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The impact of applying corporate governance mechanisms on the profitability of Islamic banks:

The Case of Arab Banks
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Abstract:
The study aimed to determine the relationship between the variables of governance and profitability of Islamic banks. She
elaborated on the specificity of governance in Islamic banks, after addressing theirimportance in the banking sectorin general,
and then measured the impact of governance variables in banking profitability on asample of Islamic banks, in the Arab region
during the period 2018-2009.
The case study showed that both the number of independent members of the Board of Directors and the number of
committees in the Board of Directors and the percentage of shares held by major shareholders have a positive impact on the
profitability of Islamic banks. While the number of members of the Board of Directors and the size of the bank had a negative
impact on the profitability of Islamic banks, according to the sample studied in the specified time period..
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4.0379 7.5957 4.0379 Intercept
0.3053 -0.0046 0.3053 BCM
0.2904 -0.025 0.2904 CBD
1.3489 -10.5374 1.3489 OCN
0.2771 -0.2471 0.2771 SSB
-0.7154 -0.2973 - 0.7154 BSZ
-00346 0.1071 -0.0346 SZE
0.4758 0.0829 0.4758 R- squared
- 0.68 7.56 F- statistic
45.38 - - W-chi2
0.0000 0.6679 0.0000 FIDD (-
statistic)
Hausman ;s BV AT
Chi2. Statistic (6) =110.77 Fcal(5;45)=6.37
Prob ( Chi2) =0.0000 Prob ( F- statistic) =0.0001

Stata 13 Sl ysen e slaae¥l oLl slue] fpo tyuuall

anll 5BY 735439 (PRM) (il Hlass¥ 3905 o aAlslaall ugall (Fisher) ydus jLas! mls J1 ladtl
z39as ol Hausman jLasy Ll ¢lliSs . (PRM) oozl Hlas¥ 7 3965 e J4adl (FEM) Al ¥ 7 390 ols (FEM)
(REM) Aglgdiall 551 7 3903 (oo Juaadl (FEM) azlall 1Y)

shes ) ) sleze¥Il @5 dode ¢ LL3YI Lia 3529 5LasY : (Autocorrelation) s UasSl 11 oLs ¥ 3929 HLas! -

(Wooldridge)

Wooldridge ;Las!:(3) Jouz!!

Wooldridge test for autocorrelation in panel data

HO: no first—-order autocorrelation
F( 1, 5) = 0.003
Prob > F = 0.9599
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Modified Wald L : (4) Jguzd!

Modified Wald test for groupwise heteroskedasticity

in fixed effect regression model

HO: sigma(i)”~2 = sigma”2 for all i
chi2 (06) = 1.3e+05
Prob>chi2 = 0.0000

Stata 13 &l pbee 1 ydual |
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(Prais-Winsten) 4as ks of 4alall g iuall cla Ll &aslay 7 3g0ill Slolas

rriall Bild! 7550 gl :(5)Jsisel!

Linear regression, correlated panels corrected standard errors (PCSEs)

Group variable: banknum Number of obs = 57
Time variable: B Number of groups = 6
Panels: correlated (unbalanced) Obs per group: min = 8
Autocorrelation: no autocorrelation avg = 9.5
Sigma computed by casewise selection max = 10
Estimated covariances = 21 R-squared = 0.4758
Estimated autocorrelations = 0 Wald chi2 (6) = 194.10
Estimated coefficients = 7 Prob > chi2 = 0.0000

Panel-corrected
ROA Coef. Std. Err. 4 P>|z| [95% Conf. Interval]
BCM .3053012 .1691288 1.81 0.071 -.0261852 .6367876
CBD .29048 .1190709 2.44 0.015 .0571053 .5238546
OCN 1.348915 1.150969 1.17 0.241 -.9069435 3.604774
SSB .2771821 .3052765 0.91 0.364 -.3211488 .8755129
BSZ -.7154618 .1567232 -4.57 0.000 -1.022634 -.4082899
SZE -.0346114 .0599552 -0.58 0.564 -.1521213 .0828986
_cons 4.037954 1.787771 2.26 0.024 .5339867 7.541921
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ROA BCM CBD OCN SSB BSZ SZE
ROA 1.0000
BCM -0.0964  1.0000
CBD -0.1256  0.5783  1.0000
OCN -0.2035 -0.3466 -0.2849 1.0000
SSB 0.0015 0.6789 0.4854 -0.8381 1.0000
BSZ -0.5422 0.6411 0.6550 0.1033 0.3318 1.0000
SZE -0.0081  0.4040 0.1219 -0.6292 0.6607 0.0953 1.0000
Variable Obs Mean Std. Dev. Min Max
ROA 57 1.160247 1.025438 .0142717 3.829864
BCM 57 3.421053 1.308589 2 7
CBD 57 5.017544 1.382173 3 7
OCN 57 .4692982 .2670798 .2 .99
SSB 57 4.912281 .9870718 3 6
BS7Z 57 9.140351 1.673732 5 11
SZE 57 24.11699 1.69609 20.72501 26.32537
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