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ABSTRACT

A significant portion of society’s liquidity is held by individuals who lack the desire and ability to use
it efficiently, while there are others who possess the knowledge, experience, and interest in economic
activities but lack sufficient capital. Under such conditions, institutions that can link these two groups
and transform excess financial resources into productive capital are essential. This study examines the
causal relationship between term deposits and financing methods based on Islamic contracts in non-
governmental, commercial, and specialized banks over the period 2006-2023 using the Dumitrescu—
Hurlin panel causality test. The results indicate a one-way causality from term deposits to most Islamic
financing contracts, including installment facilities, Qarz al-Hasanah, Salaf, Jaaleh, lease-to-own, legal
partnership, and direct investment, while bidirectional causality is confirmed between term deposits
and Mudarabah and civil partnership. Mudarabah and civil partnership involve economic and
commercial activities and are included in both sight and term deposits, justifying the observed
bidirectional causality. Moreover, as the banking system primarily operates by converting deposits into
financing, and deposits serve as the financial backbone of banks, the reverse relationship from
financing to deposits is less critical, since financing may be converted into different types of deposits
over time. Overall, the findings, consistent with Dumitrescu and Hurlin’s (2012) Granger causality
results, support the exogeneity of money in the Iranian economy.
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1. Introduction

simultaneous attention to how to regulate economic
policies at the macro level and the planning of bank

In modern banking, there are several factors that affect
the process of allocating and equipping banks' monetary
resources. One of the main prerequisites for a country to be
on the path of development is the provision and allocation
of capital and financial resources in a desirable manner, in
which the role and position of financial institutions and
institutions is important. For this reason, banks play a very
important role in our country's economy. At the
macroeconomic level, a profitable and strong banking
system can better resist negative market forces and
stabilize the financial system of an economy. Therefore,
improving the performance of banks will require
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managers at the micro level. Without a doubt, one of the
requirements of effective policymaking and planning is to
understand the operating environment of banks. In the
Iranian banking system, bank facilities are divided into two
general categories: exchange contracts and partnership
contracts. In exchange contracts, the bank receives cash or
securities in exchange for granting facilities to the
customer and pays a fixed interest on its deposits. These
types of contracts are based on usury and within the
framework of Islamic Shariah rules, usury is not charged.
Due to the nature of the banking industry, banks try to use
contracts that generate the most profit for them. On the
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other hand, considering the performance of banks and the
past of the banking system, it seems that there is a causal
relationship between the methods of providing facilities
within the framework of Islamic contracts and bank
deposits. This study seeks to investigate the causal
relationship between the structure of granted facilities,
separated into contracts and term bank deposits. The aim
of this research is to first determine which of the contracts
has the largest share in the banking system and secondly,
what is the extent and direction of their causality with each
other. If the direction of movement is from deposits to
facilities in the form of Islamic contracts, the theory of
exogenous money can be accepted, and if the direction of
movement is from facilities in the form of Islamic
contracts to deposits, the theory of endogenous money
creation can be accepted, or is there a two-way causality.
Accordingly, in this study, the causality test of Dumitrescu
and Hurlin between the methods of providing facilities in
the form of Islamic contracts and term deposits in non-
governmental, commercial and specialized banks is carried
out. To perform a causality test in panel data, the existence
of correlation between sections and heterogeneity of
coefficients must be considered. If these two are ignored,
the results will be biased. Given that the Granger causality
test does not take these two considerations into account, it
can lead to misleading results. Therefore, in the case of
correlation between sections and heterogeneity of
coefficients, methods such as the Dumitrescu-Horlin
causality test should be used to examine the causal
relationship between variables to achieve reliable results.

2. Methodology

The present article explains the causality test of
Dumitrescu and Hurlin between the methods of providing
facilities in the form of Islamic contracts and term deposits
in non-governmental, commercial, and specialized banks
during the years 2006-2023. Before conducting a panel
cointegration test to determine the long-term relationship
between the main indicators of the study, a unit root test
should be performed to prevent the problem of spurious
regression for the variables. The econometric and unit root
literature indicates that the unit root test based on panel
data is more powerful and accurate than the time series
unit root test. In this paper, the LLC unit root test has been
used to examine the reliability of the variables. According
to the results, the variables of Qard-ul-Hasana, Mudarabah,
Salf, Civil Partnership, Ja'ala, Installment Sale, Lease with
Ownership, Legal Partnership, Direct Investment, and
Term are at a stable level. After detecting the stationarity
of the model variables, the first issue in the Granger
causality models of Dumitrescu and Hurlin (2012) is to
determine the optimal lag length. The results show that in
the models considered, based on the criteria of likelihood
ratio, final prediction error, Schwartz-Bazin, Akaike, and
Hannan-Quinn, lags one, two, and three are considered as
the optimal lags of the model. Finally, since the Schwarz-
Bayesian criterion follows the principle of parsimony and
gives the greatest importance to reducing parameters or
simplifying the device (against better fit), it is more
suitable for small sample sizes, especially selective sample
sizes, and therefore, intervals one, two, and three are
selected as the optimal model intervals.
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3. Findings

According to the results; the existence of causality from
the term deposit variable to the variables of facilities in the
form of Islamic contracts including installment facilities,
Qarz al-Hasana, Salaf, jaaleh, lease with condition of
ownership, legal partnership, and direct investment was
accepted, and the two-way causality between term deposits
and Mudarabah facilities and civil partnership was
confirmed. Mudarabah and civil partnership are for
economic and commercial activities and are included in
sight and term deposits. Therefore, the existence of two-
way causality is justifiable. On the other hand, the basis of
the banking system is the conversion of deposits into
facilities, and deposits are considered the financial support
of the bank. Therefore, the relationship between facilities
and deposits is not very important, because a facility may
be converted into one type of deposit in an intermediate
manner, then into another type of deposit, so facilities
should not necessarily be converted into a specific deposit.
Also, considering the results of the Granger causality test
of Dumitrescu and Hurlin (2012), which led to the
confirmation of the causality relationship from the deposit
to facilities in most Islamic contracts, the theory of money
exogenousity in the Iranian economy can be accepted.

4. Results

According to the results, causality from the term deposit
variable to most of the facility variables was accepted in
the form of swap contracts. In other words, banks are
forced to avoid risky and long-term transactions as much
as possible in order to provide higher interest rates and
faster payments to their depositors and move towards swap
contracts. Of course, if the distribution of facilities in the
participation system is implemented correctly in the
Islamic banking system, it is fairer than its distribution in
the interest-based economy; because under the assumption
of profit sharing, banks tend to earn more profit. Of course,
they are concerned about the security of their capital, but
in the interest-based system, only the security of capital is
the criterion; because the most important concern of
financial institutions with a fixed interest rate is to re-
acquire capital and its interest, but regarding the
partnership contract, credit institutions and also the owners
of funds strive for greater returns in order to have common
interests.

5. Conclusion

Given the growing opportunity cost in the inflationary
economy of the country and considering the studies
conducted in this regard, it is better for the banking
network in underdeveloped countries such as Iran to
consider direct participation in investment in order to
increase liquidity creation, considering the opportunities
facing the economy in terms of payment of facilities, and
in this regard, identifying the right investment
opportunities should be considered by senior bank
managers. On the other hand, one of the challenges that
exists in the Iranian banking network is the government
management of banks. In this type of structure, the
dominant view of the bank is not a view from the
perspective of the bank as an economic enterprise, but in
this view, the bank is viewed as a repellent of all economic



J. Econ. & Financ. Policymaking., 2(4) (2025) 53-69

problems, and therefore monetary policies are a source of
financing and a source of rent and equality. Therefore, it is
suggested that in order to increase the profitability and
create liquidity of banks and direct it to the real sector of
the economy, laws should be formulated to reduce
government interference in private and public banks, to

improve the economic, competitive and banking

environment of the country.
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Table 2. Determination of optimal lag in the model of Dumitrescu and Hurlin (2012)
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Table 4. Results of the causality test from the variable of

facilities in the form of Islamic contracts towards the
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