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Monetary transmission through the debt financing

channel of Islamic banks: Does PSIA play a role?
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5. Conclusion

The recent growth of Islamic banks in several countries around the world urged monetary authorities to put in place adequate
monetary policy frameworks in order to improve the effectiveness of transmission channels through Islamic and conventional banks.
In fact, these two competing banking systems operate in a unique environment but with different ethical background which may
further complicates the conduct of monetary policy and hamper its effectiveness. The fact that Islamic banks assets and liability
instruments are fundamentally different from those of conventional banks, this raise the question of how Islamic banks react ef-
fectively to conventional monetary policy instruments like monetary interest rates and what makes Islamic banks more or less
reactive to interest rate? Is a dual monetary policy framework essential in order to optimize the conduct of monetary policy?
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