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Determinants of Partnership Financing in GCC Islamic Banks
during 2005-2016: An Empirical Study using Dynamic panel
data Model

Abdulhadi A. Tashkandi

PhD student, College of Islamic Economics and Finance, Umm Al Qura University — Makkah

Prof. Dr. Mouldi A. Al Jelassi

Professor at college of Islamic Economics and Finance, Umm Al Qura University — Makkah

Abstract: The Partnership Financing (PF) in Islamic banks is considered one of
the most important forms of investment funds in Islamic jurisprudence. That is,
the Profit and Loss Sharing (PLS) constitutes a theoretical base on which the
intermediation Islamic banking activity depends as it is characterized by
mobilizing and utilizing financial resources in participation Assets. This paper
aims at determine the variables which play role in Participation Financing (PF)
decision. Subsequently, the paper measures the impact of the PF economic and
financial variables through an empirical study on a sample of 24 full-fledged
Islamic banks during the period from 2005 to 2016 in 5 GCC countries. The
findings suggest positive impact on the size of the bank and the capital adequacy
ratio on the sharing financing. Additionally, the increase in the volume of debt
financing occurs on the account of PF and a positive impact on inflation. At the
same time it has been found a negative relationship between PF and the
governance variable.

Keywords: Partnership financing, Mudharaba, Islamic Banks, GCC Islamic
Banks
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el BB ags slasl p L sl V) guls ade ) (35 ) ST sadl Yy e i) 2

Sl a1 jatlad (4) o3, Jsud

Variable Obs Mean Std. Dev. Min Max

INVESTASS 252 159 103 .00232 .507
ASSETS 253 8.94 1.089 5.54117 11.41351
DEPOSIT 241 667.42 3849.488 —32342.82 11512.37
PSIA 253 452 .1992 .0110002 7937054
LOANS 241 554.94 3324.594 —26385.72 10136.76

ROA 238 .017 .0246 —-.058 158

*? Basel Committee on Banking Supervision, (2010). Basel III: A global regulatory framework for more resilient
banks and banking systems, Bank for international settlements, p.21.
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CAR
CASH
BDS
INDBD
SBS
INF
GDP

244
253
254
225
251
282
275

209
.0854
9.023
4.342
4.231
.0389
.0509

.0827
.0696
1.705
3.111
1.125
.035
.047

107 75
.0031 4708
4 14
0 10
3 6
—-.049 151
—-.075 262

(Stata) gl plisinl @l x Basl Ll slie] e 2 el

LAM3 J.g.\.&:J\ c?\:.a .

BIRE [ EIPVRER - SIE

(GMM System) il 2k Saludl U WS =il 1(5) o3y Jgud

1-6

INVESTASS: &l sidll

Specifications models

Uldtieall il yaziall
INVESTASS .

ASSETS
DEPOSIT
PSIA
LOANS
ROA
CAR
CASH
CARCASH
CARROA
BDS
INDBD
SBS
INF

GDP

1

(1)
578%*
(0.000)

0301 %+
(0.004)
0.0002
(0.574)

~0.0009*
(0.097)
~233
(0.446)
116*
(0.069)
~.0531
(0.421)

—.0149%
(0.083)
0014
(0.695)
010
(0.183)
689%*
(0.007)
~2119
(0.323)

28

(2)
5755
(0.000)
0302+
(0.004)
0.0002
(0.560)
~.0168
(0.629)
~0.0009*
(0.096)
~270
(0.356)
119%
(0.061)
~.0532
(0.386)

—.0155%
(0.075)
0012
(0.743)
011
(0.124)
688
(0.008)
~221
(0.318)

(3)
590%
(0.000)

0298
(0.005)
0.0002
(0.603)

~0.0009*
(0.100)
254
(0.730)
138%
(0.080)
~.0973
(0.380)
180
(0.594)
~1.66
(0.401)
—.0153%
(0.072)
0016
(0.662)
010
(0.165)
659%*
(0.008)
~223
(0.315)



CRISIS —.037%* —.038%* —.0380**

(0.034) (0.033) (0.029)
Years Yes Yes Yes
Countries Yes Yes Yes
Constant —.0551 —.1698 —.0551
(0.546) (0.133) (0.559)
Time Fixed effect included Yes Yes Yes
Observation 177 177 177
Arellano-Bond test AR(2) (0.241) (0.247) (0.241)
Hansen test 1.000 1.000 1.000
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bt saadl e aaS) (3 adsdse ST as @y (VIF Test) (Variance Inflation Factor)
Dl B ol Lakie Sl o msadl @ bl suadl) dSCie s 05T Lol L 3sel
%3 .(Montgomery & Others, 2011) <l med e iady pane 5,24 (VIF)
o LS ml jalnn Y Sl bagie Jiaey Ball jolns Vol e Y bl IS70T 44 il
25l (2) (3 gl 3 e
(1) o3 b
Ol przell LLIYY fales

Tnassets ddeposit psiaTA  dloans roa car  cashTa bds indbd sbs inf
Tnassets 1.0000
ddeposit 0.4598 1.0000
psiaTA -0.0863 -0.1234 1.0000
dloans 0.4397 0.9327 -0.1145 1.0000
roa 0.0045 -0.0994 -0.2389 -0.1262 1.0000
car -0.4070 -0.1835 -0.1918 -0.1943 0.4392 1.0000
cashTA 0.1006 -0.0464 -0.0785 -0.0640 0.0969 0.0631 1.0000
bds 0.2279 0.1196 -0.1602 0.0899 0.0474 0.1090 0.3063 1.0000
indbd 0.0329 0.0782 -0.0595 0.0693 -0.2076 0.1553 0.1375 0.3817 1.0000
sbs 0.2127 0.0645 -0.0552 0.0507 0.0348 -0.0511 0.3941 0.4858 0.4515 1.0000
inf -0.0382 0.0299 0.0226 -0.0002 0.2124 -0.0559 -0.0999 0.0047 -0.0331 0.1096 1.0000
gdp -0.1552 -0.0088 -0.0147 -0.0247 0.4710 0.1870 -0.0553 -0.0176 -0.2907 -0.0909 0.2131
gdp
gdp 1.0000

(2) 03 3=k

Variable VIF 1/VIF
DEPOSIT 8.03 0.124
LOANS 7.85 0.127
ROA 2.09 0.477
CAR 1.98 0.506
ASSETS 1.87 0.534
SB 1.79 0.560
INDBD 1.68 0.594
BDS 1.53 0.651
GDP 1.49 0.671
CASH 1.28 0.782
INF 1.18 0.850
PSIA 1.14 0.875
Mean VIF 2.66

(Stata) gt plascial il slae)
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(3) 03 3=k
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(1) C';f,.d\ oliplge

. xtabond2 1inveassass L.

1nveassass
> 9 year2010 yearl5 yearl6 BAHV KSAV KUWV QATV UAEV

BAHV dropped due to collinearity
warning: Number of instruments may be large relative to number of observations.

warning: Two-step estimated covariance matrix of moments is singular.

Tnassets

ddeposit dloans roa
, gnm( L.

car cashTA bds indbd sbs inf gdp

crisis year200

inveassass Inassets car cashTA, lag(l 2)) rob
Favoring space over speed. To switch, type or click on mata: mata set matafavor speed, perm.

Using a generalized inverse to calculate robust weighting matrix for Hansen test.
Difference-in-Sargan/Hansen statistics may be negative.

Dynamic panel-data estimation, one-step system GMM

Group variable: bankis Number of obs = 177

Time variable : year Number of groups = 21

Number of instruments = 121 Obs per group: min = 5

wald chi2(21) = 47722.24 avg = 8.43

Prob > chi2 = 0.000 max = 11
Robust

inveassass Coef. Std. Err. z P>|z| [95% conf. Interval]

inveassass

L1. .578813  .0966586 5.99  0.000 .3893657 .7682603

Tnassets .03018  .0104201 2.90 0.004 0097571 .050603

ddeposit 2.72e-06  4.85e-06 0.56 0.574 -6.78e-06 0000122

dloans -9.66e-06 5.83e-06 -1.66  0.097 -.0000211 1.76e-06

roa -.2330231  .3055019 -0.76  0.446 -.8317959 .3657496

car 1163371 0640123 1.82  0.069 -.0091246 .2417989

cashTA -.0531397  .0660943 -0.80 0.421 -.1826821 0764026

bds -.0149536  .0086323 -1.73  0.083 -.0318725 0019654

indbd .0014841  .0037902 0.39 0.695 -.0059446 .0089127

sbs .0105013  .0078904 1.33  0.183 -.0049635 .0259662

inf 6891496 2566479 2.69  0.007 .1861289 1.19217

gdp -.2119732 2144017 -0.99 0.323 -.6321929 .2082464

crisis -.0379407  .0178982 -2.12  0.034 -.0730205 -.0028609

year2009 -.0132467  .0109056 -1.21  0.224 -.0346213 0081278

year2010 0155435 .0198599 0.78 0.434 -.0233812 .0544683

yearl5 -.0070703  .0132222 -0.53  0.593 -.0329853 .0188448

yearl6 -.0034273  .0187847 -0.18  0.855 -.0402447 .0333901

KSAV -.121149  .0397732 -3.05 0.002 -.199103 -.043195

Kuwv -.1527578  .0441863 -3.46  0.001 -.2393613  -.0661543

QATV -.0544828 0271272 -2.01 0.045 -.1076512  -.0013144

UAEV -.1285009  .0454077 -2.83  0.005 -.2174983  -.0395035

_cons -.0551488  .0913349 -0.60 0.546 -.2341619 .1238643

Instruments for

Standard
_cons

GMM-type (missing=0, separate instruments for each

first differences equation
GMM-type (missing=0, separate instruments for each period unless collapsed)
L(1/2).(L.inveassass Inassets car cashTA)
Instruments for Tevels equation

D.(L.inveassass Tnassets car cashTA)

period unless collapsed)

Arellano-Bond test for AR(1) in first differences: z
Arellano-Bond test for AR(2) in first differences: z

-2.13 pPr>z
1.17 pPr>z

0.033
0.241

Sargan test of overid. restrictions: chi2(99)
(Not robust, but not weakened by many instruments.)
Hansen test of overid. restrictions: chi2(99)
(Robust, but weakened by many instruments.)

= 112.43 Prob > chi2
= 0.00 Prob > chi2

Difference-in-Hansen tests of exogeneity of instrument subsets:
GMM instruments for levels

Hansen test excluding group:

Difference (null H = exogenous): chi2(43)

chi2(56)

3.40 Prob > chi2
-3.40 Prob > chi2

0.168
1.000

1.000
1.000

(4) o3) g=bo
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(2) 03 gosad) wlislss

. xtabond2 inveassass L. 1inveassass Tnassets

> year2009 year2010 yearl5 yearl6 BAHV KSAV KUWV QATV UAEV

ddeposit psiaTA dloans roa car

, gmm( L.

inveassass

cashTA bds indbd shs inf gdp crisis
Tnassets car cashTA, lag(l 2)) rob

Favoring space over speed. To switch, type or click on mata: mata set matafavor speed, perm.

KSAV dropped due to collinearity

warning: Number of instruments may be Targe relative to number of observations.

warning: Two-step estimated covariance matrix of moments is singular.

Using a generalized inverse to calculate robust weighting matrix for Hansen test.
Difference-in-Sargan/Hansen statistics may be negative.

Dynamic panel-data estimation, one-step system GMM

Group variable: bankis Number of obs = 177

Time variable : year Number of groups = 21

Number of instruments = 121 Obs per group: min = 5

wald chi2(22) = 41135.88 avg = 8.43

Prob > chi2 = 0.000 max = 11
Robust

inveassass coef. std. Err. z P>|z| [95% Conf. Interval]

inveassass

L1. 5759447 .0962442 5.98  0.000 .3873095 7645799

Tnassets 0302365  .0103862 2.91  0.004 .0098799 .0505931

ddeposit 2.83e-06  4.86e-06 0.58 0.560 -6.70e-06 .0000124

psiaTA -.0168393  .0348398 -0.48 0.629 -.085124 0514454

dloans -9.65e-06  5.80e-06 -1.66  0.096 -.000021 1.72e-06

roa -.2706051 .29311 -0.92 0.356 -.8450902 .30388

car 1197313 0640011 1.87 0.061 -.0057085 .2451712

cashTA -.0532265  .0614026 -0.87 0.386 -.1735734 0671203

bds -.015532  .0087124 -1.78 0.075 -.0326079 .0015439

indbd .0012086  .0036815 0.33 0.743 -.006007 0084243

shs .0116582  .0075806 1.54 0.124 -.0031994 0265159

inf .688858  .2584741 2.67 0.008 .1822581 1.195458

gdp -.2211029  .2213114 -1.00 0.318 -.6548654 .2126595

crisis -.0380196 .0178076 -2.14  0.033 -.0729219 .0031174

year2009 -.0139698  .0104564 -1.34  0.182 -.034464 .0065244

year2010 .0153137  .0199726 0.77 0.443 -.023832 .0544593

yearl5 -.0059885 .01299 -0.46  0.645 -.0314484 0194713

yearl6 -.0040357 .018959 -0.21 0.831 -.0411945 .0331232

BAHV .1239172  .0401797 3.08 0.002 0451664 .2026681

Kuwv -.0262532  .0285379 -0.92 0.358 -.0821866 .0296801

QATV .0721119  .0319728 2.26  0.024 .0094464 1347774

UAEV -.0057007  .0371226 -0.15 0.878 -.0784597 .0670583

_cons -.1698473 1131182 -1.50 0.133 -.3915549 .0518603

Instruments for first differences equation
GMM-type (missing=0, separate instruments for
L(1/2).(L.inveassass Inassets car cashTA)
Instruments for Tlevels equation
Standard
_cons
GMM-type (missing=0, separate instruments for
D.(L.inveassass lnassets car cashTA)

each period unless collapsed)

each

period unless collapsed)

Arellano-Bond test for AR(1) in first differences: z = -2.12 pPr >z = 0.034
Arellano-Bond test for AR(2) in first differences: z = 1.16 Pr >z = 0.247
Sargan test of overid. restrictions: chi2(98) = 112.17 Prob > chi2 = 0.155
(Not robust, but not weakened by many instruments.)
Hansen test of overid. restrictions: chi2(98) = 0.00 Prob > chi2 = 1.000
(Robust, but weakened by many instruments.)
Difference-in-Hansen tests of exogeneity of instrument subsets:
GMM instruments for Tevels
Hansen test excluding group: chi2(55) = 1.09 Prob > chi2 = 1.000
Difference (null H = exogenous): chi2(43) = -1.09 Prob > chi2 = 1.000

(D) o5 a=bs
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(3) 13 sl wlislss

. xtabond2 inveassass L. 1inveassass Inassets ddeposit dloans roa car cashTA carcash carroa bds 1indbd sbs inf gd
> p crisis year2009 year2010 yearlS5 yearl6 BAHV KSAV KUWV QATV UAEV , gmm( L. inveassass Tnassets car cashTA, lag(l
> 2)) rob
Favoring space over speed. To switch, type or click on mata: mata set matafavor speed, perm.
BAHV dropped due to collinearity
warning: Number of instruments may be large relative to number of observations.
warning: Two-step estimated covariance matrix of moments is singular.
Using a generalized inverse to calculate robust weighting matrix for Hansen test.
Difference-in-Sargan/Hansen statistics may be negative.

Dynamic panel-data estimation, one-step system GMM

Group variable: bankis Number of obs = 177

Time variable : year Number of groups = 21

Number of instruments = 121 Obs per group: min = 5

wald chi2(23) = 42565.69 avg = 8.43

Prob > chi2 = 0.000 max = 11
Robust

inveassass Coef. std. Err. z P>|z| [95% conf. Interval]

inveassass

L1. .5907707  .0988744 5.97 0.000 .3969804 .784561

Tnassets .0298585 .010555 2.83  0.005 .009171 050546

ddeposit 2.45e-06  4.70e-06 0.52  0.603 -6.77e-06 .0000117

dloans -9.69e-06  5.89e-06 -1.65 0.100 -.0000212 1.86e-06

roa 254331 ,7380906 0.34 0.730 -1.1923 1.700962

car .1389798  .0792798 1.75 0.080 -.0164058 .2943654

cashTa -.09736  .1108395 -0.88 0.380 -.3146014 1198814

carcash .1801323  .3383044 0.53  0.59%4 -.4829321 .8431968

carroa -1.664514  1.982941 -0.84 0.401 -5.551006 2.221978

bds -.0153015 .008498 -1.80 0.072 -.0319572 .0013542

indbd .0016063  .0036791 0.44  0.662 -.0056046 0088173

sbs .0106195  .0076561 1.39 0.165 -.0043862 .0256253

inf .6595847  ,2484712 2.65 0.008 1725902 1.146579

gdp -.2239617 .222966 -1.00 0.315 -.660967 .2130436

crisis -.0380937 .0174326 -2.19  0.029 -.0722609  -.0039265

year2009 -.0135483  .0107519 -1.26  0.208 -.0346217 007525

year2010 .0160321  .0198488 0.81 0.419 -.0228708 .054935

yearl$ -.0076384  .0132366 -0.58 0.564 -.0335817 .018305

yearlé -.0038219  .0179606 -0.21 0.831 -.0390241 .0313803

KSAV -.1200367 0392838 -3.06 0.002 -.1970315  -.0430419

Kuwv -.1515813  .0436083 -3.48 0.001 -.2370521 -.0661106

QATV -.0584025  .0275045 -2.12  0.034 -.1123103  -.0044947

UAEV -.1291708  .0444794 -2.90 0.004 -.2163488  -.0419929

_cons -.0551035  .0942259 -0.58 0.559 -.2397828 1295759

Instruments for first differences equation
GMM-type (missing=0, separate instruments for each period unless collapsed)
L(1/2).(L.inveassass lnassets car cashTA)
Instruments for Tevels equation
Standard
_cons
GMM-type (missing=0, separate instruments for each period unless collapsed)
D.(L.inveassass Tnassets car cashTA)

0.037
0.241

-2.09 Pr>z
1.17 pPr>z

Arellano-Bond test for AR(1) in first differences: z
Arellano-Bond test for AR(2) in first differences: z

Sargan test of overid. restrictions: chi2(97) = 112.29 Prob > chi2 = 0.137
(Not robust, but not weakened by many instruments.)

Hansen test of overid. restrictions: chi2(97) = 0.00 Prob > chi2 = 1.000
(Robust, but weakened by many instruments.)

Difference-in-Hansen tests of exogeneity of instrument subsets:
GMM instruments for levels

Hansen test excluding group: chi2(54)

Difference (null H = exogenous): chi2(43)

2.34 Prob > chi2
-2.34 Prob > chi2

1.000
1.000
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