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Highlights 

 We compare the lending/financing behavior of conventional versus Islamic bankings; 

  During the Global Financial Crisis, Tier 1 capital serves as a buffer against banking losses; 

 Conventional and Islamic banks demonstrate different lending/financing behavior; 

 Islamic banks require a regulatory framework particular to their specific  funding structure. 

 

Abstract 

As a “novel” business model based on risk-sharing, Islamic banking largely differs from the 

risk-based conventional banking model. We investigate whether the quality of bank capital 

affects bank lending and financing in Islamic versus conventional banks, using 123 banks 

operating in 10 Middle Eastern and Asia countries. This particular sample period helps highlight 

the effects of the 2008 Global Financial Crisis and differentiate between bad time intervals and 

good ones. A distinction is established between Tier 1 bank capital and Tier 2 bank capital, 

respectively standing for high loss-absorbing capacity versus low loss-absorbing capacity. We 

find that high-quality capital help significantly in providing banks with enough soundness and 

strength enabling them to effectively withstand financial crises. Additionally, results prove that 

Islamic and conventional banks display different behaviours. Even though Tier 1 capital serves 

as a buffer in Islamic banks, it is proved to act as an incentive device in conventional banks. 

JEL classification: G21, G20, G28, E52 
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