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The impact of multi-layer banking governance on earnings management in

Islamic banks — an empirical study
Dr. Khaled Mohammed Othman (*)

Abstract:

International financial institutions have become more interested in Islamic banking because of their
global growth, especially after the global financial crisis and financial failures resulting from
incorrect and unethical administrative practices by manipulating accounting policies for earnings
management purposes. This has increased the interest of banking studies in multi-layer governance to
decrease earnings management and control of Islamic banking operations, where traditional
governance is no longer sufficient alone. Considering that the commitment of Islamic banks to
comply with the Shariah represents the most important determinant to their customers. The study
focuses on the banks operating in the Gulf market because it has the highest growth rate of 13.63%
for Islamic banking and represents with North Africa about 70% of the assets of the global Islamic
banking system. This study examines the impact of multi-layer banking governance on reducing
earnings management in Islamic banks in the Gulf countries. The study concluded that there is a need
for the Islamic banks' Islamic governance, and ways to develop them in the Gulf countries have been
proposed. There was no significant difference between Islamic and traditional banks in earnings
management practices, while there was a significant correlation between the effectiveness of multi-
layer governance and earnings management practices in Islamic and conventional banks. Specifically,
there is a negative relationship among increasing accounting and financial qualification for members
of the Governance Committee, number of governance committee members, Shariah Governance
proxies and earnings management. On the other hand, there is a positive relationship among the
members who hold the membership of the governance committee and the membership of other
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committees, the application of IFRS and AAOIFI together, the percentage of independent members in
, disclosure of the number of members of the Shariah Supervisory Board earnings the Committee
management.

Keywords:Multi-layer banking governance, earnings management,Shariah
Governance, Islamic banking.
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Independent Sample T-Test

Levene's Test for
Equality of Varianes t-test for Equality of Means

S - -
Mean |std. Error 95% Cofidence Iterval of the Difference
F Sig. t df ig. (2-tailedpifferencq Difference Lower Upper
mille Equal variances assumd402 24 28 P4 78 039245 1.6054634 £8.5043789 p.3122278
Equal variances not assumg 34 B.140 73 039245 Pp.0241678 }3.4732161 1.2810651
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miller x1 x2 X3 x4 X5 x6 x7 x8 x9 x10 x11 x12 x13 x14
miller pearson correlation 1 -.039 .014 .067 -.018 .010 -.059 .016 -.154 123 -.043 .005 .005 .031 .090
sig. (2-tailed) 667 .872 .459 .840 .908 515 .858 .085 171 .633 .960 .957 733 .316
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X1 pearson correlation -.039 1 .720**  |-.765** |-.551** |.802** |-.500** .339%  |.047 287 |-.363** |-.351** |-.018 .398* |.108
sig. (2-tailed) .667 .000 .000 .000 .000 .000 .000 .603 .001 .000 .000 .837 .000 227
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X2 pearson correlation .014 720%* 1 -.733* |-.858* |.858** |-.429** .333*  |-.387* |.265** |-.449* |-.258** |-.027 222% .040
sig. (2-tailed) .872 .000 .000 .000 .000 .000 .000 .000 .003 .000 .004 .766 .012 .656
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X3 pearson correlation .067 -.765** - 733 |1 .576*  |-.820* |.422* -.379* ].086 -.214*  |.183* .183* -.071 -501% |-.171
sig. (2-tailed) .459 .000 .000 .000 .000 .000 .000 .337 .016 .041 .041 427 .000 .055
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x4 pearson correlation -.018 -.551% -.858* |.576* |1 -.728* |.304* -.020 .350** |.086 .542*  |.193* .193* .140 -.065
sig. (2-tailed) .840 .000 .000 .000 .000 .001 .821 .000 .340 .000 .030 .030 118 471
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X5 pearson correlation .010 .802%* .858*  |-.820** |-.728* |1 -441 [480**  |-.276** |.410** |-.244* |-194* |.085 492 1.210*
sig. (2-tailed) .908 .000 .000 .000 .000 .000 .000 .002 .000 .006 .029 .341 .000 .018
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X6 pearson correlation -.059 -.500** -429% |.422*  |.304* |-.441** |1 -.275* |.546* |-.248** |.396** |.129 -.184* |-.485** |-.008
sig. (2-tailed) 515 .000 .000 .000 .001 .000 .002 .000 .005 .000 151 .039 .000 .928
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X7 pearson correlation .016 .339%* 333 |-.379** |-.020 .480**  |-.275** 1 -.046 .642*  |.337** |-.145 .399*  |.691** |-.049
sig. (2-tailed) .858 .000 .000 .000 .821 .000 .002 .610 .000 .000 105 .000 .000 .584
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X8 pearson correlation -.154 .047 -.387* |.086 .350** -.276* |.546* -.046 1 -.204* .387* .033 .033 -.208* -.116
sig. (2-tailed) .085 .603 .000 .337 .000 .002 .000 .610 .022 .000 715 715 .019 197
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
X9 pearson correlation 123 287 .265* -.214* .086 4107 |-.248* .642** -.204* 1 .158 .081 A43F* 714% 378
sig. (2-tailed) 171 .001 .003 .016 .340 .000 .005 .000 .022 .077 .370 .000 .000 .000
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x10 pearson correlation -.043 -.363** -.449* |.183* .542** -.244% | 396** 337 .387* .158 1 357 357 .258** 120
sig. (2-tailed) .633 .000 .000 .041 .000 .006 .000 .000 .000 .077 .000 .000 .004 .183
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x11 pearson correlation .005 -.351%* -.258* |.183* .193* -194*  |.129 -.145 .033 .081 357 |1 .766*  |.132 .213*
sig. (2-tailed) .960 .000 .004 .041 .030 .029 151 .105 715 .370 .000 .000 142 .017
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x12 pearson correlation .005 -.018 -.027 -.071 .193* .085 -.184* .399** .033 43> 357 .766** 1 .526%* -.061
sig. (2-tailed) .957 .837 .766 427 .030 .341 .039 .000 715 .000 .000 .000 .000 .498
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x13 pearson correlation 031 398+ 222+ |-501 |.140  |.492% |-.485+ 691 |-208* |.714% |.258= [132 |.526% |1 270
sig. (2-tailed) 733 .000 .012 .000 .118 .000 .000 .000 .019 .000 .004 142 .000 .002
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126
x14 pearson correlation .090 .108 .040 -171 -.065 .210* -.008 -.049 -116 378 |.120 .213* -.061 2707 |1
sig. (2-tailed) .316 227 .656 .055 A71 .018 .928 .584 197 .000 .183 .017 498 .002
n 126 126 126 126 126 126 126 126 126 126 126 126 126 126 126

**_correlation is significant at the 0.01 level (2-tailed).

*. correlation is significant at the 0.05 level (2-tailed).
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