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Abstract 

This paper mainly has two objectives: the first one is to identify the similarity of capital structure between 

Islamic and Conventional banks; Second objective is to detect the relationship between capital structure 

variables and performance of Islamic and Conventional Banks in Gulf Countries (GC). This investigation has 

been performed on a sample of 16 GC Banks (8 Islamic Banks and 8 Conventional Banks) for the period 

2005-2014. ROE (return on equity) and ROA (return of asset) have been used as performance measures. Total 

debt to total assets, Equity to total assets, Debt to equity ratios have been used as capital structure measures. Size 

of the bank has been considered as dependent variable to identify its relationship with bank performance. Data 

collected were analyzed by using SPSS software. The results of the research indicate a similarity of capital 

structure of Islamic banks and Conventional banks in Gulf Countries. ROA as performance measurement has a 

significant negative relationship with financial leverage and a positive relationship with equity to assets ratio. 

This relationship is identified at Islamic banks, Conventional banks and all the banks of the sample. Bank size 

has a positive relationship with ROA and ROE as performance measures in Islamic and Conventional banks. 

Keywords: Islamic banks, Conventional banks, return on equity, return on assets, capital structure, bank size, 

Gulf countries 

1. Introduction 

Relationship between capital structure and firm performance is widely discussed and tested in the literature 

review. In spite of the numerous studies of this subject, the effect of capital structure on firm performance stills 

the most perplexing issues in corporate finance literature (Brounen & Eichholtz, 2001). The pioneer researches 

in capital structure and performance have been started early with the works of Lintner (1956), Hirshleifer (1958) 

and Modigliani and Miller (1958). These studies have been followed by other researches which focused on 

corporate capital structure and its impact on firm’s performance such as the works of Modigliani and Miller 

(1963); Jensen and Meckling (1976); Miller (1977); Myers (1977); Titman and Wessels (1988); Roden and 

Lewellen (1995); Champion (1999), Ghosh et al. (2000); Hadlock and James (2002); Margaritis and Psillaki 

(2010); Salim and Yadev (2012); Tianyu (2013). 

In spite of this heavy literature review related to the performance implications of capital structure choices in 

developed countries, it stills at earlier stage in the developing countries (e.g. Arab Countries, African Countries 

and Gulf area). For that reason, this paper aims to compare the similarity of capital structure between Islamic 

banks and Conventional banks in Gulf countries (GC). It aims to detect the significance of the relationship 

between capital structure and banks performance. 

The sample of study contains 16 banks from all the Gulf Countries, 8 Islamic banks and 8 Conventional banks. 

Analyzed data are related to the period 2005-2014. Source of the data is Thomson One - Business School Edition. 

Microsoft Excel 2010 and SPSS 16.0 (Statistical Package for the Social Sciences) have been used to detect the 

similarity of capital structure and to test the significance of the relationship between performance and capital 

structure variables. 

Following the section 1: introduction, this paper is organized into five more sections as follows: section 2 
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presents the Literature Review related to the study, while section 3 is assigned to the formulation of the research 

hypotheses. Data, Model Specification, and Methodology are detailed in section 4. Findings and Hypotheses 

Testing are illustrated in section 5. Finally, section 6 is assigned to the concluding remarks of the study.  

2. Literature Review  

The theoretical framework of Capital structure theory was presented first by Modigliani and Miller (1958) who 

studied the changes of firm’s value through changing its capital structure. Several hundreds of research papers 

were written trying to find the effect of capital structure on firm’s performance. Two famous theories of 

financing decision-making have dominated the related literature, which are the static trade-off theory and the 

pecking order theory. 

2.1 The Static Trade-Off Theory 

Trade-off theory assumes that capital structure moves towards an optimum leverage which is determined by 

balancing the corporate tax savings merit of debt and the costs of financial distress. According to this theory, 

capital structure choices are determined by a trade-off between the benefits and costs of debt (Kraus & 

Litzenberger, 1973). As explained by many researchers, optimal capital structure of organizations involves the 

tradeoff among the bankruptcy costs and agency costs, the effects of corporate and personal taxes (Jensen and 

Meckling,1976), bankruptcy costs, tax benefits, and agency costs related to asset substitution (Myers, 1977), and 

overinvestment (Jensen, 1986; Stulz, 1990). The trade-off hypothesis assumes a positive relationship between 

profitability and leverage because low profitability may increase bankruptcy risk (Kaya & Kimura, 2011). 

Different studies in different markets confirm the hypothesis of the trade-off theory. Yuanxin, and Zhuang (2009) 

studied the listed IT companies in Shanghai Stock Exchange and they found a positive correlation between 

capital structure and performance. Petersen and Rajan (1994) found a significantly positive relationship between 

profitability and debt ratio. Bingbing (2010) found a positive correlation between capital structure and 

performance. In China’s power industry, Junhua (2011). showed a positive correlation between capital structure 

and corporate performance. Shlash, AlBakom, and Alouf (2006) studied Jordanian public shareholding 

companies listed on Amman Stock Exchange for the period (1997-2001). The study found that there is a positive 

significant statistical relationship between financial structure and prior debt ratio. San and Hang (2011) confirm 

this positive relationship in construction companies in Malaysia. This positive relationship is confirmed by the 

study of Nirajini and Priya (2013) in listed trading companies in Sri Lanka. This result is aligned with the 

findings of Abu Rub (2012) in listed companies in Palestinian Security exchange. Other studies support this fact 

such as the study of Frank and Goyal (2003) and Hadlock and James (2002). Pratomo and Ismail (2006), that 

tested the impact of capital structure on banks performance in Malaysian banks where the findings showed that 

higher leverage is associated with higher profit efficiency in banks. Siddiqui and Shoaib (2011) found positive 

impact of leverage on performance in Pakistan banks. Berger and Di Patti (2000) indicated the positive 

association between leverage and bank performance. Champion (1999) concluded that companies can use more 

debt to enhance their financial performance because of debts’ capability to cause managers to improve 

productivity to avoid bankruptcy. Abor (2005) found a significantly positive relationship between total debt and 

profitability. 

Roden and Lewellen (1995) used a sample of 48 U.S. firms for the period 1981-1990 and found a positive 

relation between profitability and capital structure. In their researches Ghosh et al. (2000) and Hadlock and 

James (2002) concluded that highly profitable firms use high-level of debts. Margaritis and Psillaki (2010) 

studied a sample of French firms during the period 2003-2005 and observed a significant positive relation 

between leverage and firm’s performance. Using panel data consisting of 257 South African firms over the 

period 1998 to 2009, Samuel (2013) investigated the relationship between capital structure and firm performance. 

He found a positive and significant relation between financial leverage and firm’s performance. In Tehran Stock 

Exchange, Aliakbar, Seyed, and Pejman (2013) found either a significant positive link between capital structure 

and firm performance. 

Other different studies such as: Ghosh et al. (2000); Hadlock and James (2002); Frank and Goyal (2003), Berger 

and Bonaccorsi (2006), found a positive relationship between capital structure and firm’s performance 

2.2 The Pecking Order Theory 

Founders of the pecking order theory Myers and Majluf (1984) and Myers (1984) assume that firms issue first 

internal funds, debt, and then equity. They argue their result by the existence of costs of issuing risky securities, 

because of either asymmetric information (Myers, 1984; Myers & Majluf, 1984) or managerial optimism 

(Heaton, 2002). This conclusion was confirmed by (Gungoraydinoglu & Ö ztekin, 2011) and Drobetz et al. 
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(2013). There is no concept of target capital structure for a firm in the pecking order theory which exists in the 

trade-off theory (Dang, 2013). According to Watson and Head (2007), the pecking order theory goes in 

opposition to the idea of firms having a distinctive mixture of debt and equity finance which minimizes their cost 

of capital. The explanation provided by Myers for the pecking order theory is based on the information 

asymmetry assumption where firm insiders have more information than outsiders (Chakroborty, 2010). 

According to the pecking order theory, firms with higher profitability will prefer internal financing to debt and 

hence a negative relationship is expected between profitability and leverage theory (Rajan & Zingales, 1995; 

Fama & French, 2002; Delcoure, 2007; Daskalakis & Psillaki, 2008; Chakraborty, 2010; Kayo & Kimura, 2011; 

Joeveer, 2013; Chakraborty, 2013; Dang, 2013). 

Empirical evidences supporting the negative relationship between capital structure and firm’s performance have 

been presented by Barton et al. (1989), Michael, Chittenden, and Poutziouris (1999), Mishra and McConaughty 

(1999), Jordan, Lowe, and Taylor (1998), Chittenden, Hall, and Hutchinson (1996) all support a negative 

relationship between profitability and capital structure. In China, Jesen, Solberg, and Zorn (1992) and Li Jiajuan 

(2010) showed negative relationship between the business performance and debt ratio. Al-Farisi and Hendrawan 

(2012) studied the effect of capital structure on the performance of Islamic banks in comparison with 

conventional banks in Indonesia. The study found that the ownership percentage had a negative impact on 

performance in both conventional and Islamic banks.  

Other researches have demonstrated the existence of negative impact of capital structure on firm performance 

such as Ebaid (2009) in listed Egyptian firms, Chakraborty (2010) in India, Karadeniz et al. (2009) in Turkish 

lodging companies and Huang and Sang (2006) in China. Krishnan and Moyer (1997) found a negative and 

significant impact of total debt to total equity (TD/TE) on Return on Equity (ROE). Gleason, Mathur and Mathur, 

(2000) found that firms capital structure has a negative and significant impact on firms performance measures 

return on assets (ROA). Toraman et al. (2013) investigated the effects of capital structure decisions on firms’ 

profitability in manufacturing sector in Turkey. Research results showed that short term liabilities to total assets 

and long term liabilities to total assets have a negative relationship with the ROA as performance indicator. 

Chinaemerem and Anthony (2012) investigated the impact of capital structure on financial performance of 

Nigerian firms using a sample of thirty non-financial firms listed on the Nigerian Stock Exchange. The result 

demonstrated that a firm’s capital structure has a significantly negative impact on the firm’s financial 

performance. 

Salim and Yadav (2012) studied the relationship between capital structure and firm performance on 237 

Malaysian companies listed in Bursa Malaysia Stock Exchange. Research results demonstrated a negative 

correlation between the two variables. Soumadi and Hayajneh (2011) investigated the effect of capital structure 

on the performance of the public Jordanian firms listed in Amman stock market. Study results revealed that 

capital structure is associated negatively and statistically with firm performance. In addition, the study found out 

that there was no significant difference to the impact of the financial leverage between high financial leverage 

firms and low financial leverage firms on their performance. 

Cassar and Holmes (2003) find a negative relationship between profitability and both long-term debt and 

short-term debt ratios. Rajan and Zingales (1995) and Wald (1999) also confirm a significantly negative 

correlation between profitability and leverage. Salehi and Biglar (2009) find that several measures of financial 

performance have negative relationship with financial leverage. 

In banking sector, negative relationship between bank performance and capital structure has been found by 

Berger and Bouwman (2013), Adbabi and Abu-Rub (2012) and Victor and Badu, (2012). Amidu (2007) 

investigate the determinants of capital structure of banks in Ghana and found a significantly negative association 

between total debt and profitability. 

2.3 Firm Size and Performance 

Examining the literature review, we found important researches testing the relationship between firm size and 

performance. Studies based upon economies of scale theory argued that size has a positive effect on performance 

by inducing economies of scale, reflected by the fact that large firms take the advantage of economies of scale in 

reducing the costs of operations (Bashir, 1999; Said, 2012). Rossi et al. (2005) found that larger banks have 

better performance and better control on the cost side and are more capable of exploiting economies of scale. 

Muritala (2012) found that firm size is positively related to a firm’s performance. 

In banking sector, researches demonstrate positive relationship between bank size and performance. Such 

literature includes the studies of Berger, Hunter and Timme (1993), Miller and Noulas (1996), Girardone, 

Molyneux and Gardener (2004), Yudistira (2004), Hassan (2005), Rossi, Schwaiger and Winkler (2005), Delis 
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and Papanikolaou (2009), Srairi (2010) and Siddiqui and Shoaib (2011).  

Contrariwise, Rajan and Zingales (1995) found a negative relationship between profitability and size of the firm. 

According to Nigmonov (2010), the effect of size can be negative for banks that are extremely large because of 

bureaucracy. As a result, some studies find a negative relationship between bank size and performance (Fuentes 

& Vergara, 2003; El Moussawi & Obeid, 2011).  

3. The Hypotheses of the Study 

The literature review presented previously showed the importance of the research objectives of this paper. 

Researchers used in their studies certain variables as measures of firm’s performance and other variables as 

measures of capital structure. In this study we have chosen ROA and ROE as performance measures and total 

debt to total assets, equity to total assets, debt to equity ratio and size as measures of capital structure. These 

variables have been used by previous researches as it is mentioned below: 

ROE: Abor (2005), Amjed (2007), Shubite and Alsawalhah (2012). 

ROA: Salawu (2009), Gill et al. (2011), This variable has been previously used by Guney et al. (2010), Cohu et 

al. (2011), Hall (2011), Chen et al. (2012) Fosu (2013). 

ROE + ROA: Saeedi, Mahmoodi (2011), Ramachandran, Candasamy (2011), Pratheepkanth (2011), Abu-Rub 

(2011). 

As capital structure variables: Total debt to total assets, Equity to total assets, Debt to equity ratio have been used 

by Manos et al. (2007), Guney et al. (2010), Papaa and Spicial (2011), Bei and Wijewardanab (2012), Park and 

Jang (2013), Fosu (2013), Kipesha and James (2014), Yisau. (2014), Berger and Di Patti (2006), Siddiqui and 

Shoaib (2011), Victor and Badu, (2012), Taani, (2013), and Chechet and Olayiwola, (2014). 

The present study measures the size of banks by using the natural logarithm of total assets. This is similar to the 

studies of Bashir (1999), Milbourn, Boot and Thakor (1999), Gjirja (2003), Hassan (2005), Rossi et al. (2005), 

Altunbas et al. (2007) and El Moussawi and Obeid (2011). 

These previous explanations allow us to use the following variables to study the effect of capital structure on 

bank performance.  

Capital structure variables: Total debt to total assets, Equity to total assets, Debt to equity. 

Bank performance variables: ROE: Return on Equity and ROA: Return on Assets. 

To achieve the goals of this research similarity test of capital structure between Islamic and conventional banks 

has been done first then the effect of the capital structure on the performance of the banks has been tested. For 

that matter the study uses the following hypothesis: 

1) Similarity of capital structure 

H0: Islamic Banks and Conventional Banks have similar capital structure. 

H1: Islamic Banks and Conventional Banks have different capital structure. 

2) Capital structure and performance of banks in Gulf Countries (GC) 

H0: capital structure doesn’t affect GCC banks performance. 

H1: capital structure affects GCC banks performance. 

3) Capital structure and performance of Islamic Banks in Gulf Countries (GC) 

H0: capital structure doesn’t affect Islamic banks performance in GC. 

H1: capital structure affects Islamic banks performance in GC. 

4) Capital structure and performance of Gulf banks 

H0: capital structure doesn’t affect GC conventional banks performance. 

H1: capital structure affects GC conventional banks performance. 

The study population consists of all banks operating in Gulf Countries (GC). The sample of the study covers all 

the GC and contains 8 Islamic banks and 8 conventional banks. Table 1 presents the sample of the study: 
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Table 1. The sample of the study 

 Bank Country 

1 ABU DHABI COMMERCIAL BANK United Arab Emirates 

2 ABU DHABI ISLAMIC BANK United Arab Emirates 

3 AHLI UNITED BANK KW Kuwait 

4 AL RAJHI BANKING AND INVESTMENT CORP SJS Kingdom of Saudi Arabia 

5 ALBARAKA BANKING GROUP BSC BH Bahrain 

6 BANK MUSCAT Oman 

7 COMMERCIAL BANK OF QATAR Qatar 

8 KUWAIT FINANCE HOUSE Bahrain 

9 NATIONAL BANK OF BAHRAIN BSC Bahrain 

10 NATIONAL BANK OF KUWAIT Kuwait 

11 NATIONAL BANK OF OMAN LIMITED Oman 

12 QATAR INTERNATIONAL ISLAMIC BANK Qatar 

13 QATAR ISLAMIC BANK Qatar 

14 QATAR NATIONAL BANK Qatar 

15 RIYAD BANK Kingdom of Saudi Arabia 

16 SAMBA FINANCIAL GROUP Kingdom of Saudi Arabia 

 

4. Data, Model Specification, and Methodology  

To investigate the effect of capital structure on GC banks performance, this study used at the first stage T test 

analysis to examine the similarity of capital structure between Islamic banks and Conventional banks at Gulf 

Countries. Then correlation analysis has been used to investigate the relationship between capital structure and 

banks performance. Data from 2005 to 2014 has been used to test the hypothesis of the research. Balance sheets 

and income statements of the Sample have been analyzed by using Microsoft Excel 2010. SPSS 16.0 (Statistical 

Package for the Social Sciences) has been used to test the statistical relationship between variables. 

In this section of the paper, the similarity of capital structure is tested in the paragraph (4.1). Then the 

relationship between capital structure and performance of Gulf banks is evaluated in (4.2). The relationship 

between capital structure and performance of Islamic banks in Gulf Countries is evaluated in (4.3). (4.4) is 

assigned to test the relationship between capital structure and performance of Conventional Bank in Gulf 

Countries. 

4.1 Similarity of Capital Structure 

This part of the paper aims to identify if the conventional banks and Islamic banks have similar or different 

capital structure. As previously introduced and discussed, variables of capital structure are: 

 Debt to total assets 

 Debt-equity ratio (DER) 

 Total equity to total assets 

 Size: The natural logarithm of total assets. 

4.1.1 Data Analysis 

SPSS software is used to analyze the data. For examining the similarity of capital structure between Islamic and 

conventional banks, T- test has been used. Four variables have been used to verify the similarity of Capital 

structure: Debt to assets ratio, Debt to Equity ratio, Equity to assets ratio, Bank Size. 

4.1.2 Variables Analysis 

T-test analysis, at 95% confidence interval, has been used to explore the difference in Debt to equity ratio 

between Islamic and Conventional banks. Data of the sample has been put to SPSS independent sample test has 

been done. Result of the analysis is presented in the two tables below:  

 

Table 2. Group statistics 

 Bank N Mean Std. Deviation Std. Error Mean 

DebtoEquity Islamic 96 6.7210227 2.40529553 .24548945 

Conv 96 6.5781488 1.93101788 .19708369 
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Table 3. Independent samples test 

 

Levene’s Test for 

Equality of Variances t-test for Equality of Means 

F Sig. t df 

Sig. 

(2-tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence Interval 

of the Difference 

Lower Upper 

Deb to Equity Equal 

variances assumed 
8.658 .004 .454 190 .650 .14287394 .31481272 -.47810302 .76385090 

Equal variances not 

assumed 
  .454 181.518 .650 .14287394 .31481272 -.47828906 .76403693 

 

As Levene’s test has sig value less than 0.05 then the results of the analysis is to be read from the bottom row. 

The sig (2-tailled) value related to our analysis is 0.65 which is greater than 0.05 which indicates that there is no 

statistically significant difference between the capital structure of Islamic and conventional banks expressed in 

Debt to Equity ratio. 

The T test group has been done for the other variables and the table below resumes the result of the analysis.  

 

Table 4. T test analysis for 95% confidence level 

Variable Levene’s test sig 

value 

sig (2-tailled) 

value 

Results of the similarity of capital structure between 

the Islamic and Conventional banks 

Debt-equity ratio (DER) .004 .650 no statistically significant difference 

Debt to total assets .203 .564 no statistically significant difference 

Total equity to total assets .004 .642 no statistically significant difference 

Size .006 .729 no statistically significant difference 

 

Results of T test analysis of all the variables indicate that there is no statistically significant difference between 

the capital structure of Islamic and Conventional banks 

4.2 Capital Structure and Performance of Gulf Banks 

The objective of this part of the paper is to test the relationship between capital structure variables and 

performance variables of Gulf banks. To achieve the objective correlation analysis has been done to the data of 

the banks sample. Table 5 shows the descriptive statistics for dependent and independent variables and Table 6 

presents the results of correlation analysis. 

 

Table 5. Descriptive statistics 

 Mean Std. Deviation N 

ROE .1536691 .08304664 192 

ROA .0220340 .01352441 192 

Debttototass .8461688 .11369482 192 

DebtoEquity 6.6495858 2.17654814 192 

Equitoasset .1411006 .03979460 192 

BankSize 9.8879367 1.73862384 192 

Note. Debttototass: Debt to assets ratio, DebtoEquity: Debt to Equity ratio, Equitoasset: Equity to assets ratio, BankSize: Bank Size. 

 

Table 6a below shows the correlation matrix of capital structure variables and ROA. Results indicate that the 

relationship is negatively significant between ROA and leverage variables (Debt to assets and Debt to equity). 

ROA is positively related to the size and to the equity to assets ratio.  
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Table 6a. Correlations between capital structure variables and ROA GC banks 

 ROA Debttototass DebtoEquity Equitoasset BankSize 

ROA Pearson Correlation 1     

Debttototass Pearson Correlation -.354* 1    

DebtoEquity Pearson Correlation -.508* .392* 1   

Equitoasset Pearson Correlation .568* -.464* -.921* 1  

BankSize Pearson Correlation .213* .057 -.016 .083 1 

*. Correlation is significant at the 0.05 level (1-tailed). 

 

Table 6b presents the correlation matrix between ROE and capital structure variables. Analysis results show a 

negative significant relationship between ROE and debt to total assets ratio while no significant relationship 

between ROE and debt to equity and equity to assets. ROE is positively and significantly related to banks size. 

 

Table 6b. Correlations between capital structure variables and ROE in GC banks 

 ROE Debttototass DebtoEquity Equitoasset BankSize 

ROE Pearson Correlation 1     

Debttototass Pearson Correlation -.120* 1    

DebtoEquity Pearson Correlation -.117 .392* 1   

Equitoasset Pearson Correlation .107 -.464* -.921* 1  

BankSize Pearson Correlation .229* .057 -.016 .083 1 

*. Correlation is significant at the 0.05 level 

 

4.3 Capital Structure and Performance of Islamic Banks in GC 

This part of the paper is assigned to evaluate the relationship between capital structure variables and 

performance variables of Islamic banks in Gulf Countries (GC). Table below shows the descriptive statistics for 

dependent and independent variables of Islamic banks in GC. 

 

Table 7. Descriptive statistics of Islamic banks variables 

 Mean Std. Deviation N 

ROA .0232911 .01586304 96 

ROE .1581051 .08483177 96 

Debttototass .8509167 .09407199 96 

DebtoEquity 6.7210227 2.40529553 96 

Equitoasset .1424413 .04494146 96 

BankSize 9.9314915 1.57293272 96 

Note. Debttototass: Debt to assets ratio, DebtoEquity: Debt to Equity ratio, Equitoasset: Equity to assets ratio, BankSize: Bank Size. 

 

Table below (Table 8a) illustrates the correlation matrix of capital structure variables and ROA in GC Islamic 

banks. Results indicate that the relationship is negatively significant between ROE and Debt to equity. ROA is 

positively related to the size and to the equity to assets ratio. 

 

Table 8a. Correlations between capital structure variables and ROA in GC Islamic banks 

 ROA Debttototass DebtoEquity Equitoasset BankSize 

ROA Pearson Correlation 1     

Debttototass Pearson Correlation -.154 1    

DebtoEquity Pearson Correlation -.575* .119 1   

Equitoasset Pearson Correlation .661* -.099 -.933* 1  

BankSize Pearson Correlation .226* .108 -.119 .148 1 

*. Correlation is significant at the 0.05 level. 

 

Table 8b presents the correlation matrix between ROE and capital structure variables in GC Islamic banks. 

Analysis results show a positive significant relationship between ROE and equity to assets ratio and bank size, 

while no significance relationship between ROE and other capital structure variables in GC Islamic banks. 
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Table 8b. Correlations between capital structure variables and ROE in GC Banks 

 ROE Debttototass DebtoEquity Equitoasset BankSize 

ROE Pearson Correlation 1     

Debttototass Pearson Correlation -.119 1    

DebtoEquity Pearson Correlation -.155 .119 1   

Equitoasset Pearson Correlation .204* -.099 -.933* 1  

BankSize Pearson Correlation .257* .108 -.119 .148 1 

*. Correlation is significant at the 0.05 level. 

 

4.4 Capital Structure and Performance of Conventional Banks in GC 

The analysis of the relationship between capital structure and GC conventional banks’ performance is presented 

in the Tables 9a, 9b and 9C. The first table presents the descriptive statistics of Conventional Banks variables.  

 

Table 9a. Descriptive statistics of conventional banks variables 

 Mean Std. Deviation N 

ROA .0207768 .01062613 96 

ROE .1492331 .08142412 96 

Debttototass .8509167 .09407199 96 

DebtoEquity 6.5781488 1.93101788 96 

Equitoasset .1397598 .03406644 96 

BankSize 9.8443820 1.89723312 96 

Note. Debttototass: Debt to assets ratio, DebtoEquity: Debt to Equity ratio, Equitoasset: Equity to assets ratio, BankSize: Bank Size. 

 

Table 9b shows the correlation matrix of capital structure variables and ROA in GC Conventional banks. 

Negative significant relationship has been noticed between ROA and debt to equity ratio in GC conventional 

banks. Meanwhile a positive and significant relationship has been noticed between ROA and equity to assets 

ratio and bank size.  

 

Table 9b. Correlations between capital structure variables and ROA in GC Conventional banks 

 ROA Debttototass DebtoEquity Equitoasset BankSize 

ROA Pearson Correlation 1     

Debttototass Pearson Correlation -.118 1    

DebtoEquity Pearson Correlation -.405* .228* 1   

Equitoasset Pearson Correlation .388* -.260* -.908* 1  

BankSize Pearson Correlation .215* .117 .088 .015 1 

*. Correlation is significant at the 0.05 level. 

 

Table 9c presents the correlation matrix between ROE and capital structure variables in GC Conventional banks. 

Analysis results show a positive significant relationship between ROE and bank size. Results show also that 

there is no significant relationship between ROE and the other capital structure variables. 

 

Table 9c. Correlations between capital structure variables and ROE in GC conventional banks 

 ROE Debttototass DebtoEquity Equitoasset BankSize 

ROE Pearson Correlation 1     

Debttototass Pearson Correlation -.022 1    

DebtoEquity Pearson Correlation -.072 .228* 1   

Equitoasset Pearson Correlation -.029 -.260** -.908* 1  

BankSize Pearson Correlation .205* .117 .088 .015 1 

*. Correlation is significant at the 0.05 level. 
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5. Findings and Hypotheses Testing 

5.1 Similarity of Capital Structure 

Results demonstrate the similarity of capital structure of Islamic and Conventional Banks in Gulf Countries. This 

similarity is clearly shown for all variables used in this research:  Debt to assets, Debt to Equity ratio, Equity to 

assets ratio and Bank Size. Thus, there is no significant difference between capital structure of GC banks and the 

null hypothesis H0 is approved. 

H1,0: Islamic Banks and Conventional Banks have similar capital structure. 

5.2 Capital Structure and Performance of Conventional Banks in GC 

Table 10 resumes the relationships between the banks performance and capital structure. ROA as performance 

measure is positively related to bank size and equity to assets ratio and negatively related to Debt to equity ratio. 

This result is valid in Conventional banks, Islamic banks and at the global level of all banks in GC. In the other 

hand, when ROE is the performance measure, the relationship with capital structure variables is positively 

significant with bank size in Conventional banks, Islamic banks and at the global level of all banks in GC. ROE 

relationship is positively significant also with equity to assets ratio in Islamic banks and it is negatively 

significant with Debt to assets ratio in Conventional banks. 

 

Tables 10. Resume of all correlations analysis results 

Performance variable Capital structure variable Significance of the relationship 

All Banks Islamic Conventional 

ROA Debt to assets - N/A N/A 

Debt to Equity ratio - - - 

Equity to assets ratio + + + 

Bank Size + + + 

ROE Debt to assets - N/A N/A 

Debt to Equity ratio N/A N/A N/A 

Equity to assets ratio N/A + N/A 

Bank Size + + + 

Note. -: Significant and negatively related, +: Significant and positively related, N/A: no Significant relationship. 

 

Previous findings allow us to conclude that bank capital structure affect banks performance (ROA) in Gulf 

countries and the H2, 0 is rejected and H2,1 is supported:  

H2,1: capital structure affects GCC banks performance. 

Findings either support the hypothesis of the capital structure effect on Islamic banks performance (ROA) which 

means supporting the hypothesis H3,1 and rejection of the hypothesis H3,0 

H3,1: capital structure affects Islamic banks performance in GC. 

Regarding the capital structure relationship and Conventional banks performance (ROA) relationship, results 

support the hypothesis H4,1: 

H4,1: capital structure affects GC conventional banks performance. 

When the ROE is the bank performance measure, the relationship between bank performance and capital 

structure variables is not significant to the extent that we can accept or reject the hypothesis of the research. It is 

only significant  

6. Conclusions 

Results of the study demonstrate similarity of capital structure of Islamic banks and Conventional banks in Gulf 

Countries. Results found are similar to the findings of Siraj and Pillai (2012) which found this similarity between 

conventional banks and Islamic bank in GC. This similarity of capital structure could be the result of regulation 

system in Gulf Countries which controls the two types of banks by the same capital adequacy regulations. 

Similarity of Capital structure in our study is contrary with findings in previous researches (Jaffar & Manarvi., 

2011) in Pakistan banking sector. These different conclusions regarding the similarity of capital structure 

encourage interested researchers to do more investigations on this subject and especially in developing countries.  
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ROA as performance measurement is negatively related to the financial leverage which is aligned with the 

results of Maksimovic and Titman (1991), Myers (1977) and Coricelli et al. (2012). This result is either aligned 

with the Standard pecking order theory and the findings of Rajan and Zingales (1995); Fama and French (2002); 

Delcoure (2007); Daskalakis and Psillaki (2008); Chakraborty (2010); Kayo and Kimura (2011); Joeveer (2013); 

Chakraborty (2013); Dang (2013). 

ROA as performance measurement either has a positive relationship with equity to  assets ratio. These findings 

seem to suggest that the more efficient banks use less leverage (more equity) compared to their peers. This result 

is aligned with the findings of Isik and Hassan, 2003; Staikouras and Wood, 2003; and Sufian and Habibullah, 

2009. 

Result analysis either demonstrates a positive relationship between performance and bank size in conventional 

and Islamic banks which is similar to the results of researches in banking sector conducted by Berger, Hunter and 

Timme (1993), Miller and Noulas (1996), Girardone, Molyneux and Gardener (2004), da Silva e Souza and 

Tabak (2002), Yudistira (2004), Hassan (2005), Rossi, Schwaiger, and Winkler (2005), Delis and Papanikolaou 

(2009), Srairi (2010), and Siddiqui and Shoaib (2011). 
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