
Abstract
The present article examines the determinants of bank pro�tability in a developing economy.

Speci�cally working within the Malaysian �nancial sector, the analysis is con�ned to the universe of the

domestic and foreign commercial banks operating in the Malaysian �nancial sector during the period

2000–04. The empirical �ndings suggest that Malaysian banks with a higher credit risk and a higher

loan concentration exhibit lower pro�tability level. On the other hand, banks that have a higher level of

capitalization, a higher proportion of income from non-interest sources, and high operational expenses

tend to exhibit higher pro�tability level. The results suggest that economic growth has a negative e�ect

on Malaysian banks’ pro�tability, while a higher in�ation rate has a positive impact on Malaysian

banks’ pro�tability.
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1. The �gure is as at end–2003, prior to the consolidation of �nance companies into their respective
commercial banking parents.

2. A guess would be that such relationship is observed in developed banking systems, which hire high
quality and therefore, high cost sta�. Hence, providing that the high quality sta� is su�ciently
productive, such banks will not be disadvantaged from a relative point of view.

3. In a contestable market, active �rms are vulnerable to “hit and run” entry. For its existence, sunk
costs must be largely absent. In the banking industry, some argue that most of the costs are �xed but
not sunk, making it contestable (Whalen, 1988).
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4. We would like to thank the anonymous referee for this suggestion.

5. We would like to thank the anonymous referee for this suggestion. For brevity purposes, we do not
present the results here, but are available from the author upon request.

6. See Berger and Mester (1997) for a detailed discussion of this point.

References
Abbasoglu, O.F., A.F. Aysan and A. Gunes . 2007. ‘ Concentration, Competition, E�ciency, and
Pro�tability of the Turkish Banking Sector in the Post-Crisis Period ’, Banks and Bank Systems, 2(3): 106–
15 .

Google Scholar

Akhavein, J., A.N. Berger and D.B. Humphrey 1997. ‘ The E�ects of Megamergers on E�ciency and
Prices: Evidence from a Bank Pro�t Function ’, Review of Industrial Organization, 12(1): 95–139 .

Google Scholar

Athanasoglou, P.P., S.N. Brissimis and M.D. Delis . 2008. ‘ Bank Speci�c, Industry Speci�c and Macro-
economic Determinants of Bank Pro�tability ’, Forth-coming in Journal of International Financial Markets,
Institutions and Money, 18(2): 121–36 .

Google Scholar

Bank Negara Malaysia. 2005. Annual Report. Bank Negara Malaysia Press. Kuala Lumpur .

Google Scholar

Bennaceur, S. and M. Goaied . 2008. ‘ The Determinants of Commercial Bank Interest Margin and
Pro�tability: Evidence from Tunisia ‘, Frontiers in Finance and Economics, 5(1): 106–30 .

Google Scholar

Berger, A.N. 1995. ‘ The Relationship Between Capital and Earnings in Banking ’, Journal of Money, Credit
and Banking, 27(2): 432–56 .

Google Scholar

Berger, A.N. and Mester, L.J. 1997. “ Inside the Black Box: What Determine Di�erences in the E�ciency
of Financial Institutions? ”, Journal of Banking and Finance, 21(7): 895–947 .

Google Scholar

https://scholar.google.com/scholar_lookup?title=Concentration%2C+Competition%2C+Efficiency%2C+and+Profitability+of+the+Turkish+Banking+Sector+in+the+Post-Crisis+Period&publication_year=2007&journal=Banks+and+Bank+Systems&pages=106-15
https://scholar.google.com/scholar_lookup?title=The+Effects+of+Megamergers+on+Efficiency+and+Prices%3A+Evidence+from+a+Bank+Profit+Function&publication_year=1997&journal=Review+of+Industrial+Organization&pages=95-139
https://scholar.google.com/scholar_lookup?title=Bank+Specific%2C+Industry+Specific+and+Macro-economic+Determinants+of+Bank+Profitability&publication_year=2008&journal=Forth-coming+in+Journal+of+International+Financial+Markets%2C+Institutions+and+Money&pages=121-36
https://scholar.google.com/scholar_lookup?title=Annual+Report&publication_year=2005
https://scholar.google.com/scholar_lookup?title=The+Determinants+of+Commercial+Bank+Interest+Margin+and+Profitability%3A+Evidence+from+Tunisia&publication_year=2008&journal=Frontiers+in+Finance+and+Economics&pages=106-30
https://scholar.google.com/scholar_lookup?title=The+Relationship+Between+Capital+and+Earnings+in+Banking&publication_year=1995&journal=Journal+of+Money%2C+Credit+and+Banking&pages=432-56
https://scholar.google.com/scholar_lookup?title=Inside+the+Black+Box%3A+What+Determine+Differences+in+the+Efficiency+of+Financial+Institutions%3F&publication_year=1997&journal=Journal+of+Banking+and+Finance&pages=895-947


Berger, A.N., G.A. Hanweck and D.B. Humphrey . 1987. ‘ Competitive Viability in Banking: Scale Scope
and Product Mix Economies ‘, Journal of Monetary Economics, 20(3): 501–20 .

Google Scholar

Berger, A.N., A.K. Kashyap and J.M. Scalise . 1995. ‘ The Transformation of the U.S. Banking Industry:
What a Long, Strange Trip It's Been ‘, Brookings Papers on Economic Activity, 26(2): 55–218 .

Google Scholar

Bikker, J. and H. Hu . 2002. ‘ Cyclical Patterns in Pro�ts, Provisioning and Lending of Banks and
Procyclicality of the New Basel Capital Requirements ’, BNL Quarterly Review, 221: 143–75 .

Google Scholar

Bourke, P. 1989. ‘ Concentration and Other Determinants of Bank Pro�tability in Europe, North
America and Australia ’ Journal of Banking and Finance, 13(1): 65–79 .

Google Scholar

Boyd, J. and D. Runkle. 1993. ‘ Size and Performance of Banking Firms: Testing the Predictions Theory ‘,
Journal of Monetary Economics, 31(1): 47–67 .

Google Scholar

Button, K.J. and T.G. Weyman-Jones 1992. ‘ Ownership Structure, Institutional Organization and
Measured X-E�ciency ‘, The American Economic Review, 82(2), 439–45 .

Google Scholar

Cooper, M., W. Jackson and G. Patterson. 2003. ‘Evidence of Predictability in the Cross Section of Bank
Stock Returns’, Journal of Banking and Finance, 27(5): 817–50 .

Google Scholar

Dermirgue Kunt, A. and H. Huizinga . 2001. ‘Financial Structure and Bank Pro�tability’, in A. Dermirgue-
Kunt and R. Levine (eds), Financial Structure and Economic Growth, pp. 243–61. Cambridge: MIT Press.

Google Scholar

Duca, J. and M. McLaughlin . 1990. ‘ Developments A�ecting the Pro�tability of Commercial Banks ’,
Federal Reserve Bulletin July.

Google Scholar

https://scholar.google.com/scholar_lookup?title=Competitive+Viability+in+Banking%3A+Scale+Scope+and+Product+Mix+Economies&publication_year=1987&journal=Journal+of+Monetary+Economics&pages=501-20
https://scholar.google.com/scholar_lookup?title=The+Transformation+of+the+U.S.+Banking+Industry%3A+What+a+Long%2C+Strange+Trip+It%27s+Been&publication_year=1995&journal=Brookings+Papers+on+Economic+Activity&pages=55-218
https://scholar.google.com/scholar_lookup?title=Cyclical+Patterns+in+Profits%2C+Provisioning+and+Lending+of+Banks+and+Procyclicality+of+the+New+Basel+Capital+Requirements&publication_year=2002&journal=BNL+Quarterly+Review&pages=143-75
https://scholar.google.com/scholar_lookup?title=Concentration+and+Other+Determinants+of+Bank+Profitability+in+Europe%2C+North+America+and+Australia&publication_year=1989&journal=Journal+of+Banking+and+Finance&pages=65-79
https://scholar.google.com/scholar_lookup?title=Size+and+Performance+of+Banking+Firms%3A+Testing+the+Predictions+Theory&publication_year=1993&journal=Journal+of+Monetary+Economics&pages=47-67
https://scholar.google.com/scholar_lookup?title=Ownership+Structure%2C+Institutional+Organization+and+Measured+X-Efficiency&publication_year=1992&journal=The+American+Economic+Review&pages=439-45
https://scholar.google.com/scholar_lookup?publication_year=2003&journal=Journal+of+Banking+and+Finance&pages=817-50
https://scholar.google.com/scholar_lookup?title=Financial+Structure+and+Bank+Profitability&publication_year=2001&pages=243-61
https://scholar.google.com/scholar_lookup?title=Developments+Affecting+the+Profitability+of+Commercial+Banks&publication_year=1990&journal=Federal+Reserve+Bulletin


Eichengreen, B. and H.D. Gibson . 2001. ‘Greek Banking at the Dawn of the New Millennium’, Centre of
Economic Policy Research (CEPR) Discussion Paper.

Google Scholar

Goddard, J., P. Molyneux, P., and J. Wilson . 2004. ‘ Dynamic of Growth and Pro�tability in Banking ’,
Journal of Money, Credit and Banking, 36(6): 1069–90 .

Google Scholar

Hassan, M.K. and A.H.M. Bashir . 2003. ‘ Determinants of Islamic Banking Pro�tability ’, Paper
Presented at the 10th ERF Annual Conference, 16–18 December, Morocco.

Google Scholar

Kosmidou, K. 2008. ‘ The Determinants of Banks' Pro�ts in Greece during the Period of EU Financial
Integration ’, Managerial Finance, 34(3): 146–59 .

Google Scholar

Miller, S.M. and A. Noulas . 1997. ‘ Portfolio Mix and Large Bank Pro�tability in the USA ’, Applied
Economics, 29(4): 505–12 .

Google Scholar

Molyneux, P. 1993. Structure and Performance in European Banking,Working Paper, University of Wales
Bangor .

Google Scholar

Molyneux, P. and J. Thornton . 1992. ‘ Determinants of European Bank Pro�tability: A Note ’, Journal of
Banking and Finance, 16: 1173–78 .

Google Scholar

Neely, M. and D. Wheelock . 1997. ‘ Why Does Bank Performance Vary Across States? ;’, Federal Reserve
Bank of St. Louis Review, 20(1): 27–38 .

Google Scholar

Perry, P. 1992. ‘ Do Banks Gain or Lose from In�ation ’, Journal of Retail Banking, 14(2): 25–40 .

Google Scholar

https://scholar.google.com/scholar_lookup?title=Greek+Banking+at+the+Dawn+of+the+New+Millennium&publication_year=2001
https://scholar.google.com/scholar_lookup?title=Dynamic+of+Growth+and+Profitability+in+Banking&publication_year=2004&journal=Journal+of+Money%2C+Credit+and+Banking&pages=1069-90
https://scholar.google.com/scholar_lookup?title=Determinants+of+Islamic+Banking+Profitability
https://scholar.google.com/scholar_lookup?title=The+Determinants+of+Banks%27+Profits+in+Greece+during+the+Period+of+EU+Financial+Integration&publication_year=2008&journal=Managerial+Finance&pages=146-59
https://scholar.google.com/scholar_lookup?title=Portfolio+Mix+and+Large+Bank+Profitability+in+the+USA&publication_year=1997&journal=Applied+Economics&pages=505-12
https://scholar.google.com/scholar_lookup?title=Structure+and+Performance+in+European+Banking&publication_year=1993
https://scholar.google.com/scholar_lookup?title=Determinants+of+European+Bank+Profitability%3A+A+Note&publication_year=1992&journal=Journal+of+Banking+and+Finance&pages=1173-78
https://scholar.google.com/scholar_lookup?title=Why+Does+Bank+Performance+Vary+Across+States%3F&publication_year=1997&journal=Federal+Reserve+Bank+of+St.+Louis+Review&pages=27-38
https://scholar.google.com/scholar_lookup?title=Do+Banks+Gain+or+Lose+from+Inflation&publication_year=1992&journal=Journal+of+Retail+Banking&pages=25-40


Rivard, R.J. and C. R. Thomas . 1997. ‘ The E�ect of Interstate Banking on Large Bank Holding Company
Pro�tability and Risk ’, Journal of Economics and Business, 49(1): 61–76 .

Google Scholar

Rosly, S.A. and M.A. Abu Bakar . 2003. ‘ Performance of Islamic and Mainstream Banks in Malaysia ’,
International Journal of Social Economics, 30(12): 1249–65 .

Google Scholar

Sathye, M. 2001. ‘ X-E�ciency in Australian Banking: An Empirical Investigation ’, Journal of Banking and
Finance, 25(3): 613–30 .

Google Scholar

Saunders, A., E. Strock and N.G. Travlos . 1990. ‘ Ownership Structure, Deregulation, and Bank Risk
Taking ’, Journal of Finance, 45(2): 643–54 .

Google Scholar

Staikouras, C. and Wood, G. 2003. ‘ The Determinants of Bank Pro�tability in Europe ’, Paper presented
at the European Applied Business Research Conference, Venice, 9–13 June.

Google Scholar

Whalen, G. 1988. ‘ Actual Competition, Potential Competition and Bank Pro�tability in Rural Markets ’,
Federal Reserve Bank of Cleveland Economic Review, 24(3): 14–21 .

Google Scholar

White, H.J. 1980. ‘ A Heteroskedasticity-Consistent Covariance Matrix Estimator and a Direct Test for
Heteroskedasticity ’, Econometrica, 48(4): 817–38 .

Google Scholar

Wooldridge, J.M. 2002. Econometric Analysis of Cross Section and Panel Data. Cambridge, MA: MIT Press .

Google Scholar

Similar articles:

The Nexus between Economic Freedom and Islamic Bank Performance: Empirical Evidence from the
MENA Banking Sectors

Restricted access

https://scholar.google.com/scholar_lookup?title=The+Effect+of+Interstate+Banking+on+Large+Bank+Holding+Company+Profitability+and+Risk&publication_year=1997&journal=Journal+of+Economics+and+Business&pages=61-76
https://scholar.google.com/scholar_lookup?title=Performance+of+Islamic+and+Mainstream+Banks+in+Malaysia&publication_year=2003&journal=International+Journal+of+Social+Economics&pages=1249-65
https://scholar.google.com/scholar_lookup?title=X-Efficiency+in+Australian+Banking%3A+An+Empirical+Investigation&publication_year=2001&journal=Journal+of+Banking+and+Finance&pages=613-30
https://scholar.google.com/scholar_lookup?title=Ownership+Structure%2C+Deregulation%2C+and+Bank+Risk+Taking&publication_year=1990&journal=Journal+of+Finance&pages=643-54
https://scholar.google.com/scholar_lookup?title=The+Determinants+of+Bank+Profitability+in+Europe
https://scholar.google.com/scholar_lookup?title=Actual+Competition%2C+Potential+Competition+and+Bank+Profitability+in+Rural+Markets&publication_year=1988&journal=Federal+Reserve+Bank+of+Cleveland+Economic+Review&pages=14-21
https://scholar.google.com/scholar_lookup?title=A+Heteroskedasticity-Consistent+Covariance+Matrix+Estimator+and+a+Direct+Test+for+Heteroskedasticity&publication_year=1980&journal=Econometrica&pages=817-38
https://scholar.google.com/scholar_lookup?title=Econometric+Analysis+of+Cross+Section+and+Panel+Data&publication_year=2002
https://journals.sagepub.com/doi/10.1177/2347798914565874?icid=int.sj-abstract.similar-articles.1


MENA Banking Sectors

Show details 

Determining Risk Factors that Diminish Asset Quality of Indian Commercial Banks

Show details 

The Interactional Relationships Between Credit Risk, Liquidity Risk and Bank Pro�tability in MENA
Region

Show details 

View more

Sage recommends:

Mongolia

Show details 

Prompt Corrective Action: An Essential Element of Financial Stability Framework*

Show details 

The Banking Sector

Show details 

View more

You currently have no access to this content. Visit the access options page to authenticate.

Restricted access

Restricted access

SAGE Knowledge
Entry

SAGE Knowledge
Book chapter

SAGE Knowledge
Book chapter

https://journals.sagepub.com/doi/10.1177/2347798914565874?icid=int.sj-abstract.similar-articles.1
https://journals.sagepub.com/doi/10.1177/0972150919861470?icid=int.sj-abstract.similar-articles.2
https://journals.sagepub.com/doi/10.1177/0972150919879304?icid=int.sj-abstract.similar-articles.3
http://dx.doi.org/10.4135/9781483345727.n559
http://dx.doi.org/10.4135/9789354792595.n4
http://dx.doi.org/10.4135/9788132104384.n1
https://journals.sagepub.com/action/showLogin?uri=/doi/10.1177/097215090901000206


Download PDF

We value your privacy We and our partners store and/or access information on a device, such as cookies and
process personal data, such as unique identi�ers and standard information sent by a device for personalised
advertising and content, advertising and content measurement, audience research and services
development. With your permission we and our partners may use precise geolocation data and identi�cation
through device scanning. You may click to consent to our and our 1447 partners’ processing as described
above. Alternatively you may click to refuse to consent or access more detailed information and change your
preferences before consenting. Please note that some processing of your personal data may not require your
consent, but you have a right to object to such processing. Your preferences will apply to this website only.
You can change your preferences or withdraw your consent at any time by returning to this site and clicking
the "Privacy" button at the bottom of the webpage.

Also from Sage

CQ Library

Elevating debate

Sage Data

Uncovering insight

Sage Business Cases

Shaping futures

Sage Campus

Unleashing potential

Sage Knowledge

Multimedia learning resources

Sage Research Methods

Supercharging research

Sage Video

Streaming knowledge

Technology from Sage

Library digital services

https://journals.sagepub.com/doi/pdf/10.1177/097215090901000206?download=true
https://library.cqpress.com/index.php?utm_source=cross-product-footer&utm_medium=cross-product
https://www.data-planet.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/cases?utm_source=cross-product-footer&utm_medium=cross-product
https://classroom.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://methods.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/video?utm_source=cross-product-footer&utm_medium=cross-product
https://www.technologyfromsage.com/?utm_source=cross-product-footer&utm_medium=cross-product

