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ABSTRACT  
 
 Islamic banking system is an interesting field to study because this system is based on Islamic law and the 
conventional system is based on riba. Islamic banks face competition with conventional banks that have 
escalated over the last 20 years. This study was conducted on 9 banks in Malaysia which also implement the 
Islamic Banking system in every branch. Among the 9 banks in this study were Bank Islam Malaysia Berhad 
(BIMB), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, EONCAP Islamic Bank Berhad, 
HSBC Amanah Malaysia Berhad, Malayan Islamic Banking (Maybank), OCBC Bank Al-Amin, Public Bank 
Berhad dan RHB Islamic Bank Berhad. The methodology used in this study is descriptive analysis and 
econometric methods using data extracted from annual reports of the banks. The Data envelopment analysis 
(DEA) was also used in this study. It focused more on efficiency and profitability in the Islamic Banks. The 
results indicated that there are many differences in the efficiency and profitability of the bank's Islamic banking 
system implemented whether in the way of banking operations, products and services, achievements and others.  
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Introduction 
 
 Islamic banking is based on banking Islamic law (Sharia), which is fiqh muamalat (Islamic rules in the 
transaction). All the rules and practices in the fiqh muamalat adopted from the Quran and the Sunnah and other 
secondary sources of Islamic law. The establishment of the Mit Ghamr Bank as the first Islamic banking system 
which the operation is based on Sharia principles surprised the whole of the economic and Islamic scholars. The 
success of the bank to provide savings and credit needs of customers proved that a bank can be developed based 
on Sharia. Since then, many Islamic banks were established in the world particularly in Islamic countries. 
 The earliest form of Islamic banking known in Malaysia was from the 30th September 1963 with the 
establishment of Perbadanan Wang Simpanan Bakal-bakal Haj (PWSBH). The purpose of PWSBH is to be 
established as an institution for Muslims to make savings for the Hajj or pilgrimage to the holy land of Mecca. 
In 1969, PWSBH joined the pilgrimage office, establishing Lembaga Urusan Tabung Haji (LUTH). The success 
of the pilgrimage fund encourages various parties to submit proposals to the government to establish a 
full-fledged Islamic bank. This move is the result of discussions and the study that eventually came to the 
conclusion that there is a need to establish the banking system based on Sharia. The ideas were also triggered at 
the international level when the proposal to establish Islamic banks in Islamic countries was discussed at the 
Second Meeting of Foreign Ministers of Islamic States in 1971. 
 As a result, the Cabinet approved the establishment of the first Islamic Bank on the 7th April 1983, known 
as Bank Islam Malaysia Berhad (Holdings) which are regulated under the Islamic Banking Act 1983. Bank 
Islam has become an alternative to credit-based investments and profits earned from the interest rate. This is 
because Islamic banks do not charge interest for all types of financing available. Therefore, the Islamic banking 
system is set up with the intention to replace the existing conventional banking. Islamic banking system is a 
banking system that offers products and services such as managing savings, credit, money, letters of guarantee, 
letters of credit and foreign exchange carried out based on Sharia law. In 1970s, Islamic banking was 
transformed as a new reality in the international financial arena. However, the philosophy and principles are not 
something new as it was outlined in the Holy Quran and the Sunnah of the Prophet Muhammad S.A.W. 
 Islamic banking system has been established as an option (alternative) to the conventional banking system. 
In general view, the Islamic banking system has been developed in Malaysia since 1983 under the Islamic 
Banking Act 1983, the system was established in accordance with Islamic law and thus provided a method that 
was free from any form of oppression to the consumer. The Islamic financial system in Malaysia comprises 
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banking institutions and companies offering discount schemes takaful, leasing companies, leasing, institutional 
development costs, savings institutions, cooperatives, mortgage institutions, the Pilgrims Fund Board, the 
management of the institution of zakat, the national endowment institution, agency credit, rating agencies and 
fund management companies. The system also includes financial management, financial management includes 
an offshore fund management and foreign exchange, government securities Islam, Islamic private debt securities, 
shares, unit trusts and insurance agencies financial security. 
 Ten years after operating the first Islamic bank, Islamic banking industry made history with the 
establishment of the Interest Free Banking Scheme (IFBS) in 1993. Through this scheme, the conventional 
banking institutions are allowed to offer Islamic banking products and services using existing infrastructure, 
including staff and branches. However, with effect from 1st December 1998, the IFBS has been converted to the 
Islamic Banking Scheme (IBS) for the use of the term IFBS does not reflect the actual performance of Islamic 
banking operations carried out in Malaysia, which has shown remarkable progress and improvement. Prior to 
1993, Islamic banking can be found in nearly 2500 branches of Islamic banks, commercial banks, merchant 
banks and finance companies. To encourage Islamic banking, the government decided to offers Islamic banking 
licenses to foreign banks. 
 Sudin Harun (2005) stated that the main factors that differentiate between Islamic banks and conventional 
banks are all operation in the Islamic banks have been operated without riba elements. This means that all banks 
operating in either the loans or the business of keeping money are based on sharia law. Islamic banking 
institutions are extensive and comprehensive, including deposit and financing products. Achievements in the 
Islamic banking sector was not easy because it must compete with conventional banking system. In fact, it 
requires more careful planning for implementation. The future prospects of Islamic banking industry does not 
only depend on the cumulative efforts with industry, but also the regulatory aspects, market participation and 
support from the international community should be taken into account. This joint effort should be coordinated 
to ensure that the banking system remains strong and competitive. So, the main objective of this study was to 
examine the efficiency and profitability of Islamic Bank in Malaysia. 
 
Literature Review: 
 
 The banking system is one of the most important industries in any country. This is because the banking 
system is necessary for the transaction of any business and investment to increase the amount of wealth in 
addition to saving money for use in the future. There are two types of banking systems in the world, Islamic 
banking and conventional banking system. Both banking systems differ primarily in their operating systems in 
the bank. Islamic banking system based on Islamic law that is no riba and Islamic banking system is different 
from the conventional banking system. The main purpose of the conventional banking system is to maximize 
profits, and this system has a rate of interest in the transaction. So, the Islamic banking system is distinguished 
by the conventional banking system, particularly in terms of products and services offered. 
 In a study made by George J. Benston (2004), he submitted six aspects in order to determine the 
specialization of a bank. Among them is the effectiveness of production, the importance to development and 
economic growth, international scope, the role when the economy is in imbalance, and methods of controlling 
monetary policy. Based on his analysis, changes such as returning all the legislative specifically related to the 
bank, the distribution of the four types of deposits by the Federal Deposit Insurance Corporation (FDIC) is 
believed to bring benefits to the public. A research on the theory of profit which is practiced by conventional 
banks to Islamic-based bank has been done by Nor Hayati Ahmad and Sudin Haron (1998). The data used in this 
study, is based on financial records within l0 years starting in 1985 to 1994 are taken from 15 Islamic banks in 
several different Muslim countries. In terms of evaluation of the relationship between capital returns and various 
independent variables, it is found that there are many similarities between the effects of independent variables 
against return on capital for Islamic banks and conventional banks. 
 Results also showed that money supply and interest rates practiced by conventional banks have positive 
relationship with return on capital. In terms of the ratio of return on total assets, there are many similarities of 
the effects of independent variables on the profitability of Islamic banks and conventional banks. There was a 
positive relationship between capital ratios, interest rates, and inflation with the Islamic bank profits. The study 
has shown that the variable in interest rates and inflation will give the same effect on both the conventional 
banks and Islamic banks. However there are some differences that indicate that Islamic banks are unique from 
conventional bank. Saw Li Sze (2007) made a study to see the achievements of Bank Islam Malaysia Berhad 
(BIMB) with Public Bank Berhad. This study aimed to see the difference made in terms of products and services, 
how banks operate, analyze and review the concepts and theories practiced in Islamic banking. The annual 
reports of the relevant banks are meant to compare the performance between the two banks. The final results 
obtained are operating rate in Public Bank Berhad is better than Bank Islam Malaysia Berhad. This is because 
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the Bank Islam Malaysia Berhad has experienced a deficit in net profit after tax income.  
 Saiful Azhar Rosly & Mohd Afandi Abu Bakar (2003) in a study on the performance of the banking system 
andthe major banks in Malaysia shows that Islamic banking in Malaysia to be role models and moral principles 
to the needs of business and commerce (al-bay ') is based on the Quran to achieve efficiency. This study will 
also look at risk taking more cautious and prudent in making investments to achieve success in the corporate 
sector. Islamic banking system in Malaysia should also diversify the promotion of banking principles such as 
profit share (mudharabah), a joint venture (musyarakah) and the principle of using the future through the sale of 
the orders (istisna' and salam). Based on these studies, the aim of achieving efficiency and equity can be done 
through the implementation of Islamic banking in Malaysia. The study concludes, for the Islamic banking 
system to alter the structure of banking in Malaysia is only possible when it is ready to use Islamic law. 
 Hafas Mulyany Furqani & Ratna Mulyany (2009) have investigated the interaction between banking and 
economic growth in Malaysia with the Vector Error Co-integration Model (VECM) test. This test is to see 
whether the financial system and the impact of growth can affect the growth of the financial system operating in 
the long term. This study uses time series data of the total Islamic bank financing (IBFinancing) and real GDP 
per capita (GRDP), fixed investment (GFCF) and trade activities. Results showed that in the long run, the 
Islamic bank financing is significant and positively correlated with economic growth and accumulation of 
capital from Malaysia. These results also indicate that the increase in Islamic financial infrastructure to benefit 
the economic development and also crucial for economic stability in the long term. 
 Efficiency in the banking system is very important because the efficiency of a bank showing the progress of 
the bank. This is because if the banks are not operating efficiently, it will cause problems to the bank, especially 
in the aspects of management and the benefits to be derived. Therefore the efficiency of the banking system is 
emphasized because the efficiency of the banking system will lead to a bank to get high profits. Donsyah 
Yudhisthira (2003) has studied the efficiency of Islamic banking with non-parametric approach, Data Supplier 
Analysis (DEA). The data was collected starting from 1997 to 2000 are taken from 18 Islamic banks. Results 
showed that the inefficiency of the 18 Islamic banks is small compared with the conventional banks. During the 
1998-1999 global financial crisis, the bank's financial stability, particularly affected the Islamic banks. 
 Studies conducted by David SH (1985) are concerned with operational efficiency in every branch of the 
bank and the analytical techniques used in this study are a technique Data Envelopment Analysis (DEA). DEA is 
used to look at the performance of each bank branch where the majority of the banking system is profit-oriented. 
In particular, DEA identifies inefficient units that have the potential to increase bank profits. DEA only to find 
units that are relatively efficient compared with other units. Hamim S. Ahmad Mokhtar, Nazirudciin & Syed 
Abdullah M. Al-Habshi (2006) have studied the efficiency gained in the Islamic banking and conventional 
banking in Malaysia using empirical methods. Results showed that the efficiency of the Islamic banking 
industry as a whole has increased, but the trend of conventional banks are stable from time to time. However, 
the efficiency of Islamic banking is less efficient than the conventional banking system in Malaysia. Foreign 
banks are also found to be more efficient than domestic banks. These findings also indicate the level of technical 
efficiency and cost efficiency in the Islamic banking sector in Malaysia.  
 Abd Elrhman Saaid, Saiful Azhar Rosly, Mansor H. Abdullah Ibrahim & Naziruddin (2003) have seen the 
significant changes in the Sudanese banking industry since 1989 with Shariah principles. They also look at the 
performance of Islamic banks in Sudan. This research was using Stochastic Frontier Approach (SFA). Results 
showed that the average Islamic banks in Sudan are not using their input efficiently. This technical inefficiency 
occurs because the excessive use of the physical input and deposit and the underuse of the work force. This 
means that Islamic banks in Sudan depend on the use of deposit funding as well as lack of capital and labor. 
Shamsher Mohamad & Mohamad Taufiq Hassan Khaled I. Bader (2006) has compared the cost-efficiency and 
benefits of the 80 banks with Stochastic Frontier Approach (SFA). Overall, the results show that there is slack in 
resource utilization in all banks. Therefore, there is a huge gap to increase cost efficiency and profitability of all 
banks in addition to maintaining their competitiveness in the banking industry. The results obtained in the 
efficiency of the bank showed that all banks are better at making gains against the use of resources. This finding 
also shows that efficiency gains are more stable than cost-efficiency for a few years. But for the entire sample, 
there was no significant difference between the cost and efficiency gains in conventional banks and Islamic 
banks, even in the size, age and location on the side of both banks. 
 Haseeb Shahid, Ramiz ur Rehman, Ghulam Shabbir Khan Niazi & Awais Raoof (2010) examine the 
comparative efficiency of conventional banks and Islamic banks in Pakistan. Conventional banking histories of 
Pakistan are very advanced compared to the Islamic bank. This research used the DEA model seeks to measure 
the efficiency of the banking sector by using the CRS and VRS. Results showed that the technical efficiency of 
the conventional banks is better than Islamic banks. One reason for the technical efficiency of conventional 
banking is better than the Islamic banks is that there is an increase in technology use and conventional banks 
have been in operation for more than four decades. Fadzlan Sufian (2007) has reviewed the performance of the 
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banking sector in Malaysia using non-parametric Supplier Data Analysis (DEA). It was found that the 
inefficiencies of scale dominate the Malaysian Islamic banking sector as compared to technical inefficiency. 
Foreign banks have also shown a higher efficiency of banking in the country, as foreign banks scale efficiency is 
higher. The discovery was proved by a series of parametric tests and non-parametric. The risk factors were also 
taken consideration for the impact on the efficiency of Islamic banking in Malaysia. Results showed that, if risk 
factors are excluded the potential economies of scale may be redundant. 
 Profit in Islamic banking is an important because if the banks get higher profits, it shows that the bank has 
developed and is able to compete with other banks, especially with conventional banking. Profit taking was 
measured by return on assets (ROA) and return on equity (ROE) from the sale of products and services in a 
bank. Anneuar Hassoune has made a study on the benefits of Islamic banking in an interest rate cycle. It also 
states that the interest rate cycle is dependent on the Islamic principles and profit lost sharing (PLS) when 
engaged in economic activities at risk. Annouar Hassoune has ROE approach aimed at measuring the 
profitability of a bank. In theory, if the Islamic banks to be stable in their activities, an Islamic bank must ensure 
the stability of bank profits in the interest rate cycle. There is empirical evidence that shows that Islamic banks 
must have higher profits compared with a conventional bank if the Islamic banks are to continue to compete in 
this industry. However, Islamic banks often face problems in terms of total liquidity, concentration risk and 
operational efficiency. 
 Abdus Samad (2004) compares the performance of Islamic banks in Bahrain and the conventional banks. 
Profitability, liquidity risk and credit risk have been included in the study that had his start by using the ratio of 
the size. Comparison of the financial size of the various financial ratios indicates that there are large differences 
in profitability and liquidity of Islamic banks with a conventional bank. These findings also indicate that Islamic 
banks are new entrants into the financial markets. In addition, Islamic banks are possible get a little credit risk 
from conventional bank loans, while the performance of Islamic banks is higher than conventional banks. Sudin 
Haron (2004) study is about the determinant factors and contributors to the profits of an Islamic bank. This 
study has also seen the impact of sharing ratio of agreement between the bank and the fund provider, as well as 
between banks and users of funds. The results of the bank and the customer indicate that the most profitable 
bank, while the ratio between the bank and the funds showed no significant difference in profitability between 
banks and customers. This means that banks and customers to obtain the same benefits, while a positive 
relationship between profitability and the total cost can be seen. 
 Nadim Jahangir, Md. Amlan Jahid Shubhankar Haque (2007) review of the loans played an important role 
in bank profits in Bangladesh. Bank profits depends on the result of several variables and the variables used in 
this study, such as Return on Equity (ROE), market size, market concentration index, and the measure of bank 
risk. In stepwise regression analysis, a strong and significant relationships were identified between the size of 
the market and bank ROE. This suggests that capital adequacy is important if the bank wants to get higher 
profits. Anna PI Vong & Hoi Si Chan (2008) has studied the effects of bank characteristics and macroeconomic 
and financial structure variables on the performance of the banking industry in Macao. Results showed that the 
capital strength of banks is very important in influencing profitability. This is because if the banking system is 
strong and it will result in a stronger economic growth that continues. The determinant factors that influence the 
overall performance of banks in Macao to maintain financial stability in particular need to be identified. Among 
the factors identified were the characteristics of individual banks which could affect most of the profit of the 
bank in Macao. This means that high total assets ratio is not necessarily going to lead to a higher level of profits 
earned by the banks in Macao. 
 Omar Masood, Bora Aktan & Sahil Chaudhary (2009) has analyzed the factors determining the profit the 
bank in the Kingdom of Saudi Arabia (KSA) to see the co-integration and the casual relationship between the 
rate of return on assets (ROA) and rate of return on equity (ROE) the Kingdom of Saudi Arabia Bank (KSA) by 
using Augmented Dickey Fuller (ADF) test, Johansen co-integration test and Granger causality test. Results 
showed that ROE is the Granger cause for ROA but ROA is not the Granger cause to ROE. ROE can affect the 
ROA input but ROA will not affect the ROE in the banking sector in Saudi Arabia. Abdel-Hameed M. Bashir 
(2003) takes a look at how bank characteristics and the overall financial environment affect the performance of 
Islamic banks. Results showed that capital is greater to total assets, while borrowing more against assets 
interacted with GDP lead to a higher profit margin. These findings are intuitive and consistent with the previous 
research. Second, the results also show the importance of customer and short-term funding, non-interest earning 
assets, and costs in the promotion of bank profits. Third, foreign ownership appears to have contributed 
significantly to the profitability of Islamic banks. Fourth, the results showed that tax factors are far more 
important in determining the performance of the bank. 
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Methodology: 
 
 The data used in this study is pooled data that covered the sample period for 5 years which from 2004 to 
2008. This study uses yearly for return to ROA, ROE, ROD, capitalization, liquid assets, expenses and total 
deposits. The data are obtained from various sources including Annual Reports of Bank Negara Malaysia, and 
also Annual Reports of Bank Islam Malaysia Berhad (BIMB), Bank Muamalat Malaysia Berhad, Alliance 
Islamic Bank Berhad, EONCAP Islamic Bank Berhad, HSBC Amanah Malaysia Berhad, Malayan Islamic 
Banking (Maybank), OCBC Bank Al-Amin, Public Bank Berhad and RHB Islamic Bank Berhad, as well as 
other books are available from the Sultanah Bahiyah Library, University Utara Malaysia. 
 Empirical models are used to study the correlation between profitability in each bank, efficiency in Islamic 
banking and also the relationship between profitability and efficiency in Islamic banking. Measures such as 
Return to Asset (ROA), Return to Equity (ROE), Return to Deposits (ROD) and capitalization are used to study 
the correlation between banks. Meanwhile, to study efficiency in Islamic banking system, expenses, total 
deposits, and liquity of assets are used. On the other hand, to study cointegration among banks, a combination of 
all variables are used in the study. 
 Profitability in a bank is very important and to determine profitability, a profitability function has been 
formed which is:  

 

Therefore, the profitability function for a bank is as follows:  
 

                (1) 
 
 And to examine cointegration between banks, equation (2) is formed taking into consideration the variables 
involved in the study of efficiency in Islamic banking. The cointegration equation is as follows:  
 

            (2) 
 
Where,  
π = profit 
ROA= return on assets 
ROE= return on equity 
ROD= return on deposits 
Cap= capitalization 
LA= liquidity assets 
Exp= expenses 
TD= total deposits 
εt = error terms 
β = the parameter for the explanatory 
variables 
 
Table 3.1: The expected effect on variable profits. 

Variables Expected effects 

Return on assets (ROA) 

Return on equity (ROE) 

Return on investment deposits (ROD) 

Capital-assets ratio (Capitalization) 

positive 

positive 

positive 

positive 

 
 To assess efficiency in Islamic banking system, Data Envelopment Analysis (DEA) method is used. In this 
study, both inputs and outputs are needed where:  
 
Eff = output + input 
 
Therefore, the equation for Islamic banking efficiency is as follows:  
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                  (3) 
  

Table 3.2: The variables used in the Data Envelopment Analysis (DEA). 

Output Input 

Liquid assets expenses 

Total deposits 

 
 If the value for efficiency equals or near 1, the bank’s operation is considered to be efficient. On the other 
hand, if the value for efficiency equals 0 or near 0, the bank’s operation is considered inefficient. 
 The econometric theory for dealing with panel data was largely developed for data sets where the number of 
time series observations (T) was small (often only four or five observations) but the number of groups or 
individuals (N) was large. In this case, the asymptotic statistical theory was derived by letting N→∞, for fixed T 
in contrast to time series analysis which was done letting T→∞, for fixed N. One of the main features of these 
data sets is that sometimes both T and N are large and their orders of magnitude are similar. This feature has 
different implications for theoretical and empirical analysis, and understanding them is very important for 
economists intending to work on this kind of data. This is why recent years have seen an explosion in the 
number of papers on the subject of unit roots and cointegration in panels of data with integrated time series.  
 The advantages of panel data methods include the use of data from countries (when combined in a panel) 
for which the span of time series data is insufficient and would thus preclude the study of many hypotheses of 
interest. Other benefits include better power properties of the testing procedures (when compared to more 
standard time-series methods) and the fact that many of the issues studied, such as convergence or purchasing 
power parity, lend themselves naturally to being studied in a panel context. A preliminary problem which has to 
be solved in order to develop appropriate test statistics in the large panel framework is the question of how to 
carry out an asymptotic analysis, as both N and T can go to infinity. Several approaches have been developed, 
considering how the two indexes go to infinity. Consider the model 
  

, 
 
i=1,….,N; t-1,….,T                     (7) 
 
 Where is Zit is the deterministic component and µit is a stationary process. Zit could be zero, one, the fixed 
effects, µit, or fixed effect as well as a time trend, t. the Levin and Lin (LL) tests assume that µit are iid (0, 2

u) 
and Pi = for all i. LL are interested in testing the null hypothesis: 
 
H0:  = 1                       (8)  
 
Against the alternative hypothesis 
 
Ha:  < 1 
 
Let  be the OLS estimator of  in (7) and define 
    
zt = (zit,….,znt) 

 

 

and 
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then we have, 

 

And the corresponding t-statistic, under the null hypothesis is given by: 

 

Assume that there exists a scaling matrix DT and piecewise continuous function Z(r) such that 
 
D-1 T Z│Tr│ Z(r) 
 
Uniformly for r ∑ [0,1] for a fixed N, we have 

 

and 

 

 As T . Next we assume that  Wiz d Wiz and  W2
iz are independent across I and have finite second 

moments. Then it follows that 

 

 Recently Im, Pesaran dan Shin (1997) (hereinafter referred to as IPS) proposed two panel-data unit root test 
based on the mean group approach: the LM-bar and t-bar statistics. The t-bar test tends to perform better than 
the LM-bar as shown by the Monte Carlo experiments in the absence of autocorrelation when N and achieve 
more accurate size and higher power relative to the Levin and Lin (1993) test, by allowing for a greater degree 
of heterogeneity. In short, the t-bar statistic is given by:   

 where               (9) 

 Such that tNT is the average of the Augmented Dickey-Fuller (ADF) t-statistics for individual countries. The 
terms ∑(tT│ 1=0) and var(tT│ 1=0) are the common and variance of tiT where i=1,2,....,N obtained under 1=0. 
 Production process can be defined as a process that can turn a set of resources into desirable outcomes by 
production units. During this process, efficiency is used to measure how well a production unit is performing in 
utilizing its resources to generate the derived outcomes. Each of the various DEA models seeks to determine 
which of the decision making units (DMUs) define an envelopment surface that represents the best practice, 
referred to as the empirical production function or the efficient frontier. Units that lie on the surface are deemed 
efficient in DEA while those units that do not, are termed inefficient. DEA provides a comprehensive analysis of 
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relative efficiencies for multiple input-multiple output situations by evaluating each DMU and measuring its 
performance relative to an envelopment surface composed of other DMUs. 
 Those DMUs forming the efficiency reference set are known as the peer group for the inefficient units. As 
the inefficient units are projected onto the envelopment surface, the efficient units closest to the projection and 
whose linear combination comprises this virtual unit form the peer group for that particular DMU. The targets 
defined by the efficient projections give an indication of how this DMU can improve to be efficient. Consider n 
DMUs to be evaluated, DMUj (j=1,2…n) consumes amounts Xj ={xij} of inputs (i=1, 2, …, m) and produces 
amounts Yj ={yrj} of outputs (r=1 ,…, s ). The efficiency of a particular DMU0 can be obtained from the 
following linear programs (input-oriented BCC model. Performing a DEA analysis actually requires the solution 
of n linear programming problems of the above form, one for each DMU. The optimal variable θ is the 
proportional reduction to be applied to all inputs of DMU0 to move it onto the frontier. A DMU is termed 
efficient if and only if the optimal value θ* is equal to 1 and all the slack variables are zero. This model allows 
variable returns to scale.  
 One of the important aspects to use cointegration test in panel data is to see relative dimensions in pooled 
data. Pedroni (2001) has proven that the relative dimension skewness in a sample is small. Pedroni developed a 
set of five statistics based on panel data regression standard as follows: 
 
yit = i + i + i Xit + it                   (10)  
 
 Where yit and Xit are panel data for each variable used where i=1, … , N and t is time where t = 1, … ,T. For 
each panel data, Xit and i are column and row vectors of m-dimension. One of yit and Xit variables must be 
integrated of order 1 or I(1). Parameter i and I are the fixed effect and deterministic trend which are specific 
for each variable studied. In our study model, the null and alternative hypotheses are as follows:  
H0: No cointegration  
H1: Cointegration exists 
 
 The residual it, concept must be I(1) if put in the null hypothesis and I(0) under the alternative hypothesis. 
Among the five statistics developed by Pedroni (2001), there are three important steps based on pooled data 
along the panel data dimension. Definitions from panel variance ratio, panel rho, and panel t statistic under the 
null hypothesis which say that there is no heterogeneous cointegration in the data are as follows:  
 
Panel variance ratio static:     
 
Panel rho static:           (11)  

    
Panel t static:     

 
Meanwhile the second set of statistics are based on pooled data along the panel dimension. The way this statistic 
is developed involved calculating a suitable ratio with time series data statistics and the calculation of total ratio 
on panel cross choice data are as follows:  
Group rho static:  
 
Group t static:             (12) 
  
 Statistical steps shown in equation (8) and (9), êu , means residual for equation (8), NT = N-1  2

i , λi = ½ 
(2

i – S2
i) where 2

i is variance for the long run and S2
i is variance for individual residual shown in this 

equation: 
 N  
êu = Pi êu-1 +µit . L

2
11 = N-1  L2

11i     
 i=1 (15) Where L11i is obtained from the bottom triangle composition from covariance matrix using the symbol 
Ωi and the equation is as follows: 
 
 L11i = (Ω11i – Ω21i Ω

-1
22i Ω21i)

1/2.                 (13) 
 
Findings: 
 
 A bank is said to have good performance when the ROA ratio increases. The higher the ROA ratio achieved, 
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the higher the profit obtained by the bank. On the other hand, the lower the ROA ratio, the lower is the bank 
capability, and the worse the performance of the bank. Table 4.1 shows the ROA percentage obtained by 9 banks 
in the Islamic banking system from the year 2004 to 2008.  
 
Table 4.1: ROA in Islamic Bank from year 2004 until 2008. 

Bank/Year 2004 2005 2006 2007 2008 

Alliance bank 1.28 1.28 1.6 3 3.4 

BIMB 0.76 -3.02 -8.74 1.34 1.31 

EONCAP 1.1 2.56 0.51 0.78 0.37 

HSBC 0.713 1.1 1.2 1.93 1.09 

Maybank 0.58 1.48 2.72 1.11 0.38 

Muamalat -0.333 0.402 0.778 0.47 0.294 

OCBC 7.36 1.21 0.296 0.583 0.774 

Public Bank 1.126 3.685 2.938 2.401 2.0556 

RHB Bank 1.839 0.789 1.505 0.583 1.221 

Sources: Annual Reports from Bank Islam Malaysia Berhad (Holdings), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, 

EONCAP Islamic Bank Berhad, HSBC Amanah Malaysia Berhad, Malayan Islam Bannking (Maybank), OCBC Bank Al-Amin , Public 

Bank Berhad, dan RHB Islamic Bank Berhad (2004-2008) 

 
 Based on table 4.1, the ROA ratios for all Islamic banking experience fluctuations except for Alliance Bank. 
BIMB obtained negative ROA for two consecutive years, 2005 with ROA of -3.02 percent and 2006 at -8.74 
percent. Bank Muamalat also had negative ROA 2004 at -0.3333 percent. On the other hand, OCBC Bank 
obtained the highest ROA in 2004 at 7.36 percent. Meanwhile, Public Bank obtained the highest ROA for two 
consecutive years, 2005 and 2006 at 3.685 percent and 2.938 percent, respectively. For 2007 and 2008, Alliance 
Bank got the highest ROA at 3 percent and 3.4 percent, respectively. Bank Muamalat obtained the lowest profits 
for 2007 and 2008. The ROA percentages of the bank for the year 2007 was 0.47 percent and for 2008, 0.294 
percent.  
 The increase in ROA ratio in all banks was the result of widespread promotion by the banks in the country. 
In addition, many products and services in addition to other facilities offered by the banks have succeeded in 
attracting individuals and firms to continue doing their transactions at the bank. Meanwhile, the decrease in the 
ROA ratio for the banks is due to the fact that even though the total profits and total assets for te banks increases 
for each year, however, the increase in assets overshadow te increase in profits for certain years. The result is the 
decrease in ROA ratio.  
 If the ROE ratio for a bank is high, it is an indication that the bank has high return on its equity capital. If its 
ROE ratio is low, the return on its equity capital is also low. Table 4.2 shows the total profits and equity of the 
nine banks practicing Islamic banking in Malaysia.  
 
Table 4.2: ROE in Islamic Bank from year 2004 until 2008. 

Bank/Year 2004 2005 2006 2007 2008 

Alliance bank 19 18.5 5.6 10.2 10.8 

BIMB 8.45 -65.7 45.67 24.47 23.55 

EONCAP 11.3 21.8 6.3 10.87 5.74 

HSBC 9.65 11.43 11.67 15.61 7.93 

Maybank 14.07 26.3 37.9 13.87 5.86 

Muamalat -5.384 7.88 14.68 8.86 6.03 

OCBC 10.71 18.79 8.298 13.047 14.625 

Public Bank 9.001 22.159 19.085 18.202 30.929 

RHB Bank 22.701 10.644 18.684 21.928 13.567 

Sources: Annual Reports from Bank Islam Malaysia Berhad (Holdings), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, 

EONCAP Islamic Bank Berhad, HSBC Amanah Malaysia Berhad, Malayan Islam Bannking (Maybank), OCBC Bank Al-Amin , Public 

Bank Berhad, dan RHB Islamic Bank Berhad (2004-2008) 

 
 Table 4.2 shows the ROE percentages for each bank from 2004 to 2008. It shows that all banks experienced 
fluctuations in their ROE values. Bank Muamalat and BIMB obtained negative ROE. In 2004, the ROE for 
Bank Muamalat was -5.384 percent. In 2005, BIMB experienced a negative ROE at -65.7 percent. For 2004, the 
highest ROE was for RHB Bank with 22.701 percent. Maybank, on the other hand, experienced the highest 
ROE percentage in 2005 at 26.3 percent. In 2006, BIMB had the highest ROE at 45.67 percent while Alliance 

year 
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Bank had the lowest ROE at 5.6 percent. For 2007, BIMB again had the highest ROE at 24.47 percent. The 
lowest ROE for 2007 was Bank Muamalat at 8.86 percent. For 2008, Public Bank experienced the highest ROE 
at 30.929 percent while EONCAP had the lowest ROE 5.74 percent. In conclusion, ROE percentages 
experienced uncertain fluctuations. It is found that BIMB and Bank Muamalat had negative ROE. This shows 
that total profits for the two banks were also negative for the years when ROE were negative.  
 Efficiency in bank management occurs if the capability of changing each ringgit deposit into profits is high. 
ROA also has positive relationship with ROD where the higher the value of ROA, the higher the value of ROD. 
Table 4.3 shows the total profits and total deposits obtained by all nine banks in the Islamic banking system in 
Malaysia.  
 
Table 4.3: ROD in Islamic Bank from year 2004 until 2008. 

Bank/Year 2004 2005 2006 2007 2008 

Alliance bank 31 26.4 56.8 75.4 72.1 

BIMB 0.87 -3.56 -8.88 1.45 1.48 

EONCAP 1.72 146.2 0.66 1.28 0.67 

HSBC 1.14 1.64 1.8 2.92 1.67 

Maybank 0.99 2.16 4.71 1.67 0.54 

Muamalat -0.36 0.44 0.859 0.54 0.34 

OCBC 1.05 2.98 18.77 0.762 1.056 

Public Bank 2.648 4.866 3.881 3.251 3.548 

RHB Bank 3.098 1.091 1.823 2.367 1.557 

Sources: Annual Reports from Bank Islam Malaysia Berhad (Holdings), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, 

EONCAP Islamic Bank Berhad, HSBC Amanah Malaysia Berhad, Malayan Islam Bannking (Maybank), OCBC Bank Al-Amin , Public 

Bank Berhad, dan RHB Islamic Bank Berhad (2004-2008) 

 
 Table 4.3 shows the total ROD percentages for the nine Islamic banks in Malaysia. All banks under study 
experienced fluctuations in the value of ROD percentages. BIMB had a negative ROD for the year 2005 and 
2006 at -3.56 percent and -8.8 percent respectively. Bank Muamalat also had a negative ROD for 2004 at -0.36 
percent. For the year 2004, Alliance Bank had the highest ROD at 31 percent. Alliance Bank still retained the 
highest ROD in 2005 at 26.4 percent. Alliance Bank managed to retain the record for three consecutive years 
2006 till 2008 at 56.8 percent, 75.4 percent, and 72.1 percent, respectively. The lowest ROD percentage for 2007 
was by OCBC Bank at 0.762 percent. In 2008, Bank Muamalat had the lowest ROD value at 0.34 percent. As a 
conclusion, all banks undertaking Islamic banking activities experienced fluatuations in their ROD percentages. 
However, Alliance Bank managed to obtain the highest ROD percentage for a five year period from 2004 to 
2008 compared to all other banks.  
 Efficiency is important for a bank as efficiency in bank management will affect their profits. Efficiency is 
tested using Data Envelopment Analysis (DEA) method. If the efficiency value is nearly or equals to 1, the bank 
is in an efficient condition. On the other hand, if the bank efficiency value is near or equals to 0, this means that 
the bank is not efficient in terms of its management. The variables used in the test for banking efficiency are 
expenses, liquidity of assets, and total deposit. Table 4.4 shows a comparison of efficiency level achieved by the 
nine banks implementing Islamic banking in Malaysia from 2004 to 2008.  
 
Table 4.4: Efficiency in Islamic Bank from year 2004 until 2008. 

Bank 2004 2005 2006 2007 2008 

Alliance Bank 0.616 0.63 1.00 0.852 1.00 

BIMB 1.00 0.952 0.893 0.956 1.00 

EONCAP 0.989 1.00 0.978 1.00 0.97 

HSBC 1.00 1.00 0.878 0.947 0.743 

Maybank 0.994 1.00 1.00 0.849 0.712 

Muamalat 0.953 0.943 1.00 0.995 1.00 

OCBC 0.972 0.955 1.00 0.991 1.00 

Public Bank 0.951 1.00 0.935 0.938 1.00 

RHB Bank 1.00 1.00 0.907 0.929 0.909 

Resources: Annual Reports from Bank Islam Malaysia Berhad (Holdings), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, 

EONCAP Islamic Bank Berhad, HSBC Amanah Malaysia Berhad, Malayan Islam Bannking (Maybank), OCBC Bank Al-Amin , Public 

Bank Berhad, dan RHB Islamic Bank Berhad (2004-2008) 
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 Table 4.4 shows efficiency comparison in nine banks from 2004 to 2008. All banks are almost fully efficient 
as their efficiency values were nearly 1. In 2004, BIMB, HSBC, and RHB attained an efficiency value of 1. This 
shows that these three banks are efficient. Meanwhile, Alliance bank achieved the lowest level of efficiency in 
2004 at 0.616. In 2005, EONCAP, HSBC, Maybank, Public Bank, and RHB Bank achieved efficiency value of 
1. However, Alliance Bank achieved the lowest efficiency level in 2005 at 0.63. In 2006, Alliance Bank, 
Maybank, Muamalat Bank, and OCBC obtained efficiency level of 1. Meanwhile, HSBC had the lowest 
efficiency value at 0.878. For 2007, EONCAP had the the highest efficiency value at 1 while Maybank had with 
the lowest efficiency value at 0.849. In 2008, Alliance Bank, BIMB, Muamalat Bank, OCBC, and Public Bank 
achieved efficiency value of 1 while Maybank and HSBC had the lowest efficiency value at 0.712 and 0.743, 
respectively. 
 Based on the test of asset management efficiency in Islamic banking presented above, it is clear that every 
bank experienced fluctuation in its efficiency values. Each bank is seen to have achieved the maximum 
efficiency value of 1, at least two times during the 5 year study period. In addition, all banks in the Islamic 
banking system are considered to be efficient in their asset management. Even though there are several banks 
who obtained efficiency values lower than 0.8, the values are still above 0.5. Therefore, it can be concluded that 
all banks implementing Islamic banking are efficient in their management. 
 Unit Root Test is used to study stationarity of the data used in the model. This study employs the Pedroni 
method (1999) to test for unit roots. This test was implemented using the 5 percent confidence level. The null 
and alternative hypotheses of the study are: 
H0: data are non-stationary    
H1: data are stationary 
 The null hypothesis is accepted if the test found that the data are non-stationary. There is insufficient 
evidence to reject the null hypothesis at the 5 percent confidence level. On the other hand, the null hypothesis is 
rejected if the test found that the data are stationary. There is sufficient evidence to reject the null hypothesis at 
the 5 percent confidence level. The results of the study are shown in Table 4.5. 
 
Table 4.5: Stationary Test for unit root tests. 

 Levin-Lin rho stat Levin-Lin t-rho stat Levin-Lin ADF stat IPS ADF-stat 

Profit -2.6623** -3.2306** -4.8760** -15.4564** 

ROA -2.191** -2.8474** -1.9887** -3.6049** 

ROE -3.6062** -4.7802** -2.3975** -20.1832** 

ROD -2.6638** -3.1869** -2.7012** -14.3757** 

Capital -2.3920** -2.1771** -2.0043** 6.6475** 

Liquid assets -2.3223** -2.1703** -2.0049** -6.9521** 

Personel expenses -2.3100** 2.0192** 2.5011** 10.3013** 

Total deposits -2.3878** -2.2488** -2.3994** -4.6181** 

Note: ***, ** indicates the rejection of the null hypothesis of non-stationary at 1% and 5% significance level. 

 
 Table 4.5 shows the results of the stationarity tests for the 9 banks. The tests was done on the 8 main 
variables. The tested variables are profit, return on assets (ROA), return on equity (ROE), return on deposits 
(ROD), capitalization, liquidity of assets, expenses, and total deposits. The steps involved are Levin-Lin rho stat, 
Levin-Lin t-rho stat, Levin-Lin ADF stat, and also IPS ADF stat. The results show that all variables are 
significant at the 5 percent confidence level. Therefore, the null hypothesis which stated that the data are non 
stationary is rejected, thus the alternative hypothesis is accepted. 
 The cointegration test used the Pedroni (1999) method and was done on the 9 variables under study. The 
purpose of the test is to see the cointegration between all the variables in the model by determining whether 
there exists a trend or no trend in the variables. Table 4.6 shows the results of the Pedroni Panel Cointegration 
test. 
Table 4.6 shows the results of the cointegration test for the 9 banks. The test was done on the 8 main variables. 
The tested variables were profit, return on assets (ROA), return on equity (ROE), return on deposits (ROD), 
capitalization, liquidity of assets, expenses, and total deposits. This test was divided into 2 parts which are Panel 
cointegration statistics (within-dimension) and Group mean panel cointegration statistic (between-dimension). 
For Panel cointegration statistics (within-dimension), there are 4 important results to be examined in the study 
which are Panel v-statistic, Panel ρ-statistic, Panel pp-statistic and Panel adf statistic. Meanwhile, for Group 
mean panel cointegration statistic (between-dimension), there are 3 final results to be considered in this test, 
namely Group ρ-statistic, Group pp-statistic and Group adf-statistic. The results of the test show that all 
variables are significant at the 5 percent confidence level. 
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Table 4.6: Pedroni Panel Cointegration Testa 

Test statisticsb  

A: lag 1 & no trend  

Panel cointegration statistics (within-dimension)  

Panel v-statistic 

Panel ρ-statistic 

Panel pp-statistic 

Panel adf statistic 

5.33402** 

-7. 03185** 

-10.84013** 

-11.14643** 

Group mean panel cointegration statistic (between-dimension)  

Group ρ-statistic 

Group pp-statistic 

Group adf-statistic 

-8.30150** 

-12.78415** 

-14.18419** 

B: lag 1 & trend  

Panel cointegration statistics (within-dimension)  

Panel v-statistic 

Panel ρ-statistic 

Panel pp-statistic 

Panel adf statistic 

6.30703** 

-7.76226** 

-12.17880** 

-12.49618** 

Group mean panel cointegration statistic (between-dimension)  

Group ρ-statistic 

Group pp-statistic 

Group adf-statistic 

-8.85649** 

-13.87480** 

-15.28426** 
a. the number of lag truncations use in the calculation of the seven Pedroni statistics is 1. The 5% critical value is -1.645 since the 

residual-based test is a one-tail test. Hence, large negative values (left tail) imply the rejection of the null hypothesis of no cointegration. 

One exception is the panel v-statistics that diverge to positive infinity (right tail), thus requiring large positive values (larger than 1.645) to 

reject the null of no cointegration. The critical values for the mean and variance of each statistic were obtained from Pedroni (1999), table 2. 

All the estimations and the calculation of the panel cointegration statistics were carried out in RATS 4.2 using the algorithm kindly provided 

by Pedroni. 
b. panel v is a non-parametric variance ratio statistic; panel p and the panel pp are analogous to the non-parametric Philips-Perron p and 

t-statistic, respectively; panel adf is the parametric statistic based on the Augmented Dickey-Fuller ADF statistic; group p and group pp are 

the non-parametric Philips-Perron p and t-statistic, and group adf is the standard parametric ADF statistic. 

 
Conclusion: 
 
 As stated earlier, the objective of the study is to assess the performance, profits, and efficiency in the nine 
banks involved in Islamic banking acitivities in Malaysia. These banks are Bank Islam Malaysia Berhad 
(Holdings), Bank Muamalat Malaysia Berhad, Alliance Islamic Bank Berhad, EONCAP Islamic Bank Berhad, 
HSBC Amanah Malaysia Berhad, Malayan Islam Banking (Maybank), OCBC Bank Al-Amin, Public Bank 
Berhad, dan RHB Islamic Bank Berhad. Comparisons of performance among all these banks has been 
undertaken based on Return on Assets (ROA), Return on Equity (ROE), and Return on Deposits (ROD).  
 To examine profits in Islamic banking, stationarity tests were carried out while to examine efficiency in 
Islamic banking the Data Envelopment Analysis (DEA) method was used. Data used in the analysis were taken 
from the annual reports of all these banks for the years 2004 to 2008. The performance and efficiency in Islamic 
banking system are presented in the forms of tables and diagrams while tests for stationarity and cointegration 
among all banks in the Islamic banking system are presented in table form. The results for performance analysis 
show that only Alliance Islamic Bank Berhad performance improved every year from 2004 to 2008. Other 
Islamic banks obtained fluctuating ROA which from 2004 to 2008. Bank Islam Malaysia Berhad (BIMB) 
obtained decreasing ROA which hit negative value but later improved. Meanwhile, Muamalat Bank initially got 
negative ROA, then increased but later decreasing again. For ROE value, all Islamic banking experienced 
fluctuations in their ROE values. BIMB had negative ROE in 2005 at -65.7 percent while Muamalat Bank had 
experienced a negative ROE in 2004 at -5.384 percent. The results for ROD also show fluctuations in ROD 
percentages for all banks. However, BIMB and Muamalat Bank experienced negative ROD percentages for 
certain years. For BIMB, in 2005 and 2006, its ROD values are -3.56 percent and –8.88 percent, respectively. 
Meanwhile, Bank Muamalat had negative ROD i 2004 at -0.36 percent.  
 In testing for efficiency in the Islamic banking system, it is found that all Islamic banking experienced 
fluctuations in their efficiency values. All banks are found to approach effiency level, obtaining the score of 1 or 
approaching 1 in a five year period. Alliance Islamic Bank obtained the lowest efficiency level in a five year 
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period, with a score of 0.62 in 2004. HSBC Amanah Malaysia Berhad and Maybank only achieved 0.74 and 
0.71, respectively, for 2008. All other Islamic banks achieved efficiency level above 0.8 for every year under 
consideration. To conclude, all banks implementing Islamic banking activities are seen to be almost efficient in 
their bank management. Based on stationarity tests, it is found that all variables involved such as Return on 
Assets (ROA), Return on Equity (ROE), Return on Deposits (ROD), capitalization, expenses, liquidity of assets 
and total deposits are all significant. This shows that all variables are stationary at the five percent significant 
level. Meanwhile, for cointegration test, all variables are again found to be significant at the five percent 
significant level. This shows that all the variables are cointegrated.  
 In terms of product, the banks have to compete with products in the Islamic banking system. In addition, 
they have to gain consumers trust on the transparency of their products. To face these challenges, banks which 
implement Islamic banking system must be ready to produce more innovative products in tandem with the 
current technological development to ensure that they are capable to compete with conventional banks. Islamic 
banking system must also compete with conventional banking system in terms of profits. Conventional banking 
system has been around longer in Malaysia and is more established compared to Islamic banking. Therefore, 
Islamic banking system must find a way to compete, profit-wise, with conventional banking system and also to 
find the best method to continue attracting consumers to choose Islamic banking products.  
 The establishment of an Islamic banking system first and foremost fulfills the financial needs of Muslims in 
this country. However, the benefits can also be reaped by non-Muslims. Its establishment has fulfilled the 
country’s dream to establish and develop a modern and competitive Islamic financial system and as an 
alternative to conventional banking system. However, there are weaknesses which need to be addressed such as 
discovering more ingenious ways of promoting Islamic banking system. Despite of increasing returns in Islamic 
banking, most of its consumers are still Muslims. Therefore, more aggressive methods are needed to promote 
Islamic banking system to the non-Muslims. To ensure that Islamic banking system practiced in Malaysia is 
capable and continue to exist, banks implementing the Islamic banking system must take more proactive actions 
where they should focus not only on the deposit-taking aspect, but also on effective strategies to compete with 
the conventional banking system. Therefore, several suggestions are put forward to assist banks to gain income 
and improve performance, specifically for banks implementing Islamic banking operation.  
 Islamic banking today has become more challenging and face more competition. It has to compete in terms 
of products and services to meet customers’ needs. Conventional banking is the main competitor for Islamic 
banking. Islamic banking should strengthen and develop its capability and the strength of its institution and 
operation so that they will operate successfully in a situation of tight global competition. Furthermore, it should 
improve its efficiency and effectiveness so as to be at par with well-known international players, it must boost 
its research and innovation efforts in Islamic financial product innovation. In addition, all parties, especially the 
Islamic banks themselves and the government must play their roles in enhancing competition between the 
Islamic and the conventional banking systems. 
 Improved cooperation and commitment among the Islamic countries are needed to close the gap in Islamic 
banking system so as to establish Islamic finance and banking as a transparent market. Close cooperation is 
needed to develop Islamic banking system through: 
i. Pusat kewangan Islam Antarabangsa (LOFSA) with dengan Labuan. Must be active in promoting Labuan as a 
regional Islamic financial centre  
ii. Islamic Financial Services Organization (IFSO). Introduce the same standard for Islamic banking  
iii. Accounting and Auditing Organization of Islamic Financial Institutions (AAOIFI). 
iv. Islamic Research and Training Institute (IRTI). Organized conferences and seminars to improve market 
awareness and encourage more transparent Islamic finance  
v. International Islamic Regional Agency (IIRA). 
vi. International Islamic Financial Market (IIFM). Encourage the development of liquid assets and financial 
instruments among Islamic banks at the international level. 
 The government must implement steps and initiatives which can strengthen the country’s position as an 
international financial hub. The Malaysian government has launched an initiative known as Malaysia 
International Islamic Financial Centre (MIFC) with the objective to enhance the operations of Islamic banking. 
There are also collective efforts by Bank Negara Malaysia (BNM), Securities Commission, LOFSA, and the 
Malaysian bourse. Furthermore, the Malaysian government had also established the Islamic Banking and 
Financial Institute of Malaysia in 2001 with the objective of becoming a one-stop centre to provide education, 
training, and research about Islamic financial services. This institute is seen to have achieved significant success 
at the moment. 
 Bank Negara Malaysia will also produce new conditional registration under the Takaful Act to qualified 
local and foreign insurance underwriters to carry out various takaful businesses in the Malaysian currency. 
Moreover, Malaysia must establish a strong research and development institute to produce innovative products 
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and services that can encourage Islamic banking in Malaysia, also known as the leader of syariah-compliant 
community.  
 Islamic banking players must absorbed the market into Islamic banking and at the same time must ensure 
that its supervisory system is effective in managing the risks from its operations. Furthermore, new innovations 
especially changes in technology must be used in strengthening the potential of risks management. Islamic 
banking players must also ensure that contract transactions undertaken complied with the law as stipulated by 
Bank Negara Malaysia. In addition, proper use of contracts and serious monitoring are compulsory. 
 Therefore, Islamic banking institutions must also consider the possibility of forming strategic agreement to 
get an expertise in research and development because to increase the diversity of Islamic financial products to 
meet customer needs. Due to return in Islamic banking are uncertain, so the system more efficient in 
technologies and more highly developed to enable the Islamic banking institutions to make projections of future 
returns. This reason is to reduce the level of uncertainty in the returns to be paid to depositors. In addition, the 
Islamic banking must to sustain the new technology in helping to strengthen the potential competitiveness of 
Islamic financial industry services.  
 To attract more customers joining Islamic banking, the bank's implementation of the system is supposed to 
highlight the products and services more attractive and better than other banks. Besides, it should offer a variety 
of products that meet the sharia. Next, the banks also need to act more quickly and can take the opportunity to 
improve performance by maintaining close cooperation between Muslim countries to another. This cooperation 
is absolutely necessary to close the gap and bringing Islamic banking as a transparent market. To assure our 
customers, the Islamic banking system implemented should also facilitate a broader and more effective in its 
operations. If Muslims themselves strive to develop and strengthen the banking system as an alternative to the 
best way, certainly the non-Muslim communities will be also choosing the system of Islamic systems and 
eventually the conventional system will vanish by itself. This fact will not only highlight the good image of 
Islam as a religion that covers all areas of human life even further is able to highlight the beauty of Islam as a 
way of life are best. 
 The studies about the performance of Islamic banking system can still be continue for the future. In the 
future, this study can make the comparison between an Islamic bank with a conventional bank, the bank 
increased the number of comparisons involved, extend the review period and also added the criteria contained in 
the study analysis. In addition, the study is expected to come to expand the scope of the finance companies, 
merchant banks, discount houses and non-bank financial intermediaries other than commercial banks. 
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