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Profitability Determinants of Islamic Banks in Saudi Arabia

Dr. Diyaeldin Abdelbasit Abdelmagid

Shaqra University, Shaqra Community College, Department of Economic & Adminstratives Sciences
Abstract:

The main purpose of this study is to investigate determinants of Islamic banks’ profitability. The
data covered the period from 2006-2019 for the four Islamic banks operating in Saudi Arabia.
Internal and external factors were analyzed by using descriptive analysis approach. Internal fac-
tors include liquidity, size, capital adequacy and deposits. External factors include GDP, infla-
tion, money supply, and international crisis. Results of panel data regression analysis showed
that Islamic banks’ liquidity is positively related to liquidity, size, money supply, and margin
of Islamic modes. International crisis is negatively related to profitability of Islamic banks.The
study has also found that capital adequacy, deposits, the growth rate of GDP, and the inflation
rate have no statistically significant effect on the profitability of Saudi Islamic banks. Thus,
Islamic banks in Saudi Arabia should not only be concerned with internal factors, policies, and
procedures, but they must consider both the internal and the external environment together in
developing their strategies to efficiently manage their investments.

Key Words: Saudi Banks, Islamic Banks, Return on Assets, Equity Rate of Return, Internal
Determinants, External Determinants.
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