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Abstract
The main objective of the study is to measure the determinants of Islamic banking profitability in Bangladesh. I used eight commercial banks offering Shariah-based banking services in full fledge in Bangladesh in the study. Standard Bank Ltd and Global Islamic Bank were excluded as these two came into Islamic banking operations in 2021. The paper uses three profitability measures: ROA, ROE, and NIM. Capital adequacy ratio, Credit risk ratio, liquidity ratio, operational efficiency ratio, and bank size were used as bank-specific variables GDP growth rate, interest rate, and the inflation rate was used as macro-economic variables. The paper applied a panel effect regression model. The results found that only the capital adequacy ratio significantly affects the ROA of Islamic banks in Bangladesh. No other variable has been found significant to explain the profitability of Islamic banks in Bangladesh. In the case of the ROE model, Credit risk (LLPTL), operational efficiency, and bank size significantly influence ROE. The result for the profitability indicator NIM shows that credit risk (LLPTL), liquidity, operational efficiency, and bank size affect NIM significantly. From the macroeconomic variable perspective, it has been found that only the inflation rate significantly affects net interest margin but others variables remain insignificant.
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[bookmark: _Toc76373065]Introduction
Bank has an important role in the economic. A profitable banking system facilitates economic development. To have a profitable banking system, we must know about which are the factor that determine profitability. Once we know the factor that effect profitability then we can work on those factors to have a profitable banking system. As most of the people in Bangladesh are Muslim so Islamic banking system are very much popular here. Currently there are ten full-fledged Islamic banks in Bangladesh. Furthermore, many of the conventional bank has opened branches which operate based on the Islamic Sharia law. That’s one the main reason I have choose to know about which factor determines the profitability of Islamic banks in Bangladesh.  
[bookmark: _Toc76373066]Origin of the study
This project paper is originated because it is a post-graduation requirement to do an internship or a final project paper to complete the BBA program in UIU. The paper was prepared under the supervision of Muhammad Enamul Hoque, Assistant professor of United International University. Project paper or internship is usually done after completing all the other courses. The reason to do this paper is to teach students about how to do research to solve the problem in real life. The other reason is to let students know about real scenario of the business industries. 
[bookmark: _Toc76373067]Objective of the study
The objective of the report is to measure the determinants of Islamic banking profitability   in Bangladesh. This project paper will help to develop overall view how Sharia bank in Bangladesh are performing. The other objectives of the studies as follows:
1. To know about the Islamic banking industry.
2. To find out the present performance of the Islamic bank.
3. To find out how profitability measured in banking industry.
[bookmark: _Toc76373068]Methodology of the study
Secondary data sources were used to do this project paper. Data of the ratios were collected from annual report of each bank if not found then calculated. For sample data I have used eight Islamic banks in Bangladesh. Brief discussion of data source is in the methodology of the study chapter.
The paper considers the three profitability indicators namely ROA, ROE and NIM. There were six bank specific variable and three macro-economic variables which described in the methodology of the study chapter. As I have used three profitability indicators so there were three model. To measure the profitability of the Islamic bank in Bangladesh I have used panel regression model.
[bookmark: _Toc76373069]Scope and Limitations of the Study
There will be always some limitations to conduct any research or project. This one isn’t an exceptional one also. There were lack of research paper on this topic in Bangladesh, also time constrains is always there to complete a paper.
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[bookmark: _Toc76373071]Background of the study
Bank by this word we understand an organization that accept deposit from various people then lend this money in profitable investment. The gap between cost of deposit and profit received from investment is the way banks make profit. In a country we see many types of bank which are central bank, Government owned banks, Private banks, Islamic banks, Retail Banks, Agent Banks, Mutual banks, Investment banks, Union banks, Specialized banks, Foreign banks and Online banks. Where the central bank is the father of all the banks remains visible for controlling their activities. But Islamic banks are different from conventional banks as Islamic bank operates based on Islamic Sharia law.
Islamic banking has a long history. For this Ummah it started in the seventh century. The last Prophet of Islam Muhammad’s (Peace be upon him) first wife Khadija (Peace be upon him), was business women. She was using many principles that today Islamic banking use. After a while the revelation came from Allah through Gibreel (Peace be upon him) to Muhammad (Peace be upon him) that Allah has prohibited Interest and allowed business. So Muslim has to do business according to Sharia guideline. They stopped to accept or to provide interest to anyone. They are not even allowed to write or to be witnessed of the interest transaction.  Bank has become an essential part of today’s life. To facilitate this need Muslim has evolved a system which is called Islamic banking that completely prohibit any sort of interest receive or disbursement. The first modern commercial Islamic was established in the year of 1975 with the name of Dubai Islamic Bank.
Islami Bank Bangladesh Limited is the first Sharia based bank in the Southeast Asia. It was established in the year of 1983. From the latest information gained from central bank of Bangladesh currently there are 10 full-fledged Islamic in Bangladesh. The name of the Banks is Islami Bank Bangladesh Limited (IBBL), First-Security Islami Bank Limited (FSIBL), Al-Arafah Islami Bank Limited, Social Islami Bank Limited (SIBL), Shahjalal Islami Bank Limited (SJBL), Export Import Bank of Bangladesh(EXIM), Union Bank Limited(UB), Standard Bank Limited(SBL), Global Islami Bank Limited (GIBL) and ICB Islami Bank Limited.
In Bangladesh, two types of bank business are operating, namely sharia bank and conventional bank. Islamic finance industry in Bangladesh has been in existence since March 30 1983 with the establishment of Islami Bank Bangladesh Limited. Bangladesh has a mixed banking system comprising nationalized, private and foreign commercial bank. At present there are 61 scheduled banks in Bangladesh consist 6 state owned commercial banks, 3 specialized banks, 43 private commercial banks and 9 foreign commercial banks. Private commercial banks can be classified into 2 groups: conventional bank and Islamic Sharia based bank. Conventional bank performs banking functions in conventional fashion i.e. interest based operation. Islamic sharia bank executed banking activities accordingly Islamic sharia based principle i.e. Profit-Loss Sharing mode. 
Islamic banking is a very much growing sector, while interest based banking is an old system. But Islamic banking has gained popularity that there are more than 3 hundred Islamic financial institutions in the world. More than 80 countries are using Islamic banking system. According to data of the year 2020 Islamic finance is a $2.5 trillion industry.
The definition of Islamic bank, as sanctioned by the organization of Islamic cooperation, is described. "An Islamic bank is a financial institution whose status, rules and procedures expressly state its commitment to the principle of Islamic Shariah and to the banning of the receipt and payment of interest on any of its operations"
A profitable banking system provides economic growth to a country and stable the whole financial system of the country. So we must know which factor are there which influence the profitability. After consultation with my supervisor he asked me to investigate about which factor influence the profitability of Bangladesh Islamic banking. There is enormous research is done on conventional banking but there is a lack of research in Islamic banking in Bangladesh.
The project paper examines the influence of bank specific and macro-economic factor of the Shariah banks in Bangladesh. The period this paper is used are 2015 to 2019. The bank specific factor is Capital adequacy ratio (CAR), Non-performing loan to Gross loan (NPL/GL), Loan loss provision to Total loan (LLP/TL), Total assets to Total liquidity (TA/TL), Operating efficiency ratio and Bank size. The macro-economic factor that has been used in this thesis are GDP growth rate(GDP), Inflation rate(INF) and Real interest rate(IR). The profitability determinants are Return on assets (ROA), Return on equity (ROE) and Net interest margin (NIM).
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(Paulin & Sudarso Kaderi Wiryono, 2015) did a research to know about which factor effect profitability of Islamic sharia bank in Indonesia. They have worked for the period of 2009 to 2013. In their paper they have used quantitative analysis with CAMEL method. They have analyzed sample data by using SPSS. Their sample data has passed the classical assumption test and multiple linear regression to know about the feasibility of the model. (Paulin & Sudarso Kaderi Wiryono, 2015) has found that BOPO, NIM and PPAP compliance influence the profitability indicator ROA of Islamic banks in Indonesia simultaneously and partially. From their research they have come to conclusion that BOPO gives negative and significant effect to ROA while NIM and PPAP compliance gives positive and significant effect to ROA. Remaining variables such as NPF, FDR, NPA, EA and LIQD only influence profitability indicator ROA of Islamic banks in Indonesia at one time. 
(Chowdhury & Mohamed Eskandar, 2015) did a comprehensive study on 44 Islamic Banks? Their sample data region was Asian and African. They have used ordinary least square method for their research. In their research they have used both bank specific variables and macro-economic variables. Research found that independent variable operating efficiency ratio is negative and significant to the profitability of Islamic banks. But capital adequacy ratio is positive and found to be significant to the profitability. Other independent variables such as credit risks and liquidity risks are not significant on the performance of Islamic bank from the region of Asian and African. Relationship between bank size and Islamic banks profitability is close to zero. In case of macroeconomic variable results indicate that inflation have positive and significant impact while GDP has no significant impact on the profitability.
A comprehensive study made by (Noman, 2015) investigating profitability of Islamic bank in Bangladesh. In his paper he has used both pool regression model and system GMM. In his paper he more focused on the pool regression model. He found pool regression model more effective and useful for his research. He has taken consider both bank specific variables and macro-economic variables. From three of the profitability indicator such as ROAA, ROAE and NIM the paper preferred ROAA over this three. (Noman, 2015) found that independent variables like credit risk, capital adequacy ratio, operating efficiency ratio, bank size and investment factor has an effect on the profitability of Islamic banks in Bangladesh. But there is a different incase of effect, some independent factor effect positively while others effect negatively. Specifically, the effect of bank size is positive and the effect of credit risk, loan ratio, operating efficiency ratio, capital adequacy ratio is negative on the profitability of Islamic banks in Bangladesh. The study has found that macroeconomic determinants such as GDP growth rate, stock market turnover, inflation and real interest rate is insignificant to the profitability indicator. This result shocked the researcher. The effect of the GDP growth rate and stock market turnover is positive. Inflation rate and real interest rate effect profitability negatively. The study further finds that implementation of Basel II accord does not increase profitability of the Islamic bank in Bangladesh.
(Javaid & Alalawi, 2018) examined bank specific, industry specific and macroeconomic factors. They have taken nine Islamic banks from the region of Saudi Arabia. Their research period was 2000 to 2013. In their research they used bank specific, Industry specific and macro-economic determinants. They used fixed effect model of regression in their research. The study reveals that capital adequacy, asset quality, management quality and leverage ratio effect profitability significantly and positively. Whereas, the bank size and LDR (liquidity ratio) found to be insignificant but positively affects profitability. CTAR (liquidity ratio) effect profitability negatively and insignificantly. Result for the operating efficiency ratio (OER) is that this variable is highly significant to the profitability indicator but the effect is negative. The study found that banking sector in Saudi Arabia is highly competitive. The results for the macro-economic determinants reveal that inflation is negatively and insignificantly related to profitability. But GDP growth and money supply is significant and negatively associated with profitability of Islamic banks in Saudi Arabia.
(Rizal & Azidni Rofiqo, 2020) has done a research to know about the influential factor on the profitability of Sharia Banks. For sample they have taken 14 Sharia banks. Their analysis period was 2011 to 2020. The analysis technique used in this study is panel data linear regression. The study shows that CAR, NPF and BOPO influence profitability significantly. Whereas CAR is positively significant NPF and BOPO is negatively significant. But FDR has no effect on profitability. 
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The primary data source of this thesis paper is secondary. I have searched each bank official websites to collect the data. Data of ratios directly collected from annual report if not found then calculated. Data of macroeconomic variables such as GDP growth rate, Inflation rate and Interest rate are directly collected from the official website of World Bank. Data for literature review and variable specifications are collected from the research papers and Investopedia as well as other sources if necessary. 
The sample of this study are 8 sharia banks in Bangladesh which are:
	Serial no
	Name of the banks

	1. 
	Islami Bank Bangladesh Limited (IBBL)

	2. 
	First-Security Islami Bank Limited (FSIBL)

	3. 
	Al-Arafah Islami Bank Limited (AIBL)

	4. 
	Social Islami Bank Limited (SIBL)

	5. 
	Shahjalal Islami Bank Limited (SJIBL)

	6. 
	Export Import Bank of Bangladesh(EXIM)

	7. 
	Union Bank Limited(UB)

	8. 
	ICB Islami Bank Limited (ICBIBL)



[bookmark: _Toc76373076]Variable Specifications
Dependent Variables: Profitability ratios are ratios to measure a company's ability to generate profits at the level of sales, assets and share capital. In the discussion of profitability, there are three ratios that are often discussed namely net profit margin, return on asset, and return on equity. The thesis paper has used three of this variable.
Return on Assets (ROA): ROA tells us that how much net income is generated against their total assets. A bank with higher ROA ratio means that the bank is in a position to accept deposit at low cost, then turning this deposit in profitable investments. Good ROA is known to be good for the bank. By just looking at the bank ROA we can say that this bank is profitable or facing losses. In this report ratio of ROA directly collected from the annual report of each bank.
Return on Equity (ROE): ROE tells us how much return shareholder will get against their equity investment. Banks that uses their equity capital efficiently then this bank will automatically have higher ROE. After reviewing the previous studies on profitability determinants it can be said that this is one of the most important profitability measure. The ratio of ROE directly collected from the annual report of SJIBL, IBBL, EXIM bank, AIBL for rest of the bank it was calculated by dividing net income by total shareholder equity.
Net Interest Margin (NIM): NIM is a ratio that tells us how much net interest income is earned from uses of fund i.e. investment against sources of fund i.e. deposit. Good NIM gives confident to the investor while low NIM make uncertain investor about their investment.  
A bank with positive NIM tells us that this bank has higher interest income then interest expense and vice versa. In this study ratio of NIM calculated by deducting investment income from profit paid on deposit and borrowing then dividing the result with total investment.
Bank Specific Variables and Macro-Economic variables 
This thesis paper has both bank specific and macroeconomic variables. Bank specific variables parameters are Capital Adequacy, Credit Risk, Liquidity, Operating efficiency and Bank size. Macro-economic variables are GDP Growth Rate, Interest Rate and Inflation Rate. 
Capital Adequacy:  A good capital adequacy suggests that this bank is in above solvency. This bank has the ability to withstand financial shock or crisis. The central bank also has good assumption when a bank has good capital adequacy ratio. Moreover, a lower capital adequacy suggests that this bank has low capacity to withstand financial crises and it losses confident of depositor. Lower capital adequacy also suggests that this bank has higher cost of fund. So when a bank has lower capital adequacy than this mean that the bank has lower profitability potential. We expect that this ratio will have a positive relationship with the profitability. For this study capital adequacy was directly collected from the annual report of each bank.
Credit Risk: To measure credit risk I have used ratios of Non-performing loan to gross loan (NPLGL) and Loan loss provision to total loan (LLPTL).  
NPLGL is a ratio used to measure the ability of bank management to manage problematic financing provided by banks. NPL is one of the biggest problems for banks because it is the main cause of bank failures. NPL increases, the risk of problem financing for the bank. The risk of financing can increase if the bank provides loan to customers who are not right so that the funds provided are not returned. An increasing NPLGL ratio will reduce the level of bank performance and operations, so that the level of profitability obtained by banks will also decline. NPLGL is collected from the Annual Report of all banks.
LLPTL where LLP (loan loss provision) is the amount a bank keeps for provision against their loan losses. LLPTL ratio tells us about how much provision for loan loss a bank kept. This result is indicated in percentage. This reduce profitability of any bank so it is expected that coefficient will be negative. The greater the financial institutions exposure towards high – risk loans, the higher would be the accumulation of unpaid loans resulting in a lower profitability. LLPTL is calculated by dividing loan loss provision to total loan.
Liquidity: To measure liquidity risk I have divided Total loans by Total assets. Loan generates income for the bank so this increase profitability. The more a bank can generate loan from their deposit the greater will be the profit of the bank. But if major portion of the money is invested then there is a possibility that the bank will face liquidity risk. A bank must keep the amount that they need to operates day to day activity. After keeping adequate money for day to day activity then the remaining portion must be invested in profitable project. Thus a bank can achieve higher profitability. As there is a chance of liquidity risk the relationship with the profitability is not clear. It may vary bank to bank.
Operational Efficiency: By operating efficiency ratio we get to know about how efficiently a bank operates. If a firm has higher operating efficiency ratio, then this mean that firm has higher operating expense. Its making more operating expense then it should be. Furthermore, if a bank can maintain lower operating efficiency ratio then this mean that firm has lower operating expense. A productive bank will have lower operating efficiency ratio. It’s expected that profitability will have negative relationship with operating efficiency ratio. For this paper operating efficiency is calculated by dividing operating expense with operating income. 
Bank Size: In this paper bank size is calculated by natural logarithm of the value of total assets. It is expected that bank size will affect the profitability of any bank.  From the previous literature nothing can be said weather big size of the bank effect profitability positively. But It is well known that if a bank is consistently expanding its size then this effect profitability positively. With the growing size bank has to efficiently operate in order to avoid negative effect on the profitability.  
GDP Growth: GDP is an important indicator of profitability because it has association with the demand of loan and supply of the deposit. If GDP of a country growing, then people have more money in their hand this result increase in the deposit as bank has more money than they can increase their investment loan, and vice versa.  So a growing GDP is expected to affect profitability positively. GDP growth rate of Bangladesh is collected from the World Bank official website.
Interest Rate: A real interest rate is a country interest rate. This rate of interest is being adjusted with inflation. The formula of real interest rate stated in Fisher equation, (Nominal Interest-Inflation rate). High real interest rate effect profitability positively if large portion of income of the Islamic bank come from direct investment. High real interest rate can also reduce the demand of loan so in that case real interest rate effect profitability negatively. Interest rate also collected from world bank website.
Inflation rate: Inflation rate has an association with interest rate. If there is high inflation rate, then it means that high loan interest rate so it influences profitability positively. To have the positive effect of inflation rate a bank must adjust inflation rate with interest rate. Inflation rate also collected from World Bank website.
[bookmark: _Toc76373077]Model Specification
Model for the study are,
 
Where Zit = (ROA, ROE and NIM) any of this three.
Model 01
 
Model 02
 
Model 03
 
where i refer to an individual bank; and t refers to year; ROA, ROE and NIM refers to the three dependent variables; CARs refer to capital adequacy ratio; NPLGL and LLPTLP measures credit risk; TLTAR measures liquidity; OER measure operational efficiency; LNTA refers to bank size. GROWTH refers to GDP growth rate; INF refers to Inflation rate and RIR refers to Interest rate.  stands for error term.
Later on Model 01, Model 02 and Model 03 evaluated by random effects regression model. In the study I have used random effect regression model. The use of random effect regression model rather that fixed effect regression model has been tested with Hausman test. 
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The table 01 presents mean, median, minimum, maximum, standard deviation, coefficient of variation, Skewness and Ex. Kurtosis value of all variables i.e. dependent, bank-specific and macro-economic. 
Table 01: Summary Statistics
	Variables
	Mean
	Median  
	Minimum
	Maximum
	Std. Dev.
	C.V.            
	Skewness
	Ex.kurtosis

	ROA
	0.010    
	0.007
	0.003
	0.042
	0.009
	0.847
	2.199 
	4.205

	ROE
	0.101        
	0.103      
	0.014
	0.161
	0.034633
	0.342
	-0.608       
	0.177

	NIM
	0.028 
	0.032
	-0.010 
	0.044
	0.012792        
	0.443
	-1.786        
	2.899

	CAR
	-0.036    
	0.118
	-1.331
	0.160
	0.43314
	11.75
	-2.308       
	3.424

	NPLGL
	0.135       
	0.046
	1.900  
	0.840
	0.25101         
	1.85
	2.262         
	3.197

	LLPTL
	0.006
	0.006
	-0.002    
	0.015
	0.0032688        
	0.488
	-0.052
	0.688

	Liquidity
	0.810
	0.810
	0.729    
	0.894
	0.040003       
	0.049     
	0.108
	-0.543

	BOPO
	-0.245    
	0.480
	-20.39
	6.213
	4.4490         
	18.11
	-3.772
	13.841

	Bank size
	11.29
	11.433
	10.05
	12.05
	0.53227       
	0.047     
	-1.284
	0.990

	GDP
	0.073    
	0.072
	0.065
	0.081
	0.0057192       
	0.077   
	-0.081
	-1.256

	IR
	0.041    
	0.038
	0.030
	0.055
	0.0092098        
	0.221    
	0.338        
	-1.445

	INF
	0.057    
	0.055
	0.055
	0.061
	0.0025368       
	0.044      
	1.268      
	-0.089


Where, ROA stands for return on assets, ROE stands for return on equity, NIM stands for net interest margin, CAR stands for capital adequacy ratio, NPLGL, LLPTL stands for credit risk ratio, liquidity ratio, BOPO stands for operational efficiency ratio, Bank size stands for bank size ratio, GDP refers to GDP growth rate, IR refers for Interest rate and INF refers for inflation rate.
Dependent Variables:
Means of profitability indicator ROA, ROE and NIM are 0.010, 0.101 and 0.028 respectively. Coefficient of variation of profitability indicators are less than 1 and the difference between minimum value and maximum value is low which implies that there is low fluctuation in profitability. As we know that C.V.>1 indicates a relatively high variation, while a C.V.<1 can be considered low. 
ROA and NIM are highly skewed while ROE is moderately skewed. ROE and NIM has lighter tails than a normal distribution ROA has heavier tails than a normal distribution.
Bank-Specific Variables:
Mean of bank size amidst all the bank-specific variables is largest (11.29) and its C.V. is less than 1 which says that there is low discrepancy among bank size of Islamic banks in Bangladesh. CAR, NPLGL and BOPO means are -0.036, 0.135 and -0.245 gradually. Gap between minimum and maximum value is high which interpret that there is high variation in Capital adequacy ratio, Credit risk ratio and Operational efficiency ratio of Islamic banks in Bangladesh. This interpretation is supported by the value of C.V. As we can see in the table 01 that C.V. of this three variables are greater than 01. As of LLPTL and liquidity ratio shows a mean of 0.006 and 0.810 respectively. C.V. of these two variables are 0.488 and 0.049 which is below 01 so there is low variation in LLPTL i.e. credit risk ratio and liquidity ratio of Islamic banks in Bangladesh.
CAR, NPLGL, BOPO, bank size is highly skewed where LLPTL and liquidity ratio is fairly symmetrical. CAR, NPLGL and BOPO dataset has heavier tails than a normal distribution where LLPTL, liquidity ratio and bank size has lighter tails than a normal distribution. 
Macro-Economic Variables:
From the macroeconomic perspective, over the period the average GDP growth rate, Interest rate and Inflation rate are 0.073, 0.041 and 0.057 gradually. Standard deviation of GDP growth rate, Interest rate and Inflation rate are 0.0057, 0.0092 and 0.0025 respectively. Among all the macro-economic variables their C.V. is below 01 that means there is low variance in GDP growth rate, Interest rate and Inflation rate. 
GPD growth rate and Interest rate are fairly symmetrical where Inflation rate is highly skewed. All macro-economic variables Ex. Kurtosis is below 03 so the data set has lighter tails than a normal distribution.  
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Table 02: Regression Results of Model 1 (ROA)
	 Variables
	Coefficient 
	Std. Error
	Z
	P-Value
	

	Const
	0.0971712
	0.154108       
	0.6305   
	0.5283
	

	CAR
	−0.0468109     
	0.0206490     
	−2.267    
	0.0234  
	**

	NPLGL
	0.00309398    
	0.0308096      
	0.1004   
	0.9200
	

	LLPTL
	−0.325947      
	0.403325      
	−0.8081   
	0.4190
	

	Liquidity
	0.0164763     
	0.0245805      
	0.6703   
	0.5027
	

	OER
	−0.000129941   
	0.000213844   
	−0.6076   
	0.5434
	

	Bank Size
	−0.0128238     
	0.0129987     
	−0.9865   
	0.3239
	

	GDP
	0.107389      
	0.261278       
	0.4110   
	0.6811
	

	IR
	−0.0249689     
	0.0865931     
	−0.2883   
	0.7731
	

	INF
	0.486046      
	0.475573       
	1.022    
	0.3068
	

	
	Effects Specification

	Mean dependent var
	0.010775   
	S.D. dependent var 
	0.009134

	Sum squared resid
	0.012523   
	S.E. of regression
	0.020780

	Log-likelihood
	104.6243   
	Akaike criterion 
	−185.2485

	Schwarz criterion 
	−164.9820   
	Hannan-Quinn
	−177.9208

	Rho
	−0.047699   
	Durbin-Watson
	1.600076


Where, ROA stands for return on assets, CAR stands for capital adequacy ratio, NPLGL, LLPTL stands for credit risk ratio, liquidity stands for liquidity ratio, BOPO stands for operational efficiency ratio, Bank size stands for bank size ratio, GDP refers to GDP growth rate, IR refers for Interest rate and INF refers for inflation rate.
Capital Adequacy Ratio (CAR): The result for CAR is that this variable is significantly relates with ROA. But the effect of CAR is negative (−0.0468109).  As CAR affect the profitability negatively and significantly so Islamic bank in Bangladesh must not increase CAR for increasing the profitability measure ROA. The result of the coefficient tells us that if CAR is increases by one then ROA is expected to decrease by (−0.047) holding all the other independent variables constant.
Credit Risk Ratio (NPLGL): The NPLGL is positively related with ROA but influence is insignificant. This result is unanticipated as we know that NPLGL influence ROA negatively. The findings of the coefficient tell us that if NPLGL is increases by one then ROA is expected to increases by (0.003) holding all the other independent variables constant.
Credit Risk Ratio (LLPTL): As expected the coefficient of LLPTL ratio is negative, suggesting that Islamic banks with higher credit risk tend to exhibits lower profitability levels. But the result suggests that effect of credit risk to ROA is insignificant which indicates that there is no impact of credit risk on the profitability measure ROA. The findings of the coefficient tell us that if LLPTL is increased by one then ROA is expected to decreases by (−0.326) holding all the other independent variables constant.
Liquidity Ratio: The liquidity ratio is positively related with ROA but proved to be insignificant with the profitability indicator ROA. This means that bank has a lot of loan which generates profit for them. The coefficient tells us that if Liquidity ratio is increased by one then ROA is expected to increase by (0.016) holding all the other independent variables constant.
Operational Efficiency Ratio (OER): The result of the operational efficiency ratio is negative which means that Islamic bank in Bangladesh make more operating expense than it should be. But the influence of the operational efficiency ratio is insignificant to ROA. Islamic bank in Bangladesh must operate their business more cost efficiently. The findings of the coefficient tell us that if OER is increased by one then ROA is expected to decreases by (−0.0001) holding all the other independent variables constant.
Bank Size: The coefficient of the bank size is negative and insignificance with ROA. Meaning that big size of the bank does not affect profitability of the bank. Islamic banks in Bangladesh should not think to increase bank size if they want to increase profit. They may increase the bank size with efficient operation this might cause positive effect to the profitability. Holding all the other independent variables constant if Bank size is increased by one then ROA is going to decrease by (−0.013)
GDP Growth Rate: GDP growth rate tells us economic condition of a country. The result found insignificant positive association between GDP growth rate and profitability measure ROA. The coefficient tells us that if GDP growth rate is increased by one then ROA is expected to increase by (0.107) holding all the other independent variables constant.
Interest Rate: The effect of interest rate on ROA is negative but insignificant. This implies that high interest rate demotivated loan seeker this resulted fall in the demand of loan. Moreover, loan seeker has less interest to take loan at this interest rate. Holding all the other independent variables constant if Interest rate is increased by one then ROA is expected to decreases by (−0.025).

Inflation Rate: Inflation rate is positively related with profitability measure ROA but the effect is insignificant. High inflation rates are generally associated with high interest rate and therefor high income. Holding all the other independent variables constant if Inflation rate is increases by one then ROA is going to Increase by (0.486). 
Table 03: Regression Results of Model 2 (ROE)
	 Variables
	Coefficient 
	Std. Error
	Z
	P-Value
	

	Const
	−1.69812      
	0.574867      
	−2.954    
	0.0031   
	***

	CAR
	0.0225401    
	0.0942689      
	0.2391   
	0.8110  
	

	NPLGL
	−0.0327420    
	0.129423      
	−0.2530   
	0.8003
	

	LLPTL
	−5.25115      
	1.40614       
	−3.734    
	0.0002
	***

	Liquidity
	0.137164     
	0.100255       
	1.368    
	0.1713  
	

	OER
	−0.00232877   
	0.0008011        
	−2.907  
	0.0037
	***

	Bank Size
	0.134374     
	0.0499693      
	2.689   
	0.0072  
	***

	GDP
	−0.135859     
	1.09593       
	−0.1240   
	0.9013
	

	IR
	−0.159593     
	0.360839      
	−0.4423   
	0.6583  
	

	INF
	1.12189      
	2.01222        
	0.5575   
	0.5772  
	

	
	Effects Specification

	Mean dependent var
	0.101177   
	S.D. dependent var 
	0.034633

	Sum squared resid
	0.342275   
	S.E. of regression
	0.108640

	Log-likelihood
	38.46284   
	Akaike criterion 
	−52.92568

	Schwarz criterion 
	−32.65913   
	Hannan-Quinn
	−45.59793

	Rho
	−0.141679   
	Durbin-Watson
	1.866478


Where, ROE stands for return on equity, CAR stands for capital adequacy ratio, NPLGL, LLPTL stands for credit risk ratio, liquidity stand for liquidity ratio, BOPO stands for operational efficiency ratio, Bank size stands for bank size ratio, GDP refers to GDP growth rate, IR refers for Interest rate and INF refers for inflation rate.
Capital Adequacy Ratio(CAR): The result for CAR is that this variable is not significantly relates with ROE and the effects of CAR is positive (0.0225401).  As CAR effect the profitability positively so Islamic Banks can increase CAR if they want to increase profitability. But insignificant of the effect should be taken into consideration. The result of the coefficient tells us that if CAR is increased by one unit  then ROA is expected to increase by (0.023) holding all the other independent variables constant.
Credit Risk Ratio (NPLGL): As expected NPLGL is negatively relates with ROE. But influence of NPLGL to ROE is insignificance. Holding all the other independent variables constant if NPLGL is increased by one then ROE is expected to decreases by (−0.032).
Credit Risk Ratio (LLPTL): As expected the coefficient of LLPTL ratio is negative. It suggests that Islamic banks with higher credit risk tend to exhibits lower profitability levels. The findings reveal that effect of credit risk to ROE is significant which indicates that there is an impact of credit risk on the profitability measure ROE. The coefficient tells us that if LLPTL  increases by one unit then ROE is expected to decrease by (−5.251) holding all the other independent variables constant.
Liquidity Ratio: The liquidity ratio is positively related with ROE but proved to be insignificant with the profitability indicator. This means that bank has a lot of loan which generates profit for them. The coefficient tells us that if liquidity ratio is increased by one unit then ROE is expected to increase by (0.137) holding all the other independent variables constant.
Operational Efficiency Ratio (OER): The result of the operational efficiency ratio is negative which means that Islamic bank in Bangladesh make more operating expense than it should be. Influence of the operational efficiency ratio is found to be significant to ROE. Result suggest that Islamic bank in Bangladesh must operate their business more cost efficiently. The findings of the coefficient tell us that if OER is increased by one unt then ROE is expected to decreases by (−0.002) holding all the other independent variables constant.
Bank Size: The coefficient of the bank size is positive and significance with ROE. Meaning that big size of the bank does affect profitability of the bank. So, Islamic banks in  Bangladesh should think to increase bank size if they want to increase profit. They may increase the bank size with efficient operation this will result positive effect to the profitability. Holding all the other independent variables constant if Bank size is increased by one unit then ROE is going to increase by (0.134).
GDP Growth Rate: GDP growth rate tells us economic condition of a country. The result found insignificant negative association between GDP growth rate and profitability measure ROE. The coefficient tells us that if GDP growth rate is increased by one percentage then ROE is expected to decrease by (-0.136) holding all the other independent variables constant.
[bookmark: _GoBack]Interest Rate: The effect of interest rate on ROE is negative but insignificant. This implies that high interest rate demotivated loan seeker this resulted fall in the demand of loan. Moreover, loan seeker has less interest to take loan at this interest rate. Holding all the other independent variables constant if Interest rate is increased by one percentage  then ROE is expected to decreases by (−0.159).
Inflation Rate: Inflation rate is positively related with profitability measure ROE and the effect is insignificant. High inflation rates are generally associated with high interest rate and therefor high income. Holding all the other independent variables constant if Inflation rate is increased by one percentage then ROE is going to increase by (1.122)
Table 04: Regression Results of Model 3 (NIM)
	 Variables
	Coefficient 
	Std. Error
	Z
	P-Value
	

	Const
	0.360141      
	0.0649238      
	5.547    
	2.90e-08  
	***

	CAR
	0.0195930     
	0.0131813      
	1.486    
	0.1372   
	

	NPLGL
	−0.00706189    
	0.0187251     
	−0.3771   
	0.7061   
	

	LLPTL
	1.08687       
	0.139152       
	7.811    
	5.69e-015
	***

	Liquidity
	−0.0404814     
	0.0130707     
	−3.097    
	0.0020    
	***

	OER
	0.000448200   
	9.91335e-05    
	4.521    
	6.15e-06  
	***

	Bank Size
	−0.0240653     
	0.00660102    
	−3.646    
	0.0003    
	***

	GDP
	−0.0871996     
	0.159243      
	−0.5476   
	0.5840   
	

	IR
	0.0434444     
	0.0523974      
	0.8291   
	0.4070   
	

	INF
	−0.659951      
	0.268614      
	−2.457    
	0.0140    
	**

	
	Effects Specification

	Mean dependent var
	0.028826   
	S.D. dependent var 
	0.012792

	Sum squared resid
	0.004198   
	S.E. of regression
	0.012032

	Log-likelihood
	126.4831   
	Akaike criterion 
	−228.9662

	Schwarz criterion 
	−208.6997   
	Hannan-Quinn
	−221.6385

	Rho
	0.004748   
	Durbin-Watson
	1.744952


Where, NIM stands for net interest margin, CAR stands for capital adequacy ratio, NPLGL, LLPTL stands for credit risk ratio, liquidity stand for liquidity ratio, BOPO stands for operational efficiency ratio, Bank size stands for bank size ratio, GDP refers to GDP growth rate, IR refers for Interest rate and INF refers for inflation rate.
Capital Adequacy Ratio(CAR): The result for CAR is that this variable is not significantly relates with the profitability measure NIM and the effects of CAR is positive (0.0195930).  As CAR effect the profitability positively so Islamic Banks can increase CAR if they want to increase profitability. But insignificant of the effect should be taken into consideration. The result of the coefficient tells us that if CAR is increased by one unit then ROA is expected to increase by (0.019) holding all the other independent variables constant.
Credit Risk Ratio (NPLGL): As anticipated NPLGL is negatively relates with NIM. But influence of NPLGL to NIM is insignificance. Moreover, holding all the other independent variables constant if NPLGL is increased by one unit then NIM is expected to decreases by (−0.007).
Credit risk ratio (LLPTL): The coefficient of LLPTL ratio is positive. Suggesting that Islamic banks that keep good provision to cover the estimated loss leads to higher profitability levels. The findings reveal that effect of credit risk to NIM is significant which indicates that there is an impact of credit risk on the profitability measure NIM. The coefficient tells us that if LLPTL is increased by one unit then NIM is expected to increase by (1.087) holding all the other independent variables constant.
Liquidity ratio: The liquidity ratio is negatively related with NIM and proved to be significant with the profitability indicator NIM. Negative association with the profitability measure NIM indicates that banks liquidity level is low that caused funding cost to be increased as a result profitability declined. The coefficient tells us that if Liquidity ratio is increased by one then NIM is expected to decrease by (−0.040) holding all the other independent variables constant.
Operational Efficiency Ratio (OER): The result of the operational efficiency ratio is positive and the influence is found to be significant to NIM. Result suggest that Islamic bank in Bangladesh operate their business cost efficiently. The findings of the coefficient tell us that if OER is increased by one then NIM is expected to increases by (0.0004) holding all the other independent variables constant.
Bank Size: The coefficient of the bank size is negative and significance with NIM. Meaning that big size of the bank does not affect profitability of the bank. So Islamic banks in  Bangladesh should not think to increase bank size if they want to increase profit. They may increase the bank size with efficient operation this might cause positive effect to the profitability. Holding all the other independent variables constant if Bank size is increased by one then NIM is going to decrease by (−0.024) 
GDP Growth Rate: GDP growth rate tells us economic condition of a country. The result found insignificant negative association between GDP growth rate and profitability measure NIM. The coefficient tells us that if GDP growth rate is increased by one then NIM is expected to decrease by (-0.087) holding all the other independent variables constant. 
Interest Rate: The effect of interest rate on NIM is positive but insignificant. This implies that high interest rate motivated loan seeker this resulted increase in the demand of loan. Moreover, loan seeker has interest to take loan at this interest rate. Holding all the other independent variables constant if interest rate is increased by one then NIM is expected to increases by (0.043). 
Inflation Rate: Inflation rate is negatively related with profitability measure NIM and the effect is significant. The result suggest that Islamic banks of Bangladesh does not anticipated inflation rate well and banks were sluggish in adjusting their interest rates as a result bank cost increases faster than bank revenues and hence adversely affected bank profitability. Holding all the other independent variables constant if Inflation rate is increased by one then NIM is going to decrease by (-0.659).
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The paper aims is to know about the determining factors that influence the profitability of the Islamic banks in Bangladesh. The study has taken eight Islamic banks operating in Bangladesh. Standard Bank Limited and Global Islamic Bank Ltd is excluded as these two started their operation in 2021.  The study has used random effect regression model. The research uses three profitability measure ROA, ROE and NIM.
The result shows that only capital adequacy ratio significantly influences ROA of Islamic banks in Bangladesh for the period of 2015-2019. The NPLGL and liquidity ratio influence ROA positively but their influence is insignificant. The LLPTL, BOPO and bank size influence ROA negatively their influence is also insignificant. The macro-economic variable has no significant effect on ROA, GDP growth rate and inflation rate positively affects ROA while the effect of interest rate is negative.
In case of profitability indicator ROE,  LLPTL, BOPO and bank size have significant effect on ROE. The capital adequacy ratio, liquidity ratio and bank size influence ROE positively while the influence of credit risk and operational efficiency is negative. The result shows that there is no significant effect on macro-economic variable. Where inflation rate effect is positive but the influence of GDP growth rate and Interest rate is negative with ROE.
In case of profitability measure of NIM, we found that LLPTL, liquidity ratio, operational efficiency and bank size influence NIM significantly while the effect of capital adequacy ratio and NPLGL is insignificant. The capital adequacy ratio, LLPTL and operational efficiency affect NIM positively but NPLTL, liquidity ratio and bank size effect NIM negatively. From the macro-economic variable perspective only Inflation has significant effect on NIM. GDP growth rate and inflation rate effect is negative but interest rate effect is positive. 
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Table A1: Values of Dependent, Bank-Specific & Macroeconomic variables for (AIBL)
	Al-Arafah Islami Bank Limited

	
	2019
	2018
	2017
	2016
	2015

	CAR
	13.88%
	14.38%
	12.28%
	14.41%
	15.30%

	ROE
	10.05%
	10.46%
	14.07%
	15.70%
	12.82%

	ROA
	0.64%
	0.73%
	0.99%
	1.23%
	1.08%

	BOPO
	44.82%
	49.41%
	43.28%
	35.60%
	36.44%

	Liquidity Ratio
	79.95%
	80.98%
	77.07%
	75.37%
	74.79%

	Bank size
	1158.10%
	1152.95%
	1150.41%
	1143.60%
	1136.00%

	NIM
	3.35%
	3.17%
	3.54%
	4.31%
	4.37%

	NPL/GL
	4.82%
	4.79%
	4.10%
	4.54%
	4.66%

	LLP/TL
	0.94%
	0.79%
	0.55%
	0.75%
	1.05%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%



Table A2: Values of Dependent, Bank-Specific & Macroeconomic variables for (EXIM)
	Export Import Bank of Bangladesh Limited (EXIM)

	
	2019
	2018
	2017
	2016
	2015

	CAR
	12.55%
	10.88%
	12.09%
	11.77%
	12.04%

	ROE
	8.48%
	8.35%
	12.19%
	11.78%
	8.68%

	ROA
	0.61%
	0.66%
	1.06%
	1.09%
	0.84%

	BOPO
	47.04%
	43.76%
	45.96%
	45.90%
	41.51%

	Liquidity Ratio
	89.41%
	88.90%
	82.85%
	82.39%
	81.13%

	Bank size
	1163.65%
	1157.00%
	1152.36%
	1146.41%
	1142.35%

	NIM
	1.96%
	2.45%
	2.32%
	3.28%
	3.67%

	NPL/GL
	4.33%
	5.11%
	5.32%
	5.23%
	4.69%

	LLP/TL
	0.48%
	0.86%
	0.13%
	0.35%
	1.24%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%












Table A3: Values of Dependent, Bank-Specific & Macroeconomic variables for (IBBL)
	Islami Bank Bangladesh Limited

	
	2019
	2018
	2017
	2016
	2015

	CAR
	12.95%
	11.97%
	11.30%
	10.82%
	11.66%

	ROE
	9.39%
	11.07%
	9.32%
	9.28%
	7.00%

	ROA
	0.50%
	0.64%
	0.55%
	0.59%
	0.44%

	BOPO
	48.70%
	48.28%
	52.24%
	55.34%
	48.10%

	Liquidity Ratio
	83.03%
	84.39%
	82.53%
	84.04%
	85.91%

	Bank size
	1205.77%
	1199.91%
	1195.40%
	1190.20%
	1186.08%

	NIM
	3.24%
	3.45%
	3.44%
	3.49%
	3.10%

	NPL/GL
	3.82%
	4.12%
	3.59%
	3.83%
	4.25%

	LLP/TL
	0.84%
	0.79%
	0.63%
	0.56%
	0.87%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%



Table A4: Values of Dependent, Bank-Specific & Macroeconomic variables for (FSIBL)
	First Security Islami Bank Bangladesh Limited

	
	2019
	2018
	2017
	2016
	2015

	CAR
	11.41%
	10.34%
	12.21%
	10.73%
	10.42%

	ROE
	13.50%
	11.93%
	11.81%
	13.11%
	8.80%

	ROA
	0.51%
	0.45%
	0.41%
	0.51%
	0.31%

	BOPO
	51.69%
	51.55%
	50.76%
	54.18%
	60.15%

	Liquidity Ratio
	87.20%
	88.03%
	84.02%
	79.80%
	78.17%

	Bank size
	1164.13%
	1157.08%
	1153.72%
	1147.95%
	1140.93%

	NIM
	2.62%
	2.84%
	2.93%
	3.04%
	2.70%

	NPL/GL
	4.94%
	3.34%
	3.07%
	2.58%
	2.76%

	LLP/TL
	0.52%
	0.72%
	0.71%
	0.49%
	0.50%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%












Table A5: Values of Dependent, Bank-Specific & Macroeconomic variables for (SIBL)
	Social Islami Bank Limited

	
	2019
	2018
	2017
	2016
	2015

	CAR
	13.78%
	14.27%
	11.57%
	11.55%
	12.33%

	ROE
	8.81%
	10.14%
	10.33%
	16.14%
	15.80%

	ROA
	0.47%
	0.54%
	1.40%
	2.06%
	2.08%

	BOPO
	48.49%
	46.77%
	43.31%
	41.04%
	41.57%

	Liquidity Ratio
	81.50%
	81.20%
	79.95%
	81.03%
	78.66%

	Bank size
	1153.81%
	1148.77%
	1144.14%
	1135.76%
	1125.53%

	NIM
	3.33%
	3.58%
	3.61%
	4.00%
	4.44%

	NPL/GL
	6.63%
	7.69%
	8.20%
	4.44%
	3.84%

	LLP/TL
	1.13%
	0.91%
	1.16%
	0.80%
	0.95%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%



Table A6: Values of Dependent, Bank-Specific & Macroeconomic variables for (ICBIBL)
	ICB Islami Bank LTD.

	
	2019
	2018
	2017
	2016
	2015

	CAR
	-133.11%
	-125.08%
	-115.67%
	-108.49%
	-98.76%

	ROE
	3.73%
	4.43%
	3.88%
	2.70%
	1.44%

	ROA
	3.77%
	4.25%
	3.44%
	2.21%
	1.11%

	BOPO
	-1727.91%
	-2039.46%
	621.30%
	301.65%
	206.04%

	Liquidity Ratio
	76.23%
	76.50%
	75.90%
	77.20%
	72.92%

	Bank size
	1005.08%
	1005.80%
	1007.13%
	1008.84%
	1010.56%

	NIM
	-0.98%
	-1.05%
	-0.15%
	0.68%
	1.43%

	NPL/GL
	84.00%
	82.00%
	80.04%
	71.89%
	76.14%

	LLP/TL
	0.23%
	0.16%
	-0.22%
	0.53%
	1.51%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%












Table A7: Values of Dependent, Bank-Specific & Macroeconomic variables for (SJIBL)
	Shahjalal Islami Bank Limited

	
	2019
	2018
	2017
	2016
	2015

	CAR
	16.02%
	14.50%
	12.19%
	11.54%
	13.52%

	ROE
	10.98%
	10.47%
	9.14%
	12.40%
	10.78%

	ROA
	0.67%
	0.65%
	0.64%
	1.02%
	0.98%

	BOPO
	44.97%
	49.22%
	50.97%
	50.18%
	52.17%

	Liquidity Ratio
	80.98%
	82.69%
	82.30%
	79.30%
	75.86%

	Bank size
	1142.93%
	1139.22%
	1132.43%
	1123.29%
	1115.00%

	NIM
	3.26%
	2.88%
	2.74%
	3.12%
	3.44%

	NPL/GL
	4.91%
	6.84%
	3.97%
	4.70%
	6.47%

	LLP/TL
	0.89%
	0.69%
	0.56%
	0.35%
	0.68%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%



Table A8: Values of Dependent, Bank-Specific & Macroeconomic variables for (UB)
	Union Bank

	
	2019
	2018
	2017
	2016
	2015

	CAR
	12.24%
	10.24%
	11.72%
	11.62%
	13.25%

	ROE
	7.03%
	12.14%
	12.90%
	14.13%
	9.55%

	ROA
	0.36%
	0.68%
	0.83%
	1.16%
	0.94%

	BOPO
	48.00%
	47.53%
	43.34%
	44.15%
	49.31%

	Liquidity Ratio
	84.74%
	84.16%
	80.30%
	84.63%
	77.23%

	Bank size
	1125.53%
	1117.20%
	1111.95%
	1092.39%
	1079.98%

	NIM
	2.90%
	3.17%
	3.48%
	4.14%
	4.00%

	NPL/GL
	3.64%
	0.97%
	0.57%
	0.07%
	0.00%

	LLP/TL
	0.80%
	0.44%
	0.49%
	0.39%
	0.53%

	GDP growth
	8.15%
	7.86%
	7.28%
	7.11%
	6.55%

	Interest rate
	4.88%
	3.84%
	3.07%
	3.45%
	5.51%

	Inflation rate
	5.59%
	5.54%
	5.70%
	5.51%
	6.19%
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