
INTRODUCTION
Initially, commercial banks focused their attention more on asset management, 
which was generally linked to investment decisions. After a while, they were 
forced to shift their focus to liability management, i.e. financing decisions. This 
shift in direction was driven by the various aspects of development affecting the 
banking industry, for example, increased demand for loans, shortage of deposit 
funds and emergence of other financial intermediaries.   

6.1 BANK’S LIABILITY MANAGEMENT 
In general, liability management of a commercial bank involves acquiring funds 
from depositors and other fund providers in the financial market, and 
determining the suitable mix of funds for the bank after taking into account the 
costs of the various sources of funds and their expected rates of return. 
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At the end of this chapter, you should be able to: 
1. discuss the types and characteristics of bank liabilities; and 
2. evaluate the factors influencing the deposit levels of banks. 

OBJECTIVES
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Specifically bankÊs liability management involves bankÊs borrowing activities in 
the financial market in order to get bankÊs liquidity. 

6.2 TYPES AND CHARACTERISTICS OF BANK 
LIABILITIES

3.

As discussed in Chapter 5, bank liabilities consist of: 

deposits from customers; 
deposits and placements of banks and other financial institutions; 
obligations on securities sold under repurchase agreements; 
bills and acceptances payable; 
bonds and bank notes; 
subordinated term loans; and 
other liabilities. 

Deposits constitute the largest component of the main liability structure in 
liability management. We will have further discussion in this chapter on the 
features of bank deposits and factors influencing the level of bank deposits. 

6.3 DEPOSITS 
Bank deposits consist of: 

(a) Current accounts 
(b) Savings accounts 
(c) Fixed deposit accounts 

(a) CCurrent Accounts 
 Current accounts enable account holders to issue cheques for payment 

purposes. Only commercial banks are allowed to offer current account 
facility to customers. Current accounts are also used by commercial banks 
to offer overdraft facility to their customers. Many businesses require the 

        
In Chapter 5, we already discussed about the bank balance sheet and its 
main components, i.e. assets, liabilities and owners’ equity. What are bank 
liabilities made up of? 

THINK
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We often read or hear from the media about fraud and forgery cases 
involving cheques. How do such incidents happen? What can current 
account holders and banks do to avoid the occurrence of these 
incidents? What is Bank Negara Malaysia (BNM)Ês role in handling this 
problem? Present your answers in short notes. 

Information on fraud and forgery cases involving cheques can be 
obtained from BNM web site at http://www.bnm.gov.my, web sites of 
various commercial banks which are accessible through the hyperlinks 
at BNM website, and BNM customer information web site at 
http://www.bankinginfo.com.my.

convenience of current account to facilitate payments. Current accounts are 
regarded as „working‰ accounts and is used mainly for keeping cash or 
cheques and for making payments. 

 It is stipulated by the relevant laws that opening of any new current account 
is subject to recommendation from an existing account holder or from an 
eligible bank employee. 

 Current accounts are non-interest bearing accounts. In view of that, 
commercial banks enjoy „cheap‰ funds from these accounts. This indeed 
provides a competitive edge to commercial banks since other banking 
institutions are prohibited from offering current account facility to 
customers.

(b) SSavings Accounts 
 Savings accounts are deposit accounts. Deposits and withdrawals are done 

via passbooks or automated teller machine (ATM) cards. Some banks 
require new applicants for savings accounts to obtain third partyÊs 
recommendation, as practised for current accounts. This new measure was 
introduced because there had been many fraudulent cases involving saving 
accounts. 

 Savings account interest rates are fixed and at the discretion of each bank. 
Most banks tend to offer competitive rates because savings accounts are 
more stable compared to current accounts. 
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(c) FFixed Deposit Accounts
 To enjoy higher interest rates than that offered by savings accounts, a 

depositor may opt for fixed deposits. Banks offer fixed deposits of various 
maturity tenures and interest rates. There are 1-month, 3-month, 6-month, 
9-month, 12-month, 15-month, 18 month, 21-month, 24-month, 36-month, 
48-month and 60-month fixed deposits. For fixed deposits with maturity 
tenure of not more than 15 months, the same prevailing rates are applicable 
to the respective tenures and are paid to all the customers concerned. 

 For example, if a bank offers an interest rate of 5% to Cik Ruhaida for her 9-
month deposits, the same bank must offer this same interest rate to all of its 
other customers with 9-month deposits. Customers may negotiate the 
interest rates with their respective banks for deposits with more than 15-
month maturity tenure. 

 Compared to current deposits and savings deposits, fixed deposits are the 
most stable source of funds for financing and investment purposes. In view 
of that, banks often implement new marketing strategies to attract fixed 
deposit customers. In any case, penalty charges related to premature 
withdrawals remain as the one main shortcoming of fixed deposits.

        
You are a small-time entrepreneur who has opened a sundry shop in your 
residential area recently. Since your residential area is new and no 
supermarkets have been set up yet, your shop is well received by 
customers and has made a profit of RM10,000 in the first three months of 
operation.

You would like to save the money and earn interest on your savings. 
However, your business may require additional capital to keep up with the 
patronage of your customers. Would you keep your money as current 
deposits, savings deposits or fixed deposits, based on your understanding 
of these three types of deposits? Why? Record your answers in short 
notes.

In order to make a wise decision, you may get information on the deposits 
concerned at the web sites of various banks through the hyperlinks at 
http://www.bnm.com.my.

YOUR IDEA 
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(d) NNegotiable Certificates of Deposit (NCDs) 
 Bank Negara Malaysia introduced Negotiable Certificate of Deposit (NCD) 

and BankerÊs Acceptance (BA) in May 1979. BAs are financing instrument 
used to facilitate trades, while NCDs are instruments used to amalgamate 
savings of the general public. NCDs are believed to be able to overcome the 
shortcomings of fixed deposits because they can be traded through 
discounting process. 

 Several vital developments have taken place in the NCD market since the 
introduction of the instrument. Floating Rate Negotiable Certificate of 
deposit was introduced in July 1998, followed by zero-coupon NCD in 
February 1993. 

 Today, Negotiable Instruments of Deposits (NID) that can be issued by 
banking institutions and traded in the Malaysian money market consists of 
the following financial instruments: 

(i) Short-term Negotiable Certificates of Deposit 
(ii) Long-term Negotiable Certificates of Deposit 
(iii) Floating rate Negotiable Certificates of Deposit 
(iv) Zero-coupon Negotiable Certificates of Deposit 

 NIDs are instruments in bearer form, i.e. the ownerÊs name is not written on 
the NID concerned. This is to facilitate the transfer of certificates from the 
depositors to third parties. NID certificates are kept by accredited 
custodians for security reasons. 

 The appeal of NIDs as investment instruments is attributable to their 
liquidity and marketability. Nevertheless, their rates of return are relatively 
low, in line with risk-return trade off. Commercial banks and other banking 
institutions are permitted to issue NIDs with minimum and maximum 
values of RM50,000 and RM10 million respectively. 

 NIDs can be traded via three different means: 

(i) Absolute sale and purchase, i.e. the ownership of an NID is transferred 
from the seller to the buyer without the involvement of any third party. 
This means the buyer can make no claims against the seller should there 
be any problems related to the NID concerned. Nevertheless, the buyer 
can seek recourse from the issuing banking institution.

(ii) Purchase and redemption transaction which must be completed by the 
maturity date of the NID as specified by the issuing institution; and 

(iii)Repurchase agreement. 
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The explanation on the different types of NID financial instruments are as 
follows:

(i) SShort-term Negotiable Certificates of Deposit 
A Short-term Negotiable Certificate of Deposits (SNCD) certifies that: 

a sum in Ringgit Malaysia has been deposited with a commercial 
bank or merchant bank or finance company that issued the 
certificate („issuing institution‰); and 

the money will be returned to the certificate holder upon the 
surrender of the certificate through the accredited custodian, i.e. a 
commercial bank or any banking institution appointed by Bank 
Negara Malaysia to act as the third party responsible for safekeeping 
of the certificate. 

 The maturity period of Short-term Negotiable Certificate of Deposits 
range from a minimum of 90 days to a maximum of 364 days. Interest is 
paid by the issuing institution at the specified coupon rate on maturity 
date. On maturity date, the accredited custodian collects on behalf of the 
SNCD holder the coupon interest and the original deposited amount.

(ii) LLong-term Negotiable Certificates of Deposit 
 A Long-term Negotiable Certificate of Deposits (LNCD) also certifies 

that a sum in Ringgit Malaysia has been deposited with the issuing 
institution and that the money will be returned to the certificate holder 
upon the surrender of the certificate through the accredited custodian. 

 LNCDs can be issued for a minimum maturity period of 12 calendar 
months, subjected to a maximum maturity period of 60 calendar 
months. Interest is paid every 6 months, with the exception of interest 
payments that may have to be made before the expiry of 6 months. For 
example, interest payments on a 15-month LNCD issued on 19 February 
1995 should be made on 10 May 1995, 10 November 1995 and 10 May 
1996 respectively. 

(iii)FFloating Rate Negotiable Certificate of Deposits 
 Like other NCDs, a Floating Rate Negotiable Certificate of Deposit 

(FRNCD) also certifies that a sum in Ringgit Malaysia has been 
deposited with the issuing institution and that the money will be 
returned to the certificate holder upon the surrender of the certificate 
through the accredited custodian. 
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 The maturity periods of FRNCDs range from a minimum of 12 months 
to a maximum of 60 months. FRNCDs are unique in the sense that they 
bear interest rates that vary with the specified reference rates. Interest 
payments are made every 3 months or 6 months at the coupon or 
interest rates that are adjusted based on the Kuala Lumpur Interbank 
Offer Rates.

(iv)ZZero-Coupon Negotiable Certificate of Deposits 
 The maturity periods of Zero-Coupon Negotiable Certificate of Deposits 

(ZNCDs) ranges from a minimum of 3 months to a maximum of 60 
months. ZNCDs do not pay interest. At maturity, the accredited 
custodian, acting on behalf of the ZNCD holder, surrenders the 
certificate concerned to the issuing institution in exchange for the full 
remind or face value of the certificate.   

(e) RRepurchase Agreement 
 Repurchase Agreement (REPOS) constitutes a form of short-term secured 

loans. REPOS were introduced by Bank Negara Malaysia in 1979. They 
provide alternatives for banks to collect excess funds from various 
companies by selling or issuing financial instruments or securities especially 
bankersÊ acceptances (BA) and Malaysian government securities or 
Marketable Government Securities (MGS) through REPOS. 

 Prior to 1989, REPOS were regarded as a more economical and flexible 
source of finance for commercial banks in comparison with deposits. The 
reason being, REPOS were not subject to statutory reserve and minimum 
liquidity requirements for they were treated as off-balance sheet items. 
However, with effect from 1 January 1989, REPOS must be reported in 
balance sheet and is subjected to statutory reserve requirement and 
minimum liquidity the requirement. Notwithstanding that, REPOS remain 
a popular source of financing for commercial banks 

Test your comprehension level by answering the questions below. 

       
1. Define liability management in general as well as in a specific manner. 

2. Discuss the similarities and differences between current account and 
savings account, and between savings account and fixed deposit 
account. 

3. Why did commercial banks shift their focus from asset management to 
liability management? 

Exercise 6.1
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6.4 FACTORS INFLUENCING BANK’S DEPOSIT 
LEVEL

3.

In order to increase the deposit level, banks should give thorough consideration 
to the following factors: 

(a) Competitive interest rates 
(b) Staff and other physical aspects of a bank 
(c) Service offer of the Bank 
(d) Key strengths and policies 
(e) Economic activity level 
(f) Location
(g) Early establishment effect 

6.4.1 Competitive Interest Rates 

3.

To the depositors, interest rates is the form the main appeal factor. Banks that 
wish to acquire more deposits may achieve the objective by increasing their 
interest rates. Banks should offer interest rates which are competitive but not 
excessively high. While high interest rates can attract depositors, they can also 
discourage customers from obtaining loans since loan interest rates have to be 
increased in line with the increase in the deposit interest rates.   

        
In our country, there are various types of financial institutions offering 
deposit service. Among them are commercial banks, Islamic banks and 
savings institutions. 

As a customer, what are the factors influencing your choice of suitable 
deposit institution? 

THINK

        

How do interest rates influence your choice of financial institution for your 
deposits and how does interest rate influence the deposit level of a bank? 

THINK
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In the banking industry in Malaysia, BNM permits commercial banks to 
determine their deposit interest rates individually. At the same time, BNM 
monitors the interest rates constantly so as to protect the interest of the general 
public. 

The general public often have the opinion that it is more profitable to place their 
deposits with finance companies compared to commercial banks because finance 
companies offer higher interest rates than commercial banks. However, it is often 
forgotten that in line with the higher interest rates for deposits, loan interest rates 
imposed by finance companies are inevitably higher than that imposed by 
commercial banks. 

Today, commercial banks offer competitive interest rates in the form of tiered 
interest rates. With tiered interest rates, the applicable interest rate increases with 
the deposit amount. Table 6.1 illustrates how tiered interest rate structure 
functions.

Table 6.1: Tiered Interest Rates

Deposit Amount Interest Rate (%) 

Up to RM4,999 5.0 

RM5,000  RM9,999 5.5 

RM10,000  RM14,999 6.0 

RM15,000  RM20,000 6.5 

6.4.2 Staff and Other Physical Aspects of the Bank 
Some bank customers choose their banks based on the physical aspects of banks 
including the quality of bank staff. Physical aspects of banks comprise: 

(a) bankÊs size; 
(b) customer waiting area; 
(c) numbers of automatic teller machines (ATMs); 
(d) car park facility; and  
(e) quality of the bank staff. 

(a) BBankÊs Size 
 Some customers do not like to deal with small- or medium-size banks 

because the products and services offered by these banks tend to be limited. 
On the other hand, there are customers who prefer small- or medium-size 
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banks because they feel that small- or medium-size banks are friendlier 
compared to larger banks. 

(b) CCustomer Waiting Area 
 Customer waiting area may also influence a personÊs choice of bank. When 

waiting for banking services, customers expect a place that allows them to 
wait comfortably. Because of that, commercial banks always endeavour to 
ensure the comfort of waiting customers these days. Initiatives taken 
include the provision of automatic queue system, more comfortable chairs, 
and even soothing music to help customers relax. Besides this, some banks 
even provide more spacious and exclusive waiting rooms for their key 
customers and corporate customers.  

(c) NNumbers of Automated Teller Machines (ATMs) 
 During the infancy stage of ATM, banks with ATMs were preferred by new 

customers. Today, all banks have their own ATMs and the number of ATM 
is longer a determinant. This is because the application of information 
technology in banking has opened up the door for customers to use the 
ATMs of other banks in addition to the ATMs of their respective banks. For 
example, the Malaysian Electronic Payment Platform (MEPS) and the 
GREAT system, which are owned by a consortium of commercial banks, 
allow the holders of ATM cards issued by any consortium member to 
withdraw cash from any of the ATMS of any of the consortium member. 

(d) CCar Park Facility
 Car park facility is another factor influencing customersÊ choice of bank. To 

alleviate the car park shortage problem, banks such as Standard Chartered 
(M) Berhad, Southern Bank Berhad and OUB (M) Berhad have resorted to 
providing drive-through facility for customersÊ convenience. 

(e) QQuality of the BankÊs  Staff 
 Staff quality refers to the friendliness, politeness and efficiency of staff when 

dealing with customers. Such quality is vital to the patronage of customers. 
According to the annual reports of commercial banks, most banks have 
spent huge sums of money in providing customer service training for staff. 

6.4.3 Service Offered by the Bank 
CustomersÊ deposit decisions are influenced by the line-up of financial services 
offered by banks. Product uniqueness is vital to a bankÊs success in procuring 
new customers. Now, there are 3-in-1 shampoo products, there are also 2-in-1 
and even 3-in-1 financial products. For example, current account and savings 
account are combined and marketed as one account by some banks. A numbers 
of banks even merge all three deposit accounts, i.e. current account, savings 
account and fixed deposit account, into one account. 
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The desire to fulfil all the financial service needs of customers has triggered the 
financial supermarket concept. Every bank strives to attract customers by 
promoting the uniqueness of their respective products. All banking institutions 
offer essentially the same banking products, but each of them endeavours to 
distinguish their products through marketing initiatives and strategies.   

6.4.4 Key Strengths and Policies 
A bank that has its own set of key strengths and policies which are in harmony 
with customer needs is more likely to attract deposits successfully compared to 
the one without. For example, small and medium businesses are more likely to 
place their deposits with a bank that has the policy to support the financial needs 
of small and medium industries (SMI) as opposed to one that is without such 
policy.

Technology advancement of a bank to fulfil customer demand is a strength 
considered important by deposit customers. Besides, show of empathy is also 
vital for customer loyalty.  

6.4.5 Economic Activity Level 
It is easier to procure deposits from customers during economic expansion as 
opposed to economic contraction. During economic expansion, customers place 
deposits with banks even when interest rates are low. During economic recession, 
banks have to raise interest rates in order to attract deposit placements. These 
situations are not unusual since banks have to give due consideration to the 
relationship between loan interest rates and deposit interest rates.  

One of the main factor in the determination of loan interest rate and advance is 
the interest rate paid to the depositors. Therefore economic condition plays an 
important role in obtain bank deposits. 

        
Nowadays, there are various innovations in banking services in terms of 
product, bank image, banking hall layout and staff image. What are the 
innovations that have been implemented by banks? How do these 
innovations influence bank deposit level directly and indirectly? 

YOUR IDEA 
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6.4.6 Location 
Before the emergence of sophisticated banking technology, location was a factor 
influencing customersÊ choice of bank. Most people chose banks which were close 
to their homes or places of work. That was one of the reasons why banks flocked 
to set up branches in housing areas. 

General public do not open bank accounts at branches situated in town centres 
unless they work in the area. This is because they want to avoid traffic congestion 
and shortage of car-parking facility. While todayÊs banking technology enables 
customers to conduct their banking transactions from home, shopping complexes 
and offices, location is still a main factor because there are still customers who 
prefer the friendlier and more personal banking experience. Hence, banks 
location is an important factor. 

6.4.7 Early Establishment Effect 
Most of the largest banks in our country are also the oldest ones. This shows that 
these banks have the capability to procure more customers and business. 
Experience and reputation are the main factor in this context. New customers 
choose the more established banks as they are confident of these banksÊ proven 
service efficiency. Besides, customers feel more secure ddepositing their savings 
with banks which have long been in operation as opposed to the newer banks.  

The main sources of funds for commercial banks are deposits, which include 
negotiable instruments of deposits (NID) and repurchase agreements (REPOS). In 
this era of globalisation and information technology, competition among banks 
gets more and more intense and the task of procuring customersÊ funds or 
deposits is also increasingly difficult. In order to compete against other financial 
institutions in the pursuit of deposits, commercial banks must seriously weigh all 
factors that can influence the deposit level of banks. 

        
You are tasked to plan a campaign to increase the deposit level of your bank 
branch. Describe how you will implement this campaign. 

Exercise 6.2

SUMMARY


