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Abstract: The objective of this study is to examine the influences of institutions, globalization, and
world uncertainty on bank profitability in small developing economies. Consequently, we emphasize
the significance of both bank-specific and other external factors influencing bank profitability. The
empirical estimation is based on seven banks in Fiji—a small island economy—over the period
2000-2021. Together with bank-specific and macro factors, we account for institutions, globalization,
and world uncertainty in analyzing the determinants of bank profitability. The study uses the fixed-
effect estimation method. From the results, we observe that bank-specific variables, like the net
interest margin, non-interest income, bank size, and capital adequacy ratio, are positively associated
with bank profitability. Non-performing loans and credit risk are negatively associated with bank
profitability. Macro variables, such as real GDP growth and remittances, have positive effects on bank
profitability. Institutional factors, such as government effectiveness and voice and accountability, are
positively associated with bank profitability. Regarding globalization, we find that it supports bank
profitability. Global uncertainty and the Global Financial Crisis (2007-2008) are positively associated
with profitability, whereas the global pandemic (COVID-19) is negatively associated. This study
underscores the need to analyze the bank performance with factors beyond those reported in financial
statements to derive a comprehensive understanding and appreciation of the complex nature of
banking operations.

Keywords: bank profitability; institutions; globalization; COVID-19; fixed effect; island economies;
South Pacific; Oceania; Fiji

1. Introduction

Banks play a pivotal role in financing economic activities, thereby supporting the
development of various market segments. A profitable banking sector can be both resilient
to shocks (Athanasoglou et al. 2008) and, at times, benefit from antifragility that often
arises from tail events'. One of the main roles of commercial banks is to support deposit
mobilization and credit extension. Banks pay interest to deposit holders and charge interest
to borrowers while ensuring a sufficient margin to support revenue and profit growth.
To maximize their earnings and returns, banks organize their assets and liabilities while
considering a range of factors that can affect their profitability.

Previous studies on countries’ bank profitability (Short 1979; Bourke 1989; Molyneux
and Thornton 1992; Demirgii¢-Kunt and Huizinga 2000) mainly focused on bank-specific
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and macroeconomic factors. Recent studies on bank profitability have extended the analysis
to include additional pertinent dimensions, such as globalization and institutions. How-
ever, these studies are based on emerging and developed economies with well-developed
financial markets (Kanapiyanova et al. 2023; Athari and Bahreini 2023; Yakubu and Musah
2022; Yakubu and Bunyaminu 2022; Apergis 2014, 2019, 2022, 2023; Apergis and Polemis
2016; Apergis and Lau 2017; Horobet et al. 2021).

Globalization can be characterized as a process for intensifying global economic
integration, encompassing global governance structures, and inducing interconnected
social and environmental changes (Martens and Raza 2010). The speed of globalization is
tracked by the flows of foreign direct investments, expansion of international trade, and
evolving political and social connections accompanying growing economic integration,
along with growth in the foreign exchange market (Gaston and Khalid 2010).

From a social perspective, globalization has the potential to disrupt barriers and norms.
It breaks down geographical barriers in social and cultural setups, streamlines the spread of
ideas and technologies, enhances technological utilization, and fosters the amalgamation of
markets and nation states (Walter 2021; Albrow 1996; Friedman 2000; Beck and Levine 2004).
Globalization sparks the development of information and communication technologies,
dismantles trade barriers, dissects production processes, and reduces communication and
transportation costs (Gaston and Khalid 2010).

Institutions can play a crucial role in reducing problems related to adverse selection
and moral hazard that commonly arise in the credit market. A robust institution can
enhance lending terms and conditions, thereby improving loan repayments (Bae and
Goyal 2009). Moreover, robust institutions can significantly improve the effectiveness of
bank regulation and supervision, creating an environment conducive to financial stability
(Bermpei et al. 2018).

Such institutions lead to a transparent and reliable lending environment, improving
loan repayment and mitigating potential losses for banks. Additionally, when institutions
promote a culture of compliance and accountability, banks become better equipped to
navigate regulatory requirements. Effective regulatory frameworks within strong institu-
tional settings not only strengthen banks against financial shocks but also foster a more
resilient and competitive banking sector. This encourages economic growth and stability
on a broader scale.

Against this backdrop, our study focuses on the banking sector of Fiji, an island econ-
omy, over the period from 2000 to 2021. Island nations often face vulnerabilities stemming
from various shocks and events, including adverse effects of climate change, such as sea-
level rise, unexpected weather patterns (periods of heat and cold), and natural disasters,
like tsunamis, cyclones, droughts, and floods. Moreover, many small island economies are
geographically remote from larger financial markets. Consequently, the impacts of global
uncertainty and shocks appear as secondary effects. As these vulnerabilities materialize,
they adversely impact economic activities, making bank performance and profitability
significant and concerning topics of discussion.

In this study, we contribute to the understanding of the determinants of bank prof-
itability by incorporating the influences of globalization, institutions, and global uncertainty.
The institutional variables encompass the control of corruption, government effectiveness,
rule of law, regulatory quality, political stability, and voice and accountability. Globalization
variables include economic, social, and political dimensions. Notably, our sample period
covers the Global Financial Crisis (GFC) and the COVID-19 pandemic, and we control for
these events as well.

Through a detailed analysis, we expand the existing literature on bank profitability
within small island economies. Examining how globalization and institutions influence
banks’ financial performance amid uncertainty whilst accounting for events, like the GFC
and COVID-19 pandemic, can provide insights for policymakers, economists, banking
institutions, and regulators.
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For bank managers and analysts aiming at profit optimization, risk management, and
financial stability, examining factors beyond financial statements is essential for informed
managerial decision-making. Henceforth, our study considers factors influencing bank
profitability beyond those reported in financial statements. The rest of the paper is struc-
tured as follows: Section 2 presents the literature and hypotheses, Section 3 details the
methodology, and Section 4 discusses the analysis and results. Finally, Section 5 presents
the conclusion.

2. Literature Review?

2.1. Bank-Specific Variables
2.1.1. Net Interest Margin (NIM)

Net interest margin (NIM) is a critical financial indicator employed to assess the
profitability of banks and other financial institutions. It represents the difference between
the interest income earned by a bank and the interest expenses incurred, expressed as
a percentage of the average interest-earning assets. A higher NIM indicates a bank’s
effectiveness in attracting low-cost deposits or charging higher interest rates on loans
(Naceur 2003). However, studies have noted mixed results regarding the impact of the
NIM on profitability. For instance, in the Indonesian context, Silaban (2017) and Hasan et al.
(2020) observed a positive correlation, while Seenaiah et al. (2015) found that the NIM has
a negative effect on bank profitability in India®. For our purpose, we hypothesize that

Hiy: NIM is positively associated with bank profitability.

2.1.2. Non-Interest Income (NII)

Non-interest income (NII) represents the revenue generated by banks through sources
other than interest, encompassing fees from services, such as account maintenance, trans-
action fees, investment banking activities, asset management fees, and trading gains. NII
provides banks with an additional stream of revenue beyond traditional interest income,
allowing them to diversify their revenue sources and mitigate the impact of interest rate fluc-
tuations. By diversifying their revenue streams, banks can offset declines in interest income
during periods of low interest rates. NII can also lead to efficiency gains through economies
of scale and scope, improved resource allocation through internal capital markets, and the
development of bank-specific competitive advantages (Elsas et al. 2010). However, NII
can be more volatile than interest income, as it is often tied to market conditions and the
performance of financial markets (Stiroh and Rumble 2006). During periods of economic
downturns or market volatility, certain fee-based services may experience reduced demand,
negatively impacting banks’ profitability. This implies that some components of NII may
be exposed to higher risks than interest income.

Furthermore, Ahamed (2017) observed that Indian banks with lower asset qualities
tend to derive more benefits from NII compared to banks with higher asset qualities.
Nisar et al. (2018) proposed that NII can serve as a proxy for revenue diversification.
Analyzing 200 commercial banks in South Asian countries, they found that the total NII
positively influences bank profitability and stability. However, mixed effects are observed
when specific components of NII are examined. For instance, they noted that fees and
commission incomes have a negative impact, while other NII components have a positive
impact. Adesina (2021) analyzed 400 commercial banks in 34 African countries over the
period 2005-2015 and found that higher NIIs are negatively associated with profitability. In
a recent study by Mehzabin et al. (2023), it was noted that NII enhances bank profitability
when interest rates are lower. We hypothesize that

Hj: NII is positively associated with bank profitability.
2.1.3. Bank Size (BSIZE)

Larger banks can reap the benefits of economies of scale. As banks expand, their fixed
costs are distributed across a broader asset base, leading to a reduction in average costs
(Aladwan 2015). Larger banks can negotiate more favorable terms with suppliers, access
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funds cost effectively, and exert greater influences on interest rates and fees because of
their enhanced market power compared to smaller banks. These competitive advantages
can bolster their profit objectives. In contrast, smaller banks can gain a competitive edge
in terms of profitability by cultivating stronger relationships with local businesses and
customers than large banks, granting them access to proprietary information that proves
to be valuable in setting contract terms and making sound credit underwriting decisions
(Regehr and Sengupta 2016).

Almagqtari et al. (2019) examined 69 banks in India over the period 2008-2017 and
found a positive relationship between the bank size (BSIZE) and bank profitability. Similar
findings were reported by Jeris (2021) and Isayas (2022) for banks in Bangladesh and
Ethiopia, respectively. However, in the case of Nepal, Tharu and Shrestha (2019) observed
no significant impact of BSIZE on profitability, while Thi Thanh Thi Thanh Tran and Phan
(2020) noted the negative effect of BSIZE on bank profitability in Vietnam.

Accordingly, we hypothesize that

Hj: BSIZE is positively associated with bank profitability.
2.1.4. Credit Risk (CRISK)

Credit risk refers to the potential loss that a bank may incur when a borrower fails
to fulfill their debt obligations by the due date or upon loan maturity, potentially leading
to bankruptcy if the debt is not managed (Poudel 2012). Although lending serves as a
primary source of income for banks, it also poses significant threats to bank operations if
not analyzed and managed sulfficiently. Studies focusing on banks in South Asia (Islam and
Nishiyama 2016) and African regions (Bolarinwa et al. 2019; Saleh and Afifa 2020; Abel et al.
2023) noted the negative impact of credit risk (CRISK) on bank profitability. Accordingly,
we hypothesize that

Hy: CRISK is negatively associated with bank profitability.
2.1.5. Non-Performing Loans (NPLs)

The impact of non-performing loans (NPLs) on bank performance can be analyzed
through the lens of asymmetric information theory, which posits that one party in a trans-
actional relationship (the borrower) typically holds more information about the transaction
than the other party (the bank) (Mishkin 1992). As a bank’s lending decision hinges on
the information provided by borrowers, inherent uncertainty regarding loan repayment
and creditworthiness can emerge if the borrower’s characteristics and actions are not accu-
rately captured (Eichengreen et al. 1998). Consequently, the problem of adverse selection
arises when high-quality borrowers are replaced by low-quality borrowers, which can,
over time, degrade the overall quality of a bank’s loan portfolios, leading to an increase
in non-performing loans, asset erosion, and diminished profitability. Studies that have
documented a negative effect of NPLs on bank profitability include Kingu et al. (2018) for
Tanzania, Collaku and Aliu (2021) for Kosovo, and Karim et al. (2022) and Begum and Atiq
(2023) for Bangladesh. Noting the adverse effect of growing NPLs on bank profitability, we
hypothesize that

Hs: NPLs are negatively associated with bank profitability.

2.1.6. Capital Adequacy Ratio (CAR)

A high value of the capital adequacy ratio (CAR) may indicate a bank’s ability to
meet its financial obligations (Rifansa and Pulungan 2022). According to Agbeja et al.
(2015), the CAR reflects the bank’s capital structure and can serve as a measure against
widespread distress in the banking industry. A higher level of capital can support ongoing
activities and enhance the potential for business expansion. Additionally, sufficient capital
instills confidence in the banking system. Recent studies on banks in Nigeria (Ajayi et al.
2019), Sri Lanka (Chandrasegaran 2020), and Indonesia (Rifansa and Pulungan 2022) have
established a positive correlation between the CAR and bank profitability. Henceforth, we
test the hypothesis that
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He: CAR is positively associated with bank profitability.
2.1.7. GDP Growth Rate (GDPG)

GDP growth (GDPG) exerts significant influences on the overall economic activity and
business expansion through investment channels. A thriving economy fosters the emer-
gence of new businesses and the expansion of existing ones, consequently augmenting the
demand for loans and interest income, thereby bolstering bank profitability (Al-Jafari and
Alchami 2014; Duraj and Moci 2015). Lutf and Omarkhil (2018) conducted an examination
of the macroeconomic determinants of bank profitability in Pakistan and found that GDPG
positively impacts bank profitability. Similar findings were observed for banks in Nigeria
(Bolarinwa et al. 2019), Nepal (Singh et al. 2021), India (Ali et al. 2022), and Tunisia (Theiri
and Hadoussa 2023). Hence, we hypothesize that

Hy: GDPG is positively associated with bank profitability.
2.1.8. Remittances (REMs)

Remittances from abroad can augment foreign exchange reserves and enhance the
stability of the home country’s banking system. Individuals receiving remittances often
deposit these funds into their local bank accounts, expanding the bank’s pool of funds and
enabling the bank to extend loans and engage in investment activities. In one study on
banks in Fiji, Chand et al. (2021) found a positive correlation between remittances and
bank stability, and in another (Chand et al. 2023), they observed a negative association be-
tween remittances and non-performing loans, indicating that remittances support banking
operations. Similarly, Ayhan and Toufaili (2021) examined the relationship between remit-
tances and bank profitability for banks in Lebanon, and they found a positive relationship.
Subsequently, we hypothesis that

Hg: REMs are positively associated with bank profitability.

2.1.9. Institutions

Institutions, also known as the “rules of the game” (North 1990), play a pivotal role in
shaping a society’s culture, behavior, and economic activities, including financial opera-
tions. Sound institutional frameworks, characterized by efficient and effective regulatory
and supervisory mechanisms, strong property rights, and an effective legal system, are
essential for advancing economic and financial development (Voghouei et al. 2011). A
robust rule of law and a low level of corruption are hallmarks of high-quality institu-
tions, promoting greater accountability and stability in the financial sector and facilitating
financial liberalization (Chinn and Ito 2006).

Empirical studies have explored the multifaceted relationship between institutions
and bank performance. In the case of Ghana, Yakubu (2019) found that a rise in corruption
levels negatively impacts bank profitability. Conversely, Bougatef (2017) observed a positive
association between corruption and bank profitability in Tunisia. Focusing on stability
indicators, Hasan and Ashfaq (2021) analyzed 178 countries from 2000 to 2017 and found
that corruption increases non-performing loans and reduces bank profitability. Etudaiye-
Muhtar and Abdul-Baki (2020) investigated the impact of the institutional quality on the
capital ratios of 79 listed commercial banks from 2000 to 2016, concluding that lower
regulatory quality reduces bank capital.

Asteriou et al. (2021) examined the effects of regulation, transparency, and corruption
on bank stability and profitability for 326 banks in 19 Eurozone countries from 2005 to 2018.
They found that regulation supports bank profitability and stability, while low transparency
and corruption decrease bank profitability. Similarly, Nguyen (2022) examined the effects
of the institutional quality and rule of law on bank deposits in European countries and
found that both factors support bank funding and resilience. Athari and Bahreini (2023)
concluded that political stability, regulatory quality, the rule of law, and the control of
corruption positively impact Islamic banks’ profitability. They further noted that regulatory
settings, including their subindices, such as the extent of the disclosure and the ease of
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shareholder suits, negatively impact bank profitability. A study by Bashiru et al. (2023) on
banks in 33 sub-Saharan African countries reported that an increase in institutional quality
is positively associated with bank profitability. From these studies, it becomes clear that
institutions play a critical role in shaping the financial landscape and influencing bank
performance. Strong institutions, characterized by sound regulatory frameworks, robust
property rights, and an effective legal system, are essential for fostering a healthy and stable
financial sector.

The World Bank (2023) defines six different institutional indicators: “Control of Cor-
ruption” measures the extent to which public power is exercised for private gain, including
both petty and grand forms of corruption. The indicator “Government Effectiveness”
captures perceptions of the quality of public services, the quality of the civil service and the
degree of its independence from political pressures, the quality of the policy formulation
and implementation, and the credibility of the government’s commitment to such policies.
“Rule of Law” captures perceptions of the extent to which agents have confidence in and
abide by the laws of a country and, in particular, the quality of contract enforcement,
property rights, the police, and the courts, as well as the likelihood of crime and violence.
“Regulatory Quality” captures perceptions of the ability of the government to formulate
and implement sound policies and regulations that permit and promote private sector
development. “Political Stability” measures perceptions of the likelihood of political insta-
bility. The indicator “Voice and Accountability” captures perceptions of the extent to which
a country’s citizens are able to participate in electing their government, as well as freedom
of expression, freedom of association, and free media. Noting the different components of
institutions and insights from the above studies, we examine the following hypotheses:

Hy: “Corruption Control” (CC) is positively associated with bank profitability.

Hio: “Government Effectiveness” (GE) is positively associated with bank profitability.
Hi1: “Rule of Law” (RL) is positively associated with bank profitability.

Hiyp: “Regulatory Quality” (RQ) is positively associated with bank profitability.

His: “Political Stability” (PS) is positively associated with bank profitability.

Hi4: “Voice and Accountability” (VA) is positively associated with bank profitability.
2.1.10. Globalization Index

Globalization refers to the increasing interconnectedness and integration of economies,
cultures, and societies worldwide (Kilic 2015). It recognizes the growing interdependence
among countries in terms of trade, investment, technology, and information flow. The
Globalization Index, calculated by Dreher (2006) and upgraded by Dreher et al. (2008),
consists of three categories of subindices—the economic (EINDX), social (SINDX), and
political (PINDX) globalization indices. Considering banks in Jordon, Guesmi et al. (2012)
showed that financial globalization (measured by reductions in credit control and entry
barriers and by regulatory effectiveness) is negatively associated with bank performance.
For banks in Malaysia, Sufian (2012) found that social globalization (information flow,
personal contacts, and cultural proximity) supports bank efficiency. Ghosh (2016) examined
banks in 169 countries over the period 1998—2013 and noted that globalization reduces
profitability but increases cost efficiency. Using data on commercial banks in South Africa
over the period 1998-2012, Sufian and Kamarudin (2016) found positive associations of
economic integration and trade and a negative association of social globalization with bank
profitability. Moreover, for banks in sub-Saharan Africa, Yakubu and Bunyaminu (2022)
used financial globalization and trade globalization as measures of economic globalization.
They found negative and significant effects of trade and financial globalization on bank
profitability. Using these studies as a guide, we investigate the following hypotheses:

His: EINDX is positively associated with bank profitability.
Hie: PINDX is positively associated with bank profitability.
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Hi7: SINDX is positively associated with bank profitability.

2.1.11. World Uncertainty Index (WUI)

The World Uncertainty Index (WUI), which quantifies the level of uncertainty in the
global economy, is based on risk indicators and news (Ahir et al. 2022). A higher index
indicates a greater level of uncertainty. Ashraf (2021) examined the impact of the WUI on
the loan-pricing decisions of banks in 88 countries from 1998 to 2017. The study notes that
a high value of the WUI (global uncertainty) is positively associated with lending rates.
Bilgin et al. (2021) investigated the effects of the WUI on the default risks of conventional
and Islamic banks. They noted that the relationship between the global uncertainty and
default risk was not significant in Islamic banks; however, the relationship was significant
for conventional banks that have high income diversification, are of a large size, and are
publicly traded. Hence, we test the hypothesis that

His: WUI is negatively associated with bank profitability.

2.1.12. Structural Variables

The Global Financial Crisis (GFC) of 2007-2008 had adverse effects on many banks.
The crisis was caused by a combination of factors, including the bursting of the housing
price bubble in the US, excessive risk-taking by financial institutions, and the use of complex
financial instruments, which reduced consumer confidence in the banking system (Prasad
and Reddy 2009). Recognizing the adverse impacts of the GFC on the financial market, we
examine the hypothesis that

Hi9: GFC is negatively associated with bank profitability.

The COVID-19 (COVID) pandemic had negative effects on the overall economy, as
evidenced by many businesses downsizing their operations, undergoing restructuring,
or even shutting down. During events like COVID-19, individuals typically rely on their
deposits (drawing down deposits) and, if they have loan obligations, face challenges in
meeting their loan repayments. Consequently, some households and businesses end up
consolidating or winding up their investments to support basic consumption and livelihood.
Such actions tend to reduce a bank’s revenue potential. Hence, we hypothesize that

Hyo: COVID is negatively associated with bank profitability.
2.2. Studies on Banking Profitability in Fiji

Although a limited number of studies have delved into various aspects of the banking
industry in island economies, like Fiji’s, research on bank profitability remains scarce. For
instance, Sharma and Gounder (2012) examined the determinants of net interest margins
(NIMs) and noted that NIMs are positively associated with interest payments, operating
costs, market power, and credit risk but negatively associated with management quality
and liquidity risk. In another study, Sharma et al. (2015) found that non-interest income
is the only factor that positively influences profitability. However, Krishna et al. (2021)
argued that the bank size and exchange rate also support bank profitability, whereas factors
like the management efficiency, a broad money supply, and the quality of the regulation
reduces bank profitability. Noting the opposing results from these studies and the dearth of
comprehensive studies on bank profitability in small economies, like Fiji's, we conduct this
study, which considers a more extensive dataset and accounts for the roles of institutions,
globalization, and global uncertainty.

3. Methodology
3.1. The Data

This study utilizes data from seven financial institutions (FIs) over the period from
2000 to 2021, with a balanced panel. The sample comprises five commercial banks—
Australia and New Zealand Banking Group (ANZ), Bank of the South Pacific (BSP), Bank
of the Baroda (BOB), Westpac Banking Corporation (WBC), and Home Finance Corporation
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(HFC)—along with two non-bank financial institutions (NBFIs)}—Merchant Finance Limited
(MFL) and Credit Corporation Fiji Limited (CCFL). Bank-specific variables are sourced
from disclosure statements published by the Reserve Bank of Fiji (Reserve Bank of Fiji (RBF)
2023), and variables concerning institutions and other macroeconomic aspects are obtained
from Worldwide Governance Indicators and World Development Indicators (World Bank
2023). The three dimensions of the KOF Globalization Index (i.e., economic, political, and
social indices) are extracted from https://datafinder.qog.gu.se/dataset/dr access on 30
March 2023 (cf. Dreher 2006; Dreher et al. 2008). The WUI index (global uncertainty) is
sourced from https://worlduncertaintyindex.com/data/ access on 30 March 2023 (Ahir
et al. 2022; World Uncertainty Index (WUI) 2023). In Table 1, we summarize the dependent
and independent variables used for the estimations. All the data (excluding the dummy
variables) are log-transformed for regression analysis®.

Table 1. Data definitions.

Variable Definition Symbol Expected Sign Source
Dependent
Bank Profitability Return on Assets (Net Profit/ Total Assets) ROA N/A RBF
Independent
Bank Specific
Net Interest Margin (Interest Income-Interest Expenses)/ Total Assets NIM + RBF
Non-Interest Income Natural Logarithm of Total Fees and Commissions Received NII + RBF
Bank Size Natural Logarithm of Total Assets SIZE + RBF
Credit Risk Total Loans/Total Assets CRISK + RBF
Non-Performing Loans Bad Debts Divided by Total Loans NPL - RBF
. . Sum of Tier 1 Capital and Tier 2 Capital Divided by
Capital Adequacy Ratio Risk-Weighted Assets CAR + RBF
Globalization
Economic Economic Globalization Index EINDX + KOF
Political Political Globalization Index PINDX + KOF
Social Social Globalization Index SINDX + KOF
Institutional
Control of Corruption Control-of-Corruption Index CC + WGI
Government Effectiveness Government Effectiveness Index GE + WGI
Rule of Law Rule of Law Index RL + WGI
Regulatory Quality Regulatory Quality Index RQ + WGI
Political Stability Political Stability Index PS + WGI
Voice and Accountability Voice-Accounting Index VA + WGI
Macro
Gross Domestic Product Annual Percentage Growth Rate of GDP at Market Prices Based
GDPG + WDI
Growth Rate on Constant Local Currency
Remittances Worker’s Remittances as a Percentage of GDP REM + WDI
Uncertainty
World Uncertainty Index Natural Logarithm of World Uncertainty Index WUI + Ahir et al. (2022)
Structural Dummy
2019-020-2021 were taken as dummy variables for COVID, as B
COVID-19 these were the years where there was COVID. COVID WDI
Global Financial Crisis The financial crisis of 2007-2008 is denoted by a dummy variable. GFC - Authors

Notes: RBF = Reserve Bank of Fiji; WDIs = World Development Indicators; WGIs = Worldwide Governance
Indictors; N/A = not applicable. Institutional variables range from —2.5 (weak) to 2.5 (strong) governance
performance. Each category of the Globalization Index is measured on a scale of 1-100, where higher values imply
greater levels of globalization. Source: Authors’ compilation.
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3.2. Model Specifications

Following a few recent studies (Theiri and Hadoussa 2023; Chand et al. 2021, 2023),
we specify the profitability model as follows:

ROA;, = a+  BuXm + 0,Gy + vl + wiZ; +g, (1)
N—— S—~— N~ ~——
m—bankspecific Globalizationtion Institutional =~ macro+structural

where ROA;; represents bank profitability, as measured by the return on the assets of bank
i at time t; & is a constant; B, contains the set of coefficients of the bank-specific factors;
X contains a set of bank-specific factors, m; 8, contains the coefficients of the respective
nth globalization index, G,; 7, contains the coefficients of the institutional factors, I; wy
contains the coefficients of the macro and structural (including uncertainty) variables, Z,
(see Table A2); and & ~ N(0,0?) is the error term. Based on Equation (1), the specific
model for the estimations can be expressed as follows:

ROAZ', = -+ ﬁlNIMl‘f + ‘BQNIIit + lBgBSIZElt + ‘B4CRISKlt + 135 NPLZ} + ,36 CARit

X
+ 6,EINDX; + 6,PINDX; + 85SINDX;

G
N 2
+ 1CCt + Y2GE; + y3RL + 4 RQ + v5PS; + v6 VA @

Iy
+ w1GDPP; + wyREM; 4+ wsWUI; + wyCOVID + wsGFCy + €54

z,

For a robust analysis, we estimate six models using the panel’s fixed-effect method.
In Model (I) we only include bank-specific variables (base model). In Model (II) we
extend Model (I) with globalization. In Model (III), we extend Model (I) with globalization
and institutional variables. Model (IV) represents the extended version of Model (III)
with macroeconomic variables. Next, Model (V) is an extension of Model (IV) with the
uncertainty index. Finally, in Model (VI) we extend Model (V) by incorporating structural
variables, like “Global Financial Crisis (GFC)” and “COVID-19”. Panel data may exhibit
group effects, time effects, or both, which can be addressed using either fixed- or random-
effect models. Moreover, the fixed-effect regression model assumes differences in intercepts
across groups or time periods (Almagqtari et al. 2019; Bolarinwa et al. 2019; Mehzabin et al.
2023). Hence, we determine the suitable estimation approach using the Hausman test (Ali
and Puah 2019; Theiri and Hadoussa 2023). In this test, the rejection of the null hypothesis
indicates support for the fixed-effect regression model.

4. Empirical Results

The descriptive statistics and correlation matrices are presented in Tables 2 and 3. The
fixed-effect model is supported by the results of the Hausman test (see Table 4). There is
an overall increasing trend in profits for all the banks, although ANZ, BSP, and WBC have
a higher share of bank profits than others. The years 2020 and 2021 marked the episodes
of lockdown that were put in place in Fiji because of the COVID-19 pandemic. During
this period, we note that bank profitability declined for all the banks. In the year 2022, a
positive trend in bank profitability is noted (Figure 1)°.
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Table 2. Descriptive statistics.

Column 1 Mean Median Maximum  Minimum Star}de?rd Observations
Deviation

ROA 0.03 0.02 0.09 —0.03 0.02 154
NIM 0.06 0.04 0.56 0.02 0.05 154
NII 12,572 3741 55,687 0 15,534 154
BSIZE 12.92 13.05 14.94 10.64 1.27 154
CRISK 0.80 0.75 10.77 0.27 0.83 154
NPL 0.01 0.01 0.08 0 0.01 154
CAR 18.74 16.38 39.46 8.81 6.65 154
EINDX 49.85 51.25 53.88 39.88 3.72 154
PINDX 71.32 72.30 77.11 62.80 4.58 154
SINDX 64.50 65.50 69.15 55.41 3.66 154
CcC 0.34 0.34 0.74 —0.22 0.30 154
GE -0.23 -0.19 0.82 -1.17 0.61 154
RL —-0.22 —0.06 0.47 —-0.87 0.40 154
RQ -0.32 —0.32 0.15 —-0.97 0.29 154
PS 0.34 0.39 0.92 —-0.27 0.37 154
VA -0.31 —0.04 0.23 —-1.11 0.45 154
REM 5.34 5.37 7.84 2.58 1.30 154
GDPG 1.00 1.93 5.60 —17.00 1.95 154
WUI 4.30 4.31 4.61 3.97 0.16 154

Source: Authors’ compilation.

Table 3. Correlation matrix.

ROA NIM NII BSIZE CRISK NPL CAR EINDX PINDX SINDX CC GE RL RQ PS VA REM GDPG WUI
ROA 1
NIM 0.68 1

NII —-028 —0.42 1
BSIZE 043 —059 0.83 1
CRISK 0.35 0.83 —-0.04 —022 1

NPL 0.11 0.36 —027 —040 0.08 1

CAR 0.52 0.41 —-047 —0.58 0.01 0.36 1

EINDX 0.20 —-0.01 020 0.28 0.05 -021 0.19 1

PINDX 0.04 —-011 0.31 0.43 —-0.01 012 020 0.74 1

SINDX 0.01 —-0.15 0.31 0.44 —-0.05 —0.08 021 0.73 0.94 1

CcC —-025 —-0.14 0.09 0.12 —0.08 0.11 —0.05 —0.52 0.05 0.09 1

GE -0.15 -0.12 0.08 0.12 —0.05 0.09 -0.05 -037 —0.02 0.11 0.74 1

RL -020 —0.12 0.01 0.03 —0.10 0.07 -010 -050 —-023 011 0.64 0.89 1

RQ -017 —0.12 0.08 0.11 —0.03 0.04 —0.03 —042 0.03 0.09 0.81 084 070 1

PS -0.17 —0.14 0.11 0.14 —0.09 0.02 —-0.05 —0.38 0.10 0.10 077 080 0.80 0.80 1

VA —-0.11 —-0.10 0.02 0.03 —0.08 0.06 -011 —-047 -015 —-0.09 066 083 088 0.72 0.90 1
REM —-0.02 —-0.01 0.06 0.11 0.02 0.15 0.04 0.26 0.09 0.26 -0.19 027 021 -012 -0.03 0.15 1

GDPG 0.19 -013  0.32 0.44 —-0.02 012 016 0.63 0.94 0.93 027 026 007 026 033 012 0.14 1
WUI —-0.07 —0.13 022 0.29 —-0.04 0.07 0.15 0.23 0.57 0.62 036 032 007 028 028 0.07 025 0.55 1

Source: Authors’ compilation.

Table 4. Hausman test.

Test Statistic x>-Stat. x2-d.f. Prob.

Random Cross-Section 177.16 5 <0.01*
Note: * Represents significance at the 0.01 level. Source: Authors” own estimation.
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Met Profits after Tax (millionsof Fijian

dallars)

Figure 1. Net profits in millions of FJD.

Table 5 presents the outcomes of the fixed estimations®. According to the results,
the adjusted R-squared values range between 0.76 and 0.82, signifying that 80 percent of
the relationship is explained by the respective models. These findings are discussed in
relation to bank-specific, globalization, institutional, and macrostructural variables. It is
observed that net interest margin (NIM) demonstrates a positive association with bank
profitability (see Models I-VI). This is consistent with existing studies (Silaban 2017; Hasan
et al. 2020). Hence, we do not reject H;. Moreover, the non-interest income (NII) is positive
and significant at the 1 percent level (see Models I-VI), which implies that incomes from fees
and commissions significantly improve bank profitability, duly supporting Hy. This result
is consistent with those in some other studies (Adesina 2021; Nisar et al. 2018; Sharma et al.
2015), which argued that in a low-interest environment, NII can be an important source
of revenue. Bank size (BSIZE) is positively associated with bank profitability (see Models
I-VI), implying that larger banks have higher profitability because of the high-quality assets
deployed in generating consistently high incomes (Aladwan 2015; Almagqtari et al. 2019).
Hence, we do not reject H3. Moreover, we note that the coefficient of the credit risk (CRISK),
measured by the ratio of the loans to the total assets, is negative and significant (see Models
I-VI). For a developing country, like Fiji, an increase in lending relative to the total assets
constrains the banks’ liquidity and, hence, negatively influences bank profitability—an
outcome, which is consistent with those of previous studies (Abel et al. 2023; Bolarinwa
et al. 2019; Islam and Nishiyama 2016). Subsequently, we do not reject Hy.

Additionally, it is observed that Non-Performing Loans (NPLs) exhibit a negative
association with bank profitability (see Models I-VI), confirming Hs. Similar to the findings
of Kingu et al. (2018), it can be argued that an escalation in non-performing loans constrains
bank capital and amplifies losses, hence, exerting an adverse pressure on bank profitability.
The coefficient of the Capital Adequacy Ratio (CAR) is positive and significant, suggesting
that an increase in CAR positively impacts bank profitability (see Models I-VI). Hence, we
do not reject Hg. This result is consistent with findings from other developing countries’
banks (Ajayi et al. 2019; Chandrasegaran 2020; Rifansa and Pulungan 2022). The coefficient
of the economic growth (real GDP growth rate) is positive and significant (see Models IV-
VI). Economic growth provides the necessary condition for banks to grow their investments
and expand their revenue-generating activities, thus supporting bank profitability (Al-Jafari
and Alchami 2014; Duraj and Moci 2015). Moreover, the coefficient of the REM is positive
and significant (see Models IV-VI). Hence, remittances saved as deposits in banks tend to
increase the source of funds for banks, which, in turn, supports banks’ income-generating
(lending and investment) activities. Accordingly, we do not reject Hy and Hg, respectively.
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Table 5. Regression results based on fixed effects: Dependent variable is ROA.
. . Model I
Variable Group Variable Model II Model III Model IV Model V Model VI
(Base Model)
Independent Constant —0.022574 —0.029651 —0.010240 —0.013794 —0.062355 * —0.069791 **
variables (0.019505) (0.019168) (0.020375) (0.021314) (0.034200) (0.034345)
NIM 0.620264 *** 0.628529 *** 0.632558 *** 0.623305 *** 0.622594 *** 0.603764 ***
(0.071475) (0.072629) (0.075198) (0.077281) (0.076619) (0.077043)
NII 0.002351 *** 0.002228 *** 0.002423 *** 0.002432 *** 0.002428 *** 0.002586 ***
(0.000676) (0.000663) (0.000646) (0.000651) (0.000645) (0.000651)
BSIZE 0.001115 *** 0.001021 ** 0.001410 * 0.005824 * 0.005021 * 0.0041761 **
(0.000371) (0.000408) (0.000783) (0.003175) (0.003138) (0.002088)
Bunk SpeCiﬁC Rk Lt 3k bt Hk E i
CRISK —0.023815 —0.025364 —0.026450 —0.025699 —0.025121 —0.024552
(0.003583) (0.003697) (0.003935) (0.004149) (0.004117) (0.004129)
NPL —0.590568 —0.605559 *** —0.587550 *** —0.563593 *** —0.556812 *** —0.544612 ***
(0.084447) (0.089100) (0.088370) (0.101662) (0.100859) (0.101807)
CAR 0.000207 *** 0.000524 ** 0.0000711 * 0.000491 0.000448 * 0.000124 *
(0.000052) (0.000211) (0.000042) (0.000257) (0.000249) (0.000069)
EINDX ) 0.000850 * 0.000721 ** 0.000695 * 0.000805 * 0.000704 *
(0.000473) (0.000379) (0.000386) (0.000473) (0.000391)
Globalization PINDX ) —0.000289 —0.00085 —0.000261 —0.000191 —0.001037
Index (0.000326) (0.000710) (0.000821) (0.000815) (0.001046)
SINDX ) 0.001990 *** 0.000991 ** 0.001117 ** 0.000696 * 0.001594 **
(0.000698) (0.000496) (0.000507) (0.000387) (0.000759)
cc ) ) —0.000440 —0.001802 —0.003441 —0.000181
(0.006226) (0.006651) (0.006656) (0.008181)
GE ) B 0.007996 ** 0.009241 ** 0.006488 * 0.003032 *
(0.004310) (0.004836) (0.003816) (0.001621)
RL ) ~ —0.006581 * —0.007010 —0.003166 —0.004821
(0.00411) (0.006200) (0.006504) (0.006921)
Institutional
Variables RQ ) i —0.008022 —0.009710 —0.007355 —0.004947
(0.006105) (0006825) (0.006891) (0.007287)
PS } } —0.001498 —0.001640 —0.007621 0.000482
(0.008067) (0.008144) (0.008721) (0.010484)
VA ) ) 0.007764 *** 0.008151 ** 0.012242 * 0.008597 *
(0.002773) (0.003705) (0.006553) (0.004776)
GDPG ) ) ) 0.000472 *** 0.000109 ** 0.000204 *
(0.000188) (0.045416) (0.000113)
Macro
REM ) ) ) 0.000542 * 0.001012 * 0.000847 *
(0.000285) (0.000562) (0.002014)
Uncertainty WU ) ] ) ) 0.014416 * 0.011447 *
Index (0.007983) (0.006359)
—0.012115 **
COVID - - - -
Structural (0.004846)
Variables 0.004731 *
GFC - - - ) (0.002783)
Adjusted R-Squared 0.759793 0.776952 0.780479 0.797862 0.799489 0.8028391
F-Statistic 41.3293 36.53015 28.48742 25.70564 25.19892 23.57894
Diagnostics
DW-Statistic 1.364925 1.454027 1.546201 1.552105 1.550164 1.565987
Observations 154 154 154 154 154 154

Notes: ***, **, and * indicate statistical significances at 1%, 5%, and 10% levels; (-) contains standard errors. Results

are based on fixed-effect regression method. Source: Authors’ own estimation.
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Regarding institutions, we find that institution-specific variables, like Government
Effectiveness (GE) and Voice and Accountability (VA), have significant and positive rela-
tionships with bank profitability (see Models III-VI). Hence, we do not reject Hjp and Hyy,
respectively. Moreover, these results underscore the importance of the government, and
voice and accountability, as critical drivers of bank profitability. Concerning other institu-
tional factors, like Corruption Control (CC), Rule of Law (RL), Regulatory Quality (RQ),
and Political Stability (PS), although we observe a negative relationship, these relationships
are not statistically significant (see Models III-VI). The non-significant coefficients suggest
either a weak (negative) effect, or these factors operate independently of bank profitability.

Regarding globalization, we observe that bank profitability demonstrates a positive
association with economic (EINDX) and social (SINDX) globalization (see Models II-VI).
Based on these positive and significant associations, we do not reject Hjs and Hyy, re-
spectively. We note that political globalization is negative but not statistically significant.
Economic globalization (EINDX) reflects the degree of openness in trade and financial
activities. In the case of Fiji, we note that trade and financial openness supports bank
profitability. With increasing globalization, banks operating in Fiji are in healthier positions
to tap into international markets for investment activities and facilitate the trade of goods
and services, which enables banks to increase transactions and generate more revenues.
Therefore, the effective participation of banks in facilitating global trade supports bank
profitability. This result is also consistent with the findings of Rahman et al.’s (2021) analysis
on banks in BRICS countries.

Additionally, concerning the impact of social globalization (SINDX) on bank prof-
itability in Fiji, a positive relationship is observed. Banks in Fiji can benefit from social
globalization by proactively investing in building their reputation and brand image and by
actively engaging in socially responsible initiatives. Social initiatives, such as community
development projects, promoting environmental sustainability, or investing in education
and healthcare, are the key areas where banks can create positive impacts. In the long-term,
such initiatives can improve the welfare of society and garner customer loyalty and trust.
As an example, we note that since 2010, the Bank of the South Pacific (BSP) has invested
over FJD 10 million in Fiji through its Corporate Social Responsibility (CSR) program. The
bank’s expansive CSR program includes supporting and funding education, environmental
clean-up, sporting events, and charities at community and national levels (BSP 2021). Other
banks and non-financial institutions are also noted to actively participate in supporting
community-level initiatives. For example, in the past, larger banks, like ANZ (ANZ 2023)
and Westpac, have provided financial support in education, human capital development,
and rural banking (scholarships, financial education, and rural banking support). Regard-
ing the relationships between political globalization (PINDX) and bank profitability and
between the political stability index (PS) and bank profitability, we find they are negative
although not statistically significant (see Models II-VI). These results are contrary to our
hypotheses Hi3 and Hjg, respectively.

The World Uncertainty Index (WUI), which measures global uncertainty, exhibits a
positive and statistically significant relationship with bank profitability (see Models V-VI).
This positive association can be attributed to increased global uncertainty leading local
investors and businesses to adopt risk-averse behaviors, hence favoring domestic sectors.
Higher global uncertainty could also drive individuals and companies to secure deposits
and loans and other investment opportunities from a relatively remote economy, like Fiji’s.
Consequently, banks may experience an influx of deposits, or bank transactions, as well
as loans, thus potentially boosting revenues. Furthermore, heightened global uncertainty
might prompt banks to exercise caution in lending practices, maintaining high-quality
loan portfolios. All these reasons may explain the positive association between global
uncertainty and bank profitability. Hence, we do reject Hyg.

Like the relationship between the WUI and bank profitability, we note that the GFC
has positive and significant effects on bank profitability (see Model VI); thus, we reject
Hj9. Moreover, given the remoteness and weak links of Fiji’s financial sector to the rest
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of the world, and basic financial products and services offered by banks, this result is
not surprising. Arguably, with the existing characteristics of Fiji's banking sector, events,
like the GFC, tend to encourage investors to seek safer options for their investments, and
even consolidate their overseas investments and funds to domestic banks, duly supporting
domestic bank operations and profitability.

For the COVID-19 pandemic, we note a negative and significant association with
bank profitability (see Model VI). This decline in the profitability ratio (net profit) is also
captured in Figure 1, where we saw a drop in bank profitability between 2020 and 2021.
The COVID-19 pandemic affected individuals, businesses, and the economy as a whole. In
2020, Fiji’s real GDP fell by 15.7% (ADB 2021), and the economy witnessed relatively higher
unemployment and financial hardships for both individuals and businesses. Moreover,
banks faced with high chances of loan defaults were noted to be under increased pressure
to implement repayment holidays and accumulated high non-performing loans—all of
which deteriorated their asset quality and, hence, profitability (Badunenko et al. 2022).
Hence, based on these results, we do not reject Hpg.

5. Conclusions

In this study, we focus on the small economy of Fiji from 2000 to 2021. We contribute
to the banking literature on bank profitability in small island economies by investigating
the effects of globalization, institutions, and global uncertainty. Through this study, we
emphasize that the profitability and bank performance analysis should go beyond bank-
specific factors.

From these results, we find that globalization, institutions, global uncertainty, and the
pandemic (COVID-19) are critical factors for the sound operation and development of a
robust and resilient financial sector. Moreover, because of the economy’s small size and
limited sectors, banks possess a constrained set of portfolios for investment. Hence, analyz-
ing profitability by considering factors beyond financial statements aids in comprehending
the intricate environment within which banks operate.

The results derived from this comprehensive model reveal that bank-specific factors,
like the net interest margin, non-interest income, bank size, and capital adequacy ratio,
support bank profitability, whereas factors like non-performing loans and credit risk have
negative effects on bank profitability. Additionally, economic and social globalization,
institutional variables (Government Effectiveness and Voice and Accountability), global un-
certainty, and the Global Financial Crisis show positive associations with bank profitability.
Other factors, such as economic growth and remittances, support bank profitability. Accord-
ing to these results, we emphasize the significance of high economic growth and exploring
opportunities to maximize gains from remittance inflows. Therefore, remittances channeled
through formal channels (such as banks and money transfer services) can bolster greater fi-
nancial intermediation”. In the realm of social globalization, banks should continue to align
their operations with best practices that promote social and green development projects,
human capital development, technological advancement, and healthcare initiatives.

Moreover, Fiji, akin to other small countries in the region, grapples with distinctive
challenges, including natural disasters, high government debt, inadequate infrastructure,
reliance on limited growth sectors, and declining agriculture. This low development, cou-
pled with events like COVID-19, intensifies adverse effects, stalling economic progress
and financial sector development. Additionally, susceptibility to frequent natural disasters
brings added challenges in commercializing the agricultural sector for large-scale produc-
tion. Hence, banks need to factor in these events while assessing profitability and lending
capacity. Fiji’s heavy reliance on its tourism sector (Kumar and Stauvermann 2023) for
economic growth not only limits the number of sectors available for banks to diversify their
loan portfolios, but the reliance on tourism also reduces the long-term revenue potential,
which becomes even more troublesome during events like COVID-19.

Because globalization emerges as a significant force shaping bank profitability, to
support banking operations, the Government of Fiji should create an enabling environment
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to foster increased trade, attract foreign direct investments, and encourage innovative
pathways of economic transactions (mobile and electronic transactions) and greater tech-
nology inclusion.

Furthermore, comprehending the dynamics between institutions and bank profitabil-
ity offers valuable insights into creating specific institutional mechanisms for a stable and
robust banking system in small economies. As evident from these findings, specific institu-
tions play a vital role in shaping banking sector operations and profitability. Therefore, the
government and the Reserve Bank of Fiji (central bank) should ensure a sound regulatory
environment, supportive government policies, and a robust institutional infrastructure.
A clear rule of law that supports investment activities, coupled with effective and effi-
cient banking sector regulations and policies, is imperative. Fiji has experienced four
political crises (coups d’état) in the past. To foster thriving banks and maintain a healthy
performance level, the government must ensure political stability, uphold constitutional
norms and the rule of law, promote voice and accountability, and ensure regulatory and
policy certainty. The prevailing global uncertainty presents opportunities for banks in Fiji.
Hence, banks should recognize this and prudently expand their operations to grow revenue
and profit.

Overall, these results highlight the intricate nature of banking sector operations. As
such, bank regulators, government entities, and financial managers should recognize the
implications of these factors and incorporate them when formulating pertinent policies for
sustainable bank operations and the holistic advancement of the financial sector. Consider-
ing economic and geopolitical circumstances, banks in small nations, such as Fiji, should
meticulously analyze profitability and risk. The assessment of risk and profit should,
therefore, adopt a comprehensive perspective to develop more secure strategies that bolster
bank resilience and ensure sustainability.

In conclusion, we present the impacts of additional dimensions on bank profitability
with certain considerations. It is important to note that these results may not be applicable to
other countries, as this study centers on the banking sector of a small economy. Additionally,
we acknowledge that the positive correlation between global uncertainty and the global
financial crisis could stem from Fiji’s limited financial integration with major centers and
the small, less-advanced, and less-integrated nature of its banking sector. It is crucial
to recognize that economic, political, and regulatory landscapes differ across countries
and regions. Consequently, their individual or collective influences might vary for banks
operating elsewhere globally. Henceforth, our study comes with its own set of limitations.
First, our focus is exclusively on financial institutions engaged in deposit and lending
operations. Thus, although our findings hold significance within this realm, they should
not be generalized to other financial entities, such as insurance firms, pension funds, or the
entire financial system. Second, although our exploration of the linear relationship between
bank profit and its determinants yields valuable insights, it is essential to acknowledge the
plausibility of non-linear dynamics or presence of threshold levels of key factors. Third,
our sample size comprises seven banks over the period 2000-2021. Hence, the sample can
be regarded as relatively small. However, we have included the seven banks in the sample
because they have consistent data since 2001, available on the central bank’s website. The
cutoff point of our sample is also contingent upon non-bank factors, which were available
up to 2021. Consequently, the small sample size may not capture the full extent of this
relationship. Moreover, although we have one more bank (BRED Bank) operating in Fiji,
the bank was established in 2012; hence, including BRED Bank in the balanced panel
would significantly reduce the sample size. Therefore, future studies could consider these
limitations with the possibility for extending this study further, as more data become
available. Another important suggestion would be for the Reserve Bank of Fiji to update
banks” and other financial institutions” data before 2001 because most of the financial
institutions were established decades earlier. Nevertheless, within these limitations, our
study presents a comprehensive set of factors, and an objective previously not explored,
and offers deeper insight into bank profitability for a small island economy, like Fiji’s. These
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factors could enrich discussions within the broader context of banking sector management
in small island economies.

Author Contributions: Conceptualization, S.A.C., RR.K,, PJ.S. and M.S.; methodology, S.A.C. and
R.R K, software, S.A.C.; validation, S.A.C., RRK,, P].S. and M.S,; formal analysis, S.A.C., RR.K,, PJ.S.
and M.S.; investigation, S.A.C., RR.K,, P].S. and M.S,; resources, S.A.C., RR.K,, P].S. and M.S,; data
curation, S.A.C.; writing—original draft preparation, S.A.C., RR.K,, PJ.S. and M.S.; writing—review
and editing, S.A.C., RR K, PJ.S. and M.S,; visualization, S.A.C., RR.K,, PJ.S. and M.S.; supervision,
R.R.K.; project administration, R.R.K,; funding acquisition, R.R.K. and PJ.S. All authors have read
and agreed to the published version of the manuscript.

Funding: This research received no external funding.

Data Availability Statement: All data used are publicly available. Links to access the data are
provided in the manuscript.

Conflicts of Interest: The authors declare no conflict of interest.

Appendix A

Table Al. Literature summary table.

Study Coverage Sample Period Method Summary of Main Findings
Aladwan (2015) 15 commercial banks in Jordan 2007-2017 OLS Bank Size (+)
Net Interest Margin (—)
. ) . . . . . Operating Profits (+)
Seenaiah et al. (2015) 4 banking groups in India 1995-2012 Fixed Effect Ratio of Wage Bills (+)

Non-Performing Loans (+)

Ghosh (2016)

Concentration Ratio (+)
Non-Interest Income (+)
Bank Assets-to-GDP (+)
Bank Deposits-to-GDP (n.f.)
Liquid Assets-to-Deposits (n.f.)

. . Fixed Effect and Bank Stability (+)
169 developing countries 1998-2013 CMM Globalization (—)
Non-Resident Bank Loans-to-GDP (—)
Real GDP Growth (+)

Inflation (—)
Real GDP Per Capita (—)
Real Interest Rate (+)

Islam and Nishiyama (2016)

Capital Adequacy Ratio (+)
Non-Performing Loans (—)
Liquidity Ratio (—)
Credit Risk (—)
Productivity Ratio (+)
259 banks in South Asia 1997-2012 Fixed Effect Recurring Earning Power (+)

Deposits (+)

Bank Size (+)
Concentration Ratio (+)
Inflation (+)

Gross Domestic Product (—)

Menicucci and Paolucci (2016)

Bank Size (+)
Capital Adequacy Ratio (+)
35 European banks 2009-2013 Fixed Effect Deposit-to-Asset Ratio (+)
Loans (n.f.)
Loan Loss Provisions (—)

Sufian and Kamarudin (2016)

Loan Loss Provisions (—)
Capital Adequacy Ratio (+)
Non-Interest Income (+)
Bank Size (+)

Gross Domestic Product (—)

30 banks in South Africa 1998-2012 Fixed Effect Inflation (—)

Bank Stability (+)
Globalization (+)
Economic Globalization (+)
Social Globalization (—)
Political Globalization (n.f.)
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Table Al. Cont.

Study

Coverage

Sample Period

Method

Summary of Main Findings

Ahamed (2017)

107 Indian commercial banks

1998-2014

Fixed Effect and
Systemic GMM

Concentration Ratio (n.f.)
Non-Interest Income (+)
Bank Size (+)
Capital Adequacy Ratio (+)
Loans (+)

Loan Loss Provisions (—)

Bougatef (2017)

10 commercial banks in Tunisia

2003-2014

GMM

Corruption Index (+)
Bank Size (+)
Efficiency (+)

Capital Adequacy Ratio (+)
Liquidity Ratio (+)
Credit Risk (—)

Silaban (2017)

40 Indonesian banks

2012-2016

OLS

Net Interest Margin (+)
Capital Adequacy Ratio (n.f.)

Kingu et al. (2018)

16 commercial banks in Tanzania

2007-2015

OLS, Fixed and
Random

Non-Performing Loans (—)
Liquidity Ratio (—)
Capital Adequacy Ratio (+)
Gross Domestic Product (—)

Lutf and Omarkhil (2018)

10 banks in Pakistan

2007Q1-2017Q4

ARDL

Gross Domestic Product (+)
Inflation (+)
Interest Rate (n.f.)

Nisar et al. (2018)

200 commercial banks in South
Asia

20002014

OLS, Fixed and
Systemic GMM

Funding Costs (—)
Capital Adequacy Ratio (+)
Administrative Expenses (—)
Liquidity (+)
Investments (+)

Bank Size (+)
Non-Interest Income (+)

Ajayi et al. (2019)

12 banks in Nigeria

2017

OLS

Capital Adequacy Ratio (+)

Almagqtari et al. (2019)

69 commercial banks in India

2008-2017

OLS, Fixed and
Random Effects

Bank Size (+)

Capital Adequacy Ratio (n.f.)
Loan Ratio (n.f.)
Liquidity (n.f.)
Deposits (+)

GDP Growth Rate (—)
Inflation (+)
Exchange Rate (—)
Interest Rate (—)
Financial Crisis (—)

Bolarinwa et al. (2019)

15 commercial banks in Nigeria

2005-2015

OLS, Fixed,
Random, and
Systemic GMM

Deposits (+)

Capital Adequacy Ratio (—)
Concentration Ratio (—)
Credit Risk (—)

Bank Size (+)

Gross Domestic Product (—)
Inflation (—)

Tharu and Shrestha (2019)

8 banks in Nepal

2013-2018

OLS

Bank Size (n.f.)

Chandrasegaran (2020)

9 banks in Sri Lanka

2008Q1-2019Q3

OLS

Capital Adequacy Ratio (+)

Hasan et al. (2020)

26 Indonesian banks

2007-2018

Fixed Effect

Net Interest Margin (+)
Operational Expense Ratio (—)
Capital Adequacy Ratio (—)
Loan Ratio (+)
Non-Performing Loans (—)

Saleh and Afifa (2020)

13 commercial banks in Jordan

2010-2018

GMM

Credit Risk (—)
Liquidity Risk (—)
Capital Adequacy Ratio (+)
Bank Size (—)

Loans (+)
Efficiency Ratio (+)

Thi Thanh Tran and Phan
(2020)

31 commercial banks in Vietnam

2009-2018

GMM

Bank Size (—)

Loan Ratio (+)
Capital Adequacy Ratio (+)
Concentration Ratio (—)
Bank Stability (+)
Inflation (+)

Gross Domestic Product (+)

Adesina (2021)

400 commercial banks in Africa

2005-2015

Fixed and
Systemic GMM

Non-Interest Income (—)
Human Capital Efficiency (+)
Capital Adequacy Ratio (—)
Liquidity (+)
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Table Al. Cont.

Study

Coverage

Sample Period

Method

Summary of Main Findings

Ayhan and Toufaili (2021)

13 banks in Lebanon

2008-2019

GMM

Remittances (+)
Capital Adequacy Ratio (+)

Jeris (2021)

27 banks in Bangladesh

2014-2018

Fixed Effect

Bank Size (+)
Cost-to-Income Ratio (n.f.)
Capital Adequacy Ratio (+)

Loan Ratio (n.f.)
Deposit Ratio (+)
Loan Loss Provisions (n.f.)
Concentration Ratio (—)
Gross Domestic Product (—)
Inflation (n.f.)

Collaku and Aliu (2021)

109 commercial banks in Kosovo

2010-2019

OLS

Non-Performing Loans (—)
Liquidity Risk (—)
Bank Size (+)

Krishna et al. (2021)

7 banks in Fiji

2001-2019

Fixed Effect

Liquidity Ratio (n.f.)
Asset Quality (n.f.)
Bank Size (+)
Management Efficiency (n.f.)
Credit Risk (n.f.)

Gross Domestic Product (n.f.)
Inflation Rate (—)
Exchange Rate (+)
Money Supply (n.f.)
Quality of Regulation (n.f.)

Ali et al. (2022)

21 banks in India

2005-2018

Fixed Effect

Capital Adequacy Ratio (+)
Basel Norms (+)
Bank Size (+)

Credit Risk (—)
Liquidity Risk (—)
Productivity (+)

Cost Efficiency (+)
Non-Interest Income (+)
Gross Domestic Product (+)
Inflation (+)
Financial Crisis (—)

Isayas (2022)

14 banks in Ethiopia

2008-2019

GMM

Bank Size (+)
Liquidity Ratio (+)
Asset Tangibility (+)
Capital Adequacy Ratio (+)
Leverage (+)

GDP (+)

Firm’s Age (—)
Inflation (n.f.)

Karim et al. (2022)

25 commercial banks in
Bangladesh

2010-2021

OLS

Non-Performing Loans (—)
Liquidity (n.f.)
Bank Size (—)

Rifansa and Pulungan (2022)

IV bank listed on the Indonesia

Stock Exchange (IDX)

20162020

OLS

Capital Adequacy Ratio (+)
Non-Performing Loans (—)
Loans (+)
Operational Costs (—)

Yakubu and Bunyaminu
(2022)

40 banks in sub-Saharan Africa

2008-2016

GMM

Financial Globalization (—)
Trade Globalization (—)
Bank Size (+)

Gross Domestic Product (+)
Inflation (+)

Abel et al. (2023)

15 banks in Zimbabwe

2009-2019

ARDL

Non-Performing Loans (—)
Bank Size (+)
Capital Adequacy Ratio (+)
Concentration Ratio (+)
Inflation (—)

Gross Domestic Product (+)

Athari and Bahreini (2023)

29 publicly listed Islamic
banksin Saudi Arabia

2003-2017

OLS, Fixed and
Random

Bank Size (+)
Capital Adequacy Ratio (+)
Asset Quality (+)
Credit Risk (—)
Deposits (+)
Domestic Credit (+)
Gross Domestic Product (—)
Inflation (—)
Governance (+)

Bashiru et al. (2023)

33 developing countries

2000-2017

GMM

Financial Development (—)
Bank stability (+)
Institutional Quality (+)
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Mehzabin et al. (2023)

492 banks in Asia

2004-2018

Fixed Effect

Leverage Ratio (—)

Bank Size (+)

Debt Ratio (+)
Non-Interest Income (+)
Operating Efficiency (+)

Capital Adequacy Ratio (+)
Credit Risk (—)

Theiri and Hadoussa (2023)

12 banks in Tunisia

2010-2020

GMM

Digital Transformation (+)
Bank Size (+)
Capital adequacy Ratio (+)

Notes: (+), (—), and (n.f.) indicate positive, negative, and insignificant effects.

Table A2. Regression results based on ordinary least squares estimation (OLS): Dependent variable is ROA.

Variable Group Variable Model I Model IT Model III Model IV Model V Model VI
Independent Constant —0.024524 —0.028421 —0.011140 —0.013794 —0.071245 —0.048791
Variables (0.018404) (0.016167) (0.010425) (0.021314) (0.04400) (0.024350)
NIM 0.585469 *** 0.578189 *** 0.594061 *** 0.572042 *** 0.579471 *** 0.568051 ***
(0.044677) (0.046302) (0.075198) (0.050514) (0.051718) (0.052075)
NII 0.002388 *** 0.002428 *** 0.002474 *** 0.002478 *** 0.002377 *** 0.002505 ***
(0.000529) (0.000549) (0.00549) (0.000549) (0.000569) (0.000574)
BSIZE 0.000672 * 0.001333 ** 0.001140 * 0.000701 * 0.005021 * 0.0041761 **
(0.000462) (0.001123) (0.000673) (0.003175) (0.003138) (0.002088)
Bank Specific CRISK —0.022484 *** —0.022221 *** —0.023148 *** —0.024587 *** —0.02206 *** —0.021802 ***
(0.002522) (0.001309) (0.002691) (0.004237) (0.002839) (0.002843)
NPL —0.579628 *** —0.586160 *** —0.593314 *** —0.521920 *** —0.525681 *** —0.506717 ***
(0.085465) (0.094205) (0.093195) (0.105941) (0.106277) (0.107228)
CAR 0.000293 * 0.000238 0.000237 0.000343 * 0.000414 * 0.000441 *
(0.000175) (0.000211) (0.000232) (0.000242) (0.000235) (0.000261)
EINDX i 0.000389 * 0.000504 0.000452 * 0.000805 * 0.000378
(0.000216) (0.000644) (0.000662) (0.000473) (0.000391)
o PINDX i —0.000777 —0.000261 —0.000421 —0.000531 —0.00521
Gl"”l'l";z““"" (0.000493) (0.000739) (0.000821) (0.000815) (0.001046)
naex
SINDX ) 0.000691 * 0.000956 ** 0.000191 * 0.000513 * 0.000594 *
(0.000364) (0.000496) (0.000105) (0.000312) (0.000371)
ce i ) —0.003731 —0.000642 —0.005925 —0.000471
(0.006758) (0.000697) (0.007047) (0.007141)
GE i i 0.010273 ** 0.001350 *** 0.013250 0.001032 *
(0.004321) (0.005024) (0.005047) (0.001621)
RL i i —0.010881 —0.001087 —0.011087 —0.013561 *
(0.006164) (0.006561) (0.006581) (0.007093)
Institutional RQ ) ) —0.008451 —0.012381 —0.012794 —0.009634
Variables (0.006677) (0073910) (0.007429) (0.007895)
PS i i 0.008321 * —0.001640 —0.000521 0.009561
(0.004894) (0.008144) (0.008861) (0.011142)
VA i ) 0.007764 *** 0.007151 ** 0.007471 * 0.002655 **
(0.002773) (0.002705) (0.003932) (0.001327)
GDPG ) ) ) 0.000201 *** 0.000182 * 0.000271 *
(0.000402) (0.000107) (0.000143)
Macro
REM i i i 0.000981 ** 0.001012 * 0.001455
(0.000363) (0.000035) (0.002214)
Uncertainty WUI R B B B 0.003435 0.008881
Index (0.004925) (0.007061)
—0.015419 **
COVID - - - - (0.000737)
Structural
Variables GFC _ _ _ B 3)%00%4229535)
Adjusted 0.738491 0.730861 0.744742 0.741947 0.744355 0.745675
R-Squared
Diagnostics DW-Statistic 1.147619 1.144293 1.266 1251571 1.289995 1.315958
Observations 154 154 154 154 154 154

Notes: ***, **, and * indicate statistical significances at 1%, 5%, and 10% levels; (-) contains standard errors. Results
are based on fixed-effect regression method.
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Notes

! The concept of antifragility supersedes resilience and robustness and refers to conditions in which an entity gains through adverse

events (Taleb 2012).
See Table Al (in the Appendix A section) for a summary of the studies on the determinants of bank profitability.

However, the study does not provide a theoretical explanation for the negative association. We argue that it is possible that the
net interest margin is sufficiently low or sufficiently high; hence, it exhibits a non-linear effect. If too low or too high, an NIM can
indicate the mispricing of assets (loans) and liabilities (deposits).

Fiji has seven commercial banks. However, for our analysis, to ensure we have a sufficiently large sample size (2000-2021), we
have excluded BRED Bank from the sample because it started operating from 2012.

For bank profitability, the graph demonstrates bank profitability from 2000 to 2022; however, our empirical estimation sample is
from 2000 to 2021. This is because data on globalization indices are only available up to 2021. FJD 1 can be approximated as
USD 0.45.

The results based on the ordinary least squares method are presented in the Appendix A section (see Table A2) for reference only.

Recently, the country experienced a surge in remittance inflows. In comparison with 2021, in 2022, remittances increased by
25 percent to FJD 1.04 billion (USD 0.52 billion) (Chand 2023).
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