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THE EFFECTS OF MANAGEMENT
POLICY ON THE PERFORMANCE
OF ISLAMIC BANKS

Sudin Haron*

This study examines the effects of management controlled variables on the performance of Islamic
banks. Management controlled variables are related to assets, liabilities and expenses management.
This study indicates that three major investment activities are revenue generating activities for Islamic
banks, whereas savings and investment deposits are costs to the banks. As expected, total expenses
are positively correlated with profitability.

1. INTRODUCTION

Since the first institution was established in 1963, Islamic banks have gained a footing
in almost every Muslim majority country and in a few non-Muslim countries. Not only do
Islamic banks provide profit-sharing (instead of predetermined interest payments) banking
facilities, they are also expected to undertake business and trade activities on the basis of
fair and legitimate profits. In such banks, ensuring fair practices in dealings with customers
and shareholders takes centerstage, more so than in conventional banking where much fair
practice needs to be imposed by external regulation.

While there is an abundance of literature on performance studies, these studies are
confined to conventional banks. Similar studies have not been conducted using Islamic
banks as samples. The objective of this study is to examine the relationship between inter-
nal variables and the performance of Islamic banks in a manner analogous to such studies
conducted with conventional banks. This paper is divided into five sections: the literature
review on internal determinants of bank performance is highlighted in section two; section
three explains the critical performance areas of an Islamic bank; section four examines the
methodology used in analysing the relationship between the variables used in this study and
the performance indicators of Islamic banks; section five elaborates on the findings; and
section six concludes this study. The words in italics in this paper are the Arabic words
widely used in Islamic banking literature.

* The author is Associate Professor of Banking and Finance at the School of Management, The
Northern University of Malaysia, Malaysia. He wishes to thank an anonymous referee for providing
helpful comments and suggestions.
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2. LITERATURE REVIEW

Among the researchers who have studied the effects of internal determinants on bank
profitability are Hester and Zoellner (1966), Haslem (1968,1969), Fraser and Rose (1971),
Fraser, Philips and Rose (1974), Heggested (1977), Mullineaux (1978), Kwast and Rose
(1982), Smirlock (1985), Bourke (1989), Molyneux and Thornton (1992), and Stienherr
and Huveneers (1994). Most of these studies were conducted using American data except
studies conducted by Bourke (1989), Molyneux and Thoraton (1992) and Stienherr and
Huveneers (1994) in which international data were used.

Hester and Zoellner (1966) studied the relationship between balance sheet items and
the earning of 300 banks in Kansas City and Connecticut. They found that changes in bal-
ance sheet items had a significant impact on a bank’s earnings. While all asset items ob-
tained positive results, liability items such as demand, time and saving deposits adversely
affected profits. Haslem (1968) used 64 operating ratios in order to measure the effects of
management, size, location and time on the profitability of commercial banks. Haslem’s
findings indicated that all variables tested were significantly related to profitability. Fraser
and Rose (1971) found that loan rate, time deposit rate, loan-to-deposit ratio, service charges
and portfolio selection had no effect on profitability. Fraser, Philips and Rose (1974) con-
sidered operating costs, deposit and loan compositions as factors within the control of man-
agement. They found that the factor which had the biggest influence on bank performance
is bank cost followed by the bank’s deposit and loan composition. Mullineaux (1978) used
a profit-function approach in his study and found that balance sheet structure had a signifi-
cant impact on profitability and, depending on the nature of the balance sheet items, the
relationship can be either negative or positive.

With regard to deposit structure, Heggested (1977) found that banks heavily committed
to time and savings deposits earned considerably lower returns than banks which have a
higher dependence on demand deposits. Smirlock (1985) confirmed that demand deposits
were a cheaper source of funds and had a positive impact on bank profits. Kwast and Rose’s
(1982) study, however, claims that operating efficiency had nothing to do with profitability.
They found no compelling evidence that high-profit banks were characterized by a greater
level of efficiency than low-profit banks.

Bourke (1989) was the first researcher to include internal variables in a profitability
study involving cross-country data. The internal variables used were capital ratios, liquidity
ratios and staff expenses, and the dependent variables comprised the net profit before taxes
against a total capital ratio, and the net profit before taxes against a total assets ratio. All the
internal variables related positively to profitability. Molyneux and Thornton (1992) dupli-
cated Bourke’s study using all European banks as their sample and found similar results.
Stienherr and Huveneers (1994) studied the performance of banks in the United States,
Great Britain, Western Europe and Japan. They found that overhead expenditures were
positively correlated significantly with profitability. Liquidity relationship was significant
in only certain countries. Similarly, investment in equity was positively correlated in cer-
tain samples but had an adverse relationship with others.
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3. PERFORMANCE CRITICAL AREAS

In general, the findings of conventional banking research have indicated that internal
determinants of bank profitability (which are definitionally within the control of bank
management) are important, and contribute significantly towards a bank’s profitability.
Although a review of the literature has defined the variables and their effects on bank
performance, this does not mean that the variables used in those studies are applicable to
this study. Re-examination is needed to evaluate their suitability and applicability in an
Islamic banking context since doctrinal differences between Islamic and conventional
banks are widely recognized. As was suggested by Hassan (1993), Islamic banks should
be considered as a different industry compared to conventional banks. These two types of
banks have different objectives, rely on different economically-based concepts and have
different sets of operations. Notwithstanding the opinion of Hassan, a number of areas
within the control of management are hypothesised to have influence on the performance
of Islamic banks.

LIQUIDITY

As is the case with conventional banks, the demand and savings deposit facilities at
Islamic banks carry the unqualified obligation to pay currency or its equivalent whenever it
is requested. For notice and investment account facilities, a short grace period is normally
required prior to any withdrawal: this practice is encouraged on account of the greater sta-
bility that this generates for the whole system. If a bank is unable to meet demand, cus-
tomer confidence will be shattered and ultimately the bank will be left with no alternative
but to close its doors as happens under conventional banking regulations.

At the same time, Islamic banks are profit-seeking enterprises, striving to increase prof-
itability for the benefit of both shareholders and those who have placed their deposits under
the various profit-sharing schemes. This requires the holding of a sufficient volume of as-
sets that prove to be both safe and productive of satisfactory yields. Islamic banks must,
therefore, maintain an adequate degree of liquidity while at the same time addressing the
longer term problems of obtaining profits. This places a moral obligation on management
to work for shareholders and customers. This is at least in theory a major differentiating
element.

Conventional banking theory, however, postulates that the return on assets tends to
vary inversely with the degree of liquidity and safety. Thus, the more suitable an asset is to
fulfill a bank’s liquidity needs, the less likely it is to contribute much to a bank’s earnings,
and vice versa. By adapting this theory to an Islamic banking context, we could say that any
Islamic bank which holds an excessive amount of liquid assets will be able to meet all of its
obligations, but make less profits. On the other hand, if the bulk of the funds is directed into
high yielding assets, and is therefore illiquid and risky, the bank will make more profits but
at the same time might endanger itself by not being able to fulfill its promise to pay cash
when called upon to do so.
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CAPITAL STRUCTURE

Just like a conventional bank, the capital structure of an Islamic bank generally com-
prises four principal accounts, namely capital stock, surplus, reserves and individed profit.

The amount of capital maintained by a conventional bank serves two purposes. First,
it represents the owners’ stake in their businesses and it is assumed that the bank manage-
ment will undertake a careful policy not only to safeguard this stake, but to ensure suffi-
cient returns for the investment made by these owners. Second, it serves as a buffer to
protect depositors. In the case of loss or liquidation, the claims of depositors are satisfied
before those of the stockholders. Thus, the higher the amount of capital injected by the
owners, the more confident customers will be and the more deposits they will place at the
bank.

Banking theory postulates that higher bank capital decreases returns to the owners but
at the same time decreases the risk for the bank’s depositors and the banking system as a
whole. This theory, however, may not be applicable to the Islamic banking system for two
reasons. First, there are no pre-determined rates of returns given to the depositors as is the
case for the conventional banking system. Almost all Islamic banks provide savings and
investment account facilities on the basis of mudaraba (trust finance). Under this principle,
depositors will share with the bank any profit derived from business activities which-utilise
their money based on a pre-agreed ratio. Therefore, more income received by the bank
means more returns to the depositors. In the case of loss, depositors will also have to bear
Josses and the bank will not refund to the depositors any of their money. This means that
there is an automatic correction or cushioning effect during periods of economic recession.

Second, unlike conventional banks which may combine both shareholders’ capital and
depositors’ funds, Islamic banks operate in a different manner. There are two common
methods used by Islamic banks in deploying depositors’ and shareholders’ funds. First is
the pool-system in which depositors’ and shareholders’ funds are combined together and
used for a particular business venture. Returns from this project will be shared by both
depositors and shareholders. Second, a particular project may be financed solely by deposi-
tors’ funds. In this second case, returns from a project will go directly into a depositor’s
account and the bank will receive a small portion of those returns as a management fee. In
view of these arrangements, there is a strong possibility that the amount of capital held by
an Islamic bank has no relationship to its profitability.

DEPOSIT STRUCTURE

As in the case with deposit facilities at conventional banks, Islamic banks also offer
three deposit facilities to their customers, namely current, savings and investment account
facilities. Current account holders are allowed to withdraw their funds at any time without
notice. Islamic banks would usually guarantee the funds deposited into this kind of account
and 1o returns are given to depositors as is the case in most conventional banks (except in
the cases of a few banks in developed countries where a small interest is paid). Unlike
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savings account facilities at conventional banks, where depositors are automatically rewarded
upon placement of their funds, rewards to savings account holders are dependent on the
Shariah (Islamic laws) principles which are adopted by Islamic banks when offering this
facility. When wadiah (trusteeship) or gard hassan (benevolent loan) are used, the returns
are entirely at the discretion of the banks. In the case of mudaraba, returns are based on two
factors: a pre-agreed profit-sharing ratio and the profit earned from the deployment of the
deposited money.

Investment account facilities offered by Islamic banks are compatible with the fixed or
time deposit facilities at conventional banks except that there is no pre-determined interest
rate attached to deposits. Generally, there are three types of investment account facilities
available at Islamic banks: investment accounts based on time (eg three months, six months,
nine months, one year, etc); investment accounts based on notice (notice must be given by
customers prior to any withdrawal); and specific investment accounts or deposits for spe-
cific projects or purposes. All these investment account facilities are governed by the prin-
ciple of mudaraba.

Besides these three types of deposit facilities, Islamic banks are permitted to raise funds
by way of issuing investment certificates that carry no fixed returns. The tenure of these
certificates can vary from one to five years or even longer. The principles of gard hassan
and mudaraba are usually applied to these kinds of facilities.

Banking theory postulates that banks with a high percentage of saving and time deposits
would have less profit. Since Islamic banks are giving rewards to saving and investment
account holders, it seems quite appropriate to assume that this theory is applicable to Islamic
banks as well as conventional banks.

FINANCING STRUCTURE

A deviation from the classical theory of a firm, which posits that firms aim simply to
maximise profits, is that conventional banks are expected to consider three important fac-
tors when acquiring earning assets: profitability, liquidity and safety. In view of their simi-
larity in operations, Islamic banks are also expected to conform to these three principles in
their procurement of assets.

Unlike conventional banks, which are free to extend loans to any sectors or to make any
investment in primary or secondary capital and financial markets, the financing activities of
Islamic banks are tailored in accordance with the Shariah. The Shariah prohibits Muslims
from becoming involved in activities which have an element of interest. In other words,
financial instruments or derivatives associated with interest issued or sold in the primary
and secondary markets are strictly prohibited for Islamic banks. Similarly, economic activi-
ties such as trades which promote obscenity, the manufacture, sale and transportation of
liquor, fortune-telling and drawing lots, prostitution and adultery, and the making and sell-
ing of idols are considered unlawful in Islam. Hence, these are investment activities to
which an Islamic bank would not lend.
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The Shariah outlines three categories of banking principles, that is, principles that are
based on profit-sharing, principles that are based on fixed charges, and a charge-free princi-
ple to be adopted by Islamic banks in their financing activities. The principles of mudaraba
(trust-finance) and musharaka (joint-venture) fall within the category of profit-sharing,
whereas principles such as murabaha (cost-plus), bai-mua’zzal (deferred payment), ijara
(lease or hire-purchase), and jjara wa-iktina (lease purchase) belong to the category of
fixed charges or mark-up. The principle of gard hassan is the only principle within the
category of a charge-free principle (further details on these principles are available else-
where, eg Haron, 1995).

Incomes from investment and financing activities received by Islamic banks are very
much in line with the amount of funds allocated in those three categories of principles listed
above. Profit-sharing activities are risky and full of uncertainty. Therefore, the amount of
returns from these ventures is unpredictable and uncertain. The more the profits which are
made by the business venture, the more the profit which not only flows to the user of the
funds, but also to the bank. The fixed charges principles are very similar to the activities of
conventional banks in terms of their simplicity, minimal risk, and pre-determined fixed
rates of return (Mirakhor, 1989). Therefore, the amount of profits from these kinds of ac-
tivities is easily quantifiable and is based on the total funds employed and the mark-up
policy adopted by the bank. Finally, benevolent loans (another banking activity) are basi-
cally extended by Islamic banks to fulfill their moral and social obligations. Generally, the
total funds involved are negligible and have no significant effect on performance.

PROFIT-SHARING RATIO AND MARK-UP POLICY

Banking theory postulates that the wider the margin between borrowing and lending,
the more profits for the bank. Competitive markets for both sources of funds and users of
funds, however, constrain the bank’s ability to earn a higher interest margin. Instead of an
interest margin, a profit-sharing ratio margin is the appropriate measure that can be used by
Islamic banks in maximizing returns. This ratio will determine the share of profits received
or losses to be borne by both parties. For example, the higher the ratio for the depositors the
higher the portion of profits the depositors will get, and vice versa. Similar to financing
facilities, if the ratio is to the advantage of the customer, a bigger portion of the profits will
go into his pockets, and vice versa as well.

A similar principle applies to mark-up policies. The mark-up is a process in which an
Islamic bank will require its customers to pay a certain amount of money over and above
the cost of goods sold by the bank to them, providing profits for the bank and the reimburse-
ment of whatever expenses were incurred while providing that service. This mark-up proc-
ess is usually based on a percentage. Therefore, the higher the percentage of mark-up im-
posed by the bank, the higher the profits that the Islamic banks will generate.
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EXPENDITURE ITEMS

The expenditure items that fall within the control of Islamic bank management can be
broadly divided into three categories: staff expenses, provision for loan losses, and other
general expenses. Expenses, such as payments for income tax and zakat (wealth tax) are
considered statutory expenses and beyond the control of management. The cardinal rule of
financial analysis states that the effectiveness and efficiency of bank management is re-
flected by the amount of expenditure incurred in a particular reporting period. In the case of
making provisions for loan losses, for example, the amount set aside for these expenses is
reflected in the quality of existing financing or in the investments undertaken by the bank.
Similarly, for staff and other expenses, the more expenses incurred by the bank, the less
profit the bank will generate.

4. METHODOLOGY

Taking the existing literature and the elaboration presented in section three into consid-
eration, this study chose the following independent variables as policy measures of an Is-
lamic bank.

1.LIQ Total financing as a percentage of total deposits;

2. CRTA : Total capital and reserves as a percentage of total assets;

3. DECA: Total deposits in current accounts as a percentage of total assets;

4. DESA : Total deposits in savings accounts as a percentage of total assets;

5. DEIA Total deposits in investment accounts as a percentage of total assets;

6. FIPS Total funds in profit-sharing principles as a percentage of total assets;

7. FIMK : Total funds in mark-up principles as a percentage of total assets;

8 FIIV : Total funds in investment activities as a percentage of total assets:

9. IFIN : Incomes from financing activities as a percentage of total financing;

10.IBNK: Bank’s share of income as a percentage of total savings and investment
deposits;

11. TEXP: Total expenditure as a percentage of total assets;

12. SEXP: Staff expenses as a percentage of total assets;

13. PEXP: Provision for loan losses as a percentage of total assets; and

14. OEXP: Other expenses as a percentage of total assets.

69



The Effects of Management Policy on the Performance of Islamic Banks

The balance sheet management policies are represented by the variables LIQ, CRTA,
DECA, DESA, DEIA, FIPS, FIMK and FIIV, whereas proxies for the income statement
management policies comprise IFIN, IBNK, TEXP, SEXP, PEXP, and OEXP. The total
incomes received by the bank (TITA), the bank’s portion of income after payment to de-
positors (BITA), and net profit before tax (BTTA) will be used as proxies for profitability.
These profitability measures are deflated against total assets. Ratios which measure the
returns to shareholders are considered insignificant for this study for reasons already pre-
sented earlier.

The data used for this study are from a pooled time series cross-sectionally: the data are
taken from the annual reports of Islamic banks in selected Muslim countries. The list of
participating banks and the periods for which data were collected appears in Appendix 1.
An advantage of using panel data is that more observations on the explanatory variables are
available. This has the effect of helping overcome the inherent multicollinearity which prob-
ably exists between the independent variables. Since this study involves cross-country data,
a dummy variable model will be applied (Griffiths, et al, 1993). A general statement of the
model is represented by:

yie=Po + D2 + VD3 +..+ YD1 + BiXia + BaXiz 4o+ PiXik + € 1)
i=1,2...7
i=12...13
t=1,2...T

The dummy variables element as represented by YD, BeXux is for the independent
variables, J represents the number of banks and T is for the total number of observations for
each bank. This model implies that marginal effects B are the same across all banks. That
is, a one unit change in variable X has the same effect on profit for all banks. However if
the dummies are included, it means that a different intercept applies to each bank. There-
fore, the model for each bank is as follows:

Bank 1:yi = Bo + PiXiy + BoXiz +...+ PiXix + & 2.1)
Bank 2:yi = (Bo + ) + PiXis + BoXuz +...+ PBiXix + € 2.2
Bank J: yic = (Bo + 1) + BiXix + PeXiz 4.+ PeXix + € @p

The above models indicate that for a given value of each regressor Xi, X,2...Xx, the
average level of profit is different for each bank. The inclusion of dummies is verified
using the F-test based on the following hypothesis (Doran & Guise, 1984):

Ho : average level of profit is same for each bank (2 = V3= .= =0)
H, : average level of profit is not same for each bank (. =1 =..=% #0)
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In the case where Hy is rejected, dummies should be included in the equation, for it
represents the most appropriate model which produces efficient results. On the other hand,
if Ho is accepted, the following model is applied.

vie = Bo + PiXia + PXiz +o.+ PuXix + € (3)

5. FINDINGS

The results of the F-test which measures the applicability of dummies in all profitability
measure equations (TITA, BITA and BTTA) used by this study are reported in Table 1 below.

As indicated in Table 1, except for regression 2 (BITA) where the ordinary least square
method is used for predicting the relationship between policy measures and profitability of
Islamic banks, the dummy variable mode] is considered a better model for regressions 1
(TITA) and 2 (BTTA). Results for all regression runs are reported in Table 2.

As indicated in Table 2, this study found that liquidity (LIQ) had a significant positive
relationship with all profitability measures. Each 1% increase in liquidity will increase
TITA by 0.029%, and 0.025% and 0.037% for BITA and BTTA respectively. With regard to
the effect of liquidity, conventional banking theory postulates that liquidity has a negative
relationship with profitability. The positive sign of the coefficient is due to the usage of a
ratio to measure the effect of liquidity on profitability. Since the total financing over the
total deposits {a reciprocal of the normal liquidity ratio, ie total liquid assets over the total
assets) ratio was used, the positive sign means the bigger the ratio, the more financing is
given to the customers and the more profits for the bank. This finding is similar to the
findings of Molyneux and Thornton (1992) and Stienherr and Huveneers (1994), but anoma-
lous to the findings of Bourke (1989).

In line with the findings of Bourke (1989), Molyneux and Thornton (1992) and Stienherr
and Huveneers (1994), this study also found a significant positive relationship between

TABLE 1
THE RESULTS FOR STATISTICAL TEST WHICH VALIDATE
THE INCLUSION OF DUMMY VARIABLES

Equation F-value p-value Critical value at 5% Results

1. TITA® 9.1636 0.0000 = 1.8750 Reject Ho
2. BITA® 1.3777 0.1903 ~ 1.8750 Accept Ho
3. BTTA® 2.6250 0.0045 = 1.8750 Reject Ho

a: Total income
b: Income after payment to depositors
¢: Net profit before tax
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capital structure (CRTA) and BTTA. Each 1% increase in capital will increase profit before
tax by 0.033%. Interestingly, though the relationship between CRTA and TITA is at an
insignificant level, the negative sign for its coefficient means that an injection of 1% of
additional capital will reduce the total income received by the bank by 1.542%.

The effects of fund-source management policy on profitability are indicated by three
variables, that is, current (DECA), savings (DESA) and investment (DEIA) accounts. Most
previous studies found that savings and time (fixed) deposits had an inverse relationship
with profitability and a positive relationship for the current account deposits. As indicated
in Table 2, almost all fund-source management variables had a insignificant relationship
with profitability measure ratios. DECA was the only variable which had a significant
relationship with BITA and BTTA. Each 1% increase in current accounts will increase the
bank’s portion of income by 0.042% and profit before tax by 0.040%. This finding is in line
with the finding of Smirlock (1985). Like current accounts at conventional banks, this
facility is considered a cost-free service to the Islamic bank. Itis expected that the more the
funds deposited into this account the more the profit that would accrue to Islamic banks, An
interesting finding is the increase in income which occurred for BITA and BTTA and not
for TITA. This indicates that an increase in current accounts does not generate more in-
come for the bank as a whole but operates as a cost saving measure only, since no rewards
are paid to the account holders. In the case of DESA and DEIA, the relationship with
profitability is not in line with the common belief that the more the funds which are depos-
ited into these accounts, the less the profit which flows to the bank. Contrary to this opin-
ion, Smirlock (1985) would have us believe that an increase in savings and fixed deposits
will generate more income to the bank. The findings of this study, in terms of the Islamic
banking system, tend to confirm Smirlock’s view.

Another interesting finding offered by this study is in the area of fund-use manage-
ment. Previous studies indicated that asset items display a positive relationship with prof-
itability. This study, however, found an inverse relation between fund-use management
variables and profitability measure ratios in almost all cases. This inverse relation warrants
further explanation. For example, funds invested in profit-sharing activities (FIPS) will not
generate immediate returns to the bank. This is because the calculation of profit usually
takes place upon completion of a project or after a one-year period. Therefore, any increase
in funds using this concept will be immediately followed by a decrease in the percentage of
profitability measures. In the case of funds invested in Islamic securities or other invest-
ment activities (FIIV), the insignificant amount of funds channeled by Islamic banks into
these activities could be the likely reason for this inverse relationship. The only variable
that conforms to the normal banking theory is FIMK (funds invested in marked-up activi-
ties) which has a positive relationship with TITA. Though this relationship is insignificant,
it indicates that an increase of funds in marked-up activities will generate more income to
the Islamic banks. Interestingly, the increase in income as a result of marked-up activities is
to the advantage of depositors. An inverse relationship between FIMK and both BITA and
BTTA is an indicator that an increase in FIMK will reduce a bank’s portion of income and
the net profit before tax.
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This study also found that the percentage of income from financing activities (IFIN)
had a positive significant effect on all profitability measures. Each 1% increase in the
percentage of income from financing activities will result in an increase in the percentage of
TITA, BITA and BTTA by 0.251%, 0.045% and 0.067% respectively. This finding sug-
gests that the incremental increase of the banks’ income from financing activities seems to
indicate that the profit-sharing ratio between Islamic banks and the users of funds is in the
banks’ favour. In the case of the profit-sharing ratio between banks and depositors, how-
ever, it seems to be to the benefit of both parties though the relationship was not significant.

In the case of total expenses (TEXP), the higher the income, the higher the expenses
that are incurred by Islamic banks. This finding is in line with findings of conventional
banking studies and is expected. The relationship between profitability measures and other
expense variables (SEXP, PEXP and OEXP) is inconsistent though at an insignificant level.
The majority of the variables, however, had an inverse relation with profitability.

6. CONCLUSIONS

This study is a modest attempt to establish the first empirical evidence on the effects of
management policy on the performance of Islamic banks. The findings of this study sug-
gest that all three sources of funds for Islamic banks are positively related with profitability.
These findings serve as an indicator that the more the deposits placed by depositors with the
bank, the more the income received by the bank. This study also validates the current
practices of Islamic banks which use mark-up principles in their financing activities. This
is because an application of profit-sharing principles will have an inverse relationship with
profitability.

This study also provides information on the impact of the profit-sharing ratio agree-
ment between the banks and the providers of funds and between the bank and the users of
funds. The profit-sharing ratio between banks and the users of funds seems to be very
favourable to the bank, whereas the profit-sharing ratio between the banks and the provid-
ers of funds indicates a mutual advantage. In terms of expenses management, this study
offers no peculiar findings. The positive relationship between profitability and total ex-
penses is the normal characteristic of a firm. The similarity of results between asset-liabil-
ity management and profitability for both conventional and Islamic banks is a strong indi-
cator that many of the tools and techniques developed in conventional banking literature are
potentially suitable for an Islamic banking environment. Therefore, further studies which
involve asset-liability management of an Islamic bank are considered one of the more inter-
esting and promising areas for future research. Some econometric refinements are also en-
couraged so that the results presented in this paper can be made more robust.
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APPENDIX 1
LIST OF PARTICIPATING ISLAMIC BANKS AND YEARS OF DATA

Al-Baraka Islamic Investment Bank of Bahrain 1984 to 1994
Bahrain Islamic Bank 1987 to 1994
Bank Islam Malaysia Berhad 1985 to 1994
Beit Ettamwill Tounsi Saudi of Tunisia 1986 to 1992
Dubai Islamic Bank 1984 to 1992
El Gharb Islamic Bank of Sudan 1986 to 1993
Faisal Finance Institution of Turkey 1985 t0 1993
Faisal Islamic Bank of Kibris 1986 to 1993
Faisal Islamic Bank of Sudan 1984 to 1992
Islami Bank Bangladesh Limited 1984 t0 1994
Jordan Islamic Bank 1984 to 1994
Kuwait Finance House 1982 to 1994
Tadamon Islamic Bank of Sudan 1984 to 1993
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