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Abstract:

The aim of this paper was to measure the impact of Islamic financing on the credit risk indicator for
the case of the Islamic International Arab Bank in Jordan during the period from 2007 to 2022. This
was accomplished by using Autoregressive Distributed Lag to assess the effect of Islamic financing
formulas on the bank's risks in both the short and long terms.

The study found that Islamic financing formulas do not affect credit risks in the short term. However,
the results were different for the long term. Specifically, financing through Murabaha had a negative
impact on credit risks in the long term, whereaslstisna'a, Ijarah, and customized commodity
investments had a positive impact on credit risks in the long term.

Key words: Islamic banking finance; credit risk; ARDL models.
Classification JEL: : G32; G21 ; C22.
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UNIT ROOT TEST TABLE (PP)
At Level
CRR DCI LEAS MURAB ORDM
With Constant t-Statistic | -0.2034 | -5.9136 | -1.115 -1.5054 -1.3126
Prob. 09318 |0 0.7045 0.5241 0.6183
n0 GRS n0 n0 n0
With Constant & Trend t-Statistic | -2.2706 | -4.6864 | -0.927 -4.0356 -1.2149
Prob. 0.4429 | 0.0019 | 0.9458 0.0125 0.8982
n0 *H* n0 ** n0
Without Constant & | t-Statistic | 0.8808 | -3.9844 | 0.9927 -0.4361 -0.8239
Trend Prob. 0.8965 | 0.0001 | 0.9135 0.5214 0.3549
n0 I n0 n0 n0
At First Difference
d(CRR) | d(DCI) |d(LEAS) | d(MURAB) | d(ORDM)
With Constant t-Statistic | -3.2334 | -2.6264 | -5.6494 -3.8789 -3.1666
Prob. 0.0229 | 0.0935 |0 0 0.0271
sksk k sksksk sksksk sksk
With Constant & Trend t-Statistic | -4.2771 -2.3603 | -6.7767 -4.6407 -4.1661
Prob. 0.0001 | 0.396 0 0 0
skskk no sksksk skskk skksk
Without Constant & | t-Statistic | -3.0725 | -2.7264 | -5.4019 29123 -3.1574
Trend Prob. 0.0027 | 0.0072 |0 0.0043 0.0021
skkk skkk kk skokk skskk
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Akaike Information Criteria (top 20 models)
—=.=a i | ! ' i ! i ! i !
I I I
| | | | ! | ! | ! | | | 1 ! ! ! !
I
> . == i ! i | ! i | i | i i | i i e + * ‘
! | ! 1 | | -
1 i ! i | i i i i 1 L -
! i i ! : *
> . == ! ! 1 1 + - e
i | I i - v
I ] i
I 1 +
—-=_.=3a i i
i 1
i
2. =25 !
<
-2. 36
s = = = — == o = =0 — = — => = => => o e o —s
= — = = = = b==1 s8 = = = = = = = = = = =
= = = = = = = = = = = = — = = = = = = =
= = = = = = = = = = = = = = = = = = = =
== == == ==} == == ==} ==} ==} == == == == ==} ==} ==} == ==} ==} ==
=1 = = = = = =] =] =] = = = = = = = = = = =
E=1 E=1 E=1 S S E=1 S S S E=1 =1 S S S S S S S S E=1
= = = = = = = = = = = = = = = = = = = =

Eviews 12 zsly Jo sboze¥l iUl 3lus) o0 2 jbeaal)

Fo mog db Jedg 55 b byl on | il ol OF o 3 (-1 oy il W1 el sl £

)l 3gen dolh) drall LS dsles i

& il JalS) sgumdl ety oY1 Asb BN 13 Jgund!
ARDL Long Run Form and Bounds Test

Dependent Variable: D(CRR)
Selected Model: ARDL(2, 0, 0, 0, 0)

Sample: 2007Q1 2022Q4
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Variable Coefficient Std. Error t-Statistic Prob.
C -0.025381 0.063192 -0.401646 0.6896
CRR(-1)* -0.154717 0.029987 -5.159499 0
DCI** -0.015389 0.006751 -2.279565 0.0268
LEAS** -0.007332 0.005292 -1.385314 0.1719
MURAB** 0.022073 0.006796 3.248133 0.002
ORDM** -0.149126 0.076791 -1.941985 0.0576
D(CRR(-1)) 0.614727 0.09064 6.782102 0
Jashall Jall clalaa
Variable Coefficient Std. Error t-Statistic Prob.
DCI -0.099464 0.041579 -2.392136 0.0204
LEAS -0.047387 0.033736 -1.404644 0.1661
MURAB 0.142668 0.037711 3.783208 0.0004
ORDM -0.963864 0.46941 -2.05335 0.0451
C -0.164046 0.404454 -0.405599 0.6867
Jashll Ja¥) Adstas
EC = CRR - (-0.0995*DCI -0.0474*LEAS + 0.1427*MURAB -0.9639*0ORDM -0.1640)
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F-Bounds Test
Null Hypothesis: No levels relationship
Test Statistic | Value | Signif. | 1(0) | I(1)
Finite Sample: n=60
F-statistic 495151 | 10% 2.323 | 3.273
K 4 5% 2.743 | 3.792
Actual Sample Size 59 1% 3.71 4.965
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prob stat value Test JEay)
0.8237 0.387903 | Breusch-Godfrey Serial Correlation LM Test: s o @ B,V
0.0892 10.97395 | Heteroskedasticity Test: Breusch-Pagan-Godfrey ol o aas
0.0000 19.35824 | Jarque-Bera el a5
0.8616 0.030716 | Ramsey RESET Test S e e
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(CRR)
Selected Model: ARDL(2, 0, 0, 0, 0)
Sample: 2007Q1 2022Q4
Variable Coefficient Std. Error t-Statistic Prob.
C -0.025381 0.063192 -0.401646 0.6896
CRR(-1)* -0.154717 0.029987 -5.159499 0
DCI** -0.015389 0.006751 -2.279565 0.0268
LEAS** -0.007332 0.005292 -1.385314 0.1719
MURAB** 0.022073 0.006796 3.248133 0.002
ORDM** -0.149126 0.076791 -1.941985 0.0576
D(CRR(-1)) 0.614727 0.09064 6.782102 0
Jashall Jal cilalas
Variable Coefficient Std. Error t-Statistic Prob.
DCI -0.099464 0.041579 -2.392136 0.0204
LEAS -0.047387 0.033736 -1.404644 0.1661
MURAB 0.142668 0.037711 3.783208 0.0004
ORDM -0.963864 0.46941 -2.05335 0.0451
C -0.164046 0.404454 -0.405599 0.6867
Jashall S Dalea
EC =CRR - (-0.0995*DCI -0.0474*LEAS + 0.1427*MURAB -0.9639*ORDM -0.1640)
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Series: Residuals
Sample 2007Q3 2022Q1
16 Observations 59
12 Mean -5.95e-17
Median 0.001254
Maximum 0.173471
8 Minimum -0.237949
Std. Dev. 0.065253
a Skewness -0.349637
-. Kurtosis 5.717638
_0.2 _0.1 0.0 0.1 Jarque—?era 19.358249
Probability 0.000063
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Breusch-Godfrey Serial Correlation LMW Teaest:
MNull hypothesis: No serial correlation at up to 2 lags

F-statistic
Obs"R-squared

0.165454

Prob. F(2.50)
0.387903

Prob. Chi-Square(2)

0.8480
0.8237
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Heteroskedasticity Test: Breusch-FPagan-Godfrey
Null hypothesis: Homoskedasticity

F-statistic 1.980333 Prob. F{(&.52)
Obs"R-sqgquared 10.97395 Prob. Chi-Square(c)
Scaled explained SS Z20.107s0 FProbk. Chi-Sqgquare(s)

:(Ramsey reset J\J! il daidle jlasty oladll [Sliws

Rams=sy RESET Test

Equation: LUMNTITLED

OMmitted wariakbles: Sqguares of fitted values

Specification: CTRIR CRR(-1) CRR{-2) DCI LEAS MURAB ORDMNG O

Walue (= ol Probakbilityw
t-statistic O 175250 51 o 851
F-statistic O O30 71 1. S1) o.ss1s
Likelihood ratico OD.O0O3S5S2<9 -1 oO. 8505
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