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ABSTRACT
The research work is undertaken to explore the comparative financial pe1formance
between Islamic and Conventional banks in Nigeria. A case study of Jaiz Bank ple and

Guarantee Trust Bank ple. There have been several immense changes aimed at

revitalizing and revolutionizing the banking ind11st1y. These changes include

geographical expansion, government policies, financial performance and se111ice

proliferation. The objective of the research include; To determine the financial
performance that exist between Islamic and Conventional banks in Nigeria. Seconda,y
data were collected ji-om the annual financial report of 2 banks fo,· 5 years, from a period

of 20/4-2018. The study adopted a qualitative research design and the financial
performance variables; Retum on Assei ratio (Profltability), liquidity Ratio, Risk and

Solvency Ratio, and Operational Efficiency Ratio were tested using Descriptive Statistics,

Pearson Correlation and Multiple regression. This sign/fies that Islamic banks are

haunted by the chronic problem of excess liquidity, since they car,y swplus cash and

other assets in comparison to conventional banks. Based 011 lhe findings the study

recommended that instructional and operational challenges facing the Islamic banking

system in Nigeria should be addressed to enable tire deficit spending unit in need of.funds

to easily access fimds from the highly liquid Islamic banks.
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CHAPTERONE

INTRODUCTION

1.1 BACKGROUNDOF THE STUDY

Banks are instruments that facilitate economic development in any country due to

their roles in the nation economy. The development of knowledge and economic systems lead

to emerging of new kind of banks that offer services different from the earlier existing ones

which include conventional and Islamic Banking. The conventional banking is practicing the

interest based principles. ls a system which loans are given to people at fixed interest rates

and more the time period taken to pay more are the amount to be repaid. It is a banking

system which has grown up to mediate between the groups of people, entrepreneurs and

investors. And to survive, the banks clearly need to make a profit.

On the other hand, Islamic banking generally referred to interest free banking. Free

Interest rate is the core principle of Islamic Banking industries. The main pillar of Islamic
\

finance is prohibition of interest and enhancement of partnership sharing both in dividends

and lost, unlike conventional banking where interest is an integral part of the banking system.

Nigeria is a mixed religious and multi-ethnic country that has come across with conventional

banking since I 894 which were setup according to the British system which is totally

different from Islamic doctrine of banking and transactions. This is based on profit taking and

a man-made policy.

Islamic banking in Nigeria dated back around 1960 in Lagos with MUSLIMBANK

WEST AFRICA LIMITED.This was ceased by minister offinance Chiefübafemi Awolowo

in J 962. Since then, Islamic bank was unable to surluce until 1991 <lming the ,unenJment u!"

other financial institution by (CBN). Also CBN granted license to Habib bank to deal in

interest free banking product as window. Later in 2003 an Islamic bank was established

named JAIZ International, it was incorporated as a public limited company, But it does not

gain its popularity until 11 November, 2011, when JAIZ International received a license from



the CBN, the national banking regulator. to operate as regional bank as Jaiz Bank. The

institution commenced business as Jaiz Bank on 6 January, 2012.

Nigeria has laid down the foundation for increased practice of interest free banking in

response to the ongoing global trend of interest free banking, inclusion into the global

financial system. In the history of the Nigerian banking law, provisions were made for a

banking system that deviate from conventional banking in the banks and other financial

institution decree (BOFID) No. 25 199 I. In its categorization of banks in Nigeria, banks and

other financial institution decree provides that the president of the federal republic of Nigeria
on the recommendation of the CBN shall from time to time, determine as he may deem

appropriate, the minimum paid up share capital for each category of banks. Following the

promulgation of the BOFlD, Habib Nigeria Bank Ltd (Bank PHB) now (Key Stone) was

licensed in 1992 to offer non-interest banking services on a 'window basis' but actually

commenced operations in 1999. Some of it is pioneering products include non-interest

current and saving account, general purpose investment.

In every economy, there exist foci li ties for custodianship and distribution of financial

asset and liabilities. These facilities make up the financial system in an economy of which

banking is a sub sector. The banking sector is one of the most important sector of the Nigeria

economy, and there exists individuals that need more resources that they cannot generate to

their own, while at the same time there exist others who have more than their immediate

requirements, hence there is need to create facilities for financial intermediation, and this is

an unchangeable future in the banking business.

Interest free banking has been defined as banking in consonance with the ethics and

value system of Islam and it is governed in addition to conventional good governance and

risk management rules, by the principles laid down by Islamic Shariah CBN (2010). Interest

free banking has become a global phenomena giving Muslim and non-Muslim nations deep

thought either adopting it in full fledge, partially or rather discard in completely. Interest free

2



banking has been governing and spreading from the predominantly Muslim countries of the

far east (Saudi Arabia, Jordan, Kuwait, Malysia, Pakistan, Singapore, Indonesia etc), to

countries of Africa (Sudan, Nigeria, Morroco, Tunisia etc). Now in Nigeria and the European

countries as the (Denmark Luxembourg etc). It is inevitable therefore that interest free

banking in Nigeria has come to stay although with some accompanying issues Abdullah,

(2010).

The conventional banking theories assume that banks earn profits by receiving

deposits from the depositors at a low interest rate, then providing those funds to the

borrowers at a higher interest rate (Santos, 2000). Therefore, conventional banks make their

profits from the difference between the interest rate received from borrowers and the interest

rate paid to depositors

Furthermore, interest free banking does not only negate the theory and practice of

interest based banking system but also shuns all dealings that have anything to do with

interest. lt operation is conformed strictly within the boundaries and limits set by the Islamic

Shariah. This is in contrast with conventional banking that concentrates on short and medium

term loans to business, with high yield and preference given to fixed interest earnings

irrespective of society's commercial or industrial needs (Yahaya, 2002).

The theoretical differences between Islamic and conventional banks do not have clear

implications for total earnings, the capability to access market capital, or efficiency, higher

complexity in combination with the relatively young age of the lslamic financial institutions

is likely to result in higher costs and thus a lower level of cost efficiency. Even in theory, it

cannot be determined with clarity whether and how the business orientation, cost efficiency,

asset quality, and stability differs the Islamic and conventional banks.



1.2 STATEMENTOF RESEARCH PROBLEM:
i:The issues of the use of unreliable systems of banking as well as reliability of bank

personnel affects the performance of the industry by wanting to override the controls and

procedures instituted to ensure proper performance of the sector. This creates problem that

need to be resolved i.e. toxic assets, discouragement of borrowing because conventional

banks charge predetermined rate of return. lack of innovation, inflation and wide gap between

rich and poor, big and small business etc. however, the introduction of interest free banking

to operation alongside conventional banking is argued the solution to challenges presented by

the conventional banking system as its non-interest banking policies, controls and procedures

put in place are monitored to ensure proper performance.

L3 OBJECTIVESOF THE STUDY:

The general aim of this study is to compare the performance of Islamic bank using sharia

jurisprudent quoted on Nigeria stock exchange (.laiz Bank) and that of conventional banks

quoted on Nigeria stock exchange. Below are other aims to which the research intends to

examine.

1. Examine the impact of liquidity on the financial performances of Islamic and

conventional banks

2. Examine the effect of risk and solvency analysis on the financial performances of

Islamic and conventional banks

3. Examine the efficiency of operation of Islamic and conventional banks

1.4 RESEARCH HYPOTHESES

In the light of the aforementioned specific objectives and statement of research problem,

the following hypotheses are formulated in null form to guide the study:

HO,: Liquidity has no significant i111ract on the financial performances of Islamic and

conventional banks quoted on Nigeria stock exchange

4



H02: Risk and solvency analysis has no significant impact on the financial performances

of Islamic and conventional banks quoted on Nigeria stock exchange

H03: Operational efficiency has no significant effect on the financial_performances of

Islamic and conventional banks quoted on Nigeria stock exchange

1.5 SIGNIFICANCEOF 'DIE STUDY:

This research is significant to all stakeholders by providing clear picture of financial

position of lslamic banking and conventional banking in Nigeria and to make comparison in

order to identify which one has a better position. It also help government in policy making

with regards to interest free balll,ing in Nigeria and regulatory bodies which include, (CBN,

Nigeria Deposit Insurance Corporation 1NDIC) and Serve as a guidelines for the adequate

supervision and regulation of interest free banking in Nigeria. Another importance of this

research is to motivate the financial Institutions such as conventional banks that intend to

operate in the interest free banking window.

Finally, this study aims at encouraging the emergence of more interest free organization so as

to create avenue to those that wish to transact business on interest free basis.

1.6 SCOPE AND LIMITATION OF THE STUDY:

The scope of this research is centered on evaluating and comparing the performance

of Islamic bank and conventional banks in Nigeria. Thus, the study evaluates and compares

performances of the Islamic bank (JAlZ BANK) and conventional bank (GT BANK). The

study covers a period ofFive years (i.e.2014 to 2018).

Financial performance is measured using profitability (ROA): liquidity is measured using

current ratio: risk and solvency is measured using debt to equity ratio: while efficiency is

measured using assets utilization ratio.
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1.7 SCHEMEOF CHAPTERS

The organization of the study is "A comparative analysis of performance of Islamic

and Conventional Banks in Nigeria" is di,·id.:d into five (5) chapters.

Chapter one is purely general introduction on the subject matter which contains'

Background of the study, statement of the problem, research questions, objectives of the

study, hypothesis of the study, significance of lhe study, scope and limitation of the study and

scheme of chapters.

Chapter two is devoted to; reviewing the related literature on the topic by different

scholars and researcher it discussion, the conceptual framework, comparison of Islamic and

conventional banking framework, empirical framework, Islamic modes of finance, review of

Islamic and conventional banking performance. theoretical frnmework. clrnpter summary.

Chapter three divided into: Introduction, population of the study, sampling size and

technique, method of data collection, questionnaire, interview, chapter summary.

Chapter four is the study of data analyze and presentation of data and the chapter

summary.

Chapter five consists of summary, conclusion and recom111endation.
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CHAPTERTWO

LITERATUREREVIEW

2.1 INTRODUCTION

This chapter is designed to provide logical and critical review of relevant literature on the

subject matter. The chapter is segmented into three parts: conceptual framework, empirical

literature, and theoretical framework. The specifically chapter dwell on development of

conventional bank. development of Islamic bank. comparison of conventional and Islamic

banks and concept of financial performance and empirical studies on comparison of

conventional and Islamic banks as well as the theoretical framework relating to same.

2.2 CONCEPTUALFRAMEWORK

Throughout the initial readings and collection of the most relevant materials, the

researcher found that previous contextual studies concerning performances of Islamic and

conventional bank, a number of empirical studies of the profitable business of Islamic banks

in different countries. The performance of the Islamic banks and conventional bank has been

judged by using different key ratios like profitability ratios, liquidity ratios, risk and solvency

ratios. Sarker (2009); Samad and Hassan (2012). For example, Iqbal (2015) made trend

analysis to depict the overall performance of the Islamic banks as compared to the

conventional banks. According to him, Islamic banks in general are fairly stable, profitable

and well capitalized. Their profitability ratios compare favorably with international standards

in banking. Samad and Hassan (2012) evaluated the performance of Islamic bank in Nigeria

in terms of its profitability, liquidity, risk and solvency. Financial ratios were applied to

measure these performances. A comparison between the Islamic bank and other conventional

banks was also made. The study revealed that Islamic bank made significant progress on

return on assets and return on equity during 2011-2018.



The comparison of Islamic bank and conventional banks revealed that there was

difference in economic participation between them. Adegbemi and Adekola (2013) evaluated

the performance of conventional and Islamic banks in United Kingdom for the period of2007

and 201 I in term of liquidity, profitability, risk and solvency and efficiency .They concluded

that Islamic banks seem more cost~effecti,e Tbc Islamic hanks arc less liquid in crnnparison

with the conventional banks in terms or the loan to deposit ratio. On the other hand, the

conventional banks are less liquid using the cash & portfolio investment to deposit ratio. The

greater ratio of loan to asset ratio of the Islamic banks indicates greater illiquidity. The

efficiency ratios performances of both bank types were epileptic during the research period. It

is crucial for the banks to consistently improve on this score in order to translate their

performances to improved profitability. Conventional financial institutions also eager to

expand their service offerings have devised new innovative financial products channeled to

customers who want to execute financial transactions based 011 their religious beliefs (Kevin

2009). All above studies were conducted to analyze the performance of Islamic and

conventional banks but do not have same result because of differences in selected time,

logical tools and conducted in different countries. The difference in results is not surprising

due to the fact that Islamic banking has longer history in these countries as compared to

Nigeria where full-fledged Islamic banking have not even started but just as a regional bank

few years back.

In response to requests by banks and investors to establish Islamic banks or windows

in Nigeria and in line with its statutory responsibilities, the CBN issued a new framework for

the regulation and supervision of non-interest banks in June 2011. The new guidelines are the

outcome of the review of the earlier guidelines issued in January, 2011 based on the

recommendations of various stakeholders. The issuance of the Framework was the

culmination of an extensive and rigorous learning and consultative process. The document

has drawn 011 relevant standards set by international standard setting organizations like the

8



Council of the Islamic Financial S ervices Board (IFS
.

. B) and the Accounting and Auditingorgamzat1on of Islamic Financial 1

.
.

nshtutlons (AAOIF!)
.

.

, and has leveraged copiously on the
regulatory practices of Jurisdictions

1sue, as Mal ·

aysla and Bahrain that operate dual banking
systems, conventional and Islamic Th b.

.
· e O jective of the framework is to provide minimum

standards for the operatiol1 of institut' 0 , .
.1 ns olTcrmg Islamic banking and financial services in

Nigeria. The framework defines a non i

· nterest financial institt1tion (NlFI) as "a bank or other
financial institution (OFI) unde ·

ti
·

.
'

1 ie pun 1ew oi the Central Bank of Nigeria (CBN), which
transacts banking business, engages in trading. investment and commercial activities as well
as the provision of financial products and services based on an established non-interest

principle". For the avoidance of doubt. section 23 (I) and section 66 of the Banks and Other

Financial Institutions Act (BOFIA) 1991. (ns amended) explicitly provide for the licensing of

Non-interest Banks (N!Bs). The CBN is obliged, by law, to issue licenses to appropriate

entities for the establishment of N!Bs provided they meet the regulatory requirements for

licenses (CBN. 2011 ). The framework also sets out the legal basis for authorizing NIF!s in

Nigeria and the licensing requirements. It also contains provisions and offers guidance on the

establishment of windows, branches and/or subsidiaries; cross-selling of products/services

· f
·

ce level agreements in respect of shared services;
and shared facilities; the execution° servi '

. .

d res· Shariah governance, corporate governance; conduct
rntra-group transactions an expoSu ·

. t counts· audit accounting and disclosure
of business standards; profit sharing rnvestmen ac '

'

. ement· and anti-money laundering and
.

.
. ments· risk manag '

requirements; prudential requu e '

. rism measures, among others.
combating of the financmg ofterro

.

I
and external factors which influence the

,

d the inlerna '
!-!aron (2014) exarnme

found a strong correlation between the
. banks Haran (2014)

Profiltab·1·t of the !slam,c ·

·

¡
·

t·t1
·

tl
I I y

. funds invested m ls am,c l es, 1e

.
.

.
. the total spending,

mternal factors (of liquidity,
, b I een the bank and the borrower

.

) of t11e pro lits e w

d.
•

·011 (sharing
percentage of the ratio of ivisi

1
1

lamic banks. The author found
. ·ved by tie s

tal income pe1ce1of fund and the leve I of the to
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rnore or less the sarne impacts on ht e external factors such as
.

rates and the part of the market.
the size of the bank, the interest

lzhar and As uta y (20 I?) concluded that the activit' .

the ways of the Bank M
ies of financing were the source of

uarnalat Indonésia (
. . .

.
.

BMI) profit-seeking, whereas the service
act1v1t1es of the contribution to th fi

..e pro 1tab1iity of th d'
,

e stu 1ed bank were not significant. The
document of the authors revealed th at the short ter r,

•
- rn

111anc1ng was based on the average
activities of financing during period 1996_2001_ lzhar and Asutay (2017) confirmed a

positive relation between the
·

fl
·

111 ation ª"d thc measure of the profitability. Sra"iri (2009)
worked a sample of Islamic and co1 ., r

l l
•"en iona >anks 111 the countries of the Gulf cooperation

council (GCC) during the period from 1999 till 1006 1 t l th
·

f h ¡¡
·- o es e 11npact o t e 111anc1er.

The structure, the characteristics or the bank and the macroeconomic indicators on the

profitability of both modes of banks wer? discussed by Sra"iri (2013) which noticed that the

smugness of the capital, the credit risk and the operating efficiency had an effect on the

profitability of both conventional and Islamic banks. However, the ratio of risk and financial

liquidity has a positive effect on the alone "profitability" the Islamic banks". (Idris 2011) tried

to estimate the determiners of the profitability of the Islamic banks in Malaysia.

2.3 DEVELOPMENT OF CONVENTIONALBANKS

- r b k can be traced back to ancient times (the Middle East,
The first precursors o an s

f ·xchange of goods in the areas rich in natural
Greece, Rome), with the emergence O e, '

. 3200 BC in the Middle East, the appearance of banks
resources. In the penod from 3400 to

1 5 were bank founders. After Hammurabi's
was related to religious beliefs, thus the temp e

I,· hanges from a religious to a commercial
BC the ban ,mg e '

Code on the Banks from 2500 '

.

I b king industry begins. Still, the banks as

. les and the iea an

activity it is taken out of the temp
. •

r b k''

, f money, The nrsl begmnings o an 1ng
.

I
the emergcn?e o

We know them develop only wit 1

·

.

• the region of Lombardy, while
I

• were seen ,n Italy, 111

s· ·¡ f na! ban ,ing
lln1 ar to modern conven 10 ·

b k and was established in 1407.
.

, dered the first an

Casa di San Giorgio in Genoa ,s cons,
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Interestingly. following the d
evelopment ro banks in Ital .

II

Kotruljevié from Dubrovnik .

h"

Y m the 15' century, Benedikt
, m is book "O n Trade and the p ?

(published
in Venice in ¡573) b

.

erect Merchant" from 1458
, es1des tradi' ng. merchants, marke .

thics, writes about bankin .

t, monetary and commercial
e g mstruments, credit loa .

k K t I"
•.

d

ns ªnd mterest rates (Cerovié 2012). In his

boo '
o ru Jev1c escribes bankers as

. .

merchants rather than moneylenders, because
accordmg to him, loans were consid d .ere support for I

.

h

.

w 11c commission was paid, not interest,
and ifthere 1s no interest there is 11

• o usury. The d·
1eve opment of banking through history was

largely influenced by the growing human ne. 1

.

1

_

cc s 111 t 1e tields of production and trade. The

increasing concentration of capital in production anel trade resulted in an increasing

concentration of capital in banking v
·

• ..
· ai ious ccono1111c and pollt1cal conditions led to new

processes in banking as we know
i_t toda), so lhe period between the 19th century and the 1st

World War is characterized by the process of concentration of banks. The period between the

1'1 and the 2"ª World War is characterized by bank specialization, whereas the development

of modern banking is seen through the process of globalization. According to Nikolié and

Pecarié (2007) this globalization process initiated de-specialization of banking operations

whose goal is to create a bank as a universal financial institution which offers all services.

The de-specialization process is a preconuition for their survival in the globaliLcd linancial

I t d t ti It ff stiff competition from non-bank institutions.
mar,e an a way o 1g1 o

.
· · ·

l rted in 1892 with establishment of the African
Commercial banking activities s ª

.

d a sliipping company based in Liverpool was

banking corporation ledger depositor an co. '

1
ever taken over in 1984 by the bank of the

instrumental in its formation. The bank was ,ow

d d bank and now first bank of Nigeria ple

British West African which later became stªn ar '

With the bank on observation. . k f N" er·ia ple) was
(

Union Ban o ig

b k and company now

Tl t S Barclays an
.

. .

1e nex wa
·ct banking services for the British

k were set up to provi e

established in I 917, these ban 5

•
• t African when the west African

..
t at1on 111

Wes
1

•

¡
ad1111111s

r

commercial interest and the co onia
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currency board (Gyasi Central B kan l Was set up in

agent of the currency board.

The National Bank ofN· .

igena came ·

t .mo existence inl933 as the fi
. .

hat was to survive other ba k
1rst md1genous bank

t n s that Were established b .
.

.
efore that time including the merchantbanks, failed as a result of inadequat .

e cap1ial. fraudui .ent practices and poor management.After the second world was .

.
, economic activ·r. d

.
.'

1 ies an with high export prices, many
banks grow up in the Nigeria economy bctwec, 1 1945 and 1947, four other indigenous bank,
African Continental Bank (ACl3) A •bennn •b

•
.g 'g e, Nigeria farmers and commerce bank were

1912, the bank of British became the

established but only two were able lu smvive the African Continental Banks and

Agbenmagbe Bank (Now Wema Bank.

The period (1945-1952) was a period of free for all bankers. In the period (1905-

1975) alone 18 banks were established bu1 by 1975 most of them had gone to liquidation or

close down by the police or never startecl business at all. A l;t of factor lead to the fall of

these banks must had insufficient capital, most expanded their offices too rapidly to cover

trading and these were no banking regulations to specify the code of conduct.

2.3.1 DEVELOPMENT OF ISLAMIC BANKS

· f h ¡¡ t ·nterest-free bank in Egypt in 1963 is considered the
The establishment o t e irs 1

.

b I. (Ahmad 2014) and (Hadzié, 2005). ln 1974, the
official beginning of lslam1c an <mg '

.

IC) ¡: ded an 1B called Islamic Development Bank
Organization of Islamic Countries (O oun

.

1 velopment in Muslim countries and providing
(IDB), whose goal was to promote econrnn ,e e e

.

h ti rules of Sharia. By the end of l 970s,
. rdance wit ,e

the funds for the development 111
acco

. .

I. orld· first private commercial bank tn

d d in the Mus un w ,

several banking systems were faun e

.

77 d ·n Bahrain (Bahrain
.

13ank of Sudan) in 19 an ,

D b
. . .

d (Faisal Islamic '

u a1 m 1975, m Su an
The Islamic Banker). In

.

B nking and Insurance,
I

I

.

te of lslarn1c a
s amic bank) in 1979 (1n5titu

.

1
1980s !Bs were faced with

•

I
rket m t,e '

Islamic financia ma
lhe early stages of growth of the

d CI3s from the West to become
.

. , hich enable
h ortun1t1s:s, ,

te lack of quality investment opp
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mediators in utilizing the fu dn s of lBs. Theref
.

b
.

ore, Weste b
funds m usiness and trade-r

I t

rn anks helped 18s t d' t he a ed activities
o tree t e

f f I B

• by agreeing th
behal o an and sells them at

.

at a merchant buys goods on
an interest rate

significance of Islamic fina ·

1neta markets

margin. WeStern banks noticed the
and started to offe .

through so called Islamic wind
r Islamic financial products

ows, attracting lhe cl' ients directly, without IBs' mediation.

Although Islamic financ' e assets still rep resent less than I percent of global financial
assets, and growth slowed somewl 1

.

21ª 11l O I 7 the I b I

.

.

g o a Islamic asset base grew from

approximately US$200 billion in 2003 .to an cst,mat j US$2
..

·
' c, tnllton at the end of 2016. It is

projected by some industry experts to surpass the US$3 trillion mark by 2020.

Islamic Fi11a11cc i11dustt') is rccci, in ti
.

g lC UllCllllüll üf lllú!:>l pn.Hllül?r!:, in Nigeria.

Mentioning that the evolution of modern lshmic B k' ·

I

·

, an mg m t 1e country 1s dated back to

1991 with the enactment of the banks and other financial institutions decree, which organized

banks based on profit and loss sharing. Investors started applying for banking license to

operate Islamic Banks between 1993 to 1995, but until 1996 that Habib Bank Ple was

licensed to open a non-interest banking window, offering a limited number of shari'ah

compliant product. By 2004, demands for the establishment of full-fledged non-interest banks

continued from interested investors, whereby an Approval-in-practice (AIP) was granted to

Jaiz International Ple. Concerning regulations of the system. severnl steps anel processes as

well d'
.

1
II and internationally were made by the CBN, and by January

as co-or 1nat1ons oca Y ,

·I ¡·
. ti e regulation and supervision of non-interest

201 I, the CBN released a framewoi ( º' 1

·I
•d that for the effective regulation of Islamic

banking as well as other guidelines. He remai (e

Id rovide for monitoring controls, Shari'ah

b k
·

place sholl P

anks in the country the framewor 111

. investment account holders and
. indow operations

con1pliance, adequacy repot11llg,
w

their customers to prevent money

institution know
customer disclosure to ensure thªt

laundering.

13
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z.4 COMPARISON OF iSLA
MicANDcoN

FRAMEWORK VENTIONAL BANKING

Conventional banking ut·¡·1 1zes a e 6.om ination of debt and .
.

A fixed percentage of interest is .

equity m financing projects .

. expected fro111 the d b fi

hich is based on the l

e t tnance. The Islamic banking svstem
w enets of Isl

·

·

am,c law (SI
•·

)
.

A d.
.

.

tanª prescnbes equity participation in
investment. 1stinct1ve feature of¡ 1

.
•

s am1c finance is ti
.

.

iat 11 does not allow the creation of
debt through direct lending and borro •

.

wmg oi
11\0ncy hor ot er financial assets. Debts can only

be created through the sale or le·ise of
I

'· rea assets through lease based financing schemes. The
asset which is leased or solei must be real (building·, property, or any other physical
infrastructure) anel the debt cannot be Idso or transferred to someone else (Ryu et al., 2012).

The broad obiective of Islamic banking is to do away ·ti th' I

•

h'b' d··
, , w1 1 une 1ca practices pro 1 1te m

the Islam. The Islamic system prohibits investment in the followings: alcohol. tobacco and

pork related products, entertainment (hotl'ls. g,1mbling, cinemas, music, weapon and defense,

conventional financial activities, biotechnology (human and animal genetic engineering) and

trading of gold on deferred basis. This reduces the scope of investment of the Islamic banks.

According to Jill et al., (2009), growth in the Islamic banking sector has been ignited

by the introduction of innovative products aimed at satisfying its customers. The Islamic

,
• 978

·

d d access to the capital markets. The launch of the
bonds (Sukuk) introduced m I provi e

Sh
., compliant life and general insurance (Takaful)

Islamic equity funds and the an a-

. .

the development of the Islamic financial

introduced in the late l990s also gave iillir 10

.111cltision of Islamic index.es in major stock
. ht . bout the

system. The 21st century b1oug ª
.

.

) The retail product offerings oflslam1c
d Standard & Poor ·

exchanges (FTS E, Dow Jones, an '

.

h d of sales, the buyer of the object
les) Under this met o

syste111 include Murabaha (coSt plus sa
.

h t
• to be financed; the buyer

d the object t a is
.

. lier purchase
15 aware of the price in which the se

.

t The Musharaka is the joint
•

•

I 1irice
of the obJeC .

. . t the or1g111a .

Pays a percentage in add1t1on °
. here one partner gives money

. k' d of partnership
w

.

special
in

Venture partnership. Mudaraba 15 ª
14



to another for investing it in a comm .

erc,a1
enterpr'

"ºsed on rules that are in acco d

ise. The
sharing of fi .

Vo r anee with Sh .,
pro ,t and losses 1s

ari ª· The S
¡

for111S of finance are rarely used .

ª am and lstisna (Islamic F d )m Islamic bank¡ ,
.

.

orwar s

·

h d
ng, as

11 is forb'dd
sell obJects t at o not exist, althou

I en under Islamic law to
gh they help 'd .

ª1 with specifi
Murabaha. the seller (i.e. the Isla .

b

ic types of business. Under
, 1n1c ank) . •nus\ possess ownershi .

time in which the buyer agrees I b
.

P of the ob¡ect. as at the
o uy it (leroen, 2005 . .

). Exceptions given in Islamic bankin
under these two contracts account ?

.

g
o, n1.¡ny lsl.¡111.

.

· ' ,e mortg.Jges (Jeroen, 2005). Sukuk Issues
and Takaful (Islamic Insurance) con rts I lite the bulk of Sh .-, ·

.

•

"11 "compliant investment offerings
of Islamic banks (The City UK, 2011 ). Tile convcntirn

I b k
.rn an s provide an array of retail

products which include Tenn Deposit ¡

·

I

·
.

11 lle 1 is " deposit with a precise maturity date.

Mortgage is an advance collected from tile b·, ik ? ti .

I
, 1 or 1e pt11c 1ase of a property. The money

borrowed is paid back with interest over an anr,·ect per·,oct of ¡·1m d ¡

·

h, " , e an securec against t e

property. In lhe event of default, the bank sells the prope11y in order to retrieve the

outstanding sums (The Money Advice Services. 2011). The Savings Account is devised for

pooling medium to long-term capital. The customer is free to withdraw and deposit money

from and into the account. Cash is easily accessible from the savings accounts. Current

accounts allow customers to transfer and distribute money to each other; it allows the access

t h d d ft f ·1·1 Several investment products are also offered includingoc eques book an over ra ac1 1 y. '

k d b d issues investment management and advisory
the guarantee of the sale of stoc an on '

.
.

.

I
t activities such as mergers and acquisitions. Under

services to corporations on capital mar rn

.

t money in the future. Institutions that
.

d d presently agams
conventional banking, money 1s tra e

.
.

. !ved in large speculative transactions,
. d' arkels are ,nvo

Participate in conventional ere 11
m

•

¡ fl
. . bility. These international capita ows

. . ble source of insta
Which usually turn to a considera

. ffect on other markets
.

.
.

de spread contagion e

esul1111g
in WI

may endanger the world economy r
1

lamic banking on the other

f 2004). Under s

f
I

n and /\usa '
.

roin a single debt market. (Sa ma
d'l ale of goods and services.

hthecre15
h d d except throug
ªnd, debt by its self cannot be tra e ·

15



T

fhe value of the debt is determined b y the equilib ·

d d
nun, mark

the deman an supply of goods and .

·up rate, which is derived frõm
services on cred'

possibility
of large and sudden mov

it. Under this credit market, the
ements of d b

.

.
•

.

e t is limited h
economic wide spread instability

.

.

' 1 erefore the possibility of
IS restricted

I

.

·

nst1tutions that . .
.

markets are not allowed to car participate m Islamic credit
ry out specul ·

ative activities such as
.

. ..

Islamic financial markets hei d
gamblmg acttv1t1es that

p re uce activities that' endªnger the economy (Salman and
Ausaf, 2004 ).

2.5 ISLAMIC MODES OF FINANCE
Islamic finance is a financial sysiem thªt is based on adherence to the sharia or

Islamic law. It offers services prod t d
·

· uc s an instruments based on compliance to this

divine law.

Sharia prohibits the payment or acceptance of interest charges (Riba) for the !ending

and accepting of money, as well as carrying out trade and other activities that provide

goods or services considered contrary to its principles. Money in Islam is not regarded as

an asset from which it is ethically permissible to earn a direct return. Money tends to be

viewed purely as a medium of exchange. Interest can lead to injustice and exploitation in

·

d f ¡¡

· Islam they include the following·
society. There are several mo es o manee 111

'

.
• ale on mutually agreed profit. Technically, it is

2.5.l MURABAHA: Literally, 1t means as

.
. ll'r declares his cost and profit. Islamic banks have

a contract of sale 111
which the se ?

•11
As a financial teclinique, it involves a request by

adopted this as a mode of tinanci g.

,

d for him. The bank does that for a

h se certam goo s

the client to the bank to pure ª

2.s.2

definite profit over the coSL
,

1 a specified lawful
d Proposed

usufruct agams
f known an

IJARA: Is a contract O a

b efit proposed to be taken, or

. . the service or return for the en

. .

return or consideration foi
I

ords !jara or leasmg 1s the
ded In ot1er w •

. sed to be cxpen
.

for the effort or work P1 opo

16



2,5.3

transfer of usufruct for a .

consideration Which .

h. d
· IS rent ·

t 111gs an wage in case of h"
.

1n case of h'
.

iring of p
iring of assets or

ersons
!JARA WA IGTINA· A

.

·

contract und
. .

er Which an Islamicbuilding or other assets to th .
bank finances equipmente client against.

,

.

an agreed re
t Iundertaking by the bank or th _

n a together with a unilateral
e client that at the end of the .

in the asset would be tr fr
lease penod, the ownershipans erred to the lessee. The u

,

. ndertaking or the promise doesnot become an integral part of ti .le lease conlnct t k
.

' 0 ma e it conditional. The rentals aswell as the purchase price . _,
1•

_
_,lle 1xcd
111 ,ueh manner that lhe bank gets back its

principal sum along with profit O , • ti
.

1 er 1c period of lease.

2.5.4 ISTISNA' A: It is a contractual a, - e' 'giecment ,or manufacturing goods and commodities

allowing cash payment in advam:c and f 11ture delivery. A manufacturer or builder

aggresses to produce.

2.5.5 MUDARABAH: a form of partnership where one party provides the funds while the

other provides expertise and management. The latter is refereed to as the mudarib.

Any profits accrued are shared between the two parties on a pre-agreed basis, while

loss is borne only by the provider of the capital

2.5.6 MUSI-IARAKAI-1: Musharakah means a relationship established under a contract by

•

1•

.

1 aring of profits and losses in the joint business.
the mutual consent of the parties 01 s 1,

. lslrnníc bank provides funds, which are mixed with
It is an agreement under which the '

.

.

nd others. All providers of capital are entitled to

the funds of the bus111ess enterpriseª
.

ly required to do so. The profit is

. , . ment but not necessari
participate 111 manage '

•

b b each
d tios while the loss 1s orne Y

. re-agree ra ,

distributed among the partners 111 p

.

a ital contribution.
. .

, to respective
e p

partner stnctly 111 proportion
n,ent for goods which are to be

. ·efers to advance pay
.

BAI AL-SALAM: Thts term I

the goods are in existence at

b effected unless
sale can e

I I

delivered later. Normally, no
n exception tci the genera rue:

. f sale fonns a
.

::•

' .

. But this type o
,_,.

' .

-

the time of the bargalíl- _
,: , ·,.,,

·

,•' .

2,5_7
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provided the goods are .,
fiue 1ned .

1a11, lhe JaLt u. .

type of sale are mainly t
.

1

deliveri is li?ed Tl
.

ang1ble things b

·
· le ubJccts uf this

Ut exclude
as monetary values Ba .

gold or silver as th· rnng these 8 .

ese are regarded
,

' a1 Salam covers
capable of bemg definite! d

.
almost all things which ay escnbed as t .

re
0

quantity qualitOne of the conditions of this t

·

Y and workmanship.

.

ype uf contract is advance a . .

reserve their option of .
.

.

P yment, the parties cannot
iesc1ndmg it but the option of .

.

defect in the sub· .

revoking 11 on account of a

?ect matter is al!o11 'd
1

.

e
l IS also appl' d tie O a mode of financing

adopted by Islamic banks. 1

.

t 1s usuallv a
1· d

•

· 'pp ie m the agricultural sector where the
bank advances money for various inpuis l

", •"receive a share '"the crop. which the bank
sells in the market. This kind of sal,' e (saiam) also used nowadays as a mode of

financing that is also called 'Parallel Salam'.

=

2.6 REVIEW OF ISLAMICAND CONVENTIONAL BANKING PERFORMANCE
Islamic banks which tend to be gc11crally smaller than conventional banks are likely to

be less efficient since technical et1icicncy tends to increase with the size of a firm in the

banking industry (Bhattacharyya, 2012). The investigation by Jaimes, (2012) compare the

performance of Islamic and conventional banks prior to, during and immediately after the

2008 financia¡ crisis (2004-2009) using dato envelopment analysis (DEA) and found no

•

b conventional and Islamic banks when
significant difference in mean efficiency etween

. . on frontier. However, the result of the use of the

efficiency is measured relative to a comm

I

. banking system is less efficient than
M ts tlYit the Is am1c '

eta-Frontier analysis (MFA) sugges '

. . .

.
.

t the presence, if any, ofs1milanty
d (20 I 2) 111vest1ga e

the conventional one. Siraj and Su arsan
d I I

· banks in
tional banks an s am1c

. 'ndicators of conven
in the growth of chosen performance

I

d ·x Islamic banks and six
. The study selecte s1

the G
·

¡ (GCC) region. kulf cooperation counc1
_

. vealed that Islamic ban s

. The analysis re

.

I ratio analysis. .

conventional banks using financia .

I b nks registered growth m

Convenuona
a

tion·il banks, .

hare more equity financed than con ven '

d profitability
on account of h1g er

h'eve improve
rev . ould not ac i

enue during the period, but e

18



y

visions towards credit losses and
i

.

pro m
Painnent lo sses 1'he

. et al.(2012) show that the Isla .

·

results of the studR)'I 1n1c
financial Y conducted by

. .

' system is less ris.
h

conventional financial system ln .

--
· ky and more profitabl thte ·

practice, Wasee
e an

m, 2008 sub,
•

almost the same as those of
nits that its costs of fundingare

conventional b k .an s since
·

d"'inistrative costs and share of p fi
interest rates in lieu ofª'" ro1tarea1, so as relevant to

I I

.

ent·,onal banks
s am,c banks as they are to

conv
, .

The effects of the global crisis
1 1

on
s an1ic and e •

onvent1onal banks was the
comparative study conducted bv Hasan d D •ct·

• an ri 1 (201 O) which examined the impact of the

financial turbulence on their profitability crcd·t. d·
'

1 díl asset growth. They report that the style
of debt creation feature of Islamic bankino business d I h I d¡·

•
."' 1110 e e pe 1m1t the adverse impact on

profitability. In foct, Islamic banks' credit and asset growth performed better than those of

conventional banks between 2008 and 2009. However, Jill et al., (2009) contend that there

are no fundamental differences between the Islamic and conventional financial systems. The

disparities are only operational since both systems are geared towards the provision of

services to their customers following the rules and regulations of whatever state they operate

in like the Financial Services Authority (FSA) in the UK.

2,7 REVIEW

i

OF EMPIRICAL STUDIES ON ISLAMIC AND

CONVENTIONALBANKING
d the profitability of Islamic banking

.

1
d' s use conduele on

A number of empírica stu ,e
,

I

. banks have been judged by using
. .

I
erformance of ls am1c

btismess in different countries. Tie P
1· s (Samad

.
. . ·atios, risk and solvency ra ,o '

. T ratios l1qu1d1ty
,

different key ratios like profitabi ,ty '

.

nal sis to depict the overall

bal (2011) made trend a y
.

and Hassan, 2012). For example, lq
.

1 banks. According to him,
I

convent1ona
ni pared to tie

bTPerformance of the Islamic banks as co
II capitalized.

Their profita I ity
- ble and we

ble Prof1taIsl · "· ly sta ,

arn,c banks in general are ,air
.

b king.
dards in an

r

· · ational stan
atios compare favorably with intern
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Hassan and Drid i (201 O)
exa1nined the

nventional
banks during the rec performance of

1 1

.

co ent global er' .

s am,c banks and
. .

.
is1s by lookin

rofilab1l1ty,
credit and asset growth

g at the impact f h
..

P , and exte
O t e cns1s on

.
.

. rnal
ratings in a r

¡\\'O types of banks have significant ma k
g oup of countries where ther et share. Their .

d d. ff analysis sug
were affecte I erently unlike the C .

gested that Islamic Banks
on,en11onal B kan s. Factors

I

business
model helped limit the adv .

re ated to Islamic Banks'
erse impact on ..

profitability in 2008 Tl
.

.

owth performed better thus .
.

· ieir credit and asset

gr
·

• contnbut1nu lo C
.

. .

" inanc1al and economic stabilitv than those of
Conventional Banks 1n 2008-2009 fat.

1

.

•

·
· crna rating a , •

·
,

' 'gcncies re-assessmentof Islamic Banks'
risk was generally more favorable.

=

Samad and Hassan (2012) evaluated the ?
.per ormance of Islamic banks in Malaysia in

terms of its profitability, liquiditv. risk and solvenc, F'
·

1

•
.- ) . maneia ratios were applied to measure

these perforn1t111<:cs. A co1nparis,m bct\\crn 1hc blarni.: banks and eight other cunventional

banks was also made. The study revealed that Islamic banks made significant progress on

return on assets and return on equity during I ')84-1997. By far the most impressive argument

in favour of Islamic finance has been that it integrates the financial sector with the real sector.

The debt propelled conventional system fails to do so. ln the Islamic financial system there is

d' t every financial asset. Not so in the
an existing or potential real asset correspon mg O

-

. b ed on or derived from other debt based

conventional system in which financial assets as

more vulnerable to speculation leading
fi

.

I
I

-

I

. making the systemmaneia assets go on mu t1p ymg,
.

I
t spreads to the real sector affecting

.
.

.
.

. the financia sec or.
to mstabilitv. Instability origmatmg in

·

. . tandards. Another great argument

b rodu"tion and livings
alance of payments, employment, P

'

T (Siddiqi 2013). It was
t 'bution to stab1 ity .

i

.
• ossible con ri

n favour of Islamic finance 15 its P
t ble than one dominated

•¡¡ be mores a

fit sharing w,

shown that a financial system based on pro 1

fan interest-free syStem
tin favour o

b h???? '

y debts. This was an addition wt e
that had more resonance ma

d f: jrness, one

b d on justice
an a

asect 011 profit-sharing that focusc
I)? 201 -

w
• •

(Abdul
Ga,()Of,

Orlct experiencing great instabthty
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iii

Al-Gazzar (2014) also stud·led finan .

cial Perfo
ks

in the MENA & GCC region
nnance of Islamicbilfl

between th .

versus conventional
k f

e period 200
CAMEL

framewor o the
measuring b 9-2013, the st d

ank-specifi
u Y used the

IC Perform
erforrnance of the top listed banks anee; he also tested the fin .

I
P

on external anc1a

macroeconom. .

111easure111ent
proxy. The study test ?

ics variables using GDP as ae" lhe d""'i.,erenccs in

¡\NOVA, regression analysis was
I

performance using one-waya so used to ex.
.

, amine the major
Profitability

of banks in region "i .,·
. 11nuings

de term in ants of
revealed that 1 1

.

' s amic banks outperformed
conventional banks in terms of capital .,

aucquacv asset I"
.

·' · qua ity, management quality and

earnings quality, although thev had -1 wc·ik,. I" ·ct·
. '

' ?1 iqu1. ity position in comparison lo conventional
banks. There was also a significant statis1ic-i1 d"ff,- .

'
1 cicnccs that existed between Islamic and

conventional banks in terms of capital ad, . .
• , cquac,. management quality and asset quality

Jaffar and Manarvi (2011) collate and examined performance on conventional and

Islamic banks functioning in Pakistan by using CAMEL test during 2005-09. Five banks from

each sector were chosen to compare and measure their performance. Various ratios were

employed to estimate every factor of CAMEL. Study concluded as Islamic banks acted better

in holding appropriate capital and superior liquidity whereas conventional banks pioneered in

.

tl ·bule towards both types of banking was
earning ability and management quality. Asset a n

.

d slightly small debt loss ratio due to

nearly the same while conventional banks regiStere
·

i
i

enhanced debt recovery policy. •

erformance & efficiency of Islamic

(2011) construed the p

Akhter, Raza, and Akram
.

ti ncial ratios under
Th used nme ma

b
. . anks in Pakistan. ey

ankmg with private & pu bite b
•

.

1
ar statements were taken

.

1
·1e "006-10 tmancia ye

r
.

. d·t risk w11 µ
•

1Gt11d1ty risk profitability and ere I

h ets used Trend analysis
,

.

e statements
and balance s

e

.

from banks. To check the trends of 111com

difference seen amid Islamic &
. not much

'"· .

I
ded there 15

I

· of Islamic
""-'1 10 their study. The paper cone u

sheet trend ana Ysts

.
. The balance

Co f rofitabil1tY- . rne statentent.
nventional banking in respect O p

d analysis of meo ·

·n tren
b

.

d ¡j"ference
I

•n? showed good trend and there 15 no
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i
?

i
Wasiuzzaman and Gun

asegavan (20 I') .

•
.

J
invest'

nvenuonal banks in Malaysi
igatect the f,

,o a and found that b

per ormance of Islamic and
oard ·

banks
are comparable with conve r

Size, ROA and bn ional banks Th

ank size of Islamic

I. 1· 'd·

· e results al

assei qua ity, 1qu1 ity and operati
I

so found that .

ona efficienc
capital adequacy,

Y Were bette r,
Usman and Khan (2012) .

r or Islamic banks
regarding lslami

.

c and convenr
,ear 2007 to 2009 concluded th I

ional banks in Pakistan for the
.

a groll'th dan rrolitabT
compared to conventional banks \I

I lly of ISlamic banks is higher as
. l so lsla111 ic bank.

I

.

s Jave higher liq ·ct·

conventional banks. Another simil
ui 1ty as compared to

ar study carried out b . M} ughal (ZO l 5) in Pakistani context
for the years 20I0-2014 evidenced li .

_l,ll prolllabilitv r .

·
0 conventional banks is higher than

Islamic banks.

•

Manarvi (2014) evaluated lhe pcríonnnnce f I I

.
.0 s amic and convenllonal banks of

PakiSlan through CAM EL test during the period of 2005 to 2009 and revealed that Islamic

banks performed better and having high liquidity than the conventional banks.

Ansari and Rehman (2015) compare Ii ve Islamic and live conventional banks in order

to analyse their tinancial performance during 2005 and 2009. For 1his purpose, lhe study uses

return on assets (ROA) as a proxy and it is measured with other explanatory variables to

measure the financial performance of banking industry. Descriptive statistics, correlation

mat
·

d F d
· tlie impact of explanatory variables. The results of

nx an •-value are use to examine

fi
•

. ti na! banks are consistent with the previous
manc1al comparisons of Islamic and conven °

.

•
•

1 Jerformance of Jslamic and conventional

studies like Sehrish (20 I 6) compared the t1nancm I

has selected six financial ratios in order to

banks in Pakistan from 2007 to 201 l. The study
.

The results show that Islamic banks

m k
banking systems.

a e a comparison between the two
1

efficient in expense managemen as

.

in loans and less

are less risky in terms of dealing
. the problem that lies with the

This is owing to

conipared with the conventional banks.
. ues during 2007 to 2011,

o
es Jite the increase in reven

.

Perating expenses of Islamic banks. D •I
h. h has puta barrier to lsla1111c

h eater W ic

lh
were Ill uc gr

e ex h
· revenuesPenses to generate t ese

zz



J¡s'
efficiency. Nevertheless .

¡¡¡¡!1
, no sum¡'fi"'" icant d'fti

ft,oth
the banking sectors.

1

erence has bee
o

n found·

.
.

in the profitability

AmJªd (2013) investigate the
perform

.

anee of Isl
.

pakistan,
TbJS study has selected fo I

am1c and conve ti'
1ur slamic and

n ona banks in

st. d
conventio

I

atioS
were e 1mate to measure th

na banks and th' .

r
ese perform .

irteen financial
anees m term

and solvency, as well as capital ad
s of profitability liquidity

.

k
equacy. The d

,
,

ris

ata were extract d

fina11cial
statements for the period f

e from annual reports and
0 2008 to 20 1 l. To test the ·

·

differences of these ratios indep d

significance of mean
, en ent s

1amp e /.lest and ANOVA
k T

were used between and

among ban s. he study has concluded th .

at Islamic banks hav
,

.

e proven to be more liquid, less

nsky and operationally efficient than co ·

nventlonal banks.

2.8 CONCEPT OF FINANCIALPERFORMANCE

Financial analysis is structural and logical way to present overall financial

performance of a financial institution. It's also help to evaluate and decision making for

business operation. In financial analysis process ratio analysis is the most dominant and

logical structure to help business related stakeholder. Under the financial ratio analysis

process there are few categories to identical area if financial institution. So business

stakeholders try to concentrate to get overall busirress overview from profitability, liquidity,

.

. These ratios not only help to decision making

asset management and solvency ratio analysis.

.

.
. nd rofit raising related factors. To calculate this

process also emphasized on nsk avoiding ª P

d. tivity and other sources. The rations

.

? bank tra mg ac

ratto need to take quantitative data ,rom

.

de endent variables.
can be classified into dependent and in P

b financial management

k's perfonnance
y

M . sure the ban .
.

.

any mdexes provided to mea se of financial ratios 1s quite

In literature
the u

theories. To use the ratios is one of them,
ted that banks regulators also used

.

(Z000)
also sta

common and extensive. Sainad ªnd Hassan
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_ cial ratios to evaluate bankunan s Perfo,_. .,,anee Th·

I
·

· ere arellSe of financia ratio for appra·
.

tnany eviddie
1s1ng ba ? L en ces found

111 t 1.

'"'-"
Perform a avorsanee. (Saleh .&

Ze1tun, 2006¡2.s.1
PROFITABILITY RA.Tios:

Generally, accounting profits are the d.,.,.luerence betw
profitability is considered to be the .

een revenues and costs.niost difficult attributes of fi· ª inn to cone t
1· dmeasure (Ross, Westerfield, and ln!Tc 10 ep ua 1zc an to

- 05). The financial ratios..

, .

<lre used to assess the ability0¡ the busmess to generate cammgs in .

coinpanson with its
11

· a expenses and other relevant
costs during a specific time period. Prolitabilitv nt· .' ' tos nrc gcncrnlly considered to be the basic
bank financial ratio in onlcr to evaluate how w II l k

•

. .e ian 1s perfonnmg m terms of profit. For
the most part, if a profitability ratio is relatively higher as compnred to the compctitor(s),
industry averages, guidelines, or previous years' same ratios, then it is taken as indicator of

better performance of the bnnk. Study applies these criteria to judge the profitability of the

two banks;

(a) Return on assets (ROA) ROA = net of pro lit after tax/total assets,

(b) Return on Equity (ROE) ROE= net of profit after tax/shareholders' equity.

. ER- p fit before tax/operating expense
(e) Profit to Expenses Rallo (PER) P - ro

fitability below stated ratios are
ln order to know how the bank is performing relevant to pro '

'

regarded as primary bank ratio.

Return on Assets (ROA)

Net profit after tax

---
Total Assets

l
d llar it invest in assets of

. er tax for cae l o
.

I . 's earning aft
I. her (ROA) rallot ascertains that as much 1s firm

.

5 If a !inn bas ug

·t net earning ·

fi . ts per uni
. ronnance.trnilbank Thus it is the given asse

managenal per.

sets and better
th

.
.

.

·1· tion of as
en it indicates efficient utl iza
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Return on Equity (ROE)

Net Profit after tax

----
Total

Equity

Return on Equity (ROE) is the i

.
.

nd1cation of ti
ft k.

.
le

profitability b
la er ta mg mto account all

e ong to shareholders of firm' expenses & taxes (V
.

an Home& w hhigher (ROE) then it cons·d l
.

ac owicz, 2008). lfa finn lms
1 er )etng e

prc,ernblc mann .

Profit Expense Ratio (PER)

' gcnal accomplishment.

Profit before Tax

Operating Expenses

It is evident from the formula that it is
.

. .the md1cat1onof the operating profitability of firm as

compares to total operating ex Spenses. amad and Hassan (2012) asserted that higher (PER)
for a bank indicates that bank is eílicicnt with regard to its cost wh ·,le maki· 1

·

1 Iing 11g 1er pro its.

2.8.2 LIQUIDITYRATIOS:

Liquidity ratios indicate the ability of lhe firm to meet recurring financial obligations.

Liquidity is important for the firm to avoid defaulting on its financial obligations and, thus, to

avoid experiencing financial distress (Ross, Westerfield, Jaffe 2005). In genernl sense, the

higher liquidity ratios mean bank has larger margin of safety and ability to cover its short

tenn obligations. Because saving accounts and transaction deposits can be withdrnwn at any

t. ti
•

1

•

1 ¡· ·d·ty ri'sk for both the banks and other depository institutions. Banks1me, 1ere ts 11g 1 1qm 1

. . . . bl cially when withdrawals exceed new deposit si¡,'llificantlycan get mto hqrnd1ty pro em espe •

.

d & Hassan 2000). Measures of liquidity arc:
over a short period of ttme (Sama '

.

) LDR? loan /deposits.
(a) Loan to Deposit RatIO (LDR ·

sit Ratio(CPIDR). CPIDR = Cash and portfolio
(b) Cash & Portfolio Investment to Oepo

investment/deposits.
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(e)
Loan to Asset Ratio

(LAR) -LAR-L-
oan flo1,oan to Deposit Ratio

(LD.R)
tal Assets Ratio.

Loan

----
Deposit

Here in this study a loan is tak en as
advances in case ofcase of Islamic banks. Because Isla . conventional banks and financing inmie banks can't extendIslamic banks are while condu r .

loans and earn (interest) Riba.e Ing their bank·mg operations al bprinciples. Thus Islamic banks .

so ound to follow shariah'scan invest their deposit pool in onldifferent Islamic products B k .

Y one way by offering. an s considered bein
I

.

r "d'ty
.

h I

g ess risk, low profits and excessive1qu1 I Wit ower (LOR) as compared to ban
.

.

, .
.

k Wilh high (LDR). If a bank has high (LDR)
then it is an Indication that bank is tal( fi

.

mg maneia! stress due to its excessive loans and infuture may have to sell loans at loss to meet depositor's claims.
Loan to Asset Ratio (LAR)

Loan

Total Asset

In this ratio the liquidity condition of the bank is taken into account in terms oftotaJ assets,
So it estimates lhe investment in loans (financing) with regards to percentage of total asset of
lhe bank. The liquidity of the bank will be low if the liquidity ratio is higher. So the bank is

deemed to highly liquid with low (LAR) collate to bank of higher (LAR). It means that there

Will be indication of high profitability with higher (LAR) and more risky.

Cash and portfolio investment to deposit ra!io (CPID)

Cash and Portfolio Investment

Deposit
.

(CPID) is another ratio to measure liquidity ofCash & Portfolio Investment to Deposit

confidence and trust if a bank have
•¡ ) show morethe bank. The customers (deposi ors
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higher ratio because it ind.icate better ¡-
·

.

iqu1d1ty conditi
lower (CPIDR). on of bank as contrast to bank of

2.8.3 RISK AND
SOLVENcy

lt<\rros:This is a class of ratios th
1a

measures the r· k dis an
solvency of the firm. These ratios

are also referred to as
gearing debt fi .

' or mancrnl
leverage ratios. These ratios determine the

probability that the fínn default on its d Ite' contacts. The more the debt a füm has the higher
is the chance that fínn will b Ccomc unable to fulfill its contractual obligations. In other
words higher levels of debt can lea I 1

¡

·

I
· ·

-
·

I

'

'
, t o ug ier

probability of bankmptcy and linanc1adistress. Although, debt is an important fom1 of financing that provided significant taxadvantage, it may create conílict of interest between the creditors and the shareholders(Ross, Wedsterfield, and Jaffe 2005). If the amount of assets is greater than amount of its alltypes of liabilities, the bank is considered to be solvent.

"Deposits" constitute major liability for any type of bank whether Islamic or
conventional. To gauge risk and solvency of lhe bank, measures usually used are:

(a) Debt-Equity Ratio (DER). DER= total debt /shareholders 'equity.

R
.

(OTAR) DTAR =Total/total assets.
(b) Debt to Total Assets al!o ·

. .

(EM) EM = total asset/shareholder equity(e) Equity Multiplier ·

.

b I ng to risk and solvency measure of the firm.I e these ratios e oAs it is clear from t 1e nam

.

.

ti er names of risk and solvency milos.b earing ratios are o 1Financial leverage or de ts, g '

.

fb k following usually are used.ratios o nnTo measure risk & solvency

. R t' (DER)Debt to Eqmty ª '0

Total debt

Shareholder Equity

.

ed b the financial insti1J1tionsand itla which is us Ybove form u

th b Tt f ti e

As it is clear from the a

It is also use to check e a I , Y o i
debt use by the firm.

measure the extent of the
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II

capital of a ban!<t
1

o s1ow th e capabilit
asset value decrea .

Y to absorb¡¡ .

se or nught credito
tnanc1al shocks. In si

.

provide the shield .

rs default the
tuatton where the

against
n comes th

any loan losses~

e bank capital which

Debt to Total Asset R .

·

atio (DT AR)

Total Debt

--

The above fonnul h

Total Asset
a s ows that it me•,1surcs the tol'll

amount of total debts. If a lim
' asset finance by the finn by using the

.

l has higher (DTAR rn

eqmty financing has fi
) cans that bank as compared to

', nanccd its

'

.

. most assets lhrou •h d b
.

also an mdication that b k I

,
.

g e t and lughcr (DTAR) mtio is

an ldS mvolved in m .

.
.

.

ore nsky busmess

Equity Multiplier {EM)

.

Total Asset

Total Shareholder Equity

The above fomrnla shows that equity multiplier measure that as much time tot l
· a risset

are of shareholder equity. Generally it is considered that if value of the {EM)
.

b' l1s 1g t1an

it is greater risk for a bank.

2.8.4 EFFICIENCY RATIOS:

These ratios measure how effectively and efficiently the firm 1·s managing and

controlling its assets. These ratios indicate the overall effectiveness of the film in

utilizing its assets to generate sales, quality of receivables and how successful the firm is

in its collections, the promptness
of payment to suppliers by the firm, effectiveness of

the inventory management practices,
and efficiency of firm in controlling its expenses.

Higher value of these ratios is taken as good indicator which means firm is doing well.

Ratios used to measure efficiency of !he bank are:

. .
.

(AV) AU _, total revenue /total assets.

(a) Asset Utthzatton ·
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(b) Income Expense Ratio (I ER) Income to
expense. hincome earned per doll ts t e ratio that mar of

operatin easures amount of
g expense IERexpenses Operating

Efficiency (O .

·

-'total income/total operatingE) is the ratio that mexpense per dollar of OJ)eraf easures the amount of operatingmg revenu ¡
.

e. t measures man .
.

.operating revenues and .

agenal efficiency m generatingcontrolling its o .

peratmg expenses OEExpensesrrotal Operating R
· ? Total Operatingevenue.

This ratio gives us an idea th I h .ª ow
eflic1ently d fli

.

,
an e ectively a firm controlling andmanaging assets. If these ratios ha h.

1
ve ,g ter values then it is taken as good indication inother words the finn is

managing well F
11

.
.

· 0 owmg rallos are used for measuring the
efficiency of banks.

Asset Utilization (AU)

Total Revenue

Total Asset

The ratios indicate clearly from the above formula that how the firm is utilizing its all

assets. If (AU) is ratio is high then bank is said to generate total revenues by effectively

using its assets. Ross et al. (2005) concluded that the bank is said to be not using

effectively it's to their full capacity if the (AU) indicate lower value.

Income to Expense Ratio (IER)

Total Income

Total Operating Expenses

fi arned per dollar of operating expenses. If
t f income a ,rm e

Ratio indicates that amoun °

th efficiency and ability affirm in creating
. th it denotes e

a firm has higher (JER) ratio en

d to•its operating expenses.
more income when compare
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Operating Efficiency

Tota)
Operatin g Expenses

?Total Operatin g Revenue

The above ratio indicat
·

es amount f
,

o
Operating expenseIn other way 1t tells how ha ,

per dollar of operating revenue,nk IS efficient in it ,

, -
s operations If fi11 1s preferred over th h"

· ª mn has lower (OE) then
e igh becau ·

se it denotes that o e
,

,

operating revenues.
P ratmg expenses 1s less than

2.9 THEORETICAL FRAMEWORK
This study is underpinned by the foll ,

_

, , _

owing tbeones: Butter capital adequacy theory,
hqmd1ty-profitability trade-off theory a d thn eory of change,

2.9.1 Butter Capital Adequacy Theory

The theory was propounded by Calem and Rob (1996). The theory expounded that

capital adequacy ratio constrains the profitability of banks and that banks may prefer to hold

a "buffer of excess capital to reduce the profitability of failure under the legal capital

requirements, especially if banks capital adequacy ratio is very volatile. According to

0latunde (20 J 5), the theory postulated that poorly capitalized banks might be tempted to take

more risk in the hope that higher expected returns will help them increase their capital while

th ,

t xtend the frontiers of "Imprudent management policy'' by
e aggressive banks may try o e

Th I vanee of the theory of butter capital adequacy to this
operating with less capital base. e re e

. the aim of creating loans and making profits is exposed
study is seen in the fact that banks Ill

to risks which can cause financial in5tªbility ·
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z.9.2 Liquidity Profitability T
rade•off Th eory

The
liquidity-profitabil'tyI trade-off th .

eory is anothe hstudy. The theory postulated that
r t eory that underpinned thisa trade-off .

exists between th r . .

of banks, and that a finn ca
e tquid1ty and the profitabilitynnot Pursue th e two objectives of b

·

r uid at the same tim ·

th emg profitable and beingiq e Wt out
automatically affectin

.
.

g the other. Where banks aim for profitsit causes a reduction m the banks r ·a·1qu1 ity wher h' .
'

eas, igh hquidity affects banks profitability.Therefore, the theory presupposes that Wher .
. .

e hqu1d1ty coverage is constantly checked the
stability and soundness of banks can easil 6 d

.Y e pre etennmed.

2.9.3 Theory of Change

The theory of change is another theory upon which this study is hosted. Heider (2016)
in her study adopted the simple theory of change as a means of evaluation. She affirmed that

adopting the theory of change in an evaluation will shed light on success and failure, and that

by doing so better decisions are taken as regards to what should be replicated and what

should be stopped or avoided. It facilities taking corrective actions and hence achieves better

results.
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3.1 INTRODUCTION

CHAPTERTIIlu;E
RESEAR.c11 ME

TJlonoLoGy

Basically, this chapter
•

is
concerned .thwi the methods d

·

.
.and interpreting the data £ h

use m collecting, analyzmgor t e
study.

Specifically ·t .

l

·

f h ' 1 explams the research design thepopu anon o t e study sample .
'' size and t h

.

ec nique, source and method used in datacollection, variables of the study and t h
.

' cc niques used in data analysis.
3.2 RESEARCH DESIGN

A qualitative research design ¡ db ·

¡
s use as1ca ly when there are few or no earlier studies

to refer to or rely upon to predict an outcome; the focus of such study is to gain insights and
familiarity in the area of research for further investigation. The research is a comparative
study aimed at determining the significant difference in the financial performance oflslamic

banking and conventional banks in Nigeria. Data relating to independent variable and

dependent variable which include profitability, liquidity, risk and solvency and operational

efficiency obtained from past financial statement of the selected banks.

3.3 POPULATION OF THE STUDY

• f li the 20 conventional banks and the only ,. h tudy consists o aThe population of t e s

h nge as at 3 ¡
•1 December 20 I 8.

.
,

· StockExc alslam1c bank quoted on N1genan
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Table 3.1 Population ofth Se
tudy

SIN

T Access Bank

2 Cit0ib:;a::,nk;:------
.

3 Diamond Bank

4 Ec?o?BBãian?kk

_

5 FideJJitityyBB:ãan?kc
_

6 First Bank

7. First City Monument Bank ( FCMB)
8. Guaranty Trust Bank

9. Heritage Bank

10. Keystone Bank

11. Polaris Bank

12. Stanbic IBTC Bank

13. Standard Chartered Bank

14. Sterling Bank

? UnityBank

16. United Bank of African

17. Union Bank
?---18. Wema Bank

? Zenith Bank

2Q. JaizBank
. ---ns;cõiñ.ng)Source: NSE web Site (WWW•

i
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4 SAMPLE SIZE AND
SAl\,¡pL

3,

ING
TEcaNIQtJt

Sample size is the total n bum er of Ie ements of the .loser study in a research. It me . population that are selected for
e

ans
taking a Poti on frorn the total

1

·

•
fth whole population s popu ation as representative

0 e o as to have a rn
anageable size.

The purpose of the study purp
.

, 0s1ve sam r .P mg technique is used which give theresearcher a handful
opportunity to sel t frec om the population the data that will help him toexplain a particular phenomenon base on th e nature of the study. There are twenty-one banksin total operating as conventional banks in Nigeria as at 31th December 2018 that gives.thestudy a wide and open range of conventional banks to fonn a group for the study. A raffle

was conducted to have one out of tbe conventional banks and GT Bank came up because
there is only one full fledge Islamic bank in Nigeria named Jaiz bank ple. One conventional
bank (GTB) and one Islamic bank (JAIZ) form the sample size of the population.

3.5 Source and Method of Data Collection

i
i

· " fon obtained from published annual audited accountsThe study used secondary m,orma 1

xtracted from the Nigerian Stock Exchangeof the Two (2) selected banks. Data were e

These data were manually extracted from thefactbooks and the banks' websites.

eriod of 2014 to 20 I 8. Secondary datah esearch coverage Paforementioned sources for t e r

.
.

for the purpose of this research.
Was used to generate mformatlon

d their Measurement3,6 Variables of the Study an

. and are categorized into depended and
. d are financial ratios

. . . .
The variables of this stu Y

ariable. And hqmd1ty, risk and
the dependent

v

independent variables. Profitability as

.

ble. The variables are represented by
. de endent vana

t1i
·

ncy as m P
• k and solvency (RISK)Solvency, and operating e icie

) liquidity {LIQ), ns
t (ROA,

.

.

turn on asse s

sets current ratio, debt totheir proxies as follows: re
d by return on as '

d measure
atid operational efficiency (EFF) an
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equity ratio and assets utilizatio ,,,_n. , uese
Va.riabJ es are select dor robre company over a period of ti

e to compare the trends of tworne, and alsoweaknesses of both
company.

to measure the financial health and

3,6.1 Independent Variable

While there are numerous pe fir orrnance measur thres, ee are selected for the purpose ofthis study because of their potential irn pact on the dependent variable. Each of this measuresdifferent infom1ation about the
company Th .

· e variables are measured as follows:

1• Current ratio: This is measured as current assets to current liabilities ratio.
Current assets/CmTent liabilities

ii. Risk and Solvency: This is measured as total debt to total shareholders' equity
ratio. Total Debt/Shareholders equity

iii. Operational Efficiency: this is measured as total revenue to total assets ratio.

Total Revenue frota! Assets

3.6.2 Dependent Variable

. fit b'lity measured as net profit after tax to total assetsTue dependent vanable was pro 1 ª 1

PAT/Total assets.

3,7 Techniques of Data Analysis

h sed descriptive statistics, correlation• this researc u
f data analysts,For the purpose O

•

t've Statistics is used by theth data. Descnp 1

. to analyze e

and multiple regressions
her analysis, but simply to provide

f data not for furl
'b a set o '

¡
researcher to descn e

.
. between two or more variab es

the assoctallon
lation shows

.concise inf01mation. Corre
f one variable are accompamed by

. the value o

SUch that systematic
changes Ill

1
two variables co-vary from -1

how close Y
It shows

. the other,
systematic changes m
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(perfect negative correlati )on
through O (no

correia¡¡
)

correlation). In other words .
. on to +¡ (perfect positive' it is a techni que of

determining th d f . .

b tween two or tnore .

e egree o assoc1at10n
e

vanables The m .·

ªIll
objective of this method of detennining

correlation is to find out th e extent to wh'ich to two sets of ranking are similar ordissimilar.

MultipleRegressions

This shows the relationship between selected value of d b d I f (fi h' h
xan o serve vaueo y romw 1c

the most probable value of Y can be predicted for any value ofx, the relationship is expressed
as an equation that predicts a response variable from a function regressar and parameters. For
the purpose of this study, the ordinary least square (OLS) regression technique was used to
determine the relationship between the variables. The regression f6tmula is as follows:

However, the regression model of this study is expressed as;

ROA=f(LIQ, RISK, EFF) l

Where:

the banks in period t

ROAit = Return on assets for

e banks in period t

LIQit = Current ratio for th

. t' for the banks in period t
, equity ra 10

I ShareholdersRISK.it = Total debt to Tota
.

.

d t
. for the banks m peno

Total assets ratio
EFFit= Total revenue to

l e =·error term
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IP constant

b and b:i =
Coefficients of

independent
Variables

b1, 2,
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4.1

ClIAPtEn, Foun.
PRESENT A 'fION

ANDANINTRODUCTION ALVsrs

This chapter presents
analysi s and the

interpre .

. tation of data generated for thestudY- The chapter 1s
basically divid .ed into three bsu -sections apart from theintroduction, the next section presents ti d.' le

iscussion of results, while the last sectionpresent summary of the chapter.

4,2 DATA PRESENTATION

This section presents the analysis conducted on the data collected from the
annual reports of both Islamic and conventional bank quoted on the Nigeria Stock

Exchange for the period of the study (2014-2018). It presents the descriptive statistics,

correlation and regression results of the study.

4,2.I Descriptive Statistics Result.

. . .

tatistics results of the data generated onThis sub section provides descnptive s

. f ti e study. It provides the summaryvariables o 1fue dependent and independent

res of central tendency, such as.

I include measustatistics of the data collected whtc 1

.

1 e distribution) such as the standard.
.

(the spread oft i
lllean, and measures of dispersion

d t and the independent
. f both the depen en

d
.

.

d axnnum o
ev1at1on, minimum an m

.
.

for the dependent variables.

tive stat1st1cs
the descnp ·

Variables. Thus, table 4.1 presents
.

ºdºty Risk and Solvency and
.

bles (L1qu1 J '

vanaít>
•

d pendent1•\eturn on asset) and m e

on. .

-

.

) f the study.""rational efficiency o
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r ble 4.1: Descriptive Statist¡• cs of the \r .

ar1abJes

?s

RÍSJ(

EFFCY

Obs

? Stct. Dev.10 0.030
O .022

10 ?o ,998
O 7. 48

10 ?
O .561

10 0.061

Min Max

o.oos
0.062

0.416 2.579

2.868 4.755

0.042 0.084Source: Generatedby the resear h fAppendix 1
e er rom STATA 13.0 based on data in

0.0]4

i
?

I

From table 4.1 Return on asset for quoted b ks han s ows a mean of 0.030 with a minimumreturn on asset of 0.005 and ª maximum of 0.062. The standard deviation of 0.022 also shows
a low variation in return on assets of quoted banks during the period of the study. The table
also shows that, liquidity has a mean or 0.998, with a minimum liquidity of 0.416 and a

maximum of 2.579. The standard deviation of 0.748 also shows a high variation in liquidity
of quoted banks during the period of the study. Similarly, risk and solvency show a mean of

4 235
·

h
· ·

f 2 868 and a maximum of 4. 755. The standard deviation of 0.561.

, wit a mm1mum o .
,

.
. , . .

d f t d banks during the period of the study. Lastly, theshows a high variation m risk an o quo e

0 061 with a minimum of 0.042 and maximum ofoperational efficiency shows a mean of ·

1
aluatíon in operational efficiency of

0.084. the standard deviation of O.OI4 shows ª ow v

•

d f the study.quoted banks during the peno 0

4.2,2 CORRELATIONRESULT
.

Its of the independent variables
elation analysis resu

nts the corrThis sub sector prese
. table

ts the correlation
.

illld dependent variable: Table 4·2 presen
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fable 4.2

r
---¡õA¡
¡jQ
IUSK

EFFCY

Correlation Mattix Of the De? Pendent and IROA ----------
-

ndependentVariablesLIQ----=-=------ ----? RISI(?
0.656

0.269

-0.67! 1.000

·0.324 1.000sirarce: Generated by the research fAppendix 1 er rom 8TATA 13.0 based on data In

0.039

Table 4.2 shows the results of the correlation an
1

·

fa ys1s o retum on asset and the independentvariables. The result shows that there is perfect posi·t1·ve r ¡ t' h' b tw R A t
e a 10ns 1p e een eturn on sseand Return on Asset ( 1.000) and a strong positive relationship between Retum on Asset and

Liquidity (i.e 0.656). Result also shows that there is a weak positive relationship between
Return on Asset and Risk and Solvency (i.c 0.269). Also, there is a strong negative

ii

I

relationship between Return on Asset and operational efficiency (i.e -0.671).

Similarly, the result shows that there is perfect positive relationship between liquidity and

.

1

.

hi b tween liquidity and risk and solvencyliquidity (i.e 1.000) and a weak negative re atwns P e

.

ak positive relationship between liquidity and(i.e -0.054). Result also shows that there 15 we

operational efficiency (i.e 0.039)
.

k d ¡ y
. .

lationship between ns an so venc
5 3 perfect pos1t1ve re

Subsequently, the result also show
. ak negative relationship

I
1 0 shows that there 1s we

00) the resu t a sillldrisk and solvency (i.e LO

4)•

1
fficiency (i.e -0.3Z ·

b d perat10na
e

.

I

etween risk and solvency an °
. .

1 tionship between operattona
. erfect pos1

ttve re a
.

d that there is a pFinally the result has reveale

.

y (i.e J.000)
efliciency and operational efficienc

40



"t

I
A.2.3 Multiple Regressio ,.n

'"CSUlts
This sub-section pre sents regre .

ss1on anal .

impact of the independent v . Ysis result th
t

.

anabfes ª ts utiliz d
·on the

depend
e in

exrnnining thehypotheses. Thus, table 4 3
ent

variables th
t

.

Presents the
reg

.

. a Would help in lesting thercss1011 resultTABLE 4.3
REGRESSION "E

·

'" suers
?OA ?---- .

Std,1;:;-?-? ---?o?.o?w?-- 1 I?
RJSK

EFFCY

Cons 0.061

2.28
Source: Generated by the rcsc•,r

I fA d. l ' cicr ron¡ STATA 130 b.
I

,

ppen IX
• asee on elata in

0.027

F(3, 6) ? 24.31; Prob > F ? 0.009

R-Squared ? O. 9240; Adj R-Squnrcd ? 0.8860

Table 4.3 Present the regression result of Return on Asset and independent variables. From
the table, the result shows that liquidity has a significant positive impact on Return on Asset

with co-efficient value of 0.020 and P-value of 0.001. Result also shows that Risk and

Solvency has an insignificant positive impact on Return on Asset with coefficient value of

O 00 S. ·¡ 1 esult shows that operational efficiency has significant· 4 and P-value of 0.480. nm ar y, r

. .
. . efficient value of(-1.078) and P-vnlue of0.001.Püs11tveimpact on return on asset with co

4.4 DISCUSSION OF FINDINGS

. f 1
tl1esis oneInterpretation o 1ypo

_

C ventional banks are 0.416 and 2.579
ns of Islam1c and on

The liquidity coverage mea
I

ic bank when proportionately
I

. her than Is am
·

7 times ug
.respectively. Conventional bank is

continued to be provided,
. uidity coverage are

. that as hq
ªPPhed. This therefore means

41
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•

,.,,0ventional banks is
going t

,v
Obe7-

11nies
nsistent with the findings of Mco

ona
(2013).

pecision

higher than
lslanl(c bank. Th ·,s lindings is

As shown in lhe table ab' ove lhere is a ..
. '

Pos,t,ve
relationshi ,and conventional banks. The p_

1

P (0.0_Q) between Islamic
va lie of 0.0Q

I

1

.
.

<:
0.05, further

suggest .i
I

significant re at1onsh1p between
I ·I

.
·

Cu lint there is a
s a1n,c bank ¡-

.
'

1qu1dity covcrn·

l k
· 'ge mensures and conventional

deposit money Jan s liquidity nic",·tir. 1, '"·' c. ,cncc
1

¡
, ve l icrcíore reject lhe null hypothesis.

Interpretation of hypothesis two

The Risk nnd Solvency n1c·1n · r I ¡

·
' ' 0 s n1111c and Conventional bank is 2.868 and 4. 755

respectively. Conventional bank is 2 times higher tlian Islamic banks when proportionately
applied. This might have resulted due lo in ability of the bauk to invest in illegal inv?stmcnt
and consequently contributed lo lhe cnpilnl of the banks. Based on the

percentag?'above,
Conventional banks arc more exposed to Risk and Solvency than Islnmic banks. This is

consistent with the findings ofMubmnmml and Ifrnn (2011).

Decision

ti ere is a negative relationship (-0.004)As shown in the regression table above, i

0 480 > O.OS, ti,rther suggested thnt.

b ks The P-value ·between Islamic and convent10nal an ·

.

.

b·m risk and solvency and convenlmnal
.

1

.

between [s]am1c 'there is no significant relattons 11P
,

. •iect the null hypothesis.
d

.

we fati to reJepos1t money banks. Hence

i
i Interpretation of hypothesis thrcc

.

1 banks arc 0.042 and
.

d Convenuona '

???w?
.ti

•

ncy rnean
h. 1 er than Islam1c bank.The Operational ef icie

. banks is twice ,g 1

enttonal
. of conv0,84. This means that the efficiency
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I

. might have resulted due to the investment in all k' d
1.

fh1S m O profitable ventures. Based 011 lhe

perc•ntage
above conventional bank pcrfonn b t h

•
e ter I an Islamic bank in term of there

operation.

Decision

As shown in the tnble above there is a positive relationship (-1.078) between lslnmic

and Conventional bank. The P-valuc of 0.00 I, further suggested that there is a significant

relationship between lslamic ami Conventional bank. Which states that operational efficiency

has a significant effect on return on asset, therefore we reject the null hypothesis.
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5.1

CHAPTER FIVE

SUMMARY'CONCLUSION AND RE COMMENDATION

INTRODUCTION

This chapter comprises of ti 1e summary 1

.

.

, cone us1on and recommendations based on
the conclusion drawn from the study.

5.2. SUMMARY

This study aimed at examinin' tl d
.

· g ie etcrmmants of !inancial policy of quoted banks in

Nigeria. The study is divided ·

t r hm O ive c apters. A background is provided to highlight brief

explanation of dctemiinants of quoted b k
·

N.
. .

an s 111 1gena. Also discussed in chapter one are

statement of research problem, objective of the study, research hypotheses, scope and

significance of the study.

The second chapter focused on the view of conceptual literature, empirical studies and

theoretical framework related to the study. The chapter three addressed the issue of research

methodology used in data collection. Secondary source of data collection was employed,

where the data of two banks were obtained from their financial statements. It also covers the

research design which is quantitative, population of the study is 21, sample size and

techniques used in analyzing the data are descriptive statistics, correlation coefficient and

multiple regression.

ln chapter four, data extracted from the anmrnl reports and account of the quoted

banks in Nigeria are analyzed using descriptive statistics, correlation and multiple linear

regression. The hypotheses fomiulated were tested so as lo either reject or accept the null

hypotheses.
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s.3
CONCLUSION

Having appraised the interest free bankin d
.

g an conventional ba k.
conclusmn have shown that co .

.

'n lllg systcn1, tlw
nvent1onal banking system I

.

1ave more adverse ff
.

of perfonnance when compared t
1

.

· e cct 111 tcnns
o t IC interest free bank·

. .

mg system. To this clTcct interest
free bankmg 1s a better altemat,·\

t 1

'

' 'e o t 1e convc 1·
¡ bn mna anki ng system The •

l d I

· economy rnn
on y eve op and grow when tl , .

ierc is a stable monet
.

· ary syStcm which conventional banks

have failed to maintain inte t f b, res rec anking can provide this by designing its banking and

monetary policy with the elimination of interest. Tite systc1n also helps to eradicate the

economic ill sin the country M t
.

.

. .

· os operations 111 the convcnt10nal banks arc carried out with

absolute aim of maximiza!' f ¡¡ 1

. . .

' · ion O pro it t 1rongh charging l11gh mterest rate which docs not

favour the poor, contrary to the principles of interest free banking system which is concerned

with welfare maximization of the customers interest free banking display resources mobilized

by them in such a manner that the objectives or the society that can make productive and

effective use of bank finance have access for the banking system.

Since interest free banking is based on prolít sharing, it would invariably provide and

promote short-term interests free loan among others, to businessmen, government and private

sector in fonn of investment instead of lending.

The interest free banking should improve their product and services and capitalize on

opportunities of the markets that they can continue to growth and be a pennanent feature.

Staffs should be trained, this can be active by forming a fomm that would run courses on non

interest free and insurance. A lot of awareness campaign need to be carried out to eradicate

customers about interest free banking and investors too need to be assured of the profilabilíty

of interest free banking so that they will be rid of all doubt and be willing to commit their

resources to interest free banking.
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5.4
RECOMMENDATION

Based on the major finding ofth· IS study, the followin r

proffered:

g ecommendations are

a. The government should open ª full-fledge inte t
,res ,ree bank and conventional

banks should operate witho 1

.

u interest but with p fit 1 1

. .

ro I anc oss sharing scheme to

mamtmn social justice and enable the real sector have a means of financing its

business.

b. Findings from the stud , ,.
I ·d 1

.

Y rcvc.i e l ml the Islamic banks have high liquidity that

the conventional banks since they can-y surplus cash and other assets in

comparison to conventional banks holding hi¡;h nmounl of cash results to les.?

profitability. The Islamic banks should rc-strategize and get more marketing

personnel in order lo create awareness, especially to small and medium scale

businesses in Nigeria, this will help in boasting the economy as well as growing

activities in the counll-y.

c. The CBN promoters of interest free banking in Nigeria, deposit money banks and

other shareholders should encourage by way of sponsorship, human capital

development in the field of interest free banking; so as to forestall the likelihood of

1nanpower inadequacy in a fewer years to come. There are several seminars and

workshops continually being; organized and as well so many universities in the

middle-east and Europe are offering; fully ílcdge degree progrums ni all levels.

d. Most importantly, the CBN/othcr regulators and operators in the Nigeria Íll\ancial

system should collaborate in order to chart ways of dealing with the prosrc-ctíve

interest free banking in terms of financial transaction in all the financial markets.

e. The Islamic banking system in Nigeria is still at a developing; stage llll<l needs to

expand its business in order to cut across the.economy. There are quite a number
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of Nigeri3 Mushml- ,1111.I '"''' M11?h11t- 11ml 11111 111l11w itllhf! /1,1 1M, 11,w,;:.4 ?

interest free hm,l..m?. suK<' 1h,•1,, t?
11 !11"11011111 urnl u m11,?,c1 1•11 i11•1lil iuid l<">l>

financial produ.:t ml!.I tins iK 11 ¡tt\'Ul 11pp1111111111y 1111 1-htmu. ,., __ .,., •r.wm itl

Nigeria. It is quite <'\'llfonl lhnl 111h,ruMI free honk 111 f11111nu:: •• In t)lfflllef<JU6

advantages to stnrt with, il dlidcnlly 111111 clfocllvcly rdltie1111:4 1nvnubk lllfldt.

Islamic banking system .:nn offer nltcrnntivcK ni lhe m1w, fina,? kYd 'fbc:

social beneliL? are obvious since lhe poor nrc oflcn cxpl111tcd by tenda diarpoc

usurious rates often hy c01wcntio11al hnnks.

f. Operational and institulional challenges facing Islamic banks ín Nig.ena !ih<:,uld be

addressed. This is because lhcrc is n need for conventional banks IC• adopl some

interest free banking products so ns lo effectively and efficiently cal"I)· out dá

primary functions of financial intermediation. That is, the deficit spending umt

that requires funds to grow their businesses will not be skeptical in ?1u? a

bank.

g. It is also apparent that some cuslomcrs arc not properly infünno.i and exhtllit a

bias, claiming that interest free banking is an lslnmic s?-i;tcm only for the Musl?

the banks need to con-eel such wrong impressions 11ml mnk.:- sud\ .::,"-"l,'\tl? ª"'?

that interest free banking although lrns ii mol in lslmn is ''I"'" for all r<'<'f'I-' "''

operate not withstanding their bclicf/rcligilllt,

h. The public especially the weulihy im1ivillun1s sh11l11'1 hi\..(' th,, t'Sl<1"hst\m('?\ ,,f

interest free banking nK II chnllcn¡¡o, II hnH now flllÍlll"-11111111\\'IIIIIIIIh,_,11? I"'*'""-""'
in many counlrieK including N1111-M11Hll111 1'\llllllrit'? 111111 s11111,, "" tlw \,l?,,_,,.,1 ""''h

i. On this notc, the rcKcurchcr will lllw In 1t111011111111111I l\11th\'1 l\'lt\'lll\'II ,\\\ ll\ot>, ?

topíc and similor topic hui with n whhw 1111w11111,v ?111•h 11? ,l--'ll\?II, \\Ill.I -.?
management in bnnkK.
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APP£Nn1x I
TABLE OF V

ARJABLE:s

BANKS

GTB

CODE YEAR

1 2014

1 2015

1 2016

JAIZ

1 2017

1 2018

2 2014

2 2015

2 2016

2 2017

2 2018

ROA

0.0439346
LIQ

o.04140s12
o.s113s02

4.6153411
0.04267632

º·639869
4.

7548952
0.04228172

0.048S3435 o.
7036854

RISK
EFFcy

O.OSG1aa21
2.1611677

3.8810832
0.058480570.061S3675

2.5794599
4.2976981

0.059487810.01555933
0.5543428

3.9566469
0.065312930.0172914

1.0102393
4.6144793 0.083993250.00460327

0.7953152 4.5969274 0.072576690.0061516S 0.6095667 2.8674712 0.072119030.00769267 0.4160222 4.2924515 0.06508336

4-479644
0,04722029
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1. (/vii option or -set maxvar-) 5000 maximum variables

· import excel "C:\Users\OKPESON\Desktop\gfttfttftf.xlsx", sheet("Sheet1")firstrow

· summarize ROA LIQ RISK EFFCY

' Variable
I

Std. Dev. Min Max
Obs Mean

?

..

---------+- ---------------------------------,J
.0221829 ,0046033 ,0615368

ê' ROA
j

10 .0302897

'@ ,747838 ,4160222 2.57947
llQ

I 10 .9981078

11
RISK

I
4.235664 .5607433 2.867471 4.754895

·:,¡
10

,0839932
.0137687 ,0422817

EFFCY
j

10 .0609232
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. correlate ROA LIQ RISK EFFcy

(obs=lO)

LIQ RISK
EFFcy

+--------------------------
ROA

I 1.0000

LIQ
I 0.6563 1.0000

RISK
I 0.2694 -0.0539 1.0000

EFFCY
I -0.6706 O .0397 -0,3242

. Regress ROA LIQ RISK EFFCY

Source¡

ROA

df MS
--

----+---------------------------

----------+---------------------------

1.0000

SS

Number of obs=

Model
I .004092118 3 .001364039

Residua/
I .000336599 6 .0000561

Prob> F

R-squared

Root MSE

i

10

F( 3, 6) =
24.31

= 0.0009

= 0.9240

Adj R-squared = 0.8860
Total

I .004428717 9 .00049208
= .00749

ROA
I Coef. Std. Err. t P>/tl [95% Cont. Interval]

I

I

?(
I

LIQ
/ .0203982 .0033443 6.10 0.001 .012215 ,0285814

RISK
I .0035428 .0047111 0.75 0.480 -.0079849 .0150706

EFFCY
/ -1.077656 .1917376 -5.62 0.001 -1.546821 -.6084906

_cons
I

.0605781 .0265675 2.28 0.063 -.0044303 .1255865
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