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Top Countries by Islamic Finance Assets
(2021, US$ Billion)
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3.3. B2t Ho|H

1) 23 o| £t M AZF B{== (input and output variables)

1S 0 ol x| 5, DEXLH|E, O|AHE[E, & W &5, S 0lAt &5

2) & M| &= B == (institutional variables) :
- x|, X M = (ZX: Polity IV & Heritage Foundations’ Index of Economic Freedom)

- O|=& &k AE A (EA]: Islamicity Index)
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Table_2; Effect of institutions on bank efficiency

Variable

Political institution

Financial freedom

Activity restriction

Islamic political institution

Islamic economic institution

Islamic legal institution

Total asset

Equity to total asset

Return on assets

Corruption

GDP growth

Inflation

Full sample
@ () 3) (4) ®) (6)
0.035***
(0.000)
-0.145%**
(0.000)
0.083***
(0.000)
-0.109***
(0.000)
-0.071%**
(0.000)
-0.137***
(0.000)
0.001 0.001 -0.000 -0.001 -0.001 -0.000
(0.460) (0.704) (0.741) (0.701) (0.676) (0.732)
0.020* 0.012 0.018** 0.015* 0.015* 0.015*
(0.058) (0.150) (0.028) (0.059) (0.054) (0.059)
-0.008 -0.004 -0.006 -0.005 -0.005 -0.005
(0.406) (0.559) (0.408) (0.525) (0.469) (0.527)
-0.068*** -0.060*** -0.070*** -0.046*** -0.052*** -0.039***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
-0.523*** -0.481*** -0.416*** -0.388*** -0.397*** -0.430***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
0.179 0.116** 0.093** 0.061 0.061 0.095**
(0.182) (0.020) (0.037) (0.156) (0.154) (0.026)




Panel A: Conventional Banks

Panel B: Islamic Banks

Variable (1) 2 (3) (4) (5) (6) (1) (2) (3) (4) (5) (6)
Political institution 0.017** 0.127***
(0.048) (0.000)

Financial freedom -0.153*** 0.012

. ] (0.000) (0.862)

. ] (0.001) (0.000)

Islamic political institution -0.275*** 0.211%**

L 1 (0.000) (0.002)

Islamic economic institution -0.262*** 0.246***

. ] (0.000) (0.000)

0.279% % 0.005

(0.000) (0.935)

Total asset 0.000 -0.001 -0.002 -0.002 -0.002 -0.002 0.015* 0.013** 0.014*** 0.010** 0.010* 0.012**
_ (0.918) (0.526) (0.132) (0.124) (0.126) (0.146) (0.074) (0.014) (0.006) (0.046) (0.057) (0.018)
Equity to total asset 0.021* 0.013 0.018** 0.013 0.013 0.013 0.054 -0.029 -0.030 -0.014 -0.012 -0.008
_ (0.055) (0.129) (0.044) (0.136) (0.117) (0.112) (0.291) (0.344) (0.324) (0.641) (0.695) (0.804)
-0.021** -0.011 -0.012 -0.009 -0.010 -0.010 0.042 0.030 0.020 0.025 0.022 0.029
_ (0.041) (0.191) (0.147) (0.267) (0.210) (0.202) (0.319) (0.244) (0.434) (0.321) (0.390) (0.251)
-0.067*** -0.069*** -0.077*** -0.023*** -0.021*** -0.019*** -0.061*** -0.067*** -0.066*** -0.104*** -0.147%** -0.064***
_ (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
GDP growth -0.320%*** -0.163** -0.096 -0.152** -0.222%** -0.235%** -0.931*** -1.113*%** -1.145%** -0.834*** -0.787*** -0.862***
_ (0.000) (0.011) (0.144) (0.012) (0.000) (0.000) (0.003) (0.000) (0.000) (0.000) (0.000) (0.000)
0.641*** 0.144%** 0.166*** 0.114** 0.095** 0.186*** -1.629** -0.442%* -0.873*** -0.770*** -0.755%** -0.803***
_ (0.000) (0.007) (0.001) (0.014) (0.041) (0.000) (0.013) (0.036) (0.000) (0.000) (0.000) (0.000)
Unemployment rate -1.287*** -1.414%** -0.887*** -1.286*** AL A7 S -1.430%** 2.977** 4.282%** 4.129%** 4.448%** 4.326*** 4.505%**
]




S &r& g I(interaction effect)

Table 4: Effect of interaction between political institution, economic freedom, activity restriction on bank efficiency _

Variable (1) (2)
Political institution -0.455*** 0266
(0.000) (0.008)
Financial freedom -0.489***
(0.000)
Activity restriction 0.289***
(0.001)
Polity2* Financial freedom 0.127***
(0.000)
Polity 2* Activity restriction -0.087**
(0.027)
Total asset 0.002 0.002
(0.248) (0.278)
Equity to total asset 0.019* 0.027**
(0.069) (0.013)
Return on assets -0.007 -0.006
(0.497) (0.546)
Corruption -0.058*** -0.074***
(0.000) (0.000)
GDP growth -0.736*** -0.605***
(0.000) (0.000)
Inflation -0.121 0.307**

(0.384) (0.029)



2N HA- 28 §S42| oA 8 = 0| E(SFA)

Table 6: Effect of institutions on bank efficiency using alternative efficiency measurement (SFA)

Full sample
Variable (1) (2) (3) (4) (5) (6)
Polity 2 0.019***
(0.000)
Financial freedom -0.050***
(0.000)
Activity restriction 0.016*
(0.061)

Islamic political institution -0.092***

- ] (0.000)

0.079%**

- ] (0.000)

Islamic legal institution -0.084***

(0.000)

Total asset 0.002* 0.000 0.000 0.002** 0.002* 0.002**
P oos2 (0.599) (0:927) (0.045) (0.061) (0.047)
Equity to total asset 0.005 -0.001 -0.000 -0.003 -0.003 -0.003
- T (0.790) (0.972) (0.583) (0616 (0.590)
P o0s1 (0.089) (0.057) (0.029) (0.036) (0.036)
0.333++ 0,204 0,208+ 0.279+ 0279+ 02537+
P 0o (0.000) (0.000) (0.000) (0.000) (0.000)
Unemployment rate -0.219 -0.203** 0.081 -0.161* -0.108 -0.183*
P o (0.042) (0417 (0.096) (0.263) (0.058)
Muslim population -0.365*** -0.146** -0.205*** -0.056 -0.068 -0.081
_ (O O00) (O O16) (O 0O01) (0O 34R) (O 25A4) (O 172)




ZHM HAL- M & <=0l & (Propensity Score Matching )

Table 8: Effect of institutions on bank efficiency using propensity score matched sample

Variable (1) 2) 3) (4) ) (6)
Polity 2 0.035***
(0.000)
Financial freedom -0.145***
(0.000)
Activity restriction 0.083***
(0.000)
Islamic political institution -0.109* **
I (0.000)
- ] (0.000)
Islamic legal institution -0.137***
I (0000
I oo 0700 o741 (0701 0670 0732)
I oo (0150) 0028 (0.059) (0054 (0.059)
I owe 0559 (0408) (0525) (0469) 0527)
I oo 0000 (0000) (0.000) (0.000) (0.000)
I oo (0.000) (0000 (0000 (0000 (0000
I o (0.020) (0.037) (0.156) (0.154) (0.026)




228 dAl- Udd Al (Endogeneity Test)

Table 9: Effect of institutions on bank efficiency employing two-stage least square method

Full sample
Variable (1) (2) (3) (4) (5) (6)
Polity 2 0.087***
(0.000)
Financial freedom -0.264*
(0.066)
Activity restriction 0.271%**
(0.000)

Islamic political institution -0.201***
I (0000
I (0000

Islamic legal institution -0.207***
.. ] (0.000)
Equity to total asset 0.018 0.018 -0.021** 0.003 0.000 -0.004
GDP growth -0.299%** -0.253* -0.694 % ** -0.945% x* -1.074%** -1.030%**
- ]
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2019 2018

Overall Rank Overall Score Country Overall Rank Overall Score Country
1 9.07 New Zealand 1 9.20 New Zealand
2 9.03 Sweden 2 8.98 Sweden
3 9.02 Iceland 3 8.98 Netherlands
4 9.00 Netherland 4 8.97 Iceland
5 8.87 Switzerland 5 8.92 Switzerland
6 8.85 Denmark 6 8.86 Ireland
7 8.80 Ireland 7 8.82 Denmark
8 8.76 Norway 8 8.76 Canada
9 8.74 Luxembourg 9 8.73 Australia

10 8.67 Australia 10 8.71 Norway

17 8.25 UK 16 8.35 UK

44 6.14 UAE 45 6.18 UAE

45 6.02 Malaysia 47 6.02 Malaysia

51 5.85 Qatar 48 6.01 Qatar

57 5.22 Oman 61 5.14 Oman

61 5.05 Indonesia 64 5.05 Indonesia

64 4.95 Kuwait 66 5.03 Kuwait

71 4.74 Bahrain 70 4.90 Bahrain

76 4.49 Jordan 80 4.49 Jordan

77 4.49 Saudi Arabia 85 4.42 Saudi Arabia

84 4.40 Tunisia 86 4.40 Tunisia

96 4.01 Turkey 95 4.06 Turkey
3.18 Lebanon 118 3.29 Lebanon
3.14 Bangladesh 131 2.99 Bangladesh
2.63 Egypt 137 2.42 Egypt
2.62 Pakistan 138 2.36 Iraq
2.22 Iraq 140 2.30 Pakistan
1.06 Syria 149 1.82 Syria
N.A Yemen 153 0.97 Yemen

<L{2|H o| &3 X|5=> & X : Islamicity Index 30
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