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CHAPTER 1

INTRODUCTION

The growth of Islamic banking 1n the recent past has caught the attention of
relevant stakeholders Istarmc banks are slowly assunilating themselves m the financial
system Not only 1n Mushm countnies, Islamic banking 1s also grow g m Western non-
Mushm countries especially in London although there have been few regulatory
barmers (Wilson, 2000)

Islamic banking 1s advancing day by day and 1s not just a fad (Mounira & Anas,
2008) The Islamic financial industry 1s growing at the rate of |5 percent annually
(Chong & Lm, 2009, Khan & Bhatti, 2008b) Ernst & Young, a consultancy and
accounting firm, presumes that dunng the period of 2009 to 2013, Islamic banking
assets increased at an annual rate of 17 6%, and by 2018 will flourish 1o an average of
19 7% a year (Big interest no mterest, 2014) Islamic financing 1s an emergmng concept
largely because of the fact that 1t 1s m align with customers’ social and religious beliefs
(Alam, 2012) Ryu, Piao and Nami (2012) predicted that many Mushm countries will
adopt the Islamic financing replacing the conventional mode of banking and n other
countnies 1t will be used to complement the financial system

Islamic financial system 1s based on Shanah (teachings of the Quran and
Prophet Muhammad (SAW)) According to Greuning and Igbal (2008), termmg I<lammic
financial system only as “interest free” does not represent the concept truly Interest
free 15 the focus of Islamic financial system, hower er other Islamzc laws and principles
also govern Asian Institute of Finance, Malaysm m 1t¢ study titled “Risk Management
1n Islamic Banks” (2013) lists down follomng-ﬁxe features of Islamic banking which

differentiates 1t from conventional banking



Risk Determinants of Banks

1 Prohibition of interest (nba)
1 Prohibition of gambling and excessive speculation
11 Transactions could only be asset based or asset backed
1% Loans and mvestments could only be made 1nto products and senices
considered halal

v Accumulation and distnbution of Zakat

The researchers are also focusing on vanous aspects of Islamic banking As the
concept of Islamic banking 1s new as compared to conventional banking, therefore there
are a lot of research areas still to be investigated (Aniffin & Kassim, 2011) They further
commented that currently most of the focus 1s on product dexelopment and Istamic
banking performance, a very major area of study still to be explored 15 risk management
of Islamic banks The vitality of the 1ssue 1s enhanced due to the notion that Islamic
banks differ from conentional banks as they work under different principles and hence
are exposed to different kind of nsk (Anss & Saneddine, 2007) On the other hand,
Anffin, Archer & Kanm (2009) conducted a research on 28 Islamic banks across 14
counties and concluded that nsk faced by Islamic and conventional banks are similar n
nature, but the difference lies m the level of nsks The two banking systems are likely
to show different level of nsks because of the difference n their operational theory
(Alam, 2012)

Abu Hussain and Al-Aym (2012) examned nisk management practices of
Bahram banks ( Islar-mc and conventronal) through questionnaire technmique and reported
that Bahrain bankers are well-informed about the effective nsk management

mmportance They concluded that Islamic banks 1n Bahrain are exposed to higher level

of nsk as compared to their conventional counterparts and this difference 15 due to the
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product differentiation offered by the two types of banks The efficient capital market
1s required for Islamic banking to flounish m a positive manner (Mounwra & Anas,
2008) The nsk management techniques used by conventional banks are not sutable
for Islamic banks because of the im olvement of nterest w hereas Islamic banking
practices are based on Shaniah principles (Khan & Bhatti, 2008a) The nsk factor 1s
particularly of concern for the Islamic banks as they lack the Islamic instruments for

hedging purpose (Siddiqus, 2008)

1.1 Islamic Banking Principles
Islamic banking differs from conventional banking 1n many ways Here are the

major differences betw een the two types of banking (Rahman, 2007)

Table 1 Islamic vs conventional banking
Islamic Banking Conventional Banking

Based on Shanah principles Based on Man-made principles '

Risk shaning between 1nvestor and | Pre-determmed rate of Interest

entrepreneur

Domg business wn partnership with Lending money on interest 1s the pnimary

customers 1s the primary objectrve function

Profit eamed on the basmis of the | Interest charged on the basis of time

trade/provision of goods/services value of money

In case of default, only charges | Charges penalty (m addition to mterest)

Lcornpens.atn:on fee that goes to the chanty | 1n case of default
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Followmng are the most commonly used terms in Islamic mode of financing
Mudarabah: A partnership between two persons 1 e the one who provides the capital
(Rabb-Al-Mal) and one who uses the capital (Mudanb) The profit of the mnvestment
made by mudanb 1s shared by both according to the agreed contract, howeser loss wall
be borne by the Rabb-al-maal unless reason of investment failure 1s due to the mudanb’s
carelessness

Mushirakah: An agreement between the Islamic financtal institution and the customer
m which both parties pool m capital in a specific miestment Profits are shared
according to the agreed terms 1n the contract, whereas losses are shared on the basis of
each party’s contribution 1n the caprtal

Muriabahah: It i1s a sale agreement, 1n which Islamic financial mstitution offers a
product (1n possession) to 1ts customers at some agreed profit

Sukiik: Certificates based on Shariah compliant assets / pool of assets

Istisna’- Sale of an object to be manufactured / constructed It 1s the responsibility of
the manufacturer to deliver the product / commodity timely to the customer Payment
to the manufacturer can either be made i advance or may be deferred to any time as
agreed by the parties

Ijarah: It s a lease (rent) agreement, offered by the Islamic financial institution for an
asset as demanded by the customer for a specified time peniod The customer pays rent

for the use of assets until acquired by him

12 Islamic Banking in Pakistan
Islamic banking 1s growing at a faster rate in Middle East and Malaysia as
compared to Pakistan but 1t 15 also gaining momentum n Pakistan (Siddigui, 2008)

Palastan 1s working to overcome the problem of shortage of investment options 1n
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Islamic banks by developmng shanah based products for interbank money market
{Qavum, 2010) The disadvantage of operating the Islamic banking 1n dual system,
especially when the central bank works on interest based system, 1s that the Islamic
banks canmot avail the facility of borrowing money from central bank for overm ght and
as a result they have to mamntamn higher reserves and compromise on profits (Siddiquu,
2008)

The first ever Islamic bank established was Dubai Islamic Bank i UAE which
started 1ts operations in 1975 Islamic banking started working 1n Pakistan after State
Bank of Pakistan 1ssued license to Meezan Bank Limted 1n 2002 to start its operations
as full-fledged Islamic bank Currently there are 19 Islamic banking mstimtions with
1,200 branches offenng wide range of products and services and make 10", of overall
banking system (Strategic Plan Islamic Banking Industry of Pakistan, 2014y Islamic
banking mstitutions work 1 following three different forms

1 Full-fledged Islarme banks
1 Islamic windows in conventional banks
11 Islamic subsidianes of conventional banks

There are five full-fledged Islamic banks currently working in Pakistan namely

i Meezan Bank Limited
il Al Baraka Bank
I Bank Islarmi Pakistan Limited
B Bur) Bank
v Dubai Islamic Bank

1.3 Focus of the Study
The current study focuses on the deterrmnants of nsks faced by full-fledged

Islamic banks operating i Pakestan and selected conventional banks of Pakistan
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Another aspect 15 to compare the determinants affecting the Islamic banks’ nsks with

those of conventional banks

1.4 A Brief Statcment of Research Problem
To examine the factors contributing to the nsk being faced by the tull-fledged
Islamic banks operating n Pakistan over a period of 2006 to 2014 and comparing the

factors with those affecting conventional banks

15 Objectives of the Study
The objectives of the current study are mamfold The researcher particularly
endeavors to study the risk determinants of Islamic banks and 1n trying to achieve thrs
objectrve, this study aims to examine the following
* Determmants of hiquidity nsk and credit nsk faced by Islamic Banks operating
m Pakistan
* Determmants of liquidity nisk and credit nisk for selected nine conventional
banks operating in Pakistan
* To compare the determinants of Islamic banks® nsk with those of conventional

banks

1.6 Significance of the Study

Managing nisk has been identified as the key area for financial mnshtutions The
nsk faced by the banks 15 of pnmary concem to the policymakers as the financial
stability of barks 1s one of the indtcators of the economy’s performance (How, Kanm,

& Verhoeven, 2005) Failure to manage nsk properly 1s considered one of the major
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Another aspect 1s to compare the determinants affecting the Islamic banks’ nisks with

those of conventional banks

14 A Brief Statement of Research Problem
To examine the factors contributing to the risk being faced by the full-fledged
Islamic banks operating i Pakistan over a penod of 2006 to 2014 and companng the

factors with those affecting conventional banks

15 Ob)cctives of the Study
The objectives of the current study are mamifold The rescarcher particularly
endeavors 1o study the nsk determinants of Islamic banks and m trying to achieve this
objective this study aims to examine the following
* Determinants of hquidity risk and credit nsk faced by Islamic Banks operating
1n Pakistan
* Determinants of hquidity nsk and credit nsk for selected nme conventional
banks operating 1n Pakistan
* To compare the determinants of Islamic banks' rish with those of conventional

banks

1.6 Signmificance of the Study

Managing nsk has been 1dennfied as the key area for financial institutions The
nsk faced by the banks 1s of pnmary concern to the policymakers as the financial
stability of banks 1s one of the indicators of the economy ’s performance (How Karirn,

& Verhoeven, 2005) Fatlure (o manage nisk properly 1s considered one of the major
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causes of financial cnsis of banks and therefore, there 1s a need to explore this area of
study (Abu Hussamn & Al-Ajmi, 2012)

South Asia 1s one of the emerging centers of the Islamic banking (Khan &
Bhatt1, 2008b) and theze 1s a lot of scope for research m this part of the world for the
area of Islamic finance The previous studies on risk management are mostly 1n US and
western countries usmg the data from conventional banks The studies focusing on
Islamic banks’ nisks are based on data from Malaysia (Ahmad & Ahmad, 2004, How
et al, 2005), Indonesia (Tka & Abdullah, 2011), Bahrain (Abu Hussain & Al-Ajm,
2012. Samad, 2004) and Bruner Darussalam (Hassan, 2009} Other research have been
carried out related to efficiency aud performance (Ghannouci, Fiordelist, Molyneux, &
Radic, 2012, Ta1 2014, Zeitun. 2012) or financial charactenistics of Islamic banks
(Metwally, 1997) The studies from Pakistan cover the period before 2010 hav ing small
sample size (Ahmed, Akhtar & Usman, 2011, Ahmed, Ahmed & Naqv1 2011, Akhtar
Al & Sadagat, 20]1)

To the best of my knowledge, this 1s the first study to find the deterrmnants of
nisks being faced by Islamic banks 1n Pakistan con enng nine vears of data (2006-2014)
This study will thus help to understand the relationship between Islamic financing and
tw o major types of risks m the context of Pakistan and consequently will facilitate the
Islamic banking executives and professionals to better understand the nsk factors
associated with Islamic banks of Pakistan They will be able to devise strategies and

pohcies related to nsk management 1 a better w ay to mimimize the risk
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internal and external stakeholders Lrquidity risk anses from both 1nternal and external
factors because of the nature of banking operations (Ak, 2004)

Gatev, Schuermann and Strahan (2009) deduced that banks are not high risk
position if their transactions deposits are on higher s1de, whereas banks facing hqurdity
nisk with low transactions deposits will be exposed to high level of nisk  Islamuc banks
of Malaysia are less nsky than their conventional counterparts and are found ta be more
profitable (Ryu etal , 2012)

How et al (2005) reported that liqudity nisk has significant and positive
relation with loan volatility and equity to total assets ratio They further stated that the
hiquidity problems 1n Islamic banks anse mainly due to two reasons Furst, they cannot
borrow money from central bank due to the mvols ement of interest thus they are left
w1thout the lender of last resort facility and have to rely on their own funds Second,
narrow line of financial instruments offered by the Islamic banks as compared to
conventional banks hmit their diversification due to which they cannot match the
deposits and loans The only money market mstrument available for Tslamic banks 1s
short term murabaha and therefore, Islamic banks need to haie better mechanism to
address the hqurdity 1ssue (Arss & Saneddine, 2007) Khan and Bhatt (2008a)
suggested that the Islamic banks should work on nsk management techniques and to
mmprove therr liquidity How et al (2005) found that Malay sian banks offermg Islamic
financing have lower liquidity risk and the reason 1 the banhing structure of Malaysia
In Malaysia, Islamic banks have been given flexibility 1n holding hquid assets as
compared to conventional banks, and the presence of Islamic money market also solves
the liquidity problems for Islamic banks The central bank also comes m to rescue the
Islamic banks and provide financial help 1n case of hquidity problems Sumijar findings

have been reported by Loghod (2010) for GCC Islamic banks Hassan and Mohammed

9
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(2007) found that commercial banks of UAE show lower level of hquidity nsk Samad
(2004) examined six Islamic banks and fifteen conventional banks from Bahrain for the
period 1991-2001 and found that there 15 no vanation 1n terms of hquidity for both
Islamic and conventional banks

Islam and Chowdhury (2009) compared an Islamic bank and a conventional
bank of Bangladesh for the period 2003-2006 and found that Islamic bank showed
better liquudity management Ika and Abdullah (2011) compared Islamic and
conventional banks of Indonesia from 2000-2007 and the results of their study show no
difference 1n both types of banks except for hquidity and deduced that Islamic banks
exhibit more liquidity than conventional banks These tesults are also supported by the
research of How et al (2005) using Malaysian banks as sample Smmilar finding have
been reported from Pakistan by Hunjra and Bashir (2014) who examined Islamic and
conventional banking financial analysis for the period 2008-2012 and found that
Islamic banks are more hiquid and possess more liquid assets i companson with
conventional banks They further deduced that conventional banks are more nisky and
less solvent than Islamic banks In a study conducted by Igbal (2012) on hiquidity nisk
of Islamic and conventional banks of Pakistan for 2007-2010 mcludes 5 Islamic and 5
conventional banks using ratios and regression analysis The results of his research
show that Islamic banks are n a better posttion {o repay 1ts debl and hence are better
placed as far as hiqudity 1s concerned as compared to conventional banks The
regression results of the study show that non-performmg loan ratio 1s sigmficantly
positively related to hquidity risks for both types of banks

On the contrary Hanif, Tang, Talir and Momeneen (2012) studymg Islamic
banks 1s conventional banks of Pakistan for the period 2005-2009 and found that

conventional banks perform better mn terms of liquidity  Therr findings are also

10
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supported by Akhtar ctal (2011} who explored hquidity nisk management for Islamic
vs conventtonal banks of Pakistan for the period 2006-2009 using regression analysis,
their results show that conventional banks are found to be better performers 1n terms of

hiquidity nsk management than Islamic banks

2.2  Credit Risk

Credit nsk 1s defined as the nsk that there 1s as possibility that a person
company will not pay back the money as per the contract agreement (Van Greuning &
Igbal, 2008) Credit nsk of banks has become more important after the financial cnisis
(Kabir, Worthington & Gupta, 2014) Like conventional barks, Islamic banks also have
to encounter the credit risk and 1t 1s of the utmost concern for Istamic banks (Hassan.
2009, Siddiqu, 2008) Anss (2010) analyzed the competitrs eness of Islamuc banks in
comparison with cons entional banks of 13 countries for 2000-2006 and concluded that
Islamic banks’ asset side mawmly consists of financing activities and have better
capitalization The financing modes based on Islamic principles are hnked with lower
credit nsk mainly because of sales based asset side and profit shaning based deposits
(How etal, 2005) The results of their study show that the credt nisk 1s mfluenced by
Islamic financing The banks with Islamic financing have lower credit nisk and the
reason cited 15 the profit shanng based banking and the fact that Malaysian banking 1s
dominated by Murabaha mode of financing as agamnst Mudharabah, Musharakah Ijara,
and Bay’al-Salam mode of financing in which financer puts all of his mvestment at
stake

Beck., Demirgug-Kunt and Merrouche (2013) compared Islamic and
conventional banking using the sample of 510 banks for the penod 2005-2009 across

22 countries and their results show that Islamic banks perform better in terms of asset

11
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quahty and capitalization Commercial banks of UAE are found to be good 1n managing
credit nisk (Hassan & Mohammed, 2007) Islamic banks of Bahrain are also found to
be less nisky for credit isk as compared to conventional banks (Samad, 2004) He cited
several reasons for Islamic banks to perform better for credit sk He pointed out that
better credit nisk performance 1s mainly due to the fact that Islamic banks keep their
equity per capita on higher side and secondly as the new entrants to the markets, the
management of Islamic banks knows that they hae to perform better mn order to retain
the creditability among their customers The Islamic banks are expected to ensure
credibality and feasibility check for new projects because of ‘no assured’ return (How
etal 2005)

Banks' nisk goes up with the increase in loan (Foos, Norden & Weber, 2010)
Ahmad and Ariff (2007) studied credit nisk determinants across different des eloped and
developmg economies and found loan loss provision to be highly significant for credit
nsk whereas therr results show that leverage 1s not a determmant of credit nsk They
further concluded that credit nsk for developed economies 15 lower as compared to
developing economies

Kabiretal (2014) compared credit nisk for 37 Islamic banks across 13 countries
for the period of 2000 to 2012 using different techmques and found that when ustng
Merton’s distance-to-default Model, credit nsk 1s lower for Islamic banks as compared
to conventional banks On the other hand, Islamic banks tend to be higher credit nsk
side with the use of Z-score and non-performing loan ratio Hence, they concluded
methodology employed for credit nsk etfects the results for credit nsk of Islamic banks

The proxy of non-performing loans has been widely used for measuring banks’
credit sk Samad (2004) termed 1t as the most important measure for credit risk as 1t

measures the doubtful loans in the banks’ portfolio A study conducted by Alam (2012)

12
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companng the two banking systems, concluded that bank mefficiency 1s positively
related with nsk for conventional banks, whereas negatinely related with nisk for
Islamic banks Said (2013) examuned the relationship betw een efficiency and nsks of
Islamic banks m MENA region for the period of 2006-2009 and deduced that credit nisk
and efficiency are negatively related Ahmed, Akhtar and Usman (201 1) studied risks
associated with Islamic banks of Pakistan for the penod 2006-2009 and summanzed
that non-performing loan 1s not a sigmficant determinant of credit nsk while
management efficiency 1s found to be negatively related to credit nsk

Ahmad and Ahmad (2004) comparing the Islamic and conventional banks of
Malaysia, found that leverage 1s not a sigmficant deterrmant of credit risk for both
types of banks whereas for Islamic banks. credit misk i~ positinely affected by
management efficiency and for conventional banks, 1t 1s negatively rtelated to
management efficiency Credit nisk of Islamic banks 1s negatively affected by loan loss
provision On the other hand, credit nisk of convenuional banks 1s positivels and
significantly affected by loan loss provision {Ahmad & Ahmad 2004) Baele, Farooq
and Ongena (2014) conducted a research on Islamtc loan default pattern 1n Pakistan and
concluded that default rate 1s lower on Islamic loans as compared to conventional ones
Comientional banks i Pakistan are found to be working more efficiently as compared
to Islamic banks for period 2008-2012 (Hunjra & Bashir, 2014) Hamf et al (2012)
deduced that Islamic banks are performing better 1n terms of credit misk than
conventional banks Small Islamic banks perform better and carry less default rish as
compared to Islamic banks and reason for this 15 that Islamic banks mosily rely on
customers who own small businesses and hence there are less chances of default

(Abedifar. Ebralum, Molyneux & Taraz, 2014)
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Corsett, Pesent: and Roubinm (1998) undertook a study to find the determmunants
of the Asian cnsis and found vanous factors causing the cnsis including the non-
performing loans Loan commutments were found to be the largest source of credit risk

for top 20 Japanese banks (Khambata & Bagdi, 2003)

2.3 Market Risk

Three determinants of market risk are interest rate nisk, exchange rate nisk and
equity sk Interest rate nsk (IRR) for banks 15 defined by Ballester Ferrer, Gonzilez,
and Soto (2009) as “the nsk that 1ts mcome and’or market value wiil be adversely
affected by 1nterest rate movements ” Madura and Zarruk (1995) demonstiated that the
Interest rate risk of banks vanes from country to country Although Islamic banks are
not based on interest rate system but even then they might be affected by movements
In mterest rate as argued by Rosly (1999) He documented that the Islamic banks
Malaysia are manly financed by fived rate asset (Murabaha) and most of the asset side
of Islamic banks 1s not sensitive to market changes whereas the habilities side of the
Islamtc banks 1s sensitive to mterest and market changes Therefore, changes 1n interest
rate affect the Islamic banks This has been evident from the fact that dunng the period
when interest rate was nsing, the profits of Bank Islam Malay sia feil

Chos, Elyasiani, and Kopecky ( 1992) examined the 48 largest US banking
Institutions covering the period from 1975 to 1987 ta study the impact of mterest rate
and exchange rate on the barnks" stock rates of returns Their results indhcated that stock
returns are negatively affected by the changes 1n short term domestic mterest rate Their
results further suggested that percentage changes 1n exchange rate 15 negatively related
to stock returns before the October 1979 period and after that, this relationship showed

posttive relation The authors explained that this change m the relationship might be

14
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due to the fact that duning this time period, banking system went down from positive
net position in foreign currencies to negative net position

Atindéhou and Gueyie (2001) investigated the relationship between Canadian
banks’ stock returns and the exchange rate changes using the data from sm Canadan
chartered banks They found the exposure of Canadian banks’ stock return to the
exchange rate changes Their results suggest a positis € and significant relation between
banks’ stock returns and Canadian dollar appreciation

Exchange rate betas were found more significant as compared to 1nterest rate
beta for 59 large US commercial banks for the pertod of 1975-1992 (Cho1 & Elyasiani,
1997) Chamberlain, Howe and Popper (1997) comparning the exchange rate sensitivity
between US and Japanese banks, found that most of the US bank holding companies
ate sensiive to exchange rate changes as compared to Japanese banks Only few
Japanese banks were found to be sensitive to exchange rate The authors cited difference
in operation and regulatory conditions of the two countnes as reason for the contrasting

results

15
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CHAPTER 3
RESEARCH METHODOLOGY

31 Data Type and Source

The study uses secondary data collected from annual reports of banks and
financial statement analysis 1ssued by State Bank of Pakistan Data for market nsk was
not available because only two of the five Islamuc banks (Bank Islamm and Meezan
Bank) are Iisted 1n stock exchange and the two banks’ data 1s not sufficient to study the
market risks’ vanables, therefore this study 1s confined to the analysits of two nisks 1 e
hquidity and credit nisks Accounting ratios are found to be good 1ndicator for
measuring bank’s characteristics as concluded by Olson and Zoub: (2008) They used
the accounting ratios to compare between Islamic banks and conventional banks of
GCC region for the penod 2000-2005 and inferred that use of accounting ratos 1s
helpful 1n developing countries as w el
3.2 Variables Definitions

In determining the liquidity and credit nisks, follow mg mdependent variables
have been 1dentified based on previous studies

Table 2 Variables
Dependent Variable Independent Variables

—

Liquidity Risk depostt volatility

loans volatihty I

bank capital

proportion of loan to deposit

Credit Risk management efficiency

loan loss provision

Y A

leverage
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In following section, proxies used for hquidity nsk and credit nsk and their

determnants have been discussed

3271 Lgudity Risk

Liguidity Risk (LR) 1s considered to be of vital importance for any firm and
specifically for banking sector It 1s calculated as the ratro of total liquid assets to total
liabihities of bank The hugher the ratro, the lower the bank’s iquidity risk Liquid assets
include ‘cash and balances with treasury banks and balances with other banks'
Deposit Volatihty (DY OL), calculated as volatility of deposits (measured by standard
deviation) drvided by total assets of bank, shows how much deposits are contrtbuting
towards the assets

Loan Volanlity (LVOL), calculated as volatility of loans (measured by standard
deviation) divided by total assets of bank Net loans (advances nel of provision) of
conventional banks are considered for this ratio In case of Islamic banks, the value of
‘Islamic financmg and related assets-net’ 1s taken for this ratto Higher ratio means
bank’s mncome mamly come from loans and mmvestments w hereas banks with lower loan
to asset ratio means therr source of mcome 1s from dn ersified non interest earnings
Capital (CAP)1s the book value of ¢quity divided by total assets, 1t 1s the measure of
assets amount financed by the imvestors 1 e 1n case of liquidation, how much investors
will recene

Proportion of Loan to Deposit (LTD) 15 the ratio of (net) loans to total deposits of the
bank For Islamic banks, ‘Islamic financing and related assets-net’ 1 place of loans 15

considered while calculating the ratio Higher the ratio, igher the probability that banks
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might not be able to fulfill any unexpected fund requirement, 1f the ratio 1s too low,

banks might not be earning as much as they could

322 Credut Risk

Credit Risk (CR) represents asset quahty of a bank, calculated as non-performing loan
(NPL) for the current vear to total loan of the bank NPL has been classified as
‘Advances non-performing / classified” on balance sheet of banks and gross advances
figure has been taken for total loans In case of Islamic banks, non-performing under
the head of ‘Islamic financing and related assets” 1s used for NPL and ‘Islamic financing
and related assets' 1s used for total loans

Management Efficiency (MGT) 1s the ratio of operatmg income (interest income +
non-interest income) to total assets of bank and measures how well the management 1s
ut:lizing bank’s assets to make profits Both tnterest and non-interest mcome 1s being
used because now a large portion of bank's mncome comes from fee mcome (non-
mterest based income) 1n addition to interest income For Islamic banks, total 1ncome
figure from income statement has been taken as the concept of mterest income 15 not
present in Islamic mode of financing

Loan Loss Provision (LLP) 1s calculated as loan loss provisions (provision against
advances) to total loans (gross advances) of the bank. this ratic measures how
successful the bank 15 1n gettmg back its loans For Islamic banks, provision against non
performimg Islamic financing and relate assets and Islamic financing and related assets
have been used tor loan loss provision and total loans respectively

Leverage (LEV) 1s calculated as the ratio of tier 2 capital to tier 1 capital of bank, ner
1 capual includes share capital and un-appropriated profits and tier 2 capital includes

reserves and others The higher the rato, the higher the credit risk
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3.3 Theoretical Framework

331 Liqudity Risk

Following Angbazo (1997) and How et al (2005) the ratio of liquid assets to
Labilities 1s used as a proxy for hquidity nsk (LR) Four determinants of hquidity nsk
used are deposit volatihty (DVOL), loans volatiity (LVOL), bank capital (CAP) and
proportion of loan to deposit {LTD)

LR= P\0+ )\l DVOL + }\2 LVOL + )\3 CAP+ )\4LTD +e

where

LR = the ratio of total hquid assets to total habihities of bank

DVOL = volatility of deposits (measured by standard deviation) divided by total assets
of bank

LVOL = volatility of loans (measured by standard deviation) divided by total assets
of bank

CAP = the book value of equity divided by total assets of bank

LTD = the ratio of loans to total deposits of bank

Based on previous studies, all the four determmants of Liqmdity nisk are
expected to have positive relationshup with hquidity nsk (How et al , 2005, Wetmore,

2004, Widagdo & Tka, 2008)
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Deposit Volatihty

Loan Volatihty

.| LIQUIDITY RISK

Bank Capatal

Proportion of Loan
to Deposit

Model for Liqudity Risk

332 Credn Risk

The proxy used for credit risk 1s non-performing loans to total loans (Ahmad &
Ahmad, 2004, Ahmed, Takeda, & Thomas, 1999, Berger & DeYoung, 1997} The
determmants for Credit Risk include management efficiency (MGT), loan loss
proviston (LLP) and leverage (LEV) (Ahmad & Ahmad, 2004, Ahmed, Takeda, &
Thomas. 1999, Porter & Chiou, 2013)

CR=X +MGT MLLP+ALEV te¢
4] | + 2 3

where
CR = non-performing loan for the current year to total loan of bank
MGT = operating mcome (interest mcorme + non-interest income) to total assets of bank
LLP = loan loss provisions to total loans of bank
LEV = tier 2 capital to tier 1 capital of the bank
Based on literature, LLP and LEV are expected to be positively related to credit

nsk (Ahmad & Ahmad, 2004, Ahmed etal , 1999, Porter & Chiou, 2013) Management
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Efficiency (MGT) 15 expected to be negatively related to banks' credit nsk (Ahmad &

Ahmad, 2004)

FMana gement
Efficiency

Loan Loss
Provision

.| CREDIT RISK

Leverage

—

Model for Credit Rish

3.4 Hypotheses Development

In this study, hypothests testing techmque will be used Hypothesis 1s defined

as “a supposution or proposed explanation made on the basis of linuted evidence as a

starting point for further investigation” The followmg hypotheses have been

developed to be tested later in the study

H1 Deposit Volatlity 1s a determminant of Liquidity Risk

H2 Loan Volatility 1s a determinant of Liquidity Risk

H3 Bank Capital 1s a determinant of Liqudity Risk

H4 Loan to Depostt Proportion 1s a determunant of Liquidity Risk

H5 Management Efficiency 1s a determinant of Credit Risk

H6 Loan Loss Provision 1s a determiant of Credit Risk

H7 Leverage 1s a determunant of Credit Risk
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H8 There 1s a difference 1n hqudity nsk determmnants between Islamic and
conventional banks

H9 There ts a difference 1n credit nsk determinants betw een Islamrc and conventicnal

banks

3.5  Sampling
The study will cover data from five full-fledged Islamic banks operating m
Pakistan and from the nine conventional banks, over the peniod of 2006 to 2014

The five Islamic banks under consideration are as follows

1 Meezan Bank Limited
1 Al Baraka Bank
ut  Bank Islami Pakistan Limited
IS Bur Bank
v Dubai Islamic Bank

Buryy Bank started its operation 1n 2007, so 15 data 15 considered from 2007-2014
Out of 21 convennonal banks operating in Pakistan, 9 banks hase been selected for this
study on the basis of size, measured by natural log of asset s1ze which are comparable
to that of five Islamic banks Asset size 1s bemg controlled because comparing large
conventional banks with Islamic banks may affect the outcome of the study, therefore
for better reliabihity banks of comparable size are being taken as sample A detarl of

asset size 1s shown below 1n Table 3

Table 3 Asset Size of Banks

Islamic Banks Natural log of Assets _]
ALBARAKA (PAKISTAN) LIMITED 17 57270353
BURJ BANK LIMITED 17 03661001
BANK ISLAMI PAKISTAN LIMITED 17 55483956
DUBAI ISLAMIC BANK PAKISTAN LIMITED 17 53217592
MEEZAN BANK LIMITED I 18 89266596

22



Risk Determmants of Banks

rConvenﬁonal Banks

FIRST WOMEN BANK LIMITED | 16 41502753
| NATIONAL BANK OF PAKISTAN 20 61179386
THE BANK OF KHYBER 17 81517593
THE BANK OF PUNJAB 19 29783094
ALLTED BANK LIMITED 19 85002006
ASKARI BANK LIMITED 19 4393417
BANK AL-HABIB LIMITED 19 46967195
BANK ALFALAH LIMITED 19 85861886
FAYSAL BANK LIMITED 19 23392013
HABIB BANK LIMITED 20 73696838

HABIB METROPOLITAN BANK LIMITED

19 28646256

IS BANK

1767637115

KASB BANK LIMITED 17 88644494
MCB BANK LIMITED 20 15291056
NIB BANK 18 90497947
SAMBA BANK LIMITED 17 06274499
SILKBANK LIMITED 18 10137995
SONERI BANK LIMITED 18 52683685

STANDARD CHARTERED BANK ( PAKISTAN)
LIMITED

1952643738

SUMMIT BANK

17 95183108

UNITED BANK LIMITED

20 39611915

The benchmark value for natural log of assets has been set as 19 for selection of

conventional banks On the basts of this crterton, follow ing mine banks have been

selected for further investigation

1 First Women Bank Limited
11 The Bank of Khyber

m JS Bank
v KASB Bank Limited
v NIB Bank
vi  Samba Bank Limted
vi1  Silkbank Limited

Vil Sonen Bank Limited

X Summuit Bank
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1.6 Time Period

The ume penod of this study consists of data {rom 2006 10 2014 (both
inclusive) This research focuses on Islamic banks, 1t was necessary to look at the data
availability of Islamc banks Only one Islamic bank’s data (Meezan Bank Limuted) 1s
available for the year before 2006, therefore the study covers the penod of post 2006
The latest data available was for the year 2014, therefore this study covers the penod

of 2006-2014

3.7  Data Collection
The data for hquidity risk and credyt risk and their determinants was collected

from the annual reports of the banks

3.8 Data Analysis Technique

Frst, the ratios bemng used for nsks prowes and their determinants were
computed Next, to determine the factors contnbuting towards the iquidity nisk, credit
nsk and market nisk, mulbple regression model (OLS) was employed usmg Eviews [
used dummy vanable which takes the value of 1 for Islamic banks and 0 for
conventional banks

Before running the regression model, I checked the multicollineanty of the
determinants of both the dependent vanables and found that vanance inflation factor of
all the imdependent vanables was less than 5 confirming that there 1s no
multicollmeanty 1n the data The heteroskadasticity test rejected the null of
heteroskadasticity Both heteroskedasticity and autocorrelation of unknown form were

corrected ustng HAC Consistent Covariance (Newey-West)
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CHAPTER 4

EMPIRICAL RESULTS

4.1  Descriptive Statistics

Descniptive Statistics of the hquidity nisk and credit nsk vanables are presented
mn Table 4 and 5 respectively

Mean value for hquidity nsk 1s 0 129 and 1t takes the maxumum value of 0 576
and minimum value of 0 036 The av erage for credit nsk for all banks 1s 0 128 and 1ts

maximum value 15 0 630 and minimum value 15 0

Table 4 Liquidity Rusk deternunants-Descriptn e Statistics

LR DVOL LvOL CAP LTD
Mean 0 129064 0 092600 0054182 0 148014 0 605056
Median 0097417 0074361 0 039955 0 105815 0 610884
Maximum 0 576627 0282273 0 194086 0 543147 12890438
Minimum 0036778 0 dodooo 0 000153 0 002868 0 000000
Sid Dev 0092422 0 069020 0047174 0167709 0 176444

Table 5 Credit Risk determinants-Descriptive Stacistics

CR MGT LLP LEV
Mean 0128094 0 029891 0086520 0004742
Median 0 096023 0034213 0 064097 0 050387
Maximum 0630483 0 098495 0403253 48 77666
Minimurm 0000000 -0 040290 0000000  -64 54848
Std Dev 0 110506 0022189 0079264 7 592161

4.2 Analysis of Results
Table 6 represents the regression results for hquidity risk determmants for all
banks 1e both Islamic and conventional Dummy vanable 1s also included 1n the

results Dummy vanable takes the value of 1 for Islamic banks and 0 for conventional
banks
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The results m table 6 illustrates that CAP and LD are onlv sigmficant
determimants of hquidity nsk The dummy yanable 1s significant mmplymg that Islamic
and conventional banks have different hquidity nsk determunants The results for
dummy vanable further indreate that Islamic banks have hmgher hquidity nisk as
compared to conventional banks These results are consistent with those of Akhtar et
al (2011) and Hamif et al (2012} However these results are conrrary to the studies

taken in Indonesia (Tka & Abdullah, 2011) and Malaysia (How et al , 2005)

Table ¢ Regression Results of Liquidity risk and its determinants

Variahle Coefficient  Std Error  t-Stalistic Prob

Liguidity Risk 0138193 0050972 2711160 00077
DVOL 0120090 0205134 0585424 (5594
LVOL 0198624 0233973 0853191 0 3953
CAP 0352007 0114989 3061223 00027
LTD -0171227 0082079 -2088127 00391

OUMMY 0049208 0021547 2284380 Q0241

Table 7 represents the regression results for credit nsk determinants for all
banks 1e both Islarmic and conventional Dummy vanable s also mcluded 1n the
results Dummy variable takes the value of 1 for Islamic banks and 0 for conventronal
banks

The results 1n table 7 illustrates that loan loss provision (LLP}) 1s the only
significant determmant of credit nsk The dumm y vanable 1s not significant 1n this case
showing that credit nsk of Islamic and cont entional barks 1s affected by similar factors
The beta result for dummy vanable indicates that Islamic banks have lower credit nsk
as compared to conventional banks These findings are supported by Hamf et al

{2012), How et al (2005) and Samad (2004)
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Table 7 Regression Results of Credit risk and ifs determinants

Vanable Coefficient Std Error 1-Statstic Prob
Credit Risk 0030323 0013708 2211989 00288
MGT -0 203862 0225249 -0 905050 03872
LLP 1217115 0 108937 11 17269 0 00005
LEV -0 000242 0000178 -1 350625 01743
DUMMY -0 005311 0010535 -0 504089 06151

43  Ligudity Risk Determinants
431 Islamic Banks

The regression result of Liquidity Risk of Islamtc banks 15 shown m the table 8
The results indicate that the model 15 significant as the F statistics 1s less than 0 05 The
R-squared value of Liquidity Risk Model 15 0 451 which shows that 45 1% of change
m liquidrry nisk 1s due to the change m iIndependent varntables The value of 2 13 of
Durbin Watson stat shows that the model 15 free of autocorrelation

Deposit Volatihty has positive relationshup with the ligmdity nsk for Islamic
banks but 1t 1s not a sigmficant determnant for Islamic banks The beta value mdicates
that 1 unit change 1n the value of deposits volatility will result in 0 002 umnits change
hquidity nsk Loan Volatihty 1s also posttively related to hquidity nisk of Islamic banks
but however this 1s also not a significant factor for Islamic banks” liquidity ntsk The
beta result shows that 0 522 umts change m liquidity risk 1s obsened due to 1 umt
change 1 loan volatility This 1s not 1n consistent with the resuits of How et al (2005)
which show that loan volatility 1s a sigmificant factor for hquidity nsk The ratio of book
value of equity to total assets (CAP) has positive and sigmficant relationshup with
hquidity risk of Islamic banks with confidence level of 99% The study conducted by
How et al (2005) also exhibited same results for Islamic banks of Malaysia The beta

resuits suggest that 0 73 unts change 1n hqudity nsk of Islamic barks 1s due to 1 umt
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change 1n capital ratio The loan to deposit ratio (LTD) has significant negative relation
with the iguidity nisk of Islamic banks and the results umply that | unit change m LTD

rafio will cause 0 37 units change m liquidity nsk

Table 8 Liquidity Risk Determinants of Islanic Banks

HAC standard errors & covanance {Bartletl kemel, Newey-West! fixed
bandwidth = 4 0000)

Vanable Coefficient Sid Error t-Statistic Prob

C 0 238010 0 100469 2 365002 00228

DVOL 0002183 0407752 0 005353 09958

LVOL 0522647 0546184 0 956508 03444

CAFP 0731896 0 226876 3 225965 00025

LTD -0 378596 0173196 -2 185945 00347
R-squared 0451158 Durbin-Watson stat 2131048
Adjusted R-squared 0396273  Prob{F-stabstc) 0 000000

432 Convennonal Banks

The regression result of Liquidity Risk of conventional banks 1s shown 1n the
table 9 The results indicate that the model 1s stgmficant as the F statistics s less than
005 The R-squared value of Liquidity Risk Model 1s 0 21 The value of 1 74 of Durbin
Watson stat shows that the model 1s free of autocorrelation

The regression results for hquidity nsk of conventional banks mdicate that none
of the determmant 1s sigmficant Deposit Volatility has positive relationship with the
hquidity nsk of conyenttonal banks consistent with the results of Islamuc banks The
beta value indicates that 1 umit change i the value of deposits volatility w1l] result i
0 127 units change 1n rqudity nsk Loan Volatility 1s positively related to hquidity nisk
which means that higher the volatihity of loans, hgher the iquidity nsk of conventional
banks The beta result shows that 0 01 units change 1in iquidity nsk 1s observed due to

1 umt change 1n loan volatility The ratio of book value of equity to total assets (CAP)
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has posiunve relationship with hquidity nisk of conventional banks The beta results
suggest that 0 179 umits change m hquichty nisk of conventional banks 1s due to | untt
change m capital ratio The loan to deposit ratio (LTD) has negame relation with the
liquidity nsk of conventional banks and the results mmply that 1 unit change in LTD

ratio will cause 0 106 units change in liqudity nisk

Table 9 Liquidity Risk Determmants of Consentronal Banks

HAC standard ermors & covanance (Barllett kernel, Newey-Wes | fived
bandwidlh = 4 0000}

Vanable Coeflicient Sid Error t-Slatistic Prob

c 0 130880 0043670 2899326 00037

DVOL 0 12783% 0 183090 06982232 04872

LVOL 0010644 0 196090 0054280 {9569

CAP 0179246 0099351 1804183 00752

LTD -0 106563 0065083 -1637350 01057
R-sguared 0210308  Durbin-Watson stat 1742367
Adjusted R-squared 0168745  Prob(F-statistic) 00071141

4323 Differences and Swmilanines in Liguidity Risk Determinants of Islaruic and

Conventional Banks

The above analysis indicates that only two determinants of hquidity nisk, 1¢
equity to total assets and proportion of loan to deposit, are sigmficant for Islamic banks
whereas none of the determinant 1s significant for conventional banks’ liqmdity nisk
Deposit Volatility, Joan volatility and capital ail are positively related to hiquidity nisk
for both Islamic and conventional banks Loan to deposit ratio 1s negatnely related to
hquidity nisk of both types of banks which 1s contrary to the previous researches This

might be due to the condition of Pakistam market and needs to be explored further
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44 Credit Risk Determimants

441 Istumic Banks

The regression result of Credit Risk of Islamic banks 1s shown 1n the table 10
The table depicts the regression results for determinants of credit risk of Islamic banks
The F statistics figure shows that model 1s a good fit The Durbin-Watson stat figure
confirms that error term 1s independent and model 1s free of autocorrelation The R-
squared value of the model 1s 0 67 which implies that 672, of vanabihty n credit nsk
15 explained by the mdependent vaniables

The results suggest that management efficiency 1s negatively related to credit
nsh but s not at significant level The figure further indicates that | umt change 1n
management efficiency will cause 0 32 unit change 1n credst nsk of Isfami banks
These results are supported by Ahmed, Akhtar and Usman {2011) Loan Loss Provision
has significant positive relation with credit nsk of Islamic banks and 1 48 umt of change
n credit risk 1s due to 1 umit change in loan loss provision The LLP result 1s not
consistent with the study conducted by Ahmad and Ahmad (2004) on Malaysian
Islamuc banks Leverage, as calculated by the ratio of tier 2 capital to tier 1 capital, 15
negatively related to credit nsk with coeffictent of 0 0014 and leverage of the Islamic
banks 1s not a sigmificant determinant as evident from the regression results Ahmad
and Ahmad (2004) also did not find leverage to be significantly related to credit rish of

Malay sian Islamic banks

30



Risk Determrnants of Banks

Table 10 Credit Risk Determinants of Islamic Banks

HAC standard errors & covanance (Bartlett kernel, Newey-Wes! fixed
bandwidth = 4 0000)

Vanable Coeflicient Std Emor I-Staustic Prob
C 0021367 0013766 1552113 01283
MGT -0 322616 0324430 -0 994407 03255
LLP 1482907 0 250550 5916234 G G000
LEV -0001418 0 000881 -1 608627 01154
R-squared 0676738 Durbin-Watson stat 1998515
Adjusled R-squared 0633085  Prob(F-statstic) G 000000

442 Conventional Banks

The regression result of Credit Risk of Com entional banks 1s shown 1n the table
tl The table illustrates the regression results for determinants of credit niskh of
conventional banks The F statistics figure shows that model 1s a good fit The Durbin-
Watson stat figure of 1 86 confirms that error term 1s independent and model 1s free of
autocorretaton The R-squared value of the model 15 0 78 w hich imphes that 78% of
vanability in credst nsk 15 explained by the independent vanables

The results suggest that management efficiency 1s negatn ely related to credit
nsk, also supported by Ahmad and Ahmad (2004}, but 1s not at significant level The
figure further indicates that 1 unit change in management efficiency will cause 0 199
umt change in crednt nsk of conventional banks Loan Loss Provision has sigmficant
positive relation with credit nsk of conventional banks and 1 20 umts of change 1 credit
risk 15 due to 1 umt change 1n loan loss provision These results are m hine with the
studies of Ahmad and Ahmad (2004) and Ahmad and Anff (2007) Leverage of the
conventional banks, as calculated by the ratio of tier 2 capital to ter 1 capital, 1s not a
significant determinant as evident from the regression results Leverage 1s negatively

related to credit nsk with coefficient of 0 0001 These Tesults are consistent with those
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of Ahmad and Ahmad (2004) and Ahmad and Anff(2007) who concluded that leverage

(tier 2 capital to tier 1 capital ratio) 1s not 2 determinant of credit nsk

= Table 11 Credit Risk Determinanis of Conventional Banks

HAC standard errors & covanance {Bartlett kernel, Newey-Wesl fixed
bandwidth = 4 0000)

Varnable Coeflicient Sid Emor -Statistic Prob
cC 0 032007 0016478 1942429 00557
MGT -0 199019 0292523 -0680354 04983
LLP 1201480 0 118897 10 10506 Q0000
LEV -0 000191 0000180 -1 062147 02915
R-squared 0 785345 Durbin-Watson stat 1 867638
Agdjusted R-squared 0776982 Prob(F-silalishc) 0 000000

443 Differences and Similanties in Credit Rusk Determinants of Islamic and

Conventional Banks

The above analysis of credit nsk determinants indicate that only loan loss
provision 1s sigmficant determinant for both Islamic and conventional banhks and 1t 15
positively related to the credit nsk of Islamic as well as comventional banks This
implies that increase n loan loss provision e\poses banks to the credit nsk

Management efficiency and leverage are not found to be sigmificant determinants of the

credit nsk Both are negatively related to credat nsk for Islamic and conventional banks
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4.5  Hypotheses Testing

Based on the regression and above analysis, the hypotheses testing results 1s as follows
Hypothesis 1 Deposit Volatility 1s a determinant of Liquidity Risk

This hypothesis 1s rejected for both Islamic and conventional banks

Hypothesis 2 Loan Volatility 1s a determmant of Liqudity Risk

This hypothesis 1s rejected for both Islamic and conventional banks

Hypothesis 3 Bank Capital 15 a determinant of Liqguidity Risk

For Islamic banks, this hypothesis 1s accepted whereas for conventional banks, 1t 1s
rejected

Hypothesis 4 Loan to Deposit Proportion 1s a determinant of Liquidity Risk

For Islamic banks, this hypothesis 1s accepted whereas for conventional banks, 1t 13
rejected

Hypothesis 5: Management Efficiency 1s a determinant of Crecdit Risk

This hypothesis 1s rejected for both Islamic and conventional banks

Hypothesis 6: Loan Loss Provision 1s a determinant of Credit Risk

This hypothesis 1s accepted for both Islamic and conventional banks

Hypothesis 7: Leverage 1s a determmant of Credit Risk

This hypothesis 15 rejected for both Islarmic and cons entional banks

Hypothesis 8 There 1s a difference 1n hquidity nsk determinants of Islamic and
conventional banks

This hypothesis 15 accepted

Hypothesis 9 There 1s a difference i credit nsk determmants of Islamic and
conventional banks

This hypothesis 1s rejected
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CHAPTER 5

CONCLUSION

Pakistan has dual banking system te Comventtonal and Islamic Islamc
banking 15 1 1ts prelimmary phase and 1s growing day by day The advent of Islamic
banking and its growth has paved a way for need of research in this area Rusk
management of these banks 15 a vital area of concern as banking svstem relies on
managing risk efficiently This study provides msight on two major types of nsks 1e
liquidity nisk and credit nsk and factors mfluencmg these two nisks of [slamic banks 1n
Paktstan and companson with factors effecting conventional banks® nsk

The sample of the research consists of 14 banks, 5 full-fledged Islamic and 9
conventional banks of Pakistan for the period 2006-2014 The conventional banks were
selected on the basis of their asset size which were comparable to 5 full-fledged Islamic
banks

Islamic banks show higher degree of liquidity nsk and are better performers
term of credit nsk The regresston results further indicate that the determunants of
Islamic and conventional banks differ whereas credit nsk of both types of banks are
affected by sumilar deterrmnants Equity to total assets ratio (CAP) and proportion of
loan to deposit (LTD) are sigmficant determinants of Islamic banks’ hquidity risk,
while none of the determinants under study 1s found significant for hiquidity nsk of
conventional banks CAP has positive sigmficant relation with hiquidity risk of Islamic
banks and LTD 1s found to be sigmificantly negatr ely related to Islamic banks" hquidity
nsk For credit nsk, only one determinant 1e loan loss provision (LLP) 1s sigmificant

for both types of banks LLP 1s found to be positively related to credit sk The results
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further suggest that other two determinants of credit risk 1e management efficiency

and leverage are not significant for both Islamic and conventional banks
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CHAPTER 6

IMPLICATIONS AND LIMITATIONS

6.1 Implications of the Research

Islamic financing s a growing phenomenon The professionals related to this
industry must be aw are of the associated nsk and be able to mitigate the nsk efficiently
The bankers can use the results of the study to see what factors influence the hiquidity
and credit nsk and consequently be able to devise strategres accordingly The results
can further help Istamre banking professionals to understand that liquadity nisk should
be of concern and steps should be taken to manage the liquidity nisk properly

Academicians related to banking industry can also be benefitted from this study

1n understanding the nisk of Pakistam banks 1n a better manner

6.2 Limitations and Future Research Directions

This research 1s confined to the study of two types ot rishs t e hquidity risk and
creditrisk For future researches, other types of risks may be studied This study focuses
on only Islamic banks of Pakistan, 1t can further be extended by comparing risk
deternunants with other countries’ Islamic banks Future researchers can further explore
the reasons of loan to depostit ratio negative relation with hquidity nisk for Pakistani
banks The research includes only full- fledged Islamic banks and does not consider the
Islamic windows of conventional banks, future researchers may focus on comparing
the nisk determinants of full-fledged Islamic banks waith those of Istamtc umts operating
under conventional banks This study does not cover the nisk management tools vsed

by the banks which can be explored 1n future researches
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