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ABSTRACT

The aim of the study is to explore the impact of market power on the financial sta-
bility and financial performance of Islamic banks and their counterparts. In our 
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study the five conventional and five Islamic banks are selected from Pakistan for 
the period of 2007 to 2016 using Panel data. We have used different techniques 
to analyze the effect of market power on stability and financial performance. The 
findings reveal that efficiency of Islamic bank does not depend on the stability. 
Market share is statistically significant for both Islamic and their counterparts, 
therefore greater market share leads to increase the financial stability. The asset 
growth is statistically insignificant in case of both Islamic and their counterparts, 
therefore asset growth does not have any impact on financial stability. The interest 
rate spread is statistically significant with conventional banks. The policy makers 
of the conventional banking sector should work on a tradeoff among the financial 
performance and financial stability.

1.1. INTRODUCTION

Banks play a vital role in the economy and financial system of the any country. 
Currently banks have momentous role in society; even without the banking system 
the imagination of the life is not possible. A bank is a financial organization that 
licensed to accept the deposits. Banks also provide the financial services. In order 
to encourage the economy government plays a vital role via banking system through 
“Monetary Tools”. The banks are the group of actors of the financial market as 
objective is the financial intermediation. Allen and Wood (2015).

Financial performance is defined in the words of FrichKohlar (2015), suggested 
that performance is the general word which refers to a part or all the activities con-
ducted in the organization for a specific time period. Often though these activities 
may be related to the past projects, the efficiency of the project costs, and may also 
include the responsibility or accountability of management in any organization. 
Financial performance is used for the indication of the success of any organization 
in different financial activities. It is the process of measuring the firm’s policy and 
also operations in monetary terms (Mayor Roth 2010). It is also used for checking 
the financial health of the any organization for a specific time periods across the 
same industry.

Financial stability is the important for the financial system of the any country 
and for economic development. Furthermore, the financial stability of the banking 
industry is prerequisite for managers, Regulatory authorities, and as well as for the 
government officials. Financial stability plays a vital role in the development of any 
country and important for the policy design and operational frameworks (Schinasi, 
2014 and Chant, 2010). Financial stability is the prerequisite for sustainable and 
essential for the stability of economic growth (Swamy, 2014).
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