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	The Islamic banking industry has developed in the recent years, characterized by bank transactions by non-appeal to the interest rates, on the basis of three practices, Gharar, Riba and Maysir. With the increase in strong assets, it is predicted that in the long run, these banks will expand more; also, the rating agency predicts that in the absence of major risks, the financial profiles of Islamic banks will get stabilized. However, it is evident that as a result of slow growth of economy, asset growth will remain low (Das, 2018). But if oil prices rebound significantly, then the situation may change such that the asset growth will improve from low single digits. Nevertheless, the analysts expect that there will be a steady increase in the cost of risk of Islamic banks, and combining with the impact of implementation of value-added tax will result in a slight decline in the profitability rate of the Islamic banks (Chokri and Anis, 2018). Undoubtedly, despite the current challenges that the sector is facing presently, it has potential for further growth within a short period of time. 
	Not only in majority of the Muslim countries Islamic finance acts as an effectual tool for an overall progress, but it also assists in the growth of non-Muslim countries as well. Moreover, it is also evident that as compared to the regular banks, assets of Islamic banks have been growing rapidly in the recent years. Thus, these banks are no longer restricted to only Muslim areas, instead, it has spread almost across 70 nations with more than 300 Islamic financial intuitions including Malaysia, Middle Eastern countries, the UK and the USA as well (Milhem and Istaiteyeh, 2015). Though Islamic banks follow Shariah and consider it as the main base of action and the transactions are done following an equity-based approach, while in case of regular banks it is done following interest-based approach.  To contend with the regular banking system, these banks offer products that are almost equivalent to the products that are provided by the regular banks (Kolsi and Zehri, 2014). Additionally, unlike the regular banks, the financial components such as Bills of Cash Management, Collateralized Debt Contract, and Credit Default Exchange have no place in Islamic banks. But the lack of interbank market in Islamic banks and the absence of lender have lead to a requirement of excess liquidity.  To understand the financial performance and to evaluate a comparison between these two banks, analysis of some financial ratios including profitability, liquidity, efficiency and solvency ratios needs to be done to draw a clear and comprehensible picture regarding the subject matter. 
[bookmark: _Toc516483359]Purpose of the Study
	Regular banks have prevailed before the banking system of Islam and have better access to payment process. Nevertheless, with the advent of Islamic banking, some of these regular banks have opened the Islamic products windows too so as to compete in this competitive world. These banks have created products that would suit their existing customers, and as a result they would carry out financial transactions on the basis of their religious outlook. But in the recent times, the Islamic model is fundamentally troubled, especially in the retail sector (Onakoya and Onakoya, 2013). The HSBC Amanah, one of the largest operating Islamic windows decided to pull back from operations in October 2011 in various nations including the UK, Bahrain, Bangladesh, Mauritius and the United Arab Emirates (Financial Times, 2012). This decision has been driven based on economic grounds, and not by reassessment of Islamic products. In addition to that, in the recent times, Deutsche and Barclays Bank have also scaled back the teams of Islamic banking in Dubai. 
These incidents are a blow to the development of the Islamic financial institutions as these banks were a strong pillar to them. Moreover, since HSBC Amanah held the largest assets of Islamic banks, the decision to pull back from the operations had affected these banks to a deeper extent (Mair and Khan, 2015). Despite this blow, as aforementioned, the Islamic banking sector has again started developing, thereby expanding its business. The main purpose of this research study is therefore to assess the actual scenario of Islamic banks and to analyze the differences in the financial performances of these banks with that of the regular banks in terms of liquidity, profitability, efficiency and solvency ratios covering a period of last five financial years, that is, considering 2012 to 2017, following the global crisis of the financial sector. 
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The Islamic banking complying with Shariah (Islamic) law has grown tremendously and became one of the major players in the financial industry. It is more flexible to financial shocks as a result of fluctuating business cycles. However, it is also evident that the regular banks have long existed and have greater access to customer confidence. The main disparity between these banks is about the philosophy on which the financial world depends on. While interest rate is totally prohibited in the Islamic banking sector, on the other side, the regular banks totally works on interest, that is to say, the latter banks are interest-bases banks while the former are interest-free banks. As nowadays these two banks are working together in the same competitive environment there is an intense competition between in the context of attracting potential customers and maintaining sustainability, thereby benefitting the economy in the long run. Hence, it is to be observed the difference between these two banks and analyzing its financial performance on the basis of some financial ratios including profitability, liquidity, efficiency and solvency ratios, covering a time period of last five financial years.
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The research questions of this study would be as follows:
·  What is the difference in the financial performance of Islamic banking system to that of Regular banking structure?
· How internal factors influence the profitability and performance rate of Islamic and Regular banks?
· What is the difference in the effect of financial ratios on productivity of Islamic and Regular banks? 
· What is the impact of Capital Adequacy, Operating Efficiency, Bank Size and Financial Risk on the performance of both these banking systems?
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On the basis of the above research question, the following research hypotheses have been formulated: 
· H1:  There is considerable distinction in the financial progress of Islamic banks and Regular banks
· H2: The internal factors positively influence the profitability and performance rate of Islamic and Regular banks
· H3: The outcome of financial ratios in the Islamic and Regular banks are considerably different
· H4: The Capital Adequacy, Operating Efficiency, Bank Size and Financial Risk of both these banks have a significant influence on the financial growth
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The primary aim is to evaluate the financial productivity of both Islamic and regular banks depending on financial ratios. The secondary objectives include as follows: 
· To determine the internal components that impact the profitability and performance rates of  the system of Islamic and Regular banks 
· To analyze the profitability, liquidity, efficiency and solvency ratios of both Islamic and Regular banking sectors  
· To  examine the outcomes of the above ratios regarding the financial performance of the structure of Islamic and Regular banks 
· To assess  the impact of Capital Adequacy on the financial progress of Islamic as well as Regular banks
· To assess  the impact of Operating Efficiency on the performance of Islamic and Regular banks
· To assess  the impact of Bank Size on the financial productivity of Islamic and Regular banks
· To evaluate  the effect of Financial Risk on performance of Islamic and Regular banking systems
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	The regular banks, while financing projects, utilize a combination of debt and equity and expect a fixed percentage of interest from the debt.  But the Islamic banking structure works based on the principles of laws associated with Islamic culture, thereby recommending ownership of shares in the field of investment. This system does not permit debt creation through transaction of assets. In the view of Onakoya and Onakoya (2013), the broad objective of this type of banking system is to mitigate the unethical approaches that are mainly prohibited in the Islam religion. As the infrastructure of these banks forbids investment in alcohol, tobacco, entertainment etc., the scope of investment also gets reduced. According to Sillah and Harrathi (2015), the growth of this particular bank has been aroused by the implementation of modern products, implemented to satisfy the customers. On the other hand, under regular banking infrastructure, present money is traded against future money. As Ibrahim (2015) revealed, unlike Islamic banks, large speculative transactions results into a considerable source of instability. Islamic banks are not seen as using money to increase its wealth, rather, the profit or loss generated from the activities are usually shared according to the agreement. 
 Meero (2015) argues that the structure of Islamic banks is considered better to that of the regular banking framework. This is mainly because the former banks prioritize more on the social as well as economic advancement of the citizens, instead of focusing only on the financial growth of the banks. Continuing in the same vein, (Onakoya and Onakoya, 2013) stated that while regular banks do not buy fixed capital assets unless and until it is highly needed for the purpose of the banks, the Islamic banking structure develop the financial processes by getting interconnected in the supervision of commodities and capital assets. The next section reviews the financial performance of these banking systems. 
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	Pradhan and Shrestha (2016) evaluated the relationship between profitability and liquid asset ratios for a number of U.S and Canadian banks and revealed that there is non-linear association between these two factors. Another study by Yakobi and Ngcamu (2016) revealed that global financial crisis can adversely affect profitability and liquidity ratios of the banking sector. In a similar way, Alkhazaleh (2017) argued that there must be a positive correlation between bank size and return on assets, for both Islamic as well as regular banks. However, while doing comparative studies, several research works show that the Islamic banking structure is more profitable than regular banks. 
Comparing five of both these types of banks in Pakistan from a time period of 2005-2009, Ansari and Khalil-ur-Rehman (2011) argued that the system of Islamic banks are much superior, mainly due to the fact that this bank could increase their market shares as compared to that of the regular banks. However, the empirical findings of Hossain (2015) and Hamid and Azmi (2011) indicated no such significant difference between these interest-based banks and interest-free banks in the context of profitability has been found, nevertheless, a disparity have been observed with respect to liquidity and credit performance. As the review of these literature studies is not conclusive regarding the financial progress of both these banks, this study would use empirical techniques to obtain answers for the proposed research questions. 
[bookmark: _Toc516483367]Research Methodology
	As the study expects to determine the performance of Islamic and regular banks on the basis of analyzing financial ratios and some other internal factors, two techniques would be used: Data Envelopment Analysis and Financial Ratio Analysis. Five regular banks and five Islamic banks will be selected on the basis of their performances. Then, the ratios would be analyzed for both these banks covering a period from 2012 to 2017. Thus, a quantitative methodology would be adopted in this study. To analyze the collected secondary data from various financial reports and articles of respective banks, a deductive approach would be implemented. Finally, the findings would be interpreted on the basis of the analysis. To draw a clear and comprehensible picture regarding the subject matter, the study would be concluded on the basis of both the findings as well as the review of the research studies. 
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While conducting this study, following ethical considerations would be contemplated:
· Original and authentic information would be promoted
· Quality and integrity of the collected data would be maintained
· Privacy and confidentiality would be maintained
· The guidelines for the dissertation would be followed
· Plagiarism would be avoided
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	It is anticipated that there would be noteworthy differences in financial performance of Islamic banks and regular banks. There would be disparity in the financial ratios, particularly in the profitability and liquidity ratios. However, considering the research studies, it is expected that the internal factors would undoubtedly have an impact on the performance and profitability rates of the two banks.  
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