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Abstract
Islamic banks operate in a similar environment but have different dividend regulations. There appears to be a lack of agreement regarding Pakistan's dividend regulations. Dividend distribution is essential to a company's financial success, but it has not yet been resolved in the finance field. In Pakistan, this study was undertaken to determine whether dividend distribution regulation has a significant impact on Islamic banking's financial performance. This study has the following specific objectives: to examine the impact of RIBA on Islamic banking performance in Pakistan; and to determine the impact of dividend payout ratio on that performance. A theoretical framework was developed based on dividend irrelevance and signal impact. The study was conducted with a descriptive research design A study of all five Islamic financial institutions registered with SBP was performed. During (2019-2023), data was collected. Using a secondary data collection sheet of paper, secondary data was obtained from the State Bank of Pakistan's Supervisory Reports. Secondary data was also collected from Islamic banks. Data processing and analysis were performed with STATA software version 13. Panel data regression and descriptive analysis were conducted to analyze the data. The results were presented in tables and figures. The data were analyzed using multiple regression models, and SPSS version 21 was selected as the data analysis program. Statistics show 76.9% of Islamic banks fail to generate sufficient income to cover financing costs. There are three types of operating costs: total operating costs, loan loss reserves, and financing costs excluding capital costs. According to the analysis of variance (ANOVA) table, the predictor factors significantly impacted the predictor variable at the 5% level of significance. Islamic banking organizations perform by 0.347 points for every unit change in dividend payout ratio or RIBA, respectively. Consequently, Islamic banking institutions must take advantage of all available borrowing opportunities in order to continue to operate in the lending sector. As well as reinvesting earnings in their business, they must also grow it.
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1. Introduction 
A company's earnings distribution is of the utmost importance, in fact. This is due to the fact that they represent a significant amount of money for the majority of the company's components. This is one method of receiving returns from investors' organizations (Kim, 2018). There are many organizations in which the finance director does not distribute the entire company's income as profits. (Ross, 2015; Iqbal et al., 2023). Pakistan's Islamic banks have announced and paid dividends. Dividend selection is crucial as it determines whether earnings should be distributed or retained as a means of reinvestment. The macroeconomic climate in Pakistan, such as the interest rate cap, influences Islamic banking institutions' dividend policy decisions. In recent years, interest rate limits have reduced Islamic banking organizations' profitability, resulting in poor financial results. Pakistan's Islamic banks have announced and paid dividends. Dividend selection is crucial as it determines whether earnings should be distributed or retained as a means of reinvestment. The macroeconomic climate in Pakistan, such as the interest rate cap, influences Islamic banking institutions' dividend policy decisions. In recent years, interest rate limits have reduced Islamic banking organizations' profitability, resulting in poor financial results. Rozeff (2019); Iqbal et al. (2023) claims that chiefs use the profit strategy more often to provide investors with wealth than to create wealth for them themselves. Profit strategy affects the financial presentation of assets based on how profits are distributed to investors. It is believed that organizations generate large profits from their data assets. In a precarious society, Jean (2015); Iqbal et al. (2023) points out that the distribution of earnings is a significant indicator of the organization's usefulness and financial market advantage. Changes in profit strategy indicate that they are a result of organization productivity and are likely to continue for some time. An increase in a company's profits is a sign that profits are increasing as they should. It is critical to note, however, that a decline in profit distribution signals to investors that the firm is failing. As a result, the organization does not fully consider whether it can sustain its existing profit strategy.

In the current industry state, profit strategy is of the utmost importance. According to Nissim et al. (2017), a company's profit strategy is a set of principles and criteria used to determine how much profit to distribute to investors. When executives researchers and financial experts completed their hypothetical demonstrations and observational assessments, the company's profit strategy stood out. It is for this reason that profit strategy is one of the most confusing aspects of finance. There is no doubt that the method of implementing a profit strategy is one of the most contentious issues in corporate finance. It is, however, still a viable option for both established and emerging industries (Hafeez et al., 2019); Iqbal et al., 2023). Experts have pointed out problems with regard to profit components and causes of profit strategies, but there is no effective explanation for business profit behavior (Dark, 1976; Brealey et al., 2017). Cash is the lifeblood of every business because it fuels its operations. This is an essential requirement for organizations' growth and development, and, as such, must be available to perform any contract (Edesses et al., 2013; Iqbal et al., 2023). Finance decisions are influenced by financial sources, whether internal or external (Asutay, 2011). Business strategies should increase advantages and investor wealth (Zamir et al., 2012). As a result, affordable, capable, flexible, and reliable asset sources are required. Foundations provide a variety of types of support depending on their customers' needs (Bowman et al., 2002); Iqbal et al., 2022). Banks are the most well-known companies that finance, providing a variety of financial products, including bank accounts, current accounts, and credit products.

The Shari'ah Regulations, a body of Islamic law, prohibit the payment of interest on money as well as investing in businesses that offer stocks or services that are not in accordance with Islamic law (Matemilola et al., 2021). Islamic microfinance is based on the principle of prohibiting "Riba," or premium on acquired currency. Rent-to-claim strategies, loan programs, joint buy-and-sell agreements, or organizations can be considered Shari'ah-compliant financing structures. As a result of the increased exploration of these countries, the Arabic-created globe has grown in significance in the modern world. The development of a Shari'ah-compliant financial sector is responsible for this development (Cihak et al., 2018; Iqbal et al., 2023). While Islamic finance is relatively new to Pakistani business, they have a significant impact on the country by allowing transactions in financial institutions, allowing individuals to suggest, and supporting institutions that contribute to all sectors of the national economy. Islamic small finance is crucial to Pakistan's future economic development.

1.1 Problem Statement 
Dividend payment regulations established by various institutions vary due to the fact that each bank determines the quantity, timing, and method by which dividends will be paid to shareholders. This is on a voluntary basis. It is important to note that despite banks operating in the same environment, each bank has a different dividend policy (Kamau, 2021). Most Pakistani banks are concerned about the methodology used in determining dividend payouts and justifying them. There is no doubt that Pakistan's dividend regulations are controversial. Mbuki (2020) has concerns regarding inconsistent dividend payments. In this field of corporate finance, there are several contentious disagreements. It may also be attributed to the fact that several factors influence dividend distribution. Furthermore, there is no regulation that requires certain businesses to issue a certain percentage of their revenues to investors. However, dividend distribution has not been adequately addressed in the finance community (Brealey et al., 2018). Under SBP regulations from 2016, banks are required to develop and maintain a dividend strategy to guide dividend payments. A study of this type is necessary to determine if dividend distribution strategies have a significant impact on Islamic banks' financial performance. Based on his research conducted in Pakistan between 2012-2019, Nash (2015) found that dividend policies were positively correlated with Pakistan's banks' potential future earnings. Compared to an Okwar (2015) study, dividend payout ratios do not have a significant impact on the health of businesses listed on the Karachi Stock Exchange. Kamar (2017) examined the effect of dividend policy on Indian companies' financial performance. According to the study's findings, dividend policy has a strong correlation with financial performance. In the study, it was found that the dividend payout ratio had a significant impact on company success. Kamau (2017) says dividend policies negatively affect insurance companies in Pakistan. Ochieng (2015) says the dividend payout ratio significantly affects Pakistani companies' financial performance. Tarus (2015) assumed that Pakistani enterprises' profit strategies had a minimal impact on their financial performance. In contrast to Nash (2018); Okwar (2015); Kamar (2017); Ochieng (2016) and Tarus (2015), this study adopted a registration strategy. Numerous studies support inconsistent results, especially when it comes to dividend policy's impact on business success. Therefore, the current study aims to determine how Pakistan's Islamic banking sector is performing with respect to its dividend policy.

1.2 Research Objectives 
This study aims to determine how dividend policies influence Pakistani Islamic banks' financial performance. In the study, the following objectives were specifically addressed:
1. To determine how riba impacts the performance of Pakistani Islamic banks.
2. This study aims to determine how Pakistan's dividend payout ratio influences Islamic banking performance.

2. Literature Review
2.1 Signal Impact Theory – Theoretical Review 
Based on Miller et al. (1961) research on dividend signaling theory. A company cutting dividends sends investors a depressing message that future earnings will be lower than current earnings (Hussein et al., 2016). The concept of signaling implies that management is aware that they are unable to communicate effectively with shareholders or do not wish to do so. The result is, for instance, more accurate earnings forecasts. It is the easiest strategy for investors to reduce uncertainty about a company's worth if they accept dividends from management. Since Choi et al. (2014) note that outside investors usually lack a comprehensive understanding of how firms perform. Dividends represent projected cash flows. Businesses must have favorable cash flows due to dividends. Based on the theory, it might be possible to determine whether or not potential cash flows are likely to rise, or fall based on certain indicators. This is due to the fact that businesses that rely heavily on future cash flows will want to share this information with investors to improve dividend profits. In response to the simultaneous goal of increasing market value, unprofitable firms cannot imitate them (Godager et al., 2019). Signaling is the easiest way to explain why certain companies insist on paying dividends. Capital gains are often worth more than dividends due to higher tax rates. It is also possible to use dividends to demonstrate management's confidence in a company's future prospects. Brian's (2016) dividend research shows dividend signaling has a greater impact when there is a high degree of information asymmetry. According to Laurence et al. (2015), dividends fail to accurately reflect anticipated earnings for this reason. Consider smaller corporations that pay dividends over larger companies if asymmetric dividend information is significant. Managers usually resist dividend reductions since they believe dividend announcements may increase profits. Due to this, dividend absence does not provide investors with satisfactory returns. An increase in dividends is generally viewed favorably by investors, whereas a decrease is generally considered negative by investors. Moreover, dividend signaling effects are significantly stronger when dividend taxes are high (Godager et al., 2019). It depends on the dividend policy choice whether dividend signals provide information for investors. It is possible to eliminate dividend signaling by establishing a policy to distribute dividends as a percentage of earnings. Investors cannot depend on dividend increases to indicate a company's future prospects. As a result, management no longer modifies payments to reflect expected earnings. It is hypothesized that the company's liquidity variable can be explained by this hypothesis.

2.2 Theory of the Bird in the Hand
It is hypothesized that dividend distribution affects a company's market value (Gordon, 1962). Financial performance is not affected by dividends or capital gains, and investors are unconcerned. Based on this reasoning, stock investors prefer dividends paid in the current period because they are risk averse. As a result of knowledge asymmetry, dividend values change so that capital gains or earnings can be retained. According to the Bird in the Hand Hypothesis (Gordon, 1962), the choice of profit strategy is significant since a certain level of profit is considered equal to the potential investments or profits or capital gains that a company may generate. Financial supporters find the prospect of future capital additions more attractive than a cash dividend presented as a bird in the hand. In addition, he suggested that investors preferred immediate profits over projected capital gains due to information asymmetry. As a result of the Gordon model, dividend yields are considered more significant than cost when determining what equity investors can expect. Additionally, it asserts that dividends are the most effective way to determine company value. Capital gains cannot be reliably predicted since earnings are unpredictable (Gordon, 1962). As it is impossible to predict a company's future worth in the market, investors view non-paying companies as underperforming since they may not receive a return on their investment. Businesses should consider a dividend policy because a specific dividend is preferable to future dividends or, in some cases, capital gains (Gordon, 1962). It is erroneous to argue that Bird in Hand is the most effective solution. Bhattacharya (2014) criticizes this argument. The firm's share distribution is influenced by cash flow risk, not the other way around. When dividends and investment decisions are separated, Adedeji (2015) asserts that the firm's share price is determined by the returns from adopted investment decisions rather than the dividend policy. The firm's risk factor and earnings power are distinct from the dividend policy, and asset quality depends on asset quality. Islamic banking's ability to survive in a highly competitive dividend environment is a serious concern for its members. Risk-averse investor behavior is emphasized in the theory, where behavioral factors are taken into account when choosing the appropriate dividend policy. Dividend distributions impact the liquidity of Islamic banking systems, which may ultimately impact the operation of the industry.

2.3 Conceptual Framework 
Research was conducted to examine how Pakistan's Islamic banks' dividend policy impacts their financial performance. Control variable analysis was conducted using dividend coverage, firm size, leverage, and liquidity. The independent variables were dividend payout ratio and dividend regulation. The Islamic Banks (IBs) performance as the dependent variable was determined by ROA and ROE.
Figure 1: Conceptual Framework: Researcher (2023) as a Source
2.4 Riba
Riba, when expressed as a percentage, represents the fee charged for a money loan, according to (McConnell 2019; Lloyd 2016). Deferred purchasing authority can also be called the cost the debtor must pay to refund the bank. Using Keynes (2016) as an example, the interest rate represents the cost of borrowing a principal for a specified period of time. Interest rates are of the utmost importance to businesses and companies that borrow heavily to finance their operations. It has a direct effect on their pay and other actions, so they are concerned. Cartgill (2017) describes "Riga" as a structure used by lenders and other financial intermediaries to account for losses in the value of advanced principals due primarily to price increases and revenue margins resulting from the lender's exposure to default risk during the loan term. Lloyd (2016) says Riba is one of the most significant macroeconomic terms used in the financial sector. Aside from this, Reilly (2019) noted that Riba for Islamic banks depends on a number of variables, including price increases, government borrowing, and associated risks. Furthermore, he established that since inflation increases interest rates, no Islamic bank can provide loans at a rate lower than the anticipated amount of inflation.  As a result, to provide a loan with a set interest rate, one should consider the regulations of a recognized Islamic investment organization. According to Jacob et al. (2017), Islamic banks may have to reconsider their plans to increase interest rates through tax policy due to dividend rules. A financing theory illustrates how, despite significant increases in implications, the financial division cannot allocate resources effectively. Research has demonstrated that increases in progress rates have a negative impact on perceived and publicized declines. This in turn affects the economic sector's performance (including banks and confidence development) and long-term historical growth. Recent hypotheses highlight the significance of highlighting credit feature asymmetries (Iqbal et al., 2023). Therefore, an increase in inflation lowers the verifiable return on money, and assets in general. Credit disintegration is indicative of the proposed reduction in real returns. When development increases, credit proportioning becomes more accurate due to market fluctuations. Capital/whole deal concepts are threatened due to credit creation reduction, reduced resource capacity, and diminished delegation. Financial institutions' liquid or irrefutably held assets in this context.

2.5 Dividend Payout Ratio 
According to Rehman et al. (2018), the profit payout ratio is defined as the percentage of profits distributed as dividends to shareholders compared to profits retained for investment. An organization's dividend policy establishes the criteria for allocating its net earnings between dividend payments to investors and retained earnings for future investment (Wasike et al., 2017). The determination of the appropriate dividend payout ratio is crucial for businesses since failing to pay out a dividend could indicate that the company is not financially sound while paying out a large dividend might undermine investment prospects. Korir (2018) claims that net income or excess not distributed to shareholders is often reinvested to ensure future earnings growth. Dividend distribution is in accordance with Islamic banking policies. Investors prefer ongoing concerns. Islamic banking's financial performance is heavily influenced by its share pay relationship. As a result, the amount to be distributed as dividends and the amount to remain within the organization are determined. When a large portion of the surplus is paid out as dividends, the retention ratio decreases. Therefore, Islamic banking's investment horizon is threatened precisely by a decline in the amount of permitted cash issue. At the end of the day, this impacts financial performance. Upon determining its annual net profit, the corporation develops a plan to manage the proceeds. It is critical to consider the dividends to be paid to shareholders, which may impact how the company is perceived in the market. Profit circulation refers to the distribution of a company's net profit to its shareholders based on their ownership stake, as stated by Tajiriani (2017). A high dividend payout ratio suggests that a company allocates a small proportion of its profits to reinvestment. In contrast, a low dividend payout ratio suggests that a company is distributing fewer dividends and allocating a larger amount of its net earnings towards reinvestment. Based on the theory, businesses that pay dividends increase them when management is more confident about dividend sustainability. Pandey (2018) says there is a correlation between profit payout ratios and long-term benefits. Dividend payout ratio changes should theoretically affect firms' profitability, as determined by growth in Return on Assets (ROA) and liquidity. Hobbs (2016) empirical study found that companies that maintain dividend payments over extended periods of time experience remarkable profits in the years following.

2.6 Islamic Banks Performance in Pakistan 
Every organization in the business world wants to reach new levels of success. Finance plays a significant role in determining any entity's wealth level. Assessing an organization's appropriateness can be accomplished by examining its overall revenue. This will enable us to determine the effectiveness and efficiency with which it utilizes its resources to enhance investor profits. Using comparative techniques or historical metrics, business entities may measure performance using contemporary or conventional performance measures. Stakeholders will be rewarded for this. Due to this, efficiency, effectiveness, and flexibility can be considered when evaluating financial performance (Ochieng, 2019; Iqbal et al., 2023). Return on equity is calculated by dividing average income by equity owned by stakeholders. Financial performance indicators can be generated from an organization's financial statements. It is critical to consider non-financial performance criteria to fully evaluate an organization's success. In addition, the organization must demonstrate dependability, flexibility, and efficiency in its operations. As a result, a thorough assessment of an organization's performance can be made (Kamar, 2019; Iqbal et al., 2023). Profitability ratio, liquidity ratio, and financing ratio can all be used to determine a company's financial success. Profitability depends on corporate organizations' success. Commercial firms' ability to manage their money effectively is the real determinant of their performance. Due to traditional approaches' shortcomings, profitability ratios have been suggested as an effective method for evaluating financial success (Wood, 2018; Iqbal et al., 2022). Islamic finance, which was a relatively small industry at the end of the 20th century, has grown considerably in the 21st century. During the period 2004-2012, it grew at a compound annual growth rate (CAGR) of 40.3% or just under 1% of the world's banking system. It is estimated that there are more than 600 Islamic financial institutions spread across 75 countries. Approximately one in five of the world's 1.6 billion Muslims use Islamic finance. It should be noted, however, that the scope and geographical reach of the worldwide Islamic financial services industry have expanded. New countries and companies have become part of them. Islamic capital markets, especially Sukuk or Islamic bonds, funds, and indices, continue to outperform other global asset classes. The reason for this is that the CAGR between 2004 and 2011 was 44.0%. Furthermore, Islamic equity indices have outperformed conventional indices in the years following the financial crisis. Although takaful is still in its infancy, it is expected to grow due to increasing consumer demand in Islamic countries, which make up nearly one-quarter of the world's population and account for US$5.8 trillion, or 8.4% of global GDP (Aziz, 2019; Iqbal et al., 2023).

According to The City Bank UK, when assets compliant with Shari'ah are considered for comparison, the worldwide market for Islamic banking services expanded by one-fifth to US$1.46 trillion in 2012. The City UK estimates that Islamic financial assets will amount to US$2 trillion by 2014. World finance is currently experiencing two key effects of this expansion. Islamic finance has introduced revolutionary and innovative methods of financing global financial markets. In turn, this has increased the pool of potential resources for maintaining the system. This has resulted in an increased amount of liquidity, which is a valuable resource during critical times (Kashyap et al., 2021). The financing sector is where Islamic finance has the second greatest influence on the global financial system. Business owners and investors with innovative business ideas and moral and ethical concerns may now establish and maintain a financing source. Historically, small and micro enterprises (SMEs), entrepreneurs, firms, and households were excluded from the financial system due to religion, morality, and ethics; however, Islamic banking has significantly improved access to banking resources (Hasan et al., 2018; Iqbal et al., 2023). As a result of the availability of trustworthy and ethical funding sources, it is plausible to conclude that Islamic banking has benefitted both financial market stability and economic growth. The connection between an industry and the real economy is often lost as it matures. Islamic banks typically grow faster than the real economy immediately prior to an economic crisis in most countries. Most of the sample countries appear to have experienced an asset bubble or excessive expansion. Based on this analysis, Islamic banks' asset base is growing speculatively. The key thing to remember is that this characteristic does not apply exclusively to Islamic finance. An impending economic crisis can be predicted by the growth of hedge funds in the financial sector, which have been removed from the real economy. This is the conclusion of research by Reinhart et al. (2018) that explores the long history of financial and economic crises over the past three centuries (Aziz, 2019).

2.7 Empirical Review – Riba
According to a study conducted by Falope (2019), the researcher examined the influence of RIBA on industrial companies' financial outcomes in Pakistan. The study encompassed a sample size of 33 enterprises from a total population of 84 manufacturing companies during 2007 and 2017. In the study, supplementary data was obtained from the organizations' websites. Examining also involved the implementation of a linear regression model. The request exhibits a conspicuous design from the beginning to the end. Based on the data, he determined that Riba serves as a significant indicator of enhanced financial performance in business. Emmons et al. (2018) found that high dividend payments lead to a rise in the price of credits provided to members. This is in their study of assessing and recommending dividend strategies in public companies. The reason for this is the increased interest rates passed on to members. We conducted a descriptive survey of all open credit cooperatives in the United States. Study results indicate that although U.S.-based cooperatives offer low dividend rates, members benefit from subsidized riba. Kamau (2019) examined the influence of Riba (interest) disclosures on the financial performance of listed companies on the National Stock Exchange (NSE). The investigation employed an event-based approach. The Capital Markets Association served as the primary data source. Nevertheless, the study analysis was conducted for a short period of time. Although individual trial findings varied, the overall analysis revealed that the profit statement had a significant impact on the company's financial performance. Ndegwa et al. (2016) examined how the interest rate affected MFIS (micro-financial borrowers) performance in the Imenti North Sub-County. This inquiry was conducted using a descriptive survey research strategy. The survey was completed by 42 respondents from 14 MFIS in Imenti North Sub County. Correspondence and regression analysis indicated that interest charges significantly impacted MFIs' ability to make money. A DTS should set its Riba rate within the range of commercial banks to ensure loan taking.

2.8 Dividend Ratio
Okwar (2017) conducted a study from 2005 to 2008 to examine the impact of the profit payout ratio on pharmaceutical companies' financial performance. We selected 103 pharmaceutical companies out of 314. The study employed supplementary data to calculate the cost-profit ratio based on daily stock prices during a 60-day period. Furthermore, various regression models were included in the review to demonstrate the correlation between the components. The conclusion reached was that the decline in financial performance was attributable to profit payments made throughout the audit period. In their study, Savven et al. (2019) examined the influence of profit announcements on financial performance using a sample of Indian companies listed on the stock exchange from 2009 to 2012. Eight carefully selected businesses participated in the study. The review heavily relied on supplementary material without alternative sources. In addition, various regression models were included in the study's analysis. In addition, the review employed a small sample size, which was unexpected. Based on the findings of the review, it can be inferred that the financial performance of the selected industries in the Indian securities market has consistently fluctuated vertically following the profit announcement. According to Nguyen et al. (2021), profit payments have a significant impact on Vietnamese companies' financial performance. This paper examines the exploration hole before constructing a research model that combines Return on Assets (ROA), Return on Equity (ROE), and Tobin's Q as dependent variables. Data and financial records were obtained from 450 entities listed on the Vietnam Stock Exchange throughout 2008-2019. Irrespective of how profits enhance market expectations for firms, the survey results indicate that distributing profits is detrimental to Vietnamese companies. Considering accounting implementation, this is approximate. Moreover, the analysis revealed that Vietnamese firms' low profitability rates had a strong impact on accounting-based performance, but a negative effect on market expectations. Based on this analysis, intelligent recommendations are promoted. Several initiatives have been implemented, including the adoption of a novel dividend policy model. These initiatives include a reduction in the dividend rate, and the establishment of a transparent dividend payment alternative.

3. Research Methodology 
In this study, a descriptive research approach was used, which has been used by Nyandika et al. (2018); Karanja (2018) and others as well. A descriptive study, according to Bryman et al. (2012), is normally driven by hypotheses and focuses on how frequently something occurs or the relationship between variables. A total of five Islamic banks in Pakistan were targeted for the study. A study was conducted between (2019-2023). Between (2019-2023), 66 observation years were generated for observing 5 Islamic financial institutions in Pakistan. This study focused on the five Islamic banking institutions in Pakistan because their annual financials were readily accessible, and they regularly published them. In this research study, five Islamic financial organizations were included in the sample. The target population was so small that a census was conducted. It is recommended that a census survey be performed if the target population is small, as reported by (Mugenda et al., 2003; Iqbal et al., 2023). In the present study, secondary data were analyzed. For this study, data was collected from the State Bank of Pakistan based on audited financial statement reports for the (2019-2023) economic year. Descriptive analysis uses mean values, standard deviations, and ranges were analyzed. A panel data analysis based on multiple regression and Pearson's Product Moment Correlation Analysis were two of the inferential studies conducted (Jack, 2009). An analysis of multiple regression was conducted to examine the relationship between financial performance and dividend policy in Islamic banks in Pakistan. This study used a five-year period from (2019-2023). The data were analyzed through STATA-13 and tables, estimations of statistical parameters were provided.

4. Results and Discussions
4.1 Descriptive Statistics 
Using descriptive analysis, we identified research variables more accurately, as illustrated in Table 1. An assessment of a bank's soundness was based on the Z score, a measure of the gap between the bank and bankruptcy. It considers how many standard deviations must occur from the mean for all bank equity to be filled (Chiaramonte et al., 2015). As an outcome of the findings, the mean of Islamic banks in Pakistan was 1.02, which is higher than zero and suggests that they are generally stable. However, the fact that the minimum was negative suggests that there was a bank in the data set that was technically bankrupt. Ghenimi et al. (2017) indicate that a higher Z score indicates a more stable bank with a lower probability of failing bankrupt. Dividend payout ratios play a significant role in assessing banks' competence to generate returns for shareholders and the consistency of company growth. To measure bank profitability, the study uses two measures: return on assets (ROA) and return on equity (ROE). Statistics show ROA and ROE are 0.025 (2.5%) and 0.15 (1.5%). Islamic banks perform well based on their ability to provide a fair return on invested capital and assets. Based on the reliability and quality of profits, banks can be expected to maintain profits in the future (Sahyouni et al., 2021). It should be noted, however, that the fact that the minimums are negative indicates to the banks that they suffered losses during the research period.

Table 1: Descriptive Statistics 
	Variables 
	Classified 
	Max
	Std. Dev.
	Min
	Max
	Obs

	Z-score 
	Total
	0.922
	1.198
	-8.279
	5.480
	N=62

	
	Among
	-
	0.924
	-1.765
	3.377
	n=6

	
	Inside
	-
	0.779
	-5.594
	3.182
	T=12

	Core-Co-Trwa
	Total
	0.195
	0.106
	-0.619
	0.791
	N=62

	
	Among
	-
	0.084
	-0.017
	0.386
	n=6

	
	Inside
	-
	0.068
	-0.4089
	0.593
	T=12

	ROA
	Total
	0.025
	0.031
	-0.247 
	0.105
	N=62

	
	Among
	-
	0.024
	-0.054
	0.064
	n=6

	
	Inside
	-
	0.021
	-0.1689
	0.093
	T=12

	ROE
	Total
	0.151
	0.252
	-2.878
	0.823
	N=62

	
	Among
	
	0.143
	-0.279
	0.357
	n=6

	
	Inside
	
	0.209
	-2.440
	1.079
	T=12



4.2 Inferential Statistics Correlation Analysis 
Using Pearson R correlation, the level, and direction of the linear relationship between the variables were determined. The study considered the association to be small if ±0.1 <r< ±0.29; medium if ±0.3 <r< ±0.49; and strong if r> ±0.5. A summary of the results is presented in Table 2.

Table 2: Correlation Analysis of Pearson 
	Variables
	Classified
	IBs Performance
	Riba
	Dividend Payout Ratio

	IBs Performance
	P-Correlation
	1
	
	

	
	Sig. (2-Tailed)
	-
	
	

	
	N
	60
	
	

	Riba
	P-Correlation
	.808*
	1
	

	
	Sig. (2-Tailed)
	0.000
	-
	

	
	N
	60
	60
	

	Dividend Payout Ratio
	P-Correlation
	.743*
	.179
	1

	
	Sig. (2-Tailed)
	0.000
	.840
	-

	
	N
	60
	60
	60



A correlation of (β 0.808) was found between Riba and Islamic bank performance (p=0.000); and a positive, significant, and strong correlation was found between the Performance of Islamic Banks and dividend payout ratio (r=0.743, p=0.000); This means that there is a positive relationship between Riba and Islamic bank performance, as well as a positive correlation between the performance of Islamic banks and their dividend payout ratio. This indicates that Islamic banks are more profitable when they adhere to Islamic principles.

4.3 Summary of the Multiple Regression Analysis Model
Model summaries allow us to determine how much variance in the dependent variable can be attributed to the independent variables. A study was conducted to assess the impact of a different dividend policy on Islamic banking's performance in Pakistan. There were variations in Riba, the practice of distributing dividends, as a result of changes in dividend payout ratios. The review concluded that Riba had a significant impact on Islamic banking performance in Pakistan.

Table 3: Model Summary
	Model 
	R
	R-Sq
	Adjust
	R-St. Error

	1
	.937 a
	.888
	.869
	.06068


a. Predicators: Dividend payout ratio, Riba (Constant)

Table 3 shows that the R square value is 0.878. This indicates that changes in the dividend payout ratio and riba may be responsible for the variance in financial well-being of 88.8%. Based on the remaining 12.3%, it appears that additional factors may contribute to the explanation for the variance in Islamic banking performance in Pakistan. These factors were not considered in this study. In addition, the findings indicate that there are independent variables (Riba, dividend payout ratio).

4.4 Variance Analysis 
Using variance analysis, it can be demonstrated that the developed model is significant. Statistical significance was assessed using a five percent significance level in this study.

Table 4: ANOVA
	Model
	Sum-Sq
	Df
	Mean-Sq
	F
	Sig.

	1-Regression
	1.234
	4
	.309
	92.717
	0.000

	Residual 
	.174
	61
	.004
	-
	-

	Total
	1.407
	66
	-
	-
	-


a. Islamic banking performance in Pakistan is a dependent variable.
b. Predictors include dividend payout ratio, RIBA, and (constant) variables.
Based on Table 4, we can determine that the significance level of 0.000 is less than the specified significance level of 0.05. The significance level may be considered to be significant with regard to meaning. Moreover, the F-calculated value (92.717) exceeds the F-critical value (F 92.717), suggesting that the variable dividend payout ratio and riba may be used to estimate Islamic banking's performance in Pakistan.

4.5 Study Variables of Regression Coefficients 
Based on this regression equation model, the regression coefficient was calculated.

Y= β0+ β1X1+β2X2 + ε. In this equation, Y is the performance of Islamic banking in Pakistan, β0 is a constant (the intercept coefficient), X1 is riba, X2 is the dividend payout ratio, and is the ε = error term. This equation indicates that Islamic banking performance in Pakistan is affected by the riba rate and dividend payout ratio. The ε term is the error term, which is a measure of variability in the data and is used to adjust the model's predictions.

Table 5: Coefficients 
	Model
	Unstandardized-Coefficient
	Standardized-Coefficient
	T
	Sig.*

	
	B
	St. Error
	Beta
	
	

	1 Constant
	1.348
	0.259
	-
	5.222
	.000

	Riba
	0.348
	0.104
	0.440
	3.370
	.001

	Dividend P.R
	0.197
	0.078
	0.227
	2.546
	.042


a. Islamic banking performance in Pakistan is a dependent variable.
Based on the results presented in Table 5, the following regression equation was fitted:

4.6 Simple Regression 
Y= 1.348 + 0.348 X1 …………………………………………………………………………………… (i)
Y= 1.348 + 0.197 X ……………………………………………………………………………………. (ii)

4.7 Multiple Regression 
Y= 1.348 + 3.48 X1 + 0.197 X2 ………………………………………………………………………. (iii)

Based on the findings, Riba significantly impacts Pakistan's Islamic banking performance (p=0.001, β=0.348). Furthermore, the results indicated that interest rates are positively correlated with Islamic banking performance in Pakistan. This study suggests that interest rates have a significant impact on Islamic banks' performance in Pakistan. The financial performance of Islamic banks in Pakistan increases by 0.348 units for each unit increase in interest rates. This is confirmed by the results (Jajale, 2017). The dividend payout ratio has a significant impact on financial performance (β=0.197, p0.042). Additionally, the results indicated that a person's financial situation was positively impacted by a dividend payout ratio. These findings demonstrate a positive and significant impact of dividend payout ratio on economic well-being. Therefore, an increase of one unit in the dividend payout ratio will result in a 0.197-unit increase in Islamic banking performance in Pakistan.

5. Conclusion
The study analyzed Islamic banks' performance in terms of interest rates. The study concludes that higher interest rates improve Pakistan's Islamic banks' performance. Second, the study examined how Pakistani Islamic banks' dividend payout ratio affected their performance. As a result of the study, it has been concluded that the dividend payout ratio has a statistically significant impact on the profitability of Islamic banks in Pakistan. The study on dividend regulation in Islamic banking in Pakistan reveals its significant impact on profitability, investor attraction, and financial stability. Restrictive rules hinder Islamic banks from distributing profits to shareholders, leading to lower earnings per share and return on equity. This has also impacted long-term investors' growth and competition with conventional banks. The study also suggests a need for a balanced approach to dividend regulation, considering both financial stability and investor considerations. Thus, a comprehensive review of dividend regulations is crucial for Islamic banking growth in Pakistan.

5.1 Recommendations
Based on the findings of the study, Islamic banks in Pakistan should keep an eye on changes in interest rates. This will enable them to change their financial practices accordingly. It is imperative that they streamline their loan and investment portfolios in response to Riba changes. To maintain profitability in a range of interest rate environments, Islamic banks should explore methods for reducing interest rate risk. In the study, it was found that the dividend payout ratio has a significant impact on Pakistan's Islamic banks' performance. Islamic banks' payout ratios and dividend regulations should be carefully evaluated. It is critical for them to strike a balance between dividends and profits. In addition, Islamic banks should ensure that their dividend regulations are consistent with their financial objectives and desires. Therefore, Islamic banks should carefully consider their dividend payout ratio to maximize shareholders' value and ensure their long-term sustainability.

5.1 Future Research 
Future research opportunities include country-specific analysis, long-term performance assessment, comparison with conventional banks, the customer perspective, and social considerations. These areas of research can provide insights into dividend regulation's impact on Islamic banking performance. This will enable policymakers and regulatory authorities to develop effective frameworks that promote financial stability, sustainable growth, and ethical practices in Islamic banking. By understanding the impact of dividend regulation on Islamic banking performance, policymakers and regulatory authorities can develop effective frameworks that promote financial stability, sustainable growth, and ethical practices in Islamic banking.
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