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CHAPTER FIVE
RESULTS AND DISCUSSION \q
5.1 Introduction Yv

This chapter provides some details about the results in refewo the research

ela.ionshii between tests

his’ chapter alsp analyses

objectives. It includes the analysis of the strength of th

determinants of the Malaysian Islamic banks’ profitabili

the strength of the relationship between tests determinan

banks under consideration. ¢ ' _\0}
‘.o obje N

This chapter is divided into four main secticwnnordiﬂg{

TP

Section 5.2 presents the estimated reN;the determinants c@nks’ profitability
using the ROA as the dependent (variable for pl tudy. The tests are

research:

undertaken across the banks under deration using both+pooled and panel models.
Three estimation methods a\ d to fi

appropriate in terms of the Tance ith theitheory.and the results of the statistical
tests. % S

Section 5.3 prese \estim*te
using the ROE4as thepdep

estimation x(P 1&d
Random odel)fare use

NN
<$’ $1 )y
Sectiom.4 presents the results Qtjﬁe determinants of bank profitability according to

thestypes of banks (domestic\caamic banks, foreign Islamic banks) using a panel
‘% his section aims to identify the source of differences in the determinants of
rofitability between domestic Islamic banks and foreign Islamic banks in Malaysia.

4 2 C;Q
\lts o%ﬁ: determinants of banks’ profitability
riabl \%f all samples of the study. Also, three
jn!elref‘neast Squares, Fixed Effects Model and

Section 5.5 presents the results of the determinants of banks’ efficiency for all Islamic

banks in this study using both the panel data and Tobit regression model. The purpose
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of this section is to investigate whether or not banks’ efficiency in the Islamic banking

industry in Malaysia is determined by a set of profitability variables.

Before running the panel data regression, this chapter starts with th@ptive

statistics of the variables. A
5.1.1 Descriptive statistics \,z

Descriptive statistics have been widely used in academic studi criptive statistics

can be defined as a set of brief descriptive coefficients th ari’es a given data

set, such as, mean, median, standard deviation, ske kurtosis,~whiel 'can either

be a representation of the entire population. The deSeriptive statistic az be «@'B to
describe the sample data on a single variable in anized farm.“In this "(}y, the
internal and external factors on bank profitahi re

Y.a a@ﬁ y th e of the
ion e vari@& used in the

descriptive statistics. Table (5.1) provides the abbrevi

regression analyses.

J,

Table 5.1: The abbreviation of ghe depen ar‘? independent variables (as
determinants of banks’ profitabi ,\&
\!)
Variables' <$ Abbreviation
A
S ROA
Dependent Variabl >
turn on'Equity | S ROE

apital @n ser\@o Total Assets CRTA
IK\ A

&\ @ to TofakAssets OHTA
N A

& \ s Loahs | hnm%iﬁ to Total Assets LOTA
= | Inter riablgs Ps} 3 9)
'§ ;Specifi e}os@ﬁotal Assets DTA
z Q/ d iquidlity to Total Asset LATA
= iqui o Total Assets
S ik
Teehnical Efficiency TE

o= Annual Inflation rate INF

Macroeconomic | Gross Domestic Product Growth Rate GDPGR

Variables

Gross Domestic Product Per Capita GDPPC
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Structural
Variables

Bank Size LOGTA
Concentration Ratio CO
Bank Age E

Dummy Variables

The Effect of Global Financial Crisis

L {
-\é'Fc

The Differences between Domestic

and Foreign Islamic Banks

2 DDF

Table (5.2) reports the descriptive statistics of the

varia qu ir’ the regression
analyses. Key figures, including mean, median, st devi tiWness and
@

kurtosis value are reported.

Table 5. 2: The mean, median, standard devi
Islamic banks in Malaysia from q; 2007 to g4 2010

~

s
~

N\

I_ST

Kus@?s for

Y

Variables Mean Median td’ . gke SS leﬁosis Obs
% AL N
ROA 0.001707 0.001876\ 1999 - 336304.039071 236
ROE 0.024517 0.0238 0.02 TB 94& 3.375856 236
CRTA 0.087952 0.07 % 0.0& .9 7@5 3.215483 236
OHTA 0.003785 0% 0001497, , o.@m 2.679337 236
LOTA 0.540883 & 2 2644 §6@ 790 2.614710 236
DTA 0.860544 QﬁG 94 048727 .656494 2.821825 236
LATA 0.3066 .279228’ 0. 4)07§§0.887413 3.348544 236
TE 0.8123%0.83833 97& -0.827787 3.023207 236
INF 0.023525 . 0.0264 0.673474 3.373873 236
GDPGR 0. Z& 0.0%817 -0.824365 2.581568 236
GDPPC 025187 3 6216 -0.830581  2.585306 236
LOGTA 9.048827) 4 8.9 th 817759  -0.373902  3.518467 236
CONC 0.18842 . 04 0.023957 0.168179 4186970 236
AGE %’.87394 .000000> 5.987154 2.828595 10.12174 236
LOG 1.17& ﬁ.OQ@ 0.828419 0.622980 3.867530 236
c},\
T (5. 2) offers to establisrﬁveral conclusions. First of all, all variables comprise

servations. Second of all, with respect to dependent variables, on average, the

ysian Islamic banks have an ROA of 0.17% over the entire period from ;2007 to
42010. The difference between mean and median is found. This may mean that there
is a difference in the profitability among the banks. For the second profitability

measure, or the ROE, this amounts to 2.45% on average. Also, the small difference




116

between the mean and median for the ROE is found. This may indicates that there are

differences in the profitability among the banks in our sample. T

One of the main purposes of performing a descriptive analysis is to ensur(li%hrmal

distribution of all the variables used in the analysis. When this assumption is Violated,

the interpretation and inference may not be reliable or valid. There ny measures

that can be applied to check if the variable follows a normal distribution or not. This

study employs skewness and kurtosis to test whether or not t%ndent variables
ble (5

and the dependent variable follow a normal distribution .2) shows that the

value of skewness and kurtosis is calculated for all variables. Theyariablg bank age

(AGE) is not normally distributed. Transforming non-n | distrib (Lata_into
a normal distribution is performed in a numbeﬁwerent ay u' a_\é%mon
technique is to take the log of the data (Adam an rk, 2043). It possja-le to log
transformation for the variables which are r&a~ no N ribut'ow\ﬂ“r'\ order to
overcome the violations of the Mons régeession  model

e
(Berenson et al., 2012). Thus, the stuw orted to nsf@ﬁtion for the bank
age variable. As shown in the tablg-above, th e? gﬁqess for the variables
included in the Table are from - DO%’) ereas 'the

values of kurtosis for the
variables included in the tablea\bsrom
are normally distributed, or. er

D

53

-

At cq@ﬁe concluded that the data

ec significan %rmal distribution. Thus, the
possibility of drawing c the zsults of the regressi odel is allowed.

P 4 ’ &

In order to check t he regris \tm umptions' are met to ensure the research data

are sufficient to r regression, the stati test is used.
N D O
G) 2 9
5.1.2 Test”%or' ationar (_J
NN
s p—? -
Wetrlcs litéFature hawfoposed a number of methods to test the existence

Recenge
of iLkoot under panel data\Sa’l'ng (Dhamija, 2010). To evaluate the stationarity of
t Nbles in this study, the Im, Pesaran & Shin test has been chosen to perform the

el data unit root test due to the fact that the majority of the unit root tests assume
Qt you have a balanced panel data, but this test allows for unbalanced panels (Im,
esaran & Shin, 2003). The test is implemented on level differences (with intercept

and intercept & trend).
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Table 5.3: The panel unit-root test

Im, Pesaran & Shin test for panel unit-root test
Variables (Results of test on the level) ~_ S
Intercept Intercept
ROA -10.0* -6 &
ROE -10.6* -6.2

CRTA 9.4% v
OHTA -9.1% \f 6*

LOTA -13.5*
DTA -14.5*
LATA -12.3*
TE -11.9*
INF -17.0*
GDPGR -34.3*

GDPPC -5.5\,
LOGTA 1(03
CONC }w O 45~

LOGAGE 8* T -40.9*
* Denotes the rejection of the hypot y a panel o aaable e a unit root at 1% level of
significance (all panel variables a ted at 1%wlevel of S|gn

Table (5.3) shows the sultgof the panel gnit-r st The findings show that all
egr el

panel variables are int K@lgnlflcance Therefore, it can be
concluded in the Nothesfs anel les have a unit root that is rejected
and all the vari &e 1% &Lfl of significance. When panel variables
do not have ot, he‘y gatuoﬁaw and therefore, are integrated. Integration

0 s that panel variables have a unit root. The

means a r of t
results at al rﬁble efficient and appropriate in measuring Islamic
fitability in Malays r the study period.

°
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5.2 Findings of the Determinants of Islamic Bank’s Profitability Using the ROA
as the Dependent Variable

In order to test the determinants of bank’s profitability, there are several r@t are
used to measure the profitability of banks. The two most often used the*rates of

return on assets (ROA) and the rates of return on equity (ROE) (Iq d Molyneux,
theyprofitability of

1

2005). Two measures are used as dependent variables to analyze
Islamic banks in this study. A set of independent variables used here as
determinants of bank’s profitability: 1) Internal variables afithe Bank: Capital ratio and
reserves (CRTA), overhead ratio (OHTA), loans ratio A); de Jits ratio (DTA),
liquidity ratio (LATA) and technical efficiency (TE) of thepbank. Meco%)mic
variables: The annual inflation rate (INF), gros%vestic roduct br@ rate
(GDPGR), gross domestic product per capita (GDPRE). 3) Structural varﬁbles: The
bank size (LOGTA), bank age (LOGAGE) and%€once tio ( @":). 4) The
dummy variables: two dummy variables Mded ?E' account, ( ) for the type
of differences between the banks w%c and ign) @ may affect the
”

determinants of Islamic banks’ profitability, a MTa e (GFC) to determine the
|

effect of the global financial crisi t prw" il slqg%banks in Malaysia.
9 %

According to the methodm of, thi v, thh%determinants of Islamic

N
banks' profitability are teste ing @d IIS§ in the following:
i , '3
Model (1): \" &

is part of study tests the determinants of bank's profitability for all Islamic banks in

ié sting by model (1)

alaysia using return on assets (ROA) as the dependent variable. The hypotheses of

this study are tested using multiple regressions in the panel data analyses for
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seventeen Islamic banks during the period of q; 2007- g4 2010 (quarterly data). The

number of observations is 236. The model of banks’ profitability determinarv_g;

follows: \
Model (1): *j
ROA = 0y + L OHTA + B, LOTA + B3 DTA + Bs GDPGR + s GD ¢ CONC

+B7 DDF + & N
5.2.1.1 Testing for linearity Y'

One of the important assumptions of the regressi odel p% that the
relationship between the dependent and independent, variables shoulddbe mﬁar\\?retl
earity plot rr‘es' uals and

econometric software is used to evaluate linearity,

independent variable are shown in the Appe

concluded that the linear model is appropriate fo

5. 2.1.2 Testing for multicollinearit m

e d%t\ \memod
9
To investigate whether there is a i oIIinearl\pfo$le ,ﬁ\rhe model, this study
:I . B

uses the variance inflation factor foh all pen \variables based on the

panel OLS regression. The impaet“of collinearity among the
variables in a regression r??h( jarati 3). @e (5.4) presents the variance
inflation factor (VIF) % the i
multi-collinearity pr@n.
Table 5.4: The yariange inflati r , model (1

Aé 3&9 : ﬂK { ) 1)

\%Ies Centered VIF

1.306748

%LOTA 1.181971

A DTA 1.563521

\ GDPGR 1.833233

% GDPPC 2.113169
Q CONC 1.702562

DDF 1.808516
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The result above the variance inflation factors (VIF) for the variables included in the
model is between (1.18 and 2.11). This indicates that no multicollinearity pro in
the model, because all VIF values are less than 10 (Gujarati, 2003). Thus,ﬁ&
concluded that there is no multicollinearity problem between th ‘@endent
variables.

5.2.1.3 Testing for normality of residual \,z

W distributed. The
a r‘gression model

d Hall, n order to

One of the regression assumptions is that the residuals a

violation of this assumption leads to the inferential stati
(T-statistics, F-statistics, etc.) not being valid (Asterio
ensure that the assumption of normality is fully satisfied, Jarque—B a'(JI;, ‘ﬁg{ of
normality is used to test the residuals normally. ~\

4 \/Y'

\and th sults of the
<<
O

Figure 5.1: The probability distribution% re
Jarque—Bera test using model (1) with A

20 \ A%
Series: RESIDUALS

A
n “, Sample 1236
2

Observations 236

- T Mean -4.01e-05

12 || 1] Median 4.61e-05
- Maximum 0.003564
— Minimum -0.004227

g Std. Dev. 0.001475
Skewness -0.356294
Kurtosis 2.845848

Jarque-Bera 5.226852
Probability 0.073283

[]

y J UL B A
125 . OOJ @0125 0.00250  0.00375

‘-0‘.0(‘)3\75‘ ‘- .0025 ‘ ‘- ‘.
% NN
As the w 5.1) éh , jne re%’lj&tals seem to be symmetrically distributed. The
application of the Jarque—Bera(fgst shows that the JB statistics is about 5.22 and the

p Nity of obtaining such a statistics under the normality assumption is about

Therefore, the hypothesis is not rejected, that the error terms are normally

@ ibuted.
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According to the results of the stationary test, multicollinearity, linearity test and
normality of residual, it can be concluded that the multiple regression analysisq.@e

used to interpret the dependent variable in the model (1). \

Pooled Ordinary Least Squares (POLS), Fixed Effects Models (FEM), and Random
Effects Models (REM) are types of panel analytic models. Wntify the right

d WE-Views software
esti}nation methods

the fixedseffects, and the
@

5.2.1.4 Testing for appropriate model

estimator for the model, various tests have been perfor

and Gretl econometric software. Table (5.5) below displa

in the panel data statistics: the pooled ordinary least squ

random effects method. ' (’}VC
=\

Table 5.5: Results of Pooled Ordinary Lea res, Fix ect\llaadel and

Random Effects Model using model (1) and the,ROA "as the.dependeRtvariable

Independent Variables POLS E\/ FEM <. REM

c -0.01198%* 0.0 * S -0.012863***
(0.0041 (0.0 AO (0.0010)
0.240780*** \.nozisl * 0.317098%**
OHTA (00027 oﬁv. 0 \& (0.0003)
0. ook .0026 0.003658***
LOTA 0 (0. (0.0000)
492 %+ 0.009446*** 0.009641***
DTA (© D:;;pj ( ﬁgs) (0.0016)
c’) -0.0018 2 +,-0.001073 -0.001082
GDPGR . CQ (0.6806) (0.6774)
$ 0.000538 0.000423
N (0.4397) (0.5407)
0.001223 0.000215
(0.7300) (0.9510)
5 0.001766*** 0.001737***
(0.0000) (0.0001)
R @eson 0.570625 0.254123
\ . 2}.3,9638*** 12.86680*** 11.09723%**
(0.0000) (0.0000) (0.0000)
DW 1.552864 2.151026 1.931185
\ N 236 236 236

umbers in brackets below the coefficient are the probability levels of significance. *, ** and ***
indicate significance levels of 10, 5, 1 percent respectively.
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To identify which model is appropriate, the pooled model or the panel random effect
model, The Breusch-Pagan Lagrange multiplier test is used. It is difficult to
between the pooled model and the panel random effect model dependl the

only. Therefore, The Breusch-Pagan Lagrange multiplier test is use Breusch-

relationships between the coefficient signs of the variables and their 3 S|gns
Pagan Lagrange multiplier test is designed to test random effects Tdmg on the

value of the chi-squared. If the null hypothesis is not rejected

model is appropriate. T

Table 5.6: The result of Breusch Pagan Lagrangi Itiplien tést using model
(1) and the ROA as the dependent variable ’\\Jj .

d regression

\

‘T

favour of the

Chi- chi-square (1) Pro chi \v
69.304 0 poo
¥,
b-’
With the high chi-squared statistics, we W
panel random effect model. Therefor&%

panel over the pooled OLS estlm on mode Tel random effect regression

model is appropriate).

0 4]
To choose between the pooled ordinary; |MS he panel fixed effect model,
the joint significance t d A Iol/ pro bf % nts against the null hypothesis
that the pooled OLS m%a equa i ’UQ, e

null hypothesis is r d, the fix ct reg on model is appropriate.

&
Table5.7: T Mt oflthg smnl@ce test using model (1) and the ROA as

(.,

fixed effects alternative. If the

3

ic ' ) ) _§'ﬁ.f. Prob.
297 * v’ Y‘:"(l6 213) 0.0000

N
S
De\l?ng on the results of the joint significance test using sums-of-squares (F-test),
e

jected the null hypothesis in favour of the fixed effect model. Therefore, joint

Qnificance results favour the fixed effect model over the pooled OLS model (the
fixed effect regression model is appropriate).
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To determine the use of the fixed effect model or the random effect model, the
Hausman test is used by calculating the p-value (Prob>chi2). The null hypothesis. i
that individual effects are not correlated with the other regressors in the m the

favour the fixed effects model and if the value of the Hausman Chi-s atistics is

value of the Hausman Chi-square statistics is high (that mean, low ps ity) we
low (that mean, high probability) we favour the random effects mod ther words,
the probability for the test is less than 5%, indicating that the random gffects model is

not appropriate and that the fixed effect specification is to be p?is :

The following results are observed, with the panel eports \Hyman test

results shown in the following Table:

Table 5.8: The result of the Hausman test us%el Q) s the

dependent variable
Chi-Sq. Statistic 2 k >ch \T

10.133659 (%\’ \\ 11941(

The result of the Hausman test st g@tn th 1 séthat the random effects

model is the appropriate panel a opfor A mgf}l— 1).

Based on the results of Br r gla.@rultlpller test shown in Table
(5.6), the joint sigmﬁc% sho in T, b} and the Hausman test shown in
Table (5.8), it can he conc m rand(ﬁ}éffect model is expected, therefore,

e
the random effec de s appropri

o

5.2.15 Testl pres nt'of d: or, e |on
The u@;on Mt is er used to detect the existence autocorrelation
pro DW test is the frequently used statistical test for the presence of

aI correlation, therefor\thls test is to be conducted in this study to detect the

e of the autocorrelation problem in the regression model.

e estimation of the random effect model provides the DW test statistics in Table
(5 10), therefore, it can be seen that the Durbin-Watson statistics 1.93 is located
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between d, and 4-d, value (zone of no autocorrelation). This result indicates that there

is no evidence of the presence of the first order serial correlation in the model. Y.
5.2.1.6 Testing for the presence of heteroscedasticity problem (}

There are several heteroscedasticity diagnostic tests, with the White hetero&edasticity
test being one of the most widely used. The white test is to be usmis study to

ol
odel (1) and the ROA
, \1' |

detect the presence of heteroskedasticity.

Table 5.9: The results of White heteroskedasticity usi
as the dependent variable

i ic’ %;c

F-statistic Prob. F-statistic Chi-Sg- S
5.498018 0.0000 %@0 [ ‘3 p_@v
’ ‘i' / X
Applying White’s heteroscedasticity test, we find the e ﬁ?ﬂc& f he e%edasticity.

hi evftzst, F-statistic is 5.49801
(P-value: 0.0000) and Chi-square stalﬁ 13.721 aIueéﬁOOO). Therefore,
the null hypothesis of no heterogengity is reje WIe
evidence of heteroscedasticity i %
corrected using the White pro i
solve this problem (Tahir,

heteroscedasticity and the ge
implemented to eliminate the'proble
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Table 5.10: Results of the random effect model using model (1) and the ROA as
the dependent variable

Independent Variables REM
c -0.012863***
(0.0023) (ﬁ
0.317098** A
OHTA (0.0118)
*kk
LOTA 0.003658 i

DTA

GDPGR
GDPPC
CONC

DDF *\\,
R’ Q\E:)

F

DW &
N
The heteroskedasticity—corrected. Nu sin ow the-caefficient are the probability levels
ce levelsjof
)

4

of significance. *, ** and *** in ignific 10@percent respectively.

(? AN
5.2.1.7 Explaining&%s tsl g 4 (fj/
T ’<\M1 ‘\;;;? N i i

able (5.10) a% clu resu@ of the determinants of Islamic bank

!
¢
profitability {%corre ting hete (ﬁdasticity problem) using return on assets

(ROA) %ﬁepen ya ablé} he variables which have been tested as
dete '%f banf’ roﬁﬁabil@- are overhead-to-total assets (OHTA), Loans to
tota (LOTA), Deposit@'otal assets (DTA), Gross domestic product growth
r \NDPGR), Gross domestic product per capita (GDPPC), Concentration ratio
) and differences between domestic and Foreign Islamic banks (DDF).
Qe first bank characteristics variable, namely the overhead-to-total assets (OHTA)

has a positive and statistically significant impact on return on assets. The result
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suggests that high profits earned by Islamic banks may be appropriated in terms of
higher overhead (wages and salaries) which is in line with the Expense- Pr
behavior theory. The theory proposes that the main goal which manager

maximize not profit but their own utility or the utility of the bank, w &ually
achieved via increasing salaries or other staff expenses. This result i onS|stent
with the findings of some other related studies, for example: NachOOB), Haron
(2004), Al Manaseer (2007), Bennaceur and Goaied (2008). \,

feg on banks’ return on

is result is consistent with

role betw he lenders
dif@%zns.

loan Rﬂ‘[foho is

Loans-to total-assets (LOTA) have the expected positiv

assets (ROA) and it is statistically highly significant t

what is expected, that Islamic banks play the intermediati

and borrowers, which emphasizes that more depo re transfo
Hence, higher lending generates higher income. slam1gvb ks
low, ri ok, . Thus, the
bank loan has an important role as the f re\%f]ue hich lies that high
loans lead to increased bank profits. w ing is s ted @%ther studies, for
example: Bashir (2003); Sanusi and S 2 Al_ Manaseer, (2007);
Al-Jarrah et al., (2010); Ramadan 20}.1 ufi (7

heavily biased towards short-term financing and assoc e

d staftstlcally significant impact on

N
return on assets. ThIS:BS s in line wi ll%ﬁ%tudles that have focused on

banks' profitability su IJarr et al.p (88 ) and Javaid et al., (2011). In

Deposits-to-total-assets (DTA) a

summary the resul f the DT ve supported the view that, more
deposits will en the I aC|ty once they have been transformed into
loans will Ie gh profl ng with this, the banks rely heavily on
deposns i est )@,urlng the period of this study, the deposits of
Malays |c bafi Sunt fo&% on average from total Liabilities.

FO\) croeconomic vanabl%? the result reveals that GDPGR has an insignificant
n the ROA. Similar results for the insignificant impact for the GDPGR in

05), Al Manaseer (2007), Li. Yugi (2008) and Sufian (2011). GDPGR has

a negative and statistically insignificant impact on return on assets, but when the

|
QEES profitability can be found in the other studies for examples, Sanusi and Ismail

sample is split into two categories, which are the domestic Islamic banks and foreign
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Islamic banks, we have found that the GDPGR has a positive and statistically
significant impact on return on assets of Malaysian domestic Islamic ban ,
whereas the GDPGR has a negative and statistically insignificant impact o urn

on assets of Malaysian foreign Islamic banks, see Table (5.38). This S&E)dicate

that domestic Islamic banks have only benefited from economic growth;"whereas, the

insignificant impact was due to foreign Islamic banks not be from the

economic growth, \,
pg capitf (GDPPC) has

The estimated result shows that the gross domestic prod

a positive and statistically insignificant impact on

consistent with the result of Choong et al., (2012) which

Islamic commercial banks in Malaysia and which

influence the profitability of Islamic commercial ks duging th periosg-of 2006-
2009. Al Manaseer (2007), Bennaceur and Goa?d 220 \nq lami ivg\t-'él., (2009)

discover a similar result where the w has \an _insigni t impact on
sf } th

banks’ profitability. This may s e
environment, as the result of the glgbal financi ‘msl\s hi htaw given a blow to the
Malaysian economic growth in 2008 a 208 : c}
.
For the impact of the structuN lable ults.ib%l/cate that the concentration

However, the relation not sigpi is not confirmed whether this
finding can suppor %Qtructlir uct $ﬂormance theory. The result of the
CONC variable &es t a\\@)NC@ able is not significant in determining
banks’ proﬁt%(ﬁh ng et I',|(2 have found that concentration does not
influence %’ bility ofa ysiKr(Lalamic commercial banks during the period of
2006-2 : otrﬁrﬁ“);% such%s Al Manaseer (2007); Bennaceur and Goaied

(2008),Sla ni etal., (2009) a d\gj.fian (2010b) found similar findings.

ratio (CONC) has a osiWnd insigni clnté ct on the return on assets.
% ignificapt; ce”it

N
SMy variable (DDF) has a positive and highly statistically significant impact on
%rn on assets. This result suggests that domestic and foreign Islamic banks have
Q(erent profitability, and the domestic Islamic banks are often associated with high
profits. Based on this result and the results which are presented in Appendix (F), it can
be concluded that domestic Islamic banks are more profitable than foreign Islamic
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banks during the period of study. The mean value of the return on assets (ROA) for
domestic Islamic banks is higher compared to the mean value of the return o
(ROA) for foreign Islamic banks; see Appendix (F). This result is consiﬂ ith

Awdeh (2005) who has analyzed the profitability of domestic and 50‘@) anks

operating in the Lebanese market between 1993 and 2003 and wh und that

although these banks operate in the same market, profitabilityvinants are

different, also the findings suggest that foreign banks are %? rofitable than
i

domestic banks during the period of study. Generally, the SOT
determinants of profitability between domestic Islamic syand 'foreign Islamic

banks are shown in this chapter, Section 5.4. ‘\d
@

DS
4 \/‘Z“

5.2.2 Testing by model (2) \ &

The section above has tested the deterrﬁ%“of :11 Itabi 'y‘:for all Islamic
banks in Malaysia using return on ass A) as th epen@ variable through
t

pdhe determinants of

fferences in the

model (1), whereas, this secti is devo

banks’ profitability using ROA e depen t vari as expressed in the

model (2). The model of banN tability dete inarﬁ@ as follows:

N

Model (2): z | 0
ROA = 0 + B1 CRTA + BoBAT A+ 533:4 B, {§<E+ Bs LOGTA + Bs LOGAGE
+B; GFC ;&\ @
N
5.2.2.1 Testirg%me ity ‘_l ‘_')(./

@,
are

Using Gpetl %ome}ri SO : @nearity plots for residuals and the independent
aM

variab own in the appe@'(G). From these figures it can be concluded that
the i odel is appropriate\%? the data of the model (2).

.2.2 Testing for multicollinearity problem

his study uses the variance inflation factor (VIF) for all independent variables to
investigate whether there is a multicollinearity problem in the model. The VIF

measures the impact of collinearity among the variables in a regression model
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(Gujarati, 2003). Table (5.11) presents the variance inflation factor (VIF) between the
independent variables in the model (2) to test the multi-collinearity problem. Y.

Table 5.11: The variance inflation factor (VIF), model (2) c_\
Variables Centered VIF

CRTA 1.654788
LATA 1.955404
TE
INF
LOGTA
LOGAGE
GFC

The result of the variance inflation factors (
model are between (1.12 and 2.79). This i

any multicollinearity problems, b\
(Gujarati, 2003).

5.2.2.3 Testing for normality g@;ag

Jarque—Bera (JB) test of n 5 u'e to tést wh

distributed or not.
4

Figure 5.2: The bility FI ion ofeghé residuals and the results of the
Jarque—Bera test,"model (2)\wi
25 — AN

F 4
- - o0 bt Series: RESIDUALS
Sample 1 236

20 | | Observations 236
] ] Mean -3.04e-05
15 | Median -0.000122
— Maximum 0.003976
L] Minimum -0.004596
T Std. Dev. 0.001551
Skewness -0.180875

Kurtosis 3.614023

10 4
] Jarque-Bera  4.994235
Probability 0.082322

——
-0.0025 0.0000 0.0025
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As the Figure (5.2) shows, the residuals seem to be symmetrically distributed. The
application of the Jarque—Bera test shows that the JB statistics is about 4.99
probability of obtaining such a statistics under the normality assumptio& ou

~—+

0.082. Therefore, the hypothesis is not rejected, and that the error term %rmally
distributed.

According to the results of the stationary test, muIticoIIinearwzarity test and
normality of residual, it can be concluded that the multiple reqress analysis can be

used to interpret the dependent variable in the model (2).

5.2.2.4 Testing for appropriate model \do X~
N

Table (5.12) below displays three estimation m@@the panel data s’taﬂ’;%s, the

Pooled Ordinary Least Squares, the Fixed Eﬁevﬁd the% ffec&gthod.

X

ts Model, and

dent variable

Table 5.12: Results of Pooled Ordinar unar s, Fixed E
Random Effects Model using model )tq eR e de

S
FE

Independent Variables POLS REM

c -o.oo%* -0: 829”;<\ -0.007740**
(000337 OA%O 1 L} (0.0119)

CRTA Q%,***Af 03424 -0.006036
.0001) (0.6 (0.2790)

01 0. 1* 0.001443

LATA (0.8449) | 938) (0.3080)
c’) 004467 *** 0.004366*** 0.004352%**

TE \ .0600 :(4_}’(0.0071) (0.0014)
INE & -0.008587* $ -0.006433 -0.008084**
\ 48) O (0.1173) (0.0390)

o ch . 8&37&:) 0.001050* 0.000724%*

4 (0.0535) (0.0312)

%E P -0.000121 -0.000200
% 4 (0.7462) (0.4026)
-0.000284 -0.000271

AGFC (0.2011) (0.2154)
R’ 0.374582 0.546712 0.192369
- 19.50803*** 11.11710%** 7.758178%**
(0.0000) (0.0000) (0.0000)

0 DW 1.686008 2.178023 2.049559

N 236 236 236

Numbers in brackets below the coefficient are the probability levels of significance. *, ** and ***

indicate significance levels of 10, 5, 1 percent respectively.
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To know which model is appropriate, the pooled ordinary least squares or the panel
random effect model, The Breusch-Pagan Lagrange multiplier test is used. T I

hypothesis of the one-way random effect model is that variances of groups N f

the null hypothesis is rejected, then the panel random effect model is apﬁtg?.

Table 5.13: The result of the Breusch Pagan Lagrangian muktiplier test using
model (2) and the ROA as the dependent variable

Chi- chi-square (1) Protﬁw
iS rejecte

46.1143
With the high chi-squared statistics, the null hypothe

Wur of the
@

panel random effect model. Therefore, the Lagrangemultiplier test resul fa&&v the
panel over the pooled OLS estimation model panel r;m m“geffect Té’gression

model is appropriate). Yv \
X
\) effedte model the joint

To choose between the pooled OL a(*je pan
significance test is used. A low p-value nts.agai en ypothesis that the
g‘é\alternative. If the null

pooled OLS model is adequate, i %II‘ of the_ fixe
hypothesis is rejected, the fixe gression I ist@ appropriate.

NS Ky

Table 5.14: The result of it signifi
as the dependent variele

{% Prob.

5.03149 16, 212)> 0.0000

&

F-statistic

NS
The null hyp \ﬁs rejecte Iﬁbo&v%f) the fixed effect model depending on the

results of

significance test.~Fherefore, joint significance results favour the
fixed e% del ole pool LS model (the fixed effect regression model is

appropriate). \C}’

To\f; rmine the use of the fixed effect model or the random effect model, the

man test is used. The following results are observed, with the panel that

ablishes the Hausman test results being reported here in the following Table:
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Table 5.15: The result of the Hausman test using model (2) and the ROA as the
dependent variable

Chi-Sq. Statistic Chi-Sqg. d.f. Prob>chi2 g 'j
9.123733 7 0.243(

4

The result of the Hausman test statistics in the Table suggests that waﬂdom effects
model is the appropriate panel data estimator for (ROA) model (

Depending on the results of the Breusch Pagan Lagran tiplier test shown in
Table (5.13), the joint significance test shown in Tal 4)"andythe Hawsman test

shown in Table (5.15), it can be concluded that the randompeffect mo

therefore, the random effect model is appropriate and'it Should be im

5.2.2.5 Testing for the presence of autocorrek?'ﬂ'(

The Durbin-Watson test statistics is u e@he thesich;t the residuals
are not auto-correlated. The estimatio he_rando ffect@)del provides the

Durbin-Watson (DW) test statistic@u)able (S.E\M;ef rd,:}f' can be seen that the

: . : N
Durbin-Watson statistics (2.04 ted Betwe dy a@-du value (zone of no
autocorrelation). This result ilﬁ{ that there.ds/no e\@éﬂfce of the presence of serial

L. N
correlation in the model. %
(,JZ ’ )
esen

5.2.2.6 Testing for pr. heterds stl'g' roblem

N S

The White heteroskedasticit t iSfone of&e most widely used. The White test is to

Y

be used in thig's 0 deteet t ?ge heteroskedasticity.

Table 5,26: % rengch te @roskedasticity using model (2) and the ROA

.

as thede ent variable . \2"
-Statistic Prob atistic Chi-Sqg- statistic Prob>chi2
‘& \%t q

E 29093 0.0000 94.22613 0.0000

e evidence of heteroscedasticity is found after applying the White’s
heteroscedasticity test. Based on the Results of the heteroskedasticity White test, the
F-statistics is 3.929 (p-value: 0.0000) and Chi-square statistics is 94.226
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(p-value: 0.0000). Therefore, the null hypothesis of no heterogeneity is rejected for the

model. The problem of heteroscedasticity is corrected using the White’s crossw

Table 5.17: Results of the random effect model using model (2) and ROA as
the dependent variable

option.

Independent Variables

C
CRTA

LATA

9

(0.0000)

:
(fj/ 2.049559

Fj c’;z" ' b}’. §7Z7.58178

va\ | g 4
& - £, 236
The heteroskedastigity—coreected. in br. below the coefficient are the probability levels

of significance. %%*** nd'u::te? signif' evels of 10, 5, 1 percent respectively.
e &~
5227 &Qa"ning the Testlfs Y

&

Ta%. ) above includes tfhesults of the determinants of bank profitability for all

‘% banks in Malaysia using return on assets (ROA) as the dependent variable.
variables tested as determinants of bank profitability are capital and reserves to

tal assets (CRTA), liquidity to total assets (LATA), efficiency-bank outputs to bank

inputs (TE), annual inflation rate (INF), bank size- the natural logarithm of total assets
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(LOGTA), Bank age (LOGAGE) and the effect of the global financial crisis on the
profitability (GFC).

Capital and reserves to total assets (CRTA) has a negative and (%cally
insignificant impact on return on assets. This is against expectatio Oowever, we
should bear in mind that these results are obtained from poolin data of both
domestic and foreign Islamic banks together. Therefore, when a Iiﬁh.ese findings

%have found that

to either the domestic Islamic banks or the foreign Islamic banks,
the CRTA affects domestic and foreign Islamic banks i diiirent ways, that after

splitting the data into two categories the CRTA positive and statistically
significant impact on return on assets of the Malaysian sti¢ Islamiesbanks.only,
whereas the CRTA has a negative and insignificant t on the ret nlon é-s}ets of

the Malaysian foreign Islamic banks; see Table ). However jthe regrlt of the
CRTA that has a negative and statlstlcally msr flcant ' t nre un?’o’n assets is
il (2005) and
). The study by

un&gcapltal to total assets

consistent with other similar studies; f Ies,
Guru, Staunton, and Shanmugam (19& Said an
Sanusi and Ismail (2005) has foundgthat the rati to
of Malaysian Islamic banks d u p& 95@0 has a negative and
insignificant impact on re n ass Gufu et% (1999) and Said and
Tumin (2011) also sugge ha th e ital'jto to ssets is not significant in

influencing the return aysr pa{k} Furthermore, the negative and
insignificant relation betwe ts" atj@,capltal to total assets is also found

by Al Manaseer ( Md Ab|J

Liquidity to t ts a‘; p e and statistically insignificant impact on
return on in ccoKﬂa,nce with what is expected, but it is consistent
with th f ther ated studies. Idris et al., (2011) examine the
determ of profltablllty f w‘qne Islamic Banks in Malaysia for the period of
20 2 . The result has reVeaIed that Liquidity to total assets is insignificant in
|n|ng profitability (ROA). Also, the study of Said and Tumin (2011) reveals

liquidity is not a significant factor that contributes towards the profitability of
Qmmermal banks in Malaysia for the period of 2001 to 2007. This result is also

supported by Al-Jarrah, et al., (2010) and Davydenko (2011).
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For the impact of the technical efficiency variable (TE), the result indicates that the
TE has an expected positive and significant impact on the return on assets. Thig.gi
support to the Efficient-structure theory. The result suggests that high 152 of

ween the

Islamic banks are consistent with higher efficiency. This result is in lin %lmilar
study results of Sufian (2007a) which examines the relative efficieﬁ;q

Islamic domestic and foreign banking operations in Malaysia and established

. The result is
03); Casu and

l

The macroeconomic variable inflation rate (INF) has eg |vMatls§%ally

significant impact on return on assets. This ma due fo fﬁct t, as

that the ROA s significantly and positively correlated with effici
also supported by other studies such as, Jiang et
Molyneux (2003) and Kosmidou et al., (2006).

Bashir (2003) has pointed out, in the case of Isla bankgt ei atlonqﬁay have
a negative effect on bank profitability if wages a oth

are gro lng faster than
the rate of inflation. Accordingly, thls est that dur g thé“period of study,
fla@%nd the costs of

Islamic banks could not accurately N e levels
banks have undergone a faster inerease tha b s’) revenues. However, this
finding is supported by the res ) Av*d%S Fetios and Kyriaki (2007),
Sufian and Chong (2008), K %ﬂ al;(2011) and Ag@?t al., (2011). However, it
can be postulated that the | ic'ban t abl@adjust its lending rate to the
rising cost of the depo%&;ecauﬁ Islamic @used fixed rate of financing.

’ &
tota <as€ets (LOGTA) has a positive and

Bank size or the ral Iogr

statistically 5|gn| OA\ s result is in line with the Economic of
scale theory. This Indicates ihat 5| V|des Islamic banks with the opportunity
to have ED ability m@ and utilize the economies of scale.
Idris et t theshank size is an important factor in explaining the

varlatli ofltablllty for Isl mﬁ.banks in Malaysia and they explain that the larger
SIZ will fundamentally\nave better access to capital markets, lower cost of

Ing and are able to generate higher income. Many empirical studies find similar

03 ts, such as Athanasoglou et al., (2006) and Al Manaseer (2007).

ank age (LOGAGE) has a negative and statistically insignificant impact on the
ROA. This is against what is expected. However, after splitting the data into two
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categories, LOGAGE has a negative and statistically significant impact on return on
assets of domestic banks, whereas it has a negative and insignificant impact

return on assets of foreign banks. This result means that old banks are Iess& ble
than the new banks as the latter uses the new technologies. This result i s%ted by
Dietrich and Wanzenrie (2010) which analyzes the profitability of coﬁkial banks
in Switzerland, and the result rests in the fact that newer banks seem ven a little
bit more profitable than older banks. Also, Zeitun (2012) finds that, the'bank’s age has
no effect on bank profitability of Islamic and conventiona ks in the Gulf

Cooperation Council countries, during the period of 2002- '

Ily 8igni im on
return on assets, which is in accordance with th%ﬂon. is uI' r&éa}s that
Islamic banks in Malaysia are affected by the glebal financial cfisis iw-terms of
profitability. This finding is supported by stutm N Ha ib@’éh (2010a)
and Mehta (2012) ‘ﬂ\/ ké\

O

&

The global financial crisis (GFC) has a negative and statis

5.3 Findings of the Determinan lami 2 t@blllty Using the ROE
as the Dependent Variable ‘é o q Qc_')
\ N\’w
N

The determinants of ISEmWS’ p*ﬁta i

using two models. 2 2
O

5.3.1 Testing by@ﬂ) @ §

The determin \,an s’%?ﬁty@c‘féﬂl Islamic banks in Malaysia using return
dent

:§Hle are put to the test. The hypotheses of this
sions in the panel data analyses for 17 Islamic

the
study aw usinﬁ e re%;
banmn the period of qlggo - Q4 2010 (quarterly data). The model of banks’

p wlity determinants is as follows:

on assets epe

el (1):
Eit= 0o+ pr OHTA + B, LOTA + B3 DTA + Bs GDPGR + Bs GDPPC + Bg CONC
+B; DDF + g
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It is worth mentioning, that it is not important to test whether or not the independent

variables suffer from multicollinearity problem, see Table (5.4). Y.

5.3.1.1 Testing for linearity c

Using Gretl econometric software, the linearity plots for residuals and independent
variable are shown in the appendix (G). From these figures, it can cluded that
the linear model is appropriate for the data of the model (1). \,

5.3.1.2 Testing for normality Q '

Jarque—Bera (JB) test of normality is used to test the resi normw

@ \Y-
Figure 5.3: The probability distribution of the residuals and the ItL Qiﬂﬂe
Jarque-Bera test, model (1) with ROE b 4 b
) vl =

32 4
28

Meano -0.001092

24 -

L ian -0.000739

20 4 - imum 0.054221
16 4 — um -0.054530
d. Dev. 0.017270

12 kewness -0.145309
Kurtosis 3.210688

Jarque-Bera  1.267003
Probability 0.530730

—1
T L4 u i R ™ A

-0.04 -0.02 0 f‘OZ : 0.04
N (i"

As the Figure (5& S, thl residuals see@to be symmetrically distributed. The
Jarque

application of t -B s'how t the JB statistics is about 1.26 and the

probability o‘s@inin su‘ch sfati t&;? under the normality assumption is 0.53.
Therefor ,%brter sar;n mﬁgﬁstributed.

‘vt ¢
Accmt the results of tf@_’w{ationary test, multicollinearity, linearity test and

n:ﬁo«lity of residual, it can b&oncluded that the multiple regression analysis can be

interpret the dependent variable in the model (1).
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5.3.1.3 Testing for appropriate model

The Pooled Ordinary Least Squares (POLS), Fixed Effects Models (F
Random Effects Models (REM) are types of panel analytic models. To
right estimator for the model, various tests have been performed M

software and Gretl econometric software.

MRand

Table 5.18: Results of Pooled Ordinary Least Squares, FixeMts Model, and

Random Effects Model using model (1) and the ROE as th?mdent variable

Independent Variables POLS FE | REM
c -0.083166* -0 6 1.0.077069*
(0.0673) (0. 0628)
-0.829635 79629 -0.3
OHTA (0.3398) .9397) Eo.xz )
0.031643%** 0266063 0.030021***
LOTA (0.0000) 0. 78;\ .0018)
0.112361** 1 * 10089%**
DTA (o.ooozfq . ¢ " (0.0012)
SDPGR 0.03N 0. 0.040114
(0.2940) N A (0.1400)
CDPPC - 5 00477~ -0.000534
A 0.5 (0.4595)
084449 0.027%250 0.035117
CONC \ ?.oiFN é 07) (0.3379)
0. 052%** 0.017849%**
bbF Cf) . }'1 0.0000) (0.0021)
R’ TV 0.627729 0.182636
\ é" 16.32562%** 7.277908%**
F
0" (0.0000) (0.0000)

-
a1
o
a1
oo

I 5 g%-/ 2.329922 2.138322
-\ “23

236 236

| =

D \
Numbers in below the coeff ie;ﬁ‘é’the probability levels of significance. *, ** and ***
indicate s% e levels 1 per respectively.
¥
A\ S

T .18) displays three estimation methods in the panel data statistics, the pooled
ry least squares, the fixed effects, and the random effects method.

o identify which model is appropriate- the pooled OLS or the panel random effect
model, the Breusch-Pagan Lagrange multiplier test is used.
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Table 5.19: The result of the Breusch Pagan Lagrangian multiplier test using

model (1) and the ROE as the dependent variable
Chi- chi-square (1) Prob>chi2
133.548 0.0000 ) )

Depending on the probability of chi® of the Breusch Pagan Lagrangia multiplier test

in the above Table, it can be concluded that the panel ran ffect model is
accepted. Therefore, the panel random effect model is fou thpropriate.

l

To choose between the pooled OLS and the panel effect ,‘the joint
significance test is used. ' L}Y'
=\
"("
Table 5.20: The result of the joint S|gn|f|ca u5| (1) and the ROE
as the dependent variable ‘%

F-statistic
\ Q’
7.70117 O 0000
t
The results in the Table (5.20) in that, the jo tSI \bance results favour the
panel fixed effect model over Ied @) atlcﬁﬁodel (the panel fixed effect
model is appropriate).

To choose between the f g and" @d’om effect model, the Hausman test

is used. The E-Vi emp to achieve the aims of this part. The

following resig:ﬁx t] the@wl which establishes the Hausman test

results repo E
\
Table 521" Bhe ke Hgﬁ;an test using model (1) and the ROE as the

depen riable A\
i-Sq. Statistic ™~~~ Chi-Sq. d.f. Prob>chi2

11.118182 7 0.0848

Ocording to the result of the Hausman test statistics in the Table (5.21) it can be

concluded that the random effects estimation (REM) is more appropriate than the
fixed effects estimation that due to the p-value for the test more than 5%, this indicates
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that the fixed effects model is not appropriate and that the REM specification is to be
preferred.

Based on the results of the Breusch Pagan Lagrangian multiplier te(%n in
Table (5.19), the joint significance test shown in Table (5.20) and t an test

shown in Table (5.21) it can be concluded that the random effect nw accepted,
p

therefore, the random effect model is appropriate and it should bﬂ% ented.

5.3.1.4 Testing for the presence of autocorrelation (ran omv model)
éo\an that the
Durbin-Watson statistics (2.13) is located betweengd, a d'ne\‘QT' no
autocorrelation). This result indicates that there i idence ofithe GAQ serial
correlation in the model. Y. \" \‘/?

5.3.1.5 Testing for the presence of hetercwt' i

The White test is to be used in this studyt

By reviewing the regression results displayed in Tab

ce & teroskedasticity.

Table 5.22: The results of Whit osta usi \odel (1) and the ROE
as the dependent variable

F-statistic q? F- tlst,cf“\fhl S@tatlstlc Prob>chi2

2.220039 c 0004 ? i g42964 0.0012
Applying White’s Mscedalstlhst 1t%n be found that there is evidence of
heteroscedastlc res <<df the heteroskedasticity White test, the
F-statistic | .0 0064) and Chi-square statistics is 64.429

s find evidence of heteroscedasticity in the

(p-value for
model overc f th ite cross-section option is used to correct the

hete asticity. \'c.}/
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Table 5.23: Results of the random effect model using model (1) and the ROE as
the dependent variable

Independent Variables REM
c -0.077069**
(0.0467) cﬁ
-0.324323 A
OHTA (0.7831)
0.030021*** ?
LOTA (0.004
0.110089%%
DTA ( 105?'
0.0 e
GDPGR So60 \-d
-0.0005 e, o
GbPPC 1189 | _\"}
CONC 0035 b
Y

DDF

R® \(’}, ~ 262) 5
- o 908*
ow O é@@

N s
The heteroskedasticity—corrected. Nu S in br; ow thescdefficient are the probability levels
of significance. *, ** and *** in ignificance levelsiof 10 percent respectively.

|
:
5.3.1.6 Explaining &qultslg %(J
Table (5.23) @u es, t ults of.the determinants of banks’ profitability for

all Islamic g% Malaysi &)

'ng' re&r}n on equity (ROE) as the dependent variable.
The vari sted % termi nt@banks’ profitability are overhead-to-total assets

(OHTQ, -to-total setf(LOYA), deposits-to-total assets (DTA), gross domestic

= : ]
owth rate (GDPG&?, gross domestic product per capita (GDPPC),

NS
c ation ratio (CONC), The difference between domestic and Foreign Islamic

: s (DDF).
he overhead-to-total assets (OHTA) have a negative and statistically insignificant

impact on the return on equity. Dernergue-Kunt and Huizinga (1999) find
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a statistically insignificant effect for overhead ratio on return on equity. Also later,
Hassan and Bashir (2003), Al Manaseer (2007) and Ramadan et al., (201d).fi
an insignificant impact for overhead ratio on return on equity. \

Loans-to-total assets (LOTA) as another variable, has a positive sta;stically
significant impact on the return on equity. This result is consiswnh what is
n

expected, that Islamic banks play the intermediation role between the lenders and

finding is supported by works done by Al Manaseer (200%), which finds a significant

positive impact on return on equity of Islamic ba S ilarWi (2011),
Al-Jarrah et al., (2010) and Sufian (2011) find similar restllgs in their stugies that.this

variable LOTA has a positive impact on retu@uity, a O)W @anks'
% 4

borrowers, which emphasizes that the more deposits are trangf(Mnto loans. This

profitability. ¥

N\

itive effect o%)nk return on

Deposits-to-total assets (DTA), has the expect

equity (ROE) and it is also statisticall s&?ant. t isga);istent with what
IS expected, that more deposits lead to th answ iomiinto,loans and will lead to
higher profits. This finding tha TA | iti ésociated with ROE is

supported by other studies, for : Awdeh ( ) andiakassim (2005).
&
X
The results show that the G?do i ct g@th rate (GDPGR) variable has
a significant positive % r uﬁy\@)E) indicating that the GDPGR
variable is Significarw: rmi % ’ @bility. This result is consistent with
what is expected&) iti elimpa of tf@DPGR in banks' profitability provides
support to the Mnent of' t QCi i@between economic growth and banking

sector perfo ce. The resul isq'n ineg“with similar studies that have focused on
banks' pro ity ju h as \and Bashir (2003), Al Manaseer (2007),

Sufm%) and Sufi (26@‘(‘

ss domestic product per capita (GDPPC) has a negative and statistically

ficant impact on the return on equity. This is against our expectation, but this
ing remains consistent with other studies such as Hassan and Bashir (2003) and
| Manaseer (2007). The GDPPC has a negative and statistically insignificant impact

on return on equity, but when the sample is split into two categories, domestic Islamic
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banks and foreign Islamic banks, we have found that the GDPPC has a negative and
significant impact on the return on equity of Malaysian foreign Islamic banlvu,

see Table (5.42). \

The results of the structural variables in Table (5.23) indicate that t nc;tration
ratio (CONC) has a positive and insignificant impact on the retur equity. This

does not give support to the structure-conduct-r% nce theory.
tivi

Choong et al., (2012) discover that concentration has a pQsi nd insignificant
e%s

impact on the ROE of Malaysian Islamic banks. Newverth , the positive and

a ploxy f banks’
profitability is supported by many empirical studies su IM (%907),
S

Al-Jarrah et al., (2010) and Sufian (2011). é J 'y
_ " y ¢ ' &
A dummy variable (DDF) has a positive and |calb% ant @(’pact on the
return on equity. This result means that estic am{ foreign Isl@! banks have
a different level of profitability. On K%hand, mean V&S? of the return on
high

equity for domestic Islamic banks is

ompared mE alue of the return
on equity for foreign Islamic ban:&@App&. B s@on these results, it can

insignificant impact of the concentration ratio on

@

be concluded that domestic I nks%re res prz)gczﬁle than foreign Islamic

banks during the period of stuay\ ‘\A
AR
4 ¢ &
@)

S
/ 9

ants of Islamic banks’ profitability using

he dependen varlé_l,e through model (2).
A

_|
=3
w
(%2}
@D
(]
=
o
>
?
D
o
®
n
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5.3.2.1 Testing for linearity

The linearity plots for residuals and independent variables are given in t dix

(G). From the figures, it can be concluded that the linear model is appro f(g}r the

data of the model (2). A
5.3.2.2 Testing for normality Q

As shown below, the Jarque—Bera (JB) test is used to test the residuals normally.
Figure 5.4: The probability distribution of the regi d h! results of the
Jarque—Bera test, model (2) with ROE ,
16 LM
— Series: RESIDUALS
14 Sample 1 236
— — Observations 236
12 | — - .‘
Mean -1.56e-15
10 - — ™ Median -0.000825
— Maximum 0.047413
8 T Minimum -0.046748
Std. Dev. 0.017543
6 — Skewness 0.020547
Kurtosis 2.716650
4 |
Jarque—Bera 0.748032
2 "\ Probability ~ 0.687966
04— —|_| e W g
-0.0375 -0.0250 -0.0125 . .0125 0037&(}
\
As the Figure (5.4) sh Zeadual are nimq@ally distributed. The application
of the Jarque—Bera test S f’a(-} s is 0.748 and the probability of

obtaining such a m u@norm assumptlon is 0.687. Therefore, the
error terms are a dist O
Accordln resul j)th st H&?{il’y test, multicollinearity, linearity test and

normall id ual" i ded that the multiple regression analysis can be

used,to mterpret the dependent ble in the model (2).
Q e

5 estlng for appropriate model

ee estlmatlon methods in the panel data statistics, namely, the Pooled Ordinary

east Squares, Fixed Effects Models, and Random Effects Models are used.
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Table 5.24: Results of Pooled Ordinary Least Squares, Fixed Effects Model, and
Random Effects Model using model (2) and the ROE as the dependent variable

Independent Variables POLS FEM RE
c -0.047919** -0.101017** -0.07 *
(0.0154) (0.0322) 0162)
-0.257739%** -0.083076 -&8177***
CRTA (0.0000) (0.2684) 0.0010)
LATA 0.013561 0.022786 0.015310
(0.1849) (0.1923) \, (0.2623)
TE 0.032943%** 0.019756 0.025606*
(0.0014) . Q (0.0507)
INE -0.113846%** -0.0910 |-0.110006%*+
(0.0079) ; .0043)
0.008138*** 1 : 1(?4%?*
LOGTA (0.0002) &60) J log\ﬁm)
-0.004453*** 00282 -0.004288*
LOGAGE (0.0052) VM&Q{"‘ ﬁ 616)
-0.005329*% . 05852%**
GFC (0.0308 \/ . (0.0068)
R’ 0.49 \"  0.270351
32.20258* 12.06840%**
F o%a;) ({\ (0.0000)
DW 1. 7@ 322514, 2.167688
236 7 oges 236
N \ 4

Numbers in brackets below the coeffi€ient ar,
spectivel
|

indicate significance levels of 10thcent

ility Jevals of significance. *, ** and ***

S
&

t model between the three models

4
Three tests to be cted f(lr Nsing th
have been ment'xri.d oV S, identﬁfuwhich model is appropriate the pooled

om effec gdlal,ug?/Breusch-Pagan Lagrange multiplier (LM)

OLS or the p%
test is use% .&J
N A
Tables. he result of {he Bfeusch Pagan Lagrangian multiplier test using
mo and the ROE as th{mapendent variable
Chi- chi-square (1) Prob>chi2
64.3127 0.0000

3
S

The decision to choose between the pooled OLS and the panel random effect model is
dependent on the probability of chi? of the LM test. The p-value for the LM test
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is 0.000; it can be concluded that the panel random effect model is accepted.
Therefore, the panel random effect model is appropriate.

To choose between the pooled OLS and the panel fixed effect modc%&joint

significance test is used. *

Table 5.26: The result of the joint significance test using model (2) and the ROE

as the dependent variable
d.f. \"P

F-statistic rob.
5.77843 (16, 212) z ?.0000

-

N
The results in Table (5.26) find that the joint sigrj$1ce results f orr t@;nel
del.

fixed effect model over the pooled OLS estimatio A\
b4 \)‘?‘

To choose between the fixed effect model % om@ie del, t ausman test
is used. The E-Views software is to be eﬁs t vethe aims intended for this

part. \ O

\ ,<\
Table 5.27: The result of the H test Usin odet%&) and the ROE as the

0

dependent variable N " &
Chi-Sq. statistic hi- \AV Prob>chi2

)
14.111086 -’;j' § 0.0492
; ; F o b 4
N O

According to th h&of tl‘le Ha manggstatistics in Table (5.27) it can be
concluded that% fixed e t"mat' S~ is appropriate than the random effect
- - ‘ - -
estimation th&} to the faet that ebdb-value for the test is less than 5%, this
indicates &! I’al}j e @el is not appropriate and that the fixed effect

specifi a‘@to be préferred. X
N
S
\M\ the results of the Breusch Pagan Lagrangian multiplier test shown in Table
, the joint significance test shown in Table (5.26) and Hausman test shown in
Qﬁle (5.27) it can be concluded that the fixed effects model is appropriate and it
ho

uld be implemented.
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5.3.2.4 Testing for the presence of autocorrelation

By reviewing the regression result displayed in Table (5.29), it can be seen Rﬂe
Durbin-Watson statistics is 2.10. This result indicates that there is no eviehw the

presence of serial correlation in the model.
5.3.2.5 Testing for the presence of heteroscedasticity problem Yv
The White test is to be used in this study to detect the presence OWOSkedasticity.

Table 5.28: The results of White’s heteroskedasticity t Slc midel (2) and the
ROE as the dependent variable L

F-statistic Prob. F-statistic Chi-Sg- stati , @in_'

1.754882 0.0096 54@ , 0"’1&%}‘
P Y
Depending on the results of the heteroskedastiYWhi \e&{,\ F-sta@fc is 1.754
(p-value: 0.0096) and Chi-square statisti w 20,
find evidence of heteroscedasticity in&%l. White
to correct the heteroscedasticity. c) \T
Sy
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Table 5.29: Results of the fixed effect model using model (2) and the ROE as the
dependent variable

Independent Variables FEM
c -0.093500***
(0.0057) (ﬁ
-0.104595** A
CRTA (0.0338)
0.011336 i
LATA © 420N

TE

INF

LOGTA

LOGAGE

4]

F O '
DW ;
N J s
The heteroskedasticity— corrected. Nu S nrf%%w the-coefficient are the probability levels
ce le

of significance. *, ** and *** in ignific s\of 10@percent respectively.

z N
5.3.2.6 Explaining the results b o &
Table (5.29) abo hﬁes L results of @terminants of banks’ profitability for

all Islamic b &Ma y;?nglret&?_\,on equity as the dependent variable. The
g;aa ha

7A
C

r@ profitability are capital and reserves to total

variables te a

A N -
assets (% Ilqu,dl t ,to al é&ets (LATA), efficiency bank outputs to bank
inputs mannual inflation rate\(EKI'F), bank size- the natural logarithm of total assets
(L bank age (LOGACG%) and the effect of the global financial crisis on

pr lity (GFC).

ital and reserves to total assets (CRTA) has a negative and statistically significant
mpact on the return on equity which is contrary to expectation. Al Manaseer (2007)
finds similar results and explains that the banks are benefiting from the increasing



149

leverage in terms of the return on equity. This result is supported by other previous
studies, among them: Pratomo and Ismail (2006) who report that an increas?@e
ctythat

capital of the Islamic Banks in Malaysia is not recommended, due to th

higher the bank capital, the lower its performance. Wasiuzzaman an zi (2010)

have found that Islamic banks in Malaysia should not focus on incre e equity to

negative and significant CRTA with return on equity is found and it rzwat the

increase their profitability due to the results showing the negative relationship with
profitability during the period of 2005-2008. The capitaT eserves to total
apparent during the

liabilities of Islamic banks in Malaysia are very wea% pfi
period concerned, with an average of 8.7% totak,_ liabilities and
shareholders' equity. Meanwhile, the average deposits of 86% was nete cmt;'kﬁg'the
same period, which means that banks concentrateésits in theigi egtmkm S.

s b 3

Bank characteristics variable liquidity ratio (LATA) h N tive nQ‘\Js'tatisticaIIy

insignificant impact on the return on e Which'ﬁ n accOrdance with our
IS }o

expectation. This indicates that liqui t a signifieant f@?’ that contributes

towards the profitability of Islamie banks i aysfa. JThis_may be due to the

conditions of uncertainty of th %ialﬁ%ﬁ th %nks have resorted to

increasing the rate of liquidity, %‘its re gr i‘ng, the profits were growing

isolation from the liquidity. hsult 'M@er empirical studies such as

Guru et al., (1999), H 2004), Alkassim (2005 Choong et al., (2012).
N

The estimated res ove sh‘) technigal efficiency (TE) has a positive and
statistically insi% tim on ggturn oneguity. However, we should bear in mind
ts I

that these re obtaiped p@&ﬂ@ the data of both domestic and foreign
Islamic ba Thereforg, n ppl)@,g these findings to either the domestic banks
or the fareign banks ind thét\TE affects domestic and foreign Islamic banks

in different Ways, that after spli biqg-the data into two categories, the TE has a positive
anéhsignificant impact on the%turn on equity of domestic banks, whereas TE has an
ificant impact on the return on equity of foreign banks. Furthermore, the

nsignificant relation between the return on equity and the efficiency is also found by
e Case and Molyneux, (2003), Abbasoglu et al., (2007) and Zamil (2007).
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The inflation rate (INF) has a negative and statistically significant impact on the return
on equity. The same result has been found and explained with the return o .
This result is consistent with that of similar studies; see for % le:
Khrawish et al., (2011), Zeitun (2012) and Azam and Siddiqui (2012). (')

Bank size or the natural logarithm of total assets (LOGTA) has a-hi significant
positive impact on the return on equity, which is in line with what 1§ expected that
large size will be associated with high profitability and it Wi|| ErM e evidence that

the banks in the study benefit from the economies of scaléyThisiresult is supported by

other empirical studies such as Al Manaseer, (2007) al h Q(?Ll).

@
Bank age (LOGAGE) has a negative and statisticallysignificant impa ?&X;urn

on equity. This is against expectation. Mirzaei et 011) (}st fect of

bank age is negative and significant on the ret equity, of anks'in advanced

that o@’g{a.nks are less
barﬁguse of the new

N

The global financial crisis (GFC‘ h? egdtive a d!qtatis@y significant impact on
the return on equity. This is w ith what,is xpe(gd\/This result means that the
profitability of Islamic bal fect_e@ay the global financial crisis.

alaysia i
This finding is consist i e resj/der' ed fmb‘Mehta (2012).
E s 4 2

profitable than the new banks prob@ to th

technologies.
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5.4 Findings of the Differences and the Sources in the Determinants of

Profitability between Domestic and Foreign Islamic Banks in Malaysia

According to Asteriou and Hall (2007), the Chow test can be conducted Q%mine
[

whether the variables that investigate on the domestic Islamic banks' tability are
the same as the variables that determine the foreign Islamic ba ﬁtab111ty in
Malaysia.

The Chow test consists of breaking the sample into two st es, estlmating the

model for each of them, and then comparing the RSS (re um ;’f squares) from
the separate models with that of the whole sample. In
F statistics can be calculated using the E- Vlewgere or the Gretl 00@_’) tric
software. As the next step, we had compare e F statistics with the crltlcal

F [k, (n1+n, - 2k)] for the required S|gn|f|canc f tat Psrltlcal then

r to pp W test the

we reject the hypothesis H, that the para rs es

conclude that there is evidence of strtx\.g)stablll
oes

that there is parameter instability; it d

the eu@data set, and

¢§St might suggest
n regarding which

parameters are affected, but it m;l t fu rt r3to nducted.

Based on what is mentioned Athe Cho st whether the variables

that determine the domesti b ks' profitabi @‘ e the same as the variables

that determine the fore%aw j tdbi

N

& (./

5.4.1 Findin Ne ifferen 'in c@’determlnants of profitability between

domestlc for gn Iky nk\‘uj\/lalayma
Th is used here hlch‘beers the Gretl econometric software. The Chow

e C
tes which tests Whethe&@r not the parameters are stable is implemented. As

p above the determinants of banks' profitability are examined using two
ndent variables, namely the return on assets (ROA) and return on equity (ROE).

0 cause the determinants of bank profitability are tested using two models, this part of
the study uses both models to test the differences in the determinants of profitability

using the ROA and ROE as the dependent variables.



152

Model (1):

ROA = 0o+ By OHTA + B, LOTA + B3 DTA + B4 GDPGR + s GDPPC Y’
+ B6 CONC + g4 (\:
ROE;= 0o+ p1 OHTA + 3, LOTA + B3 DTA + 4 GDPGR + s GDPPA

+ Bs CONC + ¢j T
Model (2): \,
ROA;: = 0 + p1 CRTA + B, LATA + B3 TE + B4 INF + s L Tz '

+ Be LOGAGE + B;GFC + Eit .\d
ROE;: = 0 + p1 CRTA + B, LATA + B3 TE + B4 INF 485 LOGTA . \Y'

+ Bs LOGAGE + B; GFC + gt ! .{"

4 Y
\ N
z o

5.4.1.1 Findings of the differences @rm' t»)ns prCo)' ability, ROA as

dependent variable, Model (1)

Table 5.30: Result of the Chow Avas the pendu\gtvariable, model (1)
F- statistic “ 4361.
—
8.4323 ' & (7, 222)

c,l‘?’ S

&£ ! £

As shox% e, (F:st tistical = 83}23 > F critical = 2.0509) (calculated F value
th

excee; itical F value at 50@3.2'7' hus, it can be concluded that there is evidence of
str instability. This meh@that using a model (1) with the ROA the estimated
coéefficients of the determinants of domestic Islamic banks are different from that of

6 oreign Islamic banks.

Table 5.31: Thecr lu 3{4) O,{@éﬁhe dependent variable, model (1)
Ty SN
RS
£J
.05 N/ 7,222
K ' \ 7 @ ( )
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5.4.1.2 Findings of the differences in the determinants of profitability, ROA as

dependent variable, Model (2) Y'

Table 5.32: Result of the Chow test, ROA as the dependent variable,
F- Statistic d.f.

5.5235 (8, 220)

Table 5.33: The critical F value at 5%, ROA as the depen able, model (2)
F- tables d.

1.9806

( IJted‘@\vaIue

re |K/Vdence of
structural instability. This means that usm Y‘Te estimated
coefficients of the determinants of dor@% ank a eren m that of the

foreign Islamic banks. \

5.4.1.3 Findings of the difference 2e determi n s ofltablllty, the (ROE)

as the dependent varlable )

As shown above, (F statistical = 5.5235 > F criti
exceeds the critical F value at 5%). Thus, it ca

Table 5.34: Result ofgthe Chow test ,’?O sghg%g endent varlable model (1)
F- Statist 'o

/

C‘a

6}%& l\ - (7, 222)
VA (50
Table 5.35: \cal F val 59 o,c‘R as the dependent variable, model (1)
O d.f.
(7, 222)

hg ¥
’4
‘1/17/

F- Fables
§ ;)20 P)
\C-j

Wn above, (F statistical = 6.2836> F critical = 2.0509) (calculated F value
the critical F value at 5%). Thus, it can be concluded that there is evidence of

& tural instability. This means that using a model (1) with the ROE; the estimated

efficients of the determinants of domestic Islamic banks are different from that of
the foreign Islamic banks.
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5.4.1.4 Findings of the differences in the determinants of profitability, the (ROE)
as the dependent variable, Model (2) Y_

Table 5.36: Result of Chow test, ROE as the dependent variable, mod@

2.1693 (8, 220)

F- Statistic d.f. ;

Table 5.37: The critical F value at 5%, ROE as the depen able, model (2)
F- Tables d.
; [
1.9806 ) L
' X
As shown above, (F statistical = 2.1693 > F critic .9806) (cal Iqte @/alue

exceeds the critical F value at 5%). Thus, it can be cIude(}th t there is eyidence of
structural instability. This means that using a ﬂé‘l’ (2 t ROE;Q\J estimated

coefficients of the determinants of dome Wnic banks a diffa& from that of
the foreign Islamic. \% &

a S
“« Q-
5.4.2 Findings of the SourcN iff rNhe .c&"fe'rminants of profitability
between domestic and fore lami¢ banks In \sia
(
In section 5.4.1 above, the-€ho mﬁ ed {(éjeamine the structural stability of the

regression model £T'he results of the Chow @how that domestic banks’ and foreign

banks’ proﬁtabNe rmina
¢

difference in o regression is’dug to‘the differences in the intercept terms or the

slope cog&& orPo . Followin deh (2005) and Azam et al., (2012) the study

splitt e into tw ateﬁoriesg'domestic Islamic banks and foreign Islamic banks
and Itiple regression te‘im

N

'ﬁffe@. However, we could not tell whether the

Ique is applied to analyse the internal and external

ihants.
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5.4.2.1 Findings of the source of differences in the determinants of profitability
ROA as the dependent variable, Model (1)

GLS, ROA as the Dependent Variable

Table 5.38: Results of Domestic and Foreign Malaysian Islamic Sgﬂ}anel

Model ( 1)

A w

Domestic Islamic Banks

Foreign Islamic Banks

Independent Variables Coefficient Prob. CoeﬁM Prob.
C 0.001899**  0.0286 -0.0 * 0.0432
OHTA 0.095202***  0.0000 zgls 0.3268
LOTA 0.002284***  0.0000 0 6**" 0.0015
DTA 0.001644*  0.0890 199 *\4‘0.0024
GDPGR 0.001572**  0.0303 s, -0.002234 0:6312
GDPPC 0.0000313 0.98¢ -0.00095 ! _@138
CONC 0.001642 0.1106 0,00466 70.8439
R? 0.434604 \e% 0 w¥Y -
F 20.11360*** @‘ 5. 77*’é\?~ 0.0001

DW 1.950002

428 -
7

N 164 \) .
*, ** and *** indicate significance levels of 10, 5, I%per espectively. _\
DN
6 e,
Table 5.39: Results of W e

o
roskedastigity tﬁ&? domestic and foreign
e OA$ e dependent variable

-statistic Prob. F-statistic

banks determinants using{\nide 1)
With estimation of d&@ banks nants, ~ 3.463953 0.0000
Vs
With estimation i rmina 3.323217 0.0002

¢

Table (5.38) i \st t ther s‘n'o e‘%é/nce of the autocorrelation problem being

present in odels,f due /to the v&uﬁ of the Durbin-Watson (DW) test statistics
being | d, Betweén nd 4-§\ value (zone of no autocorrelation). Results of
White’

eteroscedasticity testd;p/ able (5.39) find evidence of heteroscedasticity.
T, ﬁq&re, the null hypothes?of no heterogeneity is rejected for the model. The

of heteroscedasticity is corrected using the white cross-section procedure

U matically.
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Table (5.38) above includes the results of the determinants of profitability for
domestic Islamic banks and foreign Islamic banks using the ROA as the de@t

variable. \

The overhead expenditure (OHTA) has a positive and statistically si 'cag impact
on the ROA of domestic banks and positive insignificant impac the ROA of
foreign banks. The result of domestic banks means that don%—‘ nk managers

sacrifice profits to maximize utility through the expense preference Behavior, which is
in line with the Expense-Preference behavior theory. Th foR it can be concluded

that the OHTA variable is significant in determining ? profitability of domestic
banks, whereas it is not significant in determining banks’ pr flw(f foelgn
banks. _\‘-')
Loans ratio (LOAT) has a positive and statisti m& act on‘“t-hYROA of
domestic and foreign banks. It analyzes td eslvﬁ antdxforei nks play the
intermediation role between the Iend orrowe dﬁnasues that more
estic and foreign

deposits are transformed into loans. Th ore,t%

banks have an important role as t g@e of @y
)

Deposits Ratio (DTA) as exp a post ffec @oth domestic and foreign
banks and it shows that re p SItS roves domestic and foreign
banks’ ROA. Thus, th avar| Ie| mbm@r in determining the profitability

of domestic and for n ba s

Gross domesti ro ct
significant i th ROA
on the R oreign banks.
benefi the e&) q‘grovﬁh Therefore, the GDPGR variable is important in
det ing banks’ profitabili onIy the domestic banks.

te ( GR) has a positive and statistically

!
gbmegm banks and a negative insignificant impact

higsight indicate that domestic banks only have

ss domestic product per capita (GDPPC) does not affect the ROA of domestic

ndvforeign banks. The result of this GDPPC variable gives us the idea that this
riable is not significant in determining banks’ profitability of domestic and foreign

banks.
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Concentration ratio (CONC) has a positive and insignificant impact on the ROA for
both domestic and foreign banks, which is not in line with the structure- c -
performance theory. This result implies that the CONC variable is not s & tin

determining the profitability of domestic and foreign banks.

5.4.2.2 Findings of the source of differences in the determi%z profitability
ROA as the dependent variable, Model (2)

Table 5.40: Results of Domestic and Foreign M n 1sla l banks, Panel

GLS, ROA as the Dependent Variable

Madel ( 2 ) Z ’ N
Domestic Islamic Ba.< Foreign I8lamic Ba ks
b.

Coefficient P Cogfficient’ _ [Prob.

Independent Variables

C -0.003172** 0. o bﬂl ok \-zl" 0.0015
CRTA 0. 017338*** -01094840 0.3885
LATA 0. 00019\ 0903815, ~  0.2553

TE 0.000951 0082 065 0.0655
INF -0.000917 To o 0,0001
LOGTA 0.000 & 001286 0.0205
LOGAGE -o o oo @0720 0.1170
GFC 9.000870%* 0.0413
<70.437006 :
76560* x qoo 7 096851%** 0.0000
0005 re)” b 843194 i

* * gng *x* |nd|cat& nce Iel’els of10, 5, 1 Ez@nt respectlvely

Table 5.41:

)

q O

te roskedasticity test of domestic and foreign

‘v/: Y‘

e
ﬁ I @*\and the ROA as the dependent variable
N

F-statistic

Prob. F-statistic

\M@nﬁtlon 0

f domestic @ks determinants

2.380602

0.0003

estlmatlon of foreign banks determinants

1.358313

0.1814

e (5.40) indicates that there is no evidence of the presence of the autocorrelation
oblem in both models. Results of White’s heteroscedasticity test in Table (5.41) find

evidence of heteroscedasticity with the estimation of domestic banks’ determinants.

The problem of heteroscedasticity is corrected using the white cross-section procedure
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automatically which is provided in the E-Views software to solve this problem. In the
meantime, no heteroscedasticity evidence is found with the estimation of W

banks’ determinants. \

Table (5.40) above includes the results of the variables which tgted as
determinants of banks’ profitability for domestic Islamic banks a eign Islamic
banks using the return on assets (ROA) as the dependent variable.N

Capital and reserves to total assets (CRTA) affects domestic aWign Islamic banks
in different ways, where the CRTA has a positive and statis y sibnificant impact
on the ROA of domestic banks, whereas the CRTA ha

impact on the ROA of foreign banks. Therefore, for banks in Mal

egative ignificant

@
Sii'l sr@%E'not

focus on increasing the capital and reserves to ase thei "r ofitabilit can be
concluded that capital and reserves var| IS W ing_determining
significal determining

banks’ profitability of domestic banks, w is m‘t

banks’ profitability of foreign banks. \% &

Liquidity ratio (LATA) has a posi insi \hmT| a@bn the ROA for both
domestic and foreign banks, which™ i ance @Wh&t is expected. This
or ﬁﬁf contributes towards the

profitability of Islamic b ays Thu@he liquidity variable is not
significant in determm% ofitabi gﬁoh@ and foreign banks.
F &
Technical Efficie \SE) hasl ap t|ve a Létistically significant impact on the
ROA of domestic ane for is in line with the Efficient-structure
theory. The \u st?? lrigh ‘p‘DJflts of banks are consistent with higher
ff

efﬂuency%ﬁfore

profita of dom re| anks.

—+

indicates that liquidity is

ie variable is important in determining the

Inflation rate (INF) has a neg?ffve and insignificant impact on the ROA of domestic
‘% Nonetheless, a negative significant impact on the ROA of foreign banks is
0

d. Therefore, high INF is associated with a low ROA of foreign banks. This may
due to the fact that, as Bashir (2003) has suggested, that in the case of Islamic

banks, the inflation may have a negative effect on bank profitability if wages and

other costs grow faster than the rate of inflation.
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Bank size (LOGTA) has a positive and statistically significant impact on the ROA of
domestic and foreign banks, which is in line with the Economics of Scale theo IS
result indicates that domestic and foreign banks benefit from the economies,of ‘scale

and large size is associated with high profitability, also the bank size i: %)ortant

factor in explaining the variation of profitability for domestic and fore ks.

Bank age (LOGAGE) has a negative and statistically significant impact on the ROA

of domestic banks and a negative and insignificant impact on t OA of foreign
banks. This result means that old banks are less profitable than E new banks.

Global financial crisis (GFC) as expected has a negati nd s tiWignificant

B
impact on the ROA of domestic and foreign banks? his result means 'thatd)xmic

banks in Malaysia are negatively affected by t obal firlgm 1al Crisis ig_s_l'erms of

profitability. Y
\ <

5.4.2.3 Findings of the source of diﬁere@he otlr antsQf grofitability,

ROE as the dependent variable, Mod O

) N,
Table 5.42: Results of Dom%d F&eign laysian Islamic banks, Panel
ariable

GLS, ROE as the Dependenﬁg

Foreign Islamic Banks
Coefficient Prob.
-0.072597* 0.0648
-1.111583 0.3180

0.008855 0.3587

DTé\: 0.0 ?’}'*&)(JO.OOOO 0.133802*** 0.0048
R 208

0254695 - 0.313116 -

G 0 %" 0.0031 0.021074 0.4727

P .0000 0.9896 -0.000123* 0.0806

C J0.022378 0.2622 0.197642 0.1686

F 8.940990***  0.0000  4.938379*** 0.0003
DW 1.905262 - 1.851692 -

N 164 - 72 -
0‘ and *** indicate significance levels of 10, 5, 1 percent respectively.
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Table 5.43: Results of White heteroskedasticity test of domestic and foreign
banks determinants using model (1) and the ROE as the dependent variable
F-statistic Prob. F-sta

With estimation of domestic banks determinants 2.484815
re
With estimation of foreign banks determinants 1.524891 . N.l

The results in Table (5.42) show that the value of the Durbin-Watson (DW) test
statistics indicates that there is no evidence of the presence Wautocorrelation

problem in both models. Results of White’s heteroscedastigity test in Table (5.43) find

sti¢’ banks’ determinants.
ted| for adel._The

problem of heteroscedasticity is corrected using t ite cra@ss-se io'1 @dure

evidence of heteroscedasticity with the estimation of,

Therefore, the null hypothesis of no heterogeneity is

automatically. Meanwhile, no heteroscedasticity evidence is ﬁou d with the?stimation
Y

of foreign banks’ determinants. ? \ \&
Table (5.42) shows clearly that differ tc#nﬂu e es&anks and foreign

banks’ ROE, and some factors that aréyimpartant do_Q

g ersha. >y Q(:’)\\

7]
Regression estimates in Table%'k indicatesthat'the v le overhead-to-total assets
(OHTA) has a negative an?ﬁsticaiy sighificant impact on the ROE of domestic
ti

banks and negative in% mpact on hel R@'of foreign banks. The result of
domestic banks meagtﬁz e

ic banks become

unimportant for foreign banks, an

itability of’dé}ﬁéstic banks will increase if the bank

is better able to @ osts.l On the oth d, the foreign banks are not able to

control their e Ms o,reali er pr@. Therefore, it can be concluded that the
¢

[ % a significa eﬁ’ec@etermining banks’ profitability of domestic

banks. d 4 X~
Q S

N
:Natio or financing (LOAT) has a positive and statistically significant impact on

OHTA vari
banks, it is nbtﬂni 10a®1 determining banks’ profitability of foreign

E of domestic banks and a positive insignificant impact on the ROE of foreign
d s. The loans of foreign banks have not a significant role as the source of revenue;
is probably that the profits of foreign banks are operating in isolation from the loans

during the period. Therefore, loans do not improve the profitability of foreign banks
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and also this shows that domestic banks that expand the lending will realize higher
profits.

Deposits ratio (DTA) has a highly positive effect for both domestic and f%\anks
and it shows that receiving more deposits improves domestic and forei% > ROE.
Thus, the DTA variable is important in determining the profitabilit%@mestic and

foreign banks. N

e gross domestic
ificaht impact on the

t on th.e\onf foreign

the

The results of the macroeconomic variables’ impact reveal
product growth rate (GDPGR) has a positive and statistica
ROE of domestic banks and a positive insignificant i

banks. This might indicate that domestic banks have| benefite

4

\ic pr@'per capita
estice panks but it has

i€s that@ GDPPC tends to

be associated with less profitabili%fore@kg T Q@’Me, high GDPPC is

associated with low ROE of forei s.@Ther " of t E%DPPC variable implies

e pmﬁ&ability of domestic banks.
N

The structural variabl regt indicles that [the “eOncentration ratio (CONC) has
ficarlla

a positive and insigni mp t o Q’@r both domestic and foreign banks,

which is not in Ii@she @ndu@erfcrmame theory. This result implies

that the CONC aariable is tgnificant "r&fetermining the profitability of domestic

and foreign éfhi i';s?(yt'ed(@ Choong et al. (2012) which found that

concentrat%e a ;oyn ir:éé!(ficant impact on ROE of Malaysian Islamic
L) f

L ]
lj f
economic growth. Y:\
N

The macroeconomic variable, which is ,the gss

(GDPPC) does not leave any impact ﬁ%ﬁo

negatively affected the ROE of foreign

This imp

that this variable is not signifiCant mydeterm
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5.4.2.4 Findings of the source of differences in the determinants of profitability,

ROE as the dependent variable, Model (2) Y.
Table 5.44: Results of Domestic and Foreign Malaysian Islamic b@anel
GLS, ROE as the Dependent Variable
Model ( 2 )
. Domestic Islamic Banks Foreign Ync Banks
Independent Variables Coefficient Prob. Coefficient | Prob.
C -0.035456**  0.0242 -0.04525/ 0.4902
CRTA -0.217888***  0.0000 * 0.0040
LATA 0.002433 0.6579 75 0.3184
TE 0.021603***  0.0000 0.1200
INF -0.021872**  0.0394 0.0398
LOGTA 0.007877***  0.0000 ' ‘& 9
LOGAGE -0.005528*** 0.0 164
GFC -0.004222***  0.0000 \‘:('0.3153
R 0.577783 : o
F 30.49685*** 0000 ‘W?. ’é\ 0.0000

DW 2.03365 %
N 164

N
7),\1

*, **and *** indicate significance levels o 5 1 perc e
? o 7 QC}
Table 5.45: Results of W osk

ti ty t f domestic and foreign

banks determinants using e 2) the OE e dependent variable
I statistic Prob. F-statistic
‘ n x
With estimation of domest banks 3551973 0.0000
With estimation eign bé nk \'ermlnxnk’ 0.756118 0.7935
& AN
I &0

The results e (5 4) h ﬁm@c?value of the Durbin-Watson test statistics
indicate th% ere P id nc@’ the autocorrelation problem present in both
model ts of White’ s{eter&'cedastlclty test in Table (5.45) find evidence of

Aastlcuy with the eshfﬁ}uon of domestic banks’ determinants. The problem

0 roscedastlcny is corrected using the white cross-section procedure
atically available in the E-Views software to solve this problem. By contrast, no

Oeroscedastlcny evidence is found with the estimation of foreign banks

determinants.
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Regression estimates in Table (5.44) indicate that the variable capital and reserves to
total assets (CRTA) has a negative and statistically significant impact on the f
both domestic and foreign banks. Therefore, Islamic banks in Malaysia w not
place a focus on increasing the capital and reserves to increase their pro &ﬂ)/ This
result is supported by other previous studies, among them: Pratomo arﬁ&wil (2006)
of Islamic
ant of CRTA
ital of bank, the

l

Liquidity ratio (LATA) has a positive and statistically Tsignificant ‘impagt the

and Wasiuzzaman and Tarmizi (2010) reported that an increase in

banks in Malaysia is not recommended, due to the negative an
with return on equity is found and it reflects that the highe

lower of its performance.

return on equity for both domestic and foreign banksjiwhich is not i

what is expected. This indicates that liquidity not g significant faetor that
. Thusxl=ATA as the
dorrréc and foreign
i ons@%ncertainty with

financial crisis, that the banks resorted to incre ‘hg{h até ofdiquidity, while profits
. . . ) T A
were growing, but with a lower r f eraﬂ efficiency’™,
[7 Q—
Technical Efficiency (TE) h%\w sivr tisticéﬁ(y/ significant impact on the
insi

N
ROE of domestic ban anQ positi -l i&ﬁ‘npact on the ROE of Foreign
banks. The result sug at higb. rofits jof, domestic banks are consistent with
higher efficiency. nwhlle,l iency. (ioEs not improve the profitability of
foreign banks. ore, \?eii iency @Ie is significant in determining the
om

contributes towards the profitability of Islamic banks i

variable is not significant in determini Nofit
;ua[

banks. This may as mentioned bef

profitability N the }d lnr%:é The latter result is found also by
ZamiI(ZO(Q_) O
NN
XM.) 'é\
Th nomic v ablg inflation rate (INF) has a negative and a statistically
Si
I

e mac
impact on the ROE&Br both domestic and foreign banks. Therefore, high

sociated with low ROE of banks. As Bashir (2003) has pointed out, this may
%to the case of Islamic banks, where the inflation may have a negative effect on
k profitability if wages and other costs are growing faster than the rate of inflation.
Thus, this may suggest that during the period of study, Islamic banks could not
accurately predict the levels of inflation and the costs of banks undergo faster increase
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than their revenues. This result is consistent with similar other studies; see for
example, Khrawish et al. (2011), Zeitun (2012) and Azam and Siddiqui (2012).Y.

Bank size (LOGTA) has a positive and statistically significant impact on E of

domestic banks and a positive insignificant impact on the ROE of foreign, barks. This

result indicates that large size is associated with high profitability a bank size is

an important factor in explaining the variation of profitability f@ banks and
du

1

the domestic banks could enjoy the economies of scale and pro t lower average

cost per unit. Meanwhile, bank size is not significant in determining the profitability

of foreign banks. '

N\,
Bank age (LOGAGE) has a negative and statisticszican;?or)th% E of
both domestic and foreign banks. This result me at old banks are les "\ofitable
than the new banks. This is supported by Mirz al., (Qé o haveJ/found that
the effect of bank age is negative and signifieant theviio the b@& in advanced

economies. \ é
Global financial crisis (GFC) as e%d has aﬁa&e statistically significant

impact on the ROE of domestic b and an insignifi \lmpact on the ROE of
foreign banks. This result “means that esfic Isldric banks in Malaysia are
negatively affected by the mar:'ial isis in t of profitability. Meanwhile,

the profitability of for% ic banks is not Affe@d by the global financial crisis.

4
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5.5 Findings of the Determinants of Islamic Banks’ Efficiency in Malaysia

This section aims to investigate whether or not banks’ efficiency in m:
banking industry in Malaysia is determined by a set of profitablll bles.
Therefore, technical efficiency is used as the dependent variable. Tec | efficiency
equals the total bank outputs divided by the total bank inputs. The velopment
Analysis (DEA) approach is used to estimate the technical eff|CM\c;?tfe Malaysian

Islamic banks during the period of q; 2007-g4 2010 for each baQ

As pointed out in chapter three, in cases with limited depe tv |ables (that the

DEA index ranges between zero and one) Tobit regression Wknown to

generate consistent estimates of regression coefficients(Grigorian an ino@)&éG).

Tobit multiple regressions allow for the limited ndent varl bles: To eé{ ate the
)

relevant variables in the Tobit model, a methow W ood
k

(Gujarati, 2003). Following prior stud I| hingten (2 Suflan and

Habibullah (2010b), these studies us (% ressi 0 &nbalanced panel
h

data to analyze the factors that influence“the b ks’ ich is offered in

E-Views software. (ﬁ >y '\
% 6 S
s

ed h ete ‘ﬁsﬁnts of banks’ efficiency,
where these variables are t \tbles ich a ed as determinants of bank’s
reser

profitability; Capital% s ( T'A)b\/erhead ratio (OHTA), Ratio of
total loans (LOTA), D t ‘h{ A), I@dlty Ratio (LATA) , The annual
inflation rate (INE);,Gro i

oduc@wth rate (GDPG), The GDP per capita
(GDPPC), Tm size ( A), @ age (LOGAGE), Concentration ratio
(CONCQ), my [varia

differen %e'en ?e an (on@t and foreign) that may affect the determinants

s"artjr?cluded to account, (DDF) for the type
Isla ic s’ efficiency, an('l\’ variable (GFC) to determine the effect of the global

is used

A set of independent variabl

isis on the efﬁmencsc@f Islamic banks in Malaysia.

(1):
G.t = ag+ 1 OHTA + B, LOTA + B3 DTA + Bs GDPGR + Bs GDPPC + B CONC
+B7 DDF + &j
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Model (2):
TEit = 0o+ P1 CRTA + P, LATA + B3 INF + B4 LOGTA + Ps LOGAGE + Bg GFV,

N

It is worth mentioning that, it is not important to test whether or not th wndent
variables suffer from multi-collinearity problems, due to fact that the Theependent
variables which are used here are tested as shown in Tables (5.4), (5?'

N

5.5.1 Testing by model (1)
The study uses Tobit regression in the panel data z@: sevisnteen Islamic

banks during the Period of g; 2007- g4 2010 (qua data). mber of
@
observations is 236 and unbalanced panel data are us , C}
Y
The determinants of banks’ efficiency model a 0w< \,T
Y.
Model (1): NV N {\
TEit= 0o+ p1 OHTA + B, LOTA + B3 w}‘l GDPGR #5 G + Bs CONC
AN
\ A

+ B DDF + gt
N A;} Ny

5.5.1.1 Testing for normalit ‘%\

The violation of the n assumption j }ilm@dependent variable models may

be quite severe (G'Kmti, 2 \QL , Gr Qlﬁeo (2003) has pointed out that the
non-normality of&s duakjs an_ porta{éolation that can face the usage of the

Tobit regressi Ns, Jarque— r} [JBL%st of normality is used.
Q& [V
AWAE

L s
R
Nj

N
\(..)
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Figure 5.5: The probability distribution of the residuals and the results of the

Jarque—Bera test, model (1) with TE w
30 .
] Series: RESIDUALS
- Sample 1 236
25 L Observations 236
20 4 Mean 1.34e-06
— Median -0.007297
— — Maximum 0.292987
15 Minimum -0.288787
Std. Dev. 0.099397
10 Skewness 0.044701
] Kurtosis 3.180424
5| Jarque-Bera  0.398699
Probability 0.819263
0 [ T 1 1
-0. -0. 3

| &
i
i a@t .398 and

ty assumption is about

The application of the Jarque—Bera test shows that the M

the probability of obtaining such a statisc' NI’ th

0.819. Therefore, the hypothesis is M

distributed. NN -
€, S
a
5.5.1.2 Testing for the presene%

teroscedasticity pfaplem

X

hat @face the usage of the Tobit

The heteroscedasticity is i nt VIQ

regression, as noted b% : 200'§ an ée 003). To detect the presence of
heteroskedasticity, twn tei/ \ase\ Table(g}-fG) displays the results of the White
heteroskedasticit& ere.evidepge of h@@%scedasticity can be found.

N
e Y
\ ¢ ? (.)
Table 5.4 esults of the ﬁ-ﬂeteroskedasticity test using model (1) and
e

TEast denfvariable

tatistic “Prob. F\-s:ﬁistic Chi-Sg- statistic Prob>chi2
. s P
77

E . 8 0:0000 127.8849 0.0000

q overcome the problem of the heteroscedasticity corrected test, the Huber/White
rocedure is automatically used, which is offered in the E-Views software to solve this
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problem. The following Table (5.47) presents the results of the Tobit regression after

correcting the problem of heteroscedasticity. Y.

Table 5.47: Tobit regression results using a model (1) and TE as th@dent

variable 3
Independent Variables Tobit regression

.557865* ?
c 0.5

OHTA
LOTA
DTA
GDPGR
GDPPC
CONC

DDF

TN

Log likelihood
N z ’ l § 236
*, ** and *** indicate significanc evelsof\ eﬂe@‘/r'spectively.
N | @)

)
5.5.1.3 Explaini ult
Xp a% € resuits : b

AR\ . .
Table (5447, sentg’t i reg&lon result. The relative value of the estimated
Tobit RE indicates that the moa&able to explain the influence of the variables on
481 | .

T ition, the estimated™og likelihood value confirms the model’s ability to

explain efficiency.

Qe results of the determinants of banks’ efficiency in the Table above are for all
slamic banks in Malaysia using technical efficiency (TE) as the dependent variable.

The variables tested as determinants of banks’ efficiency are overhead to total assets
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(OHTA), loans to total assets (LOTA), deposits to total assets (DTA), gross domestic
product growth rate (GDPGR), gross domestic product per capita (G :
concentration ratio (CONC), also the differences between domestic aw ign

Islamic banks (DDF). :

The overhead to total assets (OHTA) have a negative and stati significant

impact on banks’ efficiency, which gives support to the efficient structure theory. The

result suggests that the high efficiency of banks is consistent with lewer OHTA. This
result is consistent with studies of Garza-Garcia (2012 ndlismail et al., (2012).

Therefore, the overhead variable is important in determining t ef@yf Islamic
banks in Malaysia. s
N4
§ | O
Loans to total assets (LOTA) have a positi ect or} bank efﬁ%e_ y and

statistically highly significant. The result suggTat tw iciency/of Islamic
banks is consistent with high LOTA. SUﬁW ibulah (2010b) @ﬁza-Garcia
(2012) have found that banks with hi e(l@s are relativ beqﬁ‘to exhibit higher
efficiency levels. Based on the current “fesult-and S QL e determinants of

banks’ profitability in this study, “it"can b ded hé\the loans variable is
important in determining bov%\abill an effici@/ of Islamic banks in
Malaysia. \ ] %\
Deposits to total asse@h'ave posi ive e‘ﬁ@‘t on banks’ efficiency and also
statistically significant. This'res ["SL{{ ts th'; that more deposits lead to higher
efficiency. Noor &%ﬁd ( Cl12)
related to banéﬁ;gienc . W 1

rn th e deposits are negatively insignificant
jin @ast with this result. The findings of this

study that t IS positiv H'SS@ ed with banks’ profitability and efficiency
reveal that 1c bip > deposits @mportant in determining both profitability and
efficiency’ 4 X~
N
D

impact of the gross domestic product growth rate (GDPGR) the result above

that the GDPGR has a negative and statistically insignificant impact on
s’ efficiency. This result is supported by Sufian and Habibullah (2010b).

qz,*refore, this variable is not significant in determining banks’ efficiency.
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The macroeconomic variable, the gross domestic product per capita (GDPPC) has
a positive and statistically insignificant impact on banks’ efficiency. Therefi
macroeconomic variable GDPPC is insignificant in determining the eff

but have

Islamic banks in Malaysia during the period of study. Grigorian and 006)
examine the relationship between the GDP per capita and their effi

found that the GDP per capita is significantly related to bank efﬁmerY

impact on banks’ efficiency. This result is supporte

The structural variable concentration ratio (CONC) has a p SItIV d insignificant
yitu |es of Sufian &

Habibullah (2010b) and Garza-Garcia (2012). The positi nsi n ican |mpact of

the CONC variable implies that the concentration ratio Variable is I rufl in
determining banks’ efficiency. '
The different efficiency between domestic avlgn anks a dummy
variable (DDF) has a positive and mgmf impact on; ba efﬁ Thls result
is consistent with studies of Grigoria a noIe 6 rC|a (2012) and
Shah et al., (2012). This result reveals thatydomestic Iamlc banks have
different degrees of efficiency. B his rg% ts which are presented
in appendix (F), it can be c that domestie bar@ are more efficient than
foreign banks during the perlo tudy ay be.‘[iue to the fact that, domestic
banks own 76% of the,totah@ssets ofj the alay$n?f\slam|c banking sector, while,
only 24% of the total e owged by/foreignBanks during the period of study,
see Appendix (F). n and a i (201 urther discover that domestic banks
were relatlvely ffICIe ir fo ﬁznk peers in the Thai banking sector
from 1999 to ‘,l b

% N
SSZT% merl 2): 4\
The on above concerns (@ﬁ investigating whether banks’ efficiency in the

Islamlc banking industry in Malay5|a is determined by a set of profitability variables
\ v
#using model (1), whereas, this section is devoted to the same aim but by using

d&el ).

The determinants of banks’ efficiency model are established below:
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Model (2):
TEit = 0g + p1 CRTA + B, LATA + B3 INF + B4 LOGTA + Bs LOGAGE + Bg &

5.5.2.1 Testing for normality of residuals s )

The Jarque—Bera (JB) test of normality is used. Y'
Figure 5.6: The probability distribution of the residuals e results of the
Jarque—Bera test, model (2) with TE "
40
Series: RESIDUALS
35 —T Sample 1 236
Observations 236
30
Mean -0.004111
25 - - Median -0.006781
_ Maximum 0.228020
20 - Bl Minimum -0.239719
. — Std. Dev. 0.087286
15 - Skewness 0.303123
Kurtosis 3.205789

Jarque-Bera 4.030514
5 ’_‘_'_’_r _’_’_i_l_‘ Probability ~ 0.133286
ot— 1 1 |
-0.2 0.1 0.0 ° 014 '-ayz ‘
Q—
As the Figure (5.6) shows, t uals se Eéﬁ(netrlcally distributed. The

application of the Jarque— est howsat at B statistics is 4.03 and the
probability of obtaini a stat |cs normallty assumption is 0.133.
Therefore, the error ms aren strlb

5.5.2.2 Testin th re eter@)edastlmty problem

By applyl ’s heterosged stﬁést the evidence of heteroscedasticity can be
found ’ f

Tab&‘I : The results of tlmvmte heteroskedasticity test using model (2) and
e dependent variable

2.086769 0.0024 48.63865 0.0046

‘% F-statistic Prob. F-statistic Chi-Sg- Prob>chi2
0 Statistic
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To overcome the problem of heteroscedasticity problem, the Huber/White procedure
can be automatically used to solve this problem. The Huber/White option is
correct the heteroscedasticity. The following Table (5.49) presents the res e

0&& th
Tobit regression after correcting the problem of heteroscedasticity. (q

variable

Table 5.49: Tobit regression results using a model (2) and TE Q@dependent

Independent Variables Tobit regres

C
CRTA

LATA

LOGTA

LOGAGE c

GFC

R2

Log likelih Q ,

N

*, ** and *** indicate significance’levels.of 0,‘@,-(p
5.5.2.3 EpraEMe r qu0

ts |
regression’result. The estimated Tobit R? indicates that the

Table (5.4%ents T mlyg
model w to e{:)l tHe inﬁaence of the variables on banks’ efficiency. In

1 N

od value confirms the model’s ability to explain the

additi e estimated log lik

foiciency.

he' variables tested as determinants of banks’ efficiency are capital and reserves to
tal assets (CRTA), liquidity to total assets (LATA), inflation rate (INF), bank size
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(LOGTA), bank age (LOGAGE) and effect of the global financial crisis on the
efficiency (GFC).

Capital and reserves (CRTA) have a positive and significant % on
banks’ technical efficiency. Grigorian and Manole (2006), Sufian Habibullah
(2010Db), Garza-Garcia (2012), Ismail et al., (2012), Sufian et al., ( and Noor &
Ahmad (2012) have come to a similar result that; high level of i%.efﬁciency is
consistent with high CRTA. This result indicates that the CRTA variable is important
in determining the efficiency of Islamic banks. % '

Liquidity ratio (LATA) has a negative and statis Si ninpact on
®
banks’ technical efficiency. This result suggests thatbanks with mor li?uid‘i_gggave

lower efficiency, where such banks lead to low avaiIaEJ'Ie 0 anciq%_\hereby,
causing low efficiency. Sufian et al,, (ZTave oun at idity has
a relationship with Malaysian Islamic banks efficien e si is contrasting

with this result. The result of this stu %tes tha ity i ignificant factor
that contributes towards the efficienc;xlamic@ Mié‘: Otherwise, the
results of the determinants of ban %ﬂabi ity.isrthis s indicate that the LATA
sqpr(zg(fl?ﬂity.

K\

The macroeconomic variablé*imflation late (INF) ha@‘insignificant negative impact
on banks’ technical e%?éuﬁa et I.,I(ZQb') have found that the inflation
exerts negative influence off Ma ':n ome;:'(cj{lamic banks’ efficiency. The result
of this study is su&u}ny hl studies of 5@1 and Habibullah (2010b) and Noor &

Ahmad (2012 insi iflc pact o@e INF variable indicates that the inflation

variable is insignificant in deterngini Islarrﬁc ba

rate variable is hotsignificant i def'eeri;i?\g banks’ efficiency.

Qv N
Bank EWGTAfh aﬁligh@gnificant positive impact on banks’ technical

effigi which means that@farge bank size is associated with high efficiency.
Ta Nult is in line with the economies of scale theory that the Islamic bank is able to
‘%he economies of scale and to produce at lower cost, and thus, to enhance its
iciency. This result is supported by studies of Ersoy (2009), Ismail et al., (2012),
ufian et al., (2012) and Noor & Ahmad (2012). This result and the results of the
determinants of banks’ profitability in this study have revealed that the LOGTA
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variable is important in determining both profitability and efficiency of Islamic banks
in Malaysia.

Bank age (LOGAGE) has a negative and highly significant impact on ban%nical
efficiency. This result means that old banks are less efficient than new banks.
Grigorian and Manole (2006) examine the relationship between e and their
efficiency, but, the result is in contrast with this result, that they h:ﬁd bank age

is positively insignificant related to bank efficiency. The resul{s Wdeterminants of

banks’ profitability in this study reveal that the LOGAGEfwariable also has a negative

significant impact on banks’ profitability. .\d
®

The global financial crisis (GFC) has a negative insignificant n’)acg)&'lks’

'

S in‘MaI\a is not-affected by
ksﬁ‘ sia &cted by the

global financial crisis in terms of@llty aS~shown in results of the

determinants of banks’ profitability.

technical efficiency. This result is consistent w udy of Naor Ah‘f\(mla.

This result means that the efficiency of Islami

the global financial crisis, whereas, the Isl
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CHAPTER SIX
SUMMARY AND CONCLUSIONS Y'

6.1 Summary for the chapters

This study aims to identify the determinants of profitabiligfo? slamic banks
operating in the Malaysia for the period from the first quart 07 to the fourth
quarter of 2010. In this regard, the study has ex edy, how, bank specific

determinants, financial structure determinants and ma affect the

profitability of domestic and foreign Islamic banks in
study investigates whether banks’ efficiency i i g' ir@ry in

Malaysia is determined by a set of profitability variables to comstruct the
;ffer

relevant time series data that are collected from en e fajor source of

the bank-specific variables depends on qtewwance sheets and inceme statements

for all seventeen Islamic banks in MaN terms of t acrnomics variables
the data are collected from the Depéartment of \mk :

data multiple regression techniquéshas<beep, appliedito an the cross-section and
t% re

ia. Unbalanced panel

o
time series data to find lattenship’ bet the variables and the
determination of the effect @end’n ariables gbe dependent variable.
(

The study is presente% main s,ﬁs@ ows: Chapter one introduces the

problem statemen}:&qhe relsea\questic%\ﬁhich importance is highlighted, in

addition to the iptrodugction n ob'a&x/es. Furthermore, this chapter included
O‘F' a ganization of the study

Chapte%%’ cuss,s?jaf a \und on various topics such as the rationale
behmW ¢ banking, de{ini@'of Islamic banks, history and development of
I

ISIK king in Malaysia, aﬁ%)lslamic banking financing modes in Malaysia.

§

research motiyati nd ¢ontri
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Chapter three reviews the literature on the determinants of banks’ profitability. This

chapter discusses in eleven main sections: T

The first section gives a brief introduction. The second section discusses the mic
theories concerning banks’ profitability that are relevant for th of the
relationship between a set of internal and external characteristics a rofitability
in the banks. FQU)

The third section discusses the measure of banks’ profitability Wwhere there are several

ratios used to measure the profitability of banks and this s S useid two measures

of profitability which can be measured for Islamic ban eturnjon and return
on equity. ' _;C}T

The fourth section to the eleventh section of thi er revie ious\yl-fdies that
have investigated banks’ profitability and b nks’ ﬁcienhr %g different
methods including; panel data analySe blt egre %,{es and data
envelopment analysis. This chapter ISM to: previo tud e determinants

of Islamic bank’s profitability, pr% Studles\thgd e,@l nts of Islamic and
conventional banks’ proﬁtabﬂ%( ousfstudi 8 de§. inants of conventional
banks’ profitability, previous inancial jimes and bank performance,

previous studies on proflt and y dl@ences between domestic and
foreign banks, previo n ba @and the last section summarizes
the previous studies he in i the@fevious studies can be summarised
as follows: flrstl eg in lhe impact @nk specific variables (capital ratios,
overhead exp ; I ratio @osn ratio, liquidity ratio and bank
efﬁ01ency) pr 1 11£y,(Je results of these studies indicate that capital
ratios, xpy ST, | Io s ratio, deposit ratio and liquidity ratio have
a pOSI act on banks prof"ﬁblhty in some studies and a negative impact on

ﬁtablhty in other s s On the other hand, most of the previous studies on

y bank have found that banks’ profitability has a positive significant impact
‘%fflmency bank. Second of all, the macroeconomic variables (inflation, GDP
Q\Mh and GDP per capita) have either a positive or a negative, or an insignificant
impact on banks’ profitability. Finally, regarding the impact of the structural variable

(concentration ratio) most of the studies have reviewed either a positive or
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an insignificant impact on banks’ profitability, whereas, few of these studies indicate
the concentration ratio has a negative impact on banks’ profitability. On trYg[
o

hand, the structural variable (bank size) has either a positive or a ne& r

an insignificant impact on banks’ profitability. : %

Chapter four explains the research methodology of the study. Nhapter with the
introduction is divided into eleven main sections: Y'

The second section represents that the population arch inWl Islamic
banks operating in Malaysia (local and foreign). ¢ \'C

! ‘-'3
The third section identifies the source of data, thﬁta of bank pemﬁqvarlables
are collected from quarterly balance sheets mo \s&( ents Gefarned from

Malaysian Islamic banks. Regarding th Mcono ics, Variabl&s,, the data have
been collected from the Department o%as, Malays
re

The fourth section discussed h

E-Views software, and Gretl e ic softwar Qc—')
<<»
Both the fifth and sixth S eilaln var s of the study and how to

measure them. Intern% es or e(!rﬂ's}ctors and external variables or
macroeconomic vagiables “and f

dependent varrab na er t‘re return on @t and return on equity are used with

5 O,o

y uses two software,

ancial( structure variables are used. Two

;..

a set of |ndep t var, able ern (}lables of the bank are capital ratio and

reserves, a atl rat Ot'al s, deposit ratio, liquidity ratio and technical
efficienc roeC(}n icgvariab re the annual inflation rate, gross domestic
produ g rate, an the{;DP‘iér capita. Structural variables are bank size, bank
ag ncentratlon ratio. ‘@o dummy variables are included to account for the

‘% es between the banks (DDF) that may affect the determinants of Islamic

profitability, and the variable (GFC) to determine the effect of the global
ancial crisis on the profitability of Islamic banks in Malaysia.
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The hypotheses of the study are shown in the sections seventh. Next, the eighth and
ninth section display the estimation model of profitability determinants and estigati

method of efficiency determinants used to achieve the objectives of this ?I'f;
multiple regression analysis in the linear functional form is applied se the
cross-section time series data (panel data) to examine the inter- rd& between

measures of bank profitability and the determining factors. The use Tform of the
di

equation and the regression analysis is supported by most o es on bank
profitability, such as Short (1979), Bashir (2003), Naceur Haron (2004),
Bashir and Hassan (2003), Sanusi and Ismail (2005), ?05) Vong and

Chan (2006), Fotios and Kyriaki (2007), Al-Jarrah et

Based on the general consensus of the literature revi in the fare
tenth section goes on to explain the panel data analysis structure in |ffere1qt~methods
that have been used in this study. The Pooled mary east.Square @LS) Fixed

Effects Models (FEM), and Random Eff Mels
relationship between the variables anw&
variables on the dependent variable. Moreo hi

he @t section of this chapter.
‘&
Chapter five presents the M ar ion. .This chapter starts with the
me

re uséd,to find out the
the @%t of independent
ion analysis and the
violation of the regression assum s e ca n

N
descriptive statistics i Wmean $ rd deviation, skewness and
kurtosis, and it conc%ha‘r the; 0SSi |jsty drawing on the results of the

regression model ﬂwed nalys the regression model, in the next
section, we exam&he Y the Is are stationary or non stationary. The

results |nd|ca t variab sdre ﬂ%vénaryat 1% level of significance.
After entlogegﬂe t@hapter is divided into four main sections,
accor e objectives ofrthe r&ﬁearch

profitability using the ROA as the dependent variable. The tests were
Qﬂertaken across the banks selected, using both pooled and panel models. Various
ts have been performed to identify the right estimator for the model. To identify

which model is appropriate, the pooled model or the panel random effect model, The

; st section displays and dlscusses the findings of the determinants of Islamic
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Breusch-Pagan Lagrange multiplier (LM) test is used. To choose between the pooled
model and the panel fixed effect model the joint significance test is u
determine the use of the fixed effect model or the random effect model, theﬂi&rﬁ
test is used. The linearity test, multicollinearity test, normality of resid % white
heteroskedasticity test and Durbin Watson test for autocorrelation are‘EM
results of these tests confirm that the multiple regression analysis

interpret the dependent variable. The results of this section indi

first results with return on assets as the dependent variable in(Yu at specific bank,
Y

financial structure and macroeconomic determinants are a lain the significant

ults hw that, the
nical” effi¢iencygand ba.@'size

have a positive significant effect in determining rofitabilit QLILWLI e, the

part of the profitability of Islamic banks in Malaysia.

overhead expense ratio, loan ratio, deposit ratio, t

inflation rate has a negative significant effect i profitability. The

, liqui Wratio, bank
age, gross domestic product growth r% rod ?{tr capita and
concentration ratio are not able to expN ariability @f the p@tability of Islamic
banks. o)
The second section has displ ‘%di i s of the determinants of
Islamic bank’s profitability Xe
return on equity as th ep&m%t variable indicat t, the loan ratio, deposit ratio,
gross domestic product growth rat@ k!'siig'have a positive significant effect in
determining bank Ntabilily. nwhil (h/pital and reserves, banks’ age and
inflation rate h %aﬂv i lan‘[ e@é’ in determining banks’ profitability. The
findings of th%n furter i igate ﬁ-ra) the overhead expense ratio, liquidity ratio,
technical @cy, gross domestic uct per capita and concentration ratio are not
able to%}‘u the \fgr@Jt;ﬁof profitability of Islamic banks. The third results
revea% domestic and forej{,n\)i‘slamic banks have different levels of profitability.
indings of this section suggest that the profitability of Islamic banks is
‘é/ely affected by the global financial crisis.

he third section displays and identifies the differences in the determinants of

as nt variable. The results with

—*

profitability between domestic and foreign Islamic banks in Malaysia. The Chow test
is used to test whether the variables that determine the domestic Islamic
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banks’ profitability are the same as those that determine the foreign Islamic
banks’ profitability. The results of the Chow test confirm that the determi
domestic Islamic banks are different from that of the foreign Islamic banks. rder to

divided into two sub-samples (domestic and foreign). The results IS section

find out the differences in the profitability determinants, the samplz %nks is

indicate that, domestic Islamic banks are more profitable than foreTmic banks.

The results also show that some of the profitability determinants of

are different from those of foreign banks. The findings of tT y further indicate
la

that the profitability of domestic and foreign Islamic ban

estic banks

|a is negatively

affected by the global financial crisis when the used easure of
banks’ profitability but, the profitability of foreign Islamic banks/is no ecfe(kby'the
global financial crisis when the ROE is used as a re of ban s’ it b

The fourth section investigates whether or not ba s’ effi \hs;L the st?mic banking

industry in Malaysia is determined by a s Mﬂtabi y variables."Fhis section uses
the Data Envelopment Analysis (DE pproach to estimate t@‘?cal efficiency as

the dependent variable. Tobit muEpIe regre \m\ hod is.used to analyse the
efficiency determinants of Malay m|8 s.\obit @tlple regression is used,

[’
which allows for limited d variables. hIS on examines how bank

specific, financial structur cro om va affect the profitability and
efficiency of Islamic banks. ﬁe empirical r uI;s@, ate that specific bank, financial
structure and macroecono det rmal are dQ;a to explain the significant part of

profitability and sga:ngy of |s|a anks.i alay5|a The results further point to
the fact that d Isla Q”banks have different profitability and

efficiency. T ngslaldo i gpte ﬁ@ some factors have a significant effect in
determlnl profitabili ency of Islamic banks. Other findings have
also r that &)J‘tors important for banks’ profitability but have
app been unimportant @énks efficiency. The findings also indicate that the

pg ility of Islamic banks is negatively affected by the global financial crisis, but

0 ciency of Islamic banks is not affected.
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6.2 Conclusions for research objectives

nted

As discussed in chapter one, there are four research objectives that are to b ached
in this study. The conclusions for each research objective of this study @

as follows:

6.2.1 Conclusion for research objective No. 1 Q

“To identify the variables that affects the profitability?Malaysian Islamic
banks” '

To achieve this objective the following hypotheses are tes ®

N4
L
Hia: There is a significant positive relationshi tween ::‘ap al and re&ev es and

banks’ profitability. Y' \ Y}/

This hypothesis is tested in sections 5 3. :ied theqe ression results
presented in Tables 5.17 and 5.29, thisM esis can be 'ecteo@en both ROA and

ROE are used as a measure of bank%ﬁtability.\ ,<\
N
[} A
Hip: There is a significant p& relati ip tweer(éﬁerhead expense ratio and
banks’ profitability. Y' I ‘é
[
This hypothesis is tes% sections 5.2 4and 23 Based on the regression results

presented in Table N{and 5' ypoiés&% can be accepted when the ROA is
LeA‘

used as a meas ba ofi ility,ghls may give support for the Expense-
Preference th@r\wel the other T' th e hypothesis is rejected when the ROE is
1814

used as a \Q’ f banks’ Pro tabi]éu
’ R} S
Hic: Theredigia signific tp(ﬁitive‘ﬁlationship between the loan ratio (financing) and

Ve,
ba fitability. O

ypothesis is tested in sections 5.2 and 5.3. Based on the regression results
Qsented in Tables 5.10 and 5.23, this hypothesis is accepted when both the ROA and

OE are used as a measure of banks’ profitability. This means that higher loans ratio

would increase banks’ profitability.
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Hig. There is a significant positive relationship between the deposit ratio and

banks’ profitability.

This hypothesis is tested in sections 5.2 and 5.3. Based on the regre%sults
presented in Tables 5.10 and 5.23, this hypothesis is accepted when A and
ROE are used as a measure of banks’ profitability. This means tlwher deposit

ratio would increase banks’ profitability.

Hie: There is a negative relationship between liquidity ratig an s proﬁtability.

This hypothesis is tested in sections 5.2 and 5.3.

on the Wn results
presented in Tables 5.17 and 5.29, this hypothesisgis rejected whengo RC&R‘and

ROE are used as a measure of banks’ profitabilit ' .b
4

Hir: There is a significant positive rel sh|

banks’ profitability. CV

This hypothesis is tested in sections 5.

en gﬁi?/lency and

on_‘t\Qregressmn results

ted when the ROA is
used as a measure of banks’ eans @ high profits of Islamic
banks are consistent with hlgN Ici maw\gw(é support for the Efficient-

Structure Theory. On't hand t ly% is is rejected when the ROE is
used as a measure of b Oﬁt&bl} >

Ky

presented in Tables 5.17 and 5.2

Hig: There is a s1 rel tlonsh betw 1nﬂat10n and banks’ profitability.

This hypothe est |¢hs §2)and 5.3. Based on the regression results

present e 5.17 and 5,29, hypothesis can be accepted with a negative

relatio o't'h Afand ROE are used as a measure of banks’ profitability.
As that costs are gr@@ faster than the rate of inflation. Thus, this may

that, Islamic banks cannot accurately predict the levels of inflation and the

f banks have faster increase than bank revenues.

h There is a significant positive relationship between the gross domestic product

growth and banks’ profitability.
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This hypothesis is tested in sections 5.2 and 5.3. Based on the regression results
presented in Tables 5.10 and 5.23, this hypothesis can be accepted when the i
used as a measure of banks’ profitability. This means that banks have benefited from

economic growth. On the other hand, the same hypothesis is rejected WhirgﬁiZ)A i

used as a measure of banks’ profitability.

w

Hii: There is a significant positive relationship between the GDPzer capita and

banks’ profitability. V
This hypothesis is tested in sections 5.2 and 5.3. Base e rebression results
presented in Tables 5.10 and 5.23, this hypothesis can be“rejectedjwh ROA and
ROE are used as a measure of banks’ profitability. ' ‘(’}Y‘
{ v =\
Hyj: There is a significant relationship betweenv;; e andh ; rofi{@ﬁty.
X

This hypothesis is tested in sections 5. W.S. B
presented in Tables 5.17 and 5.29, twanesis is aceepted @ both ROA and
ROE are used as a measure of banks’ profitability: i ansithat the larger size of

p
the bank would increase banks’ p %i%\ us, Supportcissfound in the economics

of scale theory. : 48\'

\ \A

Hi: There is a si niﬂ%tI pos’ive elﬁt@p between bank age and
E , 4

the ression results

banks’ profitability. > %
This hypothesis j‘% in_sections 5.2 @5.3. Based on the regression results
5

ish @esis can be rejected when both ROA and

presented in T 1 nq :
ROE are us easure of nR"s @f tability. This means that older banks do not
e J S

enhance ban roﬁ?b ity,
P

Hii e is a significant tive relationship between the concentration and

rofitability.

his hypothesis is tested in sections 5.2 and 5.3. Based on the regression results
esented in Tables 5.10 and 5.23, this hypothesis can be rejected when both ROA and

ROE are used as a measure of banks’ profitability. This means that higher
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concentration does not enhance banks’ profitability. Thus, no support is found for the

structure-conduct-performance hypothesis. Y_

Him: There is a difference in the profitability between domestic Islami(%x and

foreign Islamic banks in Malaysia. *

This hypothesis is tested in sections 5.2 and 5.3. Based on the regression results
presented in Tables 5.10 and 5.23, this hypothesis is acceptedw oth ROA and
s that domestic and

ROE are used as a measure of banks’ profitability. This indi

foreign Islamic banks have different profitability, and the do ic Is’amic banks are

associated with high profits.

Islamic banks.

This hypothesis is '3. Based on the regression results

presented in Table 7 an}f\?;}is h esis is accepted when both ROA and

ROE are us&% asure of ' p ility. This means that the profitability of

Islamic ba@' alaysia is“affected by.the global financial crisis.
<</ ’b‘j' <

AN N

C.)

g

;&nclusion for research objective No. 3
“To identify the differences between domestic and foreign Islamic banks in
alaysia in terms of the determinants of their profitability”

To achieve this objective the following hypothesis is tested:
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Hs: There are differences in the determinants of profitability between domestic and

foreign Islamic banks in Malaysia.

This hypothesis is tested in section 5.4 in this study, which identifies the d%kes in
the determinants of profitability between domestic and foreign Islamic banks in
Malaysia. Based on the regression analyses presented in Tables 5.%0, 5.42 and

5.44, the results show that: \)

iable indicate that
ct drowth rate and

Firstly: empirical results with return on assets as the depende
capital and reserves, overhead expenses, gross domesti
i which case

cixn.t; g‘lggt in

determining the profitability of only the foreig nks. The results of this“section

reveal that loans, deposits, efficiency and bT&e e nificant effect in
€SlIC al h&K T

determining banks’ profitability of both W foteign ba@? Meanwhile,

gross domestic product per capita, li d%

concentration ar@ot able to explain
the variability of domestic and foreign ami%z 05@ ity. The findings
indicate that the profitability of o%mest' oreigh.banks is affected by the

global financial crisis. 0 4 <§
N

Secondly: empirical results?-eturin equity as @pendent variable reveal that

the overhead expenses ficien ﬂ.m}, &on@tic product growth rate and bank

size have a significant efféct i ﬁu{\ ning’@{s’ profitability, in which case are

applicable to the estic banks only. In t@he gross domestic product per capita

has a signiﬁcmct 1 d'ete 11ing ba@ profitability of only the foreign banks.

section_fi tﬁat(g osits, capital and reserves, inflation and

The results
banks’ %ive a fi E;f}nt et@ in determining banks’ profitability of both
Ks:

domestic foreign b "MeaTi/T/hile, liquidity and concentration are not able to

&)
ex variability of da&:@stic and foreign Islamic banks’ profitability. The
\ indicate that the profitability of domestic banks is affected by the global

findi
oéncial crisis, while the profitability of foreign banks is not affected.
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6.2.4 Conclusion for research objective No. 4

“To investigate if the efficiency of Malaysian Islamic banks is determined by {he

profitability variables”

To achieve this objective the following hypothesis is tested: v

Hjs: The banks’ efficiency in the Malaysian Islamic banks is determined by the

profitability variables. Yy

This hypothesis is tested in section 5.5 in this study. Jhis'stu eWow bank
specific, financial structure and macroeconomic varjables affect the profitabili

ades S?i and
5.49, the results indicate that: Firstly: results with feturn oprassets/as the\gl'ependent
variable have indicated that the overhead expen?s ratiopl

bank size have significant -effect c W‘mlni ks’ fitability and

banks’ efficiency. Meanwhile, the gr x tic productygrowt , gross domestic

zt explain the variability of
profitability and efficiency of Islamic nks' ec | apﬁ)\reserves liquidity ratio
and banks’ age have significa, ‘%n determi gqba@?}_ efficiency, whereas these

factors have not any signifi cti ning s’ profitability. The findings
of this study further indicate that mflalon rate haﬁmﬂcant effect in determining
banks’ profitability, hs it ar wlgnlflcant effect in determining
banks’ efficiency./T'h dlr@ study.ndicate that the profitability of Islamic

efficiency of Islamic banks. Based on Tobit regressi resented i

pgsu ratio and

product per capita and concentrati ratio are

banks is negati ted obal @%ﬁmal crisis, but the efficiency of Islamic
banks is not a < ¥ (j')

NN
Second ical /@ ith return on equity as the dependent variable reveal that

the Ioa ratio, deposits ratio, ba}: size and bank age have a significant effect in

de in 1ng banks’ proﬁtabh’y and banks’ efficiency. Meanwhile, capital and
% s have a negative significant effect in determining banks’ profitability and a

Ive significant effect in determining banks’ efficiency. Meanwhile, Gross
& estic product per capita and concentration ratio are not able to explain the
variability of profitability and efficiency of Islamic banks. The overhead expenses

ratio and liquidity ratio have a significant effect in determining banks’ efficiency,
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whereas these factors have not a significant effect in determining banks’ profitability.
Otherwise, the gross domestic product growth rate and inflation rate have a sigrifi
effect in determining banks’ profitability, whereas they have no signiﬁcan& t 1

determining banks’ efficiency. : %
6.3 Implications of the study Y-

Based on the research findings, the study provides some suggestigns that could be

i@y.'

f Islamic b have an

—+

n

considered to further enhance the Malaysian Islamic banki

The results of the study show that the loans and de
important role as the source of profit, which reflects more” dep@sits ase rathE(med
into loans, hence, higher lending generates highgksficome. Therefare; IJa c’banks
should attract more deposits and play a big&u as iﬁegiz/%éﬂ/een the
itys, Oth

lenders and borrowers to increase its profi% n“that, Malaysian Islamic
i

banks have kept a high proportion of qut% dt
not a significant factor that contributw ds th

Malaysia, while, the study also fo that

D

,Q\ﬂegative and highly
significant impact on efficiency o;"? banks. This'may ue to the conditions of
th

uncertainty of the financial cr& eia%@eqre&&%ea to increasing the rate of
liquidity and the profits w Winiisol joh from-the liquidity, but that led to a
lower rate of operati@sY:;ncy of | arﬂic@nks. Therefore, this result has
underlined the impogc: S hd& iqﬁ'i Ity management. In order to improve
the profitability w\e/ iency of Islamic s, it is important that Islamic banks
manage thelrm ery \.N ?quatQ}qmdlty helps the Islamic banks minimise

liquidity risk ancial cris a?'wed!ié?improve their profitability.
NN

Q.

A resu! that tﬁ A significant negative relationship between inflation and
profitability of Islamic banks. A@érdingly, it can be postulated that during the period
N

0 M the Islamic banks were not able to adjust its lending rate to the rising cost of
osit. This is because Islamic banks used fixed rate of financing. Islamic banks

@uld detach themselves from the fixed rate system by moving away from the fixed
te instruments such as Bai Bithamin Ajil and Murabaha into more profit sharing

activities such as Mudarabah, Musharaka and leasing. A system based on profit-
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sharing will be more stable than a system based on a fixed charge for capital since the
cost of capital in a sharing system automatically adjusts itself to varlat?.b
the

productivity under changing business conditions (Al-Omar and Igbal, 1

case of leasing, the cost of financing is based on the rental rate which i Ie and
not fixed like the Bai Bithamin Ajil and Murabaha rate. The rental rat e revised
periodically to reflect market conditions. Hence, the Islamic bank w in a better

position to mitigate the inflation risk compared to its ability u rt Bai Bithamin

Ajil fixed rate system (Abdul Kader and Leong, 2009). Y.

Bank size is represented by the natural logarithm of t sets. Tﬁls;?ﬁnds that
total assets have a significant positive impact on the profitability an icie of
Malaysian Islamic banks. Therefore, Islamic ban raise; their to’al &%et by

increasing the financing to customers. In order t0o™ rease‘vth fi ncmg\‘(-the bank

should increase the deposits from customers. M yS|a m co mzy therefore,

religious factor can be considered a ve Wtant
Ic E)n

people to deposit their funds in the I

to attract the Muslim

, religious factor Islamic

banks have to improve their servic uallt 0 0 ndyIslamic banks should

engage in socialization prog a%o %Thcén\the Islamic financial
Mean

services to increase their fina ile, t ough e socialization programs,

@zmg

The results of study r%t the d‘e esti Je mic banks are more profitable than
foreign Islamic b s an IT easo the differences in profitability that,

it is possible that more non- sI| S aI e

some profltabll ermin b een estic and foreign Islamic banks are
different. For Xa e, egstu ?ﬂds GDPGR variable is a significant factor
that contri st ards hepro tabl@uof domestic Islamic banks, whereas, it is not
S|gn|f|c ti ermml prof ility of foreign Islamic banks. Thus, the foreign
Isla&O should focus on thg, policies which lead to benefit from the economic
gr h In‘order to increase ItS\f'OfItablllty

findings of this study indicate that the profitability of Islamic banks in Malaysia is
O/ersely affected by the global financial crisis. This indicates that the Islamic banks
were not resilient in facing the financial crisis. The results of study suggest that
Malaysian Islamic banks need to strengthen their risk management aspects. Further,
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the bank management could formulate strategies that can strengthen and develop the

Islamic banking industry to enable the Islamic banking system to absorb fvgl

As in other studies, this study is subject to a number of Iimitatio%zlained below:

shocks.

6.4 Limitation of the study

1- This study aims to measure the variables that c aTve profitability of
Islamic banks in Malaysia (foreign and domestic). Eorei Isla'mic banks have

emerged in Malaysia after the liberalization o

Islamiic industry.
Furthermore, this study also aims to examin effect of the oral‘mﬁ)a cial
crisis in 2008 on the profitability of Isl banks in Malaysia. Hence, the
study covers the period from the first q of 2@@ e fourth/quarter of

2010 (after the application of that liberali tionu\nd ing th@ggal financial

crisis). \% CSQ
| _ NP ) A
2- This study was undertaken,i Mal ami té%kmg industry, thus the

results of this study c generalized «to banking industry with

ationg\environment, cultures and

differences in terms\e OT i NS

financial regulaw l 0
4 ’ &
3- Based on m st@v ria&&%ction is limited to the variables that
are of mo orta nd are freq y used to conduct this study.
¢
a

N ' c.)(-’
4- Thisg"study”used fun e‘; éoel data analyses to explore its relationships
% 17 ¢t ions s&?r a period from the first quarter of 2007 to the
urth quarter of 2010. a;@.study uses unbalanced panel data due to the fact

& the starting of the Ehamic bank's operations in Malaysia was not the same.

- This study concerns with identifying the determinants of the profitability and
efficiency of Islamic banks in Malaysia, but, the reasons are not studied due to

that, the study is based on quantitative data, thus the qualitative data regarding

to explain the reasons of some results are not explored in this study.
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6- This study uses two measures of profitability which are the return on assets
and the return on equity due to these measures of profitability that a t
often used in the literature and which can be applied to Islamic banks\z

6.5 Recommendation for further researches A
Suggestions for future research are given below: \3

profitability variables.

e Another possible extension could inclu

money supply as well as the qualiw

“a

e As mentioned in the limitations, this %%?)re the reasons of
some results due to the nce ith 'ideptifying the determinants.

. @ : i
A further research coul bined qua tatlv% a qualitative approaches

to explore the reasons MSe r : A\

N
X v!bj N
e Based on the results of the s ich j@llcate that the efficiency of Islamic
banks in ia i
domesti mgr r
be use@&ec duct o:l,w ate these relationships.

%v NN
o use of p?a ric techniques may be more appropriate than the non-

. Erametric approach ow Data Envelope Analysis (which is used in this
study) to measure the efficiency of Islamic banks. Nevertheless, the

ted Qé(i-ﬁe macroeconomic variables (gross
and jaflation rate). An extended research could

‘%identification of a suitable parametric model would require a significant
Q amount of work. On the other hand, it may be instructive to re-measure the
efficiency of Islamic banks via the DEA analysis based on different

input/output.



