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ABSTRACT

The financial crisis of 1997 and the resulting effects showed the weaknesses and
vulnerability of the Malaysian banking system. In addition, impending
globalization and liberalization of the financial sector has increased the urgency
to strengthen the banking sector. Strengthening of the banking sector was to be
realized by the merger of banking institutions under 10 anchor banks. The
decision to consolidate the banking industry under 10 anchor banks was a
necessary decision but the reasons for the choice of these 10 banks were not
explained. This paper looked at some of the possible reasons for the selection of
the particular 10 banks. The criteria used in this study were profitability
measures, capital adequacy indicator, the asset growth indicator, branch
networking, past experiences with mergers and shareholder analysis. Based on
the study done, there is a clear bias towards the bigger banks (asset size, loans,
deposits, capital, and branch network) and the prior experience in mergers in the
selection of the anchor banks. In terms of returns on equity and assets, it was
found that there were no significant differences in the performance of the anchor
and non-anchor banks. While the selection of the anchor banks had its merits,
some other banks like Pacific Bank, Phileo Allied and Ban Hin Lee could also
have been considered based on performance indicators.
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