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ABSTRACT 

The purpose of this research is to study the determinants (liquidity, asset management 
and economics factors) that influence the profitability of the Islamic banking in 
Malaysia. From this research, the data was collected using secondary data from the 
annual reports of the selected Islamic banks through their own website or Bursa 
Malaysia which is considered as private and confidential. This data covered for five (5) 
years from the period of 2015 until 2019. Innovation Theory of Profit was used to 
support for variables in this study. Eviews Version 10 also was utilized to analyse the 
data and explain the describing the analyses or tests of each determinants or variables 
involved by using table, histogram and diagram. This study will contribute benefits to 
the banking industry and the country in order to manage their financial performance 
as well as increase their profitability. Findings of the research revealed that these three 
variables (liquidity, asset management and economics factors) have significant 
relationship with the profitability of Islamic banking in Malaysia. The recommendation 
for the related issues faced by Islamic finance also discussed to solve its problems. 

 
Keyword: Liquidity, Asset Management and Economics Factors, Profitability, Financial 
Performance, Islamic Banking 
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ABSTRAK 

Tujuan penyelidikan ini adalah untuk mengkaji faktor-faktor penentu (kecairan, pengurusan 
aset dan faktor ekonomi) yang mempengaruhi keuntungan perbankan Islam di Malaysia. Dari 
penyelidikan ini, data dikumpulkan menggunakan data sekunder dari laporan tahunan bank-
bank Islam terpilih melalui laman web mereka sendiri atau Bursa Malaysia yang dianggap 
sebagai peribadi dan sulit. Data ini diliputi selama lima (5) tahun dari tempoh 2015 hingga 
2019. Teori Keuntungan Inovasi digunakan untuk menyokong pemboleh ubah dalam kajian 
ini. Eviews Versi 10 juga digunakan untuk menganalisis data dan menjelaskan analisis atau 
ujian setiap penentu atau pemboleh ubah yang terlibat dengan menggunakan jadual, 
histogram dan rajah. Kajian ini dapat memberi manfaat kepada industri perbankan dan negara 
untuk menguruskan prestasi kewangan mereka dan juga meningkatkan keuntungan mereka. 
Hasil kajian menunjukkan bahawa ketiga-tiga pemboleh ubah (kecairan, pengurusan aset dan 
faktor ekonomi) mempunyai hubungan yang signifikan dengan keuntungan perbankan Islam 
di Malaysia. Cadangan untuk masalah berkaitan yang dihadapi oleh kewangan Islam juga 
dibincangkan untuk menyelesaikan masalahnya. 

Kata kunci: Kecairan, Pengurusan Aset dan Faktor Ekonomi, Keuntungan, Prestasi 
Kewangan, Perbankan Islam 
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CHAPTER 1 

INTRODUCTION 

1.0 Introduction to the Study 

This chapter will describe on the background of the study and details on how the research 

will be performed. It additionally investigates on the problem statement, research objectives, 

research questions, and significance of study, definition of key terms and also on the 

organization of the thesis. There are a lot of factors that influence to the performance of 

Islamic banking. This research was conducted to study the factors (liquidity, asset 

management and economics factors) that influence the profitability of the Islamic banking in 

Malaysia between the periods of 2015 until 2019.  

 

1.1 Background of Study 

Malaysia has two types of banking system which is conventional banking system and Islamic 

banking system and it becomes one of the new country that using dual banking system. In 

September 1963, Islamic banking and finance in Malaysia started when Perbadanan Wang 

Simpanan Bakal-Bakal Haji (PWSBH) was established. PWSBH was established as a 

foundation for Muslims to put something aside for their Hajj (journey or visitation to Mecca) 

expenses. In 1983, the first Islamic bank in Malaysia was set up. In 1993, merchant bank, 

commercial bank and financial institutions were permitted to provide Islamic financial 

products and services through the Islamic Banking Scheme (IBS). Even with all of these 

developments and growth, there are still challenges faced by Islamic banks. 
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In 2015, the rundown of banks in Malaysia offering Islamic items have developed to 16 

banks. The National Shariah Advisory Council also established at Bank Negara Malaysia 

(BNM) informs BNM on the Islamic perspectives with respect to the tasks of these 

establishments, and on their products and services. Nowadays, the Islamic banks operations 

are going to be even more challenging. So, it is important for the Islamic banking institutions 

to strengthen their business operations and performance with the strong competitions between 

other banks. 

 

Islamic banking institutions play a significant role in providing Islamic products, financing as 

well as to ensure economic growth in Malaysia. There a lot of Islamic banking institutions in 

Malaysia such as Bank Islam, Bank Muamalat, Maybank Islamic, CIMB Islamic and others. 

These Islamic banking institutions offer an extensive and wide scope of Islamic financial 

products and services from saving account, investment account to financing products such as 

project financing, working capital financing and other financing products. The profitability of 

Islamic banking institutions come from the sales contract where it is different compared to 

the conventional banks as it come from loan interest. Islamic banking products must not 

contain the elements of riba (interest), maysir (gambling) and maysir (uncertainty) while 

maintaining their objective to achieve the profits. This is mentioned in the Al Quran from 

Surah Al Baqarah verse (2:275). 

ُ البْيَعَْ وَحَرَّ  مَ الرهبَِّاوَأحََلَّ ّللاه  

“Allah has made trading lawful and forbidden usury” (Al-Baqarah, 275) 

In terms of financial performance, Islamic banks have been growing rapidly in past decades 

and becoming more popular among the customers in the worldwide including Malaysia. Bank 
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Negara Malaysia (BNM) confirmed the Islamic banks’ total financing rise remarkably every 

year.  

 

Based on the report by Islamic Financial Services Board (IFSB), Islamic banking as global 

grow at a very low rate of 0.9% compared to the previous years. During the first half of 2020, 

the declination rate of Islamic banking is about 40%. Meanwhile, Sukuk is interestingly 

increased for about 25.5%. The report stated that with slow growth rate of 0.9%, it is even 

slower than the GDP growth at the rate of 3.1%. It can be said that the growth performance of 

Islamic banking is shrinking. Thus to fulfil the objective of this research, there is a need to 

study on the factors that influence the profitability in the Islamic banking in Malaysia. 

 

1.2 Problem Statement 

From the past five years, Islamic banking and finance have been facing a lot of challenges 

and issues which include on their performance in term of profitability. According to the 

report by International Monetary Fund (IMF), profits of Islamic banks are low because they 

have higher overheads and structural costs. Islamic banks’ lower profitability could be 

ascribed to the higher overhead cost to revenue ratios due to start-up capital of foreign 

Islamic banks. Aside from that, the costs incurred of independent Islamic banks are 

somewhat higher compared to the dependent Islamic banks, as the latter receive the profit 

from the profit-sharing platform. Thus, there is a need to study on the profitability of Islamic 

banking.  
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Figure 1.1  

Performance of Islamic banks in Malaysia in the period 2009-2019 (%)  

Source: Fitch Connect Database, 2019 

 

The graph above was derived from the Return on Assets (ROA) of the Islamic banks in 

Malaysia from the period of 2009 until 2019. It can be seen that the performance of Islamic 

banks are fluctuated between the periods of 2009 until 2011 where the financial crisis 

happened at this time. Kuwait Finance House Berhad (KFHB) showed the lowest fall which 

was almost -6%. KFHB became the lowest in term of the decreasing of the profitability 

among the other banks. There are also a declination in 2015 and 2019 for the KFHB. Public 

Islamic Bank Berhad also has been declining gradually for the past 10 years which the 

growth rate in 2009 was 1.5% while in 2019 only at 0.5% even though it has the highest ROA 

in 2009 and 2010. 
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The report of multi-country, named "Guaranteeing Financial Stability in Countries with 

Islamic Banking", said when the oil cost is low and given possibilities of the US normalizing 

its monetary policy and assumption for capital surges, large scale monetary risks for both 

Islamic and conventional banks are increasing. Notwithstanding, it said that Islamic banking 

in Malaysia are all around promoted with great and enhancing asset quality, however 

liquidity and profitability proportions are low and large scale monetary risks from low oil 

costs are increasing. So, it is important to study on how the Islamic banks managed their 

liquidity and affects their profitability. 

 

On 30th March 2020, according to Sophia Lee, a co-head of RAM Holdings Berhad in The 

Star news has stated that coronavirus or Covid19 pandemic will affect domestic and global 

economy which also includes the performance of Islamic bank. RAM mentioned that Islamic 

banks’ asset quality remains good even though its gross impaired financing (GIF) ratio was 

about 1.4% as December 2019. Even so, RAM’s co-head of financial institution, Wong Yin 

Ching stated that asset quality of Islamic banks should be well-managed in 2020 which this 

was supported by the financial relief announced by Bank Negara Malaysia (BNM) amid the 

pandemic. From this announcement by BNM, Malaysia banks has given auto moratorium for 

almost all financing payments for six months period which will be affected on 1st April 2020, 

benefitting around 70% of Islamic banking’s total financing. Other than that, the liquidity of 

the Islamic banking still good and pleasant with the Islamic banking sector’s liquidity 

coverage ratio (LCR) is about 151% as at January 2020. Given the cutback in cash flow 

during the moratorium period, the banks will be allowed to operate by minimum LCR 

threshold of 100% as a part of the financial relief. 
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Moving to the other economics factor such as recession, it wills really impacts negatively to 

the country and the world which include businesses and industries such as in the banking 

sector. In March 2020, Malaysia government decided to implement Movement Control Order 

(MCO) because of the pandemic COVID19 which have been spreading among the citizens. 

This announcement impacts greatly including the banking sectors.  

 

To sum up, it is very important to study on how the Islamic banks manage their assets, 

expenses and liquidity as well as the economics factor which can impact the profitability of 

Islamic banking in Malaysia. This study will investigate the factors that influence the Islamic 

banking’s profitability particularly from the period of 2015 until 2019. The dependent 

variable or profitability of the Islamic banking will be represented by the Return on Assets 

(ROA). The independent variables consist of liquidity, asset management and economic 

factors that will be measure through Cast to Total Assets (CTA), Total Assets Turnover 

(TAT), Gross Domestic Products (GDP) and Inflation Rate (INF). ROA will acts as a 

dependent variable to determine the profitability of Islamic banking from the period 2015 

until 2019. This ratio will describe how efficient the Islamic banks generate their profits. 

 

1.3 Research Objectives 

The objective of this research is to analyse on the relationship between liquidity, asset 

management and economics factors towards the profitability of the Islamic banking in 

Malaysia from the period of 2015 until 2019. To make it simple, the following objectives 

have been described in providing answers to the research questions:  
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1) To examine the relationship between liquidity and profitability of the Islamic banking 

in Malaysia from the period of 2015 until 2019. 

2) To examine the relationship between asset management and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 

3) To examine the relationship between economics factors and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 

 

1.4 Research Questions 

The following questions need further review upon the issues that have been addressed in the 

problem statement. The research questions are as follows: 

1) Is there any relationship between liquidity and profitability of the Islamic banking in 

Malaysia from the period of 2015 until 2019? 

2) Is there any relationship between asset management and profitability of the Islamic 

banking in Malaysia from the period of 2015 until 2019? 

3) Is there any relationship between economics factors and profitability of the Islamic 

banking in Malaysia from the period of 2015 until 2019? 

 

1.5 Significance of Study 

Profitability of the banking sector is basic for all countries, since it is a significant source of 

equity which prompts to increase in assets base. It is clear to say that the banks' profitability 

is significant for financial stability. Logically, profits are the primary goal of the Islamic 

banks and also can safeguard against the losses. Furthermore, retained earnings are source of 
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capital that deems to be important to the Islamic banks which enables them to absorb extra 

losses. Banks that produced weak results may confront more funds and tend to face more 

challenges and risks. More than that, the increase of profitability in the banking sector will 

spur the economic growth of a country. Thus this study is to give benefits to the banking 

industry and the country in order to manage their financial performance as well as increase 

their profitability.   

 

1.6 Definition of Key Terms 

1.6.1 Profitability 

Profit may now be defined, in accounting terms, as the change in net worth between two 

dates. A period of time may be considered from either end, and so may the profit 

attributed to it, as forecast or as record (Rayner, 1983). 

 

1.6.2 Liquidity 

Liquidity comprises of the expense of turning an asset around in a brief time frame 

(tightness), the size of request stream expected to change costs a given sum (profundity) 

and the recuperation speed of costs after a uninformative shock (strength) (Kyle, 1985). 

 

1.6.3 Asset 

Asset is any future help in cash or any future assistance convertible into cash (with the 

exception of those service emerging from contracts the different sides of which are 
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proportionately unperformed) the beneficial premium wherein is legitimately or fairly 

secured to some individual or people. Such a service is an asset just to that individual or 

set of people to whom it runs (Canning, 1929). 

 

1.6.4 Economics 

"Economics is the science concerned with the communal problems of society." It deals 

primarily with the intricate relation of the processes of wealth-getting by different 

individuals, and the way each process affects general welfare; with "the social aspects of 

the interplay of economic activities".(Allyn Young, 1927) 

 

1.7 Limitation and scope of the study 

This study focused on Islamic finance companies in Malaysia. Henceforth, this study will be 

highlighting the relationship between liquidity, asset management, economic factors and 

profitability. The limitation of this study is the number of Islamic bank and finance 

institutions involved in this research. The scope of the study due to data was collected using 

secondary data from the annual reports of the selected Islamic banks through their own 

website or Bursa Malaysia which is considered as private and confidential. This data covered 

for five (5) years from the period of 2015 until 2019. 

 

1.8 Organization of Study 

There are five (5) chapters have been organized for this study. Chapter one (1) is addressing 

on the whole idea of the research, whereby Chapter two (2) will be discussing and 
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highlighting on the literature review of the variables involved which are liquidity, asset 

management and economics factor. Besides, it is included with the framework developed and 

the theory used for the study. Chapter three (3) will further explain on the research 

methodology. There will be complete explanations on the settings, sampling, population 

technique, strategy and method for data collection, instrument and measurement, validity and 

normality of the data analysis, and correlation analysis between the independent variables and 

dependent variable. Chapter four (4) will be presenting the result from the data collected, 

which will be reviewed and discussion will take place. Meanwhile, Chapter five (5) 

underlined the conclusion gathered from the reviewed result and some recommendations will 

be provided for future research. 
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CHAPTER 2 

LITERATURE REVIEW 

2.0 Introduction 

This chapter discussed the previous research and past literatures that are related to the 

variables in this study which are liquidity, asset management and economics factors towards 

the profitability of the Islamic banking in Malaysia between the periods of 2015 until 2019. 

The reason for a literature review is to acquire a comprehension of the current exploration 

and discussions applicable to a specific topic or field of study, and to introduce that 

information as a written report. Directing a literature review will assists in enhancing the 

knowledge in certain field. 

 

2.1 Profitability 

According to Aziz (2017), the most important indicator of the bank’s performance is 

profitability. Profitability of the Islamic banks can be measured through the return on assets 

(ROA) and the return on equity (ROE) because these are the best indicators to determine the 

profitability of a bank. Ramlan and Adnan (2016) said that the current studies on the bank’s 

performance are interesting and it covers significant issues. Aziz (2017) used the independent 

variables (bank size, asset quality, GDP, inflation and money supply) which affect the 

dependent variable (profitability of banks) in her research. With the variables that were being 

tested, her study will go further to find out which factors will make the significant impact on 

the bank’s profitability. The author found out that her research displayed mixed outcome for 

asset quality and the bank size. Asset quality does not impact the profitability of the bank 
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while the bank size has significant relationship towards bank’s profitability which could 

affect it negatively. 

 

In a study by Lee Jun Quan et al, (2019), they used two factors that determine the Islamic 

banks performance. First determinant is internal determinants which consist of bank size, 

capital adequacy, liquidity, credit risk and expense management. Second determinant is 

external determinants which consist of gross domestic product (GDP) and inflation. The 

dependent variables measured by return on assets (ROA) and return on equity (ROE). The 

study discovered that bank size significantly impacting the ROE and positively related. 

Meanwhile, capital adequacy and liquidity also has significant relationship with the ROE but 

negatively related. Other determinants like credit risk, expense management and GDP are not 

significantly affecting the ROE. 

 

Bardai (2017) used earning per share (EPS) and capital adequacy ratio (CAR) as dependent 

variables and revenue, total assets and total equity as independent variables. The author used 

two banks for their research which were the RHB Islamic bank and Bank Islam Malaysia 

Berhad (BIMB). The research showed that for the RHB Islamic bank Berhad, there are no 

significant relationship between the independent variables and the EPS and CAR. For BIMB, 

the study found out that there was no significant relationship between the independent 

variables and the CAR. For the RHB Islamic bank, EPS showed in the total equity suggested 

that an increase in the equity will give positive influence on the dependent variables. As for 

the BIMB, an increase in the operating profit will give positive impact on the dependent 

variables. 
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Muhammad Iskandar Supia and Che Arshad (2019) used return on assets (ROA) as 

dependent variable while bank capital, bank size, liquidity and deposit as independent 

variables in their study. They did analysis and compared the variables between the Islamic 

banks and the conventional banks in Malaysia. They discovered that the independent 

variables have more significant influence on ROA in the conventional banks compared to the 

Islamic banks. In Islamic banks, the result showed bank-specific factor that influenced on its 

profitability is the deposit ratio and capital ratio where both of these ratios have significantly 

related to the profitability of the Islamic banks in Malaysia. 

 

2.1.1 Financial Performance of Islamic Banking and Finance 

There is a lot of study comparison of financial performance of conventional banks and 

Islamic banks that was conducted by past researchers around the world. Indeed, this kind of 

research or study and its significance were highlighted by researchers especially after massive 

financial crisis in 2008. 

 

In a study by Jaffar and Manarvi (2011), they analysed execution of Islamic and conventional 

banks in Pakistan in the year 2005 until 2009. Utilizing CAMEL system, they examined 

liquidity position, capital adequacy, earning ability, management quality and asset quality of 

five Islamic banks and five conventional banks. The outcomes found that because Islamic 

banks are funding their assets through equity more than the debt, they are more secure than 

conventional banks. This study discovered that conventional banks made more profit but 

Islamic banks acquired or getting less on their assets. Furthermore, it make the banks faced 

with higher debt and default risk from utilizing high loan to the asset proportion by both 
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Islamic and conventional banks. However on average, Islamic banks demonstrated that lower 

advance to asset proportion contrasting with conventional banks, it infers their liquidity 

position was higher than conventional banks. 

 

Siraj and Pillai (2012) analysed administration of six Islamic banks and six conventional 

banks in Arab nations during the time of 2005 until 2010. They evaluated the banks execution 

utilizing total equity, operating income, deposits, operating expense, profit and assets as 

variables. Based on the ANOVA test, they discovered that conventional banks had lower 

ROA and ROE than Islamic banks. This assessment showed that Islamic banks are strongly 

equity financed, yet traditional banks' funds depend on debt. Level of equity fund in 

conventional banks was 55.12% but in Islamic banks it was 73.80%. In addition, expansion in 

operating income was faster than operating expenses in Islamic banks compared to the 

conventional banks. Lastly, the result in these nations indicated that the financial crisis in 

2008 influenced less on Islamic banks compared to conventional banks. 

 

Besides that, Rosly and Bakar (2003) conducted a research on the performance of Islamic 

banks and conventional banks in a specific country which is Malaysia. The set of sample 

comprises of 24 commercial banks and financial institutions which offer Islamic banking 

products and services. They utilized the financial ratios and t-test in to measure the outcome 

of the results. Concerning the outcome, they condemn that Islamic banking in Malaysia is not 

productive despite being recorded higher ROA. 
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As per the majority of researchers or analysts, determinants of the bank performance are 

classified into two classifications which are internal and external factors where the data of the 

internal factors can be found in the financial statement of the Islamic banks annual reports. 

Meanwhile, external factors are something that the banks cannot control and also can 

influence the banks performance. 

 

2.2 Liquidity 

For the most part, liquidity describes on how rapidly the Islamic banks can change its assets 

into cash to satisfy the needs of moneylenders and borrowers. Samad (2004) stated that if the 

banks have more liquid assets, the more significant level of liquidity the banks were. In a 

study by Aref (2014), he utilized the liquid assets to total assets as independent variable for 

measure banks' capacity to tackle monetary commitments and responsibilities. Some other 

analysts utilized distinctive proportion to quantify positive connection among bank 

productivity and liquidity which is the proportion of credits to total assets to gauge the level 

of liquidity. Moreover, the higher proportion in loan to total assets ratio is it implies that the 

banks are more fluid. Subsequently, predominant degree of liquidity is connected with 

mediocre banks' profitability. 

 

An investigation by Samad and Hassan (1999) found that on one Malaysian Islamic which is 

Bank Islam Malaysia Berhad (BIMB) and eight traditional banks for the period 1984 to 1997. 

In their research, they have used risk, solvency, profitability and liquidity as independent 

variables and they discovered that BIMB had a progress on return on equity and return on 

asset and while looking at the measurements in the two frameworks, there is no significant 
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relationship. Islamic banks are less risky as they are higher in terms of liquidity compared to 

other eight conventional banks. Additionally, in that period of time, the researchers presumed 

that with the absence of the bank representatives to pick and regulate the projects which 

deemed to be profitable in the Islamic banks, using the profit sharing and joint venture credits 

was not expansive.  

 

Apart from that, in Pakistan, Anjum Iqbal (2012) explored and studied the liquidity risk 

management of five conventional banks and five Islamic banks during the time of 2007 until 

2010. In his research, the independent variables that were used are the return on asset, return 

on equity, nonperforming loan, and size of the bank and capital adequacy while the 

dependent variable is liquidity risk. As per the analysis, Islamic banks had better liquidity 

than conventional banks. According to the investigation, Islamic banks would be advised to 

be more liquid than conventional banks. There was a downward trend for the non-performing 

loans in Islamic banks in Pakistan. Since 2006 where the Islamic banking was set up, the 

Islamic banks' size is not exactly more than that of conventional banks. In addition the capital 

adequacy of conventional banks is lower than the Islamic banks. 

 

Muhamad Iskandar Suppia, N., & Che Arshad, N. (2019) studied the Islamic and 

conventional bank’s profitability in Malaysia using four independent variables which are 

bank capital, bank size, liquidity and deposit in their research. The investigation showed there 

was and impact of liquidity towards the bank’s profitability. The research also resulted that 

there was a highly significant relationship between the liquidity and profitability of the 

conventional banks at level 1%. 
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In a study by Lee Jun Quan et al (2019) found that there was a significant relationship that 

affects Islamic banks’ profitability in terms of return on assets (ROA) and return on equity 

(ROE) at 10% level of significant value. They used internal determinants such as liquidity, 

capital adequacy and credit risk as independent variables to examine the relationship between 

the Islamic banking performance in Malaysia through return on assets (ROA) and return on 

equity (ROE).  

 

2.3 Asset management 

The asset management alludes on how Islamic banking and Islamic financial institutions 

manage their statement of financial position. This organizations offer services that reveal 

them to the risks related to markets, capital, credit, interest rates and liquidity. Chareonsuk & 

Chansa-Ngavej (2008) stated that asset structure management is a methodology that secures 

banks so that the level of risk is admissible or acceptable.  

 

The primary goal of asset management is to maximize returns through the allocated assets 

fund in efficient manner. Asset management can be described as deterministic or stochastic. 

It is important for the Islamic financial institutions to measure and monitor the risk in asset 

structure management models as well as to give best reasonable designs to their 

administration. Thus, finance institutions, leasing, insurance companies and other companies 

need to give more attention on the asset management when they confront the risks. According 

to DeYoung & Yom (2008), in a long-term strategic planning process asset management 

structure is only and intermediate step. Tiby (2011) in his study mentioned that the main 
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points of interest of Islamic banks are the need to further develop asset structure to guarantee 

the profitability of banks from their business operations as well as to minimize the risks. So, 

if the banks manage their assets well, this can reduce the costs and also will make the banks 

more profitable. 

 

In United States, Blaskoa and Sinkey (2006) in their examination contemplated the attitude of 

risk taking, risk management and structure of bank assets among financial institutions. They 

utilized data from 1989 until 1996 and concentrated on commercial banks that have over 40% 

of their assets in real estate loans. 

 

Walker (1997) in his research, he used the data from 1989 to 1993 that deliberates about the 

conduct of banks in overseeing assets to maximize profits. The framework is differential 

equation that maintains the current loan and investment bank from the current and past asset 

levels while likewise using a balance sheet. He used ordinary least squares regression in 

estimated models for the data analysis for each commercial bank with total assets of at least 

$1 billion in 1993 with intended to analyse if the bank could raise their short-term profits on 

different asset allocation. 

 

Tektas, Nur Ozkan-Gunay, and Gunay (2005) have analysed on the impact of financial 

stability of banks during the financial crises from varies management strategies. In order to 

maximize profits and minimize the risks, the banks need to manage their assets and liability 

efficiently. This empowers the amplifying of stock market, capital adequacy, revenue and 

liquidity, subject to financial and legal prerequisites, and institutional arrangements. In 
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Turkey, two commercial banks have applied a programming model with various degrees of 

risk-taking. With the research objective is to study the relationship between the asset 

management and the profitability of Islamic banking, it is significance to study the research 

conducted by past researchers. 

 

Nurlaela et al (2019) in their research utilized the capital structure, liquidity, asset turnover as 

independent variables to study the relationship between the dependent variable which is 

return on assets (ROA). Their result shows that there was a significant relationship between 

the asset turnover and the bank’s performance (ROA). This can be seen where the significant 

value is 0.01 (less than 0.05). The result on this hypothesis was accepted and if there is higher 

total asset turnover (TATO), then financial performance of the bank would be higher. This 

was mainly because in term of asset management, the bank are managing their asset well and 

efficient. 

 

2.4 Economics factors 

Financial development (Gross Domestic Product) is the most generally perceived 

macroeconomic signs which plan to analyse whole monetary occasions inside an economy. 

Intensified monetary movement infers that there are more publics with better standards and in 

this way can include in financial practices. Moreover, Murerwa (2015) believed the 

ramifications demonstrated there is more business for conventional banking institutions since 

they fill in as specialists of cash trade and in the end produce rise productivity or work on the 

monetary execution. According to Kosmidou, Tanna and Pasiouras (2005), Gross Domestic 

Product growth rate (GDPGR) is one of the estimations to discover the circumstances of the 
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economic cycle and it is supposed to influence the demands of bank loans. When it affects 

the demands of the bank loans, it is for sure will affect the profitability of the banks.  

 

Gross Domestic Product growth rate (GDPGR) is the yearly change of GDP and the changes 

of GDPGR have direct influences on the demand and supply for savings and loans (San and 

Heng, 2013). Besides, the examination clarified that GDPGR with economic development 

and downturn whereby during the extension time frame, the credit demand is relied upon to 

rise and furthermore the asset quality will improve, so the financial institution will earns 

more profits. On the other hand, Gross Domestic Product growth rate (GDPGR) most likely 

will decline alongside the economic downturns. Moreover, the loan rate is relied upon to 

diminish during the downturns and the financial institutions might experience higher credit 

risk and higher arrangement cost. The two determinants will make the banks to earn low 

profits. To sum-up, their research found that GDPGR has an insignificant relationship with 

the banks' profitability. This followed by Ben Naceur (2003) that led his investigation with 

objective to determine the profitability of Tunisian banks and discovered that inflation and 

GDPGR have insignificant impacts on the profitability of the banks. 

 

There are some other researches that found the positive relationship between GDP growth 

and bank profitability such as Pasiouras & Kosmidou (2007) and Heffernan & Fu (2008). 

After that the other study followed by Hassan & Bashir (2003) who discovered that higher 

GDP growth results in higher profitability to the banks. Kosmidou, Tanna, & Pasiouras 

(2005) claimed that inflation and GDPGR are determinants of profitability for United 

Kingdom's banks. In the case of Malaysian conventional banks, both variables are not the 

factors of profitability in terms of ROA, ROE and also NIM. In view of past investigations, 
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economic growth is assessed by the GDPGR and it is expected to have significant positive 

relationship with the total economic activity in the country and also Islamic bank's 

profitability (Birhanu, 2012).  

 

Aside from the GDP, another economics factor is inflation rate. Inflation is the rate that 

reflects that the level of prices for goods and services is rising in economy environment. The 

inflation can actually erode the buying power of customers because the customers can only 

purchase fewer goods and services with same quantity of currency (San & Heng, 2013). 

Furthermore, inflation is assessed by measuring the inflation rate of a price index which is 

consumer price index (CPI). The CPI measures the average change in prices over time that 

buyers pay for a bushel of goods and services and it characterizes the consuming model of all 

families in Malaysia. CPI is useful for Department of Statistics Malaysia to post the inflation 

rate. So, CPI is the indication of inflation. The inflation rate additionally fills in as the one of 

the macroeconomic factors of commercial banks' performance and few researchers put 

attention on the relationship (Murerwa, 2015). Generally, higher inflation rates force 

conventional banks to increase interest rates on borrowings and eventually generate higher 

profits. Nevertheless, the effects of inflation on bank performance are subject to whether 

inflation is anticipated or not. In the case of totally anticipated inflation rates, if the 

conventional banks had made altered on the interest rates corresponding to inflation rates 

which may result in positive impact on the conventional bank's performance.  

 

Murerwa (2015) claimed that high inflation rates may lead the potential borrowers to transfer 

their attention from the purpose of investing or savings to focus on spending since the high 

inflation rates made them dissolved their buying power. This circumstance will lead the 
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customers keep withdrawing their funds from the banks, which may result the banks’ deposits 

level declined and thus dissolved the banks’ ability to lend loans to borrower. Having such a 

situation may make the conventional banks earn less since conventional banks' major income 

is interest charged on the loans. Abreu & Mendes (2001) noted that negative relationship 

between the inflation rates and the banks’ profitability in European countries.  

 

Saleem, A., & Ashfaque, M. (2020) did a research using efficiency, size, asset quality, 

liquidity, leverage and macroeconomics factor (consists of GDP per capita and inflation) as 

independent variables to determine the Islamic banks’ profitability that measured through the 

return on equity (ROE). The results shows that they discovered the gross domestic product 

(GDP) per capita for Pakistan and Malaysia had a significant but negatively related to Islamic 

banks’ profitability. Meanwhile, Lee Jun Quan (2019) found that gross domestic product 

(GDP) is not significantly affecting the ROE where the value of 84% is higher than 10% of 

significant value. 

 

2.5 Innovation Theory of Profit 

Innovation Theory of Profit was introduced by Joseph A. Schumpeter (1934) which 

emphasized the role of the entrepreneur in earning the economic profits by introducing some 

new innovations. In other words, this theory explained that by introducing new innovations, 

the entrepreneur can earn rewards or benefits in the form of profits. He categorized the 

innovations into two categories. Firstly, the innovation consists of the costs needed in the 

method or technique in the production such as machinery, equipment and others. The second 

innovation includes the activities that will increase the demand on the products.  
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From this theory, it is true to say that the innovation in the management of Islamic banks will 

bring the result of their own either a good or bad outcome. So the Islamic banks should 

manage their liquidity, asset and expenses well in order to avoid any losses in the future. 

Besides, Islamic banking maybe could introduce new products that will increase the demand 

of their banking products and indirectly will maximize their profit. But in some cases 

company or even in the banking sector, they still manage to earn profit even though they are 

lacking in terms of innovations of the products. External determinants (economics factor) 

such as recession, gross domestic products (GDP) and inflation may affect the profitability of 

Islamic banks and also will impact limitations to fulfil these innovations and the managerial 

efficiency in the banking sectors as a whole. 
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CHAPTER 3 

METHODOLOGY 

3.0 Introduction 

The research methodology provides a design on how to gather the data and analysed it using 

specific method. This chapter explains the methodology used to in conducting this research 

and will be highlighting on the research framework, hypothesis development, research 

design, instrumentation, data analysis techniques also data collection procedures as well as 

ended with the summary of the chapter.. 

 

3.1 Research Framework 

The research framework is generated by the combination of theoretical reviews mentioned 

earlier in the previous section. This research framework has been adapted and adopted based 

on previous studies refer research framework in Figure 3.2. 

 

Figure 3.1 showed the research framework discussed on the relationship between internal 

determinants (bank size, capital adequacy, liquidity, credit risk, expense management) and 

external determinants (gross domestic products, inflation) which affect the Islamic Banking 

performance in Malaysia from 2007 to 2016.  
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Figure 3.1  

Islamic Banking Performance Model from Lee Jun Quan et al. (2019). 

 
     Independent Variables                                          Dependent Variable 
 
 

                                                  H1 

                                                 H2 

 

                                                H3 

 

 

Figure 3.2  

Research Frameworks 

This research framework has been adapted and adopted based on previous studies refer 

research framework in Figure 3.2. 

Internal determinants (Bank specific) 

(1) Bank size 
(2) Capital adequacy 
(3) Credit risk 
(4) Expense management 

External determinants (Macroeconomic) 

(5) Gross Domestic Product 
(6) Inflation 

Determinants of Islamic 
banks performance 

Return on Assets (ROA) 

Return on Equity (ROE) 

Liquidity 

Economics factor 

Profitability of Islamic 
banking in Malaysia Asset management 
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3.2 Hypothesis 

These following generated hypotheses are hereby proposed in order to test the relationship 

between liquidity, asset management and economics factors towards the profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019: 

 

Liquidity describes on how rapidly the Islamic banks can change its assets into cash to satisfy 

the needs of moneylenders and borrowers. Samad (2004) stated that if the banks have more 

liquid assets, the more significant level of liquidity the banks were. In a study by Aref (2014), 

he utilized the liquid assets to total assets as independent variable for measure banks' capacity 

to tackle monetary commitments and responsibilities. 

H1: There is a significant relationship between liquidity and profitability of the Islamic 

banking in Malaysia from the period of 2015 until 2019. 

  

The asset management alludes on how Islamic banking and Islamic financial institutions 

manage their statement of financial position. This organizations offer services that reveal 

them to the risks related to markets, capital, credit, interest rates and liquidity. Chareonsuk & 

Chansa-Ngavej (2008) stated that asset structure management is a methodology that secures 

banks so that the level of risk is admissible or acceptable.  

H2: There is a significant relationship between asset management and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 
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Financial development (Gross Domestic Product) is the most generally perceived 

macroeconomic signs which plan to analyse whole monetary occasions inside an economy. 

Intensified monetary movement infers that there are more publics with better standards and in 

this way can include in financial practices. Moreover, Murerwa (2015) believed the 

ramifications demonstrated there is more business for conventional banking institutions since 

they fill in as specialists of cash trade and in the end produce rise productivity or work on the 

monetary execution. 

H3: There is a significant relationship between economics factors and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 

 

3.3 Research Design 

Research design is one of the significant master plan related to the collection, measurement 

and analysis of data which depends on the research questions developed for the study 

(Sekaran & Bougie, 2013). Besides, this process is crucial in ensuring that that the data that 

will be using is capable in providing the valid and reliable answer for the researchers. This 

section will be further discussing on the type of study, data sources, unit of analysis, and 

population of frame, sample and sampling techniques involved. 

 

3.3.1 Types of study 

This study is implement quantitative design which investigates the relationship between the 

independent variables (liquidity, asset management, economics factor) and the dependent 

variable (profitability of Islamic banking in Malaysia from the period 2015 until 2019). 
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According to Sekaran, Robert and Brain (2001), as for social sciences and business related 

field, quantitative is a suitable and common use for the empirical evidences, besides, being 

able to determine and validate the connection between the variables (Leedy & Ormond, 

2005). For this particular research, descriptive analysis will be applied as this method usually 

outlined in order to explain and measure the statistical data such as return, standard deviation, 

variance, mean and others. 

 

3.3.2 Sources of Data 

The data was collected using secondary data from the financial statements in the annual 

reports of the five selected Islamic banks (Bank Islam, Bank Muamalat, Kuwait Finance 

House, Maybank Islamic and CIMB Islamic) through their own website or Bursa Malaysia 

which considered as private and confidential. Other source of data also was collected form 

World Development Bank Indicator. These five selected Islamic banks were chosen because 

they are the largest Islamic banks in Malaysia. Apart from that, these banks are in the banking 

sectors which controlled the market for the past decades. The data was collected based on 

five years period because it is reasonable enough to see the significant changes between these 

periods of time. 

 

3.3.3 Unit of Analysis 

For this study, unit of analysis involved is the banks that indicate that the data collected from 

financial statements in the annual report from 2015 until 2019 that will be analysed. 
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3.3.4 Population of frame 

Population is entire group of people, events or things that researcher intend to explore or 

investigate (Sekaran & Bougie, 2013). In Malaysia, there are total of 22 Islamic banks 

(population) in Malaysia where 17 out of 22 are the local Islamic banks while the rest are 

International Islamic banks. As stated before, the five selected Islamic banks was chosen for 

this research out of 22 Islamic banks in Malaysia which are Bank Islam, Bank Muamalat, 

Kuwait Finance House, Maybank Islamic and CIMB Islamic is because they are the largest 

Islamic banks in Malaysia. 

No. Islamic Banks 

1 Bank Islam Malaysia Berhad 

2 Bank Muamalat Malaysia Berhad 

3 Kuwait Finance House (Malaysia) Berhad 

4 Maybank Islamic Berhad 

5 CIMB Islamic Bank Berhad 

Table 3.1 

List of Selected Islamic Banks in Malaysia 

 

3.4 Measurement of Variables 

In order to determine the profitability of the Islamic banking system, two types of variables 

were applied in this research; dependent variable (profitability) and independent variables 

(liquidity ratio, asset management ratio and economic factor). Performance of the Islamic 

banking will be determined through dependant variable while taking into account the 

independent variables. 
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Bank-

Specific 

Factor 

Variables Measurement Notation Literature (Source) 

Dependent 

variable 

Profitability Return on Asset =  

Net Income / Total 

Assets 

ROA (Dincer et al., 2011; 
Wanke et al., 
2016; Alqahtani et al., 
2017; Karim 
et al., 2018) 

Independent 

variables 

Liquidity Cash to Total Assets =  

Cash / Total Assets 

CTA (Ernayani, R., & Sari, O., 

2017) 

Asset 

Management 

Total Asset Turnover =  

Net Sales / Average 

Total Assets 

TAT (Nofiana, L., & Sunarsi, 

D., 2020) 

Economic 

Factor 

Gross Domestic 

Product - 

GDP Annual Growth 

(World Development 

Bank Indicator) 

GDP (Khan, M. M. S., Ijaz, F., 

& Aslam, E., 2014) 

Inflation Rate -  

Consumer Price Index 

(World Development 

Bank Indicator) 

INF (Wasiuzzaman, S., & 

Tarmizi, H. A. B. A., 

2010) 

Table 3.2 

Summary on measurement of determinants 

 

3.4.1 Return on Assets 

Return on Assets (ROA) of a company or bank showed how well they generate profits from 

its total assets. It is relevant to use as a dependent variable because it is categorized under 

profitability ratio. ROA is calculated by dividing the net income of the Islamic banks by its 

total assets and multiply by 100% to get the percentage value. Jaramillio (2018) mentioned 
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that the profitability of the banks can be defined as net after tax income of the banks and it 

normally measured through Return on Assets (ROA). As per Hagel et al., (2013), ROA is the 

best measures to assess the performance of the firm as it shows the organization performance 

extensively. 

 

3.4.2 Cash to Total Assets 

Cash to Total Assets (CTA) is one of the liquidity ratio used to measure the Islamic banks 

capabilities to pay its short-term obligations. The higher the CTA the better for the Islamic 

banks as they have more cash in hand to pay their obligations. To calculate this ratio, the cash 

of the Islamic banks will be divided by its total assets and multiply by 100% to get the 

percentage value. “Maintaining adequate liquidity is as important as a company's objective 

where it could cost the continuity of a business. Liquidity ratio measures the ratio of liquid 

assets of the bank by its total assets. Liquid assets include cash and equivalent and cash 

reserve at the central bank, short-term deposits in banks and other government and non-

government guaranteed securities as a percentage of total bank assets.” (Hirindu Kawshala, 

2017). 

 

3.4.3 Total Assets Turnover 

It is necessary for Islamic banks to calculate Total Assets Turnover (TAT) ratio to measure 

their efficiency from its assets to generate sales or revenue. TAT can be calculated by 

dividing the sales revenue of the Islamic banks and its average total assets. Higher TAT ratio 

means the Islamic banks generate sales or revenue efficiently while lower TAT ratio means 

the otherwise. Patin, J. C., Rahman, M., & Mustafa, M. (2020) stated that the total asset 
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turnover ratio measures how productively an organization manages its assets to generate 

larger sales. In addition, total asset turnover ratio is linked to GDP, consumption growth, and 

industrial output expansion. Higher total asset turnover ratios reflect a better state of an 

organization. 

 

3.4.4 Gross Domestic Product 

Gross Domestic Product (GDP) is the total market value of goods and services within a 

country. If the country has larger GDP, it means that they have a huge amount of goods and 

services and this will make standard of living high. Therefore the higher level of GDP growth 

will indicates the successful of a country. In this study, the data of GDP was collected from 

World Development Bank Indicator. Jadah et al (2020) mentioned that external factors are 

economic indicators that are beyond the capabilities of a bank and it affects the profitability 

of the banks. Bank performance might be influenced by one of the most important 

macroeconomic indicators which is the economic growth or gross domestic product (GDP). 

 

3.4.5 Inflation Rate 

Inflation Rate (INF) can be defined as the movement of the percentage increase or decrease 

in the prices over a certain period of time. For example the price of a certain good or services 

can become expensive in a year. Consumer Price Index (CPI) is often used as indicator for 

the inflation rate. In this research, the data of INF was collected from CPI in the World 

Development Bank Indicator. Bank’s profitability depends on macroeconomic factors such as 

inflation, interest rates and GDP (Wu and Shen, 2011). The performance or profitability of 

the banks can be depends on whether the inflation is anticipated or not (Jadah et al, 2020). 
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3.5 Data Analysis Technique 

Several data analysis techniques will be applied in order to reach the conclusion besides 

determining the connection among the related variables (Neuman, 2000). For this study, 

analysis and test such as descriptive analysis, correlation coefficient analysis, correlation 

analysis, multicollinearity check, normality test, heteroscedasticity test, auto-correlation test 

and multiple regression analysis will be conducted by using a specific tool or application 

which is Eviews Version 10. 

 

3.5.1 Descriptive Analysis  

Descriptive analysis helped in describing the attribute of individual, occasions or situations; 

besides enabling the researcher to understand more about the variables and characteristics 

involved in the study (Sekaran & Bougie, 2013). For this particular study, it will be the 

performance of the Islamic banks such as mean, median, maximum, minimum, beta, standard 

deviation, and variance and so on. Mean can be measured by sum up the total set of data and 

divide with the number from the set. Median is the middle or centre from the set of data. 

While minimum and maximum represent the lowest and highest amount within the data set. 

Standard deviation describes on how much the variation of the data from the mean or 

average.  
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3.5.2 Correlation Analysis  

Correlation technique helps in detecting the importance, solidity and the direction between 

the independent variables (liquidity, asset management, and economics factor) and the 

dependent variable (profitability). There will be four assumptions that relied before the 

analysis take place, which are scale of measurement, normality, linearity and 

homoscedasticity. Essentially, the data must be interval or ratio in nature and the relationship 

between the variables are linear. 

 

Correlation coefficient could range from -1.00 to 1.00 and the correlation value of 0 indicates 

that there is no relationship exists between the variables. The correlation value of 1.0 

specified that the connection is existed with an optimal positive correlation, whereby the 

correlation of -1.0 showed that the connection is an optimal negative correlation. Correlation 

of ±0.01 to ±0.09 means that there is very low correlation, ±0.10 to ±0.29 represents low 

correlation, ±0.30 to ±0.49 indicates moderate correlation, ± 0.50 to ± 0.69 specified a high 

correlation and ±0.70 or ±1.00 showed a very high correlation. 

 

3.5.3 Multicollinearity Check 

Hair et al. (2007) described multicollinearity as the level that influences any variables which 

can be represented by different determinants. With respect to Gujarati and Porter (2010) 

multicollinearity was described as a circumstance whereby there are at least two determinants 

which can be linearly related in high structure. To guarantee the connection between the 

variables, the resilience value and the variance inflation factor (VIF) is utilized. A rise in 

multicollinearity will raise the intricacy of clarification affecting various determinants. In this 
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research, Variance Inflation Factor (VIF) was utilized to determine the presence of the 

multicollinearity issue among the determinants of the research. If VIF value is more than 10 it 

is often regarded as multicollinearity issue does not exist. Sekaran (2003) concurred that the 

Pearson correlation matrix is the most reasonable to be utilized in featuring the relationship 

between determinants. 

 

3.5.4 Normality Test 

Normality test is conducted in order to determine the data and the variables distributed 

normally or not. Pallant (2010) suggested that skewness and Kurtosis are confirmed to be 

employed as the assumption of the normality test. Through Eviews version 10, the Jarque-

Bera (Probability value) will be computed in the normality test where if the value more than 

0.05 it means that data and variables are normally distributed and if the value less than 0.05 

then it is not normally distributed. 

 

3.5.5 Heteroscedasticity Test 

Heteroscedasticity test is among the diagnostic test. It is accepted that the data observation 

has a similar variance or is known as homoscedasticity while when the variance is not 

something similar; it is known as heteroscedasticity. Consequently, it is another presumption 

to test data observation whether it is in equivalent variance or inequivalent variance. In case 

heteroscedasticity is found in the analysis, the variance will be at this point not consistent yet 

shifts along the observation conducted. Hair et al. (2007) proposed that Heteroscedasticity 

issue exist when the variance is inconsistent. Essentially, Gujarati and Porter (2010) allude to 

heteroscedasticity as an inconsistent variance. There are numerous tests utilized for 



36 
 

heteroscedasticity like Park Test, Glejser Test, White's General Heteroscedasticity, the 

Breusch-Pagan Test, and other test of Heteroscedasticity (N. Gujarati and Potter, 2010). In 

this research, the White's General Heteroscedasticity will be applied in recognizing the issue. 

 

3.5.6 Auto-correlation Test 

As indicated by Chen (2016) auto-correlation can be defined as a standardized residual vector 

just as a standardized spatial weight matrix. In any case, according to the point of view of 

Gujarati and Porter (2010) auto-correlation is described as a relationship between members of 

a series of observations requested on schedule for time series information or space for cross-

sectional data. The auto-correlation test is another diagnostic test. The presumption in the 

regression is that there is no such correlation or interruption in that data observation from 

some other observation, especially for time series information. As such, the outcome acquired 

in one year does not influence the net year's observation. In this research, the Breusch-

Godfrey Serial Correlation LM Test will be applied.  

 

3.5.7 Multiple Regressions Analysis 

Multiple regression analysis was conducted using Eviews version 10 to determine the 

strength of the relationship between dependent variable (ROA) and the independent variables 

(CTA, TAT, GDP and INF). This technique used when the particular study involved more 

than one independent variables and multiple regression analysis will help in determining and 

detecting which one of the factors is the most significant besides explaining the variance in 

dependent variable. So this analysis is important to measure the strength of the relationship 
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between an outcome of the dependent variable (ROA) and the independent variables (CTA, 

TAT, GDP and INF). 

 

According to Neuman (2000), this analysis used for two main reasons which are calculating 

R-Squared and detecting the contribution of each variable. R-squared will explain on how the 

independent variables affecting or related to the dependent variable, thus, helps in explaining 

the nature, direction and relationship between the independent variables (liquidity, asset 

management, economics factor) and dependent variable (profitability of Islamic banking in 

Malaysia from the period 2015 until 2019). 

 

3.6 Data Analysis 

This research uses the regression analysis to respond to the research question. Regression 

analysis is perceived as a statistical analysis that shows the outcomes and relation of the 

assessed relationship between the determinants (Uyanik and Guler, 2013). This regression 

model will examine the relationship between both dependent variable (x) and independent 

variables (y). As indicated by Brook (2008) in this regression model, if x significantly affects 

y, the progressions of x additionally will give an effect on the progressions in y. In this 

manner, the analysts utilized multiple linear regression analysis to investigate the effect of the 

independent variables upon the performance of Islamic banking in Malaysia.  
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The equation as per the following: 

yit = α0 + β1xit + β2xit + ………+ εit 

The multiple regression analysis equation shown as follows: 

ROAit = α0 + β1CTAit + β2TATit + β3GDPit + β4INFit + εit 

Where, 

α = constant 

i = bank 

t = time period 

εit = Error term of bank i on time t 

Dependent variable: 

  ROA = Return on Asset 

Independent variables: 

  CTA = Cash to Total Assets  

  TAT = Total Assets Turnover 

  GDP = Gross Domestic Product 

  INF = Inflation Rate 
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3.7 Chapter Summary  

This chapter has explained several important aspects in the methodology to be carried out for 

this study. It discussed in details the methodology and data collection to be used in this study. 

Besides, the research designs also had been described for the purpose of the study, which is 

the quantitative research method. Besides, the measurement of instruments to be used, how 

sample will be selected and how the data will be analysed were presented in this chapter.  
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CHAPTER 4 

RESULT AND DISCUSSIONS 

4.0 Introduction 

This chapter will be discussing on the results or the outcomes coming from the investigation 

that has been made using specific tools or software. Eviews Version 10 was utilized to 

analyse the data and explain the describing the analyses or tests of each determinants or 

variables involved by using table, histogram and diagram. The discussion in this chapter 

begins with Section 4.1 where the descriptive analysis was conducted. Then, it follows by 

other diagnostic test such as multicollinearity check, normality test, heteroscedasticity test 

and auto-correlation test from Section 4.2 until Section 4.5. Consequently, the outcomes of 

the analysis inclusive of multiple regression analysis of the relationship between the 

performance of Islamic banking and its independent variables are presented in the Section 4.6 

respectively and in the Section 4.7 will concludes this chapter.  

 

4.1 Descriptive Analysis 

Descriptive analysis is used to describe the basic features of the data and information of a 

research study. It will show the summary of the set of data rather than being utilized for the 

hypothesis testing. Descriptive analysis can be categorized into two parts which are measures 

of central tendency and measure of variability. Measure of central tendency consists of mean, 

median and mode while measure of variability consists of standard deviation, variance, 

kurtosis, skewness, minimum and maximum variables. Table 4.1 shows the descriptive result 

of the variables of this study.  
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Variables ROA CTA TAT GDP INF 

Mean 0.0224756 0.0775332 0.0504464 0.048856 0.019228 

Standard Error 0.001144 0.009612 0.000690 0.001097 0.002331 

Median 0.0227 0.07118 0.04955 0.0477 0.02091 

Standard Deviation 0.005719 0.048062 0.003449 0.005487 0.011655 

Sample Variance 0.000033 0.002310 0.000012 0.000030 0.000136 

Kurtosis -1.008236 1.837426 -1.340163 -0.778925 -0.792225 

Skewness -0.027811 1.210428 0.221770 0.718893 0.613244 

Range 0.0199 0.20994 0.01122 0.0151 0.03208 

Minimum 0.01135 0.00681 0.04563 0.04303 0.00663 

Maximum 0.03125 0.21675 0.05685 0.05813 0.03871 

Table 4.1 

Descriptive Analysis 

Table 4.1 shows the descriptive statistics of the dependent variable and all independent 

variables of five selected Islamic banks in Malaysia for the period 2015 until 2019. For the 

dependent variable of profitability, the Return on Asset (ROA) has been calculated to 

measure the Islamic banking performance for the five selected Islamic banks during the five 

years period. Meanwhile the independent variables are the liquidity, asset management and 

economic factor which can be measured by Cash to Total Assets (CTA), Total Assets 

Turnover (TAT), Gross Domestic Product (GDP) and Inflation Rate (INF).  

 

The results indicated that the mean of ROA for all the samples of Islamic banks over the 

examination is 0.0224756. The highest mean throughout the investigation made is from the 
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CTA which is 0.0775332 and INF recorded the lowest average value of 0.019228.  Standard 

deviation was used to determine the variation of the data. Table 4.1 above shows that CTA 

had the highest value of 0.048062, with the second highest being INF with a value of 

0.011655. TAT recorded the lowest value of standard deviation which is 0.003449 and the 

second lowest value 0.005487 which is from GDP.  

 

Based on the Table 4.1, CTA, TAT, GDP and INF provided a positive value of skewness and 

skew to the right with values of 1.210428, 0.221770, 0.718893 and 0.613244 respectively. 

The ROA on the other hand had a negative value of skewness and skew to the left with the 

value of -0.027811.  

 

4.2 Multicollinearity Check 

Multicollinearity is the event of high inter-correlations between independent variables in a 

multiple regression model. To determine the multicollinearity issue between the variables, 

Variance Inflation Factor (VIF) is used as a measurement in this study. As mentioned by 

N.Gujarati and Porter (2010), the multicollinearity issue is in accordance to the objective of 

the research. In the event that the objective is to utilize the model for the purpose of only 

anticipation, the Collinearity may not be the issue. Additionally, financial data is acquired 

non-experimentally with a component of a specific sample or sample-specific phenomenon, 

not alluding to a population. Thus, this examination stays the same explanatory variables 

which experimentally tested to the performance. In the meantime, as challenged by Pallant 

(2010) the correlation matrix ought to be tested to inspect the presence of multicollinearity in 

the model. 
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 Variables VIF 

Cash to Total Assets (CTA) 1.959496 

Total Assets Turnover (TAT)  1.796031 

Gross Domestic Product (GDP)  4.158026 

Inflation Rate (INF)  4.311849 

Table 4.2  

Multicollinearity Diagnostic Test for Selected Islamic Banks Variables. 

In the Table 4.2 above, it shows that all the independent variables (CTA, TAT, GDP and 

INF) produced VIF values less than 10. As discussed in Chapter 3, the multicollinearity issue 

does not exist if the VIF value less than 10. Thus it can be expressed that all the independent 

variables remain as non-existing of multicollinearity issue.  

 
Probability ROA CTA TAT GDP INF 

ROA 1 
    

CTA -0.7264157 1 
   

TAT 0.8238079 -0.6441986 1 
  

GDP -0.0679400 0.0903012 -0.1822227 1 
 

INF -0.1601079 0.2545067 -0.2131106 0.8550408 1 

Table 4.3 

Correlation Coefficients Between Independent Variables for Islamic Banks 

The correlation coefficients are used to determine the strength of the linear connection 

between the variables. A value more than zero means correlation coefficient between 

variables have positive relationship while less than zero means negative relationship. If the 
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result is zero, then the variables do not have any relationship. In Table 4.3, it is indicated that 

if looking at the ROA, it only has a positive relationship with TAT which is 0.8238079 while 

the rest of the variables show negatively correlated for CTA, GDP and INF.  

 

4.3 Normality Test 

Normality test in Eviews version 10 will be displayed in histogram and descriptive statistics 

as residual which includes Jarque-Bera statistics will be computed for the normality test. As 

stated in the Chapter 3 if the Jarque-Bera value is more than 0.05, it means that the variables 

are normally distributed and if less than 0.05 it means the otherwise. Thus, as it can be seen 

in the Table 4.4, the Jarque-Bera value for all the variables is 0.91059, so it means all 

variables are normally distributed.  

 Statistics Value 

Mean  -3.63E-18 

Median 0.000401 

Maximum 0.005062 

Minimum -0.00513 

Std. Dev. 0.00286 

Skewness -0.07594 

Kurtosis 2.077449 

Jarque-Bera 0.91059 

Probability 0.634261 

Table 4.4 
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Normality Test 

 

4.4 Heteroscedasticity Test 

White's General Heteroscedasticity is being used to measure the heteroscedasticity between 

the variables in this study.  

 Test Prob. Chi-Square(13)     Prob. F(13,11) 

Heteroscedasticity Test: White 0.6058 0.7554 

Note: p > 0.05, *p < 0.05, **p < 0.01 

Table 4.5 

Heteroskedasticity Test for five selected Islamic Banks in Malaysia 

Based on the Table 4.5 above, the result for Heteroscedasticity Test indicated that p-value is 

more than 0.05. Therefore it can be said that there is no heteroscedasticity issue for the 

variables in this research. 

 

4.5 Auto-correlation Test  

Breusch-Godfrey Serial Correlation LM Test is utilized to measure the correlation between 

the variables in this research.  
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 Test F-statistic Prob. Chi-Square(2)     Prob. F(2,18) 

Breusch-Godfrey Serial 

Correlation LM Test 
0.0015 0.0013 

Note: p > 0.05, *p < 0.05, **p < 0.01 

Table 4.6 

Breusch-Godfrey Serial Correlation LM Test for five selected Islamic Banks in Malaysia 

From the Table 4.6, it is shown that five selected Islamic banks in Malaysia have a positive 

auto-correlation model and it is significant at p < 0.01.  

 

4.6 Multiple Regression Analysis 

Multiple regression analysis was conducted using Eviews version 10 to determine the 

strength of the relationship between dependent variable (ROA) and the independent variables 

(CTA, TAT, GDP and INF). The results of the multiple regression analysis of the five 

selected Islamic banks in Malaysia were presented on the Table 4.7.  

           

Variable Coefficient Std. Error t-Statistic Prob.   

CTA -0.038467 0.018627 -2.06512 0.0521* 

TAT 1.040447 0.248485 4.187159 0.0005* 

GDP 0.107788 0.237669 0.453523 0.6551 

INF -0.015966 0.11394 -0.140123 0.89 
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R-squared 0.749921     Mean dependent var 0.022476 

Adjusted R-squared 0.699906     S.D. dependent var 0.005719 

S.E. of regression 0.003133     Akaike info criterion -8.516712 

Sum squared resid 0.000196     Schwarz criterion -8.272937 

Log likelihood 111.4589     Hannan-Quinn criter. -8.449099 

F-statistic 14.99371     Durbin-Watson stat 1.767256 

Prob(F-statistic) 0.000008 
  

  

          

Note: *p < 0.10, **p < 0.05, ***p < 0.01 

Table 4.7 

Multiple Regression Analysis of five selected Islamic banks in Malaysia 

In this multiple regression analysis, coefficient referred as the slope of linear connection 

between the independent variables and dependent variable. The value of the independent 

variable increases if it shows a positive coefficient and the mean or average of the dependent 

variable likewise tends to increase. A negative coefficient means a negative relationship 

between the two variables that as the independent variable rise, the dependent variable tends 

to diminish. The Prob (F-statistic) could clarify the general meaning of the model where it 

discovered to be significant at 0.000008 levels with adjusted R-squared of 0.699906. It 

demonstrated that the regression model comprising of CTA, TAT, GDP and INF could 

clarify 69.99% changes in ROA. The detail of the outcomes for the regression analysis can be 

found in Appendix VII. CTA and TAT results showed significant relationship with 

probability and GDP is not significant relationship with probability. 
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4.6.1 Factors that impact the profitability in Islamic banking in Malaysia 

The results of these variables are explained in the following sections: 

 

4.6.1.1 Cash to Total Assets (CTA) 

The estimated coefficient of CTA is -0.038467 with t-value of -2.06512 (p < 0.10). Negative 

coefficient value describes that 0.038467 points decrease in the profitability ratio (ROA) of 

five selected Islamic banks in Malaysia while an increase of 1 point in CTA. The result 

shows a significant relationship between the two variables and negatively correlated to each 

other. Thus result rejected hypothesis H1. 

 

4.6.1.2 Total Assets Turnover (TAT) 

The estimated coefficient of TAT is 1.040447 with the t-value of 4.187159 (p < 0.10). A 

positive value of coefficient estimation means that with a 1 point increase in the TAT, it will 

make the ROA increase by 1.040447 points. This result indicates a significant relationship 

between both variables of ROA and TAT and positively correlated to one another. So, the 

result accepted hypothesis H2.  

 

4.6.1.3 Gross Domestic Product (GDP) 

For GDP, the estimated coefficient value is 0.107788 with the t-value of 0.453523 (p > 0.10). 

A positive value of coefficient describes that if a 1 point increase in the GDP, the ROA will 

most likely tend to increase by 0.107788 points. This result shows not significant relationship 
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between ROA and GDP and positively correlated to each other. Therefore, the result rejected 

hypothesis H3. 

 

4.6.1.4 Inflation Rate (INF) 

The coefficient estimation for INF is -0.015966 with the t-value of -0.140123 (p < 0.10). A 

negative value of coefficient estimation expresses that a 1 point increase in the INF will 

likewise make the ROA decrease by 0.015966 points. This outcome indicates not significant 

relationship between the both variables and negatively correlated to one another. Thus, the 

result rejected hypothesis H3. 

 

 

4.6.2 Summary of the result on the relationship between independent variables and 

profitability of Islamic banking in Malaysia 

This part sums up the outcomes with respect to the hypothesis corresponding to the prediction 

of factors that impact towards the profitability of Islamic banking in Malaysia.  

Independent Variables Expected Sign Return on Assets (ROA) 

Cash to Total Assets (CTA) Siginificant (+ve) Significant (-ve) 

Total Assets Turnover (TAT) Siginificant (+ve) Siginificant (+ve) 

Gross Domestic Product (GDP) Siginificant (+ve) Not siginificant (+ve) 

Inflation Rate (INF) Siginificant (-ve) Not siginificant (-ve) 

Table 4.8 
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Summary of Multiple Regression Analysis of the factors that impact on the profitability in the 

Islamic banking in Malaysia 

 

4.7 Discussion on the results 

Below are the discussions on the results based on the multiple regression analysis that was 

conducted in the previous section. In Section 4.7.1, the details on the result of the factors that 

influence the profitability in Islamic banking in Malaysia will be discussed. 

 

4.7.1 Discussion on the results of the independent variables 

The discussions are based on the result on Appendix VII. 

 

4.7.1.1 Cash to Total Assets (CTA) 

The expected result for the liquidity ratio that measured through Cash to Total Assets (CTA) 

is positive and significant. However the outcome of the research indicates a negative and 

significant relationship between the ROA and CTA. So, the result rejected the hypothesis H1.  

 

4.7.1.2 Total Assets Turnover (TAT) 

For the asset management ratio, the study used Total Assets Turnover (TAT) to as a 

measurement and the expected result is positive and significant relationship between the two 



51 
 

variables. Because the outcome also shows a positive and significant relationship between the 

ROA and TAT, so the result accepted the hypothesis H2.  

 

4.7.1.3 Gross Domestic Product (GDP) 

For the economic factor, the study used two measurements which are Gross Domestic 

Product (GDP) and Inflation Rate (INF) to determine the link between them and the 

dependent variable which is ROA. For the GDP, the expected result is positive and 

significant but the result indicates the p-value more than 10% therefore the outcomes would 

be insignificant and positive. The hypothesis H3 of this research is accepted.  

 

4.7.1.4 Inflation Rate (INF) 

In the independent variable of economic factor, the second measurement is Inflation Rate 

(INF). The expected result of multiple regression analysis for INF is negative and significant. 

However the result of the analysis indicates a negative and insignificant relationship between 

the ROA and INF. The result rejected the hypothesis H3. Lee Jun Quan et al (2019) in their 

study found that inflation is not significantly impacting the ROA because their result 

indicated the p-value of 26.1% is higher than 10% and it is negatively affecting ROA. It 

means that the higher the inflation rates, the lower the profitability ratio in term of ROA in 

the Islamic banking where this is in line with this research.  
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4.8 Summary 

This chapter had explained each financial data that was gathered and collected by testing the 

statistical analysis, diagnostic tests and multiple regression analysis. The specific application 

was used to derive the outcomes from all the variables that have been selected in this research 

and can be found in the discussion part and the details also can found the Appendix section. 
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CHAPTER 5 

CONCLUSION AND RECOMMENDATION 

5.0 Introduction 

The purpose of this chapter is to discuss on the conclusion of this paper and 

recommendations to be proposed for the future research. The research aims to analyse the 

relationship between independent variables (liquidity, asset management and economics 

factor) towards the dependent variable which is profitability of the Islamic banking within the 

five years period from 2015 until 2019. The significance of the relationship and the impact of 

the variables on the profitability of Islamic banking had been investigated in this study. This 

chapter has five sections which are section 5.1 until section 5.5. These sections consists of 

discussions on factors that influence on the profitability in Islamic banking in Malaysia, 

contributions and implication of the study, suggestions for future research and conclusion. 

 

5.1 Discussions 

In this study, five Islamic banks have been selected to be as indicators that determine the 

profitability in the Islamic banking in Malaysia where the data was collected from the year 

2015 until 2019. There are three independent variables that were used in this research which 

are liquidity, asset management and economics factor and these independent variables have 

been measured through CTA, TAT, GDP and INF towards the dependent variable which is 

profitability ratio that measured through ROA. Thus, this study was conducted through three 

research objectives as stated in Chapter 1; (1) To examine the relationship between liquidity 

and profitability of the Islamic banking in Malaysia from the period of 2015 until 2019; (2) 
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To examine the relationship between asset management and profitability of the Islamic 

banking in Malaysia from the period of 2015 until 2019; (3) To examine the relationship 

between economics factors and profitability of the Islamic banking in Malaysia from the 

period of 2015 until 2019. The results were can be shown in Table 4.7. 

 

5.1.1 Objective 1 

Objective 1 is to examine the relationship between liquidity and profitability of the Islamic 

banking in Malaysia from the period of 2015 until 2019. 

 

For the liquidity, this study used Cash to Total Assets (CTA) to calculate as an evaluation. 

The result shows that coefficient for CTA towards the ROA is negative and significant. CTA 

is not influential in contributing the good profitability of Islamic banking for the year 2015 

until 2019. This is the same result as the research by Hirindu Kawshala, K. (2017) which he 

found that liquidity has insignificant effect on profitability of commercial banks in Sri Lanka. 

 

5.1.2 Objective 2 

Objective 2 is to examine the relationship between asset management and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 

 

To determine how asset management influence the profitability, the study utilizes the Total 

Assets Turnover (TAT). From the result, it can be seen that coefficient of TAT produced a 
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positive and significant relationship towards the ROA. So TAT is influential to make sure a 

good profitability of Islamic banking can be achieved throughout the tested period. Sarwar 

M. F. (2018) found that asset turnover ratio has positive and significant results towards the 

return on assets (ROA) or profitability of the banks which is also the same as in this research. 

 

5.1.3 Objective 3 

Objective 3 is to examine the relationship between economics factors and profitability of the 

Islamic banking in Malaysia from the period of 2015 until 2019. 

 

In the economic factors, the research used two types of measurement which are Gross 

Domestic Product (GDP) and Inflation Rate (INF) to find out the relationship towards the 

ROA. Through the result in Chapter 4, both coefficient for GDP and INF had an insignificant 

result but the former had positive relationship towards ROA while the latter had a negative 

relationship towards the ROA. This shows that GDP is influential in contributing the good 

profitability of Islamic banking while INF not influential. Javed, M. A., & Basheer, M. F. 

(2017) found that the GDP has a positive and strong relationship with the bank’s profitability 

(ROA).  

 

5.2 Contribution and Implication of the Study 

The discoveries of this research had contributed some new data and information in terms of 

hypothetical and empirical contribution. The hypothetical contribution of this research were 

taken from the past literature reviews and the analysis of the past researchers. There are a lot 
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of articles and literatures that addressed towards the issue of Islamic banking performance 

based on profitability using return on assets (ROA) and return on equity (ROE) as dependent 

variable. The theory applicable for this study is innovation theory of profit. From this theory, 

it can be said that the innovation of Islamic banks will bring out the outcomes in either a good 

result (profit) or bad result (loss). 

 

The Islamic banks in Malaysia must do well to manage their liquidity, asset management and 

expenses avoid any negative circumstances in the coming years. Truth to be told that the 

management and innovation or the new ideas of the Islamic banks will be the most essential 

part to make sure the profitability of Islamic banking is good.  

 

The implication of the study will be discussed based on the research objectives. The 

objectives of the study mainly related on how the Islamic banks manage their liquidity, asset 

management and expenses to increase their profits. In term of liquidity, the cash to total asset 

(CTA) has been used to measure to know how well the Islamic banks using its assets to 

collect cash from sales and customers. The fastest they can collect cash from customers, the 

higher the liquidity ratio would be and the more efficient the business is. As for the asset 

management, the total assets turnover (TAT) has been calculated to determine on how well 

the Islamic banks generate sales from its assets.  

A higher TAT shows Islamic banks manage their sales efficiently. Therefore if the Islamic 

banks can manage their liquidity and asset well, this will minimize their expenses and reduce 

unnecessary cost as well as maximize their profits. 
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The external determinant such as economic factor, gross domestic products (GDP) and 

inflation rate (INF) are used as indicators to determine the relationship towards the 

profitability where the GDP considered as influential. If the GDP is in an upward trend, then 

the profitability of Islamic banking also move the same way. Taking into consideration of this 

economic factor, even though it is really will impact the Islamic banks’ profitability, the 

Islamic banks should have future planning just in case the economy is not doing well to avoid 

any risk and loss. 

 

5.3 Limitation of the Study 

In this study, few limitations have been discovered and need a consideration. This research 

only investigated on the Islamic banking in Malaysia. Thus, the result for profitability of 

Islamic banking from this study only limited to the particular country and does not represent 

outside Malaysia. This study also examined only five Islamic banks in Malaysia without 

including the rest of the Islamic banks. However, even though this study only examined five 

Islamic banks, the selected banks considered as the biggest and most influential Islamic banks 

towards the Malaysian economy. Having said that, there is a need to compare the financial 

data between the Islamic and conventional banks to make the analysis is more solid and 

strong. Lastly, the data collected was limited to the five years period only which is from the 

year 2015 until 2019. 
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5.4 Suggestion for Future Research 

Based on the current study, few things need to be taken into consideration for the future 

researchers are suggested as follows: 

 

Firstly and foremost, it is highly recommended that the future research could include many 

types of variables in related to the performance of Islamic banking through the profitability 

ratio. The researchers should include few more external factors such as interest rates, 

unemployment rate, political issues and others that influence the dependent variable as this 

research are more like focusing on internal factors. Then, the research should be conducted of 

more comparison between the Islamic and conventional banks to make the study more 

interesting and robust. Aside from that, the result would more convincing and realistic in 

related to the economy of a country. And maybe they should compare Islamic banks between 

the Asian countries for example. But then a lot of samples and populations need a lot of data 

and time to gather and collect for better understanding on the research. 

 

Moreover, the study or research that will be conducted in the future should be in the latest 

timeline or in another word up-to-date study to make the research more relevant. Last but not 

least maybe the researchers can make a comparison during the financial or economic crisis, 

how the Islamic banking performance was and how it is after the crisis. For example they can 

use the financial data during the financial crisis 2008 or maybe they can compare the data in 

2020 or 2021 where the COVID19 pandemic hits the world for the upcoming research or 

study.  
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5.5 Conclusion 

To sum-up, the research objectives have been fulfilled in examining the relationship between 

the liquidity, asset management and economic factor towards the profitability of Islamic 

banking in Malaysia from the period of 2015 until 2019. It can be concluded that asset 

management (as calculated in TAT) and economic factor (based on GDP) are significantly 

affecting the profitability of Islamic banking in Malaysia. Meanwhile, the other variable 

liquidity (as measured in CTA) is not significantly influencing the profitability of Islamic 

banking in Malaysia. Therefore, from this research, the Islamic banks could be possibly put 

in some efforts in managing their asset management, expenses and others to make their 

business more profitable in the future. 
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APPENDICES 

APPENDIX I: List of Selected Islamic Banks in Malaysia 

No. Islamic Banks 

1 Bank Islam Malaysia Berhad 

2 Bank Muamalat Malaysia Berhad 

3 Kuwait Finance House (Malaysia) Berhad 

4 Maybank Islamic Berhad 

5 CIMB Islamic Bank Berhad 

 

 

APPENDIX II: List of Islamic Banks’ Annual Reports 

1. BIMB Holdings Berhad (BHB). (2015 – 2019). Annual Report. Kuala Lumpur, Malaysia. 

2. Bank Muamalat Malaysia Berhad (BMMB). (2015 – 2019). Annual Report. Kuala 

Lumpur, Malaysia 

3. Kuwait Finance House (KFH). (2015 – 2019). Annual Report. Kuala Lumpur, Malaysia 

4. Maybank Islamic. (2015 – 2019). Annual Report. Kuala Lumpur, Malaysia 

5. CIMB Islamic. (2015 – 2019). Annual Report. Kuala Lumpur, Malaysia 
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APPENDIX III: Data of Selected Islamic Banks in Malaysia 

BANK ISLAM 

 RM'000 RM'000  
YEAR NET 

INCOME 
TOTAL 
ASSETS 

RETURN 
ON ASSETS 

2015          
1,513,060  

      
49,767,067  3.04% 

2016          
1,639,422  

      
55,683,301  2.94% 

2017          
1,783,486  

      
57,750,240  3.09% 

2018          
1,819,174  

      
63,938,893  2.85% 

2019          
1,959,929  

      
67,596,906  2.90% 

    
YEAR NET 

INCOME 
TOTAL 
EQUITY 

RETURN 
ON EQUITY 

2015          
1,513,060  

         
4,033,053  37.52% 

2016          
1,639,422  

         
4,385,955  37.38% 

2017          
1,783,486  

         
4,959,506  35.96% 

2018          
1,819,174  

         
5,273,167  34.50% 

2019          
1,959,929  

         
5,709,564  34.33% 

    

YEAR CASH TOTAL 
ASSETS 

CASH TO 
TOTAL 
ASSET 
RATIO 

2015          
2,877,738  

      
49,767,067  5.78% 

2016          
3,963,268  

      
55,683,301  7.12% 

2017          
4,185,561  

      
57,750,240  7.25% 

2018          
2,086,703  

      
63,938,893  3.26% 

2019          
2,813,456  

      
67,596,906  4.16% 
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YEAR NET 
SALES 

AVERAGE 
TOTAL 
ASSET 

TOTAL 
ASSET 
TURNOVER 
RATIO 

2015          
2,641,702  

      
47,798,177  5.53% 

2016          
2,859,817  

      
52,725,184  5.42% 

2017          
2,995,113  

      
56,716,771  5.28% 

2018          
3,302,556  

      
60,844,567  5.43% 

2019          
3,616,041  

      
65,767,900  5.50% 

 

 

 

 

BANK MUAMALAT 

 RM'000 RM'000  
YEAR NET 

INCOME 
TOTAL 
ASSETS 

RETURN 
ON ASSETS 

2015             
509,674  

      
22,449,886  2.27% 

2016             
531,149  

      
22,649,767  2.35% 

2017             
544,585  

      
23,502,047  2.32% 

2018             
678,106  

      
23,946,561  2.83% 

2019             
715,465  

      
22,898,138  3.13% 

    
YEAR NET 

INCOME 
TOTAL 
EQUITY 

RETURN 
ON EQUITY 

2015             
509,674  

         
1,845,016  27.62% 

2016             
531,149  

         
1,988,770  26.71% 

2017             
544,585  

         
2,109,736  25.81% 

2018             
678,106  

         
2,288,698  29.63% 
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2019             
715,465  

         
2,344,592  30.52% 

    

YEAR CASH TOTAL 
ASSETS 

CASH TO 
TOTAL 
ASSET 
RATIO 

2015          
1,115,809  

      
22,449,886  4.97% 

2016          
1,008,391  

      
22,649,767  4.45% 

2017          
1,027,742  

      
23,502,047  4.37% 

2018          
1,579,923  

      
23,946,561  6.60% 

2019             
830,571  

      
22,898,138  3.63% 

    

YEAR NET 
SALES 

AVERAGE 
TOTAL 
ASSET 

TOTAL 
ASSET 
TURNOVER 
RATIO 

2015          
1,062,327  

      
22,258,344  4.77% 

2016          
1,200,991  

      
22,549,827  5.33% 

2017          
1,218,706  

      
23,075,907  5.28% 

2018          
1,209,838  

      
23,724,304  5.10% 

2019          
1,331,624  

      
23,422,350  5.69% 

 

 

 

 

CIMB ISLAMIC 

 RM'000 RM'000  
YEAR NET 

INCOME 
TOTAL 
ASSETS 

RETURN 
ON ASSETS 

2015          
1,051,115  

      
54,559,147  1.93% 

2016                1.81% 
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1,207,835  66,646,856  

2017          
1,355,173  

      
85,277,423  1.59% 

2018          
1,638,390  

      
97,513,968  1.68% 

2019          
2,072,796  

    
106,563,169  1.95% 

    
YEAR NET 

INCOME 
TOTAL 
EQUITY 

RETURN 
ON EQUITY 

2015          
1,051,115  

         
3,606,083  29.15% 

2016          
1,207,835  

         
4,150,140  29.10% 

2017          
1,355,173  

         
4,795,715  28.26% 

2018          
1,638,390  

         
5,515,342  29.71% 

2019          
2,072,796  

         
6,331,867  32.74% 

    

YEAR CASH TOTAL 
ASSETS 

CASH TO 
TOTAL 
ASSET 
RATIO 

2015          
5,644,092  

      
54,559,147  10.35% 

2016          
8,315,396  

      
66,646,856  12.48% 

2017       
14,282,850  

      
85,277,423  16.75% 

2018       
10,441,096  

      
97,513,968  10.71% 

2019          
7,732,004  

    
106,563,169  7.26% 

    

YEAR NET 
SALES 

AVERAGE 
TOTAL 
ASSET 

TOTAL 
ASSET 
TURNOVER 
RATIO 

2015          
2,771,107  

      
52,211,459  5.31% 

2016          
2,896,529  

      
60,603,002  4.78% 

2017          
3,502,186  

      
75,962,140  4.61% 

2018          
4,461,500  

      
91,395,696  4.88% 
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2019          
5,056,219  

    
102,038,569  4.96% 

 

 

 

 

KUWAIT FINANCE HOUSE 

 RM'000 RM'000  
YEAR NET 

INCOME 
TOTAL 
ASSETS 

RETURN 
ON ASSETS 

2015             
120,639  

      
10,630,096  1.14% 

2016             
146,800  

      
10,804,493  1.36% 

2017             
226,576  

         
9,157,207  2.47% 

2018             
245,694  

         
9,292,211  2.64% 

2019             
222,752  

         
9,086,644  2.45% 

    
YEAR NET 

INCOME 
TOTAL 
EQUITY 

RETURN 
ON EQUITY 

2015             
120,639  

         
1,641,239  7.35% 

2016             
146,800  

         
1,616,447  9.08% 

2017             
226,576  

         
1,626,460  13.93% 

2018             
245,694  

         
1,668,678  14.72% 

2019             
222,752  

         
1,711,395  13.02% 

    

YEAR CASH TOTAL 
ASSETS 

CASH TO 
TOTAL 
ASSET 
RATIO 

2015          
1,558,023  

      
10,630,096  14.66% 

2016          
2,341,840  

      
10,804,493  21.68% 

2017                      5.01% 
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458,403  9,157,207  

2018             
135,339  

         
9,292,211  1.46% 

2019                
61,870  

         
9,086,644  0.68% 

    

YEAR NET 
SALES 

AVERAGE 
TOTAL 
ASSET 

TOTAL 
ASSET 
TURNOVER 
RATIO 

2015             
483,335  

      
10,509,562  4.60% 

2016             
489,033  

      
10,717,295  4.56% 

2017             
504,594  

         
9,980,850  5.06% 

2018             
451,049  

         
9,224,709  4.89% 

2019             
498,552  

         
9,189,428  5.43% 

 

 

 

 

MAYBANK ISLAMIC 

 RM'000 RM'000  
YEAR NET 

INCOME 
TOTAL 
ASSETS 

RETURN 
ON ASSETS 

2015          
2,886,780  

    
156,352,454  1.85% 

2016          
3,137,147  

    
181,794,557  1.73% 

2017          
3,743,203  

    
202,495,053  1.85% 

2018          
4,366,006  

    
225,215,061  1.94% 

2019          
5,170,234  

    
245,230,675  2.11% 

    
YEAR NET 

INCOME 
TOTAL 
EQUITY 

RETURN 
ON EQUITY 

2015          
2,886,780  

         
8,266,591  34.92% 



74 
 

2016          
3,137,147  

         
9,088,675  34.52% 

2017          
3,743,203  

         
9,311,409  40.20% 

2018          
4,366,006  

      
10,477,364  41.67% 

2019          
5,170,234  

      
11,059,997  46.75% 

    

YEAR CASH TOTAL 
ASSETS 

CASH TO 
TOTAL 
ASSET 
RATIO 

2015          
8,815,504  

    
156,352,454  5.64% 

2016       
15,535,992  

    
181,794,557  8.55% 

2017       
17,134,359  

    
202,495,053  8.46% 

2018       
21,922,103  

    
225,215,061  9.73% 

2019       
21,703,239  

    
245,230,675  8.85% 

    

YEAR NET 
SALES 

AVERAGE 
TOTAL 
ASSET 

TOTAL 
ASSET 
TURNOVER 
RATIO 

2015          
7,054,378  

    
146,337,765  4.82% 

2016          
8,062,083  

    
169,073,506  4.77% 

2017          
8,856,176  

    
192,144,805  4.61% 

2018       
10,361,009  

    
213,855,057  4.85% 

2019       
11,016,104  

    
235,222,868  4.68% 
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APPENDIX IV: Variance Inflation Factors 

Variance Inflation Factors  

Date: 07/25/21   Time: 14:49  

Sample: 1 25   

Included observations: 25  

    
     Coefficient Uncentered Centered 

Variable Variance VIF VIF 

    
    C  0.000340  866.0076  NA 

CTA  0.000347  7.271420  1.959496 

TAT  0.061745  401.9664  1.796031 

GDP  0.056486  347.5289  4.158026 

INF  0.012982  16.53562  4.311849 
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APPENDIX V: Normality Test 

 

0

1

2

3

4

5

6

7

8

-0.006 -0.004 -0.002 0.000 0.002 0.004 0.006

Series: Residuals

Sample 1 25

Observations 25

Mean      -3.63e-18

Median   0.000401

Maximum  0.005062

Minimum -0.005132

Std. Dev.   0.002860

Skewness  -0.075937

Kurtosis   2.077449

Jarque-Bera  0.910590

Probability  0.634261
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APPENDIX VI: Heteroskedasticity Test: White 

 
Heteroskedasticity Test: White  

     
     F-statistic 0.671290     Prob. F(13,11) 0.7554 

Obs*R-squared 11.05955     Prob. Chi-Square(13) 0.6058 

Scaled explained SS 3.813152     Prob. Chi-Square(13) 0.9930 

     
          

Test Equation:    

Dependent Variable: RESID^2   

Method: Least Squares   

Date: 07/26/21   Time: 19:50   

Sample: 1 25    

Included observations: 25   

Collinear test regressors dropped from specification 

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 0.000904 0.001393 0.648988 0.5297 

CTA^2 0.001333 0.002399 0.555553 0.5896 

CTA*TAT 0.022040 0.050188 0.439160 0.6690 

CTA*GDP 0.019464 0.040105 0.485320 0.6370 

CTA*INF -0.004542 0.021428 -0.211941 0.8360 

CTA -0.002127 0.004130 -0.514934 0.6168 

TAT^2 -0.155111 0.440010 -0.352518 0.7311 

TAT*GDP 0.067647 0.430127 0.157273 0.8779 
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TAT*INF 0.080150 0.207734 0.385831 0.7070 

TAT 0.010426 0.057944 0.179936 0.8605 

GDP^2 0.459775 0.921596 0.498890 0.6277 

GDP*INF -0.035914 0.226229 -0.158751 0.8767 

GDP -0.047134 0.063399 -0.743445 0.4728 

INF^2 -0.077247 0.125747 -0.614308 0.5515 

     
     R-squared 0.442382     Mean dependent var 7.85E-06 

Adjusted R-squared -0.216621     S.D. dependent var 8.32E-06 

S.E. of regression 9.18E-06     Akaike info criterion -20.06079 

Sum squared resid 9.26E-10     Schwarz criterion -19.37822 

Log likelihood 264.7598     Hannan-Quinn criter. -19.87147 

F-statistic 0.671290     Durbin-Watson stat 2.056941 

Prob(F-statistic) 0.755375    
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APPENDIX VII: Breusch-Godfrey Serial Correlation LM Test 

Breusch-Godfrey Serial Correlation LM Test:  

     
     F-statistic 9.772274     Prob. F(2,18) 0.0013 

Obs*R-squared 13.01424     Prob. Chi-Square(2) 0.0015 

     
          

Test Equation:    

Dependent Variable: RESID   

Method: Least Squares   

Date: 07/25/21   Time: 14:45   

Sample: 1 25    

Included observations: 25   

Presample missing value lagged residuals set to zero. 

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 0.311693 0.505746 0.616303 0.5454 

CTA -0.387955 0.547396 -0.708727 0.4876 

TAT -3.266598 6.704474 -0.487227 0.6320 

GDP -2.925505 6.249051 -0.468152 0.6453 

INF 1.697092 3.045664 0.557216 0.5842 

RESID(-1) 0.723992 0.246312 2.939329 0.0088 

RESID(-2) 0.103014 0.285975 0.360222 0.7229 

     
     R-squared 0.520570     Mean dependent var 1.33E-17 

Adjusted R-squared 0.360759     S.D. dependent var 0.100453 
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S.E. of regression 0.080315     Akaike info criterion -1.974236 

Sum squared resid 0.116108     Schwarz criterion -1.632951 

Log likelihood 31.67795     Hannan-Quinn criter. -1.879578 

F-statistic 3.257425     Durbin-Watson stat 1.855264 

Prob(F-statistic) 0.023927    

           

 

 

 

 

 

 

 

 

 

 

 

 



81 
 

APPENDIX VIII: Multiple Regression Analysis of five selected Islamic banks in 

Malaysia 

Dependent Variable: ROA   

Method: Least Squares   

Date: 07/25/21   Time: 15:07   

Sample: 1 25    

Included observations: 25   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C -0.031988 0.018440 -1.734665 0.0982 

CTA -0.038467 0.018627 -2.065120 0.0521 

TAT 1.040447 0.248485 4.187159 0.0005 

GDP 0.107788 0.237669 0.453523 0.6551 

INF -0.015966 0.113940 -0.140123 0.8900 

     
     R-squared 0.749921     Mean dependent var 0.022476 

Adjusted R-squared 0.699906     S.D. dependent var 0.005719 

S.E. of regression 0.003133     Akaike info criterion -8.516712 

Sum squared resid 0.000196     Schwarz criterion -8.272937 

Log likelihood 111.4589     Hannan-Quinn criter. -8.449099 

F-statistic 14.99371     Durbin-Watson stat 1.767256 

Prob(F-statistic) 0.000008    
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