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ABSTRACT

Purpose- Shlefier and Vishny (1997) suggest that state-owned firms perform worse than the private firms because of the contradictory
incentives of managers. The previous literature tests this theory in the context of the banking sector. More specifically, there has been a
discussion on political distortions of state ownership. On the one hand, state-owned banks contribute to economic development
(Stiglitz,1993). On the other hand, politicians might use state-owned banks for their own interest (Shlefier and Vishny, 1994; Shlefier, 1998).
Empirical evidence shows that politicians indeed use those banks for their own benefit (La Porta et al., 2002; Sapienza, 2004; Dinc, 2005;
Khwaja and Mian, 2005, Carvalho, 2014). The purpose of this study is to test this theory in the context of Islamic banking. We contribute to
the debate by focusing on profitability of state-owned banks and comparing it with that of private banks. Turkey provides an excellent setting
to test this theory as the Turkish government established Islamic banks with the aim of supporting Islamic banking sector that was run by
private Islamic banks beforehand.

Methodology- We obtained a quarterly detailed regulatory dataset from The Bank Association of Turkey for the time period 2014Q1 —
2017Q4. The study employs a descriptive approach to compare the profitability of state-owned Islamic banks with that of privately-owned
Islamic banks in Turkey. The profitability of banks is measured by return-on-assets which is a widely used measure in banking literature (see
e.g. Beck et al., 2013).

Findings- The analysis shows that on average the profitability of state-owned Islamic banks is slightly higher than that of the private Islamic
banks when we exclude the year they established. Our time series analysis shows that state-owned Islamic banks performed at least as good
as private Islamic banks in every quarter of our sample. The results contradict what Shleifer and Vishny (1997) suggest.

Conclusion- Overall, our analysis provide insights into the state ownership in the banking sector in general and in the Islamic banking sector
specifically. Although our results point that on average state-owned and private banks perform similarly, further research could identify and
compare the determinants of the bank profitability of these groups of banks. In general, understanding profitability is the key from the point
of regulators as the literature shows that bank profitability is an important factor of financial distress and bank crisis (Demirguc-Kunt and
Detragiache, 2000). Furthermore, the factors that explain the profitability in state-owned banks would be of interest to regulators as well.
Finally, our findings deepen our understanding of the dynamics in Islamic banking sector.
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