CHAPTER 1

INTRODUCTION

1.1 Research Background

The imperative to study operational efficiency and performance across
various financial sectors has never been more pronounced in the dynamic and
interconnected global financial landscape. As economies worldwide become
increasingly integrated, financial institutions face the dual challenge of navigating
complex regulatory environments while striving to enhance their operational
efficacy and profitability. The research conducted by Almaskati (2022) highlights
the crucial impact of operational efficiency on a bank's profitability, revealing
varying levels of efficiency among banks. This variation suggests that there is
considerable potential for banks to enhance their profitability by focusing on

improvements in operational efficiency (Almaskati, 2022).

The importance of net interest margin (NIM) in assessing operational
efficiency highlights the capacity of banks to manage the spread between the
interest earned on loans and the interest paid on deposits. Given its role in handling
savings and facilitating loans, NIM is a crucial metric for evaluating operational
efficiency within the banking sector (Obeid, 2024). Additionally, NIM is
recognized as a key indicator of financial stability, regularly monitored by central
banks to assess the banking sector’s robustness, given its utility in forecasting

potential bank failures (Obeid, 2022).

For instance, a study conducted on the Tanzanian banking sector revealed

that bank liquidity and capital adequacy positively influence bank operating



efficiency, suggesting that financial stability and adequate capital reserves are
essential for improving operational efficiency. This study underscores the
significance of profitability and its direct relationship with operating efficiency,
indicating that banks should focus on enhancing their revenue-generating
capabilities to boost operational efficiency (Lotto, 2019). Similarly, an analysis of
the Indian banking sector highlighted the importance of monitoring operational
performance, including aspects like short-term liquidity, solvency, and profitability,

to ensure the sector's overall health and efficiency (Banu, 2019).

Moreover, the role of early warning systems in predicting bank failures, as
discussed in the context of the Arab region, emphasizes the need for robust
monitoring mechanisms. By identifying financial indicators, these systems can
significantly contribute to forecasting potential bank failures, thereby ensuring
financial stability (Obeid, 2022). This approach aligns with the broader analysis of
factors influencing operational efficiency, including macroeconomic conditions,
regulatory frameworks, and technological innovations, offering a comprehensive

view of the financial ecosystem in several countries.

Further analysis reveals that NIM's determinants, including bank size and
the cost-income ratio, along with external economic conditions, play a significant
role in operational efficiency. These findings suggest that strategic management of
both internal and external factors can lead to substantial profitability improvements,
as reflected in key metrics such as NIM (Obeid, 2024). Building on the foundational
insights offered by Obeid (2024), this thesis incorporates a multidimensional
analysis of operational efficiency within banks in six Asian countries, underpinned

by the critical examination of Net Interest Margin (NIM) and its broader



implications on financial stability and performance. This approach underscores the
predictive power of NIM in anticipating financial distress, suggesting that a similar
analytical framework could offer valuable foresight into several countries’ banking

sector's resilience.

Furthermore, Lotto (2019) highlights the impact of external macroeconomic
factors and internal bank policies on operational efficiency, the works provide a
comparative perspective, emphasizing how operational efficiency, as measured by
NIM, is affected by regulatory changes, technological advancements, and market
dynamics (Lotto, 2019). This perspective is instrumental in understanding the cross
country financial sector's operational efficiency, as it suggests that both internal
management practices and external environmental factors play crucial roles in

shaping NIM, by extension, overall sectoral performance.

Moreover, the comparative analysis conducted by Banu (2019), offers
critical insights into the operational efficiencies of public and private sector banks
through the lens of NIM. Banu's research identifies significant disparities in the
operational efficiency between these sectors, attributed to variations in
technological adoption, customer service, and risk management practices. This
analysis is particularly relevant to the region context, where diverse banking models
coexist, suggesting that a nuanced understanding of these factors is essential for

enhancing operational efficiency across the financial ecosystem (Banu, 2019).

In sum, the exploration of operational efficiency across different financial
sectors within developed countries such as Japan, Hong kong, and Singapore, and

Emerging countries such as Indonesia, Malaysia, and the Philippines (Benzerrouk



et al., 2021), supported by insights from studies conducted in Tanzania and India,
along with the emphasis on early warning systems in the Arab region, provides a
nuanced understanding of the challenges and strategies for enhancing operational
efficiency. This analysis distinguishes between the experiences of developed
countries, which often have more robust financial systems and regulatory
frameworks, and Emerging countries, where financial markets may be less mature
and more vulnerable to economic fluctuations. By considering the impact of
macroeconomic conditions, regulatory environments, and technological
advancements, this research contributes valuable perspectives on improving
financial stability and efficiency across the diverse financial landscape of these

regions.

In synthesizing these diverse scholarly perspectives, the study proposes a
comprehensive framework for analyzing operational efficiency within developed
and Emerging countries' bank sectors. By integrating the predictive insights of NIM
regarding financial stability from Obeid, the macroeconomic and regulatory
impacts on operational efficiency identified by Lotto, and also the comparative
efficiency analysis of banking models by Banu, this research endeavors to present
a holistic view of the operational dynamics within developed countries such as
Japan, Hong kong, Singapore, and emerging countries such as Indonesia, Malaysia
and Phillippines financial ecosystem. This approach not only facilitates a deeper
understanding of the factors influencing NIM, but also offers actionable insights for
financial institutions aiming to navigate the complexities of the cross-country

financial landscape.



1.2 Research Objectives

This research is dedicated to an in-depth exploration of operational efficiency
and performance across developed and emerging countries' financial sectors,
focusing on banking. It sets out to scrutinize the pivotal role of Net Interest Margin
(NIM) in gauging banks' operational efficiency, alongside investigating the
influence of macroeconomic conditions and regulatory frameworks on NIM, and
also overall sector performance. By conducting a comparative analysis of efficiency
across various financial domains within the countries, this study aims to unearth
distinct challenges and opportunities for sectoral advancement. Ultimately, it seeks
to provide strategic insights and actionable recommendations to elevate operational
efficiency, aiming to contribute to the discourse on financial sector resilience and

efficiency in the dynamically evolving Region's financial landscape.

1.3 Research Questions
1. Does Cost-to-Income Ratio influence NIM ?
2. Does Provisions influence NIM ?
3. Does Bank Size influence NIM ?
4. Does Interest Rate influence NIM ?
5. Does Inflation Rate influence NIM ?
6. Does Real GDP Growth Rate influence NIM ?

7. Does Coronavirus Crisis influence NIM ?

1.4 Research Beneficiary

The significance of the study will be useful for :

a. For Academic and Future Researchers:



This study significantly contributes to the scholarly understanding of
operational efficiency within the broader banking sector. By exploring
determinant factors that influence efficiency, it provides a comprehensive
overview that academics and future researchers can use as a benchmark for
further exploration. This work encourages a deeper examination of how
these factors vary banking sector, offering a broader perspective that can
inform subsequent empirical research and theoretical development within
financial economics.

For Companies:

For companies operating in the banking sector the insights from this study
are instrumental in navigating operational challenges and enhancing
efficiency. By identifying key determinants of operational efficiency,
companies can prioritize strategic initiatives, optimize resource allocation,
and refine their business models in alignment with best practices. This
knowledge empowers companies to innovate and adapt in an increasingly
competitive and dynamic financial landscape.

For Investors:

Investors will find the outcomes of this study invaluable for making
informed decisions in the banking sector. The analysis of factors affecting
operational efficiency offers a nuanced understanding of which elements
signal strong performance and potential growth within the banking sector.
This can aid investors in identifying companies that are not only managing
their operations effectively but are also well-positioned to capitalize on

emerging opportunities within the financial market. Consequently, this



study enhances investors' ability to discern high-potential investment targets

based on operational efficiency metrics.

1.5 Thesis Structure

This thesis is meticulously organized into five chapters to ensure a
comprehensive and detailed exploration of the determinant factors affecting the
operational efficiency of the financial sector. Each chapter is designed to
progressively build upon the information presented, guiding the reader through a

logical and in-depth investigation of the study's aims and findings.

CHAPTER 1: INTRODUCTION

The introductory chapter sets the stage for the research by presenting the
background, delineating the research questions, stating the objectives, identifying
the beneficiaries of the research, and outlining the structure of the thesis. This
foundation is critical for contextualizing the study within the broader academic and

practical landscape of banking sector efficiency.

CHAPTER 2: LITERATURE REVIEW

Chapter Two delves into the existing body of literature pertinent to the operational
efficiency of the financial sector. It encompasses a theoretical background, a review
of relevant literature, and an examination of prior research that collectively supports
the justification of the study. This chapter aims to synthesize existing knowledge
and identify gaps that the current research seeks to fill, thereby framing the

hypotheses to be empirically tested.

CHAPTER 3: RESEARCH METHODOLOGY



The methodology chapter details the research design and methods employed to
investigate the determinant factors of banking sector operational efficiency. It
describes the approaches to data collection, analysis, and hypothesis testing,
providing a clear roadmap of the research process. This chapter ensures the study's
reproducibility and validity by outlining the methodological framework and

analytical techniques used.

CHAPTER 4: RESULTS AND DISCUSSION

Chapter four details the empirical findings of the study and provides an in-depth
discussion of these findings. It involves the presentation of data analysis outcomes
as per the established experimental model, followed by an in-depth examination of
the findings in relation to the formulated research questions and hypotheses. This
chapter aims to elucidate the implications of the results, integrating them with

theoretical insights and previous research findings.

CHAPTER 5: CONCLUSION

The final chapter concludes the thesis by summarizing the key findings, discussing
their implications for academia, the banking sector, and policy-making, and
suggesting areas for future research. It draws conclusions based on the discussions
in the preceding chapter and offers recommendations for financial institutions,
policymakers, and other stakeholders interested in enhancing the operational

efficiency of the banking sector.



