
IBIMA Publishing 

Journal of Islamic Banking and Business Research 

http://ibimapublishing.com/articles/JIBBR/2018/865260/  

Vol. 2018 (2018), Article ID 865260, 16 pages  

DOI: 10.5171/2018.865260 

 

______________ 

 

Cite this Article as: Cedrix Ngandop Djeutcheu, Luc Matabaro Borauzima  (2018), " What Drives Bank 
Performance Overtime? A Dynamic Panel Analysis on Islamic Vs Conventional Banks" Journal of Islamic 
Banking and Business Research, Vol. 2018 (2018), Article ID 865260, DOI: 10.5171/2018. 865260 

 

Research Article 

 
 

What Drives Bank Performance Overtime? 

A Dynamic Panel Analysis on Islamic Vs 

Conventional Banks 
 

Cedrix Ngandop Djeutcheu
1 

and Luc Matabaro Borauzima
2 

 
1
Finance Department, University of Mons, Mons, Belgium  

 
2
 Finance and Law Department, University of Liège, HEC-Management School, Liège, Belgium 

 
Correspondence should be addressed to: Cédrix Djeutcheu Ngandop; 

Cedrix.DJEUTCHEUNGANDOP@student.umons.ac.be 

 
Received Date: 2 October 2017; Accepted Date: 2 December 2017; Published Date: 3 April 2018 

 

Academic Editor: Nooraslinda Abdul Aris 

 

Copyright © 2018. Cedrix Ngandop Djeutcheu, Luc Matabaro Borauzima . Distributed under Creative 

Commons CC-BY 4.0 

 

 
 

Abstract 

 
This paper investigates the drivers of bank performance overtime, between Islamic and 
Conventional banks by using a dynamic panel approach. The study period covers ten 
consecutive years (2006-2015), we use ROAA (Return on average Asset), ROAE (return on 
average Equity), and NIM (Net Interest Margin), Sharpe ratio, Jensen and Treynor indices as 
measures of performance. We applied panel regression by using the technique of fixed effect 
estimation instead of random effect, and then to address the issue of endogeneity and omitted 
values, we applied two step system of GMM (Generalized Method of moment). Results suggest 
that bank performance is mainly driven by non-performing loan provision (NPLP), cost to 
income ratio as measure of bank efficiency, and size, net loan to total asset with NPLP and cost 
to income ratio being significant when using different performance measures. Within a 
dynamic panel framework, NPLP has a negative impact on CBs performance whereas it affects 
positively IBs performance. This is consistent with  Beck et al. (2013) who suggest that IBs 
have higher asset quality than conventional banks. This study also contradicts the idea that 
IBs are less cost-efficient than CBs because the cost to income ratio as a measure of efficiency 
is more significant for IBs than CBs. 
 
Keywords: corporate governance, Islamic banks, performance, stock market risk adjusted 

measures. 
 
JEL classification:  G30, G01. 
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Introduction 

During the last recent years, the speed at 
which Islamic banking has been growing 
and its resilience to the 2007 financial 
crisis ( see for instance Beck, Demirgüç-
kunt, & Merrouche, 2013; Olson & Zoubi, 
2016) provide evidence of its ability to 
compete with or outperform well-
established conventional banks 
(CBs).Martin & Hesse (2010) and Olson & 
Zoubi (2016), document that more than 
300 IBs are operating throughout 51 
countries in the financial industry and hold 
almost $ 1.5 million dollars of assets. 
Similarly, Ernst & Young (2016) argue that 
over the period of 2009-2013, Islamic 
banking assets value growth reached 
17%.The creation of Islamic stock market 
indices in the world's largest stock 
exchanges such as the MSCI Global Islamic 
Indices (2007), FTSE Global Islamic Indices 
and S&P Sharia Indices (2006), Dow Jones 
Islamic Market Indices (1999), or the 
Russell-Ideal Ratings Islamic Indices (2013) 
is important to sustain the idea of IBs 
growth. 

As Compared to conventional banks, 
Islamic banks rely on a sharia-compliant 
finance that prevents them the right of 
charging interest, does not allow for illicit 
investments and speculation and also 
strengthens the risk sharing principle both 
on assets and liabilities. For Gueranger 
(2009), Islamic finance is an ethical finance 
whose priority objective is not only the 
frantic search of profit.  
 
Following the aforementioned literature, 
our study’s objective is to assess what 
determines the performance of IBs 
compared to conventional banks. We seek 
to contribute to the literature in two ways. 
(I) First, we follow the existing literature 
on the performance in the banking industry 
in general. Most generally, bank 
performance is measured by accounting 
ratios such as return on equity, return on 
asset and net interest margin (see for 
instance  Athanasoglou, Brissimis, & 
Delis,(2008); Dietrich&Wanzenried,(2011); 
García-herrero,Gavilá,& 
Santabárbara,(2009); Pathan&Faff,(2013). 

In most recent studies, some use measures 
of stock performance such as Tobin’s Q 
(Mollah & Zaman, 2015), Sharpe ratio 
(Gropper, Jahera, & Chul, 2015) and stock 
return. Our innovation relies on the fact 
that we use both Jensen ratio and Treynor 
ratio (both as stock performance measures) 
that have not been used as proxy of bank 
performance to the best of our knowledge. 
We will provide an answer to how well 
systematic risk is able to predict bank 
performance by distinguishing between IBs 
and CBs. (II) we use mainly African 
conventional banks because African 
banking industry is still the least developed 
in the world. By doing so, we complement 
the existing literature by documenting the 
gap between conventional banks evolving 
in least developed country (which are 
supposed to have low margin) to IBs. 
 
The remainder of this paper is organized as 
follows; (1) We document the existing 
literature on conventional bank and Islamic 
performance. (2) In the following section, 
we present the data and the methodology 
that are used to study performance. (3) 
Section 3 presents our results from 
different empirical applications and section 
4 concludes. 
 

Literature Review 

Performance is among the most discussed 
issues within the banking industry in an 
empirical perspective. Some researchers 
used to investigate bank performance in 
terms of ownership structure (knyaeva et 
al 2013) by comparing private to public 
bank and foreign to host banks. Other 
studies focus on the factors driving 
performance without relying on bank-type 
analysis (see Poin Hoin et al 2016; Rashid 
& Jabeen 2016; Jawadi 2016).For instance 
Figueira, Nellis and Parker (2006) have 
studied the ownership structure and 
performance of African banks. They found 
that, when private shareholders introduce 
foreign shareholders into the ownership 
structure of African banks, this tends to 
have a positive effect on the performance 
of the latter. These studies have 
documented for some cases a significant 
link between governance mechanisms and 
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banks performance (mollah & Zaman 2015) 
or relevant information about comparative 
performance between IBs and CBs (Johnes 
et al 2013). 
 
Prior to the tremendous growth of Islamic 
banks, an important body of literature have 
emerged to most importantly address to 
which extend Islamic banks are different 
from conventional banks. To address this 
issue, Bourkhis & Sami (2013) investigate 
the difference between IBs and BCs 
resilience to the 2007-2008 financial crisis 
and find no difference with regard to their 
soundness because IBs tend to diverge 
from their business model. Beck et al. 
(2013) address business model and 
efficiency issues by comparing Islamic to 
conventional bank. They found that IBs are 
better capitalized, have higher ratio of 
intermediation, high asset quality although 
they are less cost-efficient. They also 
suggest that IBs were less affected by the 
2007-2008 financial crisis because of the 
high asset quality they carry. 
 
In the same spirit, Olson&Zoubi(2016) 
investigate the convergence of IBs and CBs 
performance. They argue that CBs 
converge faster than IBs especially after 
the financial crisis. 
  
Methodology 

 
This study focuses on publicly traded 
African conventional and worldwide 
Islamic banks. We chose publicly traded 
banks since our study employs equity 
performance measures as proxies of 
performance in the banking industry. Our 
sample is split into 48 IBs and 61 CBs on 
the period of 2006-2015. To conduct this 
study, our data are retrieved from different 
sources: (I) Bank level data are retrieved 
from Bankscope database which was 
provided by Bureau Van Dijk Belgium until 
December 2015 (II), stock market data 
(here stock prices and market 
capitalization) stem from DataStream and 
(III), Macroeconomic data to account for 
country heterogeneity in terms of 
economic performance and financial depth 
are obtained from the World development 
indicator part of the world Bank website. 
(iv) Risk-free rates were mostly 

downloaded from Central Bank websites 
and it is represented by a 91 days’ maturity 
treasury bills and some countries we proxy 
the risk-rate by a one-month US treasury 
bill  retrieved from Kenneth Fama-French 
data library1. We compute stock return 
using arithmetic approach2, Treynor and 
Jensen performance measures are driven 
from a CAPM3 model using different stock 
indices as market proxy as retrieved from 
DataStream. Overall, our correlation matrix 
as reported in Table 4.1 suggest that our 
variables as mostly significantly correlated 
although their value are not high to suspect 
a potential multicolinearity. Descriptive 
statistics are reported in the annex and 
show that Islamic banks have higher asset 
quality than conventional. 
In order to investigate factors driving bank 
performance, we follow Athanasoglou, 
Brissimis, & Delis(2008); Dietrich & 

                                            
1
 

http://mba.tuck.dartmouth.edu/pages/faculty/
ken.french/data_library.html  

2 �� �����������  

3 Capital Asset Pricing Model: ���	
 = �� +
�	����	
 − ��� 
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Wanzenried (2011); García-herrero, Gavilá, 
& Santabárbara, (2009) and Pathan & Faff 

(2013) from whom we choose to set up the 
following specification: 

 

 ���	� = �� + �	����	��� +��	�	�
�

	��
+��	�	�

�

	��
+ �	 + �	� 

 

(1) 

Where PFOit stands for the performance of 
the bank i at time t (here the year), βi and 
δi are the parameters we intend to 
estimate, Xit represents bank specific and 
Fit denote macroeconomic variables and 
other control variables,  et the error term, 
�	  represent fixed-effects among different 
banks. PFOit-1represents the lagged value of 

the performance measured due to the 
persistence of bank performance with 
respect to regional and macroeconomic 
factors as suggested by Berger, Bonime, 
Covitz& Hancock (2000).To estimate our 
parameters, we use a dynamic panel 
approach suggested by Arellano, M.; Bond, 
(1991). 

 

 

Table 0-1: Variables presentation and expected signs 

Variables Description Source 

Depend variables: bank 

performance 

  

ROA Net income over the average assets in % Bankscope 

ROE Net income over the average equity in % Bankscope 

Net interest margin Net interest margin as overs total revenue 
or total assets 

Bankscope 

Sharpe ratio Average excess return over standard 
deviation the portfolio risk 

Author calculation 
using DataStream 
data 

Treynor ratio Excess return over the beta market 
(systematic risk) 

Author calculation 
using DataStream 
data 

Jensen ratio Difference between the return and the 
expected return 

Author calculation 
using DataStream 
data 

Independent variable   

Bank specific variables   

Capital ratio Equity to total assets value Bankscope 

Loan to deposit ratio Loan value divided as percentage of 
deposit 

Bankscope 

Overheads to total assets Operating expenses over total assets Bankscope 

Nonperforming loan provision Loss provision over total assets Bankscope 

Bank size Log of total assets Bankscope 

Cost to income ratio Ratio of total expenses to total revenue Bankscope 

Bank Age Number of years the bank was established 
until 2015 

Bankscope 

Bank Category Either Islamic Bank or commercial African 
bank 

 

Macroeconomic variables   
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GDP growth Yearly GDP growth rate in % World development 
indicators 

Inflation rate Yearly consumer price index variable in 
percentage % 

World development 
indicators 

Boone indicator Competition measure derived from Boone-
type model 

Global financial 
development 
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Table 0-2: Correlation Matrix of different variables 

 

ROAA Sharpe 

r~o 

treynor~o jensenr~o log_SIZE OHTA NPLPTA EQTA OFBSTA CIR NETLOAN~N INFLATION GROWTH

R~E 

Boonein~

r 

ROAA 1              

sharpera~o 0.0455 1             

treynorr~o 0.031 -0.144*** 1            

jensenra~o 0.0747 0.216*** -0.0392 1           

log_SIZE -0.105** 0.0101 -0.0235 0.00989 1          

OHTA 0.121*** -0.0777 0.108* 0.109* -0.238*** 1         

NPLPTA 0.0702* -0.145*** 0.213*** -0.0617 -0.267*** 0.791*
** 

1        

EQTA -0.255*** -0.0615 -0.0034 -0.0182 -0.131*** 0.0586 0.145*** 1       

OFBSTA 0.254*** 0.029 0.0151 0.160*** -0.192*** 0.396*
** 

0.352*** -0.0798* 1      

CIR -0.331*** -0.073 -0.0116 0.016 -0.149*** -
0.0748* 

-0.0793* 0.275*** -0.198*** 1     

NETLOAND~N 0.0644 0.00133 -0.0667 0.0148 0.286*** -
0.133*** 

-0.123*** 0.035 0.0393        -
0.207*** 

1    

INFLATION 0.131*** -0.0756 0.112* 0.013 -0.142*** 0.0274 0.119*** -0.0304 0.114** -0.0866* -0.125*** 1   

GROWTHRATE 0.179*** -0.0171 -0.00283 -0.00922 -0.124*** 0.0079
7 

-0.0336 0.0273 0.0338 -0.102** -0.0534 -0.0537 1  

Boone 

indicator 

-0.158*** -0.148*** 0.0122 -0.0352 0.188*** 0.06 0.0407 0.0582 -0.216*** 0.0455 0.00969 -0.183*** 0.021 1 

This table reports pair-wise correlation levels among our main variables.  Significantly different to zero correlations at 0. 1%, 1% and 5% are marked ***, **,* respectively. The sample include both conventional banks and Islamic 
banks from 2006 to 2015 for a total sample of 109 banks split in 61 conventional banks and 48 Islamic banks. For notation, see Table 3.1 above. 
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Empirical Results  

Fixed effects estimations are presented in 
Tab 4.2 and Tab 4.3 which respectively 
account for only bank-specific variables 
and macroeconomic variables. The R-
squared of our models are different when 
we split our sample into IBs and CBs 
compared to when we use the full sample. 
Indeed, the first estimation report much 
higher R-squared than the second which 
can be explained by the heterogeneity 
between the two types of bank. In general, 
our models fit with fixed effect according to 
the Hausman test. Globally, we found that 
when we only control for bank-specifics 
variables, size, and Cost-to-income ratio, 
NPLP and Overheads to total assets are the 
main determinants of bank performance. 

Our findings are consistent with the 
existing literature on the size impact on 
bank performance. When we measure 
performance by ROAA, ROAE and Sharpe 
ratio, we find a negative effect of size. 
These results are consistent with the 
findings of (Beck et al., 2013; Dietrich & 
Wanzenried, 2011; Mollah & Zaman, 2015; 
Olson & Zoubi, 2016). As our study 
encompasses also the crisis period, it is 
possible that bigger banks had large 
amounts of non-performing loan provision, 
which might affect negatively their 
performance. For Islamic banks, especially 
where loans issued through the so-called 
Mudarabah have to be provisioned with a 
special account (IADS), this would affect 
IBs performance with a long term 
mechanism and most importantly have 
larger size. 
 
However, some studies such as Gropper et 
al., 2015; Pathan & Faff, (2013) among 
others have found positive link between 
size and bank performance. Because bigger 
banks have higher diversification 
possibilities, they might enjoy economies of 
scale and hence high performance. 
 
As a measure of credit quality, non-
performing loan provision is highly 
significant in this study for all our 
performance measures. Using all these 
performance measures, this variable shows 
a negative significant impact on bank 

performance either for conventional banks 
or Islamic banks as well as for the full 
sample. These results entail the fact that 
the higher the loss provision, the lower the 
credit quality of the bank and hence the 
lower the performance. Empirical studies 
(see for instance Beck et al., 2013; Gropper 
et al., 2015) provide supporting evidence 
that high loss provision is detrimental to 
bank performance because the amount of 
provision allocated decreases the bank net 
income. Although significant, loan 
provision are not as important as for 
conventional bank(Beck et al., 2013), 
Islamic banks’ performance is also 
negatively affected by high loan loss 
provision because some products have to  
be  covered by amount of provision. 
 
In table 4.3, we control for macroeconomic 
variables. Boone indicator as a measure of 
bank competition has a negative and 
significant impact on bank performance. 
Indeed, the structure-Conduct-
Performance hypothesis suggests that a 
highly concentrated market indicates a low 
degree of competition and hence high 
profitability for banks. Our results support 
the competitive nature of the banking 
industry since the financial liberalization. 
Some studies however, use HHI 
concentration measure to assess the 
impact of bank market structure on the 
performance. Mirzaei, Moore, & Liu, (2013) 
demonstrate that market structure has a 
positive impact on banking both in 
developed and emerging economies. 
Moreover, we have mentioned so far that 
Islamic banking is growing at high pace. 
This result suggests that Islamic banking 
profits could be highly affected by the 
market structure despite the existence of 
unique regulation. 
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Table0-1 :Fixed effects regressions for bank performance: Full sample 

 (1) (2) (3) (4) (5) (6) 

 ROAA ROAE NIM Sharpe ratio Treynor ratio Jensen ratio 

VARIABLES 

       
log_SIZE -0.40845*** -0.16318 0.05454 -0.77688*** 0.05548 0.00155 
 (0.15650) (1.84930) (0.18713) (0.20320) (0.06721) (0.00318) 
OHTA -0.06841 -0.00428 0.30164* -19.54174 10.32968** 0.26350 
 (0.14900) (1.71297) (0.17816) (13.03623) (4.19162) (0.19854) 
NPLPTA -0.01626 -0.39535 1.46279*** -28.95293*** 12.44620*** -0.12835 
 (0.17323) (1.99159) (0.20714) (7.49239) (2.49724) (0.11829) 
EQTA -0.00050 0.03609 0.00344 -0.00974 0.00069 0.00004 
 (0.00209) (0.02406) (0.00250) (0.01318) (0.00531) (0.00025) 
OFBSTA 0.88532 7.10008 -3.62704* -1.31224 0.41721 0.01750 
 (1.66980) (19.23545) (1.99664) (2.31064) (0.79911) (0.03785) 
CIR -0.01527*** -0.13198*** -0.01412*** -0.01069 -0.00157 -0.00016 
 (0.00151) (0.01738) (0.00181) (0.00650) (0.00223) (0.00011) 
NETLOANDEPOSSTFUN -0.00822* -0.11615** 0.01057* -0.01077* -0.00061 -0.00013 
 (0.00454) (0.05302) (0.00543) (0.00597) (0.00206) (0.00010) 
Constant 6.77249*** 29.62658* 6.49378*** 9.44261*** -0.96790 -0.01114 
 (1.42409) (16.77456) (1.70284) (2.17369) (0.74081) (0.03509) 
       
Observations 798 787 798 589 523 523 
R-squared 0.14393 0.08392 0.18637 0.06932 0.07336 0.01303 
Number of bank 109 109 109 83 68 68 
Time FE YES YES YES YES YES YES 
Country FE YES YES YES YES YES YES 

This table reports result from a fixed effects estimation which is adopted from a Housman test. The study is applied to both conventional and Islamic banks to determine 
what drive bank performance in the two banking industries we control only for bank specific characteristics. Our full sample includes the period of 2006-2015 with 61 
conventional banks and 48 Islamic bank. Dependent variables a respectively return on average Assets (ROAA), return on average equity (ROAE), Net interest margin, 
Sharpe ratio, Treynor ratio and Jensen ratio. Statistically significant coefficients at the 1%, 5ù and 10% level have ***, **, * symbols respectively.  
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With respect to the GDP growth, our study 
suggests both positive and negative link 
with bank performance. Mirzaei et al.(2013) 
document that GDP growth influences bank 
performance through raising demand for 
loans. Bashir (2003) who evaluated the 
determinants of profitability in Middle East 
Islamic Banks, found a strong positive 
impact of GDP growth on profitability 
because of competition environment and 
innovative products channels. Goddard, 
John, Phi, & Wilson (2004) also estimated 
the profitability of 583 European Union 

domestic banks where cross sectional 
regression showed a significant positive 
effect of GDP on profits. Ghazali (2008) 
considered a six years data of 60 Islamic 
banks operating in 18 countries. Results 
ascertain that GDP and inflation positively 
influence the revenue of banks. On the 
other hand, negative links have also been 
reported by Naceur (2003) who found an 
insignificant link between Tunisian bank 
profitability and the annual growth rate 
and inflation. 
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Table 0-2 : Fixed Effects Macroeconomic control variables 

  (2) (3) (4) (5) (6) 

 Model7 Model8 Model9 Model10 Model11 Model12 

VARIABLES ROAA ROAE NIM Sharpe ratio treynor ratio Jensen ratio 

       
log_SIZE -0.10906 1.47101 0.47996** -0.85208*** -0.00004 0.00424 
 (0.20567) (2.45310) (0.24052) (0.25924) (0.04216) (0.00430) 
OHTA -0.29206 0.38918 -0.47189* -15.51244 -1.60953 0.36188 
 (0.23138) (2.67488) (0.27058) (14.54841) (2.31525) (0.23610) 
NPLPTA 0.33741 -0.84899 2.64728*** -8.87117 0.77584 -0.03244 
 (0.29642) (3.42677) (0.34665) (9.29355) (1.49676) (0.15263) 
EQTA -0.00055 0.02324 0.00498 -0.01364 -0.00008 0.00007 
 (0.00260) (0.03008) (0.00304) (0.01704) (0.00402) (0.00041) 
OFBSTA 2.28039 5.08655 -6.42455*** 1.07491 0.65618 0.02586 
 (2.11322) (24.49993) (2.47131) (2.77084) (0.45488) (0.04639) 
CIR -0.01780*** -0.14708*** -0.01894*** -0.00723 0.00111 -0.00013 
 (0.00181) (0.02087) (0.00211) (0.00714) (0.00119) (0.00012) 
NETLOANDEPOSSTFUN -0.01281** -0.16267** 0.00286 -0.01441** -0.00081 -0.00015 
 (0.00547) (0.06453) (0.00640) (0.00672) (0.00113) (0.00011) 
Boone indicator -3.96684*** -67.74187*** -0.37129 -3.74039*** -0.03717 -0.01190 
 (0.91943) (10.63103) (1.07523) (0.97631) (0.15486) (0.01579) 
GROWTHRATE 0.06130*** 0.27543 -0.01415 -0.01146 0.00407 -0.00026 
 (0.02039) (0.23784) (0.02385) (0.02138) (0.00341) (0.00035) 
INFLATION 0.01407 0.14281 0.03779* -0.06220*** 0.00315 0.00019 
 (0.01662) (0.19530) (0.01943) (0.01801) (0.00300) (0.00031) 
Constant 3.61641* 14.23935 5.45403** 9.15325*** -0.28947 -0.04306 
 (1.89624) (22.54415) (2.21756) (2.69419) (0.45250) (0.04614) 
Observations 610 599 610 473 437 437 
R-squared 0.22636 0.17342 0.28780 0.10388 0.01779 0.01813 
Number of bank 93 93 93 77 66 66 
Bank FE YES YES YES YES YES YES 
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Country FE YES YES YES YES YES YES 
This table reports result from a fixed effects estimation which is adopted from a Housman test. The study is applied to both conventional and Islamic banks to determine what 
drive bank performance in the two banking industries we control both for bank-specific and macroeconomics variables. Our full sample includes the period of 2006-2015 with 
61 conventional banks and 48 Islamic bank. Dependent variables a respectively return on average Assets (ROAA), return on average equity (ROAE), Net interest margin, Sharpe 
ratio, Treynor ratio and Jensen ratio.. Statistically significant coefficients at the 1%, 5ù and 10% level have ***, **,* symbols respectively.  
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In a short term perspective, inflation is an 
important factor to growth rebound. 
However, this link appears to be positive 
when the performance is measured by 
Sharpe ratio. The explanation behind this 
may be drawn from speculative and 
anticipative investors’ behaviour on the 
financial market. The positive link between 
inflation and performance is documented 
by Albertazzi & Gambacorta ( 2009 ; 2010). 

 
To address the issue of endogeneity and 
omitted variables bias, we follow (Dietrich 
& Wanzenried, 2011; Liang et al., 2013; 
Pelster, 2017) and use the Arellano & 
Bover (1995) and  Blundell & Bond 
(1998)two-step system GMM that uses 
lagged values of dependent variable in level 
and difference as well as lagged values of 
explanatory variables in level. 
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Table 0-3: System GMM estimation of bank performance 

 (1) (1) (1) (1) (1) GMM6 

Performance measures       

VARIABLES ROAA ROAE NIM Sharpe ratio treynor ratio Jensen ratio 

       

Lagged value of Dependent 

variables 

0.72682*** 0.37403*** 0.96273*** 0.05304 0.14868* 0.10717* 

 (0.12499) (0.08584) (0.14763) (0.08231) (0.06524) (0.05269) 

log_SIZE 0.20209* 0.02981 -0.09522 -0.02013 -0.02222 0.00074 

 (0.09942) (0.55092) (0.08869) (0.08235) (0.02684) (0.00056) 

OHTA -0.08258 -1.17381* 0.03960 -6.44100 4.10182 0.06059 

 (0.05644) (0.52961) (0.14355) (9.43180) (4.97493) (0.07630) 

NPLPTA 0.33288* 1.64035*** 2.18627*** -29.42034* 17.29460 -0.11968 

 (0.14028) (0.56829) (0.66532) (11.51991) (13.36598) (0.14918) 

EQTA 0.01138*** 0.02005* -0.00183 -0.00954* -0.00094 0.00001 

 (0.00405) (0.01052) (0.00239) (0.00535) (0.00111) (0.00006) 

OFBSTA 1.62549 19.07552 -12.02938*** 0.58162 -0.22980 0.01477 

 (1.42895) (13.63010) (3.98560) (3.29692) (0.70667) (0.01901) 

CIR 0.00926* -0.04258*** -0.00168 0.00612 0.00037 -0.00006 

 (0.00476) (0.01504) (0.00290) (0.00863) (0.00317) (0.00009) 

NETLOANDEPOSSTFUN -0.01279* -0.12515*** 0.01292 -0.00733 -0.00036 0.00001 

 (0.00661) (0.04752) (0.00881) (0.00553) (0.00140) (0.00004) 

dummy==Islamic -0.42963 1.34347 -4.84610*** -0.05606 0.04450 -0.00841 

 (0.53646) (5.48351) (1.82303) (1.35784) (0.26884) (0.00811) 

Constant 0.00000 0.00000 7.09393* 0.00000 0.00000 0.00000 

 (0.00000) (0.00000) (3.03442) (0.00000) (0.00000) (0.00000) 

      462 

Observations 705 694 706 522 462 67 

Number of bank 107 107 107 80 67 YES 

Hansen test (1.000) (1.000) (1.000) (1.000) (1.000) (1.000) 

Arellano-Bond AR(1) test (p-value) (0.001) (0.01) (0.0167) (0.001) (0.007) (0.003) 

Arellano-Bond AR(2) test (p-value) (0.0453) (0.771) (0.307) (0.259) (0.232) (0.857) 

This table reports result obtained from a system GMM approach of the determinants of bank performance both conventional and Islamic banks. Depend variables a respectively return on average  
Assets (ROAA), return on average equity (ROAE), Net interest margin, Sharpe ratio, Treynor ratio and Jensen ratio. We follow Arellano & Bover (1995) to estimate our coefficients given the endogenous 
nature of bank performance determinants. Statistically significant coefficients at the 1%, 5ù and 10% level have ***, **,* symbols respectively. Standard errors are reported between brackets. Over-
identification test is constructed from Hansen and Arellano Bond test of autocorrelation is represented by autoregressive process respectively AR(1) and AR(2) 
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Results reported in Table 4.4 suggest that, 
our model fit the system GMM estimator. In 
fact, Hansen-J statistics of over-identifying 
restrictions and Arellano-Bond second 
order autocorrelation tests are not 
statistically significant. The first-order 
auto-correlation on the other hand appears 
to be statistically significant which is true 
by construction. All in all, after we have 
controlled for heterogeneity, dynamic 
endogeneity and simultaneity, non-
performing loan loss provision, equity to 
total asset, cost-to-income ratio appear to 
have a significant impact on both 
conventional banks and Islamic banks 
performance. 
 

This study also confirms the persistence 
nature of bank performance during our 
study period. Except for Sharpe ratio, all 
the first-order lagged values of our 
performance measures are statistically 
significant. These results are consistent 
with those of Dietrich & Wanzenried, 
(2011); Guidara, Lai, Soumaré, & Tchana, 
(2013); Liang et al., (2013); Pelster, (2017). 
 
We have to stress that the use of stock 
performance measures as proxies of bank 
performance, especially the Treynor ratio 
and Jensen did provide evidence that risk-
adjusted performance can provide 
management style for bankers.  

Conclusion 

The main objective of this study was to 
determine what drives the performance of 
Islamic vs conventional banks using both 
classical measures (ROAA, ROAE, and NIM) 
as well as stock market risk-adjusted 
measures. A sample comprising 
respectively 48 Islamic and 61 
conventional publicly traded banks during 
the period stretching 2006 to 2015 is 
employed in our analysis. To test how 
Islamic banks’ performance differs from 
conventional banks’, we employ a two-step 
system GMM estimator which allows 
controlling for endogeneity and 
unobserved variables bias. 
 
Our findings reveal that bank performance 
is mainly driven by non-performing loan 
provision, cost to income ratio, and size, 
net loan to total asset. Within a dynamic 
panel framework, NPLP has a negative 
impact on BCs performance whereas it 
affects positively IBs performance. This is 
consistent with  Beck et al. (2013) who 
suggest that IBs have higher asset quality 
than conventional banks. This study also 
contradicts the idea that IBs are less cost-
efficient than CBs because the cost to 
income ratio as a measure of efficiency is 
more significant for IBs than CBs. 
 
Controlling for macroeconomic variables 
within a fixed effect approach, this study is 
consistent with the Structure-Conduct 
performance hypothesis that suggests a 
positive link between market 

concentration and bank performance. 
Measured by Boone indicator, competition 
as the opposite of market concentration 
affects negatively both IBs and CBs. 
 
This study also confirms the persistence 
nature of bank performance during our 
study period. Except, Sharpe ratio, all the 
first-order lagged values of our 
performance measures are statistically 
significant. 
 
Our study has provided evidence that bank 
performance could be measured both by 
JENSEN and Treynor ratios. 
 The conclusion from this study is related 
to our sample and would have been 
different in some other specific cases. For 
instance, a longer study period or/and a 
larger sample could have led to different 
conclusion as the sample size and 
heterogeneity would impact the 
consistency of our results. Moreover, 
accounting for regulatory differences, 
constructing a single index for each 
category of banks would affect our results. 
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