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ABSTRACT 

 

 

In ultra-competitive banking industry nowadays, banks could not solely rely on monetary 

capital for competitive advantage. By and large, intellectual capital (intangible asset) will 

soon emerged as viable resources for banks, as AFAS (ASEAN Framework Agreement 

on Services) will commence in 2020. This research aims to examine relationship between 

intellectual capital and financial performances of 32 Malaysian banks using comparative 

study between conventional and Islamic) for eight years from 2008 to 2015. Value added 

intellectual coefficient (VAIC) technique is utilised to compute banks’ value added 

performances. Profitability proxies such as return on asset, return on equity, and data 

envelopment analysis’ efficiency are used. The banks intellectual capital (human capital, 

structural capital) and physical capital (capital employed) effect on banks financial 

performances had been computed by utilisation of panel data estimation method. The 

results of this study showed the relationship between intellectual capital and banks 

financial performances between Malaysian conventional and Islamic banks varied. 

Moreover, the findings implied intellectual capital is crucial for banks competitive 

advantage. This study can assist banks decision makers and investors in analysing 

intellectual capital position of Malaysian financial institutions.  

 

 

Keywords: Intellectual Capital, Return on Asset, Return on Equity, Value Added, 

Intellectual Coefficient. 
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ABSTRAK 

 

Dalam persaingan yang sengit dalam industri perbankan pada masa kini, bank tidak boleh 

hanya bergantung kepada modal kewangan untuk kelebihan persaingan. Kebiasaannya, 

modal insan (asset tidak nyata) akan datang sebagai punca yang nyata kepada bank, 

sebagaimana AFAS (ASEAN Kerangkakerja Perjanjian dalam Perkhidmatan) akan di 

wujudkan pada tahun 2020. Penyelidikan ini menumpukan kajian kepada hubungan di 

antara modal insan dan keupayaan kewangan daripada 32 bank di Malaysia yang 

mengunakan kajian perbandingan antara konvensional dan perbankan islam untuk lapan 

tahun bermula dari tahun 2008 sehingga tahun 2015. Penambahan nilai kepada koefisien 

insan teknik (VAIC- value added intellectual coefficient) adalah digunakan sepenuhnya 

oleh bank untuk mengira nilai tambahan dalam keupayaan kewangan. Kebarangkalian 

kajian seperti pulangan atas asset, pulangan atas ekuiti dan kecekapan analisis data yang 

tersembunyi  adalah digunakan. Bank modal insan dan modal fizikal adalah memberi 

kesan kepada keupayaan kewangan bank yang di analisa dengan menggunakan kaedah 

anggaran data sepenunhnya. Keputusan daripada kajian ini menunjukkan bahawa 

hubungan modal insan dan keupayaan kewangan bank  dengan konvensional di Malaysia 

dan perbankan islam adalah pelbagai. Dimana, penemuan ini menyifatkan modal insan 

adalah sangat kritikal kepada kelebihan persaingan bank. Kajian ini dapat membantu 

pembuatan keputusan dan pelabur dalam menganalisa kedudukan modal insan di institusi 

kewangan di Malaysia.  

  

 

Kata kunci: Modal Insan, Pulangan atas Aset, Pulangan atas Ekuiti, Penambahan Nilai 

dan Modal Koefisien. 

  

 

INTRODUCTION 
This research is aimed to examine the relationship between intellectual capital (including 

its underlying elements; human capital and structural capital) and banks financial 

performances. It is a comparative study between dual banking system in Malaysia namely 

conventional and Islamic banking. According to Bontis (1998) and Bontis et al., (2000), 

significant past research on intellectual capital and firm performances are being 

concentrated on developed economies.  

 

Intellectual capital is generally defined as knowledge-oriented resources that can be 

utilised by firms in order to make economic gain (Edvinsson and Sullivan, 1996). 

According to Kaplan and Norton (2001) and Andriessen (2004), intellectual capital 

broadly covers all knowledge-based assets that provide value to firms. Guthrie and Petty 

(2000) considers that intellectual capital is a very crucial component for firms, as most 

industries currently are being dominated by high “knowledge-based” fields such as 

banking and technology.  

 

Malaysia’s banking systems are described as ‘dual banking’ (its legal effect are provided 

under Central Bank of Malaysia Act, 2009) due to the practice of parallel conventional 
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and Islamic based financing. Most of the leading financial institutions in Malaysia are 

providing both conventional and Islamic based finance services and products (Joo and 

Lin, 2014). The conventional banks in Malaysia are regulated under under Financial 

Services Act 2013 by Bank Negara Malaysia. It is the largest and considered as important 

component in Malaysian financial industry. The conventional banks are involved in 

variety of financial activities such as accepting deposit, lending loans, hire purchase, 

leasing, and other services. In terms of history, conventional banks can be considered as 

the oldest form of banking in Malaysia (Joo and Lin, 2014).          

 

The implementation of Islamic Banking Act in 1983 by Central Bank of Malaysia (BNM) 

had paved the way for establishment of the first Islamic bank in Malaysia. Following this 

Act, first full-fledged Malaysian Islamic bank known as Bank Islam Malaysia Berhad 

(BIMB) was formally created on 1
st
 July 1983. It remained as the sole Islamic finance 

provider for a decade as it was given avenue to function without adverse competition 

which can hamper Islamic banking development in Malaysia. Since 30th June 2013, 

Islamic banks in Malaysia are regulated by Islamic Financial Services Act, 2013, as it 

repealed former Islamic banks act (Islamic Banking Act 1983).  

 

 

PROBLEM STATEMENT 
According to Ahmad and Khanal (2007) financial institutions should significantly focus 

on intellectual capital (intangible asset) as opposed to only depend on monetary capital in 

order to thrive in competitive financial industry. Therefore, financial institutions need to 

practice few steps such as having adequate investment in knowledge-based capital, 

possess and implement suitable intellectual capital strategies.  

 

Significance of intellectual capital relationship with Malaysian banking financial 

performances is an important point of the study. As significant portion of previous 

intellectual capital studies had been concentrated on advanced economies, there are only 

scarce literatures that are devoted specifically to Malaysian banks. Moreover, there is 

lacking of comparative studies between Malaysian conventional and Islamic banks in 

terms of intellectual capital and financial performances. In addition, there is limited 

previous research that utilised DEA (Data Envelopment Analysis) method for efficiency 

in intellectual capital and Malaysian banks interrelationship studies.  

 

 

RESEARCH OBJECTIVES 
The research objectives are two-fold: 

1. To examine the relationship between intellectual capital and bank financial 

performances. 

2. To investigate the factors influencing intellectual capital and bank financial 

performances. 

 

RESEARCH QUESTIONS 
 This research aimed to answer these two research questions:  
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1. Is there any relationship between intellectual capital and bank financial performances? 

2. What are the factors influencing intellectual capital and bank financial performances? 

 

 

SCOPE AND LIMITATION 
This study concentrates on the relationship between intellectual capital and Malaysian 

commercial banks (conventional and Islamic) financial performances (profitability). 

Among, the limitations pertaining to this research are. The sole intellectual capital 

measurement technique used in this study is value added intellectual coefficient (VAIC). 

Thus, the results obtained can differ if other intellectual capital measurement is utilised. 

Next, the research period is limited to 2008 – 2015. This scenario is due to small sample 

size of Islamic banks in Malaysia prior to 2008.   

 

 

THEORETICAL FRAMEWORK 
The research framework is outlined in Figure 1.0 and it is hypothesized that there is a 

relationship between independent variables (intellectual capital) and dependent variables 

(financial performance) (Goh, 2005 and Saengchan, 2008). The independent variables are 

represented by value added intellectual coefficient (VAIC) (measure firms’ collective 

intellectual capital) and its constituents; human capital efficiency (HCE), structural 

capital efficiency (SCE) and capital employed efficiency (CEE) (Pulic, 1998 and 

Mavridis, 2004).  

 

Meanwhile, banks financial performances (profitability) is measured by accounting based 

profitability ratios; return on asset (ROA), return on equity (ROE) and profit efficiency 

(gauged by data envelopment analysis, DEA technique) (Mondal and Ghosh, 2012). 

Essentially, this research employs profitability proxies (in the form of traditional 

accounting ratios and efficiency method by utilisation of DEA). 

 

Figure 1.0:  Theoretical framework 

                Independent Variable                             Dependent Variable 

 

 

 

 

 

 

 

INTELLECTUAL CAPITAL 

(IC)  

* Value Added Intellectual 

Coefficient (VAIC) 

* Human Capital Efficiency 

(HCE) 

* Structural Capital Efficiency 

(SCE) 

* Capital Employed Efficiency 

(CEE) 

BANK FINANCIAL 

PERFORMANCE 

* Return on Asset (ROA) 

* Return on Equity (ROE) 

* Efficiency (DEA) 
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Intellectual capital (VAIC and its underlying constituents: HCE, SCE and CEE) are 

selected as the independent variables of this study. They are measured by a measurement 

technique called Value Added Intellectual Coefficient (VAIC). This technique was 

formulated by Ante Pulic in 1988 and it represents value added creation by a firm. A 

significant VAIC value signifies firm is excelling in value creation process (Pulic, 1998).  

 

This technique incorporates three different components. Two of the elements belong to 

intellectual capital constituents; human capital and structural capital. In VAIC method, 

the two elements are known as human capital efficiency and structural capital efficiency. 

The third element is physical capital element which is represented by capital employed 

efficiency. In order to compute VAIC, several distinct steps need to be performed.  

 

For this research study, there are three profitability proxies; return on asset (ROA), return 

on equity (ROE) and efficiency (DEA) as dependent variables. In this study, both ROA 

and ROE are utilised. If both are used together, they give clearer view of firms’ 

performances and effectiveness of management. The formula showed for ROA = Net 

Income / Total Asset   and ROE = Net Income / Total Ordinary Shareholder Equity.  

 

Besides traditional accounting profitability ratios such as ROA and ROE, in this study, 

efficiency (profit) is computed using Data Envelopment Analysis (DEA) method. The 

DEA estimates firms’ maximum potential output for a given set of inputs, and has 

primarily been utilised in efficiency estimation. 

 

 

RESEARCH METHODOLOGY 
The resource based theory (part of organizational theory) had been identified as 

appropriate underlying theory and it is relate to analyzed intellectual capital context. 

According to resource based theory, firms’ distinct resources are an important indicator 

of firms characteristic and it plays the decisive factor in enabling firms to enjoy 

sustainable competitive advantage over its peers (Peteraf, 1993 and Marr et al., 2003). 

The important attributes of resources are valuable, non-substitutability, inimitability, 

rarity.  

 

These four facets of resources ultimately aid firms to achieve sustainable competitive 

advantage. Intellectual capital possesses all the four facet of resources traits (Roos and 

Roos, 1997 and Bharadwaj, 2000). Resources ultimately encompass exhaustive list of 

tangible and intangible items in a firm (Grant, 1991). This includes firms’ physical asset, 

knowledge and prowess. In general, resources may be classified into three distinct 

classes; physical capital, human capital and organisational based capital. In this respect, 

intellectual capital (intangible asset of firms) plays important role for firms’ competitive 

advantage (Conner and Prahalad, 1996 and Sveiby, 2001). 

 

The sample for this research study is composed of both conventional and Islamic banks in 

Malaysia. The selected banks are restricted to one sector (commercial banks). Financial 

data for these banks (for the period of 2008 to 2015) are extracted from their published 

annual report. The data essentially are denominated in Malaysia Ringgit (MYR).  
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The panel data contains a total of 32 banks (refer Appendix A). From this total, 17 banks 

are classified as conventional banks and Islamic banks had a total count of 15. A further 

breakdown of these banks as per their ownership is shown in Table 1 below. 

 
Table 1: Classification of Banks and Their Ownership 

 

TYPE OF BANKS       CONVENTIONAL      ISLAMIC  

  BANKS BANKS 

TYPE OF OWNERSHIP LOCAL FOREIGN LOCAL  FOREIGN 

  8 9 8 7 

TOTAL 17 15 

 

The collinearity diagnostic test is conducted in order to investigate presence of 

multicollinearity in the undertaken panel data model. In order to analyse the impact of 

intellectual capital over Malaysian banks financial performances, panel data analysis 

method is utilised. In this respect, Stata statistical software (version 11) is employed to 

focus towards hypothesis testing by conducting Generalised Least Squares (GLS) 

estimation (Pirayesh and Khojasteh, 2016).   

 

 

RESULT AND FINDING 
The result from this study found for the profitability proxies in this research is 

conventional banks recorded higher profitability than their Islamic banks counterparts. A 

conventional bank, which includes Ambank Berhad in the sample, had recorded very 

high return on equity value due to Ambank had very high profit at year 2008-2015. 

Meanwhile, for control variables, conventional banks on average are larger in size (RM 

71,740,233,000) in relative to Islamic banks (RM 18,761,585,000). An opposite trend is 

observed in leverage, as Islamic banks (0.8934) are highly leveraged in relative to 

conventional banks (0.8177).  

 

Based on the findings, the variables had VIF (Variance Inflation Factor) amount less than 

10 and tolerance value greater than 0.10. Therefore, based on Hair et al., (1992), it shows 

that there is no presence of multicollinearity problems between variables in this panel 

data model. For VAIC analysis, on average, independent variables explain the changes in 

ROA about 5.37% for Islamic banks and 67.74% for conventional banks. Meanwhile, for 

return on equity relationship with VAIC, the adjusted R-squared values are 24.71% for 

Islamic banks and 35.42% for conventional banks. For efficiency relationship with 

VAIC, independent and control variables essentially explain 16.44% for Islamic banks 

and 35.41% for conventional banks. The adjusted R-squared values varied significantly 

between Malaysian conventional and Islamic banks.  
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The value added intellectual coefficient (VAIC) significantly and positively impact 

Islamic banks profitability (return on asset). Meanwhile, for Malaysian conventional 

banks, VAIC had significant and negative effect on its ROA. Based on this result, it 

supports hypothesis H1 for Islamic banks in Malaysia as VAIC had positive impact on 

Islamic banks performances. The trend of positive relationship between VAIC and banks 

return on asset also had been observed by Mavridis (2004), Goh (2005) and Najibullah 

(2005). For Islamic banks, leverage had significant and negative impact on profitability 

(ROA). Meanwhile, leverage had positive impact on conventional banks’ ROA but it is 

not significant. Mondal and Ghosh (2012) also noted debt capital usage has negative 

impact on Indian banks’ profitability (ROA). 

 

Results showed that VAIC had positive and significant influence on Islamic banks’ return 

on equity (ROE). In this respect, it supports the research objective (positive association of 

VAIC and bank performances). However, for conventional banks, VAIC had negative 

impact on banks ROE but it is insignificant. For bank size, it had positive and significant 

relationship with banks return on equity (for both conventional and Islamic banks). The 

financial crisis yielded positive and significant effect on banks profitability for 

conventional banks and although it is negative for conventional banks, the result is not 

significant.  

 

In terms of VAIC, relationship with banks efficiency (DEA), the findings revealed 

negative relationship between VAIC and conventional and Islamic banks’ efficiency but 

only significant for conventional banks. An Islamic bank exhibits positive relationship 

between bank size and efficiency. For financial crisis, Islamic banks noted to have 

negative and significant relationship with efficiency. For conventional banks, financial 

crisis had positive impact on efficiency but it is insignificant. The leverage had been 

associated with negative and significant relationship to conventional banks efficiency 

aspect. Meanwhile, for Islamic banks, leverage had positive impact on Islamic banks but 

it is not significant. The capital employed efficiency had positive influence on banks 

return on asset (for both conventional and Islamic banks). Human capital efficiency had 

reported to have negative relationship with banks efficiency for both conventional and 

Islamic banks and negative association with conventional banks’ return on asset. 

Shamsudin and Yian (2013) also had obtained negative relationship between HCE and 

return on asset and return on equity during their study of Malaysian commercial local 

based conventional banks in the period 2005 to 2010. 

 

For control variables, bank size had positive and significant impact on profitability (ROE 

and efficiency) for both conventional and Islamic banks. This is in line with results 

obtained by Mondal and Ghosh (2012). For financial crisis, it has positive and significant 

impact on conventional banks’ ROE and negative impact on Islamic banks’ ROE but it is 

not significant. Al-Musali and Ismail (2014) also had observed positive and significant 

relationship between financial crisis and banks’ return on equity. For leverage, it has 

positive relationship with conventional (significant) and Islamic banks’ (not significant) 

return on equity. Meanwhile for efficiency, leverage had negative and significant impact 

on conventional banks. This is in line with Mondal and Ghosh (2012) observation on 
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intellectual capital study on Indian banks. Meanwhile, leverage had positive and 

significant impact on Islamic banks’ efficiency. 

 

 

CONCLUSION 
Intellectual capital need to be prioritised by banks and needed to be looked in similar 

repute as monetary capital. In essence, an investment in intellectual capital will 

eventually prove decisive in shaping competitive advantage factor for financial 

institutions.  This study essentially captured the manifestation of intellectual capital 

contribution towards banks value added creation and boosting of its financial 

performances. Future studies are first future research in the field include could explore 

other types of banking form that existed in Malaysia; mainly DFI (Development 

Financial Institutions), investment banks. This will essentially broaden scope of future 

research. Thus, an exhaustive comparative analysis of intellectual capital towards four 

largest types of banks can be performed. This will shed light on the effectiveness of these 

distinct financial institutions in utilising intellectual capital for value creation. The 

intellectual capital can also have different impact on other financial performances 

proxies. Comparative studies can be broadened through analysis of intellectual capital 

performances by type of ownership (local or foreign-owned banks). Finally, the impact of 

intellectual capital towards bank financial performances can be further analysed by 

segregating local banks into GLC (Government Linked Companies) and non-GLC form.  
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