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[bookmark: _Hlk84346995]Abstract
[bookmark: _Hlk84347009]The study investigates the performance differences between Islamic and conventional banks in Palestine. The study uses CAMEL approach (Capital Adequacy, Asset Quality, Management Quality, Earning Ability and Liquidity Position) as the conceptual model that guides the performance dimensions. Twelve banks (ten conventional and two Islamic) are studied over the period from 2011 to 2017. For each of the five performance dimensions, several financial ratios have been calculated and the mean values have been compared. The statistical analysis has been performed using one-way ANOVA. The results indicate that Islamic Banks outperform conventional banks in terms of capital adequacy and asset quality. On the other hand, conventional banks outperform Islamic banks in term of liquidity. For the management quality, the results are mixed. While the study finds no statistical difference in earnings ability between the two sets of banks. The results indicate that Islamic banks in Palestine needs to refine their business models to switch from low-risk oriented mentality towards higher risk taking and higher profitability to the investment account holders (IAHs) by diversifying their financing modes away from Murabaha. Therefore, a new objective function that has investment account holders at the core must guide the performance of Islamic banks. 
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فروق الأداء بين البنوك الإسلامية والبنوك التقليدية: أدلة من فلسطين
تبحث الدراسة في فروق الأداء بين البنوك الإسلامية والتقليدية في فلسطين. تستخدم الدراسة نموذج CAMEL (كفاية رأس المال وجودة الأصول وجودة الإدارة والقدرة على الكسب ووضع السيولة) كنموذج مفاهيمي يوجه أبعاد الأداء. تمت دراسة اثني عشر بنكا (عشرة بنوك تقليدية واثنان إسلاميان) خلال الفترة من 2011 إلى 2017. لكل من أبعاد الأداء الخمسة ، تم احتساب العديد من النسب المالية ومقارنة القيم المتوسطة. تم إجراء التحليل الإحصائي باستخدام ANOVA أحادي الاتجاه. تشير النتائج إلى تفوق البنوك الإسلامية على البنوك التقليدية من حيث كفاية رأس المال وجودة الأصول. من ناحية أخرى ، يتفوق أداء البنوك التقليدية على البنوك الإسلامية من حيث السيولة. بالنسبة لجودة الإدارة ، فإن النتائج مختلطة. بينما لم تجد الدراسة فرقاً إحصائياً في القدرة على الربح بين مجموعتي البنوك. تشير النتائج إلى أن البنوك الإسلامية في فلسطين بحاجة إلى تحسين نماذج أعمالها للتحول من العقلية الموجهة نحو المخاطر المنخفضة إلى تلك التي تقبل المخاطرة العالية والربحية الأعلى لأصحاب حسابات الاستثمار (IAHs) من خلال تنويع طرق التمويل الخاصة بهم بعيدًا عن المرابحة للأمر بالشراء. لذلك ، فإن داله الهدف الجديدة التي يجب أن توجه أداء البنوك الإسلامية يجب أن يكون جوهرها أصحاب حسابات الاستثمار.
الكلمات المفتاحية:البنك الإسلامي، البنك التقليدي، CAMEL ، الأداء المصرفي، النسب الماليه، فلسطين.

1. Introduction
[bookmark: _Hlk84347109]The introduction of the Islamic financial services since the second half of the last century and the subsequent developments of Islamic financial institutions, markets, and instruments has attracted the attention to this new appealing opportunity in many countries especially those with Muslims majority. Islamic banks have developed a new business model of financial intermediation that is based on Shari’ah principles. Shari’ah principles govern all financial transactions a bank can perform with its depositors and clients. These rules include the “no-interest rule”, “no excessive uncertainty rule”, and “no Maysir rule” (Habib, 2018). Shari’ah provide an alternative banking model that is based on profit and loss sharing (PLS). In 2019, the Islamic finance industry’s assets grew by 14% to reach a level of US$2.88 trillion and it is projected to reach a level of US$3.69 trillion by 2024. Islamic banking industry’s assets amounts to US$ 1.99 (%69). 
Palestine witnessed a similar development since 1990. The recent acquisition of the Islamic banks in Palestine by their conventional counterparts raise the question acquisition motivations. In other words, what are the dimensions of performance that Islamic banks is different than conventional banks and therefore attract acquirers. Therefore, the aim of this paper is to answer a broad question of whether the performance of Islamic banks is substantially different from the conventional banks and what are the dimensions of performance differential?
Several studies have attempted to answer this question in several countries including: the Gulf Cooperation Council (GCC) countries, Malaysia, Indonesia, Egypt, and Pakistan, but no such studies have been previously conducted in the Palestinian context. Prior empirical studies can be grouped into two streams. The first set of studies includes those that rely on CAMEL model in identifying the performance differential dimensions (Jaffar & Manarvi, 2011; Youssef & Samir, 2015). The second set of studies include author’s determined performances dimensions (Al-Deehani, El-Sadi, & Al-Deehani, 2015; Chiahti et al., 2021; Habib, 2018; Hamedian, 2013; Kakakhel, Raheem, & Tariq, 2013; Latif, Abbas, Akram, Manzoor, & Ahmad, 2016; Siraj & Pillai, 2012). The results of the two sets of studies are not conclusive and provide contradictory conclusions. Therefore, this study has practical as well theoretical significance. On the practical side, it will provide bankers of both types of banks with evidence of areas of performance differential and therefore help them in targeting areas of performance that they need to concentrate their efforts to improve. On the theorical side, the study’s results are to reconcile the differences in the findings Islamic banks. 
2. [bookmark: _Toc512742431][bookmark: _Toc512743012][bookmark: _Toc512743065][bookmark: _Toc512743392][bookmark: _Toc531813187][bookmark: _Toc512727727][bookmark: _Toc512728166][bookmark: _Toc512733858][bookmark: _Toc512734089][bookmark: _Toc512734244][bookmark: _Toc512734425][bookmark: _Toc512742433][bookmark: _Toc512743014][bookmark: _Toc512743067][bookmark: _Toc512743394]Literature Review
Previous studies show a clustering around several dimensions. According to method of analysis used, the studies can be grouped into two groups. The first includes those studies that uses the comparison of averages of the financial ratios that measure the performance differential between the Islamic and conventional banks(Abusharbeh, 2011; Al-Deehani et al., 2015; Babar & Zeb, 2011; Habib, 2018; Jaffar & Manarvi, 2011; Kakakhel et al., 2013; Latif et al., 2016; Padmalatha & Justin, 2017; Siraj & Pillai, 2012). The second group utilizes causal regression models where it tries to explain the determinants of the performance of the two types of banks in relation to a set of explanatory variables(Chiahti et al., 2021; Hamedian, 2013; Youssef & Samir, 2015; Zeitun, 2012). 
2.1.1. Hypothesis & Questions Development
The development of research hypothesis is guided by the previous studies. We summarize their findings in terms of CAMEL’s five factors in Table 1.

[bookmark: _Ref83414513][bookmark: _Ref83414499]Table 1: Summary of Literature Review
	Factor
	Result
	Studies
	Results

	Capital Adequacy
	Inconclusive
	(Tabash et al., 2017)
	CBs outperform

	
	
	(Youssef & Samir, 2015)
	Capital adequacy’s effect on profitability
IBs: + / significant 
CBs: +/insignificant 

	
	
	(Jaffar & Manarvi, 2011)
	IB outperform

	
	
	
	

	Asset Quality
	Conclusive
	(Youssef & Samir, 2015)
	IBs & CBs: +/ Insignificant

	
	
	(Jaffar & Manarvi, 2011)
	No difference 

	
	
	
	

	Management Quality
	Inconclusive
	(Youssef & Samir, 2015)
	IBs & CBs: +/ significant

	
	
	(Jaffar & Manarvi, 2011)
	CBs outperform

	
	
	
	

	Earnings
	Inconclusive
	(Usman & Khan, 2012)
	IBs outperform

	
	
	(Tabash et al., 2017)
	Insignificant difference

	
	
	(Samad, 2004)
	Insignificant difference

	
	
	(Aljahdali & Faleel, 2021)
	IBs underperform

	
	
	(Ika & Abdullah, 2011)
	Insignificant difference

	
	
	
	

	Liquidity
	Inconclusive
	(Usman & Khan, 2012)
	IBs outperform

	
	
	(Tabash et al., 2017)
	IBs outperform

	
	
	(Samad, 2004)
	Insignificant difference

	
	
	(Aljahdali & Faleel, 2021)
	IBs outperform

	
	
	(Ika & Abdullah, 2011)
	IBs outperform

	
	
	(Latif et al., 2016)
	IBs outperform

	
	
	(Jaffar & Manarvi, 2011)
	IBs outperform

	
	
	(Kakakhel et al., 2013)
	IBs outperform


CBs: Conventional Banks; IBs: Islamic Banks

Table 1 shows that except of asset quality and liquidity, the results of the studies are contradictory. Therefore, the development of the hypotheses goes as follows:
H1: Capital adequacy of Islamic banks in not significantly different than that of conventional banks. 
H2: Asset quality of Islamic banks in not significantly different than that of conventional banks. 
H3: Management quality of Islamic banks is not significantly different than that of conventional banks.
H4: Earning ability of Islamic banks is not significantly different than that of conventional banks.
H5: Liquidity of Islamic banks is not significantly different than that of conventional banks.
3. [bookmark: _Toc531813192][bookmark: _Toc512742446][bookmark: _Toc512743027][bookmark: _Toc512743080][bookmark: _Toc512743397]Methodology
3.1. Population and Sample 
The population of the study includes all the 15 banks operating in Palestine. Appendix 1 shows the detail of the study’s population. However, the study sample includes 12 banks. The Islamic banks’ sample includes two local Islamic banks namely: Arab Islamic bank (AIB) and Palestinian Islamic bank (ISBK), four local conventional banks namely: The National Bank (TNB), Bank of Palestine (BOP), Al-Quds bank (Quds), and Palestine investment bank (PIBC), and six foreign conventional banks (Arab bank, Cairo Amman bank, Jordanian commercial bank, Jordan bank, Housing bank, and Jordan Kuwait bank). 
[bookmark: _Toc531813197]The study relies on the secondary data that have been collected from the Palestinian Monetary Authority’s (PMA) reports and individual banks’ websites. Individual banks’ data cover the period from 2011 to 2017. 
3.2. Variables of the Study 
The variables in the form of financial ratios selected based on their appearance in previous research and mostly achieved significant results. The definitions of the group and subgroups variables presented in Table 2. This study approaches an analysis of 10 financial ratios. These ratios are grouped under CAMEL’s five performance dimensions (Capital Adequacy, Asset Quality, Management Quality, Earning Record, Liquidity Position).
[bookmark: _Ref83458467]Table 2: Study Variables
	Factor
	Variable
	Measure Used

	Capital Adequacy
	Capital to risk assets
	capital (tire 1 + tire 2) / Risky Assets

	
	Debt to Assets
	Total Debt / Total Assets

	Asset Quality
	Loans quality ratio
	Reserves for impaired loans / Gross loans

	Management Quality
	non-interest to total revenue ratio
	non-interest expense / total revenue ratio

	
	Asset growth
	(T.A at time2 – T.A at time1) / T.A at time1

	
	Earnings growth
	(N.P at time2 – N.P at time1) / N.P at time1

	Earning Ability
	ROA
	Net Profit (Loss) / Total Assets

	
	ROE
	Net Profit (Loss) / Total Equity

	Liquidity
	cash-to-assets
	Liquid Assets / Total Assets

	
	cash-to-deposits
	Liquid Assets / Total Deposit



3.3. [bookmark: _Toc531813198]Analysis 
The collected data that are related to performance dimensions have been analyzed using the financial ratios outlined in Table 2. The average of each ratio across the study period has been compared to find any significant difference between performance of Islamic and conventional banks across the studies dimensions. One way ANOVA analysis has been conducted using SPSS software to test the research hypothesis and answer its questions. 
4.1. [bookmark: _Toc531813199]Capital Adequacy
A one-way ANOVA analysis has been performed to test the hypothesis that there is no significant difference between Islamic and conventional banks in capital adequacy. 
Table 3 shows that p-value is less than 0.05. Therefore, we reject the null hypothesis and can conclude that there is a significant difference in the capital adequacy between the Islamic banks and conventional banks.
[bookmark: _Ref83460043]Table 3: One way ANOVA- Capital Adequacy
	Source of Variation
	df
	Sum of Sq.
	Mean Sq.
	ANOVA F-test
	Probability

	Between Groups
	1
	5.6719
	5.6719
	44.29522
	0

	Within Groups
	12
	1.53657
	0.12805
	
	

	Total
	13
	7.20847
	0.5545
	
	

	Between Groups
	1
	0.07827
	0.07827
	31.06068
	0.0001

	Within Groups
	12
	0.03024
	0.00252
	
	

	Total
	13
	0.10851
	0.00835
	
	


[bookmark: _Toc531813203]
4.2. Assets Quality
A one-way ANOVA used to test the hypothesis that capital adequacy in conventional banks is better than that in Islamic banks. The p-value is less than 5%. Therefore, we reject the null hypothesis and can conclude that the asset quality in Islamic banks is better than that of conventional banks. 
Table 4: One way ANOVA: Assets Quality
	Source of Variation
	df
	Sum of Sq.
	Mean Sq.
	Anova F-test
	Probability

	Between Groups
	1
	2.25E-05
	2.25E-05
	5.207908
	0.0415

	Within Groups
	12
	5.18E-05
	4.32E-06
	
	

	Total
	13
	7.43E-05
	5.72E-06
	
	


4.3. [bookmark: _Toc531813205]Management Quality
A One-way ANOVA is used to evaluate whether there exists significant relationship in the non-interest expense to total revenue, asset growth, and profit growth ratios between Islamic banks and conventional banks. Table 5 illustrates that the p-values of the three ratios are 0.9983, 0.009, and 0.2236 respectively. This means there is no significant relationship in the non-interest expense to total revenue and profit growth between Islamic banks and conventional banks. On the other hand, there is significant relationship in the average of asset growth between Islamic and conventional banks.
[bookmark: _Ref84316440]Table 5: One way ANOVA: Management Quality
	
	Source of Variation
	df
	Sum of Sq.
	Mean Sq.
	Anova F-test
	Probability

	Non-interest Expense to total revenue
	Between Groups
	1
	1.88E-08
	1.88E-08
	4.69E-06
	0.9983

	
	Within Groups
	12
	0.04808
	0.00401
	
	

	
	total
	13
	0.04808
	0.0037
	
	

	Asset Growth
	Between Groups
	1
	0.02148
	0.02148
	9.673268
	0.009

	
	Within Groups
	12
	0.02665
	0.00222
	
	

	
	total
	13
	0.04813
	0.0037
	
	

	Profit Growth
	Between Groups
	1
	0.60869
	0.60869
	1.646633
	0.2236

	
	Within Groups
	12
	4.43591
	0.36966
	
	

	
	total
	13
	5.04461
	0.38805
	
	


4.1. [bookmark: _Toc531813210]Earning Ability
The analysis of variance (one-way ANOVA) of the profitability ratios shows statistically insignificant difference at 5% level of significance between the mean earnings values of Islamic and conventional banks. 

Table 6: One way ANOVA: Earning Ability
	
	Source of Variation
	df
	Sum of Sq.
	Mean Sq.
	Anova F-test
	Probability

	ROA
	Between Groups
	1
	3.91E-07
	3.91E-07
	0.112736
	0.7428

	
	Within Groups
	12
	4.16E-05
	3.47E-06
	
	

	
	total
	13
	4.20E-05
	3.23E-06
	
	

	ROE
	Between Groups
	1
	2.86E-05
	2.86E-05
	0.074564
	0.7894

	
	Within Groups
	12
	0.0046
	0.00038
	
	

	
	total
	13
	0.00463
	0.00036
	
	


4.2. [bookmark: _Toc531813211]Liquidity
Testing the hypothesis of that there is no substantial difference in the liquidity position between Islamic and conventional banks has been performed using one-way ANOVA. Table 7 shows that liquidity appears to be significantly different between Islamic and conventional banks as we reject the null hypothesis at 5% level of significance. 





[bookmark: _Ref83562051]Table 7: One way ANOVA: Liquidity
	
	Source of Variation
	df
	Sum of Sq.
	Mean Sq.
	Anova F-test
	Probability

	Cash-to-assets
	Between Groups
	1
	0.04764
	0.04764
	26.50792
	0.0002

	
	Within Groups
	12
	0.02157
	0.0018
	
	

	
	total
	13
	0.06921
	0.00532
	
	

	Cash-to-deposit
	Between Groups
	1
	0.26611
	0.26611
	50.3135
	0

	
	Within Groups
	12
	0.06347
	0.00529
	
	

	
	total
	13
	0.32958
	0.02535
	
	



5. [bookmark: _Toc531813213]	Results and Discussion 
different ratios related to the five CAMEL’s factors, the results of hypotheses testing are outlined Based on the one-way ANOVA performed on the in Table 8.
 
[bookmark: _Ref83573259]Table 8: Hypotheses Testing Results
	Hypothesis
	Result

	H1: Capital adequacy of Islamic banks in not significantly different than that of conventional banks.
	Reject

	H2: Asset quality of Islamic banks in not significantly different than that of conventional banks.
	Reject

	H3: Management quality of Islamic banks is not significantly different than that of conventional banks.
	Mixed

	H4: Earning ability of Islamic banks is not significantly different than that of conventional banks.
	Do not Reject

	H5: Liquidity of Islamic banks is not significantly different than that of conventional banks.
	Reject




6. Conclusion and Policy Implications
The study investigates the performance differential across the Islamic and conventional banks operating in Palestine over the period from 2011 to 2017. The study finds that Islamic banks outperform conventional banks in terms of capital adequacy and asset quality. The nature of Islamic banks’ deposits as well as the nature of their asset portfolio contributed toward these results. While these results are consistent with the Islamic financial intermediation business model, Islamic banks are found to underperform conventional banks in terms of liquidity. This lower liquidity while contributed to increasing the risk of the Islamic banks’ financial intermediation business model, it does not contribute positively towards increasing their profitability compared with conventional banks. The quality of management across the two types of banks shows mixed results. Therefore, we cannot make a conclusive statement regarding their differential management performance. Islamic banks need to create lean organizations that can generate higher profits at lower levels of investment which is to affect its profitability. Conventional banks enjoy higher liquidity compared with Islamic banks. 
Islamic Banks in Palestine needs to refine their business models to maximize the return to their depositors (investment account holders). The banks needs increase their financings in modes of finance that generate higher profitability, such as such as Musharaka (partnership), Ijara Muntahia Bitamleek (capital lease), Mudaraba, Salam (forward sale), and others to uplift their profitability. Islamic banks currently concentrate their granted financings on Murabaha (cost plus) mode of finance, where around 90% of the financings offered by Islamic banks under this mode. Therefore, Islamic banks’ management need to exert aggressive risk taking that complies with their developmental role. In addition, a new objective function that centers on the investment account holders must replace that of maximizing shareholders wealth. 
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[bookmark: _Ref83407582]Appendix 1: Population of the Study 	

	Bank name
	Bank type
	Listing Market
	# Of branches
	# Of employees

	Safa Bank
	Islamic
	Palestine
	6
	109

	Palestine Islamic Bank
	Islamic
	Palestine
	43
	664

	Arab Islamic Bank
	Islamic
	Palestine
	22
	531

	Jordan Commercial Bank
	Conventional
	Jordan
	5
	122

	Egyptian Arab Land Bank
	Conventional
	Egypt
	7
	NA

	Jordan Ahli Bank
	Conventional
	Jordan
	9
	218

	Palestine Investment Bank
	Conventional
	Palestine
	18
	243

	Bank of Jordan
	Conventional
	Jordan
	36
	NA

	Housing Bank for Trade & Finance
	Conventional
	Jordan
	15
	279

	Cairo Amman Bank
	Conventional
	Jordan
	21
	2049

	Bank of Palestine
	Conventional
	Palestine
	72
	1300

	The National Bank
	Conventional
	Palestine
	26
	592

	Al-Quds Bank
	Conventional
	Palestine
	40
	747

	Arab Bank
	Conventional
	Jordan
	31
	897


Source: Association of banks in Palestine. Available at https://abp.ps/ 
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