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Abstract: Commercial banks play a pivotal role as a financial intermediary in mobilizing
funds among the sectors such as private households, business firms, and the government.
Investment activities, business expansion, and industrial development depend largely on the
funds, without which a country’s economy will be stagnant and even worse the economy is
going to be in catastrophe. Apparently, lending activity is the core business of commercial
banks that contributes the largest income proportion to the banks. Therefore, this paper aims
to examine the four specific internal factors influencing the commercial banks’ lending
behaviour. Sampling from the year 2009 to 2018, this study evidences that the volume of
deposit, level of liquidity and bank size significantly influences the lending behaviour of
commercial banks in Malaysia after the 2007/2008 global financial crisis. Specifically, the
volume of deposit and non-performing loans negatively influence the banks’ lending
behaviour whereas the level of liquidity and bank size pose positive impacts on lending
behaviour. These findings are very beneficial to the commercial banks, the Central Bank of
Malaysia (BNM), depositors or shareholders as well as business firms in planning,
formulating appropriate policies and ultimately making well-informed decisions in the future.
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Introduction

The growth and development of a country’s economy depend largely on the funds available
in the financial market. Besides raising capital through the stock market, business firms also
obtain the funds by borrowing from the financial institutions particularly banks. Commercial
banks play crucial function in the overall performance of an economy and the commercial
banks have been at the centre of driving the economy as evidenced through the tremendous
growth in the private sector credit over time (Olokoyo, 2011). Availability of funds through
bank credit has boosted the expansion and productive investments in manufacturing,
construction, property development, retailing and other economic sectors. The banks’ ability
in providing credit to the business firms will positively affect the business’s efficiency,
profitability and future growth.

The banking activities in Malaysia initially focused on trade and working capital financing,
and foreign exchange remittances with London, India and China and primarily pertaining to
non-ferrous metals particularly tin. In the early 1900s, the banking system continued to grow
with more branches of foreign banks being opened. Local bank was then established by
independent traders due to the rise of international trades in rubber and tin. Today, the
banking industry is one of the crucial drivers in the economic development of the country.
The Malaysian banking industry can be divided into two, namely conventional and Islamic
banking systems, where the Central Bank of Malaysia (BNM) regulates and controls the
banking systems to ensure the economic development of the country can be sustained.

Basically, commercial banks accept deposits, offer savings and current accounts, provide
credit or loans and other financial services. The banks are the largest and most significant
fund provider in the economy. Lending activity is the core activity and can be described as
the heart of the commercial banks’ business. Banks’ credit helps to elevate firms’ output
level, expand investment capital and improve living standard of the society. The commercial
banks accept deposits from clients with surplus fund while simultaneously using the fund to
grant loans to deficit unit.

Malede (2014) suggests that loans and advances are the largest elements in the banks’ asset
portfolio and also the banks’ predominant sources of income. Hence, it is important for the
commercial banks to comprehend the factors that influence the banks’ lending behaviour in
order to maximize their productivity and performance. This is because the loans and advances
constitute approximately 62% of the asset portfolio of the commercial banks. In addition,
lending activity is the primary revenue driver for the commercial banks in Malaysia, which
contributes roughly 70% of the commercial banks' working revenue.

In addition, it is crucial to understand the banks’ lending behaviour because banking sector
plays fundamental role in stimulating the economic growth and development (Maloba, 2018).
With the latest development of market liberalization and globalization, the banks should be
well prepared and more efficient in order to stay competitive (Cheong, 2000). Besides, the
government should have better awareness about the factors that affect banks’ lending
behaviour. The BNM not merely influences the interest rates, but it also could direct the flow
of credit to the economy's priority industries or sectors. In view that the commercial banks
would respond directly to the changes in the availability of reserve funds or variation in the
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interest rate by changing their lending and investment portfolios, the BNM or government’s
financial measures would also pose impacts on the currency and deposit supply, loan
availability, as well as the costs of money and loans in the multiple industries.

This study has its significance as we sample the data from the year 2009 to 2018. We exclude
the effects of 2007/2008 global financial crisis since during the two years, all sectors of
economy particularly the financial sector had performed severely and this of course will
cause unusual trend to our data that ultimately affects our test results. This study also
attempts to confirm the findings revealed by Adzis, Sheng and Bakar (2018), who studied the
determinants of Malaysian banks’ lending using the samples from the year 2005 to 2014,
which includes the period of 2007-2008 global financial crisis. The aim is to see whether
there is any inconsistency in results if we exclude the effects of the 2007/2008 global
financial crisis. Hence, this study will contribute the latest evidence of findings on the banks’
lending behaviour in Malaysia besides enriching the existing literature.

The rest of this paper will be arranged as follows; the review of literature and development of
hypotheses, the data sampling and methodology, the results and discussion, and the
conclusion and recommendation.

Review of Literature and Hypotheses Development

The crucial indicator for the measurement of banks’ lending behaviour is lending growth
through monitoring the total loans and advances of the banks (Bhaumik, Dang & Kutan,
2011; Louhichi & Boujelbene, 2017). The development of bank lending is controlled by the
supervisory authority of finance and banking as in the case of Vietnamese banking industry
(Vo, 2018). This reflects the financial strength and soundness of the banks since the local
authority determines the lending growth rate by relying on the evaluation of commercial
banks’ soundness.

Banks’ lending behaviour is influenced positively by both the internal and external factors
such as deposit volume, earnings after tax, bank’s rate of interest, gross domestic product
(GDP), inflation rate and reserve requirement in the case of Jordanian banks (Al-Kilani &
Kaddumi, 2015). Their study further added that the government’s monetary policy tools
negatively affect the banks’ lending behaviour even though it shows insignificant impact. The
notable point to highlight from their study is that the bank’s lending behaviour is not
significantly influenced by the bank’s interest or lending rate. This finding is inconsistent
with Karim, Azman-Saini, and Karim (2011) and Swamy (2012), who found significant
negative impact of the lending rate on the banks’ lending behaviour. Maloba (2018) and Vo
(2018) suggested that banks’ market capitalization and return on asset (ROA) influence the
bank’s lending behaviour whilst Cargill and Mayer (2006) proved that cash reserve
requirement negatively affects the banks’ lending behaviour.

Tomak (2013) reported that non-performing loan (NPL) negatively affects the lending
behaviour of Turkish commercial banks. Malede (2014) showed that the NPL has significant
impact on bank’s lending behaviour of the Ethiopian banks. Amidu (2014) further added that
high portion of the NPL on the banks’ financial statement would dissuade the banks from
extending the loans and consequently reduce the volume of lending by the banks. Rabab’ah
(2015) revealed similar finding as in the case of the Jordanian commercial banks. Another
study by Adzis et al. (2018) concluded that even though the NPL negatively influences the
commercial banks’ lending behaviour, but the NPL is proven not a significant factor. They
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added the NPL is merely one of the criteria used by the commercial banks to evaluate the
customers’ credit applications.

Customer’s deposit is essential for the banks’ lending activity as it provides large portion of
fund resource for the banks to offer loans and advances to the public. Al-Kilani and Kaddumi
(2015) suggested that banks in Jordan should attract more deposits from their customers. The
volume of deposits significantly and positively affects banks’ lending behaviour and credit
allocations in Kenya (Maloba, 2018) and Nigeria (Matousek & Solomon, 2018). Similar
finding is revealed by Olusanya, Oyebo, and Ohadebere (2012) and Adzis et al. (2018).
Further, Imran and Nishat (2013) noted that Pakistani banks with high volume of deposits
would have higher liquidity and more capacity to provide loans. In India, Swamy (2012) also
showed that customer’ deposits influence the banks’ lending positively regardless whether
the economy is in the recession or not. Sarath and Pham (2015) suggested the higher deposit
growth would facilitate the growth of banks’ lending in Vietnam. Malede (2014) found that
volume of deposit is insignificant influence towards bank’ lending behaviour in Ethiopia.

Liquidity basically is described as the ability of bank to convert its short-term assets into cash
with minimum loss. Liquidity is used to determine the effect of the proportional liquid assets
held by the banks against the commercial banks’ lending. Pruteanu-Podpiera (2007)
discovered positive influence of the liquidity on the loan growth particularly in the situation
of tight monetary policy. However, Rabab’ah (2015) revealed that a high liquidity maintained
by the banks will reduce the banks’ capacity to grant loans to the public. The studies by
Amidu (2014), Mousa and Chedia (2016), and Adzis et al. (2018) also provide substantial
evidences that the level of liquidity will affect banks’ lending behaviour negatively.
Meanwhile, Kim and Sohn (2017) concluded that the impact of an increase in bank capital on
the credit growth that is positively associated with the liquidity level, is only applicable to the
large banks.

Bank size is the most crucial and persistent factor to determine a bank’s tendency to give loan
in the Central African Economic and Monetary Community (Djiogap & Ngomsi, 2012).
Further, Malede (2014) and Amidu (2014) claimed that bank size positively affects bank
lending behaviour. Rabab’ah (2015) concluded that the larger banks tend to provide larger
credit facilities to the public in Jordan. In the context of European countries, Tomak (2013)
also revealed that larger commercial banks in Turkey tend to provide more business loans to
the public. In Russia, Chernykh and Theodossiou (2011) found that larger banks have more
accessibility and larger fund to grant loans to the public. On the contrary, Pruteanu-Podpiera
(2007) argued that the bank size tends to negatively affect the growth rate of loans in the
Czech Republic.

Based on the literature review and previous studies, we have developed the four hypotheses.
Hypothesis 1:

The non-performing loan (NPL) negatively influences the banks’ lending behaviour
Hypothesis 2:

The volume of deposits (DEP) positively influences the banks * lending behaviour
Hypothesis 3:

The level of liquidity (L1Q) negatively influences the banks’ lending behaviour

Hypothesis 4:

The bank size (BSZ) positively influences the banks’ lending behaviour
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Data, Methodology and Hypotheses

We have selected six Malaysian commercial conventional banks, namely Affin Bank Berhad,
Alliance Bank Malaysia Berhad, Hong Leong Bank Berhad, RHB Bank, Maybank Berhad
and Public Bank Berhad. The annual panel data covers from 2009 to 2018 and the data is
gathered from the Eikon DataStream and the annual reports. Our test commences from the
year 2009 because we want to examine the impacts and relationships of the selected variables
post the 2007/2008 global financial crisis. The internal factors are the bank-specific variables
namely non-performing loan, volume of deposit, level of liquidity, and bank size whilst the
dependent variable is the total loans and advances of the six Malaysian commercial banks.

Total loans and advances (LOAN) refer to total annual gross loans and advances for both
public and private sectors, which are obtained from the asset side of banks’ balance sheet.
NPL is a loan, where a borrower is default or not making interest payment or repaying
principal for 90 days or more. The NPL is measured as a ratio to total loans and advances.
DEP is one of the main sources of fund to the commercial banks to provide credit to the
customers. The DEP is measured as a ratio to total assets. L1Q refers to total liquid assets to
total assets ratio. BSZ is measured by the log total assets of the banks, where the total assets
are obtained from the balance sheet at year end and become the base for the total resources
available for commercial banks’ business. The data is run in the EViews software and
analysed using the descriptive analysis, correlation analysis and regression analysis. In this
study, we use multiple variables and the equation is as follows:

LOANit=a+B1NPLit+B2DEPit+B3LIQit+BAInBSZit

In addition, we also run the f-test for model significance or specification. The hypotheses are
as follows:

HO: BINPLit=B2DEPit=B3LIQit=L4InBSZit=0

H1: BINPLit#B2DEPit#B3LIQit#B4InBSZit+ 0

Results and Discussion of Findings
Descriptive Statistics

Table 1: Descriptive Statistics Results
Variable LOAN NPL DEP LIQ BSZ
Mean 0.6607 0.0216 0.8228 1.9786 18.7925
Maximum 0.7965 0.0700 0.8911 2.2180 20.5088

Minimum 0.4893 0.0048 0.7075 1.7593 17.1360
Source: Datastream & Banks’ Annual Reports

Table 1 shows the descriptive statistics. For the 10 years after the 2007/2008 global financial
crisis, the six commercial banks in Malaysia had allocated 66.07% of their total assets to
grant loans and advances. The highest total loans and advances is 79.65%, which was
recorded by Maybank Berhad (MBB) in 2015. As the largest commercial bank in Malaysia
by total assets of USD195 billion as at December 31, 2018 and market capitalization of
USD23 billion as at October 7, 2019 (Ratings, 2019), this result is not surprising and
predictable. Meanwhile, the lowest total loans and advances was recorded by Hong Leong
Bank (HLB) with 48.93% in 2009 and this was in the aftermath of the 2007/2008 global
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financial crisis, where most banks practiced high prudence and did not want to take high risk
with over-lending since the Malaysian economy had just started to recover from the crisis.

The NPL results for the six commercial banks show preferable outcomes. The average value
for NPL to total loans and advances is merely 2.16%. This indicates that the selected
commercial banks have good banking policy and are efficient in managing their loans and
advances particularly in credit review and collection. Alliance Bank Malaysia Berhad had
recorded the highest NPL with 7% in 2009 due to the 2007/2008 global financial crisis,
whereas Public Bank Berhad (PBB) had recorded the lowest NPL with 0.48% in 2017. The
result for PBB is expected and undeniable because the bank has been awarded with the best
corporate governance practices for several consecutive years in Malaysia and Asian region.

The average deposit volume is 82.28% out of total assets for the period from 2009 to 2018.

This shows that customers’ deposit constitutes significant portion of the banks’ total assets
and this implies that the banks depend on this source of fund to make investments or grant
loans. The highest deposit is recorded by PBB with 89.11% in 2009 whilst MBB had the
lowest percentage of deposit volume with 70.75% in 2016 in proportion to the total assets,
respectively. PBB’s highest percentage of deposit could be due to attractive interest offered
and is attributable to customers’ confidence in the bank’s governance of their money.

The liquidity level also shows favourable results throughout the sample period. This is good
because banks should have higher liquidity to be able to meet their short term obligations and
to fulfil cash withdrawals requirement by the depositors. The highest liquidity was recorded
by Alliance Bank in 2011 at 2.22 while the lowest was recorded by Hong Leong Bank (HLB)
at 1.76 in 2011 as well. The lowest level of liquidity recorded by HLB could be due to the
percentage change in total assets was greater than the percentage change in liquid assets.

The mean value for banks’ size is 18.79 in log form or RM223,227,684,825 in nominal value.
High asset ownership enables banks to offer more financial services at low cost. MBB
recorded the largest bank size with RM806,991,681,000 or 20.51 in log form. This is good
for MBB since large bank size could increase the profitability by allowing bank to realize
economies of scale. The lowest bank size was recorded by Alliance Bank with 17.14 or
RM27,674,926,000. This could be due to the bank’s inefficiency in mobilizing the funds and
generating profit from the funds.

Pearson Correlation

Table 2: Pearson Correlation Results
Variable LOAN NPL DEP LIQ BSZ
LOAN 1.0000 = meeee e e

NPL -0.3931  1.0000  s-e- e e
DEP  -04785 -0.1301 1.0000  -----  ----
LIQ 0.2927 -0.3557 0.1567 1.0000  -----

BSZ 0.7354 -0.3387 -0.6790 -0.0510 1.0000

From Table 2, we could see that both NPL and DEP have negative correlations with LOAN,
namely the total loans and advances. The p-values of NPL and DEP, which are less than 0.05
indicates the significance of both variables. The negative correlation of NPL answers our
hypothesis 1 and this finding is consistent with Rabab’ah (2015), Amidu (2014) and Tomak
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(2013). The rationale is that when the banks have to allocate a high portion of their income
towards NPL provision, this will discourage the credit delivery and reduce the lending
capacity of the banks.

Meanwhile, the significant negative result of DEP is in line with the finding by Sanfilippo-
Azofra, Torre-Olmo, Cantero-Saiz, and Lopez-Gutiérrez (2018). The negative result implies
that the six commercial banks in Malaysia are no longer depending on customers’ deposits as
a source for lending as the banks have broadened their sources of fund from other financial
instruments such as bonds or sukuk and shares. Therefore, with this finding we have to reject
our hypothesis 2.

Whereas, LIQ and BSZ have positive correlations with total loans and advances. LI1Q shows
weak correlation whilst BSZ indicates quite strong correlation. Both LIQ and BSZ are also
found to be significant variables to the total loans and advances based on the p-values that are
less than 0.05, respectively. The positive correlation of LIQ supports the finding by Pruteanu-
Podpiera (2007), who concluded that liquidity positively affects the total loans and advances
and this is particularly true when the government through the Central Bank decides to
implement the contractionary monetary policy. However, the positive correlation of LIQ with
the total loans and advances contradicts our hypothesis 3.

The results of BSZ are consistent with Rabab’ah (2015), who reveals that bank size positively
influences total loans and advances and this finding answers our hypothesis 4. Apparently,
the larger-size commercial banks tend to have more accesses to capital market or public
capital and therefore larger funds to grant loans or advances to customers. Nonetheless,
Pruteanu-Podpiera (2007) suggested that the banks’ size negatively influences the loan
growth.

From the Pearson correlation results, we could also see that NPL has negative correlation
with the other three internal factors or independent variables. BSZ is also found to have
negative correlation with DEP and LIQ. But, LIQ and DEP show positive correlation. The
notable point to highlight is that there is no strong or very strong correlation among the
variables since the coefficients are less than 0.8 and this is good to avoid any multi-
collinearity problem particularly when performing the multiple regressions.

Multiple Regressions
In regression analysis, the panel Ordinary Least Square (OLS) is used to test the variables and
hypotheses. The results of multiple regressions are as shown in the following tables.

Table 3: Multiple Regressions Results
Variable Coefficient Std. Error t-Statistic Prob.

C -0.1683 0.4364 -0.3858  0.7011
NPL -0.4081 0.6616 -0.6169  0.5397
DEP -0.4838 0.2118 -2.2849  0.0260*
LIQ 0.2727 0.0744 3.6640  0.0005*
BSZ 0.0370 0.0113 3.2745  0.0018*

*Denotes 5% significant level
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T-test
The results show that NPL and DEP negatively influence total loans and advances, whereas
LIQ and BSZ positively influence the total loans and advances. These multiple regression
results are consistent with the Pearson correlation results as presented in Table 2.

Referring to Table 3, NPL has no significant influence on total loans and advances whilst
DEP, LIQ and BSZ have significant influence on total loans and advances. NPL is found to
influence total loans and advances negatively with the coefficient of -0.4081. It is interpreted
that for every 1% increase in NPL, it will cause the total loans and advances to decrease by
0.4081% and vice versa. This finding supports the finding by Cheong (2000) and Tomak
(2013), who revealed the negative impact of NPL on the banks’ lending behaviour due to the
fact that the banks need to allocate a high proportion of loan loss provision in order to curb
the potential losses. In the wake of that, this will limit the commercial banks’ capacity to
grant loans or advances to public. Moreover, NPL insignificant result suggests that the six
Malaysian commercial banks most probably do not take into consideration the NPL ratio as
the main criteria to evaluate the loan application as claimed by Adzis et al. (2018).
Furthermore, the level of NPL reported by the commercial banks is also very minimal
throughout the sample period as we discussed in the descriptive analysis earlier.

Meanwhile, DEP shows negative significant influence on total loans and advances. The
coefficient value of -0.4838 implies that when there is 1% rise in volume of deposit, it will
result in 0.4838% fall in total loans and advances or vice versa. This finding is consistent
with Sanfilippo-Azofra et al. (2018), who concluded that volume of deposit has negative
relationship with total loans and advances. The six Malaysian commercial banks most
probably no longer depend on customers’ deposits as main source for their lending activities
because the banks might have diversified their sources of funding to other areas for example
bonds or sukuk, shares and unit trust funds. However, this finding is in contrast with Sarath
and Pham (2015) and Matousek and Solomon (2018), who revealed positive influence of
volume of deposit on commercial banks’ lending behaviour. Based on their findings, the
higher deposits placed by customers, the higher funds available for the banks to grant loans to
public. This is, of course, a traditional or conventional way of generating funds for the
commercial banks particularly among the less developed countries.

LIQ shows positive significant influence on total loans and advances. The coefficient of
0.2727 signifies that when there is 1% increase in level of liquidity, it will lead to the increase
in total loans and advances by 0.2727. This result supports the findings by Pruteanu-Podpiera
(2007) and Diaz and Olivero (2010). However, Adzis et al. (2018) and Amidu (2014) proved
contradicting result in their respective studies, which stated that liquidity negatively
influences total loans and advances. Their rationale is that when the banks have to maintain a
high proportion of funds in order to meet the short-term obligations such as withdrawal of
money by depositors, it will reduce the commercial banks’ ability to grant loans or credit
facilities to customers. BSZ also poses positive significant influence on total loans and
advances. The coefficient of 0.3070 indicates that when bank size changes by 1%, total loans
and advances will change by 0.3070%. This finding is in support of Imran and Nishat (2013)
and Olusanya et al. (2012). The finding justifies that larger banks tend to give more credit
facilities to customers compared to smaller banks since larger banks have greater asset base
and larger funds to grant loans.
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F-test and R-squared

Table 4: Multiple Regressions Results

R- Adjusted f- Prob.
squared R-squared Statistic  (f-Statistic)
0.5715 0.542 19.3402 0.0000*

*Denotes 5% significant level

The F-statistic results show a critical value of 19.3402 and a p-value of 0.0000, which
indicates that the level of significance is lower than 5%, therefore null hypothesis is rejected.
It means that, at least one of the independent variables is useful in explaining the banks’
lending behavior. In other words, we could say that the model is fit or the variables fit in the
model. Further, the R-squared of 0.5715 indicates that 57.15% variation in total loans and
advances is explained by the variations in NPL, DEP, LIQ and BSZ, whereas the remaining
42.85% of variation in total loans and advances is explained by other variables or factors,
which are not included in this study.

Conclusion and Recommendation

In this paper, we investigate the relationships and influences of the four internal factors,
namely NPL, DEP, LIQ and BSZ on the the six Malaysian commercial banks’ lending
behavior from 2009 to 2018. Both Pearson correlation and multiple regression results indicate
that NPL and DEP have negative correlations or influences on banks’ lending behavior for
the period after the 2007/2008 global financial crisis. The finding on NPL is consistent with
Adzis et al. (2018) whilst the negative finding of DEP contradicts. Whereas, LI1Q and BSZ
show positive correlations or influences on the commercial banks’ lending behavior. The
finding on BSZ supports Adzis et al. (2018), but the LIQ is conflicting with what they had
revealed. Further, multiple regression results disclose the significance of DEP, LIQ and BSZ
on the commercial banks’ lending behavior. These findings call for the commercial banks to
have effective policy to minimize the NPL and to have strong asset base (BSZ) because these
two internal factors will influence the banks’ lending behaviour significantly. Meanwhile, the
policy maker in particular the BNM should formulate a policy in order for the the commercial
banks to improve their liquidity as LIQ is also one of significant influnces on the banks’
lending behaviour.

For future research, it is recommended to test other internal factors such as net income of the
banks and reserve requirement as well as external factors like market interest rate, inflation
rate and gross domestic product. Further study could also include qualitative factors such as
the government monetary and fiscal policies tools, the central bank’s rules and regulations
and the commercial banks’ policies. Other test techniques or methodologies such as logistic
or probit regressions and co-integration and causality tests could also be employed in future
study. Last but not least, the sample could include the banks from different regions or
countries either from Asia or the Europe, developing or developed countries to see whether
the influences on banks’ lending behavior is consistent or conflicting among the countries.
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