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Abstract 

 

The main objective of this paper is to 

examine the interaction effect of political 

turmoil on the relationship between funding 

structure and bank lending behaviour of 

Islamic (IBs) and Conventional banks 

(CBs). Political turmoil is measured by 

corruption (CPI) and election year (ELY) 

while the funding structure is measured by 

Total Customer Deposits (TCD) and Total 

Bank Deposits (TBD). We conducted a 

panel analysis of Islamic and conventional 

banks to ascertain whether the funding 

structure of Islamic banks can sustain 

financing supply and whether its growth is 

higher than conventional bank lending 

growth in times of political turmoil. Using 

the matched-pair technique, this study 

utilizes a panel sample of 58 Islamic banks 

and 58 conventional banks from 18 dual-

banking countries from 2006 to 2017. The 

generalised Method of Moments (GMM) is 

used to deal with the endogeneity and 

heterogeneity issues. We observed that 

corruption and elections affect the amount 

of lending/financing given to IBs and CBs. 

The study found that TCD hinders the 

growth of credit supply for both IBs and 

CBs during elections. Nevertheless, TBD 

did not have any influence on bank lending. 

The study on interaction reveals that 

political turmoil has affected the 

relationship between funding structure and 

bank lending for Islamic and conventional 

banks. These findings contribute to 

supporting the Islamic banking system's 

involvement in financial and economic 

stability. This suggests that corruption is 

influencing the funding structure within the 

banking system, which in turn affects the 

availability of credit from banks. Future 

research could investigate whether the 

governance by the bank’s management 

leads to credit supply efficiency. 

 

Keywords: Credit Growth; Corruption; 

Election Year; Islamic and Conventional 

Banks; Bank Lending; Funding Structure 

 

Introduction 

 

Overview of Bank Lending 

 

Corruption is a pervasive social, political, 

and economic issue. In essence, it signifies 

the exploitation of authorised governmental 

authority for personal gain. It can manifest 
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as a type of corruption involving bribery, 

extortion, collusion, cronyism, fraud, and 

related actions (Chen et al., 2015). 

Corruption can harm economic 

development by influencing various 

factors, such as entrepreneurs' motivation 

to invest, the allocation of government 

spending, the accumulation of human 

capital, the inflow of foreign investment 

(Rabbiosi & Santangelo, 2019; Sartor & 

Beamish, 2020), and the effectiveness of 

international aid. In the end, it can result in 

a financial system that is not as effective 

(Cooray & Schneider, 2018; & Toader et 

al., 2018). 

 

Corruption can have both positive and 

negative consequences for the lending 

behaviour of banks. One body of work 

suggests that it hinders economic activity 

and, specifically in the banking sector, 

results in a misallocation of funds from 

reliable loans with a low risk of default to 

poor projects that are often non-performing. 

Companies that offer larger bribes are also 

more inclined to secure loans that they are 

least likely to be able to repay. Offering 

corruption allows beneficiary firms and 

banks to bypass the standard loan 

evaluation procedures or obtain leniency in 

regulatory matters (Beck et al., 2005; Chen 

et al., 2015; Detragiache et al., 2008; & 

Park, 2012). Poor loans are anticipated to 

ultimately diminish bank performance and 

escalate risk. 

 

Another, if narrower, body of literature 

supports the counter argument by 

acknowledging that corruption facilitates 

economic activity. This assertion is 

applicable only when there is a lack of 

strong governance structures and 

institutional arrangements (Aidt, 2009). 

Corruption can speed up acquiring legal 

and other procedures by circumventing an 

inefficient bureaucracy. It can serve as a 

means of evading accountability when 

institutions are lacking in strength. Chen et 

al. (2015) provide compelling empirical 

evidence that the level of corruption, rather 

than the performance of a company, is the 

primary factor that affects the degree to 

which private enterprises in China obtain 

bank loans. They contend that bribery 

facilitates an economic result in which 

companies with superior economic 

performance receive larger loans, and these 

companies incur higher costs in the form of 

bribes. The authors determine that the 

commercial concepts employed in bank 

lending can align with the inadequate 

institutional environment in China. Overall, 

the existing literature on corruption and 

bank lending seems to support the 

perspective that corruption acts as an 

impediment to the smooth functioning of 

the system. 

 

 In this study, we assessed the funding 

structure by employing two indicators: total 

customer deposit and interbank deposit. 

Previous research in this field was 

conducted by Abuzayed, Ammar, 

Molyneux, and Al-Fayoumi (2024) solely 

concentrated on examining the direct 

relationship between political turmoil and 

funding structure, without considering the 

implications for bank lending and the 

potential interaction effects from an Islamic 

standpoint. The insufficient analysis of the 

interaction effect of political turmoil on the 

relationship between funding structure and 

bank lending behaviour has not been 

adequately explored for Islamic banks. The 

findings of this study can be applied to 

other countries that have comparable 

governance policies and practices. 

 

Funding Structure and Bank Lending 

 

Financial intermediation theory posits that 

banks play a vital role in creating financial 

liquidity and maintaining financial 

stability. Banks acquire funds from several 

sources, such as deposits. Banks are 

currently using financial and non-financial 
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institutions to improve their access to the 

wholesale money market to finance their 

liquidity. Abuzayed et al. (2024), have 

noted that banks have modified their 

funding structure to provide an adequate 

level of liquidity. They suggest that the 

method by which banks acquire funds has 

significant financial consequences. Amidst 

the worldwide financial crisis, there was 

clear evidence of a connection between 

wholesale funding and the decline in asset 

returns, the rise in stock return volatility, 

and the drop in bank credit supply. 

Consequently, the stability of banks is 

contingent upon the origin of funds, which 

subsequently impacts the calibre of the 

funding system. 

 

Core deposits, also known as consumer 

deposits, are largely acknowledged as the 

most reliable source of funding for banks 

(Ibrahim, 2018). Forbes, Friedrich, and 

Reinhardt (2023) highlight that core 

deposits often act as a protective measure 

for banks' funding expenses during 

economic crises. Košak et al. (2015) assert 

that core deposits are inherently protected 

where consumers are deeply connected to 

their banks in a long-term relationship and 

deposit insurance can effectively alleviate 

banks' vulnerability to liquidity risk. The 

primary deposits would therefore function 

as a reliable means of funding. In times of 

economic upheaval, banks usually gain a 

significant portion of secure deposits. As a 

result, they can easily adapt their lending 

activities in reaction to a slight fall in 

demand. 

 

Nevertheless, in this particular situation, 

the deposits made by clients are categorised 

as uninsured funds. According to Ibrahim 

and Rizvi (2018), depositors are prone to 

withdrawing their funds and initiating a 

bank run in response to a shock, regardless 

of whether it originates from external or 

internal sources. In the event of a major 

economic downturn, if depositors become 

cognizant of the bank's imminent 

insolvency, they will expeditiously 

withdraw a considerable sum of money to 

safeguard their cash and mitigate any 

potential losses. Kosak et al. (2015) found 

that unexpected events might lead to a 

substantial increase in accessible deposits, 

which presents difficulties for banks in 

effectively controlling their exposure to 

high-risk scenarios. Therefore, in the event 

of a financial crisis, depositors often exhibit 

a propensity to withdraw their cash, leading 

to the depreciation of the bank. 

Consequently, the reduction in bank 

funding results in a fall in the bank's lending 

allocation, which in turn affects the bank's 

credit expansion. 

 

Impact of Political Turmoil on the 

Relationship between Funding Structure 

and Bank Lending: An Analysis of 

Interaction Effects 

 

Prior studies on bank lending or financing 

behaviour frequently overlook the 

influence of political turmoil and funding 

agreements (Jaremski & Rousseau, 2018). 

They analysed the relationship between 

election years and the funding composition 

of deposits by using datasets from 

American corporations. The results 

suggested that elections have a beneficial 

influence on client deposits. The increase in 

private deposits was driven by the 

consistency of monetary policy and 

confidence in the security and stability of 

well-funded institutions. Harada and Smith 

(2014) examined the relationship between 

campaign donations and the spending of 

political candidates in Japan throughout 

election years. The study used a sample size 

of 978 observations, covering the period 

from 1948 to 1994. During the election, 

candidates depended on banks as a primary 

source of financial support to obtain funds. 

The bank officers are seeking a candidate 

who can augment the quantity of 

depositors. The candidate's selection 
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depends on their performance, and they can 

convince depositors to increase their 

deposits in banks. Unfortunately, only a 

limited number of candidates possess this 

skill. However, the data shows a slight rise 

in the number of deposits during the 

election year.  

 

In addition, Duerrenberger and Warning 

(2018) conducted research that examines 

the impact of corruption on the distribution 

of public and private funds for higher 

education in 88 developing countries from 

2005 to 2012. This study is closely related 

to the existing literature on corruption's 

influence on funding. The study uncovered 

a direct relationship between reduced levels 

of corruption and heightened allocation of 

resources and enrollment in public higher 

education. In contrast, elevated levels of 

corruption are linked to a decline in 

financial resources and enrolment of 

students in higher education institutions. 

Akins et al. (2017) investigate the impact of 

corruption on the allocation of funds for 

prospective loan losses, with a specific 

focus on the perspective of depositors. The 

study, which analysed data from over 3600 

firms across 44 nations, indicates that the 

degree of corruption control within a 

financial institution has a substantial impact 

on the accessibility of loans. As a result, the 

substantial corruption led to a decline in the 

pace of loan expansion. The hypotheses are 

as follows: 

 

H1: The impact of the funding structure, 

specifically the total customer deposit and 

total interbank deposit, on bank lending 

behaviour is more pronounced during an 

election year. 

 

H2: The impact of the composition of 

funding sources (including customer 

deposits and interbank deposits) on the 

lending behaviour of banks is diminished in 

the presence of higher levels of corruption. 

 

Data and Empirical Model 

 

Data and variables 

 

The study initially included 33 countries 

with 17,660 bank observations from 2006 

to 2017. Following the matched-pair 

procedure suggested by Mollah and Zaman 

(2015), and Beck et al., 2010), the final 

sample consisted of 1392 bank-year 

observations in operation across 18 

countries consisting of 58 Islamic banks 

and 58 conventional banks. The filtered 

sample specifically includes countries 

offering both dual banking systems; Islamic 

and conventional banks and those with 

relevant bank-level data no later than 2006. 

The list includes the following countries: 

Bangladesh, Bahrain, Egypt, Indonesia, 

Jordan, Kuwait, Lebanon, Malaysia, 

Pakistan, Palestine, Qatar, Saudi Arabia, 

South Africa, Thailand, Turkey, Tunisia, 

the United Arab Emirates, and the United 

Kingdom. The data for the study is 

primarily sourced from audited financial 

annual reports, Bankscope, Datastream, 

IMF, and the Corruption Perception Index 

(CPI). Bankscope provides bank-level data 

including capital structure, LIQA, EQA, 

SIZE, FUNDING, FATA, and ROAA. The 

IMF-IFS database is used for information 

on election years, macroeconomics (GDP 

and inflation), and regulations such as 

capital requirement (CAR), supervision 

power (SPR), market discipline and private 

monitoring (MDPM), and activity 

restriction (ACTR), serving as control 

variables. The CPI database is utilized for 

corruption data. Any variables not covered 

by these sources are collected from 

individual bank annual reports, particularly 

for 2016 and 2017. 

 

As proposed by Ghazi Ahmad et al., (2022), 

Ghazi Ahmad et al., (2019), and Ibrahim 

and Rizvi (2018) this study introduces four 

main variables: bank lending behaviour 

(dependent variable), funding structure 
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(independent variable), corruption, and 

election year as a proxy for political turmoil 

(moderating factors), and control variables 

(bank-specific characteristics, 

macroeconomic variables, and regulation 

variables) is presented in Table 1. 

 

Bank lending behaviour: The study focuses 

on analysing bank lending behaviour as the 

dependent variable. Bank lending pertains 

to the lending conduct exhibited by banks. 

The measurement of bank lending is 

determined by the logarithmic difference of 

total gross loan (GL). This study is in line 

with Louhichi and Boujelbene (2017), 

Ibrahim and Rizvi (2018), Chavan and 

Gambacorta (2019) and Sobarsyah et al 

(2020). Bank lending variable is obtained 

through manual collection from the 

Bankscope database for each selected 

sample of commercial bank datasets 

provided by the Bureau van Dijk, 

Datastream, and yearly financial reports, 

particularly during 2016 to 2017. 

Funding Structure: When analysing the 

bank's funding structure, we examined two 

distinct sources of bank funding: total 

customer deposits (TCD) and interbank 

deposits (TBD). TCD is determined by 

calculating the ratio of customer deposits to 

total assets. Bougatef (2015) quantifies 

TBD by computing the proportion of 

interbank deposits to total assets. The sign 

of the deposit is contingent upon the size of 

the bank, with larger banks exhibiting a 

positive sign and smaller banks tending to 

exhibit negative signals. The assumption is 

made based on the fact that major banks can 

readily depend on market funding to 

expand their balance sheets. Typically, 

large banks consider such funding to be 

cost-effective and straightforward to 

evaluate. Nevertheless, smaller banks often 

rely on deposits as they have limited access 

to market borrowing to expand their 

balance sheets. The funding structure data 

is obtained via the datastream, bankscope, 

and audited financial reports. 

Political Turmoil Variable: The World 

Bank's political institutions data is utilised 

to gauge the election cycle. A binary 

variable that takes the value of one if there 

is a crisis during the election year, and zero 

otherwise. The Corruption Perception 

Index (CPI) is utilised as a metric for 

quantifying the level of corruption. The CPI 

index assesses nations' rankings by 

evaluating the perceived extent of 

corruption among public officials and 

politicians. The scale spans from zero to 

ten, where a score of zero indicates a high 

level of corruption and a score of ten 

indicates a high level of cleanliness. The 

CPI serves as a metric for assessing the 

extent of corruption inside a nation. The 

index was introduced by Transparency 

International in 1995. The number of 

countries included in the CPI increased 

from 41 in 1995 to 180 in 2017 (CPI, 2017). 

Each nation perceives a rise in its 

corruption index score as a chance to 

progress on a scale ranging from 0 to 10 or 

0 to 100. Low and unfavourable scores 

indicate to the government that there is 

widespread discontent and lack of faith in 

the government's management, particularly 

regarding bribery. Consequently, measures 

should be implemented to curb corruption. 

Moreover, the Consumer Price Index (CPI) 

can function as a reliable gauge for 

investors to assess the state of a nation's 

economic and political stability (Bougatef, 

2015). 

 

Control Variable: Three control factors 

were introduced in this study: regulation 

variables, macroeconomic variables, and 

bank-specific variables. Six bank-specific 

variables: fixed asset to total assets ratio 

(FATA), bank size (SIZE), profitability 

(ROAA), capitalization (EQA), liquidity 

(LIQA), and funding ratio (FUNDING). 

The FATA variable functions as a tool for 
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elucidating and overseeing the financial 

operations of the bank. This statement 

refers to the measurement of the financial 

impact resulting from the absence of 

income-generating assets recorded on the 

balance sheet. Studies suggest that a high 

Financial Asset to Total Assets (FATA) 

ratio can reduce the bank's capacity to 

rapidly convert assets into cash and weaken 

its overall stability (Louhichi & 

Boujelbene, 2017). The concept of "too big 

to fail" is a subject of controversy within the 

context of a global financial crisis. 

Therefore, the authors controlled for the 

bank size (SIZE) by using the natural 

logarithm of total assets. Capitalization, 

also known as Equity-to-Asset ratio (EQA), 

quantifies the percentage of a bank's assets 

that are funded by shareholder equity. The 

anticipated outcome is for EQA to 

demonstrate a positive correlation. The 

profitability of return on average assets 

(ROAA) reflects the effectiveness of banks 

in utilising their assets to generate profit. 

Banks with great profitability are likely to 

show strong financial performance. In 

contrast, a decrease in the return on average 

assets (ROAA) suggests a decline in the 

banks' performance. As a result, we expect 

a positive association with bank lending.  

 

Bermpei et al. (2018), and Ibrahim (2023) 

used real GDP growth, inflation, and 

financial development as control variables 

to consider the influence of macroeconomic 

cycles and uncertainty on lending 

behaviour. An elevated Gross Domestic 

Product (GDP) and inflation (INF) might 

fortify the financial stability of the bank by 

reducing susceptibilities and reinforcing its 

financial constraints. Consequently, it is 

expected that there would persist a direct 

relationship between GDP and bank 

lending behaviour, but an inverse 

relationship is likely to be the relationship 

with INF. Regulation variables pertain to 

the governmental rules established to 

govern the economic conduct of persons 

and organisations in both the private and 

public sectors. 

 

Empirical Models 

 

The paper applies a panel regression 

framework to evaluate the effect of funding 

structure on bank lending. We begin with 

the following baseline dynamic model: 

GLi,t   = αi + β1TCDit  + β2TBDit + µControlit  

+  μi + ɛit  (1) 

 

In this context, "GL" denotes the 

logarithmic difference of the total gross 

loan. TBD refers to the total interbank 

deposit, while TCD represents the total 

customer deposit. The vector control 

comprises control variables such as 

macroeconomic variables, bank-specific 

variables, and regulation variables. The 

individual-specific effect, denoted as μi, 

and the standard error term, denoted as ɛit. 

Notably, the lagged dependent variable is 

utilized as a regressor to account for 

persistence in bank lending. We include a 

lagged value of GL with a 2-year lagged 

following Ibrahim and Rivzi (2018), and 

Ibrahim (2023) to illustrate the impact of 

past funding structure growth on bank 

lending, which is our primary concern. As 

mentioned previously, the vector of bank-

level controlled variables consists of the 

following: funding ratio (FUNDING), 

fixed asset-to-total assets ratio (FATA), 

bank size (SIZE), profitability (ROAA), 

capitalization (EQA), and liquidity (LIQA). 

Real GDP growth and inflation rate are 

macro-controlled variables. Regulatory-

controlled variables include inactivity 

restrictions (ACTR), market discipline and 

private monitoring (MDPM), capital 

requirement (CAR), and supervisory power 

(SPR). The controlled variables mentioned 

are all established in the literature.  

Then, to see how political turmoil affects 

the relationship between funding structure 
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and bank lending, we introduce the 

interaction term between the growth bank 

lending and funding structure on Islamic 

banks and conventional banks in the model:  

More precisely, the empirical model is:  

 

GLi,t   = αi + β1TCDit  + β2TBDit + β3PTit + 

β4(TCDit  x PTit) + β5(TBDit  x PTit) 

+ µControlit  + μi + ɛit  (2) 

 

By adding the interaction term, we 

practically make the relations between 

political turmoil and funding structure on 

bank lending behaviour. Furthermore, PTit 

stands for political turmoil as a proxy of 

election year (ELY) and corruption (CPI). 

The terms TCDit x PTit and TBDit x PTit 

represent the combined impact of political 

turmoil on the composition of total 

consumer deposits (TCDit x PTit) and total 

interbank deposits (TBDit x PTit). The 

estimation strategy is that two separate 

estimations are done on two samples based 

on bank types: Islamic vs conventional. 

This empirical model utilises independent 

estimations for each bank type. The 

researchers excluded the Islamic bank 

dummy variable from the regression 

models when doing separate estimations. 

The results of these individual regressions 

would provide confirmatory data about the 

comparative credit growth of Islamic and 

conventional banks.  

 

From (2), we can define the short-run 

marginal effect of funding structure on 

bank lending as:  

 

        Ә GLi,t    

Ә TCDit  + TBDit 

 

From (3) if the funding structure bears bank 

lending implications but high political 

turmoil employed in the banks, then we 

expect βj >0 and βjj > 0 when gross loan is 

used as a measure of bank lending 

behaviour. However, if there is high 

corruption and elections are better in 

managing bank lending, βjj is expected to be 

negative.  

 

Table 1: Variable Definition and Description 

 
(a) Bank-specific variables 

  All banks IBs CBs 

Variable Definition Mean Std D Mean Std D Mean Std D 

Loan growth Logarithmic difference of gross loan 

∆ GL 

18.415 21.774 0.1994 0.2475 0.1689 0.182 

Funding  TCD - Total customer deposit; total 

customer deposit to total assets ratio 

69.146 21.56 22.007 62.343 13.958 39.769 

 TBD - Interbank deposit; interbank 

deposit to total assets ratio 

10.133 10.372 65.277 25.808 72.857 15.633 

Capitalization Equity to assets ratio, EQA 14.606 13.327 15.820 17.411 13.455 7.492 

Profit Return on average assets, ROAA 1.569 2.698 1.440 3.056 1.693 2.297 

Tangibility of 

asset bank 

Fixed asset ratio to total assets, FATA 1.591 2.472 1.722 3.146 1.469 1.601 

=  βj + βjj PTit-j,      j=1,2.  (3) 
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Funding ratio Ratio of customer deposit to total 

liabilities, FUNDING 

76.998 20.968 76.017 24.040 77.767 18.188 

Liquidity Ratio of liquid assets to total assets, 

LIQA 

76.034 25.950 71.352 32.078 80.463 17.255 

NPL Ratio of impaired loans to total gross 

loans 

11.107 5.932 1.792 2.564 1.693 1.882 

SIZE Natural logarithm to total assets, SIZE 14.991 1.553 14.852 1.584 15.123 1.513 

        

(b) Political turmoil, macroeconomic, and regulatory variables 

Variable Definition Men Std 

Election Year of general election, ELY 0.962 0.192 

Corruption Corruption perception index (CPI) 0.134 0.341 

Economic 

growth 

Growth rate of real gross domestic product, GDP 4.374 3.950 

Inflation CPI inflation rate, INF 4.835 4.128 

Financial 

development 

Ratio of credit to private sector to GDP (developed 1, otherwise 0), FDM 56.502 31.611 

Capital 

stringency 

The degree of capital stringency regulation, CAR 6.914 1.344 

Supervisory 

power 

The degree to which the country’s bank supervisory agency has the power to take 

specific actions, SPR 

12.086 1.419 

Private 

monitoring 

The degree to which regulations facilitate incentives and ability for private 

monitoring of banks, MDPM 

7.622 0.581 

Activity 

restrictions 

The degree to which banks are restricted or permitted to activities related to 

securities, insurance, and real estate market and to ownership and control of non-

financial firm, ACR 

12.256 2.511 

 

We employed the Generalized Method of 

Moments (GMM) for estimation on models 

(1) and (2). The GMM estimation method 

resolves endogeneity issues in dynamic 

model specifications by utilizing internal 

instruments or lagged variables as 

instruments. This is due to the non-zero 

correlation between the lagged dependent 

variable and the bank-specific fixed effect. 

We implemented the two-step GMM 

procedure proposed by Arellano and Bond 

(1995) and (Blundell and Bond, 1998), and 

utilize (Windmeijer, 2005) finite sample 

correlation method for standard errors. To 

verify the consistency of our estimates, we 

conducted the Hansen test for instrument 

validity and the standard Arellano-Bond 

test for autocorrelation.  

Results and Discussion 

 

Empirical Analysis 

 

The baseline result of the system-GMM 

estimation for models 1 and 2, where the 

logarithmic difference of gross loan is 

utilized as a measure of bank lending, is 

presented in Table 2. Regressions (1) and 
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(2) for both Islamic and conventional banks 

replicate the outcomes of model 1, 

excluding any interaction terms, 

concerning Islamic and conventional 

banks, respectively. The estimation is then 

repeated in regressions (3) and (4) for both 

types of banks by including the interaction 

variables specified in model 2. We 

restricted the instruments’ lag order in the 

estimation to a limit of 2 to ensure that the 

number of instruments does not exceed the 

number of cross-sectional units. The lower 

panel of Table 2 presents the p-values of the 

Hensen statistics, which indicates that the 

overidentifying restrictions are not rejected. 

Consequently, this implies that the 

instruments remain valid. Moreover, the 

lack of order 2 autocorrelation suggests that 

our model does not suffer from an 

autocorrelation issue. 
 

Table 2: Estimation Result of Interaction Effect for Islamic and Conventional Banks 

 
 Islamic Banks Conventional Bank  

VARIABLES 1 2 3  4 1 2 3 4 

L.GLt-1 0.941** 0.910** 0.927*** 0.936*** 0.984*** 0.846** 0.957*** 0.899*** 

 (0.504) (0.778) (0.0754) (0.0743) (0.043) (0.041) (0.032) (0.0889) 

TCDt-1 0.559 0.647 0.447 0.907 -0.559 -0.418 -0.139 -0.361 

 (0.600) (0.500) (0.600) (0.472) (0.600) (1.180) (0.224) (0.398) 

TCDt-2 0.0247* 0.0254* 0.0291** 0.727** 0.0247 0.290* 0.662** 0.984*** 

 (0.307) (0.0269) (0.856) (0.191) (0.307) (0.0754) (0.759) (0.212) 

TBDt-1 0.088 -.0285 0.0217 -0.0898 0.279 0.765 0.011 0.090 

 (0.906) (0.024) (0.152) (0.0855) (0.125) (0.786) (0.234) (0.0415) 

TBDt-2 0.200 0.286 0.323 1.662** 0.200 0.0362 0.730 0.824** 

 (0.416) (0.715) (0.811) (0.759) (0.416) (0.561) (0.499) (0.382) 

CPI t-1   0.033 0.022**   0.011 0.028*** 

   (0.651) (0.823)   (0.234) (0.870) 

ELY t-2   -0.268 -0.41*   0.559 2.683 

   (0.501) (5.992)   (0.600) (2.857) 

TCD*CPI t-1   -0.243 -0.345   -0.002 -0.004 

   (0.505) (0.802)   (0.343) (0.843) 

TCD*CPI t-2   -0.001** -0.002**   -0.002** -0.005** 

   (0.432) (0.012)   (0.015) (0.023) 

TCD* ELY t-1   0.462 0.563   0.233 0.443 

   (0.112) (0.195)   (0. 030) (0. 041) 

TCD* ELY t-2   0.021* 0.053**   0.048** 0.056** 

   (0.171) (0.071)   (0. 012) (0. 032) 

TBD* CPI t-1   -0.038 -0.088   -0.010 -0.010 

   (0.128) (0.448)   (0.480) (0.638) 

TBD* CPI t-2   -0.011* -0.088*   -0.042* -0.052* 
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   (0.342) (0.798)   (0.158) (0.378) 

TBD* ELY t-1   0.315 0.375   0.028 0.022 

   (0.235) (0.415)   (0.163) (0.191) 

TBD* ELY t-2   0.023 0.003   0.023 0.068 

   (0.125) (0.795)   (0.459) (0.384) 

EQA 0.053 0.075 0.559 0.069 0.093 0.013 0.012 -0.095 

 (0.891) (0.754) (0.600) (0.054) (0.581) (0.935) (0.221) (0.759) 

FUNDING -0.098 -0.087 -0.112 -0.098 -0.158 -0.280 -0.291 -0.397 

 (0.398) (0.186) (0.221) (0.557) (0.305) (0.218) (0.411) (0.507) 

LIQA -0.0267 -0.0041 -0.559 -0.0201 -0.201 -0.213 -0.0267 0.125*** 

 (0.172) (0.205) (0.600) (0.395) (0.253) (0.214) (0.172) (0.405) 

SIZE 0.011 0.029** -0.101 -0.109 4.333 5.730 0.559 -0.570 

 (0.234) (0.856) (0.453) (0.624) (0.326) (0.499) (0.600) (0.634) 

ROAA 0.559 0.647 0.447 0.907* -0.559 -0.418 -0.139 -0.361 

 (0.600) (0.500) (0.600) (0.472) (0.600) (1.180) (0.224) (0.398) 

NPL -0.251 -0.322   -0.112 -0.322   

 (0.335) (0.676)   (0.221) (0.676)   

FATA 0.033 2.453 -0.047* -0.202** -0.321 -0.961 -0.023 -0.075 

 (0.651) (2.306) (0.870) (0.823) (0.453) (0.011) (0.391) (0.795) 

INF 1.268 1.865** 1.560** 1.578*** 1.730** 1.096* 1.098** 1.194** 

 (0.501) (0.534) (0.424) (0.459) (0.499) (0.553) (0.198) (0.217) 

GDP 0.675** 1.992** 0.453 1.360*** 0.321 0.087*** 0.0267** 0.012** 

 (0.226) (0.895) (0.233) (0.424) (0.092) (0.676) (0.172) (0.769) 

FDM -0.088 -0.0288 -0.0217 -0.0898 -0.279 -0.765 0.011 0.090 

 (0.906) (0.014) (0.152) (0.0855) (0.125) (0.786) (0.234) (0.0415) 

ACTR -0.171 -0.711 -0.033 -0.206 -0.129 -1.459 -0.018** -0.951** 

 (8.018) (8.798) (0.651) (0.739) (0.600) (14.27) (0.118) (0.407) 

MDPM 6.179 6.179 1.268 -0.757 -0.251 58.89 -1.0267** -2.128** 

 (36.69) (36.69) (0.501) (2.267) (0.335) (51.20) (0.192) (1.387) 

CAR -1.552 -1.99.5 0.545 0.880 0.033 19.90 0.011 0.0336 

 (1.979) (1.791) (0.226) (1.147) (0.651) (18.79) (0.234) (0.619) 

SPR 2.098 2.098 -0.088 0.336 1.268 -4.344 1.134** 1.334** 

 (1.229) (14.97) (0.906) (1.116) (0.501) (14.42) (0.721) (0.713) 

Constant -0.232 -0.723 -1.266 1.874 -0.232 -0.723 -1.696 1.911 

 (0.892) (0.756) (0.457) (0.440) (0.722) (0.736) (0.483) (0.320) 

Observations 698 698 698 698 698 698 698 698 

Number of 58 58 58 58 58 58 58 58 



77  I  SPECIAL ISSUEJULY 2024   I  GJAT  
ISSN: 2232-0474 I E-ISSN: 2232-0482 

http://jurnal.usas.edu.my/gjat/index.php/journal 

 

 

This journal is a member of and subscribes to the principles of the Committee on Publication Ethics (COPE) 

CODE 

AR1 0.004 0.006 0.006 0.007 0.006 0.007 0.003 0.006 

AR2 0.342 0.322 0.325 0.376 0.133 0.111 0.199 0.103 

HANSEN 0.342 0.374 0.124 0.254 0.301 0.528 0.243 0.521 

Note: p-value in parentheses- *p < 0.1, **p < 0.05 and ***p < 0.001 

 

Table 2 demonstrates the impact of funding 

structure on lending/financing in Islamic 

banks (IB) and conventional banks (CB). 

Regression analysis indicates that the 

impact of bank lending on financing 

structure becomes more significant in 2 

years. This is supported by the significant 

effect of the funding structure lagged by 

2- years at a 10% level for Total customer 

deposits (TCD) while total interbank 

deposits (TBD) are insignificant for lagged 

1-year and lagged 2-years.  Whereas the 

funding structure lagged by one year is not 

significant for both types of banks. The p-

value for the 2-year lagged funding 

structure's impact on growth is slightly 

above 0.10 when excluding the net profit 

loss ratio (NPL). The coefficient of 0.0247 

in regression (2) and 0.025 in regression (2) 

indicates that a 1 percentage point rise in 

lending growth leads to a 0.25% increase in 

projected lending/financing growth for IB 

and 0.29% for CB. Our results align closely 

with Ibrahim and Rizvi's (2018) discovery 

that the increase in funding for Islamic and 

conventional banks does lead to lending 

growth. When the deposit variable 

increases by $1 million, bank lending is 

projected to increase by 0.25% and 0.29%. 

When the TCB variable increases by $1 

million and the interaction term is included 

in the model for Islamic banks, bank 

lending is anticipated to increase by 0.025 

for IB and 0.029 for CB. 

 

When we interacted funding structure with 

political turmoil of corruption (CPI) and 

election year (ELY) to see if the latter 

moderates, the effect of funding structure 

remains positive and significant at the 5% 

level for both types of banks for CPI and 

negative but significant for ELY in Islamic 

banks at the 10% level (regression 3 and 4). 

Moreover, the interaction between 2-year-

lagged funding structure and political 

turmoil (TCD*CPIt-2 and TBD* CPI t-2) 

has a negative and significant coefficient 

for both types of banks, but the interaction 

of TCD* ELY t-2 is positive and significant 

for IB and CB.  

 

Interaction Effect of Political Turmoil on 

Funding Structure and Bank Lending in 

Behaviour Islamic Banks 

 

The effect of the bank lending variable is 

represented by the political turmoil 

coefficient in the regression model with an 

interaction term. Table 2 displays 

statistically significant F-statistics for the 

Islamic models. Islamic banks' lending 

behaviour (TCD * CPI, TBD * CPI, TCD * 

ELY, and TBD * ELY) is influenced by the 

interaction effect between funding structure 

(TCD and TBD) and election year (ELY), 

with the Corruption Perception Index (CPI) 

and ELY serving as moderating variables. 

According to the results, there is no 

statistically significant interaction effect of 

ELY between TBD and the lending 

behaviour of banks. When it comes to bank 

lending behaviour, though, the interaction 

effects of TCD * CPI, TBD * CPI, and TCD 

* ELY are noteworthy and supported by 

statistics. Changes in the sign and 

amplitude of TCD * CPI, TBD * CPI, and 

TCD * ELY suggest that political turmoil is 

having an interactive effect on the 

relationships between TCD and TBD and 

the rise of lending and financing. 

Corruption is evident in the CPI, which 

shows that the regression analysis shows 
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that bank lending decreased to negative 

values due to changes in the funding 

system, namely the TCD and TBD. 

Reduced bank lending due to higher TCD 

and TBD rates is one consequence of 

corruption in Islamic financial institutions. 

However, as corruption is eliminated, the 

pattern of funding expansion becomes 

beneficial. Higher degrees of corruption 

reduce the influence of TCD and TBD on 

bank lending behaviour. 

 

In addition, during election-year events, 

TCD and credit growth are positively 

correlated, meaning that growth in funding 

is proportional to an increase in TCD. The 

result is consistent under normal 

circumstances (i.e., without including 

election years): the TCD influences credit 

growth positively, and an increase in the 

TCD of Islamic banks would cause credit 

growth to increase. In summary, the results 

indicate that regulatory and 

macroeconomic factors are important in 

determining whether Islamic banks will 

increase their financing. Funding growth 

for Islamic banks is positively affected by 

both GDP and inflation increases. There is 

minimal impact of regulatory variables on 

the growth of funding. The study found that 

the profitability (ROAA) and tangibility of 

assets (FATA) of banks were the most 

important bank-specific controllable 

variables.  

 

The empirical performance of GMM 

estimation in Islamic banks appears to be 

adequate and robust. The tests for first- and 

second-order serial correlation in the 

residuals (AR1 and AR2) demonstrate that 

the test statistics are unable to reject the null 

hypothesis of no serial correlation in the 

first and second orders (p-value: 0.322 to 

0.376). Meanwhile, the Hansen test for 

overidentification shows that the null 

hypothesis of instrument exogeneity is also 

not rejected.  

 

Interaction Effect of Political Turmoil on 

Funding Structure and Bank Lending 

Behaviour in Conventional Banks 

 

Table 2 indicates the statistical significance 

demonstrated by conventional bank 

models. This result implies that ELY and 

CPI function as moderating variables. 

TCD* CPI, TBD* CPI, and TCD* ELY all 

have a significant impact on bank lending, 

except for ELY*TBD, which has little 

effect. The statement emphasises how CPI 

and ELY affect the relationships between 

bank lending and TBD, TCD, and TBD. 

The moderating effect of political turmoil 

on the relationship between the interaction 

term and bank lending is evident from the 

changes in the signs and size of the 

interaction term. There was corruption in 

the regression analysis, according to the 

Corruption Perceptions Index (CPI). Credit 

growth decreased to a negative value as a 

result of modifications made to the funding 

structure, particularly to Total Credit to 

Deposits (TCD) and Total Bank Deposits 

(TBD). Through an increase in the TCD 

and TBD, bank corruption can result in a 

reduction in bank lending. 

 

However, in the absence of corruption, the 

development pattern of credit sees a 

positive shift. Furthermore, during the 

election year (ELY), the impact of total 

credit demand (TCD) on credit growth was 

particularly positive, as higher TCD was 

associated with higher credit growth. 

Because of TCD's apparent effect, 

traditional banks saw an increase in lending 

during the election year. There was a clear 

correlation between the macroeconomic 

and regulation variables and the rates of 

GDP growth, inflation, and loan growth. 

The MDPM analysis contradicts the notion 

that market discipline functions as a means 

of supplying loans to conventional banks by 

demonstrating a glaringly negative 

correlation between lending growth. 

According to ACTR's data, there is a 
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statistically significant and evident 

relationship between the rate of loan growth 

and the degree of regulatory restrictions 

placed on banks. Additionally, the SPR 

shows a significant adverse relationship 

between lending growth and on the other 

hand, it doesn't seem that the CAR has an 

impact on credit expansion. The study 

found that only liquidity (LIQA), among 

bank-specific controllable factors, 

significantly influenced credit growth.  

 

In this study, the actual performance of 

GMM estimation is good enough and 

stable. With a p-value of 0.103 to 0.199, the 

first- and second-order serial correlation 

tests (AR1) and AR2) on the residuals do 

not show that there is no serial correlation. 

The null hypothesis of instrument 

exogeneity is not thrown out by the Hansen 

test for over-identification.  

 

This study compares the lending practices 

of Islamic and conventional banks in 18 

countries using two specification models to 

fulfil the research purpose. The research 

employed a sample of 58 Islamic banks 

(IB) and 58 conventional banks (CB) from 

2006 to 2017. This study, in our opinion, is 

the first to precisely evaluate the effects of 

political instability on the relationship 

between funding structure and bank lending 

behaviour from an Islamic perspective. 

Through a comparison of Islamic banks 

(IB) and conventional banks (CB) interest-

free and interest-based banking segments, 

this analysis seeks to evaluate the adequate 

availability of credit in the market. We 

contribute to this field of study by looking 

at the growth of credit and taking into 

account the joint effect of political turmoil 

in election years and corruption on the 

relationship. 

 

The results of the regression indicate that 

the relationship between funding structures 

and bank lending behaviour is moderated 

by political turmoil brought on by CPI and 

ELY. By looking at the changes in the 

significant interaction term's sign and 

strength, researchers can confirm the 

interaction term. Not every interaction 

term, though, has an impact on bank 

lending practices. The link between TCD 

and TBD regarding bank lending behaviour 

is moderated by corruption in both 

conventional and Islamic institutions. 

Furthermore, the association between TCD 

and the rise in credit of both kinds of banks 

is only moderated during election years. 

Nonetheless, the correlation between TBD 

and the lending practices of conventional 

and Islamic banks remains unabated during 

election years. 

 

The TCD and TBD have a negative effect 

on credit growth when the CPI is low. This 

means that higher TCD and TBD cause less 

credit growth for both Islamic and regular 

banks. On the other hand, when corruption 

levels are higher, TCD and TBD have a 

beneficial effect on the credit expansion of 

both Islamic and conventional banks; that is 

to say, increased TCD and TBD contribute 

to increased bank credit growth. The fact 

that TBD and TCD have a smaller influence 

on both types of banks' credit growth at 

higher CPIs helps to explain why they have 

a greater impact on credit growth in high 

CPI areas. The findings indicate that bank 

lending and a few funding structure factors 

are impacted by an interaction between CPI 

and ELY. Still, not all of the moderating 

impacts of political turmoil stem from 

banks' lending growth. Political turmoil can 

occasionally have a detrimental impact on 

the funding structure. According to the 

study's conclusions, the funding structure is 

thought to be stable in comparison to other 

bank capital sources (Vazquez & Federico, 

2012). 

 

Table 2 demonstrates that credit growth has 

a primary effect on TCD when CPI is 

present. The study is in line with Sol Murta 

and Gama (2023), and Bermpei et. al. 
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(2021), which indicate that corruption has a 

negative and significant effect on lending. 

Banks that operate in more corrupt areas 

have lower firm value, growth, and 

profitability due to expropriation risk, 

reduced efficiency, and greater operating 

costs (Brown et al., 2019). Reducing bank 

lending and financing can make the bank 

less profitable, impede its clientele 

expansion, and erode its stability. Thus, 

corruption has a significant effect on both 

conventional and Islamic banks. Poor 

integrity in bank management is a 

reasonable explanation for the influence of 

corrupt activities and the year of the 

national election on the decreased credit 

growth of TCD and TBD. In addition, the 

competitiveness of the bank's workforce, 

the level of customer service it provides, 

and the reputation of banking institutions 

can be impacted by this circumstance. 

   

Concerning bank size, the findings indicate 

that corruption has a negative and 

considerable impact on credit growth. 

Košak et al. (2015) found that Islamic and 

conventional banks have lower lending 

rates than smaller banks. Larger banks tend 

to invest in higher-risk portfolios, 

necessitating more strict supervision and 

monitoring. In other words, these banks 

must supply and retain more liquidity than 

smaller banks. Furthermore, increased 

funding has a positive and considerable 

impact on loan growth in CBs. The findings 

indicated that CBs have more funding 

sources than IBs, resulting in a greater 

impact on credit growth. The findings of 

this study are further supported by Jung and 

Kim (2015), who argue that larger banks 

and funds can increase credit growth. 

Regarding the impact of inflation on 

economic growth, the findings are similar, 

demonstrating a favourable relationship 

with credit growth. In essence, market 

credit expansion is boosted by positive 

economic growth. Additionally, in 

conventional banks, supervisory power 

(SPR) demonstrates a notably positive link 

with bank lending. On the other hand, there 

was a strong association between market 

discipline and the impact of activity 

limitations on credit growth and MDPM 

and activity restrictions (ACTR). The 

MDPM and ACTR have demonstrated a 

negative correlation, even with the modest 

expansion of traditional banks' credit. 

 

Conclusion 

 

The election has an impact on how much 

credit is extended to IBs and CBs. 

According to this study, TCD slows down 

the expansion of credit availability for both 

IBs and CBs during election years. TBD, 

however, had no impact on bank lending. 

The interaction study leads to the 

conclusion that the relationship between 

funding structure and bank lending for 

Islamic and conventional banks has been 

impacted by political turmoil. These 

findings contribute to supporting the 

Islamic banking system's involvement in 

financial and economic stability. This 

suggests that corruption is influencing the 

funding structure within the banking 

system, which in turn affects the 

availability of credit from banks. Future 

research could investigate whether the 

governance by the bank’s management 

leads to credit supply efficiency and affects 

economic growth. 
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