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Comparing the impact of Islamic and conventional banking finance on
economic activity in Malaysia - A standard analytical study
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Abstract: This study aimed to compare the impact of Islamic and usurious banking finance
on economic activity in Malaysia, expressed in the gross domestic product. By presenting the
experience of Islamic banking finance in Malaysia its origin and development, the
contribution of Malaysian Islamic banks in financing economic activity is evident with their
tendency to support the commercial sector at the expense The other sectors, and the standard
study showed that Islamic banking finance has a positive impact on the Malaysian GDP that
is greater than the impact of interest-based financing, but this effect is not significant
according to the adopted standard model. Instead of relying on commercial formulas with a
limited profit margin in order to ensure the direct positive impact of these banks on the
development of economic activity

Key words: Islamic banking finance, interest-based financing, Malaysian banking
system, error correction model.
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Variable Coetlicient Std. Error t-Statistic Prob.

C -1409.717 2764.129 -0.510004 0.6124

DX1 0.294946 0.126772 2.326578 0.0243

DX2 0.205463 0.164489 1.249103 0.2178

U (-1) -0.381450 0.117493 -3.246564 0.0022
R-squared 0.299478 Mean dependent var 4412171
Adjusted R -squared 0.254764 S.D. dependent var 9028.286
S.E. of regression 7793.853 Akaike info criterion 20.83524
Sumsquaredresid 2.85E+09 Schwarz criterion 20.98676
Log likeliho -527.2987 Hannan-Quinn criter. 20.89314
F-statistic 6.697618 Durbin-Watson stat 1.860905

Prob(F-statistic) 0.000741
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Variable Coeflicient Std. Error t-Statistic Prob.

C 1174.494 1843.767 0.637008 0.5271

DX1 0.270139 0.125936 2.145056 0.0370

U (-1) -0.382355 0.118175 -3.235500 0.0022
R-squared 0.276223 mean dependent var 4412171
Adjusted R -squared 0.246066 S.D. dependent var 9028.286
S.E. of regression 7839.206 Akaike info criterion 20.82869
Sumsquaredresid 2.95E+09 Schwarz criterion 20.94232
Log likelihood -528.1315 Hannan-Quinn criter. 20.87211
F-statistic 9.159389 Durbin-Watson stat 1.912428

Prob(F-statistic) 0.000427
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Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 0.419014 Prob. F (2,48) 0.6601
Obs*R -squared 0.875127 Prob. Chi-Square (2) 0.6456
Scaledexplained SS 0.712931 Prob. Chi-Square (2) 0.7001
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Series: Residuals
10 | - Sample 2 52
Observations 51
8 — Mean 1.78e-13
Median 1731.336
6| Maximum 19212.97
Minimum -16144.49
4 Std. Dev. 7680.822
h Skewness -0.281262
Kurtosis 2.839349
2 |
Jarque-Bera  0.727266
ol | ‘ | ‘ | ‘ ‘ | | ‘ ’—“ Probability 0.695146
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