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Abstract :

This study aims to identify the most important factors affecting financial stability in
Islamic banks based on banks’ financial reports from 2011-2020.

In order to achieve this goal, in the theoretical aspect of the study we touched on some
literature on Islamic banks’ financial stability and its most important determinants, while in
the applied aspect | relied on my tests of stability and joint integration, as well as the long-
term estimation models FMOLS, DOLS, GMM) For a sample of 10 Islamic banks and not six
countries during the period 2011-2020, the study found the positive impact of both liquidity,
capital adequacy, bank size, rate of return on equity, while recording a negative impact on
both leverage and non-performing loans on the bank’s financial stability index.

Keywords: Islamic banks, financial stability index, liquidity, bank size, capital adequacy,
non-performing loans, rate of return on equity.
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z
Mean 1.648341
Median 1.025000
Maximum  6.490000
Minimum  -3.999400
Std. Dev. 2.510884
Skewness -0.121259
Kurtosis  2.950809

Jarque-Bera 0.255144
Probability 0.880230

Sum 164.8341
Sum Sqg. Dev. 624.1491

Observations 100

EM
6.596017
6.693000
10.27000
2.310000
1.340534
-0.284878
3.842030

4.306816
0.116088

659.6017
177.9061

100

LIQ
0.077012
0.077000
0.200000
0.003000
0.037851
0.441937
2.940311

3.269983
0.194954

7.701200
0.141840

100
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GE
7.776187
7.985000
9.070000
5.960000
0.854596
-0.624846
2.448164

7.776059
0.020486

777.6187
72.30316

100

CAR
9.001336
0.257350
35.00000
0.141000
10.20346
0.406196
1.481912

12.35238
0.002078

900.1336
10306.94

100

NPL
0.082464
0.015850
0.962000
0.002700
0.176211
3.469218
15.28200

829.1223
0.000000

8.246400
3.073981

100

ROE
0.105204
0.102500
0.224800
0.002000
0.048220
0.210231
2.610505

1.368731
0.504410

10.52040
0.230195

100



sl

ZS

ROE

ID5

ID4

ID3

ID2

ID1

AN i) A giaa :(02) o) Galal

ZS ROE ID5 ID4 ID3 ID2 ID1
0.04504804907 0.09071017445 0.30936510798 0.19100549263 0.46429583457 0.09187079274
1 591334 436199 34467 31141 97641 17961
0.04504804907 0.09704218150 0.16655575413 0.44446674655 0.03715726880 0.30782861603
591334 1 459756 02872 74595 154737 6578
0.09071017445 0.09704218150 0.12969104425 0.00019758897 0.21975237756 0.19362364607
436199 459756 1 6297 02912846 18053 38687
0.30936510798 0.16655575413 0.12969104425 0.04132385987 0.04279687703 0.00375780139
34467 02872 6297 1 135269 92112 077606
0.19100549263 0.44446674655 0.00019758897 0.04132385987 0.03375716159 0.06767331390
31141 74595 02912846 135269 1 585149 432728
0.46429583457 0.03715726880 0.21975237756 0.04279687703 0.03375716159 0.02914785941
97641 154737 18053 92112 585149 1 279458

0.09187079274 0.30782861603 0.19362364607 0.00375780139 0.06767331390 0.02914785941
17961 6578 38687 077606 432728 279458 1
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(GMM) Lasrall 43350l agjall Jalat il :(03) ) Galal)

Dependent Variable: ZS
Method: Panel Generalized Method of Moments
Transformation: Orthogonal Deviations
Date: 06/04/22 Time: 14:19
Sample (adjusted): 2013 2020
Periods included: 8
Cross-sections included: 10
Total panel (balanced) observations: 80
Period SUR instrument weighting matrix

Period SUR (PCSE) standard errors & covariance (d.f. corrected)

Instrument specification: @DYN(ZS,-2)
Constant added to instrument list

Variable Coefficient Std. Error t-Statistic Prob.
ZS(-1) -0.027115 0.114512 -0.236787 0.8135
ROE -5.379910 2.333795 -2.305219 0.0240
ID5 -1.097978 0.864310 -1.270353 0.2080
ID4 0.007757 0.024248 0.319910 0.7500
ID3 -0.405170 0.232193 -1.744973 0.0852
ID2 8.002680 2.818798 2.839040 0.0059
ID1 -0.266029 0.100017 -2.659832 0.0096
Effects Specification
Cross-section fixed (orthogonal deviations)
Mean dependent var 0.123168 S.D. dependentvar  0.548571
S.E. of regression 0.586962 Sum squared resid  25.15031
J-statistic 26.29502 Instrument rank 36

Prob(J-statistic) 0.609683
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Panel unit root test: Summary

Series: ZS

Date: 06/04/22 Time: 14:18

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.** sections
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -6.22381 0.1234 10

Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.74285 0.2288 10
ADF - Fisher Chi-square 25.1988 0.1939 10
PP - Fisher Chi-square 34.7471 0.0215 10

Panel unit root test: Summary

Series: D(ZS)

Date: 06/13/22 Time: 14:09

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

(04 ):08; 3alal

Basgl) saa LS Uil el -1

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -6.48113 0.0000 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -2.70870 0.0034 10 70
ADF - Fisher Chi-square 44.2581 0.0014 10 70
PP - Fisher Chi-square 86.3058 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi
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Panel unit root test: Summary

Series: EM

Date: 05/28/22 Time: 16:18

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -6.13456 0.2690 10 80
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -1.26816 0.1024 10 80
ADF - Fisher Chi-square 34.7066 0.0217 10 80
PP - Fisher Chi-square 34.3312 0.0240 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: D(EM)

Date: 05/28/22 Time: 16:20

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -3.52891 0.0002 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.98414 0.0125 10 70
ADF - Fisher Chi-square 29.0395 0.0870 10 70
PP - Fisher Chi-square 61.2425 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi
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Panel unit root test: Summary

Series:LIQ

Date: 05/28/22 Time: 16:26

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -2.63604  0.1209 10 80
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.83554 0.2017 10 80
ADF - Fisher Chi-square 25.2106 0.1935 10 80
PP - Fisher Chi-square 37.8990 0.0091 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: D( LIQ)

Date: 05/28/22 Time: 16:27

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -3.41913 0.0003 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -1.39379 0.0017 10 70
ADF - Fisher Chi-square 32.1293 0.0419 10 70
PP - Fisher Chi-square 82.4927 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: GE

Date: 05/28/22 Time: 16:28

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
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Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -2.53830 0.2056 10 80
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.74079 0.2294 10 80
ADF - Fisher Chi-square 26.0024 0.1657 10 80
PP - Fisher Chi-square 52.8465 0.0001 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series:D( GE)

Date: 05/28/22 Time: 16:29

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -2.32789 0.0100 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -1.17046 0.0209 10 70
ADF - Fisher Chi-square 27.5417 0.1207 10 70
PP - Fisher Chi-square 94.4330 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: CAR

Date: 05/28/22 Time: 16:32

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

—

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* 0.27866 0.6097 10 80
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.06860 0.4727 10 80
ADF - Fisher Chi-square 20.5024 0.4269 10 80
PP - Fisher Chi-square 67.0333 0.0000 10 90
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** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: D( CAR)

Date: 05/28/22 Time: 16:32

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* 0.24825 0.5980 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -0.43937 0.3302 10 70
ADF - Fisher Chi-square 20.9885 0.3978 10 70
PP - Fisher Chi-square 100.215 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series:NPL

Date: 05/29/22 Time: 15:26

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -20.4695 0.0000 10 80
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -3.76892 0.0001 10 80
ADF - Fisher Chi-square 33.6627 0.0285 10 80
PP - Fisher Chi-square 21.1503 0.3883 10 90

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: D(NPL)

Date: 05/29/22 Time: 15:27

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
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Balanced observations for each test

Cross-

Method Statistic Prob.** sections  Obs
Null: Unit root (assumes common unit root process)

Levin, Lin & Chu t* -11.0626 0.0000 10 70
Null: Unit root (assumes individual unit root process)

Im, Pesaran and Shin W-stat -3.50542 0.0002 10 70
ADF - Fisher Chi-square 52.3517 0.0001 10 70
PP - Fisher Chi-square 85.1741 0.0000 10 80

** Probabilities for Fisher tests are computed using an asymptotic Chi

Panel unit root test: Summary

Series: ROE

Date: 05/28/22 Time: 16:38

Sample: 2011 2020

Exogenous variables: Individual effects

User-specified lags: 1

Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cudledd) JEisall el -6

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -5.89424 0.1906 10 80
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -1.82068 0.0343 10 80
ADF - Fisher Chi-square 34.8716 0.0208 10 80
PP - Fisher Chi-square 26.7261 0.1431 10 90
** Probabilities for Fisher tests are computed using an asymptotic Chi
Panel unit root test: Summary
Series: D(ROE)
Date: 05/28/22 Time: 16:39
Sample: 2011 2020
Exogenous variables: Individual effects
User-specified lags: 1
Newey-West automatic bandwidth selection and Bartlett kernel
Balanced observations for each test

Cross-
Method Statistic Prob.**  sections Obs
Null: Unit root (assumes common unit root process)
Levin, Lin & Chu t* -1.28210 0.0343 10 70
Null: Unit root (assumes individual unit root process)
Im, Pesaran and Shin W-stat -0.21140 0.00 63 10 70
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ADF - Fisher Chi-square 24.5333 0.2199 10
PP - Fisher Chi-square 46.6919 0.0006 10

70
80

** Probabilities for Fisher tests are computed using an asymptotic Chi
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Kao Residual Cointegration Test

Series: ZS ROE ID5 1D4 ID3 ID2 ID1

Date: 06/04/22 Time: 14:25

Sample: 2011 2020

Included observations: 100

Null Hypothesis: No cointegration

Trend assumption: No deterministic trend

Automatic lag length selection based on SIC with a max lag of 1
Newey-West automatic bandwidth selection and Bartlett kernel

t-Statistic Prob.
ADF -2.404824 0.0081
Residual variance 0.339700
HAC variance 0.132981
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Dependent Variable: ZS
Method: Panel Fully Modified Least Squares (FMOLS)

Date: 06/04/22 Time: 14:26
Sample (adjusted): 2012 2020

Periods included: 9

Cross-sections included: 10
Total panel (balanced) observations: 90
Panel method: Weighted estimation
Cointegrating equation deterministics: C

Long-run covariance estimates (Bartlett kernel, Newey-West fixed

FMOLS Jalslly Alanal) (¢ sl cilagall 4350 :(06) aby (3alal

bandwidth)
Variable Coefficient ~ Std. Error t-Statistic Prob.
ROE 2.902989 0.115664 -25.09852 0.0000
ID5 -0.326127  0.094482 -3.451717 0.0009
ID4 0.666263 0.092581 -7.196550 0.0000
ID3 0.151815 0.042000 -3.614663 0.0005
ID2 1.837382 0.037115 49.50472 0.0000
ID1 -0.050366  0.050889 -0.989713 0.3255
R-squared 0.284520 Mean dependent var 1.618883
Adjusted R-squared 0.139490 S.D. dependent var 2.474109
S.E. of regression 2.295075 Sum squared resid 389.7853
Long-run variance 0.039312
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Dependent Variable: ZS
Method: Panel Dynamic Least Squares (DOLS)
Date: 06/04/22 Time: 14:27
Sample: 2011 2020
Periods included: 10
Cross-sections included: 10
Total panel (balanced) observations: 100
Panel method: Weighted estimation
Cointegrating equation deterministics: C
Static OLS leads and lags specification

Long-run variance weights (Bartlett kernel, Newey-West fixed bandwidth)

Variable Coefficient Std. Error t-Statistic Prob.
ROE 2.141496 0.981126 -2.182692 0.0318
ID5 -0.242837 0.215150 -1.128690 0.2622
ID4 0.001605 0.006386 -0.251407 0.8021
ID3 0.132986 0.183661 -0.724086 0.4710
ID2 2.064427 1.148538 1.797438 0.0759
ID1 -0.160283 0.044817 -3.576399 0.0006
R-squared 0.958853 Mean dependent var  1.648341
Adjusted R-squared 0.951505 S.D. dependentvar 2.510884
S.E. of regression 0.552935 Sum squared resid  25.68189

Long-run variance 0.321313
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