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Abstract - the aim of this study is to analyze the impact of Islamic financial products on financial stability in Islamic Banks 

(IB) and to determine the risk and return along with some unpredictable factor and uncertainty in Asian Countries Pakistan, 

Indonesia, Malaysia, Bangladesh, Oman, Qatar, Bahrain, Saudi Arabia and UAE. The degree of the monetary stability, we will 

be analyzing the effect of z-score and trial of banks in emerging countries where Islamic banks functioning their business in the 

business community completed the period 2008-2018. For robust estimation and evaluating of the data used which are soiled 

and totally different and exclusive from the efforts which have already been done before this. This empirical analysis will be 

exploring the impact of Islamic Financial Products in Emerging Asian countries. The demand of this products have 

significantly been increased and acknowledge by the user in the recent era. With the passage of time the competition of Islamic 

banks with other financial institutions and corporate sector has been significantly acknowledge. 
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I. INTRODUCTION 

 

The banking system employed by the majority of 

Muslim countries, based on fundamental financial 

principles, is gaining traction. This is significant and 

self-evident given the increase in investment in Islamic 

banking institutions. This expansion has encouraged 

many studies though little importance is given to the 

use of modern financial theories of Islamic banks. This 

paper aims to conduct an empirical analysis on the 

impact of Islamic Financial Products in Emerging 

Asian countries.  

 

A. Background 

Interest free businesses have existed in several Muslim 

countries since the arrival of banking societies in the 

1960s. In 1963, Egypt was the first to implement 

Islamic values in commercial dealings to create 

awareness in the business community, providing them 

an interest free platform encouraging growth and 

investment. In the 1970s, Islamic banking (IB) as we 

know it today was established which contains a 

multitude of financial services such as Mudarabah 

(trust financing), Musharka (a partnership on the basis 

of equity financing), Ijara (agreement financing), 

Murabaha (trade financing) and Istisna` 

(postponement of the initial stage of payments).  

It is to be noted that providing interest free services is 

not the primary focus of Islamic financial institutions. 

The focus is to provide a platform to share and bear the 

burden of financial profit and loss. These instruments 

are equity and debt based contracts. Musharka 

partnership and Murabaha sponsoring are equity 

products. The Prophet Muhammad (PBUH) was also 

allowed to do so, as the Prophet (peace and blessings 

of Allah be upon him) said: "There are three things that 

have a blessing: to know deferred selling, speculative 

speculation, mixing wheat and barley for domestic 

purposes, also known as "silent partnership" 

(Al-Zuhaili, 2007) where it includes invested capital 

(Rabulmaal). These products are offered on the basis 

of debt. Contracts/Products are Murabaha (the cost 

plus funding), Ijarah (leasing), and Istisna (advanced 

disbursement). Before this study much work has been 

done on how these commercial products operate 

(Siddique, 1970s 1984a; Ahmed, 1985; Iqbal and 

Miraakhor, 1988; Ahmad, 1987). (IB) systems 

function under business law with four variations. The 

first is the rule of the creditor and debtor i.e. sharing 

profit and loss. The second is fixed prices that are 

established in advance. The third is interest free 

banking and the fourth is partnership for long or short 

term between capital providers and borrowers. The 

first method is the Murabaha contract where, one 

group would be providing the facility of funds, and the 

second would be using the capital in accordance to the 

pre-established agreement. In the case of loss, the 

lender (bank) would bear the loss while the second 

party (end user entrepreneur) would surrender his 

effort, Bellalah & Ellouz (2004). Musharaka (a joint 

partnership) is the second method where the bank 

arranges the funds and the entrepreneur manages the 

project. Both parties would share „Profit‟ as per mutual 

agreement. In the case of loss, both parties would bear 

their share, as per agreement, Bellalah & Ellouz (2004). 

Islamic financial institute like banks have been in the 

right direction and continuous growth. The total assets 

of Islamic banking trade were about $250 billion in 

2007. Per year the return ratio has been 15%; the 

growth rate recorded is three times than in the Western 

banking system, Parker & Arnold (2007). (IB) 

resources (assets) have increased about 25-40%. There 

were about 300 Islamic economic institutions 

operating in the global world with worth $600 billion 

in assets up to the year 2007. As the introduction of 

Sharia law, resources have increased up to 30% and the 
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assets which were worth US$ 888 billion in 2009, have 

now reached up to $4 trillion in 2015. There are 180 

financial institutions providing their services in Asia, 

Africa, and Europe with more than 8,000 centers with 

estimated $170 billion worth of assets.  

 

B. Modern Scholars View 

With the advancement of Mudarabah and the 

introduction of innovative products to Islamic financial 

structure led to the verdict that the contract is legal as 

long as it does not deny the provisions in the Quran and 

Sunnah. “The primary standards in agreeing the terms 

are allowed (Ribaha) and lawful.” (Ibn Taymiyya in 

al-Fatawa, Abdul Rahman, (2012). Particularly its 

lower amendment the higher costs of Islamic compliant 

portfolio selection, one may advise that investment 

would underperform (Bauer et al., 2005). The risk 

involved in (IB) is discussed by the descriptive 

literature (Sundararajan and Errico, 2002; Grais and 

Ku-lathunga, 2006; Grais and Pellegrini, 2006), which 

are nevertheless comprised of hypothetical reports, 

whereas the performance of (IB) in monetary 

permanence were examined in a reliable, cross country, 

realistic method in 17 countries from 1993 and 2004 

(Cihák and Hesse, 2010).  

 

They sought to determine whether the market share of 

(IB) have a significant impact on financial assets. 

There is always an agency conflict in every business 

community on issues, however, conflict would be 

tackled with rational decisions. It‟s the core 

responsibility of the board of directors to analyze its 

consequence for the protection of funds of investors 

such as capital providers and funds depositors. IAH 

have no mechanism to monitor and control their rights 

(Archer et al., 1998, Karim 2001, Safidi 2009). 

(Al-Safi Al-Din 2009; Archer et al. 1998) noted that 

(IB), have many agency conflicts arise between 

management and shareholders, may have these unique 

agency relationships in conflict with the shareholders 

IAH‟s.  

 

The „Theory‟ of Islamic banking(IB) was still 

applicable up to 1970, it is an alternative solution for 

dismissing interest in bank lending by profit sharing. 

This study will find the relationship of impact of 

Islamic Financial Products on financial stability in (IB), 

and the growth of GDP Interest, Inflation, and Asset 

Structure and Market Share of (IB) and their impact on 

financial stability of emerging Asian Countries such as 

Pakistan, Indonesia, Malaysia, Bangladesh, Oman, 

Qatar, Bahrain, Saudi Arabia and UAE. Previous 

research mostly focused on well-known factors, such 

as the GDP, Inflation, and other variables.  

C. The Impact of Islamic Financial Products on 

Financial Stability in Muslim Countries 

 

The importance of this study is to describe the broad 

and circumstantial contribution. In general, the study 

attracts its massive reputation as it is the first research 

to examine and compare the impact of Islamic 

Financial products on financial stability and its 

importance in Islamic banks in Asian countries. This 

study helps the Islamic Sharia regulators propose 

guidelines for monitoring and redefining its financial 

institutions. This study also gives the government a 

variety of knowledge such as changes in the return on 

investment in Islamic financial products and their 

income according to the Islamic law. 

The occurrence of periodic threat indicators for the 

financial crunch is a huge external shock (Kindleberger, 

1978; Minsky, 1977). The recent growth of finance 

literature has initiated a positive approach to deliver 

additional firm microeconomic bases to detect the 

occurrences of a financial crunch (Gertler, 19880. 

Islamic banking (IB) establishes itself in the following 

ways: 

1. Trade organizations exist in the region where the 

development of the Islamic financial system is 

supported by the government. 

2. Islamic banks operate in the private sector to 

compete with traditional banks and Western 

organizations. 

3. International Financial Institutions of the Islamic 

Development Bank (IDB) operates in accordance 

with Islamic Sharia. 

4. Islamic financial mechanisms, mutual funds, 

Sukuk and Takaful have become important 

 

II. LITERATURE REVIEW 

 

A. Financial stability of Islamic Banks and 

Insolvency Risk 

There has been a long debate for the appointment of a 

„financial expert‟. (Dhalewal et al, 2010). Investors 

and economists have expertise in mergers, acquisitions; 

capital contributions and budget forecasts (Dhaliwal et 

al., 2010). Financial experts lead the board technically, 

and understand the complication of ventures and 

related risks. In practice, Fernandez and Fitch (2013) 

note that external managers have a tendency to reduce 

the risk of public banks, reports, loan-to-deposit ratio, 

loan- to-asset ratio, annual beta, etc. (Acharya et al., 

2009) Merton, (1977). In this respect, Minton et al. 

(2014) observed that the economist experts between 

external/independent directors are always close 

relation to banks' risk taking in financial crunch time. 

Shareholders' preferences for unnecessary risk, 

(Fernandes & Fich, 20130. The roles of qualified 

financial advisor are very important to make sure the 

risk management with due diligent struggles (DeZoort, 

Hermanson, Archambeault, & Reed, 2002). Thus, we 

accept that audit committee tends to reduce the level of 

failure risk in banks, as we recommend in the 

subsequent theory: 
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B. Impact of Islamic Financial Products on 

Financial Stability 

“Mudaraba” is an agreement between one party 

referred to as the capital provider (or the Rabbul Maal) 

and the second party referred to as an entrepreneur 

(who offers their services). The income of the company 

will be shared according to the mutual conditions, an 

agreement that is almost concluded before entering the 

company. However, in case of loss of profits in the 

company, the lead investor and the businessman will 

engage the Rabbul Mall on the basis of the repayment 

of capital between the parties, according to a mutual 

agreement (Bourkhis and Nabi, 2013), (Cihak and 

Hess 2010). Raboul Mall is liable for loss due to the 

lack of such behavior resulting from misconduct, 

negligence or violation of the mentioned conditions 

(Mukhafulla al shurut). Maliki scholars suggest there is 

no fixed limit if the investor‟s members increased and 

participate in the contract agreement with the 

permission of Mudarib. In case of losses if one of the 

entrepreneurs making any decision without consult 

with the other partner he will be responsible to the 

capital provider due illegal action (Borhan, 2004). 

Under the Mudarabah contract (PLS) contracts, IB not 

demanding any security from the Rabulmall to 

diminish the risk of credit (Bourkhis and Nabi, 2013). 

The main objective of the banking system is theme of 

interest for decision making of banking system for long 

time (Andries (2011). When the bank selling the 

financial products they obeying Sharia law on the basis 

of (PLS) sharing method instead of fixed-rate loans. 

Musharaka joint venture and Mudarabah sharing the 

profit according to fix agreement are purely PLS 

modes of financing. The agreement of Islamic products 

assets and liabilities are incorporated that borrowers 

share profits and losses with the banks 

(ChongandLiu,2009). (IB) system offering other 

financial contracts as allowed in Islam across the world. 

Murabaha is one of the famous modes of finance in 

Islamic financial banks. Ijarah (leasing), (modified of 

Murabaha), Istisna (contract manufacturing). Bank for 

International Settlements (BIS) (2000) which corrects 

credit risk management structures in place, the Bank 

recognizes the degree of control, the control of credit 

risk. (Ayoub, 2007). (1987, 1981) and Bashir et al 

(1996). The two big banks have access to cheaper 

sources of money repeat rates of profit (see Bourke, 

1989). 

Deposit income of Islamic banks depends on the 

results of projects financed by banks. (Madura, 2000) 

is able to participate in activities other than successful 

loans and the provision of new non-interest income 

services, with additional work increasing. Ismail and 

Tohren (2008) suggested that lack of communication 

experience is the main reason for the failure of the 

Mudaraba contract. The roles of these products have a 

positive impact on economic growth in Islamic 

financial development, (Farkani and Mouliani 2009) 

and Majid and Qasim (2010) among the limited items 

in this area. Al-Furqani and Moulayani (2009), on the 

other hand, assume that the relationship between 

Islamic financial development and economic growth is 

changing Islamic banking institutions; on the contrary, 

the result of (Majid and Qasim 2010) reinforces the 

opinion of the position dominant. Investment in 

Musharka Finance on the basis of profit and loss 

sharing concept is measured one of the most 

demanding mode of finance. As Schumpeter (1942) 

suggested, modernization is a major asset of growth. 

The key scientific growths most likely are lie. Florida 

and Kenney (1988, p. 128): Scherer (1984, ch. 11) 

suggests that small corporations, compare to large 

industry, are more efficient to produce new 

improvements. They are unable to maintain, a stable 

cash inflow. Which is not sufficient? (Sagari, (1992,). 

Bond and Carter (1994) find that commercial banks are 

not able to finance infrastructure projects in 

developing countries. Since the beginning of Islamic 

finance, the most leading contracts are Murabaha 

contracts (Khan, 2010; Samad et al., 2005; Warde, 

2000). The price of these contracts is based on the 

increase of the initial purchase price by the related 

expenses and a margin paid to the bank. Regularly, the 

reimbursement by the customer is planned during one 

periods (El- Gamal, 2000). The contracted profit 

margin is accepted by the four major Islamic schools 

(Ahmad and Hassan, 2006; El-Gamal, 2000). The 

margin represents the compensation of the financier 

due to a deferred payment (Saadallah, 1994). The 

increase is called the time value of money However, 

this margin could not take place without the existence 

of a real transaction with tangible underlying (Ahmad 

and Hassan, 2006). For Islamic financial institutions, 

this margin is their key source of income (Khan, 2010). 

In addition, the applied margin is measured a hidden 

interest because it is often calculated on the basis of a 

standard interest rate (Moisseron et al., 2015; Zaher 

and Kabir Hassan, 2001). Widely speaking, rent is paid 

against the use of any resource like land, labor, 

equipment, idea, or Money Alchian (1991). In Islamic 

finance, Ijarah resembles to sales contract except for 

the transmission of the property that is not done at 

maturity Usmani, (2006). In this context, the rent is 

treated as payment against the usufruct of a particular 

asset for a specified period (Johansen, 1988; Zafar 

(2012). Islamic banks regulate the rent by summing the 

charges related to the possession of the property 

(property taxes, maintenance costs, etc.) When we 

consider in the purpose of the rent the market the 

studies found that MM is less profitable for the bank 

than Murabaha (Abdul Razak and Amin, 2013; Meera 

et al., 2005). Several studies suggest the use of a rental 

index as a benchmark of this key parameter in the 

assessment of MM contracts (Meera and Abdulrazzaq, 

2009; Mohd Yusof et al., 2011, 2016; Yusof et al., 

2016). Theoretically, it is an agreement/contract to 



International Journal of Management and Applied Science, ISSN: 2394-7926                          Volume-6, Issue-2, Feb.-2020 

http://iraj.in 

Impact of Islamic Financial Products on Financial Stability in Islamic Banks 

 

50 

procurements on a fixed price something that may be 

made construct later. The brief his as is under in the 

following lines. The positive role of finance brings and 

enhanced the distribution of economic funds, savings, 

which can decrease risks and enables the fund dealings 

effectively. Lambert and Hoselitz (1963) they 

amended the research of scholars who considered the 

investments performance of household‟s Sri Lanka, 

Hong Kong, Malaysia, Pakistan, India, Philippines, 

and Vietnam. Snyder (1974) revised the econometric 

models engaged by others scholars. Currently working 

were by some other researcher on the subject issue in 

recent time by Cardanes and Escobar (1998), Laoyza 

and Shankar (2000), Athukorala and Sen (2003), 

Ozcan et al. (2003), Athukorala and Tsai (2003), Qin 

(2003) and Hond royiannis (2004). Cardenas and 

Ecsobar (1998) considered the investments 

performance in Colombia have suggested and initiate 

numerous remarkable outcomes: (1) if the government 

spending increased which effect on the national saving 

the saving go down (2) these two factors are being 

correlated with each other‟s (3), investments have 

always a positive impact on the national development 

as well as on individual business (4) advanced taxation, 

development and phase reliance had adverse effect on 

savings. Loayza and Shankar (2000) evaluating the 

association of investment real interest rate, per capita 

income, the dependency ratio, economic growth, 

national saving, return on agriculture in (GDP). Real 

interest rate, per capita income and return on 

agriculture sector has a significantly positive effect on 

GDP savings however negative rapport were found for 

economic development, inflation Fotios and Kyriaki 

(2007). Work has been done in India a survey was 

arranged by Athukorala and Sen (2003) and they 

determined that changes in foreign trade, the causes of 

the growth rate, the real interest rate on bank loans, the 

expansion of banking facilities and inflation had a 

significant positive relationship with investments. 

Ozcan et al. (2003) suggested the causes that regulate 

the performance of private investments in Turkey. 

Aloui et al. (2012) recognized that the inflationary 

interest rate had a significant impact on the movement 

of share prices, as well as the exchange rate and the tax, 

on share prices. Mohanty, et al. (2011) suggests the 

macroeconomic variables and stock market returns in 

stock exchange and inflation rate have negative impact 

on each other. Exchange rates come from Reinhart and 

Rogoff (2004) suggested that it depend on country to 

country changed alternative depending on black 

market exchange rates Other researchers have 

suggested that the relationship between finance and 

financial growth has been overestimated (Rodrik and 

Soberamian, 2009) Stiglitz, 2000. The research from 

May also examined these factors: financial 

development and economic development, growth 

(Bumann et al., 2013), Cross-national research 

generally found a positive impact on financing on 

economic performance, Ram (1999) and King and 

Levine (1993) indicate that financial expansion signals 

are positively correlated with investment growth, 

growth rate, and GDP. And its impact on profitability 

is quite different. The global financial crisis in the 

financial Empirical Model of the study.  

 

(Zi,j,t ) = β1Ifpi + β2Mi,j,t 

  

Zscore is the dependent variable is the z-score (Zi,j,t) 

for bank i in country j at time t in year t, Čihák and 

Hesse, 2010),and Mj,t denotes Macroeconomic 

variables Dougherty, A., & Van Order, R. (1982) is 

control variable and Ifp is indicates Islamic financial 

products. By V.Sundarajan (2007). Markets Due to 

political instability and some other variables, there is 

no significant impact on performance. Similarly, GDP 

growth will not have a significant impact on the 

financial stability of Islamic banks.  

 

The assets on the total banking assets of a country have 

a significant negative impact on the financial 

performance of banks. Heimeshoff (2009), the 

relationship between internal and external factors of 

banks, such as macroeconomic indicators and financial 

markets, has a negative impact on the stability of 

banks. The relationship between economic growth and 

the performance of the financial sector is well 

recognized in the literature (Demirguc-Kunt and 

Maksimovic, 1996). Kaynak et al. (1991) mentioned 

the selection of banks as the designation criteria by sex, 

age and date of education for bank clients in Turkey.  

 

Researchers have explored the Islamic banking method 

and the criteria adopted by clients to choose a 

particular bank (Errol and Al-Bawdour 1989, 

Al-Badour et al., 1990, Shuk and Hassan 1988, Sudin 

et al.). Errol and Albor (1989), Errol et al. (1990) 

specifically examined the criteria for selecting banks 

used by Jordanian clients for banks with an Islamic 

bank. The researcher described those customers who 

select only Islamic banks because of provision of 

effective facility its reputation and popularity in the 

reign and privacy of the bank. 

 

H1 Islamic Financial products have a significant 

impact on    Financial Stability in Islamic Bank (IB). 

 

H2 Macroeconomic variables, the GDP and inflation 

rate also have positive relationship with bank 

profitability. 

 
 

Conceptual framework described the relationship 

among variables used in the study. This study has two 

key variables Dependent variable is Bank Financial 

stability and independent variable Islamic Financial 
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Products. Z-Score. Our first dependent variable for 

assessing financial stability is the well-known Z-score. 

This measure has been used in a vast literature (Boyd 

and Runkle, 1993, Cihák and Hesse, 2007, Iwamoto 

and Mori, 2011, Laeven and Levine, 2009, Lown et al., 

2000, Maechler et al., 2007). In the literature on the 

Islamic banking sector, Cihák and Hesse (2010) 

suggest that this is appropriate for the Islamic banking 

sector. 

 

III. METHODOLOGY 

 

This part of the study inspiration for the collection of 

data of the banks as a sample. Data has been taken from 

banks that are registered on the stock exchange 

financial year 2008-2017 Asian countries. The sample 

includes only those banks that offering Islamic 

products data is available from their annual report and 

balance sheet. The type of survey is a secondary and 

panel data. Numeric data related with all the variables 

of Islamic financial products are collected from the 

annual reports and balance sheet, official website of 

sample banks with at least 10 years‟ successive data of 

50 Islamic banks in the following 9x Asian countries 

Indonesia, Malaysia, Pakistan Bangladesh, Saudi 

Arabia, Bahrain, UAE, Qatar, and Oman. 

 

 

Variable and their measurement 

 
 

A. Analysis of Models 

The nature of the data is the combination of time series 

(Ten years) and cross section data (Fifty banks), known 

as panel data. The balanced panel data regression 

technique has been used in the research study. Three 

different econometric panel models have been used in 

this study to produce generalized results.   

B. Data Analysis 

We have used to analyze our result through E-VIEWS 

software and check the consistency of variables which 

we used in our studies. Through panel data we have 

examine the main result and their reliability. Thus the 

random effect is suitable to analyze the result of the 

regression of analysis. 

We include the country's macroeconomic variable as 

control variables. Small Islamic banks may be more 

affected we include the country's macroeconomic 

variable as control variables. Small Islamic banks may 

be more affected by the inefficient cost of Islamic 

banks, the design of Sharia compliant products and 

compliance costs that may involve economies of scale. 

Similarly, the lack of risk diversification tools can 

affect smaller banks more than large Islamic banks. 

Cihak and Hesse (2010) found small banks are more 

stable as compare to large Islamic banks, with former 

and latter being less stable than conventional banks. 
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We control for the size of the bank using the log of total 

assets.  

Generally large banks may be more efficient because 

of economies of scale, while theoretical and empirical 

literature on the relationship between size and stability 

is ambiguous (Beck et al., 2006, Beck, 2008). The ratio 

of fixed assets to total assets to control the opportunity 

costs arising from non-performing assets in the balance 

sheet, while controlling non-performing assets through 

non-bank lending activities, which previous research 

has shown to affect both the efficiency and stability of 

banks (Demirgüç-Kunt et al., 2004, Demirgüç-Kunt 

and Huizinga, 2010). 

IV. RESULT 

 

Common effect method indicates that there is no 

change in the expected cross- sections data this method 

is useful under the assumption that the data set is a past 

standardized. The study used different statistical 

measures to examine data such as descriptive statistics, 

correlation analysis, panel regression methods, etc., to 

explore the effect of the independent variable with 

financial stability and its relationship. All these 

statistical measures are detailed in the table below. 

 

 

A. Descriptive Statistics Table I 

 
 

Table I shows the mean value and the value of the 

standard deviation for the independent and 

independent variables. The mean value and the 

standard deviation value of the stability variable 

Z-score are respectively 3.2137 and 8.70633. The 

average and standard values are 9.4585 and 17.07323, 

respectively. The average value of the Mudarabah is 

6.9717. The average value of the stock is 8.0419. The 

mean value and the value of the Ijara standard 

deviation are 8.2893 and 14.96113, respectively. 

Similarly, the average value of Istisna is 9.1907 and the 

standard deviation is 30.11595, respectively. To 

evaluate the normality of the data, we performed a 

skewness and kurtosis test in SPSS. The results 

indicated that the data are normal as skewness and 

kurtosis values of each construct found within the 

accepted +/- 2 range recommended by (George & 

Mallery, 2010). Panel Unit Root test Levin Lin Chu 

(2002) test hypotheses been used for stationary in the 

data. The Null and alternative hypotheses for Levin Lin 

and Chu (2002) are: - 

H0 Panel contains unit root (panel are no stationary) 

H1 Panel does not contain unit root (panel are 

stationary) 

Result of the Levin Lin Chu (2002) test concluded that 

all variables in this study have significant p value 0.05. 

So based on the Levin Lin Chu (2002) test result 

rejected the H0 and have accepted the H1. This result 

implies that the data is stationary explanatory 

variables, dependent variables, and independent 

variables. A total of 500 observations have been used 

in the study. 

To evaluate the normality of the data, we performed a 

skewness and kurtosis test in SPSS. The results 

indicated that the data are normal as skewness and 

kurtosis values of each construct found within the 

accepted +/- 2 range recommended by (George & 

Mallery, 2010). Panel Unit Root test Levin Lin Chu 

(2002) test hypotheses been used for stationary in the 

data. The Null and alternative hypotheses for Levin Lin 

and Chu (2002) are: - 

 

H0 Panel contains unit root (panel are no stationary) 

H1 Panel does not contain unit root (panel are 

stationary) 

 

Result of the Levin Lin Chu (2002) test concluded that 

all variables in this study have significant p value 0.05. 

So based on the Levin Lin Chu (2002) test result 

rejected the H0 and have accepted the H1. This result 

implies that the data is stationary explanatory 

variables, dependent variables, and independent 

variables. A total of 500 observations have been used 

in the study. 

B. Panel Unit Root Test-  
Table II 

Tobin Q (Tqs) 

VARIABLE Statistic P-Value 

GDP -30.8318 0.0000 

Ijara -24.7833 0.0000 

Inflation -40.3317 0.0000 

Interest -9.59310 0.0000 

Istisna -730517 0.0000 

Mudarabah -24.6266 0.0000 
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Murabaha -13.3098 0.0000 

Musharaka -13.3098 0.0000 

Zscore -63.1810 0.0000 
 

VIF > 5; very likely problem Multicollinearity  Table III 

Independent variable Zscore VIF 

Multicollinearity  

Statistics 

Tolerance 

Murabaha .847 1.180 

Mudarabah .996 1.004 

Musharaka .988 1.012 

Ijara .852 1.174 

Istisna .980 1.021 

Inflation .989 1.011 

Interest .682 1.467 

 

Table III on the existence of Multicollinearity in the 

data indicates that the variance explained by a specific 

independent variable in the dependent variable 

similarities (when the other independent variable IVs 

tested in a specific model), the IV therefore does not 

explain an exclusive variance. We performed variance 

inflation factor VIF for all independent variables and 

performed a multivariate regression test. Our results 

indicate that there is no problem of Multicollinearity in 

the data and that each variable explains a unique 

variance of the Zscore. 

Following are the rules of thumb for the VIF: 

a) VIF < 3; no problem, considered well. 

b) VIF > 3; perhaps likely problem 

c) VIF > 10; definitely have problem 

 

The results presented in Table No.3 indicate that all 

threshold values for variance inflation factor VIF are 

less than 10 as recommended by (Hair, Black, Babin 

and Anderson, 2010) and that the tolerance values for 

all factors are close to 1.0. And indicate good results 

(O"Brien, 2005). 

 

C. Panel regression Analysis: 

To study the effect of independent variables (Islamic 

financial products) on the Zscore the regression 

technique was used. There are three models of data 

methods: Guajarati (2004), in its economic measures, 

indicates that the F test was used to determine the 

appropriate model for data analysis. The important 

value of the F statistics scale is indicating that the 

statistical value of F is 2.21 which is greater than 2, 

indicating that the random effects model may be 

appropriate. In order to determine the model correctly 

between statistics and random effects, Hausman 

Statistics test was used in order to determine the 

control model, the significance of the Hausmann test, 

the value of p indicates less than 0.05 to a random 

effects model that can be used to determine the main 

result. The value of the chi-square is equal to 0.2667, 

i.e. more than 0.05. Therefore, the random effect is 

suitable for examining the result of regression analysis. 

 

D. Random Effect 
 

Table IV 

Dependent Variable = Z score 

Independent 

Variables 

Coefficients t-value p-value 

Ijara 0.065745 2.337433 0.0198 

Istisna 0.002571 0.201551 0.8404 

Mudarabah 8.16E-12 0.080838 0.9356 

Murabaha 0.024549 2.198252 0.028 

Musharka -1.2E-09 -0149904 0.8809 

Interest -0.108854 -0.440282 0.6599 

GDP -0344185 -1.089440 0.2765 

R Square 0.034870 

Adjusted R- Squared 0.019033 

Hausman Test Chai-sqr= 9.97 

F value 2.217465 

Durbin Watson stat 2.184125 

Prob (F-statistic) 0.025016 

 

The above table 4 shows R square 0.034870, value of 

F-statistic is 2.217 and p value or prob (F- statistic) 

0.025016 which indicates fitness of the model. 

Adjusted R squared value is 0.144271. The coefficient 

sign of Ijara is positive and the value of coefficient is 

0.065745, t-stat value is 2.337433 and the p value is 

0.0198 which indicates that the Ijara has a significant 

positive relationship at 5(%) percent level of 

significance with Zscore. The beta (coefficient) value 

of Murabaha 0.024549, t-stat value is 2.198252 and 

value of p is 0.028 which denote that Murabaha has 

significant positive influence over bank financial 

stability. The beta (coefficient) value of Istisna is 

0.002571, t-stat value and p value are 0.20151 and 

0.08404 respectively, which indicate that Istisna has 

insignificant relation with Zscore. We see that the 

market share of Istisna in Islamic banks does not have a 

significant impact on the financial asset of other banks. 

Hesse and Cihák, 2007; Cihák et al., 2009). This result 

opposes the first hypothesis. The beta (coefficient) 

value of Mudarabah is 8.16E-12, t-stat value is 

0.080838 and value of p is 0.9356 which denote that 

Mudarabah has an in significant influence over bank 

stability. Musharaka in Islamic banks in a banking 

system has a negative impact on z-scores remarkably a 

higher existence of Islamic banks in an investment area 

tends to decline the Islamic banks‟ own z-scores. this 

negative finding is in line with the part of the literature 

on banking sector concentration and stability that finds 

higher concentration to be associated with lower 

stability (e.g., Schaeck, Čihák, and Wolfe, 2006) As 

we expect, there is a negative relationship between 

bank assets and clients‟ religiosity (larger Islamic 

banks may move toward bigger clients less sensitive to 

religious concerns). Moreover, Cihák and Hesse 

(2010) attribute the negative effect on Islamic bank 
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stability to risk management limitations. Imam and 

Kpodar (2013) 1992–2006 The interest rate has a 

negative impact. Chaudry et al (1995) also confirm that 

US banks during the 1970-1980 depend on general 

interest trend. Guru at all (2002) suggested a negative 

relation between interest and bank stability Kosmidau 

et al (2005) used the liquid asset to customer and short 

term funding ratio and found that liquidity negatively 

affected profitability Islamic banks is complementary, 

not a substitute for Conventional Banks this negative 

finding is in line with Jawadi et al. (2015) The beta 

(coefficient) value of Interest rate is -0.108854, t-stat 

value is 0. 440282 and value of p is 0.6699 which is 

insignificant. Agarwal and Yousaf (2000) suggest that 

Islamic banks practicing profit and loss tools to avoid 

the ethical exposure problem related with PLS 

financing. Chong and Liu (2009) suggest that in 

Malaysia, only 0.5% of Islamic bank finance is based 

on PLS principles. Other important macroeconomic 

factors exposed in some investigation are 

unemployment, inflation and (GDP). Abreu and 

Mendes (2002). The positive side is the dispersion of 

knowledge about Islamic finance. However, the 

downside is that these banks, because of their useful 

practices, may not recover the Islamic finance 

instrument from an insignificant way. 

 

V. CONCLUSION 

 

The financial crises of 2007-2008 are due to excessive 

risk in the financial market. This study focused on the 

banking sector as banks are the main contributor to the 

financial crisis. So this area is the only thought for this 

study. The financial policy maker needs to create new 

mechanism for the innovation of new products in Asia 

countries has targeted in this research It is proposed 

that Islamic banks improve the mechanism of 

coordination and communication as traditional banks 

have increased their credibility in customer loyalty in 

the event of a crisis. In addition, the results of the study 

indicate that Ijara, Istisna, Islamic products have a 

negative impact on the stability of banks, especially in 

Asian countries. However, the situation is quite 

different in the Islamic products of the Gulf countries, 

and the demand for them has increased slowly and 

significantly. Islamic products are less risky because of 

profit sharing and loss, according to the Sharia 

Advisory Board. However, there are a few factors that 

have a negative impact on bank stability, 

non-performing loans, political instability and 

macroeconomic variables. Islamic Bank transactions 

include credit and market risks; the Islamic Bank's 

activities lead to liquidity, operational, strategic and 

other risks. Liquidity management is another threat to 

the ability of many IBs to attract investment accounts 

in profit sharing. The performance of these unreliable 

accounts and the infrastructure and tools needed to 

manage liquidity risk by Islamic banks are still in the 

initial stages. Deposits are limited because of the less 

active market and the lack of interbank rate. To realize 

the full potential of Islamic finance, there are many 

challenges that need to be addressed, including: 

improving regulatory oversight, rebalancing tax 

treatment, strengthening insolvency mechanisms, 

promoting standardization, ensuring adequate liquidity 

and putting in place sound risk management practices. 

Knowledge sharing can play an important role in 

supporting initiatives in all these areas. Surveillance 

and risk management need to be updated effectively. 

The main proposals relate to the extension of the study, 

as follows. Future work may focus on the demand for 

Islamic products in agreement with conventional banks 

by changing their share of the Islamic market and the 

Islamic banking system, as well as the use of Islamic 

banking products by companies and institutions. 

Companies, compared to similar practices already used 

by the traditional banking sector to attract more 

customers to use these products and demand, which 

will have an impact on the efficiency and stability of 

banks. 
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