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The aim of this report is to identify the factors influencing financial performances of these banks and make a comparison between conventional and Islamic banks, as well in terms of the contributory factors like capital adequacy, operating efficiency, bank size, GDP growth and profitability measurement aspects such as Return on Equity. The time period considered in this paper, 2012 to 2017 have witnessed many economic, financial and natural catastrophic events like oil crisis, inflationary trends and some specific phenomenon like Brexit. 
After conducting a secondary data analysis, the ultimate findings revealed the current scenario of these banks. In terms of risk taking, as asserted by many scholars, the positioning of Islamic banks were observed to occupy the primary place compared to the conventional banks, because of the latter’s historical background, their knowledge about financial market, their scope of getting access to shareholders and their trust earning capacity from the customers. However, Islamic banks were also started walking in the same pace with conventional ones by taking an emphasis to build good customer-banker relationship. 
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[bookmark: _Toc1720315][bookmark: _Toc2075014]Chapter 1: Introduction
[bookmark: _Toc1720316][bookmark: _Toc2075015]Background of the Study
	Islamic banking is a non-interest banking system that works on the basis of the Sharia law or the Islamic principles. The key principles of this industry are the prohibition of payment of interest by investors or lenders and the sharing of profit and loss. Continuing in the same vein, (Alharbi, 2015) opined, three principals have been observed to govern Islamic finance: Principle of Participation, Principle of Equity and Principle of Ownership. The idea of interest-free based financing has mainly been discussed in the Principle of Participation. However, the prohibition of collecting and paying interest (riba) does not mean that capital cannot be rewarded. Rather, it states that investment return need to be earned in tandem with taking risks, in turn, this ensures that increase in wealth mainly comes from the productive activities (Chokri and Anis, 2018). On the other side, the principle of equity intends to protect the weaker part of the society in a financial transaction. It also prohibits excessive uncertainty as developed from contract ambiguity. According to this principle, the transacting parties must have a moral duty to reveal all the information clearly before making any contract, thus reducing the asymmetry of information. And finally, the principle of ownership validates the idea of asset-based financing of Islamic banks, by creating a link between real economy and finance.
The structure of Islamic banks differs to some extent from conventional banks. The former banking sector works on the two-tier mudârabah and wakalah model, where the first level refers to the contracts signed by the bank and the investment account holder. In other words, in this case, the bank acts as an administrator of funds and the account holder offers capital (Hussain, Shahmoradi and Turk, 2015). On the other hand, the second level refers to the contracts signed between a particular client and bank, and here the client acts as a manager and the bank finances him. The conventional banking system, on the other hand, can be considered as an industry that is based on man-made laws. It is profit-oriented and its purpose is mainly to increase its wealth through interest. 
The major key difference between these two banking structures is in terms of earning income from customers for providing banking services. The source of income in conventional banks depends on the charging fees and interests for services and on the other hand, trading, profit and loss sharing. Using Sharia exchange contracts are the source of income for Islamic banks. The conventional banks operate on the basis of financial laws and regulations of a country unlike the Islamic banks which work on religious principles. Islamic scholars believe that money has limited value (Hawaldar et al., 2017). The relationship between a debtor and creditor is completely different in this type of banking structure as compared to the conventional banking one. Investments in the latter ones are based on the earning fixed amount of income and guaranteed principal. Conversely, the concept is different for Islamic banks as they do not generally provide guaranteed statement on customer’s principal and returns. In other words, in unexpected business failure situations if a particular Islamic bank loses money then it won’t be liable to pay anything to the customers. Thus both these banks are the key players in the economy in the context of capital formation (Suresh and Bardastani, 2016). Considering that the banking system around the world has undergone several turbulent periods, due to economic misbalances in the global economy, and both Islamic and conventional banks are no exception to this downtrend, it is important to obtain information regarding their financial performances. 
[bookmark: _Toc1720317][bookmark: _Toc2075016]Purpose of the Study
The purpose of this research study stems from the challenge to identify the difference between the financial performance of Islamic and conventional banks, using certain financial indicators. Considering that use of financial ratios is most significant to estimate the financial performance, the main aim of this paper is to display the distribution of financial resources of the banking structures. The performance of banks affects all people, whether they are directly or indirectly associated with the banking transactions. Also, stakeholders and investors benefit, by assessing the performance of banks so as to obtain information regarding their decisions on investments (Javaria, 2016). In addition to that, the financial management benefits the banks, by identifying the issues that need to be focused on. At the same time, the depositors and lenders are also helped by knowing whether their money is in a safe place or not. This research comes to a vital step indicating the importance of principles of governances in these financial and economic institutions. This can be done by taking all legal subjects and making all ethical dealings under proper monitoring. 
This research has also carried on its study, keeping in mind that currently the commitment of principles with regards to transparency, accountability, disclosure and responsibility is crucial. That is, in order to ensure the sustainability of the institution in an ever changing environment, this study analysed the difference between these two banking systems. Wirth access to the previous research studies, this paper assesses the concept of impact of capital adequacy, as well to know the differences in the amount of capital a bank retained as compared to its risk, thereby indicating the financial soundness a particular bank (Hossain, 2015). All the conducted analysis in this study shows the findings obtained from the comparison between some selected Islamic and conventional banks. Also, the relationships between the impact of all variables of profitability and financial indicators on the financial performance, have also been discussed in this study to provide a clear picture regarding the subject matter. 
[bookmark: _Toc1720318][bookmark: _Toc2075017]Problem Statement
	The volume of financial assets has increased in the recent times. In fact, despite recessionary trends, it has managed to increase the amount of financial investments. The customers are aware of the service quality of these banks. As a result, this has created a stiff competition, thereby impacting on the financial performance of the banks. The recent progress of Islamic banking activities has witnessed an increase in the number of financial institutions in not only Southeast Asia and Middle East countries, but also in Europe and the USA too. According to a school of thought, a lot of uncertainties are usually faced by the conventional banks and as a result, many nations of the world are considering Islamic banking structure to be well developed as compared to conventional ones. Continuing in the same vein, Hawaldar et al. (2017) argued that Islamic banks can be said to as a strong alternative for the conventional banks. While on the other side, Alden (2015), argued that as Islamic banks are not able to charge fixed returns, irrespective of the operations of their clients, these banking structures are more risky along with volatile returns on their assets. That is to say, these banks are supposed to take more subject matter risk as compared to the conventional banks. 
Moreover, Kabir and Worthington (2013) opined that the Islamic banks have deposits in the form of savings and investment accounts, and they are not obliged to offer any kind of reward to the customers as the return provided by the bank is guaranteed and hence is risk free. On the other hand, in case of investment account, though it gives a higher rate of return, yet only those customers who are willing to take risks select to do transactions in this form. However, Islamic banks do not engage in transaction with people who are risk averse and at the same time want higher return. Also, extra management burden is another factor that put these banks in a disadvantageous position. Particularly in the developing countries, where the business enterprises fail to maintain proper accounts, the problem becomes serious, thereby raising the cost of Islamic banking system. 
However, issues have also not been noticed in case of conventional banks. It has been observed by Sukmana and Febriyati (2016) that as a result of the economic tensions, these banks are not making enough money. This, in turn, has increased the pressure of banks as they are unable to deliver quality service to the customers and hence the conventional banks are failing to meet the needs and wants of the customers. Besides, the increasing competition from financial technology companies is also a problematic factor affecting the financial performance of these bank systems. Further to this, the regulatory pressure of the conventional banking system is a major portion of the discretionary budget which the banks need to spend. Nonetheless, these two banks work together in the same competitive environment, and thus face intense competition in terms of attracting potential customers and maintaining sustainability. Thus, it becomes important to observe the difference between these two banking systems in the context of their financial performance and their capital adequacy. 
[bookmark: _Toc516483361][bookmark: _Toc1720319][bookmark: _Toc2075018]Research Questions
The research questions of this study would be as follows:
·  How internal factors including Operating Efficiency, Bank Size and Financial risk influence the profitability and performance rate of Islamic and Conventional banks?
· What is the difference between the banking systems of Conventional and Islamic structure in terms of financial performance?
· How the effects of financial ratios on productivity differ in Islamic and Conventional banks? 
· What is the difference of financial performance in the context of Capital Adequacy impact in both of the banking systems?
[bookmark: _Toc516483362][bookmark: _Toc1720320][bookmark: _Toc2075019]Research Hypothesis
The following research hypotheses have been formulated on the basis of the research questions discussed above:
· H1:  Internal Factors such as Operating Efficiency, Bank Size and Financial Risk influence significantly on the financial performance of Islamic and Conventional banks 
· H2: Islamic Banking differ noticeably in terms of financial performance compared with Conventional Banking  
· H3: Capital Adequacy impacts significantly on the financial performance of Islamic as well as Conventional banks
[bookmark: _Toc1720321][bookmark: _Toc2075020]Objectives of the Study
The primary aim is to evaluate the financial productivity of both Islamic and Conventional banks depending on financial ratios. The secondary objectives include as follows: 
· To determine the internal factors such as Operating Efficiency, Bank Size and Financial Risk that influence the financial performance of Islamic and Conventional banks 
· To analyze Islamic Banking differ in terms of financial performance compared with Conventional Banking  
· To evaluate the difference of Capital Adequacy impact on the financial performance of Islamic as well as Conventional Banks
[bookmark: _Toc1720322][bookmark: _Toc2075021]Scope of the Study
This study seeks to analyse the differences in the financial performance of Islamic and conventional banking systems, for the past six financial years, 2012 to 2017. On the basis of the performances and findings from the data analysis, if any questions arise they would be answered. For instance, it would be clearly concluded whether Islamic or Conventional banking system has performed better during this time period. In addition to this, the study would also focus on the information regarding the differences in the behaviour of both these banking structures during the Brexit issue. Finding a valid and proper answer to all these questions would not only be useful but also crucial, not only for these banking systems, but also to the global economy as well. Moreover, the study would also highlight the impact of capital adequacy on the financial performance of these two banking systems. 
With the help of certain financial ratios these differences would not only answer the queries regarding the extent off capital formation of these banks, but also would highlight the selection of banks from the perspectives of customers. Furthermore, the study would also determine the difference between the influences of significant internal factors on the financial performance. This study can further be conducted to know the banking feasibility and the differences in the extent of acceptance of the products and services of both these banking systems. Though this study would work considering five banks from each system, for a more descriptive picture, more number of Islamic and conventional financial institutions can be considered. Thus, this study has a wide range of opportunity in the field of further research and studies. 
[bookmark: _Toc1723546][bookmark: _Toc2075022]Chapter 2: Literature Review
The main pillar of economic activities in any country is built on the stability and smooth functions of their banking sectors (Naeem, 2016). It is therefore essential to measure the factors influencing the activities of these organizations.
[bookmark: _Toc1723547][bookmark: _Toc2075023]Internal Factors influencing the Financial Performance of Islamic and Conventional Banks
	External and internal factors both influence the financial performance of an organization be it an Islamic bank or a conventional bank. External factors are those which are beyond the control of the bank management; whereas internal factors are those factors which are under the control of the bank management (Saeed and Izzeldin, 2016). These are also known as bank specific factors. There are various internal factors such as the size of the bank, operating efficiency and financial risk within the banking sector. These factors are found to have a greater influence on the financial performance of both the Islamic as well as the conventional banks. The measurements of economic activities are captured through an indicator, known as Gross Domestic Product (GDP). It takes into account all the produced goods and services that have been contributing to the national income through adding values. Therefore an economy’s financial performances as well as social and environmental performances very much depend upon its GDP measurements. Conversely all these above mentioned activities also add value to improve the growth percentage of GDP.
[bookmark: _Toc1723548][bookmark: _Toc2075024]Impact of GDP on Financial Performances of an Economy
	In today’s global competitive world there are many financial institutions which are affiliated under governments’ regulation and hence the outputs produced by them contribute to the country’s GDP. Due to the variation of GDP each year in an economy, there has been seen many ups and downs in the performances of financial institutions including conventional and private sector banks. The evidence of positive performances of commercial banks in China has been found as a result of positive per capita GDP effect on these banking institutions (Girard, Nolan and Pondillo, 2010). Similarly, when the performance of Greek banks has been examined, the annual change in GDP was considered as an external determinant impacting on these banks in the period of 1990-2002. GDP is basically one of the macroeconomic variables which affect the profitability of a bank, through influencing the demand for banking assets, and this is uncontrollable by the banking authorities. This is because the lower the growth in GDP, the more the credit demand such as loans, subsidies from which banks could earn profits will decline (Ongore and Kusa, 2013). A positive growth in GDP would make the business cycle such that the demand for credit facilities is high among the business leaders and multi-national as well as small-to-medium company owners. Since both GDP and financial performances facilitate and enhance the economic development of a nation, it is therefore vital to understand the mutual dependency of these two factors. To do this, it is important to keep observing the variability in money market, interest rate, capital markets both domestic and international and all the common key factors in that can affect both of GDP and financial performances.
While most of the scholars have ascribed much importance to GDP as an external contributing factor to the performances of banking institutions, some of the researchers, like Kanwal and Nadeem (2013), believe that GDP has zero impact on banking activities. However, it is a matter of debate whether to put weight on GDP when examining the financial activities of an economy. Even if GDP is crucial in terms of asset returns and inflation rate, then the degree of importance that should be given to detect the impact of the operating factors on banks is required to estimate carefully. Also, the solution measurements must be considered in order to remove all the restrictions that constraints the performances of banks.
[bookmark: _Toc1723549][bookmark: _Toc2075025]Operating Efficiency
	Operating efficiency is said to be the percentage measure of the ability to generate sales revenue and controll costs. It can be measured as Operating Expenses/Total Asset. It is said that there is a negative relation between operational cost and the performance of the bank. If the banks increase their lending it leads to a decrease in its production cost, thus leading to an increase in the bank’s performance.  According to a comparative performance analysis performed by Unal et al. (2007) between the private commercial banks and the Turkish state- owned ones, it was observed that net profit assets efficiencies, comparative to total employment and total number of branches, were utilized for measuring the operating efficiency. It was revealed that both state-owned banks as well as the private banks are equally efficient (Girard, Nolan and Pondillo, 2010) (Al- Tamimi and Hussein, 2010). In the words of Tabas, Yahya and Akhtar (2017), operating efficiency seem to act as an alternative to the financial performance for both Islamic and conventional banks. It has been found that compared to the conventional banks, there is a higher operating efficiency in the Islamic banks. Another study by Hawaldar et al. (2017) reflected that the operating efficiency is higher in wholesale Islamic as well as conventional banks in comparison to the retail banks.
[bookmark: _Toc1723550][bookmark: _Toc2075026]Bank Size
	The size of the bank also acts as a determinant factor that influences the financial performance of both conventional as well as Islamic banks. In the view of (Al- Tamimi and Hussein, 2010), bank size is one of the chief determinants for the performance of the bank. The study revealed that there exists a positive relationship between the performance of the banks and bank size, as an increase in the size of the banking firm makes cost reduction possible and thus, enhances the performance level. This is based on the economies of scale theory. Large banks give a higher return as they have more resources to deploy the funds of their depositors. This leads to improvement of performance. Some studies have also concluded that if the size of the bank happens to be extremely large, it might have a negative effect on the performance of the bank, as larger banks can be affected by inertia, bureaucracy, rigidities, etc. which might create hindrances in their growth. It has also been found in another study that, compared to the conventional banks, the bank size is higher in the Islamic banks (Tabas, Yahya and Akhtar, 2017). Therefore, in the context of size of total assets in the form of assets (liquid and reserve) and liability both, the size of bank matters to the market, investors and common people to be specific while choosing between Conventional and Islamic banks for their uses. 
[bookmark: _Toc1723551][bookmark: _Toc2075027]Financial Risk
A risk is said to be a situation which involves exposure to danger and thus financial risk is yet another internal factor that creates an impact on the financial performances of the various banks. Financial risk serves as an umbrella term for the risks which are associated with financing. It arises from the losses that occur in financial markets because of the movements in financial variables and are caused due to variation in currency exchange rates, interest rates, market price variation and others (Wanjohi, Wanjohi and Ndambiri, 2017). According to Girard, Nolan and Pondillo (2010), the financial risks comprise of the majority of the information about the expected returns in the developed market and that there are five factors which help in measuring its dimensions. In the view of Wanjohi, Wanjohi and Ndambiri(2017), the Kenyan commercial banks outline liquidity risk, credit risk, interest rate risk, market risk and risk associated with foreign exchange as the chief types of financial risks that are faced by them. The main source of revenue for the banks is the loan that they lend to people, but these loans are exposed to risk if the borrower is not able to pay its interest and principal amount on time. This hampers the performance of the banks and decreases its profitability. 
Liquidity risk is when the banks give away the money deposited by depositors as loans to borrowers, but is not able to convert its assets into cash as and when required back by depositors. The bank which maintains a sufficient amount of liquidity is likely to perform better than the one having a lower liquidity, as lower liquidity means higher amount of risk. As the commercial banks are a part of the risk business, financial risk management has grown to become a significant key function in operations related to banking. As per Hanif, (2014) various tools and techniques have been developed to keep the financial risk to a minimum, so that the financial performance of the bank is not disturbed. 
Impact of Financial Risks on Dependable Variables
	Risk and return are two dependable factors on each other, indicating change in one will eventually change the other and vice versa (Wanjohi, et al., 2017). Because of this positive co-relation between these two factors, it is essential to analyse how they get affected by each other, in order to take effective financial decisions so that risks can be eliminated as much as possible. As previously mentioned, financial risk comprises of a variety of risk measurements in different fields of a money market rather an economy. Return on Equity (ROE) is one of the major indicators of performance volatility for a particular time period in any financial institution, such as a bank. ROE calculates the profits a bank has earned during a financial year, by effectively using the liabilities attributed by the shareholders of the bank. Both these key factors depend solely on the willingness of the bank to take risks; the more of a risk a bank is willing to take, the more profit it can earn by effectively using those factors (assets and liabilities). As a business process, commercial banks must have proper management to minimize the costs that are inherited, in order to survive in a competitive world through absorbing these potential costs and approaching a turnover (Mutuku, 2016). 
[bookmark: _Toc1723552][bookmark: _Toc2075028]Comparison of Islamic and Conventional Banking Framework
	The framework of both the banks considered for this study varies to a greater extent. The Conventional banks utilise a combination of debt and equity and expect a fixed percentage of interest from the debt, while providing funding to any internal as well external project.  However, the operations of the Islamic banking structure are based on the principles of laws associated with Islamic culture. This system does not permit debt creation through the transaction of assets, as it recommends the sharing of ownership in the field of investment. Taking this line of research a bit deeper, as per the view of Onakoya and Onakoya (2013), the broad objective of this type of banking system is mitigating the unethical approaches prohibited mainly in the Islam religion. As the infrastructure of these banks forbids investment in alcohol, tobacco, entertainment and others, the scope of investment also gets reduced. Because of this precise characteristic of the Islamic banks prohibiting the use of interest, there were many segments of society who was sceptical that this interest-free banking would not survive for long. Despite all these scepticism, Islamic banks are growing at a fast pace in the finance industry. 
Another thing to consider is that an interest-free banking does not at mean the bank doesn’t generate revenues. It is on the contrary a more secure and stable banking alternative. Now the question arises is if they do run on interest-free banking, then how do they generate profit? The answer to this is. Islamic banks are involved in receiving fees and commissions for the services being provided by them. The banks are the participant in a profit/loss sharing contract with their clients and this contract protects them.  According to Sillah and Harrathi (2015), the growth of this particular bank has been aroused by the implementation of modern products in order to generate more customer satisfaction. On the other hand, under Conventional banking infrastructure, present money is traded against future money. As Ibrahim (2015) suggested, unlike Islamic banks, large speculative transactions results into a considerable source of instability in conventional banks. Islamic banks are seen to utilise the money income to the situations of loss generated from the activities that are usually shared according to the agreement. The differences are pointed below:
	Conventional Bank
	Islamic Bank

	Money is considered to be the core product besides being the medium of exchange and store of value in a conventional banking system.
	The core product in an Islamic banking system is the Real asset. Money only holds the role of a medium of exchange.

	The conventional bank charges interest even in case if it suffers losses as there is no concept such as sharing the losses.
	In Islamic banking when there are losses it is shared.


	Interest is charged on capital and time value is the basis on which interest is calculated in case of conventional banking.
	As per Waemustafa, and Sukri (2016), this is not the same with Islamic system as the basis for earning profit is the profit earned on the exchange of goods and services.


	In conventional type, in the money market the expanded money is not backed with real assets thus resulting in deficit financing.
	There is no expansion of money in the Islamic type thus balance budget is its outcome.

	In conventional banking, the banks do not undergo an agreement for the exchange of goods and services while disbursing cash finance, running finance or working capital finance.
	According to Karim et al. (2014) the opposite of this happens in the Islamic banking where while disbursing funds the execution of an agreement for the exchange of goods and services is a must.


	Since there is no existence of goods and services while disbursing loan, this leads to the expansion of money and thus creation of inflation takes place in a conventional system.
	Since there is an existence of goods and services thus there is no expansion of money, no inflation is generally created in Islamic system.

	Inflation leads to an increase in the price of the goods and services which makes the goods and services costlier in the conventional mechanism.
	On the contrary, since there is proper control over inflation in the Islamic mechanism of banking, the entrepreneur does not charge any extra price on the goods and services.


	A disadvantage in the conventional banking is that if the borrower is unable to pay his loan back, the loan declared a non performing loan and then written off which becomes a loss for the bank (Khediri et al. 2015).
	If a project fails in the Islamic system, the management of such an organization can be handed over to a better management team.


	There is no real growth of money in a conventional banking system as the money is only in a few hands.
	In the Islamic system there is a real growth of wealth of the people. The society also grows as a whole. The ownership goes into a lot of hands. One can see the multiplier effect working.




It has been argued by Meero (2015) that the Islamic banking system structure of is considered to be better to that of the Conventional ones due to their difference in priorities. The former banks prioritise more on the social as well as economic advancement of the citizens, instead of focusing only on the financial growth of the banks. Continuing in the same vein, Onakoya and Onakoya (2013), stated that while Conventional banks do not buy fixed capital assets, unless for high emergency crisis situations that could harm the purpose of the banks by limiting their services. On the other hand, the Islamic banking structure develops the financial processes by getting interconnected with capital assets and commodities supervising methods.
[bookmark: _Toc516483366][bookmark: _Toc1723553][bookmark: _Toc2075029]Reviewing Islamic and Conventional Banking Performance
	Pradhan and Shrestha (2016) revealed that there is non-linear association between profitability and liquid asset ratios by evaluating the relationship of these two factors for a number of the U.S and Canadian banks and. Liquid asset implicates the availability of funds in financial crisis situations like providing loans to the business or personal investors. On the other side profitability of a bank depends on the financial performances which also include the degree of liquid asset reserves available in the bank. This non-linear association arises due to the negative co-relation between ROE and liquidity ratio, indicating as the degree of liquidity increases, the ROE falls. As per view of Yakobi and Ngcamu (2016), the significance of global financial crisis in both types of banks can be recognised in terms of similar realisations, that is an adverse effect on profitability and liquidity ratios. Continuing in the same vein, Alkhazaleh (2017) argued that there must be a positive correlation between bank size and return on assets, for both Conventional as well as Islamic banks. Many studies have been conducted to evaluate the performance of both, the conventional banks and Islamic banks on the grounds of the size of the bank and financial ratios such as profitability ratios, efficiency ratios, risk and solvency ratios, liquidity ratios, asset quality ratios and others. These ratios have been considered as important tools for analysing the performance of the banks. However, while conducting comparative studies, several research works showed that the Islamic banking structure is more profitable than Conventional banks in terms of risk taking measurements. 
Comparing five of both these types of banks in Pakistan from 2005-2009, Ansari and Khalil-ur-Rehman (2011) argued that the performance of Islamic banks are much superior, owing to the fact that this type of banks could increase their market shares as compared to that of the Conventional banks. As opined by Zaheer and Jamil (2016), the longer historical background gives the conventional banks the power of domination in financial sector in terms of large asset share compared to Islamic Banks. Some scholars argued that, the macro-economic factors like inflation, assets, loans, market capitalization and other factors are mainly bank-specific which impact profitability through ROA and ROE. Salman (2012) found that the Islamic banking industry is growing at a decent pace and competing with the conventional banking system, in a critical analysis of the Islamic system of banking based in Pakistan, but instead of using a debt based mode of financing the Islamic banking system should start making use of equity based mode of financing. M. S. Moin (2008) conducted a study by comparing the performance of Pakistan’s first Islamic Bank named Meezan Bank Limited (MBL) with 5 conventional banks. The comparison was based on calculating the profitability, risk, liquidity and efficiency of these banks with the help of financial ratios. He summarized his study by saying that conventional banks were more profitable but the Islamic banks were getting near the conventional banks in terms of profitability. He also quoted that conventional banks are more exposed to risk and less solvent than the Islamic banks, due to high profitability. Moin (2008), also pointed out that Islamic banking could improve and perform far better with the passage of time, by managing its operational expenses wisely, making good returns on its assets allotted and satisfying its shareholders and investors by offering them competitive or better results than the conventional banks. He also said that the results do not show any significant difference between the two banks in terms of their liquidity is concerned. However, the empirical findings of Hossain (2015) and Hamid and Azmi (2011) indicated no such significant difference has been found between these interest- based banks and interest- free banks in the context of profitability. Nevertheless, a disparity has been observed with respect to liquidity and credit performance among the two types of bank. Drawing a certain conclusion to the financial progress of both these banks would not be entirely possible, but considering empirical studies is essential because of the quality, integrity and accuracy of the data. Because based on the reliability of these data future research designs can be estimated. 
[bookmark: _Toc1723554][bookmark: _Toc2075030]Difference between Islamic and Conventional banks in the Context of Financial Ratio Impact on Productivity
Financial Performance of bank is of importance for not only its investors, creditors and managers but also for the people and Government authority. This financial performance valuation gained more attention after the 2008 Crisis where the economies of many countries had to face a great recession because of the bank’s bad performance. As per Zarrouk et al. (2016) both qualitative and quantitative method and techniques can be used to measure a bank’s performance. Among the various tools and techniques being provided by financial management theories, financial ratios are the most commonly used ones. The financial ratios are sub categorized into four general categories: Profitability Ratios, Efficiency Ratios, Liquidity Ratios and Risk Ratios.
I. Profitability Ratios: Profitability Ratio measures and evaluates a company’s ability to generate profit (income) in relation with all its expenses and other cost incurred during a period of time.
i) Return on Equity (ROE) – How can the bank generate profit with the money invested by its shareholder is determined under this ratio (Johnes et al. 2015). Profit after Tax/ Equity Capital. The higher the value represents the higher financial performance.
ii) Profit to Total Expenses (PER) - The profitability of the firm in relation to its expenses is indicated by this ratio. Profit after Tax/ Total Expense. A high value indicates that a bank can make a high profit with the expenses incurred.
II. Efficiency Ratios: Efficiency Ratio measure the productivity of a bank as in how effectively and efficiently the bank is managing its assets to generate the highest returns possible. 
i) Asset Utilization Ratio (AU) – As the name says, it measures how efficiently the bank utilizes its assets. Total Revenue/ Total Asset. The higher the value the higher is the productivity of the firm.
ii) Operating Efficiency Ratio (OE) – This ratio represents how well a firm can use its assets and revenues and minimize the expenses. In the view of Rahman, and Banna (2016) total Operating Expenses/ Total Operating Revenue. A lower OE ratio means the operating expenses are lesser than the operating revenue.
III. Liquidity Ratios: How quickly is the bank able to convert its assets into cash for meeting the needs of the depositors and borrowers is determined by the liquidity ratio.
i) Cash Deposit Ratio (CDR) – Cash/Deposit. A higher CDR means a bank has relatively more liquidity and depositors are likely to trust such a bank.
ii) Loan Deposit Ratio (LDR) – Loan/Deposit. A higher LDR indicates that the bank has given an excessive loan. In this case a lower ratio is preferred as more loans expose the bank to higher risk if the loans are not repaid.
iii) Current Asset Ratio (CAR) – Current Asset Ratio means the holding of current asset in total assets of the bank. Current asset/Total asset. A lower CAR is not recommended as it means the funds are blocked in assets which are long term in nature (Yakobi, and Ngcamu, 2016).
IV. Risk Ratios: Solvency and Risk Ratios helps the bank determine whether it will be able to meet its requirement in the long run or not.
i) Debt Equity Ratio (DER) – DER indicates the proportion of total liability that the bank owns to its shareholders. Debt/ Shareholder Capital. A lower DER is what shareholders of a bank would prefer.
ii) Debt to total Asset Ratio (DTAR)–The financial strength of a bank to pay its debtors is represented by this ratio. Debt/Total Asset. A bank is involved in more risky projects if the DTAR is on the higher side.
iii) Equity Multiplier (EM) – Total Assets/Share capital. The EM Ratio is used to measure the bank’s total assets relative to shareholders capital. If the EM is higher it means that the bank has more debt to finance its assets than using its equity. As per Saraç and Zeren (2015) this happens to be of greater risk to the bank.
In this section, I will discuss the financial performance of Islamic and Conventional Banks in Jordan as an example. The period used for analysis is from 2009-2013. The ROE of Islamic banks was higher than that of conventional banks. The conclusion drawn here is the conventional banks have higher profitability ratios than those of Islamic Banks. According to Karim et al. (2018) in case to Liquidity Ratio, the Islamic banks can be said to have more liquidity than the conventional banks as the CDR, CAR were both high of the Islamic banks. Although the DER and DTAR for Islamic banks kept on increasing during the research period but were always lower than the DER and DTAR for conventional banks meaning the conventional bank were more prone to risk. During the time period of the study, AU of the conventional banks was constantly higher than the Islamic banks and the OE was higher on the Islamic bank’s side which shows that the conventional banks were more efficient than the Islamic banks (Salih et al. 2018).
[bookmark: _Toc1723555][bookmark: _Toc2075031]Impact of Capital Adequacy on the performance of both Islamic and Conventional banking systems
Capital adequacy is the amount of finance that a bank needs to keep with itself, in order to regulate its financial functions. This is usually done in order to curb or handle any type of crisis. It plays a huge role in the working of both Islamic as well as conventional banks. This is because it ensures that both Islamic as well as conventional bank have an adequate amount of funds with them, in order to handle any sort of unexpected losses or incident. This is a serious issue which is has been going on for years and is of high importance, especially in Islamic banking. This is because the incidents and experiences of the financial crisis have taken a serious hike in the recent time. 
This has led to a loss of finance to the suppliers of funds such as shareholders, depositors etc. who invest a lot of their time and money in it (Iqbal, and Molyneux, 2016). This is a huge cause of wastage of resources in both the cases causing more harm to the banks. As capital is the core of any banking function, any deficiency or issue in this can harm the growth of the nation. Bank needs capital in order to have some liquidity with one. The ratio of total equity with regard to total assets is used for capital adequacy in both Islamic and conventional banks. The source of capital for both Islamic and conventional banks is different. The activities of both of them are not similar and therefore maintaining a capital adequacy may not be fruitful in all the cases.  
A major impact of capital adequacy is the inefficient management that is present in both Islamic as well as conventional banks. In the view of Wanjohi et al. (2017) the bank lending capacity is also highly affected by this factor. As the lender keeps a lot of information secret from the bank it can lead to chances where the bank is not aware of the ways the finance would be used by the lender which may be against the principles of the bank. Another impact is the risk of bank failure. As the information is kept secretive from the bank a lot of economists are showing more and more interest to manage the financial system of both Islamic as well as conventional banks. A lot of data is available when it comes to the conventional bank in this regard but it is the Islamic bank and its impact that needs further study. It is found that the Islamic As per Mollah, and Zaman (2015) bank had to face a lot of issues in their working with regard to the capital adequacy. This is because the same set of rules applies to both Islamic and conventional bank which is not favourable in all cases. As different bank have different capacity, maintaining the same level of capital level for both Islamic and conventional banks, act as a hindrance to their growth and development plans. It is also seen that there seems to be a negative relationship between the Islamic bank capital and the profitability available to them. Their capital ratio is quite lower at times which help them gain more revenue as compared to the conventional banks. This is an impact because of the capital adequacy. 
This is because capital adequacy has a huge impact on the profitability of the bank. It is said that higher the capital adequacy, the lower the profitability of the bank which may be the case with the conventional banks, especially that of Malaysia. As per Johnes et al. (2014) another impact of capital adequacy on the banks is the availability of funds to them. It is found that the Islamic banks that has high adequacy ratio with them are able to receive or acquire funds at a cheaper rate with again helps in its profitability. This is the reason for such great performance of Islamic banks in Malaysia. The case with the conventional banks is not the same. 
Capital adequacy has a huge impact on the risk associated with the transactions of the bank. As an Islamic bank deals into many transactions that are not with the motive of earning money, this opens the bank to a lot of risks which affects the performance of the bank. In the case of conventional banks, they look into each and every activity very carefully before entering into transactions, which saves them from a lot of risks, which in turn affects their profitability in a positive way (Waemustafa, and Sukri, 2015). Thus, it can be said that capital adequacy has both positive and negative impact on the financial performance of the Islamic and conventional bank.
The methods to analyse the impact of internal factors on financial risks taken in the referencing journals are mentioned below. The below table has shown the type of techniques taken by many scholars and their consecutive results in the place during a specific time period.
	Journal/ Report
	Author
	Technique Type
	Time
	Place (Market/Country)
	Outcome

	Global Journal of Business Research
	Hussein A. Hassan Al-Tamimi
	A Regression Model with Two Dependable Variables and A Multi-Collinearly Test
	1996-2008
	UAE
	Positive on Both Banking Performance

	2nd International Conference on Economics, Business and Management,
	Ansari, S. and Khalil-ur-Rehman
	Regression Model with Explained and Explanatory Variable, Descriptive Statistics, Co-relation Matrix, F-statistic
	2005-2009
	Pakistan
	Positive on ROE in Pakistani Banks, Negative on Conventional Banks (CB)

	Global Journal of Business Research
	Girard, E., Nolan, J. and Pondillo, T.
	Descriptive Statistics, Kaiser-Meyer-Olkin test, Barlett test of sphericity, VARIMAX rotation, Weighted Least Square Regression method
	1986-2006
	Emerging Markets including Stock Market, Firms and Commercial Banks
	Bank stocks with low duration gap outperform bank stock with high duration gap

	International Journal of Economics and Management Sciences
	Hamid, M. and Azmi, S.
	DAE including ESOP, ROAE, Ooi, CTI
	2010-2014
	Malaysia
	Inefficient result

	ASRJETS
	Hawaldar, I.T., Rahiman, H.U., Rajesha, T.M. and KR, N.K
	Income and Cost Efficiency through Linear Trend Model, Data Analysis through SPSS and Excel
	2009-2013
	Bahrain
	Cost to income ratio, Operating efficiency, asset utilization is higher in CB

	SSRN Electronic Journal
	Hossain, M.
	Analysis of Variance (ANOVA)
	2008-2012
	Bangladesh
	No difference in terms of ROA, ROE but difference in years

	Pacific-Basin Finance Journal
	Ibrahim, M.
	Qualitative and Descriptive
	2010-2014
	Islamic banking & Islamic Capital market
	Positive on ROA and ROE

	Thirty years of Islamic banking
	Iqbal, M. and Molyneux, P.
	Financial Ratio Analysis (FRA)
	2005
	Saudi Arabia
	Positive results on CB

	Journal of Economic Behavior & Organization
	Johnes, J., Izzeldin, M. and Pappas, V.
	Data Envelopment Analysis, Meta Frontier Analysis (Different types of efficiency based analysis)
	2004-2009
	Islamic Banking Sector
	Same efficiency level in terms of gross efficiency in both IB & CB, higher on net efficiency, lower on type efficiency

	University of Huddersfield Repository
	Johnes, J., Izzeldin, M. and Pappas, V.
	FRA, Data Envelopment Analysis
	2006-2012
	GCC countries
	Using FRA shows IB is better in performance than CB in terms of capital adequacy

	European Journal of Business and Social Sciences
	Kanwal, S. and Nadeem, M
	Pooled Ordinary Least Square Method
	2001-2011
	Pakistan
	Insignificant positive impact on ROA, insignificant negative effect on ROE along with a strong positive relation with real interest rate and ROA, ROE

	Pacific-Basin Finance Journal
	Karim, M.A., Hassan, M.K., Hassan, T. and Mohamad, S
	Quantitative (Capital Crunch Hypothesis)
	1999-2009
	Organization of Islamic Conference (OIC) countries
	CAR, deposit and loan growth are positive for both IBs and CBs.

	the 2nd Advances in Business Research International Conference
	Karim, N.A., Alhabshi, S.M.S.J., Kassim, S. and Haron, R.
	Bank's stability measurement through Z-score and CAMELS. After calculation the variables are ranked by introducing the average of total ranking for all variables
	1999-2015
	Malaysia
	Favorable in overall average bank stability score, sensitivity to market risk, asset quality, earning and proﬁtability, but local conventional banks are recorded favorable ranking in liquidity

	Research in International Business and Finance
	Khediri, K.B., Charfeddine, L. and Youssef, S.B.
	Linear discriminate analysis, Logistic regression, Tree of classification and Neural network
	2003-2010
	GCC countries
	IBs are more profitable, liquid, better capitalized, hold lower credit risk but less involvement in off-sheet activities than CBs

	The Effect of Risk Management in Kenya
	Mutuku, C.
	Regression Analysis, Co-relation Analysis
	2011-2015
	Kenya
	Negative effect of capital adequacy on financial performance

	International Journal of Economics and Financial Issues
	Ongore, V., & Kusa, G.
	Linear Multiple Regression Model and Generalized Least Square method on panel data to estimate the parameters
	2009-2014
	Kenya
	Insignificant performances of CBs and insignificant effects of macroeconomic factors on the activity performances of these banks

	Journal of Business and Technology
	Rahman, M.L. and Banna, S.H.
	Quantitative Analysis of Secondary Data
	2007-2012
	Dhaka
	Positive on ROA and ROE in CBS

	Journal of Economic Behavior & Organization
	Saeed, M. and Izzeldin, M.
	Stochastic Frontier Approach and distance to default (Merton's model) followed by Panel Vector Auto Regression
	2002-2010
	GCC and Non-GCC Countries
	the relationship between profit efficiency and default risk for CBs and for the GCC is such that a decrease in default risk is associated with lower efficiency levels

	International Journal of Finance & Economics
	Salih, A., Ghecham, M.A. and Al‐Barghouthi, S.
	Linear Regression Model
	2006-2012
	Gulf Corporation Council Region
	Performance based sustainability is better for CBs than IBs

	Applied Economics
	Saraç, M. and Zeren, F.
	Co-integration tests with multiple breaks and frequency domain causality test
	2007-2014
	Turkey
	A high co-integration between CBs and three Participation Banks in terms of TDRs (Term Deposit Rates) while in one PB there were no co-integration

	International Journal of Financial Research
	Sillah, B. and Harrathi, N.
	DEA
	2006-2012
	GCC Countries
	Under constant return to scale assumption no evidence was found for the efficiency difference in CBs & IBs

	Banks and Bank System
	Unal, Seyfettin, Aktas,Rafet, Acikaline, Sezgin
	Comparative performance analysis
	1997-2006
	Turkey
	Findings showed that Private Banks are as efficient as State Banks

	International Journal of Economics and Financial Issues
	Waemustafa, W. and Sukri, S.
	Multivariate Regression Analysis
	2000-2010
	Malaysia
	Significance of contracts and regulatory capital in terms of credit risk in IBs while the significant factor promoting credit risk in CBs are debt-to-total asset ratio, bank size, liquidity etc.

	International Journal of Finance and Banking Research
	Wanjohi, S. M., Wanjohi, J.G., and Ndambiri, J. M.
	Multiple Regression Analysis on Primary Survey Data
	2008-2012
	Kenya
	Positive co-relation between ROA and financial risks

	Banks and Bank Systems
	Yakobi, K. and Ngcamu, B.
	Software Analysis through SPSS
	2010-2015
	South Africa
	Positive effect of social media on promoting business of commercial banks

	International Journal of Islamic and Middle Eastern Finance and Management
	Zarrouk, H., Ben Jedidia, K. and Moualhi, M.
	Dynamic Panel Data Model
	1994-2012
	MENA region
	Better performances of IBs in the presence of high investment and GDP

	Journal of Business and Financial Affairs
	Naeem B.
	ANOVA, CAMEL Model
	2008-2015
	Pakistan
	Internal factors such as Capital Adequacy, Resource quality has significant effect on ROA, ROE



[bookmark: _Toc1740143][bookmark: _Toc2075032]Chapter 3: Research Methodology
[bookmark: _Toc1740144][bookmark: _Toc2075033]Introduction
The objective of this research study is to examine the financial performance of selected regional Islamic banks, mostly from Gulf States and international Conventional banks, and the possible internal and macroeconomic factors affecting their performance. This chapter presents the research philosophy, strategy and design, Data sample and collection, analysis techniques, definition of variables used and model specification.
[bookmark: _Toc1740145][bookmark: _Toc2075034]Research Philosophy
The philosophical framework guides how research is conducted on the basis of people’s assumptions in relation to the nature of knowledge and the world (Collins & Hussey, 2009). For the purpose of this research work, the two important research philosophical frameworks which are related to business projects are positivism and interpretive (Burns & Burns, 2008). These two frameworks are considered below.
[bookmark: _Toc1740146][bookmark: _Toc2075035]Positivism
According to Collins & Hussey(2009), the posivitist assumes that social reality is objective, and that an act of investigation does not affect it, this is because it is based on the assumption that research is conducted under the natural scientific methods and natural science. Most business research projects are based on the positivist assumption due to its scientific quantitative nature (Burns & Burns, 2008). This scientific method allows this quantitative data to be modelled so that relationships can be identified.
[bookmark: _Toc1740147][bookmark: _Toc2075036]Interpretivism
Burns & Burns(2008) explain interpretivism doctrine as a socially constructed reality with subjective evaluation and meaningfulness of experience for the individual, and because it is a subjective world, people experience this social reality in different ways. The interpretivism philosophy is multiple, subjective and qualitative in nature, these features mean it is likely to be influenced by an act of investigation (Collins & Hussey, 2009).
This research will be based on the philosophical assumption which reflects the beliefs of the researcher, in line with existing literature, and which relates to the research problem and topic area. The positivist philosophy will be adopted for this studies because of its specific features, such as its precise measures and the use of quantitative data which align well with the objective of this studies. This enables the use of measurable data to identify theories on the basis of empirical study, rather than the qualitative data of interpretivist assumption.
[bookmark: _Toc1740148][bookmark: _Toc2075037]Research Approach
Approach to business research may take the form of inductive or deductive processes. Burns & Burns (2008) describe inductive approach as that which starts from data, followed by analysis that produces explanations or finds pattern to help established theories. This indicates a bottom-up process, as well as an approach with the characteristics of qualitative studies and interpretivist assumptions. Deductive approach on the other hand, starts with a theory, to establish testable hypotheses and use the result to determine whether the initial theory is supported or rejected (Burns & Burns, 2008). This is a top-down approach which reflect quantitative studies and positivist philosophical assumption.
On the basis of the above definitions, a deductive approach was considered more appropriate for this study as it follows the positivist philosophy, and was therefore adopted. 
[bookmark: _Toc1740149][bookmark: _Toc2075038]Research Strategy
According to Open University (2018), research strategy sets out the main components of a research project, such as the research methods, design, data, and how they will be implemented to achieve the research objectives. Quantitative research method was adopted for these studies to enable the use of measurable variables that reflect the positivist philosophy and to be in line with existing studies. Secondary data has been selected for this research study, and the justification for this choice of data and study design are explained in detail in the latter two sections.
[bookmark: _Toc1740150][bookmark: _Toc2075039]Research design
It is important for a chosen research design for a particular study to reflect the philosophical framework which the research is based on (Collins & Hussey, 2009). Therefore, the research designs that are associated with positivist philosophy are Experimental, Survey, cross-sectional and Longitudinal designs. Each of these designs are discussed below in more detail.
[bookmark: _Toc1740151][bookmark: _Toc2075040]Experimental studies
Experimental studies are designed to examine the relationship between variables in an environment that allows the independent variable to be deliberately manipulated to give the researcher the benefits of observing the impacts of this manipulation on the dependent variable (Collins & Hussey, 2009). Experimental design provides the key advantage of allowing the researcher to control the independent variables to identify causal relationship between the variables. However, this design may be cost and time consuming especially in most business research projects where timing is very important.
[bookmark: _Toc1740152][bookmark: _Toc2075041]Survey studies
A survey study aimed at obtaining sample based primary and/or secondary data, through questionnaire or interview so   that the findings can be generalised to the entire population (Collins & Hussey, 2009). This study is more qualitative in nature rather than quantitative. Survey requires significant amount of time to carry out interviews and questionnaires, therefore it may not be recommended where there is only limited resources available for a research project.
[bookmark: _Toc1740153][bookmark: _Toc2075042]Cross-sectional studies
Under cross-sectional design research data, usually of quantitative nature, is gathered from multiple sources but at one point in time, relating to several variables, which are studied to establish patterns of association (Bryman & Bell, 2011). Cross-sectional design is generally used in obtaining data which is readily available, in which case; it is likely to be secondary data. This design is time and cost effective as data is only gathered at once and within a short period of time. However, this also means the results may not give detailed explanation of the correlation as the data was not collected or monitored over a longer period of time.
[bookmark: _Toc1740154][bookmark: _Toc2075043]Longitudinal studies
Longitudinal design allows the gathering of research data to be carried out at several points in time to chart changes (Burns & Burns, 2008). Longitudinal design allows the researcher to carry out cause and effect studies over a long period of time. This gives better explanation of patterns or changes over time. However, it requires a lot more resources than cross-sectional design in terms of cost and time. In order to make sure that this study reflects the positivist assumptions, deductive approach and quantitative method which are generally followed in the literature, cross-sectional design was adopted. This is quantitative in nature, and it suits the cost and time available for this study.
[bookmark: _Toc1740155][bookmark: _Toc2075044]Data
[bookmark: _Toc1740156][bookmark: _Toc2075045]Data Sample
In the countries selected for this study, Islamic banking system exists alongside the conventional banking system. It was therefore important to evaluate the performance of both systems in order to have a good understanding of the financial performance of the Islamic banks, and the true drivers of financial performance. It was not possible to find the sufficient number of banks for this study in a single country, therefore Islamic banks and Conventional banks were selected across the Gulf States and international regions respectively. The banks were selected on the basis of their financial performance, that is, only the top performing banks have been selected. However, though banks of both developed as well as developing economies have been selected, yet the banks which failed to perform well between the financial periods of 2012 to 2017 have not been included in this study. For this, Stratified random sampling technique has been adopted for obtaining greater precision and conducting the study with smaller number of samples. This technique has also reflected the population accurately, thereby provided a better coverage of the representation of banks. 
The conventional banks include JP Morgan Chase & Co., Barclays, HSBC Holdings, Westpac, Bank of America and Axis Bank Ltd. Islamic banks include Bank Bahrain, HSBC Amanah Berhad, Islami Bank Bangladesh Limited, Mashreq Bank, AL Hilal Bank and Qatar Islamic Bank. 
In addition, data for the period 2012 to 2017 was used for this analysis due to the reliable data availability in the form of annual reports of the considered banks. The reason behind choosing this period is to consider the influence of economic changes on the performances of the selected banks during the period so that preventive strategies and policies can be drawn for the future. The economies selected for this study are both developed as well as developing, with Islamic banks mostly from Gulf States and the conventional banks which have branches worldwide. The recent economic imbalances in the form of global financial crisis, Brexit, changes in oil price and other economic situations have made significant changes to their respective banking sectors which have made it difficult to find data relating to periods prior to these key changes.
[bookmark: _Toc1740157][bookmark: _Toc2075046]Data Collection
Secondary data was used for this study because the literature shows that secondary data is generally employed in the existing studies relating to banks’ performance. This is also justified by the fact that the quantitative data needed for this study was readily available in the individual bank’s annual reports. This availability of data has made the use of cross-sectional design more appropriate to collect all the data at once. Quantitative panel data was therefore collected from the banks’ financial statements. Data relating to macroeconomic factors was also included in the panel data to make sure the impact of external factors on the selected banks’ performance reflects in the overall analysis. This set of data was obtained from the World Bank annual reports (World Bank, 2018).
[bookmark: _Toc1740158][bookmark: _Toc2075047]Data Analysis Technique
To achieve the objective of this analysis, quantitative method was adopted and a linear regression technique was employed to analyse the collected panel data using SPSS. The regression analysis technique has been chosen for this studies because it is widely used in the existing studies in the literature, therefore the results of this research can be easily compared with those in the literature. 
[bookmark: _Toc1740159]Regression analysis technique allows statistical modelling of the relationship between variables, so that a better explanation of the strength of the relationship can be achieved. The application of regression technique means this study aligns with the work of majority of previous researchers. However, regression analysis has its own limitations as it does not provide causal explanations for the relationship between dependent and independent variables. It only provide the statistical evidence to enable readers to make their own assumptions relating to causation (Jeon, 2015).
[bookmark: _Toc2075048]Variables
[bookmark: _Toc1740160][bookmark: _Toc2075049]Dependent Variable
Return on Equity (ROE)
ROE =    Net Income
              Shareholder’s Equity
The dependent variable selected to represent the financial performance of banks for this study is the ROE of the respective banks. This is because ROE is a popular measure of overall financial performance of banks in the theoretical literature of Jewell &Mankin, (2011). Also, in the empirical literature study of Anbar &Alper (2011), ROE is defined as the financial ratio that indicates the profit percentage that any business, firm, company or organisation earns by utilising its shareholder’s equity. It can be obtained by dividing the net income by the shareholder’s equity (Gul, Irshad& Zaman, 2011). 
[bookmark: _Toc1740161][bookmark: _Toc2075050]Independent Variables
The independent variables below have been selected on the basis of data available and those which are likely to have more impacts on the financial performance of banks in the selected countries.
Capital Adequacy Ratio (CAR)
CAR = Tier One Capital+Tier Two Capital
                     Risk Weighted Assets
The literature shows that capitalisation of banks has significant impact on the financial performance of those banks (Waemustafa and Sukri, 2015; Wanjohi et al. 2017). It is believed that highly capitalised banks are able to invest in reasonably higher risk opportunities which are associated with higher rewards which in turn boosts the banks’ profitability. The higher the level of stockholders’ equity, the better the signal to the market about the bank. Consequently, this enables the bank to secure lower interest rate debt finances which also improve their profits performance as they only pay lower interest.
This relationship is expected to be positive. However, unlike conventional banks, Islamic banks’ decisions are not entirely based on profits making. This may lead to a different relationship between capitalisation and financial performance. Therefore, the relationship could be negative, positive or neutral.
Bank Size (BS)
Bank Size = Logarithm of Value of Total Assets (+)
Existing studies show that there is a positive relationship between the size of banks and their financial performance (Al-Tamimi and Hussein, 2010). This means the larger the bank the better its financial performance. Lager banks are able to take advantage of economies of scale to reduce its overall cost, and canraise capital at lower cost thank smaller banks. For this study, the size of bank is expected to be positively associated with their financial performance.
Operating Efficiency (OE)
Operating Efficiency = Noninterest Expenses ( - )
                                          Net Revenue
Banks which are able to control their operating expenses are expected to be more profitable. This means the relationship between this variable and financial performance is expected to have a negative sign.
Operating efficiency may also be measured by banks management’s ability to use the resources at their disposal to generate income rather than cost management. In which case a positive association will be expected indicating that the more the revenue generated, the better the financial or profit performance of the banks. For this study, operating efficiency is measured by banks’ expense level in relation to its revenue. Therefore, a negative relationship is expected between banks’ financial performance and their inability to control expenses. This measure is selected to reflect the direction of studies in the literature (Rahman and Banna, 2016). This means the higher the expenses as a result of banks’ inability to control its costs, the lower their financial performance will be.
Debt to Total Capital Ratio (DTCR)
Debt to Total Capital =   Total Debt( - +)
                                         Total Capital
The relationship between capital structure and the financial performance of banks has been well researched and documented in the literature. This has presented a mixed evidence in the banking literature as both negative and positive associations have been found across the world. In some cases high level of DTCR is associated with high profit performance of banks indicating a positive relationship (Berger & Bonaccorsi di Patti, 2005). This result is in line with agency cost theory. However, Birru(2016) presented a negative association between DTCR and banks’ performance. In addition, more contrasting result was found by Anarfor(2015) who discovered that there was no relationship between changes in DTCR and the financial performance of banks, which supports the MM irrelevance theory. 
Based on this mixed results in the literature, the expected sign for this study could be positive (+), negative (-), or even insignificant relationship between DTCR and the financial performance of banks.
Gross Domestic Product (GDP)
Economic Growth = GDP (+)
The changes in the economic activities of a country, measured by its gross domestic product (GDP) has been found to have significant impact on the performance of banks in that particular country (Louzis, Vouldis& Metaxas, 2012).During economic growth, banks tend to improve in their performance. On the other hand, when there is economic down turn, banks financial performance will be expected to be poor. This is because business activities are more likely to improve when the economy grows, therefore business require loans from banks to finance their activities. These businesses are also able to service their loans during this period including the repayment of capital and interest. This boom economic period therefore improve banks’ lending as well as financial returns. In developing economies such as that of Qatar, Malaysia, India and Nigeria, households and businesses rely heavily on the performance of the economy (Auta, 2010). Demand for goods and labour fall significantly during bad economic time, this also means fall in the demand for bank loans and this in turn impact on the financial performance of banks. 
On the basis of this theoretical argument backed by the evidence in the literature study of Ongore & Kusa (2013), a positive relationship is expected between the economic states of these countries measured by their respective GDP and the financial performance of the selected banks
[bookmark: _Toc1740162][bookmark: _Toc2075051]Model specification
In order to use the multiple regression technique to establish relationship between the dependent variable (ROE) and the respective explanatory variables (Capital Adequacy Ratio, Bank Size, Debt to Total Capital Ratio, Debt to Equity Ratio and Gross Domestic Product), the model below was adopted.
Model: Y= β0 + βX + ε
Where: 
Y = the dependent variable for firm 
β0 = constant term
β = the coefficient of explanatory variable 
X = the explanatory variable

For the purpose of this study, below is the modified version of this general regression model to reflect the selected variables.
ROE= β0 +β1(CAR) + β2(BS)+ β3(OE)+β4(DTCR)+ β5(DER)+ β6(GDP)+ε
Where:
ROE = Return on Equity
β0 = the intercept
β1= Capital Adequacy Ratio
β2= Bank Size
β3= Operating Efficiency
β4= Debt to Total Capital Ratio
β5= Debt to Equity Ratio
β6= Gross Domestic Product
ε = Random Error
[bookmark: _Toc2075052]Chapter 4: Data Analysis
The bank data collected from the annual reports of six conventional and Islamic banks during the period of 2012-2017, to analyse the bank performance in order to make an effective comparison between the two categories of banks. The essential factors representing the performance of a bank are recorded as the independent variables like bank size, capital adequacy, financial risk measuring factors like debt to capital and debt to equity and return on equity. Data analyses have been done with the help of both Excel and SPSS. All the ratios related to the aforementioned factors have been calculated and interpreted with the help of Excel and accordingly some figures have also been graphed to provide a strong back up for the arguments made by the calculated ratios in the tables. SPSS analysis has been done to examine statistical measurements among the independent and dependent variables including descriptive statistics, correlation and regression. The tables and figures are provided in the Appendix section. 
[bookmark: _Toc2075053]Bank Size
The graphical presentation of figure 1 in appendix has been drawn by taking the average of bank sizes relative to each year from the calculated bank size data as structured in table 1 and table 2. The Conventional bank data were captured in table 1 and the Islamic bank data in table 2 where the bank sizes are calculated by taking the logarithms of total assets of each bank as mentioned in the research methodology. The picture depicted that the sizes of six Conventional banks remained almost same during the time period of 2012-2017 while on the other hand; the six Islamic banks experienced slight up-downs in years 2012, 2016 and 2017. Comparing the Conventional bank with the Islamic ones showed that most of the Islamic banks were bigger in size owing to the fact the banking industry has seen a significant decline in the numbers of commercial banks due to lack of realization regarding economies of scale and decreased average assets. As opined by Regehr and Sengupta (2016), by increasing bank size a bank can reduce their average costs through accessing a greater asset base covering their fixed costs. Also, the community bankers such as Islamic banks have been emerging in the recent years owing to the raising concerns of industry analysts for their growth and since size is an essential factor which has significant influence on gaining profitability. 
Another reason behind the increasing sizes of Islamic banks might lie in the form of building strong relationships with the customers and local businesses which help these banking institutions make better credit underwriting decisions and set better contact terms through getting the access to useful information compared to larger banks. Also with the increase in scale of operations these banks could generate greater efficiency by utilizing some specialized inputs in a better way. Owing to table 1 and table 2 data calculations of bank sizes it can be clearly stated that HSBC holds the position of maintaining a comparable size with an average size of 6.40 while most of the Islamic banks have an average size of above 6. Among the six Islamic banks, Bahrain Islamic bank holds the last position in the context of bank size with an average of 5.98. Regehr and Sengupta (2016) also suggested that, despite a significant influence of economies of scale in banking industries, the profit gains start to diminish after reaching a specific level of growth. This is because small changes in the market specific and the bank specific factors which are the two important determining factors of bank’s profitability are similar to the larger changes made on asset size to achieve higher profitability. 
[bookmark: _Toc2075054]Operating Efficiency
In line with the research methodology described in this paper, operating efficiency of each bank is calculated by taking the ratio between non-interest expenses and the net income earned by the bank after deducting all the cost related measurements. The operating efficiency is a displaying feature of analysing the performance of the bank in terms of utilising their assets and liabilities for internal purposes. Table 3 and 4 depicting the operating efficiency for six Conventional Banks and six Islamic Banks highlighted an overall good ratio in case of Conventional while on the other hand the ratio of Islamic ones were lower compared to the Conventional ones. The implication of these differences in banks might cause due to the separate ways of operating business by using their current assets and liabilities in an effective manner like increasing the amount for loan-able funds. As opined by Young and Lighfoot (2017) almost all the nation-wide banks have been raising the overhead non-interest expenses followed by a slower increase in the net income of those banks in order to improve profitability. The resulting effect as it can also be seen from the pictorial presentation given in figure 2, a decline in the operating efficiency in Conventional types; in 2012 it was 5 on an average, after 2017 this ratio has dropped down to 3.3 (approximately). In the context of Islamic banks, performance based on efficiency gains are more fluctuating as shown in the figure; in 2012 it was below 2 on an average while in 2014 this ratio dropped below 2, in 2015 it increased above 2 and finally it reached again below 2 on average in 2017. The decline in average noninterest expenses has also took place in Islamic banks but at a much slower pace relative to the commercial banks due to the latter’s noticeable sizes of assets compared to community banks. 
The graph in figure 2 is structured with the help of taking the average of the operating efficiency from the Conventional as well as the Islamic banks on yearly basis from the year 2012 to the year 2017. From table 3 it can be clearly seen that, Bank of America with an average operating efficiency of 8.08 held the highest fluctuating efficiency gains between the years 2012 to 2015. In this context, the highest fluctuations in operating performances have been captured in Al Hilal bank among the six Islamic banks taken in this research study but the degree of fluctuation was much slower when it is compared to the commercial banks like Bank of America. The techniques taken for improving efficiency largely differ across banking industries and the purposes are also different. For example, implementing long terms efficiency gains in the form of providing advanced operating features like enforcement of technical inventions would require large amount of investments but the resulting income after implementing these inventions will more than compensate the instalment costs. 
[bookmark: _Toc2075055]Financial Risks
Financial risks in the banking industry imply bearing the risks associated with capital and asset that are invested into the market in terms of credits, loans, bondages and other financial facilities provided by the bankers. This is because with the increase of loan-able funds the possibility of non-payments by the borrowers also increases. The financial performance of a bank is indicated by the availability of capital for borrowing purpose and the profits from these borrowed assets in terms of capital and equity are the main sources of income earned by these banks. The risks related to capital and equity structures are presented here by two factors debt to capital ratio and debt to equity ratio and the former is calculated by dividing the sum of total liabilities and the shareholder’s equity with total liabilities available in each bank and the latter is measured by taking the ratio of total liabilities and shareholder’s equity. Table 5 and 6 of Appendix depict the debt to capital ratio and debt to equity ratio of Conventional and Islamic banks respectively during the period of 2012 to 2017. From these two tables it can be stated that the debt to capital ratio remained stable overall in case of Conventional banks while the calculated data of Islamic banks showed noticeable fluctuations. 
Among the six Islamic banks considered in this study, Bahrain Islamic bank had the highest deviating ratio; between 2012 and 2013 the range of debt to capital ratio were at 0.19 on average while in 2014 this ratio increased to 0.91 and remained almost same in following three years with an average of 0.89 each year. The above statement is also proven by the graph drawn in figure 3 where the grey cylindrical bars are displaying the significant differential in debt to capital ratio of Islamic banks. As opined by Kenton (2018), the financial leverage of a bank is the measurement of the debt to capital ratio which mainly includes the short term and long term liabilities and the interest bearing assets. Since the financial structures of banks represented by the debt to capital ratio, it provides the investors with more accurate information while making decisions about investments in the sense that the higher the ratio, the more the bank is capable to take risks. The results mentioned above therefore implicate the fact that Islamic banks are getting better in drawing investors. 
In the context of debt to equity ratio, Conventional banks’ data calculation showed significant fluctuations in almost all the six banks that are considered in this research study. JP Morgan Chase & Co., Barclays PLC and Westpac had larger ratios during the year 2012 to 2014 while in 2015 this ratio dropped down and after 2015 these ratios remained same. Bank of America, Axis Bank Lt. and HSBC also faced significant fluctuations in its debt to equity ratio but at a slower pace than the aforementioned conventional banks as it can be seen from Table 5. Table 6 depicts the Debt to equity ratio for the Islamic banks which showed significant variations in almost all of the six banks. Bahrain showed highest variations in the ratio during 2013 and 2014; in 2012 and 2013 the ratio were 0.14 on average while by the end of 2014 this ratio reached at 10.07. In 2015 this bank again faced a decline and ultimately in 2017 Bahrain Islamic bank successfully achieved the ratio at a larger scale of 9.05. The calculated data of HSBC Amanah Berhad, Islami Bank Bangladesh Limited and Al Hilal bank implied that these three banks had followed the same trend in the alteration of debt to equity ratio; increase, decrease and again an increase during the period of 2012 to 2017. But the strength of growth in 2017 was minor compared to that in 2012. Among the six Islamic banks, Mashreq bank and Qatar Islamic bank were the two community banks that experienced an overall decline in the equity ratio during the period of six years. 
The above mentioned results are captured by the pictorial presentation given in figure 4 which provides a strong back up through the cone bars drawn in two colours for two different types of banks. These bars showed that the ratio was higher for the Conventional banks from Islamic banks through all the six years. During 2012 and 2013, the degree of increase was much stronger than it was in 2014 and 2015 and again in 2016 and 2017 the gap between Conventional and Islamic banks in terms of the scale of debt to equity ratio. As opined by Gallo (2015), high debt to equity ratio is a signalling factor of financial distress of a bank and the lower the ratio the more a bank rely on the shareholder’s equity for financial purpose like loans, credits and all the other forms of investments. 
[bookmark: _Toc2075056]Capital Adequacy
Capital adequacy, according to Musyoka (2017), anchoring three sets of Basel records of any bank expressed in the form of a ratio of the total capital of a bank to its risk weighted assets, reflect the scope of financing to the individual customers or business organisations in terms of credits and loans. Table 7 and 8 depict the capital adequacy of conventional and Islamic banks respectively by taking the ratio of sum of Tier 1 and Tier 2 capital to the Risk Weighted Assets during years 2012 to 2017. Among the six conventional banks Barclays PLC hold the highest capital adequacy ratio; from 2012 to 2013 it raised by 3%, in 2014 it jumped by 9%, from 2015 to 2017 the rate of increase in ratio reached stability (by 2%). In 2016, Axis Bank Ltd. Witnessed a 10% increase in the capital adequacy ratio (CAR) after surviving a 1% loss in 2015. This higher percentage of CAR might have generated due to various reasons, like generous amount of capital availability or less amount of risk weighted assets that brought higher returns. The resulting outcome of having higher capital ratio indicates that a bank is less likely to become insolvent in situations of unexpected loss occurring. 
On the other hand, all the six Islamic banks had almost the same pace growth during the years 2012 to 2017, except HSBC Amanah Berhard, which showed a significant change in the CAR between 2012 and 2014; from 2012 this ratio rose by 13% and in 2014 it dropped down by 10%. Figure 5 portrayed the capital adequacy of Conventional and Islamic banks by taking the average of calculated capital adequacy in each year to show the comparison between the two types of banks. As it can be seen from the figure, the growth of CAR of Conventional banks is significantly visible (shown by the deep blue line) while for the Islamic Banks the fluctuation of the line is almost stable (shown by the light blue line). Both the figure 5 and table calculation implicate that the conventional banks enjoyed a reasonable growth of CAR compared to the Islamic banks due to their access to capital sources that facilitate availability of liquid assets and their worldwide recognition in terms of considerable financial performances attract shareholders to invest more into these commercial banks. 
[bookmark: _Toc2075057]Return to Equity
The only dependent ratio in this research paper is Return to Equity (ROE) based on which the comparison between conventional and Islamic banks have been done. The data required to calculate ROE are the net income after deducting all the costs related to operating expenses, taxes, paying dividends to shareholders and other costs related to banking actions and shareholder’s equity. Table 9 and 10 revealed the data calculation of ROE of both types of banks. It can be seen from both the table that the fluctuations in the ROE of conventional and Islamic banks are significantly noticeable in the six years duration of 2012 to 2017. For conventional banks, the fluctuations have been observed less on yearly basis compared to the Islamic banks. For example, Bahrain Islamic bank showed the highest fluctuation between 2012 and 2014, an above 50% fluctuation generated from in 2013 and 2014 while the highest degree of fluctuation was 9% captured by Axis bank Lt. among the six conventional banks. Since, ROE shows how well a bank utilises its liabilities in terms of shareholder’s capital by investing them to generate return which in turn assesses the profitability of a bank, the fluctuations reflected deviation in financial performances measured by the banks due to variations in policy implementations. 
In this context, Norman (2017) suggested that, since both the underlying profitability of a bank’s assets and the extent to which these assets are being leveraged reflected by the ROE, greater fluctuation could lead to driving the shareholders away from investing into these banks. But also form an alternative point of view this higher degree of fluctuations in Islamic banks might have generated as they have been dealing with greater risks compared to the conventional banks. Figure 6 revealed a strong backup for the above argument where greater degree of fluctuations has been observed in Islamic banks compared to the conventional ones. 
SPSS Analysis
[bookmark: _Toc2075058]Descriptive Statistics
The statistical analysis of Conventional Bank (table 11) clearly shows that the range of total assets of conventional bank is highest (2407121.49) and lowest in tier 2 capitals (99802). Therefore, in case of total assets, variation is maximum. It is clearly identified that risk in case of total asset investment is higher than other variables which is 830954. Standard deviation helps to measure risk in terms of average value (Leys et al. 2013). The mean value of total assets has been calculated 1674023 while the range lies between maximum (1674023+830954) = 2504977 whereas the minimum is (1674023-830954) = 843069. The standard deviation is minimum in case of tier 2 capitals which reveals 26036. In terms of identifying symmetry and asymmetry of distribution, skewness and Kurtosis both are having great significance (Cheng and Hung, 2011). In the descriptive statistical analysis of conventional Bank, it is identified that in case of shareholder’s equity, operating expenses, tier 1 capital and total assets and liabilities the distribution is symmetrical but in other cases distribution is not symmetrical. In case of shareholder’s equity, operating expenses and tier 1 capital and total assets and liabilities values are close to 0. In other cases skew is greater than 1. In terms of Kurtosis, it is identified that for debt capital and debt equity ratio, the value is more than 3. As value is more than 3, it indicates distribution is asymmetric. After these two factors asymmetry is identified in case of operating efficiency level. It indicates there is a remarkable fluctuation in the performance. Kurtosis provides more accurate result than skewness and based on this it can be said that asymmetry is maximum for debt capital as well as debt equity ratio.
Based on the above analysis, it can be said that the fluctuation level in capital adequacy is in stable position. In terms of bank size risk is higher and that is needed to be controlled properly. In terms of operating efficiency the position is good but as risk is very high, it is also needed to be controlled effectively. The return on equity is in the moderate position.
In case of Islamic bank showed by table 12 in Appendix, the range is maximum regarding total assets which reveals the value 899597184400 and the range is minimum in case Tier 2 capitals. It clearly shows that the total asset investment is having maximum variations. The mean value is maximum in case of shareholder’s equity (7648719609). On the other hand, in case of tier 2 capital the mean value is minimum. In terms of operating expenses, the standard deviation is highest which implies that fluctuation in the mean value total assets is huge. On the contrary, the standard deviation is lowest in case of tier 2 capitals. It implies that risk is in an average position in case of this variable. In respect to the analysis of skewness it is identified that the skewness of Return on Equity is near to 3. Therefore, here it can be said that the skewness of return on equity is in moderate position. The skewness of capital adequacy is more than 1 which clearly shows that the distribution is asymmetric. In terms of bank size it is identified that the distribution is symmetric because the value is close to 0. The kurtosis in terms of return on equity is more than 3 which also reveals that the distribution is asymmetric. The kurtosis of debt to equity ratio is 0.726 which lies between + 3 and -3. Therefore, it can be said that the distribution is symmetric. In case of debt to capital ratio kurtosis is 2.831 which also within the range +3 and -3 but the value is close to 3. Here, it can be said that the distribution in the moderate position. In case of operating efficiency level, the kurtosis is very high (8.071). Therefore, here the result reveals the distribution is highly asymmetric.
If the comparison is made between two banks it can be identified that the risk taking capacity of Islamic banks is higher than conventional bank in terms of capital adequacy because Islamic banks are having higher standard deviation than conventional banks. In respect to operating efficiency level also conventional banks are having higher level of risk than Islamic bank. In case of bank size Islamic banks are having higher risk than conventional banks. Therefore, here it can be said that Islamic banks are having more risk taking capacity than conventional banks regarding bank size. The fluctuation level regarding return on equity is almost same for two types of banks. Comparatively the fluctuation is more in case of Islamic banks than conventional banks. Therefore, based on overall comparison, it is clear that both Islamic banks and conventional banks are having positive relationship between capital adequacy and return on equity.
[bookmark: _Toc2075059]Correlation
The relations between independent and dependent variables considered in this thesis have been captured by the correlation table provided in the Appendix. Table 13 and 14 depict the correlation statistics in the forms of Pearson Correlation (PC), significant values and the number of cases with non-missing values (N) of both types of banks. The correlation coefficient showed the strengths of linear relationship between two variables while the significant values demonstrated the statistical significance of the correlations which in turn determine the validations of these relationships. The range of correlation coefficient varies from 1 to -1. The negative sign implicates the directions of association exist between two variables, that is, with increase in one variable, another one decreases. As it can be seen all the diagonal values are 1 due to the presence of perfect positive linear relationship between the variables themselves. The more the values of Pearson’s coefficients reach towards 0, the weaker is the relationship and the more it reach close to 1, the stronger is the relationship. Also, the significance of p value depicted in the correlation table shows the statistical significance of correlation in terms of establishing linear relationship between two variables; more the value tend to 0 more the significant it would offer and more it reaches toward 1, the result becomes insignificant.
For example, as the table depicted, the negative coefficient of PC has been indicating with increase in tier 1 capital, CAR decreases holding tier 1 and risk weighted assets (RWA) constant for both the Islamic and Conventional banks but the degree of negativity is higher in Islamic banks compared to the conventional ones. In terms of tier 2 capital holding other two factors constant, the resulting outcome is quite different in terms of determining this factor’s relationship with capital adequacy; for conventional banks the relationship is positive (stronger) while for the Islamic ones it is negative. The relationship between risk-weighted assets and capital adequacy is negative in both types of banks as shown in the table 13 and 14. By considering the absolute values of PCs, the resulting outcome implicates that capital adequacy in conventional ones is more dependent on tier 2 capital while for Islamic ones the more dependable factor of CAR is risk weighted assets (RWA).The dependency of conventional banks on tier 2 capital, is in line with Barrell et al. (2011), suggestion that tier 2 capital provides an additional benefit of market discipline in terms of developing the capital standards represented by CAR. The reason behind higher dependency of CAR on RWA might have emerged from the fact that Islamic banks have been dealing with more risks as being new institution in the banking sectors, the amount of core (tier1) and supplementary (tier2) capital are less for these regional banks and as a result the associated risks with smaller amount of capital would definitely be larger compared to the conventional ones. 
In the context of ‘GDP growth rate’, its relationship with capital adequacy is positive for both types of banks but the strength of relationship is more powerful for Islamic banks compared to the Conventional one, indicating the fact that with higher GDP, the financial performances of these banks enhanced in terms of capital adequacy. The relationship between operating efficiency and GDP growth rate is positive and close to 1 for Islamic banks while on the hand, there exists a negative relationship among these two factors in Conventional ones. The implication of this result is increased GDP of an economy raises the net income and operating expenses, the two consisting factors of operating efficiency in case of Islamic banks but for the conventional the result is opposite. Table 13and 14also showed higher dependence of return on equity (ROE) on GDP for Islamic banks compared to the conventional ones which also enjoyed a positive relationship between the two aforementioned factors but the strength of linearity is weaker. In terms of establishing linear relationships, capital adequacy is negatively correlated with ROE for conventional banks while for Islamic banks; there exists a strong positive linear relation between ROE and capital adequacy as depicted by tables 13 and 14.
[bookmark: _Toc2075060]Regression
[bookmark: _Toc2075061]Model Summary
As observed from table 15 of Appendix, the value of R-square is 0.985, indicating that 98.5 percent of the total variance in return on equity can be explained by the rest of the independent variables or the predictors. While on the other side, in case of the Islamic banks, the R-square vale is 0.972, thereby showing that approximately 97.2 percent can be explained (table 16). This represents the overall measure of the degree of association rather than reflecting the extent to which any particular predictor has been associated with the dependent variable. Also, considering the value of the adjusted R-square, it can be observed that it came to 0.975 and 0.956 in case of conventional and Islamic banks respectively, after penalising the addition of extraneous independent variables to the model. As the R-squared value is larger in case of the Islamic banks, hence it can be said that the regression model fits the observations in this case in a better way.
[bookmark: _Toc2075062]ANOVA
Looking at the tables 17 and 18 provided in Appendix, it can be observed that in both the cases, the regression model has predicted return on equity very significantly. The statistical significance of both these models reveals that the p-value is less than 0.05. This in turn, indicates that the models statistically significantly predicted the outcome variable, and hence the models are good fit for the data. Moreover, data from both the banks has a statistically significant difference in the average length of time to analyse the entire problem as the F values are positive, indicating the acceptability of the explanatory powers of the predictors.
[bookmark: _Toc2075063]Coefficients
[bookmark: _Toc1738630]The coefficient table in SPSS regression analysis generally showed the parameter estimates for the dependant variables based on the predictors (the independent variables) such as capital adequacy, bank size, operating efficiency, GDP growth rate of the economy in which the banks (in case of Islamic banks) or the headquarters of the banks (in case of the headquarters of the Conventional ones) are situated. First considering one of the most important predictors, capital adequacy; the negative coefficient would implicate the higher capital adequacy is related to lower ROE for both the conventional and Islamic banks. However, the p values displayed by the asymptotic significance indicated the fact that the above mentioned result is highly statistically significant for the Islamic banks compared to the conventional ones as the respective value is less than 0.05. Next, focusing on operating efficiency (OE), the P- values as depicted in table19,  showed a zero effect of OE on ROE for conventional banks and according to table 20 in Appendix, the resulting outcome is negative which would indicate the greater the proportion of non-interest expenses the lesser the net income and the smaller the amount of ROE in case of Islamic banks. This result of conventional bank is statistically insignificant as the p value is greater than 0.05. In terms of GDP growth rate, the results are insignificant for both types of banks but the negative coefficient of conventional ones would indicate the fact higher GDP of an economy is related with lower financial performance of the conventional banks. On the other hand, there is a presence of positive effect of GDP growth rate on ROE from the perspective of Islamic banks. These results conducted on SPSS software have basically provided a backup to the ratio analysis and figures generated on Excel. 
[bookmark: _Toc2075064]Chapter 5: Findings, Conclusion and Recommendations
This chapter would evaluate the alignment of the results that have been found from the data analyses with the theories reviewed in literature. From the discussion, some concluding statements have been drawn to identify the limitations of the study based on the research insight arguments and accordingly reasonable recommendations would be presented to minimise the gaps for further research.
[bookmark: _Toc1738631][bookmark: _Toc2075065]Discussion of the Findings
From the ratio analysis done on Excel, the comparison on different internal factors of two types of banks has been stated while the SPSS analysis showed the influence of various internal factors on the financial performance of the banking institutions. 
[bookmark: _Toc2075066]Capital Adequacy
The increased growth found in the resulting outcome in terms of ratio calculation of the conventional bank type, is in line with the study reviewed in literature, which stated that due to greater availability of data for the commercial ones and hence the impact of this internal factor on return on the financial performances is clearly visible to the public compared to the Islamic ones. Further to this, the difference between capital adequacy in conventional and Islamic banks, in terms of identifying the impact on financial performance, is stretched by Mollah and Zaman (2015), stating that applying the same set of rules in both types of banks despite their huge differences in capital availability. The slower growth of CAR over the years during 2012 to 2017 in Islamic banks owing to low capital availability sometimes helps them gain more revenue, as its relation with profitability is negative, evident from the literature review. Added to this, Islamic banks with high CAR, like HSBC Amanah Berhad, have the ability to receive or acquire funds at a cheaper rate, which again helps in its profitability as opined by Johnes et al. (2014). Also, the finding of higher standard deviation from descriptive statistics analysis regarding risk taking capacity in terms of CAR has shown higher capacity for the Islamic banks compared to the conventional ones owing to the fact that in Islamic banks transactions are associated with more risk which affect the financial performance. In the context of conventional banks, the noticeable fluctuations that have been found from the ratio analysis prove the statement of Waemustafa, and Sukri (2015) regarding taking careful actions by the conventional ones, before entering into transactions which save them from a lot of risks, which in turn affects their profitability in a positive way. 
[bookmark: _Toc2075067]Return on Equity
The resulting outcome that has been found from the ROE ratio calculation validated the statement reviewed in literature that, Islamic banks had higher ROE compared to the conventional ones. But the degrees of fluctuations in ROE were also found to be smaller for the conventional banks relative to the Islamic ones during the period of 2012 to 2017. This result might have generated owing to the fact that longer historical provides the power of domination to the conventional banks in terms of getting access to shareholder’s assets as opined by Zaheer and Jamil (2016). As a result, the ROE for the conventional banks has been found to be quite smaller compared to the Islamic ones captured through the ratio analysis. The negative correlation between CAR and ROE justified the quotation of Moin (2008) who stated that, conventional banks are more exposed to risk and lesser solvent than the Islamic banks due to high profitability maintenance of the conventional ones. 
[bookmark: _Toc2075068]Bank Size, Operating Efficiency and GDP Growth Rate
From the comparison made on Conventional and Islamic Banks in terms of size, it has been found that Islamic banks were growing in size during the years which justified the opinion of Moin (2008) that the performance of Islamic banks could get far better with the passage of time through wise management of its operational expenses, making good returns on its credited assets and satisfying its shareholders and investors by offering them competitive or better results than the conventional banks. In terms of operating efficiency, the performance was better for the Islamic banks as the ratios were lower, which validates the above statement made by Moin (2008) that Islamic banks have been giving better performance, as lower ratio implies better operational performances. GDP has been proved a greater contributor in determining the financial performance of any banking institution through affecting the internal factors like capital adequacy, operating efficiency and ROE. As discussed in the literature, lower GDP growth rate would affect the profitability in an adverse way by reducing the demand for loans and credits, as shown by the resulting outcomes of both types of banks. But the degree of stability in terms of financial performance would be higher for the Islamic banks, compared to the conventional ones, owing to the findings which showed a strong and powerful relationship between the aforementioned internal factors of the Islamic banks (Girard, Nolan and Pondillo, 2010).
[bookmark: _Toc1738632][bookmark: _Toc2075069]Conclusion
	Based on the discussions above, this section would summarise the overall results of the whole subject matter. Discovering some key differences in the resulting outcomes of Conventional and Islamic banks due to their separate ways of conducting services, this paper has intended to investigate the internal factors of both types of banks from the secondary research data available on the annual reports of each bank. The findings form data analysis has captured the obvious result that in regard to objectives, goals, principles, operating methodologies and procedures. Owing to this, the financial performances of the two types of banks have shown completely different results in their respective countries during the time period of 2012 to 2017. This is in line with the argument stated in the research hypothesis that Islamic banks differ noticeably from conventional banks in terms of financial performance. The empirical evidence found in the form of secondary research data has been analysed, with the help of ratio calculation done in Excel and to identify the relationship between these internal factors influencing the performance of banking system, SPSS software was used. 
The findings clearly showed that Islamic banks have been dealing with more fluctuations in ROE, which is considered as one of the most convenient factors for representing the financial performance of a bank during any specific time period. However in terms of guaranteed returns, conventional banks are more reliable and safe as the associated risks with investment is less in conventional compared to the Islamic ones as argued in the literature review. Further to this, the availability of previous investment records data of conventional banks in terms of internal factors impact on financial performance would provide more trustworthiness to the customers compared to the Islamic banks as discussed in the findings. Owing to the Real asset as the core product of financing system, most of the Islamic banks don’t have the obligation of being liable to pay anything to customers if any unexpected business failure occurred in those financial organisations. However, from the data analysis and findings it has been found that the lower CAR of Islamic banks sometimes resulted into more revenue generation as the relation between CAR and profitability is negative.  The burden sharing concept on the other hand, also produced some fruitful effects for the Islamic banks in terms of service charging relative to conventional ones. The study in literature review revealed that, Conventional banks share the loss in any business failure situations but also they charge a considerable amount of fees for providing banking services. The lesser fluctuations in ROE for conventional banks might have generated as these interests sufficiently compensate the collapsing situations. 
Another hypothesis (H3) related to the capital adequacy impact on financial performance of a bank is proved to be significantly positive for both types of banks. In the context of CAR comparison, the resulting outcome showed decent performance growth rates of Islamic banks during the considered time period, in order to compete with the conventional banks by focusing more on utilising equity based mode of financing instead of debt based mode of financing system. Another fact related to the degree of risk exposures and solvency that have been found in the descriptive statistics from the data analysis chapter, contradicted the argument made by Moin (2008) on the literature study that due to high profitability conventional banks were more exposed to risk and lesser solvent compared to the Islamic ones. The model summary of regression analysis in terms of explaining the variations in ROE as well as profitability that have been found in both types of banks reflected no significant difference, hence proving the scholarly opinions stated in literature review. The research study has successfully shaped some satisfactory results by analysing the overall subject matter along with data work. However, the contradicting results that have generated in the findings are because of the quality, integrity and accuracy of the data. 
[bookmark: _Toc1738633][bookmark: _Toc2075070]Recommendations
	Recommendations generally apprehended to provide theoretical as well as empirical evidences for future researches on similar topics by fulfilling the research gaps generated on the current study. There are various fields upon which these banking institution should place their emphasis in order to achieve the goal of making a sustenance in the growing financial market by prioritising the needs in accordance with their specific target requirements. These banking systems should take smart and careful actions on the following factors to make a better performance.
[bookmark: _Toc1738634][bookmark: _Toc2075071]Customer Services
For any area of business, customers are the most important agents in terms of every aspect of making a business grow in the market (Galetto, 2017). In this context, improving customer services has been placed as one of the top three strategic priorities across 70% of financial institutions as reported by Marous (2017). From the customer’s perspective, the interacting medium with any financial institution is one of the major influencing factors while making investment or savings decisions. Based on the experience a customer has gained from a bank, the business decisions would be determined whether to continue with the bank or replace it with another one, providing better services. Employing resources like recruiting a team of customer care executives, who could deal with the issues the old customers have been facing with, as well the new customers who want to acknowledge information before making any financing decision will therefore make any bank superior in terms of service providing competency. Further to this, implementing digital technologies in a banking system would provide the scope of running services smoothly to measure customer satisfaction, engagement, loyalty, retention and some form of revenue metric (The Financial Brand, 2017).
[bookmark: _Toc1738635][bookmark: _Toc2075072]Consistency in Internal Operations
Internal operations within a banking system not only indicates distributing people with work responsibilities according to their designations, but also it would require a close examination on the specific requirements of the institution in order to maintain consistency in the banking operations. In many banks, most of the employees, as well as official personnel, like to act on their own despite having a clear work instruction. For example, most of the banks these days have been largely focusing on credit structures and sales in order to acquire more assets by avoiding factors like equity in terms of deposits which could have made better contribution in the profitability of a bank (Wendel, 2007).
[bookmark: _Toc1738636][bookmark: _Toc2075073]Enhancing Promotional Process
In banking business, promotion means getting access to more capital sources, one of the strongest pillars to facilitate sustainable growth in the banking system. Since the conventional banks have already earned their reputation in the financial market, it is high time for the Islamic banks to plan for creative strategies to attract investors as much as possible. For example, by making active involvements into campaigns like education and career opportunities which are serving any social purpose these banking organisations could earn respect as well as meet with a large number of investors (The Financial Brand, 2017).
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[bookmark: _Toc1742366]Table 1: Bank Size Calculation of Conventional Banks
	Bank Name 
	Year
	Bank Size

	JP Morgan Chase & Co.
	2012
	6.37

	JP Morgan Chase & Co.
	2013
	6.38

	JP Morgan Chase & Co.
	2014
	6.41

	JP Morgan Chase & Co.
	2015
	6.37

	JP Morgan Chase & Co.
	2016
	6.40

	JP Morgan Chase & Co.
	2017
	6.40

	Barclays PLC
	2012
	6.17

	Barclays PLC
	2013
	6.12

	Barclays PLC
	2014
	6.13

	Barclays PLC
	2015
	6.05

	Barclays PLC
	2016
	6.08

	Barclays PLC
	2017
	6.05

	HSBC
	2012
	6.43

	HSBC
	2013
	6.43

	HSBC
	2014
	6.42

	HSBC
	2015
	6.38

	HSBC
	2016
	6.38

	HSBC
	2017
	6.40

	Westpac
	2012
	5.83

	Westpac
	2013
	5.84

	Westpac
	2014
	5.89

	Westpac
	2015
	5.91

	Westpac
	2016
	5.92

	Westpac
	2017
	5.93

	Bank of America
	2012
	6.34

	Bank of America
	2013
	6.34

	Bank of America
	2014
	6.32

	Bank of America
	2015
	6.33

	Bank of America
	2016
	6.34

	Bank of America
	2017
	6.36

	Axis Bank Ltd.
	2012
	5.46

	Axis Bank Ltd.
	2013
	5.53

	Axis Bank Ltd.
	2014
	5.58

	Axis Bank Ltd.
	2015
	5.66

	Axis Bank Ltd.
	2016
	5.73

	Axis Bank Ltd.
	2017
	5.78





[bookmark: _Toc1742367]Table 2: Bank Size Calculation of Islamic Banks
	Bank Name
	Year
	Bank Size

	Bahrain Islamic Bank
	2012
	5.92

	Bahrain Islamic Bank
	2013
	5.96

	Bahrain Islamic Bank
	2014
	5.94

	Bahrain Islamic Bank
	2015
	5.99

	Bahrain Islamic Bank
	2016
	6.01

	Bahrain Islamic Bank
	2017
	6.09

	HSBC Amanah Berhad
	2012
	7.08

	HSBC Amanah Berhad
	2013
	7.16

	HSBC Amanah Berhad
	2014
	7.21

	HSBC Amanah Berhad
	2015
	7.29

	HSBC Amanah Berhad
	2016
	7.21

	HSBC Amanah Berhad
	2017
	7.25

	Islami Bank Bangladesh Limited 
	2012
	11.68

	Islami Bank Bangladesh Limited 
	2013
	11.74

	Islami Bank Bangladesh Limited 
	2014
	11.81

	Islami Bank Bangladesh Limited 
	2015
	11.86

	Islami Bank Bangladesh Limited 
	2016
	11.90

	Islami Bank Bangladesh Limited 
	2017
	11.95

	Mashreq Bank
	2012
	7.88

	Mashreq Bank
	2013
	7.95

	Mashreq Bank
	2014
	8.02

	Mashreq Bank
	2015
	8.06

	Mashreq Bank
	2016
	6.86

	Mashreq Bank
	2017
	6.87

	Al Hilal Bank
	2012
	7.51

	Al Hilal Bank
	2013
	7.59

	Al Hilal Bank
	2014
	7.62

	Al Hilal Bank
	2015
	7.64

	Al Hilal Bank
	2016
	7.64

	Al Hilal Bank
	2017
	7.63

	Qatar Islamic Bank
	2012
	7.86

	Qatar Islamic Bank
	2013
	7.89

	Qatar Islamic Bank
	2014
	8.33

	Qatar Islamic Bank
	2015
	8.35

	Qatar Islamic Bank
	2016
	8.15

	Qatar Islamic Bank
	2017
	8.18
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[bookmark: _Toc1742368]Table 3: Operating Efficiency Calculation of Conventional Banks
	Bank Name 
	Year
	Operating Efficiency

	JP Morgan Chase & Co.
	2012
	3.04

	JP Morgan Chase & Co.
	2013
	3.94

	JP Morgan Chase & Co.
	2014
	2.82

	JP Morgan Chase & Co.
	2015
	2.41

	JP Morgan Chase & Co.
	2016
	2.25

	JP Morgan Chase & Co.
	2017
	2.39

	Barclays PLC
	2012
	5.63

	Barclays PLC
	2013
	5.65

	Barclays PLC
	2014
	5.06

	Barclays PLC
	2015
	4.30

	Barclays PLC
	2016
	4.95

	Barclays PLC
	2017
	9.61

	HSBC
	2012
	0.72

	HSBC
	2013
	0.66

	HSBC
	2014
	0.72

	HSBC
	2015
	0.71

	HSBC
	2016
	0.89

	HSBC
	2017
	0.70

	Westpac
	2012
	1.15

	Westpac
	2013
	1.23

	Westpac
	2014
	0.95

	Westpac
	2015
	0.95

	Westpac
	2016
	1.14

	Westpac
	2017
	1.13

	Bank of America
	2012
	17.21

	Bank of America
	2013
	6.05

	Bank of America
	2014
	15.54

	Bank of America
	2015
	3.60

	Bank of America
	2016
	3.09

	Bank of America
	2017
	3.00

	Axis Bank Ltd.
	2012
	1.47

	Axis Bank Ltd.
	2013
	1.37

	Axis Bank Ltd.
	2014
	1.27

	Axis Bank Ltd.
	2015
	1.25

	Axis Bank Ltd.
	2016
	1.23

	Axis Bank Ltd.
	2017
	3.32



[bookmark: _Toc1742369]Table 4: Operating Efficiency Calculation of Islamic Banks
	Bank Name
	Year
	Operating Efficiency

	Bahrain Islamic Bank
	2012
	1.69

	Bahrain Islamic Bank
	2013
	4.84

	Bahrain Islamic Bank
	2014
	2.35

	Bahrain Islamic Bank
	2015
	0.24

	Bahrain Islamic Bank
	2016
	0.23

	Bahrain Islamic Bank
	2017
	2.69

	HSBC Amanah Berhad
	2012
	0.28

	HSBC Amanah Berhad
	2013
	0.32

	HSBC Amanah Berhad
	2014
	0.31

	HSBC Amanah Berhad
	2015
	0.31

	HSBC Amanah Berhad
	2016
	0.70

	HSBC Amanah Berhad
	2017
	0.69

	Islami Bank Bangladesh Limited 
	2012
	1.58

	Islami Bank Bangladesh Limited 
	2013
	2.19

	Islami Bank Bangladesh Limited 
	2014
	3.05

	Islami Bank Bangladesh Limited 
	2015
	4.29

	Islami Bank Bangladesh Limited 
	2016
	3.96

	Islami Bank Bangladesh Limited 
	2017
	3.82

	Mashreq Bank
	2012
	0.60

	Mashreq Bank
	2013
	0.59

	Mashreq Bank
	2014
	0.52

	Mashreq Bank
	2015
	0.53

	Mashreq Bank
	2016
	0.70

	Mashreq Bank
	2017
	0.68

	Al Hilal Bank
	2012
	6.81

	Al Hilal Bank
	2013
	4.32

	Al Hilal Bank
	2014
	2.24

	Al Hilal Bank
	2015
	8.20

	Al Hilal Bank
	2016
	6.88

	Al Hilal Bank
	2017
	3.01

	Qatar Islamic Bank
	2012
	0.86

	Qatar Islamic Bank
	2013
	0.77

	Qatar Islamic Bank
	2014
	0.85

	Qatar Islamic Bank
	2015
	0.98

	Qatar Islamic Bank
	2016
	0.59

	Qatar Islamic Bank
	2017
	0.59
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	Bank Name 
	Year
	Debt to Capital Ratio
	Debt to Equity Ratio

	JP Morgan Chase & Co.
	2012
	0.91
	10.56

	JP Morgan Chase & Co.
	2013
	0.91
	10.44

	JP Morgan Chase & Co.
	2014
	0.91
	10.10

	JP Morgan Chase & Co.
	2015
	0.89
	8.50

	JP Morgan Chase & Co.
	2016
	0.90
	8.80

	JP Morgan Chase & Co.
	2017
	0.90
	8.91

	Barclays PLC
	2012
	0.96
	23.81

	Barclays PLC
	2013
	0.95
	19.52

	Barclays PLC
	2014
	0.95
	19.59

	Barclays PLC
	2015
	0.94
	16.00

	Barclays PLC
	2016
	0.94
	16.00

	Barclays PLC
	2017
	0.94
	16.17

	HSBC
	2012
	0.93
	14.32

	HSBC
	2013
	0.93
	13.64

	HSBC
	2014
	0.93
	12.78

	HSBC
	2015
	0.92
	11.74

	HSBC
	2016
	0.93
	12.50

	HSBC
	2017
	0.92
	12.21

	Westpac
	2012
	0.93
	14.18

	Westpac
	2013
	0.94
	15.67

	Westpac
	2014
	0.94
	14.89

	Westpac
	2015
	0.93
	14.28

	Westpac
	2016
	0.93
	13.97

	Westpac
	2017
	0.93
	13.50

	Bank of America
	2012
	0.86
	6.01

	Bank of America
	2013
	0.85
	5.90

	Bank of America
	2014
	0.88
	7.64

	Bank of America
	2015
	0.88
	7.37

	Bank of America
	2016
	0.89
	8.22

	Bank of America
	2017
	0.88
	7.54

	Axis Bank Ltd.
	2012
	0.92
	11.58

	Axis Bank Ltd.
	2013
	0.90
	9.27

	Axis Bank Ltd.
	2014
	0.90
	9.03

	Axis Bank Ltd.
	2015
	0.90
	9.34

	Axis Bank Ltd.
	2016
	0.90
	9.15

	Axis Bank Ltd.
	2017
	0.91
	9.79



[bookmark: _Toc1742371]Table 6: Calculation on Debt to Capital and Debt to Equity Ratios of Islamic Banks
	Bank Name
	Year
	Debt to Capital Ratio
	 Debt to Equity Ratio

	Bahrain Islamic Bank
	2012
	0.12
	0.14

	Bahrain Islamic Bank
	2013
	0.13
	0.15

	Bahrain Islamic Bank
	2014
	0.91
	10.07

	Bahrain Islamic Bank
	2015
	0.89
	7.92

	Bahrain Islamic Bank
	2016
	0.89
	7.77

	Bahrain Islamic Bank
	2017
	0.90
	9.05

	HSBC Amanah Berhad
	2012
	0.91
	10.68

	HSBC Amanah Berhad
	2013
	0.92
	11.37

	HSBC Amanah Berhad
	2014
	0.92
	11.42

	HSBC Amanah Berhad
	2015
	0.92
	12.31

	HSBC Amanah Berhad
	2016
	0.91
	9.72

	HSBC Amanah Berhad
	2017
	0.91
	10.00

	Islami Bank Bangladesh Limited 
	2012
	0.92
	11.17

	Islami Bank Bangladesh Limited 
	2013
	0.92
	11.56

	Islami Bank Bangladesh Limited 
	2014
	0.93
	12.99

	Islami Bank Bangladesh Limited 
	2015
	0.93
	14.35

	Islami Bank Bangladesh Limited 
	2016
	0.94
	15.87

	Islami Bank Bangladesh Limited 
	2017
	0.94
	16.76

	Mashreq Bank
	2012
	0.82
	4.53

	Mashreq Bank
	2013
	0.83
	4.93

	Mashreq Bank
	2014
	0.84
	5.26

	Mashreq Bank
	2015
	0.84
	5.23

	Mashreq Bank
	2016
	0.50
	1.00

	Mashreq Bank
	2017
	0.72
	2.59

	Al Hilal Bank
	2012
	0.89
	8.19

	Al Hilal Bank
	2013
	0.90
	8.84

	Al Hilal Bank
	2014
	0.86
	6.25

	Al Hilal Bank
	2015
	0.86
	5.97

	Al Hilal Bank
	2016
	0.85
	5.76

	Al Hilal Bank
	2017
	0.87
	6.68

	Qatar Islamic Bank
	2012
	0.69
	2.27

	Qatar Islamic Bank
	2013
	0.68
	2.17

	Qatar Islamic Bank
	2014
	0.83
	5.04

	Qatar Islamic Bank
	2015
	0.84
	5.11

	Qatar Islamic Bank
	2016
	0.73
	2.70

	Qatar Islamic Bank
	2017
	0.74
	2.90
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Figure 4: Comparison between Conventional and Islamic Banks in terms of Debt to Equity Ratio


[bookmark: _Toc1742372]Table 7:Capital Adequacy Ratio of Conventional Banks
	Bank Name 
	Year
	Capital Adequacy 

	JP Morgan Chase & Co.
	2012
	0.15

	JP Morgan Chase & Co.
	2013
	0.13

	JP Morgan Chase & Co.
	2014
	0.15

	JP Morgan Chase & Co.
	2015
	0.16

	JP Morgan Chase & Co.
	2016
	0.16

	JP Morgan Chase & Co.
	2017
	0.15

	Barclays PLC
	2012
	0.17

	Barclays PLC
	2013
	0.20

	Barclays PLC
	2014
	0.29

	Barclays PLC
	2015
	0.33

	Barclays PLC
	2016
	0.35

	Barclays PLC
	2017
	0.39

	HSBC
	2012
	0.16

	HSBC
	2013
	0.18

	HSBC
	2014
	0.16

	HSBC
	2015
	0.17

	HSBC
	2016
	0.20

	HSBC
	2017
	0.21

	Westpac
	2012
	0.12

	Westpac
	2013
	0.12

	Westpac
	2014
	0.12

	Westpac
	2015
	0.13

	Westpac
	2016
	0.13

	Westpac
	2017
	0.15

	Bank of America
	2012
	0.14

	Bank of America
	2013
	0.15

	Bank of America
	2014
	0.14

	Bank of America
	2015
	0.13

	Bank of America
	2016
	0.14

	Bank of America
	2017
	0.15

	Axis Bank Ltd.
	2012
	0.14

	Axis Bank Ltd.
	2013
	0.17

	Axis Bank Ltd.
	2014
	0.16

	Axis Bank Ltd.
	2015
	0.15

	Axis Bank Ltd.
	2016
	0.25

	Axis Bank Ltd.
	2017
	0.23
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	Bank Name
	Year
	Capital Adequacy

	Bahrain Islamic Bank
	2012
	0.14

	Bahrain Islamic Bank
	2013
	0.13

	Bahrain Islamic Bank
	2014
	0.16

	Bahrain Islamic Bank
	2015
	0.18

	Bahrain Islamic Bank
	2016
	0.20

	Bahrain Islamic Bank
	2017
	0.19

	HSBC Amanah Berhad
	2012
	0.12

	HSBC Amanah Berhad
	2013
	0.25

	HSBC Amanah Berhad
	2014
	0.15

	HSBC Amanah Berhad
	2015
	0.18

	HSBC Amanah Berhad
	2016
	0.19

	HSBC Amanah Berhad
	2017
	0.18

	Islami Bank Bangladesh Limited 
	2012
	0.13

	Islami Bank Bangladesh Limited 
	2013
	0.14

	Islami Bank Bangladesh Limited 
	2014
	0.13

	Islami Bank Bangladesh Limited 
	2015
	0.12

	Islami Bank Bangladesh Limited 
	2016
	0.11

	Islami Bank Bangladesh Limited 
	2017
	0.11

	Mashreq Bank
	2012
	0.19

	Mashreq Bank
	2013
	0.18

	Mashreq Bank
	2014
	0.17

	Mashreq Bank
	2015
	0.17

	Mashreq Bank
	2016
	0.17

	Mashreq Bank
	2017
	0.18

	Al Hilal Bank
	2012
	0.15

	Al Hilal Bank
	2013
	0.14

	Al Hilal Bank
	2014
	0.17

	Al Hilal Bank
	2015
	0.16

	Al Hilal Bank
	2016
	0.15

	Al Hilal Bank
	2017
	0.15

	Qatar Islamic Bank
	2012
	0.15

	Qatar Islamic Bank
	2013
	0.17

	Qatar Islamic Bank
	2014
	0.17

	Qatar Islamic Bank
	2015
	0.18

	Qatar Islamic Bank
	2016
	0.17

	Qatar Islamic Bank
	2017
	0.17
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	Bank Name 
	Year
	Return on Equity

	JP Morgan Chase & Co.
	2012
	10.42%

	JP Morgan Chase & Co.
	2013
	8.47%

	JP Morgan Chase & Co.
	2014
	9.38%

	JP Morgan Chase & Co.
	2015
	9.87%

	JP Morgan Chase & Co.
	2016
	9.73%

	JP Morgan Chase & Co.
	2017
	9.56%

	Barclays PLC
	2012
	5.49%

	Barclays PLC
	2013
	5.51%

	Barclays PLC
	2014
	4.81%

	Barclays PLC
	2015
	5.58%

	Barclays PLC
	2016
	4.63%

	Barclays PLC
	2017
	2.44%

	HSBC
	2012
	34.25%

	HSBC
	2013
	32.33%

	HSBC
	2014
	30.14%

	HSBC
	2015
	29.76%

	HSBC
	2016
	25.41%

	HSBC
	2017
	26.11%

	Westpac
	2012
	15.54%

	Westpac
	2013
	15.54%

	Westpac
	2014
	15.88%

	Westpac
	2015
	14.84%

	Westpac
	2016
	14.02%

	Westpac
	2017
	13.78%

	Bank of America
	2012
	1.79%

	Bank of America
	2013
	4.89%

	Bank of America
	2014
	1.99%

	Bank of America
	2015
	6.20%

	Bank of America
	2016
	6.70%

	Bank of America
	2017
	6.82%

	Axis Bank Ltd.
	2012
	18.05%

	Axis Bank Ltd.
	2013
	15.27%

	Axis Bank Ltd.
	2014
	16.27%

	Axis Bank Ltd.
	2015
	16.47%

	Axis Bank Ltd.
	2016
	15.47%

	Axis Bank Ltd.
	2017
	6.60%
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	Bank Name
	Year
	Return on Equity

	Bahrain Islamic Bank
	2012
	4.95%

	Bahrain Islamic Bank
	2013
	0.77%

	Bahrain Islamic Bank
	2014
	54.18%

	Bahrain Islamic Bank
	2015
	38.10%

	Bahrain Islamic Bank
	2016
	35.78%

	Bahrain Islamic Bank
	2017
	35.09%

	HSBC Amanah Berhad
	2012
	35.86%

	HSBC Amanah Berhad
	2013
	34.04%

	HSBC Amanah Berhad
	2014
	31.75%

	HSBC Amanah Berhad
	2015
	27.31%

	HSBC Amanah Berhad
	2016
	22.02%

	HSBC Amanah Berhad
	2017
	21.35%

	Islami Bank Bangladesh Limited 
	2012
	14.16%

	Islami Bank Bangladesh Limited 
	2013
	11.54%

	Islami Bank Bangladesh Limited 
	2014
	8.52%

	Islami Bank Bangladesh Limited 
	2015
	6.66%

	Islami Bank Bangladesh Limited 
	2016
	9.47%

	Islami Bank Bangladesh Limited 
	2017
	9.71%

	Mashreq Bank
	2012
	9.92%

	Mashreq Bank
	2013
	12.45%

	Mashreq Bank
	2014
	14.70%

	Mashreq Bank
	2015
	13.17%

	Mashreq Bank
	2016
	37.29%

	Mashreq Bank
	2017
	101.35%

	Al Hilal Bank
	2012
	7.60%

	Al Hilal Bank
	2013
	11.23%

	Al Hilal Bank
	2014
	1.58%

	Al Hilal Bank
	2015
	1.69%

	Al Hilal Bank
	2016
	1.91%

	Al Hilal Bank
	2017
	2.24%

	Qatar Islamic Bank
	2012
	9.81%

	Qatar Islamic Bank
	2013
	11.18%

	Qatar Islamic Bank
	2014
	12.25%

	Qatar Islamic Bank
	2015
	11.08%

	Qatar Islamic Bank
	2016
	14.82%

	Qatar Islamic Bank
	2017
	14.72%
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Bank Size
Conventional Bank	2012	2013	2014	2015	2016	2017	6.1001565174259236	6.1063297941613399	6.1262372187523289	6.1180109886357297	6.1420187880631714	6.1545877758098655	Islamic Bank	2012	2013	2014	2015	2016	2017	7.9904796776994864	8.048608117764358	8.157297287418432	8.1973887557619012	7.9616936280617594	7.9951048191480432	


Operating Efficiency
Conventional Bank	2012	2013	2014	2015	2016	2017	4.8703974531938332	3.1493307219481492	4.3938078464496755	2.2040533027648754	2.2593594930073677	3.3576379639254514	Islamic Bank	2012	2013	2014	2015	2016	2017	1.972443643059848	2.1711358953627502	1.5546504737105487	2.4261262602611202	2.1749083705290126	1.9144962164901118	


Debt to Capital Ratio
Conventional Bank	2012	2013	2014	2015	2016	2017	0.91999085508030665	0.91552661338298835	0.91840461394713868	0.91262857570772826	0.91522002573973549	0.91439560883794657	Islamic Bank	2012	2013	2014	2015	2016	2017	0.72651846949922538	0.73092684207496561	0.88236472486578221	0.87997638459638861	0.80256314747297242	0.84798094068838725	


Debt to Equity Ratio
Conventional Bank	2012	2013	2014	2015	2016	2017	13.410647186896226	12.405605163382956	12.338363076565541	11.153111731171951	11.440877344547317	11.352661934543098	Islamic Bank	2012	2013	2014	2015	2016	2017	6.1631040852076975	6.9934223670035314	8.5026898002063884	8.4804464513828179	7.1382488171294263	7.994580596917265	


Capital Adequacy
Conventional Bank	2012	2013	2014	2015	2016	2017	0.14708620923482549	0.15803772319536968	0.17086064338875487	0.17999715372855871	0.20664310170781638	0.21272572376418197	Islamic Bank	2012	2013	2014	2015	2016	2017	0.14785940122606056	0.16877387307597527	0.15817181007487982	0.16461311205150753	0.16514741754791637	0.16602644438451666	


Return on Equity
Conventional Bank	2012	2013	2014	2015	2016	2017	0.14256631608344444	0.13665865075678252	0.13077304813981683	0.13786231895411785	0.12658310197566983	0.10884958060663726	Islamic Bank	2012	2013	2014	2015	2016	2017	0.13717884738275687	0.13535332208516423	0.20493147589285646	0.1633450520130077	0.2021569820075749	0.30742574067999912	
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N Range Minimum Maximum Sum Mean

Std. 

Deviation

Stati

stic

Statistic Statistic Statistic Statistic Statistic Statistic

Statisti

c

Std. 

Error

Statistic

Std. 

Error

tier1capi

tal

36 186757.89 21886.11 208644.00 3922126.20 108947.95 63981.31 0.13 0.39 -1.65 0.77

tier2capi

tal

36 99802.75 4170.00 103972.75 1191107.28 33086.31 26036.63 1.45 0.39 1.80 0.77

riskweig

htedass

ets

36 1359161.61 231711.39 1590873.00 30361627.67 843378.55 502857.01 0.27 0.39 -1.72 0.77

capitala

dequacy

36 0.41 0.12 0.52 7.24 0.20 0.11 1.99 0.39 2.98 0.77

totalass

ets

36 2407121.49 285416.51 2692538.00 60264829.44 1674023.04 830954.22 -0.45 0.39 -1.50 0.77

banksiz

e

36 4.46 5.46 9.92 237.34 6.59 1.17 1.92 0.39 2.76 0.77

operatin

gexpens

es

36 69109.90 6007.10 75117.00 1223356.88 33982.14 23525.16 0.30 0.39 -1.42 0.77

netinco

me

36 57844.60 2174.40 60019.00 585087.62 16252.43 16742.83 1.62 0.39 1.59 0.77

operatin

gefficien

cy

36 16.51 0.70 17.21 142.51 3.96 4.22 1.83 0.39 2.97 0.77

totalliabi

lities

36 2246674.20 262734.80 2509409.00 54361928.96 1510053.58 755899.45 -0.36 0.39 -1.49 0.77

sharehol

dersequi

ty

36 244464.29 22681.71 267146.00 5013446.48 139262.40 86993.77 0.17 0.39 -1.69 0.77

debttoca

pitalratio

36 0.69 0.85 1.54 35.66 0.99 0.19 2.12 0.39 3.11 0.77

debttoeq

uityratio

36 32.37 5.90 38.27 492.61 13.68 7.38 1.81 0.39 3.20 0.77

gdpgrow

th

36 7.06 1.48 8.54 115.32 3.20 1.86 1.59 0.39 1.54 0.77

returnon

equity

36 0.32 0.02 0.34 4.57 0.13 0.08 1.10 0.39 0.77 0.77

Valid N 

(listwise)

36

Descriptive Statistics

Skewness Kurtosis
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N Range Minimum Maximum Sum Mean Std. Deviation

Statistic Statistic Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. Error

tier1capital 36 10008056.45 28225.10 10036281.55 74337154.72 2064920.9644 2655390.97287 1.630 0.393 2.360 0.768

tier2capital 36 1384123.31 8881.66 1393004.97 6191634.79 171989.8553 249017.79238 3.611 0.393 16.549 0.768

riskweighte

dassets

36 61757467.89 311511.60 62068979.49 468019510.39 13000541.9553 15991444.22215 1.607 0.393 2.342 0.768

capitaladeq

uacy

36 0.50 0.04 0.54 4.50 0.1250 0.14932 1.882 0.393 2.177 0.768

totalassets 36 899597184409.17 1958614.83 899599143024.00 4107960155910.48 114110004330.8470 265326150718.20600 2.068 0.393 2.764 0.768

banksize 36 14.55 1.61 16.16 216.37 6.0102 5.75287 0.875 0.393 -1.114 0.768

operatingex

penses

36 18797065768.00 25232.00 18797091000.00 82088941765.17 2280248382.3659 5373395834.33797 2.177 0.393 3.445 0.768

netincome 36 5616737275.46 16205.54 5616753481.00 27198851847.39 755523662.4275 1744356490.96364 2.008 0.393 2.376 0.768

operatingeff

iciency

36 12.78 0.07 12.85 62.38 1.7328 2.66325 2.580 0.393 8.071 0.768

totalliabilitie

s

36 848934743679.66 270330.34 848935014010.00 3832537567290.51 106459376869.1810 248132869465.93700 2.086 0.393 2.873 0.768

shareholder

sequity

36 50663919182.87 209831.13 50664129014.00 275353905933.69 7648719609.2693 17398312359.08450 1.895 0.393 1.730 0.768

debttocapit

alratio

36 2.28 0.14 2.41 21.18 0.5884 0.69340 1.994 0.393 2.831 0.768

debttoequit

yratio

36 26.43 0.27 26.70 217.21 6.0335 7.75545 1.426 0.393 0.726 0.768

gdpgrowth 36 14.11 0.22 14.33 128.46 3.5683 3.81002 1.245 0.393 0.475 0.768

returnoneq

uity

36 1.43 0.00 1.44 6.36 0.1766 0.33638 2.709 0.393 6.536 0.768

Valid N 

(listwise)

36

Descriptive Statistics

Skewness Kurtosis
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Pearson 

Correlatio

n

1 0.121

.974

** -0.213

.885

** 0.038

.931

**

.548

** 0.134

.840

**

.990

** -0.248

-.369

*

-.564

** -0.090

Sig. (2-

tailed)

0.482 0.000 0.212 0.000 0.825 0.000 0.001 0.437 0.000 0.000 0.144 0.027 0.000 0.603

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

0.121 1 0.078

.857

** 0.288

.604

** 0.146 -0.058

.476

** 0.291 0.119

.535

**

.347

* -0.020 -0.300

Sig. (2-

tailed)
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Pearson 

Correlatio

n
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.828
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**
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** 0.174
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.981
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**
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0.000 0.651 0.073 0.000 0.884 0.000 0.005 0.309 0.000 0.000 0.067 0.009 0.001 0.349

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

-0.213
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** -0.303 1 0.052

.765

** -0.213 -0.240

.428

** 0.101 -0.233

.799

**

.671

** 0.075 -0.265

Sig. (2-

tailed)

0.212 0.000 0.073 0.763 0.000 0.212 0.159 0.009 0.559 0.172 0.000 0.000 0.662 0.118

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

.885

** 0.288

.828

** 0.052 1

.389

*

.838

**

.609

** 0.248

.980

**

.861

** 0.119 0.046

-.678

** 0.011

Sig. (2-

tailed)

0.000 0.088 0.000 0.763 0.019 0.000 0.000 0.144 0.000 0.000 0.490 0.792 0.000 0.948

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

0.038

.604

** -0.025

.765

**

.389

* 1 0.075 -0.136

.513

**

.433

** 0.020

.955

**

.859

** -0.186 -0.276

Sig. (2-

tailed)

0.825 0.000 0.884 0.000 0.019 0.664 0.430 0.001 0.008 0.907 0.000 0.000 0.277 0.103

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

.931

** 0.146

.959

** -0.213

.838

** 0.075 1

.349

*

.368

*

.756

**

.949

** -0.211

-.343

*

-.549

** -0.271

Sig. (2-

tailed)

0.000 0.396 0.000 0.212 0.000 0.664 0.037 0.027 0.000 0.000 0.217 0.041 0.001 0.110

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

.548

** -0.058

.457

** -0.240

.609

** -0.136

.349

* 1

-.412

*

.633

**

.484

** -0.273 -0.222

-.360

*

.758

**

Sig. (2-

tailed)

0.001 0.735 0.005 0.159 0.000 0.430 0.037 0.012 0.000 0.003 0.107 0.192 0.031 0.000

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n
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.476

** 0.174

.428

** 0.248

.513

**

.368

*

-.412

* 1 0.174 0.197

.417

* 0.286 -0.178

-.656

**

Sig. (2-

tailed)

0.437 0.003 0.309 0.009 0.144 0.001 0.027 0.012 0.310 0.250 0.011 0.091 0.300 0.000

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

.840

** 0.291

.768

** 0.101

.980

**

.433

**

.756

**

.633

** 0.174 1

.800

** 0.186 0.132

-.660

** 0.068

Sig. (2-

tailed)

0.000 0.085 0.000 0.559 0.000 0.008 0.000 0.000 0.310 0.000 0.277 0.442 0.000 0.695

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

.990

** 0.119

.981

** -0.233

.861

** 0.020

.949

**

.484

** 0.197

.800

** 1 -0.271

-.400

*

-.574

** -0.154

Sig. (2-

tailed)

0.000 0.488 0.000 0.172 0.000 0.907 0.000 0.003 0.250 0.000 0.110 0.016 0.000 0.370

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

-0.248

.535

** -0.308

.799

** 0.119

.955

** -0.211 -0.273

.417

* 0.186 -0.271 1

.943

** -0.003 -0.218

Sig. (2-

tailed)

0.144 0.001 0.067 0.000 0.490 0.000 0.217 0.107 0.011 0.277 0.110 0.000 0.987 0.202

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

-.369

*

.347

*

-.431

**

.671

** 0.046

.859

**

-.343

* -0.222 0.286 0.132

-.400

*

.943

** 1 -0.070 -0.078

Sig. (2-

tailed)

0.027 0.038 0.009 0.000 0.792 0.000 0.041 0.192 0.091 0.442 0.016 0.000 0.684 0.650

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

-.564

** -0.020

-.527

** 0.075

-.678

** -0.186

-.549

**

-.360

* -0.178

-.660

**

-.574

** -0.003 -0.070 1 0.062

Sig. (2-

tailed)

0.000 0.908 0.001 0.662 0.000 0.277 0.001 0.031 0.300 0.000 0.000 0.987 0.684 0.720

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Pearson 

Correlatio

n

-0.090 -0.300 -0.161 -0.265 0.011 -0.276 -0.271
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**
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** 0.068 -0.154 -0.218 -0.078 0.062 1
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0.603 0.076 0.349 0.118 0.948 0.103 0.110 0.000 0.000 0.695 0.370 0.202 0.650 0.720
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*. Correlation is significant at the 0.05 level (2-tailed).

shareholdersequity

debttocapitalratio

debttoequityratio

gdpgrowth

returnonequity

**. Correlation is significant at the 0.01 level (2-tailed).
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netincome
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1
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**

.999

**

-.374

*

-.338

*

-.496

**

-.333

*

-.340

*

-.394

*

-.337

*

-.345

*

-.392

*

-.461

**

-.504

** -0.252

Sig. (2-

tailed)

0.000 0.000 0.025 0.044 0.002 0.047 0.042 0.017 0.045 0.039 0.018 0.005 0.002 0.139

N 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36
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