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Abstract:
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THE PERFORMANCE OF PAKISTANI ISLAMIC BANK

DURING 1999-2006: AN EXPLORATORY STUDY

Hassan Rashid
Abstract:
In the wake of meteoric growth of banking industry in Pakistan, Islamic banking has captured 2 percent market share in only three-year period. To evaluate this progress, attempt has been made to measure and analyze the performance of Islamic banks in Pakistan during the 1999 and 2006.In this compendious analysis I have evaluated intertemporal and interbank performance of Islamic bank (Meezan bank). To actualize this objective, analysis has been made in four major areas of financial ratios i.e. profitability, liquidity, risk and solvency and community development. Mean, standard deviation, T-test and F-test has been used to test the significance of the results of the analysis. The basic source of data for this paper is annual reports of banks. This study finds out that not only Islamic banks are less profitable than the conventional banks in Pakistan, but the basic modes of Islamic banking, Mudharabah and Musharakah, are not popular in Pakistan.

Introduction:
Performance evaluation is an important pre-requisite for sustained growth and development of any situation. It is customary in banks to evaluate the pre-determined goals and objectives, with the changes goals and objectives, the criteria of evaluation of banks have undergone changes overtime (Abdul Awwal Sarker). 
Evaluation of bank performance is important for all stake holders: owners, Investors, debtors, creditors, government, depositors, bank managers and regulators. The performance of banks gives directions to the stake holder about their performance. For example it gives direction to the debtor and the investor to make decision that either they should invest money in bank or invest their some where else. Similarly, it flashes direction to bank managers whether to improve its deposit service or loan service or both to improve its finance. Regulator and government are also interested to know for its regulation purposes.

As discussed earlier I am analyzing performance of the Pakistani Islamic bank sector in four major areas:  profitability, liquidity, risk and solvency and community development. The same ratios were used by Abdus Samad & M. Kabir Hassan to measure the performance of Malaysian Islamic banking sector. The discussion deals with the empirical testing of the findings from dynamic analysis to see what is the overall efficiency and performance level of Islamic banks operating within a conventional banking set-up in Pakistan. Primary Data has been collected from the banks’ concerned departments.

 The basic theme of this paper that Meezan bank is selected as the basic bank as my base paper has selected Bank Islam Malaysia Bhd (BIMB) in Malaysia which is single full-fledged Islamic bank in Malaysia. On this base I have selected Meezan Bank which the largest and oldest Islamic bank of Pakistan. I have compared Islamic bank in two periods from 1999-2003 and 2004-2006. In the analysis for 2006 data, I have taken data up to August 2006.Then I compared this bank with Islamic bank industry. Inter-alia, I compared the Meezan bank with two individual conventional banks and those are MCB and orix bank. After this I compared the Meezan Bank with Eight randomly selected conventional banks. List of conventional bank is given in the end of this paper.     

The prohibition of interest in Islamic law caused many writings to come forward with ideas establishing banks that do not work on the interest basis. So to serve this purpose in Pakistan Meezan bank started their operation as first Islamic bank in Pakistan. The important underlying force that led to the establishment of this Islamic bank in Pakistan was the elimination of riba that is used for interest.1997 Al-Meezan Investment Bank is established as an Islamic Investment Bank with Dr. Imran Usmani appointed as resident Shariah Advisor. 1999 The Shariat Appellate Bench of the Supreme Court of Pakistan rejects the appeals and directs all laws on interest banking to cease. The government sets off a high level commission, task forces and committees to institute and promote Islamic banking on parallel basis with conventional system. 2001 The Shariah Supervisory Board is established at Al-Meezan Investment Bank led by Justice (Retd.) Muhammad Taqi Usmani as Chairman. The State Bank sets criteria for establishment of Islamic commercial banks in private sector, subsidiaries and stand-alone branches by existing commercial banks to conduct Islamic banking in the country. In 2002 the first Islamic banking license is issued to Meezan Bank by the State Bank of Pakistan. Simultaneously, Meezan Bank acquires the Pakistan operations Societe Generale, a French commercial bank. Which achieved a strong balance sheet with excellent operating profitability, including a capital adequacy ratio, that placed the Bank at the top of the industry, a long-term entity rating of A+, and a short-term entity rating of A1+, the highest short-term rating.
There has been no study up till now as to how the Islamic bank in Pakistan has performed in liquidity, profitability, risk and solvency, as well as its commitment to economy and Muslim community during 1999-2006. Such issues of profitability, liquidity, risk and solvency; and community involvement of the bank during 1999-2006 are very important to depositors and investors. So, the present study intends to evaluate the performance of Islamic banks using the above mentioned criteria. This study is different from the base paper studies with respect to contents, coverage of years and methodology. The difference I will explain in detail in the methodology. This study also wants to test some hypotheses.
Hypotheses:
In this paper basically I will test three hypotheses. Which are as follows:

1. The performances of Islamic banks are better than the conventional banks in Pakistan. 
The Islamic Banking Sector continued to grow which is reflected by the increasing branch network of the Islamic Banking Institutions. The Balance Sheet footing of the Islamic Banking Industry kept on increasing. The total assets portfolio in the Islamic Banking Sector expanded by 0.59% to Rs. 89.350 billion in August 2006 from Rs. 88.828 billion in July 2006. Total loans and advances, net of provisions comprised of 57.18% of total assets and stood at Rs. 51.093 billion in August 2006 compared with Rs. 50.748 billion or 57.13% of total assets in July 2006. Advances as a percentage of total assets have increased by a nominal percentage. Total assets have increased due to substantial increase in other assets.

Deposit liabilities increased by 1.56% % to Rs. 62.188 billion as at the end of August from Rs. 61.231 billion in July 2006. Due to the dominant position of advances on asset side, the credit to deposit ratio was 82.15% a high credit to deposit ratio exposes industry to a fairly high degree of credit risk. Islamic Banking Sector equity and Islamic Banking Fund increased by 0.14% to Rs. 12.591 billion from Rs. 12.574 billion. Cash held by Islamic Banking Institutions at the State Bank of Pakistan increased by 0.71% to Rs.9.494 billion from Rs. 9.427 billion. It averaged 15.27% of deposit liabilities in August 2006 which was 15.40 % in the month of July 2006.  Unappropriated / unremitted profit for the month of August increase by 1.42% to stand at Rs. 1.042 billion compared to last month which was at Rs. 1.027 billion. Due to higher volume of business, profitability indicators have also improved. 
2. The liquidity ratios of Islamic banks are expected to be higher in earlier years of operation than later years due to a learning curve.

From business point of view Islamic bank is not only a firm but also a moral trustee of the depositors where deposits are trust given to banking firm. It is naturally expected that as a custodian of trust for the depositors' deposits, Islamic bank is likely to be more liquid and become more solvent compared to its counterpart conventional banks. Islamic bank management, according to Islamic ethics, is accountable to the depositors in this world and the world hereafter for their failure to keep the trust entrusted upon them. It is, therefore, expected that the liquidity and solvency ratio of the Islamic bank will be higher than conventional banks. However, it is also expected that the liquidity ratio of the Islamic bank may decline during the later periods compared to its early eras. As the bank grows, it acquires more skill and the art of banking business, it will keep less liquidity and thus the liquidity ratio may decline. This paper wants to test the hypotheses that the liquidity ratio and solvency for Islamic banks in the early periods are higher than those of later periods are due to a learning curve.

3. Islamic banking makes its inroad in the society, the volume of two truly Islamic financial modes of lending (Mudharabah and Musharakah) are expected to grow larger in later years of its operation.

Projects undertaken under the Mudarabah and Musharaka are constantly supervised and monitored by the Islamic bank. So the chances of failures are minimized. Based on the expectation of minimum failure it is expected that the supply of these loans will increase over the years. This paper will test the hypothesis that the supply for this loan (Mudarabah and Musherakah) of the Islamic bank increases over years.

The paper is organized as follows. Following introduction,hoyptheses and rational of this study in section I, Section II describes the literature review and methodology, data and the tools for measuring bank performance. Section III provides empirical evidence and analysis. Summary and Conclusion are provided in Section IV.
Literature Review:
Interest-free banking seems to be of very recent origin. The earliest references to the reorganization of banking on the basis of profit sharing rather than interest are found in Anwar Qureshi (1946), Naiem Siddiqi (1948) and Mahmud Ahmad (1952) in the late forties, followed by a more elaborate exposition by Mawdudi in 1950 (1961). Muhammad Hamidullah’s 1944, 1955, 1957 and 1962 writings too should be included in this category. They have all recognized the need for Islamic commercial banks and the evil of interest in that enterprise, and have proposed a banking system based on the concept of Mudarabha - profit and loss sharing. 

In the next two decades interest-free banking attracted more attention, partly because of the political interest it created in Pakistan and partly because of the emergence of young Muslim economists. Works specifically devoted to this subject began to appear in this period. The first such work is that of Muhammad Uzair (1955). Another set of works emerged in the late sixties and early seventies. Abdullah al-Araby (1967), Nejatullah Siddiqi (1961, 1969), al-Najjar (1971) and Baqir al-Sadr (1961, 1974) were the main contributors.

Methodology and data:
Performance analysis of banks can be done in different ways, depending on the type of analysis and the specific needs of the user. One of them is ratios analysis. Ratio analysis consists of the quantitative and qualitative aspects of measuring the relative financial position of banks among them and among industries.  The uses of the financial ratios are quite common in the literature. Bank regulators, for example, use financial ratios to help evaluate a bank's performance. Booker (1983Z), Korobow (1983), Patnam (1983), Sabi (1996), Samad (1999), Akkas (1994), Meister and Elyasiani (1988) and Spindler (1991) gave employed financial ratios for evaluating a bank's performance. 
In order to see to see the performance of Pakistani Islamic banks this paper will evaluate the performance of Meezan bank over the seven years. In other words, the paper makes comparison of performance of Meezan bank between two periods 1999-2003 and 2004-2006. In the context of present study, bank performance of the yearly periods 1999-2003 is compared to that of later period 2004-2006. In addition to inter temporal comparison, the study makes comparison of Islamic bank (Meezan bank) with other Islamic banks those are Al Baraka Islamic Bank and Bank Alfalah limited (Islamic banking division) and eight conventional banks performances. Comparison of Meezan bank and the conventional bank is made here. This type of inter-bank analysis is common in bank performance study (Sabi (1996). In the competitive financial market, performance of a bank can be better understood by an analysis of inter-bank comparison. The study uses fourteen financial ratios for bank's performance. These ratios are grouped under four broad categories. The analysis of bank performance concentrates on the following on four financial ratios: a. profitability; b. liquidity; c. risk and solvency; d. commitment to domestic and Muslim community.

This study is different from its base papers in some aspects one is that in base paper no comparison has been made between one Islamic bank to another but I have made this comparison. 
a) Profitability Ratios:

The profitability can be judged by the following criteria.

1) Return on asset (ROA) = Profit after tax/ total asset

2) Return of equity (ROE) = Profit after tax/ equity capital

3) Profit expense ratio (PER) = profit/total expense
ROA and ROE are the indicators of measuring managerial efficiency. ROA is net earning per unit of a given asset. It shows how a bank can convert its asset into net earnings. The higher ratio indicates higher ability and therefore is an indicator of better performance. Similarly, ROE is net earnings per rupee equity capital. The higher ratio is an indicator of higher managerial performance. However, profitability is only part of bank performance story. A high PER indicates that a bank is cost efficient and makes higher profit with a given expense.
b) Liquidity Ratios:
A bank’s liquidity risk refers to a comparison of its liquidity needs for deposit outflows and loan increases with the actual or potential sources of liquidity from either selling an asset it holds or acquiring an additional liability. For the sample bank, this risk is approximated by comparing a proxy of the bank’s liquidity needs, its deposits, with a proxy for the bank’s liquidity sources and its short-term securities. Although both variables are only rough approximations (funding loans may be a major liquidity need, and purchasing liabilities may be an important source of liquidity), this relationship is a beginning indicator of most banks’ liquidity risk. The trade-offs that generally exist between returns and risks are demonstrated by observing that a shift from short-term securities to long-term securities or loans raises a bank’s returns but also increases its liquidity risk. The inverse would be true if short-term securities were increased. Thus, a higher liquidity ratio for the sample bank would indicate a less risky and less profitable bank. In another situation Bank and other depository institutions share liquidity risk because transaction deposits and saving accounts can be withdrawn at any time. Thus when withdrawal exceeds new deposit significantly over a short period, banks get into liquidity trouble. There are several measures for liquidity.

1) Cash deposit ratio (CDR) = cash/deposit. Cash in a bank vault is the most liquid asset of a bank. Therefore, a higher CDR indicates that a bank is relatively more liquid than a bank which has lower CDR. Depositors' trust to bank is enhanced when a bank maintains a higher cash deposit ratio.

2) Loan deposit ratio (LDR) = Loan/deposit. A higher loan deposit ratio indicates that a bank takes more financial stress by making excessive loan. Therefore, lower loan deposit ratio is always favorable to higher loan deposit ratio.

3) Current ratio = Current asset (CA) / current liability (CL) It indicates how the bank management has been able to meet current liability i.e. demand deposit with the current asset. A high ratio is an index that shows bank has more liquid asset to pay back the trust (deposit) of the depositors. When withdrawals significantly exceed the new deposits banks usually recourse to replace this shortage of funds by selling securities. Government securities are easily sold and are considered liquid. As such the current ratio as measured above is expected to be more preferable to lower current ratio.

4) Current asset ratio (CAR) = current asset/total asset. A high CAR indicates that a bank has more liquid asset. A lower ratio is a sign for illiquidity as more of the assets are long term in nature.

c) Risk and Solvency Ratios:
A bank is solvent when the total value of its asset is greater than its liability. A bank becomes risky if it is insolvent. The following are the commonly used measures for a risk and insolvency.

1) Debt equity ratio (DER) = Debt/equity capital. Bank capital can absorb financial shock. In case asset values decrease or loans are not repaid bank capital provides protection against those loan losses. A lower DER ratio is a good sign for a bank.

2) Debt to total asset ratio (DTAR) = Debt/total asset indicates the financial strength of a bank to pay its debtor. A high DTAR indicates that a bank involves in more risky business.

3) Equity multiplier (EM) = Total assets/share capital. It is the amount of assets per rupee of equity capital. A higher EM indicates that the bank has borrowed more funds to convert into asset with the share capital. The higher value of EM indicates greater risk for a bank.

4) Loan to deposit ratio (LDR) = loans/deposit measures liquidity as well as credit risk for a bank. A high value indicates a potential source of illiquidity and insolvency.

d) Commitment to Economy and Muslim Community:
1) Long term loan ratio (LTA) = long term loan/total loans. A high LTA indicates a bank commitment for supporting long term development project.

2) Government Bond Investment (GBD) =Deposit invested in government bond/Total Deposit. A higher GBD indicates high liquidity and less risk.

3) Mudaraba-Musharaka Ratio (MM/L) =Mudaraba-Musharaka/Total Loans. A higher percentage of MM/L indicates a greater commitment to community developments.

The performance of Meezan bank is measured in three stages. First, the performance of initial 4 years is compared with the performance of the subsequent 3 years by using the performance measures as delineated above. Second, Islamic bank is compared with two selected Islamic banks. Of the two banks, one (Al Baraka Islamic Bank) and the other is Bank Alfalah limited (Islamic banking division) .Third; Islamic banks are compared with conventional banking industry.
In all three stages of comparison, ANOVA is used to test the null hypotheses of the equality of means in order for our comparison more reliable and meaningful. Since MSB/MSW is the estimated F-value, so if the estimated F-value is higher than the critical value, there is sufficient evidence to reject Ho that the means of performance of the two banks are equal. In other words, ANOVA supports the conclusion that the population means of the variable for the two banks are not identical. On the other hand, if the F-statistics is less than it’s critical, ANOVA supports that the performances are not statistically different from each other.

Analysis of Empirical Results:
Means and standard deviations of various performance measures of the Meezan Islamic bank between 1999-2003 and 2004-2006 are shown in the Table 1. All profitability measures ROA, ROE and PER, in Table 1 indicates that Meezan bank makes progress in profitability during 1999-2006. This improved performance is statistically significant as the means of ROA ratio is different between the two periods. The increase in the returns might have been due to awareness gained but the users of Islamic banks. This is supported by the increased cash deposit and loan deposit ratios. If we will compare Meezan bank with other Islamic banks we can see that Meezan bank is doing better than its counterparts. The Meezan bank is doing better in the area of ROA.
This improved profitability performance when compared with a conventional bank/banks show that (Table 3, Table 4, and Table 5) Meezan Bank is lagging behind the conventional bank. An average profit of Meezan bank is 8% whereas the average profit of the conventional bank for the same periods was 15%.Which also rejects our first hypotheses. This difference in profitability performance is statistically significant at 5% level. These results are consistent with my base paper.

 There are various reasons for lower profitability performance of Meezan Bank. Which are some of them in my view is as follow: 

· Un-Successful in Devising Purely Interest Free Mechanism

· Development of Mechanism for Short Term Consumption Loans

· Most of Banks are Using Fixed Return Techniques to Reduce Risks

· Islamic banks Do Not Have legal Support

· Islamic Bank Do Not Necessary Expertise and Man power

· Islamic Accounting Standards have not so far been Developed

· Conventional Banking Requires Liquidity Reserves 35% whereas Islamic Banks will Requires More being more Exposed to Risk
· The Ownership of Islamic Bank is also an issue

· Lack of Capital Market

· Law System Relating to Commerce, Banking, Investment are not Supportive

· Cost of Monitoring, Writing and Enforcing Contract is Higher

· Uncertainty about Profits and Distribution of Proxy Profits is also an Issue If Actual Profits Differ in Large

· Islamic Banks Usually Reckons Interest as Fixation of Profits for Murabaha and Ijara Financing

· Rate of Interest and appropriation of High Profits by Islamic Banks

· Islamic bank does not have wide scope for investment in any stock or security because of religious constraints. It can only invest in Shariah approved projects. It can not invest beyond the Shariah Board approved investments even if it can earn higher rate of returns. Shariah Board supervises bank investment. 
The second part of Table 1 shows that liquidity position of Meezan Bank for over 07 years. Three measures of liquidity expect LDR do not show statistically any significant difference. The means of the two periods for CDR, CR and CAR are not statistically different. This indicates that bank's maintenance of liquidity position remains unchanged between 1999-2003 and 2004-2006. This unchanged liquidity position rejects our hypothesis that Meezan bank will hold less liquidity in the subsequent years of operation when bank becomes matured. 
If we see the Meezan Bank performance with other Islamic banks the liquidity ratios are more or less same. However, inter-bank comparison of liquidity measures of performance among the group of eight bank and two individual banks with Islamic bank, Meezan showed better performances. In terms of most liquid asset i.e. cash, cash-deposit ratio, Meezan bank shows better performance  and it is significant at 5% level. Despite better performance, Meezan Bank in profit is behind the group of eight banks.

The third important category for measuring Bank performance is risk and solvency. This ratio between 1999-2003 and 2004-2006 (Table 1) reveals that Meezan Bank involvement in risky business measured in DER, DTAR, EM increased over years. The means of debt-equity ratio (DER) and equity multiplier (EM) increased from 5.16 to 9.45 and from 6.31 to 14.93 respectively, and DER is statistically significant at 0.5% level. But EM is not significant. Other measures, like DTAR and LDR have also increased but DTAR is statistically significant at 0.5% level and LDR is not statistically significant. If we see the Meezan Bank performance in table 2, Section 3 of risk and solvency with other Islamic banks the ratios are more or less same and statistically significant at 0.5% level.

However, when Meezan bank is compared with conventional banks in table 3, table 4 and table 5 it is found that Meezan bank is relatively less risky and more solvent than two other individual conventional banks (MCB and Orix) and the group of eight banks. The average debt-equity and the equity multiplier for Islamic bank are 9.89 and 13.7 as compared to 14.24 and 11.88 for the MCB and 12.06 and 9.41 for the orix bank respectively. The difference in means in DER and EM for two individual banks (MCB and Orix bank) versus Meezan Bank is statistically significant. The comparison of means for risk measure in DTAR for Meezan bank and the group of eight conventional banks in Table 5 indicates that the average debt-asset ratio for Islamic bank is 1.14 as compared to 1.70 of the conventional banks and this difference in means is statistically different. The reason for low risk of the Islamic bank (Meezan bank) is that its investments in interest free securities are much larger than the conventional banks.
Banks' involvement in delivering special products (Mudarabah and Musharakah) shows that between 1999-2003 and 2004-2006, the average supply of loans under this category has increased from .0001 to .0006 and the difference in means of the two periods is statistically significant. Therefore, we conclude that the supply of Mudarabah and Musharakah loans has increased over this time period (Table 1) and we will accept our 3rd hypotheses.

Our primary data provides several reasons why Mudarabah and Musharakah are not popular in Pakistan as compared to other Islamic modes. The analysis of the primary data in Table 6a indicates that 38 of the respondents consider that (B) as a major cause. 18 of the respondent’s support that (A) is a cause, i.e.Mudarabah and Musharakah are not popular because the alternative modes of financing are more profitable and less risky than Mudharabah and Musharakah. 08 of the respondents indicate that they do not feel comfortable with the idea of sharing joint management (C). Only 06 support that the monitoring cost of the Mudaraba and Musharaka is very high for the bank. The distribution of responses is based on raking made in the alternative answer. Table 6b shows that only 54% respondents put "B" in the first rank, 25% people have ranked "A" in the first rank. This survey has been conducted through questioner which is taken from the base paper. The questioner both for banker and borrower is given at the end of this paper.  
With regard to Meezan's community commitment measured by the investment in government securities and loans as a percentage of total assets, LTA, it is found that there has been Increase in the performance over the two periods. T-ratio for the period suggests that the means for the two measures are statically significant (Table 1) if we will compare the Meezan bank with other two Islamic banks we can say Meezan bank is not doing well in the community commitment.  

Summary and Conclusion:
Due to the known certainty about the profits in the short run conventional banks can maximize their profits. Interest based banks can determine profits in the long run through hedging. On the other hand, there is no such scope to know the cost of funds beforehand. The depositors are paid a portion of bank’s profits the volume of which is extremely uncertain. The Islamic banks could face hardship in profit base if profit rate expected by the depositors is not realized. Islamic banks are expected to calculate their rate of return on PLS deposits periodically. The usual practice is that the deposits are weighted to reflect differences in their maturity. Banks prepare a six monthly summary account of its operations and send it to the central bank, which determines the individual PLS rate to be paid by each bank. In spite of that individual banks are allowed to marginally deviate from the proposed rate of return. In reality Islamic banks do not have control over the cost of funds and there for it is a big barrier for Islamic banking.

The cost of monitoring, writing and enforcing a contract is higher in Islamic banking then conventional banking. This is because, with Musharaka, the bank finances the working capital of a business venture taking a quasi-equity position in the economy. In financing, a management company is formed which floats a negotiable security, or the bank may completely finance a project within the scope of its charter. Moreover, since the economies of countries implementing Islamic banking are generally characterized by market and informational imperfections, further persistence of these problems will increase the cost of information. Higher cost of information could be a major issue in implementing Islamic banking system.

Islamic economic and banking system will require accounting theory based on Islamic principles and teachings which will provide the framework for deriving accounting principles. However, it must be kept in mind that there is no need to reinvent the wheel. Efforts should be made to modify conventional accounting theory to make it compatible with Islamic Shari ah. This will save energy and time which should be spent over the development of new Islamic modes of financing and improving the over all operations of Islamic economic and banking system.

Hindrances in Islamization of economy include the abolition of Riba which is a gigantic task in itself. However, it is not something that can not be done if sincere efforts backed by political will are taken. Operational and procedural changes will also be required but the principle element will always be the will to do so and to do away with Riba. 

Finally, it may be mentioned that if the Islamic financial system, is to become truly liquid and efficient it must develop more standardized and universally (or at least widely) tradable financial instruments. The development of a secondary financial market for Islamic financial products is crucial if the industry is to achieve true comparison with the conventional system. It must also work hard to develop more transparency in financial reporting and accounting and ideally - a form of Islamic GAAP. Development if the whole sale and especially inter-bank and money markets, will be the key to Islamic finance growing outside its current little sphere of influence, and becoming a truly national invigorating force.
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Table 1

Performance Trend of Meezan bank 1999-2003 and 2004-2006
	Performance
	1999-2003
	2004-2006
	Statistical Test

	Measure
	Mean
	S-D
	Mean
	S-D
	t-value

	1.Profitability

	1.ROA
	0.07775
	0.0683
	0.012667
	0.001528
	5.2729

	2.ROE
	0.175625
	0.088421
	0.13
	0.026458
	8.90205

	3.PER
	2.215
	1.36676
	0.573333
	0.030551
	9.563274

	2.Liquidity

	1.CDR
	0.1175
	0.012583
	0.163333
	0.030551
	0.83

	2.LDR
	0.57
	0.01633
	0.623333
	0.025166
	4.416986

	3.CR
	0.28
	0.014142
	0.356667
	0.005774
	0.049069

	4.CAR
	0.2325
	0.009574
	0.193333
	0.037859
	0.09

	3.Risk and Solvency

	1.DER
	5.1675
	1.955989
	9.45
	0.15
	2.157421

	2.DTAR
	0.685
	0.148436
	0.913333
	0.032146
	5.044816

	3.EM 
	6.31
	3.145611
	14.93
	0.260576
	1.153934

	4.LDR
	1.0875
	0.087702
	1.296667
	0.025166
	1.323998

	4. Commitment to Government and community

	1.GBD
	0.175
	0.075939
	0.31
	0.01
	3.636738

	2.LTA
	0.25
	0.024495
	0.32
	0.02
	0.923386

	3.MM/L
	0.000105
	0.00011
	0.0006
	0.000265
	6.938741


Table 2

Comparison of Meezan Bank and Two Islamic Banks (2004-2006)
	Performance
	Meezan bank
	Islamic banks
	Statis.Test

	Measure
	Mean
	Mean
	F-value

	1.Profitability

	1.ROA
	0.084083
	0.0215
	41.17647

	2.ROE
	0.100625
	0.235
	90.95339

	3.PER
	2.501667
	0.34
	5.169628

	2.Liquidity

	1.CDR
	0.199167
	0.215
	41.17647

	2.LDR
	0.881667
	1
	90.64748

	3.CR
	0.458333
	0.535
	0.263418

	4.CAR
	0.329167
	0.365
	15.40528

	3.Risk and Solvency

	1.DER
	9.8925
	7.97
	7.503335

	2.DTAR
	1.141667
	1.135
	67.37968

	3.EM 
	13.775
	7.935
	12.65964

	4.LDR
	1.735833
	1
	90.64748

	4. Commitment to Government and community

	1.GBD
	0.33
	0.3125
	85.71429

	2.LTA
	0.41
	0.495
	58.18182

	3.MM/L
	0.000405
	0.00045
	60


Table 3

Comparison of Meezan Bank (Islamic bank) and MCB (Conventional bank) Financial Ratios (2004-2006)

	Performance
	Meezan bank
	MC

Bank
	Statis.Test

	Measure
	Mean
	Mean
	F-value

	1.Profitability

	1.ROA
	0.084083
	0.143333
	1.980198

	2.ROE
	0.100625
	14.92
	0.375235

	3.PER
	2.501667
	0.2
	51.37615

	2.Liquidity

	1.CDR
	0.199167
	0.076667
	6.896552

	2.LDR
	0.881667
	0.723333
	0.06

	3.CR
	0.458333
	1.166667
	7.692308

	4.CAR
	0.329167
	0.346667
	4.545455

	3.Risk and Solvency

	1.DER
	9.8925
	14.24333
	52.85826

	2.DTAR
	1.141667
	0.876667
	76

	3.EM 
	13.775
	11.88333
	4.940457

	4.LDR
	1.735833
	0.723333
	0.01

	4.Commitment to Government and community

	1.GBD
	0.33
	0.756667
	19.35484

	2.LTA
	0.41
	0.81
	47.05882


Table 4

Comparison of Meezan Bank (Islamic bank) and Orix (Conventional bank) Financial Ratios (2004-2006)
	Performance
	Meezan bank
	Orix 

bank
	Statis.Test

	Measure
	Mean
	Mean
	F-value

	1.Profitability

	1.ROA
	0.084083
	0.206667
	3.439803

	2.ROE
	0.100625
	0.216667
	50

	3.PER
	2.501667
	0.35
	19.35484

	2.Liquidity

	1.CDR
	0.199167
	0.063333
	6.896552

	2.LDR
	0.881667
	0.8
	69.09091

	3.CR
	0.458333
	0.776667
	10

	4.CAR
	0.329167
	0.25
	43.63636

	3.Risk and Solvency

	1.DER
	9.8925
	12.06667
	25.80645

	2.DTAR
	1.141667
	0.686667
	36.84211

	3.EM 
	13.775
	9.416667
	86.20398

	4.LDR
	1.735833
	0.8
	69.09091

	4.Commitment to Government and community

	1.GBD
	0.33
	0.7
	10

	2.LTA
	0.41
	0.816667
	73.68421


Table 5

Comparison of Meezan Bank (Islamic bank) and Eight (Conventional banks) Financial Ratios (2004-2006)

	Performance
	Meezan bank
	Convent. banks
	Statis.Test

	Measure
	Mean
	Mean
	F-value

	1.Profitability

	1.ROA
	0.084083
	0.1555556
	44.40092

	2.ROE
	0.100625
	0.1532222
	5.213239

	3.PER
	2.501667
	0.3344444
	0.048087

	2.Liquidity

	1.CDR
	0.199167
	0.1555556
	74.78144

	2.LDR
	0.881667
	1.8433333
	81.33199

	3.CR
	0.458333
	1.5088889
	7.644628

	4.CAR
	0.329167
	0.5288889
	46.28099

	3.Risk and Solvency

	1.DER
	9.8925
	26.327778
	57.95303

	2.DTAR
	1.141667
	1.7033333
	28.80181

	3.EM 
	13.775
	19.693333
	39.85728

	4.LDR
	1.735833
	1.8433333
	39.636

	4.Commitment to Government and community

	1.GBD
	0.33
	1.7733333
	64.1791

	2.LTA
	0.41
	1.8433333
	47.80488


Table 6a
Survey Response of why Mudarabah

 and Musharakha are not popular in Pakistan 

	Classification
	Number of Respondents

	A
	18

	B
	38

	C
	08

	D
	06








Table 6b
Ranking of classification by the surveyed respondents

	
	1st Rank
	2nd Rank
	3rd Rank
	4th Rank

	Classification
	
	
	
	

	A
	
	25%
	
	

	B
	54%
	
	
	

	C
	
	
	11%
	

	D
	
	
	
	08%


Questionnaire for survey

Questionnaire
                                                          For Bank Personnel

Name:

Post:

Address:

QUESTION

Why Mudarabah and Musharakah investment are not popular compared to other form of Islamic investment?

a) Alternative investment such as Bithain Ajil, lease and Murabaha are more profitable and less risky than Musharaka and Murabaha.

b) There are not enough bankers who have enough knowledge in

1. Selecting profitable profit-sharing project

2. Managing profit-sharing project

3. Evaluating the profitability of the project

4. All of the above

c) Investors (bank) do not feel comfortable with the idea of sharing and managing investment with bank/other person.

d) Monitoring and supervising cost of the Mudarabah and Musharakah is very high for the bank.

Questionnaire
                                                         For Borrower

Name:

Post:

Address:

QUESTION

Why Mudarabah and Musharakah investment are not popular compared to other form of Islamic investment?

a) Alternative investment such as Bithain Ajil, lease and Murabaha are more profitable and less risky than Musharaka and Murabaha.

b) There are not enough bankers who have enough knowledge in

1. Selecting profitable profit-sharing project

2. Managing profit-sharing project

3. Evaluating the profitability of the project

4. All of the above

c) Investors (bank) do not feel comfortable with the idea of sharing and managing investment with bank/other person.

d) Monitoring and supervising cost of the Mudarabah and Musharakah is very high for the bank.

Listed of randomly selected Conventional banks

1. MCB

2. Orix bank

3. Prime Bank

4. ABL

5. UBL

6. Union Bank

7. KASB

8. Habib Bank 
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