

  
    
            
        
      
      
        
          
        

        
          
            
          
        
        
          
            
              
                
              
            

            
              
                
                  Nokarohina vao haingana
                

              

                
                  
                      
                      
                        
                      
                  

                
              
                Tiada Hasil Ditemukan
              

            

          

          
            
              

                
              
            

            
              
                Tags
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Tiada Hasil Ditemukan
              

            

          

          
            
              
                
              
            

            
              
                Dokumen
              

              
                
                  
                      
                  
                
              

              
                

              

              
                Tiada Hasil Ditemukan
              

            

          

        

      

    

    
      
        
          
        
      
              

                        
  
  

                
            
            
        
        Bahasa Melayu
                        
          
            
            
              
                Laman utama
                
                  
                
              
              
                Sekoly
                
                  
                
              
              
                Topik
                
                  
                
              
            

          

        


        
          Log Masuk
        
        
        
        
        
          

  





  
    
      
      	
            
              
              
            
            Padamkan
          
	
            
              
              
            
          
	
            
              
                
              
              
            
          
	
          

        
	Tiada Hasil Ditemukan


      
        
          
        
      
    

  







  
      
  
    
    	
                                    
              Laman utama
            
            




	
                          
                
              
                        
              Lain-lain
            
            


      
                  Bank Lending and stock market performance: 
      

      
        
          
            
              
                
              
            
            
            
              
                Share "Bank Lending and stock market performance: "

                
                  
                    
                  
                  
                    
                  
                  
                    
                  
                  
                    
                  
                

                
                  

                  
                    COPY
                  
                

              

            

          

          
            
              

                
              
            
          

        

      

    

    
      
        
          
            
              
            
                          
                N/A
              
                      


          
            
              
            
                          
                N/A
              
                      

        

        
                      
              
                
              
                               Protected
                          

                    
            
              
            
            
              Taom-pianarana: 
                2022
              
            

          

        

        
          
            
            
                
                    
                
                Info
                
                

            
            

            

                        
  

                
        Muat turun
          
              

          
            
              
                
                Protected

              

              
                
                
                  Academic year: 2022
                

              

            

            
              
                
                  
                
                
                
                  
                    Share "Bank Lending and stock market performance: "

                    
                      
                        
                      
                      
                        
                      
                      
                        
                      
                      
                        
                      
                    

                    
                      

                      
                        
                      
                    

                    Copied!

                  

                

              

              
                
                  
                
              

            

            
              
                
                91
              

              
                
                0
              

              
                
                0
              

            

          

        

      

      
        
                              
            
            91
          

          
            
            0
          

          
            
            0
          

        

      

    

  



  
        
                    
  
    
    
      
        Memuatkan....
        (lihat teks penuh sekarang)
      

      
        
      

      
      

    

  




  
      

                    Tunjuk Lagi (   halaman )
        
  


  
      

                    Muat turun sekarang ( 91 halaman )
      



      
            
  
    Tekspenuh

    
      (1)The  copyright  ©  of  this  thesis  belongs  to  its  rightful  author  and/or  other  copyright 
owner.    Copies  can  be  accessed  and  downloaded  for  non-commercial  or  learning 
purposes without any charge and permission.  The thesis cannot be reproduced or 
quoted  as  a  whole  without  the  permission  from  its  rightful  owner.    No  alteration  or 
changes in format is allowed without permission from its rightful owner. 



(2)
Bank Lending and stock market performance: 



Evidence from ASEAN Banks 



AHMED ABBAS HUSSEIN 



MASTER OF SCIENCE (FINANCE)  UNIVERSITI UTARA MALAYSIA 



JUNE 2016 



(3)
Bank Lending and stock market performance: 



Evidence from ASEAN Banks 



By 



Ahmed Abbas Hussein 



Thesis Submitted to 



School of Economics, Finance & Banking (SEFB)  Universiti Utara Malaysia 



In Partial Fulfillment of the Requirement for the Master of Sciences 

(Finance) 



(4)i 


PERMISSION TO USE 


In presenting this dissertation/project paper in partial fulfillment of the requirements for a 
 Post Graduate degree from the Universiti Utara Malaysia (UUM), I agree that the Library 
 of this university may make it freely available for inspection. I further agree that permission 
 for copying this dissertation/project paper in any manner, in whole or in part, for scholarly 
 purposes may be granted by my supervisor(s) or in their absence, by the Dean of School of 
 Economics, Finance & Banking (SEFB). Where I did my dissertation/project paper. It is 
 understood that any copying or publication or use of this dissertation/project paper parts of 
 it  for  financial  gain  shall  not  be  allowed  without  my  written  permission.  It  is  also 
 understood that due recognition shall be given to me and to the UUM in any scholarly use 
 which may be made of any material in my dissertation/project paper.    


Request for permission to copy or to make other use of materials in this dissertation/project 
 paper in whole or in part should be addressed to
:           
       

Dean of School of Economics, Finance & Banking (SEFB) 
 Universiti Utara Malaysia 


06010 UUM Sintok 
Kedah Darul Aman 



(5)ii 
 ABSTRACT 


The  purpose  of  this  study  is  to  examine  the  impact  of  bank  lending  on  bank  stock 
 performance through a panel data evidence on banks in ASEAN. The data for this study is 
 retrieved from the DataStream. The sample consists of 68 listed banks from six countries 
 (Indonesia, Malaysia, Singapore, Philippines, Thailand, and Vietnam) in ASEAN for the 
 period 2000-2014. The results of the Panel Ordinary Least Square estimation showed that 
 bank loans has a negative significant association with the stock performance of banks in 
 ASEAN, implying that the fluctuations in bank lending negatively influence stock price 
 movements, which then reduces stock returns. Bank size shows a positive and significant 
 relationship  with  bank  stock  performance,  indicating  that  the  size  of  banks  positively 
 influences their stock performance since all the banks selected for this study are large banks 
 listed on the stock exchange of their various countries in ASEAN. Bank capitalization and 
 bank stock performance are positively related, implying that the capital of banks in ASEAN 
 influences their stock performance because these banks have higher capital to asset ratio 
 which  make  them  to  have  a  better  margin  of  cushion  and  continuous  profitability  even 
 during  difficult  periods.  Net  interest  margin  has  a  positive  significant  relationship  with 
 bank stock performance, indicating that interest margin has a positive influence on bank 
 stock performance since ASEAN banks are well capitalized and more effective and which 
 lead to increase in their stock performance. It is recommended that ASEAN banks need to 
 improve  in  their  bank  lending  policies  by  increasing  their  bank  loan  supply  so  as  to 
 influence stock price movements, and then improve stock returns.  


Keywords: Bank lending, loan, capitalization, size, net interest margin, stock performance. 
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 ABSTRAK


Tujuan kajian ini adalah untuk mengkaji kesan pemberian pinjaman bank kepada prestasi 
saham  bank  melalui  bukti  berdasarkan  data  panel  di  bank-bank  di  ASEAN.  Data  untuk 
kajian  ini  diambil  daripada  sumber  Datastream.  Sampel  kajian  terdiri  daripada  68  bank 
yang  disenaraikan  dari  enam  buah  negara  ASEAN  (Indonesia,  Malaysia,  Singapura, 
Filipina, Thailand, dan Vietnam) bagi tempoh 2000-2014. Keputusan Panel Biasa anggaran 
Square menunjukkan bahawa pinjaman bank mempunyai hubungan yang signifikan tetapi 
negatif  dengan  prestasi  saham  bank-bank  di  ASEAN.  Ini  membayangkan  bahawa  turun 
naik  dalam  pinjaman  bank  adalah  negatif  dan  mempengaruhi  pergerakan  harga  saham, 
yang  kemudiannya  mengurangkan  pulangan  pada  saham.  Saiz  Bank  pula  menunjukkan 
hubungan yang signifikan dan positif dengan prestasi saham bank, menunjukkan bahawa 
saiz  bank  secara  positif  mempengaruhi  prestasi  saham  mereka  kerana  semua  bank-bank 
terpilih untuk kajian ini adalah bank-bank besar yang disenaraikan di bursa saham pelbagai 
negara mereka dalam ASEAN. Permodalan Bank dan prestasi saham bank secara positif, 
membayangkan  bahawa  modal  bank-bank  di  ASEAN  mempengaruhi  prestasi  saham 
mereka kerana bank-bank ini mempunyai modal yang lebih tinggi kepada nisbah aset yang 
membuat mereka mempunyai margin  yang lebih baik daripada  margin keuntungan yang 
berterusan  walaupun  semasa  tempoh  sukar.  Margin  faedah  bersih  pula  mempunyai 
hubungan yang signifikan dan positif dengan prestasi saham bank, menunjukkan bahawa 
margin faedah mempunyai pengaruh yang positif ke atas prestasi saham bank kerana bank-
bank ASEAN yang mempunyai modal yang mencukupi dan lebih berkesan serta membawa 
kepada peningkatan dalam prestasi saham mereka. Disyorkan bahawa bank-bank ASEAN 
perlu  meningkatkan  dalam  dasar  pinjaman  bank  mereka  dengan  meningkatkan  bekalan 
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pinjaman  bank  mereka  untuk  mempengaruhi  pergerakan  harga  saham,  dan  kemudian 
 meningkatkan pulangan saham.


Keywords: pinjaman Bank, pinjaman, modal, saiz, margin faedah bersih, prestasi saham. 
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CHAPTER ONE 
 INTRODUCTION 
 1.0 Introduction 


The relationship between stock market performance and financial institutions are gradually 
 significant in determining economic development. For instance, stock market performance 
 influence economic activity by for ways, which include investment spending, household 
 wealth  effects,  household  liquidity  effects,  as  well  as  company  balance-sheet  effects 
 (Karim, Lih & Karim, 2012). Therefore, a strong economic development usually go along 
 with a strong financial market since it transfers its impacts to the real sectors. In modern 
 days, the progressively developing of financial institutions plays a significant part in giving 
 financial aid to the organizational growth. However, the rising significance of stock market 
 and financial institution’s development has made many to ask critical questions whether or 
 how stock prices predict future bank lending activities, and whether or how bank loans play 
 a significant part in transferring its financial shock to the real sectors (Karim et al., 2012). 


According  to  Almutair  (2015)  most  economists  believe  that  stock  prices  predict  future 
economic  performance.  Therefore,  stock  market  performance  plays  a  significant  part  in 
predicting economic performance (Levine & Zervos, 1998). Moreover, study had shown 
that most stock markets indicators are hugely related with banking institution performance 
while majority of the advanced stock markets have established banking sectors (Demirguc-
Kunt &  Levine,  1996).  In addition,  companies  located in  countries with  well-developed 
banks  and  stock  markets  develop  quicker  than  predicted  by  individual  company 
characteristics  (Demirguc-Kunt  &  Maksimovic,  1996).  Consequently,  the  stock  prices 
have  to  reflect  numerous  macroeconomic  variables  in  order  to  show  current  economic 
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growth. When stock price reveals all the macroeconomic factors, it may serve as a better 
 predictive instrument for prospective bank lending undertakings since the stock markets 
 indicators  are  the  macroeconomic  factors  which  decide  bank  lending  (Yartey,  2008). 


Furthermore,  the  fundamental  relationship  between  bank  lending  activities  and  stock 
 market performance has played a significant part in providing stronger understanding of 
 banking exposure and the stock price instrument in the real market world (Ibrahim, 2006). 


Moreover, the intrinsic banking sector fragility to the contagious crisis has caused many 
 dependent on bank specifically stock markets to breakdown.  


Virulent vibrations were sent to numerous sectors of the economies hit by the 1997/1998 
 Asian crisis.  The crisis  that  started  from  the successful  speculative attack  on Thailand’s 
 Thai  baht  and  spread  to  other  East  and  Southeast  Asian  countries  through  “herding” 


behavior among portfolio investors and result into reversals of portfolio capitals. Due to 
 this,  the  stock  markets  of  the  affected  countries  plummeted  in  amounts  unexpected  by 
 many.  As  result  of  the  increase  in  bank  lending  exposure  to  speculative  industries  (i.e. 


property and share industries) and intrinsic banks’ fragility in the lead years to the financial 
 crunch, the collapse of the stock market and the currencies extend to the banking industry. 


The contraction in bank loans vibrated to the real sector, while confidence of the investors 
shattered by the breakdowns of the financial markets (Athukoralge, 2001). As the crisis hit 
its  deepness  in  1998,  all  countries  affected  experienced  severe  decline  in  the  growth  of 
their economic. Various issues were revived and intensified by the crisis, including market 
efficiency  hypotheses,  stock  return  predictability, financial  contagion,  advantage  of 
international  diversification  and  international  financial  integration,  causes  of  the  crisis, 
among others. While these various issues had been discussed by the contemporary studies, 
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a  neglected  part  in  this  on-going  awareness  in  the  correlations  between  economic  and 
 financial variables is the fundamental role of stock price volatilities to the behavior of bank 
 lending. In the case of the economies affected by the crisis, this aspect of causal relationship 
 is of crucial imperative due to the tenacious need to understand the vulnerability of banking 
 and proliferation instruments of financial shocks. Particularly, to the point that shares and 
 real  property are used as collaterals  for bank loans,  drop  in  share price exposes bank  to 
 defaulting  risks,  and  then  negatively  influence  behavior  of  banks’  loan  supply  (Bacha, 
 1998; Kim & Moreno, 1994). Therefore, based on the awareness given to stock markets 
 after the 1997/1998 Asia financial crisis and the 2008 global financial crisis, couple with 
 their potential influence on banks, the relationship between stock market performance and 
 bank lending activities need empirical analysis. Empirically despite the huge attention to 
 the  banks’  role  in  the  economy  specifically  in  measuring  monetary  transmission 
 instruments, their relationships to stock market performance have been neglected. 


In addition, contemporary asset pricing studies also pay little attention to financial sectors, 
particularly banks. For instance, in a broadly referred study of Fama and French (1992) on 
cross-section  of  stock  returns,  they  deliberately  excluded  financial  stocks  because  they 
intend  to  examine  the  pricing  effect  of  stock  returns  and  leverage  and  do  not  want  to 
combine financial sectors with industrial sectors since the leverage ratio of financial sectors 
are  usually  much  higher  (Xu,  2010). Financial  stocks  are  also  excluded  by  most  of  the 
subsequent studies on asset pricing so as to be consistent with previous findings. Even in 
some studies (Barber & Lyon, 1997; Cooper et al., 2003) that examined financial stocks, 
the initial assumption is generally that the factors of pricing revealed in the non-financial 
sectors are also applicable to the financial stocks. These studies characteristically build on 
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the factors of pricing proposed by Fama and French (1992) on non-financial sectors and 
 directly apply them to financial sectors specifically banks. Inadvertently or intentionally, 
 applying the factors in a different sector has not been examined. 


Based on the specific financial sectors nature, which include heavily regulated and highly 
 leverage  it  seems  plausible  that  the  orthodox  pricing  factors  might  not  provide  similar 
 correlation with bank stock compare to other sectors. Theories of banking economics and 
 financial intermediaries can also proffer the basis for positing some correlation between 
 bank stocks and bank-specific characteristics that might be untraditional in the current asset 
 pricing  studies.  However,  such  prospects  have  not  been  thoroughly  investigated  in  the 
 present studies.  


1.1 Problem Statement 


Although,  banks  role  in  the  economy  has  attracted  huge  attention  specifically  in  the 
assessment  of  monetary  transmission;  however,  their  relationships  to  stock  market 
performance  have  received  low  attention  (Ibrahim,  2006).  Few  studies  which  include 
Ibrahim (2006), Kim and Moreno (1994), and Karim et al. (2012) are the only studies that 
focus  on the  relationship  between bank loans and stock prices.  While Kim  and Moreno 
(1994) find that stock price changes has positive effects on bank lending in Japan, Ibrahim 
(2006) also finds that stock price has positive effect on bank loans, but bank loans does not 
influence stock price in Malaysia. Karim et al. (2012) find that bank loans and stock prices 
are  independent,  indicating  that  the  stock  price  predictability  cannot  be  improved 
significantly  through  making  use  of  bank  loans  information.  These  show  inconsistent 
results  of previous studies  relating to  bank lending and stock performance, thus  there is 
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need  for  more  studies  in  order  to  minimize  the  inconsistency  of  the  results  (Aviat  & 


Coeurdacier, 2007; Jeanneau & Micu, 2002; Kawai & Liu, 2002; Rose & Spiegel, 2004). 


In addition, before the 1997 Asian financial crisis, many Asian firms rely on bank loans 
 for financing and working capital, but during the crisis there has been a severe fall in stock 
 market performance and reduction in bank lending (Ibrahim, 2006). Therefore, since the 
 two variables have strengthened their relationship empirically in recent years, there is need 
 to reexamine the association between stock market performance and bank lending for the 
 case of ASEAN. 


Furthermore,  the  focus  of  banking  studies  has  long  been  the  financial  institutions 
 performance  (Siregar  &  Choy,  2010).  The  previous  findings  have  clear  effects  on  bank 
 management in which to enhance performance and also for decision and policy makers that 
 are concerned with  bank soundness,  bank safety, and bank  competitiveness  (Waheed & 


Mathur, 1993). Numerous research on the association between bank lending and bank stock 
 performance were done on developed countries (Barber & Lyon, 1997; Cooper et al., 2003) 
 and very limited on developing countries. This creates research gap in the study of bank 
 stock performance as differences in the characteristics of developing countries (i.e. political 
 environment, culture, economy) limit the applicability of the findings of develop countries 
 to the developing countries (Siregar & Choy, 2010). 


Although,  there  are  some  studies  on  bank  lending  and  bank  stock  performance  but  the 
results are inconsistent. Thus, inconsistent results of previous studies also creates gap in 
the study of bank performance because there is need for more studies in order to minimize 
the  inconsistency  of  the  results  (Aviat  &  Coeurdacier,  2007;  Jeanneau  &  Micu,  2002; 
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Kawai & Liu, 2002; Rose & Spiegel, 2004). In addition, most studies on bank lending and 
 stock performance focused on non-financial sector and very few were done on financial 
 sector specifically banking institutions (Siregar & Choy, 2010). Therefore, there is need 
 for more studies on risk management to focus on banking institution due to the vast growth 
 and importance of banking institution in the economy. 


Hence, the goal of this research is to add to the related studies by examining the impact of 
bank lending on stock performance applying data from the major markets in ASEAN from 
2000-2014.  The concentration of this study is on ASEAN stock markets due to improved 
economic collaboration which is  according to  the ASEAN treaty, the effective financial 
reforms, and the memorable emerging markets structure. 
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 1.2 Research Questions 


1.  What is the relationship between bank loans and banks stock returns? 


2.  What is the relationship between bank capitalization and banks stock returns? 


3.  What is the relationship between bank size and banks stock returns? 


4.  What is the relationship between bank net margin and banks stock returns? 


1.3 Research Objectives 


1.  To examine the relationship between bank loans and banks stock returns. 


2.  To determine the relationship between bank capitalization and bank stock returns. 


3.  To investigate the relationship between bank size and bank stock returns. 


4.  To analyze the relationship between net interest margin and bank stock returns. 
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 1.4 Significance of the Study 


This  study  will  be  of  importance  to  other  researchers,  policy  maker,  and  practitioners 
 within and outside the region of ASEAN. This study will be of useful to research because 
 it  contributes  to  body  of  knowledge  of  banking  studies  especially  on  the  relationship 
 between bank lending and bank stock returns. The result of this empirical research is useful 
 to  other  researchers.  It  is  advantageous  due  to  its  contribution  to  body  of  knowledge 
 especially on the association between bank lending and bank stock return. This study also 
 provides evidence of the relationship between bank loans, bank size, bank capitalization, 
 net margin, with bank stock returns in ASEAN. This study will be of important to policy 
 makers  because  it  will  facilitate  the  formulation  of  monetary  policies  regarding  bank 
 lending, and also to promote effective risk culture through enforcing the implementation 
 of an effective risk management on banks for creation of measures and prevention against 
 any possible threat of financial crisis on the economy. It is of importance to practitioners 
 by showing the value of bank lending variables on bank performance, and enables them to 
 improve their risk management practice. 


1.5 Scope and Limitation of the Study 


The data used for this study are limited and applicable to conventional commercial listed 
banks in ASEAN. The data consist of 68 banks from six countries (Indonesia, Malaysia, 
Singapore, Philippines, Thailand, and Vietnam) from the period 2000 to 2014. 
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However, the findings  and the recommendations  are  beneficial  for financial firms,  non-
 financial  firms,  financial  analysts,  governments,  managers,  researchers,  stakeholders, 
 accountants and all other concerned users.  


1.6 Organization of the Study 


Chapter one contains the study’s introduction. Chapter two focus on reviewing literatures 
 on this study. Chapter three discusses the methodology. Meanwhile, chapter four deals with 
 the  analyses  of  the  data  used  for  this  study  and  chapter  five  entails  conclusion  and 
 recommendation of this study. 


1.7 Summary of the Chapter 


This chapter expatiated on the need for bank lending and stock market performance, and 
the relationship between the two variables. It also focus on the issues that motivated the 
need  for  this  study.  The  research  questions  on  how  does  bank  loans,  bank  size,  bank 
capitalization, bank net margin influence bank stock performance. The research objectives 
are to examine the influence of bank loans, bank size, bank capitalization, bank net margin 
on  bank  stock  performance.  The  study  is  useful  for  researchers,  policy  maker,  and 
practitioners within and outside the region of ASEAN. 
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CHAPTER TWO 
 LITERATURE REVIEW
 2.0 Introduction 


An  understanding  on  what  this  research  involves  was  provided  by  earlier  chapter  by 
 expounding on the views of researchers on bank loans, bank size, bank capitalization, net 
 interest margin and bank stock performance. However, this present chapter entails details 
 of the previous studies’ findings on bank loans, bank size, bank capitalization, net interest 
 margin and their impact on bank stock performance. The aim is to develop the probable 
 relationship between bank lending variables and bank stock performance. This chapter is 
 divided  into  seven  sections.  Section  2.1  discussed  the  monetary  policies  in  ASEAN. 


Section 2.2 gives an overview on economic growth and financial liberalization in ASEAN. 


Section  2.3  gives  a  summary  of  the  ASEAN  stock  market.  Section  2.4  expressed  past 
 studies on the influence of bank loans on bank stock performance. Section 2.5 discussed 
 on  the  earlier  studies  on  the  effect  of  bank  capitalization  on  bank  stock  performance. 


Section  2.6  discussed  the  previous  studies  on  the  influence  of  bank  size  on  bank  stock 
 performance. Section 2.7 discussed the past researches on the influence of bank net margin 
 on bank stock performance. 


2.1 The Monetary Policies in ASEAN 
 2.1.1  Indonesia 


Bank Indonesia (BI) is an independent central bank that carries out the monetary policy in 
Indonesia.  The  major  policy  framework  of  the  bank  is  targeting  inflation  by  keeping  it 
between 7 to 9 percent. BI applies the Bank Indonesia reference rate (i.e. rate for a 1-month 
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certificate of deposit) as an intermediate target. The bank’s board set the BI reference rate 
 every month. Before the financial crisis BI has been applying a teeming peg exchange rate 
 system so as to achieve and maintain the stability of its currency (Rupiah) value. At that 
 period,  Indonesia is  categorized as  country  executing a managed  floating system by the 
 International Monetary Fund (IMF). However, the Rupiah was fundamentally pegged to 
 the US dollar with a stable depreciation rate that is regularly announced once every year. 


Severe burden of depreciation during the financial crisis led to BI to abandon the exchange 
 rate system and adopt an open system in a context of strong base money targeting. It was 
 implemented  in  order  to  hold  inflation  and  restore  confidence  in  the  currency.  In  the 
 attempt of achieving base money targeting, BI adopt an open market operation instrument 
 through  selling  of  BI’s  certificate.  Conventionally,  Indonesia  monetary  policy  changed 
 significantly after the crisis. In order to establish independence of BI, a new central banking 
 law  was  enacted  in  1999.  Due  to  the  act,  BI  adopt  an  inflation  targeting  framework  by 
 fixing a target for inflation every year as well as the direct monetary policy to realize it. In 
 recent year, BI has moved from targeting base money to targeting an interest rate (the 30-
 days SBI rate) in order to attain BI monetary policy. 


2.1.2  Malaysia 


Bank  Negara  Malaysia  (BNM)  is  the  independent  Central  Bank  that  determines  the 
monetary policy in Malaysia. The major objective of their policy is to achieve a suitable 
balance  between  sustaining  price  stability  and  attaining  the  maximum  viable  economic 
growth level. BNM adopt Overnight Policy Rate (OPR) has policy rate. BNM constitutes 
a monetary policy committee that meets eight times in a year to deliberate on the inflation 
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and economic position, and to discuss the suitable monetary policy decision. The Governor 
 is solely responsible for the monetary policy stance. Malaysia floated its currency (ringgit) 
 by moving away from pegging it against the US in July 2005. BNM only intrudes in the 
 market  in  order  to  minimize  volatility,  and  also  to  avoid  fundamental  misaligned  of 
 exchange rate. 


2.1.3  Philippines 


The Bangko Sentral ng Pilipinas (BSP) is the Central bank in the Philippines that carries 
 out  the  monetary  policy  under  the  framework  of  inflation  targeting.  They  targeted  the 
 headline inflation at 4-5 percent in the year 2007. The monetary board of BSP meets every 
 six weeks to decide on the position of BSP on monetary policy, which include adjustments 
 of key policy rates, that involve the repurchase rate and the reverse repurchase rate, as well 
 as other monetary instruments. BSP practice floating exchange rate with infrequent scope 
 to decrease excessive exchange rate volatilities. 


The risk of rise in inflation was one of the main constraints faced by BSP in 2006 because 
of the hikes in oil price. The determination of BSP was concentrated on tackling the risks 
of inflation and related inflation anticipations. Its important position was to lead inflation 
in the direction of the target. This needed a cautious understanding assessment of the risks 
that affect the inflation target. BSP’s Monetary Board maintained steady policy rates all 
through 2006 on anticipations of a convenient stance over the policy perspective. 
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 2.1.4  Singapore 


The Monetary Authority of Singapore (MAS) carried out the monetary policy of Singapore 
 established on managing a trade-weighted exchange rate. The MAS permits the fluctuation 
 of  the  exchange  rate  within  bands,  which  is  not  disclose;  neither  do  the  exchange  rate 
 composition was disclose. The investment and monetary policy meeting is used in deciding 
 on the monetary policy, though the frequency of their meetings was not disclosed. They 
 have three policy options, which include realigning the central parity as a one-off; changing 
 the gradient of the bands in order to permit the exchange rate to appreciate or depreciate; 


or broaden the band in order to give room to volatility. 


The justification behind this selected behavior was primarily due to the characteristics of 
 the  Singapore  economy  which  is  open  and  small.  In  this  scenario,  the  exchange  rate  is 
 regarded as the impeccable intermediary target for monetary policy in upholding stability 
 of price. The high level of financial honesty and the capital flows sensitivity to interest rate 
 discrepancies  cause  difficulty  in  targeting  either  interest  rates  or  money  supply  in 
 Singapore.  The  net  cash  flows  from  overseas  describe  majority  of  fluctuations  in  local 
 interest rates and local money supply are usually determined by both market expectations 
 and foreign rates on the future effect of the Singapore dollar. 


2.1.5  Thailand 


The bank of Thailand (BoT) is an independent central bank in Thailand that is responsible 
for setting and implementing monetary policy. Thailand monetary policy  has  developed 
over time has the country apply a pegged exchange rate up till 1997. BoT was forced to 
implement  a  floating  exchange  rate  and  adoption  of  a  monetary  targeting  system  in 
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actualizing its monetary policy due to the 1997 financial crisis. In regards to the pegged 
 exchange rate earlier adopted, BoT conducted the management of the liquidity everyday 
 so as to avoid excess of liquidity and volatility of interest rates in the financial system. A 
 broad reevaluation of both the domestic and external environment was done in May 2000, 
 and they make the decision to change to adopting inflation targeting framework to steer its 
 monetary  policy  (Devakula,  2001,  Phuvanatnaranubala,  2005).  Their  inflationary  target 
 ranges from 0 to 3.5 percent. The meeting of the Monetary Policy Committee is held every 
 six weeks to discuss changes to the policy rate of the banks (the 14 day repurchase rate). 


On  the  13th  of  December  2006  BoT  announced  changing  the  policy  rate  to  one  day 
 repurchase rate. They also implement a managed float of the Thai Baht as the exchange 
 rate  policy,  where  the  currency  value  is  mainly  determined  through  market  forces  with 
 mediation by BoT only to avoid excess of volatility. 


2.1.6  Vietnam 


The State Bank of Vietnam handled the monetary policy in Vietnam. The Bank is presently 
targeting a deceleration of credit growth to 20 per cent. It attains its goals mostly through 
applying two policy rates, the refinancing rate and the rediscount rate. Formally, the State 
Bank of  Vietnam operate  a floating currency, however  it is  actually  peg  against the US 
dollar. Vietnam has very stringent capital controls that allow it to sustain the peg. 
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2.2 Economic Growth and Financial Liberalization in ASEAN 


An extraordinary record of dependable great economic growth for ASEAN in the last two 
 decades deserve attention. ASEAN is one of the fastest growing regional groups all over 
 the  world.  For  the  period  1987-1992,  the  real  GDP  growth  rate  of  the  ASEAN-Five 
 (Malaysia, Indonesia, Singapore, Thailand and the Philippines) is an average of 7.3%. The 
 average  growth  rate  of  2.8%  was  higher  than  that  of  developed  market  economies. 


Exceeded 2.5% achieved by North America and 2.2% achieved globally (Tongzon, 1998). 


Independently,  annual  real  GDP  growth  rate  of  ASEAN-  five  for  1987-1995  was 
 approximately  9%  for  Thailand,  Singapore  and  Malaysia,  while  the  Philippines  and 
 Indonesia  achieved  3.3%  and  6.6%  respectively  (Chia  &  Pacini,  1997).  Meanwhile,  the 
 total GDP growth for ASEAN from the period 2001 to 2013 is approximately 313% that 
 surpasses 294% for Australia, 100% for European Union, 257% for India, 20% for Japan, 
 137% for Korea, 65% for Taiwan, and 57% for United States (Asia Matters for America). 


The  policies  on  financial  liberalization  undertaken  in  sincere  in  ASEAN  since  the 
 beginning  of  1970s  add  to  their  economic  success  (Chia  &  Pacini,  1997;  Ariff,  1996). 


These transformations tried to increase the mobility of the domestic capital, and encourage 
inflow  of  international  capital.  As  early  as  1973,  there  have  been  liberalization  in  the 
financial sector of Singapore and Malaysia. The transformation of the financial sectors was 
implemented by opening markets to international impacts, eradicating deposit interest rate 
restrictions,  and  eliminating  the  capital  and  current  account  limitations.  The  same 
transformations  were  embarking  on  a  decade  later  in  Thailand,  Indonesia,  and  the 
Philippines. In the mid-1980s Thailand and Indonesia made attempts toward achieving full 
financial liberalization through eliminating the interest rate ceiling and opening the capital 
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and  current  accounts.  In  early  1990s,  ASEAN  have  applied  another  movement  of 
liberalization policies. Singapore and Malaysia concentrated on the development in capital 
markets. While Malaysia provided an investor protection, Singapore provided investors a 
preferential tax treatment. Indonesia implemented a policy to improve deposit yields and 
develop  financial  institutions  in  1988.  In  1990,  Thailand  incorporated  a  banking 
transformation  through  expanding  the  banking  business  scope  and  liberalization  of 
branches.  Concomitantly,  the  Philippines  approved  a  new  foreign  investment  law 
permitting up to 100% foreign ownership in a number of firms and removed all regulations 
on  foreign  exchange  limitations.  Overall,  structured  and  steady  transformations  in  both 
financial  and  real  sectors  have  improved  the  effectiveness  of  the  financial  systems  in 
ASEAN. 
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 2.3 The ASEAN Stock Market 


The  global  capital  forming  process  presents  an  exceptional  experience  to  the  capital 
 markets of ASEAN. When the ASEAN stock markets started in the early 1980s, investors 
 from recession-bound Japan and depressed European countries were attracted by the huge 
 margin of profit from these markets. In addition, money managers from Japan, Europe, and 
 United States pumped short-run credit into ASEAN region between 1993 and 1996, which 
 then  heated  the  economies  of  Malaysia,  Indonesia,  and  Thailand.  Between  the  periods 
 1988-1991  and  1993-1996  the  total  foreign  investment  inflow  into  the  “Asian-Gang  of 
 Five” (i.e.  Korea, Thailand, the Philippines,  Malaysia and  Indonesia)  rise steeply  up to 
 approximately $70 billion (Biers, 1998). Due to  this huge inflow of foreign investment, 
 and  financial  deregulation  and  liberalization  undertaken  locally,  the  ASEAN  capital 
 markets had been booming. 


The market trading systems in ASEAN are continuous trading where all the listed securities 
are  offered  for  trading  throughout  the  whole  period  the  markets  are  open  for  trading.  It 
gives room to participants in the markets to get more perfect information relating to the 
trading volume and quotations. ASEAN markets does not permit insider trading and short 
sales. Traded securities does not lead to instant delivery. As an alternative, number of days 
used for settling, delivering, and making payment of a market trade are differ; as Thailand 
used three working days, Singapore and Malaysia use seven working days. In regards to 
foreign investment, separate regulations govern foreign investment in each markets, as well 
as  the  repatriation  of  capital  and  income.  Singapore  and  Malaysia  have  no  significant 
limitations on purchasing of shares by foreign investment; but Thailand and Indonesia have 
some  special  restriction  concerning  registration  ownership  of  foreign  investors.  The 
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Philippines allowed foreign investors to trade fully in some certain class of stocks selected 
 for foreigners. 


In the past two decades, the fast economic growth in ASEAN was complemented by an 
 unbelievable  rise  in  the  size  of  the  stock  markets.  For  seven-year  period,  the  highest 
 percentage increase in  market  capitalization amounting to  816.38%  was  experienced by 
 Indonesia. The growth rate of Malaysia for the same period was 360.20%, Singapore has 
 83.6%, Thailand has 211.81%, and the Philippines has 637.66% (World Stock Exchange 
 Fact Book, 1997). The improvement in market capitalization started from both significant 
 increases  in  listed  firms  and  the  price  appreciation  of  listed  firms.  This  huge  growth  in 
 market  capitalization  may  be  described  as  the  developing  market  miracle.  Though,  the 
 financial crisis in July 1997 brought the ASEAN markets into collective financial crash. 


This contagious influence shows that ASEAN stock markets are closely related. 


From the International Country Risk Guide (ICRG), Price (1994) presents the risk ratings 
of  the  ASEAN  markets.  The  ranking  put  into  consideration  economic,  political,  and 
financial issues. In 1992, based on the above-mentioned considerations, the stock market 
of  Philippines  was  regarded  as  the  least  attractive,  trailed  by  the  Indonesian  and  Thai 
markets. Palac -McMiken (1997) also measures risks and returns of ASEAN stock market 
from the market volatility and investment return. He found that the stock market that bears 
the  maximum  risks  and  returns  is  the  stock  market  of  Indonesia.  The  Thailand  and  the 
Philippines stock markets have the same level of returns however the Thai market is less 
risky, making it reasonably more attractive to investors. Singapore and Malaysia markets 
have low risk that attracted low returns.  
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In  2009,  the  ASEAN  advance  to  ASEAN  Economic  Community  (AEC)  for  founding 
 market  base  as  well  as  cooperating  together  to  reinforce  the  region.  The  beginning  of 
 ASEAN  Exchanges  relationship  between  seven  stock  markets  from  six  countries  in 
 ASEAN  has  been  established.  These  comprise  stock  market  of  Singapore,  Philippine, 
 Indonesia, Malaysia, Thailand, Hanoi and Ho Chi Min; hope to make the expediency for 
 investment  and  funding  in  the  region.  There  are  3,613  firms  listed  in  the  seven  stock 
 markets. Total value of the stock market is 1,980.37 billion USD which is ranked eighth in 
 the world according to World Federation of Exchanges (2013). 


2.4 Bank Loans and Bank Stock Performance 


Kim and Moreno (1994) examine the historical association between bank lending and stock 
 prices  in  Japan, with  aim of showing whether changes in  bank lending is influenced by 
 movement in stock price. The data for the study were monthly data which is from the period 
 1/1970  –  5/1993  using  vector  autoregressive.  Their  findings  indicate  that  positive 
 relationship exist between changes in Japanese bank lending and movement in stock prices, 
 indicating  that  the  reaction  of  bank  lending  in  Japan  to  increase  in  stock  prices  is 
 significantly positive. The finding is  consistent  and intuitive with  the  influence of stock 
 prices  on  supply  and  demand  of  bank  loans.  In  addition,  the  result  shows  that  there  is 
 variation  in  the  historical  association  between  bank  lending  and  stock  prices.  The 
 association  was  weak  till  the  middle  of  1980s  but  subsequently  it  became  significant. 


Furthermore, the variations in the stock prices in that period contributed significantly to 
the variations in Japanese bank lending. 
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Chen (2001) examine the variations of price of real estate and stock in Taiwan from the 
 period 1973 – 1992 applying Granger Causality test. The findings show that equity price 
 Granger-cause  real  estate  price,  and  bank  loans  are  more  significant  in  predicting  the 
 movements  in  price  of  both  assets  than  interest  rates.  This  is  an  evidence  that  the 
 fluctuations  in  asset  price  in  Taiwan  is  in  line  with  the  theory  that  lay  emphasis  on  the 
 significance  of  position  of  collateral  and  value  balance  sheet  of  firms  that  are  credit 
 constrained. 


Ibrahim  (2006)  examines  bank  loan  and  stock  prices  dynamics  in  Malaysia.  The  study 
 applies  vector  autoregressive  model  in  evaluating  the  dynamic  relations  between  stock 
 prices and bank loan. The study also investigates may be bank loans assist in transferring 
 financial surprises to the real sector. In addition, the causative correlation between bank 
 lending  and  stock  price  has  a  vital  part  in  offering  strong  understanding  of  banking 
 vulnerability and the stock prices instrument in the actual market. The findings show proof 
 that  bank  loan  respond  positively  to  stock  price  increase,  however  bank  loans  does  not 
 influence  stock prices.  In the same way, bank loans  appear  to  accommodate  real  output 
 expansion, but does not influence real economic activity. The findings conclude that bank 
 loans do not significantly transmit the shocks of stock market to the real sector.  


Karim et  al. (2012) also  examine the  bank loan and stock price interaction in Malaysia. 


Applying  Granger  non-causality  tests  with  multivariate  and  bivariate  frameworks  on 
quarterly and monthly data from the period 1999 – 2009. In contrast to prior studies, the 
findings  show  robust  evidence  of  no  causality  between  bank  loan  and  stock  price  in  all 
samples  and  models.  The  finding  indicates  that  bank  loans  and  stock  prices  are 
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independent. Using bank loan information does not increase the stock price predictability, 
 which led to the conclusion that the stock market of Malaysia is efficient. 


Almutair  (2015)  examines  the  dynamics  of  bank  loans  and  stock  prices  relationship  in 
 Saudi  Arabia. Applying  quarterly data from  the  period 1998  - 2013.  Granger Causality, 
 Cointegration test, and an error correction model are the estimation method used for the 
 study. The study finds a long-run association between stock prices and credit card loans. A 
 positive  association  between  stock  price  and  bank  loans,  consistent  with  the  theory  that 
 increase in stock price will increase the demand and supply for bank loans. The positive 
 association between stock price and bank loans was found for all kinds of bank excluding 
 the  credit  card  loans.  The  plausible  reason  for  negative  association  between  credit  card 
 loans  and  stock  price  could  be  because  credit  card  loans  is  affected  primarily  by  the 
 decision on consumption that is determined by wealth effect. The findings show that bank 
 loan  respond  positively  to  the  increase  in  Saudi  Arabia  stock  price,  which  support  the 
 efficiency hypothesis of the Saudi Arabia stock market. It concludes that bank loans do not 
 significantly transmit stock market shocks to the real sector.  


The summary of the studies on the relations between bank loans and stock performance is 
depicted below in table 2.1. 



(36)22 


Table 2.1: bank loans and stock market performance 


No  Author  Type of Data  Variables  Empirical  Comments 
 1  Kim  & 


Moreno 
 (1994) 


Time  series 
 monthly data 
 January  1970 
 – May 1993 


Stock price and 
 bank loans 


vector 


autoregressive 
 models 


There  is 


positive 
 relationship 
 between 


changes  in 
 Japanese  bank 
 lending  and 
 movement  in 
 stock  prices. 


The  variations 
 in  the  stock 
 prices 


contributed 
 significantly  to 
 the  variations 
 in  Japanese 
 bank lending.  


2  Chen (2001)  Time  series 
 Quarterly data 
 1973:Q3  -
 1992:Q1 


Stock  price, 
 real  estate 
 price,  bank 
 loans,  interest 
 rates 


vector 


autoregressive 
 models 


Bank  loans  are 
 more 


significant  in 
 predicting  the 
 movements  in 
 price  of  both 
 assets  than 
 interest rates. 


3  Ibrahim 
 (2006) 


Quarterly  data 
 1978.Q1- 
 1998.Q2 


stock  prices 
 and bank loan 


Time-series 
 techniques  of 
 cointegration,
 vector 


autoregression 
 (VAR), 
 Impulse 
 Response 
 Functions. 


Bank  loans 
 respond 


positively  to 
 the  increase  in 
 stock  prices, 
 however  bank 
 loans  does  not 
 influence  stock 
 prices.  Bank 
 loans  does  not 
 significantly 
 transmit  the 
 shocks of stock 
 market  to  the 
 real sector.  


4  Karim  et  al. 


(2012) 


Monthly  and 
 Quarterly data 
 1999 – 2009 


stock  prices 
 and bank loan 


Granger  non-
 causality  tests 


in  both 


No  causality 
between  bank 
loans and stock 
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multivariate 
 and  bivariate 
 frameworks 


prices  in  all 
 samples  and 
 models.  Bank 
 loans and stock 
 prices  are 
 independent. 


Using  bank 
 loan 


information 


does  not 


increase  the 
 stock  price 
 predictability. 


The  stock 
 market  of 
 Malaysia  is 
 efficient. 


5  Almutair 
 (2015) 


Quarterly  data 
 from  the 
 period  1998  - 
 2013 


stock  prices 
 and bank loan 


Cointegration 
 test,  an  error 
 correction 
 model 
 estimation, 


and  VAR 


Granger 
 Causality 


The  findings 
 show  that  total 
 bank  loans 
 respond 


positively  to 
the  increase  in 
Saudi  Arabia 
stock  prices, 
which  support 
the  efficiency 
hypothesis  of 
the  Saudi 
Arabia  stock 
market.  Bank 
loans  does  not 
significantly 
transmit  stock 
market  shocks 
to  the  real 
sector.  
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 2.5 Bank Size and Bank Stock Performance 


The importance of size to stock returns had been well documented by financial literature. 


The study of Banz (1981) was the early study that give evidence of size effect. Perhaps the 
 study of Fama and French (1992) are the most cited in this area. They found that size can 
 explain the cross-sectional  stock returns. Their study was  from the period 1963  –  1989. 


Their research kindled interest in this area as well as the search for probable clarifications. 


The study of Akella and Chen (1990) show that further complexities is introduced by the 
 size of the bank. It is commonly stressed that large banks are expected to hedge financial 
 risks  because  of  economies  of  scale.  Thus,  it  shows  that  large  banks  are  probably  less 
 sensitive  to  financial  markets  movement.  Though,  size  is  regarded  as  a  relative 
 characteristic,  while  they  may  be  large  in  a  particular  market,  they  may  look  small 
 internationally. Nonetheless, these arguments indicate that the stock prices behavior may 
 be different within banking sector, between small and large institutions even when facing 
 the same economic conditions. 


Holmstrom and Tirole (1997) examine the significance of information asymmetry as well 
 as the consequential moral hazard difficulty between real sector firms and investors. The 
 findings show that firm size plays an important part in the financial constraint severity, and 
 in the response of the firms’ equity and value to adverse aggregate shocks.  


The study of Gandhi and Lustig (2010) indicate that the factors of Fama-French does not 
distance the bank stock returns arranged in portfolios by the firms’ size with the smallest 
banks  having  positive  alphas  than  the  large  banks.  This  is  regarded  as  an  evidence  to 
support  the  “Too-Big-To-Fail”  hypothesis,  as  large  banks  does  not  adopt  all  the 
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shortcoming risks they are assumed to be overpriced compare to the small banks. Thus, the 
 financial firms’ size factor is thought to be not spanned or traded by the Fama-French risk 
 factors and is built through the main risk-adjusted returns component analysis.  


Cohen  et  al.  (2002)  apply  firm-level  data  applying  the  return  de-composition  technique 
 which  resulted  into  two  vital  findings.  The  first  finding  is  that  while  news  on  expected 
 return lean towards driving stock indices, firm-level stock returns variability is typically 
 related  with  cash-flow  news  shock.  Second  finding  indicate  that  the  firm-level  returns 
 dependency  tends  to  differ  by  firm  size,  with  large  firms  being  comparatively  more 
 sensitive to firm-specific cash-flow news than the small firms. 


Gertler and Kiyotaki (2010) present information frictions between savers and the financial 
 sector and applied it on a fully identified macroeconomic environment. The response of 
 small banks to the shocks is  different from the large firms because of financial frictions 
 severity  they  are  confronting.  The  net  worth  of  the  banks  is  inadequate  to  guarantee 
 compatibility of incentive, and may lead to inaccurate investment decisions.  


There are dearth of research on the influence of bank size on stock performance because 
most of the studies on bank size focus on its relationship with profitability. Thus, this study 
is considering the impact of size of banks on their stock performance. However, summary 
of  the  research  on  the  association  between  bank  size  and  stock  performance  are  shown 
below in table 2.2. 
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Table 2.2: bank size and stock market performance 


No  Author  Type of Data  Variables  Empirical  Comments 
 1  Fama and 


French 
 (1992) 


Time 


series/accounting 
 data 


1963 - 1989 


Size, book-to-
 market- 
 equity, 
 leverage, 
 earnings price 
 ratio 


Cross-sectional 
 regression 
 approach  of 


Fama  and 


Macberth 
 (1973) 


Size  can 


explain  the 
 cross-sectional 
 stock returns. 


2  Akella 
 and  Chen 
 (1990) 


Time series  Interest  rates, 
 bank  stock 
 returns 


vector 


autoregression 
 approach 


large banks are 
 probably  less 
 sensitive  to 
 financial 
 markets 
 movement. 


3  Gandhi 
 and 
 Lustig 
 (2010) 


Time series 
 1950 - 2008 


Bank  stock 
 returns, 
 market 
 capitalization 


events  model 
 with  time-
 varying 


probabilities  of 
 a disaster 


the disaster risk 
discount  for 
large  banks 
represents  a 
large  hidden 
subsidy  to 
large banks and 
a  tax  on  small 
banks 
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2.6 Bank Capitalization and Bank Stock Performance  


Berger and Bouwman (2009) examine the association between bank capitals and various 
 parts of banks performance in tranquil and crises time for banks in United States. The crises 
 comprise of both stock market crashes and banking crises. They also compare excessive 
 portfolio returns of a well-capitalized bank and an ill capitalized bank in the collapse of the 
 early 1990s as well as in the latest subprime crisis. The findings show that well capitalized 
 banks perform well significantly in the early 1990s, however they did not perform well in 
 the recent crisis.  


Berger and Bouwman (2013) also examinethe effect of capital on bank performance in the 
 period of financial crises. Their aim is to evaluate the effect of capital on bank performance 
 in terms of market share and survival, as well as how the effect differs across normal time, 
 banking  crisis,  and  market  crisis  that  happened  in  the  United  State  more  than  the  past 
 quarter of century. Their results show that capitals assist small banks in increasing their 
 probability  of  survival  and  market  shares  at  all  the  periods  (i.e.  normal  times,  banking 
 crises, and market crises). Their findings also show that capital increases performance of 
 large and medium banks mainly in the period of banking crises.  


The study of Meh and Moran (2010) indicate that the capital of banks co-moves with the 
 whole  economy’s capability  to  absorb negative shocks from  the stock price. Rationally, 
 banks with low levels of capital need to cut down their lending in the period of negative 
 growth. Though, in an economy where banks have a higher capitalization level, there are 
 lower reductions in economic growth and lending. 


The study of Carvalho et al. (2013) found that there is relationship between bank capital 
and  firm  performance.  The  result  can  be  traced  to  the  general  financial  stability  of  the 
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economy  and  information  asymmetry  level  between  lender  and  borrower.  Furthermore, 
 they  found  a  relationship  between  banks  unexpected  shocks  and  a  decline  in  their 
 borrowing firm’s market value. 


The study of Demirgüç-Kunt and Huizinga (2010) showed that variations in initial capital 
 do not constantly influence bank stock return before the crises. The significance of capital 
 becomes obvious during the crisis period, and indicate that stock return of large banks has 
 more sensitivity to  leverage  than to  risk-adjusted capital  during the  crisis.  The probable 
 reason for this could be the view of market participants on the risk-adjusted under Basel 
 rules that it is based on manipulation or does not reflect real risk in the perspective of large 
 banks. Their result likewise show that positive relationship with the following stock returns 
 is robust for highly quality capital. 


The  summary  of  the  research  on  the  association  between  bank  capitalization  and  stock 
performance is depicted below in table 2.3. 



(43)29 


 Table 2.3: bank capitalization and stock market performance 


No  Author  Type of Data  Variables  Empirical  Comments 
 1  Berger and 


Bouwman 
 (2009) 


Time series 
 1987-2007 


Market share, 
 capital  ratio, 
 profitability, 
 survival 


Logit 
 regression 


Well  capitalized 
 banks  perform  well 
 significantly  in  the 
 early  1990s,  however 
 they  did  not  perform 
 well  in  the  recent 
 crisis. 


2  Berger and 
 Bouwman 
 (2013) 


Time series 
 1984:Q1  and 
 2010:Q4. 


Market share, 
 capital  ratio, 
 profitability, 
 survival, size, 
 equity returns 


Logit 
 regression 


Capital  assists  small 
 banks  in  increasing 
 their market share and 
 probability of survival 
 at  all  the  periods  (i.e. 


normal times, banking 
 crises,  and  market 
 crises). Their findings 
 also show that capital 


improves  the 


performance  of  large 
 and  medium  banks 
 mainly  during 
 banking crises.  


3  Demirgüç-
 Kunt  and 
 Huizinga 
 (2010) 


Cross 
 sectional 
 1995-2007 


Fee  income, 
 non-deposit 
 funding, 


ROE,  Z-


score, GDP 


Ordinary 
 least 
 Square 
 regression 


Variations  in  initial 
capital  (whether  risk-
adjusted or not) do not 
consistently  influence 
bank  stock  return 
before  the  crisis.  The 
positive  relationship 
with  the  subsequent 
stock returns is robust 
for  higher  quality 
capital. 
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2.7 Net Interest Margin and Bank Stock Performance 


In  spite  of  the  important  regulatory  attention  paid  towards  the  interest  rate  risk  that  is 
 challenging  banks  (Basel  Committee  on  Banking  Supervision,  2004),  studies  on  an 
 important earnings factor that could be very sensitive towards interest shocks, known as 
 net  interest  margins  has  so  far  inadequate.  Since  the  late  1980s,  with  exceptions  to  few 
 studies,  there  have  been  few  studies  on  the  impacts  of  interest  rate  risk  on  bank  stock 
 performance.  In  addition,  net  interest  margins  models  have  characteristically  achieved 
 optimal  margin  for  banks,  based  on  uncertainty,  competitive  market  structure,  and 
 management’s level of risk-aversion. The most important bank behavior assumption in the 
 models is that net-interest-margin is maximized. The determinant of net-interest-margins 
 was hypothesized by Ho and Saunders (1981) based on the fact that banks serve as risk-
 averse  dealers  whose  major  source  of  risks  was  through  variability  of  interest  rate  and 
 manage it by varying the margins which depend on market structure.  


The  study  of  Elyasiani  and  Mansur  (1998)  examine  the  bank  stock  returns  distribution 
sensitivity to the variations in the interest rate level and volatility using GARCH-M model 
that rejects the preventive assumption of independence, constant conditional variance, and 
linearity  in  bank  stock  returns  modeling.  Using  data  from  the  period  1979  to  1982  the 
effects of GARCH, ARCH and volatility feedback are significant. Interest rate level as well 
as its volatility directly influence bank stock returns. Interest rates volatility also indirectly 
influence the premia. The persistence level in shocks is significant for the portfolio of the 
three bank, their sensitivity, and the main regime of monetary policy. 
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Stiglitz  and  Weiss  (1981)  found  that  bank  stock  lose  value  under  competition  when 
 discount rates is increased by the US Federal Reserve. This is has a result of tacky interest 
 rates and rising of risks in a market that is competitive like the banking industry US. This 
 indicates  that  official  fluctuations  in  interest  rate  that  lead  to  high  interest  rates  attracts 
 riskier borrowers, thus, existing clients may change to banks that does not upsurge their 
 interest rates. As a result, banks have a difficult capability to influence net interest margins 
 variabilities because of competition. This proposes that as a concern of operating influences 
 of interest rates variabilities, and thus their net interest margins, banks face income changes 
 thereby influenced stock returns.  


Kuttner (2001) evaluates the influence of shock rate changes and revealed that they have a 
 significant influence on bank stock returns. Applying interest rate futures as a measure for 
 expectations, it indicated that when there is no shock,  interest rates changes had limited 
 influences, to the level that information taken was the same as those already have in other 
 economic data or indicators. It also indicated that the market does not fully depend on the 
 discount  rate  as  a  determinant  of  future  prospects,  but  also  rely  on  other  economic 
 indicators.  


Madura and Schnusenberg (2000) examine the relations between the US Federal Reserve 
discount rate  and the bank stock returns and found a negative relationship. Applying an 
inclusive  methodology,  the  study  indicated  that  bank  stock  returns  reacts  asymmetry  to 
target rate changes. More specially, target rate increase suggested an inconsistent reaction 
to  decreases.  Furthermore,  Madura  and  Schnusenberg  (2000)  revealed  that  the  effect  of 
Fed  rate  change  differs  significantly  depending  on  the  concerned  banks’  size.  A  more 
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significant  result  was  that  rate  change  influence  on  bank  stock  returns  were  negatively 
 associated to the capital ratios of the studied banks.   


The summary of the studies on the relationship between net interest margin and bank stock 
 returns is depicted below in table 2. 


Table 2.4: Net Interest Margin and stock market performance 


No   Author  Type of Data  Variables  Empirical   Comments 
 1  Angbazo (1997)  Call Report 


1989-1993 


Credit  risk, 
 net  interest 
 margin, 
 interest rate 
 risk 


Cross-
 sectional 
 regression 


finds  that  off-
 balance-sheet 
 items  do  affect 
 net  interest 
 margins  for  all 
 bank  types 
 except  regional 
 banks. 


2  Elyasiani  and 
 Mansur (1998) 


1979 to 1982  Interest 
 rates,  bank 
 stock 
 returns 


GARCH-M  Interest rate and 
 its  volatility 
 directly 


influence 


distribution  of 
 bank  stock 
 returns. 


3  Hanweck  &  Ryu 
 (2005) 


1986-2003 
 Quarterly 
 data 


Interest 
 rates, 
 ROA, 
 credit risks 


Fixed  and 
 random 
 effects 


Banks  in  most 
 bank groups are 
 sensitive  in 
 varying  degrees 
 to  credit, 
 interest-rate, 


and  term-


structure 


shocks.  Large 


and  more 


diversified 
 banks  seem  to 
 be less sensitive 
 to  interest-rate 


and  term-


structure 


shocks,  but 
more  sensitive 
to credit shocks. 
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CHAPTER THREE 


DATA AND EMPIRICAL METHOD 
 3.0 Introduction 


Based on the aim of this study which is to empirically find the association between bank 
 lending  and  bank  stock  performance  among  ASEAN,  this  chapter  focus  on  the 
 methodology  applied  in  carrying  out  this  study.  Actually,  there  are  ten  countries  under 
 ASEAN, which include Indonesia, Malaysia, Singapore, Philippines, Thailand, Vietnam, 
 Cambodia,  Brunei,  Laos,  and  Myanmar.  However,  data  are  not  available  for  all  the  ten 
 countries because only six out of these countries operate at least a stock exchange market. 


The countries that operate stock exchange markets include Malaysia, Indonesia, Singapore, 
 Thailand, Philippines, and Vietnam; while countries that do not operate a stock exchange 
 market include Brunei, Cambodia, Myanmar, and Laos. Therefore, data will be collected 
 from these countries to represent all the ASEAN. 


3.1 Data Description 


The approach applied in finding the empirical evidence of impact of bank lending on bank 
 stock performance in ASEAN is panel data approach. A yearly bank data from the period 
 2000 to 2014 was retrieved from the six countries representing ASEAN in this study. 


Table 3.1 Sample periods used for each country 


Country Sample periods


Indonesia          2000 – 2014  


Malaysia 2000 – 2014


Philippines 2000 – 2014


Singapore 2000 – 2014 


Thailand 2000 – 2014 


Vietnam 2008 – 2014 
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 3.2 Sources of Data 


This study collected the required bank data from the DataStream in the library of Universiti 
 Utara Malaysia. These consist of bank data of 68 banks operating in the stock exchange 
 markets  of  the  selected  six  countries  representing  ASEAN.  These  banks  are  shown  in 
 appendix 1. 


  Table 3.2 Number of banks 


Country Number of banks


Indonesia 25


Malaysia 10


Philippines 13


Singapore 3


Thailand 10


Vietnam 7


Total  68 


3.3 Definition of the Variables 
 3.3.1  Dependent Variable 


Bank  stock  performance:  stock  performance  of  bank  is  the  dependent  variable  in  this 
study and it is measured through bank stock returns. Stock market return can be defined as 
the return that an investor generated from investing in the stock market. The return can be 
profit  through  trading  or  dividends  given  by  firms  to  their  shareholders  periodically 
(www.economywatch.com).  Despite  the  empirical  evidence  that  numerous  factors 
influence bank stock, the exact amount of these factors have not been established (Foong 
et al., 2012). According to the assumption of Markowitz (1952), aim of an investor in stock 
is  to maximize his  portfolio expected returns, which is  subject  to  bearable  risk  level;  or 
minimize risks, which is also subject to bearable expected returns.Therefore, based on the 
supposition  of  a  particular  time,  along  with  the  supposition  of  the  investor's  approach 
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