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Factors Affecting the Profitability of Islamic Banks: A Quantitative Study
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Abstract:

Islamic banks have a special nature for practicingtheir banking activity based on the provisions of Islamic
Sharia. As analternative to traditional banks, in particular, they must achieve profits, asthe profitability of banks is
considered one of the most important indicatorsof their success and continuity. Still, this indicator is affected by
severalfactors, and through this paper, the conceptual framework of some factorsaffecting the profitability of
Islamic banks was highlighted, and a standardmodel was built using cross-sectional time series models (panel
data) for a sample of 12 Islamic banks during the period from 2011 to 2023.

This study concluded that there is a positive effectfor each of the return on assets rate, the financial
leverage rate, the Shariaand regulatory control index, and the total deposit rate, while the assetturnover rate hurt
the equity rate. We also came up witha proposal for a fixed effects model to study the impact of factors on the
profitability of Islamic banks.

Keywords: Islamic banks, Islamic Sharia, profitability, cross-sectional time series models, fixed effects model.
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G.S}a.i.”ﬁ.\.ﬁ.‘i wald ,Las|
WaldTest:
Dependent Variable: ROE Equatignjummed
Method: Panel Lesst Squares
[24 Time: 04:1710Dete: 08 TestStaistic  Value df Probability

Sample: 20112023
Perodsincluded: 13

Cross-sections included: 12

F-statistic  7.644828 (11,139) 0.0000

Total panel (balanced) observations: 156 Chi-square  24.09311 11 0.0000
‘ariable Coefficient Std. Emor t-Ststistic Prob.
- Mull Hypathesis: C(2)=C(3)=C{4)=C(3)=C6=C(T)=C(8)=
*1 4.836747 0.204299 -4.095693 0.0001 C(8)=C(10)=C(11)=C(12)=0
¥2 5.256005 0.285049 1843893 0.0000 . i
p] 0.519138 0.094458 5495984 0.0000 Null Hypothesis Summary.
¥4 0042433 0017229 2 462861 0.0150
X8 0027200 0.022070 1232432 0213 MormalizedRestriction(=0)  Value Std. E.
c 2261283 2102180 1.076724 0.2829
C{2) 3357468 0.964495
Effects Specification C{3) 0680404 0970339
ﬂ. - C4) 0349463  0.967045
Cross-saction fueed (dummy varisbles) C(S}' 3 A40694 1129045
RootMSE 1.985083 R-squared 0.887173 C(6) 4.051133 1591136
Mesn dependent vard.993205 Adjusted R-squared 0.874185 C(?}' 7.022099 1.762431
5.D.dependent var5 928835 S.E. ofregression 2. 102972 C(8) 3875578 1.390072
Akaike info crterion 4427147 Sum squared resid 614.7268 C(9) 5170581 1.035130
Schwarzcriterion 4.759503 Log likelinood -328.2175 C(10)  2.606622 1384880
Hannaln-auinncﬁter.4.552135 F-5t5?i5fir‘;58‘31118 C['H} 777043 1948632
Durbin-Watson stet 1377457 Prob(F-statistic) 0.000000 C[_I 2} 0836747 0204299
Restrictions are linearin coefficients.
: hausman sl
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects
Chi-Sq.
Test Summary Statistic Chi-Sq. d.f. Prob.
Cross-section random 56.070102 5 0.0000
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