan, 2013; Zarrouk et al., 2016). This is because economic factors affect
a bank’s performance in overall. Next, this research is interested in knowing the
impact of gender diversity of Board of Directors towards the performance of a
bank. Therefore, it had included the dummy variable of gender. Furthermore, this
research is also concerned on the gender diversity of Board of Directors with the
nature of banks.

3.3.1.1 CAMEL rating

There are five components in the CAMEL ratings namely Capital Adequacy (CA),
Asset Quality (AQ), Management Quality (MQ), Earnings Quality (EQ) and
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Liquidity (LQ). These five components can be evaluated by using various ratios.

In this research, five ratios were chosen for each component of the CAMEL rating.

Firstly, capital adequacy measures the banks’ overall capital strength by using the
formula of total equity to total assets ratio. This indicator is expected to have a
negative relationship with the bank’s performance as the higher ratio represents
that bank will need a large amount of capital to operate investing and lending

activities in order for them to earn higher profits.

Secondly, the loan losses provision to gross loan ratio (LLPL) is the indicator of
asset quality. Higher LLPL ratio is unfavourable to the bank as it indicates that the
huge amount of non-performing loans may be defaulted. These expected default
loans will cause the bank to suffer losses. Hence, a negative relationship is

forecasted between asset quality and banks.

Thirdly, management quality is measured by the overheads to total assets ratio.
The impact of the variable on banks’ performance is predicted to be negative. This
is due to banks are able to operate their business activities at lower costs which

shows a highly efficient management quality.

Fourthly, Cost to income ratio (CIR) is the indicator of earning quality. This
indicator shows how efficiently the bank is being operated. The effects are
estimated to be negative on the earning quality and bank performance. This is
because when the CIR is lower, it shows that the banks are performing better as

the cost applied is lower.

Liquidity is assessed by the net loans to total asset (NLNA) ratio. The ratio is
used to measure the effects of banks’ assets towards its performance. It also can

be used to determine the banks’ ability to meet the huge amount of short term
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withdrawals by the depositors without suffering any liquidity problems. A high
ratio shows that the bank have given excessive loans to the customer. This will

bring a higher performance to the bank.

3.3.1.2 Macroeconomic Factors

A high GDP growth is expected to increase the bank’s performance. This is
because a higher GDP growth indicates that the economic is in a good condition
which reveals that the demand of deposits is higher and the default loans are lower.
Thus, it was expected to have a positive relationship between GDP growth and

bank performance.

Inflation is the percentage of consumer price index increases for all the goods and
services. An unanticipated inflation will cause a bank to cope with more cost.
Hence, the relationship of inflation and banks’ performance is estimated to be

negative.

Real interest rate is the lending interest rate after allowing for inflation rate. The
real interest rate is predicted to have a positive relationship towards banks
performance. This is because banks are able to generate more income with a

higher interest rate.

Foreign exchange risk exists with each asset or liabilities the banks hold in foreign
currencies. Exchange rate is the price of one unit of foreign currency in terms of a
domestic currency (Majok, 2015). The effect of the exchange rate and bank

performance is forecasted to be positive. Exchange rate movement indicates the
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state of an economy. A better economic condition proves that the exchange rate
will move towards a preferable direction, which also explains that the bank is able
to generate a higher profit as good economic condition represents a positive GDP
growth. Hence, the result is expected to be in line with the GDP growth.

3.3.1.3 Gender diversity of Board of Directors

Gender serves as a dummy variable in this study. Gender is the main concern of
this research to determine its significance towards the banks’ performance.
Besides, this factor is further used in testing its significance towards banks’
performance depending on the nature of banks. For this research, one will
represent the bank with all male Board of Directors and zero will represent that
there is one or more female in the Board of Directors of the bank. Gender is
expected to have a negative relationship with banks’ performance as Board of
Directors with one or more female are believed to be more precise in making

decision which leads to a better decision making of the bank.

3.3.1.4 Nature of banks

In Malaysia, there are two types of banking institutions which are full-fledged
banks and composite banks. The full-fledged banks included are purely Islamic
banks and purely conventional banks, whereas composite bank is the bank which
provides a combination of Islamic and conventional services. This research had
collected a total of 39 banks in which 15 banks are full-fledged banks and 24 are
composite banks. This paper studies on the effects of the gender towards the
performance of banks with different natures.
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Table 3.4 Expected Effect of Exogenous Variables

Category Variables Measurement Expected
Effect
Dependent Profitability ratios  Return on Assets
Variables = Net Profit After Tax/Total Assets
Return on Equity
= Net Profit After Tax/Total Equity
Net Interest Margin
= Net Interest Income/Total Assets
Independent
Variables
Bank-specific Capital Adequacy Total Equity/Total Assets -
Asset Quality Allowance for Loan Losses/Total Loans -
Management Operating Expenses/Total Assets -
Quality
Earning Quality ~ Cost to income -
= Operating Expenses/Net Income
Liquidity Net Loans/Total Assets +
Macroeconomics GDP Growth Gross Domestic Product Growth +
(Annual %)
Inflation Inflation, Consumer Prices (Annual %) -
Real Interest Rate  Real Interest Rate (%) +
Official Exchange Official Exchange Rate (LCU per US$, +

Dummy Variables

Rate

Gender

Period Average)

One or More Female and All Male

Notes: + means positive effect; - means negative effect

3.3.2 Panel Data

Panel data can be known as a longitudinal data which observe a selected sample of
entity over a period of time (Hurlin, 2009). According to McManus (2011)
longitudinal data can be categorised into three main parts which are a) time series
data, b) pooled cross sections and c) panel data. Panel data is the combination of
cross-sectional and time series data which has multiple numbers of observations
and are observed at multiple period of time. Researchers tend to adopt panel data
when the sample size of their study requires more than two periods (small T) on

many observations (large N). Besides, panel data provides researchers a large
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amount of data points (N x T). In return, reduces collinearity among the
independent variable furthermore increase the degrees of freedom. Panel data also
enable researchers to study certain economic questions which are important yet
could not be determined using cross-sectional and time-series data (Hurlin, 2009).

3.3.3 Pooled Ordinary Least Square Model (POLS)

Yit = fo + P1CAwt + B2AQit + SsMQit + B4EQi: + SsLQit + SsExchange Rate;j, +
S7GDP Growth;; + Sginflation;; + fsReal Interest Ratej; + |4

Pooled Ordinary Least Square Model (POLS) is a model which does not take into
account on the panel structure of the data and directly estimates that the
coefficients are identically and independently distributed and uncorrelated with
the other regressors (Noman, 2015). For our study, the model represents our test
for the macroeconomic factors, gender diversity of Board of Directors to the
performance of banks and the gender of Board of Directors towards banks’

performance depending on the nature of banks.

In this POLS model, there are several assumptions included.

1. Linearity in parameter.

2. Exogeneity: Disturbances are not correlated with any regressors.

3. Disturbances have constant variance (homoscedasticity) and are not related
with each other (no autocorrelation).

4. Variability in X values and X values are fixed in repeating sampling.

5. No multicollinearity problem. (If individual effects are zero, heterogeneity
may affect Assumption 2 and Assumption 3, thus the OLS estimator will

not be best unbiased linear estimator).
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In order to test for the appropriateness of the POLS model on the equation of this
research, there are two tests that are suitable to be performed. These tests are
namely the Poolability F-test and the Breusch-Pagan test. Poolability F-test is used
to test on whether the POLS model or the Fixed Effect Model (FEM) has a more
significant increase in the goodness-of-fit of model. On the contrary, the Breusch-
Pagan is used to test between the POLS model and Random Effect Model (REM).

Both of the tests can be conducted by using Eview.

3.3.4 Fixed Effects Models (FEM)

Yit = Boi + P1CAi + B2AQit + BsMQie + B4EQi + BsLQit + BeExchange Ratej; +
S7GDP Growthj; + fginflation;; + fsReal Interest Ratej; + |4

One of the panel data regressions is FEM. According to Allison (2002), FEM is a
statistical model that assumes that the unobserved variables can have any
associations with the observed variables. FEM is widely used by researchers in
their studies which examined the determinants of banks’ performance. It has
become popular because FEM able to control all stable characteristics of the
individual even the characteristics cannot be observed or measured. According to
Sufian & Habibullah (2009) they adopted FEM in their studies and found that
FEM showed unbiased results and constant evaluations of coefficients. FEM
model can be used to test with POLS and REM model by using the Poolability F-

test and Hausman test respectively.
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3.3.5 Random Effect Models (REM)

Yit = foi + f1CAit + f2AQit + fsMQir + S4EQit + B5LQit + BsExchange Rate;; +
S7GDP Growthj; + fginflation;; + fsReal Interest Ratej; + |4

REM acts as another type of the panel data regression. According to Allison &
Waterman (n.d.) REM assumes that all of the unobserved variables are
statistically independent of or uncorrelated with all the observed variables. REM
is commonly used to examine the determinants of bank’s performance as it can
provide a more precise result by estimating a high variability data set. According
to Allison & Waterman (n.d.), FEM and REM is different in term of FEM allows
the individual effect to be correlated with the explanatory variables while REM
does not. Hausman test is employed in our study in order to compare between
FEM and REM and to decide whether the REM or the FEM is more appropriate to

be employed in the empirical model.

3.3.6 Wald Test

Wald test is a method which examines the significance of exogenous variables in
a model (Stephanie, 2016). It is a useful test as it only requires estimating one
model (FAQ:How are the likelihood ratio, Wald, and Lagrange multiplier (score)
tests different and/or similar?). In this research, the Wald test was used to test for
the significance of the macroeconomic variables as a whole. It was used to
determine whether there is an impact of the four macroeconomic factors jointly
towards the banks’ performance. If the result shows that the factors are
insignificant to the banks’ performance, then, the macroeconomic factors are
required to be removed whereas if the result is significant, then the factors are

suitable to be in the model.
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3.4 Conclusion

In the nutshell, this chapter comprises of a research design, data collection method,
and the models that have been adopted in our study. The model specification is
employed to identify the most appropriate model to be used to justify our

objectives. In chapter 4, the empirical results of our study will be discussed.
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CHAPTER 4: DATA ANALYSIS

4.0 Introduction

This chapter focuses on presenting the experimental outcome according to
Chapter Three- Methodology. This chapter will feature the results according to the
methodologies discussed in previous chapter which are the Pooled OLS Model
(POLS), Fixed Effect Model (FEM), Random Effect Model (REM) and

descriptive statistics. The results are tested using Eview 9.5 student Lite version.

4.1 Descriptive Statistics

4.1.1 Macroeconomics Variables

Table 4.1: Macroeconomics Data (GDP, Inflation, Real Interest Rate, Official

Exchange Rate)

Official
Real Interest ]
GDP Inflation Exchange
Rate
Rate
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4.9457 2.3715 2.4515 3.4836
Mean
) 5.2939 2.0972 2.5434 3.3358
Median
6.0067 3.1746 2.0683 3.2728
Mode
Standard 2.3922 1.0618 3.6751 0.3622
Deviation
o -2.5258 0.5833 -5.2894 3.0600
Minimum
_ 0.4276 5.4407 10.6333 4.1483
Maximum
-1.5852 -0.0125 1.1291
Skewness 05123
Kurtosis 3.9600 0.3141 1.8053 -1.1272
368 368 368 368

Observations

For this research, a total of 368 observations were included. This research had
taken into consideration on the macroeconomics variables which are the GDP
growth, real interest rate, exchange rate and the official exchange rate over a

period of 1999 to 2016 to test on their impact on the bank performance.
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Firstly, for the GDP growth, it had obtained an average of 4.95%. It shows that
GDP growth had achieved a maximum of 9.43% and a minimum of -2.53%. The
median and mode for GDP growth is 5.29% and 6.01% respectively. It also had a
standard deviation of 2.3922. GDP growth had the lowest amount in skewness
among the other macroeconomic variables. It had a negative value of -1.5852
which shows that it is right-skewed. However, for the kurtosis it has the highest

amount of 3.96 which shows it has a big fluctuation.

Secondly, the next macroeconomic variable is the real interest rate. Real interest
rate had an average of 2.37%. It also reached a lowest of 0.58% and a highest of
5.44%. Real interest rate had the lowest median of 2.1% among other variables.
The mode of real interest rate is 3.17% whereas the standard deviation is 1.0618.
As the skewness of the real interest rate is below zero (-0.0125), it proves that it is
right-skewed. The kurtosis shows that real interest rate is less volatile as the
amount obtained is less than 3 (0.3141).

Thirdly, inflation is the next macroeconomic variable. The average for inflation
rate is 2.45%. Inflation had the highest gap between the maximum of 10.63% and
a minimum of -5.29%. Besides, the median for inflation is 2.54% and the mode
for inflation is 2.07%. Furthermore, the standard deviation for inflation is 3.6751.
Inflation rate is shown to be left-skewed as the amount is greater than zero

(1.1291) whereas it is less volatile as it only had 1.8053 for kurtosis.

Lastly, the final macroeconomic factor is the official exchange rate. The average
exchange rate is 3.48%. The highest exchange rate is about 4.15% while the
lowest exchange rate is 3.06%. Apart from that, the exchange rate median is 3.34%
and the mode is 3.27%. Moreover, the standard deviation is the lowest among the
others which is 0.3622. Similar to inflation, the results showed that it is left-
skewed as it had the amount of 0.5123. The volatility is also very low for

exchange rate as it had a negative amount which is -1.1272.
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4.1.2 Gender

Figure 4.1: Board Structure in Board of Directors (BOD)

m At least one women on
board

m No women on board

In this research, we use 368 observations over conventional and Islamic banking
in Malaysia from year 1999 - 2016. Our sample could be further categorised into
(i) mix composition of board of directors which encompasses of a mixture of male
and female boards (at least one female on board); and (ii) no women on board

which only encompass of male board of directors (All male).

According to the computed pie chart (Figure 4.1) on the gender of board of
directors on Commercial and Islamic Banks in Malaysia within year 1999- 2016,
50.68% of the sample size encompasses of at least one women on board. On the
other hand, there are 49.32 % of the sample sizes which have no women on board.
The result computed show a positive direction with the increasing number of
female participation rate in labor force from World Bank (“Labor force

participation rate- female Malaysia,” n.d.).
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4.1.3 Nature of Banks

Figure 4.2: Nature of Banks in Malaysia

= Full-fledge Banks
® Composite Banks

In this research, we had 368 observations in total from year 1999 to 2016. It had
included the sample of 39 banks which consists of full fledge banks and banks

which operates in both nature.

Based on Figure 4.2, the pie chart shows the results of full-fledge banks and
composite banks in Malaysia. The figure shown the percentage of full-fledge
banks and composite banks in Malaysia. It shows that there are more than half of
the percentage of banks in Malaysia operates in both natures. The composite
banks had achieved a percentage of 61.54%. On the other hand, the full-fledge
banks obtained a percentage of 38.46%. Full-fledge banks had a lower amount as

most banks nowadays had include both natures in operating their business.

4.2 Inferential Analyses
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Table 4.2: Results of Bank Performance Estimates for Model (1)

Return on Asset (ROA)

Return on Equity (ROE)

Net Interest Margin (NIM)

POLS FEM REM POLS FEM REM POLS FEM REM
CA -0.0020 -0.0081 -0.0021 -3.3782%* ~12.059%** -4.8175%** 0.0275%** 0.0111 0.0227%**
AQ -0.1388%** -0.1724%* -0.1471%** -11.917** -5.6943 -10.5716 -0.0489* -0.1488*** -0.1342%**
MQ -0.1183** -0.0915 -0.1012%* 33.391** 16.0905 30.0478 0.1201* -0.0454 -0.0203
EQ -0.0040%** -0.0038*** -0.0039%** -0.1574* 0.0749 -0.1106 -0.0008* 0.0000 -0.0003
LQ 0.0108*** 0.0133%*** 0.0112%** -0.9673** 1.2322%* -0.5155%* 0.0274%*** 0.0355%** 0.0329%**
Exchange rate
-0.0071 -0.1471 -0.0552 76.9537%* 23.8918 58.8229 -0.0027 -0.0027** -0.0025*

GDP -0.0373 -0.0420* -0.0386* -1.3904 -4.3493 -2.4733 -0.0160 -0.0304 -0.0275
Inflation -0.1602** -0.1715%** -0.1597*** -1.0503 -15.1542 -5.41768 -0.0850 -0.1474** -0.1316**
Real Interest
Rate

-0.0550%** -0.0542%** -0.0532%** -2.3351 -5.9700 -3.5055 -0.0148 -0.0384** -0.0333*
Poolability F- 2.5789%%* 4.3417%%* 12.2931%%*
test
Breush Pagan  37.781*** 0.0000 264.7350%**
Test
Hausman Test 32,5021 *** 51.2644%** 15.9624*

Note: *** indicates significant at the 1% level (highly significant), ** indicates significant at the 5% level (significant), and * indicates significant at the 10% level
(marginally significant).
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Model (1):

Yie =Bo + B1CA+ B, AQ + L3 MQ + LLEQ + Bs LQ + B¢ Exchange Rate
+ (7 GDP Growth + Bg Inflation + B9 Real Interest Rate

+ Ui

Our study estimated three different models. In these different models, we
employed Return on Asset (ROA), Return on Equity (ROE) and Net Interest
Margin (NIM) as the bank performance proxies. We included the CAMEL
variables and macroeconomics variables into the model specification in Model (1)
to examine our first objective. According to the Table 4.2, the outcomes showed
that Fixed Effect Model (FEM) of the ROA and ROE proxies and the Random
Effect Model (REM) based on NIM proxy were the best models to measure the
relationship between the macroeconomics variables and the bank performance at
the significance level of 5%. Subsequently, the results further reported that the
ROA with FEM model was the most appropriate model to be employed in
describing the bank performance among the three selected models. This decision
was made in the sense of the degree of significance among all the observed

variables in Model (1).

The outcomes demonstrated that the asset quality and the earning quality were
both highly significant and negatively impacted on the bank performance in
Malaysia. The negative relationship indicated that the lower loan losses provision
and operating costs will increase the bank performance. These findings was
supported by Wasiuzzaman and Tarmizi (2010), Athanasoglou et al. (2008),
Ahmad Aref Almazari (2014), and Zarrouk et. al. (2015). Moreover, the results
indicated that the liquidity is positively and highly significant towards to bank
performance. The findings implied that the bank will perform better when the
bank is offering more loans to the borrowers. This finding is in line with Zarrouk
et. al. (2015). Besides, the observations suggested that the inflation, GDP growth
and real interest rate had a negative and significant effect on the bank performance.

Several researchers such as Wamucii (2010), Hooshyari and Moghanloo (2015)
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supported our findings that the inflation is negatively and highly correlated with
the performance of bank as the increases in inflation will cause the revenues of
bank falls. The negative impact of GDP growth indicates that there is lesser
business firms relies on bank borrowings when the economic is in good condition
as the firms probably have sufficient capital to operate their business. Hence, the
bank performance tends to reduce when the GDP growth is high. However, this
outcome is inconsistent with the studies of Alper and Anbar (2012), Petria, et al.,
(2015), and Khan, et al., (2015). In addition, the result of real interest rate in this
research also inconsistent with the several researchers such as Hanweck and
Kilcollin (1984), Khan, et al., (2014) which claimed that if interest rate rises, it
will lead to a good economic condition and tend to benefit the banks in term of
reducing the loan default probability. Nevertheless, our results mentioned that the
effect of capital adequacy, management quality, and exchange rate is negatively

but statistically insignificant with the performance of banks in Malaysia.
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Table 4.3: Results of Bank Performance Estimates for Model (2)

Return on Asset (ROA)

Return on Equity (ROE)

Net Interest Margin (NIM)

POLS FEM REM POLS FEM REM POLS FEM REM
CA -0.0009 -0.0087 -0.0015 -3.1783** -12.0803*** -4,7315%** 0.0263*** 0.0101 0.0212**
AQ -0.1370%** -0.1754*** -0.1464*** -11.6083** -5.8128 -10.2083 -0.0507* -0.1542*** -0.1390***
MQ -0.1188** -0.0910 -0.1014** 33.3089** 16.1089 29.7126** 0.1206* -0.0446 -0.0193
EQ -0.0039*** -0.0037*** -0.0039*** -0.1568* 0.0750 -0.1093 -0.0008* 0.0000 -0.0002
LQ 0.0107*** 0.0134*** 0.0112*** -0.9916** 1.2359** -0.5173 0.0276*** 0.0356*** 0.0331***
Exchange -0.0166 -0.1440 -0.0599 75.2639* 24.0114 57.9886* -0.2622 -0.2639** -0.2418*
rate
GDP -0.0381 -0.0409* -0.0390* -1.5286 -4.3085 -2.5966 -0.0152 -0.0285 -0.0260
Inflation -0.1629** -0.1669*** -0.1614*** -1.5289 -14.9725 -5.9667 -0.0821 -0.1392** -0.1250**
Real Interest -0.0554*** -0.0533*** -0.0535*** -2.4044 -5.9318 -3.6156 -0.0143 -0.0367* -0.0320*
Rate
Gender -0.1333 0.1407 -0.0659 -23.6094 5.4600 -15.6394 0.1427 0.2465* 0.2159*
Poolability 2.5552%** 152.3053*** 334.4297***
F-test
Breush 31.5126*** 0.0002 263.4937***
Pagan Test
Hausman 33.0891*** 51.0817*** 17.7972**
Test

Note: *** indicates significant at the 1% level (highly significant), ** indicates significant at the 5% level (significant), and * indicates significant at the

10% level (marginally significant).
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Model (2):

Yie =Po + B1CA+ B, AQ + L3 MQ + LLEQ + Bs LQ + B¢ Exchange Rate
+ B, GDP Growth + Bg Inflation + B9 Real Interest Rate
+ B Gender + py;

In Model (2), we included the gender diversity in BOD into the specification. It
aims to examine the relationship between gender diversity in boardroom and the
bank performance. Table 4.3 shows that FEM model is the most suitable model
when using ROA and ROE to describe the bank performance at the significance
level of 5%. However, in the sense of using Net Interest Margin (NIM), the
empirical results mentioned that REM model is more appropriate to be examined
at 5% significance level. Next, our findings revealed that the relationship between
the gender of BOD and the bank performance is positive and significant with the
NIM proxy. Therefore, the NIM proxy is the most appropriate model to be
adopted in indicating the effect of all independent variables to dependent variables.
Besides, our results reported that there is a positive relationship between the
gender diversity in BOD and the bank performance in Malaysia. These outcomes
indicated that the participation of all male into the BOD tend to have more impact
towards the bank performance as compared to the BOD that consists of both
female and male participants. The results may be due to the involvement of female
participants in the bank’s BOD in Malaysia is lesser. Hence, the accuracy of the
results is lesser as the sample size is very small. However, our finding reported
that gender of BOD is insignificantly related to the bank performance based on
ROA and ROE proxies. Precisely, the gender does not explain the bank
performance on the basis of the ROA and ROE proxies. On the contrary, the NIM
proxy indicates that the gender actually has impacted the bank performance in

Malaysia.
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Table 4.4: Results of Bank Performance Estimates for Model (3)

Return on Asset (ROA)
Full-fledged Banks Composite Banks

POLS FEM REM POLS FEM REM
CA -0.0160 -0.02340 -0.0160 0.0745*** 0.0359** 0.0589***
AQ -0.1900*** -0.2725*** -0.1900*** -0.0721*** -0.1009*** -0.0858***
MQ -0.1523* -0.1225 -0.1523* 0.3494*** 0.5407*** 0.4427%**
EQ -0.0037*** -0.0036*** -0.0037*** -0.0132*** -0.0272*** -0.0184***
LQ -0.0004 -0.0015 -0.0004 -0.0072*** -0.0053* -0.0068***
Exchange rate 0.1971 0.0006 0.1971 -0.0576 -0.1194* -0.0968
GDP -0.0575 -0.0662 -0.0575 -0.0031 -0.0172 -0.0095
Inflation -0.3006** -0.3338** -0.3006** -0.0183 -0.0181 -0.0155
Real Interest Rate -0.0838* -0.0959* -0.0838* -0.0168 -0.0193* -0.0167*
Gender 0.1499 0.2208 0.1499 0.0843 0.0486 0.0820
Poolability F-test 0.996684 109.3391***
Breush Pagan Test 0.0821 71.6448***
Hausman Test 13.135445 33.9369***

Note: *** indicates significant at the 1% level (highly significant), ** indicates significant at the 5% level (significant), and * indicates significant at the 10%

level (marginally significant).
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Return on Equity (ROE)

Full-fledged Banks

Composite Banks

POLS FEM REM POLS FEM REM
CA -9.0292** -14.4076** -10.8900*** -0.3709*** -1.0216*** -0.7051***
AQ -23.5901* -11.0397 -20.5281 -0.8150*** -0.9882*** -0.8915***
MQ 27.6720 14.8150 21.0048 5.7823*** 7.3246*** 6.8558***
EQ -0.1225 0.0826 -0.0655 -0.2178*** -0.3830*** -0.2912***
LQ -6.2639*** -0.9217 -6.1601** -0.0820*** -0.0150 -0.0534**
Exchange rate 195.6173* 88.0637 165.6435* -0.6314 -1.7345* -1.3278
GDP -6.4549 -9.3008 -7.7830 -0.0718 -0.3030* -0.1988
Inflation -3.7271 -33.3871 -20.0609 -0.1095 -0.2616 -0.1566
Real Interest Rate -7.7906 -13.9659 -11.3442 -0.2355 -0.3062** -0.2586*
Gender -24.5986 39.8189 -26.4908 1.6372** 1.0677 1.4183*
Poolability F-test 3.1443 123.4624***
Breush Pagan Test 0.1017 71.6448***
Hausman Test 17.7264 31.2177***

Note: *** indicates significant at the 1% level (highly significant), ** indicates significant at the 5% level (significant), and * indicates significant at the 10%

level (marginally significant).
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Net Interest Margin (NIM)

Full-fledged Banks

Composite Banks

POLS FEM REM POLS FEM REM
CA 0.0000 -0.0020 0.0047 0.0839*** 0.0303** 0.0324
AQ -0.1442%** -0.2818*** -0.2429%** 0.0839** -0.0725%** -0.0632
MQ -0.0433 -0.1264 -0.1049 0.2511 1.2199*** 1.1552
EQ 0.0000 0.0003 0.0002 0.0252*** -0.0164*** -0.0132
LQ 0.0124* 0.0163 0.0157* 0.0198*** 0.0068** 0.0079
Exchange rate 0.1849 -0.0308 0.0381 -0.4237** -0.1714** -0.1830
GDP -0.0195 -0.0394 -0.0333 0.0151 0.0003 0.0013
Inflation -0.1777 -0.3094** -0.2588* 0.0314 0.0469 0.0439
Real Interest Rate -0.0419 -0.0905* -0.0739 0.0190 0.0109 0.0110
Gender 0.7145** 0.0577 0.2924 0.1658 0.2303*** 0.2316
Poolability F-test 6.2069*** 46.7541%**
Breush Pagan Test 29.7852*** 371.7555%**
Hausman Test 13.9373 18.8055**

Note: *** indicates significant at the 1% level (highly significant), ** indicates significant at the 5% level (significant), and * indicates significant at the 10%

level (marginally significant).
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Model (3):

Yie =Po + B1CA+ B, AQ + L3 MQ + LLEQ + Bs LQ + B¢ Exchange Rate
+ B, GDP Growth + Bg Inflation + B9 Real Interest Rate
+ B Gender + ;¢

The Table 4.4 reported the empirical results of the Model (3) estimation that
focused on investigating the relationship between the gender diversity in BOD and
the bank performance in Malaysia depends on the nature of bank. Our results
show that there is a positive relationship between the gender of BOD and the bank
performance depending on the bank nature while using the ROA, ROE and NIM
proxies. These outcomes reported that the NIM proxy with FEM model in the
composite bank was chosen as the best and most appropriate model to be used to
indicate this relationship. This is because this model has the highest significance
level among those selected models. Precisely, the composite bank is able to
perform better than the full-fledged bank with all male participants in the BOD in
term of bank performance at significance level of 5%. The composite bank is able
to perform better due to their business strategy. The composite bank is allowed to
offer conventional interest-based products and services to their customers, and at
the same time, it has also permitted to offer their Muslim customers the Shariah-
compliant products and services through the Islamic window. Hence, composite
bank is able to enjoy higher revenues of bank than the full-fledged which was only
qualified in offering either type of finance products and services. This result is in
line with Rashid & Jabeen (2016) studies. However, it was inconsistent with
several research statements such as Erol et. al. (2014), Doumpos et. al. (2017) and
Ramlan & Adnan (2016).
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4.3 Conclusion

In this chapter, we have excluded the diagnostic checking since the econometric
problems appeared to be not an issue associate with the results. On the other hand,
the empirical results showed that, among the macroeconomic variables, inflation
and real interest have significant relationship with the bank’s performance.
Furthermore, gender and nature of banks also poses significant effects on the
dependent variables. Lastly, the following chapter will be carrying out the
discussion of statistical results, policy implication, limitation of the study and the

future recommendation.
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CHAPTER 5: DISCUSSION, CONCLUSION AND
IMPLICATION

5.0 Introduction

In this chapter, the overall findings of this research will be further explained and
concluded. Important information from previous chapters will be included. This
chapter includes the summary of statistical analysis, discussion of major findings,
implications of study, limitations of study and the recommendation for future
research. It will serve as a concluding chapter for this research paper. At the end
of this chapter, several limitations and recommendations will be provided for

future researches purpose followed by a conclusion.

5.1 Summary of Statistical Analysis

This research had mainly discussed on three objectives which are the impact of
macroeconomic factors, the gender diversity of Board of Directors towards the
banks’ performance and the effect of gender diversity of Board of Directors
depending on the distinct nature of banks. This research had used a total of 39
banks combining both full-fledged and composite banks. It also included a sample
from year 1999 to 2016. The data that were used in this research are secondary
data and it consists of 368 observations in total. The sources are varied from
World Bank Database, Bank Negara Malaysia, bank’s annual reports, journals and

several websites.
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Then, three models were constructed based on the endogenous and exogenous
variables to assess on the best suited indicator for the performance. However, the
models were issued according to the three main objectives. The models were the
Pooled Ordinary Least Square Model (POLS), Fixed Effect Model (FEM) and the
Random Effect Model (REM) respectively. The models were formed in panel data
regression as panel data is the combination of multiple amount of observations
with multiple time period. In order to examine for a better model, Poolability F-
test, Breush-Pagan test and Hausman test were employed. Poolability F-test was
used to test between the POLS and FEM model. Next, Breush-Pagan test was
worked to test for FEM and REM models whereas Hausman test was applied to
test for the REM and FEM models.

Besides, a descriptive analysis regarding the macroeconomic variables, gender of
board of directors and the nature of banks were prepared to summarize the large
number of quantitative data. This was done to provide a simple yet understanding
table to analyze the result. In Chapter four, the results from the three tests were
reported and the findings will be interpreted along with the comparison of

previous findings by other researchers in the following sub topic.

5.2 Discussions of Major Findings

Table 5.1: Summary of the Results of Bank Performance Estimates

Dependent Independent Expected Sign Results
Variable Variables
Macroeconomics
variables
Bank Exchange rate Positive & Negative &
Performance significant insignificant
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GDP growth Positive & Negative &

significant significant

Inflation Negative & Negative &

significant significant

Real Interest rate Positive & Negative &

significant significant

Bank Gender Diversity Negative & Positive &
Performance of Board Structure significant significant

Nature of banks

Bank Composite banks Perform Better
Performance
Full-fledged banks Perform
Moderately

Table 5.1 shows that the outcomes obtained from Eviews had a contrary
relationship with the expected sign in this paper. The findings of the empirical
results stated that the exchange rate did not influence the bank performance
which means that there is no relationship between the exchange rate and
performance of banks in Malaysia. However, Acaravci and Calim (2013) found
that the exchange rate impacted the bank performance positively. The
insignificant of exchange rate might due to the Malaysia Ringgit (MYR) pegged
against the US dollar (USD) within year 1998 to 2005. The MYR was maintained
at RM3.80 to 1USD. The pegged currency policy restricted the currency to
fluctuate towards any directions. Subsequently, BNM decided de-pegged the
MYR to USD from year 2005 onwards. This monetary policy indicates that the
exchange rate does not show a wild fluctuation within these 18 years. Furthermore,
we extracted annual data for the exchange rate in this paper. Thus, the fluctuation
of the currency might not be very obvious as compared to the monthly or daily
data.
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Furthermore, the results of the tests revealed that the GDP growth is negatively
correlated on the bank performance in Malaysia. Whereas, several papers
emphasize that the effect of GDP growth is positively related to the bank
performance (Alper and Anbar, 2012; Petria, et al., 2015; and Khan, et al., 2015).
These researchers suggested that the good economic condition will boost the bank
performance. This is because when savings and investing activities with banks
increases, the demand for loans by customers also increases to fulfil their personal
needs and the default risk of the borrowers is lower when there is a high GDP
growth.

According to Table 5.1, the actual results show that only the inflation goes in the
same direction as the expected result. The outcome highlighted that the inflation
rate have a negative and significant relationship with the bank performance in
Malaysia. The study of Wamucii (2010), Hooshyari and Moghanloo (2015), and
Tarus et. al. (2012) proved that the inflation takes a significant role in influencing
the bank performance across countries. It indicates that there is a strong and
negative relationship between the inflation and the bank performance. When the
inflation is unanticipated, the banks will have to bear higher costs. This
unfavourable situation will decrease the bank performance. On the other hand, the
real interest rate is negatively correlated with the bank performance in Malaysia
based on the findings in our study. On the contrary, prior studies claimed that the
real interest rate affects the bank performance significantly and positively
( Hanweck and Kilcollin, 1984; Khan, et al., 2014) When the real interest rate
increases, the banks can earn higher interest income by charging higher interest on

loans, and giving low interest to depositors by reducing the interest expenses.

In addition, the outcome of the tests justify that the Boards of Directors (BOD)
with all male in the banking institution tends to perform better as compared to the
BOD that consists both male and female participants in the sense of bank
performance. The results may be due to the involvement of female participants in
the boardroom in Malaysia is lesser. However, several researchers mentioned that

the presence of female in BOD able to bring positive impacts to the bank
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performance (Garc B-Meca, et al., 2015; Shafique et. al., 2014; Conyon & He,
2017; Lee-kuen et al., 2017; Setiyono & Tarazi, 2014). It is because woman tends
to have a distinctive perspective which will increase the diversity in decision
making. Hence, from this perspective, the participation of women will result better

in making decisions for the organization.

Lastly, our finding states that the composite banks are able to perform better as
compared to the full-fledged banks in Malaysia. Rashid & Jabeen (2016) and
Doumpos et. al. (2017) had proven this statement true by claiming that composite
banks hold more reserves than full-fledged banks. Thus, composite banks are able
to offer both interest-based and Shariah-compliant products and services at the
same time. Therefore, it will perform better as compared with Islamic bank in the
sense of bank performance. However, some papers argued that the full-fledged
banks are more capable in making profits (Wasiuzzaman & Nair Gunasegavan,
2013; Ramlan & Adnan, 2013; Erol et. al., 2014). This is due to the Islamic bank
emphasizes on profit and loss sharing, and riba (interest) is prohibited. As a result,

it bears lesser financial risks as compared to composite banks.

5.3 Implications of the study

This research was designed to answer the objectives and research question in
Chapter 1. There are a few implications that this study had towards few parties
and also suggestions for future researchers. This paper will benefit the country
(Malaysia) in (i) considering the internal and external factors that affect the
performance of banks; (ii) understanding their financial institutions in terms of the
structure of the banks (nature) and (iii) understanding the qualitative variable

impacts on the banking industry and draw new strategy. This study is able to
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benefit the government, policy makers, sociologist, economist, citizens and other

researchers in identifying and testing the three main objectives.

5.3.1 Government and Policy Makers

The factors affecting performance in banking sector will show discrepancies when
the market determinants, legal and compliance change (Aden Anbar, 2011). All
the legitimate financial institutions in Malaysia are governed by the central bank
of Malaysia, Bank Negara Malaysia (BNM). Thus, our research in return provides
implications to the central bank and the government in regards to these topics (i)

macroeconomic and (ii) gender.

The empirical tests completed in this research with regards to the macroeconomic
factors (expect for exchange rate) reveal that they are significant to the
performances of a pure and composite bank in Malaysia. In other words, the three
macroeconomic variables (GDP growth, Inflation and Real interest rate) are able
to affect the bank’s performance. Thus, governments and policy makers are able
to determine the factors that affect the country in whole furthermore drawing

decision and plan to increase and maintain the macroeconomic of the country.

Besides, in our Chapter 2 we mentioned that the percentage of female labor
participation rate had declined from year 2015 to year 2017 (“Labor force
participation rate- female,” n.d.). However, our statistics from World Bank shows
that the percentage of labor participation in Malaysia is moving in an opposite
magnitude when comparing to the global female labor participation rate (“Labor
force participation rate- female Malaysia,” n.d.). Our research shows that gender
diversity on board of directors has an impact towards the performance of bank.

However a homogeneous model (all male) will have a better performance as
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compared to a heterogeneous model (mixture of male and female). Our focus in
this study is restricted to board of directors in banking industry. Thus, the
government may investigate the presence of women in labor force with respect to

the economy of the country.

Women are well-educated in this new era. Those who receive a proper education
are professional and qualified to compete for an open position among the labor
force. The government should use its resources well by encouraging more women
to participate in the labor force in order to enhance the economy of the country.
Ahmad (1998) mentioned on the legal status of women in education and how the
company retain its women employee in the workforce after marriage and so on. In
order to boost up the country’s economy, the government should study in depth on
the key requirements to retain women in the workforce even after their marriage.
Banks should also participate in this action by providing sectorial support so that
the government bodies are able to study the gender transformation in the sectorial
workforce upon the on-going economic in Malaysia and the economic crisis
(Ahmad, 1998).

5.3.2 Macroeconomists

Macroeconomics is the study of the aggregate economy (“Investopedia-
Macroeconomics,” n.d.). In this study we use four macroeconomic variables such
as the GDP growth, Inflation rate, Real Interest Rate and Exchange Rate. Zehri &
Ben Mbarek (2016) suggested the future researchers to focus on a specific nature
of a bank so that it will present a clear analysis on the key of an out-performed
bank. In our research, we included CAMEL rating with respect to (i)
macroeconomic variables; (i1) gender and (iii) gender towards the banks’

performance with respect to the nature of the banks.
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The first model shows a significant relationship towards the performance of the
bank. This model benefits the macroeconomist by providing them a clear picture
on the performances of banks internally and externally. Financial intermediaries
plays an important role as the middle man in the economic by channelling funds
from surplus to deficit (Abel, 2013). Thus, the soundness of a bank taking into
account the growth of the country, the inflation rate of country, interest rate and
exchange rate is important to maintain the stability in a banking industry (“The

Banking System and Money Creation,” n.d.).

The second model shows a significant relationship between genders with
macroeconomic explanatory variable towards performances of banks. The
allocation of human resources in the economy in other words, the workforce is
also a concern of a macroeconomists. Unemployment rate is a factor affecting the
economy, which does not contribute to the equilibrium of the supply and demand
curve. The allocation of human resources in labor force for instance encouraging
women to join the workforce will result in a decrease in the unemployment rate of
the country. Thus promoting women to participate in the labor force especially the
boardrooms will imply a better understanding in terms of gender within the work
force.

Lastly, the third model presents a positive relationship between natures of banks
towards the dependent variable in this research where composite banks
outperformed among the sample size. Within this study, we compared the full-
fledged banks (pure Islamic and pure conventional banks) with the composite
banks (mixture of Islamic and conventional banks). Distinct nature of banks
behaves differently in terms of their structure (interest-free verses interest earning
model) (Abdal-Majeed, Al-Smadi, Hamdan, & Almsafir, 2013). We are able to
present a specific result on banks performance by further categorising it into pure
banks and a composite bank. This action is able to provide the macroeconomists a

platform to compare the outperform banks.
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5.4 Limitations of Study

In the process of conducting our study, few limitations have been discovered.
Firstly, our study suffers from the unavailability of data for the sample that we
have drawn. This is because the year of establishment of business for each banks
differ from one another, thus the data availability is different for the banks.
Therefore, we are unable to provide a consistent period of time to study the

changes for the entire sample across the years.

Furthermore, our research is only focusing on the banking sectors in Malaysia
which might not be appropriate for other researchers who wish to investigate the
impact of similar independent variables in other countries such as the European
countries. This can be justified by stating that each country has their own policies
and regulatory system to control their banking sectors. The federal bank of each
country might have developed distinctive regulations for their banking sectors in
order to match with the current situation. Therefore, the results obtained in our

study might lack of information for the other researchers’ study purpose.

Lastly, our study focuses on the portion of female participation in the Board of
Director (BOD). Therefore, it is less likely to define the actual effect of
participation of women on the performance of the banks. However, the
information regarding the labor force or number of employees working within a
bank is confidential and it has been sealed from disclosing to the external parties.
Therefore, our study can only serve as a reference for researchers who are
concerned on the relationship of female participation in BOD towards the banking

performance.
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5.5 Recommendations

Throughout the study, there are few recommendations contributed for future
studies. First and foremost, in order to get a more comprehensive overview on the
determinants of bank’s performance, future researchers are recommended to take
into account more significant qualitative and macroeconomic factors such as
government regulations, global financial crisis and risk faced by the banking
institution. According to Kale, Hasan Eken, & Selimler (2015) an improved
macroeconomic environment in terms of a strengthened regulation, tighter
supervision, monitoring and restriction would significantly enhance bank’s
performance. Besides, global financial crisis 1997 and 2007 had crushed most of
the banking sectors and were dramatically affecting the bank’s performance.
RubiAhmad (n.d.) did a study on the impact of financial crisis on Malaysian
banks. He found that the global financial crisis had negatively affected the banks
followed by consolidating responses of the banks. Therefore, future researchers
are recommended to include the above factors to replace the variables which show
no effects on the study for a better understanding and also to provide more

important information for decision makers and publics.

Next, we suggest future researchers to widen the coverage of the study. Upon year
2017, there are 27 commercial banks and 16 Islamic banks listed on the Bank
Negara Malaysia. However, due to unavailability and unreliability on the data of
the banks, we excluded 4 banks from our study which are (i) Bank of Tokyo-
Mitsubishi UFJ (Malaysia) Berhad, (ii) Deutsche Bank (Malaysia) Berhad, (iii)
J.P.Morgan Chase Bank Berhad and (iv) Sumitomo Mitsui Banking Corporation
Malaysia Berhad. Thus, future researchers are encouraged to consider a more
variability set of data retrieved from other sources such as Bloomberg and the
Worldbank database. The significance of the study will be enhancing a more
precise and more integrated results after filling up the omitted data of banks since

the margin of error will be reduced along with the increased size of sample.
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Furthermore, we recommend future researchers to conduct a similar study which
targets the Malaysian’s neighbouring countries such as Indonesia and Singapore.
This is because the countries share the similar culture, political and economic
conditions as well as the development of both commercial and Islamic banking
system. By comparing among the countries, it will provide further improvements
to the result of the study furthermore offering a better and comprehensive
understanding for the research conducted. Besides, the findings will become

creditable with the supports of other countries’ results.

Lastly, the empirical results of this study show that gender does have significant
effects on the bank’s performance. However, we have only taken into account the
gender of the Board of Directors in this study. Hence, we suggest future
researchers who have interest in investigating the effects of gender towards bank’s
performance to expand the scope of their study from the gender of BOD to the
gender of the total labour force of the banks; under the circumstances that the data
is easily obtained. Thus, this would provide a more comprehensive overview of

the influences on gender.

5.6 Conclusion

In a nutshell, this chapter concludes the empirical results derived from the
previous chapter. The data and models that are employed in the study are legit and
the explanatory variables have shown significance to the study. Throughout
chapter 5, the major findings and implications of policy has been covered as a
reference for the policy makers to design strategies and implement policies.
Besides, the limitation of the study was discussed to prevent future researches
from repeating the issues faced while preparing this research. Lastly, the
recommendations were made based on the study provided in order to assist

interested future researchers in investigating the similar research.
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