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ABSTRACT

No doubt that the banking sectors plays a vited no the economy of all countries.
In this sense, the stability of the economy depemasically on the banks’ well-
organized in a country. This study is aimed tamine the profitability
determinants of Qatari domestic banks, these bankdslamic and conventional.
The profitability determinants include Return onsds (ROA) , Return on Equity
(ROE), and Net-Non Interest Margin (NNIM). In erdto evaluate and compare
these profitability variables among two types ofiks 3 Islamic and 6 Conventional
banks were selected. The study used panel datahwisze extracted from the
bank’s annual financial reports for the period kedw 2007and 2013. Applying
Stata- software some correlation and regressiolysiadindings were carried out on
data and tried to measure the effect of some mnldgnt variables such as; bank-
specific factors, which including capital adequd©AR), liquidity (LIQD), asset
quality (ASQ), management quality (MGQ). In addlitito, control factors in term of
macroeconomic variables like, the inflation (INF)daGrowth domestic product
gross (GGDP). Furthermore, we added corporate gawee factors in terms of
board size and composition (BS) and (BC). In addjta dummy variable is used in
the form of [1] in regards to Islamic banks, othisev[0] for commercial banks.
Regarding our empirical analysis, there was ncedifice between the two types of
banks in terms of ROE and NNIM. However, Islamanks’ performed better in
term of ROA. In regard to factors of macroeconoamd corporate governance, our
findings revealed some influence for the board cositipn (BC), board size (BS),
and the inflation (INF). Furthermore, no effect waedicted of the (GGDP) among

the profitability determinants.



Keywords: Islamic Banks, Conventional banks, Profitabiligterminants. Financial

ratios



0z

Bankacilik sektoriintin tim ulkelerin ekonomisinderdih bir rol oynadg stiphesiz
bir gercektir. Bu bglamda bir tGlkedeki ekonomik denge, bankalarin ndakayi
organize edildii ile yakindan ilgkilidir. Bu galismanin amaciislami ve geleneksel
bankalar olan Katar'in yerli bankalarinin karlildeterminantlarini incelemektir.
Karlilik determinantlari arasinda Yatirm GetiriROA) , Ozsermaye Karlgi
(ROE) ve Net Faiz Bi Payr (NNIM) bulunmaktadir. Karhlik dgskenlerini
degerlendirebilmek ve karlastirabilmek amaciyla dslami ve 6 geleneksel banka
secilmitir. Bu calsmada, 2007-2013 donemi arasinda bankalarin yill&i m
raporlarindan cikarilan panel verileri kullanigtm. Stata yazihimlari kullanilarak,
verilerde korelasyon ve regresyon analizleri yaptim Bu analizlerde, sermaye
yeterliligi (CAR), likidite (LIQD), malvarlgl kalitesi (ASQ) ve yonetim kalitesi
(ASQ) gibi faktorlerin etkileri, baaimsiz dgisken olarak dlgulmgitr. Bunlara ek
olarak, makroekonomik amdaki kontrol faktdrleri olarak enflasyon (INFev
gayrisafi yurtici hasilanin biyime orani (GGDP) l&nilmtir. Ayrica, kurul
eklenmitir. Buna ek olarak, Islami bankalar icin [1] ve ticari bankalar icin [O]
olmak tzere kukla dgskenler de kullanilngtir. Ampirik analiz sonucunda, ROE ve
NNIM baglaminda iki banka turl arasinda herhangi bir fadizlgmlenmenstir.
Ancak ROA anlamindalslami bankalarin daha iyi bir performansa sahipugid
gorulmistir. Sonuclara gore, makroekonomik ve kurumsal gitimdaktorlerinde,
kurul yapisi (BC), kurul buyikigii (BS) ve enflasyon (INF) lzerinde bir etki
gozlemlenmgtir. Ancak, karlihk faktérlerinden GGDP Uzerindeerhangi bir etki

sonucuna varilamastir.



Anahtar Kelimeler: islami Banka, Geleneksel banka, Karlilk determilgantMali

oran.
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Chapter 1

INTRODUCTION

The banking industry play very important role ire tivhole economic life of any
nation. As known, Arab Gulf countries are a partted Islamic world. They have
large amounts of oil resources which reflectstlwgir economic outlook. Also,

these countries have demonstrated steady ecorgsomch in the last two decades.
The Muslim investor, who attempt to engage in awestment matters, which would
not be completed without a banking system. Howetlexr,Muslim must follow the

‘Quranic’ principles, which prohibits the interabat emerge from the conventional
banking system. Whereby, some Islamic countrieye tehartered Islamic banks,
that are operating besides their conventional ®a@®n the other hand, some

countries have fully adopted the Islamic bankingtem.

In this study, we will examine the performance thfe Qatari domestic banks by
using well-known financial ratios such as profilit§p ratios, capital adequacy ratio,
liquidity ratio, asset quality ratio, managementliy, growth domestic product
gross, the Inflation, and corporate governanceofaan form of board composition
and size. Afterwards, there will be a comparisotwben two type of banks that
operate in Qatar, the Islamic banks and the coraitbanks. Qatar is considered
as an important member of Gulf Co-operation Couf@({CC, that resulted in a huge
financial resources which emerges from exporting ajad oil. In addition to this, its

limited population also influences the status .



The study is aimed to examine the Qatari doméstitks’ profitability determinants
for the period between 2007 and 2013. Furtherimbeedata will be brought from
the bank’s annual report. In addition to, otherrses such as, the annual reports of
the central bank of Qatar, Qatar Stocks Exchai@®E]), and the Institute of
Banking Studies (IBS), which is located in Kuwaitd concern of conducting

annual financial reports about all banking seciotse GCC region.
1.1 The Importance of The Banking System

Today to measure a coustgconomic strength you have to consider theirkibgn
system. If their banking system is efficient atabte then these countries’ economic
outputs would be healthy. Hence, the banking sysseability reflects  strong
macroeconomic conditions. However, the credit lending concentration increases
competition and credit risk, hence there mustrbeqguilibrium. On the other hand,
in order to see whether the wealth of any nati@s been distributed in an equal
way among their people or not (the income perta@pthat could be achieved
mainly throughthe banking system. Therefore, the banking systetinei cornerstone
of the economic development. Furthermore, theifaibf the banking system, or in
other words, the inefficiency of the banking systemuld lead directly to an
economic failure. However, the macroeconomic potaies heavily on the banking
system to implement the suitable monetary poliriesder to manage the economic
activity. For example, in order to control the mpsepply in an economy, that could
be done only via the banking system by differentthods, such as, reserve
requirement, open market operations, and discoaté. rSo the mentioned
instruments will translate in the real economy Wfeaing the interest rate and

lending. The Qatari domestic banks are operatinthéenform of the dual banking



system (Islamic and conventional). There are sirveational commercial banks
operating in the country besides three Islamitkba

1.2.1 The Islamic Finantedustry Background

Since our study includégo types of banking system (conventional and l&tym
the conventional banking system is well known whihe Islamic is a new
phenomenon. The Islamic banking industry has beewigg rapidly for the past
two decades around the whole World, but the grdveth mostly been concentrated
in the Islamic countries especially in the Arabgion. The expansion of the Islamic
banks phenomenon appeared on the surface of thimMfirsancial landscape during
the 1980s and 1990s, with networks spannings ni@e 50 countries and an asset
base of over $166 billion,( Kabir. Hassan, 1999here are also International
financial Institutions in Europe and United Statekjch are adopting some Islamic
Instruments to attract investors who prefer to thee Islamic credit instruments,
known as ‘window”. The main feature of the Islamii@nking industry is the
prohibition of interest in banking transactions.wéwer, interest is the cornerstone
of the whole conventional financial industry, bimetQuran (the great book of
Muslim people) prohibits any transaction that deeith interest. Moreover, Muslim
scholars developed Islamic instruments as to bd ursall financial sectors instead

of using the interest.

In the light of the growing importance of the Islaniinance, and its main anchor
the (Shariah) compliant financial products, whishto avoid the interest that is
governing the whole conventional banking systeme Tslamic banking system
provides new Islamic financial products, which amatching the global banking

system, but have a little difference in respecintdérest. However, for the Islamic



banks to be integrated into the global financiastsgn they must promote the
soundness and stability of their Islamic finan@atvices, (Malcom, 2007). So the
joint mission of capital adequacy, risk managememid corporate governance
should strengthen the integration of the Islamicaricial system into the

international financial markets and services. Thivea difference in terms of

financial intermediation between the two types ahks, Islamic and conventional.
The conventional banks intermediation is largeleliest based, while the Islamic
banks are mainly asset based. As mentioned earlibis study, the Islamic banks
do not deal with interest. However, their finamcimethod relies on assets, which
will be applied in each Islamic financial instrunten Fore example, in the

Musharakah, both parties paying their share ap#ataand then buying an asset in
order to resell it. Consequently the return on thie of Islamic instrument, whether

it was profit or loss will be shared.

Thirty years have passed since the first Islamigckbaas found in Egypt in 1963.
Furthermore the Islamic bank phenomenon has beeriapeed gradually. Soon after
the main expansion had appeared in the 1970s, éehe incorporation of the
Islamic development bank located in (Jeddah, K8 the first international credit
agency concerned with giving credit free of inggrevhich is substantially different
from the conventional commercial banks, Rodeney\&fidon, (1990). On the other
hand, Dubai Islamic bank was incorporated In 1976dowed by Faisal Islamic
Bank in 1977s, which runs its operation in Egypd &udan. Then a year later, the
Jordon Islamic bank for finance emerged, and tlodlovied by Qatari and Bahrani
Islamic banks. In the late 1990s up to early 200@s Islamic banks have been

spread among all Muslims countries. Furthermores thternational financial



institution keep looking for this newborn systenthwsome of them even attempt to
adopt it. So the outlook of the Islamic finance ustty has got a really high
reputation around the globe. Due to that the westerancial institutions have
established an Islamic window within their interdsised system to serve the
investors who prefer these instruments. WherelmgedHhslamic windows strengthen
the Islamic financial system to be integrated itite global banking system. With
respect to globalization of the Islamic financiadustry, we can find a lot of Islamic
financial institutions which have been charteredroal, such as; Albaraka
investment company which was incorporated in Genav1983s. And in the same
year Al-Rajhi, the giant Saudi Islamic bank alypened an Islamic branch in
London to promote the Islamic banking industry athe whole world. Finally, we
could observe that the early established Islanmsttitions have now matured, and
have achieved a success in terms of market peioetraffhere is a well- known

saying that imitation is the sincerest form oftéay.

Certainly, it is an excellence on the success slniic banks, that many
conventional commercial banks are now offering rtheients Islamic financial
services, (Rodeney and Wilson,1990). There areesbmancial terms which are
widely used in the financial intermediary instituts such as; interest, uncertainty
(risk), which correspond to Islamic prohibited nsactions like, Riba, Gharar,
Maysar respectively. Here in [Tablel.1] below, wefimed these prohibited

transactions.



Table 1-1: Definitions of some financial termstioé two banking system
Commercial Term| Corresponded Islamic

Definition of the Islamic Term
Term

Interest Ribaa (usury) Is the predetermined pragorin

financial transactions

Uncertainty (Risk) | Gharar (deception) The whole oigmce of the
transaction between the buyer and

seller

Betting Maysar Maysar is a type of gambling

Yet, it is well known that in the financial indagtthe interest is the main source of
the financing activities’s returns, and also firesents the cost of borrowing funds.
Therefore, the Islamic financial system is to bgaged in the financial industry.
Whereby, the Islamic scholars have developed Islgmoducts with respect to the
Shariah Islamic law like Profit and Loss Shari@L$), which exist in the
(Mudarabah), and mark-up in (Murabaha).

1.2.2 The Islamic Financial Instruments

The previous literature introduces and defines Igt@mic instruments. However,
their main concentration was on (Murabaha) whigbresent a lion’s share in the
Islamic banks financing portfolio. The main questtbat might be raised is what is
the Shariah law, and why do the Muslims follow i@aris and Pellegrini, (2006)
have explained this question regarding the Shaah Islamic law extracted from

Quran and Sunna (prophet saying and déeds)

In their study, they indicate that the first oiiqe shock in 1973-1974 has led to a
surge in liquidity. Therefore, the demand of the dlitu population for financial

services that comply with the Shariah principle basn increased, so this has led to



an increase in the financial products. Also, theinged out that the Islamic finance
has helped in strengthening the economic growtthénMuslim world and even

around the globe.

The most important distinguishing features of Istaanks compared to their
counterparts, the commercial banks, are their fepdiethods, famous among which
are Mudarabah, Murabaha, Musharaka, ljara, garsbina@ree loan / without profit),
Istisnaa (Line of financing). So in this study, weuld like to introduce and define
these instruments as follows:

Murabaha; (interpreted as cost-plus trade financing): urtles mode, an Islamic
bank, finances the purchase of commodities, whrelrequested by their customers
and then resell it to them. In this, the Islamémks added mark- up plus the initial
cost of finance. Payment of such financing can déferded or made in installments.
However, actual no losses occur in this type driiting, the customer must pay the

initial cost plus the mark up.

Musharaka; which isa participation in financing: under this mode darsc bank
provides a part of the equity plus working capithh project and shares in profits or

losses (Khaleefa, 1990).

ljarah;  which can be interpreted as rental or leasingrfting : this instrument,
which has provided the bulk of the operating incavhéslamic banks, covers both
long-term leasing or lease financing and most gngwinancing instruments, the
short-term hire-purchase, (Igbal et.al., 1999).

The rewards on the above Islamic instruments wbaldonsidered as an investment
profit, except for Murabaha, which is consideredaaslslamic financing activity.
Recently, as innovations in financial products heneeased due to the rapid rhythm

7



of the lifestyle. In addition to, the vast techrgpodevelopment in the whole life
aspects. Moreover, there is a need to create imandal products in order to move
with the same line with the spirit of the moderfe.liln this manner, the Islamic
banks have developed a new financial product tfsatsfying their customers such
as, Istisnaa which can be defined as the typenahtiing applied to manufacturing
corporation or firms, as well as in financing coustion buildings.

1.2.3 Islamic Finance Industry and Risks

In the mid stages of Islamic banking growth, malaynes have been made regarding
its performance and risk level, those claims haaenbhighlighted by many scholars
and researchers. Therefore, we are going to reweme findings of the most
important studies in this respect. The main Islamanking principle is the profit
sharing in the loss and profit (PLS), which repreed clearly in (Musharaka), the
Islamic instrument, which can be defined as, th@mg bank gives a share in the
capital of the operations and the investor alsaay share in the capital. Moreover,
the investor is responsible for the managing sph€emeally the outcomes of the
project would be shared between the bank and tresiar, whether it was a loss or
profit. And from the experience and previous litara the Islamic principle of profit
and loss sharing (PLS), is more stable than cdiomal bank interest-based,
(Siddqi, 1983). Moreover, regarding risk exposuhesislamic banks responding in
a different way in order to manage and recognizsehrisks, unlike commercial
banks. (Khan,Tariquallah and Habib, 2001), arga¢ ttere are a unique risks which
might be facing the Islamic banks as well as theventional, which are; Liquidity

risk, Market risk, Credit riskn addition to Operational risk.

In this context, for Islamic banks the kind of thessks are changing due to the

(Shariah) principles. Where the Islamic scholargehdeveloped many alternatives

8



that far differ from the commercial banks. Islarb@nks have experienced special
risks due to their result of a different way ofeogtions, and furthermore to the
unique asset and liability structures. Islamic Izanke two ways to keep reserves so
as to mitigatebusiness risk. Hence, these methods are, theticeteaf Profit
Equalization Reserve (PER), and the Investment Risgerve (IRR). According to
(Khan,Tariquallah and Habib,2001je profit equalizer reserve is calculated from
gross income before determining the profit amohdhal beneficiaries. This reserve
reduces the actual reward belong to bpéuties On the other hand, the second
method (IRR) is considered after deductihg share of the speculator. In this, PER
lowers the volatility of the returns of the (IAHahd should be prepared according to
the return rate Archer (1998), stated the importance of (IRR) ortte cover

expected losses in the funds of (IAHS).

The interest risk is one of the most importantatss, that worries the commercial
bank, therefore, the (CB) are hedging through(tHBOR) to set their financial
price in order to avoid the losses that is emergiog interest rate fluctuation. In the
same manner, the Islamic banks have their toalrtgpjover this problem, in the case
of (Murabaha) contract, they set markup added foxed risk premium, which
would be considered as a benchmark for settingMleabaha’'s price. So the
Islamic banks immune themselves against theatiity in market interest rate,

(Zainol and Kasim, 2010).

On the other hand, the Islamic bank may also be@seg to liquidity risk in many
cases. That can be when the condition of borrowsngpt reasonable for buying or
selling an asset. Since the Islamic banks are llawed to deal with interest by the

Islamic law which governing these banks. Therefottee only solution for Islamic

9



bank to survive from liquidity risk is the ratidmaanagement of their portfolios, in

addition to direct injection from the shareholdansl depositors (Igbal, 2005).
1.3 Importance of The Study

There are many studies which discuss the profitpbileterminants of Islamic

banking against conventional banking. However, éh@re no recent studies
regarding the Qatari domestic banks in term ofitability determinants, by taking

into account the effect of corporate governancéofac macroeconomic variables,
besides the bank-specific factors. Therefore e objective of this study is to
shed more light on the determinants of profitapitif Qatari banks in the form of
the dual banking system (conventional and Islanaickis), for the period between
2007 and 2013, while the two systems are runnindeurthe same economic
conditions. The researcher hopes that the resutti® study can be helpful to the
Muslim investors, who decide to engage into tHantéc financial instruments. In

addition, different parties could benefit such esgulators, and policy makers in
order to maintain the weaknesses in the bankintesysand create a conducive
competitive environment, as well as to the bankanagers in the area of

management efficiency and market share evaluation.
1.4 Research Questions

This study discusses the determinants of Qatal’barofitability. Yet, the specific
variables of the profitability determinants thall be used in this study are, return
on equity (ROE), return on asset (ROA), and netn-imeerest margin (NNIM),
which will be represented in the form of incomenfrcommissions and fees over the
commissions and fees expenses. Furthermore, fguuipmose of the study, we used
some financial ratios as determinants or independariables such as, liquidity

ratio, capital adequacy ratio, management qual#or asset quality ratio. In

10



addition, there are four external factors that Wil employed in order to see their
effects on the profitability determinants. Thesetdas are, corporate governance
factors in term of the board of director compositend size, GDP growth and the
inflation. As the main subject of this study iseamine the Qatari domestic banks
profitability determinants, a lot of questions vk raised, looking for an answer as
follows:
i. Is there is a difference between the two typedQaftari banks in respect to
the profitability area, like, ROE, ROA and NNIM?
ii. What's the type of relation between the profitipideterminants, which
were mentioned above and the bank’s specificofa@t
iii.  What are the effects of the governance factors&sd@twill be: the board
member as an inside member over the whole boaed si addition to the
size of the board
iv.  What is the effects of macroeconomic variables saghhe GDP gross and
the inflation of the Qatari bank’s profitability?

1.5 Research Methodology

The research methodology in this study is an emptoy as well as an empirical
study in order to answer the research questionso, Ahis method introduces the
specific profitability determinants in a form oégendent variables. In other words,
the factors that will be on the left side of thgression analysis equation, which will
be used in this study. The right hand side of t@emetric model, will be the proxy
variables in a form of two types: bank specifictéas such as, liquidity ratios,
capital adequacy ratio, asset quality ratio, mamegye¢ quality ratio, board
composition and size, in addition to, the GDP dglovate, board of directors size

and the inflation (INF) as macroeconomic factofdl. the ratios which are

11



mentioned above will be examined in a manner ofigogb data for the two types of
the Qatari banks, in order to see whether thesesrare adequate or not. A sample
of six commercial banks, and three Islamic bankssatected for the period between
2007 and 2013. The data will be brought from thoseks’ financial annual reports,
Qatari central bank annual reports, Qatar StockhBrge annual reports, all of

these sources of data are for more assurance negéhne targeted bank data.

Furthermore, panel data and the method of ss@e analysis will be employed
in this study to predict and answer the researabstipns that have been raised
earlier in this study. Moreover, the Qatari bankgfipability determinants for the
two types of banks will be evaluated. The method the econometric model will

be introduced later in chapter three of this study
1.6 Organization of the Study

This study comprises of six chapters: Chapterinakides the introduction which
provides the main aims of this thesis. In additton the research questions, the
methodology, as well as the contribution of thedgt Furthermorethe second
chapter presents an overview of the GCC’s econonaybmnking system. Chapter
three includes the previous studies regardingjidity, interest-rate risk, asset
quality, management quality, capital adequacy, @oditability determinants, which
focus on Islamic banking compared to commercialkbanin different countries.
Chapter four discusses the methodology used isttidy, which mainly depends on
panel data and regression analysis by using Sieftavare, while chapter five
reviews the result of the empirical study and déseon that will be deployed.
Finally, chapter six summarizes the findings asl aslgiving recommendations for

future research.
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1.7 Conclusion

The result of our regression model showed thatbtngk’s specific factors such as
liquidity, management quality and capital adequacg statistically significant
against the Return On Equity (ROE). However, tloeratation seems to have
different directions. Furthermore, for our secorgpehdent variable (ROA), the
Islamic banks are different in responding to thasiable, and this showed a higher
liquidity ratio because the dummy variable we usedstatistically significant.
Moreover, CAR is negatively affected ROA whil&)D is positively related. Then
after, (NNIM) variable showed no difference betwettie two types of banks.
However, the control variables such as, inflatibiF, board size (BS), board
composition, and GGDP are showing different effegten the dependent variables.
The GGDP and BODS are insignificant statifiijcéo the ROE while the
inflation (INF) is significant, and positively affeed ROE. Furthermore, the same
external factors have been examined against tpendient variable the return on
equity ROA, the only one is statistically signifitas the BS and positively related
the dependent factors. Finally, the dependent biiBINIM is positively related to
the corporate governance factors BS and BC, whitldés not show any effects of
the macroeconomic variables such as the inflatidiF) and Growth Domestic

Products Gross (GGDP)
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Chapter 2

GCC’'s ECONOMY AND BANKING SYSTEM

2.1 Introduction

The globalization has placed the banking industryaidirect competition across
countries. The commercial banking services has la¢gm existing a long time ago.
Therefore, this sector has ability to cope withthé new issues in the banking
arena. Also the other part of the banking systerthésislamic banking, which is
considered as a new player in this industry. Sastarlic countries have completely
adopted the Islamic financial system due to tharéesof their Muslim investors,
which are complying with Shariah principles. Wholiher countries are adopting the
Islamic services partially in the forms of an tela window within their commercial

banks.

Mansor and Khan, (2008), in his paper states ttia; Islamic banking and
institutions have acquired booming grounds in thddhe east, southeast and south
east of Asia, these growing Islamic hubs have aatd launching pad to promote
the Islamic banking instruments in the western ess and financial markets.
Furthermore, the Islamic banking industry is mos#gopted in (QISMUT)
countries, which include Qatar, Indonesia, Saddiabia, Malaysia, United Arabs

Emirates, and Turkey.
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According to the annual report of RGMs, (2013),ckhis in charge of conducting
an annual study, that is highlighting the positidrislamic banking industry in above

mentioned countries find out that:

i. Total Islamic banking assets were 1.7 trillion US&ound the whole
world in 2012, which include pure play Islamic banknd window
players.

ii.  The asset growth for the period (2008-2012) wad%6.

iii.  Average profitability is ranging between 12.6 ar@@ compared with
conventional banks' average, which was 15%.

iv. Customers are 38 million.

The ratios above is an important indicator for iheslim investors who are heavily
adopting the Islamic banking instruments. In additiwve could find that an Islamic
window, even outside the Muslim countries' bordsravailable in the west bank’s
system. Therefore, this is a sign of diversificat@adopted by some conventional
banks in Europe and USA in order to provide aanst financial services to their
Muslim residents. Also IMF and European centralkol@ep monitoring the issue of
fast growing Islamic financial service industry. Mover, they are issuing
periodically report describing this phenomenonithis manner, there are a lot of
published papers that have investigated the Isléimancial system, and the findings
of those studies, mostly agreed about the soungdeafety, and stability of Islamic

financial instruments.
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2.2.1 Financial System in (GCC) Region (an overvig

The banking system in the Arabs Gulf Cooperatingr@@d (GCC) has shown rapid

growth in the last two decades. That is, in fdce to the huge oil revenue, which
reflects into higher GDP per capita growth. Theref this study is aimed to

examine the determinants of profitability of banmks Qatar as one of an important
member of the (GCC) countries. And because sf fQatar carry-on the features of

the (GCC) economic outlook. This region consistsipfcountries as follows:

Table 2-1: GCC region’s Countries

a) King of Saudia Arabia (KSA b) Qatar
¢) United Arabs of Emirates (UAE) dOman
e) Kingdom of Bahrain f) Kuwait

All the countries above have an oil resourceshdrigecconomic outlook, and high
robust growing GDP. However, their banking systesralso very strong and stable.
The international rating agencies such as, Moo8ianmdard and Poors, give most of
the (GCC) region’s banks an acceptable rating, samae of them have a high rating
rank like AA for the short term debt, and thisaisign of a healthy banking system.
The (GCC) region reflects a strong financial systesnpported by huge foreign
resources generated from oil exporting. The comiaklbank controlled the banking
markets. In addition to the strong presence of stwameks and foreign financial
institutions. In this, we observed that most ofe tBCC’s banks, they have high
capital which reflects their financial stabilityn addition, the operations of the GCC

banks are mostly domestic orientated.
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The commercial banks are relying heavily on legdind private deposits, whereas
Islamic banks are asset-based. According to RGERD4.3) report, we observed that
the foreign banking operations in term of asset laatdlities represent a little share
in the GCC's banking foreign operations. Fore exan{SA has lower which is 8.6
per cent, while the Bahraini Banks have the highws¢ (47%) according to
(Espinoza el.alt,2010). That is because Bahrapresents a hub for financial
market in the Arabs Gulf Region, which consistgs|of foreign financial

institutions that deals directly with the global ket

Generally, The banking industry phenomenon in (GE€Cpuntries is considered

relatively young. This industry started to groweafthe oil have been explored in the
region in the 1970s, and its prices had gone uperdkbanks that are operating in
the GCC region are government controlled, thesepassible by, either through
equity participation or direct supervision. Thealntial institution’s ownership is

controlled by only a few shareholders. In additiorgst of them are from the ruling
families everywhere in the (GCC) region. This pheaeaon might reduce the
threats of the market, because the shareholderdwdaé able to inject additional

capital when there is a need. In addition, we say that the Islamic banking
services in the (GCC) countries experience rapmvth over the last decade,
except in Oman, because of the absence of Isléinaacial services. That's why
previous researchers avoid to include the Omankdam their studies about the

Islamic bank's performance in the GCC countridarfig finance web).
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2.2.2 GCC'’s Crude Oil and Economy

The GCC countries, are mainly oil-based regidth the largest approved crude oll
reserve. The working paper of emerging market, AQEI12) states that the crude-
oil of GCC countries represents 35.7 per cent efwhrld total reserve. Moreover,
the GCC account for 52 per cent of the total OP&senve. The oil revenue for these
countries represents 73 percent of their total egp63 percent of the government’s
total revenue, and 41 per cent of its GDP. The GGantry’s economy is heavily
dependent on the oil revenue, which is linking thdinectly with the international
market, while these countries are connected styotogthe international market. In
addition, they also carry-on some risks such ak;poce fluctuation, imported
inflation, political stability or uprising in the ¢ producers and consumers’
countries. In this, the GCC countries are also exglble to any risk that could be
emerging from global market volatility. Though tisavhy GCC countries attempt to
diversify their source of revenue through theiraficial sectors such as, banks,
mutual funds, and foreign direct investment. In gnaphs below, some review of
macroeconomic variables regarding the GCC countrbgh shows its performance
for the period between 2003 and 2010, but did neecthe period of 2012 and 2013

that’s due to the availability of data.

According to [Graph 2.1] bellow, which was broughdm the GCC economic
statistics; 10 edition, 2011, represents the GDP growth for theole GCC
countries. The GDP of these countries was abo0®0 million US$ in 2003, and
gradually has increased to 1,080,000 US$ in 200@nTafterwards, it decreased to
900,000 US$ in 2009, that's due to the internafidiveancial crisis, which was

erupting in the mid of 2008 and boomed in 200&rahat the GCC gross domestic
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production has gone up to 1,100,000 US$ at theca#r2D10, because the global

economy has recovered from the financial crisis

GDP of GCC Countries
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Figure2.1: GDP of GCC’s Countries Source: The Gulf data

As shown above in the graph (KSA) has the gregtestth rate of GDP followed by
(UAE), Kuwait, Qatar, Oman and Bahrain. The défeere in the GDP growth is due
to the amount of oil produced, which was high ia dase of Saudi Arabia, and low
for the rest of the GCC'’s country respectivdlile gross domestic product, (GDP) is
one of the most commonly used macroeconomic italisdor measuring the total
economic activity. Hence, the GDP is attemptingnftuence numerous economic
factors such as, supply and demand for loans apasits. While GDP growth slows
down, particularly during recessions, credit qualdeteriorates, and defaults

increase, consequently bank returns will be lowered

In the case of GCC that the government is thenrnantroller of the banks, either

by regulations or monetary policy maker. This |affect the bank's position, as the

19



GDP is an external factor, so it could affect trenking system performance
negatively or positively during the economic cydetween the recession and
recovery.

2.2.3 GCC’s Monetary Policy

The GCC'’s country's monetary policy focused on rnaaning the policy of fixed
rate regime with the US Dollar. However, Kuwaie-pegged its currency to a
basket of international currencies. Moreover, @@C region’s monetary policies
tend to limit its foreign borrowing, in order teép liabilities at least level, and thus
contributed clearly on their long-term stabilityhether US Dollar is fluctuated
against the Euro, Japanese Yen and British Poundob In addition, these
countries are the main trading partner of the G€@ion. The international oil
demand will keep further the growth of the GCCimadgoreign reserve, which will
have a positive effect on their GDP growth. Altbbuthere is a serious debate for
establishing an economic and political integratietween the GCC countries, like
monetary union. Whereas the central bank for tm®n is projected to be in
Riyadh (KSA). This step will lead directly to cun@y unity as the European
union’s single currency (Euro). If this happenswitl form a strong economic
outlook for these countries. In addition to theificdl power, these will facilitate
and enhance the GCC region position within the ermdtional financial
organization such as, International monetary fuktFf, International bank (IB). In
contrast, all the conditions for a successful eaanounity are available for the
GCC countries like, similarity in depending on tiesector for the general budget.
Also, they have same geography and climate aspemtsl one religion governs

their population, which may lead to similarity aintegrity into their economic and
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political issues. Since the creation of the Gulbperation council in 1981, the main
goals it focuses on is the aspects of economigiiation.

2.2.4 The GCC's region Population

The population in the GCC region witnessed a steadyease as shown in the
[Figure 2.2] below. It was 32 million in 2003, atieen after increased gradually up
to approximately 50 million people. The large irases in the population number
accompanied with the huge boom in oil and gas s&dtbcreate a strong market for
the banking sector. In addition, about 50 percétti® GCC population is expatriates
who are attracted by the golden jobs in the peatrolesectors, (Daily Telegraph,
article, 22.11.2012). Thus, the banking sectord¢ouhke benefit from the big size of
population in manners of establishing more drivendew (small branches) in
marketing centers. Furthermore, the banking sector take advantage of the
population density, most especially the foreign keos who transfer their money
outside frequently, and this creates benefits famkis in the form of non-interest

income.

21



Population of GCC Countries
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Figure2.2 GCC's Region Population (in million). Sourcehe Gulf data base

2.3.1 Qatari Economy (an overview)

As the main subject of this thesis is to condustwdy regarding the profitability
determinants of the Qatari banks. We give hereesameas about the Qatari
economy. Qatari economy has experienced a fasthaige progress in various
economic fields and social welfare in the last de¢asupported by hydrocarbon
industries. The Qatari government policy is bailtthe free market policy principle.
This policy allowed Qatar to play freely in the @mtational market with the
acquisitions of key players of financial instituts in the USA, UK and Europe via

Qatar investment authority, which represent theegawment’s investment arm.

According to the Qatar economic outlook rep(013), this annual report
confirms the emergent role of non-oil and gas eowdes in deriving aggregate
growth, which one of them is of course the banldgagtor. The population of Qatar
according to the recent census is closed to twiomi Hence, from an economic
point of view, the increasing in the populationdsdo an economic growth. In this,
the increases in demand for services will hold k@ tonsumer price index (the

inflation). Furthermore, the inflation was 3.6 pamt in 2012, and the real GDP
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growth was 4.8, according to the latest Citigrog€ast. In addition, the same report
states that, the financial services in Qatar mgTe18.3 percent of the total labor
force productivity. Also the Islamic banks in Qatauring 2012 had raised 8 billion
(Qatari Riyal) through issuing sukuk (Islamic band)

2.3.2 Qatari Banking System

The Qatari banking system is comprised of commeéitzanks, Islamic banks, foreign
banks (offshore) operating in the country and oftreancial institutions. In addition to,
non-banks such as, insurance companies, socids famd mutual funds. Since the aim
of this study concern about the profitability @atari domestic banks, then it is
better to give an overview of the Qatari banks undbe two systems. The Qatari
conventional banking sector is comprised of sixksaas follows; Qatar National Bank,
Doha Bank, Alkhaliji Bank, Commerical Bank of Qatalnternational bank of Qatar,
and Ahli Bank. On the other hand, the Islamic lsanke Qatar Islamic Bank, Qatar
International Islamic Bank, and Alrayan Bank.1®93 the central bank of Qatar was
established to issue the national currency andegulate and supervise all banks
operating in Qatar in order to execute the cotmimponetary policy. In addition, Qatar
Stock Exchange (QSE) which was incorporated irb19%or the purpose of promoting
the financial industry and to help in transferrthg fund between lenders and borrowers.
2.3.3 Qatari Islamic Banks

Qatar has three fully Islamic adopted bank agamxstonventional banks. The recent
report of Qatari Central bank (QCB) , which is skeow that the Islamic bank's
market share of 33.5 percent of the total markedlbQatari banking sectors with
both of its types that are in manner of asset.heumore, the Qatari government

bans its conventional banks to run Islamic wind@dwhereby, this step has increased
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the Islamic bank's assets. These Islamic bankselya are Qatar Islamic bank,

Alrayan Bank and Qatar International Islamic Bank.

The most important one among Qatari Islamic baskstle Qatar Islamic Bank
(QIB), because of its a huge market share in tharQslamic financial instrument.
This bank has 35 percent of the total Islamic banksrket share (measured in a
manner of deposit size), defended with a totaltasc&20.1 billion and US$3. 2

billion as represented in the bank financial reparthe year 2012.

In order to promote the Islamic financial indusgigbally, Qatar Islamic bank (QIB)
has established a fully Islamic branch in the Whkéngdom since 19882, which is
located in the spirit of international financialnter (London). The great vision of
this branch is to become the leading Islamic fim@nmstitution in Europe. The
Qatari commercial banks seem to have a big sizetaf bank’s asset in the local
market for the period of the study, in additionadarge amount of loans and equity.

Here below are some graphs explaining this posfoothe both types of banks.
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According to [Figure2.3] above, the Qatari commedrbanks seem to have a greater
share of the whole Qatari bank’s asset. And becaftisgatari conventional banks

have been chartered early compared to the Qalamils banks.
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Furthermore, with regard to the large capital site Qatari conventional banks.
Hence, their loan size is shown greater than Igldmanks, as seen in [Graph 2.4],
above. However, the Islamic banks do not give ld&ectly to their customers, but

in forms of assets as we explained earlier inghigly.
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Figur@.5: Equity Size for IB and CB, constructed by auth

As shown in [Graph2.5] above, the equity size slibaéttle difference between the

two types of banks for the period between 20072010. Then later the commercial

banks’ equity gradually increased, and also Isldmaitk capital has been increased.
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Chapter 3

LITERATURE REVIEW

3.1 Introduction

This study is aimed to shed light on the Qatarndstic banks in a manner of
profitability determinants. In other words, we wilike to investigate the effects of
bank’s specific factors upon the Qatari domesticks profitability determinants, in

addition to, macroeconomic variables and corpagaternance factors.

3.2 Previous Studies

There are many studies which discuss the perfarmai Islamic banking against
conventional banking which has been issued. Sdméhose studies are done by,
Mokhtar et.al (2006), Igbal and Anjum (2012). Abttdmed & Bashir (1999),
Yudistria (2003), Parashar & Venkatesh (2010), @& Zoubi (2007), Oliver
Williamson (1998), Rosly & Abubakar (2003), SaraMbohamad (2013), Ali et.al,
(2011),Wasiuzzaman &Tarmizi (2010), Fotios & Kiryalk007), Rami Zeitin
(2012), Omar et.al (2007) , Elsayed (2013). Hemee,would like to review the
findings of the previous studies regarding the ipmbflity determinants that have

evaluated with bank-specific factor, in additiorstoame external factors.
Mokhtar et. al., (2006), in their study regardihg Islamic banks in Malaysia, for
the period 1997-2003. Their findings figured obatf there is an increasing in

Islamic financial services, while the commerciahkiag services were found more
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stable. Their outputs have also shown an effigigndhe commercial banks more

stable than Islamic banks.

Furthermore, 10 Pakistani banks have been examimedijbal and Anjum (2012).
Their study covered the period between 2007 an@.Z0ie bank’s specific factors
they have used are; return on asset, capital adgqgatio, and liquidity ratios.
According to their results, Islamic banks revealddgher liquidity and capital

adequacy more than the conventional banks.

Abdel-Hamed and Bashir (1999), they have studied 8mdanese Islamic banks,
they are Faisal Islamic Bank (FISB), and Tadansteimic Bank (TIB) in the area
of risk and profitability measures. They used regien analysis and they found that

the relation between the size and profitabilityasweres are statically significant.

Furthermore, Yudistria and Delight (2003), usedh-parametric method and
studied the efficiency of Islamic banking performmanThey examined 18 Islamic
banks from different countries for the period 12900, and they found that the

Islamic banksnefficiency is more than 10% compared to converdidanks.

Parashar and Venkatesh, (2010), they examined ehfermance of Islamic and
commercial banks during the financial crunch 20062 in the (GCC) countries,
and they predicted that the Islamic banks havéopeed better in the terms of
liquidity, return on average assets, and have loperformance in terms of
leverage, capital ratio, return on average eqtitywever, they finally stated that the

Islamic banks performed better all over.
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Olson and Zoubi (2007), discussed in their papehether the Islamic and

conventional banks in the (GCC) region are distisigable from others on the basic
financial characteristics. They collected obseovet of 141 conventional banks and
96 Islamic banks that operating in the (GCC) regiduaring the period 2000-2005.
They used panel data and conducted their studyy Tdwend that most accounting

ratios are similar for both banks type.
3.3 Corporate Governance Factors

In this study, the financial ratios which rely dretaccounting results of the bank’s
annual report will be used in order to run the carngon. Also a two macroeconomic
variable will be added as an external factors ag;hGDP growth and the Inflation
Rate. In addition, there will be two more externalriable such as, Board of
Directors Size and composition; which we quotedhis study as (BS) and (BC)
respectively. The corporate governance (CG) hasrbea pressing issue since the
2002 introduction of the Sarbanes-Oxley Act in USich is aimed to restore the
public confidence in companies and market aftem@ounting fraud had bankrupted
high profile companies such as Enron, and World Cbine (CG) can be defined as “
the system of rules, practices and processes lighvehcompany is directed and
controlled” Oliver. Williamson, (1998). So, the@works on balancing the interest
of many stakeholders in a company, it provides aamnéwork for allowing a
company’s objective it encompasses practically ewphere of management from
action plan and internal controls to performanceasueement and corporate
disclosure. However, Basel Committee on bankingestgion issued a new
principle for enhancing (CG) on a yearly basis 2010, identifying key areas of
focus such as; board practices, senior managens&st management and internal

control, compensation, disclosure and transparencgrporate structure.
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Furthermore, the GCC countries in order to compith\the Basel framework, they
have issued their own corporate governance codelwgoes with the international
(CG) code, but with some respect to the circumstsmt the region. Moreover, the
structure of board member as one of Basel codeshwias been applied in the gulf
region is maximum ten board members for each bbmkhis regard, many studies
have been conducted in order to evaluate theteftdacorporate governance factors
upon the firms’ performance such as, Omar et.@{20 they have studied
corporation ownership and performance of 660 firmene year in order to show
the corporate governance effects upon these fibmsusing simulation equation
models. Their finding goes with the previous Hieire line, that's there is a reverse
causality between board of directors and the fifinancial performance. Moreover,
they stated that the CEO owner has a positivecefie the company’s financial
performance. On the other hand, the result alsavshihat an executive board
member has a little positive effect, while non-axe@ board member did not have

effect regarding the financial performance of a pany.

A new IMF report edited by Jemma and Maher (201ty compared the Islamic
bank's performance against the conventional banksgl the global crisis, and
found that the Islamic banks on average, showeshger resilience during the

recent crisis.

Rosly and Abubakar (2003), evaluated the profitgbi of Islamic banks in
Malaysia compared to the mainstream banks. They aéed data for the period
1996-2000, and they found that Islamic banks haeended higher return on asset

(ROA).

31



3.4 Macroeconomic Variables

The macroeconomic variables such as; the inflativ&é and GDP are widely used in
the previous studies, they are usually usedhasternal factor, in order to measure
their effects on a bank’s profitability. Hencer&aand Muhammad, (2013), they
have studied macroeconomic variables such as;, GNP and interest rate to see
whether they affect the bank's profitability ort,ntheir data are extracted from 15
Pakistani banks for the period between 2002 andl,2@hd they found that the

chosen macroeconomic variables do not have anytefie the examined banks’

profitability.

Furthermore, Ali et.al,(2011), they examined thefipability determinants of the
Pakistani Islamic banks during the period 2006 20@0. In this, they stated that the
Islamic bank's profitability has been positivelyated with the GDP growth and

management efficiency, while the inflation has gative effect on ROA.

Wasiuzzaman and Tarmizi, (2010), studied the Istdmainks specific characteristics
and macroeconomic variables for 16 Islamic bank$/alaysia during the period
2005-2008, and they found that the capital andtagsdity have an inverse effect on
the banks of the study, while the liquidity and @ten efficiency have a positive

effect.

Fotios and Kyriaki, (2007), have examined the padility determinants and
macroeconomic conditions for 584 European banksgduhe period 1995-2001, by
using panel data, they found that liquidity is istadally significant to the bank’s

profitability, also they found that the GDP growdhd the Inflation are positively
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related to the domestic bank profitability, but motthe foreign bank. Rami Zeitin,
(2012), had examined 13 Islamic banks and 38 cowiaidyanks in GCC countries,
his study covered the period between 2002 and 2868used panel data, and, he
states that the GDP is positively correlated ®winole bank profitability, while the

Inflation is negatively correlated.

Furthermore, Elsief (2013), examined the perforoeaof Qatari Islamic banks in
the period pre and post financial crisis. In ttositext, he states that Islamic banks
have been resilient against the financial crisisctvlerupted in 2008 and boomed in
2009. In addition, his findings also show that thlamic banks are less profitable
compared to the conventional banks, but in the maf asset quality they are
better. However, the Islamic banks are more licindn the commercial banks.
Moreover, in a part of risk indicators the Islarbanks are well capitalized, and they

are less leverage than the commercial banks.
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Chapter 4

DATA AND METHODOLOGY

4.1 Data

The panel data has been employed in this studyderdo conduct the empirical
analysis. Therefore, to evaluate the profitabildgterminants of Qatari banks,
Islamic banks vs. Commercial banK$ie evaluation of Islamic and conventional
banks is made through the analysis of widely usedntial ratios which are
employed for measuring the banking performancehSas, Return On Equity
(ROE), Return On Asset (ROA), Net-Non Interest Mar@NNIM), Asset Quality
ratio (ASQ), Management quality ratio (MGQ), Capitalequacy ratio (CAR). In
addition to macroeconomic factors such as, Grossnéstic Production growth as a
percentage (GGDP), and inflation (INF). Moreoveg torporate governance factors
will be added in terms of the Board of DirectoizeSand Composition (BS), (BC).
The study covered a sample of 9 banks, which repted all the Qatari domestic
banks, which comprised of 3 Islamic banks and 6sentional commercial Banks.
The data were extracted from secondary sources asch the bank’s annual
financial reports and balance sheets over theogeasf 2007 — 2013. To mitigate
biases in the findings, the sample included alhrist and conventional banks
located in Qatar, except one Islamic bank (BarwaklBabecause it was just
incorporated in 2012. Moreover, the data for thdslbis not available. Furthermore,
we excluded the foreign bank’s branches that daperaQatar due to its different

way of operations. This would also ensure thattlal Banks in the sample have
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undergone similar levels of economic conditions. drder to tackle the main
research question in this study, which is, does phaitability determinants of

Qatari domestic banks (Islamic and conventionah rasponding differently to the
banks specific factors or not?. Moreover, the pata¢h regression analysis will be

used.
4.2 Methodology

The methodology of this study is regression analylsi order to run a regression
analysis, there will be an econometric model whiohsists of different variables,
some dependent variables and others are indepewdeables in order to examine
the hypothesis, which has been raised at the tapisfstudy. So the econometric
models that is widely adopted by researchers taldgatheir research questions
efficiently will be employed in this studyThe researcher employed the per
mentioned method because of the small numberssodample, which includes only
9 banks. The time period for the study is only @rgeThe Stata software program
will be used to estimate the regression analysig&on In addition, standard error
robust has been carried out in our regression aisaly order to clear the possibility
of heteroscedasticity and auto correlation. Initeatd E.Views is used to evaluate if

the variables stationary or not.

The accounting ratios regarding this study arauged as dependent variables and
explanatory variables to create the regressi@byais equationFurthermore, the
left-hand side of this equation is the dependeriabites like, ROE, ROA, NIM, and

on the right-hand side are the explanatory vaembl
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Yet, likewise the independent variables includedrmal variables like LIQD, MGQ,

ASQ, CAR, BC in addition to the external variabbes, GGDP, INF, BS. The table

4.1 bellow represent the study’s financial ratiaculations.

Table4-1: Financial Ratio Formula

Variable

Formula

Return On Equity (ROE)

Net Income / Total Equity

Return On Asset (RO,

Net Income / Total Asse

Net-Non Interest Margin (NNIV

(Commissions and fee income
(Commissions and fee expenses)

Liquidity to Deposit (LIQD

Liquid Asset / Deposi

Management Quality (MGQ)

Total Loans / Deposits

Asset Quality (ASQ)

Provision
Loans

of Loan Loses / Td

Capital Adequacy Ratio (CAR)

(Tierl+Tier2) / Riskeyhted Asset

Gross Growth Domestic
(GGDP)

Productig

piiRepresented as a percentage
yearly basis for the period of study

0

Inflation (INF)

Represented as a percentage

Board Composition (BC)

Inside board member/ Bodazd s

Board Size (B

A predetermined number by regulé

All the mentioned above variables are framedhi tegression analysis equations

as below, which will be applied for each profitélgideterminant variable separately.

ROA =Bo+B1(LIQD)+B2(MGQ)+B3(ASQ)+4(CAR) +Bs(GGDP) +Bs(INF)+

B7(BC) +pg(BS) +Bg(DUM) + & .

ROE =Bo+P1(LIQD)+P2(MGQ)+B3(ASQ)H4(CAR) + Bs(GGDP) +B¢(INF)+

B7(BC) +Ps(BS) +Po(DUM) + &; .

NNIM = Bota(LIQD)+B2(MGQ)+B3(ASQ)+Ba(CAR) + ps(GGDP) +Be(INF)+

B7(BC) + Bg(BS) +B9( DUM) +& .
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Where:

ROA as, the Return on Assets,

ROE as, the Return on Equity,

NNIM as, commission and fee income over commissioth fees expenses
Bo to Be represents the coefficients of the regression eémuat

LIQD as, liquid asset to deposits

MGQ as, Total Loans to Deposits.

ASQ as, Provision for Loan Losses over Total Loans

CAR as, Tierl +Tier 2 over Risk Weighted Assets.

GGDP as, Growth Domestic Growth Product.

INF as, Inflation Rate of Qatar for the periodvie¢n 2007 and 2013 on periodical
basis.

BC as, Executive Board Members to None Executivenbks.

BS as, Board Size for each bank.
€ as, error term in the regression equation.

4.3.1 Dependent Variables

These variables are located on the left hand-dideeoeconometric model, and their
aims are to be examined by the right hand sideefidariables with both external
and internal factors. Hereafter, we defined eactofeof the dependent variables and
show how they could be calculated in addition simportance for both types of
banks.

1. Return On Equity (ROE)

This ratio is the most important one amongst ko profitability ratios, which can
be measured as a net income divided by total eqRigyurn on Equity measures a

company’s profitability by explaining how much pito& firm generates with the
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shareholder's money that have been invested. R@Euseful for comparison
purposes precisely for comparing a firm's profligbwithin the same industry. It
can also be considered as indicators for currevegsitors and sign of health for
potential ones.
2. Return On Assets (ROA)
It is one of profitability indicators, which is noerned with the measuring of the
efficiency of a company’s management about themge of assets to generate
earnings. ROA is calculated by dividing the neinfs income by total asset. The
Return on Assets (ROA) is always displayed asragntage, sometimes referred to
as return on investment (ROI). This ratio is coesid as a good indicator for
investors on how a company uses the resource ofeynttrey have to generate
earnings, in addition, high ROA ratio is betterdnese it lead directly to the ability of
a company to earn more by using less investment.
3. Net —Non Interest Margin (NNIM)
This variable is represented in this study as iredmm fees and commissions over
the same itemized expenses, which is aimed to ateathe banks' ability to generate
returns from other sources than their ordinary mess. So we used this ratio
instead of using net interest margin, because Islaanks do not deal with interest.
4.3.2 Independent Variables
1. Liquidity (LIQD)
Liquidity ratio is one of the most important finaalcratio in the banking sector.
Liquidity ratio can be defined as the degree atiissets can be easily converted to
cash without incurring any loss. Moreover, thquidity ratio can be calculated as
liquid assets divided by a deposit which represetituid liabilities. The lack of

liquidity in any firms might lead directly to insa@ncy problems, which is
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considered as a sign of bankruptcy. The liquidittyor must have an effect on a firm
either higher or lower ratio. In general the gredte coverage of liquid asset of
short-term debt or in other words liabilities, tnere likely that a firm will be able to
pay back its obligations when they are due. Whereblusiness with a low liquidity
ratio might have problems meeting obligations.

2. Management Quality (MGQ)

The management quality is the second explanatoriabla in our econometric
model, it can be represented as Total Loans ovel @eposits. The quality of loans
or asset of any banks is very important for investor depositors and even
regulators. As loans are mostly main source of gaimg profits for any financial
institution. Hence, the successes of managemeareating a lot of loans with less
source of funds would be considered. In this, we say that the management of
such firms are efficient and have a high quality.

3. Assets Quality (ASQ)

Asset quality, our third explanatory variablesrepresented by Provision for Loan
loss divided by Total Loans (PLL/TL). Historicaltgferred to this factor as portfolio
quality. Thus, it can be considered as an indicafothe creditworthiness of the
bank. In addition, high ratio indicates that tharle are vulnerable to the defaults.
Therefore, we employed this variable, in order ¢e $ts effects upon our study
samples.

4. Capital Adequacy Ratio (CAR)

This variable is an important ratio, that is usegrotect the depositors, and promote
stability and efficiency of the financial systemoand the globe. It is expressed as a
portion or a percentage of a bank risk weighteétas§he Basel Committee, which

is in charge of all banking issues around the whwtgld increased the capital
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adequacy for bank up to 8%, in a step to protdot tdepositors and renew the
financial system’s confidence after the recentrmal crunch in early 2008 and
boomed in mid 2009. During that crisis a lot afdincial institutions have been
bankrupted. The Qatar central bank adopted 10% eapaal adequacy ratio for
Qatari bank, this ratio can be calculated as; T@us Teir2 divided by Average
Risk Weighted Assets.

5. Growth Domestic Produtction Gross (GGDP)

There is a lot of debates regarding the effecttref (GGDP) on the bank’s
profitability factors. The GGDP represented in exgentage periodically. Some
researcher assumed this ratio may affect theibgmerformance positively, while
another considered no effects. The Qatar Domestduetion Growth for the
purpose of this study was obtained from IMF webghés ratio covering the period
of the study from 2007 up to 2013. Moreover, wedugbe GGDP as an external
factor in our regression model, in order to measigeeffect on the Qatari bank’s
performance.

6. Inflation (INF)

The inflation can be defined as a sustained iner@ashe general level of prices for
all goods and services in a country. It is actuatlgasured as a percentage on an
annual basis. Hence, the inflation volatility couddfect the lending and borrowing
price. Therefore, we used the inflation rate iis $tudy in order to see whether it
might affect the Qatari banking system performapositively, negatively or no

effect.
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7. The Corporate Governance Variables (BC), (BS)

Corporate Governance is one of the hottest isaissd up after the global financial
crisis. According to Solomon, (2007), he explditkis matter as “the check and
balance between the roles of the Chief Executiviec€@f (CEO), and Chair Of the
Board of Directors (COB) can be compromised byrtlweinsolidation in a single
individual with power concentrated in one persoheré¢ is a potential of
diversification and independence that may impaa tverall success of the
corporation”. The Qatar central bank adopted théermational governance
requirement, which one of them is the Board SB8)( and Board Compision
(BC). Therefore, we employed these factors to nreatheir effect on Qatari bank's

performance.
4.4 Panel Unit Root Tests

In order to run the regression analysis, as thenneaindition of such type of
statistical test, the sample data must be stagon@érhereby, the independent
variables have ability to explain the left-handesaf the regression equation, or in
other words, the dependent variables. In this conteir data has been tested using
ADF-Fisher Chai-Square and PP-Fisher Chai-Square raat test. According to
Levin, Lin and Chau (LLC) method, the unit root dasot exist in the data. The

result of unit root test is carried out in (Appendi) at the end of this study.
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Chapter 5

EMPIRICAL FINDINGS

5.1 Correlation Matrix Analysis

The Correlation matrix table [Table 5.1] what daetell? . In this sense, we may
define the coefficient correlation matrix as theaswre of the linear association of
the variables among themselves. Whereby, it téles whole story between the
variables, whatever the direction of the relatioould be, it might be a positive or a
negative relation. In this, all the variable coateins fall with (-1) and (+1).

Moreover, the correlation between the variablesrwibés negatives, the movement
would be in the opposite direction, and when iaipositive, however, they move

together up and down.

The most important thing in the correlation matisx it can measure the multi-
collinearity between the independent variables.thé correlation between two
independent variables is close to zero, hence we seg there is no relation.
Therefore, the analysts and managers should consitie result of coefficient
correlation early and thoroughly, that in order take the right decision in an

appropriate way.
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Table5-1: Coefficient Correlation Matrix
roe roa nnim ligd mgq asq car ggdp inf cg bods dummy

roe 1.0000

roa| 0.4694 1.0000

nnim [0.2096 0.5107 1.0000

ligd | -0.0623 0.5328 0.3332 1.0000

mgq 0.1001 0.5198 0.2591 0.6968 1.0000

asq | 0.2184 -0.1508 0.0597 -0.3894 -0.3693 1.0000

car |-0.3695 0.1479 0.1283 0.7379 0.2030 -0.2577 1.0000

ggdp | 0.1848 0.1309 0.0152 0.1077 0.0668 -0.0862 0.0980 1.0000

inf | 0.2799 0.2685 0.0670 0.1778 0.1094 -0.2284 0.2023 0.3763 1.0000

cg| 0.4340 0.1919 0.0780 0.0817 0.2586 -0.2000 -0.1033 -0.0000 -0.0000 1.0000

bods | 0.1198 0.2544 -0.3718 0.0661 0.1491 -0.3222 -0.1204 -0.0000 0.0000 0.4753 1.0000

dum 0.1346 0.4713 0.0661 0.4079 0.4761 -0.3601 0.0633 0.0180 0.0466 0.0452 0.2281.




As shown in correlation matrix in the page abovehiclw carried out to
predict how the explanatory variables are coreelatvith the profitability
indicators. The independent variable (LIQD) shows nagative correlation
with (ROE), hence this finding goes with previolierature, (Etieme and
Christopher, 2010). Moreover, this negative relalgp, it might be due to
the bank’s business model or to the state of then@uoy. On the other hand,
the liquidity factor is statistically significantnd positively correlated with
ROA and NNIM respectively. Whereby, this goes witthe previous
researchers’  findings such as; Fotios and Kyria@007). In addition,
Wasiuzzaman and Tarimizi, (2011) in their studids Malaysian commercial

and Islamic bank’s profitability, they confirmedetBame result.

The Management Quality variable (MGQ) is calculatedhis study as total loans
divided by total deposits. The output of our catiein matrix shows a positive
relation between the (MQG)'s variable among all thpeofitability determinants.
Therefore, the direction of correlation is posilyveelated to (ROE) but with low
correlation, while it is very strong with (ROA) atiuis is a feature of Islamic banks.
However, that is due to the Islamic instrument swh (Musharakah) and
(Mudarabah), which is governed by the Islamic pgle; profit and loss sharing
(PLS), as we found in the regression resultierindependent variable (ROA) see
table [4.3]. Hence, the findings above goes withghrevious literatures findings such

as, Ali et.al (2011).

The asset quality variable (ASQ) which is représeénn a form of provision for

loans and losses divided by total loans, it isga if optimally uses of huge asset

capacity in an appropriate way in order to genemabee earnings. The result of our
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correlation matrix output revealed a positive lielatbetween (ASQ) and (ROA,
NNIM) respectively, these finding goes the witke thprevious studies such as,
(Faisal and Kasim, 2005). However, the correlatioatrix revealed a negative
correlation between (ASQ) and (ROE). Whereby, #ig& confirms the previous
literatures prediction. Hence, this is a sign ok Iquality of loans which lead to
increase the provision for loan losses, and thiy mffect the return on equity
negatively. On the other hand, panel root testgprasented in Appendix table A
show that variables of this study are stationaryleakls, therefore, regression

analysis can be proceeded.

The last one of our bank’s specific factor is tlapital adequacy ratio (CAR). We
observed that the (CAR) is correlated negativéiy the return on equity (ROE).
Then after, it is positively correlated with the@R) and (NNIM) respectively. This
confirms the previous literature findings such\&gsiuzzaman and Tarimzi, (2010).
In addition, these findings go in line with the d¢ine of finance, which indicates that
the higher capital adequacy ratio the lower thailalility of funds for givings
loans, which affects the net profit and consetyetecrease the ROE.

5.2.1 The Regression Analysis Results for ROE

Table5-2: ROE Regression Analysis Results (bank-spefafitors)

roe Coef. Robust Std.Err. Z P>[ z ] [95% conf. interval]
ligd 0.02229544 0.0095659 2.4 0.016 | 0.0042057 0.0417032
mgq -0.0024432 0.0014221 -1.72 0.086 | -0.0052305 0.0003442
Asq 0.2933643 0.6899998 0.43 0.671 | -1.05901 1.645739
Car -0.2317227 0.0844805 -2.74 0.006 | -0.3973014 -0.0661439
dummy 0.0065746 0.0160373 0.41 0.682 | -0.024858  0.0380072
- cons 0.1808864 0.0259549 6.97 0.000 | 0.1300156 0.2317571
Number of observations : 63

Wald chi2 : 271.76

R-square : within = 0.089
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The Return on Equity (ROE) in this study repreed on the left-hand side of our
regression model as the first dependent variablehé regression model. The
researcher per defined (ROE) in the methodologytehna as the net income over
shareholders’ equity. The table [5.2] above, nevibe regression output, which
measure the effects of bank’s specific variablesddition to the dummy variable
upon ROE. Hence, the LQD is statistically signifitand positively related to ROE,
while MGQ is statically not significant at 5 pertehut at 10% it is significant and
negatively affects the ROE and this confirmed fthdings of Wassiuzzaman and
Tarmizi, (2010). In their study regarding 16 Maliays Islamic and conventional
banks. They found that, the CAR and MGQ affertile Malaysian bank’s ROE
negatively. In addition, they found that the LIQBvVe positive effects. According
to the finance theory, while loans increase tharreton equity must be improved,
but our study’s banks may be giving their loanariqualified borrowers. Therefore,
this will push the non-performing loans up, andrttaffect the return on equity at
the end. Moreover, we observed that, the effect wery limited, because the
coefficient of MGQ is -0.0024, and interpreted #sthe MGQ increased one

percent, the ROE will decrease 0.0024.

The dummy variable in our regression models whegresented by number one
[1] for the Islamic bank otherwise is zero [0] fm@mmercial banks. However, the
dummy in our first regression results table [SBpwn non-significancy. Therefore,
no difference between the two types of banks inmia@ner of ROE. Furthermore,
ASQ has been found statistically not significanthily CAR is statistically

significant and negatively affects ROE, and thistahiag the findings of our

previous referee Wassiuzamman and Tarmizi (20XGhe capital adequacy ratio

increase, inversely ROE is decreased and vise .vé&sd because of this, the
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increases in the capital adequacy leads to de@éaghe fund available for giving
loans. Hence, the loans are the main source oit proaddition the shareholders will
receive less benefits.

5.2.2 Control Factors

Table5-3: ROE Regression Analysis Results (all exglanyavariables)

Roe Coef. Robust Std.Err. | Z P>[ z ] [95% conf. interval]
ligd 0.0292113 0.009819 295 | 0.003 |0.0098236  0.048599
mgq -0.0037554 0.0014567 -2.58 0.01 -0.0066105 -0.0009003
asq 1.526785 0.6282627 2.43 0.015 0.2954128 2.758157
car -0.3090869 0.0702389 -4.4 0.000 -0.4467527 -0.1714211
bc 0.294166 0.0458195 6.42 0.000 0.2043615 0.3839704
bs -0.0450249 0.0311358 -1.45 0.148 -0.1060501 0.0160002
ggdp 0.0994074 0.0644402 1.54 | 0.123 |-0.0268931  0.2257079
inf 0.2795261 0.08979728 3.11 0.002 0.1035355 0.4555168
-cons -0.0450164 0.0503384 -0.89 0.371 -0.1436778 0.0536451
Number of observations : 63
Wald chi2 : 657.89
R- square : within = 0.3431

In order to isolate the effects of a bank char&ties upon the performance. It is
necessary to control for factors that have beepgsed in this study, as early as
possible determinants of profitability. Therefowee added two groups of factors to
enrich our models. These factors are economic fectoch as; GGDP and INF. In
addition to, the corporate governance factors whie) the board composition (BC)
and board size (BS). Table [5.3] shed a light &séhcontrol factor effects. The board
composition variable (BC) shown as statically digant, and positively related to

ROE, while the (BS) is not significant. Wherebyisthesult confirmed partially the

findings of Omar et.al (2007). They examined thepocate governance effects on

660 financial firms in one year in Bangladesh. Mwmex, their findings revealed that,
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the BC was statistically significant and positivedyfected the financial firm’s

performance.

On the other hand, the macroeconomic variablesaapgdo have a different relation
upon ROE. The GGDP is statistically not signifigasd this confirms the finding of
Sara and Mohammad (2013), while the inflation (INE$tatistically significant and
positively affected ROE. Hence, this goes with pres literature such as; (Alexiou
and Soloklis, 2009). The higher the rate of indlat the higher the increases in
uncertainty, which affects the demand for credilowever, the increases in the
inflation rate increases the return on loans, whigre priced by fixed rate plus

LIBOR. Therefore, banks attempt to manage this lpratby reducing the cost of the

intermediation, therefore this will reduce thefpiadbility.

5.3 The Regression Analysis output for (ROA)

Table5-4: Regression Analysis Reults (ROA)

Robust
roa coef. Std.Err. z |P>[ Z] [95% conf. interval]
ligd 0.0092068 | 0.0040531 | 2.27 0.023 0.0012629  0.0171508
mgq -0.0001911 | 0.0007166 | -0.27 0.79 -0.0015956  0.0012133
asq 0.3723592 | 0.2075083 | 1.79 0.073 -0.0343497 0.7790681
car -0.0497173 | 0.0221426 | -2.25 | 0.025 -0.093116  -0.0063187
dummy | 0.0072298 | 0.0034399 | 2.1 0.036 0.0004877 0.013972
bc 0.10104789 | 0.014074 0.74 0.457 -0.0171057 0.0380634
bs 0.0178721 | 0.0082339 | 2.17 0.03 0.0017339  0.340103
ggdp 0.0026466 | 0.0167335 | 0.16 0.874 -0.0301505 0.0354438
inf 0.0568564 | 0.0342623 | 1.66 0.097 -0.0102965 0.1240093
-cons -0.0052988 | 0.0200205 | -0.26 | 0.791 -0.0445382  0.0339406
Number of observations : 63
Wald chi2 : 8741.12
R-square : within 0.3407
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The Return On Asset (ROA) is represented in thisysas net income over total
assets, which is widely used ratio by the reseascand financial analysts, in
addition to the investors and managers. Furtherntalde [5.4] above shows the
regression analysis results. Surprisingly, the dynwariable is seen statistically
significant, and positively affected the dependeatiable ROA. Whereby, the
dummy significance indicated that the Qatari rista banks differ from their
counterparts the commercial banks in the manneetirn on assets. This result
confirms the findings of Rosely anmdbubakar, (2003). Who then stated that, the
Islamic banks have a higher ROA compared to theinpetitors the conventional
banks. Furthermore, LIQD shown statistically sigmiht at a level of 5 % and
positively related to ROA. Moreover, the liquidi§fects were very limited, which is
represented in just 0.009 increases in ROA whenltlQD is increased by 1%. On
the other hand, MGQ was found not significant, can say that it has no effects
upon ROA. The asset quality variable (ASQ) is significant at a level of 5 %,
Capital Adequacy Ratio (CAR) is statistically sigrant and negatively related to
ROA. Hence, this confirmation agreed of previdteydture such as, Wasiuzamman
(2010). According to his study of Malaysian Islamémd commercial bank
performance. With respect to our remains explagatariables, which were used as
a control factors such as; Board Composition (EBard Size (BS), Gross Growth
Domestic Production (GGDP), and the Infaltion R#W-). Whereby, our regression
analysis results in the table [5.4] shows thag; (BC) is statistically not significant,
while the (BS) variable is statistically signdit at a level 5%, and moreover, is
positively related to the ROA. In addition, thisuét confirms the finding of our per
mentioned referee, Omer et.al (2007), who revetdatimore the board size affects

positively to bank’'s performance. Hence, this resobicated the new issues
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regarding the corporate governance argument, gxadtér the global crisis has

erupted in 2008, and which leads to more governanoee financial soundness.

The GGDP does not seem to have any effects on R@#t due to their
insignificance, therefore, this finding confirmeuetprevious study’s result of Sara
and Muhammad (2013). In accordance with econoheorl, the more growth in
GDP will affect the demand for credit positiveAnd then the banks will increase

their portfolio, and this will increase their pitability. While the inflation (INF) is

statistically significant and positively affecte®R.
5.4 The Regression Analysis output for NNIM

The net-non interest margin, is represented is $study in terms of fees and
commission income over the expenses paid as feksammissions. That's because
of the different way of operations, the Islamic baloes not deal with the interest
issues. However, for conventional banks the intesethe cornerstone of its whole
operations. As the aims of this study is to comphee profitability determinants

between the two types of banking systems in Qataerefore, in order to avoid the

biases we used for NNIM the ratio that mentionbdva, which is available from

the both type of banks.

Table5-5: NNIM regression results for (specific bankaables)

nnim coef. Robust Std.Err. | Z P>[ z ] [95% conf. interval]
liqd 0.4008628 0.1077696 3.72 | 0.000 0.1896382 0.6120873
mgq -0.0520004 | 0.0273737 -1.9 | 0.057 -0.105652  0.0015511
asq 6.497277 5.631624 1.15 | 0.249 -4.450504 17.53506
car -2.18943 0.5554482 -3.94 | 0.000 -3.278088 -1.100772
dummy | -0.1442323 | 0.3369999 -0.43 | 0.669 -0.880474 0.5162754
cos 0.6133678 0.2253586 2.72 | 0.006 0.1716732 1.055062
Number of observations : 63

Wald chi2 : 445.94

R-square : within 0.1911
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The above regression analysis, see [Table 5.5¢wheveals the bank’s specific
factors result. Firstly; the dummy variables ata&tistically insignificant, and that
means no difference for both the banks in their MN$o we can say that, the banks
in our study does not show any difference in a reamh collecting and paying the
commission and fees. Secondly; the liquidity (LIQB)statistically significant, and
has related positively to NNIM. Hence, our resut® in line with findings
confirmed by,( Ronald and Chanelle, 2005). Theylist the effects of non-interest
income for Barbados’s commercial banks. Moreovey tstated that, the higher the
liquidity the higher the non-interest income. Hentey referred that to the terms of
technology development which offered the ATM’s, ahdn increased the bank’s
fee income. The ASQ variable has no effects bee#us not significant, While the
MGQ is statistically significant and reverselyateld to NNIM. However, in this
matter the management quality variable was caledlat forms of total loans to total
deposits. Whereby, the increase in total loansedses the NNIM, we say that the
bank’s portfolio composition is loans oriented. ofdover, this finding goes in line
with Wassiuzzaman and Tarimizi (2010). Furthermditee CAR is statistically
significant and negatively affects the NNIM. In &duh, this also confirms the
finance theory, which states that the increasmpftal adequacy ratio decreases the
funds available for loans. However, the NNIM does Imave direct relation with the
loans. In this, the effects of CAR would be imnteof shortage of the funds

available to diversify the portfolio for non-ingst items.

51



Table5-6: NNIM regression result (all explanatory vates)

Robust

nnim | coef. Std.Err. Z P> [z] | [95% conf. interval]
ligd | 0.4273166 0.1675933 2.55 0.011 | 0.0988398  0.7557934
mgq | -0.0340787 0.036718 -0.93 0.353 | -0.1060536 0.0378781
asq 4.844702 5.863421 0.83 0.409 | -6.647393  16.3368

car -2.550437 0.7821248 | -3.26 0.001 | -4.083373  -1.0175

bc 2.178978 1.099926 1.98 0.048 | 0.0231627  4.334794
bs -2.70192 0.4451736 | -6.07 0.000 | -3.57444  -1.829395
ggdp | -0.4920765 0.628436 -0.79 0.432 | -1.720667  0.7365144
inf 0.6123677 0.7804626 0.78 0.433 | -0.9173109  2.142046
cOoS 1.164949 0.6866884 1.7 0.09 | -0.1809352  2.510834

Number of observations: 63
Wald chi2 : 757.29
R-square : within 0.1255

The Liquidity ratio (LIQD) is still showing its atistical significance, and also
positively related to the NNIM, . This positive atibn can be explained as follows;
the LIQD ratio in our case was prepared as curasset over current liabilities, if
the liquidity is higher, this may affect the rabbthe NNIM positively. However,
the banks have received a commission and fees thare paying expenses as a
commission and fees. The capital adequacy factalst statistically significant and
affects the NNIM negatively. The corporate govewwifactors BC and BS, also
show statistically significance and affects the NNin different directions. The
board size (BS) is statistically significant andyaktvely related to the profitability
determinants in terms of NNIM. In this, our findghgonfirm the previous literature
such as, Maria et.al (2009). They examined largeof@an banks, in order to
measure the board of directors structure andfiiésteon the banks’ profitability.
Their findings showed that the BS is statisticaflignificant and negatively related
to the bank’s profitability. In this, the largeretiboard size the less monitoring and

the higher the compensation of the board members.
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Finally, the macroeconomic variables such as, t&®8 and INF as shown in our
regression analysis result, see [Table5.6], they reot statistically significant.
Therefore, they do not have any effects on NNIMaome of our profitability

determinant factors. And then, this finding goesilne with the prediction of Sara
and Mohamad (2010). In this context, they found,thiae inflation and growth

domestic product do not have any effects on bamid§tability.
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Chapter 6

CONCLUSION

The main goal of this study is to shed light ore tQatari domestic bank’s
profitability determinants by comparing the two t@a banking systems, the
Islamic and conventional banks. In addition, Qdtas been playing a vital role
within the Arabs world in different aspect despitesmall size of population. The
huge foreign resources which are generated fromhtfdrocarbon exports has
boomed the country’s development. Furthermore, weduthe bank- specific

characteristics in order to measure their effecttiom profitability determinant

variables.Our methodology was the regression aislyand we used the Stata
Software. Moreover the Hausman test has been ctewjudn order to choose the
Random-effects or Fixed-effects GLS regressioryaig In addition , we used the
macroeconomic variables (GGDP) and (INF) besides ¢hrporate governance
factors such as board composition (BC) and boael (@S) as control of the bank’s

specific factors.

In this regard, our findings state that there arelifferences between the two types
of banking systems in the aspects of the ReturfeqQuity (ROE), and Non-Interest
Margin (NNIM). However, our model output revealaddifference between the
Islamic bank and commercial banks on one of théitptolity determinants, which
is the return on asset (ROA). Hence, we obsenrad the Islamic bank's

performance is better than commercial banks in thanner. Accordingly, the
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Islamic banks are promoting the equity financingtlasir main target, while the
commercial bank follows the lending procedures. Thigher the ROA ratio is due
to the Islamic financing principle, exactly tipeofit and loss sharing (PLS).
Whereby, the 50% of the profits whenever realized going directly to the

investors. Yet, likewise the equity shareholderseive the rest.

The capital adequacy ratio (CAR) was statisticadignificant among all the
profitability variables. Moreover, it negativelyfatts all the dependent variables in
this study. This finding goes with a lot of littwee findings in such aspects. In this
study the (CAR) variable is presented in a riskiented form according to Basel
indicators. Whereby, this ratio is calculated ia form of Tierl plus Tier2 over the
average risk weighted asset. In addition, thisoreargets the bank’s financial
stability and soundness. The Qatari banks are weglitalized, the Central Bank of

Qatar sets CAR as 10%, however, this is highan Basel indicators which is 8%.

Regarding the bank —specific factors, our findipginted out that, the liquidity to
deposit variable LIQD was statistically signifitly and positively related to all our
dependent variables. According to the finance rihéloe liquidity must affect the
profitability negatively. However, our finding ibe LIQD positively related to the
profitability determinants. This result confirmeme previous literature such as,
Ali at.el (2011). That is to say the Qatari bangsttfolio composition is comprised
of short term loans like the Islamic banks. Wherahis type of loan decreases the

loan’s duration, and increases the profit as agliquidity.

The Management Quality variable (MGQ), whiclrépresented in this study in

terms of Total Loans to Deposits (TL/TD), is stally significant and negatively
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affects the ROE and NNIM respectively. In thigg say that the Qatari bank’s
investment portfolio composition is lending oriedit but with low quality loans.
Moreover, it does not have any effects upon the RU#e Asset quality variable is
found insignificant at a level 5 % , therefore,daes not have any effects among the
profitability determinants. However, from a fingacpoint of view the ASQ in
terms of Provision for loan losses to Total L®afPPL/ TL) must affect the
profitability either positively or negatively. Iinis, we say that due to limited access
regarding the data, therefore, sometimes we gaheeasonable result. Furthermore,
the most important finding was the Capital Adequaeyiables, which revealed
negative relation. Moreover, it was statisticalignificant among all the dependent
variables. Regarding the corporate governance ractaur study revealed that the
board composition factor (BC) positively affectéa tReturn Of Equity (ROE), and
the Net-Non interest margin (NNIM), while it doestrhave any effects on the
Return On Asset (ROA). On the other hand, the B&ir# factor (BS) seems to

positively affect the (ROE) and (NNIM).

In spite of the Qatari higher Growth Domestic Prtéhn (GDP), unfortunately their
banks aren't getting more benefits. When we eyepldhe GGDP variable in our
study, in order to see its effect upon the banksfifability determinants. But later
our findings predicted that there is no effectsttom profitability. Furthermore, the
inflation rate (INF) as one of macroeconomics irs tstudy was found positively

affecting the return on equity (ROE) and the metom asset (ROA).

However, the inflation factor does not haveradii relation to the net-non interest
margin (NNIM). In this regard, we say, the NNIM iable as one of the study’s

profitability determinant, it was calculated as de@nd commission income to the

56



same factor expenses. And because of that, thare direct interaction with the

inflation factor and the net-non interest marginafale.

According to this study’s findings, and with regdadthe limited numbers of Qatar
population, we recommend Qatari banks to increasé banking operations
abroad. And this can be done through charteringhoffe branches or acquiring
existing financial firms outside the country. Fetimore, the 2022 FIFA world cup
will be hosted in Qatar. Whereby, a lot of infrasture will be built, and this creates
additional opportunity for the financial sectorserde, the Qatari banks should

increase their capital in order to be able to s#ieopportunity.

The study’s sample size was small, and the peréod was only seven years. In
this regard, there might be an unreasonable reldt@iween the study’s variables.
Therefore, in further research, if the bank numbeeye increased and more
macroeconomic variables were added, the bankstabdity evaluation wuld have

been more accurate.
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Appendix A: Unit Root Test Result

Levels
Variables
LLC ADF-Fisher sher- PP
T 8.14* 30.13** 60.44*
ROE T _ - _
T 215+ 25.01 44.04*
T 10.97* 19.80* 31.03*
Tu - - -
ROA . 3.85* 17.90* 44.43%
T 5,80 37.82* 57.31*
Tu - - -
NNIM T 437* 45.13* 40.24%
T 0.20 16.66 32.35%*
Tu - - -
LIQD T 4.16* 30.34%* 52.11%
T 5.47% 35.49* 33.10*
. - : -
MGQ Tu 20.03 19.93 15.62
T 6.27* 15.69* 10.22
Tu - - -
ASQ T 038 7.16 8.62
- 1.28%* 27.28%%* 63.33*
CAR " i - ]
T 1.75% 18.34 33.95*
T 1.14% 51.92% 77.32*
GDP H _ i i
T 3.02* 2093 10.52
T 49.83* 133.55* 37.40*
INF H _ _ _
T -30.48* 165.78* 88.69*

Note: ROE represents return on equity; ROA is a returassets; NNIM is a non-interest margin;
LIQD is a liquidity; MGQ is a management qualityS® is asset quality; CAR is a capital adequacy;
GDP is a growth domestic product; INF is the inflatrate .tT represents the most general model
with a drift and trends, is the model with a drift and without trend;is the most restricted model
without a drift and trend.Optimum lag lengths aetested based on Schwarz Criterion. *, ** ***
denote rejection of the null hypothesis at the B%,,10% level. Tests for unit roots have been
carried out in E-VIEWS 6.0
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