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Abstract - This paper provides a critical review of the Islamic Economics (IEs) and Finance (IF)
literature that have examined the stability of the Islamic Financial System (IFS) and its institutions
vis-a-vis the conventional interest-based system. The authors have been able to analyze thirty-four
investigations over a thirty-year period, from 1983 to 2013.

The research aims to provide an account of the main findings and conclusions of the literature,
discuss the robustness and comprehensiveness of these findings, and highlight some venues for
future explorations. To meet these objectives the study utilizes an analytical “evaluative” framework
as its main investigative tool.

The results identified two main periods: pre- and post-subprime financial crisis eras. The pre-crisis
era has been dominated by theoretical investigations, while the post-crisis era has been dominated
by empirical studies. The results, also, show that there is a big divergence between the theory and
practice of IF. Theoretical studies claim the “superiority” of an IFS based on pure “equity” and
participatory modes of financing, while empirical studies provide mixing results.

It is anticipated that the findings of the study will benefit academia, policy makers, industry players,
and other stakeholders alike. Benefit in terms of understanding financial stability complexities and
the difficulty in its measurement. More importantly, the paper highlights the contribution that
the existence of Islamic financial institutions and the principles that govern their operations can
make to enrich the diversity of the on-going discussion taking place in the prevailing conventional
literature of Financial Stability (FS).
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1. Introduction

In 1985, the Federal Reserve Bank of San Francisco convened
a two-day conference that gathered some leading financial
experts, policy makers and academicians! to address the
FS issue of the conventional financial system (CFS) from
different angles and perspectives. The proceedings of the
conference were published in a special volume titled “The
Search for financial Stability: The Past 50 Years.”

After about a quarter of a century, in 2007-2008, the World
was hit with, by far, the largest financial crisis that the it had
ever seen since the inflictions of the Great Depression of the
late 1920s and early 1930s. The far-reaching magnitude
and consequences of the recent global financial crisis has
brought, once again, to the forefront the prolonged and
the long-awaited issue “the search for financial stability.”
Pro-founding questions, similar to the ones that had been
addressed in the 1985 conference, have been on the surface
in a more pressing manner: What is financial stability? Why
is it that important? What should be done, and/or can be
done, to ensure its attainment and to benefit from its effects?
Last but not the least, why has it not been possible to attain
such an “elusive” goal despite “the great moderation™ that
was proclaimed by advocates of the deregulation in 2004—
three years prior to the crisis’ eruption? And are there any
“effective remedies” and/or “greatly moderated structural
changes” that can be pursued to overcome the instability
impasse?

Within the climate of this heated debate, Islamic financial
institutions (IFIs) and the principles that govern their
operations received a great deal of attention, as we will
see in section III, that examined the reality of their stability
as proclaimed by their proponents. Nonetheless, it has to
be acknowledged that discussion surrounding stability
of the Islamic financial system is not new; the available
literature suggests that such a discussion can be traced
back to the early 1980s. However, most if not all pre-
crisis studies have been theoretically conducted on an
“abstract model” assumed to be purely based on equity and
participatory modes of financing. The crisis’ eruption has
triggered empirical inquiries that have tried to capture the
ground reality of these institutions as documented in the
next section.

This research aims to provide a critical review and account
of some theoretical, empirical and other investigations that
have been carried out in this area. To meet the intended
objectives, the study will address the following questions:

* What is FS and why is it so important?

* What are the main findings and conclusions of the
reviewed literature?

* How robust are these findings and conclusions?

* What are the underlying assumptions, methods and
arguments utilized to arrive at and/or to support the
obtained results?

The research will scrutinize a number of carefully selected
studies that have been conducted before and after the
eruption of the international financial crisis.

The remainder of this paper is organized as follows: Section
I explores financial stability’s definition and its importance.
In section III, the literature is critically analyzed and

discussed. Section IV concludes with some remarks and
venues for future elaboration.

2. Financial stability: definition and
importance

Although used in economic policymaking rather frequently
following the recent financial crisis, financial stability
(FS) has proven to be a difficult term to exactly define
and even more harder to measure (Allen and Wood
2005, Schinasi 2009, Gadanecz and Jayaram, 2009, and
Mohammed et al., 2012). Given the complexity of modern
financial systems as well as the global trends observed in
recent years, financial stability has been associated with
multidimensional conditions broadly attached to the well-
functioning of financial systems. Allen and Wood (2005)
provided the most comprehensive conceptual framework
within which financial stability can be characterized. It
encompasses various elements that set up the grounding
blocks for a good definition. They claim that public welfare
has to be a key objective to any policy intended to establish
financial stability. Also, they stressed the importance of
the measurability of financial stability and the fact that it
has to be under the control of a specific public authority.
This would allow responsible policy makers to react in a
timely manner to the early signs of financial distress and
loss of stability. The entity responsible for maintaining
financial stability has to have enough authority to resolve
issues related to financial instability. This might influence a
broad spectrum of institutions and organizations that have
no direct relationship to the root cause of the observed
problems. Financial stability is also considered as a dynamic
concept that allows for further development in the financial
system rather than rigidly prevents natural fluctuations
and changes.

Given the ambiguity and impreciseness associated with
defining financial stability, most authors associated the
loss of stability with excessive risk, crisis and negative
externalities (e.g. Ferguson 2002, Schinasi 2004,
Gadanecz and Jayaram 2009, Pereira da Silva et al.,
2012). Hence, to attempt to clearly define what financial
insatiability is, one has to look into its driving sources and
identify when the financial system is said to lose its stability
and function in a way that adversely impacts economic
conditions. Houben et al., 2004 and Mohamed et al., 2012
suggested both Macro and Micro theoretical approaches
that can explain the reasons behind the occurrence of
financial instability. In the macroeconomic approach,
two key drives are thought to trigger instability. These
are intense fluctuations in prices and over leveraging in
the economy. They argued that one of the core objectives
of finance is for households, firms and government to
accumulate wealth and improve fixed assets, which in
turn leads to an observed increases in the prices of the
associated transferable claims. Thus, too much borrowing
and investment are linked to the future realization of
these claims. Minsky (1959) claimed that when the
economy is booming, investors are encouraged to engage
in more speculative activities. The increase in assets
prices increases the investor’s willingness to finance these
activities through debt commitments, which drives the
interest rates high. Hence, more credit is used in financing
speculative activities rather than real investment projects,
resulting in a fragile financial structure. If the expected
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returns from the speculative activities do not exceed the
debt, most speculators go bankrupt and the economy ends
up in a debt deflation. This process requires sound risk
management practices, particularly in relation to credit
and liquidity risks, without which the financial system
becomes unstable and prone to crisis.

The microeconomic approach concentrates on the
importance of information asymmetry and irrational
behavior of economic agents. In the instance of loss of
confidence in financial institutions in response to rumors
or banking credits, the withdrawal rate of economic agents
deposits increases forcing financial institutions to liquidate
their claims and accept possible substantial losses. This may
shake the credibility of these institutions and engenders
banking panics that would eventually translate into
excessive instability and crisis.

Given what characterizes financial stability and the core
causes and effects of its loss, it becomes apparent that for
the financial system to function well and promote further
growth in the economy, it needs to maintain stability.
When emerging to mitigate information and transaction
costs, financial systems provide one fundamental function
which is “they facilitate the allocation of resources, across
space and time, in an uncertain environment” (Merton and
Bodie, 1995). Financial instability damages this allocation
creating negatively lasting effects on outputs growth. The
recent financial crisis confirmed how serious the loss of
stability is, not only in relation to the scale of the financial
crisis but also how fast it escalated.

3. The literature: analysis and discussion
An Overview

To facilitate the identification of the general trends that
shape the literature of IF and FS on one hand, and to ease the
comparison between the results of these studies on the other,
the investigated sample of the literature has been divided
into three main categories as illustrated in Figure (1).

As illustrated in figure (2) the sample of the researches
is dominated by theoretical and empirical investigations;
the latter in particular. These two categories constitute
slightly above ninety per cent of the total number of
the studies analyzed in this paper. This trend has given

Sample of the Studies
Groupings

a rise to a number of interpretations. One of this is the
view that regards this orientation as evidence of the
“robustness” and “soundness” of the Islamic financial
institutions (IFIs) and the inherent stability feature
resulting from the principles that lay the ground for
their operations. In fact the limited cases of distressed
IFIs since the inception of this type of intermediaries in
the sixties® till now may support this claim. The other
interpretation may simply relate the literature trend to
the infancy factor of the industry and its insignificant
presence at the international financial stage.* Indeed this
argument is also supported by ground reality as the total
value of the entire IF industry does not exceed the one
per cent threshold of the total value of the international
financial system. Whatever the argument that can be
made, the authors believe that as far as FS is concerned
it is so difficult to go for this argument unless substantial
evidences are objectively provided and assessed from a
cross examination of a large pool of the actual practices
of these intermediaries.

Turning to the distribution of studies over the covered
period, figure (3) shows that the subprime or the
international financial crisis, as some would like to
ascribe it, attracted more attention to the stability of the
IFS. About seventy five per cent (25 investigations) of
the reviewed studies have been conducted over the post-
crisis years, while about twenty-five percent (9) has been
carried out over the span of about a quarter of a century
(i.e., 1983-2006).

4. Analysis and discussion of findings of the
theoretical studies

Table (1) below presents a summary of the main findings
and conclusions of the reviewed theoretical and case study
investigations. The table, also, highlights the major utilized
methods of analysis in those studies. It is apparent from the
last culumn, on the right, that almost all studies® claim the
“superiority” and the inherent stability of the IFS over that
of its conventional counterpart. What are the bases of such
claims? And how robust are they?

From a careful examination of those treatises we
found that, the authors’ elaborations have been based,
implicitly or explicitly, upon the following arguments and
assumptions:

_l

Theoretical
(i.e. Stability discussed on
‘abstarct models' based on

pure 'equity’ and PLS modes of

financing)

Emperical

(e.g. Econometric
modelling like Z-score &
GARCH models)

Others
(e.g. case studies to specfic
country, region or
institutions, policy papers)

Figure 1. Categorization of the reviewed literature.
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@ Theoretical @ Empirical @ Others in determining credit worthiness. Raising the rate
of interest may not increase the expected return to
a loan; at higher interest rates one obtains a lower
quality set of applicants (the adverse selection
effect) and each of one’s applicants undertakes
greater risks (the adverse incentive effect). These
effects are sufficiently strong that the net return
may be lowered as the bank increases the interest
rate characterized by credit rationing.” Buiter
(2009) went further by stating that “debt,

Figure 2. Distribution of the sample of the studies characterized by fixed financial commitments, can
by category. be a poor financing choice in a risky, uncertain
world where the private and social costs of default

are high ...”
— Minsky (1993), whose work is well known in this
1. Debt and leveraging are the main driving sources domain, departed from the mainstream postulate
of financial instability in the prevaling conventional of the Efficient Market Hypothesis (EMH) to
financial system (CFS), Askari (2012). These two propose the Financial Instability Hypothesis
features are the prime result, to a large extent, of (FIH) instead, has been cited in various instances
the existence of an ex-ante predetermined rate of of the reviewed literature. His extensive work,
return in the form of “interest” (“Riba” or “Usury”) in the study and analysis of financial crises, that
in the current practices of the CFS. According to the has been carried out for about forty years® led
reviewed literature, many renowned conventional him to conclude that there is a fundamental flaw
economists, from the beginning of the 19th century in the conventional economic system. This flaw
until now, have observed a number of common is related to the type of financing regime and
features that precede the occurrence of financial the contractual arrangements that develop over
crises (FCs), Askari et al. (2012). Among the time,’® “a fundamental property of all capitalist
features relating to the presence and wide practice of economies is the existence of a system of borrowing
“interest” are the following®: and lending based upon various margins of
— An extended period of low interest rates as was safety ... a debt instrument or a lease provides for
the case in the subprime financial crisis of 2007- payments to be made on account of both interest and
2008.7 Such a policy has led to the huge growth principle. An equity liability has only a contingent
of a non-backed expansion of credit. Soros (2008) commitment to make payments; dividends need to
noted “when money is free [or quasi-free], the be paid only if earned and declared, and there is no

rational lender will keep on lending until there is
no one else to lend to,” Askari et al. (2010). This
situation has been attributed to the development
of another axiom; it is the fact that “too much
money is chasing too few assets.” Under such
a scenario there is no other way that this “too
much money” can be absorbed except through the
appearance of a bubble(s) that will grow without
any economic foundations. The appearance of a
bubble or bubbles will feed the expansion of the
unbacked credit, and the vicious circle continues
until the bubble (s) burst. If such a situation arose,
the huge volume of the non-backed credit will
meltdown, as it was no more than mere promises
that were sought to be validated at a certain point
in the future. Thereafter, another cycle of the bail-
outs programmes, from the tax payers money,
and the cheap money through zero or bound zero
interest rate policy (ZIRP), quantitative easing
and other sophisticated measures will come out
from the tool box of “the conventional wisdom” of
policy makers to the rescue of the “too-big-to-fail”
institutions and to fix other financial and economic
disruptions.

— The unique status and sensitivity of interest as a

“price” makes the maintence of its “appropriate”®
level a very difficult, if not impossible task to
attain, Stiglitz (1989) explains “the interest rate
is not like a conventional price. It is a promise to
pay an amount in the future. Promises are often
broken. If they were not, there would be no issue

contractual need to repay principle. For any given
cash flow, from operations or from the fulfillment
of owned contracts, the greater the share of equity
financing in a balance sheet the greater the margin
of safety that protects the owners of the non-equity
liabilities.”
It is, therefore, apparent that based on the above
arguments and observations, the authors of the reviewed
investigations share Chapra’s view that the inadequate
market discipline in the current system is the primary
cause of FCs, and this indiscipline is, in turn, the result of
the risk-shifting paradigm under the “interest-bearing”

Pre-
Crisis
26%

Post-
Crisis
74%

Figure 3. Distribution of studies over time.

24

Financial stability and risk management in Islamic financial institutions



Islamic finance and financial stability: A review of the literature

(panunuoD)

*(syuouwraambai

9AI9S31 [RIJO Oou + uinial pue [edpurid uo
soaueIENd OU) swsTueyd9uw A3mba 10 §T4 Uo
paseq sasodind jusunisaaur 10j 1930 a3 ‘(pred aq
01 1S2I91UI IO UINISI OU + dAIISAI 94,00 T) Msodap
PUBWISP 10J MOPUIM SUO :[9POW , MOPUIM-OM],,

e st 1oded a3 ur passnasIp wa1sAs unjueq sy,
-own ur syutod [[e 1e [enbs aq p[nom [apowr

SIU3 UI SOIIIQRI] PUB S19SSE JO SaN[eA [B21 93 SN,
*(soniqqer] £q paqIosqe a1 S19SSE 01 SHI0US

€3°T) S9SLID W01y 3unnsal sydoys o1 Junsn(pe

0] palIns 19139q 9q 03 9a01d Aewr [opowt g 9YL,
VSN A[Teroadss ‘sarnunod Auewt

Ul UL10ja1 Sun[ueq Y3 UO 2INJeIa]] 93 Ul 9pell
sresodoid 03 soue[quIasal s1eaq uonedonred

pue £1mba uo paseq {epoul Sunjueq JIWE[S] Y,

*SMO[J USED JO UONDUNJ B STUSUITUIUIOD
JuswiAed o3 ayew San[oB] SUDUBUY JIWE[S]
"JUSUIISIAUL JO

AI[Iie[oA 93 20Npal 01 ISZI[IqeIS UI-I[INg B Sey AT
"SMOTJ JSed

JO £1Ure1190Un 33 SNSISA STUSUNIWWOD Juswied
palep a3 Jo AxXy a3 sI ded pauonusawaA0qe
93 S91BI2US3 YOIYM 3DINOS B3I 3 L,

*JUSUIISIAUL

ur A1[1qeIsul JO 92IN0S UTew 33 ST YdIym
(syuowiAed 3s9193UI “2°T) SJUSUNTUIWOD JudwAed
pue (sagoid 3°T) SMO[J-Used usamiaq peaids oy,

"1$9191UI UO paseq dUo
uey) 9[qe3ls a1ou A[[edrsurnut st 3upueuy A1mby

"(861) Zopueulog

Aq papuaixa pue ([S6T) I9ZIPIN Aq pado[aasp [apout 311 uodn
paseq s YIomawel 3 ], ‘WwalsAs Sunjueq JIWE[S] 93 JO JolABYaq

« 91 ApnNis 01 pasn SI [9POUW J[WIOUOII0IBU 31833133k [BI1I2I0 ],

*SIURUITUIUIOD

JjuswAed pue smofJ Ysed usamiaq desd a3 10J o[qrsuodsai AJurewr
9q 01 s1yoi1d Jo AJUTe1I9DUN 3 SIA-B-SIA ‘SULIS] SurdueRUl JO
Arxy a1 301d 191UT 03 ST [9pPOUI S ASUIA 01 SP[ULIM Pappe ay],
*SUIR1SAS dTIou093 Isielrded pajeonsiydos

pue pado[aAap A[[eroueul e Jo I919BIBYD 3[qeISun AQuaiayul 913
. 3uizATeue jo yoeoidde s ASUIA 01 PIB[SI A[9SO[D SI [OpPOW 3,
“IOTARY[2q JUSWIISIAUI PUB SUONIPUOD SUDUBUY

ssa1dxa 01 suonenba [eNULISYIP 0M] JO [9powl [eIaUa3 aanelfenb
y3noIy3 pauruexs si [e3ided 03 SUINIaI 3[qIX]J PUB paxy

. JO sw21sAs oM 93 JopUN JUSUIISIAUL JO AN[IGeIS dANNR[aL A,

*A1nba Jo suL10§ SnotIeA uo paseq 3q IsnuW upUeUY

ssaursnq [[e 1ey3 sarjduwil pue ‘1oyIeW ULO] 3] SOIBUTWI[S I1S9Ia1Ul

Jo uoniqryoid 1911s pue 1030eJ SUIZI[IGRISIP B 3IB STUSWSAOUI
Aduoul 101, ‘SUOIIBNION]J SALIB[SI 93 SOYTUSeUW pUB AOUSAJOSUL

JO YSLI S1I S9seaIUT WY B Jo (Sunueuy-A1mbs o1 pasoddo se)
ZupueUuy-1gap UT 9SBIIDUT UR 1B} 3dURUY 21e10d10D WOl p[ay

MBIA 3] WSISAS UBISIUAS)] 93 UT AJI[IGEISUT JO 92INOS B ST ASuowl
J10J puBWaP 2ARB[NIdS 93 {SAIUOU0II ISI[eIIded UT JUSWISIAUT
3urzI[Iqe1sap J1030ej Jofew e ST 3uPURUY 1q9P JBYI SISTWOU0Id

. [EUOTIUSAUOD AUBWI JO JUSUISAIZY "33 {SYIRWSI JANRIUI],

(9861) ' ‘U]

(S861) "N 'S TYSIYD

(£861) 'V ' ‘ebiez

s3urpuy urepy

sISA[eue Jo poyxIA

T894 uonedqnd
pue (s) roymy

*SUOTIBSISOAUT PIMDIADI IDYI0 PUE [EI1IDI0YI 93 JO SSUIpUY Y3 Jo ATewwing ' d[qeL

25

Eds. Hatem A. El-Karanshawy et al.



Belouafi et al.

-3urpuy sJoyine a3 110ddns AeWI [EUOIIUSAUOD
pue d1we[s] .:s1an,, oMl 9yl a1en3a1 pue 11oddns
1eY] WalsAs-[enp e Jo JuswLIadxa uersAe[ey oy,

ABM JTUIRTS] U UT SOA[9SUWIDY] 1S3UOWIR [BIP
sjuade 95013 JeY3 puk AWouods ay3 jo sited paseq
-1S9I91Ul 93 pUR JTUIR[S] 311 YIM AJ[RILIISWWAS
1oBI21UT 01 UI[[IM 3IB OUM STUSZE JO DUDISIXD

9Y3 s1 un1 Suoj 93 Ul 2AIAINS 0} SUR{UBQ JIUIR[S]
J10J UOTITPUOD JUSIDLYNS pUe ATRSSIU YL, o

'S19SSE [eDURU SULTRI]-1SI3IUI JO 3DUISqe I UT

9[qeIs aI0W 9q 0] Spua) AdUoW J0J puewap sd1qnd

a1 et sisaylodAy a3 110ddns Jou op sIMsa1 Y],

*SJ[NSII PIISIp Y3 IN0qe

3uriq ued Ansnpur 3unpjueq ay3 jo suonerado

93 UI JusWUILA08 93 Aq 110ddns aamIoR BY L,

"aje1

153191UI 01 A[9ATIR39U pUR D [B21 01 paje[al

A1oanisod s1 Asuoul B3I 10J PUBWSP PAIISIP YL o
"3[qess

U99( Sel ASUOW JO UOHB[NIII JO ANDO[3A 3], o

*s31sodop JUaUIISAUT

J0j syusuraduelie §1d e pue ‘(urdasy-ajes)
ypupwy se papiedal a1e £10391ed s1y3 Jo syisodap
*9°1) s31sodsp puewWap 10§ 9AISSAI U 12d 00T

« [9POUW SMOPUIM-OM], 93 IO ,‘YDGDIDPNA
1911-0M1,, B UO Paskeq 3q P[Nom Sq] 94,

‘WIDISAS paseq

-1S919]UI [RUOIUSAUOD 93 S90P UBY] J0103S Papel]
-uou 931 01 papell 311 WIOIJ SIIINO0SI JO SULYIYS
93 a1mbai 383 s90URQINISIP JIWIOUODI0IIBU O}
Jusunsn(pe 19139q 10j A3oeded oY1 sey ST Y.L

*9[qeIsun A[[eyusurepuny st uals4s
[eouRUY paseq-1sa1a1ul (A1[IqeT] PapIs-auo)
JUDIIND 93 I8} PanSIe aArY SISTWIOUO0ID UIIISI

((6961) uewpati] ‘(8¥61) suowis ‘(Sy6T)
I9USI "3°9) SISTUIOU0ID UIDISOM JUSUIWD AUBIA o

'SuOnNMINSUI
[eIoUBUY Paseq-1SaIa1Ul JOUI0 JO 9DUSISIXa Y3 Ul SUnjURq JIWE[S]
JO SOTWRUAD 911 JO [9POW J1IDI03I-dWES ATRUOIIN[OAS UY o
*(SI9Y310 puR ‘SWI[SNJAl INOAIP) SISUIOISTID
s31 10§ suonsod [eDUBRUY PUNOS UTeIUTRW 0] AJI[Iqe ST U0 spuadap
UOHNITISUL STYI JO [BAIAINS 31 2I9YM ‘MIIA JO JU10d JITUWIOU0DD
-0IDTW B WoJj Sunjueq dIWR]S] JO UONIMINISUL 943 JO AI[IqeIS 3, »

“Asuour

J10J pueWSP SULIBIQ-1SII2IUL 911 01 SANR[II S[qeIS 3] 01 SpUa
Asuour 3urreaq 1sa191Ul-uol J10j puewap s11qnd :s1say10dAy oYL, « ‘pasn
‘“Aduowr 9I9M UBISD{Bd UO
JO UONR[NIID JO AIDO[9A 3] 0] SPRUIL 9I9M S1eWNS? a1eredss « 86T 01 £/6T WOLJ
‘pardde ussq sey Asuow porrad e 3ULI9A0D

10J uonoUNy puewap 9dA) UBISOUASY 93 JO UOISIDA PIYIPOW Y o BIBP SOLI9S-SUIL],

*(9861) uey "3-9) uondunsaid AWOUOIS-PISOd B UO paseq
U99q 2ABY 1BY] SIS SN01ARId JO UOISUIIXD UB ST APNIS 9L, o

“W9ISAS

paseq-1sataiul 3urreasid oyl SIA-B-SIA AWOU03 paseq (A1mba)

S'Id 991J-1$9191Ul UE JO AI[Iqe]s 93 a1edwiod 01 Auwrouods-uado ue
Joj [opowt wnLIqIMba [e1ouagd ayduirs e Jo asn pue JuawWdo[aAd(J «

(£661) "N TeweD-TH

(T661)
"V qiqeH ‘11aqnz

(1661) 'I ‘Tprez
pue "y IoyeIry

s3urpury urejy

sISATeue Jo poyIxvIN ordures

1ea4 uonednqnd
pue (s) roymy

panunuo) - 1 d[qel

Financial stability and risk management in Islamic financial institutions

26



Islamic finance and financial stability: A review of the literature

(panunuoD)

«Sueq
JUSUIISIAUL PUB [RIDISWIUIOD JO [0 3] 03 PANWI]
10U SI 92UBUY [BUOHUSAUOD 31 JO AI[IqRISUL Y],
. suonensgai renuspnid
Jo 9ouasaid 93 Ul UdAS SUOIIIPUOD A[Iqels
JURI9YUI 193U 0] [IeJ (SgD) SYUB( [BUOHIUSAUOD),, o
- 2In[rej Sunjueq pue uoneyap adtd
19sse 01 SpPea[ UIN] Ul SIY], "19SSe 18yl JO 1sInq ©
Aq pamo[[0J U3 ST U00(q SIY ], ‘SISSB[D I9SSB 210
10 9UO Ul A[IIB[0A 991Id 9AISS3IXS pUE WOo0(q
aAne[Mdads e ‘uorsuedxo 11pa1d prder Aq papadaid
sem aposida [oes,, 1Yl S|B2AI SO JO PI0OIAI
[eo1103s1Y Y3 AQ paAe[dsip uioned [e1ouad 9y «

‘S[enpIAIpul YdLI pue suoneIodiod

‘s)[ueq :9pN[OUI 0] PIPUIIXD 3] P[NOYS SIIINOS
Asuou jo jood ay1 Ing - s1owrid-qns,, 9y 1]
Apaau 93 10 191BD 03 SoWAYDS ,dA1NRId00D
Qoueuy 3UIsnoy,, 3yl Jo JuruapIm oy [,

‘Aerd o1 9101 ®

sey] [[13s 199p Ing ‘3unueuy A1mbs 10§ 9101 191831
“A3ITIqeISUT UT UonoNpal + aurdosIp 19 Iew
1918313 = S9J1AISS puk spood [eas Jo aseyoind
o3 ATurewrad 103 31paId Jo AJI[Iqe[IRAR 9] IIM
3uore 3urreys-ysry :‘SurIeys-sLI Jo 2dUISqR
93 ST SISLID 3$31[] JO Sasned J0[ew 9] JO UQ
“WISAS 93 OIUI SUI] I[NBJ B SOINPOIIUL

$9SSO[ WOy ATUNUIWI JO ISUSS IS[BJ 3],

"wIa1sAs [eroueUY 911 01 AN[IqeIS

pue aurdsIp JoyIew 3ULIq O SIUSWNISUT
Zurreys yst1 pue A1bs 10 o101 1918919

"ssauIsnq 3upjueq a3 Jo

syst1 91 ur Sunedonred INOYNM WINISI B WIRD
03 Io)ueq B J10 1031S0d3p B 0] USALS S9OURINSSE 3]
JO 9snedaq AuI[dIDSIPUT 19)IBUL SAIBIID ISAISIU],, o

‘3urpen 1qap pue 1gap jo uolsn[daid [e101 S9pIsaq WnLIqIMba
JuswAordura [[nJ jo uondwnsse [BIISSE[D 3] UO pase(q SI [opowl
STYL, "SI 943 Jo AIqels JuaIayul a1 9A01d 03 [9pOoUl [BIIIDI0YI Y
‘uI21sAs paseq-Ainba ue st
U21yM SAT 93 9[quiasal sfesodoid asay [, ‘suonesqo pue swiep
[eueUY 33 Jo ainjeu A1mbs jJo saxre HANT 93 1o1je pasodoid
(dd7) 3unjueg asoding paytwr] pue uefd 03ed1yD ay3 9yI[ 10303S
[eoUBUY 1] WI0JJ SI01JBJ SASLID ajeurws o1 sue[d pasodoid oy, «
*S1 93 UI JUSSqe 21k SISLID 913 01 Pa] 1Byl $10108J 9], »
*$1010BJ 95913 Jo 9duanbas pue uonesynuapr a3 jo uraned [eiousd
931 MBIP 01 SO 01 Pa[ 18] SI01OBJ UOUIWOD Y] JO UOLINPI( «
U0 paseq Uaaq sey SISATeue o],
"SAD A1 JO LIIqeIsUT IULIDYUT 3] SIA-R-SIA ST 33 JO A[IqeIs
JULI9YUI 91 SPN[IU0D 0 STUSWNJIe pue sIsA[eue. Jo aduanbag

‘uonendads pue

«‘S93eI12A9] Y31y, ,‘UOISO[dXa 1qap,, JO SONI[BULIOU]ER 3] JO

UOTBUTWI[ND 33 SNy3 pue ,‘ul[dIosIpul JoxJeul,, 311 paleald
soonoeId [eDURUY UT JUSWR[D  SULIRYS-YSLL, 31 JO 3JUISAR A, «

- 3unueuy A1mbs uo souera1

1918919 10J [[BJ,, JI9YI pUR (SDJ) SISLID [BIDUBUI] JO 9OUSILINIII

931 Jo SISIATeUR I191]3 pIe3al IIM JO30Y pue ASUIA ‘YIreiqes
‘UOWIS “ISYST] "3°9 {SISTWIOUO0ID UIISIAA JUSUTUWID JO YIOM T, o

*SOSLID

10 SISLID 93 JO (S) asned Arewrid oy SUTUTULIILP ISIY INOYIIM
9IN3293IYdIe [eURUY MU B 3utudisap Jo  Aiqissodur,, 9y ], e

:UO paseq sjuswnsie pue sIsA[eue [eNIdS[[2IU]

*SJUSUINIISUT
paseq-1sa1a1ul Aq pa1eaId seduL[eqUII 93 INOJe SUOIININSUL

pUE SISTUIOU0D3 [RUOTIUSAUOD SUIOS JO SISA[RUR pUE SJUSWINSIY «
'Sopedap Maj Ised 913 J2AO SISLID [RIDUBUL JO SOUILINIDI

93 3UIAI9SqO UO paseq SISA[EUR [BNIIJ[[SIUI PUB DTWIISAS o

£00¢C
JO SISLID 93e3d1iow

owad-qns SN YL
0002
ur3sing a[qqnq
:EOU.uOU: @Qrﬁ °
8661
ur asdeqod (INDIT)
JUSWAZRUBRIN
renden
wI9I-3UOT YL o
86—L661
SISLID URISY 9T, »
L3861
JO USeId JoyIew
}201S SN YL »
:sordurexy
*S9SLID JUIDRI INOQE
SUONBAISSqO

'S661

JO SISLID URDIX3A
a1 ‘umopyeaiq
INYH €6-C661

31 'SP66T A3

Ut $9[qqnq 19y IewW
£f119doid pue

yo01s asoueder a3
joisng oyl /86T Jo
(SeId 191l }J03S
SN 9y, :sopdurexy
*S9SLID JU3DSI INOqe
SUONRAIISAQ

(0T02) T8 33 sy

(600T
3 8002) "N N eideyd

(S002) "N "I ‘exdey)d

27

Eds. Hatem A. El-Karanshawy et al.



Belouafi et al.

 WIA1sAs [eURUY 93 01Ul Sul[dIosIp

1918213 sonpoxiur djoy [ued] *** 2INIdNIIs
[eroueUl dTWeS] 31 UI pappaquid  ured ou ‘ured
ou,, ‘jo s[dourid a3, ‘9dueISUI 104 " AWOUODD
[eUOIIBUIIUL 9]qEIS PUB AYI[EdY 210U B SPIEMO]
SUOINQLIIUO0D AYIIOMIIOU JDAI[SP 01 PAMOPUD
oM ST AT 183 s15933ns A[3uonls puey Je adUSpIAY,,
oanny oy ur usaddey

10U [[IM S9SLID Je[IWIS JBY] 9OURINSSE dAI3 JOU
wa[qoid 33 01 uonN[os ULIR) 3uof Juasaid IyIPU
woIsAs 3unjueq 3UrISIXd JO SINO[IE] JUSWUISAOCD),,

*SONIANIDR [B1
Jo adueur1ojiad a3 Wo1j UOLIL[OSI UI ,SIS9IUL

= suiniai, pue spedpurid jo sesjueIensd s ul
WISAS Paseq-1s9191ul 93 Jo AIIPI3LI 93 SIBUTUII[D
T[IM 31n3edJ ISE[ SIY L, "s11sodop JUSUIISIAUL 10]
WISTUBYI9W ST B pue ‘sjisodop puewap J0j
919521 1U3D 19d OQT {UONBIPSULISIUT JO [9POWT
«MOPUIM-0MI,, UO Paseq 3q P[NOM GA] [e9pT 9L,
NI a3 pue Surjquiesd ‘uonenaads ou ‘sanIAnde
[ea1 01 pan sI 3uueUY SIpPIsa , Aouow A01ISOP
pUE 318310 J0U OP SdJ,, ‘9INIedJ SIY] J0J SUOSEII 93
Jo auQ . 's9[24d 1snq pue wooq dosp sdusLdxa

0] pa129dxa 29 10U P[NOM WISAS dIWE]S] YL,
«9q 01 WRISAS 911 Jo AI[Iqels ay3

I21e213 3] ‘FUDURUYSI 1G3P JO IYSIoM 913 I19SSI]
93 ‘SUOIININSUL [BIOUBUY JO SWIZI USALS B 104,
~A[1qeISUT 01 SUNWUIL ST

sordourid orurers] 3uofe wasAs [eueUY B ATUQ,,

‘paydIeW g 0} pawWINsse I

SOMIIQRI] PUe S19SSE JO SINLINIBW S oY1 I9pun

"UOIJRTPULISIUT [RDURUY UT SUDUTY) UISISIA

9U3 01 USI[E UB JOU ST WISAS paseq-A1mba oy,

JwAsAs uonedonied-L1mba g4 © ST SAI Uy,

. papnyoaid st 3sa191U1

9I9YM AWIOU0I3 JIWE[S] UB JO dATIBIUaSa1daI ST

“uawAo[dura [[nJ Uo paseq ‘[OPOU [edISSe[d YL,

'sgD) Iopun ased 213 SI sk IrdnnuI 3Ipaid

91 y3noiy3 Asuowr A011S9p pue 33ea1d JoU Op S

*AITIqEIS JUSISYUL SIT 03 DINQLIIUO0D ISAINUIL

Jo uoniqyoid ay3 )17 SAT Jo so[dourid urew ayJ, »
JRdnnu s3uraes s uorjou 3urpuodsaliod 3y,

*qI 10J JURAS[DIII ST UOLIOU ISI[dI[NUI IIPRID YL, »

« YDLIDYS JO 3dUBPING pUE SINLI 3] Jopun
PaMO[[e 10U 3. SISLID 91]1 JO pealds a1 pue Juswdo[aAsp 9y1 01
P3INGLIIUOD IO PIsNEd dARY 1B $I0198] 93 JO ‘[[e 10U JT Isoul 1y}
10BJ 9Y31 01 NP — WISAS [RIDUBUL JIWER[S] UR JI9PUN PALINIIO0 SARY
10U P[NOM SISLID YING,, SISLID swiLid-qns 913 01 pa] I8yl SI010.)
911 JO 90UISqe Y1 YINOIYI UIIS ST ST Y3 JO 9DUSI[ISII AL,
“WRISAS [RIOURUY
oSrurers 9y jo sapdurid dIsuLnur 9y3 Isurede sasned 359yl
SULINSEIW pUR SISLID 9 JO S9SNED 31[] JO SISATRUR DIWIISAS o

‘UI9)SAS [BUOTIUSAUO0D 93 Jo AIqelsur Jualsisiad a3 pasj 1ey3

S9IN1EB9J SNOUIZOPUD SB UIISAS [RUOIIUSAUOD J3 I9pPUN UONBIID
Asuow pue 1a1[dI[NU JIPId 9YJ 01 3DUIDJ2I 9 SAPISAY o

‘UI2)SAS [RIOURUL [RUOIIUSAUOD

93 Jo A[IqeIsul JUIaYUI 93 2A01d 01 Pa1Id Udaq dARY

A{SUTIA 23 STV “TOUSL Y[ SISTUIOUO0DD [RUOIIUIAUOD JO SISA[eur
a1 pue ‘(gd7) Sunjueq asodind payru oy ‘uefd o3ed1yD Y], «

*S1STUWIOU0DD [RUOIIUSAUOD JUSUTWD dWOos Aq pa1sad3ns

u9aq aaey 1ey) sfesodoid 211 Jo SWOS pUE SIOUSNGIN] [RIDUBUL
Jo saposids paduojoid oY1 Jo SISAJeUR [ENIIS[[SIUI PUR JIWIISAS o

(0T02Z) " pake)]
pue ) ] uessey

(1102)
"V IoUeIIA 3 Z [eqbI

s3urpury urejy

sIsATeue Jo poyIaIN

ordures

T894 uonednqnd
pue (s) roymy

panunuo) - 1 d[qel

Financial stability and risk management in Islamic financial institutions

28



Islamic finance and financial stability: A review of the literature

(panunuop)

« PHOM UI3]ISIAN 93 UI

SUI21SAS [RIDURUL] JTUIR[S] I0] PUBWDP SUISBIIDUL
ue s 219Y3 SISLID [eldUeUY [BqO[3 313 JO asnedad,,
(dInieu

991J 1S9I91UI I13([] JO 3sNeI( ‘s1redIa1unod
[EUOTIUSAUOD 1193 UBY] SSI SI g Ul YSTY,,
 9[qe3s a10w,, 318 A9 SN[,

« SYUBQ [BUOTIUSAUOD UBYJ 19119q SI SISLID [RIDUBUY
[8qO[3 9U3 SuLINp SYUBQ JIWE[S] JO SDUBULIOJID ],

JoueUY

Aynbs pue Zurreys-ysu 98eInodus pealsul
pue 3unyIys-si pue ‘3urderans] ‘3urmorioq
SAISS9IXD 9ZBINOISIP ISNUI SISBW AD1[0d,,
SISLID [eOURUY JO ULLINDAI

91BUTWI[d 01 JUBM SIayewAd1[od J1 ‘parowal
aq 1snw sdueuy Aymba jsurede seiq xel 2y,
Juoneann Asuou,,

WOIJ pa1Ieq dIk syueq [BIDISWWOY) “ADUILIND
Jo aouensst 3y ur A[odouow JUsWUIAA0S [[N4,,
‘pPuUNj [ENINW B Ul ASUOUI JUSI[D SULISIAUL

(1) pue ‘(s11sodop 3un{dayd ISUTe3e SIAIISII
%001) urdoayajes ysed (1) :SSNIANIDE OM] 01
S91epURW JI91[] IDL1ISAT 0] SUBQ [BIDIDWWIOD),,
. WI21sAs [eIOUBULY 2INUD )

3unoajur wolj pajuaaald pue pazI[edo] ST In[Iej
[elUBUY ‘93BISA] PUR 1G9P JO 9dUISAR 3L,

. Surtuaddey woiy sasLId yons ‘Suniaae Arfiqeqoid
[[e ur pue ‘3uIAfos jo s[qeded A[[enusiod sI sduBUY
Jo 1093 d1UIR[S] JO UoneIUSWR[dWI 1saUoY Uk,
AJuo 9103019y, " (w1og ay3) Juerdwod-yoLiys
uey) 1ayler (aoueisqns ayl) paseq-yvLivyS

3uraq 01 J[9SII SIMWWOD I SSA[UN ININJ 9YI UL
SISLID [RIDURUY JR[IWIS B ISIBIM [[IM QINjeul
90UO ] 18] 9DUBINSSE 9IN[OSQR OU SI 913 I,,,

« 1] A[Tep pue sanNIANdE [BIOUBUY UT SUIYDEa]

s11 AQ apIqe pue we[s[ 9o10eld SAem[e SWI[SNIA],
ST Wwa1 uowre 1s0waI0j 3y ], ‘suondunsse

Auew uodn paseq a1e sI[NSaI 2A0Qe ],

*1gop ueys oy3el ferded 2ambs uo paseq

ST 4] 1gop e Isurede 1qap e [[S 03,, ueq ‘sassassod
JO UMO JOU S0P U0 Jeym JUI[[9S JO Ue(q IS2IIUL
U0 Ueq 218 W) SUOWE {SUOSEI [BIDAIS O}

anp sIsIy, 101995 s1ayew [earded dTwe[s] a3

ur 2oe[d axe1 01 SIstId adedirow swiidqns ay3 Jo
1] 93 pa1233L1 eyl $1010B] 93 wolj Sunnsal
SISLID © 10J 9[qIssodull 9q p[nom 11 ‘A[[ed119109Y ],

UIIM SanLINIeW 1sodap YoIeW 0] PIWNSSE ST YUB( JIWE]S] UY,,

'800¢ jo

SISLID [BIOUBUL 1U3231 931 SULINP S9IPNIS pue s110da1 SNOLIBA WOLJ
soueuLIo}Iad gJ INOQR SUOISN[IUOD PUB UoHRWLIOJUT Juelioduut
Zunoenxs £q yIiomawely sANdLIISIP B U0 paseq SI Y21edsal 9],

“(gd'T pue ueld o8edryD ay3 8°9) 1s9M Y Ul

U9I[E 10U MU I9lIoul a1k ST 93 9S00 SAD WLI0Ja1 0] mﬁwwOQOu& .

“wAIsAs B yons

JO 2IN31B9J DIUOIYD B U0 SBY Y2IBUISIW SINI[IRI] PUR SIISSY
. 3ur3e1aAs] pue 3UIMO0110q S23BINODUD PUE ASUOUI $91BID 1B}
UI2ISAS 2AI9S2I [EUOTIORIJ B UO Paseq SI SUR[UeR( [EUOTIUAUOD),,

*Jey3 10J 90USPIAD Ue st swridqns

SN 943 Se Yons ‘90U[NqIn] [BIDUBUL JUSI3I SUIOS JO 3S[) 10UNSUL
ureus sJ1 se  3urreys-ysu, yum  Junueuy Arojedonred pue A2imbs,,
01 3unjIys-ysii,, d1IsLI2IOeIRYD PIIRIDOSSE S PUe UOIIBUIWI[D 10
uoniqryoid 1qap,, paseq SI SISA[eue 31 ], "WS1SAS [EUOIIUSAUOD 313 JO
Aiqeisut 9y Jo $sUI, Y3 YSNOIY) U2as ST SAT 213 Jo AN[IqeIs

(SOTILINIBUI JUSUIISOAUL

93P [Te sqryoid Jey] WSISAS & SIS9JJO UIe[S], pue

(S10B1IU0D paseq 1qap s1qryoid ueing) 9y, Jeyl UOLISSSe Y, «
:syuswndre 3umol[oj a3 uodn paseq Uaaq sey SISATeUR 3], «

(2102) ‘Te 12 enbyeys

(2102) 'H 1Ieysy

29

Eds. Hatem A. El-Karanshawy et al.



Belouafi et al.

*991TWWOY) [9sed Aq PapPUSIWIOIS

U 12d g Jo a1nseaw [eryuapnid 3yl Mo[aq

yonu pue ‘(0/) SHAS I9YI0 UeY] SS9 Sem

(%6€°S) supuiq sojyJ ut onel Axenbapy 1euden

*sISLID AIpInbi] Inq ‘s){ueq [EUOTIUSAUOD

AueuI UI 95BD Y] SeM [ITYM AOUAJOSUI 3]

01 AT9YI] SS9 Sem supul spjyJ Jo wa[qoid 9y, e
*A31TIqeIS 11943 10J UOIYSND B SI Y2IYM PIS
s1sodap 93 Uo a1njeaj JuLIeys ayJ UreIdl [[Is
A91) ‘1onamoH “Ai1fiqeIsur o) 3urpes] SySLI SNOLIeA
0] W] pasodxa sey S10BIIUOD YDYDD.INA

UIN391 PaXI UI SI9SSE SgJ JO UONBIIUIDUOY) »

“Juswdoransp

JI9isey Sunowoid pue 19¥JewW [eURUY U] Ul
Ameroa 3uonpai Afferiuelsqns ur Aem 3uof e

03 pInoys ‘uoisiaradns pue UOIB[NZDI SANIIYD
a0 YIm 3uofe ‘urmnsus jo [enuajod a3 sey
1s9191Ul Jo uonIqryoid 31 Yarym ‘WalsAs [eloueuy
93 ur surdsIp 191313 JO UOHINPOLIUI Y],
«~AlTenue1sqns paonpai aq 01 SI1gap Jo

B[] pue paseaIdul 9q 03 sey A1mba jo areys a3,
N0 pa[n. A[e101 99 10U P[NOYS SUULBUY 1qap INg
‘S Paseq-1Sa1a1ul 31 Ul SUI] I[N.J 93 JO ApawIal
swrid e st 3upueuy A1nbs uo soueIR1 I91B91H
-3urreys-ysL11pI[dxs Jo sduasqe

93 Jo asnedaq aurdsIp 19y1ew aenbape Jo yoe|
91 Wo1J SUn[NSal WISAS [RIDUBUY [RUOLBRUISI UL
93 UI 9SNED 1001 3Y3,, 10 UI[ I[NEJ YT, »

‘sy[ueq dIWE[S] SUTUSYIZUSIIS J0J SUOSSI[ SWOS IPIA0I] o
*SupuLf SLYJ
JO 1X3)U0D 93 Ul ,S10128J PIISI],, Y3 JO OB JO 3]0 3] 9ZA[BUY »
*Sy{Ueq DTUIR[S] 10J JUBAS[DI oI ADY] JUIIXD JeYM 0]
pue ‘Aym ‘moYy 0] WIY] 31B[21 PUE SHUB] [EUONIUSAUOD JO I1X3IU0D
UI S2IPNIS JOYI0 SNOLIBA UT PAYIIUIPI SAINJTR] JUBQ JO SISNED
arqisnerd a3 [[e 1s1]  sydeordde unsiy, oYl PIZIUN JIOYINE Y],
“Ao¥Ing, ur asnoy
Q0uRUYJ JTUIB]S] SUO JO SINSO[D Y3 03 Ped] Jey3 SI030e] 211 SuILpnis
Aq Apnis ased e 10 JuswLIadxa [eINIRY,, 3] SIZI[IIN JOUINE 3], o

(SISTBD [ JO 9SNED, 10 3SNED 1001 9] SUIULISISP 0] W) PUIyaq
SUOSBI pUE SISLID [RIDUBUL JO I9qUINT B SMIIADI YIOM ST, o

Aapang,

ur 100¢-000¢ Jo
SISLID [RIDURUL]
pue 3unjueq

oy SuLmp g1 T

Auwouod9 g
93 UI S9duB[RqUII
urreasad oy, «
pue
{AYITIqe3sur 1oyIeW
93ueyoxs U310 o
‘(WDID
JUUIASRUBIA
renden wigI-3uog
‘puny 33pay 3y
Jo asdeod 9y, «
*SISLID
BISY 1SB] UL o

(£00Z 8 9002) 'S 'S NV

(s1£002)'N "IN ‘exdeyd

SIIPMIS 1910

S wsAs 3unjueq

JTWE[S] UO SISLID [RIdURUY [BqO[3 JO 1oedWI SSI3] B
SI 91911 1B} SMIIA S119dXd pue SIOYINE SNOWE]
‘sp102a1 15ed ‘s110da1 [e y3noiyl usaoid ST, e

s3urpuyy urejy

sIsATeue Jo poyIaIN

ordures

Tea4 uonednqnd
pue (s) loyiny

panunuo) - 1 d[qel

Financial stability and risk management in Islamic financial institutions

30



Islamic finance and financial stability: A review of the literature

‘wnJiog A1[1qe1s [eIDUBUI JIWER[S]

UE JO JUSWIYSI[qBISd 93 10J UOIIBPUIWIIOIFY o
Aqels

JIWOU03 PUR [RIDUBUY [BGO[3 01 3INQLIIUOD O]
[enualod 93 2ABY UBD [9pOW [RIDURUY JTWE[S] 93
urjuasayur uonisodoid anfea pue sainiesy 9y,
‘Ieam

pUE SW0odUl 21eWI33] 918I12UI3 [[IM JBYI SMO[]
aanonpoid pue suonoesue] [eRURUY 93 U9amIaq
yurp asopo & 3urysiqelss ‘sajdourid Suldzapun
A3 S11 WOIJ PIALISP ] JO YIZUSIIS JUSISYU]

« SISLID JUSLIND

91 3ULINP WaISAS [BIDUBUY [RUOTIUSAUOD 913 UL
padeJIns aAeY Jeyl so3US[[eYD pUe SaNssI 33 JO
[BI9A3S SSIIPPE 01 SISeq B SB 9AI9S 01 [eniualod a1
9ART] 9DUBRUY JIWE[S] JO SOINIBJ JUSISYUI Y[,

. UOTIBIpauLIaIUL

[eIoUBUY JO ULIOJ S[QBIS B SB SS9UISNqOI SI
3UneNSUOWSP ‘SISLID [RIDUBRUY [BO[3 91 JayIeam
01 uonisod 1aduois A[pAne[a1 B UL U33q SNy

Sey AIISNpUl S9JIAISS [RIDURUY JIWE[S] 9L,

‘3unjueq drwes] Jo ainjeu a9yl jo urpuelsIapun
Ie3[d B 9ARY pUR YUIY] 0] PISU B ST 2191 ],
*$10308J SUNRIIULIYIP 211 JO SWIOS SB A8a1811S
Jjuswadeuew SIS 1ood pue ‘dnoid syl urgum
Sunueuy Juspnidwr QUSWIZBUBW [BUIIUL YBIA
-asder[oo s31 03 paINQLIIUOD
osTe 110ddns [eoRyo Jo yoe[ pue (HAS) S9SNoH
doueUL] [B109dS 10J UIa1SAS A1018IN331 Yeap
‘pasderod
11 210J2q supul sp)y] uo uni e pajelrdoaid jey)
S1010BJ [BUISIXS 91 SUOWE dIoM WIISAS Junjueq
911 UT 20USPYUO0D 1031S0dap papoIS pue Youmnid
Apmbr] yaim padnood syooys 1.1 93UBYIXY e
*SISLID 911 SuLInp
000¢ JO Pud U1 £q %ES'0 01 6661 Ul %TT H
woij HAJ Jo onel A1pmbi] 943 JO UONIBIOLISID( »

«A[IqeISUl [RIOURUY JO YSLI 3] 9dNPal
AT JO S2INIedJ [RIIUDSSD 95 AIDITIUS SIT UT PIDBIQUID USYN,,
 WIDISAS [BIDUBUY JIWIR[S] JUSTOYJD
pue JuaI[Isal e ajowold 01, $}20[q uIp[nq JY3Ia JO UOISSNISI(
-soonodead s[qisuodsaiir Jsurede sprengdajes AJUaIOYUI YOIYM
1Y31SI2A0 JO [9AI] ISYIOUR SPPR,, PIB0Q YDLIDYS B JO 9JUSISIXD 3], o
*S9IpUL
JIWE[S] pue AIISNPUL 913 JO 91B3S JUSLIND I JO UOHBUIWEXY e
“JUdWadURYUL AI[Iqels
[eIouBUY 01 90UBAS[RI 11913 pue g [e21dA) e Jo 193Ys 2due[eq oY
Jo uonisodwod [e211910311 33 ‘] JO S9INIBIJ dISeq Y3 JO SISATRUY
:uo paseq uoneio[dxa pajuaLio-Ad1od jo 110S

(0102) (dS:1) preog
9DIAISS [RIDURUL JTUIR]S]

31

Eds. Hatem A. El-Karanshawy et al.



Belouafi et al.

mechanism and the absence of risk-sharing as is the case
under equity and participatory modes of financing system,
Chapra 2007. According to Chapra, instead of making the
depositors and the bankers share in the risks of business,
it assures them of the repayment of their deposits or loans
with interest. This situation has created “carelessness
havoc” in the behavior of depositors and bankers alike; in
such a way that they pay little attention to the soundness
of the “financee” to concentrate on the guarantees and
collaterals that they get. Thus to restore market discipline
to the system, according to this analysis, a shift has to take
place from the heavy reliance on debt financing based on
interset-bearing instruments, to more of the like of equity
financing and this will take us to the next point; the nature
of financial intermedation in an IFS according to the
postulations of these authors.

2. The IFS framework utilized in the analysis of the
treatises is the one that is presumed to be based
on “total” or “pure” equity and PLS participatory
modes of financing. This model has been derived
on the basis of the authors, explicit or implicit,
convictions that this is the “Islamic” system that
ought to be sought according to the requirements
stipulated in the basic sources of Islam. For instance,
some authors rely on their presumtion that “the
Qur’an prohibits debt based contracts,” and “Islam
offers a system that prohibits all debts” as evidence
to support their claim. To further strengthen this
argument, these authors proclaim that the sort of
the “IFS” they propose goes in “spirit,” if not in
line, with the reforms or the specified proposals
of some conventional economists in the aftermath
of major financial turbulences. The Chicago plan of
the 1930s and Limited Purpose Banking (LPB) of
Chamley and Kotlikoff (2009) have been mentioned
as illustrative examples. Futhermore, there has
been other explicit reference to IF principles by
other economists in the light of the unfolding
inflictions of the 2007-2008 financial crisis. Buiter
(2009), an ex-LSE professor of economics, for
instance, states that if too much debt is part of the
problem, reducing that level through equitization
is part of the solution. In stressing upon this point
Buiter referred to the application IF principles, in
particular “a strong preference for profit and loss-
sharingandrisk-sharing arrangementsandarejection
of “Riba” or interest-bearing debt instruments.” Two
years later Rogoff (2011), a Harvard economist,
echoed a similar tone, “we need to recognize that
the real problems [in the financial system] are
rooted in excessive concentrations of debt ... If G-20
governments stood back and asked themselves how to
channel a much larger share of the imbalances into
equity-like instruments, the global financial system
that emerged just might be a lot more robust than
the crisis-prone system that we have now.” He went
further to point out that “perhaps scholars who
argue that Islamic financial systems” prohibition
on interest generates massive inefficiencies ought to
be looking at these systems for positive ideas that
Western policymakers might adopt.” Chong and
Ming-Hua (2009), also pointed out that the profit
and loss sharing system subjects interest-free banks
to greater market discipline.

The above points (1 and 2) represent the fundamental
assumptions that the authors have used in their analysis
to support the FS superiority of the IFS over that of
its conventional counterpart. Nonethless, it has to be
noted that these sorts of studies tend not to give due
consideration to very fundamental issues. Among these
are: the application of the “aspired model” is, at the
end, bound by the strong adherence of “humans” on
one hand, and the laws and regulations that prevail at
the time of the application, on the other. Both factors
are determinetal in success or otherwise of the “ideals”
that are presumed in these researches. Some authors
did acknowledge these facts by highlighting the tax
and regulatory “biases” of most, if not all jurisdictions,
towards debt instruments, particularily interest-based
modes. Others have pointed out to the “heterogenesity”
fact of economic agents under an applied IFS, where
the whole Islamic system is not fully applied. Therefore,
they questioned the “realisticity” of the presumption that
“Muslims always practice Islam and abide by its teachings
in financial activities and daily life,” El-Gamal, (1997)
and Hassan and Kayed (2010). The degree of such an
adherence varies considerably. Moreover, “adherent” or
“practicing” Muslims are not living in an “isolated” village.
Their societies, their economic and financial dealings
do interact with economic agents of other faiths and
cultures. Such reality will affect the sort of the “possible”
and probably “plausible” financial model for that society
or community. In the light of these and other factors some
have gone further by acknowledging the “inaccurate”
proposition of the “pure” equity financing regime under
the Islamic system to be the “only plausible” model. For
instance, in an unpublished note Zarqa'! (2012) states,
“I asserted [in the 1983 article] that in an Islamic system
... all business financing must be based on various forms of
equity ... I realized later that this assertion is not justified,
neither by Islamic Shariah nor by the reality of Muslim
economies past or present. This being the case, it becomes
important to further examine the stability implications of
Islamic debt'? vs. conventional debt.” Hence, it is a gross
error to rule out debt and debt instruments completely
from an Islamic financial system, as some have suggested.
This would neither be feasible nor possible.

Moreover, the assertion that Islam “prohibits” debt is an
inaccurate interpretation of the Islamic point of view.
Consulting the basic sources of Islam; Qur’an and Sunnah
proves the contrary. For instance the longest verse in
the Qur’an is the verse of debt (Chapter 2: Verse 282).
Ironically, this verse came straight after the latest and
the strongest verses that have prohibited and condemned
Riba in a very explicit and comprehensive manner. This
verse provides detailed measures and procedures that
can be implemented to safeguard the interest of the
parties entering into debt contacts, including deferred
and installment sales. As a result, throughout the history
of the Muslim societies present and past dealing with
debt instruments have been practiced. Indeed, there are
“discouraging” statements in the basic sources of Islam
against the “unnecessary” use of debt,'® but this does not
make the issue “illicit” or “impermissible.” There has to
be a clear understanding and distinction between the two
positions. Moreover, current practices of the IF industry
has shown insignificant presence of PLS products on the
assets side of these institutions. For instance, Al-Shubaily
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(2011)* found that PLS modes of financing on the asset
side of twelve Saudi banks constitute no more than three
(3) per cent of the total assets of these institutions. In
Malaysia, on the other hand, the situation is even worse.
According to Chong and Ming-Hua (2009) “only 0.5%
of Islamic bank financing is based on the PLS paradigm
of Mudarabah (profit-sharing) and Musharakah (joint
venture) financing.”

On the liabiliy side in the Malaysian case “Mudarabah
(profit-sharing) deposits, which account for 70% of total
Islamic deposits, are more predominant,” Chong and Ming-
Hua (2009). But this “theoretical” arrangement has to be
treated carefully as Chong and Ming-Hua (2009) have
shown in their work that “Islamic deposits are not really
interest-free, but they are very similar to conventional-
banking deposits.”

In spite of the above reservations, it has to be acknowledged
that IBs have shown relative stability to the first wave of
the last international crisis of 2007-2008. As a result, their
“theoretical” proposition of pure equity or “superficial” link
of financing to real activities may bring more discipline to
the financial system’s behavior. And this takes us to the
asset-backing principle that govern the operation of IFIs.
This principle has not been discussed thoroughly in the
reviewed theoretical studies. Discussion of the effect and
impact of such a principle is left to the empirical part in the
section that follows.

Finally the essential message that the authors would
like to make centers around the greater role that should
be given to risk-sharing paradigms in the world of finance
as opposite to risk-shifting paradigms that dominate the
current shape of the financial system, “whether the reforms
implemented are called the Chicago Plan, Limited Purpose
Banking, or Islamic finance, the message is unified: the world
needs a financial system that reduces risk-shifting and debt
financing in favour of risk-sharing and equity financing in
order to create a financial system that promotes growth and
minimiges instability,” Askari (2012).

The authors of this research believe that there is a strong
case for this “plea” and in the aforementioned analysis and
argument. This plea deserves due consideration if policy
makers and economists would like to widen the prospects
beyond the “tool boxes and policies” of the conventional
wisdom.

5. Analysis and discussion of the findings
of empirical studies

As for empirical studies whose main findings and tools
of investigation are presented in Table (2), it is apparent
that about sixty per cent of them used Z-score and GARCH
models, while the remaining utilized other techniques as
demonstrated in Figure (4) below. It is also evident that
the approach followed in the research is examining the
stability of IF from a micro-perspective with a particular
reference to Islamic banks. This is primarily due to the fact
that Islamic banks, like their conventional counterparts,
aim at financing the economy by channeling depository
funds from savers to investors. As a result of this special
character this kind of institutions has historically been
heavily regulated.

To this extent both Islamic and conventional entities may
be presumed to look identical if the argument stops here.
However, this is not the case. The adopted platform of IBs
is different in that they reject the use of interest rate and
engage in profit and loss sharing projects attached tightly
to real assets. Boumediene and Caby (2008) agreed that
due to the risk sharing principle and asset diversity, Islamic
banks are more immune to negative shocks. However, this
theoretical argument has to be tested empirically in order
to assess the extent to which Islamic banks are exposed to
financial instability. The level of stability has been widely
measured in conventional literature using the Z scores,
and it has not been an exception in IF literature as is shown
in figure (4) and table (2). For instance, the Cihak and
Hesse (2008) investigation was one of the most influential
empirical studies that looked at the stability of Islamic
banks. They measured financial stability using the Z
accounting scores defined as z= (k + 1) /o, where k is equity
capital, U is average return as percent of assets, and ¢ is
standard deviation of return on assets as a proxy for return
volatility. Assuming the returns are normally distributed,
Cihdk and Hesse (2008) utilized the Z scores to measure
the number of times the standard deviation is covered by
the realized returns. Hence, a lower Z score indicates a
higher insolvency risk. Mitra, and Worrell (2005), Cihak
and Hesse (2008), Beck et al. (2010), Shahid and Abbas
(2012), Masood et al. (2011), Gamaginta and Rokhim
(2012) and Altaee et al. (2013) all used the Z scores to
proxy for financial stability. Cihdk and Hesse (2008) (2010)
claimed that the strength of such variable lies in that it is
an objective variable as it intends to measure insolvency
risk regardless of the specific characteristics that frame the
functioning of any bank Islamic or conventional. However,
one potential weakness associated with it is that, it does not
take into account the fact that Islamic banks apply more
protective strategies through having their investments
backed up by real assets. Also, the profit and loss sharing
principle allows these banks to pass on a proportion of their
risk to the investors which reduced their overall exposure
to risk and financial instability.

Unlike the theoretical studies, the findings of empirical
researches are not so conclusive in one direction or the
other. The situation is rather mixed. Some support the
theoretical “superiority claim,” others go in contrast with
that and a third category may be considered as “neutral.”
How robust and conclusive are these results? And, what can
explain about their departure from theoretical findings?

Several possible factors can be mentioned to explain this
position. Two prime elements are at the forefront; these
are:

1. The“applied business model” of IBsisalmostidentical
to the conventional interest-bearing one. It is neither
a “two-tier Mudarabah” nor a Wakala (agency)
based model as was proposed by the “pioneers” and
other “theoreticians” of IEs and finance. It is rather
a specially “engineered” debt model, particularly
on the assets side, to be Shariah-compliant through
the work of Shariah advisory boards, lawyers and
practioners. The guiding adopted framework, in the
development of Islamic financial instruments, has
been to design products in such a way that these
modes are, almost, equivalent in economic and risk
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Financial ratios & others

Z-Score & GARCH models
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Figure 4. Distribution of empirical studies between econometric and other techniques.

characters to conventional debt instruments. Was
this model pushed by the “unsupportive” regulatory
regimes in many jurisdictions, or was it impacted
by fierce competition of conventional banks, or was
it driven by the profit maximization “short-sighted
doctrine” of the “runners” and shareholders of these
intuitions? These and other arguments have been
in circulation for some time, but the fact is that this
applied model is far from the “theoretical ideal”
that was, and is still advocated by many Muslim
economists, some jurists (Fugha), and even some
pioneer practioners.

2. The nature of empirical investigations involves the
sense that they are very difficult, if not impossible,
to arrive to the same conclusions all the time and by
different or the same authors. These investigative
tools are constrained by a number of factors;
especially in the case of IBs. The paramount among
these are:

— Sample size, number of observations, and time
span. The data provided in the table below
highlights this issue very clearly.

— Data availability, quality, and reliability are
major obstacles in arriving at a very robust
findings and conclusions. Many of the reviewed
work have utilized commercial databases like
Bankscope, while others have used Islamic
Banks and Financial Institutions Information
(IBIS) of the Islamic Development Bank (IDB)
and Zawya. Furthermore, most, if not all
investigations have consulted, in one way or the
other whatever they have been able to obtain of
the available financial reports produced by IBs
to overcome some of the shortcomings in those
data bases. In spite of the tremendous effort
carried out by some authors, the lack of a unified
or an internationally recognized accounting
standards for IFIs is another dimension that
should not be underestimated in affecting the
results of quantitative investigations in Islamic
economics and finance. A longstanding and
very experienced Western economist, Volker
Nienhaus (2012),'¢ emphasized this point very
clearly in discussing the “research and academic
careers” of IEs and finance in Western higher
education. Nienhaus pointed out that many
“talented students choose interesting topics
for empirical studies, but did not recognize the

serious shortcomings of the data they used.”
Nienhaus went further to state that “many
cross-country comparisons of Islamic and
conventional banks — for example with respect
to efficiency or profitability — use Bankscope
data. This data base suffers from a number of
misspecifications and gaps with regard IBs'”.”
There is, even, another deeper dimension
that many may not be able to detect due to
their limited knowledge in IF instruments and
practices. It is the issue of the product and
instruments names; under such circumstance
“even if the data was complete, a researcher
can arrive at gross misinterpretations of IF in
comparison to conventional finance if he or she
does not consider that the same name can have
different meanings for different institutions.”*®

— The comparison and groupings inconsistency in
some investigations in terms of putting at par the
fully-fledged institution with an Islamic “unit” or
“window” to derive some conclusions between
these diverse entities.

The above remarks should not be interpreted as a call for
the abandonment or drop of quantitative tools to examine
particular issues in IEs and finance. The main message is
the fact that a researcher and/or an investigator have to
be cautious and aware of the limits and constraints of such
tools, in interpreting the results or in drawing some lessons
and policies.

Finally, despite all that has been said about “the applied
business model” of IBs and the reservations that have been
made against its practices, it has to be noticed that during
the first wave of the subprime crisis the institutions of this
model proved to be more resilient than their conventional
counterparts. Was that due to their “insignificance”
presence at the international financial stage, or was it due
to their “conservative” policies as some authors have tried
to highlight? The authors of this research discovered that
regardless of any reason that was given to underestimate
this fact, almost all of the reviewed empirical studies
pointed out that IBs did not engage in the very toxic assets
that brought renowned and long-established conventional
institutions to a halt. However, some IBs have been affected
by the second wave of the crisis (i.e. when the real economy
was hit). And this is true. For those authors who have
stressed this fact to prove that these institutions, like their
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conventional counterparts, are not immune from the effects
of FCs, this argument may not serve their end. On the
contrary, the argument may support its antithesis, which
states that IBs have “built-in” premises that may shield
them from the fragility that conventional banks suffer
from. These premises are derived from the basic tenets
that govern the operations of IBs. In this regard the asset-
backing principle may prove to be a very useful feature that
allows Islamic institutions to absorb financial shocks more
than their conventional counterparts.®

6. Concluding remarks

In this paper a considerable amount of financial stability
literature about Islamic Economics and finance has been
reviewed and assessed thoroughly. Based upon the analysis
and the discussion carried out in the previous sections, the
following remarks can be made:

e Despitethetremendouseffortsthathavebeendevoted
to financial stability over the recent past and before,
the world is still “in search” for its attainment.

e Given the interdependence and the complex
interactions of different elements of the financial
system within its inner structure, and the interaction
with the real economy, FS proves to be a very
difficult term to be accurately defined and even
harder to measure. As a result, the construction
of a “useful” macro model that encompasses these
delicate aspects is still far from realization. But it
might be a worthwhile exercise to devote some
effort to overcome the stalemates that surrounds
this issue.

e Itseems that the subprime financial crisis that hit the
US economy in late 2007 has triggered more interest
in the stability of the IFS and its institutions. Over the
past five years about five studies have been produced
per year in comparison to less than one study being
carried out in the pre-crisis era.

e Theoretical literature about IFs financial stability
has almost been unanimous in its assertion of the
superiority claim of this system over its conventional
counterpart. The underlying assumptions and
arguments of these treatises have been identified
as: the endogenous fragility of the conventional
interest-bearing financial system as demonstrated
by the recurrence of FCs, the resemblance of the
proposed financial reform plans to the IFS, and
the “pure” equity and participatory financial
instruments of the “ideal” IFS. In contrast, empirical
studies are not so conclusive in one direction or the
other. A number of factors have been identified and
explored to examine the basis of the divergence
between the findings of these two important blocks
of the reviewed work.

e Two fundamental tenets have been highlighted
from this review to constitute important “built-in”
features that may stand behind the inherent stability
of the IFS. These are: risk-sharing and asset-backing
principles. This by no means should be interpreted as
an underestimation or unimportance of other tenets
of IF, on one hand, and the fact that the current
practices of IFIs adhere strictly and “whole-heartedly”
to these paradigms.

e The -current regulatory, supervisory and tax
framework proved to be biased towards interest-
bearing debt instruments. This fact has been pointed
out, not by the authors of the reviewed literature
but by other prestigious institutions like the IMF
and other conventional economists. Therefore, if
policymakers incline to achieve certain degree of
stability, a shift has to be made to provide a “level
playing field” for equity modes of financing.

e Chapra and the “IMF-World Bank Muslim economist”
professionals, like Khan, Mirakhor and Igbal, have been
the most proactive researchers in this aspect of the
IFS. Their work has been persistently carried out from
the mid-1980s until now. As a result, can an “Islamic”
hypothesis that pinpoints the “cause of all causes” of
FCs be developed out of rich analyses and literature?

e Though debt is discouraged under the IFS, this
should never be equated to a “total” ban of debt
and debt instruments. Therefore, there is a need
for the “revisiting” of “Islamic theorems” of
financial intermediation to assess their relevance
and practicability. Thus, there might be a variety of
models to cater for the various needs and to adapt to
certain impediments and realities.

e History has shown that the regulatory and
supervisory financial framework is a prerequisite
for the successful implementation and safeguarding
of financial systems. The IFS is not an exception in
that. Hence, to exalt the system’s optimality, an
enabling environment for its nourishment needs due
consideration in many conventional jurisdictions.

Notes

1. Like Robert Holland who spent twenty five years (25)
at various positions in the Federal Reserve System
(FRS or the Fed), and the distinguished classical
historian of financial crises: Charles Kindleberger.
In his opening remark Mr. Holland asserts that the
“instability” is deeply rooted in the prevailing system.
“I do not believe that financial instability is born of
bad management or lousy regulation. It is inherent
in the kind of financial system we have built and
seem to like.” Robert C. Holland, 1985. “The Problem
of Financial Stability,” in “The Search for financial
Stability: the Past 50 years” (ed.), Federal Reserve
Bank of San Francisco, p1.

2. This was the title of the remarks made by Ben
Bernanke, the then Governor of the Fed and its current
chairman, at the meetings of the Eastern Economic
Association in Washington, DC, on February 20,
2004. Bernanke concluded his remarks by explaining
what is meant by this “phenomenon” and the possible
factors that may have attributed to its rise: “The Great
Moderation, the substantial decline in macroeconomic
volatility over the past twenty years, is a striking
economic development. Whether the dominant cause
of the Great Moderation is structural change, improved
monetary policy, or simply good luck is an important
question about which no consensus has yet formed.
I have argued today that improved monetary policy
has likely made an important contribution not only to
the reduced volatility of inflation ... but to the reduced
volatility of output as well.” Ben S. Bernanke, 2004,
“The Great Moderation”, www.federalreserve.gov,
accessed April 29th, 2012.
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3. Inhisexploration of the failure of Ihlas Finans, in Turkey
in 2001, Salman Syed Ali (2006 & 2007) mentioned
some of the distressed IFISs; “Bank Tagwa was closed
in 2001. Faisal Islamic Bank closed its operations in the
UK for regulatory reasons.” According to the available
sources there have been some other incidents; the Mit-
Ghamer experiment of the sixties in the rural of Egypt
was brought to an end for political reasons, Kuwait
Finance House went into difficulty in 1984 due to
lack of diversification in its investment portfolio. With
regard Faisal Bank that has been mentioned by Alj, it
must be noted that Faisal Bank never operated in the
UK. It was Al-Baraka International that had operated
in the UK and ceased its operations in early 1990s, but
it was able to honor all deposit obligations without any
troubles, (Wilson 1999: 428).

4. The value of the entire industry does not constitute
more than 1 per cent of the total value of the
conventional financial total assets.

5. There are two exceptions to this general trend;
one is explicit the other is implicit. The explicit is
represented by Dr. Naqvi (1981, p. 127) who holds
the view that a wholly equity-based system “will be
highly unstable.” This is because, according to him,
equity-financing, in contrast to interest-financing
makes the return on investment “a function of
business conditions in general and of the efficiency
with which the enterprise is being run. Hence
an element of uncertainty is introduced into the
investor’s expectations. Hence, to hedge against the
probability of a loss, ways and means must be found,
through some kind of deposit insurance scheme,
to guarantee ... the normal value of deposits.
[Otherwise] ... not only the banking system, but the
entire economy will become highly unstable.” (Naqvi,
p- 136). The implicit view is that of EI-Gamal (1997).
His study departed from the prevailing theoretical
framework to construct a model based on “close-to-
reality” postulation as he portrays.

6. It has to be noted that we are not denying or
underestimating the contribution of other factors in
triggering or worsening FCs, like the lax regulations it
is, rather, a consistency of methodology that forced us
to limit the discussion to factors relating to interest.

7. Yet these low or even zero-rates are presented as
remedy tools in the aftermath of FCs. This paradox
indicates the puzzling dilemma of the existence of
interest rate itself.

8. Alevelthat makesthe economy grew, for quite alengthy
period of time, without booms and busts. It should be
noted, here, that the concern is not normal business
fluctuations relating to the ups and downs of the real
economy, but rather the “abnormal” episodes that
the economies suffer from as a result of the financial
turbulences. The authors found this distinction very
important as noted by the French Economist Paul
Leroy-Bealieu (1843-1916) and probably others.

9. His first work appeared in 1957, and the last 1996; the
year he passed away.

10. Minsky believes in the variety of capitalist systems.

11. We are very thankful to him for this and for sending us
a soft copy of his 1983 article.

12. While accepting the possibility of establishing IFS
based on debt Zarqa noted that: “(a) re-financing of
old debt by issuance of new debt and (b) selling of

debt to third parties, are both strictly prohibited”,
under such a system.

13. See Al-Suwailem (1999). “Mawqif As-Shariah Al-
Islamiyah Mina Ad-Dayn (The Stance of Shariah on
Debt).” Reprinted in Al-Suwailem (2011). “QadayahFil
Iqtisad Wa At-Tamweel Al-Islami (Issues in Islamic
Economics and Finance), pp. 11-104.

14. Youssef Al-Shubaily. 2011. p.2

15. The paper appeared in July 2007; a date before the
eruption of the crisis in August of the same year. As a
result it has been counted among the pre-crisis studies
as displayed in figure (3) above.

16. Volker Nienhaus. 2012. In “Islamic Finance at Western
Higher Education: Developments and Prospects” (Ed),
Belouafi et al. pp. xxv—xxvi.

17. The consolidated and unconsolidated issue, as pointed
out by Cihdk and Hesse (2008), is a typical example of
that.

18. The authors of this research came across an incident
similar to this in a financial report of a GCC IB where
the institution named an item in its balance sheet as
an “installment or deferred” sale, whereas in reality it
was a “Tawarruq” transaction that is widely practiced
in this region, especially in Saudi Arabia.

19. Oneofthereviewers of the paper suggested thatitmight
be a worthwhile, or even a better exercise, to compare
Islamic banks with conventional banks of similar size
in the non-Muslim countries or conventional banks of
any size in Muslim countries. If that has been done, it
would be interesting to highlight the respective results
separately. If there would be no significant difference
in performance/stability, this might indicate that “asset
backing” in Islamic banking may, in practice, mean
more or less the same as “old style prudent banking” in
conventional banks. We first thank the reviewer for this
remark, and second we think that this is an interesting
dimension that has not been looked at in the literature.
Therefore, future research might explore this issue.
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