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ABSTRACT

This study evaluates the performance of Islamic banks and analyzes the determinants
of their profitability and performance as measured by return on assets (ROA), return
on equity (ROE) and profit margin (PM). Using financial ratios as a proxy for internal
bank characteristics, and utilizing bank level data, this study examines the
performance indicators of foreign and domestic Islamic banks in Malaysia during
2006-2007. Regression results show that Islamic bank profitability measures respond
positively to total core deposits, and total assets; and negatively to capital adequacy
ratio. Ratios of operating expenses to assets and financing provisions to total
financing positively affect Islamic bank’s ROE and PM, while negatively affect ROA.
Regression and correlation results reveal no significant relationship between the type
of Islamic bank (foreign or domestic) and the profitability measures. The #test for
equality of means results shows that domestic Islamic banks are more profitable and
more efficient, but riskier and less liquid than foreign Islamic banks. Asset quality

indicators for foreign Islamic banks are better than those of domestic Islamic banks.
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CHAPTER ONE

INTRODUCTION AND BACKGROUND FOR RESEARCH

1.0 Introduction

In recent years, many banking systems in emerging markets have experienced a deep
transformation under the pressure of internal financial liberalization, increased
openness to international capital flows, and technological and financial innovation.
Banking crises, often requiring large-scale government intervention and bank closures,
also opened the way for structural change. Among these transformations, an
important one has been the increasing presence of foreign banks in the domestic
banking system. While foreign bank entry in emerging markets has been substantial
overall, it has also been uneven; with some countries maintaining substantial barriers
and others allowing foreign banks to achieve a dominant position (International

Monetary Fund, 2000).

In today’s world, bankers and their competitors are under great pressure to perform

well all the time. In this case, performance refers to how adequately a financial firm
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should also be investigated. Other aspects such as marketing, services and products

development could be considered in the performance analysis.

The scope of the analysis could be broadened to consider Islamic investment banks in
Malaysia in addition to consider the central bank of Malaysia-BNM Islamic money
market operations. The scope of the analysis could also be broadened to consider
Islamic banks in other Muslim countries and to make comparisons between Islamic

banks across countries.

Finally, because in today’s world the global financial system, in particular, the global
banking system extremely suffers from the financial turmoil and crisis, it would be
interesting to examine whether the financial ratios presented in this research could be
used for risk assessment, forecasting bank profitability, or providing early warning

signals of banking problems in various countries.

5.4 Summary

This chapter reviewed and summarized the findings of the research. The findings are
outlined into descriptive statistics findings, correlation analysis findings, regression
analysis findings, and findings on comparison between foreign and domestic Islamic
banks. Recommendations as well as suggestions to further refine future research are

mentioned this chapter.
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