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ABSTRACT 
 

There is a view that Islam hinders entrepreneurship in Muslim societies in general. Unfortunately, 
there is little empirical work testing the negative effect of Islam as a religion on entrepreneurship. In 
an attempt to fill this gap, this study aims to reassess this effect in OIC member countries. 
Specifically, the aim is to assess whether Islam is an impediment to entrepreneurship in these 
countries and whether the presence of Islamic banking institutions in these countries strengthens or 
moderates such a relationship. Using multivariate regression analysis, the results indicate that there 
is indeed a negative relationship between Islam and entrepreneurship in OIC countries where 
Islamic banking is absent. But, this relationship does not hold where Islamic banking exists. Indeed, 
the presence of Islamic banks in countries where Islam is the state religion cancels out any negative 
effect of Islam and has a positive effect on entrepreneurship in the country concerned. The results 
of this study thus reopen the debate on whether Islam as a religion discourages competition, 
innovation, entrepreneurship and economic development compared to other religions. 
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1. INTRODUCTION 
 
Religious composition is now a fundamental 
feature of the social and economic landscape of 
any nation. Indeed, religion influences or even 
defines individual beliefs and characteristics, 
cultural norms and values, social groups and 
organisations, and political and military power 
[12], which in turn affects various domestic affairs 
such as political stability [7], economic growth [9], 
and entrepreneurship [3, 6, 27, 47, 60]. Although 
religion has been introduced in entrepreneurship 
research, its influence as a measure of social 
context has been relatively less studied than 
other variables such as national culture [27, 47]. 
This is thought to be because religion as a 
research topic is often seen as isolated from 
business activities or is simply too sensitive a 
topic for broader communities to talk about [55]. 
 
In challenging this standard, this study focuses 
on a single religion, Islam, for a number of 
reasons. Firstly, with over 1.6 billion adherents 
worldwide, Islam is the second largest religion in 
the world after Christianity [6]. Furthermore, 
unlike Christianity, Islam is the most 
homogeneous religion, with 90% of believers 
representing the Sunni sect [27]. This suggests 
that Islamic teachings on entrepreneurship are 
consistent across almost all Muslim communities 
around the world. Second, existing work on 
religion has largely examined Western 
Christianity [47], while studies on other religions 
or parts of the world are more limited; this 
provides a rather distinctive avenue for research 
[55]. Third, it is well documented that Islam would 
encourage or discourage certain types of 
entrepreneurial behaviour [3, 23, 33, 36, 37, 39, 
60]. 
 

On the other hand, special attention is paid to the 
member countries of the Organisation of Islamic 
Cooperation (OIC) and the role that Islamic 
banks in particular can play, for the following 
reasons. First, among alternative forms of 
finance, Islamic banking has grown by about 9% 
in the last four years [30]. One of the key 
differences between Islamic banks and 
conventional banks is the prohibition of interest-
based lending, instead offering financing 
products that share risk and profit between the 
entrepreneur and the financier [1, 29, 31, 50]. 
Secondly, the OIC, which is the second largest 
intergovernmental organisation after the United 
Nations, represents Muslims worldwide well and 
aims to safeguard and protect their interests. 
Third, compared to non-OIC developing 

countries, OIC member countries as a whole 
have faced high and rising unemployment since 
2010, especially among young people aged 15-
24 [16]. Moreover, according to World Bank data 
on entrepreneurship, OIC countries recorded a 
rate of entrepreneurial activity well below the 
world average (3.76) over the period 2006-2020, 
with a business creation density of around 1.6 
[58]. However, entrepreneurial activity is known 
to have a significant economic impact in terms of 
job creation and economic growth [53, 56]. 
 
The lower level of entrepreneurial activity in 
these predominantly Islamic countries has 
attracted some attention from both policy makers 
and entrepreneurship scholars. A number of 
studies suggest that the main reason for the low 
rate of new private business formation is that 
Islam discourages entrepreneurship [36, 37, 39]. 
As Muslim countries are particularly 
characterised by low risk tolerance in business, 
this is a relevant factor in explaining lower levels 
of entrepreneurship in these countries, according 
to [10] and [59]. Distrust of science, conservatism 
and traditionalism, also associated with Islamic 
communities [28], also tend to discourage 
innovation and entrepreneurship [23]. [51] points 
out that the conformism and immobility of Arab 
societies, by affecting minorities and foreigners 
through their social acclimatisation, limit their 
involvement in entrepreneurial activities. In 
addition, different interpretations of Islamic law 
(Sharia), particularly in relation to prohibitions, 
are cited as another possible obstacle to the 
promotion of Islamic entrepreneurship [25]. 
Consequently, 'there is no doubt that Islam is an 
economic obstacle and a barrier to prosperity 
and the realisation of human aspirations, 
potential and well-being' [49]. However, there is 
still a lack of empirical evidence to support the 
above claims, with the exception of [23] and [60], 
who confirm that there is indeed a negative effect 
of Islam on entrepreneurship. Moreover, the low 
level and heterogeneity of entrepreneurship 
observed in OIC countries [58] warrants further 
investigation to assess whether Islam hinders 
entrepreneurship in these countries and whether 
the presence of Islamic banking institutions in 
these countries strengthens or weakens such a 
link. Thus, by focusing on OIC member 
countries, this study aims to re-examine the 
hypothesis that there is a negative relationship 
between Islam and entrepreneurship. 
 
After this introductory section, the rest of the 
article is structured as follows. Section 2 
discusses the literature review and section 3 
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analyses the methodology. Section 4 discusses 
the empirical results, while section 5 concludes 
the article. 
 

2. LITERATURE REVIEW 
 
To date, theoretical perspectives and empirical 
evidence directly addressing the impact of 
religion on entrepreneurship are still in their 
infancy [23, 60]. In particular, there is a paucity of 
empirical literature testing the effect of Islam as a 
religion on entrepreneurship [60], with qualitative 
discussions on whether it discourages [39] or has 
a negative effect on entrepreneurship and 
economic development [37]. However, these 
hypothetical arguments that Islam is an 
impediment to business, competition and 
economic development are at odds with sources 
such as [1] and [29]. [60] attempt to test this 
hypothesis empirically and find evidence that 
Islam as a religion (measured by the presence of 
a majority Muslim population) has the least 
positive contribution to entrepreneurship 
(measured by the number of entrepreneurs as a 
proportion of the population). Similarly, [23] find 
that Islam has a negative effect on 
entrepreneurship in Muslim countries. However, 
these authors argue that the negative effect of 
Islam is conditional on the existence of Sharia-
compliant financial products provided by Islamic 
banks. This is a limitation of the work of [60], who 
do not consider the existence of dedicated 
religious banking services in their analysis. 
Nevertheless, it is well known that access to 
finance is one of the main factors affecting the 
density of new business creation [43, 45, 46]. 
 
In a study of European Union countries, [15] 
point out that bank financing instruments are the 
most relevant form of financing for firms. [20] 
also confirms this result for a larger sample of 
entrepreneurs, arguing that entrepreneurs prefer 
equity financing to avoid mandatory interest 
payments in the early stages of development. 
Despite entrepreneurs' preference for equity 
investment, bank products remain the main 
source of financing for new formal businesses. 
Given this entrepreneurial preference for equity 
financing, [50] argue that a focus on forms of 
financing such as mudharabah and musharakah 
should encourage entrepreneurship in countries 
with Islamic banking. In addition, [48] suggests 
the use of other forms of Islamic finance, such as 
Sukuk, to promote entrepreneurship and finance 
new private businesses. These contracts are 
very similar to venture capital investments and 
focus on real and tangible economic activities. 

Therefore, their impact on entrepreneurship in 
economies where Islamic banks are active could 
be considered significant [43]. 
 
Furthermore, in one of the major works on 
Islamic finance, [29] explains that the (Islamic 
financial) system encourages risk sharing, 
promotes entrepreneurship, discourages 
speculative behaviour and emphasises the 
sanctity of contracts. [1] also argue that it is 
plausible to assume that entrepreneurial effort 
will increase if the financial risk is not borne 
exclusively by the entrepreneur but is shared 
with the financier. These arguments are further 
highlighted in an IMF discussion paper that the 
Islamic financial system could support small and 
medium-sized enterprises (SMEs) due to its 
focus on asset-backed finance and its risk-
sharing function [31]. However, the empirical 
literature on the impact of Islamic banking on 
entrepreneurship and private business creation is 
still limited. The few relevant studies mainly focus 
on Malaysia and address the issue qualitatively 
[23]. 
 
[8] show empirically that for Muslim countries, 
financial inclusion improves when Islamic banks 
are present, but the effect is not robust. Similarly, 
a study of the Malaysian development 
experience finds that Malaysian government 
policies have supported Islamic finance to 
increase financial inclusion and provide finance 
to SMEs [57]. [4] distribute questionnaires to 200 
SMEs operating in Malaysia to determine the 
level of acceptance of Islamic finance, and 
highlight that Islamic finance not only encourages 
business creation due to its risk-sharing nature, 
but also allows financing to those who would only 
engage in Shariah-compliant forms of finance. 
This finding is also supported by [33], who point 
out that the majority of potential Muslim 
entrepreneurs do not deal with conventional 
commercial banks on a religious basis, as they 
view them as unethical institutions. Instead, 
another study shows that Islamic banks offer 
more expensive contracts than conventional 
banks due to Sharia compliance requirements 
[21]. 
 
[54] conduct a survey of available Islamic finance 
products and suggest which might be best used 
by SMEs in Indonesia and Malaysia. They find 
that SMEs in Indonesia rarely use Islamic forms 
of financing, while those in Malaysia are 
increasingly aware of them and use them more 
frequently. [32] use a randomised marketing 
experiment to estimate the effect of Sharia-
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compliant loan features on credit demand in a 
Muslim-majority country (Jordan). They find that 
Sharia compliance increases the demand for 
credit from 18% to 22%, an increase in demand 
equivalent to a 10% reduction in interest rates. 
However, [38] is one of the few studies that uses 
Malaysian macroeconomic data to examine the 
effect of Islamic financing of entrepreneurship on 
economic growth. Unfortunately, these authors 
are actually interested in the effect of 
entrepreneurship on economic growth, not 
whether Islamic finance affects entrepreneurship 
itself. 
 
Given the theoretical arguments in the above 
literature as well as the available empirical 
evidence, it is appropriate to formulate and 
empirically test the following hypotheses: 
 

Hypothesis 1: Islam as a religion - in the 
absence of an Islamic banking system - 
reduces entrepreneurial activities in OIC 
member countries.  
 
Hypothesis 2: Islam as a religion - in the 
presence of an Islamic banking system - 
increases entrepreneurial activities in OIC 
member countries. 

 

3. METHODOLOGY AND DATA  
 
In order to achieve its objective, this study uses 
several data sources to build the estimation 
model. These are World Bank Entrepreneurship 
Survey (WBES) and World Bank Indicators 
(WDI) data, Islamic Financial Services Board 
(IFSB) annual reports and world data1. Although 
the World data covers all 57 OIC countries, it 
cannot be used for all countries because the 
WBES entrepreneurship data and the IFSB 
annual report data do not cover all OIC countries 
for all years. Therefore, in order to have a fairly 
reasonable sample size, we follow a common 
practice in previous studies [23, 60] and 
aggregate the data using averages over the 
period 2006-2020. Long-term averages are used 
here because there is little variation within 
countries in terms of new business creation and 
the share of the Islamic banking sector, and 
there is no variation within countries in the 
approximation of Islam (as the state religion). 
Furthermore, the effect of Islam and Islamic 
banking is expected to be longer term, as 

 
1  See the following link: 
https://www.worlddata.info/alliances/oic-islamic-
cooperation.php 

reflected in the mean of the data. Finally, using 
the long-term average of the data not only 
increases the number of countries included, 
which may have data for a limited number of 
years, but also reduces the effect of outliers. 
After merging data from all sources, the final 
dataset for analysis comprises 25 countries. 
 
To examine the hypotheses formulated in the 
previous section, the empirical model of this 
study, which follows on from the [23] study, is 
specified below: 
 

𝐵𝑢𝑠𝑖𝑛𝑒𝑠𝑠 𝑐𝑟𝑒𝑎𝑡𝑖𝑜𝑛𝑖

= 𝛼0 + 𝛼1𝐼𝑠𝑙𝑎𝑚𝑖

+ 𝛼2𝐼𝑠𝑙𝑎𝑚𝑖𝑐 𝑏𝑎𝑛𝑘𝑖𝑛𝑔𝑖

+ 𝛼3𝐼𝑠𝑙𝑎𝑚 × 𝐼𝑠𝑙𝑎𝑚𝑖𝑐 𝑏𝑎𝑛𝑘𝑖𝑛𝑔𝑖

+ 𝛼′𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖 + 𝜀𝑖 
 
The interaction term in the above equation 
captures the moderating role of the Islamic 
banking system in stimulating business creation 
by increasing financial inclusion of the Muslim 
religious population. 

 
3.1 Dependent Variable 
 
The dependent variable in this study is 
entrepreneurship. Defined as "the process of 
starting and continuing a new business or 
organisation" [62], entrepreneurship is measured 
in this study by the number of newly registered 
businesses per 1,000 people of working age (15-
64). These data are taken from the WBES, which 
provides a single source of comparable cross-
national data on the density of new business 
creation. The units of measurement are private 
limited companies. 
 
However, based on the characteristics of this 
database described in the work of [22] and [44], 
these data are relevant to our study for several 
reasons. First, the WBES approach essentially 
focuses on new registrations by excluding re-
registrations, which avoids overestimating the 
entrepreneurship rate observed with the Global 
Entrepreneurship Monitor (GEM) indicators. In 
addition, this approach makes it possible to 
capture 'real' entrepreneurship (as opposed to 
'potential' entrepreneurship). Second, the WBES 
uses data from the official business register, 
rather than from surveys. This suggests that 
these are objective measures rather than 
subjective indicators of entrepreneurship as used 
by GEM. For the present study on the impact of 
Islamic banks on business creation, it is 
necessary to examine the impact on actual 

https://www.worlddata.info/alliances/oic-islamic-cooperation.php
https://www.worlddata.info/alliances/oic-islamic-cooperation.php
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business registrations rather than on potential 
intentions to start a business, including nascent 
or budding entrepreneurs, which are covered by 
the GEM data. Finally, the World Bank measure 
focuses on incorporated firms, which are on 
average larger than unincorporated firms and 
may therefore require more finance. In addition, it 
is well established that smaller and newer firms 
are less able to obtain finance from banks due to 
credit rationing theory [13]. As a result, the 
WBES measure, which focuses on larger firms, 
is more appropriate for this study of the impact of 
the Islamic banking system on business creation.  
 
However, with an average of 1.533, the values of 
business creation in this study range from a low 
of 0.057 (Pakistan) to a high of 7.94 (South 
Africa). The standard deviation of 1.687 (higher 
than the mean) indicates that there is 
considerable dispersion between countries in 
terms of new business creation. 
 

3.2 Independent Variable of Interest 
 
The first main independent variable in this study 
is Islam, measured by a binary variable that 
takes the value 1 if Islam is the state religion and 
0 otherwise2. It reflects the influence of Islam in 
the social and institutional landscape. In the 
selected sample, 75% of the countries are 
considered Islamic states, i.e. Islam is the state 
religion. An alternative measure is the share of 
the Muslim population in the total population 
instead of the Islam as state religion dummy 
variable. This alternative variable reflects the 
potential demand for Sharia-compliant finance in 
the majority of society. With the exception of 
South Africa, whose share is 1.46, all other 
countries in the sample have a share greater 
than or equal to 50%, with a very high 
concentration between 70% and 100%. 
 
The second main independent variable in this 
study is Islamic banking, which highlights the 
importance of Islamic finance for entrepreneurial 
activity. Indeed, Islamic finance provided to 
entrepreneurs would theoretically be measured 
as the amount of finance specifically provided to 
new businesses. However, these data are not 
always available for some works, such as this 
study. Therefore, proxies have to be used. Thus, 
available indicators to capture the extent of 
Islamic finance may include the market share of 
Islamic banks in the country, the amount of 

 
2 Data is obtained from: https://securitypolicylaw.syr.edu/wp-
content/uploads/2014/08/OIC_Member_States.pdf 

Islamic bank assets, the number of Islamic bank 
branches and, finally, the amount of finance 
provided by Islamic banks. Given the availability 
of data and country coverage, this study 
measures Islamic finance as the share of the 
Islamic banking sector in the total banking assets 
of the country concerned. The data source for 
this indicator is the IFSB Annual Report. In the 
selected sample, the share of the Islamic 
banking sector in total banking assets ranges 
from a low of 0.1 (South Africa) to a high of 77.2 
(Saudi Arabia).  With an average of 17.16, 48% 
of countries have a share well above 10%, 36% 
of countries have a share well above 20% and 
16% of countries have a share well above 30%. 

 
3.3 Independent Control Variables 
 
In addition to the main dependent and 
independent variables listed above, a number of 
other factors related to the density of new 
business creation that are mentioned in the 
literature are retained as control variables. The 
first is (log of) GDP per capita, which is an 
indicator of economic output that captures the 
market size of the national economy. This 
variable is relevant to this study in that countries 
with higher economic output offer greater 
intensity of economic activity and facilitate the 
circulation of ideas and knowledge, thus 
providing more entrepreneurial opportunities [2]. 
Second, domestic credit granted by banks to the 
private sector (as a % of GDP) is another 
important control variable for this study, as 
access to finance is one of the main factors 
affecting the density of new business creation 
[43, 45 and 46]. A positive sign is expected for 
this variable. Finally, the share of oil rents in 
GDP is used in this study. The use of this 
variable is consistent with the work of [5] and 
[24], who argue that oil rents are an important 
determinant of entrepreneurial activity. Summary 
statistics for the data used are presented in 
Table 1. 
 

4. RESULTS AND DISCUSSION 
 
To test the hypotheses formulated in section 2, 
we use ordinary least squares (OLS) regression 
using Stata version 17 software. The OLS 
technique is applicable to cross-sectional 
questions. However, the explanatory power of 
the estimated models is moderate, with the full 

model 4 yielding an adjusted 𝑅2 of 0.4972. A 
hierarchical multiple regression is run where 
model 1 tests only the control variables, model 2 
includes the main effect and models 3 and 4 run 

https://securitypolicylaw.syr.edu/wp-content/uploads/2014/08/OIC_Member_States.pdf
https://securitypolicylaw.syr.edu/wp-content/uploads/2014/08/OIC_Member_States.pdf
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Table 1. Summary Statistics 
 

Variables Observation Mean Standard 
Deviation 

Minimum Maximum 

New business density rate 25 1.533 1.688 0.057 7.94 
Islam as state religion 25 0.72 0.458 0 1 
Islamic Banking 25 17.18 19.54 0.1 77.2 
Domestic credit 25 46.339 25.596 5.406 114.638 
GDP per capita (Log) 25 8.747 1.272 6.257 11.077 
Oil rents 25 10.627 12.807 0 45.208 

Source: Author’s compilation 

 
Table 2. Results of analysis 

 

Variables Model 1 Model 2 Model 3 Model 4 

Islam  -1.360* -2.342** -2.500*** 
  (0.707) (1.110) (0.824) 

Islamic banking   -0.523* -0.582** 
   (0.287) (0.216) 

Islam x Islamic banking   0.532* 0.573** 
   (0.288) (0.218) 

Domestic credit 0.00930 0.0144  0.0163 
 (0.0153) (0.0146)  (0.0133) 

GDP per capita (Log) 0.936** 0.904**  0.961*** 
 (0.386) (0.363)  (0.319) 

Oils rents  -0.0662* -0.0517  -0.0568* 
 (0.0335) (0.0323)  (0.0317) 

Constant -6.330** -5.412* 3.429*** -4.606* 
 (2.836) (2.705) (0.938) (2.396) 

Observations 24 24 24 24 

R2 0.353 0.459 0.200 0.628 

Ajusted R2  0.2561 0.3446 0.0804 0.4972 

F value 3.64** 4.02** 1.67* 4.79*** 
Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 

 
the interactions without and with control variables 
respectively. All of these models examine the 
robustness of the effect of the interaction term to 
the inclusion of other entrepreneurship variables, 
but also to the control variables used. The 
regression results are shown in Table 2. 
 
First, domestic bank credit to the private sector 
shows no relationship with entrepreneurship. On 
the other hand, GDP per capita shows a strong 
positive association with entrepreneurship, while 
oil revenues show the opposite effect. These two 
results are quite consistent with most of the 
existing literature. Indeed, the higher the wealth 
per capita, the more entrepreneurial activity 
develops in the country. This means that 
countries with higher economic output offer 
greater intensity of economic activity and 
facilitate the circulation of ideas and knowledge, 
thus providing more entrepreneurial opportunities 
[2]. The increase in wealth in the economy 
therefore enables individuals (entrepreneurs) to 

take advantage of the new entrepreneurial 
opportunities offered by the economic 
environment for business creation. However, oil 
rents have a negative impact on business 
creation in the OIC countries. This confirms the 
idea that natural resource boom increases the 
number of rent-seekers, reducing the returns to 
productive entrepreneurship and rent-seeking, 
and thereby inducing a decline in 
entrepreneurship [17 and 24]. Thus, oil rents 
hinder entrepreneurial prospects while reducing 
participation in productive enterprises. 
 
Second, the coefficients of Islam on 
entrepreneurship are negative and significant. 
Islam as a state religion has a negative effect on 
the creation of new businesses in OIC countries, 
which confirms Hypothesis 1. In other words, in 
countries where Islam constitutes the state 
religion, but where Islamic banking share has 
little or no presence, entrepreneurship will be 
adversely affected. According to Model 4, in 
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countries where Islamic banking is completely 
absent, Islam as the state religion is associated 
with a 2.5 decrease in new business registrations 
per 1,000 working-age population. . This 
supports the empirical findings of [6], [23] and 
[60] on the negative effect of Islam on 
entrepreneurship. Indeed, in countries where 
Islam plays an important role and where a 
significant part of the population adheres to 
Islamic laws that prohibit borrowing and lending 
at interest, and in the absence of a Shari'ah-
compliant financing alternative (i.e. Islamic 
banks), entrepreneurship is stifled, as most 
entrepreneurs need external financing to start 
their business and do not have access to it at 
such an early stage. Thus, if entrepreneurial 
activities conflict with religious beliefs, a religious 
individual will prioritise their religious beliefs and 
abandon their entrepreneurial activities [61]. This 
is supported by several authors [26, 35, 41]. 
 
Third, the coefficients on the share of Islamic 
banking in total banking sector assets are 
negatively and significantly associated with 
entrepreneurship. Islamic banking sector assets 
have a negative impact on entrepreneurship in 
OIC countries. This implies that in countries 
where the share of the Islamic banking sector is 
high, but where Islam is not the state religion or 
even the majority religion, there is indeed a 
negative effect on entrepreneurship. This can be 
explained by the fact that Islamic banks, because 
they follow Islamic law, have to carefully select 
projects and investments in accordance with 
Sharia law before disbursing the required amount 
according to the recommended method of 
financing. This results in higher costs and 
therefore requires a higher return on capital [11]. 
This is supported by the findings of [21] that 
Islamic banks offer more expensive contracts 
than conventional banks due to Sharia 
compliance requirements. [31] find a similar 
result, as they find that Islamic financial products 
are more expensive in the absence of a policy 
and fiscal framework that supports the Islamic 
banking system. This result suggests that the 
profit, loss and risk sharing benefits of Islamic 
banking are not sufficient to offset the higher 
costs for entrepreneurs who do not comply with 
Shariah rules [23]. Furthermore, this means that 
funds saved in Islamic banks, particularly in 
countries where Islam is not the state or majority 
religion, are often neither used to lend to 
entrepreneurs nor made available to 
conventional banks, thus reducing the impact of 
investing these savings on entrepreneurial 
activity. Instead, these Islamic banks prefer to 

use contracts based on mark-ups rather than 
profit and loss sharing, as the former are less 
risky [34, 40, 42, 52]. As a result, these 
alternative Islamic contracts do not directly 
contribute to the creation of new businesses. 
 
Fourth, the results show that the interaction term 
between Islam as the state religion and the 
Islamic banking system is robust, with a positive 
and statistically significant effect in models 3 and 
4, without and with control variables. This implies 
that in countries where Islam is the state religion 
and where the share of the Islamic banking 
sector is high, there is a significant positive effect 
on new business creation. This fully confirms 
Hypothesis 2. This result is on the one hand 
consistent with the findings of [23], and on the 
other hand indicates that the findings of [60] lack 
control for Islamic banks (i.e. banking institutions 
that deal with religious Sharia-compliant 
financing). This is particularly important in the 
case of Islam, as it remains one of the few 
religions that still enforce prohibitions on interest-
bearing transactions, although these may also 
exist in other religions; it is therefore highly 
relevant to control for the presence of Islamic 
banks when analysing the impact of Islam on 
entrepreneurship [23]. Indeed, when Islam is the 
state religion, a small share of the Islamic 
banking sector hinders the creation of new 
businesses, while the effect becomes positive at 
higher levels of Islamic banking in the overall 
financial system. In other words, the use of 
Islamic banks puts Shariah entrepreneurs on an 
equal footing with conventional entrepreneurs, 
thereby negating any negative effect of Shariah 
restrictions on new business creation. This result 
is quite interesting because it shows that the 
negative effect of Islam as a state religion on 
entrepreneurship (confirmed above) disappears 
(and even becomes positive) as the share of the 
Islamic banking sector increases. This suggests 
that the previously highlighted disadvantages of 
Islamic banking products, in particular their 
higher operating costs, are no longer sufficient to 
deter entrepreneurs from seeking and obtaining 
finance. 
 

4.1 Robustness Checks 
 
In order to confirm the robustness of all the 
models presented in Table 2, several 
measurements were carried out. Following the 
estimations, potential problems of 
multicollinearity were checked using variance 
inflation factors (VIF). The VIF values for all 
variables are between 1.28 and 2.62, so there is 
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no multi-colinearity in the models as the largest 
VIF is well below 10 [see 18]. Second, another 
post-estimation test performed found 
heteroskedasticity-consistent standard errors in 
the estimates made using Breusch-Pagan/Cook-
Weisberg test, which assumes that the 
regression disturbances are normally distributed 
[14, 19] 
 

5. CONCLUSION 
  
A number of writers and academics argue that 
Islam hinders business, competition and 
economic development in Muslim societies in 
general. Not far from this is the view that Islam 
discourages entrepreneurship. There is little 
empirical literature testing the negative impact of 
Islam as a religion on entrepreneurship. In an 
attempt to fill this gap, this study aims to re-
evaluate the hypothesis that Islam hinders the 
development of entrepreneurial activities for OIC 
member countries. Specifically, the aim is to 
assess whether Islam is an impediment to 
entrepreneurship in these countries and whether 
the presence of Islamic banking institutions in 
these countries strengthens or moderates such a 
link. To achieve this objective, the following 
hypotheses have been formulated: Hypothesis 1: 
Islam as a religion - in the absence of an Islamic 
banking system - reduces entrepreneurial 
activities in OIC member countries; Hypothesis 2: 
Islam as a religion - in the presence of an Islamic 
banking system - increases entrepreneurial 
activities in OIC member countries. 
 
The results show that there is indeed a negative 
relationship between Islam and entrepreneurship 
in OIC countries where Islamic banking is not 
present. However, this relationship does not hold 
when the Islamic banking system is present. In 
fact, the presence of Islamic banks in countries 
where Islam is the state religion cancels out any 
negative effect of Islam and has a positive effect 
on entrepreneurship in the country. The use of 
Islamic banks puts Shariah-compliant 
entrepreneurs on an equal footing with 
conventional entrepreneurs, thereby negating 
any negative effect on new business creation 
resulting from Shariah restrictions. Thus, it is not 
Islam as a religion that hinders entrepreneurship, 
as its proponents claim, but rather the lack of 
Shariah-compliant financial products. The results 
of this study thus reopen the debate on whether 
Islam as a religion is a barrier to competition, 
innovation, entrepreneurship and economic 
development compared to other religions. 
However, future studies could assess the 

relationship between Islam and entrepreneurship 
from a longitudinal perspective in order to better 
understand the role of Islam in the economic 
history of the religion. 
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