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ABSTRACT 

Research on perfonnance of banks in the Gulf Cooperation Council (GCC) countries is very 
limited despite being one of the key global banking markets, main suppliers of oil around the 
globe, and economies that attract significant foreign direct investment (FD!). Hence, this stndy 
provides new insight on bank performance using bank-specific, macroeconomic, and financial 
structnre indicators. Using the generalized method of moments dynamic model estimation, this 
study analyses the perfom1ance of banks in GCC countries over the period from 2000-2015. This 
stndy finds that the perfom1ance of foreign banks is better than that of domestic banks and the 
perfomrnnce of listed banks is better than that of unlisted banks. The results show that there is a 
significant direct impact of oil price shocks, FD! inflows, and financial crisis on bank 
performance. It also finds that the bank-specific factors, macroeconomic factors and financial 
structure indicators are significant determinants of bank performance. In terms of theories, the 
stndy finds evidence to support the moral haz.ard theory, competition-stability theory, defensive 
expansion theory and traditional intem1ediation theory (except Bahraini banks). The results are 
also robust when controlling for the Arab Spring transition period as well as when using 
alternative risk and bank competition measures. The results show that Arab Spring increases 
bank risk. The findings of this study have major policy implications. Gulf authorities need to 
enhance bank protection against risk by improving the application of Basel llJ especially during 
the crisis period like the Arab Spring. Gulf Banks also need to track the changes in oil prices as 
this also have impact on bank performance. There is a need for some ease of restrictions on the 
entry of foreign banks in the domestic market in the Gulf countries ( except for Bahrain) as it can 
enhance bank performance. 

Keywords: bank performance, macroeconomic and financial structure indicators, financial 
crisis, Arab Spring, GCC countries. 
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ABSTRAK 

Kajian untuk menilai prestasi bank di negara anggota Majlis Kerjasama Negara Teluk (GCC) 
amat terhad walaupun negara-negara ini merupakan antara pasaran perbankan utama dunia, 
pembekal utama minyak di seluruh dunia, clan memiliki ekonomi yang dapat menarik pelaburan 
langsung asing (FD!) yang signifikan. Oleh itu, kajian ini memberikan wawasan baharu 
mengenai prestasi bank menggunakan penunjuk spesifik untuk bank, makroekonomi dan suuktur 
kewangan. Dengan menggnnakan model anggaran dinamik '"generalized methods of moments", 
kajian ini menganalisis prestasi bank di negara GCC sepanjang tempoh 2000-2015. Kajian 
mendapati bahawa prestasi bank asing lebih baik berbanding bank domestik dan prestasi bank 
tersenarai adalah lebih baik berbanding bank yang tidak tersenarai. Dapatan kajian menunjukkan 
bahawa terdapat kesan langsung yang signifikan dari perubahan harga minyak, aliran masuk 
FD!, dan krisis kewangan terhadap prestasi bank. Kajian juga mendapati bahawa faktor spesifik 
bank, faktor makroekonomi dan penunjuk struktur kewangan adalah penentu yang signifikan 
bagi prestasi bank. Dari segi teori, kajian ini menemui bukti m1tuk menyokong tcori bahaya 
moral, teori persaingan-kestabilan, teori pengembangan pertahanan dan teori pengantaraan 
tradisional (kecuali bank-bank di Bahrain). Dapatan kajian juga lidak berubah apabila tempoh 
peralihan Arab Spring (Kebangkitan Arab) dikawal serta apabila menggunakan ukuran-ukuran 
alternatif untuk risiko dan persaingan bank. Dapatan kajian menunjukkan bahawa Arab Spring 
meningkatkan risiko bank. Penemuan kajian ini mempunyai implikasi dasar utama. Pihak 
berkuasa negara Teluk perlu meningkatkan perlindungan bank terhadap risiko dengan 
meningkatkan pcnerapan Basel III terutamanya dalam tempoh krisis seperti Arab Spring. Bank­
bank negara Teluk perlu juga mengesan perubahan harga minyak kerana ha! ini lurut 
mernberikan kesan terhadap prestasi bank. Selain itu, terdapat keperluan untuk meringankan 
sekatan kemasukan bank asing ke dalam pasaran domestik negara-negara Teluk (kecuali 
Bahrain) kerana kemasukan ini dapal meningkatkan prestasi bank. 

Kata kunci: prestasi bank, penunjuk struktur ekonomi makro dan kewangan, krisis kewangan, 
Arab Spring, negara GCC 
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1.1 Background of Study 

CHAPTER ONE 

INTRODUCTION 

The financial services commercial banking sector is one of the most important service sectors in 

a nation's economy (Huang, Chiang, & Tsai, 2015; Saci, Giorgioni, & Holden, 2009). Banks 

provide a safe linkage between the savers and the borrowers, Therefore, government and the 

central bank of any country are always concerned to ensure continuing strength and stability of 

the country's banking and financial system for capital fonnation, innovation, the creation of job 

opportunities (Huang et al., 2015), There are five key elements in the financial climate of any 

economy viz., money; financial institutions; financial tools; and system and rules (Karim & 

Alam, 2013; Saif-Alyousfi, Saha, & Md-Rus, 2017a). 

Banks are the main component of the financial system of any country and are also active players 

in financial markets of any a nation (Dhanabhakyam & Kavitha, 2012). Efficiency in the 

financial perfom1ance of banks is, therefore, the key to ensuring economic growth and 

development. Analysis and evaluation of bank perfonnance can identify the inherent strengths 

and also weaknesses in the fmancial position of banks. According to, Rachdi (2014) evaluation 

of bank perfonnance is important for all parties: bank managers, borrowers, depositors, and 

regulators. Soundness in the financial health of banks also attracts shareholders interest to 

strengthen their capital base to bring it in line with the regulatory and prudential requirements. 

Globalization and internationalization initiatives of the goverruuent of many countries have 

opened up the domestic banking sector by allowing foreign banks to enter domestic markets and 
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