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Igbal Thonse Hawaldar (Bahrain), Babitha Rohit (India), Prakash Pinto (India),
Rajesha T. M. (Bahrain)

THE IMPACT OF OIL PRICE
CRISIS ON FINANCIAL

PERFORMANCE OF COMMERCIAL
BANKS IN BAHRAIN

Abstract

Oil export is the major source of revenue for the countries in the Middle East. Their
economies are sensitive to fluctuations in oil prices. The present study examines the
impact of oil crisis on the performance of selected banks of Kingdom of Bahrain us-
ing profitability, efficiency, capital adequacy and liquidity ratios in the pre-crisis and
crisis periods. The study reveals that there is no significant difference in the perfor-
mance of banks in the pre-crisis and crisis period. The results indicate that there is a
significant difference in the performance of conventional banks and Islamic banks in
the pre-crisis period. However, there is no significant difference in the performance of
conventional banks and Islamic banks during the crisis period.

Keywords oil crisis, bank performance, financial ratios

JEL Classification  F40, G21, G30

INTRODUCTION

The Gulf Cooperation Council (GCC) countries wealth has been possible
due to the discovery and systematic production of oil in the 1960s. This
has lead to the creation of ultramodern skylines of cities such as Dubai,
Riyadh, and Doha. Oil and gas export revenues are the principal source of
export income in the GCC, accounting for over 90% of total export rev-
enues in countries such as Qatar and Kuwait, and well above 85% in Saudi
Arabia. With no income or corporate tax in these countries, oil and gas
export revenues contribute over 90% of total government revenues.

The development of Bahrain’s modern banking sector began nearly 100
years ago. Standard Chartered was the first bank to open its branch in
Bahrain. The National Bank of Bahrain (NBB) was established in 1957.
A large, highly skilled pool of financial workers, a regulatory structure
whicht is both advanced and internationally well regarded, and a physical
connection to Saudi Arabia, combined to make Bahrain an attractive des-
tination for the global banking market. Bahrain’s diverse banking indus-
try is divided by the licensing regime into both conventional and Islamic
retail and wholesale operations. Since the 1980s, Bahrain’s banking sec-
tor has contained a growing number of Shariah-compliant institutions.
Between 2000 and 2015, the market share of Islamic banks increased
from 1.8% of total banking sector assets to 13.5%. Conventional banking
has long existed in the past, which provides financial product complied
with interest rates. Islamic banking does not define money as commodity
instead as a medium of exchange and store of value, so it cannot gain prof-
it like conventional banking does. The financial sector contributes 17.2%
to GDP of Bahrain.



1. LITERATURE REVIEW

A decade of rising global oil prices peaked at a range
of around $100-110 per barrel between 2011 and
mid-2014 (see Appendix). The collapse in oil prices
since the summer of 2014 has raised concerns over
the long-term stability of the GCC economies. Oil
price decline is not a short-term phenomenon, and
causal factors including continued oil market over-
supply and weaker than expected demand growth
imply that oil producers will need to deal with a
lower oil price band for yet some more time. Oman
and Bahrain’s oil production is expected to last for
10-15 years. Kuwait, Qatar and Saudi Arabia are in
a better position, with projected oil reserves of 80-
100 years based on current estimates.

Poghosyan and Hesse (2009) analyzed the rela-
tionship between oil price shocks and bank profit-
ability using data on 145 banks in 11 oil-exporting
Middle East and North Africa (MENA) countries
for 1994-2008. The results indicated that oil price
shocks have indirect effect on bank profitability,
channeled through country-specific macroeco-
nomic and institutional variables, while the direct
effect is insignificant. Investment banks appear to
be the most affected ones compared to Islamic and
commercial banks.

Almasafir, Kim, and Alsamadi (2016) studied the
performance of both Islamic and conventional
banking during global financial crisis for the pe-
riod 2005 to 2013 in Bahrain. They concluded that
Islamic banking performs better than conventional
banking during the crisis, but in the long run, the
result is reversed due to conventional banking size
of business.

Hawaldar, Lokesh, and Biso (2016a) analyzed the fi-
nancial performance of retail and wholesale Islamic
Banks operating in the Kingdom of Bahrain for the
time period 2009-2013. The study found a nega-
tive relationship among asset utilization ratio with
staff cost to income ratio, operational efficiency ra-
tio and cost to income ratio of retail Islamic banks.
For wholesale Islamic banks, there was a positive
relationship among staff cost to income ratio, op-
erational efficiency ratio and cost to income ratio.

Hawaldar, Pinto, and Lokesh (2016b) examined
the financial performance of retail and whole-
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sale conventional banks in Bahrain covering a
period of five years from 2009 to 2013. The re-
sults indicated that wholesale banks are more ef-
ficient than retail banks in terms of overall cost
to income and asset utilization, whereas retail
banks are more efficient than wholesale banks
in staff cost to income and operations. Hawaldar
et al. (2017a and 2017b) compare the financial
performance of Islamic and conventional com-
mercials banks in Bahrain. They found that both
the banks have their own advantages and dis-
advantages. Overall, the financial performance
of Islamic and conventional commercial banks
in Bahrain are almost same in many aspects/
parameters.

Aloydani (2016) assessed the effect of the 2014-
2015 oil price slump on the financial stability in
the Gulf Cooperation Council (GCC) region. The
study indicated that oil price, non-oil GDP, inter-
est rate, stock prices, and housing prices are ma-
jor determinants of non-performing loans (NPLs)
across GCC banks and the overall financial stabil-
ity in the region. A higher level of NPLs restricts
banks’ credit growth and can dampen economic
growth in the GCC economies.

Ganguli (2016) analyzed the scope for economic
and monetary union of GCC in the backdrop of
oil crisis. The paper concluded that GCC countries
are similar in terms of their structural and eco-
nomic fundamentals. Yet fiscal vulnerabilities of
these economies to oil price shocks create poten-
tial concerns during low oil prices.

Khandelwal, Miyajima, and Santos (2016) demon-
strated the existence of oil macro-financial linkag-
es in the GCC countries. The econometric analy-
sis confirmed that oil prices and economic activity
significantly affect bank asset quality. It also iden-
tified feedback loops between oil price movements,
bank balance sheets and asset prices in the GCC.

1.1. Need for the study

The present study contributes to the literature by
analyzing the impact of oil crisis on the perfor-
mance of banks in the Kingdom of Bahrain. It
classifies the impact based on pre-crisis and dur-
ing crisis period. It also compares the impact of the
event on conventional banks and Islamic banks.



Banks and Bank Systems, Volume 12, Issue 4, 2017

1.2. Objectives of the study

1. To examine the profitability, efficiency, capi-
tal adequacy and liquidity ratios of selected
banks in the pre-crisis and crisis periods.

2. To compare the performance of conventional

banks and Islamic banks in the pre-crisis pe-
riod and during crisis.

1.3. Hypotheses for the study

HI: There is a significant difference in the finan-
cial ratios in the pre-crisis and crisis period.

H2: There is a significant difference in the per-
formance of conventional banks and Islamic
banks in the pre-crisis period.

H3: There is a significant difference in the per-

formance of conventional banks and Islamic
banks during crisis.

2. METHODOLOGY

The study uses ratios to measure the performance
of selected banks. Profitability is measured by
Return on Assets, Return on Equity, operating
profit to total assets, net income to total assets
and net interest income to total income ratios.
Cost to income ratio is used to measure efficien-
cy of banks. Risk assets ratio and loans to total
assets ratio are used as indicators of capital ad-
equacy. Liquidity of banks is assessed using cus-
tomer deposits to total assets and loans to depos-
its ratios. Descriptive statistics is used to examine
the trend of variables in the pre-crisis and during
crisis. Single-factor ANOVA and t-tests are used
to study the impact of the oil crisis on the perfor-
mance of selected banks.

3. DATAINTERPRETATION

3.1. Performance of banks
in pre-crisis period
Table 1 presents the descriptive statistics for the

variables during pre-crisis period. Return on
Assets (ROA) is a measure of the efficiency of a

6

company in generating returns from its assets,
without being affected by management financing
decisions. A high ROA is a sign of solid financial
and operational performance. The highest mean
Return on Assets (ROA) is recorded by NBB with
value of 1.91, while the lowest ROA is recorded by
BIB. The standard deviation value indicates a high
ratio for BIB signaling large variability in its re-
turns on asset. The lowest standard deviation is
of NBB indicating stability in generating profits
from its assets.

ROE reveals efficiency of usage of shareholders’
funds. NBB has the highest mean ROE of 15.89
indicating the efficient use of shareholders’ funds.
BBK and AUB have ROE of 14.77 and 13.03, re-
spectively. BDB has the lowest ROE of -1.60. BIB
records the highest standard deviation of 29.76,
while AUB has a low of 0.35.

Operating profit to total assets measures the prof-
itability of the business from the perspective of
managerial efficiency. This ratio is the highest for
BIB with a value of 4.87 followed by KFH with ra-
tio of 4.17. The banks have a low standard devia-
tion ranging from 0.10 to 0.81.

The performance of banks is largely dependent on
the net interest income. a high ratio of net interest
income to total assets indicates financial strength.
aib has the highest net interest income to total as-
sets ratio at 4.85 followed by BIB at 4.17. the lowest
ratio is recorded by AUB. another measure of net
interest income is the net interest income to total
income ratio. AIB records the highest mean Net
Interest Income to Total Income ratio of 201.68
with standard deviation of 19.78, followed by
AUB with a mean value 165.06 and standard de-
viation of 36.50. It can be observed that there is
large variation in the net interest income of AIB
and AUB.

Cost to income ratio measures operating expense
as a percentage of operating income. AIB records
a high cost to income ratio of 93.50 indicating low
efficiency and productivity. AUB has the lowest
ratio of 31.30 signifying high efficiency and pro-
ductivity. It can also be observed that NBB also
records a low ratio of 32.40. This indicates consis-
tent efficiency in the performance of variables like
ROA and ROE of NBB.
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Table 1. Performance of banks (pre-crisis) — descriptive statistics of variables

Source: authors’ calculations.

Pre-crisis

Dependent and independent Mean

variables AUB  BBK NBB  BIB  BDB  KFH  AIB

Profitability

Operating profit 2.73
to total assets 3.30
0.29
3.19
Net interest 2.30

income
to total assets

Net interest Min 123.11 55.68 69.28 101.34 74.45 89.30 179.51 98.95
|nCOmetOtOta| ...................................................................................................................

income Max 189.56 61.27 71.49 125.30 79.99 133.17 217.53 125.47

Std. D. 36.50 3.04 112 13.80 3.07 22.55 19.78 14.27

Efficiency

Mean 31.30 46.75 32.40 69.49 81.33 34.77 93.50 55.65

. . Min 30.00 45.30 31.57 53.44 79.00 29.00 91.00 51.33

Cost TO INCOM@ FAtIO  ieeoveererermeeeei e e e e e

Loans to total assets
ratio

Customer deposits
to total assets

Loans
to deposits ratio

:Std. D. 543 ¢+ 055 ¢ 526 : 2475 ¢ 005 ¢ 122 i 434 : 594
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Capital adequacy refers to the adequacy of capital
resources of a bank in relation to the risks asso-
ciated with its operations. Risk assets ratio is the
ratio of banks capital to its risk weighted assets. It
protects the bank’s depositors and other lenders.
A high capital adequacy ratio for a bank is con-
sidered safe and it is likely to meet financial ob-
ligations. The highest average risk assets ratio is
recorded for BDB (44) while the lowest ratio is of
BIB. Banks AUB and BBK also have low risk as-
sets ratio.

Loan to total assets ratio measures the total loans
outstanding as a percentage of total assets. The
higher ratio indicates a bank is loaned up and
its liquidity is low. The higher the ratio, the more
risky a bank may be to higher defaults. BDB has
the highest ratio at 67.33, indicating that its liquid-
ity is very low. For other banks, the loan to total
assets ratio ranges from 35.14 to 53.72. BDB also
records a maximum standard deviation of 6.35.

Liquidity of banks can be assessed with customer
deposits to total assets ratio and loan to deposits

ratio. Customer deposits to total assets ratio is
very high for bank AIB (84.98). This is a positive
signal for the bank, as it is able to attract deposits
from customers. The lowest ratio is recorded for
BDB at 29.45. For other banks ratio ranges from
51.97 to 77.95.

The loan to deposit ratio assesses a bank’s liquid-
ity by dividing the bank’s total loans by its total
deposits. If the ratio is too high, it means that the
bank may not have enough liquidity to cover any
unforeseen fund requirements, and conversely, if
the ratio is too low, the bank may not be earning
as much as it could be. In the Table above, it is re-
vealed that banks BIB and AUB record the highest
loan to deposits ratio. Bank BDB has a low ratio
of 2.14, which is a clear indication of low earnings.

3.2. Performance of banks during
crisis period
The mean ROA of the banks during the crisis in-

creased to 1.89 from 0.54 reported during the pre-
crisis period. Banks BIB and BDB, which recorded

Table 2. Performance of banks (during crisis) — descriptive statistics of variables

Source: authors’ calculations.

Dependent and

During crisis

independent variables Mean
AUB BBK : NBB : BIB BDB KFH AIB

. N .4..L.c.L.11LL > SO
Mean 215 . 218 . 194 207 166 112 208 | 189
Min 0 160 144 ¢ 193 100 - 042 034 120 113
Ko Ma U aie 360195 399 399 230 375 305
. Std. D. 087 123 . 001 167 202 104 144 118
Mean 1767 . 1896 . 1475 . 1982 403 479 1556 | 13.65
Min 0 1520 1393 | 1442 1180 096 . 140 = 13.60 1019
ROE “Max f 2181 ¢ 2815 © 1494 © 3578 978 © 1003 { 1939  19.98
. Std. D. 361 797 . 028 © 1382 498 460 331 551
Mean 265 . 392 . 279 418 . 130 . 515 . 225 318

Operating ¢ Min S 210 ¢ 360 ¢ 195 ¢ 202 i 048 | 027 | 096 i 1.63
proflttototal H S A S
assets o Max G 366 . 438 32 . 571 . 265 . 848 | 309 446
. Std. D. 08 041 . 073 193 118 432 . 114 151
Mean 244 242 . 233 312 319 . 257 . 418 | 287

Netinterest = Min i0228 ¢ 231 ¢ 198 i 274 i 298 i 248 i 398 i 268
total assets - Max ¢ 264 263 222 . 335 . 344 270 i 430 304
. Std. D. 018 018 013 033 023 . 012 : 018 019

| Mean 14770 | 61.92 65.30 47.10 62.24 54.56 | 140.25 | 82.73
eomeret  Min 13328 6002 6305 870 5355 3702 13438 70.00
total income : Max  © 15818 © 6429 | 6679 i 7671 i 7476 | 6442 | 14834 | 93.36
¢ Std. D. 12.91 217 1.98 34.85 11.11 15.23 7.24 12.21




Table 2 (cont). Performance of banks (during crisis) —
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descriptive statistics of variables

Dependent and

During crisis

independent variables AUB BBK = NBB @ BIB BDB KFH AIB Mean
..o 1.1, A,

Mean 29.93 4574 ¢ 3327 i 54.41 77.15 3299 i 7419 49.67

Cost to Min 28.30 . 3933 . 3189 : 2168 i 5400 : 602 . A36 . 3834
income ratio pa 32.29 56.75 35.19 56.44 86.00 57.12 92.70 59.50
Std. D 2.09 9.58 1.72 2.45 11.62 21.47 28.51 11.06

.. Copitaladequacy

Mean 16.43 16.33 33.22 17.88 39.86 17.40 20.13 23.04

Risk assets Min 1550 © 1487 2999 1561 © 3700 © 1460 © 1870 © 20.90
ratio Max 17.10 18.48 35.39 20.30 44.00 20.10 21.60 25.28
Std. D 0.83 1.90 2.85 2.35 3.67 2.75 1.45 2.26

Mean 65.90 62.78 49.88 48.39 62.07 41.19 49.12 54.19

Loans to total - Min 5521 4841 = 2852 | 2604 5921 . 3670 | 4395 4258
assetsratio ppay 8550 8719  86.07  60.86 = 6400  49.07 5563  69.76
sd.D. 1700 2125 3151 . 1940 253 . 685 596 1493

o iquidty

Mean 69.08 70.14 74.58 71.49 25.91 50.35 79.56 63.02

Qustomer | Min 6879 6735 7015 6474 2198 4572 7740 5945
total assets Max 69.29 72.49 78.69 77.50 30.46 57.89 81.42 66.82
Sd.D. 026 260 = 428 641 427 658 203 378

Mean 8279 . 7078 . 4415 . 7747 259 . 7411 . 5935 . 58.75

loansto Min 0.6 6678 3624 7248 237 6515 5678 5429
deposits ratio | pax 85.73 74.71 49.41 81.46 2.87 79.43 61.48 62.16
Std.D. 276 397 698 457 026 781 238 410

negative ROA in the pre-crisis period, realized
positive ROA of 2.07 and 1.66, respectively.

BIB records high mean ROE of 19.82 and standard
deviation of 13.82 during crisis. All the banks ex-
cept NBB have improved the ROE during crisis.
NBB records a marginal decrease in its ROE from
pre-crisis to crisis period.

Operating profit to total assets ratio is highest for
KFH followed by BIB. This points to continued
managerial efficiency of these banks in the crisis
period. The other banks show a moderate increase
in this ratio.

Bank AIB continues to be in good position in the
crisis period. It’s net income to total assets and net
interest income to total assets ratios are high com-
pared to the other banks. It is interesting to ob-
serve that BIB’s net interest income to total assets
ratio has declined from 117.28 to 47.10 from pre-
crisis to crisis period with a standard deviation

of 34.85. This reveals that the bank was unable to
sustain its interest income during the crisis period.

AUB continued with low cost to income ratio
leadership in the crisis period. The other banks
showed marginal decrease in its ratio in the cri-
sis period. An interesting observation is of AIB,
which showed a substantial reduction in its cost to
income ratio in the crisis period.

Capital adequacy of bank is measured by risk as-
sets ratio and loan to total assets ratio. AUB, BBK,
NBB and BIB improved its risk assets ratio from
the pre-crisis period. BDB has the highest risk as-
sets ratio although it is lower than the pre-crisis
period. The loan to total assets ratio of BDB, AUB
and BBK are high indicating high-risk assets in
the crisis period. The customer deposits to total
assets ratio continues to be high for banks AIB,
NBB and BIB during the crisis period. The loan
to deposits ratio is high for bank BIB and low for
bank BDB.
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3.3. Performance of conventional
and Islamic banks during pre-
crisis and crisis period

Table 3 presents the ratios of conventional banks
and Islamic banks during pre-crisis and crisis
period. profitability indicators like ROA, ROE,
operating profit to total assets and net interest
income to total assets for conventional banks in-
creased from pre-crisis to crisis period. however,
net interest income to total income dropped from
102.24 to 82.37 in the crisis period. ROA and ROE
of Islamic banks rose substantially in the crisis
period. ratios such as operating profit to total as-
sets, net interest income to total assets and net in-
terest income to total income recorded a decline
in the crisis period.

There is a marginal decrease in the cost to income
ratio of conventional banks, while there is steep
decline in the ratio of Islamic banks. The risk as-
sets ratio of conventional banks reflects consis-
tency during both the periods. There is a small
decrease in the risk assets ratio of Islamic banks
in the crisis period. The proportion of loan to to-
tal assets of conventional banks increased during
the crisis period. The Islamic banks recorded a
marginal increase in the loan to total assets ratio
during the same period. Conventional banks lent
more loans during the crisis period.

An analysis of the liquidity indicators reveals that
liquidity of banks remained consistent irrespec-
tive of the crisis. The oil crisis did not have much
impact on the liquidity of banks.

Table 3. Comparative performance — pre crisis and during crisis

Source: authors’ calculations.

Conventional banks

Islamic banks

. Dependent and
independent variables
Pre-crisis During crisis Pre-crisis During crisis
7 Profitability 7 7
Mean 1‘,25 1',85 -Q.42 ) 1.94
Min 0.38 0.34 -4.33 0.42
Max 1.96 3',60 Oi70 3.99
Std. D. 0154 ) 0i90 ) 1187 1.67
Mean 117.43 ) 14.04 ) 7,734 ) 13.14
Min 1.53 1.40 -17.00 0.96
Max 16.60 ) 28.15 ) 42.31 ) 35.78
Std. D. 5i82 7117 16.39 ) 11.62
Mean 3:11 3t63 2t88 2.58
Operating Min 1.79 0.27 0.71 0.48
profit to total B
Hssets Max 5.01 8.48 5.16 4.82
Std. D. 0593 2:18 2f13 1.98
Mean 2.27 2.39 4.40 3.50
Net interest Min 1.88 1.98 3.35 2.98
income to 279
total assets Max 2.91 2.70 5.99 3.98
Std. D. 0:33 ) 0:21 ) 0:98 ) 0.51
Mean 102.24 ) 82.37 ) 13] .80 ) 83.20
Net interest Min 55.68 37.02 74.45 8.70
income to 0.7
total income Max 189.56 ) 158.18 ) 125.30 ) 76.71
Std. D. 47.26 ) ) 40.53 ) 24.09 ) 24.57
Efficiency
Mean 36.30 ) 35.48 ) 817.44 ) 68.58
Cost to Min 29.00 16.02 53.44 41.36
income ratio pMax 48.41 57.12 98.40 92.70
i Std. D. 7.03 11.91 12.81 18.79
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Table 3 (cont). Comparative performance — pre crisis and during crisis

Dependent and Conventional banks Islamic banks
independent variables Pre-crisis . During crisis Pre-crisis . During crisis

g Capital adequacy S

Mean 086 2085 813 259

Risk assets ~~ Min 1429 1460 1231 281
ratio Max 31.22 35.39 48.00 44.00
CSD S0 B o

Mean 23 S SN S 2302 2309

Loans to total - Min 3126 2832 4063 . i 2008
asesratio - Max PHT0 e BT 7100 .. i 2400
Std. D. 8.37 20.78 11.47 12.21
T

Mean 6653 ... 0604 ... 6034 . ... 5899

Customer Min 50.17 45.72 25.53 21.98
depOSitStO e T e B
total assets  Max_ TOTT i 7809 9308 .. i 8142
S 10:98 1032 2493 L 223

Mean 67.80 67.96 46.47 46.47
N N T T N R 1
deposits ratio Max 89.34 85.73 114.40 81.46
e R Lo A L A o e

4. SINGLE FACTOR ANOVA cant as the p-value is less than 0.05. During the

O N ALL THE BANK S crisis period, net interest income to total assets ra-

tio, net interest income to total income, risk assets

Table 4 presents the results of ANOVA in the pre- ratio, customer deposits to total assets ratio, loan

crisis and crisis period. In the pre-crisis period, all  to deposits ratio and cost to income ratio are sig-
performance indicators except ROE are signifi- nificant as the p value is less than 0.05.

Table 4. Single factor ANOVA on all the banks

Source: authors’ calculations.

Pre-crisis During crisis
Variables ; ; :

F statistic P-value @ Fstatistic P-value

Profitability
L o T e e
g e i e e
Operating profit o total assets 373306 00000 13541 02984
Net interest income to total assets . 466280 00000 349388 . 0.0000
Netinterest income to total income . 238003 00000 209334 . 00000
e I e e c”aﬁi.ta'l.a'ld.e'qﬁééym BT e T
L e T e e
Loans to total assets ratio 310690 00000 08274 . 0.5677
A A T ‘ qumdlty BRI scosctstuue RO O et scnt AR S o
Customer deposits to total assets . 659893 00000 558031 . 0.0000
Loans to deposits ratio . 261082 00000 1025691 .  0.0000
A e T ‘ Efflclency BRI oscstu s OO RO ohoe s S v
T e T T TE

Note: F-critical value is 2.8477.
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4.1. Single factor ANOVA on
conventional and Islamic banks

A comparison of conventional and Islamic
banks is made in Table 5. All the profitability
indicators for Conventional banks are signifi-
cant at 0.05 level in the pre-crisis period. Only
three profitability indicators show significance
at 0.05 level for Islamic banks. During crisis,
ROE, net interest income to total assets ratio
and net interest income to total income ratio is
significant for conventional banks while net in-

terest income to total assets ratio and net inter-
est income to total income ratio is significant
for Islamic banks.

Capital adequacy indicators are significant at 0.05
level for conventional and Islamic banks in the
pre-crisis period. During crisis, risk assets ratio is
significant for both categories of banks. Liquidity
indicators are significant at 0.05 level for conven-
tional and Islamic banks in the pre-crisis and cri-
sis period. The cost to income ratio is not signifi-
cant at 0.05 level during crisis.

Table 5. Single factor ANOVA on conventional & Islamic banks

Source: authors’ calculations.

Pre-crisis

During crisis

Variables
F statistic P-value F statistic P-value
Profitability

Conventional 86.4435 0.0000 0.8758 C0.4930

ROA LoD S 090 A
Islamic 2.9823 0.1261 0.0587 0.9436

Conventional 153.1396 0.0000 5.0447 0.0299

Islamic 0.6079 0.5749 2.6478 0.1499

. . Conventional 13.5206 0.0017 0.8086 0.5238
Operating profit to oo e e e I
total assets Islamic 189.7549 0.0000 3.0374 0.1227
. . Conventional 19.2548 0.0005 4.4097 0.0414

Net interest income e JE [ JO R,
to total assets Islamic 13.4395 0.0061 16.1213 0.0039
) ) Conventional 15.0273 0.0012 56.4985 0.0000
Netmtqrestlncome ; e e, e O e
to total income  Islamic 62.0771 . 0.0001 16.1761 0.0038

Capital adequacy

Conventional 40.0162 ©0.0000 40.9351 0.0000

Islamic 107.5962 0.0000 62.3759 0.0001

Conventional 34.3797 0.0001 0.8899 0.4867

Loans to total assets e B RO e
ratio Islamic 28.6783 . 0.0008 1.2744 0.3457

Liquidity

. © Conventional 65.2716 0.0000 20.1595 0.0004

Customer deposits to &7 [ A T IR
total assets Islamic 84.6182 0.0000 118.6233 0.0000
. Conventional 56.2137 0.0000 25.0456 0.0002

Loans to deposits A AR AR i,
ratio Islamic 25.2400 0.0012 515.6653 0.0000

Efficiency

Conventional 13.6880 0.0016 1.0516 0.4214

COSttOinCOmeratiO 4 e e e e . . e e . . .
- Islamic 5.7796 0.0399 1.4432 0.3078

Note: F critical value for conventional banks: 4.0661; F critical value for Islamic banks: 5.1432.
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5. RESULT OF T-TEST
(ALL BANKS)

Table 6 presents the results of t-test of all banks.
Mean ROA during the crisis is more than pre-cri-
sis period. The results of the t-test records a p-val-
ue of 0.0370 (two tailed) at 5% level of significance.
This indicates that there is a significant difference
in the mean ROA of all the banks before the crisis
and during the crisis.

The mean ROE is also substantially high during
the crisis. The results of the two tailed t test in-
dicates that there is a significant difference in the
mean ROE of all the banks before the crisis and
during the crisis. From the above Table, it can be
further concluded that there is no significant dif-
ference in the operating profit to total assets be-
fore the crisis and during the crisis. There is also

Table 6. Result of t-test (all banks)

Banks and Bank Systems, Volume 12, Issue 4, 2017

no significant difference in the net interest income
to total assets before the crisis and during the cri-
sis. However, there is a significant difference in the
net interest to total income before the crisis and
during the crisis.

The capital adequacy ratios also do not show any
significant difference in their mean values before
the crisis and during the crisis. The change in the
mean values of the liquidity ratios as measured
by customer deposits to total assets and loan to
deposits do not show any significant difference
before the crisis and during the crisis. Similarly,
the efficiency indicator as measured by cost to in-
come ratio does not show significant difference in
the pre-crisis and crisis period. The results of the
paired t-test on all banks reveal that there is no
significant difference in the performance of banks
in the pre-crisis and crisis period (refer to H).

Source: authors’ calculations.

Panel A
Profitability
Variables Operatin Net interest Net interest
ROA ROE profit to total income to income to
assets total assets total income
Mean-pre-crisis 0.5357 9.6767 3.0105 3.1852 114.9105
Mean-during-crisis 1.8862 13.6538 : 3.1781 2.8652 : 82.7252
t Stat -2.6713 -3.5319 -0.6350 1.2823 2.7999
P(T<=t) two-tail 0.0370 0.0123 0.5488 0.2471 0.0312
t Critical two-tail 2.4469 2.4469 2.4469 2.4469 2.4469
Panel B
Capital adequacy Liquidity Efficiency
Variables : Customer .
Riskasetsratio 'l doposiily | Loansio, - Costio ncome
Mean-pre-crisis 23.2519 479971 63.8757 58.6610 55.6486
Mean-during-crisis 23.0367 54.1895 63.0181 58.7490 49.6676
t Stat 0.1232 -2.1958 0.5145 -0.0478 2.0032
P(T<=t) two-tail 0.9059 0.0705 0.6253 0.9634 0.0920
t Critical two-tail 2.4469 2.4469 2.4469 2.4469 2.4469
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5.1. t-test on conventional banks and
Islamic banks

The results of t-test on conventional and Islamic
banks in the pre-crisis and crisis period have
been presented in the Table 7. The results show
that there is no significant difference in the
mean values of ROA, ROE and operating profit
to total assets ratios of the conventional banks
and Islamic banks. There is a significant differ-
ence in the net interest to total assets ratio be-
tween conventional and Islamic banks. In the
pre-crisis period, there is a significant differ-
ence in the net interest to total income ratio of
conventional banks and Islamic banks.

The t-test shows mixed results for capital ad-
equacy, liquidity and efficiency measures. The

Table 7. t-test on conventional & Islamic banks

risk assets ratio shows significant difference
between conventional banks and Islamic banks
during the crisis period. There is a significant
difference in the mean values of loan to total
assets ratio between conventional and Islamic
banks in the pre-crisis period. The customer
deposits to total assets ratio is not significant in
pre-crisis and during crisis. The loans to depos-
its ratio is significant in pre-crisis and during
crisis period. The cost to income ratio is signif-
icant in the pre-crisis but not significant dur-
ing crisis. The t test results indicate that there
is a significant difference in the performance
of conventional banks and Islamic banks in the
pre-crisis period (Refer H)). However, there is
no significant difference in the performance of
conventional banks and Islamic banks during
the crisis period (refer to H,).

Source: authors’ calculations.

Panel A
Profitability
Variables Operating Net interest : Net interest
ROA ROE profit to incometo | income to
total assets total assets : total income
¢ Mean-conventional 1.2542 11.4292 3.1108 2.2742 102.2408
Mean-Islamic -0.4222 7.3400 2.8767 4.4011 131.8033
Pre-crisis t Stat 2.3978 0.8077 1.7399 -13.1092 -4.7716
Psstwo-ail 01387 05040 02240 00058 0.0412
i t Critical two-tail 43027 43027 43027 4.3027 4.3027
: VMVeVan—corjyrenrtrional 1.8492 14.0408 3.6267 2.3900 82.3708
,M‘??“"S'am?? 777777 19356 131378 25800 3.4989 83.1978
cis® St 01613 0.4699 2.5636 241815 01344
P(T<=t) tWO—tall 08867 06847 01244 0.0017 0.9054
it Critical two-tail 4.3027 4.3027 4.3027 4.3027 4.3027
Panel B
Capital adequacy Liquidity Efficiency
Variables : . Loans to Customer = Loansto
Rlsl;a::isgets total assets | deposits to deposits | cco(r:f(te trgtio
ratio total assets ratio
Mean-conventional 20.8583 44.2267 66.5258 67.8008 36.3042
Mean-Islamic 28.8622 53.0244 60.3422 46.4744 81.4411
Pre-crisis t Stat -2.8606 -4.7807 3.3645 7.9927 -10.5639
P(T<=t) two-tail 0.1036 0.0411 0.0781 0.0153 0.0088
t Critical two-tail 4.3027 4.3027 4.3027 4.3027 4.3027
During M ional 20.8458 54.9367 66.0400 67.9592 35.4817
crisis : ean-conventiona . . . . .
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CONCLUSION

The current study examines the impact of oil crisis on the performance of selected banks of Bahrain. The per-
formance of banks is assessed using profitability, efficiency, capital adequacy and liquidity ratios in the pre-
crisis and crisis periods. Analyzing the variables, the results indicate that mean ROA, ROE, operating profit
to total assets, cost to income ratios improved during crisis. The oil crisis had a negative impact on net interest
income to total assets, net interest income to total income and loan to total assets ratios. Risk assets ratio, cus-
tomer deposits to total assets and loan to deposits ratios are consistent during both the periods. Conventional
banks performed better during the crisis as indicated by the profitability ratios. The results of the paired t-test
on all banks reveal that there is no significant difference in the performance of banks in the pre-crisis and
crisis period. Further, the t-test results indicate that there is a significant difference in the performance of con-

ventional banks and Islamic banks in the pre-crisis period. However, there is no significant difference in the
performance of conventional banks and Islamic banks during the crisis period. It can be concluded that the
oil crisis did not have any significant impact on the performance of the banks. This result is similar to results
of Poghosyan and Hesse (2009). Banks have taken measures to improve the performance during the oil crisis.

REFERENCES

1.

Almsafir, M. K, Kim, W. G., &
Alsmadi, A. A. (2016). Islamic
Banking versus Conventional

Retrieved from http://www.emer-
aldinsight.com/doi/full/10.1108/
WJEMSD-01-2016-0005

EFVo0l.12%20(1)%20Article%201.
pdf

: : - 11. Hawaldar, L. T., Rahiman, H. U.
Banking, D the Global Crisis: . . i ’ ’
B:ﬁra?lf Re;lg;rl?h ]oeurnZl zf Firritszlrslce Gulf states facing social and Rajesha T. M., & Kumar N. K.
and Accounting, 7(8), 183-193 economic crisis as oil revenues R. (2017a). A Comparison of
Retrieved from)http:} s te.org'/ crash (2017). Retrieved from Financial Performance of Islamic
: ; http://www.climatechangenews. and Conventional Banks in Bahrain.
Journals/index.php/RJFA/article/ 8
View/29992/30822 com/2015/02/19/gulf-states-facing- American Scientific Research Journal
social-and-economic-crisis-as-oil- for Engineering, Technology, and
2. Alodayni, S. (2016). Oil Prices, revenues-crash/ Sciences (ASRJETS), 33(1), 100-110.
Credit Risks in Banking Systems, i - asrietsi
and Macro-Financial Lgianages 8. Hawaldar, I. T, Lokesh, L., & Biso, S. Retr} e\(ried fr}(l)m:ttp.// astjetsjo urnal.
; S. (2016a). An Empirical Analysis of org/index.php/American_Scien-
across GCC Oil Exporters. ) e tific_Journal/article/view/3107
International Journal of Financial Financial Performance of
Studies, 4(4), 1-14. http://dx.doi. Retail and Wholesale Islamic Banks 12. Hesse, H., & Poghosyan, T. (2009).
org/10.3390/ijfs4040023Central in Bahrain. American Scientific Oil prices and bank profitability:
Bank of Bahrain (2017). Retrieved Research Journal for evidence from major oil-exporting
from http://www.cbb.gov.bh/page- Engineering, Technology, and countries in the Middle East and
p-financial_sector_fact_sheethtm Sciences (ASRJETS), 20(1), 137-147. North Africa (IMF Working Paper,
. Retrieved from http://asrjetsjournal. WP/16/161), 22 p. Was changed
3. Cen‘Fral Bank of Bahrain (2017). org/index.php/American_Scien- from H. Hesse & T. Poghosyan
g}el';rleved fffom httlp:/ /Wtwwfbbt-go"- tific_Journal/article/view/1726 (2016). Oil prices and bank
pagep-financial_sector_fact_ de .
sheet.htm 9. Hawaldar, I. T,, Lokesha, Kumar, P .IiOﬁtablllt.y' ev1denc.e fr.omhma) or
A.K. Pinto, P. & Sison, 5. M. oil-exporting countries in the
4.  El-Katiri, L. (2017). Oil’s Fall Is a (2017b). Perf . Middle East and North Africa. In
X . Performance Analysis . : : s
Challenge for Gulf Economies, but . . Financial Deepening and Post-Crisis
g ,
. : of Commercial Banks in the : .
Also an Opportunity. Retrieved . . ) Development in Emerging Markets
from https:/hbr.org/2016/03/oil Kingdom of Bahrain (2001-2015). (pp. 247-270). Palgrave Macmillan
fr?lr_r'l i _pfl' 1L r'Offg oulf. o! S: International Journal of Economics [%) .(at 18th Of Ma%ch 2019)
niieibitc-a?ss-rellie—oor Ogrliuneitcono and Financial Issues, 7(3), 729-737. ’ ’
PP Y Retrieved from https://www.econ- 13.  Khandelwal, Miyajima, and Santos
5. Energy (2017). The Report: Bahrain journals.com/index.php/ijefi/article/ (2016). The Impact of Oil Prices on
2016. Retrieved from http://www. view/4325 the Banking System in the GCC (IMF
oxfordbusinessgroup.com/bah- . Working Paper, WP/16/161). 22 p.
. 10. Hawaldar, I. T., Pinto, P., Lokesha. >
rain-2016/energy (2016b). An empirical analysis of Was added at 18th of March, 2019.
6. Ganguli, S. (2016). An economic performance of retail and 14.  Strong financials give Bahrain

analysis of sustainability of a
potential GCC economic and
monetary union during 2005-2014.
World Journal of Entrepreneurship,
Management and Sustainable
Development, 12(3), 194-206.

wholesale conventional banks

in Bahrain. British Journal

of Economics, Finance and
Management Sciences, 12(1), 1-10.
Retrieved from http://www.ajour-
nal.co.uk/EFpdfs/EFvolumel2(1)/

global sway (2017). Retrieved from
https://www.oxfordbusinessgroup.
com/overview/leading-example-
strong-financial-fundamentals-

-continue-keep-sector-globally-
competitive

15



Banks and Bank Systems, Volume 12, Issue 4, 2017

$120,00
% dazi

$100,00 Ce,
5 .,
S "
()] ..
9 $80,00 x
£ .
3 L
5 $60,00 )
@ s
8
'g $40,00
s
5

$20,00
) 2011 2012 2013 2014 2015

@=> Crude Qil price $104,01 $105,01 $104,07 $96,25 $50,79

Figure 1. Crude oil price per barrel in US dollar
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