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ABSTRACT 

The purpose of this research study is to find the difference between the performance of 
Islamic and conventional banks of Pakistan. Banks play a vital role in the economic development of 
the country. Islamic banks follow the Islamic laws for the banking system and conventional banks 
follow the manmade laws. Research uses a sample which consists of three Islamic and three 
conventional banks from period 2010 to 2014. Researcher fined Profitability by return on asset 
(ROA), return on equity (ROE) and earnings per share (EPS).The results reveal that commercial 
banks are more profitable than Islamic banks of Pakistan in terms of ROE, ROA and EPS. 

Keywords: Islamic banks, conventional banks, financial performance 

1. INTRODUCTION 

The economic growth of a country is based on the performance of the financial sector. 
Banking sector perform very important and major role in economic performance of country. The 
banking industry of Pakistan has constantly presented notable results. There are different types of 
banks functioning in Pakistan. The Conventional banks are financial institutions which take and 
proceeding loans on an interest basis. The conventional banks also perform different types of 
functions as agency function, leasing and etc. Conventional banking of whole world established on 
manmade rules. Islamic Banks work same like conventional banks but Islamic banks follow the 
guidelines of Islamic Sariah board. The Banking system of Islamic banks is interest free.  

The aim of Islamic banking is providing interest free instrument of financing. Meezan bank 
limited is leading and largest Islamic conventional Bank in Pakistan. The state bank of Pakistan 
allows banks to follow Islamic banking systems. The State Bank of Pakistan conducted a 
Commission for transformation of financial system (CTFs). In September 2003, the State Bank of 
Pakistan created the Islamic Banking Department. 

Conventional banks based on manmade principles and efforts on boosting of profit. The 
vital function of the conventional banking is loaning money and in exchange they take higher 
interest. In January 2002,the State bank of Pakistan provided authorization license to Meezan bank 
limited for functioning as a first Islamic. Islamic banking is growth day to day in countries in which 
it is operating. Some countries of the world want to convert their whole banking system on Islamic 
bases. Islamic banks provide wide range of products and services and also share profit and loss 
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with their clients and depositors. Islamic banking systems use some special principle like 
Mudarbah, Musharaka, Murabha, Istisna, Ijarah and Qarz-e-hasna. 

In the Mudarba products, Islamic Banks deliver loan and borrower invest his efforts. In the 
Musharka product, profit and losses were evenly shared among all parties. Murabaha is form of 
credit sale under Islamic religious law. In Murabaha financial institution is known as rabbul Mal and 
borrower is known as mudarib. Both parties became partners. 

In Murabaha, Islamic banks purchase goods or commodities on the behalf of the customer 
and sell it to the customer with payment and the bank takes a fee as a profit margin. Ijarah is a 
leasing agreement under Islamic banking Law. In Ijarah, Islamic bank keeps possession of an asset 
or property and gives it to the customer in rents for a charge. 

Qarz-e-hasna is a form of lending in the Islamic banking system, in which the Islamic bank 
provides money to those people who are facing critical financial condition. 

 

2. Aims and Objectives: 
 
The objective of this study is to determine the performance of conventional and Islamic 

banks of Pakistan. 
 

3. Research Question: 
 

3.1. Is there any difference between conventional and Islamic bank performance?  

3.2. Is there any difference between Islamic and conventional bank earnings per share? 

 

4. Literature Review 
 

4.1. Islamic Bank 
 
Warde (2006) stated that the business of money shifting was common. Lending money on 

interest (Riba) base was common in Arabian Peninsula. The Jews of Medina, Banu Nadir lend 
money to people and charge interest. They joint financial resources for carrying out large business 
ventures and share profit according to percentage of their contribution. 

El Gamal (2006) studies the first time Islamic banking was introduced in Egypt in 1963; 
many of Islamic banks were established in the Middle Eastern and Asian countries. Islamic banks 
are growth is increasing in operating and finance area. 

(Aggarwal, 2000) Found that Islamic banks have been growing over the last three decades. 
Sudan and Iran have transformed their banking system to Islamic banking. Islamic banks are 
functioning in more than sixty countries of the world. Market share of Islamic banks in Muslim 
countries has increased from 2% in the late 1970s to about 15% today. 

(Ariff, 1988) Statement that Islamic banks were operating as saving-investment institutions, 
Nasir Social Bank, established in Egypt in l97l, was declared as an interest free conventional bank. 
First Islamic bank was established in Luxembourg in l978 to introduce Islamic banking in the 
western world. There is also an Islamic Bank International of Denmark, in Copenhagen, and the 
Islamic Investment Company has been set up in Melbourne, Australia. 

(Zineldin, 1990) Researches Islamic banks from angle of theory and practice. Researchers 
found that Islamic banks are substitute to present conventional banking. 

(Saiful Azhar Rosly, 2003)Examined the financial performance of Islamic banking schemes 
and compared with mainstream banks’ performance. Researchers use financial ratios to compare 
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the financial performance. The results disclosed that mainstream banks performance is more 
efficient than an Islamic banking scheme. 

Another study was conducted in Middle East countries by researcher (Kader, 2007). They 
compare the financial performance of Islamic banks and conventional banks working in UAE. 
Researchers found that there is no major difference in the performance of Islamic and conventional 
banks in terms of profitability and liquidity. 

 

4.2. Conventional Bank 
 
Santos (2000) stated that a conventional bank’s task is to purchase transactions deposits 

from the depositors at a low interest rate, then assign those funds to the organizations or people at 
a greater interest rate and earn interest. 

(Al-Manaseer, 2007) Measured the determinants of bank profitability in four Arab countries 
in the Middle East including Jordan, Bahrain, Egypt, and Saudi Arabia over the 1996-2003 period. 
They found that determinants of bank profitability are different among traditional and Islamic 
banks in those countries. 

There are two different types of approaches used to measure the performance of the bank: 
the accounting approach and econometric methods. Usually accounting methods are primarily used 
to measure the bank performance (Ncube, 2009). 

(Avkiran, 1995)Statement that financial performance of banks and other financial 
institution measured by using combination of financial ratio analysis, benchmarking or mix of these 
methodologies. 

(Vasiliou D, 2000)Studies that financial ratios allow comparisons to be made among 
different banks of different sized. Easily compare individual banks with the industry by comparing 
financial ratios. 

(Islam, 2003)Research the development and performance of commercial banks in Oman, 
Bahrain, and the United Arab Emirates for the period 1998to2000. Researcher uses numerous 
financial ratios to measure bank performance and results shows that GCC banks performance is 
well than western banks.  GCC banks are growing in competition period. 

4.3. Comparison between Conventional and Islamic Banks 
 
Iqbal (2001) statement researches the performance of Islamic and conventional banking. 

This research used the data from the 1990-98. The trend and ratio analyses techniques were used 
to calculate and compare the performance of Islamic banks with conventional banks. 

Wasiuzzaman (2013) studies the performance of Islamic and conventional banks in 
Malaysia. They found in the research that the board size and bank size values of conventional banks 
and return on assets, was vastly compared to Islamic banks. The variables in research like liquidity, 
asset quality, operational efficiency, board independence and capital adequacy were higher for the 
Islamic banks in Malaysia. The significant differences found in all variables, as expected, were 
profitability and board independence. 

The study by (MOHAMMED KHALED I. BADER, 2008) found that there are no significant 
differences between the overall efficiency of Islamic and conventional banks. They studied the 
performance of 43 Islamic Banks and 33 conventional banks for the year 1990-2005 in 21 
countries. They use Data Envelopment Analysis to evaluate the results. This research measured the 
average and overtime efficiency of banks based on their size, age, and region using static and 
dynamic panels. 

Other researchers (Muhammad Jaffar, Performance comparison of Islamic and Conventional 
banks in, 2011), compared the performance of Islamic and conventional banks operating inside 
Pakistan. They use the data from 2005 to 2009. Researcher used CAMEL test to compare both types 
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of banks. They found that Islamic banks of Pakistan performed well in retaining adequate capital 
and better liquidity position and conventional banks are performing well in management quality 
and earning ability. Asset quality of Islamic and conventional banks is nearly the same. Loan loss 
ratio of conventional banks is lower than Islamic banks. Performance of Islamic banks is better by 
using UNCOL ratio analysis. 

(Safiullah, 2010)This research paper focuses on the performance of Conventional Banks & 
Islamic Banks of Bangladesh. Researcher uses the data of four conventional banks and four Islamic 
banks of Bangladesh.  Researcher takes data of time period from 2004 to 2008 for ratio analysis. 
This study discloses that conventional banks are working better than Islamic banks based on 
commitment to economy & community, productivity and efficiency. 

There is another study with Malaysia data; this study was performed by (Siti Rohaya Mat 
Rahim, 2013). This research found that variables has significant factors towards the risk for Islamic 
banks of Malaysia were total assets, Herfindahl Index, market share, cost income ratio, inflation, 
and real GDP while conventional bank stability were impacted by market share, income diversity, 
cost income ratio, loan asset ratio, total assets, Herfindahl Index, and real GDP. 

There is another study by (LIAQAT ALI, 2013) on Islamic and Conventional Comparison. In 
this studied the customer satisfaction of conventional and Islamic banks. They found that the 
customers of conventional banks are more satisfied than the customers of the Islamic banks. 

(Moin, 2013) Conducted research on the financial performance of Conventional and Islamic 
banking system of Pakistan. They use data from 2003 to 2007 and apply 12 financial ratios to 
evaluate results. They claim that conventional banks have been working for a long time in Pakistan 
and they have a lot of experience. The conventional banks have large share in financial assets than 
Islamic banks of Pakistan. 

Another research conducted by (Aishath Muneeza, 2010) to find quarrels between 
conventional and Islamic banking laws. They found that the clashed are arising due to law problems 
in Islamic banking system. They discuss Islamic economics has a different principle from the 
conventional banking. 

(Ayman Abdal-Majeed Ahmad Al-smadi, 2013)statement that the Islamic banking system is 
more stable than the conventional banking system, even in financial crisis of 2007-2008 while 
conventional banking industry stuck in Malaysia. 

(Abid Usman, 2012)Research on financial performance of Islamic and conventional banks. 
They take data from the year 2007 to 2009 and t-test is used to measure the performance. They 
found that growth rate and profitability of Islamic banks are more than Conventional banks of 
Pakistan. The Islamic banks have high liquidity over conventional banks. 

(K.K. Siraj, 2012)Compare Performance of Islamic and Conventional Banks in GCC region. 
They selected six Islamic and six Conventional banks as a sample. They studied data from period 
2005 to 2010. They used a different financial ratio as a performance indicator. This study revealed 
that financed equity of Islamic banks is more than conventional banks. They found another thing 
that Islamic banks reported greater AAG rate of the operating profit. 

(Y Murthy, 2003)Murthy & Sree (2003) research that there are many financial ratios but to 
measure the profitability of commercial banks these ratios are Return on Asset, Return on Equity 
and Net Interest Margin are the major ones. 

(Samad A. , 1999)Research on the performance of a Malaysian Islamic bank over the period 
1984-1997 by using financial ratios. Researcher stated that growth of loans under profit sharing is 
low due to lack of knowledge. Performance of Islamic banks is better than conventional banks in 
liquidity and risk measurements. 

(Samad A. , 2004)(2004) conducted research on Islamic and conventional banks of Bahrain 
and stated that there is no significant difference of performance between both types of banks, but 
there are significant differences in liquidity between conventional and Islamic banks. 
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(Jill Johnes, 2009) Research to measure the efficiency of Islamic and conventional banks by 
using financial ratios. The results suggested that profit and revenue of Islamic banks is effective but 
less cost effective compared to conventional banks. Conventional banks total efficiency is higher 
than Islamic banks by using Data Envelopment Analysis. 

Nimalathasan (2008) (NIMALATHASAN, 2008)compared Bangladesh banking industry 
financial performance by using the CAMELS rating. Researcher takes 6562 branches of 48 banks as 
a sample from the time period of 1999-2006. This study revealed that 3 banks were rate 01, 31 
banks were rated 02, 7 banks were rated 03, 5 banks were rated 04 and 2 banks were rate 05. 

(FADZLAN SUFIAN, 2012) (2012) conducted research on Islamic banking industry of 
Malaysia to evaluate revenue efficiency. Researcher takes 17 domestic and foreign Islamic banks for 
sample. They use Data Envelopment Analysis to evaluate the results of revenue efficiency. The 
results show that domestic Islamic banks have shown lower revenue efficiency than foreign Islamic 
banks. 

(Siti Rochmah Ika, 2011)Compared the financial performance of Islamic and conventional 
banks of Indonesia. The sample is based on financial statements of Islamic banks from year 2000-
2007. Author applied various financial ratios to measure financial ratio. The results show that 
Islamic banks are more liquid than conventional banks. 

 

5. Theoretical Framework 
 

5.1. Profitability 
Profitability measured by using different financial ratios. Return on asset (ROA), Return on 

equity (ROE), Earning per share (EPS) are the indicators of measuring financial performance. 
 

5.1.1. Return on asset (ROA) 
This financial ratio measures how much bank is earning after tax. Higher ratio means bank 

is using assets affectively. 
ROA = Net Income after tax / Total Assets 
 

5.1.2. Return on Equity (ROE) 
ROE is the important indicator of a bank’s profitability and growth potential. A higher 

return on equity shows better use of capital. 
ROA = Net Income after tax / Total Assets 
 

5.1.3. Earnings per share 
The earnings per share ratio measure the amount of a company’s net income. This ratio is 

an indicator of a bank’s profitability. 
 

6. Methodology 
 

6.1. Population and Sample size 
Islamic banks and conventional banks are used as the population in this research of 

Pakistan. There are 52 banks registered from the state bank of Pakistan. There are five Islamic and 
forty seven conventional banks. Three Islamic and three Conventional banks are selected as a 
sample for performance analysis.  
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6.2. Sampling Technique 
Sampling technique is used to select bank and all banks selected as sample by a simple 

random method.  
 

6.3. Data collection method 
Secondary data is using in this research; financial statements of Islamic and conventional 

banks are downloaded from state banks of Pakistan official website. 
 

6.4. Data Analysis 
Financial ratios (ROA, ROE and EPS) are used to evaluate the financial performance of 

Islamic and Conventional banks. 
 
 

Year Bank 

Islami 

MCB Difference Bank 

Islami 

Bank 

Alfalah 

Difference Bank 

Islami 

ABL Difference 

2014 1.15 2.78 -1.63 1.15 0.85 0.3 1.15 1.9 -0.75

2013 1.17 2.72 -1.55 1.17 0.83 0.34 1.17 2.14 -0.97

2012 1.24 2.91 -1.67 1.24 0.92 0.32 1.24 2.03 -0.79

2011 0.79 3.18 -2.39 0.79 0.81 -0.02 0.79 2.1 -1.31

-7.24 0.94 -3.82

Year Dubai 

Islami 

Bank 

MCB Difference Dubai 

Islami 

Bank 

Bank 

Alfalah 

Difference Dubai 

Islami 

Bank

ABL Difference 

2014 0.590 2.78 -2.19 0.590 0.85 -0.26 0.590 1.9 -1.31

2013 0.169 2.72 -2.551 0.169 0.83 -0.661 0.169 2.14 -1.971

2012 0.541 2.91 -2.369 0.541 0.92 -0.379 0.541 2.03 -1.489

2011 0.394 3.18 -2.786 0.394 0.81 -0.416 0.394 2.1 -1.706

-9.896 -1.716 -6.476

Year Mezan 

Bank

MCB Difference Mezan 

Bank

Bank 

Alfalah 

Difference Mezan 

Bank

ABL Difference 

2014 1.19 2.78 -1.59 1.19 0.85 0.34 1.19 1.9 -0.71

2013 1.31 2.72 -1.41 1.31 0.83 0.48 1.31 2.14 -0.83

2012 1.48 2.91 -1.43 1.48 0.92 0.56 1.48 2.03 -0.55

2011 1.91 3.18 -1.27 1.91 0.81 1.1 1.91 2.1 -0.19

-5.7 2.48 -2.28

Table 01 

ROA 

RS. (In million)
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6.5. Discussion  
 
Islamic banks ROA compare with Commercial banks ROA, which are selected for this study. 

This study shows that commercial bank performance is better in terms of return on assets. But it 
doesn’t mean that Islamic banks of Pakistan are not profitable. Commercial bank’s return on assets 
is better because commercials banks have been working for many years. 

Year Bank 

Islami 

MCB Differe

nce 

Bank 

Islami 

Bank 

Alfalah 

Differe

nce 

Bank 

Islami 

ABL Differe

nce 

2014 5.35 23.83 -18.48 5.35 18.86 -13.51 5.35 25.9 -20.55

2013 3.38 23.09 -19.71 3.38 18.04 -14.66 3.38 30 -26.62

2012 5.78 24.59 -18.81 5.78 19.42 -13.64 5.78 28.4 -22.62

2011 8.28 26.17 -17.89 8.28 16.36 -8.08 8.28 29.4 -21.12

-74.89 -49.89 -90.91

Year Dubai 

Islami 

Bank 

MCB Differe

nce 

Dubai 

Islami 

Bank 

Bank 

Alfalah 

Differe

nce 

Dubai 

Islami 

Bank

ABL Differe

nce 

2014 7.960 23.83 -15.87 7.960 18.86 -10.9 7.960 25.9 -17.94

2013 1.96 23.09 -21.13 1.96 18.04 -16.08 1.96 30 -28.04

2012 5.06 24.59 -19.53 5.06 19.42 -14.36 5.06 28.4 -23.34

2011 3.04 26.17 -23.13 3.04 16.36 -13.32 3.04 29.4 -26.36

-79.66 -54.66 -95.68

Year Mezan 

Bank

MCB Differe

nce 

Mezan 

Bank

Bank 

Alfalah 

Differe

nce 

Mezan 

Bank

ABL Differe

nce 

2014 22.2 23.83 -1.63 22.2 18.86 3.34 22.2 25.9 -3.7

2013 23.69 23.09 0.6 23.69 18.04 5.65 23.69 30 -6.31

2012 24.34 24.59 -0.25 24.34 19.42 4.92 24.34 28.4 -4.06

2011 28.18 26.17 2.01 28.18 16.36 11.82 28.18 29.4 -1.22

0.73 25.73 -15.29

Table 02 

ROE

RS. (In million)

 
 

6.6. Discussion  
 
Islamic banks return on equity is less profitable than commercial banks return on equity. 

This comparison shows that commercial banks in Pakistan have a better performance than Islamic 
banks. 
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Year Bank 

Islami 

MCB Differe

nce 

Bank 

Islami 

Bank 

Alfalah 

Differe

nce 

Bank 

Islami 

ABL Differe

nce 

2014 0.577 21.85 -21.27 0.577 4.09 -3.513 0.577 13.11 -12.53

2013 0.3467 19.31 -18.96 0.3467 3.47 -3.123 0.3467 12.79 -12.44

2012 0.58 24.59 -24.01 0.58 3.38 -2.8 0.58 10.18 -9.6

2011 0.775 26.17 -25.4 0.775 2.6 -1.825 0.775 9.74 -8.965

-89.64 -11.26 -43.54

Year Dubai 

Islami 

Bank 

MCB Differe

nce 

Dubai 

Islami 

Bank 

Bank 

Alfalah 

Differe

nce 

Dubai 

Islami 

Bank

ABL Differe

nce 

2014 0.8608 21.85 -20.99 0.8608 4.09 -3.229 0.8608 13.11 -12.25

2013 0.1962 19.31 -19.11 0.1962 3.47 -3.274 0.1962 12.79 -12.59

2012 0.5403 24.59 -24.05 0.5403 3.38 -2.84 0.5403 10.18 -9.64

2011 0.28 26.17 -25.89 0.28 2.6 -2.32 0.28 9.74 -9.46

-90.04 -11.66 -43.94

Year Mezan 

Bank

MCB Differe

nce 

Mezan 

Bank

Bank 

Alfalah 

Differe

nce 

Mezan 

Bank

ABL Differe

nce 

2014 4.56 21.85 -17.29 4.56 4.09 0.47 4.56 13.11 -8.55

2013 3.95 19.31 -15.36 3.95 3.47 0.48 3.95 12.79 -8.84

2012 3.5 24.59 -21.09 3.5 3.38 0.12 3.5 10.18 -6.68

2011 3.75 26.17 -22.42 3.75 2.6 1.15 3.75 9.74 -5.99

-76.16 2.22 -30.06

Table 03

EPS

 
 

6.7. Discussion  
 

Earnings per share of commercial banks are greater than Islamic banks. This result shows 
that earning of commercial banks is better than Islamic banks. It doesn’t mean that Islamic banks 
are not profitable. Islamic banks are profitable but not profitable like commercial banks. 

 

7. Conclusion 
 
Banks are financial sector of Pakistan’s economy. The results of this study show that the 

performance of commercial banks is more profitable than Islamic banks. Measuring profitability is 
best way to identify the performance. 

Commercial banks are more profitable because they are working from many years. Islamic 
banks of Pakistan are also growing very well. Profit of Islamic banks is increasing day by day. Every 
depositor wants to invest in those banks which provide high returns on investment. 

Islamic banks follow the Islamic rules and Islamic banks are interest free but on other hand 
commercial banks maximize the wealth of depositors. That’s why commercial banks produce 
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greater return on ROA, ROE and EPS. This study found the ROA, ROE & EPS of commercial banks is 
higher than Islamic banks in Pakistan. 
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