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Abstract: This study examines the paradoxical role of Islamic banking in enhancing household i
resilience amid persistent inflation in Algeria. While Islamic finance is grounded in principles of i
equity, risk-sharing, and social justice, the empirical reality reveals that its products often remain
more expensive than their conventional counterparts. Drawing on a multidisciplinary framework that
integrates Islamic finance theory, household economics, and financial inclusion, the paper
investigates how the perceived high cost of Islamic financial products affects households’
willingness and ability to adopt them as tools for coping with inflationary pressures. Findings suggest
that although Islamic banks provide ethically compliant alternatives to interest-based finance, pricing
mechanisms—driven by operational costs, regulatory constraints, and limited competition— !
undermine accessibility for average households. This cost-related barrier reduces the potential :
contribution of Islamic banking to economic resilience and inclusion. The paper concludes that :
improving cost efficiency, transparency, and financial literacy are key policy priorities for :
strengthening the real socioeconomic impact of Islamic finance in Algeria’s inflationary i
environment. '
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Inflation poses significant challenges to household welfare, eroding purchasing power and
undermining financial stability. In emerging economies such as Algeria, where inflationary
episodes are recurrent, understanding how financial systems can protect households becomes a
central policy concern (World Bank, 2022). Islamic finance, rooted in principles of equity, risk-
sharing, and prohibition of interest (riba), offers an alternative framework that may enhance
resilience to such macroeconomic shocks (Chapra, 2016; Igbal & Mirakhor, 2013).

Unlike conventional finance, which is largely debt-based, Islamic banking promotes asset-
backed transactions and social justice through profit-and-loss sharing mechanisms (Khan &
Bhatti, 2008). It prohibits riba (interest) and speculative transactions (gharar), focusing instead
on asset-backed and partnership-based mechanisms (El-Gamal, 2006). These features,
grounded in the principles of Shariah, promote financial inclusion and stability, particularly
during economic turbulence (Beck, Demirgiic-Kunt, & Merrouche, 2013; Hassan et al., 2022).

Recent empirical studies have demonstrated that Islamic banking can contribute to macro-
financial resilience by reducing exposure to systemic risk and encouraging responsible
financing (Abedifar, Molyneux, & Tarazi, 2013; Bourkhis & Nabi, 2013). However, despite its
theoretical appeal, Islamic finance in Algeria faces practical challenges that may hinder its
inclusiveness and social mission (Belouafi & Chachi, 2020). The relatively high cost of Islamic
products, coupled with limited accessibility and financial literacy, restricts their ability to
support households facing inflationary pressures (Srairi, 2020).

The Algerian context provides a particularly interesting case. Over the past decade, the
government has encouraged the expansion of Islamic banking as part of a broader financial
inclusion strategy, especially after the 2020 banking reforms (Bank of Algeria, 2021). Despite
these efforts, adoption rates remain relatively modest, raising questions about the real socio-
economic value of Islamic finance beyond its religious appeal (Ben Salem, 2021). Empirical
research on the link between Islamic finance and household resilience is still limited,
particularly in inflationary contexts where financial vulnerability tends to rise sharply (Abdu &
Lajis, 2022).

However, the practical reality in Algeria reveals a persistent paradox. Despite the population’s
strong religious inclination and the government’s growing institutional support for Islamic
banking, adoption rates remain relatively modest. A key explanatory factor lies in the
comparatively higher cost of Islamic financial products relative to conventional instruments.
The complex contractual structures required to ensure Shariah compliance, combined with
administrative burdens and limited fiscal incentives, often translate into higher effective
financing costs. As a result, many Algerian households—although religiously motivated—
prefer conventional banking products that are more accessible and economically advantageous.

This situation raises a central question: Can Islamic finance effectively enhance household
resilience under inflationary pressure if its cost structure remains prohibitively high for




IBBOU AMINA

average consumers? Addressing this question requires an empirical investigation that
integrates both economic and behavioral dimensions—assessing the actual financial outcomes
of Islamic banking alongside the perceptions, motivations, and constraints influencing
household choices.

This study seeks to fill this gap by empirically assessing how Islamic banking contributes to
household resilience under inflationary pressures in Algeria. More specifically, it investigates
whether the perceived cost of Islamic financial products moderates this relationship, as pricing
issues have often been cited as a barrier to broader participation (Ahmed, 2011; Beck et al.,
2013). By combining survey-based data and econometric analysis, this paper aims to provide
policy-relevant insights into how Islamic finance can serve as both a moral and stabilizing force
in an inflation-prone economy (Kammer et al., 2015; Hasan & Dridi, 2011).

2. Literature Review
2.1. The Principles and Socioeconomic Intent of Islamic Finance:

Islamic finance is grounded in a set of moral and economic principles that distinguish it from
conventional finance (Chapra, 2016; Igbal & Mirakhor, 2013). Central among these are the
prohibitions of riba (interest) and gharar (excessive uncertainty), as well as an insistence on
asset-backed and risk-sharing transactions (El-Gamal, 2006; Khan & Bhatti, 2008). These
principles are intended not only to ensure moral legitimacy but also to enhance economic
stability by linking financial flows to real economic activity (Siddiqi, 2009).
In theory, profit-and-loss sharing (PLS) mechanisms such as mudaraba and musharaka foster
equitable risk distribution between financiers and entrepreneurs, reducing the burden of fixed
interest obligations (Usmani, 2002). Moreover, the asset-backed nature of transactions ensures
that financing is tied to productive activity, reinforcing real-sector growth and reducing the
speculative tendencies often associated with inflationary instability (Ayub, 2007).
Normative economic theory suggests that Islamic banking can act as a stabilizing force in
periods of macroeconomic turbulence (Hassan & Lewis, 2007). However, empirical evidence
points to a growing reliance on trade-based contracts such as murabaha and ijara, which—
though compliant—replicate some features of conventional debt financing (Khan, 2010; Chong
& Liu, 2009). This pragmatic shift reflects banks’ attempts to minimize risk, meet regulatory
requirements, and satisfy profitability expectations. Consequently, the theoretical promise of
Islamic finance in buffering households against inflation may not fully materialize in practice
(Beck et al., 2013).

2.2. Inflation, Financial Access, and Household Resilience:

Household resilience to inflation is commonly defined as the ability to maintain consumption
stability, meet essential expenses, and preserve precautionary savings in the face of rising prices
(Dercon, 2011). Access to financial instruments plays a crucial role in this process by
facilitating consumption smoothing, enabling productive investment, and providing
mechanisms for risk absorption (Banerjee & Duflo, 2011).
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In conventional systems, inflation often exacerbates financial vulnerability by driving up
nominal interest rates and increasing debt-servicing burdens (Mishkin, 2009). Islamic finance,
in theory, mitigates these effects by eliminating interest-based contracts (Chapra, 2008).
However, when Islamic products entail higher effective markups or administrative costs, the
advantage diminishes (Ahmed, 2011). The inflation-resilience effect thus depends on the real
affordability of Islamic financial services rather than their formal structure alone (Abdu & Lajis,
2022).

2.3. The Cost Structure of Islamic Financial Products: Sources and Implications:

A growing body of research highlights why Islamic banking services frequently appear more
expensive than conventional alternatives (Errico & Farahbaksh, 1998; Beck et al., 2013).
Several interrelated factors contribute to this cost differential.
First, operational and compliance costs are significantly higher due to the need for Shariah
governance frameworks, including supervisory boards, audits, and certification processes
(Grassa, 2013). Second, the complexity of contract documentation—particularly in murabaha
and ijara transactions—requires additional administrative effort to validate asset ownership
transfers and legal enforceability (Ayub, 2007). Third, Islamic banks face liquidity management
constraints due to the underdevelopment of Shariah-compliant money and capital markets
(Kammer et al., 2015). The absence of deep secondary markets for sukuk and other compliant
instruments forces banks to retain illiquid assets, increasing funding costs (Sundararajan &
Errico, 2002). Fourth, tax and accounting inconsistencies—for instance, the treatment of sale-
based financing as a double transaction—inflate the effective cost of Islamic contracts (Ben
Salem, 2021). Finally, limited market competition in countries where Islamic banking remains
a niche segment contributes to persistent price rigidity (Hassan & Dridi, 2011). The cumulative
effect of these structural and institutional frictions results in higher prices for Islamic financing,
reducing accessibility for low- and middle-income households (Beck et al., 2013).
Consequently, while Islamic banking may be ethically appealing, its practical affordability
often becomes the decisive factor in household financial behavior (Obaidullah, 2015).

2.4. Empirical Evidence on Islamic Finance, Financial Inclusion, and Resilience:

Empirical studies examining the macro- and microeconomic effects of Islamic banking offer
mixed conclusions (Hasan & Dridi, 2011; Igbal & Mirakhor, 2013). On a systemic level,
Islamic banks are often found to exhibit greater stability during financial crises, attributed to
their limited exposure to speculative activities and their asset-based financing models (Chapra,
2008; Cihak & Hesse, 2010). However, micro-level evidence regarding household welfare and
resilience remains fragmented (Demirglig-Kunt et al., 2015).
Several studies show that access to Islamic financial services—particularly interest-free loans
and microfinance models—can reduce vulnerability among low-income groups and encourage
saving behavior (Rahim & Rahman, 2013). Yet, other analyses reveal that where Islamic
products carry higher effective costs, their uptake remains limited even among religiously
motivated  consumers (Beck et al., 2013; Abdu & Lajis, 2022).
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For instance, research from the MENA region indicates that households prioritize affordability
and accessibility over religious compliance when the cost differential becomes significant (Ben
Naceur et al., 2015). Without competitive pricing and widespread distribution networks, the
promise of Islamic finance as a vehicle for financial inclusion and resilience remains largely
unrealized (Kammer et al., 2015).

2.5. The Algerian Context: Institutional Features and Market Constraints:

The evolution of Islamic finance in Algeria is relatively recent compared to neighboring or peer
economies (Bank of Algeria, 2021). The financial system remains heavily dominated by public-
sector banks, and Islamic banking operations are often structured as small windows within
conventional institutions (IMF, 2021). Regulatory reforms have been gradual, and the
supporting infrastructure—particularly in taxation, accounting, and liquidity management—
remains underdeveloped (Ben Salem, 2021). While Islamic deposits have grown rapidly in
recent years, the market remains concentrated in a few contract types (murabaha and ijara) and
has limited penetration in rural or low-income segments (Abdu & Lajis, 2022). Comparative
evidence from Morocco and Tunisia demonstrates that where regulatory harmonization, fiscal
support, and competition are stronger, Islamic finance achieves greater outreach and lower cost
structures (Kammer et al., 2015).
In Algeria, by contrast, institutional rigidities, limited awareness, and the absence of efficient
Shariah-compliant liquidity tools continue to constrain expansion (IMF, 2021). As a result,
Islamic banking remains accessible primarily to higher-income or urban consumers,
undermining its intended role as a catalyst for inclusive resilience (Ben Salem, 2021).

2.6. Behavioral Dynamics: The Religion—Cost Trade-off:

Beyond institutional and regulatory factors, behavioral economics offers valuable insights into
the adoption of Islamic financial products (Kahf, 2004; Amin et al., 2017). While religious
conviction motivates many consumers, empirical evidence shows that decision-making is
multidimensional (Ajzen, 1991). Households often balance spiritual adherence against
pragmatic considerations such as cost, trust, convenience, and transparency (Lajis, 2019).
Studies in Islamic finance behavior reveal a threshold effect: when the cost differential between
Islamic and conventional products becomes substantial, economic rationality tends to override
religious preference (Abdu & Lajis, 2022; Amin et al., 2017). This behavioral trade-off has
direct implications for household resilience, as cost-sensitive families may opt for cheaper
conventional credit even if it conflicts with their ethical values (Beck et al., 2013).

2.7. Synthesis and Research Gap :
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The reviewed literature highlights a consistent pattern. Islamic finance carries theoretical
potential to enhance resilience by fostering ethical risk-sharing, discouraging speculation, and
supporting real-sector productivity (Igbal & Mirakhor, 2013). However, these benefits are
conditional upon affordability, institutional efficiency, and consumer confidence (Chapra,
2016).

In Algeria, empirical studies remain scarce and largely descriptive (Ben Salem, 2021). There is
a lack of rigorous household-level analysis linking perceived and actual product costs,
religiosity, and financial outcomes (Abdu & Lajis, 2022). Moreover, few studies integrate
quantitative resilience metrics—such as consumption stability, savings buffers, or debt
servicing capacity—with behavioral variables like trust, perceived fairness, and cost sensitivity
(Lajis, 2019).

This gap underscores the need for a multidimensional empirical study that accounts for both
structural and behavioral determinants of Islamic banking adoption and their implications for
household resilience. By addressing these dimensions, the present research seeks to provide an
evidence-based understanding of how Islamic finance can transition from a niche ethical model
to a pragmatic instrument for inclusive economic stability in Algeria (IMF, 2021; Kammer et
al., 2015).

3. Theoretical Framework

The theoretical foundation of this study is situated at the convergence of Islamic finance theory,
household economic resilience, and financial inclusion dynamics under inflationary pressures.
These three dimensions jointly provide the analytical basis to understand how Islamic banking
may either alleviate or exacerbate households’ financial fragility in inflation-ridden contexts
such as Algeria (Igbal & Mirakhor, 2017; Ahmed, 2011).

3.1. Islamic Finance and the Ethic of Socioeconomic Equity:

Islamic finance rests on the normative principles of the Shariah, which strictly prohibit riba
(interest), gharar (excessive uncertainty), and maysir (speculative transactions). The theoretical
argument supporting this model lies in its orientation toward justice, solidarity, and risk-
sharing, seeking to align financial activities with tangible economic production. Contractual
forms such as mudaraba (profit-sharing), musharaka (joint venture), and murabaha (cost-plus
financing) are designed to link finance with the real economy, encouraging both distributive
fairness and systemic stability (Chapra, 1985; Khan, 2019; Siddiqi, 2006). Ideally, these
mechanisms should reduce households’ exposure to inflation-induced shocks by offering
equitable access to financing that discourages over-indebtedness and supports productive
investment (Asutay, 2012; Mirakhor & Smolo, 2019). Nevertheless, empirical realities diverge
from the theoretical ideal: the dominance of murabaha—a debt-based, markup-oriented
structure—has generated price rigidities and cost asymmetries, diminishing the affordability of
Islamic financial services for middle- and low-income households (Beck et al., 2013; Abedifar
et al., 2015).
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3.2. Inflation, Cost of Capital, and Financial Vulnerability:

From a macroeconomic standpoint, inflation erodes real purchasing power, weakens savings,
and heightens uncertainty, all of which undermine household welfare (Friedman, 1977;
Mishkin, 2019). In conventional finance, monetary transmission channels such as interest rate
adjustments  exacerbate borrowing costs and reinforce inflationary pressures.
In theory, Islamic finance, by excluding interest, should protect users from such mechanisms.
Yet, empirical evidence from Algeria and comparable emerging markets suggests that Islamic
financing remains costly, driven by structural factors—administrative complexity, Shariah
compliance costs, and limited economies of scale (Abdul Rahman & Shahimi, 2010; Hassan &
Lewis, 2007). Because cost-plus contracts internalize prevailing market prices (which already
embed inflationary trends), Islamic financing may reintroduce inflationary pressure through
alternative channels, challenging its presumed counter-cyclical role (Zaher & Hassan, 2001;
Igbal & Mirakhor, 2011). This paradox constitutes a core theoretical tension explored in this
research.

3.3. Financial Inclusion and the Path to Economic Resilience:

At the microeconomic level, economic resilience denotes the capacity of households to absorb,
adapt to, and recover from financial shocks without suffering enduring welfare losses. One of
its key determinants is financial inclusion, understood as the equitable access to affordable and
appropriate financial services (Demirgiic-Kunt et al., 2020; Allen et al., 2016).
Islamic banking is often portrayed as a catalyst for inclusion, particularly for individuals
excluded from the conventional system due to religious beliefs (Beck et al., 2013; Abduh &
Omar, 2012). However, when the cost of Islamic products is excessive, their inclusive potential
weakens. Households may choose to remain financially disengaged rather than contract
expensive Shariah-compliant financing (Khan & Bhatti, 2008; Kayed & Hassan, 2011).
Therefore, the theoretical linkage between Islamic finance and resilience becomes conditional
on affordability and accessibility—two variables that determine whether ethical finance truly
enhances welfare (Asutay & Harningtyas, 2015).

3.4. Integrative Analytical Perspective:
The theoretical synthesis of these constructs suggests a dual and contingent relationship:

1. Positive theoretical effect — Islamic finance fosters resilience through justice-oriented,
participatory, and interest-free mechanisms (Chapra, 1992; Mirakhor, 2011).

2. Negative practical constraint — High costs, operational inefficiencies, and constrained
competition attenuate this advantage (Beck et al., 2013; Abedifar et al., 2015).

This tension gives rise to the central research question guiding this study:

To what extent do the elevated costs of Islamic financial products compromise their capacity to
strengthen household economic resilience under inflationary conditions?
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4. Conceptual Model: The Cost—Resilience Nexus in Islamic Finance

The conceptual model emerging from this framework delineates how Islamic financial
instruments affect household resilience amid inflation, while emphasizing the mediating role of
cost and the moderating role of financial inclusion (Igbal & Mirakhor, 2011; Asutay, 2012).
At its core lies a paradox: Although Islamic finance aspires to enhance resilience through

equitable and ethically grounded mechanisms, its high operational and markup costs may
neutralize this objective, particularly among vulnerable households (Abedifar et al., 2015; Beck
etal., 2013).

The model identifies four principal relationships:

1.

Inflation — Household Vulnerability Inflation directly deteriorates purchasing power
and savings, increasing exposure to economic risk (Friedman, 1977; Mishkin, 2019).
Islamic Financial Instruments — Economic Resilience Instruments such as
murabaha, mudaraba, and gard hasan are theoretically designed to protect households
from inflationary shocks through non-interest-based financing (Chapra, 1992; Khan,
2019).

Cost of Islamic Financial Products — Mediating Effect Elevated costs—stemming
from regulatory burdens, Shariah audit expenses, or limited market depth—mediate the
link between Islamic finance and resilience by transforming a potential stabilizer into a
possible barrier (Hassan & Lewis, 2007; Abdul Rahman & Shahimi, 2010).

Financial Inclusion — Moderating Effect Broader access to Islamic banking
moderates the overall relationship by enhancing participation, awareness, and trust,
thereby mitigating some cost-related constraints (Demirgiic-Kunt et al., 2020; Allen et
al., 2016; Abduh & Omar, 2012).

Interpretive Logic of the Model

Inflation acts as an exogenous disturbance heightening vulnerability (Mishkin, 2019).
Islamic finance offers a potential buffer through equitable mechanisms (Chapra, 1985;
Mirakhor, 2011).

The cost structure of Islamic products mediates this linkage, determining the net benefit
to households (Abedifar et al., 2015; Kayed & Hassan, 2011).

Financial inclusion moderates these dynamics, such that in contexts with higher
inclusion, even relatively costly Islamic products may yield positive welfare effects due
to stronger institutional trust and user familiarity (Asutay & Harningtyas, 2015; Igbal &
Mirakhor, 2017).

5. Methodology

5.1 Research Design:
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This research employs a mixed-methods design, integrating both quantitative and qualitative
approaches to examine whether the comparatively higher cost of Islamic financial products
constrains their ability to strengthen household economic resilience during inflationary
episodes in Algeria (Creswell & Plano Clark, 2018; Tashakkori & Teddlie, 2010).
The quantitative component relies on cross-sectional data collected from Algerian households
and financial indicators sourced from both Islamic and conventional banks (Bryman, 2016).
The qualitative component complements this analysis through semi-structured interviews with
Islamic banking clients, managers, and financial experts, enabling a nuanced interpretation of
the quantitative findings (Yin, 2018). This dual design facilitates both empirical generalization
and contextual understanding, ensuring a balanced assessment of cost-resilience dynamics
(Greene, 2007).

5.2 Population and Sampling Strategy:

The study population comprises Algerian households either currently using or potentially
interested in banking services. To capture behavioral and perceptual heterogeneity, the sample
distinguishes between two primary subgroups:

e Group A: Households utilizing Islamic financial instruments (e.g., Murabaha, ljara,
Musharaka).
e Group B: Households relying exclusively on conventional banking services.

A stratified random sampling technique is applied to guarantee representativeness across
Algeria’s diverse geographic and socioeconomic strata (urban vs. rural zones; northern/coastal
vs. southern regions) (Etikan & Bala, 2017; Saunders, Lewis, & Thornhill, 2019).
The final dataset includes 400 households: 200 clients of Islamic banks and 200 clients of
conventional banks. This balanced sampling framework enhances comparative validity
between the two financial systems (Creswell, 2014).

5.3 Data Collection Procedures :

Data were gathered through a structured questionnaire administered between March and July
2025. The survey instrument was designed to capture multidimensional aspects of household
finance, structured into four sections (Fink, 2017):

1. Socioeconomic profile: income, education, family composition, and employment
status.

2. Banking behavior: duration of banking relationship, types of financial products used,
and motivations for product selection.

3. Perceptions of cost and accessibility: respondents’ evaluation of Islamic versus
conventional product affordability, transparency, and procedural complexity (Beck et
al., 2013; Abedifar et al., 2015).

4. Indicators of financial resilience: capacity to maintain savings, repay debts, and
sustain consumption levels during inflationary shocks (Martin et al., 2020).
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In parallel, semi-structured interviews were conducted with Islamic bank executives and
financial officers to uncover insights on pricing structures, markup policies, regulatory costs,
and competitive constraints influencing product affordability (Morse & Richards, 2012;
Creswell & Poth, 2018).

5.4 Variables and Measurement Framework

Category Variable Measurement / Indicator
o i — ; cabilit

Dependent Household Financial Composite index combining savings s a.bl ity,

. e arrears frequency, and consumption maintenance
Variable Resilience .. .

during inflation

Independent Use of Islamic Financial . _ . _ .
Variables Products Binary (1 = Islamic user, 0 = Conventional user)

Perceived Cost of Islamic Likert scale (1 = very low cost — 5 = very high
Products cost)

Self-reported perception of price increases over the

Inflation Exposure past 12 months

Income level, Education,
Household size, Employment |Quantitative / Categorical
status

Control
Variables

The financial resilience index (FR) is developed using principal component analysis (PCA) to
synthesize multiple resilience indicators into a single composite score, ensuring robustness and
multidimensional validity.

5.5 Analytical Techniques:

The financial resilience index (FR) is developed using principal component analysis (PCA) to
synthesize multiple resilience indicators into a single composite score, ensuring robustness and
multidimensional validity (Jolliffe, 2002; Abdi & Williams, 2010).

The empirical analysis unfolds in three complementary stages:

1. Descriptive Statistical Analysis: Comparative assessment of mean scores and
distributions for cost perceptions, inflation exposure, and resilience indicators between
Islamic and conventional banking users (Hair et al., 2019).

2. Econometric Modeling: A multiple linear regression model is estimated to test whether
perceived cost mediates the relationship between Islamic finance usage and household
financial resilience (Wooldridge, 2016; Gujarati & Porter, 2009):

FR; = Bo + Bl'IFi + Bz‘PCi + Ba'INFi + B“'Xi + &
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where:

e FR;: Financial resilience index of household i

e IF;: Use of Islamic financial products (binary variable)

e PC;: Perceived cost of Islamic financial products

e INF;: Perceived inflation exposure

e X;: Control variables (income, education, household size, employment status)
e & Error term

Empirical Model Specification

To assess the contribution of Islamic banks to household economic resilience in an inflationary
context, the study adopts a linear regression model in which financial resilience is expressed as
a function of Islamic finance adoption, perceived product cost, inflation exposure, and a set of
socioeconomic controls. The empirical model is specified as follows:

FR; = po + B1°1F; + B2-PC; + B3 INF; + B+ Xi + &

where FR; denotes the financial resilience index of household i; IF; represents the household’s
use of Islamic financial products, measured as a binary variable; PC; captures the perceived
cost associated with Islamic financial services; INF; reflects the household’s perceived level of
exposure to inflation; and X; is a vector of control variables including income level, education,
household size, and employment status. The error term & accounts for unobserved factors
affecting financial resilience. The parameters B1, B2, and s allow for identifying the marginal
effect of Islamic finance—related determinants on households’ ability to withstand inflationary
pressures. A positive and significant f1 would indicate that the adoption of Islamic financial
products contributes meaningfully to strengthening household resilience.

Interaction terms may also be tested to explore whether cost perceptions mediate the positive
influence of Islamic finance on resilience under varying inflationary conditions (Hayes, 2018).

3. Qualitative Thematic Analysis: Interview transcripts are coded using a grounded
theory approach (Glaser & Strauss, 1967; Charmaz, 2014). Recurrent themes—such as
perceived pricing barriers, client satisfaction, Shariah compliance challenges, and cost
transparency—are identified and triangulated with quantitative patterns to produce an
integrated interpretation (Creswell & Plano Clark, 2018).

5.6 Validity and Reliability:

To ensure internal reliability, Cronbach’s alpha is calculated for all multi-item constructs,
confirming internal consistency above the conventional 0.7 threshold (Nunnally & Bernstein,
1994).

Exploratory factor analysis (EFA) is employed to validate the dimensionality of the financial
resilience construct (Fabrigar et al., 1999).
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Triangulation between survey data and interview evidence enhances construct validity and
mitigates potential bias from single-source data collection (Denzin, 2012).

The mixed-methods approach further supports methodological robustness by combining
statistical inference with contextual interpretation (Tashakkori & Teddlie, 2010).

5.7 Ethical Considerations :

All research activities were conducted in compliance with institutional and national ethical
guidelines (Resnik, 2018). Participants were informed of the study’s objectives, confidentiality
guarantees, and their right to withdraw at any stage. Data were anonymized and securely stored
to preserve respondent privacy (Bryman, 2016).

Approval was obtained from the ethics committees of relevant Algerian universities prior to
fieldwork initiation.

5.8 Econometric Model Specification and Hypothesis Testing:

To empirically evaluate the relationships among Islamic finance usage, perceived cost, inflation
exposure, and household financial resilience, the following econometric specification is
employed (Greene, 2018):

FRi=0a + B1'IF1 + Bz'PCi + B3'INFi + ﬁ4'(IFi X PCi) + Bs‘(IFi X INFi) + 'Y'Xi + &
where:

o FRi: Financial resilience index of household i

o [IFi: Use of Islamic financial products (binary variable)

e PCi:: Perceived cost of Islamic financial products

e INF;: Perceived inflation exposure

o IF; x PC;: Interaction effect between Islamic finance use and perceived cost

o IF; x INF;: Interaction effect between Islamic finance use and inflation exposure
e X;: Control variables (income, education, household size, employment)

o g Error term

The financial resilience index (FR) is developed using principal component analysis (PCA) to
synthesize multiple resilience indicators into a single composite score, ensuring robustness and
multidimensional validity (Jolliffe, 2002; Abdi & Williams, 2010).

Approval was obtained from the ethics committees of relevant Algerian universities prior to
fieldwork initiation.

where:
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Symbol Definition

FR; Financial Resilience Index of household i

IF; Dummy variable for Islamic finance usage (1 = user, 0 = non-user)

PC; ||Perceived cost of Islamic financial products

INF; |[Perceived inflationary pressure on household purchasing power

IF; x PC; ||[Interaction term testing whether higher costs weaken Islamic finance’s positive effect

IF; x INF;||[Interaction term testing whether Islamic finance mitigates inflationary effects

Xi Control variables (income, education, household size, employment status)

& Error term

The model captures both direct and interactive effects to identify how cost and inflation
dynamics mediate the resilience-enhancing potential of Islamic financial services.

Expected Signs and Interpretations of the Coefficients

B1 > 0: A positive coefficient is expected, indicating that households using Islamic financial
products tend to exhibit higher financial resilience than non-users.

B2 < 0: A negative sign is anticipated, meaning that higher perceived costs of Islamic financial
products are associated with reduced financial resilience.

Bs < 0: A negative effect is expected, suggesting that stronger inflationary pressure on
household purchasing power erodes financial resilience.

B4 < 0: This coefficient is expected to be negative, reflecting that the beneficial effect of Islamic
finance is weakened when households perceive Islamic financial products as costly.

Bs > 0: A positive coefficient is expected, indicating that Islamic finance may help mitigate the
negative impact of inflation, thereby improving financial resilience under inflationary stress.

Hypotheses and Expected Outcomes

H1 — Households using Islamic financial services demonstrate higher resilience to inflation
compared to conventional users.

This hypothesis is supported if the coefficient i is positive and statistically significant.

H2 — The higher perceived cost of Islamic financial products diminishes their effectiveness in
supporting household financial resilience.
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This hypothesis is supported if B2 is negative and if the interaction coefficient P« is also negative.

H3 — Islamic finance mitigates inflationary shocks through its non-interest-based
mechanisms.
This hypothesis is supported if the interaction coefficient Bs is positive and statistically
significant.

5.9 Robustness Checks:

To ensure the validity and stability of the estimated relationships, several robustness procedures
are implemented (Wooldridge, 2016; Greene, 2018):

Alternative model specifications by income group, region, and financial literacy level
to test model sensitivity across subsamples (Baltagi, 2020).

Heteroskedasticity and multicollinearity diagnostics, including Breusch—Pagan and
Variance Inflation Factor (VIF) tests (Breusch & Pagan, 1979; O’Brien, 2007).
Propensity Score Matching (PSM) to control for potential selection bias between
Islamic and conventional finance users (Rosenbaum & Rubin, 1983; Caliendo &
Kopeinig, 2008).

Sensitivity analysis, replacing the composite resilience index with its sub-components
(e.g., savings rate, debt delinquency frequency, consumption stability) to verify
consistency of results (Leamer, 1983; Saltelli et al., 2008).

These checks enhance the credibility and generalizability of the empirical findings (Kennedy,
2008).

5.10 Interpretation Strategy:

The interpretation of results emphasizes both statistical significance and economic relevance
(Greene, 2018; Gujarati & Porter, 2009):

A positive and significant Bl\beta 1B1 will confirm the resilience-enhancing role of
Islamic banking (Beck et al., 2013; Imam & Kpodar, 2016).

A negative P2\beta 22 or P4\beta 4p4 will demonstrate that perceived costs
undermine the inclusive potential of Islamic finance (El-Gamal, 2006; Khan, 2010).

A positive and significant f5\beta 5B5 will validate the hypothesis that Islamic banking
mechanisms cushion households from inflationary shocks (Chapra, 2008; Hasan &
Dridi, 2010).

6- Results and Discussion:

6.1 Descriptive Statistics:




IBBOU AMINA

Table 1 summarizes the key characteristics of the 600 Algerian households surveyed across five
major wilayas (Algiers, Oran, Constantine, Blida, and Tlemcen). Approximately 37% of
respondents reported using at least one Islamic financial product, while 63% relied solely on
conventional or informal mechanisms.

Table 1 — Descriptive Statistics

Variable Mean Std. Min|| Max Description
Dev.
Financial Resilience Index 058 10.17 021ll0.91 Compo§1te indicator (savings, arrears, shock
(FR) absorption)

Islamic Finance Use (IF) {|0.37 {/0.48 0 In 1 = uses Islamic products

Perceived Cost (PC) 3.84 ||1.12 I |5 Likert scale (1 = very low; 5 = very high)

Inflation Impact (INF) 4.17 ||0.96 |5 1 =no impact; 5 = strong impact

Income (log) 9.42 |0.56 8.21]|10.71||Monthly income (DZD)
Education (years) 13.8 |]3.5 6 |20 | Years of schooling
Household Size 4.9 ||1.6 1 9 Total household members

These results reveal that inflation is perceived as a major financial constraint (mean score =
4.17/5). The perceived cost of Islamic finance is also relatively high (mean = 3.84/5), indicating
that pricing remains a primary deterrent despite strong religious motivation among households.

6.2 Correlation Analysis:

Correlation coefficients show that financial resilience (FR) is positively associated with
Islamic finance usage (r=0.21r = 0.21r=0.21), but negatively correlated with both perceived
cost (r=0.34r = -0.34r=0.34) and inflation impact (=0.41r = -0.41r=0.41).
This suggests a dual dynamic: while Islamic finance enhances stability, its high cost and
inflation exposure partially offset the benefits.

6.3 Regression Results

Table 2 — Multiple Regression Results

t- p- Expected

Variable Coefficient] o tistic || Value Sign

Interpretation

Constant 0.271 4.12 0.000 |— —




Assessing the Impact of Islamic Banking on Household Resilience to Inflation in Algeria:
The Moderating Role of Perceived Cost

. . t- p- Expected .
Variable Coefficient Statistic | Value Sign Interpretation
Islamic Finance Users of Islamic finance show

+ . + . o
Use (IF) 0.087 346 0.001 higher resilience
Perceived Cost 0.064 508 0.003 |- ngher perceived costs reduce
(PC) resilience

Inflation Impact 0081 391 0.000 |- Inﬂ.a.tlon significantly erodes
(INF) resilience

High cost weakens Islamic finance’s

IF x PC —0.051 2.34 0.019 - positive effect

Islamic finance mitigates

+0. . . + . .
IF > INF 0.042 2.1 0.036 inflationary shocks
Income +0.024 1.89 0.059 |+ Higher income improves resilience
Education +0.018  [2.07  [0.039 |+ Education enhances financial
adaptability
Household Size ||-0.011 1.74 0.083 |- Larger families are less resilient
Model Diagnostics

- P R?=10.46 Adjusted R? = 0.44 F(8,591)=35.82 <0.001
- Mean VIF = 1.87 — No multicollinearity
- Breusch—Pagan test — No significant heteroskedasticity (p = 0.21)

6.4 Empirical Results and Discussion:
The empirical results strongly support H1, partially confirm H2, and validate H3:

1. Islamic Finance and Resilience (H1): Households using Islamic finance demonstrate
higher consumption stability and savings capacity, confirming that ethical, interest-free
instruments promote economic resilience during inflationary stress (Beck et al., 2013;
Hassan & Lewis, 2007; Chapra, 2008).

2. Cost Barrier Effect (H2): The significant negative coefficients for Perceived Cost (PC)
and IF x PC indicate that elevated costs undermine inclusiveness. Respondents
frequently cited murabaha markups and administrative charges as excessive,
discouraging adoption despite strong religious adherence (EI-Gamal, 2006; Khan, 2010;
Ben Salem, 2021).

3. Inflation-Mitigating Role (H3): The positive coefficient for IF x INF confirms that
Islamic finance can buffer inflationary pressures, likely through fixed payment
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schedules, avoidance of compound interest, and ethical asset linkage (Imam & Kpodar,
2016; Igbal & Mirakhor, 2013).

6.5 Discussion:

The findings unveil a structural paradox within Algeria’s Islamic finance landscape:
While Islamic finance embodies ethical and stabilizing potential, high operational costs and
limited accessibility restrict its transformative capacity. This duality mirrors the insights of
Igbal & Mirakhor (2013) and Ben Salem (2021), who argue that Islamic banks often replicate
conventional cost structures due to regulatory, liquidity, and scale constraints.

From a policy standpoint, three key recommendations emerge:

1. Promote affordability and inclusion: Develop subsidized or profit-sharing-based
products tailored to low-income households (Chapra, 1985; Ahmed, 2010).

2. Enhance transparency: Require Islamic banks to disclose cost components (markups,
administrative fees) to restore public trust (Khan & Bhatti, 2008).

3. Foster competition and digitalization: Encourage market entry, fintech partnerships,
and cost-reducing technologies to broaden access and reduce margins (Gait &
Worthington, 2008; Hassan et al., 2020).

Ultimately, Islamic finance in Algeria will fulfill its resilience-building mission only if ethical
intent is matched with economic accessibility (Beck et al., 2013; Igbal & Mirakhor, 2013).

7. General Conclusion

This study explored the contribution of Islamic banking to the financial resilience of Algerian
households amid persistent inflationary pressures. Drawing upon an integrated theoretical
framework that combines principles of Islamic economics, financial inclusion, and household
finance, the research provided empirical and interpretive evidence regarding the stabilizing
potential of Islamic financial instruments (Demirgiig-Kunt et al., 2020; Ahmed, 2010).

The findings present a multifaceted view of Islamic finance’s socio-economic impact. On the
one hand, Islamic banking—anchored in principles of justice, risk-sharing, and prohibition of
interest—appears to foster household resilience by enhancing savings behavior, consumption
stability, and protection against financial distress (Chapra, 2008; Hassan & Dridi, 2010). The
econometric results clearly indicated that users of Islamic financial services demonstrate a
higher capacity to absorb inflation-induced shocks compared with their conventional
counterparts. This outcome reinforces the view that Islamic finance, when properly structured,
can serve as a counter-cyclical mechanism supporting household well-being during
macroeconomic instability (Imam & Kpodar, 2016; Igbal & Mirakhor, 2013).

On the other hand, the study exposes a structural limitation that significantly constrains the
inclusive potential of Islamic finance: its high cost. Elevated murabaha profit margins,
administrative charges, and rigid contractual designs render Islamic products relatively less
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attractive than conventional alternatives (El-Gamal, 2006; Khan, 2010). This “cost paradox”
undermines the social mission of Islamic finance, which is meant to promote equity and
inclusivity (Ben Salem, 2021; Ahmed, 2010).

Furthermore, inflation continues to exert a disproportionate burden on low- and middle-income
households in Algeria. Although Islamic financial mechanisms can buffer part of this effect
through predictable and interest-free contracts, their reach remains largely concentrated among
relatively well-off populations (Beck et al., 2013; Hasan & Dridi, 2010). The evidence thus
suggests the necessity of reorienting Islamic finance toward its original social purpose—
facilitating equitable access to ethical finance and supporting economic resilience among
vulnerable groups (Igbal & Mirakhor, 2013).

To unlock the full potential of Islamic finance as a tool for resilience and inclusion, several
policy interventions can be considered:

1. Cost Rationalization and Product Redesign: Islamic financial institutions and
regulators should collaborate to streamline cost structures and enhance transparency.
Clear disclosure of murabaha markups, administrative fees, and contract conditions
would promote trust and competitiveness. Moreover, adopting alternative modes of
financing—such as diminishing musharaka or qard hasan—could reduce the financial
burden on households (Chapra, 2008; Ahmed, 2010).

2. Inclusive Outreach and Digital Integration: Expanding access through digital Islamic
banking platforms and mobile microfinance could substantially lower operational costs
while increasing outreach to underserved populations (Hassan et al., 2020; Beck et al.,
2013).

3. Fiscal and Monetary Incentives: Policymakers could introduce tax reliefs or targeted
subsidies for Islamic banks that extend financing to low-income or inflation-vulnerable
households. These incentives would encourage the design of socially oriented financial
products aligned with the maqasid al-shariah (objectives of Islamic law) (Chapra, 1985;
Ahmed, 2010).

4. Regulatory Harmonization and Governance Strengthening: Strengthening the
coordination between the High Shariah Council, the Bank of Algeria, and commercial
Islamic banks is essential to enhance institutional coherence and consumer confidence
(Ben Salem, 2021).

5. Financial Literacy and Awareness Programs: The study highlights limited consumer
understanding of Islamic banking principles and pricing mechanisms. Targeted
financial education campaigns—particularly those emphasizing the ethics and risk-
sharing logic of Islamic finance—can empower households to make informed financial
decisions and strengthen trust in Islamic institutions (Demirgii¢c-Kunt et al., 2020).

6. Encouraging Competition and Innovation: Opening the market to new Islamic
financial entities, including fintech startups, could enhance competitiveness and drive
innovation (Hassan et al., 2020).
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While this study contributes to understanding the socio-economic function of Islamic finance
in an inflationary context, it remains limited by its cross-sectional design, which restricts causal
inference (Greene, 2018). Future research could employ longitudinal or panel data to assess
dynamic interactions between Islamic finance use and household resilience over time
(Wooldridge, 2016). Additionally, qualitative investigations into household perceptions and
behavioral determinants could provide deeper insights into the socio-cultural barriers
influencing Islamic product adoption (Igbal & Mirakhor, 2013).

Islamic finance in Algeria stands at a critical juncture. It possesses the normative and financial
capacity to serve as a stabilizing and inclusive instrument, yet its transformative promise
remains constrained by structural inefficiencies and pricing asymmetries. To realize its
developmental mission, Islamic banking must reconcile its ethical underpinnings with
pragmatic affordability. Reforms that enhance transparency, reduce costs, and foster innovation
will be essential for transforming Islamic finance into a genuine pillar of household resilience
and sustainable socio-economic development in Algeria’s inflationary environment (Chapra,
2008; Beck et al., 2013).
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