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1. Introduction 

 

Islamic banking has substantially grown since the 2007-2008 global financial crisis. 

Islamic banking assets grew at an annual rate of 17.6% between 2009 and 2012 and are 

expected to grow at almost 20% per year until 2018 (The Economist, 2014). Islamic banks' 

total assets have reached US$ 1.9 trillion in 2014 (Hussain and Turk-Ariss, 2015) and are 

expected to rise to US$2.6 trillion by 2017 (The Economist, 2013). While Islamic finance 

accounts for a relatively small fraction of global banking assets (less than 2%), it has sharply 

increased its penetration in several countries and exceeds the threshold of 15%1 of total banking 

system assets in at least 10 countries (Iran and Sudan with a full-fledged Islamic financial 

sector, Bangladesh, Brunei, Kuwait, Malaysia, Qatar, Saudi Arabia, the United Arab Emirates, 

and Yemen) (Islamic Financial Service Board, 2015). Moreover, Islamic finance has expanded 

beyond Muslim countries, reaching Europe and Sub-Saharan regions. Islamic banks are present 

in Denmark, France, South Africa and the United Kingdom among others. How Islamic and 

conventional banks compete in such growing dual markets remains an insufficiently 

documented issue. In this work, we investigate how bank deposit rates are influenced by the 

concomitant presence of Islamic and conventional banks in an increasing number of countries.    

The development of Islamic banking has led to an important literature investigating the 

potential differences between Islamic and Conventional banks in terms of profitability, risk, 

business models, market structure and competition (see Abedifar et al. (2015) for a survey). 

Nevertheless, despite the growing presence of dual banking markets, where Islamic and 

conventional banks operate alongside, there is a scarce literature on the impact of dual banking 

market structure on Islamic and conventional banks' behavior. Moreover, the results of such 

studies are often mixed. While Turk-Ariss (2010b) finds that Islamic banks are less competitive 

than their conventional counterparts, Weill (2011) does not find significant market power 

differences between both types of banks, in contradiction with the view that Islamic banks may 

benefit from captive customers. Other papers look at the macroeconomic and social 

implications of further penetration of Islamic banks in the financial system as a whole. 

Gheeraert (2014) shows that the presence of Islamic banking in Muslim countries can boost 

banking sector development. Abedifar et al. (2016) highlight a positive impact of the market 

share of Islamic banks on financial deepening and economic welfare. They also find a positive 

                                                      
1 The Islamic Financial Stability Board (IFSB) considers the Islamic financial sector as systemically important 

when the total Islamic banking assets account for more than 15% of the total domestic banking sector assets. 
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banks pay lower deposit rates than their conventional counterparts. Consistent with Weill 

(2011), we do not find significant differences for the Lerner indexes, meaning that, on average, 

the market power of Islamic banks and conventional banks are not different. 

Conventional banks in our sample are larger (Size) than Islamic banks. Moreover, as 

highlighted in the literature (e.g., Abedifar et al.(2013); Beck et al. (2013)), Islamic banks are 

better capitalized (Equity) than conventional banks.  

Turning to country-level variables, the average market share of Islamic banks (ShareIB) is 

18.3% and the average value of Muslim population (MPOP) is 76.7%. The mean value of HHI 

is 0.19.  

 

Table 1. Banking sector structure in sample countries 
 

Country IB CB 
ShareIB 

(%) 
MPOP 

(%) 
Lerner 
IB 

Lerner 
CB 

Lerner 
MKT Inflation GGDP HHI 

Bahrain 6 9 20.80 70.30 0.230 0.248 0.239 0.066 -0.002 0.188 

Bangladesh 7 33 16.39 89.50 0.195 0.164 0.171 0.059 0.043 0.114 

Egypt 3 21 6.53 90.00 0.139 0.118 0.119 0.088 0.022 0.149 

Indonesia 7 66 1.30 87.20 0.139 0.261 0.259 0.105 0.040 0.102 

Iraq 1 5 24.30 99.00 0.311 0.260 0.261 0.116 0.023 0.361 

Jordan 3 10 7.52 97.20 0.246 0.271 0.270 0.050 0.029 0.389 

Kenya 2 30 0.80 11.10 0.063 0.309 0.308 0.080 0.017 0.117 

Kuwait 5 5 39.02 76.70 0.325 0.491 0.426 0.082 -0.002 0.193 

Malaysia 19 28 12.68 61.30 0.190 0.309 0.300 0.036 0.033 0.093 

Mauritania 1 3 14.09 100.00 0.337 0.264 0.254 0.069 0.020 0.191 

Pakistan 9 23 14.70 96.40 0.254 0.220 0.224 0.110 0.020 0.151 

Qatar 5 6 16.05 77.50 0.533 0.464 0.472 0.080 0.016 0.279 

Saudi Arabia 5 7 38.41 99.00 0.463 0.524 0.500 0.058 0.025 0.116 

South Africa 1 16 0.14 1.50 0.086 0.205 0.205 0.072 0.016 0.298 

Sudan 4 1 72.06 99.00 0.159 0.239 0.216 0.148 0.040 0.335 

Tunisia 1 10 6.96 99.10 0.262 0.280 0.288 0.036 0.026 0.149 

Turkey 4 26 4.27 99.80 0.199 0.099 0.100 0.167 0.030 0.167 
United Arab 

Emirates 10 17 17.35 76.00 0.322 0.456 0.433 0.065 -0.028 0.102 
United 

Kingdom 3 66 0.01 4.40 -0.552 0.211 0.211 0.023 0.012 0.127 

Yemen 2 4 28.04 99.10 0.325 0.337 0.213 0.119 -0.002 0.268 

Total 98 386         
Average     18.27 76.71 0.231 0.291 0.278 0.082 0.019 0.194 
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Table 2. Descriptive statistics 
 

 All sample Islamic banks Conventional banks Diff. 

Variable Obs. Mean S.D. Min Max Obs. Mean S.D. Obs. Mean S.D. 
 

Deposit 

rate 2,869 0.042 0.034 0.000 0.245 525 0.038 0.035 2,344 0.042 0.033 -2.482** 

Lerner 2,779 0.252 0.215 -0.751 0.694 499 0.245 0.251 2,280 0.254 0.207 -0.845 

ROE 2,869 0.100 0.137 -0.702 0.535 525 0.091 0.130 2,344 0.102 0.138 -1.668 

Liquidity 2,868 0.246 0.159 0.060 0.790 525 0.240 0.143 2,343 0.247 0.162 -0.914 

LLR 2,841 0.051 0.065 0.001 0.460 518 0.050 0.072 2,323 0.051 0.064 -0.314 

Equity 2,869 0.124 0.070 0.037 0.501 525 0.137 0.090 2,344 0.121 0.064 4.769*** 

Size 2,869 22,400 67,400 16.361 436,000 525 7,752 14,200 2,344 25,700 73,900 -5.541*** 

Listed 2,869 0.646 0.478 0.000 1.000 525 0.604 0.490 2,344 0.655 0.476 -2.207*** 
Note: The last column reports t-statistics of mean equality test between Islamic and conventional banks. ***, ** and * indicate significance 

at 1%, 5% and 10% levels respectively. 

 

 

3. Empirical Results 

 

3.1. Baseline regression 

Table 3 displays the estimation results for Equation (1) over our two sub-samples of 

banks. Results are reported in columns (1) to (3) for the Islamic banks sub-sample and in 

columns (4) to (6) for the conventional banks sub-sample. As the correlation matrixes (Table 

B2 and B3 in Appendix B) indicate a significant correlation between our measure of bank 

market power (Lerner) and our PLS proxy (ROE) on both sub-samples, we first introduce 

Lerner and ROE separately (columns (1) and (2) for the Islamic banks sub-sample and columns 

(4) and (5) for the conventional banks sub-sample respectively). Columns (3) and (6) report the 

estimation results when simultaneously including Lerner and ROE for the Islamic and 

conventional banks sub-samples respectively. 

Our results show notable differences in the drivers of deposit rates in Islamic and 

conventional banks and specifically regarding the effect of bank market power. While higher 

market power (higher value of Lerner) leads conventional banks to set lower deposit interest 

rates, this variable is not significant for Islamic banks. In other words, contrary to conventional 

banks, Islamic banks, who might benefit from a captive clientele, do not set lower deposit rates 

when gaining market power. This result is consistent with the view that Islamic banks' behavior 

is shaped by the moral obligation to set a fair price to their customers, possibly limiting their 

willingness to set lower prices. This result is also in line with the findings of Mollah and Zaman 

(2015) and Mollah et al. (2016) who highlight that the governance structure of Islamic banks 
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significant impact for Islamic banks. A positive relationship is obtained between the deposit 

rate and credit risk for Islamic banks, indicating that more risky banks set higher rates. 

Consistent with Nys et al. (2015), larger banks and listed banks set a higher deposit rate a result 

which holds for both Islamic and conventional banks in our sample. As expected, we find a 

positive and significant effect of our PLS proxy (ROE) on the deposit rates of Islamic banks, 

although at the 10% significance level only. Higher return to shareholders leads to an increase 

in the return provided to depositors. Finally, while inflation has a significant impact on deposit 

rates for conventional banks, regarding Islamic banks the coefficient is only significant at the 

10% level.  

All in all, while previous studies (e.g. Charap and Cevik (2011), Chong and Liu (2009), 

Saraç and Zeren (2014)) argue that the correlation between deposit rates of conventional and 

Islamic banks indicate that both types of finance do no significantly differ, our results provide 

evidence of significant differences in the way Islamic and conventional banks set their deposit 

rate.  

 

3.2. Deposit rate, market power, and Islamic presence 

 We further investigate in this section whether the pricing behavior of Islamic and 

conventional banks is altered by the importance of Islamic presence, measured either by the 

share of Muslims in the population or by the market share of Islamic banks. Table 4A presents 

the estimation results of Equation (2) using alternatively HighShareIBjt (columns (1) and (3)) 

and HighMPOPj (columns (2) and (4)) as a measure of Islamic presence. Table 4B provides 

the impact of Lerner when Islamic presence is high (using alternatively HighShareIBjt 

(columns (1) and (3)) and HighMPOPj (columns (2) and (4)) and the impact of Islamic presence 

(using alternatively HighShareIBjt (columns (1) and (3)) and HighMPOPj (columns (2) and (4)) 

computed at different value of Lerner. 

Our findings highlight significant differences in the impact of Islamic presence on 

deposit rates for Islamic and conventional banks. While higher market share of Islamic banks 

leads to an increase in deposit rates for both types of banks, higher share of Muslim population 

only impacts conventional banks' pricing behavior. In countries with a predominant Muslim 

population, conventional banks set higher deposit rates than in countries with a lower 

proportion of Muslim population, while Islamic banks' pricing behavior is not impacted. This 

result suggests that conventional banks might face strong difficulties to attract depositors in 

more religious environments. Moreover, the coefficient of the interaction term (Lerner x 

Islamic presence) is negative and significant, indicating that the impact of Islamic presence 
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5. Conclusion 

  

This chapter investigates the impact of competition in dual banking markets and focuses 

on differences in deposit rate setting in Islamic and conventional banks. While, in theory, the 

specific nature of deposit accounts at Islamic banks should lead to significant differences 

compared with conventional banks' deposits, the literature has so far argued that Islamic and 

conventional banks deposit rates are closely pegged. We show that there are nevertheless 

notable differences in the determinants of deposit rates in the two types of institutions. Market 

power measured at the individual bank level by the Lerner index is only significant for 

conventional banks. Moreover, in predominantly Muslim countries or in countries with an 

important presence of Islamic banks, conventional banks set higher deposit rates and such rates 

are even higher for conventional banks with relatively lower market power. In such 

environments, conventional banks presumably face stronger difficulties to attract depositors, 

strengthening thereby the impact of competition. We further find that the conventional banks 

are sensitive to deposit rates offered by Islamic banks, while Islamic banks are only influenced 

by their peers and mostly in predominantly Muslim countries.   

 Our findings have important policy implications for the future of banking in dual 

markets where conventional and Islamic banks operate alongside and specifically in countries 

where Islamic banks are persistently gaining market shares. By providing some insights into 

the nature of competition in such dual markets, our work stresses the need to further investigate 

the degree of substitutability between the products and services provided by Islamic and 

conventional banks. The extent to which Islamic and conventional banks evolve in either 

segmented or integrated markets is of great importance for regulators in order to accurately 

measure market concentration in such dual banking markets. Moreover, because conventional 

banks are found to significantly react to stronger competition from Islamic banks, bank 

regulators and supervisors should carefully monitor price-setting behavior in both types of 

institutions in such dual markets to prevent possible destructive competition which could in 

turn jeopardize overall financial stability. 
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highly skewed, we use a natural logarithm of the Z-score (Anginer et al., 2014; Laeven and 

Levine, 2009). A higher value of the Z-score means a lower probability of insolvency risk and 

therefore better bank stability.  

 

Table 1. The number of banks in sample countries and some country-level variables. 

 

Country 

Islamic 

banks 

Conv. 

banks LernerMkt HSTAT HHI Law GovEff 

Bahrain 12 9 0.192 n.a. 0.158 0.487 0.504 

Bangladesh 5 27 0.208 0.634 0.085 -0.827 -0.760 

Egypt 2 21 0.135 n.a. 0.146 -0.325 -0.581 

Indonesia 3 64 0.281 0.425 0.097 -0.672 -0.277 

Iraq 1 3 0.292 n.a. 0.157 -1.555 -1.163 

Jordan 3 9 0.282 0.390 0.373 0.364 0.130 

Kenya 1 29 0.320 0.386 0.109 -0.887 -0.544 

Kuwait 9 5 0.444 n.a. 0.186 0.561 0.082 

Malaysia 16 25 0.291 0.386 0.091 0.502 1.085 

Pakistan 7 22 0.256 n.a. 0.106 -0.853 -0.640 

Qatar 3 6 0.486 n.a. 0.270 0.798 0.716 

Saudi Arabia 6 7 0.467 0.194 0.115 0.175 -0.134 

South Africa 1 15 0.204 0.564 0.288 0.100 0.507 

Sudan 14 2 0.214 n.a. 0.301 -1.340 -1.315 

Tunisia 1 8 0.318 n.a. 0.116 0.051 0.292 

Turkey 4 25 0.146 0.434 0.122 0.076 0.290 

United Arab Emirates 8 17 0.448 0.501 0.102 0.530 0.948 

United Kingdom 2 93 0.219 0.442 0.128 1.682 1.672 

Yemen 2 3 0.274 n.a. 0.284 -1.144 -1.051 

Total 100 390           

Mean     0.274 0.438 0.139 0.181 0.343 

 

2.3. Independent variable: Lerner index 

The degree of competition in the banking market can be proxied through a traditional 

industrial organization or newer empirical approaches. The former approach investigates the 

extent of market competition indirectly through the structural-conduct-performance (SCP) 

hypothesis, which explains that the level of market power of the bank can be examined through 

the bank performance. Researchers usually use the concentration ratio, market share, or 

Herfindahl-Hirschman Index (HHI). The latter approach originated from the inadequacy of 

traditional measurements because the measures of bank performance that measure SCP theory 

do not appropriately indicate the degree of bank market power (Claessens and Laeven, 2004). 

Therefore, the level of bank competition should be measured endogenously (Soedarmono et 
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Table 9. Robustness: Alternative proxy of Z-Score (LnAltZit) following Lepetit and Strobel 

(2013) 

 

 All sample Islamic banks Conventional banks 

 FE 2SLS FE 2SLS FE 2SLS 

                               (1) (2) (3) (4) (5) (6) 

LernerMktjt                      0.301*** 0.437*** 0.110 0.161 0.361*** 0.503*** 

                               (3.84) (3.35) (0.64) (0.43) (4.33) (3.28) 

NIM                          0.961** 0.927** -0.450 -0.457 1.293*** 1.242*** 

                               (2.53) (2.43) (-0.77) (-0.69) (2.62) (2.81) 

LLR                          0.274** 0.282*** 0.212 0.212 0.331** 0.340*** 

                               (2.29) (2.86) (1.01) (1.38) (2.48) (3.01) 

EQTA                         3.223*** 3.218*** 3.360*** 3.362*** 3.044*** 3.034*** 

                               (19.96) (21.31) (11.20) (13.47) (16.40) (17.07) 

Size                         -0.0490*** -0.0515*** 0.0270 0.0282 -0.0649*** -0.0681*** 

                               (-3.05) (-3.84) (1.23) (1.30) (-3.84) (-4.46) 

HHIjt                            -0.369*** -0.351*** -0.265* -0.277* -0.549*** -0.487*** 

                               (-3.22) (-3.68) (-1.94) (-1.86) (-2.99) (-2.82) 

INFLjt                           0.197*** 0.196*** 0.337*** 0.336*** 0.165*** 0.164*** 

                               (3.48) (3.46) (2.89) (3.09) (2.75) (2.59) 

GGDPjt                           0.0320 -0.0135 0.243 0.229 -0.0473 -0.103 

                               (0.28) (-0.13) (1.40) (1.02) (-0.35) (-0.84) 

Crisisjt                         0.0661*** 0.0566** 0.0632 0.0561 0.0630** 0.0551** 

                               (2.60) (2.30) (0.97) (0.74) (2.32) (2.12) 

N obs.                              3892 3892 640 640 3252 3252 

N banks.                            490 490 100 100 390 390 

R-sq.                           0.421  0.519  0.419  

KP F-Stat.                       180.2***  14.76***  175.6*** 

Hansen J-Stat.                   0.487  0.166  0.218 
Notes: This table provides estimation results of equation (5) using fixed effect (FE) and two-stages least 

squares (2SLS) techniques. The validity of the instruments is tested using KP (Kleibergen Paap) F-Statistics 

and Hansen J-Statistics. Please refer to Table 2 for a description of the variables. ***, **, and * denote 

significance at the 1%, 5%, and 10% levels, respectively. 
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Table 10. Robustness: Using H-Statistics from the Panzar-Rosse model 

 

 All samples Islamic banks Conventional banks 

 FE 2SLS FE 2SLS FE 2SLS 

                               (1) (2) (3) (4) (5) (6) 

HSTATjt                  0.0748*** 0.682*** 0.00153 1.271 

0.0759**

* 0.443** 

                               (2.76) (2.62) (0.02) (0.93) (2.70) (2.07) 

Lag NIM                          2.100*** 2.153*** -0.611 1.609 2.237*** 2.236*** 

                               (3.27) (3.72) (-0.35) (0.49) (3.20) (3.83) 

Lag LLR                          0.372** 0.307* 0.404 0.0878 0.377** 0.330** 

                               (2.07) (1.93) (1.08) (0.16) (2.02) (1.98) 

Lag EQTA                         3.164*** 3.238*** 3.103*** 3.843*** 3.126*** 3.151*** 

                               (15.75) (16.24) (6.46) (4.32) (14.37) (15.16) 

Lag Size                         -0.0466** -0.0244 0.0131 0.0872 -0.0478** -0.0380* 

                               (-2.17) (-1.10) (0.24) (0.77) (-2.13) (-1.85) 

HHIjt                            -1.126*** -0.734*** -0.279 1.695 -1.249*** -1.042*** 

                               (-3.98) (-2.66) (-0.47) (0.76) (-4.15) (-4.34) 

INFLjt                           0.0932 0.0395 0.121 0.745 0.0985 0.0512 

                               (1.00) (0.37) (0.56) (0.95) (0.95) (0.45) 

GGDPjt                           0.384** 0.494*** 0.699** 0.665 0.372* 0.460** 

                               (2.07) (2.71) (2.31) (1.21) (1.71) (2.41) 

Crisisjt                         -0.0223 -0.0211 -0.00555 -0.341 -0.0226 -0.00772 

                               (-0.62) (-0.60) (-0.05) (-0.84) (-0.76) (-0.28) 

N obs.                              3022 3022 334 334 2688 2688 

N banks                            360 360 49 49 311 311 

R-sq.                           0.350  0.413  0.354  

KP F-Stat.                       8.253***  0.576  9.419*** 

Hansen J-Stat.                   0.166  0.455  0.0862 
Notes: This table provides the estimation results of equation (5) using fixed effect (FE) and two-stages least 

squares (2SLS) techniques. The validity of the instruments is tested using KP (Kleibergen Paap) F-Statistics 

and Hansen J-Statistics. Please refer to Table 2 for a description of the variables. ***, **, and * denote 

significance at the 1%, 5%, and 10% levels, respectively. 
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Table 2. Percentage of Islamic financing (scaled by total financing) across countries 
  Equity (PLS) financing Mark-up and other (Non-PLS) financing 

Country # Banks Mudaraba Musharaka Murabaha Ijara Diminishing Musharaka Qard Others 

  (1) (2) (3) (4) (5) (6) (7) 

Bahrain 9 4.76 6.43 64.54 22.74 0.00 0.00 1.54 

Bangladesh 6 1.01 0.11 62.20 4.46 13.65 2.18 52.14 

Brunei Darussalam 1 0.00 0.46 83.80 10.49 0.00 0.04 78.03 

Indonesia 8 9.46 30.09 56.00 0.30 0.00 3.67 0.47 

Islamic Republic of Iran 4 23.01 25.82 15.32 1.16 9.11 2.27 11.95 

Jordan 3 0.28 0.54 68.90 28.12 0.00 0.27 1.90 

Kuwait 5 0.00 0.00 86.96 12.95 0.00 0.00 0.09 

Malaysia 17 0.11 3.90 48.05 24.20 0.00 0.04 56.19 

Pakistan 10 0.56 0.74 34.88 25.15 22.90 0.01 15.75 

Qatar 4 1.08 0.47 68.53 19.87 0.04 0.00 10.01 

Saudi Arabia 3 0.00 2.39 94.66 0.87 0.00 0.00 20.86 

Sudan 6 2.69 6.23 74.24 2.72 0.00 0.00 14.12 

Tunisia 1 0.00 0.00 70.56 1.59 0.00 0.17 27.68 

United Arab Emirates 6 5.13 3.06 54.29 24.34 0.00 0.89 12.30 

United Kingdom 4 0.44 0.66 87.79 1.26 0.00 0.00 9.85 

Yemen 1 24.25 8.04 57.64 1.38 0.00 0.00 8.69 

Total 88        

Average  2.77 4.88 57.99 17.29 3.78 0.43 23.38 

Note: mudaraba = profit-sharing; musharaka = partnership; murabaha = cost-plus financing; ijara = leasing; diminishing musharaka = partnership with gradual ownership process; qard = 

benevolent loan. 
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Table 3. Impact of SSB on equity financing 

 
                                 EqFinTL EqFinTA EqFinNon 

                                 (1) (2) (3) (4) (5) (6) (7) (8) (9) 

Size_SSB                        0.0303   0.0195   0.0300   
                                 (1.53)   (1.43)   (0.59)   
Duality_SSB                        0.0748*   0.0376**   0.118*  
                                  (1.90)   (2.00)   (1.94)  
ShariahDept_SSB                      -0.0890***   -0.0375***   -0.316*** 

                                   (-4.61)   (-2.95)   (-8.69) 

Lag ROA                            -0.128 -0.0398 -0.102 -0.00338 0.0467 0.0165 -0.702 -0.585 -0.709 

                                 (-0.39) (-0.16) (-0.31) (-0.02) (0.31) (0.10) (-0.88) (-0.82) (-0.90) 

Lag EQTA                           -0.0281 -0.00370 -0.00493 -0.0504 -0.0353 -0.0361 -0.174 -0.147 -0.143 

                                 (-0.42) (-0.06) (-0.07) (-1.03) (-0.74) (-0.76) (-0.92) (-0.81) (-0.79) 

Lag LLP                            0.0570 0.0871 0.0611 0.0771 0.0930 0.0799 0.208 0.253 0.210 

                                 (0.46) (0.85) (0.49) (1.12) (1.44) (1.15) (0.80) (1.11) (0.83) 

Size                             0.0354 0.0405 0.0416 0.0247 0.0278 0.0281 0.0882 0.0940 0.100* 

                                 (1.50) (1.60) (1.63) (1.56) (1.63) (1.63) (1.52) (1.60) (1.73) 

INFL                             0.0891*** 0.0799** 0.0734** 0.0493* 0.0432* 0.0403 0.222* 0.214* 0.194 

                                 (2.66) (2.38) (2.26) (1.94) (1.68) (1.60) (1.81) (1.73) (1.61) 

GGDP                             -0.102 -0.0855 -0.0960 -0.0999 -0.0894 -0.0939 -0.277 -0.260 -0.295 

                                 (-0.93) (-0.79) (-0.85) (-1.03) (-0.92) (-0.95) (-0.99) (-0.93) (-1.05) 

HHI                              -0.0356 0.0131 0.0148 0.0293 0.0610 0.0619 -0.297 -0.250 -0.249 

                                 (-0.30) (0.10) (0.11) (0.37) (0.69) (0.70) (-0.62) (-0.50) (-0.50) 

GDP                              0.0129 -0.0195 0.00360 0.0566 0.0385 0.0498 -0.0700 -0.114 -0.0699 

                                 (0.19) (-0.26) (0.04) (1.13) (0.69) (0.81) (-0.37) (-0.60) (-0.36) 

Constant                         -0.771 -0.0217 -0.582 -1.746 -1.329 -1.604 0.729 1.750 0.680 

                                 (-0.41) (-0.01) (-0.26) (-1.30) (-0.88) (-0.99) (0.15) (0.37) (0.14) 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes 

N                                381 381 381 381 381 381 381 381 381 

R-squared                           0.09 0.11 0.07 0.09 0.09 0.07 0.05 0.06 0.06 

Note: This table is estimation results from equation (1) using fixed-effect method. Please see Table 1 for the description of variables. Robust t-statistics are in parentheses. 

***, **, and * denotes significance in 1%, 5%, and 10% levels respectively. 
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Table 7. Robustness: Changing bank-fundamental control variables 

 

 EqFinTL 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) 

Size_SSB 0.0300   0.0304   0.0246   

 (1.53)   (1.53)   (1.23)   
Duality_SSB  0.0753*   0.0747*   0.0423*  

  (1.88)   (1.87)   (1.74)  
ShariahDept_SSB   -0.0869***   -0.0893***   -0.0841*** 

   (-4.51)   (-4.63)   (-4.30) 

Lag ROE 0.0165 0.0230 0.0124       

 (0.56) (0.84) (0.42)       
Lag LnZROA    -0.0104 -0.00683 -0.00733    

    (-0.72) (-0.49) (-0.53)    
Lag LLR       -0.0472 -0.0229 -0.0261 

       (-1.17) (-0.73) (-0.82) 

Lag EQTA -0.0319 -0.00670 -0.00856    -0.0186 -0.00705 -0.00617 

 (-0.47) (-0.10) (-0.13)    (-0.25) (-0.10) (-0.08) 

Lag LLP 0.0913 0.107 0.0877 0.0660 0.0938 0.0683    

 (1.02) (1.33) (0.99) (0.50) (0.85) (0.52)    
L.ROA    -0.0527 0.0108 -0.0466 -0.0688 -0.0193 -0.0205 

    (-0.13) (0.03) (-0.12) (-0.51) (-0.16) (-0.17) 

Constant -0.870 -0.0634 -0.663 -0.897 -0.196 -0.765 -0.795 -0.332 -0.755 

 (-0.48) (-0.03) (-0.30) (-0.44) (-0.09) (-0.32) (-0.42) (-0.16) (-0.34) 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Bank-level controls Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Country-level controls Yes Yes Yes Yes Yes Yes Yes Yes Yes 

N obs. 381 381 381 378 378 378 370 370 370 

N banks 83 83 83 82 82 82 81 81 81 

R-sq. 0.094 0.12 0.07 0.10 0.12 0.07 0.10 0.09 0.09 

Note: This table is robustness test results from equation (1) using fixed-effect method. Please see Table 1 for the description of variables. Robust t-statistics 

are in parentheses. ***, **, and * denotes significance in 1%, 5%, and 10% levels respectively. 
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Table 8. Robustness: Islamic banking market competition, country fixed effect, and random effect technique 

 

 EqFinTL 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) 

Size_SSB 0.0268   0.0303   0.0244   

 (1.19)   (1.53)   (1.26)   
Duality_SSB  0.0375   0.0747*   0.0617  

  (1.07)   (1.90)   (1.61)  
ShariahDept_SSB   -0.0542**   -0.0890***   -0.0437** 

   (-2.60)   (-4.61)   (-2.40) 

LernerIB -0.102** -0.101* -0.0953*       

 (-2.29) (-1.87) (-1.87)       
Constant 0.304 0.812 0.584 -0.769 -0.0230 -0.583 -0.525 -0.560 -0.422 

 (0.17) (0.42) (0.29) (-0.41) (-0.01) (-0.26) (-1.15) (-1.25) (-0.95) 

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Country FE No No No Yes Yes Yes No No No 

Bank-level controls Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year-level controls Yes Yes Yes Yes Yes Yes Yes Yes Yes 

N obs. 312 312 312 381 381 381 381 381 381 

N banks 73 73 73 83 83 83 83 83 83 

R-sq. 0.14 0.12 0.12 0.10 0.12 0.07 0.08 0.10 0.06 

Note: This table is robustness test results from equation (1) using fixed-effect method for column (1)-(3) and random-effect method for column (4)-(9). Please see 

Table 1 for the description of variables. Robust t-statistics are in parentheses. ***, **, and * denotes significance in 1%, 5%, and 10% levels respectively. 
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SSB be integrated within BOD as we find that the SSB will have a better influence if they also 

hold a position in BOD. In fact, although the SSB has a role to monitor and advising Shariah 

issue in Islamic banks, the responsibility of Shariah applications are in the hand of BOD and 

management. Therefore, if SSB is united with BOD, SSB could also have responsibility and 

not just provide Shariah monitoring. The authority to give independent Shariah report and 

review could be moved into a country-level organization (central bank, financial service 

authority) or even private institution as applied in some countries. 

 




























