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Abstract

This paper contains an empirical investigation of the effect of bank size and 
age on the financial performance (FP) of Islamic banks. The variables used in 
the study include: (1) independent variables (age and size) and (2) dependent 
variables (bank performance in terms of ROA and ROE). The study sample 
consists of 102 Islamic banks from 24 countries throughout the world for the 
period 2008-2012. A hierarchical regression analysis was applied to test the 
research hypotheses. The main findings indicate that the age of a bank has an 
impact on its FP. In contrast, our study showed an insignificant effect of bank 
size on FP. The results suggest that age helps the bank to learn new things 
with the passage of time. Older banks should create measures to counter the 
new changes in the market circumstances. In addition, these aging banks can 
benefit from their reputation and long experience impacts that allow them to 
gain a higher margin on sales and to enhance their FP. The contribution of 
this study to the relevant literature as it uses hierarchical regression analysis 
and this is different from the previous studies. In addition, it may be regarded 
as first study undertaken to date that focuses on a larger sample of Islamic 
banks from around the world in comparing with the prior studies.
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1. Introduction

The Islamic banking industry is considered as one of the fastest growing financial 
sectors during the first decade of the 21st century. There has been rapid growth in 
Islamic Financial Institutions (IFI) worldwide over the last three decades. The Islamic 
Financial System (IFS) considers that conformity to the norms of Islamic ethics should 
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dominate all other concerns. All transactions must be governed and controlled by 
Islamic Law (Shari’ah). Islamic banks as one of the main components of the IFS are 
not allowed to pay or receive any type of interest as part of their lending or investing 
transactions. This system of banking has been described by some scholars as fair 
and free, partly because it prohibits the payment or receipt of interest in lending and 
investment transactions (Obaidullah, 2005).  

The first modern experiment in Islamic banking was the establishment of the Mit 
Ghamr Saving Bank in Egypt in 1963.  Since then, the Islamic banking sector has 
grown rapidly in size in terms of the number of players involved (Chong and Liu, 
2009). In 1975, Dubai Islamic Bank was established as the first private interest-free 
bank and since that date, the growth of Islamic banking has been phenomenal with 
assets under management growing at rates of between 12 % and 15% annually (Olson 
& Zoubi, 2008).   

In fact, the world has witnessed a variety of recent developments in the banking 
industry, of which the current significant and rapid growth in Islamic methods of 
banking and financial management is just a part. Islamic banks have expanded beyond 
Islamic countries to other nations in Europe and the Americas (Abedifar, Molyneux 
and Tarazi, 2013). 

[Insert Table 1 About Here]

Table 1 shows the scale of the geographical distribution of the Islamic Banking Industry 
worldwide in 1990 and 2012. The total number of Islamic Banks was 18 in 1990 and 
this number had risen rapidly to 141 in 2012. The table shows the considerable growth 
in Islamic banking between the years 1990 and 2012 as a response to the increase in 
demand for Islamic financial services in international markets.  

Due to the rapid growth in Islamic banking and finance and investment, the Dow Jones 
Islamic Market Index was created and now has over 1600 companies with a market 
capitalization of $9 trillion. This index does not include any firms that deal in goods 
and services prohibited by Islamic law (Siddiqui, 2008).

Currently, according to Reuters (26 February 2015) “Japan’s Financial Services Agency 
(FSA) is considering relaxing the rules in order to allow banks to provide Islamic 
financial products in its domestic market for the first time. The Japanese financial 
regulator said in a statement on its website that it was asking for public comments 
by March 27 and would present the results of the consultation a month after this date. 
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Japanese lenders are already allowed to provide Islamic financial products through 
their overseas subsidiaries, and the Bank of Tokyo - Mitsubishi UFJ (BTMU) recently 
became the first Japanese commercial bank to issue Islamic bonds, or Sukuk”. In 
addition, other non-Muslim countries such as Luxembourg, Britain, and South Africa 
have begun to issue Sukuk in the last year, making it more widely used as a funding 
tool (Reuters, 26 February 2015). 

The present paper attempts to fill the gap in the empirical literature on Islamic banking.  
Specifically, the present study has importance for scholars and practitioners for several 
reasons. For example, there is a paucity of empirical studies of Islamic Finance and 
Banking as discussed by Ho, Abd Rahman, Yusuf and Zamzamin (2014) who reported 
“a lack of empirical studies in Islamic finance despite fast growth”. Moreover, to our 
knowledge the present study is the first to use a large sample taken from multiple 
countries comparing with other studies, providing international evidence in support of 
the findings discussed herein. Finally, in offering a unique contribution to the literature 
on Islamic finance and banking the present study has the potential to add to the body of 
literature on the banking industry and corporate finance in general.                                                                                                      

The present study is primarily concerned with the impact of bank age and bank size on 
the FP of Islamic banks.  Explicitly, our study sought to answer the following research 
question: Is there a significant impact of bank size and bank age of Islamic Banks on 
financial performance?  

The main findings of this study show that the findings indicate that bank age has an 
impact on FP in terms of ROA and ROE, controlling for year. However, the bank size 
has an insignificant impact on FP.

The remainder of the present paper is structured as follows. Section II provides an 
overview of existing studies of size, age, and FP of companies in the banking industry 
and in Islamic Financial Institutions. Section III contains the methodology, and 
introduces the variables and data used in the paper. Section IV presents the empirical 
results. Section V summarizes the conclusions, and suggests topics for further research. 

2. Literature Review

1- Studies of Size, Age, and FP

A review of studies published in the previous two decades reveals several studies 
focusing on the relationship between size, age, and FP of companies (Ghafoorifard, 
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Sheykh, Shakibaee and Joshaghan (2014); Coad, Segarra and Teruel (2013); Pervan 
and Višić (2012); Loderer and Waelchli (2010); Vlachvei and Notta, (2008) and 
Majumdar (1997)).

In 2014, Ghafoorifard, Sheykh, Shakibaee, and Joshaghan investigated the correlation 
between firm size, firm age, and FP in a sample of 96 firms listed on the Tehran Stock 
variables that can be regarded as predicting factors. Their study used linear Exchange 
for the period 2008-2011. They found that the age and size of a company have great 
significance and are regression analysis to test the study hypotheses, and the main 
results showed that there is a significant relationship between the size and age of a 
company and its FP. 

Hunjra, Chani, Javed, and Ijaz (2014) examined the factors that affect the performance 
of cement companies in Pakistan, such as size, age, growth, and leverage. The sample 
was based on 26 cement firms listed on the Karachi Stock Exchange (KSE). The authors 
applied panel data analysis to analyze their data, and their main findings revealed that 
all four variables had a significant effect on the performance. Their research showed 
that leverage has a positive impact on the performance of a company when return on 
assets (ROA) is considered, and that size, age, and growth have a positive impact on 
return on equity (ROE) while leverage has a negative impact. 

Ben Said (2014) presented evidence with regard to the factors that influence firm 
performance. He compared four European countries using a return on assets ratio, 
a return on equity ratio, a return on sales ratio, and earnings per share. The findings 
revealed that differences in firm performance between countries are related to variables 
of age, cash ratio, and size.

Coad et al. (2013) argued that there is a paucity of data and that little is known about 
how the performance of companies is affected by age. They studied a sample of 
Spanish manufacturing companies, and analyzed the relationship between company 
performance and firm age for the period 1998-2006. Their research found that older 
firms have higher productivity and profits, a larger size, lower debt, and higher equity 
ratios. In addition, the results showed that older firms are better able to convert sales 
growth into subsequent profits and productivity.          

Pervan and Višić (2012) studied the influence of company size and other variables 
on profitability in Croatian manufacturing industry between 2002 and 2010. Their 
findings showed that the size of a firm has a significant positive (although weak) effect 
on company profitability. 
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Loderer and Waelchli (2010) investigated how age affects a firm’s performance. Their 
findings showed that greater age corresponds with gradual decreases in performance in 
terms of ROA and Tobin’s Q. Young companies usually perform well, but then profits 
start to fall and firms ultimately fail to keep up with the performance of the average 
company in the industry. There is little evidence that performance rebounds in very 
old age. The researchers documented this phenomenon that as firms grow older, their 
profitability seems to decline and suggested it to be very marked.

Vlachvei and Notta (2008) considered the impact of firm-level variables on the growth 
of companies operating in Greece. The researchers used models of optimal firm size 
as a theoretical framework. Their study was based on financial data obtained from 178 
manufacturing and trading companies listed on the Greek Stock Market over the period 
1995-2000. Growth rate was defined in terms of the number of employees and sales. 
Their findings indicated that the association between growth, size, and age of company 
is very sensitive to the methods of estimation used and the definitions of growth and 
size.

Majumdar (1997) examined the effect of the size and age of companies on firm-level 
productivity and profitability, using a sample of 1020 Indian firms. Their results 
indicated that older firms are more productive and less profitable, whereas larger firms 
are, conversely, more profitable and less productive.                                                                                

3. Studies of Size, Age, and FP in the Banking Industry

There has been a heightened level of interest in the banking industry in recent years. 
A number of studies have been undertaken, including Trujillo-Ponce (2013); Kipesha 
(2013(; Almajali, Alamro and Al- soub (2012); Andreas and Gabrielle (2011); 
Athanasoglou, Brissimis and  Delis (2008);  Hsiu-ling, Chien-hsun and Fang-ying 
(2007); Pestana, Ferreira and  Williams  (2007); Wilson  and Williams (2000); Barry 
(1998); Majumdar (1997) and  Molyneux and Thornton (1992). 

Kipesha (2013) examined the influence of firm size and age on the performance of 
microfinance institutions in Tanzania. The research utilized panel data from 30 
microfinance institutions operating over a period of five years. The results of the study 
revealed a positive impact of firm size, measured in terms of total assets and number 
of borrowers, on the performance of these institutions. However, the results showed 
that firm size measured by number of staff was negatively correlated to the efficiency, 
sustainability, and profitability of Tanzanian Microfinance institutions.  In addition, 
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the findings indicated that the age of companies, which also implies their level of 
experience, has a positive effect on efficiency, sustainability, and revenue levels but a 
negative impact on the profitability of these institutions.    

Perera, Skully, and Chaudhry (2013) studied bank-specific and other determinants of 
commercial bank profitability in selected South Asian countries including Bangladesh, 
India, Pakistan, and Sri Lanka. They employed the single-equation, dynamic panel 
data procedure, and bank size was among the variables tested. Their results indicated 
that South Asian banks seem to experience economies of scale because bank size was 
positively associated with profitability.

Almajali, Alamro, and Al-soub (2012) investigated the variables that have the most 
impact on the FP of insurance firms in Jordan. The sample consisted of all the insurance 
companies listed on the Amman Stock Exchange (25 firms) over the period 2002-2007.  
These researchers analyzed their data using basic statistical methods such as T-tests 
and multiple regression. The results showed that variables such as leverage, liquidity, 
size, and management competence index have a positive significant impact on the FP 
of these insurance companies. Almajali et al. (2012) have suggested that a careful 
consideration of how to increase firm assets will lead to improved FP.

Hsiu-ling, Chien-hsun, and Fang-ying (2007) examined empirically the effect of 
financial development and bank characteristics on the operational performance of 
commercial banks in China as a transitional economy. Pooled cross-sections (banks) 
and time-series data were used in their empirical analysis. The study was based on a 
sample of 14 Chinese banks for the period 1996-2004. The findings revealed that the 
older a bank is, the worse its ROA as a measure of performance, while the ROA of larger 
banks (in terms of assets) is found to be lower than that of the smaller shareholding 
commercial banks.

Athanasoglou, Brissimis and Delis (2008) examined the effect of bank-specific, 
industry-specific, and macroeconomic factors on bank profitability and applied a 
generalized method of moments GMM technique to a panel of Greek banks for the 
period 1985-2001. The results revealed that all bank-specific determinants, with the 
exception of size, affect bank profitability significantly.

4. Studies of Size, Age, and FP in Islamic Financial Institutions

Some authors have previously investigated the impact of both size and age on FP in 
Islamic Financial Institutions, for instance, Hassine and Limani (2014); Al-Baidhani 
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(2013); Bukair (2013); Hassan, Mohamad and Bader (2009), and Čihák and Hesse 
(2008).

Despite this, Al-Baidhani (2013) examined the effect of internal corporate governance 
mechanisms such as board structure, ownership structure, and audit function, as well 
as the influence of other variables related to audit function, such as bank size and 
bank age, on the FP of banks. The sample of the study comprises conventional and 
Islamic banks operating in the seven Arabian Peninsula countries, namely Yemen and 
the Gulf Cooperation Council (GCC) countries. The findings indicated that bank age 
has positive and significant effects on ROE. Meanwhile, bank size has negative and 
significant effects on ROA. In addition, bank age has positive effects on Profit Margin.                                                                                            

Al-Qudah and Jaradat (2013) studied the influence of both external (macroeconomic) 
and internal (bank characteristic) variables on the profitability of Islamic banks in 
Jordan for the period 2000-2011. Their study used the panel data analysis fixed effects 
model and the generalized least square method to examine the study hypotheses. The 
findings showed that bank size have a significant and positive effect on return on assets 
(ROA) and return on equity (ROE). 

In 2013, Bukair explored the effect of bank-specific characteristics, such as leverage, 
capitalization, operating expenses, number of branches, and bank size, on the 
profitability of Islamic banks. Bukair found that size has a positive correlation with the 
level of profits, while the correlation is just significant with return on equity (ROE). 
Bukair used the robust OLS regression analysis for the panel data after controlling for 
the macroeconomic environment. 

Hassan, Mohamad, and Bader (2009) studied the differences in mean cost, revenue, and 
profit efficiency scores between conventional and Islamic banks. They also examined 
the influence of size and age on the cost, revenue, and profit efficiency of the banks 
in the sample, which was based on the financial statements of 40 banks in 11 Islamic 
countries over the period 1990-2005. The researchers utilized the DEA nonparametric 
efficiency approach to analyse the data. The results revealed no significant differences 
between the overall efficiency of conventional and Islamic banks. In relation to this, 
the variables of size and age did not significantly influence the efficiency scores in 
either banking stream. 

Čihák and Hesse (2008) presented the first cross-country empirical analysis of the 
impact of Islamic banks on financial stability through the application of z-scores as 
a measure of stability. The relative financial strength of Islamic banks was assessed 
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empirically on the basis of evidence covering individual Islamic and commercial banks 
in 18 banking systems, with a substantial presence of Islamic banking. They found 
that small Islamic banks tend to be stronger financially than small commercial banks. 
In contrast, large commercial banks tend to be stronger financially than large Islamic 
banks. In addition, their results indicated that small Islamic banks tend to be stronger 
financially than large Islamic banks, which may reflect the challenges of credit risk 
management in large Islamic banks. 

Generally, most of these studies have addressed the impact of age and size on the FP 
of companies. Some of these studies provide evidence of a negative relation between 
company age, company size, and FP, whilst others suggest a positive relation between 
these factors.

Research Hypotheses Development

Previous empirical studies have generally sought to confirm the correlation between 
size, age, and FP of companies. Specifically, research has previously pointed to the 
relationship between firm size and firm performance for instance (Lipton and Lorsch, 
1992); Kipesha (2013); Al-Qudah and Jaradat (2013); Bukair (2013); Pervan and Višić 
(2012) and Majumdar (1997). In addition, some studies have found that age had an 
impact on the performance of firms, e.g., Al-Baidhani (2013) and Coad et al. (2013). In 
the present study, the authors posit the following hypotheses: 

Hypothesis 1a: There is a significant impact of bank size of Islamic Banks on financial 
performance. 

Hypothesis 1b: There is a significant impact of bank age of Islamic Banks on financial 
performance. 

III - Methodological Aspects 

This section provides a description of the sample and the data sources for the variables, 
the methodology, and details of the statistical analysis used in the present study.

Sample and Data

Our sample comprises 102 Islamic banks that make information available for all of the 
variables analysed. These Islamic banks operate in 24 different countries worldwide, 
including Albania, Australia, Bahrain, Bangladesh, Bosnia and Herzegovina, Brunei 
Darussalam, Egypt, Indonesia, Iran, Jordan, Kuwait, Malaysia, Pakistan, Palestine, 
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Qatar, Saudi Arabia, South Africa, Sudan, Syria, Tunisia, Turkey, United Arab Emirates, 
United Kingdom, and Yemen. Information about these banks for the period 2008-2012 
was obtained from the Islamic Banks Information System (IBIS) Database, which is 
held at the Islamic Development Bank. 

Methodology 

In order to fulfill the overall aim of the present study, it was determined that the 
variables used in the study should include: (1) independent variables (age and size) 
and (2) dependent variables (bank performance in terms of ROA and ROE). There 
might be a question “Why should size and age matter for firms in general, and banks in 
particular”? The answer is as follows:

Following most of the prior studies mentioned above, we focused our attention on 
size and age of bank as determinants of profitability. In many of the previous studies, 
these two variables play a key role in effecting profitability. Age and size of bank are 
included in the variables that affect banking relationships such as borrowing firms’ 
profitability, age, size, leverage, and the primary lending bank’s characteristics (Fok, 
Chang and Lee, 2004).                   

According to Fama and French (1993) size is related to profitability. Controlling 
for book-to-market equity, small firms tend to have lower earnings on assets than 
big firms. The size effect in earnings.  Despite the argument about the size of bank, 
the larger size of bank might imply economies of scope (Trujillo-Ponce, 2013). In 
addition, Goddard et al. (2004) think that the positive relationship between size and 
profit could be explained by some reasons. First, large banks may benefit from scale 
or scope economies. Second, large banks may be able to utilise market power through 
stronger brand image or implicit regulatory (too-big-to-fail) protection. Finally, the 
large banks achieve abnormal profits by exercising of market power in wholesale 
or capital markets may also contribute to a positive size–profitability relationship. 
According to Lee (2009), a firm size plays a remarkable role in explaining profitability. 
He provides evidence that profit rates are positively correlated with firm size in a non‐
linear manner. Sulub (2014) argued that maintenance of profitability is greater in larger 
companies compared with smaller size. This is because the larger firms have more 
access to resources and consequently they have more flexibility to the changes in a 
dynamic market.

With regard to the age of bank, some studies showed that older banks might be more 
profitable due to their longer traditions and the fact related to a good reputation that 
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was built up (Dietrich and Wanzenried, 2009). Coad et al. (2013) found an evidence 
that firms improve with age. This improvement is because ageing firms are observed 
to have gradually rising levels of productivity, higher profits, larger size, lower debt 
ratios, and higher equity ratios. Furthermore, older firms are better able to convert 
sales growth into subsequent growth of profits and productivity. In addition, Sulub 
(2014) suggests that as the firms grow in age, it is expected to get an experience in the 
production processes, dealing with customers, understanding needs of employees, and 
adopting with whole stakeholders. Finally, Liargovas, and Skandalis (2008) argued 
that older companies have more experience and have enjoyed the benefits of learning 
are not prone to the problems of new firms. Consequently, these companies can enjoy 
superior performance. In addition, mature companies can benefit from reputation 
impacts that allow them to gain a higher margin on sales.

Bank age was measured by the natural logarithm of years since establishment, while 
bank size was identified by the natural logarithm of book value of total assets. These 
selected variables were discussed in the literature review (section II). Previous studies 
have suggested a relationship between bank age and size, ROA, ROE and Tobin’s Q.  
Most of these previous studies used Return on Assets (ROA) and Return on Equity 
(ROE) to measure FP. These studies include Ifeacho and Ngalawa  (2014); Hunjra, 
Chani, Javed and Ijaz (2014); Trujillo-Ponce (2013); Al-Baidhani (2013); Al-Qudah 
and Jaradat (2013); Bukair (2013), and Loderer and Waelchli (2010).

The data derived in the present study were analysed using both qualitative and 
quantitative approaches. For qualitative methods, we considered the relevant literature 
in the field of Islamic banks and corporate finance, while for our quantitative approach, 
the empirical data elicited from the IBIS Database. 

Statistical Analysis

Most previous studies conducted statistical analyses, using either regression or other 
methods. For example, Ghafoorifard et al. (2014) used linear regression; Hassine 
and Limani (2014) conducted a non-parametric data envelopment analysis (DEA); 
Al- Qudah and Jaradat (2013) used a panel data analysis fixed effects model and the 
generalized least square method; Bukair (2013) utilized the robust OLS regression 
analysis; Almajali et al. (2012) conducted a T-test and multiple regression; Hsiu-
ling et al. (2007) used time-series data, and Hassan et al. (2009) utilized the DEA 
nonparametric efficiency approach. Sankaranarayanan (2014) and Perlman (2013) 
applied a Path Analysis Model. 
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For the present study, we used a hierarchical regression analysis to test the hypotheses                
for the bank variables of size, age, ROA, and ROE of Islamic banks

5. Results and Discussion

- Descriptive Statistics                                                                                                                                            

The participant demographics are presented. Table 2 provides demographics about 
year and age. The majority of firms fell within the age range of 5 and 15 years old (n= 
290; 56.9%). It is interesting to note that firms within the age range of 16 and 26 years 
old (n= 95; 18.6%) are represented almost four times as much as firms within the age 
range of 38 and 48 years old (n=20; 3.9%) in the sample population. 

[Insert Table 2 About Here]

Tables 3 display the mean and standard deviations for the independent variables and 
the dependent variables. The mean is equal to the sum divided by total number. A 
low standard deviation shows that the data points are near the average, whereas high 
standard deviation shows that much variation exists from the average (Creswell, 
2009). A review of Table 3 shows “firm size” has a mean of 35468893.98 and standard 
deviation of 363219770.27. Standard deviation of 363219770.27 indicates that much 
variation exists from the average. A review of Table 3 shows “Firm age” has a mean of 
17.32 and standard deviation of 11.28. A review of Table 3 shows “Year” has a mean 
of 2010 and standard deviation of 1.416. A review of Table 3 shows “FP” has a mean 
of 3.45 and standard deviation of 15.69. 

[Insert Table 3 About Here]

-Normal Distribution

The first assumption of the planned analyses is that the independent variables and the 
dependent variables are normally distributed. To ensure the data met this assumption, 
we checked skewness and kurtosis. The skewness and kurtosis for “firm age” are 
within the values range of minus two through plus two. The skewness and kurtosis 
for nonnormal variables (e.g., firm size, FP) are outside the values range of minus two 
through plus two. 

We used rank transformation to transform nonnormal variables into normal variables. 
Rank transformation makes a normal distribution of data. Thus, we can perform a 
hierarchical regression analysis. 
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- Multicollinearity

The second assumption of the planned analyses is the absence of multicollinearity, 
which occurs when independent variables are correlated.  To ensure the data met this 
assumption, we checked whether bank size and age were highly correlated to make 
sure. There is no correlation between bank size and age (p > 0.05). Thus, there is no 
serious multicollinearity problem between bank size and age.

- Results 

Hypothesis 1: There is a significant impact of bank size of Islamic banks on financial 
performance, controlling for year. 

Hypothesis 2: There is a significant impact of bank age of Islamic banks on financial 
performance, controlling for year. 

Hypothesis 3: There is a significant impact of FP on bank size of Islamic banks on 
financial performance, controlling for year. 

- Dependent Variable = ROA

We conducted a hierarchical regression analysis to test the hypotheses. A hierarchical 
regression analysis is most appropriate for measuring the impact of the independent 
variable on the dependent variable, controlling for covariates. The objective was to 
determine a relationship, if any, between variables in order to understand whether bank 
size and bank age of Islamic Banks significantly affect FP, controlling for year. There 
is an estimate for three parameters, intercept, bank size, and bank age. The general 
equation for a straight line can be written as:

 Y= a+ bank size X + bank age X+ e

 Where, a=intercept, bank size =slope, bank age =slope.

Bank size of Islamic banks does not affect FP (ROA), controlling for year (p >.05). 
Bank age of Islamic Banks significantly affects FP (ROA), controlling for year (B=.10, 
p <.05). Old banks are likely to perform well, controlling for year. In the study, the % 
of variability accounted for went up from 0.4% to 3.0% (Table 5).

[Insert Table 4 About Here]

[Insert Table 5 About Here]
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- Dependent Variable = ROE

We conducted again a hierarchical regression analysis to test the hypotheses. The 
general equation for a straight line can be written as:

 Y= a+ bank size X + bank age X+ e

 Where, a=intercept, bank size =slope, bank age =slope.

Bank size of Islamic banks does not affect FP (ROE), controlling for year (p >.05). 
Bank age of Islamic Banks significantly affects FP (ROE), controlling for year (B=.43, 
p <.05). Old banks are likely to perform well, controlling for year. In the study, the % 
of variability accounted for went up from 0.2% to 4.0% (Table 8).

[Insert Table 6 About Here]

[Insert Table 7 About Here]

- Dependent Variable = Size

In addition, we used a hierarchical regression analysis to test the hypotheses. The 
objective was to determine a relationship, if any, between variables in order to 
understand whether FP significantly affects bank size of Islamic Banks, controlling for 
year. There is an estimate for two parameters, intercept and FP. The general equation 
for a straight line can be written as:

 Y= a+ FP X + e

 Where, a=intercept, FP =slope.

FP (i.e., ROA, ROE) does not affect bank size of Islamic banks, controlling for year 
(p >.05). In the study, the % of variability accounted for was same (0.3 % (step 1) and 
0.3% (step 2) (Table 9).

[Insert Table 8 About Here]

[Insert Table 9 About Here]

In general, the findings above indicate that bank age has an impact on FP, controlling 
for year. This result is consistent with the studies of Al-Baidhani (2013) and Coad et 
al. (2013), which found an impact of the age of firms on the performance of those 
firms. However, the study is inconsistent with results of other studies that did not find 
any correlation between age and performance, for example, studies by Loderer and 
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Waelchli (2010); Hassan, Mohamad and Bader (2009); Hsiu-ling, Chien-hsun, and 
Fang-ying (2007) and Majumdar (1997). However, at the same time our study did not 
show a significant effect of bank size on performance, controlling for year. This finding 
is in contrast with that of Hassan, Mohamad, and Bader (2009), Kipesha (2013); Perera, 
Skully and Chaudhry (2013); Al-Qudah and Jaradat (2013); Bukair (2013); Pervan and 
Višić (2012), and Majumdar (1997), all of which revealed an impact of size on the 
performance of companies.   

- Implication and Future research                                                                                                 

For practice implication, these results suggest that age helps the bank to learn new 
things with the passage of time. Older banks should create measures to counter the 
new changes in the market circumstances. In addition, they should avoid bureaucracy 
in order to stabilize on performance. Furthermore, these aging banks can benefit from 
their reputation and long experience impacts that allow them to gain a higher margin 
on sales and to enhance their financial performance. On the other hand, the current 
study highlights the need to improve and develop the Islamic Banks Information 
System (IBIS) Database in order to include missing data and become a comprehensive, 
complete, and integrated database that can assist both researchers and other users. 

Regarding future research, this study is limited and only based on two variables 
while there are many determinants of profitability related to bank specification and 
macroeconomic environment. Our study has highlighted some areas where further 
research and analysis is recommended. These future studies should include variables 
other than age and size if they are available in the database. Further, a comparative 
study between Islamic and conventional banks might be useful. 

6. Conclusion

In this paper, I have presented an empirical analysis of the variables of size and age of 
Islamic banks and their impact on FP in terms of ROA and ROE. This study contributes 
to a body of literature comprised of studies that were conducted on different types of 
companies around the world. The previous studies were considered carefully and were 
used to provide a framework for this work.

I undertook an analysis of a sample of 102 Islamic banks operating in 24 different 
countries worldwide, including Albania, Australia, Bahrain, Bangladesh, Bosnia and 
Herzegovina, Brunei Darussalam, Egypt, Indonesia, Iran, Jordan, Kuwait, Malaysia, 
Pakistan, Palestine, Qatar, Saudi Arabia, South Africa, Sudan, Syria, Tunisia, Turkey, 
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United Arab Emirates, United Kingdom, and Yemen. Information about these banks 
was obtained from the Islamic Banks Information System (IBIS) Database over the 
period 2008-2012. 

A set of hypotheses were created and examined using statistical techniques. The data 
were analysed using a hierarchical regression analysis to test the research hypotheses. 
The main findings of the study indicated that age of Islamic banks significantly affects 
FP. In contrast, our study showed an insignificant effect of bank size on FP. We should 
accept null hypothesis 1 and reject null hypothesis 2. Some recommendations for 
further research and practical implications are suggested. 
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Appendix (A)

Table 1: Geographical distribution of Islamic Banking Industry in 1990 & 
2012

Regions / 
years

Europe Middle East Asia Africa Australia Total

2012 7 57 58 18 1 141
1990 0 8 5 5 0 18

Source: Financial highlights, Islamic Banks Information System Database (IBIS), Islamic 
Development Bank in Jeddah, Saudi Arabia, 1990-2012.

Table 2: Frequency Distribution
Frequency Percent

Bank
A.B.C 3 .6
A.B.C. 2 .4
Abu Dhabi 5 1.0
Affin 5 1.0
Al Rajhi 5 1.0
Al Rayan 5 1.0
Al Shamal 5 1.0
Al-Arafah 5 1.0
Albilad 5 1.0
Alinma 5 1.0
Aljazira 5 1.0
Alkhair 5 1.0
Alkhair Bh 5 1.0
Alliance 5 1.0
Alrajhi Ma 5 1.0
Alsalam Bh 5 1.0

Frequency Percent
AlsalamSu 5 1.0
AmIslamic 5 1.0
Arab Islamic 5 1.0
Asian Finance 5 1.0
Bah Islami 4 .8
Bah Islamic 1 .2
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Bank Asya 5 1.0
Barakh Bh 4 .8
Barakh Eg- 5 1.0
Barakh Pak 5 1.0
Barakh SA 5 1.0
Barakh Su 5 1.0
Barakh Tu 5 1.0
Barakh Tur 5 1.0
BarakhBh- 1 .2
Blue Nile 5 1.0
Bosna Bank 5 1.0
Boubyan 5 1.0

Frequency Percent
Britain 5 1.0
Burj Bank 5 1.0
Capinnova 5 1.0
Capivest 5 1.0
Cham Ban 5 1.0
CIMB 5 1.0
Citi Bank 5 1.0
Dubai 5 1.0
EIIB PLC 5 1.0
Elaf Bank 5 1.0
Emirates 5 1.0
Export Bsh 5 1.0
Export Dev 5 1.0
Faisal EG 5 1.0
Faisal Sud 5 1.0
Faysal 5 1.0
FIBA 5 1.0
FirstEnerg 5 1.0

Frequency Percent
Gatehouse 5 1.0
Global 5 1.0
Gulf Fin 5 1.0
Gulf Inves 5 1.0
Hong Leo 5 1.0
HSBC 5 1.0
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ICB Bang 5 1.0
Inter Inves 5 1.0
Investors 5 1.0
Islam Brune 5 1.0
Islam Mal 5 1.0
Islam Pak L 5 1.0
Islami Ban 5 1.0
Islamic Inte 5 1.0
Jordan 5 1.0
KFH BH 5 1.0
KFH MAB 5 1.0
Khaleeji 5 1.0

Frequency Percent
Khartoum 5 1.0
Kuwait F H 5 1.0
Kuwait Int 5 1.0
Kuwait Turk 5 1.0
Liquidity 5 1.0
London 5 1.0
Maybank 5 1.0
Meezan 5 1.0
Muam ind 5 1.0
Muamala 5 1.0
Muslim Com 5 1.0
OCBC 5 1.0
Omdurman 5 1.0
Pasargad 5 1.0
Qatar First 5 1.0
Qatar Int 5 1.0
Qatar Isla 5 1.0
Rakya 5 1.0

Frequency Percent
RHB Isla 5 1.0
s. Mandir 5 1.0
Saman 5 1.0
Sarmayeh 5 1.0
Saudi Sud 5 1.0
Seera Inve 5 1.0
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Sharjah 5 1.0
Social Isla 5 1.0
Standard Ch 5 1.0
Suda Islam 5 1.0
Sudanese Fr 5 1.0
Syria Inte 5 1.0
Tadamon 5 1.0
Tadhamon Int 5 1.0
Turkish Fin 5 1.0
UB Albania 5 1.0
Venture Cap 5 1.0
Bank  Age

Frequency Percent
5-15 290 56.9
16-26 95 18.6
27-37 100 19.6
38-48 20 3.9
49-60 5 1.0
Year
2008 102 20.0
2009 102 20.0
2010 102 20.0
2011 102 20.0
2012 102 20.0

Table 3: Descriptive Statistics
Mean Std. Error Std. Deviation Variance

Bank Size 35468893.9864 16083641.76394 363219770.27584 131928601519235248.000

Bank Age 17.32 .500 11.287 127.390

Year 2010.00 .063 1.416 2.004

Financial 
Performance 3.4572 .69582 15.69834 246.438
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Table 4: Hierarchical Regression Analysis

Model Unstandardized 
Coefficients B

Std. Error Standardized 
Coefficients Beta

t Sig.

1 (Constant) -720.596 478.338 -1.506 .133
Year .359 .238 .067 1.507 .133

2 (Constant) -731.540 473.919 -1.544 .123
Year .363 .236 .068 1.540 .124
Bank Size 3.207E-10 .000 .015 .349 .727
Bank Age .106 .030 .157 3.591 .000

a. Dependent Variable: ROA

Table 5: R Square
Model R R Square Adjusted R 

Square
Std. Error of the 
Estimate

1 .067a .004 .002 7.600
2 .172b .030 .024 7.519
a. Covariate: Year
b. Predictors: Bank Age, Bank Size
c. Dependent Variable: ROA

Table 6: Hierarchical Regression Analysis

Model Unstandardized 
Coefficients B

Std. Error Standardized 
Coefficients Beta

t Sig.

1 (Constant) -1578.086 1605.863 -.983 .326
Year .788 .799 .044 .987 .324

2 (Constant) -1622.135 1580.728 -1.026 .305
Year .807 .786 .045 1.026 .306
Bank Size 9.362E-10 .000 .013 .305 .760
Bank Age .437 .099 .193 4.436 .000

a. Dependent Variable: ROA

Table 7: R Square
Model R R Square Adjusted R 

Square
Std. Error of the 
Estimate

1 .044a .002 .000 25.503
2 .199b .040 .034 25.066
a. Covariate: Year
b. Predictors: Bank Age, Bank Size
c. Dependent Variable: ROA
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Table 8: Hierarchical Regression Analysis

Model Unstandardized 
Coefficients B

Std. Error Standardized 
Coefficients Beta

t Sig.

1 (Constant) 28497678629.123 22880657384.759 1.245 .214
Year -14160254.842 11383397.687 -.055 -1.244 .214

2 (Constant) 29094752743.428 22966389860.783 1.267 .206
Year -14457831.994 11426052.462 -.056 -1.265 .206
Bank Size 552527.573 3127836.241 .011 .177 .860
Bank Age 144500.007 921689.810 .010 .157 .875

a. Dependent Variable: ROA

Table 9: R Square

Model R R Square Adjusted R 
Square

Std. Error of the 
Estimate

1 .055a .003 .001 363377959.490
2 .059b .003 -.002 364023675.259

a. Predictors: (Constant), Year
b. Predictors: (Constant), Year, ROE, ROA
c. Dependent Variable: Bank Size


