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ABSTRACT

Malaysia and Bahrain are leading as Islamic financial hubs and play a vital role to
other countries. In competitive industry, both countries should enhance the
perfornance in terms of efficiency. Hence, the main purpose of this study is to
examine the efficiency level of Islamic banks in Malaysia and Bahrain over the
period 2008 to 2012. The sample consists of 16 Islamic banks in Malaysia and 15
Islamic banks in Bahrain. Specifically, the aim of the study is to calculate overall
technical efficiency (OTE) and its decomposition which are pure technical efficiency
(PTE) and scale efficiency (SE) of Islamic banks between Malaysia and Bahrain. A
non-parametric based Data Envelopment Analysis (DEA) was used to estimate the
efficiency and this study were analyzed based on intermediation approach. Then, a
series of parametric and non-parametric test is utilized in order to compare the
efficiency level between Malaysia and Bahrain. As a result, Islamic banks in Bahrain
were  more efficient compared to Islamic banks in Malaysia.

Keywords: Efficiency, Islamic Financial Hubs, Data Envelopment Analysis
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ABSTRAK

Malaysia dan Bahrain merupakan negara terkemuka sebagai hab kewangan Islam
dan memainkan peranan yang penting terhadap negara-negara lain. Dalam industri
yang berdaya saing, kedua-dua negara perlu meningkatkan prestatsi dari segi
kecekapan. Justeru, tujuan kajian utama ini adalah untuk mengkaji tahap kecekpan
bank-bank Islam di Malaysia dan Bahrain dalam tempoh 2008 hingga 2012. Sampel
kajian terdiri daripada 16  buah bank-bank Islam di Malaysia dan 15 buah bank-bank
Islam di Bahrain. Secara khusus, tujuan kajian ini adalah untuk mengira kecekapan
keseluruhan teknikal (OTE), kecekapan teknikal tulen (PTE) dan kecekapan skala
(SE) bank-bank Islam antara Malaysia dan Bahrain. Kaedah bukan parametrik
berasaskan Data Envelopment Analisis (DEA) telah digunakan dan kajian ini telah
dianalisa berdasarkan pendekatan pengantaraan. Seterusnya, satu siri ujian
parametrik dan bukan parametrik digunakan untuk membandingkan tahap kecekapan
antara Malaysia dan Bahrain. Hasilnya, bank-bank Islam di Bahrain lebih cekap
berbanding dengan bank-bank Islam di Malaysia.

Kata Kunci: kecekapan, hab kewangan Islam, Data Envelopment Analisis
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CHAPTER 1

INTRODUCTION

1.1 Introduction

An Islamic banking is a financial institution that operates with the objective to

implement and realize the principles of economics and finance in the banking sector.

The Organization of Islamic Conference (OIC) defined an Islamic bank as a financial

institution whose statutes, rules and procedures expressly state its commitment to the

principles of Islamic Shariah and to the banning of the receipt and payment of

interest on any of its operations.

Previously, the term “Islamic banking business” under “Islamic Banking Act 1983”

was generally defined as the operations of banking activities whose not involve in

any forbidden element which is clearly not allowed in Islam. Islamic Financial

Services Act 2013 defined “Islamic banking business” as an activities of accepting

Islamic deposits either on current, deposit and saving account. It also includes of

accepting money under investment account, financial provisions and such other

activities.

Nowadays, the Islamic banking industry is seen as a viable alternative in offering a

wide range of products and services and expands in all parts of the world. Initially, it

was developed to meet the needs of Muslims and now it is widely accepted even

among non-Muslims. This industry became as one of the rapid growing sector and

across the global banking industry.



The contents of 

the thesis is for 

internal user 

only 



72

REFERENCES

ABC Islamic Bank. (2008-2012). Annual Report retrieved at www.arabbanking.com.

Abdelkarim, M. (2013). The Relative Efficiency of Saudi Banks: Data Envelopment
Analysis Models. International Journal of Academic Research in Accounting,
Finance and Management Sciences, 3 (3), 152-161.

Ab-Rahim, R., Kadri, N., & Ismail, F. (2013). Efficiency Performance of Malaysian
Islamic Banks. MPRA Paper No. 46238.

Ab.Rahim, R., Ismail, F., & Abd.Majid, M. S. (2013). Efficiency of Islamic and
Conventional Banks in Malaysia. Journal of Financial Reporting and
Accounting, 11 (1), 92-107.

Affin Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.affinislamicbank.com.my.

Ahmad, N. H., Mohamad Noor, M.A.N., & Sufian, F. (2011). Measuring Islamic
Banks Efficiency: The Case of World Islamic Banking Sectors. MPRA Paper
No. 29497.

Ahmad Mokhtar, H., Abdullah, N., & Alttabshi, S. (2006). A Conceptual Framework
for and Survey of Banking Efficiency Study. Unitar e Journal, 2 (2), 1-19.

Ahmad Mokhtar, H.S., Abdullah, N., & Alhabshi, S.M. (2008). Efficiency and
Competition of Islamic Banking in Malaysia. Humanomics, 24 (1), 24-48.

Ahmad, S., & Abdul Rahman, A.R. (2012). The Efficiency of Islamic and
Conventional Commercial Banks in Malaysia. International Journal of
Islamic and Middle Eastern Finance and Management, 5 (3), 241-263.

Ahmadanuar, M., Norhan, N.I., & Panah, H.G.Y. (2014). Inputs and Outputs in
Islamic Banking System. Iranian Journal of Management Studies, 7 (1), 175-
188.

Aik, N.C., & Tan, K.E. (2012). Cost and Profit Efficiency of the Full Fledged
Islamic Banks and Islamic Windows in Malaysia. SEGi, 5 (1), 41-46.

Ajlouni, M.M., Hmedat, M.W., & Hmedat, W. (2011). The Relative Efficiency of
Jordanian Banks and Its Determinants Using Data Envelopment Analysis.
Journal of Applied Finance and Banking, 1 (3), 33-58.

Akhtar, M. H  (2010). Are Saudi banks productive and efficient?. International
Journal of Islamic and Middle Eastern Finance and Management, 3 (2),  95-
112.

Alkheil, A.M.A., Burghof, H.P., & Khan, W.A. (2012). Islamic Commercial Banking
in Europe: A Cross-Country and Interbank Analysis of Efficiency
Performance. International Business and Economics Research Journal, 11
(6), 647-676.

Alliance Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.ambankgroup.com/en/islamic.



73

Al-Ajmi (2009). Clients of Conventional and Islamic Banks in Bahrain: How They
Choose Which Bank to Patronize. International Journal of Social Economics,
36 (11), 1086-1112.

Al-Baraka Banking Group B.S.C. (2008-2012). Annual Report retrieved at
www.albaraka.com.

Al-Baraka Islamic Bank B.S.C. (2008-2012). Annual Report retrieved at
www.barakaonline.com.

Al-Khathlan, K., & Malik, S. (2012). Are Saudi Banks Efficient? Evidence Using
Data Envelopment Analysis (DEA). International Journal of Economics and
Finance, (2), 53-58.

Al-Rajhi Banking and Investment Corporation (Malaysia). (2008-2012). Annual
Report retrieved at www.alrajhibank.com.my.

Al-Salam Bank B.S.C. (2008-2012). Annual Report retrieved at
www.alsalambahrain.com.

Al-Shayea. (2011). Measuring Hospital’s Units Efficiency: A Data Envelopment
Analysis Approach. International Journal of Engineering and Technology, 11
(6), 7-19.

Am Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.amislamicbank.com.my.

Ariss, R. T. (2010). Competitive Conditions in Islamic and Conventional Banking: A
Global Perspective. Review of Financial Economics, 19, 101-108.

Asian Finance Bank Berhad. (2008-2012). Annual Report retrieved at
www.asianfinancebank.com.my.

Bahrain Islamic Bank B.S.C. (2008-2012). Annual Report retrieved at
www.bisb.com.

Banker, R.D., Charnes, A. & Cooper, W.W. (1984). Some Models for Estimating
Technical and Scale Inefficiencies in Data Envelopment Analysis.
Management Science, 30 (9), 1078-1092.

Bank Al-Khair B.S.C. (2008-2012). Annual Report retrieved at
www.bankalkhair.com.

Bank Islam Malaysia Berhad. (2008-2012). Annual Report retrieved at
www.bankislam.com.my.

Bank Muamalat Malaysia Berhad. (2008-2012). Annual Report retrieved at
www.muamalat.com.my.

Batchelor, V.B., & Wadul, I.K.M.M. (2004). Technical and scale Efficiency of
Islamic Banking Operations in Malaysia: An Empirical Investigation with a
Longitudinal Perspective. Labuan Bulletin of International Business and
Finance, 2 (1), 51-65.



74

Berger, A.N., & Humphrey, D.B. (1997). Efficiency of Financial Institutions:
International Survey and Direction for Future Research. European Journal of
Operational Research, 98, 175-212.

Charnes, A., Cooper, W.W., & Rhodes, E. (1978). Measuring the Efficiency of
Decision Making Units. European Journal of Operational Research, (6), 429-
444.

Che Razak. (2003). Productivity Measurement of Malaysian Government Hospital
Using Data Envelopment Analysis. Asian Academy of Management Journal,
8 (2), 31-43.

CIMB Islamic Bank Berhad. (2009). Annual Report retrieved at
www.cimbislamic.com.

Coelli, T., Prasada-Rao, D.S. & Battese, G.E. (1998). An Introduction to Efficiency
and Productivity Analysis. Boston: Kluwer Academic Publishers.

El-Qorshi. (2005). Islamic Finance Gears Up. Finance and Department, 42 (4), 46-
49.

Farrell, M.J. (1957). The Measurement of Profit Efficiency. Journal of the Royal
Statistical Society, 3, 253-290.

First Energy Bank B.S.C. (2009-2011). Annual Report retrieved at
www.1stenergybank.com.

Gulf Finance House B.S.C. (2009-2010). Annual Report retrieved at www.gfh.com.

Grewal. (2013). Overview of the Islamic Financial Landscape: Globally and In
Europe. Kuwait Finance House, KFH Research Ltd.

Hashim, Z.H. (2002). The Development of the Islamic Financial Market in the
Context of the Malaysian Financial System, PHD Thesis. University of
Manchester, Manchester.

Hassan, M.K. & Hussein, K.A. (2003). Static and Dynamic Efficiency in the
Sudanese Banking System. Islamic Economics, 14, 5-48.

Hassan, M.K. (2006). The X-Efficiency in Islamic Banks. Islamic Economic Studies,
13 (2).

Hassan, W.M. (2013). Efficiency of the Middle East Banking Sector – A Non
Parametric Approach: A Comparative Analysis between Islamic and
Conventional Banks. Business and Management Research, 2 (4).

Hong Leong Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.hlisb.com.my.

HSBC Amanah Malaysia Berhad. (2008-2012). Annual Report retrieved at
www.hsbcamanah.com.my.

Investors Bank B.S.C. (2008). Annual Report retrieved at www.investorsb.com.



75

Ithmaar Bank B.S.C. (2008-2012). Annual Report retrieved at
www.ithmaarbank.com.

Jarrah, I.M. (2007). The Use of DEA in Measuring Efficiency in Arabian Banking
System. 2 (4), 21-30.

Kamaruddin, B.H., Safa, M.S., & Mohd, R. (2008). Assessing Production Efficiency
of Islamic Banks and Conventional Bank Islamic Windows in Malaysia.
MPRA Paper No. 10670.

Khaddaj, W.W. (2010). Evaluating Banks Efficiency in Syria: An Empirical Study
Using Data Envelopment Analysis. Social Science Research Network, 1-23.

Khalid, A.M. (1996). Regulatory Framework and the Role of the Central Bank in the
Development of Islamic Banking in Malaysia, paper presented at the National
Conference on Islamic Banking and Investments: the Challenge an Way
Forward, Kuala Lumpur, 18-19 November.

Khaleeji Commercial Bank B.S.C. (2008-2012). Annual Report retrieved at
www.khcbonline.com.

Kipesha, E.F. (2013). Production and Intermediation Efficiency of Microfinance
Institutions in Tanzania. Research Journal of Finance and Accounting, 4 (1),
149-160.

Kumbhakar, S.C. & Lovell, C.A.K. (2003). Stochastic Frontier Analysis. New York,
USA: Cambridge University Press.

Kuwait Finance House (Bahrain) B.S.C. (2008-2012). Annual Report retrieved at
www.kfh.bh.

Kuwait Finance House (Malaysia) Berhad . (2008-2012). Annual Report retrieved at
www.kfh.com.my.

Lewis, M.K., & Algoud, L.M. (2001). Islamic Banking. Cheltenham, UK and
Northampton, MA, USA: Edward Elgar.

Liquidity Management Centre B.S.C. (2008-2012). Annual Report retrieved at
www.lmcbahrain.com.

Maybank Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.maybankislamic.com.my.

Md.Saad, N., & Idris, N.E. (2011). Efficiency of Life Insurance Companies in
Malaysia and Brunei: A Comparative Analysis. International Journal of
Humanities and Social Science, 1 (3), 111-122.

Mohammed, S.A. (2002). Cost-Competitiveness of Fixed Liability Financing: A
Study of Bank Islam Malaysia Berhad’s Financing Techniques, PHD Thesis,
University Tun Abdul RAzak, Kelana Jaya.

Mohamad Noor, M.A.N., Ahmad, N.H., & Sufian, F. (2011). The Efficiency of
Islamic Banks: Empirical Evidence from the Asian Countries’ Islamic
Banking Sectors. MPRA Paper No. 31869.



76

Mohamed, M.M. (2009). Modeling the Efficiency of Top Arab Banks: A DEA –
Neutral Network Approach. Expert Systems with Applications, 36, 309-320.

Munisamy. (2009). Efficiency and Ownership in Water Supply: Evidence from
Malaysia. International Review of Business Research Papers, 5 (6), 148-260.

OCBC Al Amin Bank Berhad. (2008-2012). Annual Report retrieved at
www.ocbc.com.my/ocbcal_amin.

Public Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.publicislamic.com.my.

RHB Islamic Bank Berhad. (2008-2012). Annual Report retrieved at
www.rhb.com.my.

Saad, N.M., Majid, S.A., Kassim, S., Hamid, Z., & Yusof, Z. (2010). A Comparative
Analysis of the Performance of Conventional and Islamic Unit Trust
Companies in Malaysia. International Journal of Managerial Finance, 6 (1),
24 – 47.

Samad, A. (1999). Comparative Efficiency of Islamic Bank vis-a-vis Conventional
Banks in Malaysia. IIUM Journal of Economics and Management, 7 (1), 1-
25.

Said, A. (2013). Evaluating the Overall Technical Efficiency of Islamic Banks
Operating in the MENA Region During the Financial Crisis. International
Journal of Economics and Financial Issues, 3 (2), 426-434.

Samad, A. (2004). Performance of Interest Free Islamic Banks vis-a-vis Interest
Based Conventional Banks of Bahrain. IIUM Journal of Economics and
Management, 1-15.

Seera Investment Bank B.S.C. (2012). Annual Report retrieved at www.seera.com.

Sufian, F. (2006). Size and Returns to Scale of the Islamic Banking Industry in
Malaysia: Foreign versus Domestic Banks. IIUM Journal of Economics and
Management. 12 (2), 147-175.

Sufian, F. (2007). The Efficiency of Islamic Banking Industry in Malaysia: Foreign
vs Domestic Banks. Humanomics, 23 (3), 174.

Sufian, F. (2006:2007). The Efficiency of Islamic Banking Industry: A Non-
Parametric Analysis with Non-Discretionary Input Variable. Islamic
Economic Studies, 14 (1) (2), 53-87.

Sufian, F., Noor, M.A.M., & Majid, M. Z.A. (2008). The Efficiency of Islamic
Banks: Empirical Evidence from the MENA and Asian Countries Islamic
Banking Sectors, The Middle East Business and Economic Review, 20, 1-19.

Standard Chartered Saadiq Berhad. (2008-2012). Annual Report retrieved at
www.standardchartered.com.my.



77

Tahir., & Ku Yusof. (2011). Estimating Technical and Scale Efficiency of Malaysian
Public Listed Companies: A Non Parametric Approach. Interdisciplinary
Journal of Research in Business, 1 (7), 1-7.

Trade Arabia Business News. (2014). retrieved at www.tradearabia.com.

Venture Capital Bank B.S.C. (2008). Annual Report retrieved at www.vc-bank.com.

Website Bank Negara Malaysia retrieved at www.bnm.gov.my.

Website Central Bank of Bahrain retrieved at www.cbb.gov.bh.

Yudistira, D. (2004). Efficiency in Islamic Banking: An Empirical Analysis of 18
Banks, Islamic Economic Studies, 12 (1), 1-19.

Zainal, N.S., & Ismail, M. (2012). Islamic Banking Efficiency: A DEA Approach. 3rd

International Conference on Business and Economic Research (3rd ICBER
2012) Proceeding.

Zeitun, R., & Benjelloun, H. (2013). The Efficiency of Banks and the Financial
Crisis in a Developing Economy: The Case of Jordan. Journal of Finance,
Accounting and Management, 4 (1), 1-20.



78

APPENDIX A

DATA ENVELOPMENT ANALYSIS

TEST



79
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APPENDIX B : PARAMETRIC AND NON-PARAMETRIC TEST

a) Overall Technical Efficiency (OTE)

i) Parametric Test (T-Test)

Independent Samples Test

Levene's Test for Equality of

Variances t-test for Equality of Means

F Sig. t df Sig. (2-tailed)

Mean

Difference

Std. Error

Difference

95% Confidence Interval of the

Difference

Lower Upper

OTE Equal variances assumed 5.790 .017 -3.641 132 .000 -.17824 .04896 -.27508 -.08140

Equal variances not

assumed
-3.577 113.686 .001 -.17824 .04984 -.27697 -.07951
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ii) Non Parametric Test (Mann-Whitney Test)
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i) Parametric Test (T-Test)

Independent Samples Test

Levene's Test for Equality of

Variances t-test for Equality of Means

F Sig. t df Sig. (2-tailed)

Mean

Difference

Std. Error

Difference

95% Confidence Interval of the

Difference

Lower Upper

PTE Equal variances assumed 8.133 .005 -3.792 132 .000 -.21940 .05786 -.33386 -.10494

Equal variances not

assumed
-3.741 116.137 .000 -.21940 .05864 -.33555 -.10326
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ii) Non Parametric Test (Mann-Whitney Test)
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i) Parametric Test (T-Test)

Independent Samples Test

Levene's Test for Equality of

Variances t-test for Equality of Means

F Sig. t df Sig. (2-tailed)

Mean

Difference

Std. Error

Difference

95% Confidence Interval of the

Difference

Lower Upper

SE Equal variances assumed 1.678 .197 -2.208 132 .029 -.09562 .04332 -.18131 -.00994

Equal variances not

assumed
-2.255 130.331 .026 -.09562 .04240 -.17950 -.01175
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ii) Non Parametric Test (Mann-Whitney Test)




