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ABSTRACT

This research intends to closely examine factors that influence conventional and Islamic banks
based on their profitability in Malaysia. Money is treated as a commodity in conventional banks,
who lend it against interest as recompense. On the other hand, the products of Islamic banking
usually are asset-backed and comprise asset rental, asset trading, also profit-and-loss
participation. Despite this, it is also thought that customers and banks have a relationship of
creditor and debtor. Having said that, the secondary data was drawn from five conventional
banks which is Maybank, Public Bank, Affin Bank, CIMB Bank and Hong Leong Bank while
for Islamic banks are Bank Islam, Bank Muamalat, MBSB Bank, Hong Leong Islamic Bank
and CIMB Islamic Bank retrace from the year 2010 to 2021 consisting of 120 set of data. This
study seeks to examine whether the cost of funds, cost of labour, cost of capital and interbank
lending influences the profitability of the Islamic and conventional bank. Then again, how this
may vary between Islamic and conventional banks in Malaysia. Our findings indicate that cost
of funds from Islamic banks has significant relationship with the dependent variable,

profitability in overall results.
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CHAPTER ONE: INTRODUCTION
1.1 INTRODUCTION

One of the countries with two banking systems (conventional and Islamic) is Malaysia.
Although the regulations and principles of these two banks are different, similar factors are
likely to have an impact on their profitability. The purpose of this study is to determine whether

the same factors are affecting the profitability of both banks.

Conventional bank is a bank that does business of lending and borrowing the money
based on the interest. The major objective of conventional banks is to collect deposits and issue

loans to the borrower.

Meanwhile, Islamic bank is a bank that does business activities based on shariah and
Islamic law. In Islamic banking, there is only profit and loss and no interest charge to the
lenders and borrowers. Besides, the purpose of Islamic banking is to avoid riba, encouraging
economic growth while sustaining the Islamic moral value. Also, to serve as a financial

intermediary.

However, this study focuses on identifying the factors that have the greatest influence
on the performance of cach bank separately, in addition to determining if the profitability of
both banks is influenced by the same causcs. The data has been collected using secondary data

from Eikon database for the period 2010 to 2021.



