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Abstract

test these gaps, this chapter attempts to investigate the socioeconomic factors along 

Quantile regression. The dataset used in this study involves 55 full-fledged Islamic 

statistically negative to cost-to-income ratio. It is also suggested that the relation-

-

tiles. Findings of the study tend to unravel that the socioeconomic factors especially 
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14.1  Introduction

-
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enforcement, effective monitoring, well-structured economic institutions, and effi-

these prerequisites (Ng et al. 2015

using many investment tools such as Mudarabah and Musharakah -

negative, or curvilinear (Nwude 2012 -

ment activities across most jurisdictions in various real sectors has helped Islamic 

In any economy, socioeconomic freedom is a major dimension, which will affect 

-

setting which reflects socioeconomic freedom fluctuating widely across countries, 

investment opportunities. Socioeconomic freedom particularly easing the regula-

-

2009). 

2010) have the view that financial develop-

-

rule of law, good enforcement of contracts, protection of individual and investment 

to economic progress.
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the developed and developing countries are mostly focused on the conventional 

-

14.2  Literature Review

studies rather than rigorous statistical estimations (El‐ 2005). 

-

2011 ), 

2003

Miller and Noulas (

-
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) and Hassan and Bashir (2003) have found a positive 

2005) 

) on Malaysian 

2003) 

-

-

2009 2002 2002

2000

(Chinn and Ito ) and the impact of socioeconomic 

-

et al. 2013). While Sala-i-Martin et al. (2013) consider the effects of economic free-

dom on inequality, and consider income convergence aggregate productive effi-

2010 2010) 

2011).

-

2010 2010). A 

-

2000 -

given level of creditors or shareholders protection. In contrast, Fries and Taci (2005) 

-
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While most of the research has highlighted the growth of the Islamic financial 

potential and growth of the industry. To that effect, there is a strong demand to put the 

14.3  Data and Methodology

14.3.1  Data Collection

-

).

14.3.2  Methodology

1995) and more 

) and Athanasoglou et al. (

2003) argue dynamic model uses more information and consequently 

and dynamic models are applied.

Table 14.1

CPI

Natural log of total asset

averaged

IF Investment freedom

Property rights

Cost-to-income ratio It refers the operational efficiency of a firm

14 Socioeconomic Development and Its Effect on Performance of Islamic Banks…



14.3.3  Static Models (Fixed and Random Effects)

data, the used model consists n n = 1, N

at each of T time periods, t = 1, …, T n × T.

model:

 
Y X

nt nt nt
= + +a b e

 

ynt. Intercept term used is 

α β is a k

Xnt which is 1 × k, t = 1, … , T n = 1, … N. 

The econometric specifications:

 

ROA CIR LTA LLRGL

COR IFL PR

= + + +

+ + + +

a b b b

b b b e

1 2 3

4 5 6  

where Y

ε is 

error term.

14.3.4  Dynamic GMM Models

). As a result a difficulty 

). To address this issue, Arellano and Bond (1991) 

).

Arellano and Bover (1995) and Blundell and Bond (2000) augment the differ-

-

-

-
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autoregressive parameters using persistent series (Bond 2002). In addition, The 

et al. ( ) is used to conduct the empirical analysis:

 

II C II X X
t i t

j

j

j

j

it

m

m

j

m

it it
= + + + +-

= =

å åd b b e
, 1

1 1

 

where IIt i at time t where i = 1 … N, t = 1, C is the Constant 

Term. II
i t, -1 Xit

and εit vit uit the 

idiosyncratic error. This is a one-way component regression model, where vet ~ IIN 

(0, σv
2) and independent of uit ~ (0, σu

2). The Xit Xj
it and 

Xm
it.

14.3.5  Quantile Regression (QR) Model

-

confined to a location shift. Furthermore, this study reveals that traditional optimi-

-

Assuming that the θ

x where Quant Xi

as follows:

 

Y x u

y x y F y x x

u

i i i

i i i i

i

= × +

( ) = ( ){ } = ×

’

| inf : | ’

b

q b

q q

q q

q q

Quant

Quant || x
i( ) = 0

 

where Quantθ (yi│xi) represents the θ the conditional quantile of yi on the regressor 

vector xi βθ

of θ uθi

(cumulative density function) of Fi(y│x)θ and a density function Fi(y│x)θ. 
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The value Fi(y│x)θ y conditional on x. 

u y conditional on 

x. The estimator for u
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’

:
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14.4  Results and Discussion

14.4.1  Descriptive Study

less than the standard level.

Table 14.2

LTA IF

Mean

Median 3.55500 50.000

100.000 90.000 90.000

Min. 10.5000 0.00000 0.0000 10.000

3.39320 1.55505

Kurtosis

220 220 220 220 220 220 220 220

Notes

M.A.F. Chowdhury et al.



14.4.2  Correlation Matrix

-

14.4.3  Empirical Findings

Before estimating the static and dynamic model in panel techniques, this study 

 provides 

the estimation results of the random effect model. We can see that although vari-

-

-

Table 14.3

LTA IF

1.0000

1.0000

LTA 1.0000

1.0000

0.2309 1.0000

1.0000

IF 0.0211 0.3993 1.0000

0.5519 1.0000

Notes
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Table 14.4 Model estimations

effects

First step Second step 

Intercept 1.1915

LTA

IF

Sagan test χ2

χ2

χ2

χ2

F-stat/Wald-χ2 F 

Z

p

Z

p

Z

p = 0.5190

Z

p

220 220 220 220

Notes

t 
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-

form to its theoretical predictions almost in every case.

the financial sector. Therefore, we can infer that institutional quality, including spe-

-

-

influence. The magnitudes of which are not overly sensitive to change in specifica-

14.4.4  Quantile Regression

different percentile especially loan-loss reserve and total assets, etc. The result indi-

Table 14.5 Quantile regression at different percentiles

Q25_res Q50_res

LTA 0.090 0.090

0.000

0.052

0.030

IF

_cons 1.519 2.010

p < 0.01 p < 0.001

Notes
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-

that the co-efficient of LTA is statistically significant only at 25 percentile whereas 

lower quantiles. Figure 

-

ferent percentile.
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-

-

percentile. From the socioeconomic perspectives, the results are consistent in most 

14.5  Conclusion

Islamic finance is in a unique position to offer an alternative to the present interest- 

to a series of crisis and lopsided prosperity. The core principle of Islamic finance is 

-

-

-

In contrast, there is clear evidence that showed that less government interven-

-
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