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BDS INDBD SBS SIZE PSIA CAR CASH INT INF
BDS 1
INDBD 0.3685 1
SBS 0.4758 0.4491 1
SIZE 0.2262 0.0111 0.1845 1
PSIA -0.1524 -0.0555 -0.0638 -0.0481 1
CAR 0.0908 0.1663  -0.0401 -0.3755 -0.2404 1
CASH 0.2878 0.1108 0.3884 0.0967 -0.0898 0.0066 1
INT 0.0075 -0.0939 0.0282 0.0162 0.0360 -0.0061 0.0464 1
INF -0.0013 -0.0114 0.0802 -0.0501 0.0410 -0.0120 -0.1086 -0.3098 1
(Statayq ;) mebin Sleyiea (e 13lazel Ll slue| o yiuall
ol sl Jelas (V) Jj..\.‘g-
Variable VIF 1/VIF
SBS 1.72 0.5801
BDS 1.47 0.6811
INDBD 1.41 0.7111
CAR 1.34 0.7479
SIZE 1.30 0.7719
CASH 1.24 0.8040
INF 1.16 0.8599
INT 1.14 0.8787
PSIA 1.11 0.9043
Mean VIF 1.32
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Dependents variables ROA Model ROE Model
Independents Variables (1) (2)
ROA 0.4387%%*
(0.000)
ROE 4 0.4618%**
(0.000)
BDS 0.0026%** 0.0099*
(0.008) (0.081)
INDBD 0.0011* 0.0023
(0.062) (0.418)
SBS 0.0041%*** 0.0176***
(0.001) (0.007)
SIZE 0.0035** 0.0228**
(0.012) (0.059)
PSIA .01585 0.0185
(0.167) (0.660)
CAR 0.12671%** 0.3957%**
(0.001) (0.005)
CASH 0.0426*** 0.19071%**
(0.009) (0.007)
INT 0.4675%** 2.271%*
(0.000) (0.012)
INF 0.0821** 0.3665
(0.020) (0.165)
CRISIS —0.00819* —0.0483**
(0.082) (0.021)
Years Yes Yes
Countries Yes Yes
Constant 0.0387*** 0.2503**
(0.009) (0.010)
Time Fixed effect included Yes Yes
Observation 179 182
Arellano-Bond test AR(2) (0.954) (0.298)
P-value of Hansen test 1.000 1.000
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The Impact of Governance Mechanisms on Profitability of
Islamic Banks in the GCC Countries During 2005-2016

Abdulhadi Abdulrahim Tashkandi
Islamic Economics, Umm al-Qura University, Makkah, Saudi Arabia

ABSTRACT: This study aims to explore the impact of applying the governance
mechanisms on the profitability of Islamic banks in the GCC countries. The sample of
the study is based on twenty-four full-fledged Islamic banks over the period from 2005
to 2016 in five GCC countries. The study utilizes a dynamic panel model that allows
for persistence in bank profitability, and estimate the model using the Generalized
Methods of Moment (GMM) estimator. Return on assets and return on equity have
been used as alternative measures of bank profitability. The results of the research
suggest there is a strong relationship between the variables of governance and
profitability of Islamic banks. It was found that the number of members of the Shari'ah
board positively affects bank profitability, while the size of the Board of Directors and
the number of independent members of the Board of Directors negatively affect bank
profitability. Furthermore, the results showed that the size of the bank, the capital
adequacy ratio, cash liquidity and interest rate were positive determinants of the
profitability of Islamic banks.

KEYwWORDs: Corporate Governance, Shari'ah Governance, Profitability, Islamic
Banks, GCC.
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