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Abstract

Banks play a vital role in the economy of all countries. The stability of any economy de-
pends on banks’ well-performance within a country. This study intended to examine finan-
cial performance of two different banking systems in Palestine: Islamic versus Conven-
tional.

There were two main objectives of this study the first one is to compare banks’
performance in Palestine over the time period from 2008 to 2017. Secondly, to find out the
factors that affects the bank’s performance (DTAR, LAR, and BS).

In order to investigate and compare these two banking systems, two Islamic and two
Conventional banks were selected from the Palestinian banking sector. Data collected from
published financial statements (balance sheet and income statement).

Financial ratios analysis was used to analyze the data under three broad categories, which
were: profitability performance (return on assets, return on equity), liquidity performance
(liquid assets to total asset ratio, liquid assets to deposit ratio) and capital structure (debt to
assets ratio).

The results revealed different findings in each category, as in profitability performance
conventional banks had a higher return on assets ratio, while Islamic banks were
performing better in allocating equity into profits, which means that Islamic banks have a
higher ROE ratio. In liquidity performance, the liquid assets to total asset ratio analysis
show that conventional banks are doing better, on the other side there was a major
difference between Islamic banks and conventional banks in terms of liquid assets to
deposit ratio, with Islamic banks being dominated.

The capital structure informs us with the type of financing, debt or equity finance .the
analysis show that conventional banks have a lower debt to assets ratio, which is favorable.
Such Islamic banks have a higher debt to assets ratio so they are exposed to a higher risk,



they are more debt financing.

The second part of the study focused on examining the factors that will significantly affect
both the conventional and Islamic banks performance. A multiple ¢ regression analysis was
used to find out the impact of the independent variables (factors) including liquid assets to
total asset ratio (LAR), debt to assets ratio(DTAR), bank size (BS), on ROA (return on
assets) as a dependent variable to be examined. Results revealed that liquid assets to total
asset ratio (LAR) and debt to assets ratio (DTAR) have an insignificant influence on ROA
for both banking systems, on the other hand, bank size (BS) was the only significant
positive determinant of the ROA for both Conventional banks and Islamic banks.
Therefore, it is recommended that Islamic banks should design a comprehensive plan for
identifying objectives, goals and strategies to decrease depending on debt financing.
Moreover, it is suggested to cover more factors that could influence the bank’s
performance. In addition, for future research, it is recommended to have a longer time
periods. With longer data coverage, it might be interesting to carry out the same research

over different time period as different results may be observed.
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Chapter 1:

Introduction

A country’s economic growth is based on its financial sector’s performance, with the
banking sector being the most prominent. Siraj and Pillai (2012) assert that the stability
and growth of any economy to a great extent depends on the stability of its banking
sector. As a key component of the financial system, banks allocate funds from savers to
borrowers in an efficient manner. They provide specialized financial services, which
reduce the cost of obtaining information about both savings and borrowing
opportunities. These financial services help to make the overall economy more
efficient (Econ, 2001), So Banking system plays a crucial role in the economies of all

countries; it can be considered as the life-blood of modern economy.

1.1 Conventional banks and Islamic banks

Unlike conventional banks, Islamic banks must comply with the Islamic law (Shariah),
which is an interest-free system. Because of this characteristic of Islamic banks, many
were skeptical when the first Islamic bank was established, considering that interest-
free banking can’t survive. Despite this skepticism, Islamic banks are one of the fastest
growing financial industries. Interest-free banking doesn’t mean banking without

1
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