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Abstract:

This study sought to highlight the impact of credit risk on the profitability of Islamic
banks, as it is regarded as the most serious problem confronting Islamic banks in terms of their
primary activity. The information was obtained from annual reports of a sample of Islamic banks
comprised of ten banks from nine Arab countries from 2012 to 2021. For the theoretical side, we
used the descriptive method, and for the practical side, we used the analytical method. A
standard study based on the GMM model and the FMOLS model was used to achieve the
research objectives, employing the non-performing loans ratio, the provisions ratio, the
guarantees ratio, and the capital adequacy ratio to measure credit risk, and the rate of return on
assets and the rate of return on total equity to measure profitability. The study concluded with a
set of results, the most important of which is the presence of a statistically significant inverse
effect between non-performing loans, provisions, and Islamic bank profitability; and the
presence of a positive statistically significant effect between capital adequacy ratio and Islamic
bank profitability; while the study demonstrated the absence of a statistically significant effect
between guarantees and Islamic bank profitability.

Keywords: Islamic banks, credit risk, profitability, non-performing loans, provisions,

guarantees, capital adequacy.
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2- Naama Trada, Mohamed Ali Trabelsib, Jean Francois, Goux (2017): Risk
and profitability of Islamic banks: A religious deception or an alternative solution?,
European Research on Management and Business Economics, Volume 23, Issue 1,

January-April 2017.
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4- Sokol Ndoka, Manjola Islami (2016) : The Impact of Credit Risk Management
in the Profitability of Albanian Commercial Banks During the Period 2005-2015.

European Journal of Sustainable Development, 5, 3, 2016.
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5- Idowu Abiola - Awoyemi Samuel Olausi (2014) : THE IMPACT OF CREDIT
RISK MANAGEMENT ON THE COMMERCIAL BANKS PERFORMANCE IN
NIGERIA, International Journal of Management and Sustainability, VVol. 3, No. 5.
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6- Mohammed T. Abusharbeh (2014) : Credit Risks and Profitability of Islamic
Banks: Evidence from Indonesia, World Review of Business Research, VVol. 4, No.
3, Issue, October 2014.
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Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Jarque-Bera
Probability

Sum

Sum Sq. Dev.

Observations

ID1

ID2

ID3

ID4

ROA

ROE

&
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ID1 ID2 ID3 ID4 ROA ROE
0.076364 1.152694 8.670351 0.198563 0.011135 0.128102
0.034139 0.895415 1.633517 0.190350 0.012449 0.113200
0.518284 3.419827 89.92175 0.532300 0.068600 1.368400
0.000000 0.019585 0.020805 0.092600 -0.230800 -0.518828
0.108153 0.788156 13.95979 0.071005 0.027114 0.169969
2.270042 1.175580 2.834677 1.973947 -7.151757 3.632701
7.693544 3.614168 13.93526 8.561485 65.11068 31.94547
177.6738 24.35875 625.8515 193.8166 16926.36 3710.943
0.000000 0.000005 0.000000 0.000000 0.000000 0.000000
7.636379 114.1167 858.3648 19.85630 1.113451 12.81020
1.158002 60.87655 19097.81 0.499135 0.072782 2.860056

100 99 99 100 100 100

“a o,

Aoyl Cufpiiia (g AU LY Adghian 102 a3 alall

ID1 ID2 ID3 ID4
0.43915280807 0.22325364369 0.15972615506 0.32894020271 0.14712627553
1 282 09276 52848 14068 5244
0.43915280807 0.18169264540 0.13113543522 0.19690144952 0.12205370473
282 1 47745 85833 61895 08455
0.22325364369 0.18169264540 0.13739998777 0.04078888522 0.10617020895
09276 47745 1 71931 424106 80181
0.15972615506 0.13113543522 0.13739998777 0.05167020016 0.15949578886
52848 85833 71931 1 226065 57255
0.32894020271 0.19690144952 0.04078888522 0.05167020016 0.44462820000
14068 61895 424106 226065 1 89082
0.14712627553 0.12205370473 0.10617020895 0.15949578886 0.44462820000
5244 08455 80181 57255 89082 1
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Dependent Variable: ROA

Method: Panel Generalized Method of Moments
Transformation: Orthogonal Deviations

Date: 05/21/22 Time: 10:44

Sample (adjusted): 2014 2021

Periods included: 8

Cross-sections included: 10

Total panel (unbalanced) observations: 79

Period SUR instrument weighting matrix

Period SUR (PCSE) standard errors & covariance (d.f. corrected)
Instrument specification: @DYN(ROA,-2) ID1 ID2 ID3 ID4

Variable Coefficient Std. Error t-Statistic Prob.

ROA(-1) -0.168693 0.019496 -8.652563 0.0000
ID1 -0.193404 0.017292 -11.18487 0.0000
ID2 -0.002605 0.002100 -1.240471 0.2187
ID3 1.23E-05 5.49E-05 0.225051 0.8226
ID4 0.178687 0.030234 5.910099 0.0000

Effects Specification

Cross-section fixed (orthogonal deviations)

Mean dependent var -0.002494 S.D. dependent var 0.027683
S.E. of regression 0.024962 Sum squared resid 0.046110
J-statistic 34.97369 Instrument rank 40
Prob(J-statistic) 0.469452

Dependent Variable: ROE

Method: Panel Generalized Method of Moments
Transformation: Orthogonal Deviations

Date: 06/11/22 Time: 19:46

Sample (adjusted): 2014 2021

Periods included: 8

Cross-sections included: 10

Total panel (unbalanced) observations: 78

Period SUR instrument weighting matrix

Period SUR (PCSE) standard errors & covariance (d.f. corrected)
Instrument specification: @DYN(ROE,-2) ID1(-1) ID2(-1)
Constant added to instrument list

Variable Coefficient Std. Error t-Statistic Prob.

ROE(-1) 0.005921 0.021582 0.274339 0.7846
D4 0.589731 0.222025 2.656149 0.0097
ID3 0.000287 0.001134 0.253196 0.8008
D2 0.041502 0.014584 2.845710 0.0057
ID1 -0.318596 0.119529 -2.665419 0.0095

Effects Specification

Cross-section fixed (orthogonal deviations)

Mean dependent var -0.010309 S.D. dependent var 0.081065
S.E. of regression 0.084293 Sum squared resid 0.518689
J-statistic 29.03472 Instrument rank 38

Prob(J-statistic) 0.664987
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Panel unit root test: Summary

Series: ID1

Date: 05/24/22 Time: 18:20

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

tegiaal) aie A i) L1

Cross-
Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -6.53668 0.0690 10 80
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -2.15523 0.0856 10 80
ADF - Fisher Chi-square 38.6582 0.0074 10 80
PP - Fisher Chi-square 53.9950 0.0001 10 90
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: ID2
Date: 05/24/22 Time: 18:23
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -2.07671 0.1189 10 77
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat 0.44992 0.6736 10 77
ADF - Fisher Chi-square 18.9041 0.5281 10 7
PP - Fisher Chi-square 17.8003 0.6006 10 88

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.



Panel unit root test: Summary

Series: ID3

Date: 05/24/22 Time: 18:24

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -25.3388 0.0000 10 77
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -4.96331 0.0000 10 77
ADF - Fisher Chi-square 41.8496 0.0029 10 77
PP - Fisher Chi-square 41.6751 0.0030 10 88
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: ID4
Date: 05/24/22 Time: 18:25
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -4.21599 0.0950 10 80
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -0.55541 0.2893 10 80
ADF - Fisher Chi-square 22.5280 0.3126 10 80
PP - Fisher Chi-square 25.8158 0.1720 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.



Panel unit root test: Summary

Series: ROA

Date: 05/24/22 Time: 18:26

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* 0.22886 0.5905 10 80
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -1.50038 0.0668 10 80
ADF - Fisher Chi-square 34.6705 0.0219 10 80
PP - Fisher Chi-square 74.4024 0.0000 10 90
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: ROE
Date: 05/24/22 Time: 18:27
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* 0.70254 0.7588 10 80
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -1.37732 0.0842 10 80
ADF - Fisher Chi-square 31.3995 0.0501 10 80
PP - Fisher Chi-square 67.4976 0.0000 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.
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Panel unit root test: Summary

Series: D(ID1)

Date: 05/24/22 Time: 18:29

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

tlsY) Aapall G (38 aie Ayt 2

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -8.36427 0.0000 10 70
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -4.67851 0.0000 10 70
ADF - Fisher Chi-square 65.1704 0.0000 10 70
PP - Fisher Chi-square 98.5171 0.0000 10 80
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: D(ID2)
Date: 05/24/22 Time: 18:31
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -2.46600 0.0068 9 63
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -1.17447 0.1201 9 63
ADF - Fisher Chi-square 28.0219 0.0617 9 63
PP - Fisher Chi-square 68.3079 0.0000 9 72

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.



Panel unit root test: Summary

Series: D(ID3)

Date: 05/24/22 Time: 18:31

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -13.6757 0.0000 9 63
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -4.65670 0.0000 9 63
ADF - Fisher Chi-square 55.7894 0.0000 9 63
PP - Fisher Chi-square 85.8350 0.0000 9 72
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: D(ID4)
Date: 05/24/22 Time: 18:32
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -5.63811 0.0000 10 70
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -2.32008 0.0102 10 70
ADF - Fisher Chi-square 40.6917 0.0041 10 70
PP - Fisher Chi-square 83.6084 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.



Panel unit root test: Summary

Series: D(ROA)

Date: 05/24/22 Time: 18:32

Sample: 2012 2021

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -2.26893 0.0116 10 70
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -2.89572 0.0019 10 70
ADF - Fisher Chi-square 45.7511 0.0009 10 70
PP - Fisher Chi-square 110.436 0.0000 10 80
** Probabilities for Fisher tests are computed using an asymptotic Chi

-square distribution. All other tests assume asymptotic normality.

Panel unit root test: Summary
Series: D(ROE)
Date: 05/24/22 Time: 18:33
Sample: 2012 2021
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -6.44035 0.0000 10 70
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -3.50002 0.0002 10 70
ADF - Fisher Chi-square 51.8728 0.0001 10 70
PP - Fisher Chi-square 106.144 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi
-square distribution. All other tests assume asymptotic normality.
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Kao Residual Cointegration Test

Series: ROA ID4 ID3 ID2 ID1

Date: 06/03/22 Time: 18:22

Sample: 2012 2021

Included observations: 100

Null Hypothesis: No cointegration

Trend assumption: No deterministic trend

Automatic lag length selection based on SIC with a max lag of 1
Newey-West automatic bandwidth selection and Bartlett kernel

t-Statistic Prob.
ADF 0.379575 0.0352
Residual variance 0.001590
HAC variance 0.000243

Kao Residual Cointegration Test

Series: ROE ID4 ID3 ID2 ID1

Date: 06/03/22 Time: 18:26

Sample: 2012 2021

Included observations: 100

Null Hypothesis: No cointegration

Trend assumption: No deterministic trend

Automatic lag length selection based on SIC with a max lag of 1
Newey-West automatic bandwidth selection and Bartlett kernel

t-Statistic Prob.
ADF -4.800913 0.0000
Residual variance 0.021335

HAC variance 0.017605
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Dependent Variable: ROA

Method: Panel Fully Modified Least Squares (FMOLS)

Date: 06/03/22 Time: 18:33

Sample (adjusted): 2013 2021

Periods included: 9

Cross-sections included: 10

Total panel (unbalanced) observations: 88

Panel method: Weighted estimation

Cointegrating equation deterministics: C

Long-run covariance estimates (Bartlett kernel, Newey-West fixed

bandwidth)
Variable Coefficient Std. Error

ID4 0.653341 0.116324

ID3 -0.151869 0.114784

ID2 -1.095044 0.090253

ID1 -0.946441 0.072094
R-squared 2362.351302 Mean dependent var
Adjusted R-squared 2777.534639 S.D. dependent var
S.E. of regression 1.450228 Sum squared resid
Long-run variance 0.000529

Dependent Variable: ROE

Method: Panel Fully Modified Least Squares (FMOLS)

Date: 06/03/22 Time: 18:35

Sample (adjusted): 2013 2021

Periods included: 9

Cross-sections included: 10

Total panel (unbalanced) observations: 88

Panel method: Weighted estimation

Cointegrating equation deterministics: C

Long-run covariance estimates (Bartlett kernel, Newey-West fixed

bandwidth)
Variable Coefficient Std. Error t-Statistic Prob.
ID4 -0.527565 0.116324 -4.535309 0.0000
ID3 0.048520 0.114784 0.422709 0.6737
ID2 -0.243688 0.090253 -2.700052 0.0086
ID1 -0.592522 0.072094 8.218766 0.0000
R-squared -20.241617 Mean dependent var 0.121348
Adjusted R-squared -23.973253 S.D. dependent var 0.096926
S.E. of regression 0.484372 Sum squared resid 17.36159

Long-run variance 0.002889



