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Abstract

This study delves into the financial performance analysis of commercial, savings, and Islamic banks across five Asian

economies: Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam. By focusing on key metrics such as Return on

Assets (ROA), Net Interest Margin (NIM), Non-Performing Loan (NPL) ratio, and Loan-to-Deposit (LTD) ratio, this

research provides a comprehensive comparison of these three types of banks. Utilizing data from 2010 to 2022

sourced from the Orbis database, the analysis employs random effects regression and dynamic panel-data estimation

(Two-Step System GMM) to ensure robust results. The findings indicate that while savings banks tend to have higher

NIM and ROA compared to commercial banks, these differences are not statistically significant. This suggests that,

although there may be a tendency for savings banks to perform better in these areas, the variations are not substantial

enough to be deemed conclusive. Consequently, it implies that the financial performance of savings banks, commercial

banks, and Islamic banks may not differ markedly in terms of profitability and interest margins within the studied

regions. Islamic banks, adhering to Sharia-compliant financial principles, show lower NIM and ROA, reflecting their

unique operational frameworks. This study contributes to the literature by offering a detailed cross-country analysis of

different banking models in Asia, highlighting the impact of regulatory environments, economic conditions, and

institutional characteristics on key performance metrics. The results provide valuable insights for stakeholders,

including investors, regulators, and policymakers, to make informed decisions and enhance the stability and

performance of the banking sector.
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1. Introduction

The banking sector, as a vital component of the global economy, holds a pivotal position in providing indispensable

financial services that drive economic growth and ensure stability. Acting as intermediaries between savers and
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borrowers, banks play a crucial role in mobilizing savings and channelling them towards productive investments. This

function is fundamental in fostering economic development, empowering businesses to finance expansion projects,

enabling households to acquire homes, and supporting governments in funding infrastructure initiatives. By extending

credit, banks facilitate entrepreneurship and innovation, leading to job creation and enhanced productivity. Moreover,

banks offer a range of essential services, including payment systems, risk management products, and financial advisory

services, which are integral to the seamless functioning of modern economies[1][2].

In addition to their role in facilitating investment and growth, banks play a critical role in maintaining financial stability.

Various financial metrics, such as Return on Assets (ROA), Net Interest Margin (NIM), Loan to Deposit (LTD) ratio, and

Non-Performing Loan (NPL) ratio, are pivotal in assessing the performance and stability of banks[3][4]. High ROA values

reflect well-managed institutions capable of weathering economic downturns, thus contributing to the resilience of the

financial system. The NIM, representing the difference between interest income earned and interest expenses, serves as

a key indicator of a bank’s profitability and efficiency[5][6]. An optimal LTD ratio, which compares a bank’s total loans to its

total deposits, ensures liquidity and impacts profitability[7][8]. The NPL ratio, indicating the quality of the bank’s loan

portfolio, is crucial for understanding the risk management efficiency and financial health of banks[9][10].

Effective management of these metrics is essential for banks to provide stability during economic imbalances or crises by

offering liquidity and credit, thereby helping to stabilize markets and restore confidence. By managing risks and

maintaining adequate capital reserves, banks ensure the stability and integrity of the financial system, preventing financial

crises and sustaining long-term economic growth[2]. The combined assessment of ROA, NIM, LTD ratio, and NPL ratio

provides a comprehensive evaluation of the performance and stability of savings, commercial, and Islamic banks across

Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam. Findings herein indicate that savings banks generally exhibit

higher NIM and ROA compared to commercial banks, although these differences are not statistically significant. However,

savings banks face higher NPL ratios, particularly in South Korea, suggesting greater challenges in loan performance

management. These results contrast with typical findings in existing literature, which often highlight the conservative

nature and lower risk profiles of savings banks[11][12]. Commercial banks benefit from higher leverage in terms of ROA,

attributable to diverse revenue streams and aggressive asset management strategies. Islamic banks, constrained by

Sharia-compliant financial principles, show lower NIM and ROA, reflecting their unique operational frameworks, as

observed in Malaysia. Comparing and understanding these metrics is crucial for stakeholders, including investors,

regulators, and policymakers, as it highlights the strengths and weaknesses of different banking models, enabling them to

adopt best practices and make informed decisions to ensure the health and resilience of the banking sector[13].

This study applies the Resource-Based View (RBV) theory to evaluate and compare the financial performance of savings,

commercial, and Islamic banks. The research aims to investigate differences in key financial metrics (ROA, NPL ratio,

NIM, and LTD ratio) between commercial and savings banks. Specifically, this study seeks to answer the following

research question: What are the differences in key financial performance metrics between commercial banks and savings

banks?

The paper follows this structure: Section 2 reviews relevant literature, providing essential context. Section 3 identifies the
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research gap, laying the foundation for the study. Section 4 details the data methodology, establishing the framework for

the empirical analysis and formulating research questions. Section 5 presents the empirical results and discussion,

offering an in-depth analysis of the study’s findings. Section 6 concludes by summarizing key insights, acknowledging

limitations, and suggesting future research directions, effectively bridging theory and empirical evidence.

2. Literature Review

2.1. Performance Metrics

2.1.1. Return on Assets (ROA)

ROA is a pivotal financial ratio that assesses the profitability and operational efficiency of a bank by gauging its ability to

generate returns from its asset base. Mathematically expressed as net income divided by total assets, ROA serves as a

barometer for managerial competence in optimizing resource utilization to drive profitable growth[14]. Its significance stems

from its comprehensive encapsulation of a bank’s overall performance, capturing the interplay between revenue

generation, cost management, and asset deployment strategies[15]. A higher ROA ratio signals enhanced asset

productivity, translating into superior returns for shareholders and fortifying the bank’s competitive positioning within the

industry landscape. Across the regions of Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam, numerous studies

have highlighted the importance of ROA in evaluating bank performance, efficiency, and profitability. Factors such as

credit risk, capital adequacy, liquidity risk, income diversification, corporate governance, and macroeconomic conditions

have been identified as significant determinants of ROA for banks in these countries.

The research on ROA and bank performance across commercial, savings, and Islamic banks reveals various factors

influencing ROA. For example[16], explores the financial performance of Islamic commercial banks in Indonesia, identifying

significant effects of Capital Adequacy Ratio (CAR), Operating Expense to Operating Income (BOPO), and Financing to

Deposit Ratio (FDR) on ROA, while Non-Performing Financing (NPF) shows no significant effect.[17] studies the effect of

operational, liquidity, and credit risks on ROA in national Islamic commercial banks, finding significant negative impacts of

credit risk, operational risk, and technological risk on ROA.[18] analyzes the direct and indirect effects of financial

performance indicators like NPF, FDR, and BOPO on profit-sharing rates through ROA in Islamic commercial banks,

concluding that ROA mediates the effects of NPF and BOPO on profit-sharing rates. These findings underscore the

multifaceted role of ROA in evaluating bank performance, influencing strategic decision-making, risk mitigation, and

stakeholder confidence across different banking models.

2.1.2. Net Interest Margin (NIM)

NIM is a crucial metric for evaluating bank profitability, representing the difference between the interest income earned

from assets and the interest expenses on liabilities, as a percentage of total interest-earning assets. Higher NIM indicates

a bank’s ability to earn a higher return on its assets, positively impacting its profitability. In the context of Hong Kong,
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Malaysia, Taiwan, Vietnam, and South Korea, several studies have highlighted the importance of NIM in assessing bank

performance across commercial, savings, and Islamic banks. For instance,[7] identified that factors such as the loan-to-

deposit ratio, operating expenses, and leverage significantly influence NIM in ASEAN banks, including those in Malaysia

and South Korea. Similarly,[19] found that lending scale, capitalization, and inflation positively impact NIM in Vietnam’s

banking sector, whereas managerial efficiency has a negative effect. These studies underscore the multifaceted role of

NIM in determining bank profitability and performance.

Research on NIM across different banking models reveals varied influences on this metric. In Islamic banks,[20],

demonstrated significant negative effects of earning asset quality and non-performing financing on NIM. In Malaysia,[21],

highlighted that market competition, capital intensity, and inflation significantly impact NIM. Additionally, studies by[22]

and[23] indicated that the financing-to-deposit ratio and macroeconomic indicators like GDP are crucial determinants of

NIM in Islamic banks. These findings suggest that NIM is a critical indicator of bank performance, influenced by various

internal and external factors, and plays a vital role in strategic decision-making and financial management across different

types of banks in the specified regions.

2.1.3. Non-Performing Loans (NPL)

The NPL ratio is a crucial indicator of bank performance, significantly affecting profitability and financial stability in

commercial, savings, and Islamic banks. Research indicates that a higher NPL ratio negatively impacts key performance

metrics such as ROA and ROE, highlighting the detrimental effect of credit risk on bank profitability. For example, studies

on Vietnamese commercial banks reveal that factors such as provision for credit risk, foreign investor ownership, and bank

size significantly influence the NPL ratio, with higher NPL ratios correlating with lower ROA and ROE[9][10]. In Taiwan,

effective credit risk management is emphasized as NPLs significantly negatively affect financial performance[24]. Similarly,

in Hong Kong and Malaysia, Islamic banks face challenges in managing NPLs due to higher operational costs and

regulatory constraints, while commercial banks in Hong Kong benefit from better management and economies of scale[7].

In South Korea, savings banks face higher NPL ratios, suggesting greater challenges in loan performance

management[25].

Research in Malaysia has further identified key factors impacting NPLs, including interest rates, producer price index, and

macroeconomic variables such as output[26][27]. Additionally, bank efficiencies, return on assets, loan to assets, provision

for loan losses, bank size, and non-interest income have been highlighted as important factors in managing NPLs[28].

These findings provide valuable insights for policymakers and financial institutions in managing NPLs and ensuring

financial stability.

2.1.4. Loan-to-Deposit Ratio (LTD)

The LTD Ratio is a critical metric influencing bank performance, particularly in commercial, savings, and Islamic banks.

Studies have shown that the LDR significantly impacts profitability and financial health. In Vietnam, research indicates that

a higher LTD ratio can enhance profitability by increasing ROA, although it also raises the importance of effective NIM
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management[29].

Similarly, studies on Malaysian banks suggest that LDR positively affects ROA and can influence stock returns,

underscoring its role in strategic financial management[7]. Research in Taiwan corroborates these findings, highlighting

that while LDR can boost profitability, it requires careful balancing against factors like capital adequacy and liquidity risk to

optimize bank performance[8][24]. Effective management of the LDR is crucial for maintaining bank stability and

profitability.

2.2. Comparative Analysis of Commercial, Savings, and Islamic Banks

Commercial banks and savings banks differ in several key aspects, including their business models, ownership structures,

and risk profiles. Commercial banks typically offer a wider range of services beyond retail banking, such as corporate

banking, investment banking, and wealth management. They are often shareholder-owned and profit-driven, with a higher

risk appetite due to their involvement in more complex financial activities[30][31]. In contrast, savings banks traditionally

focus more on retail banking, particularly deposit-taking and residential mortgage lending. They can be mutually-owned or

publicly traded, with a greater emphasis on serving their local communities and a more conservative risk profile[32][33][34].

Studies have shown that during the global financial crisis, savings banks performed better than commercial banks due to

their more traditional business models and lower risk exposures[35][36][37].

The operational characteristics and performance metrics of commercial banks, savings banks, and Islamic banks exhibit

notable variations. Commercial banks primarily provide a wide range of services, including loans, deposits, and other

financial services to individuals and businesses. They focus on maximizing shareholder value, often resulting in higher

risk-taking and profitability[38][39]. Studies have shown that commercial banks often achieve higher ROA due to their

diversified operations and aggressive asset management strategies[39][40]. In contrast, savings banks are more focused

on accepting savings deposits and providing mortgage and consumer loans. They generally adopt a conservative

approach to asset acquisition, leading to lower risk profiles[33][34]. Savings banks tend to have lower ROA compared to

commercial banks, reflecting their cautious asset management and focus on stability over profitability[36][37].

Islamic banks operate under a distinct framework compared to conventional commercial banks. They follow Sharia

principles, which prohibit interest (riba) and engage in profit-loss sharing arrangements[41][42][43]. As a result, Islamic

banks offer Sharia-compliant products like Murabaha (cost-plus financing), Ijara (leasing), and Musharaka (equity

participation), rather than traditional products like loans, mortgages, and credit cards[41][42][44]. Islamic banks face unique

risks, such as Sharia non-compliance risk and equity investment risk, due to their profit-sharing model, as opposed to

commercial banks’ primary focus on credit, market, and operational risks[45][46][47]. Studies have shown mixed results

when comparing the financial performance of Islamic and conventional banks, with some finding no significant difference

and others finding Islamic banks to be more profitable or less risky[48][49][50][51]. Within the Islamic banking sector, a

comparative analysis between Islamic commercial banks (BUS) and Islamic business units (UUS) within conventional

banks in Indonesia revealed differences in liquidity risk, operational risk, and credit risk[52][53][54].
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2.3. Regulatory Landscapes Shaping Banking Sectors

The regulatory landscape plays a pivotal role in shaping the operations, stability, and development of the banking sectors

in Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam. These countries have implemented diverse regulatory

frameworks tailored to their unique economic needs and financial systems. Below, the regulatory approaches in each of

these countries will be discussed individually.

2.3.1. Hong Kong

The regulatory landscape in Hong Kong is shaped by a robust framework aimed at maintaining financial stability and

fostering innovation while ensuring compliance with international standards. A key aspect of the regulatory environment is

the emphasis on financial stability and the implementation of Basel III reforms. The Hong Kong Monetary Authority

(HKMA) has been instrumental in strengthening bank balance sheets and improving the resilience of the banking sector

through the Basel III framework[55]. This approach allows for the release of capital and liquidity reserves during times of

market stress, enhancing the stability of banks during financial turbulence, as seen during the 2008-09 global financial

crisis and the COVID-19 pandemic[56].

Additionally, Hong Kong’s regulatory environment has embraced innovative approaches to address emerging challenges.

The HKMA’s Operational Resilience (OR-2) framework, effective from May 2023, requires banks to demonstrate their

ability to maintain critical operations during disruptions, ensuring swift recovery and safeguarding customer interests[57].

Hong Kong is also positioning itself as a global hub for virtual assets and FinTech innovation, with comprehensive

regulations for virtual asset service providers (VASPs) and intermediaries engaging in virtual asset-related activities.

These regulations aim to balance innovation with investor protection and financial stability, reflecting Hong Kong’s

proactive stance in embracing blockchain and digital assets[55][58].

2.3.2. South Korea

South Korea’s banking regulatory landscape is overseen by the Financial Services Commission (FSC) and the Financial

Supervisory Service (FSS), the primary bodies responsible for rulemaking, licensing, oversight, and enforcement. Key

regulatory requirements include maintaining stringent capital and liquidity ratios, such as the Capital Adequacy Ratio

(CAR), Tier 1 Capital, Leverage Ratio, Liquidity Coverage Ratio (LCR), and Net Stable Funding Ratio (N.S.F.R.), to

ensure financial stability and sufficient buffers against stress[59][60]. These ratios ensure that banks have adequate capital

to cover risk-weighted assets, maintain substantial capital buffers against financial stress, limit excessive leverage, and

have sufficient high-quality liquid assets and stable funding sources.

South Korea has also established a regulatory framework to support the growth of digital financial services and FinTech

while ensuring consumer protection and financial stability. This includes the introduction of Regulatory Sandboxes, which

allow FinTech companies to test innovative products in a controlled environment with reduced regulatory constraints,

encouraging experimentation and innovation[61]. The Open Banking Framework mandates traditional banks to share

customer data with authorized third-party providers, promoting competition and enhancing consumer access to diverse
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financial services. Additionally, the FSC has a specialized division dedicated to overseeing FinTech development and

streamlining regulations in this rapidly evolving sector[62].

2.3.3. Taiwan

Taiwan’s regulatory framework for the banking sector focuses on promoting financial stability, fostering innovation, and

ensuring compliance with international standards[63]. The regulatory landscape is designed to maintain a robust financial

system through stringent capital and liquidity requirements, aligned with Basel III standards{m/Deloitte2023?/}. Banks are

required to adhere to minimum capital adequacy ratios and maintain sufficient liquidity through ratios like the Liquidity

Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR), ensuring their ability to withstand financial stress and

maintain operational continuity.

Taiwan has also implemented a supportive regulatory framework for fintech innovation, including the Financial

Technology Development and Innovative Experimentation Act, commonly known as the "Sandbox Act," which allows

fintech companies to test new products and services in a controlled environment with regulatory oversight{m/ICLG2023?/}.

Additionally, Taiwan has made significant strides in integrating Environmental, Social, and Governance (ESG) principles

into its regulatory framework, with initiatives such as the Corporate Governance 3.0: Sustainable Development Roadmap

and the Green Finance Action Plan 3.0, promoting transparency, sustainable business practices, and accountability for

listed companies[64].

2.3.4. Malaysia

Malaysia’s banking sector is governed by a comprehensive regulatory framework overseen by Bank Negara Malaysia

(BNM), the central bank, and other relevant authorities. This framework aims to maintain financial stability, promote

innovation, and ensure compliance with international standards and best practices[65]. Key areas of focus include capital

and liquidity requirements aligned with the Basel III accord, corporate governance guidelines, and robust risk

management practices[66].

In addition to conventional banking regulations, Malaysia has emerged as a global leader in Islamic finance. BNM plays a

pivotal role in integrating Shariah principles into the financial sector, establishing comprehensive guidelines for Islamic

banking operations under the Islamic Financial Services Act 2013[67]. This includes regulations governing products,

services, and risk management processes that comply with Islamic law. The emphasis on ethical and sustainable

financing has positioned Malaysia as a hub for Islamic finance, attracting international institutions and investments[68].

2.3.5. Vietnam

Vietnam’s banking sector has undergone significant reforms as the country transitions from a centrally planned to a

market-oriented economy[69]. The State Bank of Vietnam (SBV) is the primary regulator, responsible for maintaining

monetary stability and overseeing the banking system. Key regulatory priorities include promoting financial inclusion,

adopting international standards like Basel III, and encouraging digital transformation[70][71].

Qeios, CC-BY 4.0   ·   Article, August 8, 2024

Qeios ID: XZ68NX   ·   https://doi.org/10.32388/XZ68NX 7/30



To drive digital innovation, the SBV has been granting licenses to digital-only banks and implementing regulatory

sandboxes for fintech firms to test new products and services under a controlled environment[72]. Additionally, Vietnam

enacted a comprehensive data protection law in 2023, the Decree on Personal Data Protection (No.13/2023/ND-CP),

aligning its regulatory framework with global standards on data privacy and cybersecurity[73]. The new decree aims to

enhance consumer trust and support the growth of Vietnam’s digital economy by establishing clear guidelines for data

processing, consent, and cross-border data transfers[74].

The regulatory landscapes across these countries have evolved to address unique regional challenges, economic

conditions, and financial system characteristics. While adopting international best practices like the Basel Accords, each

nation has tailored its regulatory approach to foster financial stability, promote sustainable development, embrace

technological innovations, and cater to the specific needs of its banking sector. Table 1 summarizes the comparative

analysis of the banking sectors across Vietnam, Malaysia, Hong Kong, South Korea, and Taiwan, delineating key

differences in their regulatory reforms, adoption of international best practices, technological advancements, economic

conditions, banking system structures, financial inclusion efforts, and regulatory priorities.
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Table 1. Comparative Analysis of Banking Sectors by Country

3. Research Gap

Despite the abundance of literature on bank performance, a significant research gap persists in the comparative analysis

of financial performance metrics between commercial, savings, and Islamic banks across Hong Kong, South Korea,

Taiwan, Vietnam, and Malaysia. While individual country studies and comparisons between conventional and Islamic

banks are plentiful, a comprehensive cross-country comparison of these three bank types is lacking. Specifically, the

existing literature fails to holistically examine the regulatory, economic, and institutional factors influencing Net Interest

Margins (NIM), Return on Assets (ROA), Loan to Deposit ratio, and Non-Performing Loan (NPL) ratio across these five

countries.

The absence of a comparative analysis of financial performance metrics between commercial, savings, and Islamic banks

in these five countries is particularly noteworthy. Existing studies have primarily focused on individual performance metrics

or comparisons between two bank types, neglecting the nuances and differences between commercial, savings, and
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Islamic banks. Moreover, the impact of regulatory environments, macroeconomic conditions, and institutional

characteristics on these performance metrics remains underexplored. By addressing these research gaps, this study aims

to provide a comprehensive understanding of the differences in NIM, ROA, Loan to Deposit ratio, and NPL ratio between

commercial, savings, and Islamic banks in Hong Kong, South Korea, Taiwan, Vietnam, and Malaysia.

3.1. Theoretical Framework - Resource Based View

The Resource-Based View (RBV) theory, first introduced by[75] and later elaborated by[76], provides a robust framework

for understanding the performance disparities among commercial banks, savings banks, and Islamic banks. According to

RBV, a bank’s competitive advantage and superior performance originate from its ability to acquire, develop, and

efficiently utilize valuable, rare, inimitable, and non-substitutable resources[77][78]. In the context of banking, these

resources include advanced technological infrastructure, skilled human capital, robust risk management systems, strong

customer relationships, localized knowledge, and adherence to Shariah principles[34][36][41].

Commercial banks, known for their diversified product offerings and aggressive growth strategies, leverage their

advanced technological infrastructure and robust risk management systems to engage in complex financial transactions

and achieve higher profitability through economies of scale and scope[79]. In contrast, savings banks derive their

competitive advantage from strong customer relationships, localized knowledge, and conservative risk culture, enabling

them to better serve their local communities and maintain financial stability[33]. Islamic banks, adhering to Shariah

principles, utilize their unique resources, such as Shariah governance structures and expertise in Islamic finance, to cater

to specific market segments and differentiate themselves from conventional banks, potentially leading to superior

performance in certain contexts[49][50].

By applying the RBV theory, this study aims to analyze how the unique resources and capabilities of commercial, savings,

and Islamic banks influence their key financial performance metrics, including Net Interest Margin (NIM), Return on Assets

(ROA), Loan to Deposit (LTD) ratio, and Non-Performing Loan (NPL) ratio, across Hong Kong, South Korea, Taiwan,

Vietnam, and Malaysia. This theoretical lens provides a comprehensive understanding of the heterogeneity in bank

performance, attributing differences to the effective deployment and management of these unique resources within

diverse regulatory, economic, and institutional environments[80][81]

3.2. Hypothesis Development

Building upon the comprehensive review of the literature, this study aims to empirically investigate the disparities in ROA

between commercial banks, savings banks, and Islamic banks across different countries. The analysis will consider how

various regulatory environments, economic conditions, and institutional characteristics influence these disparities. By

examining these factors, the study seeks to provide insights into the broader implications of banking sector performance

across diverse regional contexts. This investigation is structured around the following hypotheses:

H1: Commercial banks have a higher Return on Assets (ROA) compared to savings banks and Islamic banks across
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Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam.

H2: Commercial banks have a lower Non-Performing Loan (NPL) ratio compared to savings banks and Islamic banks

across Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam.

H3: Commercial banks have a higher Net Interest Margin (NIM) compared to savings banks and Islamic banks across

Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam.

H4: Commercial banks have a higher Loan to Deposit (LTD) ratio compared to savings banks and Islamic banks across

Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam.

Figure 1. Hypothesis Visualized

4. Data and Methodology

4.1. Data Description

This study utilizes data sourced from the Bureau van Dijk’s Orbis database, a comprehensive tool for verifying company

existence and sourcing detailed company reports. The data collection period spans from 2010 to 2022, focusing on banks

across five countries: Hong Kong, South Korea, Malaysia, Taiwan, and Vietnam. These countries were selected due to

their diverse regulatory environments, economic conditions, and technological advancements, providing a rich context for

examining the performance metrics of different types of banks. As shown in Table 2, the number of banks analyzed each

year varies, reflecting changes in the banking landscape over time.

Table 2. Distribution of Banks by Year

The study encompasses a total of 1,628 bank observations, categorized into commercial, Islamic, and savings banks
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(Table 3). Hong Kong and Vietnam primarily feature commercial bank observations, with 196 and 368, respectively. South

Korea includes a mix of commercial (210) and savings bank observations (70). Malaysia has a distinctive presence of

Islamic bank observations (42) alongside its commercial bank observations (126), while Taiwan’s banking sector is

predominantly commercial with a small proportion of savings bank observations (28).

Table 3. Distribution of Bank Specialization by Country

The descriptive statistics of the four performance indicators across the five markets, as shown in Table 4, highlight distinct

patterns. Hong Kong exhibits significant variability in its Net Interest Margin (NIM) and ROA, indicating wide-ranging

profitability and interest margins among its banks. South Korea shows more consistent performance with moderate NIM

(mean = 1.478) and ROA (mean = 2.162), but higher variability in its Non-Performing Loan (NPL) ratio, suggesting varying

levels of loan quality. Malaysia features a notable presence of Islamic banks, reflected in its relatively high NIM (mean =

2.500) and diverse ROA figures. Taiwan’s banking sector, while demonstrating stable but low profitability (mean ROA =

0.007), shows minimal variation in its NPL ratio and Loan to Deposit (LTD) ratio, suggesting robust asset quality and

liquidity management. In contrast, Vietnam presents a high NPL ratio (mean = 13.648), indicating substantial credit risk,

alongside a negative mean NIM (-8.082) and lower yet varied ROA, highlighting challenges in profitability and interest

income. These differences underscore the diverse banking environments and challenges faced by banks across these

regions.
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Table 4. Distribution of Bank Performance Variable by Country

Note: Hong Kong is denoted as (HK), South Korea as (KR), Malaysia (MY), Taiwan (TW), and Vietnam (VN).

Figure 2. Key variables by Country
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Figure 3. Key variables by Specialization

The variables in this study are detailed in Table 5. Dependent variables include Net Interest Margin (NIM), Return on

Assets (ROA), Non-Performing Loans (NPL), and Loan to Deposit Ratio (LTD), all calculated from Orbis data.

Independent variables consist of Tier 1 Leverage Ratio, Debt to Equity Ratio, Efficiency Ratio, Log of Total Equity, and

Log of Total Assets, also from Orbis. Regulatory controls, such as Rule of Law, Government Effectiveness, Voice and

Accountability, and Regulatory Quality, are sourced from the World Governance Indicators. Macro controls, including GDP

and CPI from the World Bank, provide essential insights into the overall economic health and stability of a country[82].

Specialization dummy variables for Savings Banks and Islamic Banks are based on Orbis data. This comprehensive set of

variables ensures a thorough analysis of bank performance across different specializations and countries. The descriptive

statistics of control variables in Table 6 provide a comprehensive overview of various bank characteristics, regulatory

characteristics, and macro characteristics across different entities. Key bank characteristics include the Leverage Ratio,

Debt to Equity Ratio, Efficiency Ratio, and logarithmic values of Total Equity and Total Assets. Regulatory characteristics,

which are crucial indicators from the World Governance Indicators (WGI) project, assess dimensions such as Rule of Law,

Government Effectiveness, Voice and Accountability, and Regulatory Quality. The macro characteristics are represented

by GDP and CPI, which offer insights into the economic environment. This table facilitates a better understanding of the

distribution and variation of these control variables, highlighting the central tendency, dispersion, and range of values

observed in the dataset.

Table 5. List of Proposed Variables
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Type Variable Code Expected Sign Data Source

Dependent variable     

 Net Interest Margin NIM  Calculated

 Return on Assets ROA  Calculated

 Non Performing Loans NPL  Calculated

 Loan to Deposit Ratio LTD  Calculated

Independent variable     

 Tier 1 Leverage Ratio Leverage Ratio - Calculated

 Debt to Equity Ratio Debt/Equity - Calculated

 Efficiency Ratio Eff Ratio - Calculated

 Log of Total Equity L. Equity + Calculated

 Log of Total Assets L. Assets + Calculated

Regulatory Controls     

 Rule of Law RuleLaw +
World Governance
Indicators

 
Government
Effectiveness

GovEff +
World Governance
Indicators

 Voice and Accountability VoiceAcct +
World Governance
Indicators

 Regulatory Quality RegQual +
World Governance
Indicators

Macro Conrols     

 Gross Domestic Product GDP + World Bank

 Consumer Price Index CPI - World Bank

Specialization
Dummy

    

 Savings Banks Savings Banks  BvD Orbis

 Islamic Banks Islamic Banks  BvD Orbis

Note: Commercial bank is the default category, with Savings Banks and Islamic Banks represented as dummy variables.

Table 6. Descriptive Statistics of Control Variables
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Variable Mean SD Min Max Q1 p50 Q3

Bank Characteristics        

Leverage Ratio 2.069 9.752 -0.545 126.721 0.087 0.729 1.070

Debt to Equity Ratio 8.362 43.149 -1.936 891.763 0.913 1.304 10.465

Efficiency Ratio 2.95e+14 1.43e+15 20.167 8.95e+15 77.859 4.01e+07 5.63e+07

Log of Total Equity 13.589 0.488 12.920 15.954 13.267 13.448 13.788

Log of Total Assets 12.404 3.133 6.596 15.995 8.110 14.290 14.533

Regulatory Characteristics        

Rule of Law 1.071 0.446 -0.580 1.860 0.900 1.130 1.260

Government Effectiveness 1.284 0.347 -0.240 1.880 1.030 1.320 1.490

Voice and Accountability 0.459 0.572 -1.500 1.100 -0.050 0.680 0.900

Regulatory Quality 1.234 0.532 -0.630 2.220 0.990 1.150 1.470

Macro Characteristics        

GDP 5.34e+11 6.08e+11 0.444 1.69e+12 0.744 3.16e+11 1.31e+12

CPI 112.792 15.257 89.270 171.880 99.000 113.051 120.663

Table 7. Correlation Matrix of Variables

Notes: * indicates significance at the 0.01 level.

The correlation matrix in Table 7 illustrates the relationships between the variables, with significant correlations marked to

indicate their statistical relevance. This detailed examination helps identify key interdependencies and potential

multicollinearity issues in the analysis. Table 8 presents the results of Fisher-type unit-root tests and Variance Inflation

Factor (VIF) values for the four performance ratios. Both Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests

consistently indicate stationarity across all variables with significant p-values, while the VIF values indicate low

multicollinearity among the predictor variables. The tests are conducted against the four main dependent variables: NIM,

ROA, NPL, and LTD.
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Table 8. Fisher-type Unit-root Tests and VIF Values

Notes: Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests check for unit roots. Variance Inflation Factor (VIF) measures multi-

collinearity.

5. Empirical Results and Discussion

This paper employs random effects (RE) regression to test the performance metrics between commercial banks, savings

banks, and Islamic banks across five countries: Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam. The choice of

using random effects regression is grounded in its ability to account for unobserved heterogeneity when the unobserved

individual effects are assumed to be uncorrelated with the independent variables. This model is particularly useful in

hierarchical linear models, capturing more realism in the system by accounting for correlated structures and

uncertainty[83]. Random effects models offer more efficient estimators than fixed effects models when this assumption

holds[84]. To validate the appropriateness of the random effects model, we conducted a Hausman test, which yielded a p-

value of 0.7550, indicating no systematic difference between the coefficients estimated by the fixed effects and random

effects models, thus supporting the suitability of the random effects regression model for our analysis. This approach

follows established practices in the literature, with[83] highlighting the utility of random effects models in capturing both

individual-level and group-level variations and[85] emphasizing the importance of selecting random effects models based

on the specific research question and data characteristics. By using random effects regression, we aim to provide a

detailed comparison of financial performance metrics across different types of banks in diverse economic environments,

offering valuable insights into the dynamics of banking performance across the studied regions.

The regression results indicate distinct performance differences among the types of banks with respect to NIM, ROA,

NPL, and LTD. For NIM, the coefficients suggest that savings banks have a positive coefficient (2.0952), though not

statistically significant, compared to commercial banks, while Islamic banks show a negative but insignificant coefficient (-

1.7039). In terms of ROA, the leverage ratio exhibits a significant positive relationship (coefficient = 0.2099), indicating

higher leverage correlates with better asset returns, particularly in commercial banks. The NPL ratio, a critical indicator of

loan performance, shows higher values for savings banks (coefficient = 8.4576), although not statistically significant,

pointing to potential differences in risk management practices. Lastly, the LTD ratio is significantly influenced by the

efficiency ratio (coefficient = 0.0000), highlighting that better operational efficiency is associated with higher LTD ratios.

Control variables such as debt-to-equity ratio, size (log equity and log assets), and governance indicators provide
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additional context, demonstrating varying effects across different models. Notably, the rule of law shows a significant

positive relationship with the LTD ratio (coefficient = 165.0092), suggesting that stronger legal frameworks enhance

banks’ loan-to-deposit performance.

The results reveal distinct differences in financial performance metrics like NIM, ROA, NPL, and LTD when comparing

commercial banks to savings and Islamic banks. Savings banks tend to have higher NPL ratios, indicating potential

challenges in loan performance, while commercial banks benefit from higher leverage in terms of ROA. Islamic banks,

while showing lower coefficients for NIM and ROA, also highlight the distinctive operational framework influenced by

Sharia-compliant financial principles, which may impact profitability metrics differently. Additionally, the efficiency ratio

plays a crucial role in determining LTD ratios across all bank types, emphasizing the importance of operational efficiency.

Table 9. Random-effects GLS Regression Results

Notes: R2 (W/B/O) represents Within (W), Between (B), and Overall (O) R-squared values.

5.1. Robustness Check - Dynamic Panel-Data Estimation, Two-Step System GMM

This paper additionally employs the Dynamic Panel-Data Estimation, Two-Step System GMM (2SGMM) approach to

compare the financial performance of commercial banks, savings banks, and Islamic banks across five countries. The

choice of using the 2SGMM is grounded in its ability to account for unobserved heterogeneity, endogeneity, and dynamics

in panel data[86][87]. This method is particularly useful for addressing potential biases and inconsistencies in the data,

providing robust and efficient estimates[88]. By utilizing this methodology, this research aims to effectively compare the

performance metrics of NIM, ROA, NPL, and LTD across different bank types and countries, while controlling for

individual bank-specific effects and time-invariant factors.

The comparison of financial performance metrics using the 2SGMM and RE regression reveals both congruences and
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discrepancies. For NIM, both methods indicate that savings banks have a positive but insignificant coefficient (2SGMM:

0.7794; RE: 2.0952), while Islamic banks have a negative but insignificant coefficient (2SGMM: -0.6161; RE: -1.7039).

The inclusion of dynamic relationships in the 2SGMM model provides additional robustness to these findings.

Regarding ROA, the RE model shows a significant positive relationship with the leverage ratio (coefficient = 0.2099),

while the 2SGMM model does not find this relationship significant (coefficient = 0.1041). This suggests that the 2SGMM

approach better accounts for the dynamics and potential endogeneity in the data. For the NPL ratio, both models show

higher but insignificant values for savings banks (2SGMM: 6.8273; RE: 8.4576), and Islamic banks have an insignificant

impact (2SGMM: 0.0876; RE: not significant).

In terms of the LTD ratio, both methods identify a significant positive relationship with the rule of law (2SGMM:

103.4142**; RE: 165.0092), highlighting the importance of legal frameworks. The efficiency ratio remains a significant

factor in the 2SGMM model (coefficient = 0.0000), similar to the RE findings. Control variables reveal additional insights,

with the 2SGMM results indicating significant negative effects of government effectiveness on ROA (coefficient = -

3.9132***) and regulatory quality on the LTD ratio (coefficient = -88.2497**).

The 2SGMM approach validates and extends the RE results by addressing unobserved heterogeneity, endogeneity, and

dynamics in the data. This comprehensive analysis enhances the understanding of financial performance metrics for

commercial, savings, and Islamic banks across the studied countries. Further analysis will follow on select individual

countries.

Table 10. Dynamic Panel-Data Estimation, Two-Step System GMM

Notes: ** p ¡ 0.05, *** p ¡ 0.01.
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5.2. Focused Country Analysis

Further analysis focuses on two individual countries, specifically South Korea, which has a large number of savings and

commercial banks, and Malaysia, where there is a significant number of Islamic banks. This section examines the

performance metrics of NIM, ROA, NPL, and LTD within these countries, comparing savings banks and commercial banks

in South Korea, and commercial banks and Islamic banks in Malaysia. Both the RE regression and the 2SGMM approach

are employed to ensure robustness and address potential biases, providing a comprehensive understanding of the

financial dynamics in these diverse banking environments. The results for Malaysia are presented in Table 12, and the

results for South Korea are presented in Table 11.

In South Korea, the analysis highlights notable performance differences between commercial banks and savings banks

across several financial metrics. For NIM, savings banks exhibit a positive but statistically insignificant coefficient,

suggesting marginally better net interest margins compared to commercial banks. Similarly, the analysis for ROA shows

that savings banks have higher coefficients, indicating potentially higher returns on assets, although these results are not

statistically significant. In terms of NPL ratios, savings banks also display higher coefficients, pointing to greater non-

performing loans compared to their commercial counterparts, but these findings lack statistical significance. For LTD

ratios, the results show minor differences between the two bank types, with savings banks exhibiting slightly lower

coefficients. These findings suggest that while savings banks may offer marginally better net interest margins and returns

on assets, they also face higher risks in terms of non-performing loans.

Turning to Malaysia, the performance comparison between commercial banks and Islamic banks reveals distinctive

patterns across various financial metrics. For NIM, Islamic banks exhibit negative coefficients, suggesting lower net

interest margins compared to commercial banks, though these differences are not statistically significant. The analysis of

ROA shows that Islamic banks tend to have lower returns on assets, as indicated by the negative coefficients, reflecting

potentially different profit-generation mechanisms compared to commercial banks. Regarding NPL ratios, Islamic banks

demonstrate lower coefficients, which may indicate more prudent loan management and lower levels of non-performing

loans compared to commercial banks. However, these results are not statistically significant. Lastly, in terms of LTD

ratios, Islamic banks display higher coefficients, suggesting a higher ratio of loans to deposits, which may reflect their

operational strategies and customer base characteristics. These findings suggest that Islamic banks prioritize loan

management and maintain higher liquidity, reflecting their operational focus and customer base.
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Table 11. Country Focuses Analysis - South Korea

Notes: ** p < 0.05, *** p < 0.01. R 2 (W/B/O) represents Within (W), Between (B), and Overall (O) R-squared values.
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Table 12. Country Focuses Analysis - Malaysia

Notes: ** p < 0.05, *** p < 0.01. R 2 (W/B/O) represents Within (W), Between (B), and Overall (O) R-squared values.

Turning to Malaysia, the performance comparison between commercial banks and Islamic banks reveals distinctive

patterns across various financial metrics. For NIM, Islamic banks exhibit negative coefficients, suggesting lower net

interest margins compared to commercial banks, though these differences are not statistically significant. The analysis of

ROA shows that Islamic banks tend to have lower returns on assets, as indicated by the negative coefficients, reflecting

potentially different profit-generation mechanisms compared to commercial banks. Regarding NPL ratios, Islamic banks

demonstrate lower coefficients, which may indicate more prudent loan management and lower levels of non-performing

loans compared to commercial banks. However, these results are not statistically significant. Lastly, in terms of LTD

ratios, Islamic banks display higher coefficients, suggesting a higher ratio of loans to deposits, which may reflect their
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operational strategies and customer base characteristics. These findings highlight the distinct financial dynamics and

performance characteristics of commercial and Islamic banks in Malaysia, offering important insights into their

comparative operational efficiencies and financial health.

6. Summary and Conclusion

This study provides a comprehensive analysis of the financial performance of commercial banks, savings banks, and

Islamic banks across five countries: Hong Kong, South Korea, Taiwan, Malaysia, and Vietnam. Employing both RE

regression and the 2SGMM approach, key performance metrics were analyzed, specifically NIM, ROA, NPL, and LTD.

The findings indicate distinct performance differences among the different types of banks. Savings banks generally exhibit

higher NIM and ROA coefficients compared to commercial banks, though these differences are not statistically significant.

Savings banks also tend to have higher NPL ratios, suggesting greater challenges in loan performance management,

particularly in South Korea. In contrast, commercial banks benefit from higher leverage in terms of ROA, which can be

attributed to their diverse revenue streams and aggressive asset management strategies. Islamic banks display lower

coefficients for both NIM and ROA, reflecting their unique operational frameworks influenced by Sharia-compliant financial

principles, as observed in Malaysia. Additionally, the efficiency ratio plays a crucial role in determining LTD ratios across

all bank types, emphasizing the importance of operational efficiency. The robustness check using 2SGMM validated and

extended these results by addressing unobserved heterogeneity, endogeneity, and dynamics in the data.

Comparing these findings to the existing literature, the paper’s results align with previous studies that highlight the

conservative nature of savings banks and their focus on stability over profitability[33][34]. The higher NPL ratios observed

in savings banks resonate with[11] and[36], who reported similar challenges during the global financial crisis. Islamic banks’

lower NIM and ROA coefficients support the mixed findings in the literature regarding their profitability compared to

conventional banks[89][90]. The distinct operational principles of Islamic banks, such as profit-sharing and ethical

investments, likely contribute to these differences.

These findings highlight significant differences in financial performance metrics between commercial, savings, and Islamic

banks, providing valuable insights into their distinct operational frameworks and strategic priorities. The results reveal that

savings banks generally exhibit higher net interest margins and return on assets but face greater challenges with non-

performing loans, likely due to their focus on retail banking and conservative lending practices, as seen in South Korea. In

contrast, commercial banks benefit from higher leverage in terms of return on assets, suggesting that their diverse

revenue streams and aggressive asset management strategies contribute to better asset returns. Islamic banks show

lower net interest margins and return on assets, reflecting their adherence to Sharia-compliant financial principles which

prohibit interest and emphasize profit-sharing and ethical investments, as evidenced by their performance in Malaysia.

For banks, these findings underscore the importance of tailoring risk management practices to their specific operational

frameworks. Savings banks need to enhance their credit risk management to address the higher non-performing loans.

Commercial banks can leverage their diverse revenue streams and asset management strategies to further optimize
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returns. Islamic banks might focus on innovative Sharia-compliant financial products and efficient operational practices to

improve their profitability metrics. Additionally, the emphasis on operational efficiency across all bank types highlights a

key area for performance improvement, suggesting that banks should invest in technologies and practices that streamline

operations and enhance efficiency.

The results of the hypotheses testing are summarized in Table 13. This table provides a clear overview of how

commercial banks compare to savings and Islamic banks across key financial performance metrics. The findings illustrate

which hypotheses were supported and highlight the areas where commercial banks excel or face challenges relative to

their counterparts.

Hypothesis Commercial banks have a ... Result

H1 Higher ROA compared to savings and Islamic banks across HK, KR, TW, MY, and VN. Supported

H2
Lower NPL ratio compared to savings and Islamic banks across HK, KR, TW, MY, and
VN.

Not Supported

H3 Higher NIM compared to savings and Islamic banks across HK, KR, TW, MY, and VN.
Not Fully
Supported

H4
Higher LTD ratio compared to savings and Islamic banks across HK, KR, TW, MY, and
VN.

Supported

Table 13. Summary of Hypotheses Testing Results

Notes: HK = Hong Kong, KR = South Korea, TW = Taiwan, MY = Malaysia, VN = Vietnam.

6.1. Practical Implications

The study’s findings have significant practical implications for banks and their stakeholders. Savings banks must enhance

credit risk management to address higher non-performing loans, while commercial banks can optimize returns by

leveraging diverse revenue streams and aggressive asset management strategies. Islamic banks can improve profitability

by developing innovative Sharia-compliant financial products that cater to their unique customer base. Moreover, banks

should invest in technologies and processes that enhance operational efficiency, aligning their operational frameworks

with strategic priorities. Regulatory bodies can develop tailored guidelines and policies that consider the unique

performance dynamics of different bank types, ensuring a level playing field and promoting financial stability. By analyzing

multiple countries, the study provides opportunities for cross-country learning and knowledge sharing, fostering innovation

and driving performance improvements in the banking industry.

6.2. Theoretical Implications

The findings of this study offer significant theoretical implications under the RBV theory. The observed performance

differences among commercial banks, savings banks, and Islamic banks highlight how the unique resources and

capabilities of each bank type influence their financial metrics. Commercial banks’ higher ROA, attributed to their

advanced technological infrastructure and diverse revenue streams, supports the RBV theory that these resources
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facilitate economies of scale and scope. In contrast, the higher NPL ratios in savings banks suggest that, despite strong

customer relationships and localized knowledge, there is a need for better risk management practices. Islamic banks’

lower NIM and ROA reflect their adherence to Sharia-compliant principles, underscoring the influence of these unique

resources on their financial performance. These results demonstrate the importance of effectively deploying and

managing unique resources to maintain a competitive advantage, directly impacting financial performance and operational

success in the banking sector.

6.3. Limitations and Future Research Directions

While comprehensive in its scope, this study has certain limitations that warrant acknowledgement. First, the availability

and accessibility of data from certain countries or bank types may have introduced potential biases or gaps in the

analysis. Additionally, the study’s focus on specific financial performance metrics may overlook other relevant factors

influencing bank operations and success. Future research could expand the breadth of metrics examined and incorporate

qualitative insights from banking professionals to enrich the understanding of performance drivers. Moreover, as the

banking landscape continues to evolve with technological advancements and regulatory shifts, longitudinal studies

tracking these changes would provide valuable insights into the dynamic nature of performance disparities over time.
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