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ABSTRACT

The paper seeks to examine the antecedents of the Malaysian Islamic banking sector’s
productivity changes during the period 2001-2005. The study employs the Malmquist
Productivity Index (MPI) method to isolate efforts to catch up to the frontier (efficiency
change) from shifts in the frontier (technological change) and the main sources of efficiency
changes. The empirical findings suggest that the Malaysian Islamic banking sector have
exhibited productivity regress mainly due to the decline in technological change. This study
finds that the foreign IBS banks have exhibited lower productivity levels compared to their
domestic peers. The results suggest that the domestic Islamic Banking Scheme (I1BS) banks
have exhibited higher productivity levels compared to their foreign peers attributed to higher
technological progress and efficiency levels.
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