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Bank overall financial strength:

Islamic versus conventional banks
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5. Conclusions

The comparative performance of Islamic and conventional banks
has attracted a lot of attention in the literature. However, existing
studies rely on either individual ratios or on efficiency measures. These
metrics can provide conflicting or partial views. For example, uni-
variate comparisons of the banks in our sample reveal that Islamic
banks are the best ones in terms of capital strength, conventional banks
are the best ones in terms of expenses management and liquidity, and
banks with an Islamic window are the best ones in terms of profit-
ability.

In the present study we propose and illustrate the comparison of
Islamic and conventional banks on the basis of an overall indicator
of financial strength. Therefore, we use a multicriteria methodology
to aggregate indicators of bank capital strength, asset quality,
management efficiency, earnings, and liquidity, into a single index.
This approach provides a general picture about the overall financial
strength of banks while taking simultaneously into account the
conflicting objectives of managers.

Univariate comparisons show that the financial strength of
Islamic banks is greater than that of conventional banks and the
one of banks with an Islamic window. However, the difference
between Islamic banks and conventional banks is not statistically
significant. When we examine the results at the regional level, we
observe that conventional banks perform better than both the
Islamic banks and the banks with Islamic window in the case of
Asia and the Gulf Cooperation Council; however, Islamic banks
perform better in the MENA and Senegal region.
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