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ARTICLE INFO ABSTRACT
Keywords: Indonesia has adopted a dual banking system in which both conventional and Islamic banks
SEE::'“M operate. Most of the sharia-based banks, however, are still operating Islamic windows within their
Is ic

conventional entity. To strengthen the role of Islamic banking in the intermediation system, the

Eﬁiﬁ;zﬁn government issued Islamic Banking Law No. 21,2008 to encourage Islamic windows of con-
Performance ventional banks to become a legal entity separate from their parent company. Because some Is-
Risk lamic windows have spun off in this fashion, we can employ a difference-in-difference approach
Indonesia to examine the effect of such a spin-off on Islamic banks’ performance, efficiency, and risk. Qur

study covers all Islamic commercial banks (including Islamic windows of conventional banks) in
Indonesia from 2008-2019. We find that the performance and efficiency of full-fledged Islamic
banks are significantly lower compared with Islamic windows of conventional banks. Moreover,
our results show that financing risk increases after the spin-off. The inferior performance of full-
fledged Islamic banks persists for four years after the spin-off. We also find that a conversion
strategy results in better outcomes, particularly for profitability and efficiency, than a pure spin-
off strategy.

1. Introduction

During the last three decades, a long debate about competition and consolidation in the banking industry has taken place not only
among academics but also among policymakers. On one hand, pro-competition proponents contend that the more competitive the
industry, the more efficient the intermediation function (e.g. Trinugroho et al., 2014). On the other hand, some studies argue that
banking consclidation, which could lead to increased market power of banks, is an effective way to achieve overall financial stability.
For instance, Schaeck and Cihak (2014) suggest that bank size may increase stability through efficient distribution. Moreover, larger
banks can have lower costs. Likewise, Yusgiantoro, Soedarmono, and Tarazi (2019) find that the greater a bank’'s market power, the
lower bank risk and the more stable the financial system.

* This paper is part of the research project on “Impact Analysis of Spin-Off of Islamic Windows on Performance and Sharia Banking Stability”
funded by the Otoritas Jasa Keuangan/OJK (Indonesia Financial Services Authority) with the contract no. SP-1./MS.422/PENG/2020. The views
expressed in this paper are the authors’ only and do not necessarily reflect those of Otoritas Jasa Keuangan.
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This competition versus consolidation perspective could offer an appropriate context to explore a current issue in Indonesian
banking: the spin-off policy for Islamic windows of conventional banks. To support the development of Islamic banking, the ndonesian
government issued Law No. 21/2008 conceming Sharia (Islamic) banking.’ It mandates that in 2023, the Islamic windows of con-
ventional banks {(UUS) must be converted to independent business entities/full-fledged Islamic banks (BUS). This policy is generally
called a “spin-off palicy.” It is required, however, that a BUS have equity of IDR500 billion,” which should increase to IDR1 trillion no
later than 10 years after the banking regulator issues the BUS permit. If the Islamic window of a conventional bank is not ready to be
separated from its parent company, the business license may be revoked.

The reason underlying this policy is that to strengthen the role of Islamic banking in financial intermediation and development,
Islamic financial institutions should have greater flexibility in their operations. Becoming a full-fledged bank may enable them to grow
faster. The policy is, subsequently, expected to enlarge Islamic banks’ market share, which is currently stuck at around 6%. Siswantoro
(2014) contends that spin-off of Islamic windows of conventional banks could bring several opportunities, such as increasing financial
performance, expansion, rearrangement of financial structure, and having independent management. Moreover, customers may be
happier with their Islamic bank as an independent entity—full-fledged Islamic banks are perceived as better ensuring the purity of their
Sharia-compliant products and services.

Skeptics argue, however, that although capital would increase following the spin-off, the newly separated BUS may be unable to
reach economies of scale at the same level as conventional banks creating difficulties for them to compete. This idea is in line with the
view of Garbois et al. (2012) that size is one of the main challenges for the Islamic banking industry, which is purportedly “too small to
have economies of scale.” According to Prasetyo (2019), spin-off has several disadvantages, including the potential loss of joint
revenues and dismuption in the business/operations during and following the spinoff. Moreover, the parent bank may also lose the
benefits of diversification.

This present study is therefore dedicated to clearly understanding the net impact of spin-off policy by empirically investigating the
implications for performance, financing risk, and efficiency of BUS. Although the law was enacted more than 10 years ago, only a small
number of UUS have been converted to BUS, indicating the industry’s lack of enthusiasm for spin-offs. A comprehensive study is thus
strongly needed to empirically evaluate the impact of spin-offs on the performance and risk of BUS. To the best of our knowledge, there
is no strong paper that specifically addresses the effects of changing from Islamic windows to full-fledged slamic banks. Most literature
in Islamic banking directly compares Islamic banks and conventional banks (Beck et al., 2013; Aysan et al., 2017; Kocaata, 2017).

This study empirically evaluates the impact of spin-off policy on performance, risk, and efficiency using a difference-in-differences
(DiD) panel data estimation strategy. Wooldridge (2009) explains that this approach is applied when data comes from natural ex-
periments such as changes in government policy. DiD analysis requires a group that has not yet implemented spin-offs (control group)
with the same characteristics as the treatment group. Because of the relatively small sample size, however, we could not use propensity
score matching (Schepens, 2016) in this study.

We find evidence that both performance and efficiency decline following a spin-off. Moreover, newly separated full-fledged Islamic
banks are riskier. Our deeper analysis reveals that big Islamic bank and the conversion strategy results in better outcomes compared
with a pure spin-off strategy, particularly in profitability and efficiency. We also find evidence of inferior performance of full-fled ged
Islamic banks up to four years after the spin-off.

The rest of this paper is structured as follows. Section 2 provides related literature. In Section 2, we present the institutional setting.
Data, variables, and empirical strategy appear in Section 4. [n Section 5, we report the empirical results and robustness checks. Section
6 concludes with our key findings and provides policy implications.

2. Related literature

2.1. Islamic banking: performance and risk

Islamic banking is based on Sharia-derived key principles, particularly riba prohibition and profit-loss sharing/equity-based
financing (Abedifar et al., 201 32). Islamic banks are also expected to provide an alternative medium for financial transactions ([ las-
san and Aliyu, 2018). slamic banking first began growing in Muslim-majority countries and has since spread to some Muslim-minority
countries.” In the United Kingdom, for example, the government recently championed the Islamic banking sector to underline Lon-
don’s position as the global center for Islamic investment (Riaz et al., 2017). Weill (2011) argues that Islamic banks should have more
dependable clients than conventional banks because of their customers' religious beliefs. His empirical study, however, does not show
that Islamic banks have greater market power than conventional banks. Another common feature of Islamic banks is that they are
typically better capitalized (e.g., Ariss, 2010; Beck et al., 2013).

Abedifar et al. (2015) summarize that three types of Islamic banks exist: 1) Islamic banks operating in countries with substantial
and active government support, 2) Islamic banks operating in the private sector competing with conventional banks, and 3) con-
ventional commercial banks offering Islamic banking via Islamic windows.

Many studies have empirically examined outcome differences between conventional and Islamic banks. The first issue is the
performance difference, mostly reflected by profitability or efficiency, between these two types of banks. Earlier studies tend to have

! It is usually called the “Indonesia Sharia banking law"
2 Assuming an exchange rate of IDR16,000,/USD1, this amount equates to about USD31 .25 million.
% Islamic banks account for 80% of the global sharia-compliant industry, which has around USD1.6 trillion in assets (Abedifar et al., 2015),
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inconclusive findings on this particular issue (e.g., Yudistira, 2004—Islamic banks have less inefficiency; Mohamad et al., 2008 and
Olson and Zoubi, 2008—no significant difference between the two; Johnes et al., 2009 and Srairi, 2010—Islamic banks are less
efficient). Recent research highlights that the varied findings may result from the different perspective of the studies. For instance, a
comprehensive study by Beck et al. (2013 ) concludes that Islamic banks are less efficient than conventional banks but have better asset
quality and better intermediation ratios. More recently, Rizvi et al. (2019) find evidence that loan growth and deposit growth of Is-
lamic banks in Indonesia are significantly higher than that of conventional banks.

With regard to risk at Islamic banks, there are two competing views (Abedifar et al., 2015). On one hand, Ilamic banking is
characterized by clients’ religious beliefs, which may lead to greater loyalty and lower loan default. Moreover, it may also lower
deposit withdrawal risk. On the other hand, some argue that the complexity of loan contracts in Islamic banking, along with the moral
hazard incentive caused by the Profit and Loss Sharing (PLS) contract, may increase risk.

Some empirical studies have investigated whether there is a significant difference in risk between Islamic and conventional banks.
Cihak and Hesse (2010) and Abedifar et al. (2013) conclude that Islamic banks with smaller size have lower default risk than their
conventional counterparts. For larger Islamic banks, however, default risk is higher than conventional banks. Other studies find no
significant difference in insolvency risk between these two (e.g. Beck et al., 2013). Yanikkaya, Giimiis, and Pabuccu (2018) find that
profitability of Islamic banks is more dynamic than that of conventional banks, which is more stable. This result means that [slamic
banks are riskier than conventional banks in term of persistency of profit.

2.2. Banking structure: competition versus consolidation

The literature on banking market structure is dominated by two perspectives. The competition-fragility view postulates that the
more competitive the market, the lower the bank market power, which eventually will lead to higher risk taking (Berger et al., 2009).
On the other side, the competition-stability perspective argues that the larger the market power, the greater the risks that banks will
take because of the incentives to aggressively channel high-margin loans.

Banking market structure is therefore important for policymakers, particularly with regard to designing the competitiveness level
of the industry. On one hand, regulators may allow the industry to be more competitive. On the contrary, however, industry
consolidation, through merger and acquisitions, in order to have few banks with greater market power, may be considered.

Several empirical studies address the issue of banking competitiveness versus banking consolidation. Majid and Sufian (2006) show
that Malaysian banking is less competitive than overall industry, which results in greater market power for existing banks, creating a
monopolistic industry. Shin and Kim (2013) reveal that the South Korean government's policy to consolidate some banks has resulted
in lowering overall banking competitiveness. Likewise, Trinugroho et al. (2018) provide evidence that Islamic rural banks in Indonesia
located in less competitive regions set a higher margin.

On the other side, however, some studies provide evidence about the benefits of banking consolidation. Chu (2015) concludes that
banking efficiency improves following mergers and acquisitions.” Similarly, Yusgiantoro et al. (2019) explain that banking consoli-
dation may increase the market power of existing banks, which is then translated into lower bank risk and a more stable financial
system. Specific on Islamic banks, [brahim and Rizvi (2017) document that by increasing the size, mostly through merger, initially it
would make Islamic banks less stable. After passing a certain size threshold, however, it will increase the stability of the Islamic banks.

3. Overview of Islamic banking in Indonesia

As explained earlier, we are motivated to study the implications of spin-off policy on the performance and risk of Islamic banks.
Indonesia, the world’s fourth-most-populated country and the largest Muslim population, has a dual banking system. Indonesian
banking law No. 7,/1992 is the basis of the dual banking system, wherein conventional and Sharia-based banks can provide banking
services side by side.

According to this law, Islamic banking institutions can be Islamic commercial banks (BUS), Islamic mural banks (BPRS), and
conventional commercial banks having Islamic windows (UUS).” As of 2019, the Islamic banking industry consists of 14 BUS, 20 UUS
(owned by conventional commercial banks), and 164 BPRS. Specifically, BUS and UUS have total assets of IDR499.98 trillion (Otoritas
Jasa Keuangan [OJK, the Indomesia Financial Services Authority], 2019). Although the number of Islamic banks in Indonesia is
relatively large, their current market share is only 6.01 % of the overall banking industry. According to Rizvi et al. (2019), Islamic
banks in Indonesia have a significant contribution to the overall banking system, particularly through increasing lending and deposits.

As explained earlier, the Sharia banking law mandates that Islamic windows of conventional banks (UUS) should be converted into
full-fledged Islamic banks (BUS) with minimum capital of IDR500 billion. According to the previous study by the OJK,” ideally, the
minimum capital for BUS is around IDR800 billion to IDR1.2 trillion. Moreover, the study also reveals that there are only 4 (of 20)
UUSs considered eligible to be converted to BUS (DPPS-OJK, 2018).

4 However, Behr and Heid (2011) eriticize the previous studies on the impact of bank merger and acquisition on efficiency that might have a
sample selection bias.

5 There is also a form of Islamic microfinance in Indonesia, called Baitul Maal Wat Tamwil (BMT). However, the sovernment categorizes BMT as a
cooperative, which implies that supervision of BMT lies not with the OJK but with the Ministry of Cooperatives and Small and Medium Enterprises.

® Research conducted by the Directorate of Regulatory and Licensing of Islamic Banking (Direktorat Pengaturan dan Perizinan Perbankan Syariah,
DPPS/QJK, in 2018)




L. Trinugroho et al. Research in lnternarional Business and Finance 56 (2021) 101352

Table 1
Descriptive Statistics of Variables - full sample.
Deefinition Obs Mean Std. Min Max
Dev.
ROA Return on assets 1463  2.389 2116 —0.730 7.060
NFF Non-performing financing to total financing ratio 1,148 0.029 0.037 0.00001  0.1475
financinggrowth  The growth rate of financing 1,449  0.080 0.109 ~0.055 0.390
depgrowth The growth rate of deposit 1471  0.097 0.165 ~0.137 0.535
CIR Cost-to-income ratio 1,529  76.822  21.789 34.600 121.540
FDR Financing deposit ratio 1,450 1.216 0.525 0.686 2742
spinoff A dummy variable for treatment banks. 1 for full-fledged Islamic bank from spinoff. 1,577 0.396 0.489 0 1
post A dummy variable for treatment effect. 1 for time after Islamic banks decide to spin -~ 1,577 0.301 0.459 0 1
off from parent banks
Inta Natural logarithm of total assets 1476 14477 1753 9.493 18.537
age Bank's age. We calculate age from the operation of Islamic bank window 835 9.102 5757 0.000 24,000
CFI Consumer price index 1,584  4.603 2000 2650 11.960
gdp GDP growth rate quarterly 1,584  5.401 0.600 4.140 6.810

This table shows the summary statistics of the key variables used in the DID analysis. This table shows all sample of the data.

4. Research method
4.1. Data

Qur research explores how the spin-off policy could impact the performance, risk, and efficiency of Islamic banking windows. We
use quarterly data from 2008 to 2019 gathered from the quarterly financial reports of Indonesia Islamic banking statistics provided by
OJK. Qur data enables us to differentiate between full-fledged Islamic banks and Islamic windows of conventional banks. Our final
sample consists of 33 Islamic banks: 13 full-fledged Islamic banks’ and 20 Islamic bank windows.

We consider several proxies to gauge the spin-off policy’s effects on Islamic banks. We measure performance using return on assets,
credit growth, and deposit growth. We use non-performing financing to measure bank risk, and we use the cost-to-income ratio to
proxy efficiency. Lastly, the financing-to-deposit ratio measures intermediation capability.

4.2, Empirical strategy

We create two different groups to compare consistently the impact of spin-off policy on Islamic banks’ performance, efficiency, and
risk. The treatment group is full-fledged Islamic banks that implement the spin-off policy from slamic banking windows. The control
group is [slamic bank windows that have not implement the spin-off policy for several reasons. Our setting enables us to use DiD to
estimate the following specification:

Yo, = a + 5, Spinoffi + . Post, + 5 Post, + Spinoff; + f,BankFundamental;, + fsControl, + &;,

where ¥;, is our dependent variables consisting of ROA, financing growth, deposit growth, cost-to-income ratio, non-performing
financing ratio, and financing-to-deposit ratio, according to the studies of Tan (2015); Ghani et al. (2016); Trinugroho et al
(2017), and Yanikkaya et al. (2018). Spinoff; is a dummy variable that equals one for [slamic banks that have implemented spin-off
policy and become full-fledged Islamic banks, and zero otherwise. Post; is a dummy variable that equals one in the time after banks
implemented the spin-off policy. Bank Fundamental; , and Control, are sets of control variable of bank fundamental and macroeconomic
variables, respectively, that could affect the dependent variables.

Post; + Spinoff; is the variable of interest. This variable indicates the direct impact of the spin-off policy on the dependent variables.
The control variables are bank size, measured by the natural logarithm of total assets; bank age; consumer price index; and quarterly
GDP growth. Table 1 reports the descriptive statistics of the variables.

We then investigate the effect of Islamic bank size on the relationship between spin-off policy and Islamic bank performance, risk,
and efficiency. We create the dummy variable big to represent Islamic banks with assets greater than the median value of sample. The
following is the estimation model:

Yi, = a +p, Spinoff; + f, Posi, + §; Post, « Spinoff; + i, Posi, + Spinoff; + big + §.BankFundamental;, + i, Control, + &,

For a deeper investigation, we test for different effects of different strategies with regard to the spin-off process. Practically
speaking, spin-off could be carried out by either 1) creating a full new [slamic bank or 2) taking over an existing conventional bank and
converting it to a full-fledged Islamic bank.

Finally, we also test the effect of the spin-off policy with lead of dependent variables to examine the policy's impact of the policy for
several future periods.

7 We exclude Bank Muamalat because it has been a full-fledged Islamic bank since inception.
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Table 2

Descriptive Statistics of Variables — treatment and control banks.
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Treatment Banks = Full-fledged Islamic banks

Control banks = Banks with Islamic windows

Variable Obs Mean Std. Dev. Min Max Obs Mean Std. Dev. Min Max
ROA 563 1.640 1.902 ~0.730 7.060 S00 2858 2.109 ~0.730 7.060
NFPF 406 0.0304 0.0296 0.00001 0.1474 742 0.0282 0.0406 0.00001 0.1474
financinggrowth 545 0.070 0.098 ~0.055 0.3%90 Q04 0.0B6 0.114 ~0.055 0.3%80
depgrowth 562 0.086 0.149 ~0.137 0.535 a9 0.103 0.175 ~0.137 0.535
CIR &0l B5.723 18.364 34.600 121.540 Q28 71.058 21.9Mm 34.600 121.540
FDR 556 1.053 0.439 0.686 2.742 Bo4 1.318 0.548 0.686 2742
spinoff 624 1000 0.000 1.000 1.000 o953 0.000 0.000 0.000 0.000
post 624 0.76l 0.427 0.000 1.000 a53 0.000 0.000 0.000 0.000
Inta 595 15.200 1.770 9.720 18537 BR1 13.922 1.507 9.493 17.566
age 246 9.646 5.096 0.000 20,000 589 B.&74 6.001 0.000 24
CPI 624 4.603 2001 2650 11.960 a53 4.573 1.967 2650 11.960
edp 624 5.401 0.600 4.140 6.810 o953 5.402 0.597 4.140 6.810

This table shows the summary statistics of the key variables used in the DID analysis. This table shows the split sample of summary statistics full-fledge
Islamic bank and Islamic windows of conventional banks.

5. Results

5.1. Treamment and control groups

We select all Islamic banks—both full-fledged Islamic banks and banks with Islamic windows—that have available data for each
quarter between 2008 and 2019. This corresponds to the period after the 2008 enactment of the Indonesia Sharia banking law. From
this date, Islamic windows of conventional banks could be separated from their conventional parent companies and become full-
fledged Islamic banks if they passed several requirements.

To estimate the impact of this spin-off policy, we use the DiD method, which requires a treatment group and a control group. The
treatment banks are full-fledged Islamic banks from both the conversion strategy and the pure spin-off strategy. The control group is
Islamic windows of conventional banks (UUS). Treatment effect is the date when banks start/convert their operation according to
Sharia (full-fledged Islamic bank).

5.2. Descriptive statistics of variables and correlation matrix

Table 1 presents the descriptive statistics for all variables, and Table 2 reports the correlation matrix between variables. The
average return on assetsis 2.39 %, while the average financing growth and deposit growth are 8% and 9.7 %, respectively. The cost-to-
income ratio averages 76.82 %, and the average intermediation capability (financing-to-deposit ratio) is 121.6 %. Treatment groups
constitute 39.6 % of the observations. Lastly, the average bank age is 9.1 years. We also provide the statistics of variables for treatment
and control banks (Table 2). On average, the return on assets, financing growth, and deposit growth of treatment groups are lower than
control groups. Moreover, the average cost-to-income ratio and non-performing financing of treatment banks is higher than the control
banks.

Table 3 exhibits the correlation matrix of variables. The dummy variable for treatment banks (spinoff) is negatively correlated with
return on assets, deposit growth, financing growth, and the financing-to-deposit ratio. On the other hand, this variable is positively
correlated with non-performing loans and the cost-to-income ratio.

5.3. Empirical results

We analyze the impact of spin-off policy on performance, efficiency, and risk of Islamic banks in Indonesia using the DiD method.
Table 4 presents baseline regression results. Qur variable of interest is the interaction between the dummy variable of treatment banks
and the dummy variable of the treatment effect (post*spinoff) that shows the following impact of spin-off on our dependent variables.
The dependent variables are bank performance, measured by return on assets, deposit growth, and financing growth; bank efficiency,
measured by the cost-to-income ratio; and bank risk, proxied by non-performing financing to total financing ratio.

Aspresented in Table 4, we find a negative and significant impact of spin-off policy on return on assets. Similarly, the coefficients of
the interaction variable on deposit growth and financing growth are negative and significant. These results imply that Islamic windows
of conventional banks outperform full-fledged Islamic banks. When we change the dependent variable to the cost-to-income ratio (the
measure of bank efficiency), we find a positive and significant coefficient for the interaction variable. This result indicates that full-
fledged Islamic banks are less efficient than Islamic windows of conventional banks. Turning to non-performing loans (the proxy
for bank risk), we find that the interaction variable has a positive and significant coefficient, indicating that full-fledged slamic banks
are riskier than Islamic windows of conventional banks. The financing-to-deposit ratio of full-fledged Islamic banks, as the measure of
intermediation capability, is also found to be lower than that of [slamic windows of conventional banks.

Because some Islamic banks separated from their conventional parents before Law No. 28/2008 was enacted, we also conduct a




Research in Internartional Business and Finance 56 (2021) 101352

L. Trinugroho et al

“pmoaf dpg st dpl ~xepur soud 1aumsuoy) st 4D syueq jo a8e s1 28e 1asse (901 Jo unpueo] [EINEN ST R "SYUR] [EUDTIURAUCD
JO MOPULM-DIWE[S] 10§ () “JUEq dueps| 38papy-ny 10§ suo 10§ ajqenea fwmump v ‘dnoif pareag, st gourds -asimaayio g ‘go-urds 12w suo 10§ LWunp v ‘Juaia Juaunean aiyl s 1504 ‘onel 1sodap o1 Supueuy
SI Y4 "OHEl SwWoou 0] 1502 51 Y[D nsodap jo yamoad o st yimoa2dap Funueuy jo yamold ayl st imordSunueury fonel Supueuy (w10 01 Supueuy Suuopad-uou ST J4N (195SE U0 WINRI ST YOY

1 LP9T'D PPTE 0~ 19620 9rBO'0 9rBO0 91800 L9000 LIETO £9T°0 PTOTO 86200 dpa
1 £98E0 L9LED £890°0 £890°0 A68T'0 G00T'0 PSLOD £E0T'0 6R00 £1T0°0 142
I 78990 STPT0 STPT0 SI0F'0 LITD LET0 WLTD TOZE0 9210 ade
T TIRFO TIBFO LY 699T°0 LI6TO LEETO LFTP0 6EET0 eI
I 1 PI0E0 EE'D 10810 LSETD SRIS0 Z60T0 yyounds
1 PI0E0 IPEE'D 10ET0 LSPTD SIS0 TEOT0 wod
1 LERED TIEOD SEVT0 SERT0 TLETO Had
I POS00 88200 PSPED 84690 i)
I £T0£°0 9PETD £LE0°0 pmorddap
I FEST0 6F100 IMOIZ I MUY
I £FOE0 ddN
1 VOH
dpd 1D ade U] nouds 150d Had HID ymoasdap ymordBuraueuy AdN VOH

"XINEW UDTR[BII0])

€ 219EL




Research in Intemarional Business and Finance 56 (2021) 101352

L. Trinugroho et al

ARPANDAASRI “PAI] 94T PUB 045G “Op 0T Y1 1B DUBIYIUSIS 2IBIIPUL 4 4y “w *x "S2SIYIUIRD Ul UMOYS 218 SI0LI3 PIEPURIS imo1d
dp2 s1dp? xapur aoud 1awmsuoy st 14D "sjueq jo ade s1a8e Jasse 101 Jo unpIES0] [RINIEN ST EIU] I0IRWNSA I MY 511 Cgo-uids pue 1sod jo sapqeneA uonoRIW S1 gounds, 1504 SYURG [EUONIUAAUOD
30 MOPUIM-DILLIB[ST 10 () “JUBq 2NUE[s] 28pag-Nny 10§ auo 1oj [qenea Swwmp v ‘dnosd payeas], s1 gounds asimiayio o ‘Po-wds 1aye 3u0 10§ AUNUND B “JUSAS JUILDEIN 3] 11504 0Nkl 1sodap o) Sunueuy
ST Y4 "ONEI SWodW 0] 1509 s1 M0 wsodap jo yimoad sy st yamorddep Sunueuy jo pmold syl st pmoadSupueulg fonel Supueuy [wo1 01 Supuruy Sunuiojpd-uou s1 44N 19558 U0 UINIA ST VO
"z + oquon®y + Tonewepungg Y + owds «sod S+ 0 o= T

:uonenba Surmojjog 2yl a1ewns:
0] PIBPURIS 15TQOI 1M uo1ssarfal Lopduws apy “syumq dnoad jonuoed g pue syueq paiesn £1 jo mep pued 10] sIsdEUR a0uaIapIp-ul-aduasp Susn simsar uolssaidar aurpseq ay siuasad ajqe sy,

9920 0160°0 £6600 6910 182°0 ZTLOD 1820 oF1T'0 |01°0 TLLD 66T'0 SL80°0 7
[ €€ €€ €€ €€ €€ €€ €€ €€ €€ [ €€ N
£E8 zEd 66 T6L 649 887 £E8 zEB 664 Z6L 649 884 N
(0€'6) (58'5) (26°0) (6807 (99'0r) (8t't) (5€°6) (£1'9) ©L£0) (90°1-) (90'0-) (6E't)
= 9ILT 225E8PL 94800 8950°0~ E110°0— =2 [E09 =2 LBDT s23ELSL 1690°0 £990°0~ POTO0D 2=2E08'S suoa”
(59°'T°) (ot'07) (£+72) (10°5) (gg'0r) &z'07) (85'T7) (15'07) (£€7T) E£6'F) (Fz'0°) (50'07)
ZI500- PI19°0- +:98E0°0 sast LEOD 96E000'0- SEE00— LBFOO— LSL0- s=TLE00 555 0LE0°D PLE0000D~ 81L00°0~ dpi
(96'2) Zro (86°T) (96°€) (£0'2) (8ze7) (8p°€) (86°07) Be1) B (520 (82 el
+=:GEE0'0 L180°0 == FPE00°0 25580100 =x986000'0 529510 25:66E00 5F'0— =s6E800°0 = TLI0°0 61100070 2536810~ 1dD
(z5°€7) (zZoro) r9z-) (€07g") (18°€) (£507) (02£€7) (15°0) 8+'2) (L0g”) (86°€) (e8'07)
»=2£010'0 112000 ==xGEE00'0— = b£100°0- 222110000 LERO0'D— 22=Z 1100~ LTL00 =S TE00'0— ==8L100'0— 222 EL 100D LET10°0— ade
(00'9") (11 (6027 @817 (+F9'0) (1+'e7) (80'9-) (€10 @£1) (65°T7) (11'0) (g€'2-)
=22 19800 0EL0°0 =T6600°0~ = [£900°0~ 0P £L000°0 =650~ + 2285800~ £EB0°0 SEFR00°0- 995000~ 6EL000D =5PST0— ]
(£6'57) (b£01) ®z'T) oz (55'9) rs's)
555910~ sas 1191 == T6E00— 5=C810°0— 555 LBE0°0 55090 T~ nounds,sod
(Z0'e) (15'5) £81) (99'1°) (£8'%) (16'27)
2526880 s53FEVE =0860°0 =B0F0' 0 s=37SEO0 222 TLET— yyounds
(60°T) (15°17) (6E°E") (180) (£670) (8+'0)
010 £58'9— PRANE S0Z0°0 18000 LET'O wod
O i) mmoaddap  moadSupuey AdN VO a4 D mmorddap  qrerESmaueny AdN VOU
1) (1m (o1) (®) @) (£ (9) (5 () (£) @) (n
*SINsaI uopssaadal aulpEseg
¥ 219eL




Research in Intemarional Business and Finance 56 (2021) 101352

L. Trinugroho et al

ARPANDAASRI “PAI] 94T PUB 045G “Op 0T Y1 1B DUBIYIUSIS 2IBIIPUL 4 4y “w *x "S2SIYIUIRD Ul UMOYS 218 SI0LI3 PIEPURIS imo1d
dp2 s1dp? xapur aoud 1awmsuoy st 14D "sjueq jo ade s1a8e Jasse 101 Jo unpIES0] [RINIEN ST EIU] I0IRWNSA I MY 511 Cgo-uids pue 1sod jo sapqeneA uonoRIW S1 gounds, 1504 SYURG [EUONIUAAUOD
JO MOPUIM-DIUIR]ST 10 () “Jueq Hues] 22 pag-1ny 1o auo 10§ ajqeiea Swump v *dnoid paear] s gourds asumiagio () ‘go-urds 1ye auo 10§ AWUmp e U243 JUSUNEI 3], 511504 "onel1sodap o Supueuy
SI U4 "ONEI SWoaw 0] 1502 ST YD Msodap jo yamold s st yimoiddap Supueuy jo yimold augl st Mo Sunueuld ‘onel Supueuy (w101 01 Supueuy Sunuirojad-uou ST 44N (195SE U0 WINRI 5T VO

"3 + oquen g + Tpnewepungyueg by + owds +hsod S + 0 o= 7L
:uonEnba SUIMO[[oj 31 MIRWASS 01 PIRPURIS 1SNGOI Iim uoissaidal fojdum apy sy jueq dnoid jonuod gg pue

SURQ PA1EaI1 6 Jo BIEp [Pued 10 SISATRUR SDUSIAPIP-Ul-adUAIBIP Suisn me[ Sunjueq SIum(s] 91 910jaq PaIRIEdas USA] SABY 1B H{URQ JWE]S] JO UDISHXS 1M SIS uoissa1fal i stuasard ajqen sy,

STE'0 SEF0'0 £880°0 w10 9520 FPEOD SFE'0 0£60'0 09600 LT'0 ¥LE'0 FIFO'0 7
68 67 68 6% 68 [ 6% 6% 6% 68 4 68 N
T69 169 199 £59 585 TL9 769 169 199 £59 585 zL9 N
(6t L) (£€°€) (£g0) (£9'17) (65'17) (9€+) (Gt'L) (99¢) (12'0) (06'T-) (08°07) @er)
w:SELT ==:9918 PPPO'0 =LEL0- Pen'o- ==2TES'9 2esP DT 22:95PS TSEO0 FPT0- 12100~ P ] suoa”
(0£'T) (85'0) (857) BTS) (1'07) (66'07) (£9'17) (05'0) (¥t'2) (11'8) (90°07) (£8'0)
=LE90'0- 950°'T =5 [SE0°0 s5x 6P P00 6810000~ 1410~ Z090'0- 9L80 =:9EE0°0 =5 LEFOT0 EFBO000°0- Pro- dpi
(s2'g) (580 (5L1) Z1) (ETE) ore) (LFE) (se'0) (541 €3] [Sa 0] (gve)
s=3FER0 0 S0 SBO600°0 55:CE 100 2::9F10000 ==sb91°0— =23 FESO'O L6100~ =90600°0 =53 9E10°0 0150000 =sCEL0~ 1dD
(L9°%7) (E1°07) (992) (6v°27) (Z6'€) (£5'T) (06'%) (F50) (£9E7) (58 (81°F) (z6'1)
»=2E510'0 £020'0- »2=88£00'0— ==L TE00'0— »2250100°0 8920'0— 22299100 LEROD  2=xPIEO00D— ==GE200'0— »=:b 11000 =BTE0'0- ade
(£8'%7) [Py (£9'17) (017 (@51 (1) (18't+) 0z'1) (8€'17) (L) (8£°0) (19'1°)
==x[EH0D~ 9460 <EEH00'0 ZEF00'0— 05100°0 SBET'0- =2 =£080'0~ 6L8'0 PRLO00- £1E00°0— PELDO0O BIT0— ]
(5227 (96'9) (80'0r) (&v'0) (BL'F) (za'o)
=sb0L0'0- 5550091 9£100'0— 185000 555 9LED'D LIE0— nounds,sod
(68'€7) (££'9) (F£'T) (£6'T) (£9'5) (£6'27)
25:92E 0~ P SFL80°0 == E6FD 0 s5:6EC0'0  5=s9LE T yyounds
(S+'E) (8% 1°) 0LT) (oog) (81 Lot
==t FE'0 60F L 06800 ==TESD'D =8P 100 600 T wod
O D ymorddap  qpmoadiwmoueny AdN VOH Had o] mmosddap  qmosdRmaueny AdN VOu
1) (1 (o1) (6) (8) ) @) (3] () (€) (2 (1

"800Z /8T "ON MeT Supjueq dmue[s 3y 210j9q pajeredas uaaq Iaey 181 SHURQ JIWIRS] JO UOISIIN M UOIsAITY
S JqeL




Research in Intemarional Business and Finance 56 (2021) 101352

L. Trinugroho et al

“APARIadsal ‘PAI] 94T PUB 945 ‘04 0T Y I8 0UBIYIUSIS JIEDIPUL 4 4y “uy *y "SISIIUAIRD UT UMOYS I8 SI0112 PIBPURIS YIMOIS

dp2 s1dp? xapur aoud 1awmsuoy st 14D "sjueq jo ade s1a8e Jasse 101 Jo unpIES0] [RINIEN ST EIU] I0IRWNSA (I MY 511 go-uids pue 1sod jo sapqeneA uonoRIU S1 Jounds, 1504 SHURG [BUOTIURAUGD
JO MOPUIM-DILIR]ST 10J () “Jueq Hwes] 22 pag-1ny 1oj auo 10§ ajqeiea Swump v *dnoid paear] s gourds asumiagio () ‘go-urds e auo 10§ AWUmp e U243 JUSUNEII 3L, §11504 "onel1sodap o Supueuy
ST Y4 "ONEI SWodW 0] 1509 s1 M0 wsodap jo yimoad sy st yamorddep Sunueuy jo pmold syl st pmoadSupueulg fonel Supueuy [wo1 01 Supuruy Sunuiojpd-uou s1 44N 19558 U0 UINIA ST VO
2 + MoquonSd + Vmuswopunpungty + owds «sog + o = Tg

:uonEnba SULMO[[0j S NBWNSS 01 PIEPURIS
15Nqo1 Qiim uolssaidar Aopdwa apy, syueq dnoad jpnuod Oz pue syueq pajesn g jo ejep pued 1o0] sisijeue sous myp-ul-aausiagp Susn ABarens go wids-amd jo sipnsar uoissaxdal ay) sjussaxd ajqe sy,

5920 Z0T'0 5410 8560 FEL'D 920 £01°0 6LT0 £LED $ETO 7
[ T T TE T ZE 44 [ 4 4 N
5v9 vH9 z£9 £95 £29 ) tr9 zE9 £95 £29 N
(6€'8) (10°8) (£9'1) (5t'2") (£€'5) (r9'd) (01%) (98'1) L1 (¥2'5)
= 0E0'E =2 L6'0E PEL0— #=LSED'D resPPE'E == 8ITE =:bPTE SIPT0- SEPE00- IS8 suoa”
(£8'T°) €107 (zz'5) 0z'1°) ©t'0) (08'1") (1r'or) (£1'9) @117 (5t°0)
94900 ZhE0— 55 8FP00 S81000~ T6L0'0 SE990°0~ €080 5538 P00 £L100'0~ TRLO0 dpi
(zo'e) (180 B0F) {EEE) [£: 8] (osz) (z50) (oF+) (g£°1) (69T7)
523l THO'O 9ER0 25 TE10°0 =axLPT00°0 5550410~ =:TSE0°0 FIE0 +5:9E100 5950000 25xP9T0— 1dD
(£0°57) (£L5'T7) [FARA] 86'1) @Len (£6'F) (25'1) (52'2") (0v2) (pL1)
»=2Z 8100~ 0bE0— ==60Z00°0— ==0TH000°0 =5820'0 222 BLT0'0— ££T'0— = 81E00'0~ =:56F000'0 STHZ0'0 ade
(€557 (96°€) +1'1) €6°E) (90's") (£8'5") (98'¢) (£80°) (£1°8) (68'F)
22218600 == TI0'E 0£F00°0— =2=6EE00°0 22=GLED #=5E01°0— P (4 09€00'0~ == DETO0D #a=0LED ]
(51°0) (E+'ET) (80°'0°) (£5'5) (05'917)
95000 555 P8 ST 08 1000~ 5= 0650°0 sus0TF'E~ and pjouds,sod
(1+'1) (£9'0) (86'T) (#£5) (££'07)
FIE'0 96'€ L8P0 25392200 5120 and pourds
(1e'17) (£ZE) (19°'1) (8F€) (B9E)
10Z'0~ P, 4 4 0900 225TLE0D 252 10T wod
O D mordduoueny AdN VOu a4 o] moaEEu pueny AdN VO
(o1) (&) [€:)] (L) (9) (s) () (£) (@) (1

“A3mens po-uids amg
9 J9EL




L. Trinugroho et al Research in Internarional Business and Finance 56 (2021) 101352

Table 7
Conversion strategy.

(1) (4 (2) e)

ROA depgrowth CIR FDR

post ~1.354%** —0.00639 5.751* ~0.00821
(-5.79) (-0.33) (1.91) (-0.16)

spinoff_convert ~1.851%** 0.0%02* 36.B0** ~ D668
(-2.90) (L.78) (7.26) (-10.34)

post*spinofl_convert 2.BeGT** —0.129%* —2B.14%= 04105
(4.28) (-2.46) (-5.32) (6.47)

Inta ~0.24G9% == ~0.00850 1.623* ~ 00966
(-3.32) (-1.63) (219) (-5.82)

age 0.0180 —~0.00363%** ~0.0741 001645
(1.14) (-2.63) (-0.50) (-4.91)

CPI ~0.175%** 0.00766% 0.423 0.0215%
(-3.40) (1.76) (0.85) (1.83)

edp 0.07 84 0.0237* ~1.269 ~0.0539*
(0.50) (1.96) (-0.83) (-1.81)

_cons 6.e01%** 0102 54,357 3.004%=*
(4.52) (0.95) (3.90) (9.47)

N T34 7ol 776 776

Ng 3l 3l 31 3l

r2 0.0722 0.109 0.140 0.323

This table presents the regression results of converstion strategy using difference-in-difference analysis for panel data of 2 treated banks and 20
control group banks. We employ regression with robust standard to estimate the following equation:

Yi, = a + fi, Spinoffi+ i, Post, + iy Post,x Spinoff; + fiyBankFundamental,, + fi;Control, + ¢,

ROA is return on asset. NPF is non-performing financing to total financing ratio. Financinggrowth is the growth of financing. depgrowth is the growth
of deposit. CIR is cost to income ratio. FDR is financing to deposit ratio. Post is The treatment event, a dummy for one after spin-off, 0 otherwise.
spinoff i Treated group, A dummy variable for one for full-fledge Islamic bank, 0 for Islamic-window of conventional banks. Post*spinoff is inter-
action variables of post and spin-off, it is the DID estimator. Inta is Natural logarithm of total asset. age is age of banks. CPI is Consumer price index.
gdp is gdp growth. Standard errors are shown in parentheses. *, **, " indicate significance at the 10 %, 5%, and 1% level, respectively.

regression by excluding such Islamic banks. As Table 5 shows, with regard to our main variables, we still find similar coefficients when
the dependent variables are non-performing financing, cost-to-income ratio, and financing-to-deposit ratio. The interaction variable
coefficients become insignificant, however, when return on assets, financing growth, and deposit growth are set as the dependent
variables.

Next, we go deeper by examining the way spin-offis conducted. As explained earlier, there two spin-off strategies: pure spin-off and
conversion. Tables 6 and 7, respectively, exhibit the regression results for these two types. For the pure spin-off policy, our results show
that the coefficient of the interaction variable is negative and significant when the dependent variable is return on assets. The co-
efficients are positive and significant for financing growth and positive and significant for non-performing financing and cost-to-
income ratio. These results indicate that pure spin-off strategy results in lower profitability, financing growth, and efficiency than
the control group. Moreover, financing risk is also significantly higher than the control group. As presented in Table 7, the conversion
strategy shows better outcomes: profitability, efficiency, and intermediation capability are all significantly higher than in the pure
spin-off approach. Moreover, deposit growth is found to be lower for full-fledged Islamic banks created through the conversion
strategy.

We also investigate the effect of size on spin-off policy that shown in Table 8. We find that size does matter to support Islamic
windows of conventional banks that spin off. We find that big full-fledged Islamic banks in our triple interaction have a positive and
significant effect on retum on assets and the cost-to-income ratio. However, we find that big full-fledged Islamic banks have a positive
and significant effect on non-performing financing levels. Therefore, big full-fledged Islamic banks have higher profitability and better
efficiency but higher risk than small full-fledged Islamic banks.

Some may argue that the poor performance of newly separated full-fledged Islamic banks results from the fixed-asset investment
that they have to spend right after the separation. Therefore, we go deeper by testing the impact of spin-off on performance, efficiency,
and risk until the fourth year after the establishment of full-fledged Islamic bank. In general, as exhibited in Tables 9-14, we find that
performance of full-fledged Islamic banks is still lower than that of Islamic windows of conventional banks. Similarly, the higher
financing risk of full-fledged Islamic banks dees not change until four years after the spin-off. Likewise, a higher cost inefficiency is
found persist from the first until fourth year following the spin-off.

Overall, our findings reveal the inferior performance and higher risk of full-fledged Islamic banks compared with Islamic windows
of conventional banks. Perhaps the relatively small size of full-fledged Islamic banks hampers them from expanding to larger markets.
It also leads to a higher average cost compared with conventional banks. Moreover, the higher financing risk of those banks may come
from the complexity of the loan contract in the [slamic banking (Abedifar et al., 2015).

5.4. Robustmess checks
To ensure our results are consistent, we perform a robustness check using an incremental regression approach instead of directly

10
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Table 9
Lead variable of ROA.
(1) 2) (3 (4} (51 (5] (M (8)
ROAt1 ROA_t2 ROA_t3 ROA_t4 ROA_t1 ROA_2 ROA_t3 ROA_td4
post 0.238 0.0148 —0.685 ~1.213%*
(0.51) (0.03) (-1.43) (-2.42)
spinoff —1.265%* ~1,022%* ~0.289 0.214
(-2.87) (-2.43) [-0.64) 0.47)
Post*spinoff 0947 F* 0,933 % —0.951%** ~1.020%**
(-4.59) (-4.22) (4.14) (-4.33)
Inta ~0.208%* ~0.260%=* ~0.330%** —0.34g% == ~0.214% %= 0,264 ~0.332% %= ~0.347x%*
(-3.26) (-3.77) (4.72) (-5.05) (-3.26) (-3.80) (-4.7E) (-5.02)
age ~0.0110 ~0.00924 0.0122 0.0242 ~0.00628 ~0.00513 0.0135 0.0231
-0.72) (-0.59) [0.79) (1.52) (-0.42) (-0.34) (0.88) (1.43)
CP1 —0.130% ~0.171%=* —0.161%** ~0.08523 —0.158%** ~0,196%* —0.169%** ~0.0803
(-2.50) (-3.70) (-3.13) (-1.59) (-3.11) (-4.28) (-3.40) (-1.56)
2dp 0.0379 ~0.0342 ~0.184 ~0.291%* 0.0310 ~0.0426 ~0.187 ~0.290%*
(0.27) (-0.24) (-1.32) (-2.08) (0.21) (-0.29) (-1.33) (-2.08)
_cons 6.318%* 7.588%* 9.136%** 9.454%=* 6.436% 7.699% == 9.173%=* 9.430% =
(5.07) (5.77) (6.84) (7.20) (4.96) (5.68) (6.88) (7.19)
N 728 663 596 531 728 663 596 531
Ng
r2 0.0948 0.114 0.125 0.144 0.0797 0.103 0.124 0.143

This table presents the regression results to test lead variables of dependent variables, t1-t4 is lead variable of dependent variable one to four years
after spin-off using difference-in-difference analysis for panel data of 2 treated banks and 20 control group banks. We employ regression with robust
standard to estimate the following equation:
Yi, = a + fi, Spinoffi+ i, Post, + iy Post,x Spinoff; + fiyBankFundamental,, + fisControl, + &,

ROA is return on asset. NPF is non-performing financing to total financing ratio. Financinggrowth is the growth of financing. depgrowth is the growth
of deposit. CIR is cost to income ratio. FDR is financing to deposit ratio. Post is the treatment event, a dummy for one after spin-off, 0 otherwise.
spinoff i Treated group, A dummy variable for one for full-fledge Islamic bank, 0 for Islamic-window of conventional banks. Post”spinoff is inter-
action variables of post and spin-off, it is the DID estimator. Inta is Natural logarithm of total asset. age is age of banks. CPI is Consumer price index.
gdp is gdp growth. Standard errors are shown in parentheses. *, **, *** indicate significance at the 10 %, 5%, and 1% level, respectively.

Table 10
Lead variable of NPF.
(1) (2) (3) (4) (5) (6) (7) (8)
NFPFtl NFFt2 NPFt3 NFFt4 NPFtl NFPFt2 NFPFt3 NFPFr4
post 0.0170%** 0.0254%%= 00208 %= 0.0212%**
(4.01) (7.27) (4.43) (4.34)
spinoff 0.0100%** 0.00358* 0.00935%F* 0.0117%**
(3.07) (2.06) (2.94) (4.52)
post*s pinoff 0.0264%%* 0.028R ** 0.0206*** 0.032]**=*
(7.55) (7.67) (7.18) (6.91)
Inta 000202 0.00248**= 0.00252%* 0.00205%* 0.00225%** 0.00253%** 0002637 0.00z12%*
(2.33) (2.78) (2.76) (2.06) (2.62) (2.89) (2.92) (2.15)
age 000087 1*=* 0.000720%=* 0.000615%* 0.000656%* 0000847 0000711 === 0.000588** 0.000621%*
(3.70) (2.97) (2.42) (2.28) (3.62) (2.95) (2.33) (2.18)
CPI 0.00178%=* 0.00150%** 0.00102%=* 0.000647* 0.00200% = 0.00156%** 0.00113%== 0.000724*
(4.21) (3.55) (3.01) (1.65) (4.87) (3.77) (3.38) (1.67)
2dp ~0.000150 0.000642 0.000187 0.00284 == ~0.000121 0.000662 0.000275 0.00304*
{(0.14) (0.57) (0.14) (2.26) (-0.11) (0.59) 0.21) (2.36)
_CONS —~0.0311** ~0.03BG*** ~0.0335% ~0.0396%** ~0.0354%** —0.039G% == ~0.0353* 0041 1%==*
(-2.33) (-2.92) (-2.28) (-2.94) (-2.61) (-3.02) (-2.43) [-3.00)
N 644 600 547 494 B4 600 547 494
Ng
r2 0.355 0.379 0.375 0.377 0.352 0.378 0.371 0.369

This table presents the regression results to test lead variables of dependent variables, t1-t4 is lead variable of dependent variable one to four years
after spin-off using difference-in-difference analysis for panel data of 2 treated banks and 20 control group banks. We employ regression with robust
standard to estimate the following equation:
Y, = a + f# Spinoffi+ [ Post, + fiy Post,+ Spinoff; + fi,BankFundamental;, + f#;Control, + £,

ROA is return on asset. NPF is non-performing financing to total financing ratio. Financinggrowth is the growth of financing. depgrowth is the growth
of deposit. CIR is cost to income ratio. FDR is financing to deposit ratio. Post is the treatment event, a dummy for one after spin-off, 0 otherwise.
spinoff is Treated group, A dummy variable for one for full-fledge Islamic bank, 0 for Islamic-window of conventional banks. Post*spinoff is inter-
action variables of post and spin-off, it is the DID estimator. Inta is Natural logarithm of total asset. age is age of banks. CPI is Consumer price index.
gdp is gdp growth. Standard errors are shown in parentheses. *, **, *** indicate significance at the 10 %, 5%, and 1% level, respectively.
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Table 13
Lead variable of CIR.
{1} (2) (3 (4) (5} (3] (7) (8)
CIR_t1 CIR_t2 CIR_t3 CIR_t4 CIR_t1 CIR 2 CIR 13 CIR t4
post —9.771% ~10.67#** ~6.609%* ~3.336
(-2.37) (-3.14) (-2.15) (-1.18)
spinoff 25,254 24,22 17.94% == 13.81%=*
(6.41) (7.37) (6.14) (5.53)
post*s pinoff 13,97+ 11875 9.772%%* 9.037+**
(8.51) (6.69) (5.20) 4.70)
Inta 0.834 1.522% 2.604% = 30645 0.844 1.562%* 2,698+ 3.169% =
(1.28) (2.13) (3.41) (4.28) (119) (2.09) (3.52) (4.38)
age 0.0371 0.122 ~0.0900 ~0.133 ~0.0440 0.0289 ~0.172 ~0.206
(0.25) (0.75) (0.55) (0.B1) (-0.30) (0.18) {-1.10) {-1.30)
CP1 —0.425 0.406 0.528 ~0.308 0.100 0.913* 0.918* ~0.0198
(-0.87) (0.91) (0.99) [-0.60) (0.19) (1.84) (1.70) (-0.04)
2dp ~3.170% ~2.451*% ~0.395 3.156%* 2,892 ~2.330 ~0.279 3.209¢*
(-2.27) (-1.74) (0.29) (2.52) (-1.91) (-1.58) (-0.20) (2.51)
_cons T8.66%* 61.41%== 37.18% = 16.97 77.03% == 60.36% 35.51%= 15,65
(6.77) (4.75) (2.65) (1.33) (5.97) (4.28) (2.47) (1.21)
N 760 688 617 545 760 688 617 545
Ng
r2 0.159 0.169 0.158 0.183 0.0981 0.105 0.116 0.152

This table presents the regression results to test lead variables of dependent variables, t1-t4 is lead variable of dependent variable one to four years
after spin-off using difference-in-difference analysis for panel data of 2 treated banks and 20 control group banks. We employ regression with robust
standard to estimate the following equation:
Yi, = a + fi, Spinoffi+ i, Post, + iy Post,x Spinoff; + fiyBankFundamental,, + fisControl, + &,

ROA is return on asset. NPF is non-performing financing to total financing ratio. Financinggrowth is the growth of financing. depgrowth is the growth
of deposit. CIR is cost to income ratio. FDR is financing to deposit ratio. Post is the treatment event, a dummy for one after spin-off, 0 otherwise.
spinoff i Treated group, A dummy variable for one for full-fledge Islamic bank, 0 for Islamic-window of conventional banks. Post”spinoff is inter-
action variables of post and spin-off, it is the DID estimator. Inta is Natural logarithm of total asset. age is age of banks. CPI is Consumer price index.
gdp is gdp growth. Standard errors are shown in parentheses. *, **, *** indicate significance at the 10 %, 5%, and 1% level, respectively.

Table 14
Lead variable of FDR.
(1) (2) (3) (4 (5) (6 (7) (8)
FDR_t1 FDR_t2 FDR_t3 FDR_t4 FDR_t1 FDR_t2 FDR_t3 FDR_t4
post 0.147* 0.219%%* 0.274%%= 0.235%%*
(1.75) (3.84) (5.89) (5.51)
spinoff ~0.325%* —0.359%** —0.378%** —~0.311%**
(-3.92) (-6.66) (-8.71) (-8.16)
post*s pinoff =0.157*** ~0.114%=* =0.0712*** ~0.0435*
(-6.22) (-4.65) (-2.98) (-1.87)
Inta —~0.0724%== — 00744 === ~0.0BLE** —0.07 g7 === —0.07 30% == ~0.0756%%* ~0.0837F* ~0.0811 %%
(-5.45) (-5.70) (-6.51) (-6.37) (-5.35) (-5.60) (-6.38) (46.28)
age ~0.0111%=* —0.0123*** — 0. 00982 —0.0077 2% —0.0100% == ~0.0108%** —0.00B0G=** —0.00608%*
(-3.84) (-4.60) (-3.73) [-3.18) (-3.61) (-4.25) (-3.22) (-Z.60)
CPI 0.00269 ~0.0133* ~0.00170 ~0.00286 ~0.00449 ~0.021 3% ~0.00991 ~0.00935
(0.29) (-1.66) [-0.18) (-0.32) (-0.48) (-2.57) (-1.04) (-1.01)
2dp 0.0647%* 0.0158 0.0267 ~0.0277 0.0621+ 0.0131 0.0242 ~0.0289
(2.37) (0.63) (1.10) (-1.26) (2.24) {D.50) (0.95) {-1.26)
_CONS 2,005 2.336%%F 2.270%*= 2.472%xx 2.028%** 2.366%°* 2.305%** 2.500%**
(7.91) (9.04) (9.00) (10.48) (7.89) (B.B3) (B.75) (10.14)
N 761 689 617 545 761 BB9 617 545
Ng
r2 0.252 0.264 0.284 0.265 0.227 0.223 0.231 0.216

This table presents the regression results to test lead variables of dependent variables, t1-t4 is lead variable of dependent variable one to four years
after spin-off using difference-in-difference analysis for panel data of 2 treated banks and 20 control group banks. We employ regression with robust
standard to estimate the following equation:
Y, = a + j# Spinoffi+ [ Post, + [y Posty+ Spinoff; + f,BankFundamental;, + f;Control, + &, .

ROA is return on asset. NPF is non-performing financing to total financing ratio. Financinggrowth is the growth of financing. depgrowth is the growth
of deposit. CIR is cost to income ratio. FDR is financing to deposit ratio. Post is the treatment event, a dummy for one after spin-off, 0 otherwise.
spinoff i Treated group, A dummy variable for one for full-fledge Islamic bank, 0 for Islamic-window of conventional banks. Post*spinoff is inter-
action variables of post and spin-off, it is the DID estimator. Inta is Natural logarithm of total asset. age is age of banks. CPI is Consumer price index.
gdp is gdp growth. Standard errors are shown in parentheses. *, **, *** indicate significance at the 10 %, 5%, and 1% level, respectively.
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Table A1
Robustness Cheek 1.
(1 (2) (3) (4) (5)
ROA ROA ROA ROA ROA
post*s pinoff —1.BBGgr=* —~1.B3g=== —~1.257%=* ~1.218%=* —1.22]**=
(-7.2B) (-5.89) (-3.05) (-2.95) (-2.96)
Inta ~0.0575 ~0.0507 ~0.162 ~0.138
(-0.58) (-0.67) [-1.05) (-1.01)
age ~0.00648 ~0.0113 ~0.00307
(-0.28) (-0.49) (-0.14)
CPI ~0.174* ~0.185*
(-1.90) (-1.83)
gdp 0.500
(0.72)
_CO0S 3.002%=* 3.831~ 4.473%* 6297 3.249
(15.97) (2.55) (2.20) (2.42) (1.08)
N 1509 1453 B23 B23 823
Ng
r2 0.0258 0.0269 0.00894 0.0107 0.0123

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01.

Table A2
Robustness Check 2.
(1) 2} (3) (4) (5)
LoNPF LoNFPF LnNPF LonNFF LoNPF
post®s pinolt 3270 1193 3.204%=* 3.245%%= 3.243% %=
(17.48) (6.52) (14.24) (13.71) (13.62)
Inta 1.282%** 0.908%** 1.045%** 1.061**=
(24.42) (7.92) (B.98) (9.09)
age 0.122%** 0.125 %= 0.130%**
(4.68) (5.10) (5.12)
CPI 0.4 14 %% 0.407%*=
(7.85) (7.62)
edp 0.180
(0.99)
_cons B.185% = ~9.964% == ~6.555=* ~10.37 === ~11,53%==
(61.30) [-12.89) [4.61) (-6.69) (-6.12)
N 1223 1169 728 728 728
Ng
r2 0.156 0.398 0.505 0.532 0.533

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01

including all variables in the empirical model. As presented in Appendix A (Tables A1-A6), with regard to our variables of interest, the
results remain the same with baseline regression.

6. Conclusion and policy implications

We empirically investigate the effect of the spin-off policy—separating the Islamic windows of conventional banks from their
conventional parent companies and making them into full-fledged Islamic banks—on these banks’ subsequent performance, efficiency,
and risk. We use data from Islamic commercial banks in Indonesia from 2008 to 2019. Our results reveal that the performance and
efficiency of full-fledged Islamic banks are lower than those of conventional banks® Islamic windows. We also find that Islamic
windows are less risky than Islamic banks that have spun off from conventional banks. Moreover, the inferior performance of separated
full-fledged I[slamic banks persists for four years after the spin-off. In addition, we find that the conversion strategy results in better
outcomes compared with the pure spin-off strategy. We also find that size does matter to have better results following the spin-off.

These findings carry several policy implications. We find strong evidence that the spin-off policy, more specifically pure spin-off,
does not lead to better performance even after four years. Therefore, regulators should seek complementary policies to mitigate the
negative effects of the spin-off policy. The newly enacted OJK regulation on banking synergy under the same ownership could be an
example of complementary policies in this matter. Moreover, consolidation among newly separated full-fledged Islamic banks may
help them to achieve economies of scale, enabling them to be more competitive.

CRediT authorship contribution statement

Irwan Trinugroho: Conceptualization, Formal analysis. Wimboh Santoso: Conceptualization, Validation, Supervision. Rakianto
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Table A3
Robustness Check 3.
(1) 2 (3) (4) (5
fingrowth fingrowth fingrowth fingrowth fingrowth
post*s pinoff -1.327 0.520 2.503 2708 2619
(-1.18) (1.28) (0.93) (0.94) (0.94)
Inta ~0.850 ~3.006 ~3.223 ~3.126
(-1.23) (-1.04) (-1.05) (-1.05)
age 0.563 0.542 0.618
(0.91) (0.90) (0.94)
CPI ~0.595 ~0.699
(-1.15) (-1.16)
gdp 4.107
(L19)
_CO0E 1.451 1525 39.26 45.14 2150
(1.29) (1.24) (1.07) (1.09) (0.98)
N 1501 1446 851 851 851
Ng
2 0.000470 0.00290 0.00B0DE 0.00877 0.0123

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01

Table A4
Robustness Check 4.
(1) (2) (3 (4) (3)
CIR CIR CIR CIR CIR
post®s pinolt 18,94 24,93 %% 21.71%** 2103 20,99%=*
(9.74) (8.33) (7.24) (7.58) (7.49)
Inta ~2.BBO*=* ~3.667** ~2.960** ~2918%*
(-2.78) (-2.56) (-2.36) (-2.37)
age ~0.0767 ~0.0179 0.00650
(-0.35) (-0.08) (0.03)
CPI 1808 1.759
(1.52) (1.46)
edp 1.414
(0.55)
_cons 7417 113.9%== 1282%%* 109.6°=* 1014+
(64.49) (7.62) (6.36) (6.26) (5.64)
N 1577 1522 867 Be7 B&7
Ng
2 0.0548 0.0675 0.0514 0.0577 0.0581

t statistics in parentheses. * p < 0.1, ** p < 0.05, *** p < 0.01

Table A5
Robustness Check 5.
(1) (2) (3) (4) (5)
FDR FDR FDR FDR FDR
post*s pinoff 21.39 38.94 79.06 B2.33 B2.67
(1.57) (1.61) (1.62) (1.63) (1.63)
Inta ~B.431* ~20.81 ~24.22 —~24.59
(-1.65) (-1.63) (-L.64) (-1.64)
age 3.372 3.089 2.860
[1.59) (1.58) (1.58)
CPI -B.721 ~B.273
-162) (-1.61)
gdp -12.95
(-1.49)
_COns 1.458% == 117.9% 261.4* 351.3* 426.3
(37.97) [1.67) [1.65) (1.65) (1.64)
N 1448 1443 BBE BBE BoR
Ng
] 0.00335 0.00831 0.0182 0.0225 0.0235

t statistics in parentheses
*p< 0.1, p<0.05 **p < 0.01
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Table A6
Robustness Check 6.
1) (2) (3) (4) (3
depositgrowth depositgrowth depositgrowth depositgrowth depositgrowth
post*s pinoff ~0.0859* 0.0384 ~0.0248 —~0.0208 ~0.0228
(-1.67) (116} (-0.75) [-0.58) (0.65)
Inta ~0.0669* ~0.0669 ~0.0711 ~0.0688
[-1.94) (-1.59) (-1.36) (-1.36)
age ~0.0136%* —0.0140%* —0.0122%*
(-2.28) (-2.01) (-2.09)
CPI ~0.0116 ~0.0141
(-0.36) (0.42Z)
gdp 0.0961
(1.22)
_CO0S 01745 1.107** 1.267* 1.382 0.828
(3.83) (211) (1.81) (1.39) (1.34)
N 1498 1443 851 851 851
Ng
2 0.00107 0.00727 0.0128 0.0129 0.0141

t statistics in parentheses
*p <01, " p< 005 **p< 001

Irawanto: Conceptualization, Validation, Project administration. Putra Pamungkas: Data curation, Methodology, Software, Formal
analysis.

Appendix A. Robustness Check Tables
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