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The Impact of Liquidity on Profitability in Islamic Banks, An Econometric
Study of Islamic Banks in Qatar
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Abstract :

This study investigates the impact of liquidity on the profitability of Islamic banks in
Qatar between “2014Q1- 2023Q4”. The banks’ financial reports are used as a secondary
source to generate data. . The liquidity was measured by the variables of (Cash coverage
ratio ( CCR) , Cash Reserve Ratio (CRR), employment ratio (ER) , deposit to Assets
Ratio (DAR) and investment to assets ratio (LAR). In contrast, THE Profitability was
measured by (Return on Assets (ROA), Return on Equity (ROE) and Net Profit Margin
(NPM)). Data collected were analysed by using EViews12 and STATA 17 software.
The study results showed that both CCR and IAR have a positive and significant impact
on profitability, while ER has a negative and significant impact on profitability
(measured by ROE and NPM). Profitability, measured by ROA, was positively and
significantly affected by IAR and negatively affected by ER. While the statistical results
indicate that the CRR and DAR ratios have no significant impact on all profitability
variables.

Key Words: Islamic bank ; financial performance ; liquidity ; profitability; Qatar.
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Tests | ROA CCRCRRER | ROECCRCRRER | NPM CCR CRR ER
DAR IAR DAR IAR DAR IAR

Delta | p-value Delta | p-value Delta | p-value

Delta 4.682 0.000 3.188 0.001 2.331 0.020

Adj 5.154 0.000 3.510 0.000 2.566 0.010

statal? maby olrz e Islazed (iUl slas] e - el

025 @ Bl 2o Jod ) ey el Joudl 3 Adj Delta  Delta gilay) IS5 0
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Breusch-Pagan (1980) LM

Pesaran (2004) scaled LM

Baltagi, Feng, and Kao (2012) bias corrected scaled LM
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Test Breusch- Pagan LM Pesaran scaled Bias-corrected Pesaran CD
LM scaled LM
ROA 25.74180*** 9.284302*** 9.245841*** -1.860736*
ROE 28.19530*** 10.28594*** 10.24748*** -1.735648*
NPM 14.74830*** 4.796223*** 4.757761*** 2.237302**
CCR 5.829361 1.116620 1.116620 0.663958
CRR *#*%33.14984 **%12.30862 **%12.27016 **%5.616497
ER **%31.72132 **%11.72543 **%11.68697 **%4,178815
DAR **%37.30345 14.00433*** **%13.96586 **%5.867554
IAR **%11.92395 **%3.643186 **%3,604725 **-0.857612
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Tests | ROA | ROE | NPM | CCR | CRR ER DAR IAR
LLC | 1.99110 | 2.92411 | 2.54974 | 3.94946 | 2.20931 | 2.65266 | 2.07083 | 2.48798
- - - - - - - (0.0064)

(0.0232) | (0.0017) | (0.0054) | (0.0000) | (0.0136) | (0.0040) | (0.0192)

IPS | 2.20707 | 3.28986 | 3.28368 | 3.31635 | 2.02141 | 2.00248 | 1.90187 | 2.67697
(0.0137) | (0.0005) | (0.0005) | (0.0005) | (0.0216) | (0.0226) | (0.0286) | (0.0037)
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