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Abstract 

           This study analyses the performance of Islamic banks in Gulf Cooperation 

Council over the period of 2004-2014. The study investigates the influence of external 
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characteristics like GDP and inflation, and internal characteristics like total capital 

ratio, non-interest-margin, profit-margin, consumer and short term fund  to total asset, 

total loan to total assets and overhead to total assets on  the performance of banks. 

The performance metrics used are return on assets and return on equity. This study is 

the first study that examinee the relationship between these variables with the 

performance of Islamic banks in Gulf Cooperation Council over the period 2004-

2014. A cross-sectional time series (panel data) of 37 Islamic banks was used. For 

data analysis, regression analysis was applied on the selected sample of banks to test 

the influence of the identified variables on Islamic Bank performance. The test result 

of the models indicate that there is positive relationship between GDP, non interest 

margin, profit-margin, loan to total assets, have significant positive impact on the 

performance of Islamic bank in GCC. Total capital ratio, consumer and short term 

fund to total asset, overhead to total assets and inflation did not have significant 

impact on the performance of Islamic bank in GCC. 
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Chapter 1 - Introduction 

1.1  Background of the Study : 

             The first establishment of Islamic bank was at the beginning of the 1970s and 

has rapidly grown over the last 40 years. Islamic bank started as a small bank in the 

remote villages in Egypt, and surprisingly over time, Islamic bank have spread all 

over the world from East to the West and achieved a respectable position in the 

international banking system. The size of the industry increased from few hundred 

thousand US dollars in 1975 to hundreds of billions of dollars by 2004 . 

  According to New Horizon-Islamic Banking 2010, the assets of Islamic banks 

grew fast to $650 billion in 2008, $822 billion in 2009, and $1.3 trillion 2010. With 

respect to the Islamic world, five countries dominate Islamic banking: Iran with $345 

billion in Islamic assets; followed by Saudi Arabia $258 billion; Malaysia $142 

billion; Kuwait $128 billion; and the United Arab Emirates $112 .  

The Gulf Cooperation Council (GCC) includes six countries located in the 

Middle East: Saudi Arabia, Bahrain, Oman, Qatar, Kuwait, and the United Arab 

Emiratis. The total population of GCC is estimated to be approximately 34 million; 

the main religion is Islam. Internationally, GCC countries are considered to have the 

largest oil reserves  

            Around 1940's after the world war 2, many of the GCC countries discovered 

oil. Now a days, GCC have the world's largest oil reserves, and their economies are 

heavily depends on the oil exports. 30 percent of the world reserves of oil are held by 

the GCC states, which are around 1.7 trillion barrels. 22 per cent is the daily 
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contribution of GCC to the worldwide oil revenue- 81% for Saudi  Arabia, 71% for 

Kuwait and 25% for Qatar (2015 estimate, IMF Article IV releases). 

           Researchers have investigated the determinants of profitability of banks by 

identifying and examining different factors. Mostly, these studies have focused on the 

conventional banks. The limited number of studies on the determinants of the 

profitability of Islamic banks presents scope for investigating the factors that affect 

the performance of Islamic banks. This study is a step in this direction. 

1.2 Problem Statement: 

         Literature on the performance of banks has identified number of factors 

that relate to their performance. These studies, however, have largely focused on the 

conventional banks. The Islamic banks, that have emerged, as complete system of its 

own, have not received much attention from researchers.  The factors used for 

examining the performance of banks broadly fall in the categories of the internal 

characteristics—specific to the banks, and the external characteristics—macro 

variables. In the context of the GCC countries, previous studies on the performance of 

Islamic banks have used internal variables like non-interest margin, before tax profit, 

loan to total assets, and external variables like inflation and GDP.   To the best 

knowledge of the researcher, previous studies have not applied consumer and short 

term fund to total asset and overhead to total assets and profit margin in analyzing 

performance of Islamic banks in GCC.  Hence, this study aims are reducing the gap in 

literature on the performance of Islamic banks in GCC by investigating the relevance 

of these variable to the performance of Islamic banks.  It is worth mentioning here 

that these variables have been found to have impact on the performance of banks in 

other regions. 
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1.3 Aims of the Study:  

           This study will seek to present an empirical investigation of the performance 

of GCC Islamic banks. The study of performance will look at different internal and 

external characteristics of the banks. The internal characteristics used are total capital 

ratio, overhead to total assets, total loan to total assets, non-interest-margin, profit-

margin, consumer and short term fund to total asset, and the external characteristics 

used are GDP and inflation.  

1.4 Objective of the Study:  

The primary objective of this study is to examine the effect of banks 

characteristics on the financial performance of GCC Islamic banks. By investigating 

the primary objective we achieve the sub-objectives: 

Primary objective 

To investigate the influence of bank characteristics on the GCC Islamic banks 

performance.  To achieve the primary objectives, following sub-objective are set: 

1. To investigate the influence of GDP Gross Domestic Product on the GCC 

Islamic banks performance.  

2. To investigate the influence of inflation on the GCC Islamic banks 

performance. 

3. To investigate the influence of consumer and short term fund to total asset on 

the GCC Islamic banks performance. 

4. To investigate the influence of total loan to total assets on the GCC Islamic 

banks performance. 
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5. To investigate the influence of non-interest margin on the GCC Islamic banks 

performance. 

6. To investigate the influence of profit margin on the GCC Islamic banks 

performance. 

7. To investigate the influence of overhead to total assets on the GCC Islamic 

banks performance. 

8. To investigate the influence of total capital ratio on the GCC Islamic banks 

performance. 

1.5 Research Questions:  

The main research question of this study is how bank characteristics influence 

performance of Islamic bank in GCC. To answer the question, this study aims at 

finding answer to the following questions:  

1. How do internal characteristics of Islamic banks in GCC affect their 

performance, and 

2. How do external characteristics of Islamic banks in GCC affect their 

performance? 

The above-stated questions are based in the nature of the characteristics of the 

Islamic banks.  In this study, the internal characteristics studied are total capital ratio, 

non-interest-margin, profit-margin, consumer and short term fund to total asset, total 

loan to total assets and overhead to total assets. External characteristics used in this 

study are inflation and GDP. 
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1.6 Significant of the study: 

            To the best knowledge of the researcher, variables: profit-margin, consumer 

and short-term fund to total asset, and overhead to total assets  have not been studied 

for their impact on performance of  Islamic Bank in Gulf Cooperation Council region.  

The importance of the study of these variables lies in the fact that they have been 

found to have an impact on the performance of banks in other countries like 

Kosmidou(2008), Bashir and Hassan(2004) and Ben Naceur(2003). This study in 

GCC is expected to increase the knowledge about the determinants of the 

performance of Islamic banks in GCC.  

          The understanding of the determinants of the performance of Islamic banks will 

help manager and policy maker to plan for the continuity of the banking operation and 

attaining optimal performance of the Islamic banks. The improvement of performance 

will help Islamic banks in GCC to remain competitiveness in the banking sector.  

1.7  Structure of the study: 

      This study is organized as follows, this chapter gives a brief background on 

Islamic banking in GCC and introduces the research questions . 

          Chapter 2, Literature Review, will review previous studies on bank 

performance in conventional and Islamic banks.  

            Chapter 3, Data and Methodology, will give an introduction to the data used 

for the purpose of this study. It will also explain bank characteristics, which will be 

included in the regression. This will be followed by a model.  

         Chapter 4, Data Analysis and Interpretation, will represent results of the 

following tests Descriptive Statistics, Stationarity Test, Serial Coloration Test, and 



6 

Homoscedastic test. Finally, model test result to investigate the relationship between 

independent and explanatory variables of the model and the performance of the 

Islamic banks. 

           Chapter 5, Finding and conclusions , will discuss and conclude results and 

finding obtained in the study. This chapter also includes a section on limitations of the 

study. 

      References are provided at the end, after chapter 5. 
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Chapter 2 – Literature review  
Introduction 

           The study of the performance of banks relates to the evaluation of the 

operational and financial performance of banks. The study of the performance of 

banks is essential because of the relevance of banking sector to the overall wellbeing 

of an economy. 

         The literature divides of Conventional and Islamic bank performance into two 

types, internal and external. Internal determinates of performance, which can be 

controlled by bank management for example; items in the balance sheet and income 

statement, status of branch, location, and size. External determinants are considered to 

be beyond the control of the management of a bank for example; competition, 

concentration, market share, ownership, money supply, inflation and size .  

2.1 Previous study on Determinants of Banking Performance  

           One of the early studies attempted to discover the major determinants of banks 

performance and profitability was Short (1979) and Bourke (1989). Short in 1979 

studied the relationship between profitability and concentration about government 

ownership. Bourke in 1989 studied internal and external determinates of banking 

profitability funding a positive relation between liquidity and profitability . 

            Short (1979) studied external factor, the relation between concentration and 

profitability in different countries; Canada, Western Europe, and Japan. He examined 

sixty banks in twelve countries during 1970's. His study show that there is a variety 

on the impact of government ownership on profitability throughout the countries were 

included but shows a negative relation. Moreover, he found out that indicated higher 

concentration rate will lead to higher profitability (Short, 1979 ). 
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             Bourke (1989) consider as a first study involve internal variables in a 

profitability study by using cross-country data. He study ninety banks in Australia, 

Europe, and North America between 1972 to 1981. He divides his study into two 

categories external and internal factors; internal characteristics such as staff expenses, 

capital ratio, staff expenses, liquidity ratio and loan to deposit ratio. External 

characteristics such as regulation, the size of an economics of scale, competition, 

concentration, market growth, interest rate, government ownership, and market 

power. He use a comprised of the net profit taxes against total capital ratio and net 

profit before taxes against total assets ratio as dependent variables. He found out that 

these increase in government ownership leads to decrease banks profitability, that 

corresponds to Short's (1979) findings. On the other hand, concentration, interest 

rates, and money supply had a positive relation with banks profitability (Bourke, 

1989).    

2.2  Literature on Determinants of Banking Performance 

2.2.1 Internal Characteristics 

Among the researchers who have studied the effects of internal determinants on bank 

performance are Molyneux and Thrnton (1992), Bashir (2000), Ben Naceur (2003), 

Bashir and Hassan (2004), Haron (2004), Pasopuras and Kosmidou (2007) and 

Kosmidou (2008) in which international data were used. 

Molyneux and Thrnton (1992) studies bank performance of 18 European 

countries from 1986 to 1989. They use Net profit before tax (NPBT), Net profit after 

tax (NPAT), NPBT as per cent of total assets and Net Profit before tax added to staff 

expenses as per cent of total assets as dependent variables. Government ownership, 

growth in money supply and capital and reserves as per cent of total assets were used 
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as independent variables. Their result shows a positive relation between return on 

equity (ROE) and government ownership. Also, interest rates and money supply had a 

positive relation with banks profitability (Molyneux and Thrnton, 1992). 

Bashir (2000) he studied fourteen Islamic bank performance from 8 Middle 

Eastern namely; Bahrain, Egypt, Jordon, Kuwait, Qatar, Sudan, Turkey, and the 

United Arab Emirates from 1993-1998. His research examines important 

characteristics affect the performance of Islamic bank by controlling economic and 

financial structure measures. The study used Non Interest Margin (NIM), Before Tax 

Profit (BTP), Return on Assets (ROA), and Return on Equity (ROE) as performance 

indicators. Using external and internal factor like size, loans, leverage, short term 

funding, ownership and overhead. External variables like regulation, macroeconomic 

conditions, and financial market. He concluded that profitability increase in foreign-

owned banks more than non-foreign-owned ones. Consequently, profitability has a 

positive relationship with equity, loan to asset ratio and leverage (Bashir, 2000). 

Ben Naceur (2003) study determinants affect the profitability of bank in the 

Tunisian banking industry for the 1980-2000 period. He use return on assets (ROA) 

and net interest margin (NIM) as profitability indicators. Overhead ratio, total assets, 

capital ratio, loan, and liquidity as internal factors. Inflation, GDP, and financial 

structure as external factors. The results show that NIM has a negative relation with 

size. Moreover, higher NIM associated with banks that hold large capital and 

overhead ratio. No relation between macro_economic indicators and profitability in 

Tunisian banks  (Ben Naceur, 2003). 

Bashir and Hassan (2004) studied determinates of Islamic banking 

profitability for 43 Islamic banks in 21 countries between 1994 to 2001. They used, 
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Net-Non-Interest Margin and Before Tax Profit divided by total assets, Return on 

Assets(ROA), and Return on Equity (ROE) to identify profitability.  Loan to total 

asseta, counsmer and short term fund to total assets, overhd to total asset as Bank 

Characteristics. Controlled for macroeconomic environment, financial market 

structure, and taxation. The results show that high capital and loan-to-asset ratios lead 

to higher profitability. Also a strong positive correlation between profitability and 

overhead means that increase in expenses result increase on profitability (Bashir and 

Hassan, 2004). 

Haron (2004) study the determinants of Islamic bank profitability. He use 

liquidity, total expenditures, net profit before tax as a percentage of total assets as 

internal factors. Interest ratio, market share, money supply as external factors. This 

study found that liquidity, capital structure had a significant positive relation with 

profitability (Haron, 2004) 

Pasiouras and Kosmidou (2007) study determinants affect the profitability of 

commercial domestic and foreign banks operating in the 15 EU countries over the 

period 1995–2001. They use internal factors; equity to total assets (capital ratio), cost 

to income ratio, loans to customers and short term funding and size. Also external 

factors; inflation, GDP, and stock market capitalization to GDP. They found a 

significant relationship between these variables and banks performance (Pasopuras 

and Kosmidou, 2007) 

Kosmidou (2008) study the determinants of banks performance by including 

23 Greek banks from 1990 to 2002. He used return on average assets (ROAA) as 

performance measure. Cost to income ratio, equity to total assets (Capital Ratio), 

bank's loans to customer and short-term funding, bank's total assets and loan loss 



11 

reserves to gross loan. He result that ROAA is associated with well-capitalized banks 

and lower cost-to-income ratio. Moreover, size was positively related to banks 

performance (Kosmidou,2008) 

2.2.2 Literature on External Characteristics 

Among the researchers who have studied the effects of external determinants on bank 

performance are Demirguc-Kunt and Huizinga (1999), Pasopuras and Kosmidou 

(2007) and Athanasoglou et al (2008).  

Demirguc-Kunt and Huizinga (1999) investigated determinants of conventional 

bank's profitability in 80 countries during the period 1988–1995. They used 

macroeconomic conditions, explicit and implicit bank taxation, deposit insurance 

regulation, financial structure. The result show that foreign banks have higher margins 

and profits than domestic banks in developing countries. Also, a positive relation 

between GDP and profitability. (Demirguc-Kunt and Huizinga, 1999).  

Pasopuras and Kosmidou (2007) study examine determinants affect the 

profitability of commercial domestic and foreign banks operating in the 15 EU 

countries over the period 1995–2001. They use internal and external factors. Inflation, 

GDP, and stock market capitalization to GDP were used as external charactaristics. 

They found a significant relationship between these variables and banks performance 

(Pasopuras and Kosmidou, 2007). 

Athanasoglou et al (2008) examined the effect of bank-specific, industry-specific 

and macroeconomic determinants of bank profitability in  Greek banks during the 

period 1985–2001. He used capital ratio, credit risk and size as Bank-specific 

determinants. Also, Concentration and owner ship as  Industry-specific determinants. 
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Macroeconomic like inflation and GDP. The results show that positive relation 

between capital ratio and profitability. Moreover, inflation had a positive and 

significant relation with profitability (Athanasoglou et al, 2008). 

2.3 Literature on Determinants of Banking Performance in GCC countries  

several researchers who have studied determinants of banks performance in GCC 

countries are  Srairi (2009), Masood et al.(2009) Alkassim (2005) and Rami (2012). 

Srairi (2009) investigated conventional and Islamic banks operated in GCC 

countries from 1999 to 2006. studied the impact of bank characteristics, 

macroeconomics factors, and financial structure on profitability. The result shown that 

the profitability affected by , capital adequacy, credit risk and operational efficiency 

(Srairi, 2009).   

Masood et al.(2009) studied determinants of conventional banks' profitability 

in Saudi Arabia from 1999 to 2007. He used earning assets to deposit, capital 

adequacy ratio, GDP growth, and financial development variables. The result shown 

that operational efficiency,  used earning assets to deposit, capital adequacy ratio, 

GDP growth, and financial development significantly affect profitability. However, 

inflation and credit risk insignificantly affect profitability (Masood et al., 2009).     

Alkassim (2005) examined the determinants of performance for Islamic and 

conventional banks in Gulf Cooperation Council (GCC), during the period 1997-

2004. He used internal banks characteristics equity to total assets (capital ratio), net 

interest margin, ROA, ROE and net loan to total assets. The results show that 

conventional banks have better asset quality compared to Islamic banks. total 

expenses high in conventional bank which affects profitability. (Alkassim, 2005)  
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Rami (2012) studied determinants of Islamic and Conventional Banks 

performance for 13 Islamic banks and 38 Conventional banks in Gulf Cooperation 

Council (GCC), during the period 2002-2009. He used Bank's equity, Cost-to-income, 

size, Foreign ownership, Age, Banking development, GDP, and Inflation. the results 

show that foreign ownership does not improve Islamic and Conventional banks 

performance. Cost-to-income on Islamic and Conventional banks had a negative 

relation with profitability. GDP and banks profitability had a positive relation. 

However, a negative relation between Inflation and banks profitability (Rami, 2012). 

Conclusion 

    In conclusion, this chapter goes over selected literature on Internal, External 

characteristics and form GCC countries that investigates the performance of banks.     
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Chapter 3 – Data and methodology 

Introduction 

           This chapter represents significant bank characteristics that will be included in 

the regression models. The Ordinary Least Square Methods will be used to identify 

how bank characteristics' impact on bank performance. The performance study is 

conducted on GCC Islamic banks. This chapter begins with Data Sample then moves 

on the Variable Definition, Model, and Data Variables. 

3.1 Data Sample 

           Data for this study was obtained from Balance Sheets and Income Statements 

in BankScope. This study of a performance of thirty-six Islamic banks in GCC region. 

           The collected unbalance data examines bank's performance between 2004-

2014. There are ten variables used in the regression. These variable are: Return on 

Asset (ROA)     
          

            
, Return on Equity     

          

            
 , (Profit 

Margin) before tax profit to total assets, (Non-Interest margin) total non-interest 

operating income to total assets, Total Capital Ratio, (Loan) total loans to total assets, 

(CSTFTA) consumer and short-term funds to total assets, (OVRHD) ratio of overhead 

to total assets, GDP and Inflation. The variables will be explained in further detail in 

the next section. 
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 3.2 Variable Definition 

          This section introduces and explains variable included in the regression 

analysis.  There is a total of ten variables: two dependent variable ROA and ROE. The 

rest are independent variable divided to internal bank characteristics, Profit Margin, 

Non-Interest margin, Total Capital Ratio, LONTA, CSTFTA, OVRHD. And external 

bank characteristics GDP and Inflation. 

3.2.1 Dependent Variables ROA and ROE 

         This study used two measurements of bank performance: Return on Assets 

(ROA) Calculated by dividing net income to total assets giving a ratio of earning 

generated from invested capital.  Return on Equity (ROE) Calculated by dividing net 

income by total equity indicates how much profit the bank has generated on money 

invested by shareholders.  

          These two ratios are considered by Sinkey (2002) as the best measures of a 

bank's performance. And it has been used by others, for example, Williams (2003), 

Bashir and Hassan (2004), Kosmidou (2008), Siddiqui (2008), and Sufian and 

Habibullah (2009). ROA and ROE are dependent variables in our study because it 

will help to explain the effectiveness of bank assets, and the efficiency of the bank 

management using shareholder's money, consequently.  

3.2.2 Independent Variables 

The independent variables will be divided into two categories Internal variables and 

External variables. 
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3.2.2.1 Internal Variables  

the variable within the control of banks managements.  

3.2.2.1.1 Non-Interest Margin 

          Non-Interest Margin (NIM) measure by finds out the different between the non-

interest income generated by a bank and non-interest paid out to their lenders. Non- 

interest income includes; revenues earned from investing, services charges on deposit 

accounts and revenues income from investment banking. Non-interest expenses 

include salaries, wages and employee benefits. Increased value indicates improved 

performance. The variable had been used by Bashir (2000), Ben Naceur (2003), 

Bashir and Hassan (2004) and AlKassim (2005). 

H10: Non Interest Margin has no impact on the performance of Islamic banks in GCC. 

H11: Non Interest Margin has a positive impact on the performance of Islamic banks 

in GCC.          

3.2.2.1.2 Total Capital Ratio 

The  capital  ratios  measure by dividing total equity over total assets. This 

ratio may be the most significant rate; for assessing safety and soundness of banks. It 

also measures the strength of a bank and its ability to meet its obligations in a crisis 

(Iqbal, 2001). Capital ratios had been use to measure the  adequacy  of  a firm's level  

of  capital. Banks prefer to hold a specific amount of capital to  support  its  

operations.  Internationally, in 1988,  the  Basel  Accord  has  imposed  uniform  

capital  ratio  standards on banks.  
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  A positive relation had been found between and performance of banks by, 

Alkassim (2005), Pasionras and Kosmidou (2007), srairi (2009) and Masoode et al 

(2009).            

H20: Total Capital Ratio has no effect on the performance of Islamic banks in GCC. 

H21: Total Capital Ratio has a positive effect on the performance of Islamic banks in 

GCC.          

3.2.2.1.3 CSTFTA 

Consumer and total short fund to total assets (CSTFTA). measured by divided 

the Total Deposits, Money Market and Short-Term Funding over total assets ratio. 

This variables consider as a liquidity ratio that comes from the liability side and fund 

source management ratio. The formation of this variable consists of current deposit, 

savings deposit, investment deposit and other short-term funds. Because of the fact 

that holding liquidity from the Bank point view considers as expenses, the coefficient 

of this variable is expected to be negative. Hassan and Bashir (2004) found no relation 

between this variable and performance of banks. 

H30: Consumer and total short fund to total assets has no impact on the performance 

of Islamic banks in GCC. 

H31: Consumer and total short fund to total assets has a negative impact on the 

performance of Islamic banks in GCC.          

3.2.2.1.4 Loanta 

         Total loans over total assets it measures the liquidity of bank assets tied to loans: 

the expected relationship between liquidity and loan ratio is negative. Also, it a 
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measures of risk adds a greater depth of understanding the risk of the bank takes when 

it tries to obtain higher returns Hassan and Bashir (2004). Loans consider as a primary 

source of bank revenue it expected to generate profit to the bank. In term of Islamic 

banks, it operates on profit and loss basis (loans with equity features).  

A positive relationship between Total loans over total assets and profitability 

of conventional banks on a previous study (Demirguc-Kunt and Huizinga, 1997).  

Also a positive relation has been found between performance of Islamic bank and 

total loan to total assets by, Bashir (2000), Hassan and Bashir (2004) and AlKassim 

(2005).  

H40 Total loans to total assets has no relation on the performance of Islamic banks in 

GCC. 

H41: Total loans to total assets has a positive relation on the performance of Islamic 

banks in GCC.          

3.2.2.1.3 OVRHD 

        This ratio found in the income statement measures the variation in 

operation costs across the banking system, reflects employment, a total amount of 

wages and salaries and the cost of running branch office facilities. The expected 

relation is to be negative because efficient banks are projected to operated at lower 

cost. However, using recent bank's technology such as ATMs or any other providing 

services affect expenses negatively. Hassan and Bashir (2004) found that this variable 

has no significant coefficients with the performance of banks.  

H50 overhead to total assets has no impact on the performance of Islamic banks in 

GCC. 
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H51: overhed to total assets has a negative impact on the performance of Islamic banks 

in GCC.          

3.2.2.1.4 Profit Margin   

        To measure the bank profit margin divide bank’s profit before-tax over total 

assets.  This  measure  is  computed  from  the  bank’s  income  statement  as  the  

sum  of  non-interest income over total assets minus overhead over total assets minus 

loan loss provision over total assets minus other operating income. 

Profit Margin measures the banks' ability to generate higher profit by diversifying 

their portfolios. according to Haron 2004, this ratio  measures the effect of total 

expenditure on a bank’s profitability. 

This variable had been used by, Malyneux and Thrulon (1992), Bashir (2000), 

Hassan and Bashir (2004)  Haron (2004) and AlKassim (2005).  

H60: Profit Margin has no effect on the performance of Islamic banks in GCC. 

H61: Profit Margin has a positive effect on the performance of Islamic banks in GCC.          

3.2.2.2 External Variables 

The variables that be beyond the control of the managements of banks. 

3.2.2.2.1GDP 

        GDP measured the economic conditions. Bank performance expected to be 

sensitive to macroeconomic condition, the effect of the macroeconomic on the bank 

performance represented on several types of research such (Abdel-Hameed, 2003; 

Kabir and  Abdel-Hameed, 2003; Flamini et al.,2009). Many kinds of literature found 

a positive relation between GDP and bank performance for example (Demirguc-Kunt 
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and Huizinga 1999, Bikker and Hu 2002: and Athanasoglou et al..2008). AS GDP 

moves up in which favorable macroeconomic condition expected to have a positive 

influence on bank performance. However, in recession time GDP slow dawn, as a 

result, the credit quality deteriorates default increases, and a bank return decreases 

(Flamini et al.,2009). 

H70: GDP has no relation on the performance of Islamic banks in GCC. 

H71: GDP has a positive relation on the performance of Islamic banks in GCC.          

3.2.2.2.2 Inflation 

           According to Flamini et al.2009, when the inflation rate is anticipated 

expected to increase bank's profitability because the bank can adjust appropriately 

interest rate to increase revenues. However, an unexpected change could increase 

costs due to imperfect interest rate adjustment.  

In Islamic Bank case, anticipated change in inflation may use to adjust rent of 

Murabaha and profit distribution rates from Musharaka and Mudaraba contract. 

Consequently, Islamic Banks completely predict inflation (Al-kayed, 2014).         

The relationship between inflation and performance is uncertain. Several study 

show positive relations such ( Delibes and Papnikolaou 2009 and Athanasoglou et al. 

2005). On the other hand, a negative relationship found by Bashir and Hassan 2003. 

However, (Srairi,2009) find there were not any significant relationship between 

inflation and performance.  

H80: Inflation has no impact on the performance of Islamic banks in GCC. 

H81: Inflation has a negative impact on the performance of Islamic banks in GCC.          
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3.3 Model 

         This study uses multivariate model, to captures the relationship between 

dependent and independent variables, two models based on the dependent variables, 

ROA and ROE are used: In both models the independents variables are same.  

The  models of the study are in the following forms: 

Model 1 – ROA 

                                               

                           

                      
        

    

   (      )  

               

 

                                                        Model 2- ROE 

                                               

                           

                      
        

    

   (      )  
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Where: 

ROEbt represents the Return on Equity for bank b in year t. 

 ROA bt represents the Return on Assets for bank b in year t. 

α 1, α2 represents alpha (constant) for each model respectively. 

GDPbt represents GDP for country b in year t 

LN/TA bt represents loan to total assets for bank b in year t. 

Profit margin bt represents profit margin for bank b in year t. 

Non-interest margin bt represents non-interest margin for bank b in year t. 

Capital ratio bt represents capital ratio for bank b in year t. 

Overhead bt represents overhead to total assets for bank b in year t. 

CSTFTA bt represents ratio of consumer and short-term fund to total asset  for bank b 

in year t. 

Inflation bt represents ratio inflation for country  y in year t. 

ἑ is an error term. 
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Chapter 4 – Data Analysis and Interpretation 

Introduction 

This chapter will include some tests for the models, descriptive statistics, 

unconditional Correlation, stationarity test, serial correlation test, homoscedastic test 

and model test result.  

4.1  Descriptive Statistics 

The following table 4.1 provides elementary statistical result about the variable used 

in the models for all GCC countries. Mean and Median calculated using observations 

for all banks overall years of the study period (2004-2014). 

Table 4.1 Descriptive Statistics test result. 

 

           The table shows that the annual average of the dependent variables ROA and 

ROE  is  2.15 and 8.46 respectively. The average of independent variable is 0.69 for 

CSTFTA, 52.52 for LONTA, 2.04 for Non-Interest margin, 0.40 for OVRHD, 4.13 

for Profit_Margin, and 21.01 for Total Capital Ratio. Also the external variables 5.23  

for GDP and 4.19 for Inflation.  

Jarqua-Bera 
probability 

Kurtosis Skewness S.D Mean Variable 

0.00 19.75 2.61 4.97 2.15 ROA 

0.00 8.18 -0.78 15.06 8.47 ROE 
0.00 4.83 -1.60 0.21 0.69 CSTFTA 
0.00 2.87 -0.75 21.15 52.52 LONTA 
0.00 12.26 2.68 2.66 2.04 NON-INTERSET- 

MARGIN 
0.00 144.94 11.96 4.39 0.40 OVERHD 
0.00 52.41 6.50 15.10 4.13 PROFIT- MARGIN 

0.00 13.47 2.96 14.90 21.01 TOTAL-CAPITAL-
RATIO 

0.00 5.91 0.42 4.69 5.23 GDP 

0.00 5.10 -0.13 6.17 4.19 INFLATION 
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The standard deviation of a variable measures the dispersion of its observations from 

its mean. The dependent variables show a value of 15.06 for ROE and 4.97 for ROA. 

The independent variables show  21.15 for LONTA, 15.10 for Profit-Margin, 14.90 

for Total Capital Ratio. 6.17 for Inflation, 4.69 for GDP, 4.39 OVRHD  2.66 for Non- 

Interest-Margin and 0.21 for CSTRTA. 

            Skewness and kurtosis statistical test to characterize the variability of a data 

set. Skewness is a measure of symmetry, or more precisely, the lack of symmetry.  

Distribution, or data set, is symmetric if it looks the same to the left and right of the 

center point. 

         The Skewness result shows that ROA has a skewness of 2.61, ROE -0.78, 

CSTFTA -1.60, GDP 0.42, Inflation -0.13, LONTA -0.75, Non-Interest-Margin 2.68, 

OVRHD 11.96, Profit-Margin 6.50 and Total- Capital-Ratio 2.96. 

           Kurtosis is a measure of whether the data are heavy-tailed or light-tailed 

relative to a normal distribution. That is, data sets with high kurtosis tend to have 

heavy tails or outliers. Data sets with low kurtosis tend to have light tails or lack of 

outliers. A uniform distribution would be the extreme case. 

          The Kurtosis result shows that it is 19.75 for ROA, 8.18 for ROE, 4.83 for 
CSTFTA, 5.91 for GDP, 5.09 for Inflation, 2.87 for LONTA, 12.25 for Non-Interest-
Margin, 144.94 for OVRHD, 52.41 for Profit-Margin and 13.47 for Total- Capital-
Ratio.  
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 Jarque-Bera test for normality. The Jarque-Bera test is based on the sample skewness 

and sample kurtosis. 

 H0: data follows a normal distribution. 

H1: data does not follows a normal distribution. 

           Jarque-Bera test for all variables shows probability value of 0.00 less than 5%. 

Hence, the null hypotheses of data follow normal distribution is rejected. This is 

because Kurtosis of the data distributions of the variables is considerably high. 
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4.2 Unconditional Correlation Test 

To investigate the dependence between multiple variables at the same time. The next table 4.2  represent result of the correlation coefficients 
between each variable and the others. 

 

4.2 Unconditional Correlation table 

ROE ROA INFLATION CSTFTA GDP OVERHD NIM lonta Profit 
margin 

Total 
capital ratio 

variables 

         1 Total capital ratio 

        1 0.00 Profit margin 
       1 -0.00 -0.39 Lonta 

      1 -0.37 0.24 0.23 NIM 
     1 -0.03 0.10 -0.02 -0.04 OVERHD 

    1 -0.01 0.13 -0.02 0.15 0.16 GDP 

   1 -0.12 0.07 -0.17 0.28 -0.02 -0.70 CSTFTA 
  1 0.05 0.16 -0.07 0.07 0.05 -0.01 0.01 INFLATION 

 1 0.08 0.02 0.26 -0.03 0.16 0.11 0.22 0.05 ROA 
1 0.69 0.12 0.02 0.38 -0.03 0.17 0.16 0.32 0.01 ROE 
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First Total Capital Ratio shows a highest correlation with CSTFTA at 0.70 and 

lowest correlation with profit margin. Second, Profit Margin shows a highest 

correlation with ROE at 0.32 and the lowest with Lonta at 0.00. Third, LONTA shows 

a highest correlation with Net Interest Margin and the lowest with GDP at 0.02. 

Fourth, Non Inerest Margin, show a highest similar correlation with Cstfta and ROE 

at 0.17 and the lowest with Overhed at 0.03. Fifth, Overhd shows highest similar 

correlation results at 0.07 for Cstfta and Inflation and a lowest with GDP at 0.01. 

Sixth, GDP shows highest correlation with ROE at 0.38 and lowest with Cstfta at 

0.12. Seventh, Cstfta shows a highest correlation at 0.05 and ROA, ROE represent the 

lowest value at 0.02. Finally, Inflation shows a highest correlation with ROE at 0.12 

and lowest at 0.08 for ROA.  

The result rule ut the existing of multi correlanetiy among independent variables.  
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4.3 Stationarity Test 

          This study applies Augmented Dickey Fuller Unit Root test to test the 

stationarity in the data series of the variables. In statistics, a unit root test tests 

whether a time series variable is non-stationary and possesses a unit root.  

HO: the distribution of data not stationary or has a unit root.  

H1: the distribution of data is stationary or does not have a unit root. 

           The guideline is if the absolute test statistics is more than a critical value 

(absolute) the we can reject null hypothesis and accept alternative hypothesis. But if 

the test statistics is less than critical value, we cannot reject null hypothesis, rather we 

accept null hypothesis.  

The following tables represent the Augmented Dickey Fuller Unit Root test for all 

dependent and independent variables. The result shows that P-Value for all variables 

is 0.0000 which is less than 5%. Thus we reject the null hypothesis that all variables is 

not stationary and has a unit root. It also followed by graphs describe the movement 

for each variables   
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Table 4.3 Augmented Dickey Fuller Unit Root test 

Total Capital Ratio PM OVRHD NIM LONTA CSTFTA INFLATION GDP ROE ROA Variables 

-5.89 -6.39 -13.85 -8.88 -5.68 -6.04 -18.05 -11.19 -10.22 -6.46 t-Stat 

0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 Prob. 
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Figure 4.1 plot of Augmented Dickey Fuller Unit Root test  for CSTFTA 

 

 

 

 

 

 

 

 

Figure 4.2  plot of Augmented Dickey Fuller Unit Root test  for GDP 

 

 

 

 

       

 

Figure 4.3  plot of Augmented Dickey Fuller Unit Root test  for Inflation 
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Figure 4.4  plot of Augmented Dickey Fuller Unit Root test  for Lonta 

 

 

 

 

 

 

 

 

Figure 4.5  plot of Augmented Dickey Fuller Unit Root test  for Non Interest 
Margin 

 

 

 

 

 

 

 

 

Figure 4.5  plot of Augmented Dickey Fuller Unit Root test  for Overhd 
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Figure 4.6  plot of Augmented Dickey Fuller Unit Root test  for Total Capital 
RATIO 

 

 

 

 

 

 

 

Figure 4.7 plot of Augmented Dickey Fuller Unit Root test  for profit margin 

 

 

 

 

 

 

 

 

 

 

 

0

20

40

60

80

100

25 50 75 100 125 150 175 200 225 250 275 300

Total Capital Ratio

-40

0

40

80

120

160

25 50 75 100 125 150 175 200 225 250 275 300

profit margin



33 

 

  Figure 4.8 plot of Augmented Dickey Fuller Unit Root test  for ROA 

 

 

 

 

 

 

 

 

 

Figure 4.9 plot of Augmented Dickey Fuller Unit Root test  for ROE 
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4.4 Serial Correlation Test 

           Serial correlation is the relationship between a given variable and itself over 

various time intervals. Serial correlations are often found in repeating patterns, when 

the level of a variable effects its future level. 

H0: residual are not auto-correlated. 

H1: residual are auto-correlated. 

           The following Table 4.4 represent the adjusted auto coloration result after  

removing serial coloration by adding log to the dependent variable ROA. The value of  

Prob.ChiSquare is 0.9464 more than 5%. Hence, the null hypotheses of  residual are 

not auto-correlated is not rejected.  

Table 4.4 Serial Coloration test between ROA and all independent variables. 

 

Variable            ROA 

 

F-Statisic                0.05 

R*-squared           0.11 

Prob. Chi-Square  0.94 
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The next table 4.5 show the serial coloration of the ROE dependent variable 

we can see from the table below that the prob. Chi-Square(2) is 0.8565 more than 5%. 

Hence, the null hypotheses of  residual are not auto-correlated is not rejected. 

Table 4.5 Serial Coloration Test between ROE and all independent variables. 

 

Variable            ROE 

 

F-Statisic                0.14 

R*-squared             0.31 

Prob. Chi-Square   0.86 

 

 

4.5 Homoscedastic Test  

          In statistics, a sequence or a vector of random variables is Homoscedastic if 

all random variables in the sequence or vector have the same finite variance. This is 

also known as homogeneity of variance. The complementary notion is called 

Heteroskedasticity.  

H0: variance of the residual is Homoscedastic. 

H1: variance of the residual is Heteroscedastic.  

          The next table 4.6 represent homoscedastic test for ROA dependent variable 

the prob.Chi-Square is 0.81 more than 5%. Hence, the Null hypotheses of variance of 

the residual is Homoscedastic is not rejected, meaning that there is no 

heteroscedasticaty in the data.                      
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Table 4.6 Homoscedastic Test for ROA 

 

Variable                 ROA 

 

F-Statisic                0.55 

R*-squared             4.45 

Prob. Chi-Square   0.00 

 

    The next table 4.7 represent homoscedastic test for ROE dependent variable the 

prob.Chi-Square is 0.05 equal to 5%. Hence, the Null hypotheses of variance of the 

residual is Homoscedastic is rejected. 

Table 4.7 Homoscedastic Test for ROE 

  

Variable              ROE 

 

 

 

 

 

 

 

 

 

 

 

 

 

F-Statisic                 2.01 

R*-squared             15.70 

Prob. Chi-Square   0.05 
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4.6  Model Test Result 

In this section, the test results of the models of this study are presented. This study 

used ROA and ROE as dependent variables in the two models. 

The independent variables are same. In the following sub-sections the test result of 

ROA is discussed first followed by the discussion on the test result of ROE. 

4.6.1 Return on Assets (ROA) 

The following Table 4.8 reports the t-test statistics for the variable used in our 

analyses to find the relationship between dependents variable (ROA) Return on 

Assets and independents variable GDP and Inflation Total Capital Ratio, Non Interest 

Margin, Profit Margin, Consumer  and Short term fund  to total asset, Total loan to 

Total assets and Overhead to total assets. 

 Table 4.8 t-test result of ROA 

 

 

      
      Variable Coefficient Std. Error t-Statistic Prob.    
      
      C  -5.32 2.01 -2.65 0.01  

GDP   0.22 0.06 3.68 0.00  
INFLATION   0.01 0.05 0.28 0.78  

CSTFTA   2.85 1.87 1.53 0.13  
LONTA   0.05 0.02 3.16 0.00  

NON_INTEREST_MARGIN   0.29 0.12 2.47 0.01  
OVRHD  -0.04 0.06 -0.68 0.50  

PROFIT_MARGIN   0.05 0.02 2.65 0.01  
TOTAL_CAPITAL_RATIO   0.05 0.03 1.73 0.09  

      
      R-squared      0.15        

Adjusted R-squared       0.13  
     

     F-statistic       6.12       
Prob(F-statistic)       0.00      
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4.6.1.1  Relationship between a  CSTFTA and ROA  

CSTFTA is a measured of liquidity. The coefficient of CSTFTA is 2.85 with t-

statistic of 1.53. The test result are not significant because the P-value of the t- 

statistics is 0.1283 more than 0.05. Hence, the null hypothesis is there is no 

relationship between CSTFTA  and ROA is not rejected. It follow that CSTFTA does 

not have an impact on ROA.  

4.6.1.2 Relationship between LONTA and ROA      

LONTA, it measure the liquidity of bank assets tied to loans and it also measure of 

risk. The coefficient of LONTA is 0.04 with t-statistic of  3.15. The test result are 

significant because the P-value of the t- statistics is 0.0018 less than 0.05. Hence, the 

null hypothesis is there is no relationship between LONTA and ROA is rejected. 

LONTA have strong positive and statistically significant relationships with  Islamic 

Bank performance. This variable is significant at least at level 1%. This result is 

confirming with previous finding such  (Demirguc-Kunt and Huizinga, 1997) and 

(shabir,2001).    

4.6.1.3 Relationship between Non-Interest Margin and ROA      

 NIM measure of profitability. The coefficient of NIM is 0.28 with t-statistic of 2.47. 

The test result are significant because the P-value of the t- statistics is 0.014 less than 

0.05. Hence, the null hypothesis is there is no relationship between NIM and ROA is 

rejected. There is statistically positive significant relationship between NIM and 

Islamic Bank performance. This variable is significant at least at level 5%. 
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4.6.1.4 Relationship between OVRHD and ROA      

OVRHD  ratio measure the variation in operation costs across the banking system. 

The coefficient of OVRHD is -0.04 with t-statistic of -0.67. The test result are not 

significant because the P-value of the t- statistics is 0.49 more than 0.05. Hence, the 

null hypothesis is there is no relationship between OVRHD and ROA is not rejected. 

It follow that OVRHD does not have an impact on ROA. 

4.6.1.5 Relationship between is Profit-Margin and ROA      

Profit-Margin measure the banks’ ability to generate higher profits by diversifying 

their portfolios. The coefficient of Profit-Margin is 0.05 with t-statistic of 2.64. The 

test result are significant because the P-value of the t- statistics is 0.008 less than 0.05. 

Hence, the null hypothesis is there is no relationship between Profit-Margin and ROA 

is rejected. There is statistically positive significant relationship at least at level 1% 

between profit-margin and Islamic Bank performance.  

4.6.1.6 Relationship between is Total-Capital ratio and ROA      

Total-Capital ratio measures the strength of a bank and its ability to meet its 

obligations in a crisis (Iqbal, 2001). The coefficient of Total-Capital ratio is 0.04 with 

t-statistic of 1.72. The test result are not significant because the P-value of the t- 

statistics is 0.08 more than 0.05.  Hence, the null hypothesis is there is no relationship 

between Total-Capital ratio and ROA is rejected at 10% significant level. It follow 

that Total-Capital ratio have an impact on ROA.      
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  4.6.1.7 Relationship between GDP and ROA 

GDP is a measured the economic conditions . The coefficient of GDP is 0.22 with t-

statistic of  3.678.The test result are significant because the P-value of the t- statistics 

is 0.0003 less than 0.05. Hence, the null hypothesis is there is no relationship between 

GDP and ROA is rejected. GDP have strong positive and statistically significant 

relationships with  Islamic Bank performance. This variable is significant at least at 

level 1%.  This result is consistent with the finding of Bourke (1989), Molyneux and 

Thornton (1992) and Athanasoglou et al. (2008). 

4.6.1.8 Relationship between Inflation and ROA      

The coefficient of Inflation is 0.01 with t-statistic of 0.27. The test result are not 

significant because the P-value of the t- statistics is 0.78 more than 0.05. Hence, the 

null hypothesis is there is no relationship between Inflation and ROA is not rejected. 

It follow that Inflation does not have an impact on ROA.   

 This result is consistent with (Srairi,2009) he find there were not any significant 

relationship between inflation and performance. 

           In the ROA model,  R-Squared is 0.149 this mean the independent variables 

explain about 14% of independent variable. Also, the probability of F-statistic is 

0.0000 which is less than 5%. Hence, the null hypotheses; all the independent variable 

jointly cannot influence the dependent variable is rejected. 
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4.6.2 Return on Equity (ROE) 

The following Table 4.9 reports the t-test statistics for the variable used in our 

analyses to find the relationship between dependents variable (ROE) Return on Equity 

and independents variable GDP and Inflation Total Capital Ratio, Non Interest 

Margin, Profit Margin, Consumer  and Short term fund  to total asset, Total loan to 

Total assets and Overhead to total assets. 

 

Table 4.9 t-test result of ROE 

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C    -10.02 5.66 -1.77 0.08 

GDP     1.05 0.17 6.08 0.00 
INFLATION     0.10 0.13 0.80 0.42 

CSTFTA     2.53 5.25 0.48 0.63 
LONTA     0.15 0.04 3.63 0.00 

NON_INTEREST_MARGIN     0.86 0.33 2.62 0.01 
OVRHD    -0.16 0.15 -1.04 0.30 

PROFIT_MARGIN     0.24 0.05 4.42 0.00 
TOTAL_CAPITAL_RATIO     0.00 0.08 0.04 0.97 

     
     R-squared     0.27       

Adjusted R-squared     0.25    

F-statistic    12.74   
Prob(F-statistic)     0.00    
     
     

 

4.6.2.1  Relationship between a  CSTFTA and ROE  

CSTFTA is a measured of liquidity. The coefficient of CSTFTA is 2.53 with t-

statistic of 0.48. The test result are not significant because the P-value of the t- 

statistics is 0.63 more than 0.05. Hence, the null hypothesis is there is no relationship 

between CSTFTA  and ROE is not rejected. It follow that CSTFTA does not have an 

impact on ROE. 
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4.6.2.2  Relationship between GDP and ROE 

GDP is a measured the economic conditions . The coefficient of GDP is 1.04 with t-

statistic of  6.08.The test result are significant because the P-value of the t- statistics is 

0.0000 less than 0.05. Hence, the null hypothesis is there is no relationship between 

GDP and ROE is rejected. . GDP have strong positive and statistically significant 

relationships with  Islamic Bank performance. This variable is significant at least at 

level 1%.   

4.6.2.3 Relationship between Inflation and ROE      

The coefficient of Inflation is 0.10 with t-statistic of 0.79. The test result are not 

significant because the P-value of the t- statistics is 0.42 more than 0.05. Hence, the 

null hypothesis is there is no relationship between Inflation and ROE is not rejected. It 

follow that Inflation does not have an impact on ROE.     

4.6.2.4 Relationship between LONTA and ROE      

LONTA, it measure the liquidity of bank assets tied to loans and it also measure of 

risk. The coefficient of LONTA is 0.15 with t-statistic of 3.63. The test result are 

significant because the P-value of the t- statistics is 0.0003 less than 0.05. Hence, the 

null hypothesis is there is no relationship between LONTA and ROE is rejected. 

LONTA have strong positive and statistically significant relationships with  Islamic 

Bank performance. This variable is significant at least at level 1%.  

4.6.2.5 Relationship between Non-Interest Margin and ROE      

 NIM measure of profitability. The coefficient of NIM is 0.86 with t-statistic of 2.61. 

The test result are significant because the P-value of the t- statistics is 0.0093 less than 

0.05. Hence, the null hypothesis is there is no relationship between NIM and ROE is 
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rejected. There is statistically positive significant relationship between NIM and 

Islamic Bank performance. This variable is significant at least at level 5%. 

4.6.2.6 Relationship between OVRHD and ROE      

OVRHD  ratio measure the variation in operation costs across the banking system. 

The coefficient of OVRHD is -0.15 with t-statistic of -1.04. The test result are not 

significant because the P-value of the t- statistics is 0.29 more than 0.05. Hence, the 

null hypothesis is there is no relationship between OVRHD and ROE is not rejected. 

It follow that Total-Capital ratio does not have an impact on ROE 

4.6.2.7 Relationship between is Profit-Margin and ROE     

Profit-Margin measure the banks’ ability to generate higher profits by diversifying 

their portfolios. The coefficient of Profit-Margin is 0.23 with t-statistic of 4.42. The 

test result are significant because the P-value of the t- statistics is 0.000 less than 0.05. 

Hence, the null hypothesis is there is no relationship between Profit-Margin and ROE 

is rejected. There is statistically positive significant relationship at least at level 1% 

between profit-margin and Islamic Bank performance.  

4.6.2.8 Relationship between is Total-Capital ratio and ROE      

Total-Capital ratio measures the strength of a bank and its ability to meet its 

obligations in a crisis (Iqbal, 2001). The coefficient of Total-Capital ratio is 0.00 with 

t-statistic of 0.03. The test result are not significant because the P-value of the t- 

statistics is 0.97  more than 0.05. Hence, the null hypothesis is there is no relationship 

between Total-Capital ratio and ROE is not rejected. It follow that Total-Capital ratio 

does not have an impact on ROE.       
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          In the ROE model,  R-Squared is 0.26 this mean the independent variables 

explain about 26% of independent variable. Also, the probability of F-statistic is 

0.0000 which is less than 5%. Hence, the null hypotheses; all the independent variable 

jointly cannot influence the dependent variable is rejected. 
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Chapter 5– Conclusions 

Conclusion 

           This study aimed to identifying the determinants of performance for Islamic 

banks operating in GCC region between 2004-2014, using a cross-sectional time-

series (unbalance panel data). Bank- specific factors (internal variables), 

macroeconomic factors (external variables) have been used in this study. 

           By applying a regression analysis, this study followed previous studies such as 

Bourke (1989), Molyneux and Thornton (1992), Bashir (2000), Bashir and Hassan 

(2004). Zeitun (2012) The growth in demand for Islamic bank and spread of the 

Islamic services around the word, especially in GCC countries provide motivation for 

the study.   

           To measure performance of  Islamic banks, ROA and ROE were indicate as 

dependent variables and GDP, and Inflation, and internal characteristics like Total 

Capital Ratio, Non Interest Margin, Profit Margin, Consumer  and Short term fund  to 

total asset, Total loan to Total assets and Overhead to total assets were used as 

independent variables. 

GDP is significant in its impact on both ROA and ROE. Hence, the impact is similar 

in ROA 0.0003 and ROE 0.000.  

LONTA: is significant in its impact on both ROA and ROE. Hence, the impact is 

higher in ROA 0.0018 than ROE 0.0003. 

Non-Interest-Margin: is significant in its impact on both ROA and ROE. Hence, the 

impact is higher in ROA 0.0140 than ROE 0.0093. 
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Profit Margin: is significant in its impact on both ROA and ROE. Hence, the impact is 

higher in ROA 0.0086 than ROE 0.0000.  

On the other hand, the impact of  CSTFTA, Inflation, Overhd and Total- Capital – 

Ratio Independent variables are not significant for both dependent variables ROA and 

ROE. 

           Results on GCC banking were consistent with  previous studies like Bashir 

and Hassan (2004), Srairi (2009) and Demirguc-Kunt and Huizinga (1997). 

Limitations 

           Data collection is the main limitation for this study. data on banking in the 

Middle-East is not easily accessible or available in general. The data for this study 

was obtained from BankScope and the required information was not available for all 

banks. Moreover, data for Oman Islamic Bank was not available. Therefore, we 

exclude Oman form this study. Also, many banks were not included in this study as 

they had missing data for many years over the period of the study. Another limitation 

for this study is that some variable were not includes to test bank performance like 

interest rates, total assets, among other variable. 

           Future studies may involved more variables, such as interest rate borrowing, 

total deposit and total expenditure as a percentage of total assets. Another 

recommendation is the examination of the differences in the determinants of 

performance between small and large bank.     
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