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ABSTRACT--- Credit supply in the market is crucial in order 

to ensure sustainable real production can survive in the market 

as well as to strengthen economic activity. Therefore, it is not 

surprising that when the financial crisis occurred in 2008 to 

2009, policymakers continued to use a variety of mechanisms 

such that banks could continue to maintain their credit supply. 

Nevertheless, risk sharing based on the business model that was 

adopted by Islamic banks displayed different behaviour from the 

conventional banks. Based on prior studies, the stability of 

financing growth by Islamic banks as compared to lending 

growth of conventional banks showed the model used by Islamic 

banks was more capable of effectively withstanding the financial 

crisis. Therefore, research into the quality of lending and 

financing is important to understand the growth of bank lending 

and financing behaviour in the market. Hence, the main 

objective of this study is to review the effect of ownership 

structure, bank capital and bank lending including financing 

behaviour in Islamic versus conventional banks. In addition, this 

study proposes a conceptual framework to further comprehend 

the decisions made in undertaking ownership structure, bank 

capital and lending in the dual banking system..  

 

Keywords: Bank Lending; Ownership Structure; Bank 

Capital; Islamic banks; Conventional banks. 

I. INTRODUCTION 

Over the last few years, state governments, especially the 

central bank, and regulators have taken proactive and 

serious action to improve supervisory efficiencies and 

expand the level of financial intermediaries [1]. This action 

was taken to empower a more resilient financial system to 

protect financial institutions from experiencing financial 

shock. Strengthening capital, increasing liquidity, and 

engaging in the real economy is a strategy used by financial 

institutions to enhance the capabilities of banks [2]. The 

global financial crisis concentrated attention on the 

important role of the banks as a money supply to stabilise 

the financial flow in the market. The global financial crisis 

that took place in 2008 to 2009 had a huge impact on the 

global economy under such economic pressures [3]. The 

result of this situation indicated that there is a weakness in 

the existing global financial system where well-established 

banks have also been affected and in some cases have 

become bankrupt. Furthermore, the increase in the default 
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risk in banks made the problem even more serious [4]. This 

eventually indicated the fragility of regulation and 

supervision which stood as the crucial point leading to the 

crisis [5],[6]. Practicing Shariah compliance supervised by a 

Shariah Supervisory Board (SSB) in every business 

operation, allowed Islamic banks to reduce any risks 

involved, including reducing credit risk during the financial 

crisis [7]. Therefore, bankers and financial experts found 

that the Islamic finance system was the best alternative to 

solving this problem where Islamic banks continued to 

maintain their stability and resilience during the financial 

crisis [8],[9]. 

Past studies have found that the political pattern of a 

country affects the stability of the economy [10],[11],[12]. 

Therefore, it can be assumed that the government of each 

country has an influence on the activities of government-

owned entities including government-owned banks. Lending 

provided by banks can be used as investment capital to 

engage in the real economy. However, lending by these 

banks stems from the existing capital adequacy to protect 

the banks from the occurrence of credit risk [13]. Hence, 

bank lending is one of the important global issues, where it 

plays a crucial function not only for corporate business but 

also for the development of the economy in general [14]. 

Lending is a financial source that can mitigate the burden of 

financial difficulties faced, especially for small and medium 

sized firms that often experience difficulty in obtaining 

credit. Lending provided by the banks is vital to enable 

firms to run their projects and this activity can improve the 

economic development of the country in general [15]. 

Therefore, lending provided by government-owned banks or 

foreign-owned banks serves as an important tool to address 

the problem of credit shortage in the market as well as to 

improve the economy of the country.  

The bank ownership structure is determined by the 

percentage share of ownership either owned by the 

government or foreign ownership. This ownership has a 

different impact and influence on bank lending behaviour 

whether before or during the financial shock. Government-

owned banks play an important role in economic stability 

and recovery during the global financial crisis [11]. By the 

government holding majority shares in the banks, it makes it 

easier for the government to implement policies and 

regulations to mitigate an economic downturn. Numerous 

studies have highlighted government-owned banks 

increasing their total loans during the crisis in order to  
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stabilise the economy [11],[16]. The increase in bank 

lending during a crisis is important to ensure the credit 

supply in the market is sufficient for financing potential 

projects as well as improving the economy. However, there 

is an argument concerning the efficiency and integrity of 

government-owned banks, especially related to the 

distribution of financial resources. The ‘political view’ says 

that politicians use government-owned banks as a tool for 

their own benefit [17]. This action has resulted in resource 

misallocation (giving bribes to the voters) and inefficiencies 

in the economy [18]. In addition, criticism has been made of 

foreign bank access to host countries where foreign-owned 

banks can weaken the stability of domestic owned banks. 

Fierce competition between these two types of bank can 

reduce the number of customers and reduce the profitability 

of local banks. However, both banks' ownership is very 

important to ensure that the credit supply in the market is 

sufficient to serve as an alternative source to cover the 

financial difficulties faced. 

Therefore, the purpose of this study is to review the 

changes in bank ownership and its impact on the ownership 

structure between the domestic and foreign banks 

(government-owned banks) and the foreign-owned banks 

with regard to Islamic banks and conventional banks. 

II. LITERATURE REVIEW 

This study began with the background of Islamic banking 

to determine the emphasis of the theory used as a tool for 

contributing to stability and to review the comparative 

arguments of conventional banks. 

A. Islamic Banking 

The swift development and growth of Islamic banking 

over recent years has become a vital part of the financial 

system in most countries as shown in Fig 1. The expansion 

of Islamic Financial Institutions (IFIs) assets during the 

global financial crisis has grown significantly higher in 2011 

at 19 % and 21 % in 2012 as compared to less than 10 % for 

conventional banking [19]. The necessity for Islamic 

banking has strengthened especially after the global 

financial collapse that took place during the financial crisis. 

The crisis has proven the fragility of the interest-based debt 

regime practiced by the conventional banking system. 

Instead, the emergence of Islamic banking has been seen to 

be more stable and resilient. The concept of profit-loss 

sharing (PLS) practiced by Islamic banking in its deposit 

products allowed the Islamic banks to survive during the 

financial crisis [20],[8],[21]. The interest-based approach 

adopted by the conventional banking system can be seen as 

an injustice as it allows the financier to earn interest without 

engaging in any actual productive activities. 

According to the recent meaning of 'Islamic banking' as 

mentioned within the financing and funding system this is 

based on Islamic law (Shariah) and the principles of Islamic 

jurisprudence (Fiqh) [22]. The prohibition of interest (riba’), 

uncertainty (gharar), and gambling (mysir) are the key 

features of the Islamic banking operation where all the 

transactions must be involved in real activities [23]. 

Shariah, which is Islamic law, is the backbone of a PLS 

business model which distinguishes between the Islamic 

banking system and the conventional banking systems. 

Therefore, in order to demonstrate their compliance with 

Shariah principles, Islamic banking ensures that all activities 

are carried out based on the PLS and are involved in real 

sector linkage. 

The uniqueness of the Islamic capital structure [24] can 

be seen through two fundamental aspects: the conventional 

debt restriction in the form of a new liability, namely the 

existence of the Profit Sharing Investment Account (PSIA) 

which is fundamental to PLS. This fundamental emphasises 

risk and profit sharing between contracting parties [25]. In 

other words, both parties are involved and responsible for 

the contract made. Therefore, the profits earned from PSIA 

will be shared in accordance with the accepted ratio. The 

bank as a corporate body is always cautious and efficient in 

managing its investment to provide stable returns and 

profitability for its depositors. 

B. Ownership Structure  

Ownership essentially relates to a package of privileges 

and it can be private or public. Montias, 1976 on the 

structure of economic systems in Yale University press, 

expresses ‘ownership’ as the right of an individual to control 

his possessions exclusively and attempt to influence the 

actions and decisions of an object or service either to use it 

or to dispose of it for personal purposes [26]. Rights 

comprise the right to own, to influence, to employ, to 

eliminate others, to secure income, to protection, and to 

receive recompense if damaged. On a wider scope, the 

ownership structure refers to  

the percentage of shares owned by individuals, 

government, and private investors in one organisation 

[27],[12]. [28] classified two types of ownership for a wider 

range, namely foreign ownership and domestic ownership. 

Therefore, the largest ownership shareholding will have the 

right to make decisions and rules within a firm. Usually, 

private ownership of a domestic bank is formed through a 

joint venture between local banks and foreign banks where 

the former has a greater ownership and it is able to control 

entities. Large domestic private banks are generally allowed 

to take part in foreign exchange while private-small 

domestic banks are not permitted to employ foreign 

exchange to avoid the effects of different bank efficiencies, 

whereas government-owned banks are owned by the federal 

government or local government. 

The ownership structure is important to determine the 

power control over a firm as well as to determine the pattern 

of governance and behaviour of a firm [29]. In the context 

of banking institutions, the most common ownership is 

classified by two ownership types, namely 1) a 

domestic-owned bank which focuses on a government-

owned bank and, 2) a foreign-owned bank which has an 

ownership of share of 50 % or more by a government or 

foreign investor [30]. These two types of possession play 

different roles such as in a government-owned bank which is 

responsible to promote the recovery and stability of the 

economy especially during a financial crisis by providing 

resources and also helping to boost economic development  
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[10],[11],[16]. On the other hand, a foreign-owned bank can 

supply capital, technical skill, product innovation (mostly in 

developing countries) and improve the efficiency of the 

banking sector [32]. Hence, the ownership structure of the 

bank is important to ensure sufficient supply of credit in the 

market and the role of each type of bank can be used 

properly especially during a global financial crisis. 

C. Trend and competition in Ownership structure  

The presence of bank ownership as either a domestic-

owned bank or a foreign-owned bank affects each other. 

Previously, the ownership structure of the banking sector in 

developing countries indicated a rise in the contribution of 

foreign-owned banks, although there was a drop in 

government-owned banks. The share of bank assets held by 

foreign banks in developing countries increased from 16 % 

in 1995 to 50 % in 2008, whereas the government bank 

ownership declined from 40 % to 17 % between 1995 and 

2008
1
. In contrast, the share of assets held by foreign-owned 

banks in developed countries increased from 15 % to 43 % 

whereas the government-owned banks declined 36 % to 

10 % between 1995 and 2008. The increase in foreign bank 

contribution in the banking industry was inspired by the 

collective indication that the presence of foreign banks 

would provide various benefits for developing countries, 

particularly with respect to competition and productivity 

[32],[33]. In addition, countries with a higher level of 

foreign bank penetration experienced lower credit growth 

during the crisis [34][35]. This indicated that the 2008 

financial crisis was not only causing a bad time in the U.S. 

as a crisis originator, but also in those countries with a high 

level of foreign bank penetration.   

However, the reduction of the shared assets by foreign 

banks was moderate and temporary. In 2012 to 2013 the 

share of assets by foreign banks rebounded and improved 

mainly in European and Middle Eastern countries. Foreign-

owned banks nowadays are the leading player in the banking 

systems around the world as shown in Fig. 2.1, as compared 

to government-owned banks that only became key players in 

several countries as shown in Fig. 2.2. 

D.  Capital Growth and Bank Lending  

Other than the ownership structure, bank capital also has 

an influence on bank lending behaviour during such a crisis. 

References [36],[37] highlighted that banks that had a large 

amount of Tier1 and Tier 2 capital and deposits were able to 

survive during the financial crisis. Moreover, according to 

the rules set out under Basel I, each bank is required to hold 

8 % of the Tier1 capital against the total risk-weighted 

assets. However, in Basel II, the capital regulation allowed 

banks to reduce their capital requirement against assets on 

their balance sheet (e.g. triple A rating of the securitised 

mortgage). Due to capital inadequacy, many of the financial 

institutions did not have enough of a financial cushion to 

support the losses from the loan defaults. Thus, banks had to 

cut their lending supply due to a liquidity shortage. From 

another aspect, [37] found that a bank with a strong balance 

sheet could reduce their lending during a crisis. This implied 

that banks with better access to deposits and/or less 

dependence on wholesale funding may survive during an 

                                                           
 

economic downturn [33],[37],[38]. Other than that, short-

term wholesale funding has been found to be a key 

determinant in prompting systematic risk. The usage of 

wholesale funding is good for a bank as a core deposit 

supplement [38]. All in all, capital quality is highly 

dependent on the risk-taking behaviour and credit decisions 

of a bank. However, each bank has its own principles and 

strategies to deal with this issue. 

III. CONCEPTUAL FRAMEWORK 

The conceptual framework of this study has been 

developed based on the discussion in Section II above. 

Generally, bank lending growth are influenced by the 

ownership structure and capital growth. Ownership structure 

is classified into two types, namely domestic-owned 

(government-owned bank) banks and foreign-owned banks 

whereas capital divided by two types; Tier 1 and Tier 2. 

Each of these types of bank plays  

an important role in improving the economic 

development of the country. Therefore, both of these factors 

are important to ensure the credit supply in the market flows 

smoothly. The con eptual framework of this study is shown 

in Fig. 3. 

 
Fig. 3: Conceptual framework 

Ownership structure, bank capital and lending/financing 

behaviour of dual banking systems 

IV. CONCLUSION AND FUTURE RESEARCH 

This study discusses the relationship of the ownership 

structure, bank capital and bank lending/financing in 

banking institutions. Bank behaviour usually varies 

depending on the lending undertaking which depends on the 

funding structure of the bank especially during liquidity-

shock periods [38]. Likewise, reference [39] stressed that 

typically a financial crisis reduces the supply of lending 

resources in the market which limits the ability of firms to 

borrow. The global financial crisis that took place as a result 

of the worldwide financial downturn of interest-based 

systems has proven the fragility of the applied financial 

system which is now seen as inefficient and not protected 

from the onset of losses. However, Islamic banks appear to 

be stable and resilient and are found to practicing a profit-

loss-sharing system. As this paper is a conceptual paper, 

then future studies can be expanded by including empirical 

data for both Islamic banks and conventional banks in which 

the result can be compiled in a cross-country big data set. 

Such empirical data could be used to validate the proposed 

conceptual framework to determine the extent to which  
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ownership structure affects bank lending and capital growth 

for the given three sets of data i.e. before the crisis, during 

the crisis, and after the crisis 

V. APPENDIX 

 
Fig. 1: The share of Islamic Banking in Total Banking 

Assets by Jurisdiction (2016) 

Source: Islamic Financial Services Board, (2017). 

 

 
Figure 2.1 Share of assets owned by foreign banks, 

2012 to 2013 

Sources: Bank Regulation and Supervision surveys 

(World Bank). 

 

 
Fig 2.2 Share of assets owned by government banks, 

2010 

Sources: Bank Regulation and Supervision surveys 

(World Bank); [40]  
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