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CHAPTER ONE

INTRODUCTION
L1 BACKGROUND OF 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. Is 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 shar:ng both in dividends
and lost, unlike conventional banking where interest is an integral part of the banking system.
Niger.ia is a mixed religious and multi-ethnic country that has come across with conventional
banking since 1894 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 MUSLIM BANK
WEST AFRICA LIMITED. This was ceased by minister of finance Chief Obafemi Awolowo
in 1962. Since then, Islamic bank was unable to surfuce until 1991 during the amendment of
other financial institution by (CBN). Also CBN granfed 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 untif 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 1991, 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 BOFID, 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 facilities 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 thal 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




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,
(010),

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. 1t 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 lo 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 ot haye clear
implications for total earnings, the capability to access market capital, or efficiency, higher
complexity in combination with the relatively young age of the Islamic 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.




12 STATEMENT OF RESEARCH PROBLEM:

. L
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 s its non-interest banking policies, controls and procedures
put in place are monitored to ensure proper performance.

1.3 OBJECTIVES OF THE STUDY:

The general aim of this study is to compare the performance of Islamic bank using sharia
Jurisprudent quoted on Nigetia stock exchange (Jaiz 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

Examine the effect of risk and solvency analysis on the financial performances of
Islamic and conventional banks

3. Examine the efficiency of operation of [slamic 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 impact on the financial performances of Islamic and

conventional banks quoted on Nigetia stock exchange




HO,: Risk and solvency analysis has no significant impact on the financial performances
of Islamic and conventional banks quoted on Nigeria stock exchange
H0;:  Operational efficiency has no significant effect on the financial performances of

Islamic and conventional banks quoted on Nigeria stock exchange
1.5 SIGNIFICANCE OF THE STUDY:

This research is significant to all stakeholders by providing clear picture of financial
position of Islamic 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 barking in Nigeria and regulatory bodies which include, (CBN,
Nigeria Deposit Insurance Corporation (NDIC) 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 [slamic bank and conventional banks in Nigeria. Thus, the study evaluates and compares
performances of the Islamic bank (JATZ BANK) and conventional bank (GT BANK). The
study covers a period of Five years (i.e. 2014 o 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.




1.7 SCHEME OF CHAPTERS

The organization of the study is “A comparative analysis of performance of Islamic
and Conventional Banks in Nigeria” is divided 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 the 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 framework. chapter 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 recommendation.
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CHAPTER TWO

LITERATURE REVIEW
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,

22  CONCEPTUAL FRAMEWORK

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, lgbal (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 [slamic 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 of 2007
and 2011 in term of liquidity, profitability, risk and solvency and efficiency . They concluded
that Islamic banks seem more cost-effectise. The Islamic banks are less liguid in comparison
with the conventional banks in terms of 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 crugial 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 (ransactions based on 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 z_md 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 on relevant standards set by international standard setting organizations like the
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s fraudy
After the second world was, €Conomic act;
actj

a result of inadequate capital

lent practices and poor management.
vities and with high export prices, many
nks grow up in the Niger;
banks g P 'ECMa economy between 1945 and 1947, four other indigenous bank
African Continental Bank (ACB) Agbenmagbe, Nigeria farmers and commerce bank were

established but only two were aple W su

tvive 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 but by 1975 most of them had gone to liquidation or
close down by the police or never started business at all. A lot 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

The establishment of the first interest-free bank in Bgypt in 1963 is considered the
official beginning of Islamic banking (Ahmad, 2014) and (Hadzi¢, 2005). In 1974, the
Organization of Islamic Countries (0IC) founded an 1B called Islamic Development Bank

i i i d providi
(IDB), whose goal was to promote economic development in Myslim courieles ancigroxi At
3

: ia. By the end of 1970s,
the funds for the development in accordance with the rules of Sharia. By th
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funds in business and trade €M banks helped 1Bs to direct the
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significance of Islamic finangiy mark
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arted to o

Western banks noticed the

ffer Tslamic financi
through so called Islamic windows, altracting neial products

the clj i i
¢ clients directly, without IBs” mediation.
Although Islamic fina i
Nce assets stj|| fepresent less than | percent of global financial
assets, and growth slowed somewhat in 20

17, the global 1slamic asset base grew from
approximately US$200 billion in 2003 t0 an estimated USS$2 trillion at the end of 2016. It is

projected by some industry experts to surpass the USS3 trillion mark by 2020
Islamic Finance indusiry s receiving the attention of most promoters in Nigeria.

Mentioning that the evolution of modern Islamic Banking in the country is 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 Plc 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, whercby an Approval-in-practice (AIP) was granted to
laiz International Ple. Concerning regulations of the system. several steps and processes as

y CBN, and by Janu;
well as co-ordinations locally and internationally were mede by the CBN, and by Janusry

: isi -i it
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bt and equity in financing projects.

flxed P centa ge o i terest is CXpected f
e 1ge s LXpected !!’OITI the
A debt

fi

2 hance. The Islami G
which is based on the teneis of “Islamic law (8 R
4w {Shari'a)

o Prescribes equity participation i
investment. A distinctive feature of Islamic 1 nE PR

; ) fnance is that it does not allow the creation of
debt through direct lending and borrowing of money or other f;
other fin

ancial assets. Debts can only
be created through the sale or leage of real assets through lease based fi
B e based fi

nancing schemes. The
asset which is leased or sold mys be real (bui

Iding, property, or any other physical
infrastructure) and the debt cannot be sold or

transferred to someone else (Ryu et al., 2012).
The broad objective of Islamic banking is to do away with unethical practices prohibited in

the Islam. The Islamic system prohibits investment in the followings: alcohol, tobacco and
pork related products, entertainment (hotels, gambling, 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 lslamic banking sector has been ignited
by the introduction of innovative products aimed at satisfying its customers. The Islamic
bonds (Sukuk) introduced in 1978 provided access o the capital markets. The launch of the

Islamic equity funds and the Shari'a- compliant life and general insurance (Takaful)

. 3 Islamic financial
introduced in the late 1990s also gave fillip to the development et i
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Murabaha, the seller (ie. the Islamic bank), m

fic types of business. Under

us \
t possess ownership of the object. as at the

under these tWo contracts account for many [s|

amic Mortgages (Jeroen, 2005). Sukuk Issues
and Takaful (Islamic Insurance) constitute the bylk of Shari’a compliant investment offeri
s stment offerings
of Islamic banks (The City UK, 204 1. The conventional banks provide an array of retail
products which include Term Deposit which is'a deposit Wil

I a precise maturity date.
Mortgage is an advance collected from the b

ank for the purchase of a property. The money

borrowed is paid back with interest over an agreed period of time and secured against the

property. In the event of default, the bank sells the property in order to tetrieve the 8
outstanding sums (The Money Advice Scrvices, 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
to cheques book and overdraft facility. Several investment products are also offered including

the guarantee of the sale of stock and bord issues, investment management and advisory
e o

Ly iviti s and acquisitions. Under
services ¢ tions on capital market activities such as merge q
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15 ISLAMIC MODES OF FINANCE

Islamic finance i T
‘ ance 1s a financial system that is based on adherence to the sharia or

ic law, i :
Islami It offers services, products and instruments based on compliance to this
divine law,

Sharia prohibits the payment or acceptance of interest charges (Riba) for the dending
and accepting of money, as well as carrying out trade and other activities that provide
goods or services considered contrary 1o 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
society. There are several modes of finance in Islam they include the following;

251 MURABAHA: Literally, it means a sale on mutually agreed profit. Technically, it is

a contract of sale in which the selier declares his cost and profit. Islamic banks have

dopted thi ode of financing. As financial technigue, it involves a request by
adopted this as a modt
P oods for him. The bank does that for a

the client to the bank to purchase certain g

definite profit over the cost: fruct against a specified lawful
T
d proposed usu
152 LJARA: | tract of a known &
5 + |s a contra

return for the penefit proposed to be taken, or
ice or

a . - serv
return or consideration for the

o be expend®

or leasing is the

‘ d. In other words, ljara
for the effort or work proposed
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fixed in such manner that the bank gets back its
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er the period of lease,

TISNA'A: It | )
1S It is a contractual agreement for manufacturing poods and commodities

allowing cash payment in advance and future delivery, A manufacturer or builder

aggresses to produce.

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

MUSHARAKAH: Musharakah means a relationship established under a contract by
the mutual consent of the parties for sharing of profits and losses in the Joti Uz e

It is an agreement under which the Islamic bank provides funds, which are mixed with

i ital are entitled to
the funds of the business enterprise and others. All providers of capital a
e funds of the
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i i ment but no neoessanly leqnued to do §O, fi
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) 10us iy e 16 o va v : s
¢ PULS 1o receive g share in the crop. which the bank
in tl arket. This kj :
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financing that is also called *Paralle] Salam’,

16 REVIEW OF ISLAMIC AND CONVENTIONAL BANKING PERFORMANCE

Islamic banks which tend to be generally smaller than conventional banks are likely to

be less efficient since technical efficiency tends to increase with the size of a firm in the
banking industry (Bhattacharyya, 2012). The investigation by Johnes, (2012) compare the
performance of Islamic and conventional banks prior to, during and immediately after the
2008 financial crisis (2004-2009) using data envelopment analysis (DEA) and found no

i nd Islamic banks when
significant difference in mean efficiency between conventional a

i ser. How result of the use of the
effici i d relative to a common frontier. However, the
lency is measure

i i tem is less efficient than
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a-trontier analysis
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P

IMpairy,
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AMie fingne:
ﬂn.mcml SYstem s lege
thie conventional financial systep, In pracy iy

'ice_ \N

Ry etal. (20[2) show that the Is

and more profitable than
aseem, 2008
) Submj i
7 i v o = MIts that its costs of funding
iol

nal banks <
5 S Since G, £ 4
agministrative costs and share of prog;, oot Interest rates in liey of
areg g S

0 as relevant
t .
conventional banks. 0 Islamic banks as they are to

The effects of the global ¢risis on sl
3 5

l amic and Conventional banks was the
comparative study conducted by Hasan

and Dridj (2010) which examined the impact of the
financial turbulence on their profitability, cregiy and asset growth. They report that the style
of debt creation feature of Islamic banking business model helped limit the adverse impact on
profitability. In fact, 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 (o their customers following the rules and regulations of whatever state they operate
in like the Financial Services Authority (FSA) in the UK. !

17 REVIEW  OF EMPIRICAL ~STUDIES ~ON . ISLAMICESASE

CONVENTIONAL BANKING

fitability of Islamic banking
iri i » conducted on the pro
A number of empirical studies use
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& Al and economic stability

. . than th
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Ng agencies’ re-assessment of Islamic Banks’
risk was generally more favorable.

Sumad aind Hessan (2012) evaluated the performance of Islamic banks in Malaysia in

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

these performances. A comparison between the Islamic banks and cight other conventional

banks was also made. The study revealed that Islamic banks made significant progress on
return on assets and return on equity during 1984-1997. 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. In the Islamic financial system there is
an existing or potential real asset corresponding o €very Finaosiad asscl Dok gl

i ther debt based
conventional system in which financial assels based on or derived from o

ble to speculation leading
financial assets go on multiplying, making the system more vulnera p

i ds to the real sector affecting
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camings quality, @ gh they had a weaker liquidity position in comparison to conventional
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banks. There was also a significant statistical differences that existed between Islamic and

conventional banks in terms of capital adequacy, 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
inholding appropriate capital and superior liquidity whereas conventional banks pioneered in
taming ability and management quality. Asset attribute towards both types of banking was
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the same i regist ed sli htly s all debt _!(JSS rai
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arried out by Mughal (2015) in Pakistani context
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ability of conventional banks is higher than
Islamic banks.

Manarvi (2014) evaluated the performance of Islamic and conventional banks of

Pakistan through CAMEL 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 five Islamic and five conventional banks in order
o analyse their financial performance during 2005 and 2009, For this purpose, the study uses
return on assets (ROA) as a proxy and il is measured with other explanatory variables to

ing i ipti istics, correlation
measure the financial performance of banking industry. Descriptive statistics

i X {ables. The results of
matrix and F-value are used to examine the impact of explanatory var
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kS’ efficiency. Nevertheless,
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ore liquid, less
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18 CONCEPT OF FINANCIAL PERFORMANCE,

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

i rview from profitability, liquidity,
eholders try to concentrate to get overall business overvie P :
i to decision making
set management and solvency ratio analysis. These ratios not only help to
ro isi alculate this
; d isk avoiding and profit raising related factors, To calcw
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Generally, accounting profits

are the gigy,

; c Tence beqy,
profitability 1s considered 1o be most diff %N revenues and costs,

leult attributes of

afy
measure (Ross, Westerfield, ang Jaffe 2005). The financia)
2 ancial rat

1M (0 conceptualize and to

03 are used to assess the ability

the business 1o generate eamings ; Tson
- &% N comparison with its g]1

expenses and other relevant
costs during a specific time periog. Pro ﬁlnhilily

ratios arc Eenerally considered to be the basic
bank financial ratio in order to evaluate how wel] bank is performing in terms of profit. For
the most part, if a profitability ratio is relatively higher

a8 compared to the competitor(s),
industry averages, guidelines, or previous years' same ratios, then it is taken as indicator of

better performance of the bank. Study applies these criteri

a to judge the profitability of the
two banks;

(2) Return on assets (ROA) ROA = net of profit after tax/total assets, ¥
3 (
(b) Return on Equity (ROE) ROE = net of profit alter tax/shareholders’ equity.
i ense
(¢) Profit to Expenses Ratio (PER) PER= Profit before tax/operating exp

P £ d abi 2 ratios are
der“’kﬂo‘}‘h he t ki £ - 1 fi “Jll,lc 1

ow the bank 1s pe! orming relev nt to pro. itability, below stated ral
regﬂrded as pr imar Y bauk ratio.

Return on Assets (ROA)

Net profit after tax
L

Total Assels r it invest in assets of
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rm has higher (ROA) ratio

" ﬂc
; »g garning &
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net eamings:
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s ation of 8556
en it indicates efficient utilization
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Return on Equity (ROE)

? Pmﬁtabilily bBlong to shareholders of firm

(Van Home & Wachowicz, 2008). Ifa firm has
Profit Expense Ratio (PER)

Profit before Ty
e e et
Operating Expenses
Itis evident from the formula that it is the indication of the operating profitability of firm as

compares to total Operating expenses. Samad and Hassan (2012) asserted that higher (PER)

for a bank indicates that bank is efficient with regard to its cost while making higher profits.

2.8.2 LIQUIDITY RATIOS:

Liquidity ratios indicate the ability of the 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 general sense, the
higher 1i idity ratios mean bank has larger margin of safety and abilily to cover its short
igher liqui i . ‘
q tion deposits can be withdrawn at any
ipati ing accounts and fransac
term obligations. Because saving

i institutions. Bank
1 liquidity risk for both the banks and other depository institutions. Banks
time, there is high liqui

blem especially when withdrawals exceed new deposit significantly
L e - 4
can get into liquidity proble:

f liquidity are:
f time (Samad & Hassan 2000). Measures of liq
over a short period of time (54

— Joan /deposits.
(2) Loan to Deposit Ratio (LDR).LDR

= Cash and portfolio
: : R). CPIDR = Cas
t Ratio(CPID:
ent to Depost

(b) Cash & Portfolio Investm

investment/deposits.
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{c) Loan to Asset Ratig (L AR) Lag
T8 =Loan ¢
Loan to Deposit Ratig (LDR) Otal Assets Rl

Loan to Asset Ratio (LAR)
L]
Loan {
i
= Total Asset l
In this ratio the liquidity condition of the bank is taken into account in terms of total assets,
So it estimates the investment in loans (financing) with regards to percentage of total asset of

the bank, The liquidity of the bank will be low if the liquidity ratio is higher. So the bank js

deemed 1o 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 ratio (CPID)

Cash and Portfolio Investment
AT e R A

Deposit . e
C T tment to Deposit (CPID) is another ratio to measure liquidity o
ash & Portfolio Investm

onfidence and trust if'a bank have
the b (depos]tors) show more ¢
ank. The customers
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higher ratig becausg indicay, b
ale be,

tter liquid' .
lower (CPIDR), " conditon OFbank as contrast to bank of

2.8.3 RISK AND S()LVENCY RATI()
S:

This is a class of Tatiog that me.
a

are also referred o o Bearing, oy, 5
s r

probability that the fi
€ debt a firm has the higher

. factual obligations. In other
words, higher levels of debt ¢

an lead o higher Probability of bankruptey and finanei

Importany form of f

al
distress. Although, debt is gy

nancing that provided significant tax
advant it ma g i i
dvantage, it may create confljet of interest between (he creditors and the shareholders

(Ross, chsterﬁeld, and Jaffe 2005). If the amount of

assets is greater than amount of its all

types ofliabiliﬁes, the bank is considered to be solvent,

“Deposits” constitute major Tiability for any type of bank whether Islamic or

conventional. To gauge risk and solvency of the bank, measures usually used are:

(a) Debt-Equity Ratio (DER). DER = total debt /shareholders ‘equity.
(b) Debt to Total Assets Ratio (DTAR). DTAR = Total /total assets,
(<) Equity Multiplier (EM). EM = total asset/shareholder equity
As it is clear from the name these ratios belong to risk and solvency measure of the firm.
Financial leverage or debts, gearing ratios are other names of risk and solvency ratios,
To measure risk & solvency ratios of bank following usually are used.
Debt to Equity Ratio (DER)
Total debt

=
Shareholder Equity

i : Yy ial institutions and it
A bove fUIlIlllEﬂ Whic]l 13 used b the financia
it i e abo
s it is clear from th

by the
measure the extent of the debt use by

firm. It is also use to check the ability of the
irm. 7
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Debt to Total Asset Ratio (iypzp,

Total Depy
_——.—__‘_\—h

b : Total Agget
he above formul i
a shows that jt measures the total gsset finance b
12 4]

y the firm by using the
amount of total debts, [ a firm hy

s higher (DTAR) means that bank as compared to

equity financing has financed its most

assets through debt and higher (DTAR) ratio is
also an indication that bank has involved in more risky business.

Equity Multiplier (EM)

Total Asset

Total Shareholder Equity
The above formula shows that equity multiplier measure that as much time total asset
are of shareholder equity. Generally it is considered that if value of the (EM) is big than
it is greater risk for a bank.
2.84 EFFICIENCY RATIOS:
These ratios measure how effectively and efficiently the firm is managing and

i iveness of the firm in
cont!(l“lﬂg its assets. These rati0s indicate the overall effectiveness f

ut; il ‘ty of receivables and how successful the firm is
ilizi i § enerate sales, qUnll i 1
11Zing its assets to gen T

i to suppliers by the firm, effectiveness of
e : tness of payment s
in its collections, the promp

i 2 . i ! ing ifs expenses.
. g, and efficiency of firm in coniro I
the inventory managemem plactmC

indicator which means firm is doing well.

jos i s good
Higher value of these rafios i$ taken as g

N F the bank are:
Ratios used to measure efficiency of th

i 5 5.
ilization (AIJ) AU i 1 / | asse
(a) Asset Utiliza = )ﬁal revenue tota {:
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(b) Income Expense Ry, (IERy |
l’lcome

: CXpense ig :
income carned per dojjy Of operat; the ratio hey measures amount of
ating ¢

. Xpense, = i
expenses Operating Efficiency (OF) is ¢, R ~toa mcomettotal
18 e .

3 5 measurgsm ; . ) ¥
operating revenues and co“tﬂ)lling anageria] efficiency in generating

its operatin
8 expenses, OF = "
Expenses/Total Operating Révenis E = Total Operating

This ratio gives us an idea that gy, off

iciently ang effectively a firm controlling and

efficiency of banks,

Asset Utilization (AD)

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

) —

’fota! Operating Expenses

R: d hat amount of income a firm earned per dollar of operating expenses, If
atio indicates tha

R) ratio then it denotes the efficiency and ability of firm in creating
a firm has higher (IER) ra!

. ing expenses.
more income when compared to'its ogEitiie
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Operating Efﬂciency

T :
ota] Operahng Expenses

In other way it te]]s how bank is eff;

operating revenues.

29 THEORETICAL FRAMEWORK

This study is underpinned by the following theorjes: Butter capital adequacy theory,

liquidity—pmﬁtability trade-off theory and theory of change.

291 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
a2 “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
Olatunde (2015), 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
risk in the hop

i “Imprudent management policy” by
d the frontiers of
the aggressive banks may try to exten

0 i th 1 ital base. The relevance of the theory of butter capital adequacy to this
Perating with less capil ]

that banks in the aim of creating loans and making profits is exposed
Study is seen in the fact that ba

10 tisks which can cause financial instabilify.
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292 Liquidity Profitapiyyy, Trade.gpp
Ol Theg

The liquiditymroﬁtability ade-oy

theory i an
t
stady. The theory Postulated , sn ke other

theory that underpinned this

EXists between thea o

of banks, and that a fipy cannot Pursue g,
€ tw

© objectives of bej :
liquid at the same time without automaticy) Wi

L

et Y affecting the otpe. Where banks aim for profits
it causes a reduction in the banks liquidity

Whereas, high liquidity affects banks profitability.
Therefore, the theory PICsupposes that i

ere liquidity Coverage is constantly checked the
stability and soundness of bankg can easily

be Predetermined,

293 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 lNTRODUCTION

Basically, this chapter i Concemeq
wi

th the methods i :
and interpreting the daty for the Study. Specif; used in collecting,
: Clfically,

analyzing

it explajng the research design, the

32 RESEARCH DESIGN

A qualitative research design is used basically when there are few or no earlier studies
o 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 compatrative
study aimed at determining the significant difference in the financial performance of Islamic
banking and conventional banks in Nigeria. Data relating to independent variable and

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

efficiency obtained from past financial statement of the selected banks,

33 POPULATION OF THE STUDY

Th lation of the study consists of all the 20 conventional banks and the only
e populatio

* December 2018,
Islamic bank quoted on Nigerian Stock Exchange as 2t 31" De
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Table 3.1 Populatiqy, of the Stug
¥
[S/N | Names of Companjg,

2 _
3 Diamond Bank

4 Eco Bank

5 Fidelity Bank

6 First Bank

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

15. | Unity Bank

16. United Bank of African

17 Union Bank

18. | Wema Bank

19, Zenith Bank

20, Jaiz Bank

_com.ng)
" Source: NSE web site (WwW. 15¢
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34 SAMPLE SIZE ANy, SAMy LiNG L
NIQug

Saﬂlple si iS th
(&) t()tal Dumbel of ¢ & lation that ar
| 1Ze 1 mEntS of the pr lati
h]dylllﬂ]es arc Itme S i
h an; taklng a potil)
Car n from thﬂ tota Popu atio '
rﬂlc WhOIe [JOPUlati on sp as to have i | Inaﬂa Eabfe Size | ]
g i *

The purpose of the study

Purposj ;
Wrposive Sampling technique js ygeq which give the
researcher a handful Opportunity

0 select i
: Ct from the Population the data that will help him to
explain a particular phenomenon

base
* 0N the nature of the study. There are twenty-one banks
in total operating as conventional banks iy, Nigeria ag at 311

ccember 2018 that gives the
study a wide and open range of conventional banks to form 5 group for the study. A raffle

was conducted to have one oyt of the conventional banks and GT Bank came up because
there is only one full fledge Islamic bank in Nigeria named Jaiz bank plc. One conventional

bank (GTB) and one Islamic bank (JAIZ) form the sample size of the population,
3.5 Source and Method of Data Collection

The study used secondary information obtained from published annual audited accounts
of the Two (2) selected banks. Data were extracted from the Nigerian Stock Exchange
factbooks and the banks’ websites, These data were manually extracted from the

i 18. Secondary data
aforementioned sources for the research coverage period of 2014 to 2018. Secondary
d of this research.
Was used to generate information for the purpose

; urement
36 Variables of the Study and their e

(o1 ratios and are categorized into depended and
are financia

R dependent variable, And liquidity, risk and
ep

; i the
ndependent variables. Profitability 2

jable.
b inde endeﬂt varl
Solvency, and operating efficiency as indep

ots (ROA),
their Proxies as follows: refurm ©% % ed by 1¢
d measul‘
“d operational efficiency it 4
3

"

The variebles are represented by
liquidity (L1Q), risk and solvency (RISK)
iqui |

furn on assets, current ratio, debt to




i bleg
are Selecteq to compare the trends of two

or MOTE COMPAny over 5 Period of ¢
me and
x also
weaknesses of both company, 0 Measure the

financial health and

361 Independent Variap),

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

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 /Total Assets
362 Dependent Variable

The dependent variable was profitability measured as net profit after tax to total assets

PAT/Total assets.

3.7 Techniques of Data Analysis

f data analysis this research used descriptive statistics, correlation
For the purpose of da ?

iptive Statistics is used by the
ions to analyZe the data. Descriptive y
and multiple regress

is, but simply to provide
. ¢ of data, not for further analysis ply
researcher to describe a s¢

{ation shows the as '
alue of onc variable are accompanied by
Vi

sociation between two or more variables
A, : e
concise information. Cotr

changes i i

such that systematic hows how closely

two variables co-vary from -1

s het, It s
systematic changes 1 the otk
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BT
Ough ¢

comrelation). In other v,
ords positive

s it ig 2 techm:
chnigye
qQue of detennining the degree of associati o

between two or More Variable
S.

Multiple Regressions

This shows the relationsh; ,
nship between selected valye of x and observed val fy(
ed value of y (from which
the most probable value ;
P of y can be Predicted for any vagye of x, the relationship is expressed

as an equation tha i .
q hat predicts a Tesponse variable from a function regressor and parameters. Fo:
€IS, T

the purpose of this study, the ordinary least square (OLS) regression technique was used to

determine the relationship between the variables. The regression formula is as follows

= ath IX I.+b2X2+b3X3

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

ROA=R(LIQ, RISK, EFF).......civerrmrrsneeion 1
ROA=a+b 1 LIQ;.'!‘bzRISK;&b;EFFi it 2
Where:

anks in period t

ROAit = Return on assets for the b

i iod t
LIQit = Current ratio for the banks in perio

e ipttioft
RI | debt to Total Shareholders’ ea% ratio for the banks in perio
SKit.= Total debt to

the banks in period t

atio for
EFFit = Total revenue f0 Total assets I

€ =-error term
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¢= constant

b ) b : and = .
" b, Coefﬁments of independe t
Dt Variahleg
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41 INTRODUCTION 2 ANALYgyg

ata generated for the

. sections apart from the
introduction,

th i
€ next section Presents o discussiop of re

sults, while the Iast section
present summary of the chapter.

42 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.
421 Descriptive Statistics Result.

This sub section provides descriptive statistics results of the data generated on

the dependent and independent variables of the study. It provides the summary

tral tendency, such as
Statistics of the data collected which include measures of cents 4

i il . 1 1
n! and S ]‘ S d pe] sion (the S])[C?ld Of thE 1stt) ) C
measure: Of 18]

dent and the independent
Goviat d maximum of both the depen
ation, minimum an

m sti t Vdriﬂbles
{s the descl‘ipti\f S tatlstl ] for thc penden
. l t 1 .1 preSEI'] | ] 1 ‘
. n aSS’e‘ d d d var i idlty, Rlsk an S
epell en iﬂb]es (quu d
i P t I
) an mn olvency an |

*Perationa efficiency) of the study-
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Table 4.1: Descriptive Statisti;;ai of the y
; ﬂl‘iahles

”ﬁﬁ;l;lés- Obs ;‘WR
td. Dg
oL |10 WN‘WT
022
|10 [ossg D W
748
WK |10 |433¢—— 046 73—
K i 0.561 e i
BFCY |10 |00e —— 2.868 4.755
e 061 o5 007 oo
T ——— - 0.084
Source: Generated b

Y the researchor o ;
Rogendis 1 earcher from STATA 13.0 based on data in

f le .1 Retirn on aager for quoted banks shows 5 mean of 0.030 with a minimum
return on asset of 0.005 and a maximum of 0.062, The Standard deviation of 0.022 also shows

# low variation in return on assets of quoted banks during the period of the study. The table
also shows that, liquidity has a mean of 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, with a minimum of 2.868, and a maximum of 4.755. The standard deviation of 0,561

shows a high variation in risk and of quoted banks during the period of the study. Lastly, the

i inimum of 0.042 and maximum of
Operational efficiency shows a mean of 0.061 with a minimu

jon in operational efficiency of
iati hows a low valuation in
0.084. the standard deviation of 0.014 s
uoted banks during the period of the study.

422 CORRELATION RESULT

i t variables
Jation analysis results of the independen
rrelatl
esents the €O

This sub sector pr relation table.
1y
id dependent variable: Table 42 presents the co!
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y the I‘eseﬂr e T |
Appendix 1 e from STATA 13 baceroe et
Table 4.2 shows the

is a weak positive relationship between

Return on Asset and Risk and Solvency (i.e 0.269). Also, there is a strong negative
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
liquidity (i.e 1.000) and a weak negative relationship between liquidity and risk and solvency

(Le -0.054). Result also shows that there is weak positive relationship between liquidity and

Operational efficiency (i.e 0.039)

i i i isk and solvenc
Sub, 1t also shows a perfect positive relationship between risk and s v
Uosequently, the result als

1 hows that there is weak negat've IC].atiDElShip
nd]lsk and I 000) {l e ]esl]lt alSO sno 1
i SOIVeﬂCY (le .

1 efficiency (i.e -0.324).

i ationa. .
berween i el e elationship between operational

A erfect positive f
Finaljy the result has revealed that there 1S ap

; i.e 1.000)
“Hliciency anq operational efficiency (-¢
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423 Multiple chression Resy)q
5

This sub-section Present o
Tes:

Si()n an, 3
i alysig
jmpact of the ndependen; vari Tegy

ableg on
the clcpendent Variah
hypotheses. Thus, tabje 43 Presenty the i
e

TABLE 4.3 REGRESsoy RESULT
T ROA

T o
M
(R R T e S| R

RSK | ooo——df " S

\Wk\‘k__ﬁ

TEFFCY i 0.480
EFFCY “‘rﬁﬁ%\_‘

e -5.62 W
T e S I

2.28 0.063
. |
Source: Generated by the resew\

archer from STATA 13.0 b —‘*__‘4
Appendix 1 0 based on data in

‘ at woulg help in testing the
gl‘cssmn tesylt.

F(3, 6) = 2431:  prop > F=0.000
R-Squared = 0.9240; Adj R-Squared = 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

i fent val
Solvgncy has an insignificant positive impact on Return on Asset with coefficient value of

0.004 and P-val £0.480. Similarly, result shows that operational efficiency has significant
y and P-value of 0. : s

-value of 0.001.
Positive i turn on asset with coefficient value of (-1.078) and P-valu
Sifive impact on re d

44  DISCUSSION OF FINDINGS

is one
Interpretation of hypothesis 0 i
nd Conventional banks are 0. 2.
ca

of Islami
iquidity coverage means :
The liquidity ¢ o5 higher than Islami

are continued to be provided,
g

¢ bank when proportionately

is 7 tim
"¥pectively. Conventional bank 15 idity coverage
liquidi
Wplied, This therefore means that as X
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gonventional - Banks is g © b 5 .
llmes hi
3 - : Igher
consistent with the ﬁndmgs of Mop, (20 . Slamic ;
13y, g8 is
PDecision

As shown in (he table above therg ;
Cre jg a a2y

and conventional banks. The p.

significant relationship betweep Islamig bank

.t l Qr.']ge measures
deposit money b

and conventional
We therefora o
¢ therefore reject the ny| hypothesis,

Interpretation of hypothesis two

The Risk and SO!\’cncy means of Islamie and Conventional b

ank is 2,868 and 4.755
respectively. Conventiona] bank is 2 (imes higher than Tslanyic banks when proportionately

applied. This might have resulted due Lo in ability of the bank to invest in illegal investment

and consequently contributed to the capital of the banks. Based on the percenlage above,

Conventional banks are more exposed to Risk and Solvency than Tslamic banks. This is

consistent with the findings of Muhammad and Ifran (2011).

Decision

i ive i i -0.004
I I ession table above, there is a negative relationship ( )
As shown in the CLr d

! further suggested that

i | banks. The P value (0.480 > 0.05,

Slalllic and conventional ba . ‘
entional

no signif nt relat et i isk an Ive Ccy and conven
lati ]lp between slamic ban risk and solver
i ignif elations.
g 1Ca!

thesis.
: st the null hypo!
deposit money banks. Hence we fail to reject :

: sis three
Imﬂl‘pretatmn (s d Cnnventional banks are 0.042 and
amic an

f Isl
mean 0 . :
/ nal banks is (V128 i

ic bank.
. her than Islamic ban|
The Operational efficienc %

tio
: f conven
0.84, This means that the efficiency @
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m of there
Opemti(}n.

Decision

As shown in the table above there is a positive relationship (-1.078) between Jsl

amic
and Conventional bank, The P-

value of 0.001, further suggested that there is a significant

relationship between Islamic and Conventional bank. Which states that operational efficiency

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




CHAPTER Fiyg

SUM
MARY, CONCLUSION ANp RECOMMENDATION
51 INTRODUCTION

This chapter comprises of the Summary

conclusion and recommendations based on
the conclusion drawn from the study

5.2. SUMMARY

This study aimed at examining the determinants of financial policy of quoted banks in
Nigeria. The study is divided into five chapters. A background is provided to highlight brief
explanation of determinants of quoted banks in Nigeria. 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,
here the data of two banks were obtained from their financial statements. It also covers the
whe 2
earch design which is quantitative, population of the study is 21, sample size and
es

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

multiple regression.

1 reports and account of the quoted
ta extracted from the annua
In chapter four, da
i ‘otive statistics, correlation and multiple linear
in Nigeri d using descriptive s 2
banks in Nigeria are analyze

i j or accept the nul
Tegressio | {a -ummlated were tested so as o either reject hi
BT n, The hypothes 5 fi I§

hypotheses.




3 CONCLUSION

U

Ha\'mg apprais
k] g nd 1 [t g i
1sed [he interest flf:e liﬂ I a convent ona !Hllklﬂ’ system

I the
conclusion have shown that conventiona} banking system

have more adverse

effect in termsg
of performance when compared to the interest free banking

system. To this effect, interest
free banking is a better alternative to the conventional b

anking system, The economy can
only develop and grow when there is a st

able monetary system which conventional banks

have failed to maintain, interest free banking can provide this by designing its banking and
monetary policy with the elimination of interest. The system

also helps to eradicate the

economic ill sin the country. Most operations in the conventional banks are carried out with
absolute aim of maximization of profit through charging high interest rate which does 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 of 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 profit sharing, it would invariably provide and
promote short-term interests free loan among others, to businessmen, government and private

sector in form of investment instead of lending.

The interest free banking should improve their product and services and capitalize on
tunities of the markets that they can continue to growth and be a permanent feature.
opportu
i i i that would run courses on non
i an be active by forming a forum
Staffs should be trained, this ¢
i d to be carried out to eradicate
i i Jot of awareness campaign nee
interest free and insurance. A
i i d to be assured of the profitability
i king and investors {00 nes
customers about interest free ban

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

resources to interest free banking.




(4 RECOMMENDATION

pr[)ffered-:

aSed on th
B: maj B dy, the fi Q0 'ng recommend
(4 1] 0r flndlll OE this stul h oll W C mi ations are

The government should open a full-fledge interest free b

ank and conventional
banks should operate without

interest but with profit and loss sharing scheme to

maintain social justice -
aintain social justice and enable the real sector have a means of financing its
business.

Findings from the study revealed that the Tslamic banks have high liquidity that
the conventional banks since they carry surplus cash and other assets in
comparison to conventional banks holding high amount of cash results to less
profitability. The Islamic banks should re-stralegize and get more marketing
personnel in order to 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 country.

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
manpower inadequacy in a fower 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 fledge degree programs at all levels.
Most importantly, {he CBN/other regulators and operators in the Nigeria financial
system should collaborate in order to chart ways of dealing with the prospective
interest free banking in terms of financial \ransaction in all the financial markets.

The Islamic banking system in Nigeria is still at a developing stage and needs 10
s

expand its business in order to cut across the.economy. There are quite @ number
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of Nigeria Mushms and won-Mualinis thint are wdvosating for son-intesest snd
interest free banking, since there (s o donmid wod & kel for profit and loss

financial product and this s 4 Breat opportunity for Islimie finencisl systes i

Nigeria. It is quite evident that interest frew bank or finance is 10 numerous
advantages to start with, it officiently and elfectively allocates investible funds.
Islamic banking system can offer alternatives at the micro finance level The
social benefits are obvious since the poor are often exploited by tender charging
usurious rates often by conventional banks,
Operational and institutional challenges facing Istamic banks in Nigenia should be
addressed. This is because there is a need for conventional banks o adopt some
interest free banking products so as to effectively and efficiently canry out their
primary functions of financial intermediation. That is, the deficit spending umst
that requires funds to grow their businesses will not be skeptical in approaching a
bank.
It is also apparent that some customers are not properly informed and exhibit a
bias, claiming that interest free banking is an Islamic system only for the Muslims.
the banks need to correct such wrong impressions and make such customers aware
that interest free banking although has it root in Islam is open for all poopke o
operate not withstanding their beliel/religion,
The public especially the wenlthy individuals should take the esablishment of
interest free banking as a challengo, i hoa now gained momentum D practioad
in many countries including Non-Muslim counteies wnd some of the Digpost havks
On this note, the researcher will liko 1o roeomumend fther seseaid o e AW

topic and similar topic but with o wider voverage wieh oy deponit, S Noan

management in banks,




REF ERENCE
Abdullahi 5. (2010), Islamic
o : i
college of education, school of Inngﬁi;a o  benefits ang effects, Joyrma ;
- es, 50-52 - Journal o

Al-Gazzar, M (2014), Financigl performance of Islamic
study on the Goo and MSNA region, F.

i aculty of business economics
i . i S8, and
political science. British University Egypt ;

empirical and conventional banks, An

Bhattacharyya 2 o 1 i
aryya A, (2012) The mpact of liberalization on the productivity efficiency of Indian
commerce banks. Eur, J. Oper. Res. Society, 98(2):332.345

Hassan M. & Dridi J. (2010). The elfects of the global crisis on Islamic and conventional

banks: A comparative study. IMF working papers, Washington DC,

Igbal, M (2015): Efficiency in Islamic banking in: M. Igbal, & P.Molyneux (Eds). Thirty
years of Islamic banking (pp.88-104). UK: Palgrave Macmillan.

Jaffar, M., & Manarvi, I. (2011) ‘Performance Comparison of Islamic and Conventional

Banks in Pakistan’. Global Journal of management and Business Rescarch. Vol. 11,
no. 1, pp. 59-66

Jeroen P (2005). Risk management in Islamic banking. Paper presented to Islamic bank of
Berhad 2005 Annual Conference, Berhad, 21 July.

Jill J, Marwan I, Vasilleios P (2009): The efficiency of]slami.c ﬂn.d Convent‘ioinnl..bm\ks :nl\l:c
Gulf cooperation council (GCC) countries: An anal}ﬁls using ﬁnn'nma mlx;sla;;lc ata
envelopment analysis, Working paper, Lancaster Umversufy Manage;nlmgf chool,
Lancaster Retrieved from htt -//eprints.lancs.ac.uk/48965/1Dgcument.pdl.

; et
s ‘formance of Istamic and conventiona
i 012). A comparison of per By ;
lhlmes,bl, é";ég?’;:ﬁ); 2Lfm3:asier University: The Department of Economics, (Economics
anks - L Le
working paper series)- : ‘
B.M. (2015) Comparison ol Islamic and conventional

M“Ehal, ) aneeii A, e ional Journal of Research in Economics and Social

banks performance. Internat
Sciences, 5(6), 37-46.

48




330 Sz, Namj
ukpPSENMD G0y
Conventional bank; g Systemg ang Talive g, 4
. s impy " Islam, and
A fA (2004 mi‘“‘.’yj_ s, Adm; 25
- Ausal A. i o 2k in; 2(5).
sunan> * Islami ,,) Islamig bankip, . fi )
isues’, islamic reseqyey, and l"‘-‘f'iing il Mancg. Fu“damen :
i J 5
A B MK (o12) - ifige, 47(1). 5.9 and contemporgry,
B RETET R T Perfo
Mance
1997: An explomtory stud M“]ﬂys:au I
study, [me,-n,mo slamic bank dup:
dtonal ) uring 1984
1-14. Oum

S.A ., Zeitun, R, 2006), Islam: .
Saleh, { » Istamic Banking Performancg : i
Study of Jordan (No. wp06-21), e e Bast: A Case

Sarker, M.A (1999) “Islamic Bnnking inB

: angladesk:
International Journal of Islamie

Financial g,
Schrish, 3., Saleem, (2012). Financial pe ysis of Islamie banks and

conventional banks in Pakistan. A comparative study. Interdiseiplinary Journal of
Conlemporary Researcg, 4, 186-200.

P‘crlbrmnncc problem s, ang prospeets’,
vices, Vol |, no. 3, pp.15-36,

rlormance apg)

Sidiqi, M (2013). Islamic banking and finance in theory and practice: A survey of the state of
the art. Islamic Economics Studies, 13, 1-48.

Siraj, K., Sudarson (2012), Comparative study on performance of Tslamic banks and

conventional banks in GCC region, Journal of Applied Finance and Banking, 2(3),
123-161.

Sraird, S.A (2010). Cost and profit efficiency of conventional and Islamic bank in GCC i

countries. Journal of productivity analysis, 34(1), 45-62.

T ] C nti amic banks in GCC
S S.A.( 013), Cost and profit efficiency of conve llOl];’ll and Islamic ba
i ; o : v 1 I 'y b -
countries, Journal of Productivity Analysis, 34(1), 45-62

performance of Islamic and

: ancial : e
Usman A., Khan, M.K. (2012), Evaluating the financ e International Journal ot
, A, , MK, 4

Y K arative an
conventional banks of Pakistan: A comps

- : 1-4.
Business and Social Science, 3(7): {om: Opportunities and challenges,
: ingdom:
5 United Kingd
g in the

Waseern 4 (2008), Islamic bankin L,

: i ity,
MSc Thesis, Kingston University

2013), Comp
The case of M

study of the performance of

arative mics, 20(1), 43-60.

alaysia. Humano

ic and Conventional
oss Research, 11(1).

Waﬂiuzzaman, S., Gunasegavan, U'Nk‘s(
Islamic and conventional banks-

Comparis
rmance
Muh"lmmad J. & Irfan, M (2011). Perﬁa[ qf-Mm;agemeu

Banks in Pakistan. Global Jou

on of Islam
¢ and Busin

49




pANKS
6T

JAIZ

CODE YEAR
1 2014
1 2015
1 2016
1 2017
1 2018
2 2014
2 2015
2 2016
2 2017
2 2018

Roa
0.043934¢
0‘04140512
0.0485343,
0.0561887
0.06153675
0.01555g33

0.0172914
0.00460377
0.00615165
0.00769267

lq
0.639359
0.51135p,
0.7036g5,
21611677
2-5794699
0.5543423
1.0102893
0.795315;
0.6095667
0.4160222

50

Risk
754895,
4615341,

4.479644
3.831083;
4297698,
3.9566469
4.6144793
4.5969274
2.8674713
4.2924515

EFFcy

0.0422817,
0.0026763,
0.0472209
0.05843057
0.059487g¢
0.06531293
0.08399335
0.07257669
0.07211903
0.06508335
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- correlate ROA g RISK EFFCy
(obs=10)

Lq | 0.6563 1.000g
RISK | 0.2694 -0.0539 1.000g

EFFCY | -0.6706 0.0397 -0.3247 1.0000

-Regress Roa LiQ risk EFFCY

Source |

5SS df Ms Number ofobs=  gp
i TN B3, 6)= 23
Model | 004092113 3 001364039 ProbsF = 0.0009
Resfduall 000336599 6 .0000551 R-squared = 0.9240

S o = R s

Adj R-squared = 0.8860
Total | .004428717 9 .00049208

Root MSE = .00749

Coef. Std. Err. t P>t [95%Conf.lnterval]

e,
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. 706
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2.28 0.063 -.00
_Cons | 0605781 .0265675
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