
 

 
Risk Exposure of Islamic Financial Institutions: 

Evidence from Gulf Co-operation Council Countries 
 
 
 
 
 
 
 
 

 
 A thesis submitted to the University of Newcastle in fulfilment of  

the requirements for the degree of 
Master of Philosophy  

 
By  

 
Mahfod Aldoseri 

 
 
 
 
 
 
 

Newcastle Business School 
Faculty of Business and Law  

THE UNIVERSITY OF NEWCASTLE  
Callaghan NSW 2308  

Australia  
 
 
 
 
 

August 2012  
 
 
 
 
 



 Page | II  
 

STATEMENT OF ORIGINALITY 
 
This thesis contains no material which has been accepted for the award of any other degree or 

diploma in any university or other tertiary institution and, to the best of my knowledge and 

belief, contains no material previously published or written by another person, except where due 

reference has been made in the text. I give consent to this copy of my thesis, when deposited in 

the University Library**, being made available for loan and photocopying subject to the 

provisions of the Copyright Act 1968.  

**Unless an Embargo has been approved for a determined period.  

______________________________________________________________ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



 Page | III  
 

DEDICATION 
 

This dissertation is dedicated to my most beloved parents “Ghalia Ghanem” (have Allah’s Mercy 

on her souls and grant her eternal happiness and peace in Paradise) and “Mobarak Naser”, 

without whose sole contribution I could not achieve anything in my life. 

 

ACKNOWLEDGEMENTS 
 

At the outset, all praise be only to Allah, the Omnipotent to accept this effort and to consider it 

for His sake only without Whose Grace this work would have not been accomplished. 

I would like to express my profound thanks to my Principal Supervisor Professor Abul 

Shamsuddin for patiently supervising the whole of this work and frequently providing 

constructive suggestions throughout my period of study at the University of Newcastle from 

2009 to 2012. I am deeply grateful to my co-supervisor Professor Steve Easton, for his 

invaluable assistance and encouragement. Needless to say, for any error and omission in this 

study I hold myself fully responsible. 

 

I whole heartedly appreciate the staff of the University library as well as the administrative 

assistants of the Business School who offered much needed support during this lengthy and 

sometimes difficult project. I wish to provide special thanks to Mr. Md Akhtaruzzaman and Mr. 

Sudipta Bose for their support and encouragement. My heartfelt appreciation is extended to 

everyone else who encouraged and helped me to complete this thesis. 

I owe my greatest debts and thanks to my dearest wife Nora, my children, Ghalia, Mobarak, 

Ghanem and Najla, for their truly extraordinary patience and emotional support. I am also greatly 

indebted to University of Prince Salman in Saudi Arabia for providing me scholarship to 

undertake this valuable study. 

 

 

 

 

 



 Page | IV  
 

Abstract 
 

This study examines the determinants of major risks faced by both Islamic and conventional 

banks, and the relationship between different risks and bank performance in the context of Gulf 

Cooperation Council (GCC) countries. The data used in the study has been collected from the 

annual reports of banks and Gulf database from 2006-2010. The GCC includes six Arab states: 

the Kingdom of Saudi Arabia, Kingdom of Bahrain, Kuwait, Qatar, United Arab Emirates and 

Oman. The study covered 63 banks from these countries. Those banks can be divided into two 

types: 47 conventional banks and 16 Islamic banks. Foreign banks have been excluded from the 

list due to their different style of operation and management. This study uses multiple regression 

models for investigating the factors driving the bank’s risk exposure and financial performance. 

It found no significant difference between Islamic banks and conventional banks in relation to 

credit risk exposure but both the liquidity risk and the profit-rate risk are significantly higher for 

the Islamic banks compared to the conventional banks in the GCC region. In the case of Islamic 

banks, credit risk was found to have a significant positive correlation with leverage, but a 

negative correlation with bank size.  For conventional banks, credit risk is positively correlation 

with loan to deposit ratio but negatively correlation with management efficiency. Liquidity risk 

was found to be positively correlation with the degree of financial leverage in the case of Islamic 

banks, whereas it was found to be positively correlation with fund cost in the case of 

conventional banks. This study has not been able to identify any significant determinants for the 

profit-rate (interest-rate) risk in case of Islamic banks.  For conventional banks, it has been found 

that growth of total assets and size negatively affects the interest-rate risk. Further, this study 

found weak but significant negative relationship between credit risk, liquidity risk and 
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performance in conventional banks whereas there was no significant relationship between 

performance and risks in Islamic banks.  
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