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2.044436 1.635404 0.105619 1.760619 24 LnROE
-4.81959 -9.583 1.771151 -6.46333 24 LnHHI
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Interval 95% Conf. Std. Dev. Std. Err. Mean p Variable
0.037409 -0.39898 0.424374 0.102926 -0.18078  *0.001 LnROAI
1.824752  1.69587  0.125334 0.030398 1.760311 *0.0013 LnROE
-5.07172  -5.80946 0.717428 0.174002 -5.44059 0.000 LnHHI
-0.30809  -1.38198 1.044324 0.253286 -0.84504 **0.0134 InHHI f
-4.08627 -4.31474 0.222188 0.053888  -4.2005 *0.000 Lncost
0.81147 0.363515 0.435625 0.105655 0.587493  *0.000  LnRisk
#HE]0% xic ANV (5 e F*5% tic AN (5 s ¢* %1 e AN (5 g
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InRisk Incost InHHI f InHHI InROE nROAI
1 ROA
1 0.5991 ROE
1 -0.268 0.525 HHI
1 0.4039 -0.1427 0.3381 HHI f
1 0.0884  -0.2423 0.4228 0.4332 Cost
1 0.1583 0.5408 0.8892 -0.1049 0.6904 Risk
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0.050691 19.73 lhhi 0.758969 1.32 Lhhi
0.245915 4.07 Icost 0.800016 1.25 lhhi_f
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Breusch-Pagan / Cook-Weisberg test for heteroscedasticity
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chi2  prob.>chi2 chi2  prob.>chi2 chi2  prob.>chi2 chi2  prob.>chi2
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Breusch-Pagan Lagrangian Multiplier Lis/ =ili

Lagrangian Multiplier /Breusch-Pagan
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VR EONUPRY 3 _hlaal as
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P>t t Coef. P>t T Coef.
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0.6095 0.6095 R-squared
0.5194 0.4794 Adj R-
squared

P YN P YN
Prob>F

0.0055 6.76 0.0165 4.67
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P>t t Coef. P>t T Coef.
0.002 3.08 549.0010 0.048  0.67 4509849 Lhhi
0.052 -2.11 -0.09188  0.008 0.39  -0.072684 lhhi_f
0.003 3.44  0.1483977 0.877 1.54 27.1637977 Lcost
0.001 0.8 6.05029 Lrisk
0.000 5.08 2.388498  0.000 4.82 2.323143 _cons
0.1024 0.5896 R-squared
-0.0323 0.1314 Adj R
squared
p dal P aagdl
Prob >F
0.5296 0.76 0.5896 0.876
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Abstract

This study aimed to analyze the impact of portfolio diversification and risk on the
profitability of Palestinian Islamic banks by examining three institutions: The
Palestinian Islamic Bank, the Arab Islamic Bank, and Al-Safa Bank, during the period
from 2015 to 2022. The research focused on two dimensions of diversification: the first
pertains to the diversification of financing instruments utilized by Islamic banks, while
the second relates to diversification across various economic sectors within the
Palestinian economy. The study employed Return on Assets (ROA) and Return on
Equity (ROE) as indicators of profitability and utilized the Herfindahl-Hirschman Index
(HHI) to measure the level of diversification in the financing portfolios of the Islamic
banks. The findings indicated no statistically significant effect of financing instrument
diversification on the ROA of Islamic banks, suggesting that reliance on a single
financing instrument does not substantially influence profitability. Conversely, a
positive effect of sectoral diversification on ROA was observed, underscoring the
importance of diversifying investments. Furthermore, the employee ratio did not
demonstrate a significant impact on returns, indicating a need to reevaluate human
resource management strategies. The study also revealed a positive relationship between
the diversification of financing instruments and ROE, while the relationship between
risk and ROE exhibited a clear negative impact, highlighting the necessity for effective
risk management to achieve sustainable financial performance. In light of these
findings, the study recommends that Islamic banks expand their portfolios of financing
instruments to enhance ROA and financial stability. It also suggests that banks reassess
their investments across various sectors to ensure a more diverse distribution that
improves financial performance. Additionally, the enhancement of risk management
strategies is essential to mitigate potential risks and achieve higher returns. The study
emphasizes the importance of developing effective human resource management

strategies, including training and development, to bolster financial performance. Finally,



Islamic banks should adopt advanced financial analysis tools and avoid excessive

concentration in specific sectors to attain sustainable returns.

Keywords: portfolio diversification, Islamic banks, profitability, Palestinian economy,

financing instruments, sectoral diversification, risk management, financial performance



