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The following report analyses the success gained within the Islamic finance industry in Eastern and Westerns countries since it was further developed the 1970’s to a modern-day multi-billion-dollar industry; critically evaluating the success and pitfalls faced in comparison with conventional, Western finance, and helps determine if Islamic finance has a larger place in the future of Global finance. Furthermore, it offers an evaluation of the success of Islamic finance within Saudi Arabia and the UK and discusses the effects and limitations presented following the financial crisis of 2008. Recommendations are set to further enhance the suitability and adaptability of Islamic finance for its future role within the financial industry for Muslim and non-Muslim communities alike.
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The focus of this paper is to comprehend the success of Islamic finance through detailed analysis. The structure will take the following course; An introduction to Islamic finance and its origin will be followed by the objectives of this report. Once established, an in-depth analysis will show how its popularity has increased over time, adding to its successfulness. A critical evaluation will be carried out ascertaining its standing within the financial institution, and global GDP, and if it can propose a means of avoiding the peaks and troughs in the financial market within other financial institutions. 
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Islamic Finance is a financial system structured in accordance with Islamic law (Sharia). As with a conventional financial system, Islamic finance comprises of banks, investment firms, insurance companies, capital markets and fund managers; though they are governed by Islamic law. Scripture of the Koran condemns those who enforce interest on financial dealings (Arberry, 1983).

Based on the concept that both risk and reward be shared between financier and borrower, Islamic finance differs from conventional finance. It not only pursues profit but ensures economic benefits are shared, encompassing other aspects, such as employment and social welfare. It falls under the jurisdiction of Syariah (daily activities) which guides the dealings and actions of every life (appendix 1) (Rahman, 2008)

A key set of principles are set for Islamic firms to adhere, to distinguish them from conventional financial institutions (International Financial Law Review, 2005):

· Prohibition of interest (riba). Unlike conventional financial institutions, Islamic finance prohibits the use of interest and instead set a non-flexible fee to be paid upon expiration of the loan given.
· Proscription of trade with any organisation which may involve alcohol, non-halal meat such as pork, prostitution, tobacco and pornography.
· Avoidance of uncertainty (gharar); created via uncertainty or speculation, and gambling (maysir); where monetary gains are derived from chance or speculation (Uddin, 2015).
Within the financial industry, contracts are formed between parties and defined within one of the major categories, as taken from Moodle (Burns, 2018):

· Mudarabah (a partnership contract)
· Musharakah (equity partnership)
· Murabahah (credit-sale)
· Ljarah (a lease) 
· Sukuk (bonds)
· Takaful (Insurance) 
· Salam (forward-sale)
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[bookmark: _Toc532384071]Analysis and evaluation of the success of Islamic finance, including the effect of the credit crunch 

Islamic finance has seen an increase in success and popularity since the 1970’s though originates 1400 years ago and is suggested by Naveed (Naveed, 2015) to be as old as the religion itself. The first bank, Mit-Ghamr opened its doors in 1963 putting Islamic principles into practice (Islamic Markets, 2018), and successfully received saving deposits increasing from 25,000 Egyptian pounds to 125,000 E£ between 1963 and 1966. The opening of the Islamic Development Bank, Saudi Arabia in 1975 gave it an international status and went on to recruit other countries, offering them financial products.

Today 93% of assets attaining to Islamic finance cover nine core constituencies; Qatar, Malaysia, Bahrain, Saudi Arabia, Pakistan, Kuwait, United Arab Emirates and Turkey (appendix 2), (EY, 2015). More than 500 financial institutions, 300 of which are Islamic banks have been established with an average annual growth of 14% per year (Jamaldeen, 2012). Future projections suggest its net worth will increase to $3.8 trillion by 2022 from its recent worth of $2.2 in 2016 (Pakistan Observer, 2018). 

Statistics also show the growth of Islamic banking superseded that of conventional banking between 2006 and 2010 (appendix 3) (Iqbal, 2013). And, by adhering to the principles of Shariah, the financial crisis had an adverse effect on Islamic banks (appendix 4) shown in the 2007-2008 statistics in comparison to the 2007-2009 statistics (appendix 5) (International Monetary Fund, 2010). Integration in to Muslim and non-Muslim countries shows an increase in global popularity as can been seen in the diagram below (appendix 6), and is set for further growth in years to come (Rodrigo, 2015)The growth of credit and asses was almost twice that of conventional baking and thus, contributed to the stability of the economic stability. 

Though not wholly unaffected by the Global financial crisis and economic recession of 2008, Islamic finance suffered far less than conventional financial institution and maintained its economic growth enabling it to successfully navigate the peaks and troughs of the financial industry faced by conventional financing industrialists. It is suggested, by adopting Islamic finance could aid in the recovery of the crisis (Ahmed, 2011). Mohd Daud Bakar wrote, that Islamic finance is more relevant since the crisis and although the growth of Islamic finance is slower than conventional finance, it none the less is in good standing (Bakar, 2010). Some believe, by introducing Islamic finance to countries with low and middle-income populations will boost the country’s economy (Boukhatem & Moussa, 2017). Figures show (Dubai Islamic Bank, 2017)the Islamic financial assets in some countries such as Bahrain were impacted negatively after the crash of 2008, and some, Indonesia Pakistan and Syria for instance did see a slight impact by lowering the rate of increase more than in countries such as the UK who, despite the crunch, still managed to produce a good margin of profit (appendix 7).

Studies carried out by El Mehdi (2017), cited by Moussa (Boukhatem & Moussa, 2017), show the positive impact Islamic finance has on the Gross Domestic Product (GDP) and Global Islamic Economy (GIE), with Malaysia leading for a consecutive five years (Thomson Reuters, 2018). 

Economists agree, the optimal growth rate of a GDP is above 2% and below 4% (Economists View, 2007), and a healthy economy will sit between 4.7% and 5.8% (Amadeo, 2018).

At an Islamic finance conference in 2009, Governor Zeti Akhtar Aziz of the Central Bank of Malaysia stated that institutions under the governance of Islamic Law were more resilient than its conventional counterpart,
“...the inherent strengths of Islamic finance, including the close link between financial transactions and productive flows and the built-in dimensions of governance and risk management, had contributed to its viability and resilience…” (Hansan & Dridi, 2010)
Leading authority of Islamic finance, Professor Timur Kuran (Barnes, 2013) however; is sceptical of the prohibition of ‘riba’ and states it is a mere fabrication. He argues that interest is used under the guise of fees and penalties which intrinsically equate to interest being places on financial contracts.

To determine if Islamic finance will become a suitable alternative to the conventional it first must overcome significant challenges. Karuvelil (Smolo & Mirakhor, 2010), states the lack of standards, procedures and legal framework risk its future success.

Saudi Arabia and the UK show themselves to be formidable allies in the popularity of Islamic finance and the expansion of Islamic banking with Muslims and non-Muslims alike. 

Currently rating fourth in the top ten Islamic finance indicator (appendix 8). There are currently 12 banks offering Islamic finance in Saudi Arabia but only four adhere entirely with Sharia’s law (Islamic Finance, 2018) with a combined contribution of $472.7 billion of assets to the Islamic finance industry in 2016 (Thomson Reuters, 2018), which overall was estimated at $2.2 trillion. With an average of 2.4% GDP in 2018, Saudi Arabia’s main asset is oil.

Reports show an increase of 0.4% in to assets of Saudi Arabian banks in 2017 thus adding to its annual net profit growth of 8.7% (Saudi Gazette , 2018). As a subject of much discussion some dispute finance sectors make any contribution to the ‘real’ sector when it relates to economic growth, with Lucas (1988), suggesting that the role of finance has in economic growth is overstated. Schumpter (2017) on the other hand suggests that banking and finance are an integral part of economic growth

It is still possible for Saudi Arabia to expand its Islamic banking portfolio without having to compete with more conventional forms of banking and could help to increase the overall GDP in the future. 

As an impressive country with a large multi-cultural popularity, the UK has welcomed Islamic finance (as have many other Westerns countries) and 2015 statistics (McCarthy) show the UK as having the third largest population of Muslims in Europe (appendix 8), 2.96 million (appendix 9). Figures which have increased again in 2018 to nearly 3.4 million Muslim population in the UK (Office for National Statistics, 2018). An increase of nearly 440,000 in three years. The UK now has more Islamic banks than any other Western country, with five fully Sharia-compliant banks and over twenty other banking institutions offering different forms of Islamic banking (Foster). Though according to Islamic finance.com, these figures differ; with twelve banks offering an array of banking options, some retail and current accounts and others mortgage and investment banking (Islamic Finance).

Islamic finance has helped to finance different projects within the UK, London specifically:

“…Islamic finance has helped transform London’s skyline by financing in whole or in part developments such as The Shard, Chelsea Barracks, Harrods and
the Olympic Village...” (gov.uk/ukti, 2014)

The UK was the first Western country to issue a Sukuk in 2014 and in July of 2019, £200 million sukuk will mature (Foster, 2018). 

Though it is increasingly popular, there seems to be little understanding of Islamic finance within the Muslim community and too few industry representatives are qualified to industry requirements. A survey taken by New Straits Times (Ali, 2017) shows 74% of practitioners had no formal training or qualification whilst 60% required further training and development.
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Evidence shows Islamic finance is a globally successful industry with steady growth. Focussing primary on Middle-Eastern and South Asian countries such as Malaysia, UAE and Saudi Arabia it has maintained a continued growth in popularity, especially since the financial banking crisis. As such it has been incorporated in non-Muslim banks. The research shows limitations which will need to be addressed to become a more proficient form of banking. Though Islamic finance is based on Sharia’s law there is a possibility to incorporate some of the procedures in to conventional banking in the future, adapting to different financial laws and religions. 
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· Develop standards, procedures and legal framework to better affiliate with conventional finance and create a stronger and impenetrable structure.

· Provide more concise information to better suit the needs of non-Muslim individuals.

· Become more prominent in Western countries to attract Muslims and non-Muslims alike.
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Figure 1 Growth ofIslamic Banking and Conventional Banking
Assets in Selected Countries, 2006-10
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Chart 2
Initial crisis effect

Islamic banks saw only a minor impact on profitability in
the early stages of the crisis, while credit and asset
growth remained strong.
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Chart 3
Deepening impact

As the crisis moved to the real economy in 2009, Islamic
banks saw a steep decline in profitability.
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The knowledge of Islamic finance can be further explained as
follows:

it is evident that the knowledge of

Based on the diagram above, iy
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which directs the actions and affairs of every life.
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