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Abstract:   

              The previous literature has drawn attention to the 

relationship between the financial reporting quality which 

measured by earnings management (EM) practices and 

commitment to social accountability or corporate social 

responsibility (CSR). As far as we know- no evidence about this 

association regarding to Islamic banking context which 

characterised by ethical; moral commitment and social 

accountability. Empirical evidence, however, provides 

inconclusive results regarding the direction of this association. 

Using simultaneous equations and longitudinal panel data 

analysis, we examine the bi-directional EM–CSRD relationship 

for 29 Islamic banks across Gulf Cooperation Council (GCC) region 

during 5 years (2012-2016). We demonstrate that, bi-directional 

EM–CSRD association is not significant. The insignificant 

findings between EM and CSRD suggest that social reporting for 

Islamic banks is not being manipulated to cover their EM 

practices. We provide implications for investors, analysts and 

regulators 
Key words- Earnings management (EM), corporate social 

responsibility disclosure (CSRD), 

Bi-directional association; Islamic banks, GCC  

 

1. Introduction: 
 The Islamic banking/finance industries have progressively 

sliced out a considerable piece of the global financial market 

(Faraga et al., 2014). This is owing to their religious 

distinctiveness, Islamic banks (IBs) are more predicted to be 

socially responsible. IBs are also expected to perform the role of 

reallocating acquired wealth to carefully chosen investments, 

which contribute to the overall enhancement and well-being of the 

wider society (Faraga et al., 2014). It has been established that IBs 

practice the so called ‘moral economy’ which is a philosophy that 

explains the differences between religious and secular ethical 

reasons and back the enclosure of social and environmental aims 
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in their investments policies (Belal et al., 2014). Furthermore, 

Islamic banks are more likely to observe economic and social 

advantages and to satisfy their Corporate Social Responsibility 

(CSR) including its disclosure (Faraga et al., 2014).  Farook (2008) 

claims that disclosure offers evidence of the participation of IBs in 

social activities, thus earns legitimacy for their existence.  

Banks around the world have been found to manage their 

earnings (e.g., Shen and Chih, 2005). Earnings management (EM) 

disables investors’ ability to forecast banks’ future cash flow 

accurately based on current financial information (Quttainah et 

al., 2013). Consequently, it increases information asymmetry 

problems between banks and investors and reduces banking 

sector stability (Chen and Hasan, 2008). EM is considered as an 

unethical behaviour due to; it may weaken the economy if the 

manipulation is not revealed; it misleads stakeholders and it may 

likely misrepresent the returns on investor (Obid and Demikha, 

2011). EM has attracted much attention from both academics and 

practitioners in the last few years, arising as one of the major 

research in financial accounting and management (Shu & Chiang, 

2014). Despite this wealth of research, little is known about 

earnings management in Islamic banking industry.   

Francis et al (2008) has proven that EM has a direct effect over 

the corporate reporting decisions. Jensen (2010) argues that, when 

board act as agents of the stakeholders, the strategic behaviour of 

CSR reporting practices can be regarded as an entrenchment 

initiated as a consequence of EM. Previous literatures have 

revealed a robust and significant association between CSRD and 

EM (Ibrahim et al., 2015; Grougiou et al., 2014; Ahmed et al., 

2012).  However, a little empirical work -to the best of our 

knowledge- has been undertaken to investigate the bi-directional 

association between CSRD and EM from an Islamic perspective 

(Ibrahima et al., 2015: Alsaadi et al., 2013) particularly in GCC 

despite the importance of this region on political and economic 

levels (Srairi, 2010).  

In contradiction of this background and to filling this gap, we 

employ a sample of 29 Islamic banks in GCC region during a five-

year period (2012–2016) to examine whether commitment to CSR 

activities has any association to the quality of financial reporting 

which is measured by EM. We estimate a simultaneous equations 

system by employing a two-stage least squares (2SLS) regression 

method to control for any endogeneity problems. We measure a 

bank’s CSR commitment by a comprehensive index which 
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contains universal as well as Islamic items which has been used in 

CSR research (e.g., Belal et al., 2014). We measure EM by using 

accruals and Cash flow from operations as a proxy for capturing 

bank managers’ discretionary decisions to manipulate earnings. 

We choose these measures over the alternative, the restatement 

and fraud choices approach, since it is apparently more difficult 

to determine discretionary choices if the latter is used (Beatty et 

al., 2002).   

This study is motivated by several factors. First; the main sizeable 

body of research related to Islamic banking has explained the 

general Islamic principles (Siddiqui, 2006); have discussed 

regulatory and supervisory challenges (Jobst and Andreas, 2007), 

efficiency (Belanes and Hassiki, 2012), characteristics and 

profitability (Beck et al., 2013), soundness, resilience and financial 

stability of Islamic banks during the global financial crisis (Caby 

and Boumediene, 2013), while rare studies measuring EM. 

Secondly; Grougiou et al (2014) state that their findings cannot be 

generalized since the sample is country- specific. They recommend 

that future research could explore the bi-directional CSR–EM 

relationship using cross-country data provided. Moreover; the 

potential effects of different cultural, legal, institutional and 

accounting traditions could be adequately controlled (Kim et al., 

2012). The paper is motivated by rare literature that measuring 

EM for Islamic banks generally and association between EM and 

CSRD particularly. The majority of literature related to EM focus 

mainly on developed countries as well as conventional banks (e.g., 

Katmon & Farooque, 2015; Gopinath Arun et al., 2015), while 

just rare studies measuring EM based on Islamic banks’ data (e.g., 

Quttainah et al., 2013).  Consequently, we motivated to fills these 

gaps through measuring EM as well as association between EM 

and CSRD regarding to Islamic banks. A comparatively 

contemporary stream of the literature has shown extensive 

interest in understanding whether corporate commitment to CSR 

practices plays a role in the quality of financial reporting and vice 

versa (Scholtens & Kang, 2013). However, little emphasis has been 

placed upon investigating this bi-directional relationship in the 

case of the influential banking sector generally and Islamic 

banking sector specially. Moreover; the compound annual growth 

rate for Islamic banking is expected to be higher than 20% for the 

next 5 years (Hamdi and Zarai, 2012). Hence, understanding the 

EM behaviours of Islamic banks is of considerable significance 

and interest to regulators and investors. We are motivated by 
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contains our sample more than one country, while the vast 

majority of earnings management research has been conducted 

within a single country using firm level data (Doupnik, 2008). 

Our results suggest that Islamic banks engaged in EM practices 

are not tending to be involved in CSR activities. Furthermore, we 

show that the reverse association is also not significant, i.e. that 

the degree of Islamic bank’s commitment to CSR is not associated 

with the quality of financial reporting or EM. We determine that, 

in the case of the Islamic banking sector across GCC, a non-

directional association develops, as we find that EM is a not 

significant determinant of CSRD as well as CSRD is a not 

significant determinant of EM. In light of these results, we 

contribute to the extant literature by providing insights into the 

workings of a crucial component of the operation of the GCC 

economy –Islamic banking sector – which is characterized by a 

full compliance with sharia; guided by Islamic law; a distinctive 

tendency to not employ in EM practices and by a high level of 

participation in CSR activities and disclosure about it. Through 

deciphering the linking nature of CSRD and EM in the case of the 

Islamic banking industry, we fill a significant gap in the literature 

and contribute to the framework for decoding aspects of complex 

decision-making processes.  
Our work is furthermore different in that, while preceding studies 

use cross-industry (e.g. Chih et al., 2008; Prior et al., 2008), our 

study focuses on sole sector. Furthermore; Alsaadi et al (2013) 

uses non-financial sectors data to test the association between EM 

and CSRD; while our study focused on financial banking sector. 

In this way, we aim to reduce the interference of any potential 

noise due to diverse environments and the operationalization of 

both CSR and EM proxies. Additionally, whilst previous studies 

have examined either the impact of EM on CSR (Prior et al., 2008) 

or the impact of CSR on EM (Chih et al., 2008), we provide a 

more comprehensive understanding of the CSR–EM association 

by bringing to the fore the element of reverse causality. Moreover; 

while prior studies have examined the association between EM 

and CSRD for conventional banks (Grougiou et al., 2014), our 

research focuses on Islamic banks which have unique 

characteristics. Previous studies that measuring the association 

between EM and CSRD are focused on firm characteristics as 

control variables (e.g., Ibrahima et al., 2015), while our study 

extends these variables to contain CG factors as board size; board 

independence and board meetings as well as CG code related to 
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SSB as size and independence. We extended work of Quttainah et 

al (2013) that measuring the determinants of EM for Islamic 

banks concerned with SSB mechanism to testing the association 

between EM and CSRD with control SSB variables; BOD and 

firm characteristics. Whilst previous studies focuses on one 

country (e.g., Grougiou et al., 2014 study U.S. banks; Ibrahima et 

al., 2015 study Malaysia banks), whereas we provide a more 

holistic measuring for this association in six countries which 

formulated GCC region. Finally; our paper differs from Ibrahima 

et al (2015) and Grougiou et al (2014) that adopt GRI guidance 

KLD Research & Analytics respectively for measuring CSR. Both 

of them ignore items related to CSR from an Islamic perspective, 

while our index contains universal as well as Islamic items 

regarding to CSR activates as Zakat and compliance with sharia.  

Our findings have a number of important implications for a wider 

range of stakeholders such as investors, bank managers, market 

participants and regulators who might consider CSR as a sign of 

ethical investing and a potential significance of the quality of 

financial reporting or EM practices. Such groups ought to be very 

vigilant in depending on CSR information for banking industry 

analysis, as CSR is documented to be motivated by EM and, at the 

same time, banks’ CSR involvement is reported to have no 

significant impact on EM. Moreover, through the employment of 

EM practices, managers may thrive in attaining both optimal 

levels of profitability and a high CSR record. By doing this, they 

could enhance their personal reputation capital which allows them 

to claim improved benefits and rewards, better contracts, and 

board interlocks –habitually to the loss of their organisation’s 

interests. Regulators should take into consideration the positive 

impact of EM on CSR and should consider the reformulation of 

current CSR motivation plans, linking them to frameworks for 

bank manager advantages and rewards. Bank managers may be 

motivated to use CSR to cushion the economic consequences of 

low earnings. Market participants have to take into account that a 

bank’s vigorous participation in CSR might be incentivised by the 

employment of EM practices used to acquire optimal levels of 

profitability. They should be mindful that bank managers are 

more likely to prioritize the CSR agenda and to potentially 

allocate significant resources to CSR practices; in the meantime 

attaining preferred levels of profitability could also influence the 

perceptions of stakeholders who may accept higher investments in 

CSR. Through EM practices bank managers might thrive in 
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accomplishing both optimal levels of profitability and involvement 

in CSR activities which improve their personal reputation capital 

and allows them to claim improved advantages, rewards and 

board interlocks. Finally, in light of our findings, regulators 

should take into account the positive impact of EM on CSR. They 

could therefore study the reformulation of existing CSR 

motivation plans and link them to frameworks for bank manager 

advantages and rewards. The rest of the paper is organized as 

follows: in section 2; we review the relevant theoretical framework 

of the CSR- EM association. In Section 3, we explore CSR as well 

as EM from an Islamic approach. Section 4 describes the sample 

selection procedure, measures of EM as well as CSRD and our 

research models design. In section 5, we report the empirical 

findings and detail our Sensitivity analysis. Finally, section 6 

present the conclusions drawn from our analysis. 

 

2. Islamic banking features: 
 Maali et al (2006) define IBs as those banks that claim to 

follow Islamic Sharia in their business transactions. Sharia requires 

transactions to be lawful (halal) and prohibits transactions involving 

interest and those involving speculation. The concept of risk sharing is 

a key feature that distinguished Islamic from conventional banking 

(Azmat et al., 2015). IBs, therefore, have developed alternatives 

accordingly which include interest free loans (Qard Hassan), Islamic 

joint ventures (Musharakah/Mudarabah) and trade or lease based 

financing (Murabaha/Ijarah/Salam). There are five principles of 

Islamic banking which is (1) profit and loss sharing (PLS); (2) all 

transactions have to be backed by a real economic transaction that 

involves a tangible asset; (3) prohibition of riba (interest) is the most 

prominent features of Islamic finance; (4) prohibition of gharar 

(excessive uncertainty) and maysar (excessive risk or gambling) and 

(5) Prohibition on financing for illicit sectors (e.g., alcoholic; pork 

products, tobacco; gambling and drugs) (Khediri et al., 2015). To 

make sure that the religious expectations of those who deal with IBs 

have been met, IBs appoint a religious auditor; Sharia Committee or 

sharia supervisory board (SSB) (Daoud, 1996). The members of this 

Committee shall have the necessary qualification and knowledge on 

Islamic jurisprudence and Islamic transaction law (Fiqh al-Mu’amalat). 

The responsibilities of SSB include ex ante and ex post auditing of 

transactions, the calculation and payment of Zakah, and advising the 

bank on its accounting polices (Karim, 1990). 
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3. The GCC Islamic banking industry: 
 Islamic banking and finance has grown exponentially over 

the last 20 years. Actually, there are more than 300 Islamic 

financial institutions (IFIs) worldwide including banks, mutual 

funds and insurance firms (Khediri et al., 2015). By the end of 

2014, the total assets of the Islamic financial industry is estimated 

to surpass $ 2 trillion and, with this estimate, the compounded 

average growth rate of the total Islamic assets would be 17.3% 

over 2010–2014 and will grow by an average of 19.7% a year to 

2018 (Economist, 2015). One important group of banking services 

that have experienced rapid growth in GCC countries is the 

Islamic financial services (Srairi, 2010). Sharia-compliant assets 

represent a significant portion of total banking assets of the GCC. 

GCC region accounted for 38.2% of global Islamic banking assets. 

GCC Islamic banking assets reached $564 billion at 2014 (IFSB, 

2015). Banks in the GCC account for nearly one-third of all 

Islamic banking assets worldwide (Ernst & Young, 2015). These 

are mainly concentrated in Bahrain, Kuwait and the UAE. During 

the last 10 years, the concept of Islamic banking has likewise 

developed to cover activities of other types of financial institutions 

including insurance, investment and fund management companies. 

Moreover, to take advantage of Islamic financial instruments, 

many conventional banks in GCC countries have added Islamic 

banking services to their regular banking operations. Cooperation 

Council for the Arab States of the Gulf region (Gulf Cooperation 

Countries (GCC)) has a rich history of banking sector, going back 

to 1918 when the British first opened a bank in Bahrain (Olson 

and Zoubi, 2008). Islamic banks operate in over 60 countries, and 

most of them are in the GCC and Asia (Quttainah et al., 2013). 

Thus, GCC is represent one of the main Islamic hub centre for 

Islamic banking industry in the world. Therefore, the current 

paper focuses on the GCC countries. This region is worth 

studying for several reasons: the GCC region has one of the 

world’s largest Islamic banking markets (Al-Hassan et al., 2010); 

and the financial sector in the GCC is relatively developed 

compared to other countries in the Middle East (Maghyereh and 

Awartani, 2014). Banking is one of the largest sectors in GCC 

economies and there are more bank stocks traded in GCC stock 

markets than stocks of any other industry (Olson and Zoubi, 

2008).  Today, the GCC countries are widely believed to have the 

most developed Islamic financial system in the world containing a 

large Islamic banking sector, a well-developed Islamic interbank 
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money market, a growing Islamic securities market (Sukuk) and a 

sophisticated Islamic insurance market (Takaful) and operating 

side-by-side with a conventional banking system (Grassa and 

Gazdar, 2014). 

 

4. Theoretical framework of the CSR- EM association: 
This section reviews the theoretical frameworks that can be 

drawn upon to comprehend the inter-association between CSR 

and EM. Exploring this valuable insights association are provided 

by various perspectives such as stakeholder; legitimacy and 

signalling theories. As demonstrated by a number of previous 

studies Stakeholder theory have been one of the utilised theories, 

which sheds light on the EM-CSR association. Such a theory is 

concerned with how top board management teams manage their 

stakeholders (Mitchell et al., 1997). For example, top board 

management teams endeavour to serve multiple stakeholder 

objectives, which result in a widening information asymmetry 

between managers and stakeholders. Thus, shareholders do not 

have adequate resources or access to information to observe 

directors’ actions (Richardson, 2000). In succession, this 

information asymmetry prompts the rise of EM practices (Jensen, 

2010). Henceforth, stakeholder theory offers meaningful insights 

into managerial behaviours by proposing that bank directors who 

participate in CSR activities to negotiate diverse stakeholder 

interests are also involved in EM practices. Consequently; 

According to the stakeholder perspective, CSR has a positive 

impact on EM (Grougiou et al., 2014).  

Legitimacy theory is one of the theories, which have been employed 

to explain this phenomenon in prior investigations. At the heart of 

this theory is the concept of organisational legitimacy, which is 

understood as a generalised perception that the activities of an 

organisation should be within the prevailing system of values and 

beliefs (Suchman, 1995). Such an organisation would enjoy 

legitimacy as far as they exhibit that their activities are consistent 

with broad social acceptations (Castello & Lozano, 2011). Further, 

CSR activities are used as an effective tactics deployed by top 

management team directors to confer legitimacy upon their 

organisations (Hahn & Kuhnen, 2013). Also organisations employ 

CSR practices to manage or manipulate the informational needs 

of the different influential stakeholder groups in society in order 

to win their support, which is in this case vital for survival (Gray 

et al., 1995). Scholtens and Kang (2013) claim that top team 
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directors pursue their own interests by divulging profits in 

financial statements, which do not demonstrate a precise picture 

of the true economic position of the organisation. Thus, EM 

activities are conceptualized as opportunistic practices through 

which directors inflate earnings to meet budget goals as a means 

of increasing their own compensation (Hong & Andersen, 2011). 

Therefore, legitimacy theory sheds light upon managerial 

behaviours and incentives by proposing that bank directors who 

are vigorously involved in EM activities, with a view to show 

enhanced representations of their firm’s profitability, pre-

emptively resort to CSR practices (Mahjoub & Khamoussi, 2013) 

to avoid attention from questionable financial reporting. EM has a 

positive effect on CSR in light of the legitimacy theory  

Also, the Signalling theory provides an alternative understanding 

of the relationship between CSR–EM (Conelly et al., 2011). Which 

is that organisational legitimacy may be achieved by signalling 

organisation’s unobserved qualities to third parties. Also, owning 

to the imperfect information, market participants (receivers) are 

not always mindful of important internal information concerning 

corporate practices. Thus, managers (signallers) are motivated to 

convey signals which are relevant to the adherence of CSR norms, 

in order to confer legitimacy upon their organisation. According 

to this perception, certain banks energetically capitalise on CSR 

practices to project their superior type (Clarkson et al., 2008) in 

terms of social sensitivity criteria. Such banks will obtain an 

advantageous position by showing their distinctive CSR 

accomplishments, which challenges the rest of the industry to 

duplicate. Thereafter, the signalling theory proposes that a bank’s 

engagement in CSR practices is irrelevant to the advancement or 

degradation of the organisation’s financial reporting quality. 

Therefore, the intensity of CSR activities/engagement has no 

influence on EM. Thus, based on the signalling theory, CSR is 

seen as disassociated from EM (Grougiou et al., 2014). Based on 

the above discussion, this study will utilise the signalling theory 

due to its relevance to this study’s main argument which is the 

employment of CSR reporting and earnings management 

manipulation. Thus, we adopt this perspective based on ethical 

and moral background for institutions that rise flag of Islam and 

guided by sharia. It involves in CSR activities to achieve its 

accountability towards Allah (God) then all stakeholders not to 

manipulate its earnings. Consequently, we expect insignificant bi-

directional association between EM and CSRD for both models.             



10 
 

5. CSR and EM from an Islamic perspective:  
5.1 Earning Management:  

 In terms of the impact of religion on mitigating EM, recent 

studies find a positive influence of religious ethical norms on 

earning quality. Dyreng et al (2012) investigate whether firms 

with more religious influence are less likely to engage in 

aggressive financial reporting than firms with less religious 

influence. They find that firms that are religion-influenced are less 

involved in aggressive financial reporting and have higher accrual 

quality. McGuire et al (2012) argue that religion reduce unethical 

practices in business organisation. They find that firms that in 

religious area experience lower incidences of financial reporting 

irregularities. 

Islam has a similar and unique value to other religions in that its 

principles and norms guide all aspects of human life, including 

business activities (Alsaadi et al., 2013). IBs are established based 

on the article of incorporation that states that operation should 

comply with Sharia. Sharia entails the notion of protecting the 

interest and rights of all stakeholders within the Sharia rules 

(Hasan, 2008). Islamic philosophy represents a religious-based 

system of business ethics which characterized by the ethical and 

moral norm that is socially committed. Hence, Sharia plays an 

important role in shaping the ethical behaviours of Islamic banks 

managers. The religiosity literature implies that religiosity is 

positively associated with risk aversion and negatively associated 

with unethical behaviour (Dyreng et al., 2012). Thus, we expect 

that IBs are less likely to engage in EM due to the moral and 

ethical values that Sharia stresses upon. Transparency is one of 

ethical responsibilities according to the Islamic rules, and Sharia 

principles assert that business activities should be carried out in a 

transparent manner that every aspect of these activities is 

clarified to various parties (Ali and Al-Owaihan, 2008). It has 

been argued that disclosing more information about a firm’s 

activities leads to mitigate information asymmetry and enhance a 

firm’s transparency as well as reducing incentive of involving on 

EM manipulation and enable investors to detect such unethical 

behaviour (Jo and Kim, 2008). In Islam, exploiting the contracting 

agreements by managers are prohibited as well as managing trust 

given to them by using unethical way such as EM. Abdul-Rahman 

et al (2012) conclude that religious ethical values reduce 

aggressive reporting practices and managerial opportunism. 

 



11 
 

5.2 Corporate social responsibility:  

 For Thakur (1996) religion can play a significant part in 

evolving the cause of social accountability through its emphasis on 

morality and spiritual visions necessary for attaining social justice 

in society. Islam make claims that the main purpose of their 

message and teaching is to advance social justice in societies (El-

Gamal, 2006). In the Islamic context, the social responsibilities of 

individuals which are derived from the Qur’an and from Prophet 

Mohammed’s deeds, teachings and sayings (Sunnah) also apply to 

companies. It is legitimate for a business to aim to realise profits, 

but this goal should be pursued in accordance to the Sharia 

(Mallin et al, 2014). Since Sharia defines the norms of human 

conduct, and how business has to deal with its external 

environment, businesses claiming to comply with Sharia should be 

clearer about their roles in society (Maali et al., 2006). Darus et al 

(2013) contends that the practices and policies of CSR of Islamic 

institutions as Islamic banks should be prioritised in accordance 

to their importance and urgency from the perspective of Sharia. 

The prioritisation of CSR will relate to the objective of Sharia and 

to ensure that the society’s interests are preserved, which is also 

consistent with the motivation for sustainability practices.  

IBs refer to a system of banking that is concurrent with the values 

of Islamic jurisprudences (Sharia). Sharia is concerned with 

encouraging justice and welfare in the society and seeking God’s 

blessings, with the ultimate aim of attaining success in this world 

and the hereafter (Hassan and Harahap, 2010). The payment of 

parts of bank’s profits to benefit the society is a representation of 

one of the main unique characteristics of IBs. IBs market 

themselves knowingly on ethical and social grounds (Visser, 2009). 

According to Islamic values, business transactions can never be 

separated from the moral objectives of the society (Usmani, 2002). 

Therefore, IBs are more predicted to be more receptive to the 

diverse requirements of all stakeholders groups. Moreover, IBs 

are more likely to enact the role of reallocating profits acquired 

(for instance via the Musharaka programme; profit and loss 

sharing) to carefully chosen investments, which contribute to the 

overall enhancement and well-being of the wider society (Farook, 

2008; Mallin et al., 2014). Additionally, IBs should endeavour to 

attain equilibrium between offering adequate revenues to their 

investors and depositors, while at the same time not disregarding 

their social responsibilities and obligations towards their divers 

stakeholder groups (Ahmad, 2000). It has also been established 
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that IBs have ‘a social face’ (Mashhour, 1996). This is officially 

recognised by numerous banks ‘social activates are emphasized in 

Islamic banks’ articles of association among their objectives and 

functions’ (El-Ashker, 1987, p. 45). Kim et al., (2012) provide 

evidence that CSR practices are negatively related to EM. The 

moral value in CSR drives management not to manipulate their 

financial information.  

Based on the above discussion; we argue that IBs face greater 

demands of conducting ethical and social activities as well as 

providing more transparent and reliable financial reporting as a 

result of their Sharia status. The Islamic moral codes is expected 

to mitigate unethical behaviour as well as reduce the intention of 

mangers to engage in EM and provide less reliable information, 

which in turn violate the concept of justice. This enhances IBs to 

maintain higher standards of accountability in their reporting 

practices. The above argument provides evidence that engaging in 

CSR is driven more by moral imperative rather than 

opportunistic behaviour and EM is mitigated as a consequence of 

Sharia principles. Therefore, this study predicts that IBs are 

perceived to have embraced the Islamic values would be more 

concerned with their social responsibility and would be less likely 

to be involved in EM. 

  

6. Research design: 
 There are 40 Islamic banks across the Gulf Cooperation 

Council (GCC) (Qatar, KSA, UAE, Oman, Bahrain and Kuwait) 

based on Islamic Financial Services Board (IFSB) report (IFSB, 

2015). Our sample is balanced panel data of 29 IBs (72.5%) from 

six GCC countries: 13 banks in Bahrain, 2 banks in Kuwait, 2 

banks in Oman, 4 banks in Qatar, 4 banks in Saudi Arabia, and 4 

banks in United Arab Emirates during the five-year period 2012–

2016. The selection of banks in the sample is based on the 

availability of data for the required period. Following previous 

studies (e.g., Anandarajan et al., 2007; Leventis et al., 2001), we 

exclude banks with incomplete data from the sampling frame; 

Islamic windows and conventional banks. Altogether the final 

data set comprises 145 observations. Financial data and EM score 

for each bank are obtained mainly from data stream, bank scope 

and Blomberg database. The sources of extent of CSRD data for 

each bank are obtained from the annual reports and websites. As 

part of the documentary analysis we have undertaken a content 

analysis of all annual reports of IBs. We have considered 
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published annual reports as this has been the most consistent and 

regular medium for the bank to communicate with its 

stakeholders. To point out the importance of annual reports Gray 

et al (1995) suggested that they are published consistently and 

help to construct an external image of corporation. 

 

6.1 Measuring earnings management: 

 Healy and Wahlen (1999) defined EM as the alteration of a 

corporation's financial reports by insiders as board and managers 

to mislead stakeholders or to influence contractual outcomes that 

are dependent on numbers in the financial reports. Measuring the 

extent of EM has presented challenges, and researchers have 

devised various methods (see Dechow et al., 2010, for details). In 

this study, we adopt the method developed by Leuz et al. (2003), 

which were based on previous work by Dechow et al., (1995), 

Dechow and Skinner (2000). This model also adopted by several 

literatures (e.g., Wang and Campbell, 2012). We first introduce 

accruals and cash flow. Cash flow from operations is computed 

indirectly by subtracting the accrual component from earnings 

because direct information on firms’ cash flows is not widely 

available in many countries. Following Dechow et al. (1995), we 

compute the accrual component of EM as 

 

 
 

6.2 Measuring corporate social responsibility: 

 In this study related to CSRD, to construct an overall 

measure of IBs’ commitment to CSR, we have used a disclosure 

index which consists of a comprehensive list of 149 disclosure 

items across 16 categories. This index is adopted from Belal et al 

2014. The index contains Universal items that are shared with 

internationally recognized initiatives as Global Reporting 

Initiative (GRI) guidelines on financial services as Board of 

Directors; management; charity; sponsorships; complaints; ethics; 

employees; environment and community involvement in 
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additional to particular or Islamic items that are required for 

Sharia-compliance as SSB; Zakat; Qard Hassan; Sharia 

awareness and Islamic commitments. We consider these 

qualitative issue areas to be more relevant to IBs. Consider mixed 

variables (Universal and Islamic) is consistent with Belal et al 

2014. The content analysis instrument used in this case further 

extends the instruments used in previous research (e.g., Haniffa & 

Hudaib, 2007; Maali et al., 2006). For each item disclosed in a 

year we used a score of 1 or 0 (if not disclosed). We have used an 

un-weighted indexing procedure to avoid possible bias in scoring. 

This is consistent with previous studies (e.g., Ahmed & Nicholls, 

1994; Cooke, 1989). For each year an index was calculated by 

dividing the number of items disclosed with total number of items 

to be disclosed. We interpret a higher CSR score as an indication 

of a bank’s greater commitment to CSR practices. 

  

6.3 Empirical model: 

 To test the association between CSR and EM, we estimate 

a linear simultaneous equations system of two cross-sectional 

models since Labelle et al (2010) suggest that CSR and EM might 

be endogenously determined. Therefore, to put both EM score 

and the factors related to CSRD on the right-hand side of an 

equation having CSR as its dependent variable would lead to 

biased and inconsistent OLS estimates (Gujarati, 1995). Actually, 

contemporary CSR studies highlight the significance of 

controlling for endogeneity problems (Garcia-Castro et al., 2010; 

Hillman & Keim, 2001). Gujarati (1995) recommend addressing a 

possible endogeneity problem by estimating a 2SLS regression 

and this method has been used in several studies (e.g., Owusu-

Ansah et al., 2010).  

In the first stage, the endogenous variable EM is regressed against 

exogenous variables, whose selection is dictated by prior studies. 

Following previous studies (Kanagaretnam et al., 2010; Quttainah 

et al., 2013), we include several bank characteristics as well as CG 

variables that could affect bank EM as well as CSRD in the 

empirical analysis. Thus, we include in Equation (4): corporate 

social responsibility disclosure (CSRD) and profitability (ROA) 

(Kothari et al., 2005); bank size (SIZE) (Cornett et al., 2009); 

leverage (LEV) (Ali and Zhang, 2015; Sun et al., 2010); board size 

(Ferraz et al., 2011); board independence, board meetings (Chi et 

al., 2015; Gonza´lez and Garcı´a-Meca, 2014); SSB size 

(Quttainah et al., 2013) and audit committee presence and audit 
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committee size (Chen and Zhang, 2014). Grougiou et al (2014); 

Scholtens (2009) suggest that risk should be controlled for in any 

model that tests EM-CSR association. Therefore, we control for 

capital risk by including CAP as Cornett et al (2009). Finally, we 

included YEA and COU in the model to control year and country 

affects which consistent with Katmon and Al Farooque (2015). We 

specify the functional form of first-stage regression as: 

 

𝑬𝑴𝒊𝒕 = 𝜷𝟎 +  𝜷𝟏 𝑪𝑺𝑹𝑫𝒊𝒕 +  𝜷𝟐 𝑹𝑶𝑨𝒊𝒕 + 𝜷𝟑 𝑳𝑬𝑽𝒊𝒕

+ 𝜷𝟒 𝑺𝑰𝒁𝑬𝒊𝒕 + 𝜷𝟓 𝑩. 𝑺𝑰𝒁𝑬𝒊𝒕

+ 𝜷𝟔 𝑺𝑺𝑩. 𝑺𝑰𝒁𝑬𝒊𝒕 + 𝜷𝟕 𝑩. 𝑰𝑵𝑫𝑬𝑷𝒊𝒕

+ 𝜷𝟖 𝑩. 𝑴𝑬𝑬𝑻𝒊𝒕 + 𝜷𝟗 𝑨𝑪. 𝑬𝒊𝒕

+ 𝜷𝟏𝟎 𝑨𝑪. 𝑺𝑰𝒁𝑬𝒊𝒕

+ 𝜷𝟏𝟏 𝑪𝑨𝑷𝒊𝒕 + 𝜷𝟏𝟐 𝑪𝑶𝑵. 𝑫𝑼𝑴𝒊𝒕

+ 𝜷𝟏𝟑 𝒀𝑬𝑨. 𝑫𝑼𝑴𝒊𝒕 +  ɛ𝒊𝒕     (𝟒) 
Where EM= earning management measure; CSRD= corporate social 

responsibility disclosure score based on CSR index; B.IND=Board 

independence (ratio of the number of non-executive directors to tot al number 

of directors); B.SIZE= total number board members; B.MEET=number of 

BOD meeting within the year; AC=dummy variable 1 if there is audit 

Committee inside the Islamic banks or 0 otherwise; AC.SIZE=total number of 

audit committee; SBB.SIZE=total number of SSBM on the board; SIZE= 

natural logarithm of total assets; ROA= profitability ratio based on return on 

assets; LEV=leverage ratio based on total liabilities for total assets; CAP=ratio 

of actual regulatory capital (Tier 1 capital) to the minimum required 

regulatory capital; CON.DUM=Country dummies and YEA.DUM=Year 

dummies. 

In the second stage, CSR is regressed on the fitted values of EM, 

which is derived from the first-stage regression and the actual 

values of the exogenous variables, whose selection is based on 

previous studies while taking into consideration the particularities 

of banks. Specifically, we comprise in Equation (5): SIZE 

(Andrikopoulos et al., 2014; Mallin and Michelon, 2011); SSB size 

and SSB cross membership (CM) (Farook et al., 2011); SSB 

reputation (R) (Abdul Rahman  and Bukair, 2013); Leverage 

(LEV) (Drobetz et al., 2014; Guidry and Patten, 2012); ROA 

(Faraga et al., 2014; Mallin and Michelon, 2011); Board 

independence, board meetings and board size (Jizi et al., 2014); 

Capital risk (CAP) (Prior et al., 2008); Age (Hossain and 

Hammami, 2009) and accounting standard (Evans et al., 2015; 
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Barth et al., 2012)1. Thus, we estimate the following structural 

equation: 

𝑪𝑺𝑹𝑫𝒊𝒕 = 𝜷𝟎 +  𝜷𝟏 𝑬𝑴𝒊𝒕 +  𝜷𝟐 𝑹𝑶𝑨𝒊𝒕 + 𝜷𝟑 𝑳𝑬𝑽𝒊𝒕

+ 𝜷𝟒 𝑺𝑰𝒁𝑬𝒊𝒕 + 𝜷𝟓 𝑺𝑺𝑩. 𝑪𝑴𝒊𝒕 + 𝜷𝟔 𝑩. 𝑺𝑰𝒁𝑬𝒊𝒕

+ 𝜷𝟕 𝑺𝑺𝑩. 𝑺𝑰𝒁𝑬𝒊𝒕 + 𝜷𝟖 𝑺𝑺𝑩. 𝑹𝒊𝒕

+ 𝜷𝟗 𝑩. 𝑰𝑵𝑫𝑬𝑷𝒊𝒕 + 𝜷𝟏𝟎 𝑩. 𝑴𝑬𝑬𝑻𝒊𝒕 + 𝜷𝟏𝟏 𝑪𝑨𝑷𝒊𝒕

+ +𝜷𝟏𝟐 𝑺𝑻𝑨𝑵𝑫𝒊𝒕 +  𝜷𝟏𝟑 𝑨𝑮𝑬𝒊𝒕

+ 𝜷𝟏𝟒 𝑪𝑶𝑵. 𝑫𝑼𝑴𝒊𝒕 + 𝜷𝟏𝟓 𝒀𝑬𝑨. 𝑫𝑼𝑴𝒊𝒕

+  ɛ𝒊𝒕 (𝟓) 
Where all variables are defined as per Equation (4) except for those first 

introduced in Equation (5), which are defined as: SSB.CM= dummy variable 1 

if SSB member with a cross membership in more than one Islamic bank or 0 

otherwise; SSB.R= dummy variable 1 if the SSB members are has membership 

in a credible Islamic institutions as AAOIFI or 0 otherwise; STAND=dummy 

variable 1 if the banks adopt AAOIFI/other Islamic standards or 0 otherwise; 

AGE= age of the bank. 

Table 1 presents the summary statistics of the variables used in 

our tests related to our two models. Table 2 reports the 

correlation coefficients between the dependent and independent 

variables. Observations for all variables in the correlation matrix 

show that most of the correlation coefficients are below 80 %. A 

correlation coefficient of more than 80 % indicates serious 

multicollinearity (Gujarati, 1995).  

(Insert here table 1) 

(Insert here table 2) 

 

7. Empirical findings: 
 The two models presented in table 4 are well identified; the 

R squared in first and second model are 59.8% and 63.7% 

respectively. The F statistics are highly significant and reject the 

null that the coefficients are insignificantly different from zero. A 

variance inflation factor (VIF) check of our two models shows 

maximum VIF is 5.854 for CAP, which is below the 10-point 

benchmark (Hair et al., 2006). As such, it can be concluded that 

the multicollinearity is not detrimental to the results of the 

multivariate analysis. The Ramsey RESET test for omitted 

variables and model mis-specification fails to reject the null that 

the model is not mis-specified and concludes that there is no 

omitted variables bias and our models are well specified. 

                                                
1 Audit firm size (Grougiou et al., 2014; Kim et al., 2012) and auditor change (Grougiou et al., 
2014; De Fond & Subramanyam, 1996) variables has been excluded since there were no change in 
data over the selected five period.   
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Our results are not matching with the previous literature that 

finds a positive association between EM and CSR (e.g., Hong and 

Andersen, 2011), and other literature that finds a negative 

association (e.g., Chih et al., 2008). However, this finding is 

equivalent with Ibrahima et al (2015) that find insignificant 

association between the two variables. For first model (Equation, 

4), where EM is the dependent variable, the coefficient of CSRD is 

negative and not statistically significant. This proposes that CSR 

activities do not clarify why GCC IBs indulge in EM practices. 

This result is consistent with Grougiou et al (2014) regarding to 

previous research on financial corporations, whereas our finding 

does not matching with (Labelle et al., 2010) concerning with non-

financial corporations. For the control variables, ROA and 

B.MEET only are statistically significant. ROA is significant at the 

1% level with a positive coefficient, proposing an inter-correlation 

between ROA and EM practices (It is consistent with Ali and 

Zhang, 2015). Kothari et al (2005) argue that there is spurious 

indication of EM being high in banks with high financial 

performance. We found that board meeting is significant at the 5% 

level, with an unexpected negative sign. Our result is consistent 

with Conger et al (1998). Xie et al (2003) argue that board meeting 

frequency is associated with reduced levels of EM and an 

expectation that more active board will prove more effective 

monitors. They point out that boards that spend more hours on 

meeting are able to exercise greater monitoring functions, so they 

are more likely to be able to curb EM. Chen et al (2006) disclose 

that fraud or EM level is less likely to occur in corporations with a 

greater number of board meetings, because they have sufficient 

time to solve a bank’s financial problems and to exercise their 

duty and accountability in line with shareholder interests, and 

then improve a firm’s performance.  
For second model (Equation, 5), where CSRD serves as the 

dependent variable, the coefficient of EM is positive and also 

statistically insignificant as reported in first model. This proposes 

that IBs that engage in EM practices are not necessarily actively 

involved in CSR activities. This outcome is matching with 

Ibrahima et al (2015) related to IBs, while it is against Grougiou et 

al (2014) concerned with conventional banks. Related to the 

control variables, size; standards; age and board meetings are 

statistically positively significant with CSRD. SIZE is significant 

at the 1% level, proposing that large IBs are more likely to engage 

in CSR activities. This result is consistent with Drobetz et al 
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(2014). The result shows that age is significant at the 10% level 

which consistent with previous works (Mallin et al., 2014; Roberts, 

1992). We argue that the older the bank the more involvement 

there will be in CSR activities which have a positive impact on its 

reputation. For accounting standards, it is significant at the 1% 

level, proposing that IBs that adopting AAOIFI are more likely to 

engage in CSR activities as well as disclose more information 

about these activities. This outcome is matching with Evans et al., 

2015. Finally; our result is matching with (Arora and 

Dharwadkar, 2011; Li et al., 2008) that find a significant 

association between CSRD and board meetings at the 5% level.   

(Insert here table 3) 

 

8. Sensitivity analysis: 
 We check the robustness of our findings by performing 

several sensitivity tests. First; we added other country variable to 

measuring its impacts on the association between EM and CSRD 

which is Governance Index which taken from the research project 

‘‘Worldwide Governance Indicators’’ (WGI) proposed by 

Kaufmann et al. (2010) to control for institutional differences 

among different countries. We integrate this index using three 

main indicators that previous literature has shown as very 

important factors in measuring the way in which the governability 

of a country helps to reduce or increase opportunistic behaviour 

in firms related to EM as well as CSRD: Government 

Effectiveness; Rule of Law and Control of Corruption (Gonza´lez 

and Garcı´a-Meca, 2014; Galang, 2011). This would require us to 

run a third equation where contains WGI variables instead of 

dummy variable for country. Therefore, we exclude the 

CON.DUM or Country dummies variable from our system of 

equations and re-estimate the 2SLS system. The findings are 

similar to those reported earlier which is un-significant 

association between CSRD and EM.  

Secondly, previous research shows that EM (Cornett et al., 2009) 

and CSRD (Andrikopoulos et al., 2014) models are sensitive to 

corporation size, thus we assess the effect of size on our results. As 

recommended by Chow (1960), we perform an F-test to define 

whether the estimates of the full sample model are consistent 

through the lower and upper shares of our sample. Hence, we 

divide our full sample of Islamic banks into lower and upper 

shares based on the median of their total assets. The untabulated 

findings of the Chow test specify that there is no statistical 
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difference in the regression estimates for SIZE between the lower 

(small bank) and upper (large bank) segments of our sample (𝑿𝟐-

statistic = 0.05, two-sided p-value = 0.8432). Thus, SIZE has no 

disproportionate effect on our results. 

Thirdly, while the pair wise correlation coefficients reported in 

Table 1 do not specify any multicollinearity problems in our data, 

the presence of a definite degree of collinearity is still potential. 

This is because one independent variable may be an approximate 

linear function of a set of several other independent variables and, 

also, simultaneous estimators break down in the face of 

multicollinearity (Farley & Leavitt, 1968). Consequently, we 

compute a post-estimation variance-covariance of the estimators 

(VCE) of the variables in Eq. (5). Similar to the findings of the 

Pearson product-moment correlation procedure reported in Table 

1, the VCE suggests that the degree of multicollinearity is not 

severe.  

 
9. Conclusions remark:  
 IBs and CSR are both areas which have seen significant 

growth in recent years with rare studies that measuring EM based 

on Islamic banking sector data. In an attempt to fill the gap in the 

literature concerning with the association between EM and CSRD, 

we investigate this relationship using a sample of 29 IBs across 

GCC during the five-year period 2012–2016. Our analysis 

suggests that there is insignificant association between EM and 

CSR, i.e. that IBs board who (if) manipulate earnings are not tend 

to involve in CSR activities. Our findings demonstrate that 

accounting earnings are not associated with intensive investment 

in CSR activities. Furthermore, our findings suggest that the 

extent of IBs’ engagement in CSR activities is not influential in 

deter-mining a bank’s indulgence in EM practices. By combining 

legitimacy and signalling theories, we argue that, banks resort to 

CSR practices to signal internal qualities and to build a distinct 

socially responsible organizational profile. Incentivized by 

building a superior image and attaining prominence, banks 

organize CSR strategies to differentiate themselves from other 

institutions in the industry, without such tactics having any 

impact on EM. Moreover, our analysis shows that banks with 

greater capacities in terms of ROA and board meetings are in a 

more privileged position to maintain and re-establish superiority. 

Overall, our study indicates that the CSR–EM relationship is bi-
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directional. This is demonstrated by our results which show that, 

a high engagement in EM does kink with engagement in CSR, 

involvement in CSR does not determine EM practices. Therefore, 

we do not find evidence about the association between EM and 

CSRD regarding to Islamic banking sector in GCC. The 

insignificant findings between EM and CSR prove that Islamic 

banks that are offering Islamic services and represented Islamic 

philosophy for conducting business and are engaging in 

sustainability initiatives are not doing so to cover their 

engagement in EM practices. Thus, it can be concluded that the 

acts of IBs are consistent with the objective of Sharia which is 

aims to serving the society as a real accountability towards Allah 

and all stakeholders. It also guided by prohibited any misleading 

for any interested parties by any method as manipulation of 

earning. This conclusion is supported by Quttainah et al (2013) 

that argue that IBs are less likely to conduct EM comparing with 

other rivals particularly non-Islamic or conventional banks.  

The result disagree with the argument of Kim et al (2012) who 

claim that CSR may be adopted by corporations in order to create 

an impression of transparency among the stakeholders and 

legitimise their activities and gain stakeholder sustenance, when in 

fact they are engaging in accounting-based and real EM. This can 

be justified based on ethical; moral and religious background and 

basics for IBs as well as their managers. Also; Ethical theory view 

CSR as an ethical imperative or obligation and state that 

companies must accept this view and treat social responsibility 

above any other concern. According to this perspective, 

engagement in CSR by Islamic banks is significant and must be 

driven by moral obligation rather than used as a tool to 

manipulate their earnings or hide managers’ opportunistic 

behaviour (Alsaadi et al., 2013). Thus, if the moral imperative is 

the driver behind CSR, firms as Islamic banks are expected to be 

more likely to provide high-quality earnings disclosure and limit 

EM, thereby enhancing the transparency of financial reporting. 

Therefore, in terms of conducting business activities according to 

Islamic principles, there is no a gap between what have been 

highlighted in theoretical framework or signalling theory and 

practices. By other words; our result supported the main basic for 

signalling theory that argues that CSR is seen as disassociated 

with EM as well as the Reverse association.  

We note that our findings should be interpreted in the light of 

several limitations which, however, may motivate future research. 
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First, our sample might not be so large as to represent the whole 

Islamic banks population. For this reason, future research could 

measure the bi-directional CSR–EM relationship using the all IBs 

around the world which are approximately 160 across 30 

countries. Secondly; because the main uniqueness of IBs is full 

compliance with sharia, we expect that future research will look 

into sharia disclosure quality issues and its association with EM 

practices. The analysis shows significant impacts of accounting 

standards on EM practices. Thus, we expect further research 

consider for what extent as well as how adopting AAOIFI has 

effects on reducing the level of EM for IBs by focusing on the EM 

practices before and after adopting these standards. Our sample 

period is limited to the five years between 2010 and 2014. 

Upcoming research may advance existing understandings through 

extending the sample period chronologically by using panel data 

analysis which allow for an investigation of the long-term 

association between EM and CSRD in Islamic banking sector.  
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Tables  
Table 1: Descriptive Statistics 

 Variables  Minimum Maximum Mean Std. 

Dev. 

Skewness Kurtosis 

CSRD 0.00 0.50 0.319 0.091 -0.503 0.870 

EM -2.191 0.000 -1.013 0.240 -1.063 11.451 

SIZE 1.11 4.91 3.295 0.843 -0.551 -0.009 

AGE 1.00 57.00 16.518 13.589 1.126 0.422 

STAND 0.00 1.00 0.640 0.481 -0.591 -1.675 

LEV 0.00 98.87 35.640 32.108 0.688 -1.099 

ROA -45.31 31.95 0.194 7.613 -1.730 14.192 

AC.E 0.00 1.00 0.829 0.377 -1.773 1.162 

AC.SIZE 0.00 5.00 2.681 1.380 -0.947 0.014 

B.IND 0.10 0.90 0.509 0.197 0.613 -0.483 

B.SIZE 5.00 16.00 9.084 1.937 0.314 0.815 

B.MEET 1.00 12.00 5.544 1.793 0.677 1.752 

SSB.R 0.00 1.00 0.805 0.397 -1.563 0.448 

SSB.CM 0.00 1.00 0.913 0.281 -2.978 6.969 

SSB.SIZE 1.00 9.00 3.827 1.215 1.025 1.374 

CAP 8.37 137.76 28.450 24.774 2.343 5.430 
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Variable definition: EM= earning management measure; CSRD= 

corporate social responsibility disclosure score based on CSR index; 

B.IND=Board independence (ratio of the number of non-executive 

directors to tot al number of directors); B.SIZE= total number board 

members; B.MEET=number of BOD meeting within the year; 

AC.E=dummy code 1 if there is audit Committee inside the Islamic banks 

or 0 otherwise; AC.SIZE=total number of audit committee; 

SBB.SIZE=total number of SSBM on the board; SSB.R= dummy code 1 if 

the SSBM are has membership in a credible Islamic institutions as 

AAOIFI or 0 otherwise; SSB.CM=dummy code 1 if SSB member with a 

cross membership in more than one Islamic bank or 0 otherwise; SIZE= 

natural logarithm of total assets; ROA= profitability ratio based on 

return on assets; STAND=dummy code 1 if the banks adopt 

AAOIFI/other Islamic standards or 0 otherwise; LEV=leverage ratio 

based on total liabilities for total assets; CAP=ratio of actual regulatory 

capital (Tier 1 capital) to the minimum required regulatory capital; Age= 

age of the bank 

 

 

Table 2: Correlation Matrix  
 Variab

les 

CSRD EM SIZ

E 

STA

ND 

LEV ROA AC.E AC. 

SIZE 

B. 

IND 

B. 

SIZE 

B. 

MEET 

SSB. 

R 

SSB. 

CM 

SSB. 

SIZE 

CAP 

CSRD 1.000 -

0.1
42 

-

0.20

1* 

0.361
** 

0.081 -

0.299
** 

0.125 0.039 0.029 0.214
* 

0.281** 0.112 0.138 0.155 -

0.081 

EM 
 

1.0

00 

0.19

5* 

-

0.024 

0.038 0.232
** 

-

0.130 

-0.127 -

0.079 

-

0.100 

-0.039 -

0.143 

-

0.163
* 

-

0.092 

0.043 

SIZE 
  

1.00

0 

-

0.360
** 

-

0.353
** 

0.200
* 

0.089 0.028 -

0.339
** 

-

0.050 

0.249** -

0.172
* 

-

0.009 

-

0.040 

-

0.461
** 

STAND 
   

1.000 0.438
** 

-

0.178
* 

0.020 -0.119 0.117 0.154 0.003 0.346
** 

0.230
** 

-

0.279
** 

0.365
** 

LEV 
    

1.000 -

0.039 

-

0.170 

-

0.270** 

-

0.137 

-

0.170 

-

0.363** 

0.107 -

0.076 

-

0.313
** 

0.661
** 

ROA 
     

1.000 0.088 0.148 0.061 0.061 0.079 0.068 -

0.006 

-

0.103 

0.076 

AC.E 
      

1.000 0.632** -

0.044 

0.203
* 

0.037 0.244
** 

0.014 0.018 -

0.259
* 

AC.SIZ

E 

       
1.000 0.035 0.323

** 

0.047 0.117 -

0.121 

0.322
** 

-

0.413
** 

B.IND 
        

1.000 0.281
** 

0.085 0.382
** 

0.318
** 

0.238
* 

0.268
* 

B.SIZE 
         

1.000 0.240** 0.169 0.002 0.320
** 

-

0.085 

B.MEE

T 

          
1.000 -

0.124 

-

0.081 

0.108 -

0.268
* 

SSB.R 
           

1.000 0.565
** 

-

0.003 

0.113 

SSB.C

M 

            
1.000 -

0.164
* 

-

0.082 

SSB.SI
ZE 

             
1.000 -

0.638
** 

CAP 
              

1.000 

Variable definition: EM= earning management measure; CSRD= corporate social responsibility disclosure score based on CSR index; B.IND=Board independence 

(ratio of the number of non-executive directors to tot al number of directors); B.SIZE= total number board members; B.MEET=number of BOD meeting within the 

year; AC.E=dummy code 1 if there is audit Committee inside the Islamic banks or 0 otherwise; AC.SIZE=total number of audit committee; SBB.SIZE=total number of 

SSBM on the board; SSB.R= dummy code 1 if the SSBM are has membership in a credible Islamic institutions as AAOIFI or 0 otherwise; SSB.CM=dummy code 1 if 

SSB member with a cross membership in more than one Islamic bank or 0 otherwise; SIZE= natural logarithm of total assets; ROA= profitability ratio based on return 

on assets; STAND=dummy code 1 if the banks adopt AAOIFI/other Islamic standards or 0 otherwise; LEV=leverage ratio based on total liabilities for total assets; 

CAP=ratio of actual regulatory capital (Tier 1 capital) to the minimum required regulatory capital; Age= age of the bank 

*Statistical significance at 10% level; **Statistical significance at 5% level; ***Statistical significance at 1% level 
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Table 3: Results of 2SLS estimation 
 

Variables 

First-stage with EM 

dependent variable 

(Equation: 4) 

 

Variables 

Second-stage with CSRD 

dependent variable 

(Equation: 5) 

Coef. t-Stat VIF Coef. t-Stat VIF 

Constant 0.051 0.071  Constant 0.088 1.156  

CSRD -0.763 -1.116 4.180 EM 0.000 0.002 1.333 

ROA 0.022 4.274*** 1.667 SIZE 0.050 4.207*** 3.878 

LEV 0.000 0.171 2.319 STAND 0.117 4.943*** 5.669 

SIZE -0.025 -0.320 4.953 AGE 0.001 1.792* 1.688 

B.SIZE -0.014 -0.564 3.391 LEV 0.000 -1.132 2.403 

SSB.SIZE -0.044 -1.060 3.501 ROA -0.001 -0.822 1.322 

B.IND 0.025 0.127 2.104 B.IND -0.019 -0.566 1.323 

B.MEET -0.067 -2.825** 1.329 B.SIZE -0.002 -0.546 1.599 

AC.E 0.275 0.796 2.684 B.MEET 0.012 3.210** 1.539 

AC.SIZE -0.037 -0.562 4.261 SSB.R -0.031 -1.533 2.689 

CAP -0.003 -0.926 5.854 SSB.CM 0.049 1.634 2.950 

    SSB.SIZE -0.004 -0.707 2.014 

    CAP 0.000 -0.600 2.554 

 

Country fixed effects 

 

Included  

  

Included  

Year fixed effects Included   Included  

 

M. 

Summary 

R Square   

F-Value  

P-Value           

 

 

0.598 

3.051 

0.000 

   

M. 

Summary 

R Square   

F-Value  

P-Value           

 

 

0.637 

10.271 

0.000 

  

 

Variable definition: EM= earning management measure; CSRD= corporate 

social responsibility disclosure score based on CSR index; B.IND=Board 

independence (ratio of the number of non-executive directors to tot al number 

of directors); B.SIZE= total number board members; B.MEET=number of 

BOD meeting within the year; AC.E=dummy code 1 if there is audit Committee 

inside the Islamic banks or 0 otherwise; AC.SIZE=total number of audit 

committee; SBB.SIZE=total number of SSBM on the board; SSB.R= dummy 

code 1 if the SSBM are has membership in a credible Islamic institutions as 

AAOIFI or 0 otherwise; SSB.CM=dummy code 1 if SSB member with a cross 

membership in more than one Islamic bank or 0 otherwise; SIZE= natural 

logarithm of total assets; ROA= profitability ratio based on return on assets; 

STAND=dummy code 1 if the banks adopt AAOIFI/other Islamic standards or 

0 otherwise; LEV=leverage ratio based on total liabilities for total assets; 

CAP=ratio of actual regulatory capital (Tier 1 capital) to the minimum 

required regulatory capital; Age= age of the bank; *Statistical significance at 

10% level; **Statistical significance at 5% level; ***Statistical significance at 

1% level 

 

 


