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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS | 
RESEARCH ARTICLE

Corporate social responsibility disclosure and 
Islamic bank stability in GCC countries: Do 
governance practices matter?
Wafa Khémiri1* and Faizah Alsulami2

Abstract:  The research on corporate social responsibility (CSR) has taken on particular 
importance in the current banking literature. This literature focused on the direct effect 
of CSR on bank performance. However, this study fills this gap by examining the 
relationship between CSR and Islamic bank stability (IBS). More specifically, it exam-
ined, on the one hand, the non-linear relationship between CSR and IBS and, on the 
other hand, the moderating effect of governance practices (Sharia supervisory board, 
governance structure, institutional quality) on CSR-IBS nexus. To do this, we selected 
a group of 43 Islamic banks operated in Gulf Cooperation Council countries over 
a period from 2012 to 2020. The results obtained using the System GMM method 
showed that there is a U-shaped relationship between CSR and IBS. Furthermore, 
they revealed that governance practices have a moderating effect on the relationship 
between CSR and IBS. Our findings indicate that the combination of corporate social 
responsibility and governance practices enhances IBS, but a bank risk could occur due 
to weak governance practices. These findings are likely to be useful for managers, 
policymakers, and stakeholders. Managers should prioritize CSR aligned with core 
objectives, enhancing reputation and stability, while a balanced approach is recom-
mended to avoid financial risks. GCC policymakers should encourage CSR in line with 
national development goals, incorporating responsible practice indicators and appro-
priate governance standards to ensure stable operations. Stakeholders should consider 
a moderate level of CSR to enhance trust, returns, industry resilience and employee 
satisfaction, adapting the implications for sustainable banking stability.

Subjects: Middle East Studies; Finance; Business, Management and Accounting 

Keywords: Corporate social responsibility; governance; Islamic bank stability; GCC 
countries; system GMM

JEL classification: G20; G21

1. Introduction
In recent years, there has been significant interest in corporate social responsibility (CSR) from 
companies, policymakers, regulators, and stakeholders. CSR refers to a company’s voluntary 
actions to address social, environmental, and ethical issues in its operations and business 
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practices. It is becoming increasingly important for companies to engage in CSR as customers and 
investors are increasingly demanding that companies take responsibility for their impact on society 
and environment (Farah et al., 2021). For banks, CSR is especially relevant as they play a critical 
role in the financial system and have significant economic and social impact. Banks that engage in 
CSR activities can contribute to sustainable development and promote social and environmental 
well-being (Mallin et al., 2014). This can help banks build a positive reputation and strengthen 
relationships with their stakeholders.

In academic literature, studies that have been conducted on CSR have mainly focused on how it 
affects a firm’s performance. Some studies have found a positive relationship between CSR and 
a firm’s performance (e.g., Cornett et al., 2016; Nguyen et al., 2017). However, other studies have 
suggested an inconclusive or negative relationship between CSR and firm performance (e.g., 
Wright & Ferris, 1997). In addition, in recent times, there has been significant focus on the 
relationship between CSR and risk. Engaging in CSR activities does not necessarily mean that 
banks are immune to risk. In the extensive literature, some studies suggested that CSR can 
mitigate risk by counteracting the negative impacts of unfavorable events (e.g., Godfrey et al.,  
2009; Nguyen & Reiter, 2015). However, other studies recommended that the CSR increases the 
risk due to entrenched management (Bouslah et al., 2023). In fact, CSR activities can sometimes 
expose banks to additional risks. For example, if a bank invests in socially responsible projects or 
companies that are not financially viable, it could result in losses and reputational damage.

Based on this literature, it appears that studies have indicated that the relationship between CSR 
and risk can be positive or negative depending on the nature of the CSR activities involved. 
Therefore, the evidence suggests that it is important to think beyond the simple assumption of 
a direct positive or negative relationship (linear model) between CSR and risk (Farah et al., 2021). 
Therefore, this research intends to contribute to filling this research gap by examining whether 
such a CSR-Islamic bank stability (IBS) nexus. More precisely, this article presumes that the 
relationship between CSR and IBS is likely to follow a U-shaped (Curvilinear) trend. Therefore, the 
U-shaped relationship indicates two types of banks: those whose level of risk (financial stability) 
increases (decreases) as they should better implement CSR, but only up to a certain point (thresh-
old) where managers start to improve their CSR practices, and those that exceed the optimal level, 
resulting in enhanced financial stability. This study suggests that CSR does not necessarily lead to 
an increase in IBS, and that a certain threshold of governance must be reached by Gulf 
Cooperation Council (GCC) Islamic banks to improve their banking stability.

In addition, the impact of CSR on the IBS should be assessed reflecting the important impacts 
that other factors have on this relationship. Particularly, governance practices (GP) (Sharia super-
visory board (SSB), governance structure (GS) and institutional quality (IQI)) an approach aimed at 
satisfying shareholder-managers (and/or lender-managers) that has much in common with CSR— 
plays a significant role in controlling the impacts of CSR on the IBS. Specifically, it is worth noting 
that improved governance practice can help reduce bank risk (Elgattani & Hussainey, 2020; Salim 
et al., 2023). According to agency theory, CSR initiatives have the potential to increase shareholder 
value and decrease the risk faced by banks, but only if they are implemented in a well-planned and 
well-governed manner. If governance is lacking, CSR programs may prioritize satisfying stake-
holders rather than maximizing shareholder value, which could endanger the bank’s stability 
(Fama & Jensen, 1983; Jensen & Meckling, 1976). Although some studies indicate that CSR and 
GP affect IBS, another gap in the existing study concerns the possible correlation between CSR and 
GP, as they are two approaches with similar objectives (reducing conflicts of interest and enhance 
the financial stability (FS)). In other words, the interaction between these two determinants 
(moderating effect) needs to be investigated.

There are several stylized factors for this study. First, CSR and Islamic banking are aligned in 
terms of shared values and goals, including justice, fairness, transparency, accountability, and the 
promotion of social welfare. Thus, CSR can be seen as a coherent extension of the Islamic bank’s 
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mission and vision. Second, implementing CSR can enhance IBS by strengthening their reputation, 
increasing customer loyalty, improving employee satisfaction, optimizing risk management, and 
ensuring regulatory compliance. In addition, CSR can serve as a lever for Islamic banks to make 
progress towards achieving the Sustainable Development Goals (SDGs) set by the United Nations. 
The 17 SDGs represent a set of global goals aimed at addressing a range of economic, social, and 
environmental challenges. Third, CSR also creates challenges and constraints for IBS. These include 
the lack of clear and uniform standards, measures and indicators of CSR performance, the delicate 
balance between profitability and social commitment, the potential conflict between Sharia prin-
ciples and certain Sustainable Development Goals, and the need for greater engagement and 
cooperation with stakeholders (Umar et al., 2022; Zafar & Sulaiman, 2019).

This study makes a tow important contribution to the literature. First, we examine the non-linear 
(curvilinear) relationship between CSR disclosure and IBS in GCC countries. Most previous studies 
have focused on the linear relationship between CSR and bank stability. To our knowledge, this 
study is the first to address the curvilinear relationship between CSR disclosure and IBS. Second, we 
investigate the moderating effect of GP on CSR disclosure-IBS nexus. More specifically, we study 
the moderating effect of each governance characteristic, i.e., SSB, GS, and IQI.

Although several studies on the impact of CSR on financial stability have been conducted in 
other countries and regions, there are few studies in emerging countries such as GCC countries. 
There are several relevant motivations for choosing the GCC region. Firstly, this choice depends 
essentially on the main objective of our research, which is to examine the effect of CSR and 
governance on the financial stability of Islamic banks. Second, according to Wilson (2009, p. 2), 
the GCC states are positioned as world leaders in Islamic banking and finance. This pre-eminence is 
notably reflected in the 31.29% share of total regional banking sector assets held by the GCC 
Islamic banking sector. In addition, Islamic banks operating in the GCC operate in similar economic 
contexts, lending further consistency to the analysis. This homogeneity reinforces the relevance of 
our study in this specific region. Finally, the extent of Islamic governance differs markedly from 
conventional governance. Based on Sharia principles, Islamic financial institutions emphasize 
equity, social responsibility, and the rejection of self-interest. This unique orientation influences 
the decision-making and operational processes within these institutions, resulting in marked 
differences from conventional governance patterns (Mollah & Zaman, 2015; Platonova et al.,  
2018; Raouf & Ahmed, 2022). That being said, this research aims to answer the following research 
questions:

RQ1: Does CSR have a U-shaped effect on IBS?

RQ2: Is GP able to exert a moderating effect over the CSR-IBS nexus?

Through a two step system generalized method of moments (GMM), run on a sample of GCC 
Islamic banks, this paper investigates the non-linear relationship between CSR and IBS, by con-
sidering that managers-shareholders may react positively (negatively) to high (low) levels of CSR. 
The manager-shareholder lens implemented in this study also allows us to provide the first 
evidence that the involvement of Islamic banks in GP affects the curvilinear effect of CSR on 
their financial stability. The implementation of these different practices with similar objectives 
reduces the advantages that CSR has on IBS. More specifically, this paper considers the GP (SSB, GS, 
and IQI) to assess whether CSR practices are beneficial or not for the IBS.

The organization of the paper is as follows: Section 2 will commence and analyze the relevant 
literature, Section 3 will describe the methodology and variables used in the study, Section 4 will 
present and discuss the findings, and Section 5 will offer a conclusion.
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2. Literature review and hypotheses

2.1. CSR and financial stability
Based on several theoretical studies, there are two main theories that can be proposed to explain the 
relationship between CSR and bank stability: agency and stakeholder theories. Under agency theory, 
CSR can lead to overinvestment, which can negatively affect firm financial stability. Overinvestment 
occurs when a firm invests too much in social and environmental initiatives at the expense of its core 
business activities (Barnea & Rubin, 2010). This can happen when management seeks to satisfy the 
demands of stakeholders, including customers, employees, and society at large, without considering 
the interests of shareholders. In this case, the cost of CSR initiatives can reduce the profits available to 
shareholders and create a situation where management is not acting in the best interests of share-
holders. This can lead to conflicts between shareholders and management and may ultimately 
threaten the stability of the firms. Therefore, CSR could have a negative impact on its FS (Friedman,  
1970; Jensen & Meckling, 1976). Under stakeholder theory, CSR is a means for firms to balance the 
interests of all stakeholders, not just shareholders. By considering the interests of customers, employ-
ees, and society at large, firms can create long-term value and enhance their reputation, leading to 
increased stability over time (Carroll, 1979; Freeman, 1984).

Some empirical studies have highlighted the existence of a positive relationship between CSR 
and FS in the banking sector, along with their respective theoretical frameworks (e.g., Belasri et al.,  
2020; Chollet & Sandwidi, 2018; Gambetta et al., 2017; Neitzert & Petras, 2022; Ramzan et al.,  
2021; Gaies & Jahmane, 2022). However, other studies have found evidence of a negative relation-
ship between CSR and FS, both in developed and developing countries confirming the agency 
theory predictions (e.g., Salim et al., 2023). In addition, the literature suggested that the relation-
ship between CSR and risk could be non-linear. For instance, El Khoury et al. (2022) showed a non- 
linear (inverted U-shaped) relationship between environmental, social & Governance (ESG) and 
bank performance in the Middle East and North Africa (MENA) region.

The combination of different types of evidence suggests that it is necessary to consider a more 
complex relationship between CSR and FS, which goes beyond a simple positive or negative linear 
relationship. The proposition is that the relationship between CSR and FS can be better represented 
as a curvilinear rather than a linear relationship. As noted previously, most research on CSR has 
focused on its effects on the corporate financial performance or on the risk of conventional 
banking sector. This study aims to fill a gap by examining the CSR-IBS nexus in the Islamic banking 
sector. Specifically, the study suggests that the link between CSR and IBS is likely to demonstrate 
a U-shaped relationship. Our theoretical perspective is based on agency and stakeholder theories. 
Based on the above discussion, we formulate our first hypothesis as follows:

Hypothesis 1. There is a U-shaped relationship between CSR and IBS.

2.2. Moderating effect of governance practices
The effectiveness of CSR practices should be considered as one of the major investment decisions 
(Wibisono, 2007), requiring the implementation of appropriate policies and programs to meet the 
needs and expectations of all stakeholders. This decision can help reduce information asymmetry. 
CSR can play a significant role in avoiding conflicts of interest among all stakeholders, which can 
ensure the long-term stability of banks. Such influence, however, seems to vary according to 
economies (developed or developing) and even between different types of banks (conventional 
or Islamic). CSR practices are more common and advanced in developed economies than in 
developing economies. However, firms in developing economies often have limited resources 
and face challenges such as unstable regulatory environments and insufficient infrastructure, 
which can make it more difficult to establish strong CSR practices (Bagh et al., 2017; Wibisono,  
2007).
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Moreover, Islamic banks have a different approach to CSR compared to conventional banks, due 
to their adherence to Sharia principles and their commitment to participatory financing and 
community development. However, there is no argument suggesting that CSR in Islamic banks is 
stronger than that of conventional banks. Nonetheless, theoretical, and empirical evidence high-
lights the need for the implementation of strong corporate governance mechanisms to ensure 
transparent, responsible, and ethical management of the firm, which can ensure sustainable 
financial stability (Ullah et al., 2014). The governance structure of Islamic banks enables them to 
take higher risks and achieve better performance using complex financial products and sophisti-
cated transaction mechanisms (Mollah et al., 2017).

The moderating effect of GP on CSR-IBS nexus can be also explained by agency and stakeholder 
theories. Under agency theory, the role of governance is to align the interests of shareholders and 
management, and to reduce agency costs. Indeed, good if a bank’s governance structure is strong, 
CSR initiatives can be implemented in a way that maximizes shareholder value and reduces bank 
risk and vice versa. In addition, investors maintain their stake through corporate governance 
practices against any expropriation by the management and other players of the corporation 
(Fama & Jensen, 1983; Jensen & Meckling, 1976). Under stakeholder theory, governance has 
a broader role in ensuring that a firm considers the interests of all stakeholders, not just share-
holders. By incorporating stakeholder perspectives into decision-making processes, banks can 
ensure that their CSR initiatives are aligned with the interests of all stakeholders, which can lead 
to increased financial stability over the long-term (Freeman, 1984).

In practice, most studies of GP investigated its direct or moderating effects on sustainability 
performance in the banking industry (e.g., Saadaoui & Ben Salah, 2022; Tunio et al., 2021). Some 
studies examined the linear relationship between corporate governance mechanism and Islamic 
and conventional bank performance (e.g., Buallay, 2019; Elgattani & Hussainey, 2020; Grassa,  
2016, Jan et al., 2019; Wu & Shen, 2013), confirming the predictions of agency and stakeholder 
theories. If we consider the specificities of the governance structure of Islamic banks, most studies 
in this area have examined the impact of the SSB and other governance mechanisms on financial 
performance or risk disclosure (e.g., Mukhibad & Nurkhin, 2020; Elamer et al., 2020).

However, few studies investigated the moderating effect of GP or other factors on CSR -FS nexus 
in the banking industry (e.g., Salim et al., 2023). Most previous studies that examined the moder-
ating effect of CG on the CSR-firm performance nexus have been conducted on non-financial firms 
(e.g., Galbreath, 2013; Pham & Tran, 2020; Zahid et al., 2022). Consequently, the research has 
become more specific, and there has been a decrease in attention towards other possible fields of 
study.

Moreover, IQI has a substantial impact on the bank stability. Indeed, countries that have 
superior institutional quality generally have banking systems that are more stable (Beck & 
Feyen, 2013). The reason behind this is that robust institutions, like sound regulatory structures 
and a fair legal system, lessen the possibility of financial catastrophes and increase the ability of 
banks to withstand sudden shocks. Conversely, weak institutions can lead to a lack of confidence in 
the banking industry, resulting in bank runs and financial insecurity. In addition, IQI could reduce 
information asymmetry and transaction costs (Çam & Özer, 2021). In this context, Khan et al. 
(2020) have demonstrated that institutional quality promotes financial development and acts as 
a positive moderating factor in the relationship between natural resource rents and financial 
development in the specific context of Pakistan. Athari (2021a) concluded that the profitability 
of Ukrainian banks is affected both positively and negatively by domestic political stability. The 
author also found that uncertainty linked to global economic policy is identified as having 
a significantly negative effect on this profitability. According to Athari (2021b), Nigerian banks 
tend to reduce dividend payouts and align them with the agency model of dividend substitution 
due to weak institutional parameters. Additionally, the study revealed that these banks increase 
dividend payments when presented with growth opportunities, using it as a substitution 
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mechanism to address agency problems and build a positive reputation. In a study of Islamic 
banks operating in Arab markets, Athari and Bahreini (2023) assessed the effects of external 
governance mechanisms and regulatory parameters on their profitability. The authors concluded 
that external governance mechanisms, including political stability, regulatory quality, rule of law 
and control of corruption, have a positive impact on the profitability of Islamic banks. However, the 
regulatory framework (particularly the extent of disclosure and the ease of shareholder lawsuits) 
reduces their profitability. Athari and Irani (2022) found a correlation between better governance 
at country level and higher capital ratios. He also concluded that Islamic banks improve their 
capital ratios by taking anti-corruption measures, promoting political stability, increasing govern-
ment efficiency, and strengthening legal systems. Ali et al. (2022) concluded that the correlation 
between economic governance, natural resource rents and financial inclusion promotes environ-
mental sustainability by significantly reducing our ecological footprint. Recently, Ali et al. (2023) 
concluded that good governance could serve to mitigate the adverse impact of economic policy 
uncertainty on financial stability in both developed and developing countries. However, this 
influence manifests itself differently from one region to another. In addition, Athari et al. (2023) 
conducted an econometric study to examine the moderating effect of national governance 
between corporate responsibility and the exposure of environments to risk factors. The main 
results highlighted the importance of the moderating role played by national governance. By 
improving the quality of national governance, it would be possible to mitigate the impact of 
country-specific financial, economic, and political risks on credit risk. Furthermore, the results 
suggested that the increase in liquidity, profitability, capital requirements and income diversifica-
tion lead to a decrease in credit risk. On the other hand, an increase in inefficiency leads to an 
increase in credit risk. The most important conclusion of this study is that national governance is 
a key determinant in the management of financial risks.

However, the moderating effect of IQI on the CSR-FS has not yet been examined empirically in 
Islamic banks. Therefore, we formulate our second hypothesis as follows:

Hypothesis 2. GP moderates the relationship between CSR and IBS.

H2 (a): SSB moderates the relationship between CSR and IBS.

H2 (b): CGS structure moderates the relationship between CSR and IBS.

H2 (c): IQI moderates the relationship between CSR and IBS.

3. Data and methodology

3.1. Data collection
In this paper, we used a sample of 43 listed IBs from the six GCC countries (Bahrain, Kuwait, Oman, 
Qatar, Saudi Arabia, and the UAE) from 2012 to 2020. For CSR and GS, we use hand-collected data 
from yearly reports published on the websites of various banks. The database was used to obtain 
financial data for banks. The World Development Indicator (WDI) of the World Bank is used to 
collect macroeconomic indicators. Each country’s sample characteristics are shown in Table 1.

3.2. Variables definitions

3.2.1. Dependent variable 
In this study, we employed the Z-score to gauge the individual bank stability by assessing the 
likelihood of insolvency (e.g., Ali et al., 2023; Athari & Irani, 2022; Fernández et al., 2016; Guidi,  
2021; Iannotta et al., 2007; Kasman & Kasman, 2015; Laeven & Levine, 2009; Schaeck & Cihák,  
2014). It measures the probability of insolvency at the bank level. The probability of insolvency is 
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higher when the Z-score value is lower, and vice versa (for a more details, see Lepetit & Strobel,  
2013). In this study, we use the Z-score (IBS) according to the following formula:

Where ROAitis return on assets for bank i at time t, CARitis the ratio of total equity divided by total 
assets of bank i at a time t, and σ ROAitð Þis the standard deviation of ROA of bank i at time 
t. Following, among others, Kasman & Kasman (2015) and Guidi (2021), we calculated the 
standard deviation of by using a three-year rolling window approach.

3.2.2. Main independent variable 
To measure CSR, we follow Mallin et al. (2014) adopting the CSR disclosure index incorporates 
items (Maali et al., 2006; Haniffa & Hudaib, 2007). To do so, we used 10 dimensions including 84 
items also includes items from AAOFI Standard No.7. In addition, we treated each item as 
a dummy variable, assigning a value of one if the item appeared in the annual reports/websites 
and zero otherwise. Thus, the index is equally weighted to prevent any potential scoring and 
scaling biases as presented in equation (2).

where CSRi is CSR index, ni is the number of items expected for bank i, and δiis a dummy variable 
which takes the value of 1 if the item is disclosed and 0 otherwise.

3.2.3. Moderator variables 
To examine the moderating role of governance practices, we constructed three governance indices. The 
first index is the SSB score which consists of five dimensions namely, number of SSB (dummy variable that 
takes 1 if the bank has one or more members of SSB and zero otherwise (SSBN)), educational qualification 
of SSB members (dummy variable that takes 1 if firms have an SSB member with a PhD and 0 otherwise 
(SSBEQ)), expertise of SSB (dummy variable that takes 1 if companies have an experienced SSB member 
and 0 otherwise (SSBEXP)), Reputation of SSB (dummy variable which is equal to 1 if bank have a member 
of the SSB who has knowledge and expertise in Islamic business law and 0 otherwise (SSBR)), and cross- 
members of SSB (dummy variable that takes 1 if firms have an SSB member with cross-members and 0 
otherwise (SSBCM)). To do this, we then combine these indicators using principal component analysis 
(PCA) approach. PCA aggregates the variables combined with each factor into a distinct composite score 
and avoids multicollinearity and reduces measurement error.

The second is CG index which is composed of four dimensions. Depending on data availability, 
we construct our governance score (GS) based on four internal governance indicators namely 
board size, board independent, CEO duality, and gender diversification (Koseoglu et al., 2021). To 

Table 1. Distribution of firms
Countries Number of IBs Number of 

observations
#%

Bahrain 15 144 37%

Kuwait 6 54 14%

Oman 3 27 7%

Qatar 6 54 14%

Saudi Arabia 4 36 9%

UAE 9 72 19%

Total 43 387 100%
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do this, we also combine these indicators using PCA approach. Table 1 summarize the definition of 
this indicators.

The third index is composed of institutional quality (IQI) is a composite measure. According to 
Kaufmann et2011 al. (2011), there are six dimensions of country governance namely Voice and 
Accountability (VA), Political Stability (PS), Government Quality (GE), Regulatory Quality (RQ), Rule of 
Law (ROL), and Control of Corruption (COC). Various sets of values were utilized to measure certain 
aspects such as the effectiveness of the government from 0 to 4, the quality of regulations and political 
stability from 0 to 12, and corruption, accountability, and rule of law from 0 to 6. Higher values 
represented more robust institutions. A higher score means better governance. Also, we employ PCA 
to combine these indicators. For these three governance indices, we normalize them (using the min- 
max normalization technique) assigned to each country on a scale of 0 to 1 to facilitate analysis.

3.2.4. Control variables 
In investigating the relationship between CSR and IBS, we control for several bank and country 
level variables. We follow previous studies (e.g., Anginer et al., 2014; Ali et al., 2023; Athari & Irani,  
2022; Athari & Bahreini, 2023; Athari et al., 2023; Fu et al., 2014; Khémiri et al., 2023; Saliba et al.,  
2023) in the literature to control for asset quality (AQ), bank efficiency (ME), bank age (AGE), bank 
size (SIZE), and liquidity (LIQ) in our study. For each bank, each year, we use the ratio of loan loss 
provisions to gross loans to measure asset quality (AQ), the cost to income ratio to measure the 
bank efficiency (ME), the logarithm of the number of years since bank creation to measure bank 
age (AGE), the logarithm of the total assets to calculate bank size (SIZE), and the ratio liquid assets 
to deposits and short term funding to measure liquidity (LIQ). To consider macroeconomic condi-
tions, we introduce in the model to be estimated growth rate of the GDP per capita (GDPG).

3.3. Econometric model
In this study, we investigate the non-linear relationship between CSR and IBS of IBs, as well as the 
moderating effect of GP on the CSR-IBS nexus. Specifically, we test the two hypotheses as 
mentioned earlier. The baseline model is developed to test our first hypothesis. Specifically, this 
model aims to examine the U-shaped relationship between CSR and IBS. To do this, we applied the 
estimated model can be formulated as follows:

Where IBScit is the Islamic bank stability for country c, firm i at time t, IBScit� 1 is one year lag of IBS, 
CSRcit is the CSR for country c, firm i at time t, CSR2

citis the square term of CSR examining the 
U-shaped relationship, Xcit is the vector of control variables, and εit is the error term.

To analysis the area of bank risk, several studies employed system GMM (e.g., Jiménez et al.,  
2013; Maghyereh et al., 2022; Maghyereh & Yamani, 2022). The use of system GMM has several 
advantages. First, system GMM can attenuate the problems of omitted variables, measurement 
errors, dynamic panel heterogeneity, and potential endogeneity due to any independent variables 
correlated with the error term. Second, it is effective when a panel has a smaller time dimension, 
such as ours, (T is equal to 9) compared to its cross-sectional dimension (N is equal to 43). 
However, the test for autocorrelation in the second order of AR (2) model did not show any 
significant results, indicating the absence of autocorrelation (Arellano & Bond, 1991). This implies 
that the lag structure of the model is appropriate and only one lag for the IBS variable is needed. 
To ensure the accuracy of the dynamic GMM estimation technique, suitable instruments were used, 
such as lagged values of t-1 and t-2 for the difference equation and a single lag for the level 
equation. The reliability of these instruments was evaluated using the Hansen J statistic of over- 
identifying restrictions, which indicates that the instruments used are reliable for the models.

The baseline model will be modified to investigate the moderating effects of GS on the CSR-IBS 
nexus testing second hypothesis. Specifically, in model (2) we add the interaction terms as follows:

Khémiri & Alsulami, Cogent Business & Management (2023), 10: 2260559                                                                                                                         
https://doi.org/10.1080/23311975.2023.2260559

Page 8 of 29



4. Findings and discussions

4.1. Statistical analyses
The Table 2 presents the descriptive statistics for all variables used in this study, covering both the 
dependent and independent variables across the 387 observations collected. The Z-score variable has 
a mean of 2.698, a standard deviation of 1.129, a minimum value of − 1.305, and a maximum value of 
5.141. This indicates that the Islamic banks in the GCC countries over the period 2012–2020 is relatively 
stable. Similarly, CSR variable has a mean of 0.258 and a standard deviation of 0.168, indicating that 
a relatively low level of CSR disclosure, although Islamic ethics is at the core of Islamic banking (Platonova 
et al., 2018). The GS variable has a mean of 0.603 and a standard deviation of 0. 201, suggesting that 
a quite level of GS. The SSB variable has a mean of 0.286 and a standard deviation of 0.197, indicating that 
a relatively low level of SSB. The IQI has a mean 0.467 and a standard deviation of 0.197, suggesting that 
a relatively low level of IQI. In terms of the control variables, they have a positive sign.

Figure 1 depicts the average IBS measured by the logarithm of Z-score and the average CSR 
disclosure of GCC countries over the study period from 2012 to 2020. From this figure, it can be 
observed that Islamic banks are characterized by a certain stability despite the slight decrease 
between the 2013–2020 period. However, CSR disclosure shows an upward trend over this period. 
This could be explained by Islamic banks’ awareness of the importance of CSR in improving their 
competitiveness, reputation, and financial stability.

Table 3 indicates that there is probably no issue with multicollinearity in the study’s empirical 
models because none of the correlation coefficients between the exogenous variables are higher 
than 0.80. If the correlation coefficients between the regressors are below 0.80, multicollinearity 
should not significantly affect the multiple regression analysis (Gujarati, 2004).

From Table 4, the result of variance inflation factor VIF is less than 10, suggesting that there is 
no multicollinearity among variables.

4.2. Baseline results
The objective of this subsection is to assess the U-shaped between CSR and FS of Islamic banks in 
the GCC region, using the two-step GMM estimator. The results of the J-Hansen test, presented in 

Table 2. Descriptive statistics
Variable Obs. Mean Std. Dev. Min Max
IBS 387 2.698 1.129 −1.305 5.141

CSR 387 0.258 0.168 0.010 0.829

GS 387 0.603 0.201 0 1

SSB 387 0.286 0.197 0 1

IQI 387 0.467 0.383 0 1

AQ 387 0.017 0.043 −0.059 0.456

ME 387 0.703 1.195 −5.909 15.000

LIQ 387 0.514 0.236 0.020 0.972

SIZE 387 3.638 0.870 1.124 5.097

AGE 387 2.784 0.834 0.693 3.970

GDPG 387 0.023 0.029 −0.058 0.090
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Table 5, indicate that the null hypothesis of instrumental variables is valid, which enhances the 
reliability of the estimator used. Additionally, the results of the AR (2) test confirm the absence 
of second-order correlation, further strengthening the validity of the estimator. These results allow 
us to affirm that the two-step GMM estimator is an appropriate choice for this study. Column 1 
reported the results of linear model; and column 2 reported the curvilinear model.

The coefficient of lagged IBS is significantly positive, suggesting that current IBS increases with 
an increase in IBS of the previous period. For every 10.0% increase in the IBS of the previous period, 
the current IBS of linear (column 1) and nonlinear (column 2) models increases by 6.0% and 1.8%, 
respectively. These results indicate that a decrease in previous IBS limits the growth of current IBS.

In addition, the result, reported in column 1 (Table 5), showed that the CSR has a significantly 
positive effect on IBS. Specifically, for 10.0% increase in CSR will lead to a 4.0% increase in IBS. This 
result can be explained by the fact that CSR can help to improve a bank’s reputation. A good 
reputation can make it easier for a bank to attract and retain customers, investors, and employees. 
This can help to reduce a bank’s risk of failure.

However, this result could be better apprehended by test the U-shaped relationship between CSR 
and IBS. The result reported in column 2 (Table 5) indicates that the coefficient of CSR quadratic 
term has a positive impact on IBS when the U-shaped curve is verified. However, simply obtaining 
a result is insufficient to validate the existence of the inverted U-shaped curve. To establish the 
curve’s validity, it is necessary to examine the lower and upper bounds of the relationship as well 
as the extreme point. For a U-shaped curve to be valid, the slope of the lower bound must be 
negative and significant, while the slope of the upper bound must be positive and significant (Lind 
& Mehlum, 2010). The extreme point must be positioned between the extreme values of the curve. 
According to Lind and Mehlum (2010), we used the test for the presence of a U-shaped (or inverse 
U-shaped) relationship over an interval. To do this, we used the “utest” command in STATA 17. This 
test identifies the method used and provides results based on the hypothesis test as to whether 
the relationship is decreasing at the beginning of the interval and increasing at the end, or vice 
versa. The result is reported in Table 6. All these conditions are met proving that the relationship 
between CSR and IBS is U-shaped and supporting hypothesis 1.

Banks on the left side of the curve in Figure 2 experience decreasing IBS as their CSR levels 
increase, while those on the right side of the curve witness an exponential increase in IBS as their 
CSR levels rise after the extreme point. Specifically, this correlation changes from negative to 
positive, indicating that as levels of CSR increase, levels of bank stability of GCC banks increase. 
Specifically, there is an optimal level of CSR, which is equal to 32.1%, below which the benefits for 

Figure 1. The IBS and CSR in 
GCC countries from 2012–2020.
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Islamic banks increase. In other words, if Islamic banks do not invest sufficiently in CSR practices 
up to a certain level, it may lead to a decrease in their financial stability. This finding supports the 
acceptance of agency theory. However, above this threshold, improving investment decisions in 
CSR practices leads to an increase in their stability. Gambetta et al. (2017) found that European 
banks with higher ESG scores are less risky than those with lower scores. From this result, it 
appears that levels of CSR in GCC banks are still on the rise. This result is consistent with the 
predictions of stakeholder theory. It aligns with the findings of Chollet and Sandwidi (2018), 
Ramzan et al. (2021) and Neitzert and Petras (2022).

As for the control variables, we observe that all coefficients of control variables are statistically 
significant, except for AGE. The asset quality, efficiency, size have a negative effect, but LIQ and 
GDPG have a positive impact.

4.3. Moderating effects
The previous results suggest the existence of a U-shaped relationship between CSR and IBS. 
However, as mentioned above, the good governance practices can be enhancing the IBS, but 
they remain weak due to the increasing levels of information asymmetry among the different 
stakeholders. To mitigate the problems of information asymmetry, it appears that a combination 
of CSR practices and governance is essential. This combination is likely to reduce risk and ensure 
financial stability. In this sub-section, we analyze the moderating effect of governance practices 
(SSB, SG, and IQI) on the CSR-IBS nexus.

The results presented in Table 7, which display the J-Hansen test outcomes, reveal that the null 
hypothesis of instrumental variables is valid. Furthermore, the results of the AR (2) test confirm the 
null hypothesis of a second-order correlation. Therefore, we can conclude that the system GMM 
estimator is a suitable technique for this study.

As for SSB moderating effect, we observe that the coefficient of the SSB variable has 
a significantly positive effect on IBS (column 1). For 10.0% increase in SSB will lead to a 4.0% 
increase in IBS. This negative effect indicates that the application of Islamic principles by SSB can 
generate conflicts of interest and increased agency costs. This may lead to a neglect of other 
aspects of bank operations, which can harm the interests of other stakeholders and negatively 
affect their financial stability. This result is in line with the predictions of the agency and stake-
holder theories.

Let us now turn to the analysis of the moderating effect of SSB on the CSR-FS nexus. It turns out 
that the non-linear relationship has been detected again, but its shape has changed from positive 
(CSR� GP) to negative (CSR2�GP), indicating the existence of an inverted U-shape (column 2). This 
result indicates that the application of Islamic governance prevents managers from taking on 
more risk and not over-investing in CSR, which can ensure their financial stability. Specifically, there 
exists an optimal threshold below which SSB positively moderates the relationship between CSR 
and IBS. In this case, the SSB helps to strengthen the confidence of investors and customers in 
Islamic banks by ensuring that CSR initiatives comply with Shariah principles. This finding is 
consistent with stakeholder theory. However, beyond this threshold, SSB negatively moderates 
the CSR-IBS nexus. This result reflects that over-investment in CSR activities can lead to high 
financial costs for Islamic banks, which could compromise their financial soundness, hence the 
validity of agency theory.

The result reported in column 3 indicates that the coefficient of the GS variable has 
a significantly negative effect on IBS. For 10.0% increase in GS will lead to a 3.1% increase in 
IBS. In addition, theCSR� GPvariable has a significantly positive effect, while the CSR2

�GP variable 
was significantly negative on IBS (column 4). This finding implies that managers are risk-averse, as 
evidenced by the continued demonstration of an inverted U-shaped relationship between CSR and 
IBS. The positive moderating effect of GS on the CSR-IBS nexus is economically explained by the 
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existence of a strong governance structure that enables banks to effectively implement clear CSR 
policies, which can help reduce costs associated with managing their brand image and improve 
stakeholder satisfaction. It can help maximize value for all stakeholders by encouraging banks to 
establish trusted relationships with their customers, investors, and communities, which in turn can 
help maintain the financial soundness of banks. However, the negative effect can be explained by 
the fact that even with a strong GS, excessive investment in CSR activities can generate financial 
risks. This can put pressure on banks’ profit margins and reduce their financial soundness. 
Therefore, there is a need to balance the benefits and costs of CSR.

As shown in Table 5, the results are like those found on the moderating effects of SSB and CG on 
CSR-IBS nexus. After introducing the interaction variables (CSRt� 2 � IQI;CSR2

t� 2 � IQI) into our 
regression model, we found that the coefficients of theCSRt� 2 � IQI variable became positive and 
statistically significant at the 1% level, while the coefficient of the CSR2

t� 2 � IQI variable was 
negative and significant at the 1% level. Statistically, this result reflects the existence of a non- 
linear (U-shaped) relationship between the different factors. From an economic perspective, this 
finding reveals that the improvement of governance at the country level encourages managers of 
Islamic banks to adopt and over-invest in CSR activities, which can improve their financial stability.

In this case, the positive moderating effect of IQI on the CSR-IBS nexus indicates that IQI in GCC 
countries is high. This can help Islamic banks to be more transparent and accountable in their 
business practices, including in CSR, which can improve their reputation and financial performance. 
It also helps them to attract more investment opportunities due to their strong reputation and 
adherence to strict corporate governance standards, which can facilitate access to the financial 
resources necessary to finance their CSR initiatives. This is likely to reduce risks and ensure more 
long-term financial stability. However, when a certain level is reached, excessive investment in CSR 
activities can harm the financial stability of Islamic banks even in the presence of high levels of 
regulation and supervision because excessive CSR practices can generate high costs for Islamic 
banks, which could compromise their financial soundness. In addition, the other control variables 
retained the same results obtained in the previous regressions.

4.4. Robustness check
To ensure the robustness of the empirical findings, five additional tests were carried out. First, we 
adopted two alternative measures of financial stability: global probability of insolvency (A_Z-score) 
and insolvency risk (ln (SDROA)). Following Yeyati and Micco (2007) and Fiordelisi & Mare (2014), 
we measure A_Z-score as: A Z � scorei;t ¼ μ ROAc;t

� �
þ CARi;t

�
σ ROAc;t
� �

; where μ ROAc;t
� �

present the 
average of the ROA within each individual country c in period t. To further reduce the impact of 
extreme values in the Z-score distribution, we employ the natural logarithm once again for 

Table 4. Results of variance inflation factor
Variable VIF 1/VIF
LIQ 1.63 0.613566

CSR 1.54 0.648264

SIZE 1.50 0.668798

SSB 1.37 0.729447

AGE 1.14 0.875179

AQ 1.13 0.883259

GDPG 1.13 0.884380

ME 1.12 0.891235

GS 1.12 0.891242

IQI 1.03 0.973265

Mean VIF 1.27

Khémiri & Alsulami, Cogent Business & Management (2023), 10: 2260559                                                                                                                         
https://doi.org/10.1080/23311975.2023.2260559                                                                                                                                                       

Page 13 of 29



Table 5. CSR and IBS: baseline results
(1) (2)

VARIABLES IBS IBS
L.IBS 0.606*** 0.185***

(0.041) (0.054)

CSR 0.404** −5.034***

(0.193) (1.516)

CSR2 7.833***

(2.124)

AQ −2.427*** −4.563***

(0.780) (1.365)

ME −0.036*** −0.065***

(0.008) (0.012)

LIQ 0.384** 1.064***

(0.178) (0.242)

SIZE −0.134** −0.308***

(0.054) (0.072)

AGE −0.004 −0.002

(0.066) (0.078)

GDPG 1.098 2.300**

(0.803) (0.961)

Constant 1.301*** 3.363***

(0.315) (0.430)

Observations 344 344

Number of banks 43 43

Number of instruments 28 28

AR (1) test (p-value) 0.007 0.009

AR (2) test (p-value) 0.138 0.120

Hansen test (p-value) 0.108 0.090

Notes: this table shows the outcomes of U-shaped relationship between FI and IBS using tow step system GMM 
(SGMM). AR (2) signifies the second-order serial correlation wherever its insignificant p-values showed that the 
data have no serial correlation problem. Hansen test is the test of over-identification where the insignificant p-values 
that all instruments are valid. Standard errors are displayed in parenthesis. ***, ** and * denote statistical significance 
at the 1%, 5% and 10% levels respectively. 

Table 6. Test for the U-shaped curve
Group Lower bound Upper bound
Interval 0 1

Slope −5.03*** 10.63***

(−3.32) (3.83)

Overall test
t-value 3.32 

0.001 
0.321p-value

Extreme point
Notes: t-values are in parentheses. **, *** denote significance at 5% and 1% levels respectively. 
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smoothing purposes. In addition, we employ the natural logarithm of standard deviation of ROA 
as second proxy of financial stability (i.e., insolvency risk (ln (SDROA)). The results reported in 
Table 8 are like those obtained from the main findings (Table 5).

Second, to better explore the impact of CSR and IBS, an alternative measure of CSR (CSRA) was 
used. To do so, we adopted the PCA method to construct the new index. Similar results to those 
found in previous regressions were found regarding the U-shaped relationship between CSR and 
IBS (see, Table 9). In addition, the moderating effects of governance (SSB, GS, and IQI) and other 
control variables on IBS are significant. They also led to similar results as those observed in 
previous regressions (Table 5).

Third, we analyzed the moderating effect of SSB on the SSB-IBS nexus using each SSB compo-
nent as a moderating variable. The results reported in Table 10 shows the existence of an inverted 
U-shaped relationship between all interaction terms of the five components of SSB and CSR 
and IBS.

Fourth, we employed each GS component as a moderating variable to analysis the moderat-
ing effect of GS on the CSR-IBS. The results reported in Table 11 exhibit the same results proven 
in Table 8 indicating the existence of a U-shaped relationship between four components 
(GENDER, INDEP, com_audit, and com_risk) on IBS. However, Board size exerts an inverted 
U-shaped relationship on the IBS, suggesting that managers in Islamic banks are risk- 
conscious (see column (1)).

Fifth, we used each IQI component as a moderating variable to analysis the moderating effect of 
IQI on the CSR-IBS. The results reported in Table 12 are like those obtained from the main findings 
(Table 7).

Sixth, we use the Two-Stage Least Squares (2SLS) method to check the effect of endogeneity. 
The results reported in Table 13 are like those obtained from the main findings (Table 5).

5. Conclusion
This study attempts to examine the nonlinear relationship between CSR and IBS. To do so, we used 
the system GMM method. The findings show that there is a U-shaped relationship between CSR and 
IBS. This means that when CSR is low (high), the bank stability is limited (significant) due to the 
absence (presence) of investment in CSR practices. However, at an optimal level, when CSR 
increases (decreases), Islamic banks can improve (worsen) investment decisions in CSR practices, 
which can lead to an enhance (decrease) in their financial stability. These findings approve 

 

Figure 2. The U-shaped rela-
tionship between CSR and IBS.
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hypothesis H1, and the agency and stakeholder theories are partially accepted as they predict the 
existence of an optimal level of CSR. Previous IBS, financial and macroeconomic factors are also 
considered significant. In addition, the findings also found that there is a moderating effect of GP 
(SSB, GS, and IQI) on the CSR-IBS nexus, which confirms hypothesis 2.

Table 7. The moderating effects of GP on CSR-IBS nexus
Dependent 
variable: IBS

(1) (2) (3) (4) (5) (6)

VARIABLES Moderated by SSB Moderated by GS Moderated by IQI
L.IBS 0.272*** 0.277*** 0.531*** 0.562*** 0.339*** 0.340***

(0.032) (0.032) (0.033) (0.027) (0.040) (0.029)

CSR 0.879*** −4.612*** −1.095* −1.415*** −1.659* −0.923***

(0.223) (1.308) (0.615) (0.345) (0.901) (0.241)

CSR2 6.695*** 2.507*** 1.706*** 2.932*** 2.003***

(1.507) (0.631) (0.403) (0.917) (0.160)

GP −0.780* −1.875** −0.308*** −0.252*** −0.122*** −0.121***

(0.426) (0.771) (0.067) (0.074) (0.021) (0.032)

CSR x GP 1.533*** 11.452*** 0.678*** 1.076*** 0.425*** 0.600***

(0.507) (2.984) (0.129) (0.325) (0.068) (0.168)

CSR2 x GP −11.328*** −1.151*** −0.397**

(2.743) (0.326) (0.173)

AQ −3.476*** −3.140*** −2.728*** −3.046*** −3.296*** −3.687***

(0.901) (1.063) (0.466) (0.281) (0.769) (0.512)

ME −0.037*** −0.049*** −0.042*** −0.038*** −0.052*** −0.046***

(0.006) (0.006) (0.006) (0.005) (0.008) (0.006)

LIQ 0.533*** 0.766*** 0.747*** 0.650*** 0.823*** 0.761***

(0.186) (0.207) (0.164) (0.091) (0.191) (0.156)

SIZE −0.268*** −0.294*** −0.245*** −0.159*** −0.248*** −0.246***

(0.047) (0.051) (0.050) (0.033) (0.052) (0.044)

AGE −0.098 −0.040 −0.024 −0.042 0.004 −0.026

(0.061) (0.063) (0.058) (0.044) (0.077) (0.061)

GDPG 2.101*** 2.047*** 1.892*** 0.190 2.254*** 2.189***

(0.562) (0.662) (0.622) (0.393) (0.692) (0.668)

Constant 2.762*** 3.277*** 1.885*** 1.800*** 2.468*** 2.461***

(0.303) (0.421) (0.324) (0.243) (0.405) (0.344)

Observations 344 344 344 344 344 344

Number of banks 43 43 43 43 43 43

Number of 
instruments

40 40 40 40 40 42

AR (1) test 
(p-value)

0.021 0.023 0.004 0.007 0.013 0.015

AR (2) test 
(p-value)

0.164 0.415 0.730 0.332 0.403 0.348

Hansen test 
(p-value)

0.155 0.248 0.183 0.582 0.320 0.582

Notes: this table shows the outcomes of the moderating effects of GP on CSR-IBS nexus using two step system GMM 
(SGMM). AR (2) signifies the second-order serial correlation wherever its insignificant p-values showed that the data 
have no serial correlation problem. Hansen test is the test of over-identification where the insignificant p-values that 
all instruments are valid. Standard errors are displayed in parenthesis. ***, ** and * denote statistical significance at 
the 1%, 5% and 10% levels respectively. GP indicates the governance practices (SSB, GS, and IQI). 
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Table 9. Alternative measure of CSR
(1) (2) (3) (4)

Nonlinear Moderated by 
SSB

Moderated by GS Moderated by 
IQI

VARIABLES IBS IBS IBS IBS
L.IBS 0.185*** 0.116** 0.846*** 0.850***

(0.054) (0.050) (0.025) (0.047)

CSRA −0.081* −0.437*** −0.053*** −0.027***

(0.043) (0.144) (0.011) (0.008)

CSRA2 0.068*** 0.170*** 0.012*** 0.015***

(0.018) (0.054) (0.003) (0.001)

GP −0.664 −0.043*** 0.011**

(1.141) (0.012) (0.004)

CSR X GP 1.474** 0.041*** 0.011***

(0.608) (0.008) (0.002)

CSR2 X GP −0.298** −0.011*** −0.003***

(0.131) (0.003) (0.001)

AQ −4.563*** −2.274 −1.219 −1.302***

(1.365) (1.770) (1.009) (0.444)

ME −0.065*** −0.103*** −0.033*** −0.034***

(0.012) (0.021) (0.006) (0.006)

LIQ 1.064*** 0.651 0.373*** 0.373***

(0.242) (0.398) (0.087) (0.106)

SIZE −0.308*** −0.418*** −0.158*** −0.164***

(0.072) (0.133) (0.024) (0.026)

AGE −0.002 0.171 0.040 0.038

(0.078) (0.132) (0.030) (0.027)

GDPG 2.300** 2.096 0.209 0.904***

(0.961) (1.417) (0.399) (0.277)

Constant 2.579*** 2.865*** 0.603*** 0.617***

(0.356) (0.692) (0.195) (0.190)

Observations 344 344 344 344

Number of banks 43 43 43 43

Number of 
instruments

28 28 39 43

AR (1) test (p-value) 0.041 0.051 0.007 0.009

AR (2) test (p-value) 0.443 0.572 0.217 0.168

Hansen test 
(p-value)

0.093 0.217 0.873 0.965

Notes: this table shows the outcomes of the alternative CSR on IBS using tow step system GMM (SGMM). AR (2) 
signifies the second-order serial correlation wherever its insignificant p-values showed that the data have no serial 
correlation problem. Hansen test is the test of over-identification where the insignificant p-values that all instruments 
are valid. Standard errors are displayed in parenthesis. ***, ** and * denote statistical significance at the 1%, 5% and 
10% levels respectively. GP indicates the governance practices (SSB, GS, and IQI). 
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Table 10. Decomposition of SSB
Dependent 
variable: IBS

(1) (2) (3) (4) (5)

VARIABLES NB NM SSBM SSBME PHD
L.FS 0.282*** 0.868*** 0.934*** 0.503*** 0.851***

(0.031) (0.028) (0.029) (0.031) (0.021)

CSR −10.646*** −1.241*** −2.006*** −5.033*** −4.301***

(3.624) (0.278) (0.527) (1.231) (0.869)

CSR2 10.841*** 1.589*** 2.001*** 8.450*** 5.849***

(3.357) (0.406) (0.504) (2.346) (1.207)

SSB −0.401 −0.005 −0.664 −0.273 −0.077*

(0.253) (0.004) (0.583) (0.312) (0.042)

CSR X SSB 4.103*** 0.211*** 6.229** 7.291*** 1.134***

(1.434) (0.064) (2.926) (1.465) (0.286)

CSR2 X SSB −3.996*** −0.224*** −7.789** −9.222*** −1.488***

(1.277) (0.069) (3.095) (2.186) (0.370)

AQ −3.696*** −1.442*** −1.188*** −3.916*** −1.590***

(1.222) (0.195) (0.369) (0.927) (0.187)

ME −0.037*** −0.039*** −0.041*** −0.034*** −0.027***

(0.012) (0.004) (0.004) (0.012) (0.004)

LIQ 0.214 −0.066 0.236*** 0.515*** 0.083

(0.298) (0.099) (0.075) (0.159) (0.054)

SIZE −0.181** −0.103*** −0.106*** −0.208*** −0.082***

(0.079) (0.021) (0.020) (0.062) (0.021)

AGE 0.101 0.092*** 0.100*** 0.100 0.114***

(0.121) (0.023) (0.026) (0.077) (0.017)

GDPG 1.911* 1.068* 0.029 2.227*** 1.081***

(1.126) (0.531) (0.519) (0.731) (0.376)

Constant 2.922*** 0.551*** 0.468*** 1.800*** 0.667***

(0.496) (0.149) (0.142) (0.365) (0.196)

Observations 344 344 344 344 344

Number of 
banks

43 43 43 43 43

Number of 
instruments

40 43 43 38 43

AR (1) test 
(p-value)

0.035 0.009 0.009 0.007 0.010

AR (2) test 
(p-value)

0.175 0.057 0.201 0.262 0.114

Hansen test 
(p-value)

0.645 0.248 0.557 0.085 0.332

Notes: this table shows the outcomes of the moderating effect of decomposition od SSB on CSR-IBS nexus using tow 
step system GMM (SGMM). AR (2) signifies the second-order serial correlation wherever its insignificant p-values 
showed that the data have no serial correlation problem. Hansen test is the test of over-identification where the 
insignificant p-values that all instruments are valid. Standard errors are displayed in parenthesis. ***, ** and * denote 
statistical significance at the 1%, 5% and 10% levels respectively. 
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Table 11. Decomposition of governance structure
Dependent 
variable: 
IBS

(1) (2) (3) (4) (5) (6)

VARIABLES Board size Duality Gender Indep Com_audit Com_risk
L.FS 0.582*** 0.269*** 0.527*** 0.294*** 0.560*** 0.571***

(0.043) (0.052) (0.029) (0.037) (0.028) (0.019)

CSR 17.394*** −4.328*** −1.851** −6.885*** −25.109*** −2.307**

(5.892) (1.594) (0.761) (1.372) (7.726) (1.017)

CSR2 −21.528*** 6.220*** 3.115** 7.518*** 42.121*** 2.697***

(7.596) (2.297) (1.246) (1.214) (14.869) (0.896)

GS 0.271** −0.613 −2.585*** −0.285*** −2.478*** −0.565***

(0.118) (1.309) (0.468) (0.064) (0.546) (0.200)

CSR X GS −1.873*** 5.194 13.972*** 1.772*** 24.032*** 2.186**

(0.607) (8.106) (2.965) (0.363) (7.700) (1.041)

CSR2 X GS 2.264*** −5.758 −20.550*** −1.630*** −39.922** −2.085**

(0.754) (10.606) (4.840) (0.318) (14.829) (0.997)

AQ −2.378*** −3.430*** −2.046*** −3.012*** −1.989*** −3.153***

(0.832) (1.232) (0.424) (0.670) (0.726) (0.297)

ME −0.033*** −0.060*** −0.053*** −0.022*** −0.043*** −0.034***

(0.006) (0.011) (0.007) (0.007) (0.005) (0.004)

LIQ 0.518*** 1.068*** 0.785*** 0.534*** 0.441*** 0.344***

(0.185) (0.187) (0.194) (0.186) (0.095) (0.091)

SIZE −0.126** −0.232*** −0.243*** −0.133** −0.161*** −0.155***

(0.050) (0.068) (0.043) (0.059) (0.042) (0.031)

AGE 0.012 −0.029 0.016 0.065 0.000 −0.005

(0.049) (0.074) (0.045) (0.078) (0.051) (0.047)

GDPG 1.280** 1.927** 2.474*** 1.874* 1.515*** 1.183***

(0.592) (0.855) (0.711) (0.964) (0.457) (0.263)

Constant −1.121 2.914*** 1.919*** 2.858*** 4.127*** 2.089***

(1.172) (0.467) (0.255) (0.313) (0.702) (0.316)

Observations 344 344 344 344 344 344

Number of 
banks

43 43 43 43 43 43

Number of 
instruments

36 36 43 43 43 43

AR (1) test 
(p-value)

0.007 0.011 0.004 0.024 0.011 0.007

AR (2) test 
(p-value)

0.131 0.363 0.218 0.068 0.461 0.215

Hansen test 
(p-value)

0.265 0.193 0.429 0.486 0.627 0.400

Notes: this table shows the outcomes of the moderating effect of decomposition od GS on CSR-IBS nexus using tow 
step system GMM (SGMM). AR (2) signifies the second-order serial correlation wherever its insignificant p-values 
showed that the data have no serial correlation problem. Hansen test is the test of over-identification where the 
insignificant p-values that all instruments are valid. Standard errors are displayed in parenthesis. ***, ** and * denote 
statistical significance at the 1%, 5% and 10% levels respectively. 
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To the best of our knowledge, our study is the first to provide evidence that GP exerts 
a moderating effect on CSR-IBS nexus. Our findings complement the recent literature on the 
issue of IBS determination and have important implications for managers, policymakers, and 
stakeholders’ perspectives of GCC Islamic banks. Managers of Islamic banks in GCC countries 
should prioritize CSR activities that are aligned with their core business objectives, such as 
supporting sustainable and ethical financing. This can help enhance the bank’s reputation and 
promote customer loyalty, which ultimately contributes to the bank’s stability. In addition, they 
should establish a balanced approach to CSR activities, avoiding excessive spending on CSR 
initiatives that may negatively impact their financial stability. The U-shaped relationship suggests 
that there is an optimal level of CSR spending that maximizes the bank’s stability, and managers 
should strive to find this balance. Policymakers in GCC countries should encourage Islamic banks to 
engage in CSR activities that align with national development goals, such as promoting financial 
inclusion and supporting small and medium-sized enterprises (SMEs). This can help enhance the 
social and economic impact of Islamic banks, while also promoting their stability. In addition, they 
should consider incorporating CSR metrics into their supervisory framework, to incentivize Islamic 
banks to engage in socially responsible practices. This can help promote transparency and 
accountability, while also improving banking stability. Finally, policymakers should encourage 
practices and governance standards specific to Islamic banks, to promote best practice and 
reinforce their stability. This can help ensure that banks operate responsibly and sustainably, 
ultimately contributing to the banking stability. Finally, the results obtained have implications for 

Table 13. 2SLS results
(1)

VARIABLES IBS
CSR −4.095***

(0.908)

CSR2 4.692***

(1.061)

AQ −4.566***

(1.324)

ME −0.0476

(0.0472)

LIQ 1.460***

(0.291)

SIZE −0.180**

(0.0754)

AGE −0.0998

(0.0666)

GDPG 2.850

(1.945)

Constant 3.507***

(0.357)

Observations 387

Number of banks 43

Centered R2 0.141

Uncentered R2 0.872

Sargan test (p-value) 0.245

Notes: this table shows the outcomes of the moderating effect of decomposition of IQI on CSR-IBS nexus using 2SLS 
method. Standard errors are displayed in parenthesis. ***, ** and * denote statistical significance at the 1%, 5% and 
10% levels respectively. 
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the various stakeholders of the Islamic bank. The optimal level of CSR that maximizes the stability 
of Islamic banks may depend on various factors such as the size, type, location, and culture of the 
bank, as well as the preferences, values, and expectations of its stakeholders. Therefore, it is 
important to develop the implications from the stakeholders’ perspective such as customers, 
investors, regulators, and employees. Customers may prefer to deal with Islamic banks that 
have a moderate level of CSR, as they may perceive them as more trustworthy, ethical, and 
socially responsible. Investors may also favor Islamic banks that have a moderate level of CSR, 
as they can expect higher returns, lower risks, and a better reputation from these banks. 
Regulators can encourage Islamic banks to adopt a moderate level of CSR, as this can enhance 
the stability and resilience of the Islamic banking sector. Employees can be motivated and satisfied 
to work in Islamic banks that have a moderate level of CSR, as they can feel proud, valued, and 
respected by their employers.

This study has certain limitations that open many possibilities for future research. To ensure the 
applicability of the results, future studies should be broader in scope and include other Islamic 
banks operating in other countries. In addition, future research could focus on other econometric 
methods namely threshold models to determine the optimal threshold. Furthermore, as our 
sample is limited to Islamic banks, we invite researchers to conduct a comparative study between 
Islamic and conventional banks. Finally, this research on the financial stability of Islamic banks 
reflects the context of GCC countries. We encourage researchers to continue their research by 
examining other regions (e.g., Middle East region) and conducting comparative analyses.
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Appendix

Bahrain ABC Islamic Bank; Ahli united bank; Al Baraka Banking Group; Al Baraka Islamic Bank; Al Khalij 
Commercial Bank; Al Salam Bank Bahrain; Bahrain Islamic Bank; Bank Alkhair; Citi Islamic 
investment bank; First energy bank; GFH Financial Group; International Investment Bank; Kuwait 
Finance House; Liquidity Management Centre; Seera investment bank; Venture capital bank

Kuwait Ahli United Bank; Boubyan Bank; Gulf Investment House; Kuwait Finance House; Kuwait 
international bank; Warba bank

Oman Alizz Islamic Bank; Bank Nizwa SAOG; Sohar Islamic Bank

Qatar Dukhan Bank; Masraf Al Rayan; Qinvest bank; Qatar First Bank; Qatar International Islamic Bank; 
Qatar Islamic bank

Saudi 
Arabia

Al Rajhi Banking and Investment Corporation; Alinma bank; Bank al jazira; Bank albilad

UAE Abu Dhabi Islamic Bank; Al Hilal Bank; Ajman Bank; Dubai Islamic Bank; Emirates Islamic Bank; 
Mashreq bank; Union National Bank; Sharjah Islamic Bank
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