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ABSTRACT 

Shariah-compliant or Islamic banking is new one of the fastest growing financial 

services sectors worldwide. While Muslims view this banking model as providing a 

religious-based alternative to the financial products and services offered by 

conventional banks, they are also an alternative banking system either fully or partially 

adopted by banks in more than fifty countries. The premise of Islamic banking is 

entirely based on the principles of Shariah (Islamic) law that prohibits contracts that 

involve interest (Riba), uncertainty (Gharar), gambling (Maysir), injustice (Dhulm) as 

well as the practice of other noncompliant products and services. Nevertheless, despite 

these apparent restrictions on their activities, the number of international institutions 

converting their operations in full or in part to Islamic banking is steadily growing. 

In particular, the number of Islamic banks in Gulf countries and the Middle East and 

North Africa (MENA) regions and Europe has been progressively growing in the last 

few decades. The call by Muslims to avoid dealing with the unlawful banking 

transactions and the support of petrodollar economies have been two factors 

underlying this expansion. However, in contrast to the region in which it is located, 

Islamic banking in Libya remains in its infancy. Since the beginning of the 21
st
 

century, there have been a few steps towards the implementation of Islamic banking in 

the state. Nevertheless, in addition to the overall lack of research considering issues of 

Islamic banking in Libya, there has been no clear and practical path for banks 

transforming to an Islamic banking model. 

 The purpose of this thesis is to examine the key dimensions of banking management 

in conventional and Islamic banks with a particular focus on how this may help in the 

transformation process of the banking system m in Libya. The key bank management 

dimensions addressed in the study are risk management and capital adequacy, human 

resource management, and financial and social reporting and disclosure. The research 

also focuses on the prospects, barriers, and impediments to implementing Islamic 

banking in Libya. Given the nature of the research, the first part of the thesis presents a 

detailed assessment of the religious sources underpinning Islamic banking as well as 

key financial products and services commonly practised by Islamic banks. In the 
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second part of the thesis, a survey of the empirical literature on banking management 

behaviour concerning the four selected key dimensions in both conventional and 

Islamic banks is conducted. As the focus is on the Libyan environment, the third part 

of the thesis details the economic and banking developments and the situation of 

Islamic banking in the state.         

Through a combination of qualitative and quantitative approaches, including survey 

instruments, questionnaires and interviews, we collect data from banks and banking-

related institutions in Gulf countries and Libya. The comparison of risk management 

and capital adequacy dimensions reveals that conventional and Islamic banks view the 

concept of risk differentially. The findings also reveal that due to the differences in the 

activities practised by Islamic and conventional banks, they are exposed to different 

types of risks and to a different degree of risk in shared risk, which imposes different 

amount of capital held by each bank. In the human resource management dimension, 

we find that although conventional and Islamic banks practise similar human resource 

management, Shariah teachings influence the human resource management practices 

of the latter. In the financial and social reporting and disclosure dimension, we find 

that while social disclosure in conventional banks is optional, it is obligatory in 

Islamic banks, and largely inseparable from the financial disclosure function. The 

comparison of these four key banking dimensions provides guidance for transforming 

banking practice in Libya toward an Islamic banking system.  

Overall, there are religious and moral necessities for establishing an Islamic economy 

in general and an Islamic banking system specifically in Libya. The main obstacles 

that hinder the implementation of Islamic banking in the state are, among other things, 

the distinct lack of human capital trained for Islamic banking and the absence of 

education and training institutions that provide the new entities with the required staff. 

There are also potential problems in the lack of research in the area relating risk 

management and risk management practices, tools and techniques, and the absence of 

a clear and organized plan for implementation of Islamic banking by authorities. 

Finally, our results indicate that the clear, organized, and practical comparison of bank 

management behaviour concerning the experience of other countries would be very 

important in the current transformation process  for Islamic banking in Libya.  
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Chapter 1. Introduction 

1.1 Background 

Islamic banking is one of the fastest growing segments in global finance. Similar to most 

non-Islamic (conventional) banks, Islamic banks are typically private profit-seeking 

enterprises subject to the usual regulatory controls placed on banking of all forms. 

However, the principles of Islamic law (Shariah) strongly dictate their behaviour, 

including the strict prohibition of their dealing in interest (Riba), uncertainty (Gharar), 

gambling (Maysir) and a number of other common, but sometimes religiously 

noncompliant, financial products and services.  

Nevertheless, despite these apparent difficulties, the number of conventional banks 

adopting at least some aspects of Islamic banking in their operations and the number of 

new banks offering Islamic banking products and services has continued to grow. 

Although established during the time of the Prophet Muhammad PBUH, the theory 

underlying Islamic banking has been neglected for many centuries, with evidence of the 

first modern applications only evident in some rural areas of Sudan in the early 1960s 

and afterwards in the well-known Mit Ghamr financial experiment in rural Egypt in 

1963 (Baej, 2006).  

Currently, Shariah-based banking systems are evident in more than 50 countries around 

the world, with some Muslim countries, including Sudan, Pakistan, and Iran converting 

their banking systems entirely to Islamic banking, and others, such as Egypt, the United 

Arab Emirates (UAE), Saudi Arabia, Jordan, Qatar, Malaysia and Indonesia, operating 

dual systems encompassing both conventional and Islamic banking. However, the 

expansion of Islamic banking is not only evident in countries with large Muslim 

populations, but also elsewhere where Muslim may be in a minority, including the 

United States (US), Europe, especially the United Kingdom (UK), and Australia (Iqbal, 

2001; Liu & Chong, 2009). According to Austrade (2010), Shariah-compliant financial 

assets have grown at more than 10% annually over the last ten years with estimates of 

US$822 billion for the global Islamic finance industry. In turn, Islamic commercial bank 

assets reached US$1.3 trillion in 2011, with an expectation of reaching US$2 trillion by 
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2014. This dramatic rate of growth is in the order of 50% higher than the overall 

banking sector.  

However, seemingly despite these developments, Islamic banking remains a relatively 

novel feature of the financial systems in most of the world’s countries, including in 

Muslim countries. For example, only recently has there been an attempt to introduce 

Islamic banking into Oman where the banking system remains largely conventional. 

Nevertheless, countries within the Gulf Cooperation Council (GCC) account for the top-

10 banks in the Middle East and North Africa, most of which are operate according to 

Shariah (Ford & Siddiqi, 2010). Similarly, Islamic banking in Libya is still in its 

infancy, in stark contrast to neighbouring Egypt, Sudan, and even some European 

countries, where Islamic banks have already begun to operate alongside the typically 

well-established conventional banking systems (Gait, 2009).     

1.2 Thesis Context 

Libya is an Arabic country with a large Muslim population that holds an attractive 

geographic location in the heart of North Africa, long considered the gateway to Africa, 

Europe, and Asia. Unlike many of its neighbours (Egypt, Tunisia, Algeria, Niger, and 

Chad), Libya is an oil-producing country with a relatively large land area and a 

comparatively small population. The combination of these factors makes Libya an 

important commercial and economic centre in the region. 

Islam is the religion of most Libyans. Since independence, there has been some 

application of the principles of Shariah in the state, but mostly not relating to financial 

matters. Nevertheless, unlike other Muslim and Arab neighbouring countries in North 

Africa and the GCC region that share a comparable religious, social, cultural, and 

economic context, Libyan banking practises are still largely conventional. Despite 

obstacles have been holding the country back from implementing the Shariah in its 

banking system, the first several years of the 21st century have witnessed movements 

toward the widespread acceptance of Islamic banking. In particular, 2011 was a 

significant milestone in the legitimization of Islamic banking with the fall of the 

Gaddafi regime. 

Despite these promising developments, there has been no clear and practical path for 

new or existing banks transforming to Islamic banking. Moreover, to the author’s best 
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knowledge, no study compares bank management behaviour in conventional and 

Islamic banks, not least in the Libyan context. Therefore, an empirical comparison of 

the differences in bank management behaviour between conventional and Islamic 

banking providing a clear path for the Libyan banks willing to move towards 

implementing the Islamic methods of finance is required. This path could be useful for 

other countries that share silmilar economic, social and cultural characteristics. The 

current study aims to examine the key dimensions of banking management in 

conventional and Islamic banks with a particular focus on how this may help in the 

transformation process of the banking system in Libyaand also other countries. 

1.3 Thesis Motivations and Objectives 

A number of factors provide motivations for this study. A first motivation is that given 

the growing size of the Islamic banking industry and the diversity of Shariah methods 

used in finance and the development of bank management in recent years worldwide, it 

is important to understand the link between various dimensions of bank management in 

both of these industry subsectors. For the most part, during their relatively short 

existence, Islamic banks have been able to coexist and compete with the longer 

established conventional banks, and this may reflect successful bank management 

practices in the former. Even though the fundamental basis of Islamic banking relies on 

the prohibition of interest (Riba), the principle of interest provides the backbone for 

conventional banking practices and the global banking industry as a whole. Other 

important restrictions based on Shariah not available to Islamic banks, but available to 

their conventional counterparts, include direct and indirect involvement in Gharar and 

Maysir as well as dealing with certain products and services that contradict the 

teachings of Islam. Thus, it is of interest to investigate the differences in management 

behaviour in both types of banks in order to throw light on these fundamental 

differences in banking practice.  

A second motivation concerns the different experiences in dissimilar environments with 

regard to the various dimensions of bank management in conventional and Islamic 

banking. In this respect, some Arabic and Muslim countries were pioneers in 

implementing Shariah in their banking systems and therefore have relatively long 

experience in Islamic banking supported by research. Drawing insight from Islamic 

banking experiences globally and how they differ from the conventional banking system 
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is then of interest. This motivates us to investigate theoretically and empirically bank 

management in these countries and how could apply in other countries willing to 

transfer their conventional banking dimensions to work according to Islamic teaching. 

The third and foremost motivation of this thesis is that despite the rapid expansion of 

the Islamic banking industry, Libya is the exception to the rapidly developing Islamic 

banking sectors in its Muslim and Arab neighbours. Although for a long period, the 

Libyan environment has been willing to move toward the implementation of Shariah in 

its financial and banking systems, a number of political and organizational obstacles 

have prevented the country from moving in this direction. Nevertheless, 2011 saw the 

removal of some of these constraints when the National Transitional Council (TNC) and 

the Central Bank of Libya officially legislated the establishment and practice of the 

Islamic banking in the state. Consequently, Jumhouria Bank, the largest state-owned 

bank operating in Libya, has introduced some Islamic banking activities by opening a 

number of subsidiaries in different cities and launching Murabahah instruments 

associated with some of its products. However, this critical stage requires clear and 

durable experience that should be extracted from similar countries taking into 

consideration the special requirements for the Libyan context. The lack of 

understanding of this process motivates us to undertake this study.     

The study aims at achieving the following objectives. First, an investigation of the 

differences between conventional and Islamic banks in relation to several key 

dimensions determining bank management behaviour, including, risk management and 

capital adequacy, human resources, financial and social reporting, and disclosure. 

Second, provide an assessment of the origins and fundamentals of Islamic banking to 

map the peculiar development of Islamic bank management. Third, determine the 

impact of the Libyan economic and banking situation on the implementation of an 

Islamic banking model in general and the key dimensions on one hand, and exploring 

the prospects, barriers, and impediments of the application of Shariah-banking 

institutions on the other. The final objective is to compare key dimensions in 

conventional and Islamic banking by drawing insights from the experiences of other 

banks, taking into consideration the special requirements of the Libyan context.                
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1.4 Thesis Questions and Hypotheses 

While knowledge of bank management behaviour has received global and extensive 

consideration, investigation of these same issues as they relate to Islamic banking lags 

far behind. Moreover, the focus of Islamic banking studies has been mostly on 

individual and theoretical comparisons of bank management dimensions with a 

particular reference to environments where Islamic banking system is more developed. 

However, the current study is a comprehensive research that comprises a theoretical as 

well as empirical investigation of risk management and capital adequacy, human 

resource management, and financial and social reporting and disclosure, with special 

reference to the Libyan context. 

A review of the banking literature reveals the need to respond to three major research 

questions. The first question concerns the differences in management behaviour 

between conventional and Islamic banks. From the first question, the following three 

sub questions are extracted: (1) What are the differences between conventional and 

Islamic banks in terms of risk management and capital adequacy practises? (2) What are 

the differences between conventional and Islamic banks in terms of human resource 

practises? (3) What are the differences between conventional and Islamic banks in terms 

of financial and social reporting and disclosure? The second question concerns whether 

there are any special requirements we should consider when implementing am Islamic 

banking system in light of these key dimensions of bank management, specifically in 

the Libyan context.  

By reviewing the available literature and in light of the primary research questions, we 

establish the following research hypotheses. Hypothesis 1 is whether conventional and 

Islamic banks manage their risk and capital differently, while Hypothesis 2 addresses 

whether conventional and Islamic banks manage their human resource differently. 

Hypothesis 3 broadly addresses whether conventional and Islamic banks manage and 

disclose financial and social reporting differently Finally, Hypothesis 4 examines 

whether there are any special conditions in the Libyan context that we should consider 

in the transformation process to Islamic banking. 
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1.5 Thesis Structure          

The structure of the thesis is as follows. Chapter 2: Understanding the Origins and 

Fundamentals of Islamic Banking is composed of three main sections. Section 2.2 

provides a detailed discussion of the original sources from which Islamic banking idea 

derives. The sources are classified further into primary sources represented in the Holy 

Qur’an and the Sunnah of the Prophet PBUH and secondary sources represented in the 

consensus work of Muslim scholars, Al-Ijma’, and the analogy Al-Qiyas. Section 2.3 

illustrates the characteristics (fundamentals) of Islamic banking. This section is further 

classified into ethical fundamentals, the prohibition of unjustified financial practices, 

and the common financial products and services practised by Islamic An overview of 

the of Islamic banking including general definition, differences between conventional 

and Islamic banking institutions, and the transformation process to Islamic banking in 

the banking literature are presented in Section 2.4       

Chapter 3: A Review of Key Bank Management Dimensions consists of two main 

sections. Section 3.2 presents a brief discussion of the reason behind the number of 

banking dimensions selected for analysis. This section reviews issues of risk 

management and capital adequacy. It also includes a discussion of the differences in the 

types of risks in conventional and Islamic banks. It also compares between risk 

measurement and management approaches and techniques in both types of banks and 

addresses the various capital adequacy issues. Section 3.3 determines issues of human 

resource management in conventional banks, then the concept of human resource 

development in Islam, and the human resource practices in Islamic banks. Section 3.4 

deals with issues of financial and social reporting and disclosure. This part discusses 

issues of financial and social reporting and disclosure in conventional banks as well as 

aspects of financial and social reporting and transparency in Islamic banks.  

Chapter 4: Islamic Banking in Libya: Prospects, Barriers, and Impediments comprises 

four main sections. Section 4.2 discusses the location, culture, and population of the 

Libyan state. In Section 4.3, we divide the economic and financial history of Libya into 

four periods comprising the period prior to 1943, from 1943 to 1969, the September 

1969 Coup and its aftermath, and the 17 February 2011 uprising and its aftermath. 

Section 4.4 involves an explanation of the modern history and the current structure of 

the Libyan banking system. Section 4.5 presents some issues involving the development 
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of the Islamic banking system in Libya, with a particular emphasis on some recent 

banking research and the role of banking law in implementing Islamic banking in the 

country. Additionally, it discusses the barriers, impediments, prospects, and 

opportunities of implementing Islamic banking in the Libyan banking system.  

Chapter 5: Research Methodology consists of four sections addressed at an extensive 

discussion of the empirical research design and methodology in the thesis. Sections 5.2 

and 5.3 provide the research design and qualitative and quantitative approaches used in 

the thesis, respectively. Section 5.4 explains the historiographical approach used in the 

thesis, while Section 5.5 consider the development of the questionnaires and interviews.  

Chapter 6: Empirical Results: Analysis of Questionnaires comprises four sections. 

Section 6.2 analyses some demographic information on the questionnaire respondents. 

Section 6.3 provides analyses of the risk management and capital adequacy dimensions, 

Section 6.4 considers the dimension of human resource management, and Section 6.5 

examines the dimensions of financial and social reporting and disclosure.  

Chapter 7: Empirical Results: Analysis of Interviews provides the analysis of the two 

types of interviews in this thesis. Section 7.2 concerns key dimensions in the the 

comparison of conventional and  Islamic banking. Section 7.3 analyses the prospects, 

barriers, and impediments of the implementation of the Islamic banking system in Libya 

as well as the special requirements in the Libyan context. Finally, Chapter 8: 

Conclusion consists of four sections. Section 8.2 provides a summary of the thesis and 

Section 8.3 discusses its main contributions and the policy and industry implications. 

Section 8.4 highlights the main limitations of the thesis. The thesis concludes with 

Section 8.5, which provides some directions for future research arising from this work.  
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Chapter 2. Understanding the Origins and 

Fundamentals of Islamic Banking 

2.1 Introduction 

Islamic banking is now one of the fastest growing industries in global finance. New 

institutions are adapting Islamic financial products and services with increasing 

attention from academics and practitioners all over the world. Smilar to conventional 

banks and other financial institutions, Islamic banks are private profit-seeking 

enterprises. Nevertheless, the latter is guided by the principles of Islamic law (Shariah) 

which strictly prohibits dealing with the interest (Riba), uncertainty (Al-Gharar), 

gambling (Al-Maysir) and some other financial products and services. This chapter first 

provides a detailed assessment of the religious sources underpinning Islamic banking, 

comprising the primary sources of the Holy Qur’an and the Sunnah of the Prophet 

PBUH (collectively known as Al-wahyain or the Two Revelations), and secondary 

sources subsequently derived from the work of Muslim scholars, namely, Al-Ijma’ (or 

scholarly consensus) and Al-Qiyas (or analogy). The chapter then outlines the key 

financial products and services commonly practised by Islamic banks, include 

Murabahah (cost-plus sales); Musharakah (full partnership); Mudarabah (silent 

partnership); Ijarah (Leasing); Istisna’ (contract of manufacture); and Al-Qard Al-

Hassan (benevolent loan). The final part of the chapter discusses the evolving definition 

of Islamic banking, the fundamental differences between conventional and Islamic 

banks, and the process of transformation to Islamic banking as experienced by new and 

existing banks.  

2.2. Sources of Islamic legislation  

The Holy Qur’an and the Sunnah of the Prophet, which known as Al-wahyain (the two 

revelations), are the only primary sources of Islamic law (Shafi’i, 1940). In addition to 

these two original sources and based on them, Muslim scholars derived Al-Ijma’ 

(scholarly consensus) and Al-Qiyas (analogy) that are called the sources of Shariah or 

the sources of Islamic legislation (Al-Ghazali, 1993). Although the classification of 

these sources as well as their level of acceptance may vary among the Islamic schools of 

thought (Malikyya, Shaffi’yya, Hanabila, and Ahnaaf), all schools regard the first two 
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resources as the most important sources of Islamic law. According to Al-Munajjid 

(2010), there are some other sources such as the opinions of the companions (Sahabah), 

Sadd Al-Dharaa’i’ (blocking the means that lead to evil), Istihsaan (discretion), 

Istishaab (extension of previous knowledge), ‘Urf (custom), the laws of those who 

came before us, Al-Masaalih Al-Mursalah (things that serve the general interests of the 

Muslims). However, there is no consensus agreement among the scholars with regard to 

their validity and the degree of acceptance. Therefore, the Holy Qur’an, the Sunnah of 

the Prophet PBUH, Al-Ijma’ and Al-Qiyas are the four sources being discussed 

respectively in the following sections.  

2.2.1 The Holy Qur’an 

The first and foremost origin of Islamic Finance is the Holy Qur’an (or Al-Qur’an Al-

Karim means: the noble Qur’an). Muslims consider the Holy Qur’an as the word of 

Allah SWT who has chosen Muhammad PBUH as a Prophet to convey the message of 

Islam to mankind (Ash-Shawkani, 2000). The communication between Allah SWT and 

Muhammad PBUH, which last for twenty three years, is called ‘Al-wahi’ or the 

Revelation that was via the angel Gabriel who was known in the Holy Qur’an as ‘Ruoh 

Al-qudus’ or the Holy Spirit.  

The Holy Qur’an contains 114 chapters of unequal length called Suar (singular: Surah). 

Each chapter has a number of verses ‘Aya(t)’. These Suar and Ayat were revealed in an 

excellent Arabic Language that challenge the Arab society as well as all the mankind 

and Jinn together to bring even a single chapter similar to them. This was mentioned in 

the Holy Qur’an, where Allah SWT says: “Say: If the whole of mankind and Jinns were 

to gather together to produce the like of this Qur'an, they could not produce the like 

thereof, even if they backed up each other with help and support (17:88). Allah, SWT, 

also says: “Or do they say he forged it? Say: bring then a Sura like unto it, and call (to 

your aid) anyone you can besides Allah, if it be ye speak the truth!” (10:38). It should 

be noted that all quoted verses are translated form the original text (Arabic) to English, 

using the translation of the Holy Quran by Ali (2006).   

In addition, the reason behind the variety of the verses in such a long period was 

mentioned in the Holy Qur’an: “Those who reject Faith say: Why is not the Qur'an 

revealed to him all at once? Thus (is it revealed), that we may strengthen thy heart 
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thereby, and We have rehearsed it to thee in slow, well-arranged stages, gradually. 

(25:32). 

The Holy Qur’an is believed to be a comprehensive in covering every aspect of 

human’s religious, political and social life. For instance, while some Ayat came to 

disapprove and repeal some traditions and customs that were used at that time such as 

drinking alcohol, taking others’ properties in vanities including gambling and robbery, 

dealing with usury, and retaliation; others dealt with the pillars of Islam such as 

monotheism (Ash-Shahadatan), prayer (As-Salah), fasting (As-Sawm), the religious tax 

(Az-Zakah), and pilgrimage (Al-Hajj). Moreover, some of them cover the family status 

such as marriage and divorce, Iddah, dower, inheritance, children’s custody, paternity 

and adoption; some Ayat, furthermore, deal with the rules of commercial relationships 

between people such as commercial and non-commercial indebtedness, loan, lease, sale, 

writing of financial transactions, testimony, and justice (Hannan, 1999 ).         

The term Shariah is the principles of Islamic legislations that are based on the 

commandments revealed in the Holy Qur’an and the Sunnah. The total norms and 

commandments revealed in the Holy Qur’an are classified into three categories namely: 

(1) Ibadat: norms regulating worship and rituals. (2) Muamalat: civil and other legal 

obligations which Fiqh deals with. (3)Ugubat: punishments (Hassan, 1982). 

2.2.2 The Sunnah of the prophet Muhammad PBUH 

The Sunnah, the second source of Islamic Law, as defined by the Islamic jurist Ibn 

Rajab: “…the path that is trodden (Al-Tariq Al-Masluk), which entails holding fast to 

whatever the Prophet and his rightly-guided successors held of doctrines, deeds, and 

sayings. This is the perfect and complete Sunnah. That is why the Salaf of old refrained 

from applying the name of Sunnah to anything that fell short of this” (Haddad, 1999). 

Therefore, the lexical meaning of Sunnah in Arabic Language is the followed way, path, 

road or track. This meaning was mentioned in the Holy Qur’an:  “(This was our) way 

with the apostles we sent before thee: thou wilt find no change in our ways”. (17:77). 

The literal meaning was also mentioned in the Sunnah ‘Hadith’ “You will certainly 

follow the ways of those who came before you hand span by hand span, cubit by cubit, 

…” (Al Bukhari: 7320). 

The Sunnah of the prophet Muhammad PBUH or ‘Al-Sunnah Al-Nabawyya’ generally 

denotes the saying (Qawl), action (Fi’l) and both direct and tacit approvals (Taqrir) of 
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him. However, Fiqh scholars refer to the term as the part of Shariah which is not 

obligatory. Moreover, in Usul Al-Fiqh, the Sunnah refers specifically to the source of 

Shariah in addition to the Holy Qur’an that explains it in details or creates obligations 

under the Qur’an’s umbrella (Ash-Shawkani, 2000, p. 186).  

2.2.3 Al-Ijma’ (Scolars consensus). 

Although the Holy Qur’an and the Sunnah of the prophet PBHU are the only original 

sources of Islamic law, Al-Ijma’ or consensus of opinion is classified as a source of 

Islamic Law that in line with the Holy Qur’an and the Sunnah of the prophet. This was 

emphasized by the great scholar Shafi’i: No one has any right whatsoever to say that 

something is permissible or prohibited except on the basis of knowledge, and the basis 

of knowledge is a text in the Qur’an or Sunnah, or Al-Ijma’ (scholarly consensus) or Al-

Qiyas (analogy) (Shafi’i 1940, p. 39) . 

 Al-Ijma’ comes from the Arabic verb ‘Ajma’a - Ujmio’ which literally means the 

agreement upon something. Islamic scholars agree that Al-Ijma’ started after the death 

of the prophet Muhammad PBUH as the revelation was stopped. It can be defined as the 

consensus agreements about various matters in Islam by the prophet’s companions and 

Muslim scholars who came after them (Ash-Shawkani, 2000, p. 348). It should be 

mentioned that those matters exclude what was clearly revealed in the Holy Qur’an and 

the Sunnah and therefore need to be judged by Muslim scholars. Nevertheless, not 

everyone can do Ijtihad or the right of deducting the law from its original sources 

(Albalawi, 2006, p. 52). That is why Al-Ijma’ among those who are ‘Mujtahid (een)’ is 

considered as a source of Islamic law and is not subject to incorrect matters (Hannan, 

1999; Hassan, 1982). There are many instances form the Holy Qur’an and the Sunnah 

which support Al-Ijma’: “If anyone contends with the Messenger even after guidance 

has been plainly conveyed to him, and follows a path other than that becoming to men 

of Faith, We shall leave him in the path he has chosen, and land him in Hell,- what an 

evil refuge!” (4:115). In addition, the Prophet PBUH encourages Muslims to be with 

‘Al-jama’a’: the Muslim scholars and this would be an obvious evidence for the 

necessity of Al-Ijma’ (Shafi’i 1940, p. 403).  

2.2.4 AL-Qiyas (anology) 

A verbal meaning of Al-Qiyas or analogy is the measurement of things in comparison to 

a standard such as the measurement of weight and length (Hannan, 1999, p. 20). 
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Another is the recognition and equivalence (Abdukaliq, 2007). However, as a source of 

Islamic law, it means “the extension of a Shariah ruling from an original case (Asl) to a 

new case (Far’) because the new case has the same effective cause (Illah) as the 

original case” (Hannan, 1999, p. 20). Therefore, four elements are required for Al-Qiyas 

to be applied: Al-Asl (the original case from the Holy Qur’an and the Sunnah of the 

Prophet), Al-far’ (the new case), Al-Hukm (ruling on the original), and Al-Illah (the 

cause of ruling in the original case) (Abdukaliq, 2007; Hannan, 1999, p. 21). Table 2.1 

is an example of Al-Qiyas. 

Table 2.1 An example for Al-Qiyas 

The original case 

(Asl)  
The new case 

(Far’) 
Ruling on the 

original (Illah) 
The cause of ruling on 

the original case 

(Hukm) 

Wine drinking Taking narcotic 

drugs 
Intoxicating 

Effects 
Prohibition 

Source: (Hannan, 1999, p. 21) 

The independent science and methodology used to abstract the regulations of Islamic 

law is called ‘Usul Al-Fiqh’ (singular: Asl, means ‘root’). In other words, Islamic jurists 

use the knowledge of Fiqh to determine the rules of Islamic law from the 

commandments of Allah SWT and teachings of his Prophet PBUH (Hassan, 1982). 

Some Islamic scholars regard Al-Ijtihad as a source of Islamic law. They define it as 

“the independent interpretation of law by one who is learned to solve a situation that is 

new or for which there is no precedent or authoritative pronouncement in other sources 

of Fiqh” (Hassan, 1982, p. 67). 

2.3 Characteristics (fundamentals) of Islamic finance 

It is an undeniable fact that in the language of financial and banking institutions, time 

value of money creates a heavy relying on dealing with the interest (Djojosugito, 2004, 

p. 252). Although religions followed by the majority of the world such as Judaism, 

Christianity, Hinduism and Islam prohibit such a dealing, the interest-based system has 

been internationally used for more than two hundred years, which has led to the 

introduction of a new model of financial institutions designed for replacing the interest-

based system with Islamic financial system in the Muslim world (Chapra, 2004, p. 25). 

Islamic financial institutions are similar to their peers in being private profit-seeking 

business enterprises that operate according to the market mechanism (Al-Jarhi, 2004, p. 

18). Nevertheless, the philosophy of Islamic finance is completely different from other 
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financial Institutions with respect to money and business matters. The following 

sections discuss some distinguishing features of Islamic financial system. 

2.3.1. Ethical fundamentals 

The original sources of Shariah emphasis the integration between various aspects of 

human life. The following are some moral and ethical roles and fundamentals derived 

from Holy Qur’an and the Sunnah of the prophet PBUH and how they are closely 

linked to the individual and collective economic side of the society.  

I. The true owner of the property (AL-Maal): Under the umbrella of Shariah, the only 

absolute owner of all things that exist in the world including the wealth is Allah SWT 

who made mankind as trustees on it (Naqvi & Qadir, 1997). This was mentioned in the 

Qur’an where Allah SWT says: “… to Allah belong the dominion of the heavens and the 

earth, and all that is between. He createth what He pleases. For Allah hath power over 

all things”. (5:17) “… And spend (in charity) out of the (substance) whereof He has 

made you heirs”. (57:7). The Holy Qur’an, therefore, is comprehensively embodies 

various aspects of human daily life including dealings with the above mentioned 

heritage: “… Nothing have we omitted from the Book …” (6:38). In addition, the reward 

and punishment are according to people’s behaviour according to the Shariah teachings: 

“Then shall anyone who has done an atom's weight of good, see it, and anyone who has 

done an atom's weight of evil, shall see it” (99:7&8).   

Consequently, the Islamic viewpoint of the property contradicts both the encouragement 

of private property by the Capitalism and the opposite conception by the Socialism 

(Naqvi & Qadir, 1997). Instead, the right of all sources exist in the world is regarded by 

Islam as a collective. This can be seen in the relationship between rich and poor people 

which defined by the Holy Qur’an and the Sunnah of the prophet PBUH (See the Holy 

Qur’an 2:177; 9:60; 17:26-27; 24:22; and 89:17-20). 

II. The comprehensiveness and integration between various systems in Islam: The 

Economic, religious, social and political systems are Inseparable in Islam (Iqbal, 1997). 

Thus, in order to analyse one of these systems, the other system should also be closely 

followed and illustrated (Abu-Guddah, 2000). For instance, the prayer ‘Salah’ which is 

considered as a main pillar of Islam was paired with the payment of Az-Zakah (the 

religious tax) in 26 verses in the Holy Qur’an (See 2:43; 2:83; 4:77; 4:162; 7:156; 

19:55; 22:41; 22:78; and 58:13). The economic system under Shariah principles, 
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moreover, is strongly linked to social responsibilities. In this manner, every person in 

the society is accountable for whatever has Allah SWT entrusted them to as the Prophet 

Muhammad PBUH mentioned: “Each of you is a shepherd and each of you is 

responsible for his flock …” (Al-Bukhari: 2552). This means that people are socially 

and financially responsible for their needy parents, relatives and those who are orphans 

and poor in the society.  

The Shariah term ‘Muamalat’ embodies all dealings between people including the 

financial transactions. These dealings, after attributing oneness to Allah SWT, are the 

ideal measure of the person’s faith (Iman). Instances from the Holy Qur’an vary with 

respect to the Muamalat (See 2:83; 4:36; 6:151-152; & 17:23-37) and from the 

teachings of the Prophet PBUH: “There is no Iman (faith) for the one who cannot be 

trusted and there is no religion for the one who does not keep his promise” ( Ibn Hanbal: 

12410).   

Another important aspect is the Islamic concept of reward. In order to sustain a strong 

relationship between rich and poor people in the society, the payment of Az-Zakah and 

charity should not be seen as a favour by the giver nor should they expect rewards from 

their society in return. Instead, Shariah encourages givers to deal with these payments 

contently, in a secret manner and for the sake of Allah SWT: “If you disclose (acts of) 

charity, even so it is well, but if you conceal them, and make them reach those (really) 

in need, that is best for you …”(2:271). Another verse mentions that “Those who spend 

their substance in the cause of Allah, and follow not up their gifts with reminders of 

their generosity or with injury,-for them their reward is with their Lord: on them shall 

be no fear, nor shall they grieve” (2:262).  

In addition, the intention itself determines the extent of the reward regardless the 

amount of money or substance (except for Az-Zakah which should be fixed amount). 

Thus, the reward that is given to those who spend their wealth for the sake of Allah 

SWT can be unlimited in this life as well as in the hereafter. The Holy Qur’an says: 

“The parable of those who spend their substance in the way of Allah is that of a grain of 

corn: it groweth seven ears, and each ear Has a hundred grains. Allah gives manifold 

increase to whom He pleases...” (2:261). It was also narrated in the Sunnah that: “three 

things I (the prophet PBUH) swear to you and narrate to you,: no person’s wealth 

decreases because of charity, no person is wronged and bears it with patience but Allah 
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will increase him in honour, and no one humbles himself before Allah but Allah raises 

him in status” ( Muslim: 2588). 

 Following the middle course is highly recommended by Islamic Shariah As Allah SWT 

mentioned in chapter 2 of the Holy Qur’an: “Thus, have we made of you an Ummat 

justly balanced…” (2:143), whereas extremism, where a person falls short by not 

following the commandments of Islam or by committing excessive acts in all norms and 

commandments of Shariah, contradicts the Islamic teachings. Following the middle 

course, in fact, can be seen in the teachings of Shariah with respect to human daily 

lives. For example, Muslims are encouraged to be moderate even in eating and drinking: 

“…eat and drink: But waste not by excess, for Allah loves not the wasters” (7:31). 

Another example is the role of moderation in spending money and the balance between 

various directions emphasized by the Islamic principles: “But seek, with the (wealth) 

which Allah has bestowed on you, the Home of the Hereafter, nor forget thy portion in 

this world: but do thou good, as Allah has been good to you, and seek not (occasions 

for) mischief in the land: for Allah loves not those who do mischief” (28:77) and “Make 

not your hand tied (like a niggard's) to thy neck, nor stretch it forth to its utmost reach, 

so that thou become blameworthy and destitute” (17:29). Moreover, one of the 

characteristics of the righteous people ‘Al-Muttaqoon’ is: “Those who, when they spend, 

are not extravagant and not niggardly, but hold a just (balance) between those 

(extremes) (25:67). However, the ideals mentioned in the Holy Qur’an and the Sunnah 

are sometimes different from the practice (Naqvi & Qadir, 1997). 

2.3.2 The prohibition of unjustified financial practices  

One of the most important principles of Shariah is the prohibition of all sources of 

unethical financial activities for the purpose of establishing justice in the society 

(Albalawi, 2006, p. 54). Such a prohibition was mentioned in the Holy Qur’an: And do 

not eat up your property among yourselves for vanities… (2:188). The verb ‘eat up’ in 

this verse means to take the property or to have the property. The Arabic term ‘Akl 

Amwal An-nas bil-batil’ is a general concept that refers to the unjust dealing with 

people’s property including swindling, usury, monopoly, usurpation and theft (Abu-

Guddah, 2000, p. 46). On the other hand, Islam encourages financial activities that bring 

financial and social benefits to the society. The relationship between the various parties 

in the financial transactions is controlled by Fiqh of Shariah. The following section 

describes the principles of Islamic banking.   
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I. Treatment of interest (Riba) under Shariah principles  

Riba is an Arabic word that, in general, has verbal and conceptual meanings. According 

to the language experts, the literal meaning of the word is the increase’ or the growth 

(Baej, 2006). However, the term is specifically used by Shariah jurists and scholars to 

refer to either Riba al- Nasi’ah which means Riba of delay or Riba al-fadl, means Riba 

of excess (Albalawi, 2006; Baej, 2006; Chapra, 2009; Jafri & Margolis, 1999). Riba al-

Nasi’ah means the excess over capital in a loan in exchange for a delayed period of 

payment (Albalawi, 2006, p. 55). This type of Riba is known as Riba Al-jahiliyah (pre-

Islamic period) which was mentioned in the Holy Qur’an (Baej, 2006) whereas Riba al-

fadl belongs to trade and means  anything that is unjustifiably received as ‘extra’ by one 

of the counterparts to a trade transaction (Chapra, 2009, p. 8). It can be best described 

by an example from the Sunnah of the Prophet Muhammad PBUH: “Gold for gold, 

silver for silver, wheat for wheat, barley for barley, dates for dates, salt for salt, like for 

like, same for same, hand to hand. If any of these types are different, then sell however 

you like, so long as it is hand to hand (Muslim: 2917). Table 2.2 illustrates these six 

species that are based on a comprehensive Hadith in ‘Riba Albou’a’ or Riba of 

transactions. 

Table 2.2 Riba al-fadl 

Food uoicerP Metals 

tlaS Dates Barely Wheat Silver Gold 

C C C C B A Gold precious 

Metals  
C C C C A B Silver 

B B B A C C Wheat  

 

Food 

 

B B A B C C Barely 

B A B B C C Dates 

A B B B C C Salt 

 (A).amount and type are exactly equal and exchange must be made on the spot. (B) The exchange must 

be made on the spot. (C) Free (No Riba). Source in Arabic: (Almasri, 2001, p. 94) 

Muslim scholars divide the species into two categories: the precious metals which 

include gold and silver, and the foods which describes four main types, namely wheat, 

barley, dates and salt (Albalawi, 2006, p. 55). In addition, the table shows that there are 

three principles for all Riba transactions in order to be excluded. According to Almasri 

(1981), these principles are: (A) If the exchange is between two species from the same 
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category, the amount (e.g., 85.21g for 85.21g) and the type (e.g., gold for gold or barely 

for barely) of the species must be equal and the exchange must be made on the spot. (B) 

If the exchange is between two different types from the same category (e.g., gold for 

silver or wheat for barely) then the exchange has to be made on the spot. (C) If the 

exchange is between two types form different categories (e.g., gold for wheat or silver 

for barely) then the transaction is free from Riba Al-fadl, which means that the amount 

does not have to be equal, nor the exchange has to be made on the spot.  

It is worthwhile though to mention that Riba was prohibited in Hinduism, Judaism, 

Christianity and Islam which are the world’s four major religions. Although few studies 

claim that the Riba (usury) mentioned in these religions is different from the banking 

Interest (an example of these studies has been conducted by Hendi (1996)). However, 

there is a consensus (Ijma’) among Muslim scholars that Riba Al-Nasi’ah’ is the Interest 

which the current banking system deals with (Chapra, 2009, p. 3). Moreover, Al-

Munajjid (2010) states that the transaction of Riba Al-Nasi’ah has the same conditions 

which can be exactly applied for the banking Interest. These conditions include an 

increase over capital, a period of time which defines the increase, and the amount of 

money over capital is assured and stipulated. Consequently, being an intermediary 

between lenders and borrowers is the primary function that banks were sat up for. 

Further, the Riba that exists in the banking system nowadays is said to be worse than in 

the pre-Islamic era, as in the later if the borrower chooses to pay the loan back in the 

date of maturity, there would be no interest, and otherwise an interest would be 

calculated for the additional period (Albalawi, 2006, p. 71).  

It is believed that Shariah followed a gradual methodology to forbid some issues that 

were practised in the pre-Islamic society such as drinking alcohol and dealing with Riba 

even though the stages followed in the prohibition of the two matters were different (Al-

Hiti, 1998). The reason behind the gradual prohibition might be because it is not easy 

for people who were addicted to such practices to immediately give up. The prohibition 

of Riba has been mentioned in four revelations including nine verses in the Holy Qur’an 

(Albalawi, 2006; Almasri, 2001; Chapra, 2009). In the first verse, which was revealed 

in Mecca (Makkah), there is an explanation of the difference between the expenditure 

for the sake of Allah and for other purposes (30:39). Albalawi (2006) and Chapra (2009) 

state that the Riba mentioned in this verse is the Interest. However, an interpretation by 

Muslim scholars has shown that the Riba mentioned in this verse carries a literal 
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meaning and not as they stated (Baej, 2006). According to Al-Hiti (1998), the 

prohibition of Riba has started from the second stage (4:161), which narrates, that Allah 

SWT had forbidden the Interest upon Jews but they had dealt with. Therefore, this rule 

is applied for Muslims unless the Holy Qur’an and the Sunnah contradict it, which are 

not. In the third revelation, (3:130), the prohibition of the Riba (interest) is obvious. The 

revelation of this verse was after the settlement of Muslims in the Madina (Albalawi, 

2006). The meaning of ‘doubled and multiplied’ of Riba in the verses has come to 

describe how the pre-Islamic society was dealing with the Riba and it includes the 

simple Interest as well. The last revelation has carried some teachings with regard to the 

Riba or Interest, which mentioned in chapter 2 of the Holy Qur’an (2:275-280). Baej 

(2006) and Chapra (2009) summarized these teachings as: (I) the verses carry 

commandments from Allah SWT that strictly prohibit any amount of Interest Dealing 

with Riba was clearly prohibited in any amount. (ii) There is a clear distinction between 

the prohibited Interest and the permitted trade.  (iii) The verses show a comparison 

between the Az-Zakah which increases the wealth and the Riba that destroys it. (iv) 

Those were practising the Riba are being asked to fair Allah and annul all outstanding 

Interest even the small amount. However, for those who repented, they have the right to 

take back the principle loan.                        

The Sunnah of the Prophet PBUH strictly condemns dealing with Riba as well. In 

addition to the previous Hadith that explains Riba Al-fadl, it is narrated that the Prophet 

PBUH cursed the one who consumes Riba, the one who pays it, the one who writes it 

down and the two who witness it, and he said: They are all the same ( Muslim: 1598) .  

Although Albalawi (2006) has brought a long discussion regarding the modern banking 

Interest and how it differs from the Riba that was mentioned in the sources of Islamic 

law, it remains individual opinions that do not represent Al-jma’ or consensus among 

Muslim scholars and jurists. However, the vast majority of them agree that conditions of 

Riba Al-Nasi’ah apply to the modern interest which banks use nowadays. Moreover, 

judging between two opinions should be by fully addressing both viewpoints which has 

not been in Albalawi’s study.  

II. The prohibition of AL-Gharar 

Al-Gharar can be translated as excessive risk or uncertainty. The concept of Al-Gharar 

received great attention from the early Islamic jurists as it was generally prohibited in 
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the Holy Qur’an under the previously mentioned section ‘the prohibition of unjustified 

financial practices’ and included in the term Akl Amwal Annas bil-batil (2:188 & 4:29). 

In addition, it was specifically forbidden in the Sunnah of the Prophet Muhammad 

PBUH as Muslim narrated from Abu Hurayrah that the Prophet forbade Al-Gharar 

(ambiguous) transactions (Muslim: 1513).  

There are some definitions of Al-Gharar adopted by scholars such as the definition of 

Mustafa Al-Zarqa: Al-Gharar is the sale of probable items whose existence or 

characteristics are not certain, due to the risky nature which makes the trade similar to 

gambling (El-Gamal, 2000, p. 7). Al-Khattaabi, cited in Al-Munajjid, (2010), defines it 

as any transaction which is based on ambiguity or on inability to achieve something is 

Al-Gharar. There are many kinds of ambiguity, which are all related to not knowing 

exactly what the transaction involves (Al-Munajjid, 2010).A third definition by El-

Gamal (2001, p. 3) refers to Al-Gharar as sales in which Al-Gharar was the major 

component (Ghalaba ‘Alayhi) until the sale unjustifiably described as Bay’u Al-Gharar. 

Therefore, not all contracts that consist of Al-Gharar are prohibited due to the 

availability of risk in any transaction. It depends on whether the risk is substantial, 

however.   

The ambiguity that might cover the sale contracts or commercial transactions was 

explained in some Hadiths of the Prophet Muhammad PBUH. Some of these examples 

include the sale of a bird in the sky, a fish in the sea, an unborn animal in its mother’s 

womb, and the sale of the milk in the animal’s udder without measurement (El-Gamal, 

2000).  

In modern financial transactions, there are two areas where Al-Gharar can be seen 

which are the use of financial derivatives and the financial insurance contracts 

(Albalawi, 2006). In the insurance contracts, for instance, while the premium is paid in 

a regular base to the company, the compensation would be for real losses which might 

either happen to the insured in the first month -where they claim for a huge amount of 

money whereas they have just paid one premium- or might never happen in the period 

of the contract(s). 

III. The prohibition of AL-Maysir 

Al-Maysir is a general Arabic term refers to three meanings: the first meaning is Al-

Maysir in its broad meaning when players compete for a purpose other than money such 
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as having fun. The second meaning called Al-Qimar or gambling, when competitors put 

forth for winning some money. The last meaning is called ‘Ar-Rihan’ which involves 

getting money without effort such as the games of lotteries and casinos (Al-Saati, 2007). 

Some authors argue that the game of chance which requires some skills is a speculation. 

In this sense, Al-Maysir includes the meaning of gambling which is defined as a 

voluntary and deliberate risk taking (Al-Saati, 2003, p. 8). The usual motivation of such 

action is gaining wealth in a very short period of time which carries a huge risk of 

losing the entire money if not.  

There is no doubt that most if not all contracts include a percentage of risk. However, 

Shariah prohibits some financial activities due to their excessive exposure to risk such 

as Al-Gharar and Al-Maysir with its three specific meanings. The Holy Qur’an refers to 

the prohibition of such activities in chapter 5 (5:90-91). Al-Satti (2007) claims that 

Christianity prohibits games of chance, including gambling that was criticised by a 

number of Western studies prior to the First World War, for the following reasons: (i) 

gambling eliminates the useful economic functions. (ii) It is an irrational behaviour and 

which leads to financial problems at individual and society levels. (iii) It leads to 

addiction, which destroys the relationship between the addicted people and their 

families and friends. These results support what was mentioned in the Holy Qur’an, 

(5:91). 

IV. The prohibition of certain products and services  

One of the fundamentals of Islamic finance is the prohibition of dealing with certain 

products and services such as alcohol, drugs, pork products, gambling, and pornography 

(See The Holy Qur’an 5:3& 5:90; and from the Sunnah, for example Al-Bukhari, Kitab 

Al-Ashriba: 5575-5590). The reason behind forbidding investing in as well as financing 

these commodities might be because of the five essentials of life in Islam which are the 

preservation of religion, life, intellect, offspring, and property (Al-Khalifah, 1994 and 

Haille, 2007). Therefore, Islamic financial institutions, including Islamic banks, are 

prohibited from financing activities linked to such practices.   

2.3.3 Islamic financial products and services  

Shariah prohibited financial activities described in the previous sections are an 

exception from the role. In other words, most types of the trade are permitted in Islamic 
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Shariah (El-Gamal, 2000). In addition, there is a variety of financial services and 

markets such as banks, capital markets, insurance, asset management and advisory 

services covered by Islamic methods of finance that are permissible (Austrade, 2010). 

Collecting and distributing Az-Zakah, profit-loss-sharing, At-takaful, and A-Qard Al-

Hassan are examples of permitted activities. These activities are discussed in the 

following points. 

I. Collecting and distributing Az-Zakah (the religious tax) 

Az-Zakah is one of the five pillars of Islam. In the Holy Qur’an, It is mentioned as Az-

Zakah or As-Sadaqa (Gait & Worthington, 2009). However, As-Sadaqa (charity or 

alms) which is a voluntary payment differs from the payment of Az-Zakah which is 

obligatory. Ahmed (2004) defines Az-Zakah as one of the fundamentals of Islam that 

has direct economic implications. It requires Muslims to distribute a part of their wealth 

among the specified heads in order to alleviate poverty and achieve economic 

emancipation. There is a verse in the Holy Qur’an explains eight specified heads to 

whom the Az-Zakah should be distributed, namely: poor and needy; workers in Az-

Zakah  administration; those whose hearts are being reconciled; freeing slaves; those 

under liabilities; in the way of God; and wayfarers (Al-Qardawi, 1986).  

II. AT-Takaful (Islamic insurance) 

The Idea of insurance, as viewed by conventional companies, is not acceptable by 

Shariah. Wahab et al. (2007, p. 374–75) explain why the Islamic law objects 

conventional insurance as follows: (1) standard insurance violates the prohibition of Al-

Gharar (uncertainty) since the benefits to be paid depend on the outcome of future 

events that are not known at the time of signing the contract.(2) Insurance is regarded as 

gambling (Al-Maysir) because policy-holders are held to be betting premiums on the 

condition that the insurer will make payment (indemnity) consequent to the 

circumstance of a specified event. (3)  Many forms of life insurance in particular are 

merely thinly disguised investment methods, and the insurance companies conduct their 

business by investing collected premiums in a mix of investments that includes interest-

based or other such investments, thereby contravening the Islamic laws regarding Riba 

along with Al-Gharar and Al-Maysir.  
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In contrast, El-Gamal (2000) argues that the cooperative Takaful insurance is permitted 

by Shariah. It is basically a group of participants agree to contribute to a pool of funds 

for the purpose of facing losses based on certain risks that might be exposed to any one 

of them. Each of them pays a certain amount of money ‘premium’ to be used for 

legitimate claims relative to the agreement or the contract. The rest of funds can be 

invested in Islamic permissible way on behalf of the subscribers with a distribution of 

the profit among them.   

III. AL-Qard AL-Hassan (benevolent loan) 

It is a loan used by Islamic banks to help the society especially those poor and needy. It 

can be used for various purposes such as education, marriage and housing (Gait & 

Worthington, 2009). It should be noted, however, that the benevolent loan differs from 

the distribution of Az-Zakah in the sense that the former should be paid back but without 

any interest while the latter is an offered amount of money. 

IV. Profit-and-loss sharing and sale contracts  

There is no doubt that Islam prohibits dealing with Interest. However, the alternative, 

which has been mentioned in the Riba section, is the trade. Gait and Worthington 

(2009) claim that instead of having a fixed amount of Interest, risk as well as profit in 

Islamic finance should be shared between the two parts ( lenders and borrowers) of 

financial contract which called profit and loss sharing. Therefore, the idea of Islamic 

methods of finance, which Islamic banks use, has been derived from such role. The 

following points, represented in Table 2.3, are definitions of the key Islamic financial 

products and services practised by the Islamic financial institutions including banks. 

Table 2.3 Islamic financial products and services 

Islamic Financial Method Description 

Cost-plus sales (Al-Murabahah)  A contract involves an agreement between the client and the bank that 

the latter buys a commodity at cash price and resell it to the former at 

a higher price but the payment would be in instalments for an agreed 

period of time (Al-Jarhi & Iqbal, 2001).  

 

Full partnership (Al-

Musharakah) 

A contract where both the client and the bank participate in the capital. 

The management can be by one or both of the partners or even by an 

appointed, third party. Profit may be shared in a pre-determined ratio; 

while losses are shared in accordance with the percentage of capital 

participated (Austrade, 2010, p. 8).  
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Silent partnership (Al-

Mudarabah) 

In Mudarabah contract, there are two parties: a capital owner (Rabb 

Al-aml) and the investment manager (Mudarib). The first part provides 

capital for specific venture indicated by the second part (Gait & 

Worthington, 2009). Profit is distributed in a pre-agreed ratio while 

losses, if any, are borne by capital owner whereas the manager would 

lose the opportunity cost of their labour (Al-Jarhi & Iqbal, 2001). 

 

Leasing (Al-Ijarah) A contract where the bank purchases an asset and then rent it to the 

customer for agreed period of time and price (Austrade, 2010). 

 

Contract of manufacture  (Al-

Istisna’)  

It is a contract where the customer orders the institution to 

manufacture and provide a commodity to them. The details of the 

payment time, the delivery time, the price and any other information 

necessary would be described in the contract (Al-Jarhi & Iqbal, 2001). 

The payment and delivery depend on the agreement written in the 

contract (Gait & Worthington, 2009). 

Sale of Salam (Bai us Salam).   Bai us salam refers to a contract between the seller and buyer where 

the payment is made by the latter in advance, making a commitment 

for the former to deliver specified quantity and quality of goods at a 

future point.       

 

2.4 Islamic banking 

It has been almost half a century since the first Islamic bank was established. In this 

period, Islamic banking and finance industry has been one of the fastest growing sectors 

in global finance. According to Austrade (2010), Shariah-compliant financial assets 

have been growing at over 10% annually over the last ten years with estimation of 

US$822 billion for the global Islamic finance industry. As a result, new institutions are 

adapting Islamic financial products and services with some Arabic and Muslim 

countries converting their financial system completely to operate according to Shariah 

(Iqbal, 2001). Such expansion has not been only in Muslim countries, but also in other 

countries where Muslim population represents the minority such as the USA, UK and 

Australia. Despite that, Islamic banking industry remains a new territory for some 

finance researchers and practitioners.  

Al-Jarhi and Iqbal (2001, p. 23), define an Islamic bank as a company whose main 

business is to mobilize funds from savers and supply these funds to 

businessmen/entrepreneurs. It is organized as a joint stock company with the 

shareholders supplying the initial capital and managed by shareholders through their 

representatives on the Board of Directors. While a conventional bank uses the rate of 

interest for both obtaining funds from savers and supplying these funds to businessmen, 
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an Islamic bank performs these functions using various financial modes compatible with 

the Shariah. On the mobilization side, it uses either the contract of Mudarabah or 

Wakalah (agent) with the fund owners.  

Similar to conventional banks and other financial institutions, Islamic banks are profit-

seeking organizations. However, both banks are different in terms of the way they make 

the profit and the objectives beyond it. In other words, Islamic banks need to comply 

with Shariah principles (mentioned in the previous section) in all their financial 

transactions on one hand, and to fulfil social obligations such as collecting and 

distributing Az-Zakah, giving loans without interest, and bringing welfare to the society, 

on the other.  

2.4.1 The transformation process to Islamic banking  

Since the existence of Islamic banking industry, there have been some different 

approaches applied in Muslim and non-Muslim countries to move from Interest-based 

to Shariah-based banking system. One technique is establishing new Islamic bank(s) 

parallel to those conventional banks either to gradually move towards a complete 

Islamic financial system or merely combining between both systems. Another is to 

introduce Islamic windows and/or subsidiaries within existing conventional banks for 

similar purposes. However, choosing one of these techniques depends on some factors 

such as which the country in which the new system is being applied, the percentage of 

Muslim population as well as the level of acceptance of the new banking system among 

the society. Moreover, Moving from conventional to Islamic banking rely on the 

following principles (Baej, 2006; Hazaz, 2002): 

 Enjoining what is just and forbidding what is wrong (Al-amru Bel Maru’f Wa Annhu 

Ani Elmunkar). The implementation of this principle requires finding an alternative to 

the Interest-based system, which is the Islamic banking system, as the interest is strictly 

prohibited in Islam. 

 Response to Allah SWT and His Messenger PBUH. Obeying Allah SWT and His 

messenger PBUH is obligatory when it comes to permissible and prohibited tasks: 

“…give your response to Allah and His Messenger, when He calls you to that which 

will give you life…” (8:24). 

 Call-to-goodness (Ad-dawa Ela Al-khair). Establishing Islamic financial institutions 

is from Ad-dawa Ela Al-khair, and everyone should take into consideration all the 
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causes that might help in so doing. “Let there arise out of you a band of people 

inviting to all that is good…”  (3:104). 

 Halal is substitute to Haram. Shariah prohibited financial activities which were 

described previously are exception from the rule.  For instance, the trade is an 

alternative to the Riba: “…but Allah has permitted trade and forbidden usury…” 

(2:275).  

 Applying gradualism while transforming conventional banks to work according to 

the Islamic Shariah. This approach was adopted by Islam in prohibiting the Riba 

and alcohol as well as obligating the prayer and fasting. Therefore, gradualism 

should be applied while moving from conventional to Islamic banking system. 

I. Forms of transformation to Islamic banking  

Although the reason behind the transformation from conventional to Islamic banking 

varies between some countries and even between some banks in the same country, there 

are some forms for introducing Islamic banking to a conventional bank including:  

 Islamic investment funds:  an Islamic investment fund is a combination of people's 

small savings to be invested according to the Islamic Shariah. The management and 

supervision of the fund should be either by investment companies or Islamic banks. 

This approach has been adopted by some Saudi banks (Alqirri, 2000). 

 Islamic financial products and services in conventional banks: According to this 

approach, conventional banks introduce some Islamic financial products and 

services in order to compete with their counterparts and to satisfy customers’ needs 

(Martan, 2000). Nevertheless, this approach raises some questions such as whether 

the Islamic and conventional funds are fully segregated as well as the application of 

Shariah principles in conventional banks. 

 Islamic windows and subsidiaries in conventional banks: Opening Islamic 

windows and/or subsidiaries in conventional banks seems to be a well-known way 

to introduce the Islamic banking to conventional banking system. According to 

Martan (2000), this approach has been adopted by many banks in Islamic and non-

Islamic countries including the Saudi National Bank, ANZ, Citibank, and the 

Kuwait United Bank. However, the success of the transformation depends heavily 

on the purpose of the opening an Islamic window or subsidiary. In other word, there 
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are some issues related to the relationship between the transforming bank and the 

new subsidiary(s) or window(s) such as the segregation of fund, the accounting and 

financial system and the management (Baej, 2006).  

2.5 Concluding remarks  

The term Shariah refers to the principles of Islamic law that govern and organize 

Muslims’ political, economic, and social live. The idea of Islamic finance in general and 

Islamic banking specifically was based on the teachings of the two primary sources of 

Islamic legislation, the Holy Qur’an and the Sunnah of the prophet Muhammad PBUH. 

In addition to these two original sources and based on them, Muslim scholars derived 

Al-Ijma’ (scholarly consensus) and Al-Qiyas (analogy). Accordingly, financial contracts 

involve interest (Riba), substantial uncertainty (Al-Gharar), and gambling (Al-Maysir) 

are all prohibited as well as financing certain products and services such as alcohol, 

drugs, pork products, and pornography. On the other hand, Islam made it permissible 

for people and institutions to practice other types of trade and investment such as 

Murabahah (cost-plus sales); Musharakah (full partnership); Mudarabah (silent 

partnership); Ijarah (Leasing); and Istisna’ (contract of manufacture); which are seen as 

alternatives to the interest-based system. With more conventional institutions worldwide 

adopting the Shariah principles for various purposes, there are forms available for banks 

to adopt the Islamic banking model such as opening Islamic windows and subsidiaries 

in those banks willing to partially or fully move towards products and services. 

However, gradual transformation from a conventional to an Islamic bank should be 

adopted by banks moving to fully work as Islamic banks.
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Chapter 3. A Review of Key Bank Management 

Dimensions 

3.1 Introduction  

There is no doubt that the management of banking industry has become an 

overwhelmingly challenging issue in the last few decades. The world has also witnessed 

rapid expansion of a new banking industry in recent years based on the principles of 

Islam, called the Islamic banking. It differs from its conventional counterpart in the way 

that the former does not deal with interest. Rather, it involves activities permitted by 

Shariah, and called Islamic methods of finance. This thesis examines key dimensions of 

conventional and Islamic banking with a particular reference to how this might be 

applied in the transformation process in Libya and elsewhere. In doing so, the previous 

chapter focused on origins and fundamentals of Islamic banking that influence the 

application and enhancement of banking management. The primary aim of this chapter 

is to review selected dimensions in the banking management for the purpose of 

comparison between conventional and Islamic banks. The chapter is structured as 

follows: The first section explains, in brief, reasons behind the selection of the four 

dimensions. The second section tackles risk management and capital adequacy issues. 

This section is further divided into the concept and types of banking risks that are 

discussed in the first part. The second part deals with the comparison of risk 

measurement and management approaches and techniques. The third part presents some 

aspects of capital adequacy. Human resource management is investigated in the third 

section which includes human resource management in conventional banks, the concept 

of human resource development in Islam, and the last part reviews human resource 

management practise in the Islamic banks. The discussion in the fourth sections focuses 

on the financial and social reporting and disclosure. Aspects of financial and social 

reporting and disclosure in conventional banking are studied in the first part while the 

second part disuses financial and social reporting and disclosure in Islamic banking 

institutions. The last section presents some concluding remarks.  
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3.2 Key dimensions of bank management   

 Research on banking behaviour has shown that there are a number of important 

dimensions which need to be considered while dealing with banking management 

behaviour such as managing bank financial reporting; human recourse management; 

asset and liability management; managing loans and the loan portfolio; risk 

management and bank capital adequacy; liquidity management; strategic management; 

securities management; credit management; and marketing management (See Ford & 

Valentine, 1999; Hempel & Simonson, 1999; Hogan, 2004). Four dimensions were 

selected to be researched and investigated in this thesis which are: risk management, 

capital adequacy, human resource management, and financial and social reporting and 

disclosure management. There are some reasons behind the selection of these four 

dimensions over others. First, banking management literature shows that while 

conventional banking management, specifically the mentioned four areas, is 

comprehensively covered in research and practise, there is a crucial need for such 

dimensions, from Islamic banking side, to be further studied and investigated (Hashim, 

2009; Iqbal, 1999; Nienhaus, 2007). Second, with the very few studies comparing 

between banking management in conventional and Islamic banks, there is no clear path 

for the development and change to Islamic banking practise which could be considered 

by any bank willing to convert their products and services to work according to the 

Islamic Shariah in these dimensions and others. Third, to the best of the researcher’s 

knowledge, it is the first time that such dimensions are studied considering the special 

requirements for the Libyan environment. More importantly, one of the key banking 

players in Libya, the Jumhouria bank, divides its functions into the four main categories 

chosen in this chapter. This bank has the intention to move towards implementing 

Islamic law on their transactions (Jumhouria Bank, 2012), which gives motivation to 

hypothetically implement the research in this institution and others. Finally, other 

dimensions within banking management are fertile area for further studies and 

investigations.            

3.2.1 Review of risk management in banking 

Risk exists in every aspect of life. Similar to other financial institutions, banks are 

subject to various types of risks such as credit, market, operational, and interest rate 

risks. It is in the interest of banks, therefore, to manage their risks as failing to deal with 

these risks leads to adverse consequences. This is also true when it comes to Islamic 
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banking industry as it is no exception. In the field of research, a huge amount of 

literature is available in both general and specific issues with relation to banking risks. 

Moreover, a number of models, approaches, and guidelines were developed over the last 

half of the 20th century and the beginning of this century to measure, report, constrain 

and manage the various types of risk faced by financial institutions including banking 

industry (Froot et al., 1993; Stulz, 1984). However, risk management in Islamic banking 

needs to be theoretically and practically developed as it is relatively new. Academic 

researchers such as Hassan and Dicle (2005), Khan and Ahmed (2001), Khan and Bhatti 

(2008), Marston and Sundararajan (2003), and Shaikh and Jalbani (2009) argue that the 

unique nature of Islamic banks’ financial activities makes them vulnerable to specific 

risks in both asset and liability sides notwithstanding other risks faced by conventional 

banks. This leads to whether conventional risk management techniques and guidelines 

can be used by Islamic banks as they are based on activities prohibited by the Islamic 

Shariah (Khan & Bhatti, 2008). Iqbal (1999) attributes the shortage of risk management 

tools in Islamic financial institutions, partially, to the lack of research in such area. 

Another issue is whether Islamic banks should follow the International guidelines 

(Basel Accord) or the Islamic guidelines (AAOIFI and IFSB) for holding an adequate 

capital to face their risks. This part, therefore, investigates risk management aspects in 

conventional and Islamic banks, and whether the two types of banks differ in terms of 

risk management behaviour.  

I. The concept and types of banking risks  

Similar to other financial institutions, banks are exposed to various types of financial 

risk as they provide financial services (Santomero, 1997). According to Bessis (1998), 

banking risks are defined as adverse impacts on profitability of several distinct sources 

of uncertainty. From the management viewpoint, financial institutions including banks 

face three types of risks. The first is the one which could be eliminated or avoided by 

simple business practices such as applying effective standards which prevent 

inappropriate financial decisions; diversify the loan portfolio; and hedges or asset-

liability matches. Another risk is the one that can be transferred to participants. For 

example, interest rate risk could be transferred by swaps and other financial derivatives. 

Nevertheless, some risks are attached to the firm’s activities and, therefore, should be 

absorbed and managed within the firm (Oldfield & Santomero, 1997). In practice, banks 

tend to distinguish between credit, market and operational risks due to the importance of 
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these types of risks to be understood and managed as they are the key drivers which 

determine financial loss (Kupper, 2000). In addition to these risks, interest rate, liquidity 

and foreign exchange risk as well as country and performance risks are examples of 

main bank risks (Bessis, 1998).   

Practically, a number of studies tackled individual as well as groups of risks in the 

banking system. An example is Al-Tamimi (2002) who empirically analyses UAE 

commercial banks’ risk management practices. The study, which targeted both local and 

foreign Emirates banks, found that there is no difference between both sets of banks in 

terms of practising risk management. In addition, among all risks facing the industry, 

credit and liquidity were the most important risks face the U.A.E. Moreover, findings 

reveal that banks depend on managers’ inspection and financial statement analysis, 

respectively, to identify risks. They use various techniques to manage their risks, follow 

a strict credit policy, and are willing to use developed techniques to manage such risks.  

Al-Tamimi and Al-Mazrooei (2007) examined U.A.E national and foreign banks to 

understand how they practice risk management techniques using various types of risks 

and whether there is any difference between both sets of banks in practising such risks.  

Interestingly, the findings were somehow different from the previous study. Foreign 

exchange risk, credit risk, and operational risk were respectively the most important 

among those faced by the U.A.E commercial banks. In addition, they have efficiency 

with respect to risk assessment and analysis although the two sets are assessing, 

analysing, monitoring and controlling risk differently. Finally, they have similarity in 

identifying and analysing credit risk. A comparison between the two studies reveals that 

banks are developing their risk management behaviour as banking practices are getting 

more complicated.  The second study included a survey of four Islamic banks which 

might affected the overall results.  

Salas and Saurina (2002) combined macroeconomic and microeconomic variables to 

figure out the determinants of loans’ problem in the Spanish savings and commercial 

banks and whether they are similar, using panel data in the years 1985-1997. The study 

depended on variables to explain credit risk such as: the GDP growth rate, indebtedness 

of family and firms, rapid past credit or branch expansion, inefficiency, portfolio 

composition, size, net interest margin, capital ratio, and market power. They report that 

the two types of banks are significantly different. The main finding was that, after 

controlling for macroeconomic conditions, credit risk is strongly influenced by 
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individual bank level variables. Moreover, the GDP growth has a strong negative effect 

on the expansion of loan losses. This reflects the importance of reinforcing the control 

actions as a step for changing the economic cycle.  

A number of studies focused on determinants of risk taking and shifting behaviour in 

banks. Existing literature suggests that banks are exposed to a moral hazard resulted 

from deposit insurance system. Yet, empirical evidences show conflicting results. For 

example, Duan et al. (1992) tested whether US banks use Fixed-rate deposit insurance 

as an incentive to shift their risk to Federal Deposit Insurance Corporation (FDIC). 

They used an option-based methodology on a sample of thirty banks over the period 

January 1979 to April 1986 by pricing the banks’ actuarial liabilities, followed by 

statistical tests to find out if such banks behave in this particular way. Results show that 

shifting risk is neither a common behaviour in the U.S banks nor is it increased after 

deregulation. In addition, Keeley (1990) and Marcus (1984) concluded that potential 

bankruptcy costs are considered a counterbalance for banks’ management and 

shareholders not to take excessive risk due to deposit insurance as they might lose the 

bank’s charters which represent valuable assets. Salas and Saurina (2003) followed a 

close methodology used by Keeley’s study and confirmed its results by testing 

deregulation, market power, and risk behaviour in a sample of 21 Spanish commercial 

banks over the period 1968-1998. They conclude that liberalization caused moral hazard 

characterized by increasing competition. This, in turn, has negatively affected market 

power. Firms with low charter values experienced default risk due to solvency 

problems. Financial liberalization and capital market may have been the cause of the 

Korean banking exposure to interest rate and exchange rate risks in the period 1994 to 

1997 as Hahm (2004) highlighted. The study also indicated that the interest rate policies 

joined with the dramatic decrease in the return have worsened the crisis. Therefore, 

upgrading risk management practices and supervision is recommended. Moreover, 

Flannery and Sorescu (1996) studied the U.S banks’ debenture yields over the period 

1983-1991. They reported that market discipline and government regulations limit 

bank’s risk taking which might explain the lack of relationship between deposit 

insurance and moral hazard behaviour. These results are consistent with Ioannidou and 

Penas (2010) who study risk taking behaviour of Bolivian banks before and after 

introducing the deposit insurance system. They found that banks increased their risk 
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taking after the introduction of the deposit insurance system however; it was due to a 

decrease in market discipline not deposit insurance. 

On the other hand, Alston et al. (1994), Wheelock (1992), and Wheelock and Wilson 

(1995) state that there is a connection between the deposit insurance and the U.S 

banking failure in 1920s and 1930s. A more recent study by Hovakimian and Kane 

(2000) who find that capital requirements did not eliminate those large U.S. banks 

which are not well capitalized and others which have high ratios of deposits to total 

debt, from shifting their risk onto the safety net. Moreover, the impact of competition on 

banks’ risk taking behaviour is investigated by Niinimäki (2004). The study showed that 

deposit insurance has no effect on risk taking only if the bank monopolizes the market 

or there is a competition between banks for loan market. However, banks are forced to 

take excessive risks if they are competing for deposits.  

 Some other studies focused on the link between risk taking behaviour, baking 

efficiency, and capitalization. For instance, Kwan and Eisenbeis (1997) used 

simultaneous equations to investigate the relation between risk taking, capitalization, 

and operating efficiency in a sample of 352 banking organizations. They found that 

efficient banks are less vulnerable in taking risk than their counterparts. The results also 

show that well-capitalized firms are operating more efficiently than others. Linbo and 

Sherrill (2004) examined efficiency versus some measures of bank risk in a sample of 

866 large local U.S. banks for the year of 1998. The study found that profit efficiency is 

affected by credit and insolvency risk and not by liquidity risk or the mix of loans.  

Islam, on the other hand, perceives protecting property or Al-maal as one of its five 

necessities. Risk with its broad meaning (known as Khatar in Arabic), therefore, is 

regarded undesirable in Islamic Shariah as it contradicts such necessity. However, early 

Islamic jurisprudents divided taking risk into two main categories. The first is 

commercial risk, where a commodity is being bought for the purpose of making profit 

by selling it with reliance on Allah SWT for that. Although this transaction is associated 

with a potential loss, it is necessary for trading purposes. The second category is the risk 

of gambling which falls into the Islamic term ‘eating wealth for nothing’. This category 

is prohibited by Islamic Shariah (Al-Suwailam, 2006).   

 



35 

 

In addition, taking risk in Shariah (Mukhatarah in Arabic) is not an objective on its 

own. Rather, the main aim should be to create an economic value and increase wealth 

which legitimates risking. In other words, economic decisions are determined by the 

value they add which defines the value of risk. This could be figured out from the rule 

of Fiqh ‘Al-Kharaj bil Dhaman’ (Sabiq, 2006) which means that a person or an 

institution is entitled to revenue on accepting liability for losses. The Shariah approach 

of taking risk identifies extremes that distinguish between what is allowed and what is 

not. One is the prohibition of interest (Riba) which guarantees revenue without risk. The 

other is the prohibition of gambling (Maysir) that involves huge risk taking with a very 

small chance of winning. In this respect, Fiqh scholars identify three conditions under 

which risk could be taken. Generally, the risk is accepted if it is inevitable, which means 

the added value of the economic activity cannot be reached without taking such risk. It 

is also accepted if it is insignificant, that means the likelihood of failure is relatively 

small compared with success. The third condition is based on the first two conditions, 

which indicates that the risk should be unintentional where the economic activities are 

taken because of the value they add not the risk they necessitate (Al-Suwailem, 2006). 

Figure 3.1 summarizes types of risk in financial transactions. 

Figure 3.1 Risk in financial transactions 

 

                

                  

 

 

  

  

 

  

    

Sources: (Al-Suwailem, 2006, p 103). 
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A zero-sum game refers to games where one part wins at the expense of another. 

Gambling is an example of such game. Whereas a not zero-sum game indicates 

positive-sum games where either parts gain or lose together, following the outcomes of 

a project. Musharakah or partnership is an example of a positive-sum game. 

 The above discussion briefly highlights the Islamic approach that Islamic banks adopt 

towards types of risks and risk taking behaviour. The differences of institutional 

infrastructure between conventional and Islamic banking systems determine each type's 

banking management behaviour including risk taking patterns and types of risk face 

them. This means that due to the nature of their activities, Islamic banks are exposed to 

categories of risks based on their investment activities notwithstanding other traditional 

banking risks. Empirically,  academic researchers such as Hassan and Dicle (2005), 

Khan and Ahmed (2001), Khan and Bhatti (2008), Marston and Sundararajan (2003) 

and Shaikh and Jalbani (2009) argue that the unique nature of Islamic banks’ financial 

activities makes them vulnerable to specific risks in both asset and liability sides 

notwithstanding other risks faced by conventional banks. 

Khan and Ahmed (2001) presented some issues related to the risk management 

behaviour in Islamic financial institutions with special reference to Islamic banking. 

Islamic Jurisprudence (Fiqh) issues were also addressed for future effective risk 

management and supervision. A questionnaire supported by field level interviews with 

Islamic banks’ staff in the U.A.E, Malaysia, Bahrain and Egypt aimed to understand 

some risk management related issues. They find that Islamic financial institutions face 

some unique risks arising from the use of profit and loss sharing modes. These risks are 

considered more serious than other types of risks faced by both conventional and 

Islamic banking firms. The results also indicated that earnings on Islamic investments 

should be competitive with their counterparts; otherwise investors will choose 

institutions with higher returns, which might cause a huge withdrawal from Islamic 

banks’ deposits. Murabahah and Ijarah are found to be less risky than other profit and 

loss sharing methods. In addition, although reasonable risk management processes were 

detected, the authors think that the response was from those who hold an improved risk 

management system. Further development is recommended in the risk management 

instruments and processes, money markets and regulation as the industry grows.  
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Marston and Sundararajan (2003) argue that Shariah-compliant financial activities and 

the Islamic finance infrastructure generate risks which need to be considered in both 

individual and macroeconomic levels. Those risks were also studied by Makiyan (2002) 

who states that profit and loss sharing (PLS) modes, such as Mudarabah and 

Musharakah contracts and Non- PLS contracts such as advance payment (Salam) and 

Lease financing (Ijarah), are surrounded by special risks because of the nature of such 

contracts which gives banks neither information nor it guarantees the investment until 

the due date of the contract. The study also mentioned that the lack of Islamic developed 

money market as the absence of lender-of-last-resort (LOLR), and the use of credit 

hedging instruments make Islamic banking industry operating with less profitability and 

more risk compared with the interest-based banks. Zainol and Kassim (2010) studied 

Islamic banks’ exposure to rate of return risk and the effect of interest rate on the former 

with a particular reference to the dual banking system in Malaysia. The main results of 

the study show that Islamic banks are vulnerable to rate of return risk which is 

influenced by interest rate due to the competitive environment.  

Investment risk might be one of the distinguishing characteristics of Islamic banking 

industry. In general, the term ‘Investment risk’ contains any risks involved in the 

application of types of Islamic banking products such as credit, market, rate of return, 

and trade risks. Khalidi and Refai (2009) investigated investment risk in Islamic banks 

in such a broad meaning and ways of mitigation. They theoretically concluded that 

Islamic banks are not necessarily riskier than their peers. Yet, the choice of types of 

products and services practised by banks as well as diversifying the investment 

portfolios could enhance the ability of these banks to effectively manage their 

investment risks. However, as investment risks carry a broad meaning, Ariffin et al. 

(2009) specified ‘risk of trade and investment’ as unique risks that arise from the 

different structure of assets and liabilities in Islamic banks, namely: fiduciary and 

displaced commercial risks. The former occurs as a result of breaching Mudarabah 

contract while the later results when banks fail to pay competitive rate of return on the 

investment accounts.          

Another important risk is the compliance risk (also referred to as integrity risk). Basel 

defined compliance risk as “the risk of legal or regulatory sanctions, financial loss, or 

loss to reputation a bank may suffer as a result of its failure to comply with all 

applicable laws, regulations, codes of conduct and standards of good practice (together, 
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laws, rules and standards)” (Basel, 2003, p 1). Bin Chik (2013) defines Shariah 

compliance risk (a part of operational risk) as 'the risk of loss resulting from inadequate 

or failed internal processes, people and systems or from external events,which includes 

legal risk and Shariah non-compliance risk but excludes strategic and reputation risks. 

Shariah non-compliance risk is further defined as the risk that arises from the Bank’s 

failure to comply with the Shariah rules and principles determined by the relevant 

Shariah regulatory councils'. This types of risk does not exist in conventional banks.  

Elsafi (2010), moreover, included another meaning of the risk that is applied to Islamic 

banks which is the risk of trading in Shariah-prohibited products and services such as 

alcohol products and Riba contracts.   

Credit risk in Islamic and conventional banking industries were theoretically compared 

by Elgari (2003) who argues that although Islamic banks are exposed to a higher level 

of credit risk than their peers, it is not obvious whether this risk is based on the Islamic 

banking model itself. He imputes the reason to the predominant use of Murabahah 

contracts that carry huge debts and have Shariah financial restrictions. Khan (2003) 

stressed the importance of credit risk management framework which covers the Islamic 

financial instruments individually as they are exposed to different percentage of risk. 

The study analysed the minimum capital required by Basel I and II in the light of 

Islamic finance modes. The proposal encourages Islamic banks to allocate more capital 

to the more risky instruments and vice versa. The risk weighting components mentioned 

are: loss given default (LGD), maturity of facility (MOF), exposure at default (EAD) 

and probability of default (PD). 

Djojosugito (2008) claims that Islamic banks are exposed to legal risk arising from the 

divergence between Shariah requirements and law. A proposal was given to mitigate 

such risk through using the principles of equity and creating supporter legal institutions. 

How et al. (2005) used a sample of 23 Islamic and conventional Malaysian banks in the 

years 1988-1996 to understand the degree to which both types of banks are exposed to 

credit, liquidity and interest-rate risks. They found that Islamic institutions have higher 

interest-rate risk and lower credit and liquidity risk than their conventional counterparts. 

Displaced commercial risk, as a part of rate of return risk, is generated from the transfer 

of the risk associated with investment accounts to shareholders. Such risk arises when 

the bank is unable to pay competitive rates of return to its investment account holders 

compared with other Islamic and conventional banks in the market. In order to prevent 
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withdrawls by the mentioned account holders, the bank takes some of the Mudarib's 

share of profit and transfer it to the affected accounts (Ariffin et al., 2009).   

II. Risk measurement and management issues 

When discussing risks face the banking industry, especially for the purpose of 

comparing between conventional and Islamic banks, it important to focus on risk 

measurement and management tools and techniques and how such approaches and 

techniques might differ in terms of theory and practice. It is also important to discuss 

the risk reporting system and whether both industries depend on different systems to 

report their risks.  

Literature of risk management in banking industry shows that banks implement various 

risk measurement approaches such as value at risk (VAR), earning at risk (EAR), 

Economic value added (EVA), Risk adjusted return on capital (RAROC), simulation 

techniques, estimates of worst case, maturity matching, duration analysis, Gap analysis, 

credit analysis, and internal-based rating system. It also identifies a number of 

techniques that banks use to manage their risks such as securitization, futures, options 

and swaps, loan loss reserves, collateral arrangements, on balance sheet netting, 

guarantees, and internal based rating system (Arrifin, et al. 2009; Grundke, 2010; Khan 

& Ahmed, 2001; Santomero, 1997; Kupper, 2000; Longin, 2000; Lopez and 

Saidenberg, 2000; and Stoughton & Zechner, 2007). Practically, a number of studies 

tested these approaches and techniques in terms of their accuracy, appropriateness for 

application, evaluation through comparing between approaches, and developing and 

adopting models for better risk measurement and management techniques. As the main 

goal for reviewing risk management literature is to compare between conventional and 

Islamic banks, some important studies are reviewed respectively in this section. 

However, Islamic banks’ risk management is relatively new compared with 

conventional banks, which needs further investigation and development.              

Conventionally, another study by Cocheo (1997) highlights how Sanwa bank, Los 

Angeles, planned and practised risk management that helped the entire banking industry 

in California in identifying the common risk vocabulary. The study mentioned that 

while other banks use massive glossaries to define their risks, Sanwa developed their 

own risk category with just nine points. In order to deal with the identified risks, they 

set up a three-way strategy including avoiding, transferring and accepting risk. 
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However, the strategy, which is similar to what Santomero (1997) mentioned in the 

previous study, considers only conventional banks.  

In his study of commercial banking risk management which covered a number of US 

banks and other institutions, Santomero (1997) examined the risk management system 

in light of four essential stages to implement an internal control of risk management in 

any banking system. These stages are: standards and reports; position limits or rules; 

investment guidelines or strategies; and incentive contracts and compensation. The 

study found that risk management approaches are more practised in larger, well 

improved firms than small or large but less improved ones. However, the study dealt 

with only conventional risk management. 

 Kupper (2000) claims that banks are being caught inside a ‘Vicious Cycle of Risk’ due 

to the uniqueness of the banking crisis. The study mentioned that ANZ bank developed 

techniques which might be a suitable way to break through such cycle. These 

techniques based on using Economic Value Added (EVA) to measure the risk 

associated with shareholder value; using a stress-tasting to understand the behaviour of 

the financial crisis and the weakness of risk models in dealing with it; and a 

recommended decision making framework to help implementing the first two points. 

ANZ used such techniques to successfully manage their credit portfolio in the Asian 

crisis event of 1997 and 1998 and to assess the impact of Millennium Bug in 2000 on 

their customers.         

Firm integrated risk management system was analysed by Meulbroek (2002) through 

illustrating a wide range set of cases. The author defined the ‘integration’ as the 

calculation of total risk faced by the company as well as the mixed use of three risk 

management techniques which are: Altering the firm’s operations, implementing aimed 

financial instruments, and modifying the company’s capital structure. A seven-category 

corporate framework is given to senior managers to integrally manage their risk. A more 

recent study by Grundke (2010) used a comprehensive simulation study to examine the 

accuracy of the integrated risk management approaches, such as top-down and bottom-

top. The study showed that the appropriateness of the top-down approach is not obvious 

due to some factors which affect its performance such as the loss definitions, which 

copula function should be employed, and the relation between risk types. The study also 

found that the total economic capital for poor credit qualities can be underestimated by 

using such approach.    
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Another study by Wetmore (2004) used panel data to examine the change in the loans-

to-core-deposits ratio as well as the relationship between market risk and such change. 

The study targeted large commercial U.S bank holding companies in the years 1992-

2000. The results show that the coefficient of market model equation changes over time, 

consistent with evidence existing in the literature which used various periods studied 

and methodologies such as (Elyasiani & Mansur, 1998; Flannery et al., 1997; Kane & 

Unal, 1988; and Kane & Unal, 1990). A negative relationship was detected between the 

change in loan-to-core-deposits ratio and market risk before 1994 whereas a positive 

link occurred after this year. The increase in the deposits ratio explains the change of 

banks’ asset and liability practices. 

Concerning the differences of risk and risk taking concepts between both conventional 

and Islamic banks, as explained in the first section, risk measurement and management 

tools and techniques need to be viewed according to the Islamic principles of Fiqh. In 

this regard, Khan and Ahmed (2001) argue that risk measurement and management 

tools and techniques available to Islamic banks can be segmented into two types: first, 

tools and techniques consistent with Islamic principles of finance, which can be used by 

Islamic banks. GAP analysis, maturity matching, internal rating systems, risk reports, 

RAROC, the processes, internal control system, and internal and external audits are 

some examples of techniques. Second, there is a need for adopting other conventional 

techniques, to suit the Shariah requirements, and/or developing Islamic alternatives to 

them. Islamic banks’ inapplicable techniques, as highlighted by Al-Suwailem (2006), 

represent a zero-sum game and generate no real economic activities such as financial 

options and futures. Even though financial options, for example, carry most of over-

counter-payment (Urbon) conditions, they contain huge speculation and uncertainty. 

Therefore, whereas these tools represent risk mitigation and management techniques, it 

could a main source of these risks.  

Empirically, Khan and Ahmed (2001) claim that Islamic banks lack short-term financial 

assets and derivatives and money market. They express the real need for more research 

to improve risk management procedures, techniques, and instruments that are consistent 

with Shariah. Shaikh and Jalbani (2009) compared the efficiency between conventional 

and Islamic banks in terms of managing their risk and whether the latter is riskier. A 

sample of four Pakistani banks was selected by using judgemental sampling method. 

Based on the idea that Islamic banks are heavily involved in equity investment, a return 
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on equity was analysed and compared between both banks. The results show that 

Islamic banks manage their risk adequately. They also have a reasonable return on their 

investments compared with their peers. 

Khan and Bhatti (2008) highlighted that Islamic banking industry is yet to perfectly 

manage its problems. They found that despite a substantial growth of Islamic banks in 

recent years, they still face crucial challenges represented in dealing with risk 

management strategies, corporate governance and liquidity issues. They add that risk 

management techniques used in conventional banks are based on activities prohibited 

by Shariah, which cannot be used in Islamic banks. Iqbal (1999) imputes the shortage 

of risk management tools in Islamic financial institutions, partially, to the lack of 

research in such area. 

Risk management techniques were also considered by some studies such as Ariffin et al. 

(2009), Hakim (2003), Hassan (2003), and Sundararajan (2005). The potential use of 

VaR for managing market risk was studied by Hakim (2003) who referred to the 

possible application of ‘P&L at risk’ on Islamic banking context by analysing P&L data 

from Al Rajhi Bank, Saudi Arabia. Hassan (2003) considers the possible use of VaR 

methodologies in Islamic banks not just for market risk but also for other risks such as 

credit and operational risks. Sundararajan (2005) presented a VaR proposed 

methodology for disclosing and measuring risks associated with profit sharing 

investment accounts (PSIA) in Islamic financial institutions at both aggregated and 

individual levels. Ariffin et al. (2009) surveyed 28 Islamic banks in 14 countries to 

understand their risk measurement and management techniques. The results show that 

the advanced risk measurement techniques - such as VaR, Risk Adjusted Return on 

Capital (RAROC), simulation techniques and estimates of worst case - are not 

commonly used among the sample. The supervisory authorities are encouraged to play a 

crucial role for enhancing the transparency through a risk reporting system. 

The nature of the investment methods used by Islamic banks and the uniqueness of the 

relationship between banks and their customers seem to carry a huge amount of risk 

which does not exist in conventional banks notwithstanding the Shariah -based risks. 

Moreover, it is unclear what kind of the relationship is/should be between risk managers 

and the Shariah Supervisory Board (SSB). This would give a high priority to 

empirically study the effect of such risks on Islamic banks’ efficiency and performance 

taking into account various contexts.  
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III. Risk reporting  

It is important for the users of financial reports to receive relevant and sufficient 

information about the risks that face their banks. In this regard,  Khan and Ahmed 

(2001) pointed out that risk transparency enhances the efficiency and integrity of the 

banking markets and  reduces moral hazard and adverse selections. Considering that, 

International regulatory bodies (such as Sound practices for Loan Accounting and 

Disclosure, BCBS, Best Practices for Credit Risk Disclosures, BCBS, Enhancing Bank 

Transparency, Euro-Currency Standing Committee,  Public Disclosure of Market and 

Credit Risks by Financial Intermediaries, BCBS & IOSCO, Recommendations for 

Public Disclosure and Derivative Activities of Banks and Securities Firms, BCBS, Core 

Principles of Effective Banking Supervision, BCBS) producted several guidelines 

which enhance transparency in firms including banks (Khan and Ahmed, 2001).  

Overall, research on risk disclosure practices has been relatively little. Linsley et al. 

(2006) examined risk disclosures within a sample of Canadian and UK bank annual 

reports. They conclude that there is no an association between levels of risk disclosure 

and profitability from one side and the level of risk in another side. However, their 

conclusion indicates that there is a positive relationship between the levels of risk 

disclosure and the size of the bank.  

Additionally, Khan and Ahmed (2001) mentioned that it is difficult for banks to set 

standards for future risks due to the rapid change of risk management technologies, the 

financial service industry, and financial instruments. Thus, risk management reporting 

could be integrated with the banks' annual reports which requires adopting and 

evaluating risk based accounting systems, risk based auditing systems, risk based 

management information system, and risk based inventories of all assets of banks. 

Although reporting risks is very important for banks, due to the above mentioned 

difficulties it remains a complementary issue.  

Empirically, research on risk reporting in Islamic banks proven to be much less than in 

their traditional peers. Khan and Ahmed (2001) again concluded that risk management 

system in Islamic banks can be substantially improved by the issuance of the following 

periodic reports: (1) Capital at Risk Report (2) Credit Risk Report (3) Aggregate (4) 

Market Risk Report (5) Interest Rate Risk Report (6) Liquidity Risk Report (7) Foreign 
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Exchange Risk Report (8) Commodities and Equities Position Risk Report (9) 

Operational Risk Report and (10) Country Risk Report.       

IV. Capital adequacy issues    

Islamic banks, by nature, are exposed to unique types of risks that arise from Shariah 

investment methods. Furthermore, Islamic banks lack an access to a number of 

conventional risk measurement and management techniques. This reflects the need for 

these institutions to hold a different percentage of capital to conventional banks. The 

international capital adequacy framework issued by Basel Committee on Banking 

Supervision I and II, however, did not specify particular capital requirements for Islamic 

banking institutions. As a result, Islamic organizations such as the Accounting and 

Auditing Organization for Islamic Financial Institutions (AAOIFI) and the Islamic 

Financial services Board (IFSB) proposed a developed framework for capital adequacy 

that tackles the specific issues of risks in Islamic banks. 

Following the issuance of the first accord, Basel Committee on banking supervision 

introduced a detailed framework for capital adequacy measurement and supervisory 

standards which known as Basel Capital Accord II (2004) which contains three Pillars: 

minimum capital requirements; supervisory review process; and market discipline. In 

the first Pillar, banks must maintain a minimum of eight per cent of their capital but the 

way how risk calculated is completely different from the first Accord. Pillar 2 discusses 

the supervisory principles and review process. The third Pillar includes disclosure 

issues. A revised Basel II (2006) was issued by the committee which was implemented 

in 2008. However, Jarrow (2007) argue that the proposed capital required under the 

revised accord to implement Value-at-risk (VaR) does not practically fit with the market 

requirements. Through using XYZ theory of regulatory capital, he concluded that Basel 

II rule should not replace other existing rules such as Federal Deposit Insurance 

Corporation Improvement Act FDICIA. Instead, they should be collaborated. Finally, 

maintaining banking capital aggregation by scaling capital requirement was found to be 

in line with the theory. McAleer et al. (2010) analysed the risk management strategies 

existing under Basel II standards and found that those strategies could have worked well 

against market risk. However, Basel II was not implemented in the U.S. banks and had 

just been introduced in European banks during the financial crisis 2008-2009 as it was 

pointed out by Cannata and Quagliariello (2009).  
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Although Basel Accord I and II worked as a rule to insure that banks have the ability to 

absorb the financial shocks by holding adequate amount of capital, Basel committee has 

been and remains amending its proposals and outcomes since 1987 as well as many 

models for risk approximation and measurement. This indicates the uniqueness of each 

crisis mentioned by Kupper (2000).  

Federal Reserve Board issued proposals on capital measurement and standards for 

banking industry, the so-called Basel Capital Accord I (1998), encouraging banks to 

hold a minimum of 8% of their capital adequacy ratio for financial safety reasons. In 

order to calculate such a percentage, assets have been classified into six risk groups: 

(Zero, 5%, 10%, 20%, 50%, and 100%). However, one of the main concerns was that 

while long-term funding was weighted as 100% risky, financing with period of less than 

one year was given a 20% risk classification. Such classification may have encouraged 

the use of short-term funding at the expense of long-term funds, which led to financial 

insatiability. 

On the other hand, Ariss and Sarieddine (2007) argue that the proposal of AAOIFI, as it 

allocates only 50% of risk weighted assets financed by investment accounts, lacks the 

consideration of the asset side in the balance sheet. They suggest that Islamic banks 

should hold 100% instead of 50% to protect their investment funds due to the increase 

of market risk compared with conventional banks. In contradiction, Hassan and Dicle 

(2005) pointed out that Islamic banks need to comply with Basel Accord guidelines in 

order to financially maintain their stability, manage their risk and to be internationally 

recognized. Moreover, Ariss and Sarieddine (2007) calculated credit and market risks of 

Dubai Islamic bank as a case study to show that the bank held an efficient capital 

recommended by international regulatory bodies and the U.A.E Central Bank. In 

addition, Islamic banks were found to be highly exposed to liquidity risk which has not 

been addressed by IFSB. However, this might not be a good indicator to confidently say 

that Islamic banks are well capitalised because the case study was from the U.A.E 

which is a petro-dollar country.                                                                                                                                                                                                                                                                                                                                                                                                                                      

Basel Accord guidelines for risk management, capital adequacy and the potential use for 

Islamic banking were studied by several researchers. As mentioned above, Hassan and 

Dicle (2005) pointed out that Islamic banks need to comply with such guidelines in 

order to financially maintain their stability, manage their risk and to be internationally 

recognized.  Nevertheless, risks that arise from Shariah compliance have not been 
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considered in both accords. This led to the introduction of the Accounting and Auditing 

Organization for Islamic Financial Institutions proposal (AAOIFI) in 1999 which was 

the first attempt to calculate Capital Adequacy ratio (CAR) for Islamic banks. The 

proposed framework, however, did not take into account risks carried by Islamic banks 

in their asset side of the balance sheet as it was pointed out by Ariss and Sarieddine 

(2007). Hassan and Chowdhury (2004) justified the reasons that the suggested risk 

weighting capital by AAOIFI (1999) was not enough for PLS activities. They encourage 

banks to hold 100% instead of 50% to protect their investment funds due the increase of 

market risk compared with conventional banks. The Islamic Financial Services Board 

(IFSB) (2005) proposed another set of guidelines for Islamic banking risk management 

which aimed to complement the principles issued by Basel I and II. The fifteen 

proposed principles included risks associated with the nature of Islamic banks’ activities 

and were not addressed by Basel Accord guidelines. 

3.2.2 Review of Human resource Management in Banking  

Human Resource management is an area of research that attracts attention of researchers 

and practitioners in financial, organizational and banking levels alike. Although fair 

amount of literature was written in the management of human resource in conventional 

banks, it has not been comprehensively covered in Islamic banking industry (Hashim, 

2009). In addition, most of the work is more descriptive than analytical (Nienhaus, 

2007) notwithstanding the fact that there have been a shortage of publications in English 

and the publications in Arabic are either not easily accessible or yet to be published. In 

practice, it is worthwhile for banks to invest in human capital as it contributes to 

competitive advantage, enhances the overall level of customer service and provides 

them with long-run benefits. On the other hand, Islam recognizes human as the centre of 

trust.  The term 'human resource development' in the Holy Qur’an and the Sunnah of the 

Prophet Muhammad PBHU refers to different meanings such as piety, knowledge, 

strategy, responsibility, perfecting work, changing to the better, and reformation. In 

terms of research,  Islamic banking academics of such as Gharbi (2008), Khoja (2005), 

and Nienhaus (2007) refer to some issues in human resource management in Islamic 

banking such as the gap between the growth of Islamic banking industry and the 

Shariah-trained employees and the differences between both types of banks in terms of 

employees’ requirements. Considering the above, it would be beneficial to study the 

differences in human resource between the conventional and Islamic banks as there is 
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no clear route in the banking literature that can be applied in the Libyan context and 

elsewhere.   

I. Human resource management in banking 

Human resource management literature focuses on practices and strategies and links 

them to the firm’s performance, risk management and market competitiveness. Firms 

are required, on one hand, to sustain an excellent relationship whit their customers 

through managing and supporting different levels of human resource within the 

organization. On the other hand, their success depends on repositioning the function of 

human resource managers to become a part of the management team and dealing with 

the process of employees’ recruitment and retention. Furthermore, the resource-based 

view (RBV) on firm explains the human capital as a competitive advantage due to its 

uniqueness. 

Additionally, human resource management research shows that maintaining the firm’s 

relationship with customers depends heavily on supporting their frontline employees. A 

number of studies illustrate some of requirements that need to be fulfilled in order for 

firms to ensure the quality of their employees. Babakus et al. (2003) claim that appraisal 

of training, empowerment and rewards for the frontline managers are found to have 

significant impact on the service’s recovery performance. A similar thought was shared 

by Ugur and Emin (2010) who tested the impact of six important human resource 

practices on the behaviour of frontline employees of a large bank in New Zealand. 

Adding to the former three practices examined by Babakus et al. (2003), the study 

tested also supervisory support, servant leadership and service technology support. 

Results show that service technology support, empowerment and customer orientation 

have positive behavioural results on ‘job performance’ while supervisory support can 

enhance frontline employees psychologically on ‘organizational commitment, job 

satisfaction and turnover intentions’.                

The importance of improving appropriate human resource management practices was 

emphasized by a number of researchers which state that such dimension is an important 

factor that affects the firm’s performance. Ferris et al. (1990) for instance, contributed to 

the field by addressing the relationship between the firm’s performance and the 

practices of three organizational functions related to human resource management, 

namely: personnel/ human resource management; unionization; and strategy 
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determinants. By examining a sample of construction firms, they found a positive link 

between these functions and the firm’s performance. In a similar vein, an empirical 

study by Huselid (1995) who tested human resource management practices in a sample 

of firms in the U.S.A. concluded that such practices have, in part, an effect on the firm’s 

performance.  

In relation to the banking industry, human resource management practices in Germany 

were studied by Muller (1999) who claims that while research on such area focused on 

countries such as the U.S.A and UK where little institutional constraints exist, a lot less 

is known about countries which have strong statutory regulations. The study depended 

on the interviews and some secondary data such as annual reports. The results indicate 

that, in contrast to the previous literature which shows the lack of human resource 

management practices in German companies, such companies are found to practice 

human resource management and techniques. De Saá Pérez and Falcón (2004) studied 

the influence of human resource management on the performance of the Spanish 

savings banks. The results show that banks that have a better combination of human 

resource practices are found to be more productive and profitable.  

The potential development of human resource practices in the Kolhapur District 

banking sector was evaluated by Vidya (2002). These practices included: training, 

performance appraisal, career planning and development, and employee welfare. The 

study indicates that although the surveyed banks show a reasonable HR development 

practices, there is a room for improvements and updates. 

Another study carried out by Afiouni (2007) tested the implementation of human 

resource management strategies in Lebanese banks using data collected through 

interviews and document analysis. The results indicate that there is no connection 

between human resource management strategies and what banks practice in real life. 

The reason behind the disconnection is that the human resource department lacks the 

authority and credibility to practice their strategies notwithstanding some other social 

and economic issues that worsen the situation. Qureshi et al. (2010) have carried the 

first attempt to understand the influence of human resource management practices on 

the bank’s financial performance. A questionnaire was sent to all banks operating in 

Pakistan to collect the primary data due to the lack of available data in the context. The 

main findings indicate that some human resource management practices such as 
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training, selection, employee participation, and compensation have a strong impact on 

banking financial performance. 

In addition to the results that indicate the overall influence of human resource practices 

on the firm performance, some other studies found that specific practices are more 

effective than others. For example, Ugur and Emin (2010) divided the effect of such 

practices on the bank performance into physical and psychological performance. Wan et 

al. (2002) conducted a study in Singapore using a mail survey to test a sample of a 

number of companies. A positive relationship was detected between human resource 

management practices and the firm performance. They also found that firms which are 

interested in achieving human resource performance should consider the empowerment 

and training of employees. Similar thought was shared by Arthur (1994) who found that 

the U.S steel mills with commitment systems are more productive than their peers that 

use control systems. Singh (2004) supports the positive effect of practising consistent 

human resource management, especially training and compensation, on the performance 

of the firm. In contrast, in Qureshi et al. (2010), job definition and career planning 

system are found to have a negative impact on the performance of the entity. This might 

be because different contexts have different requirements for human resource practices.   

Qureshi and Ramey (2007) tested the impact of human resource management practices 

on the performance of firms. Results show that training, selection, and employee 

participation are positively influencing the market and organizational performance. The 

value of investing in the education was discussed by Hyberger (2008). The study claims 

that educating employees helps improve the customer services and gives workers better 

understanding and implementation of the banking rules and regulations. Banks, 

however, should take into account the types of education courses, training programs, 

and the cost of such courses and programs, and the individual requirements by workers. 

Keltner and Finegold (1996) recommended that U.S.A banks and other service 

institutions should reform human resource policies and practices. This can be done by 

working together with the education institutions to facilitate the movement of human 

capital between education and services providers and support employees with training 

to satisfy the customers’ needs. 

Svoboda and Schröder (2001) described how Deutsche Bank managed to reposition 

their human resource function practically to become a strategic partner. The study 

highlighted the importance of setting up learning programs as the first step to reframe 
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the function in the bank. In doing so, a sample which contained three parts of workers 

was chosen to register in the learning program conducted by Deutsche Bank University. 

In the first part, learners were required to get involved in suggesting improvements and 

changes during while they work. In the second part, a program called ‘HR 2002’ was 

prepared to put learners in real problems that were required to be solved urgently. 

Therefore, learners were under real circumstances to deal with such problems. The third 

part was based on using the technology to facilitate the communication of learners with 

professors and advisors through the Internet. The study mentioned that the program 

would be a future way of practising human resource function for 90,000 employees in 

this bank.              

A great deal of theoretical and empirical discussion has been made regarding the 

resource-based view (RBV) and how human capital can add to the competitive 

advantage of firms as well as the importance of combining tangible and intangible 

resources in order to reach their goals (Barney, 2000; Barney &Wright, 1998; Blount et 

al., 2005; Hatch & Dyer, 2004; and Hunt, 1995).  In the banking area, Blount et al. 

(2005) studied the influence of human resource management strategies on achieving 

competitive advantage in e-commerce. Two different sizes of Australian banks were 

selected, namely: the Australian Union Bank and Lawson Central bank. The study used 

semi-structured interviews and documentation analysis to understand how such banks 

implement their human resource management strategies. Both banks were found to be 

successful in implementing their strategies in the e-commerce, which helped them 

sustain competitive advantage although their way of implementation was completely 

different. This led to the conclusion that banks use different ways to practice their 

human asset strategies in the e-commerce.      

The position of human resource department in the firm is another factor that needs to be 

considered in order to improve the performance of firms. In addition to the study of 

Deutsche Bank, Schuler (1990) highlighted that a new role should be played by such 

department. A crucial change in the organizational level assumes that human resource 

managers and staff should participate in reaching the firm’s goal by repositioning the 

department to work alongside with line management, and this can add to the 

performance of the firm. 

Barney and Wright (1998) examined how human resource department, particularly 

human resource managers, contribute to the competitive advantage through using value, 
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rareness, immutability and organization (VRIO) framework. Such framework stresses 

the importance of setting up a system that enables the firm to identify and select skilled 

employees. This adds value to the firm. The framework also enables human resource 

managers to reposition the function themselves in order to participate in the overall 

strategies and plans of the firm.  

Customers were considered by Bowen (1986) as human resources who need to be 

managed. The study raised some issues with regard to managing customers such as 

dealing with them face-to-face instead of off-site. Customer satisfaction is another issue 

that has to be managed as well. The third issue is that human resource practices such as 

selection, motivation, and training were found to be useful for understanding and 

managing customers.     

Human resources are considered to be valuable assets that give banks advantages as 

competitors. However, they are exposed to a risk related to human capital that needs to 

be measured and managed. The experience of Deutsche Bank in relation to reframing 

the human capital function has not been without challenges. In addition, Fischer and 

Mittorp (2002) pointed out to the development of human resource function in Deutsche 

Bank and how human resource risk-related issues have been dealt with as a part of the 

new function. The study mentioned that there is a high risk associated with human 

assets such as loosing key employees which can cause severe cost including the cost of 

disruption and replacement. Therefore, in order to measure and manage such risk, a 

survey of employees was adapted as a part of the bank risk management strategy to 

assess their level of satisfaction. The bank, among few others in the world, reports a 

commitment index to the shareholders. Another study with respect to human resource 

risk management was conducted in Germany by Paul and Mitlacher (2008). The study 

tested whether German savings banks use human resource risk management system. 

The results indicate that human resource risk management system is not implemented in 

the German savings banks. 

II. Human resource development in Islam 

Islam considers human beings as the centre of responsibility and trust. It was mentioned 

in the Holy Qur’an that " We did indeed offer the Trust to the Heavens and the Earth 

and the Mountains; but they refused to undertake it, being afraid thereof: but man 

undertook it..." (33:72). The heaviness of the trust requires a comprehensive preparation 
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so that a person could deal with the duties and obstacles associated with it. The general 

meaning of the term 'human resource development' in the original sources of Shariah 

comes under different meanings such as piety, knowledge, strategy, responsibility, 

perfecting work, changing to the better, and reformation. Hashim (2009) refers to some 

human resource management functions such as recruitment, selection, performance 

appraisal, training and development, and compensation. By linking these functions to 

the Islamic definition of human resource development, employers and employees must 

fulfil their duties before God in being pious, knowledgeable, responsible for their work 

as indicated by the prophetic Sunnah: “Everyone is a shepherd and responsible for his 

(or her) flock...”(Muslim: 1829). In the recruitment process, for example, recruitment 

managers are responsible to be honest and disclose any information that potential 

employees need to know about the available job. They should also give applicants equal 

opportunities as favouritism is prohibited. On the other hand, employees must provide 

true information regarding their qualifications, training and capabilities so that 

employers could recruit the most suitable person for the available job. This could be 

extrapolated from the Holy Qur’an “ye who believe: Fear Allah and be with those who 

are true (in word and deed)” (9:119). 

In terms of the selection process, Islam approaches candidates according to their 

honesty and qualifications. Three examples could be figured out from the Holy Qur’an. 

The first example comes as a disclosure from an employee about his ability in the story 

of Joseph (Yusuf) when he requested the king to appoint him as a head of the store 

houses. The Holy Qur’an explains it: " Set me over the store-houses of the land: I am a 

good keeper, knowledgeable"(12:55). The second example when the prophet Sulaiman 

was about to appoint someone to bring the throne of the queen from Saba, one of his 

soldiers offered that "I will bring it to thee before thou rise from thy council: indeed I 

have full strength for the purpose, and may be trusted." (27:39). The third example, 

however, was a recommendation not by the employee, but by someone who knows that 

the employee has the required competence and honesty to do the job when the prophet 

Moses PBUH met with the prophet Shoaib PBUH and the latter was thinking of 

appointing someone to work for him. The Allah SWT states" Said one of the (damsels): 

"O my (dear) father! Engage him on wages: truly the best of men for thee to employ is 

the (man) who is strong and trusty" (28:26).  
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Another example that links the modern human resource management with Shariah 

teachings is the performance appraisal. One of the basic fundamentals of Islam is that 

for every single act, whether it is good or otherwise, no matter how big or tiny it is, the 

reward or punishment would be in this world and in the hereafter. Allah SWT states 

that: “Then shall anyone who has done an atom's weight of good, see it. And anyone 

who has done an atom's weight of evil, shall see it.” (99:7-8). Thus, people must be 

accountable to their actions. This generates the so-called self-assessment and control. 

However, the relationship between people in Islam is controlled by roles and 

regulations. In relation to business, the Holy Qur’an orders Muslims to fulfill their 

obligations based on contracts: “O ye who believe: fulfill (all) obligations…” (5:1). 

Therefore, besides being accountable to their actions, all parts of the contract including 

employers and employees are required to satisfy conditions of the contracts. The 

accountability and self-assessment, together with the obligations of the contract, all 

work as appraisals of performance.  

Human resource management in Islam is closely linked to education, development, and 

training. In terms of education, the famous verse that called the verse of debt, after an 

explanation of how to write the debt between people, was ended by an offer from Allah 

SWT to educate those who fear Him. He SWT states that “…So fear Allah. For it is 

good that teaches you. And Allah is well acquainted with all things” (2:282). Moreover, 

the first five verses were revealed in the Holy Qur’an require seeking knowledge: “Read 

in the name of thy Lord and Cherisher, Who created-, Created man, out of a (mere) clot 

of congealed blood,  Read and thy Lord is Most Bountiful, He Who taught (the use of) 

the pen, Taught man that which he knew not”.(96:1-5). The importance of knowledge 

could be identified from the high number of authentic narrations of the prophetic 

sayings. The most authentic classified books of these narrations (e.g. Sahih Al-bukhari 

and Sahih Muslim) specified a chapter called 'the book of knowledge', which explains 

how seeking knowledge is highly recommended. Furthermore, the term Al-Ihsan refers 

to Al-Ikhlas and Al-Itqan, which means sincerity and perfecting work, is also considered 

as a condition for work to be accepted in Islam whether the work is an act of worship or 

dealings with others. Allah SWT states: “...that He may try which of you is best in 

deed..." (67:2) and the Sunnah indicated that Al-Ihsan is "to worship Allah as if you saw 

Him" (Muslim: 8). For banking employees and managers, applying Al-Ihsan in the real 
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life, however, requires continues education, development and training to keep up with 

ever-changing work environment and conditions.            

On the other hand, Islam regards compensating workers as a basic right for them. The 

Sunnah states that workers must be given their wages as soon as they finish work: “Give 

the worker his wage before his sweat dries” (Ibn Majah: 2443). Allah SWT also 

encourages people fear Him and pay fair amount to workers and not to defraud, 

withhold, or underestimate their work: “And defraud not people by reducing their 

things” (26:183).  

III. Human resource management practice in Islamic banking  

Compared with human resource behaviour in banking generally, the management of 

human resource in Islamic banking has been and remains overwhelmingly challenging. 

This is because of the lack of experience in the banking field as the industry is relatively 

new in a competitive market in one hand, and the specific requirements that need to be 

fulfilled by Islamic banking human capital on the other. In terms of research, unlike 

conventional banking, Islamic banking human resource management has not been 

comprehensively covered. In addition, most of work done is more descriptive than 

analytical not mentioning that there have been very few publications in English and the 

others in Arabic are either not easily accessible or yet to be published. A study 

conducted by the Shariah  Review Bureau (2005) emphasised the importance of the 

integrated qualification for human resource in Islamic banking institutions as the current 

employees are one of two types: employees who hold only the Shariah  knowledge 

without qualifications for banking, finance, law and technology; or  qualified employees 

without Fiqh (the science of Shariah ). The study also pointed out that the requirements 

between conventional and Islamic banks differ in terms of qualified employees. 

Therefore, while both banks require employees with technical ability, two further 

requirements are equally important for the later: compliance with Shariah and 

implementing the code of Islamic ethics. The suggested tools of integrated qualification 

are: education and training institutions, suitable curricula and programs for these 

institutions, and the use of technology and qualified trainers. However, the study did not 

detail the selection of employees. Gharbi (2008) described the human resource status 

quo in Islamic banking by referring to the gap between the Islamic banking industry 

growth and the availability for qualified workers. The study also underlined the crucial 

need for the Islamic banking institutions to invest in human capital as qualified 
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employees are an important part of implementing the PLS instruments in these 

institutions.  

In a study entitled ‘The future prospects of Islamic banks’, Khoja (2005) mentioned 

three distinguishing features that make Islamic institutions unique with respect to 

human capital. First of all, employees should have an absolute believe in the overall 

message of Islamic institutions and therefore this aspect should be considered in the 

selection of workers. In addition, employees should adhere to the code of Islamic ethics 

with regard to their behaviour towards colleagues and customers. Moreover, the 

knowledge of Fiqh is as important as the previous two aspects. The study also 

mentioned that Islamic financial institutions had more than 250,000 employees in 2005, 

half of them in the Middle East and 85% of which have conventional education and/or 

training background. However, training courses and programs have to be crucially 

developed and updated. Therefore, the General Council for Islamic Banks and Financial 

Institutions (CIBAFI) has been developing a comprehensive training program that 

offers qualifications and certificates. 

The Islamic banking industry has witnessed unprecedented growth in recent years. 

Schulte-Croonenberg and von Pock (2006), from the Global management consulting 

firm A.T. Kearney, state that new financial institutions have been introduced to the Gulf 

Cooperation Council (GCC) market lately. This expansion is expected to continue at 

about 15% to 20% in the future. The study targeted 25 Islamic financial institutions 

from the GCC to understand the leading banks’ market behaviour and why they are 

different from others. The analysis shows that these banks have adapted an overall 

strategic management which enabled them to compete effectively in the market. It also 

shows that in order to reduce the gap, Islamic banks should focus on improving their 

staff quality. This, in turn, will lead to a better costumer understanding and quality 

service. 

Given the rapid growth of Islamic banking industry and the importance of Islamic 

education and training programs, institutions were sat up to satisfy crucial needs of 

human resource in the Islamic finance market. Examples of these institutions are: the 

General Council for Islamic Banks and Financial Institutions (CIBAFI) with its 

comprehensive training program which offers qualifications and certificates, and the 

Islamic Research and Training Institute (IRTI). However, training courses and programs 

have to be crucially developed and updated in most of these institutions (Khoja, 2005). 
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Moreover, the International Institute of Islamic Thought (1996) contributed to the 

analysis of human resource practices of Islamic banking by a research targeted at a 

number of Islamic banks. The research committee was divided into teams to conduct a 

survey and follow-up field interviews with managers, employees and customers. The 

statistical analysis showed that banks depend on personal considerations as a factor for 

selecting their employees.  

3.2.3 Review of financial reporting and disclosure in banking  

Financial reports are a valuable source of information that users rely on for making their 

business decisions (Pounder, 2009). In recent years, transparency in financial reporting 

has become fundamental as it was, among other reasons, behind the latest financial 

crisis which started in 2008 (McEwen, 2009). In general, banks disclose their financial 

information using some common statements such as: the board of directors report, 

financial statements and footnotes (including statements of financial position, income 

and cash flow), and the audit report (Al-Khadash, 2001, pp. 86-87). In addition, some 

firms publish voluntary information such as management forecasts, analysts’ 

presentations and conference calls; press releases; internet sites; financial analysts; 

industry experts; and financial press (Healy & Palepu, 2001 p. 406).  

In addition, there are different parties interested in financial outcomes of firms. 

Belkaoui and Jones (2002 p. 101) categorise those parties into direct and indirect users. 

The direct users include owners and shareholders; creditors and suppliers; the firm 

management; taxing authorities; labourers in an organisation; and customers. The 

indirect category includes financial analysts and advisers; stock exchanges; lawyers; 

regulatory or registration authorities; the financial press and reporting agencies; trade 

associations; labour unions; competitors; the general public; and other governmental 

departments.  

Although the previous two groups require different information, there are some 

common objectives for the financial reports. Belkaoui (1981 p. 67) mentioned three sets 

of objectives of financial statements as they appeared in the Accounting Principles 

Board Statement APB No. 4. In the first set, financial statements should present the 

firm’s financial position and any changes on it as well as operational results that are 

consistent with the generally accepted accounting principles (GAAP). The general 

objectives were set up to provide reliable information with regard to the economic 
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resources and obligations of firms and their changes, to track any changes in the 

resources resulted from profit-directed activities, and to predict the potential profit. 

Finally, the qualitative objectives refer to the information that is relevant, 

understandable, verifiable, neutral, timely-based, comparable, and complete.               

Based on the importance of enhancing transparency in the financial reporting, 

international organizations such as Financial Accounting organization Board (FASB) 

and Basel Committee on Banking Supervision (Basel II) published some standards in 

this regard. For instance, Pillar 3 of Basel Accord II (2004) addressed the requirements 

of banking disclosure. In addition, in November 2009 the FASB has released the 

updated statement No. 168 which replaced the previous statement No. 162. The main 

purpose for issuing the new statement was explained by the chairman of the FASB, 

Ropert H. Herz (Financial Accounting Standards Board, 2009):  

“Many constituents have expressed concerns about so-called ‘disclosure 

overload’,…While clear and robust disclosures are essential to informative and 

transparent financial reporting--a critical component in maintaining investor confidence 

in the markets--improving the way such disclosures are integrated can help decrease 

complexity. The Board will embark on this project to create a principles-based 

disclosure framework that will enable companies to communicate more effectively with 

investors and also help eliminate redundancy or otherwise outdated GAAP disclosure 

requirements”. 

I. Aspects of financial reporting and disclosure in conventional banking 

Financial reporting and disclosure research has attracted great deal of attention from 

academics and practitioners. A number of accounting and finance researchers including 

Beaver et al. (1989); Birt et al. (2007); Healy and Palepu (2001); Jordan et al. (1999); 

Mills and Luh (1968); Penas and Tümer-Alkan (2010); and Tadesse (2006) contributed 

to banking financial reporting and disclosure. For instance, literature shows different 

views with respect to the economic value of banking disclosure. Supporters of enhanced 

disclosure argue that transparency improves market discipline which leads to an 

efficiency in allocating resources and, therefore, well-managed banks are rewarded 

while others are penalised (Jordan et al., 1999). Tadesse (2006) for example, mentioned 

the so-called transparency-stability and transparency-fragility. The study examined the 

effect of regulated disclosure, with its components such as comprehensiveness, 
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timeliness, informativeness and credibility, on the stability of banks. A multivariate 

logit model was used to assess the possible occurrence of a bank crisis in a set of 49 

countries around the globe in the years 1990 to 1997. The results indicate that a banking 

crisis is less likely to happen in countries which have a comprehensive, informative, 

frequent, and credible financial reporting system in their banks. These results were in 

the line with Tadesse (2006(b)). 

Jordan et al. (1999) examine the impact of supervisory disclosure using stock returns on 

unstable U.S banks during the banking crisis. Findings indicate that the supervisory 

disclosure would provide the financial market with new information and improve 

market discipline. Furthermore, the study brought evidence from the Japanese context 

where banking transparency has been implemented recently after a long period of poor 

disclosure. However, despite some loan problems that the reports show, patterns in 

improved market discipline were identified. 

On the other hand, opponents of regulated disclosure such as Alexandre et al. (2010) 

and Cordella and Yeyati (1998) claim that users of disclosed financial information can 

be negatively influenced by the transparency of financial difficulties in some banks. 

This may lead to a bank failure through bank-runs as well as a severe impact on the 

market and banking system which might lead to an economic crisis. Additionally, 

Billings and Capie (2009) find that until the late 1960s, the British banks were 

obscuring the ‘true’ of their financial information and the banking sector was stable at 

that period. However, problems and bank failures appeared after the implementation of 

the disclosure.         

Another discussion focuses on the role of auditor’s opinion in enhancing credibility in 

the financial reporting. The theory of auditing assumes that financial statements should 

be audited by an independent person who confirms, in a formal opinion, that applicable 

accounting standards (For example, in Australia, these standards were approved by 

Australian Accounting standards board AASB, and in the U.S.A and some other 

countries, it is the GAAP approved by FASB) are taken into account and thus users can 

rely on those published statements (Arens et al., 1997). However, in practice, Healy and 

Palepu (2001) point out to some unanswered questions with this regard. For instance, 

the possible influence of across countries’ standards, training requirements for auditors, 

and legal framework that governs the audit profession on the credibility of audit reports 
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all remain unresolved issues. The study adds that in practice there is little evidence to 

support the theory.  

Firms are also required to report their social and environmental information. Mashat 

(2005 p. 73) mentioned that corporate social responsibility refers to the accountability 

of the entity for its behaviour and performance which affect people, their communities, 

and the environment. According to Godfrey et al. (2000 p. 672-73), much attention was 

given to the environmental reporting by researchers and accounting professionals during 

the 1990s. They add that many Australian companies report their social and 

environmental information voluntarily due to the limitation of reporting regulations. 

Ahmad (2004) examined corporate environmental disclosure practice in the Libyan 

companies in the years 1998-2001. The study concluded that although the social 

responsible theory assumes more focus on social objectives than merely making profit, 

such disclosure is not practised in the Libyan industrial firms.    

A substantial amount of research was done in the field of social reporting and disclosure 

generally including the work of Abu-Baker and Naser (2000); Adams et al. (1998); 

Branco and Rodrigues (2008); Carroll (1999); Danastas and Gadenne (2006); Denis and 

Rodney (2003); Gray et al. (1995); Mashat et al. (2005); Rodney and Denis (2003); and 

Sweeney and Coughlan (2008). An important study by Pratten and Mashat (2009) 

examined the corporate social disclosure in the Libyan context and whether it follows 

the conventional model or it is influenced by the Islamic financial development. The 

results show that the Libyan corporate social disclosure could be different from the way 

of the disclosure in the Western institutions due to some fundamental differences which 

have been detected. Consistent with Ahmad (2004), environmental disclosure in those 

companies was found to be less developed. 

II. Financial reporting and disclosure in Islamic banking institutions 

Islamic banks are also required to disclose their financial information to the users. 

Essentially, people under the umbrella of Shariah are generally enjoined to be clear, 

honest and transparent. These characteristics and others are highly emphasised when it 

comes to financial matters. General and specific instances for that may vary. For 

example, below are some collections from the Holy Qur’an and the Sunnah of the 

Prophet Muhammad PBUH which determine such rules. (1) The importance of honesty 

is highly emphasised in the Holy Qur’an as well as the Sunnah of the Prophet PBUH. 
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Allah SWT says “O ye who believe! Fear Allah and be with those who are true (in word 

and deed)” (9:119). In addition, the Prophet says “You must be truthful, for truthfulness 

leads to righteousness and righteousness leads to Paradise. A man will keep speaking 

the truth and striving to speak the truth until he will be recorded with Allah as a 

Siddeeq (speaker of the truth)…” (Muslim: 2607). (2) Al- Amana or the trust is 

regarded as a valuable character in Islam. Allah SWT says “O ye that believe! Betray 

not the trust of Allah and the Messenger, nor misappropriate knowingly things entrusted 

to you” (8:27). (3) Following the middle course in every aspect of human daily life, 

specifically in spending money, is highly emphasised by Shariah. Allah SWT says 

“Make not thy hand tied (like a niggard's) to thy neck, nor stretch it forth to its utmost 

reach, so that thou become blameworthy and destitute” (17:29). This means that a 

Muslim must not be extreme by wasting money or by being a niggard. (4) The 

encouragement of forgiveness between human beings is strongly stressed by the Islamic 

teachings. Allah SWT says “… but if a person forgives and makes reconciliation, his 

reward is due from Allah, for ((Allah)) loveth not those who do wrong” (42:40). (5) 

Writing the indebtedness between the traders, the requirements of witnesses, the 

prohibition of concealing the evidence and the explanation of how these dealings should 

be done, all of which are explained in the sources of Islamic Shariah (See verses 2:282-

283). (6) The prohibition of the Usury (Riba) was clearly explained in the Islam. Allah 

SWT says “O ye who believe! Fear Allah, and give up what remains of your demand for 

usury, if ye are indeed believers” (2:278). Moreover, Muslims are asked to pay the 

religious tax (Zakah). Allah SWT says “Alms are for the poor and the needy, and those 

employed to administer the (funds); for those whose hearts have been (recently) 

reconciled (to Truth); for those in bondage and in debt; in the cause of Allah. And for 

the wayfarer: (thus is it) ordained by Allah, and Allah is full of knowledge and wisdom” 

(9:60). 

Consequently, the influence of Islam on the field of accounting and specifically on 

corporate financial reporting and disclosure is fundamental (Al-Khadash, 2001; 

Gambling & Abdul Karim, 1991; and Naser & Pendlebury, 1997). Naser and 

Pendlebury (1997) conducted a study entitled ‘the influence of Islam on bank financial 

reporting’. Three main parts discussed are the accounting principles used by those 

banks, Shariah social obligations, and the function of auditing in Islamic banks. The 

overall findings indicate that the Islamic banking industry face major difficulties with 
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respect of reporting their financial information. The broadness of the Shariah principles 

which does not refer directly to the banking and the accounting practices, the different 

advice by different Shariah Advisory Committee as a result, and the absence of 

consensus accounting standards were the main challenges for such industry. 

Types of financial statements in Islamic banks are mentioned by the AAOIFI (2010). 

Accordingly, Islamic banks are required to provide the users of the financial statements 

with additional information to what is disclosed by conventional banks such as sources 

and uses of funds collected for Zakah and charity purposes, sources and uses of the 

Islamic loans or Al-Qard Al-Hasan, the Shariah supervisory report, and any 

statement(s) or addition information required by the users of financial reports. 

Additional information can be required in conventional banks as well. However, both 

groups of banks are different in terms of the amount and the type of information as well 

as the people interested in such information. The main external parties who are 

interested in financial reports of the Islamic banks have been mentioned by the AAOIFI 

(2010). These include equity holders; holders of investment accounts; other depositors; 

current and saving account holders; others who transact business with the Islamic bank 

who are not equity or account holders; Zakah agencies (in which case there is no legal 

obligation for its payment); and regulatory agencies. 

Al-Khadash (2001) mentioned that while research on the importance of an adequate, 

fair, and full disclosure in the conventional banking system has advantages and 

disadvantages that affect banks, information users, and the whole economy, full 

disclosure is highly emphasised and acknowledged by the Shariah. This is because the 

relationship between entities and users of their reports has a religious background that 

require no conservation in the financial and social information on one hand, and the use 

of Islamic investment methods as well as the collection and the distribution of Zakah 

have to be clearly presented in these statements on the other. The study of Al-Khadash 

(2001) aimed to identify what disclosure requirements should be applied in Islamic 

banks based on Shariah compliance. Using a survey, two Islamic banks were examined 

in the study, namely, Dubai and Jordan Islamic banks. A questionnaire was sent to the 

depositors and shareholders of the banks to understand the disclosure requirements for 

Murabahah and Mudarabah in their financial reports. Findings indicate that disclosure 

requirements between the two banks are inconsistent due to different Islamic school of 



62 

 

thought applied in each bank, which influence the way how the Shariah board 

supervises the their activities.  

The auditing function is an important factor for enhancing the credibility of the 

information that Islamic banks disclose. In this regard, a Shariah Supervisory Board 

(SSB) or Shariah council is a body that ensures and reports compliance with the Islamic 

principles (Naser & Pendlebury, 1997). According to Hammud (2000, p. 187), Faisal 

Islamic bank was one of the first banks that set up a Shariah Board. It consists of a 

minimum of 3 members of Shariah experts and a maximum of 7 appointed by the 

shareholders or management of the bank. Some other banks prefer to have a Shariah 

consultant (person or committee). The former is preferred, however Naser and 

Pendlebury (1997) found out that in practice, as much as half of the studied sample does 

not include the Board’s report. Furthermore, Hammud (2000) stressed on the 

importance of establishing a central Shariah Council that consists of members from the 

small boards in each bank to remove the possible conflict in their decisions. 

Abdel Karim (1990, p. 35) argues that, ideally, both the SSB and external auditors 

should be from one organisational body since Islam does not recognise any separation 

between business and religion. Moreover, the function and duties of the SSB have no 

true equivalent in the West. The study claims that both the external auditor and the SSB 

should be independent in order to ensure credible disclosure. However, Naser and 

Pendlebury (1997) mentioned some concerns in regard to the independence of the SSB 

if they are appointed and paid by the management of the bank, especially with users of 

the financial reports who are supposed to have conflict of interests. 

The main objective of the audit of the financial reports is ‘to enable the auditor to 

express an opinion as to whether the financial statements are prepared, in all material 

respects, in accordance with the fatwas (Jurists’ opinion. Singular: Fatwa), rulings and 

guidelines issued by the Shariah  supervisory board of the Islamic financial institutions, 

the accounting standards of Accounting and Auditing Organisation for Islamic Financial 

institutions, national accounting standards and practices, and relevant legislation and 

regulations applied in the country in which the Islamic financial institution operates’ 

(AAOIFI, 2010, p. 28). 

Social reporting in Islamic banks was studied by Maali et al., (2006). The study aimed 

to develop a benchmark for social disclosure in Islamic banks. A disclosure index that 
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was based on expectations was prepared and then tested in a sample of Islamic banks 

around the world through analysing their annual reports. Findings indicate that Islamic 

banks do not give high attention to the social reporting. The study also illustrates that 

banks required to deal with Zakah are found to be more transparent. However, there is a 

sharp absence of research in the Islamic banking literature with regard to environmental 

responsibility.  

To sum up, literature on financial reporting and disclosure in Islamic banks is yet to be 

developed in theory and practice compared with the theoretical and empirical analysis 

that has been running for long time in their counterparts. While the importance of 

harmonising Islamic standards for financial reporting and disclosure is obvious, the 

AAOIFI has no binding power to implement their standards so far. Therefore, there 

would be some time before one can recognize a substantial change in the reporting 

system of the Islamic banks.  

3.3 Concluding Remarks  

In this chapter, comparison between Islamic and conventional banks has been made 

with respect to their management behaviour. Results from the dimensions of banking 

management that have been discussed were: 

First, the Islamic banking industry differs from its conventional counterparts in the way 

the former does not deal with the interest. Rather, it involves investment activities 

permitted by Shariah that are called Islamic methods of finance. Bank management 

literature shows that while both industries are exposed to risks due to their activities, to 

some extent, there is a variation between the two systems with respect to types of risks 

and the way they are measured and managed. The Islamic approach views taking risk 

(Mukhatarah) according to the objective of the transaction, the degree of risk to be 

taken, and value that the transaction adds to the economy. Therefore, gambling and 

speculation, where there is a huge risk involved with no economic value-added (zero-

sum-games), are seen as prohibited activities. Conventional risk measurement and 

management approaches and techniques, to some extent, are available to the Islamic 

banks as many of them are Shariah -compatible. However, due to the unique nature of 

Islamic banks, they are exposed to some unique risks that need to measured and 

managed differently. Literature also shows that more attention needs to be given to risk 

management in Islamic banks for the purpose of developing new approaches and 
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techniques to serve the nature of these institutions as well as adopting conventional 

tools that are in line with the Islamic law.   

Second, human resource management is an area that has attracted the attention of 

researchers and practitioners from conventional and Islamic banks alike. While human 

resource management has been comprehensively coved in research and practice with 

regard to conventional banking system, most of work done in Islamic banking area has 

been more descriptive than analytical. Moreover, there has been a lack of publications 

in English and Arabic languages. The original sources of Shariah regard people as the 

centre of empowerment and trust and therefore give high priority to the human resource 

development. Several terms in the Holy Qur’an and the Sunnah of the prophet PBUH 

explain the broad meaning of the term human resource development such as piety, 

knowledge, strategy, responsibility, perfecting work, changing to the better, and 

reformation. Employers and employees, representing the human capital of banks, are 

responsible before Allah SWT in fulfilling these characteristics while applying human 

resource functions in their banks. However, besides the self-assessment and control of 

workers and managers over themselves, they must abide by the overall banking rules 

and regulations as well as the Islamic code and conduct. Previous studies stated that 

while conventional and Islamic banks require technical ability for employees, two 

further requirements are important for the former such as compliance with the Shariah 

principles and implementing the code of Islamic ethics. Integrated qualification for 

human resources in Islamic banking institutions is strongly required as well. The 

literature also shows that there is a gap between the Islamic banking industry growth 

and the availability of qualified workers, which means that Islamic banks rely on 

workers with conventional education and/or training backgrounds. 

Finally, conventional and Islamic banks are required to disclose their financial, social 

and environmental information to the users of financial statements. Previous studies 

with regard to financial reporting have shown that, first, the influence of Islam on the 

field of accounting, specifically on corporate financial reporting and disclosure, is 

fundamental. Second, the broadness of the Shariah principles which does not refer 

directly to the banking and the accounting practices, different advices by different 

Shariah advisory committees as a result, and the absence of consensus accounting 

standards, represents the main challenges for Islamic banking industry. Third, Islamic 

banks are required to provide users of the financial statements with information in 
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addition to that disclosed by conventional banks such as sources and uses of funds 

collected for Zakah and charity purposes, sources and uses of the Islamic Loans or ‘Al-

Qard Al-Hasan’, the Shariah supervisory report, and any statement(s) or addition 

information required by all parties that use financial reports. In addition, the two banks 

differ in terms of users of the disclosed information. Forth, in Islamic banks, a full 

disclosure is highly emphasised and acknowledged by the Shariah. Fifth, SSB is 

required for the purpose of insuring and reporting their compliance with the Islamic 

principles. Sixth, while Islamic banks are strongly required to disclose their social 

information, in practice, they do not give high attention to the social reporting. Finally, 

there is a lack of research on the environmental responsibility with regard to Islamic 

banking area. 
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Chapter 4. Islamic Banking in Libya: Prospects, 

Barriers, and Impediments 

4.1 Introduction  

Libya is an oil-producing country that holds around 3.5% of the world’s crude oil 

reserves. Since its independence in the 24th of December 1951, several economic 

development plans have been introduced to enhance the economic growth. 

Nevertheless, the country’s economy, in general, and banking system, specifically, 

remained largely underdeveloped due to several internal and external factors.  

The objective of this chapter is to analyse the Libyan modern economic and financial 

history and factors hindering their growth. Specifically, this chapter presents the 

situation of the Libyan banking system with a special reference to the development of 

Islamic banking in the state. In this sense, four crucial milestones are identified: The 

first period prior to 1943, where the state economy was in huge deficit in all of its 

sectors. The second period characterised by the oil discovery. The third and longest 

period represents the years between 1969 and 2011. The most distinguishing 

characteristics of such period were the long-term application of socialism, the absence 

of the private sector, and the implementation of the UN and the U.S.A sanctions on the 

country’s economy. Despite the difficulties that the country faced during the fourth 

period, which started from 2011, the economic and financial system is believed to be 

recovering. The banking system was consequently influenced by the political instability 

during the four periods.  

In the second part, the modern history as well as the structure of the Libyan banking 

system is discussed. In the third section, the development of the Islamic banking in 

Libya is investigated. The first part presents some early research attempts in the 

environment and the role of banking law in implementing Islamic Banking in the state. 

Barriers and impediments as well as prospects and opportunities of implementing the 

new entities are illustrated in the Islamic banking part as well. The last section of the 

chapter presents some concluding remarks.  
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4.2 Location, culture and population of Libya 

Libya was named by the Greeks to represent all of North Africa, except Egypt 

(Barghouthi, 1971). However, it was adopted by Italy as the official name of their 

colony in 1934. It is an Arab developing country located in the central North of Africa 

and bordered by Tunisia and Algeria to the West, Chad and Niger to the South, Egypt 

and Sudan to the East and Southeast, and the Mediterranean Sea to the North. The 

country covers an area of around 1.8 million square kilometres 90 percent of which is a 

desert (Kribat, 2009).  

Islam is the state religion in Libya and around 97% of Libyans are Sunni Muslim. 

Arabic is the official written and spoken language although Berber is spoken by the 

very minority and English and Italian Languages are sometimes used for Business and 

trade (Ahmed and Gao, 2004).  As a matter of fact, there is a strong impact of Islamic 

religion, custom, and the tribal culture on the social relationship among Libyan society 

and therefore the life of the community is formed by these characteristics (Agnaia, 

1997). 

According to the latest estimation published by the Central Bank of Libya (2012), the 

population of Libya is around 6.1 million. However, this figure is believed to be 

influenced by the 2011 uprising against Gaddafi’s regime which has claimed tens of 

thousands of lives and caused a fair number of Internally Displaced Persons (IDP) and 

refugees in neighbouring countries.   

4.3. The political history and its influence on the economic development 

Similar to other countries in the region, Libyan political system has been and remains 

unstable for over a century. This, in turn, has led to fluctuations and instability in terms 

of economic developments including banking industry. This period can be divided into 

four crucial milestones: 

4.3.1 Prior to 1943  

For most of its modern history, Libya has been subjected to various degrees of foreign 

controls which ruled all or parts of it, including the Phoenicians, Carthaginians, Greeks, 

Romans, Vandals, Byzantines, The Spanish, the Ottoman Turkish Empire and the 

Italians. Ruins of the ancient towns built by Greeks and Romans still testify to the 

civilization that was along the Mediterranean coast such as Cyrene, Leptis Magna, and 
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Sabratha (U.S. department of state, 2012). The Islamic conquests that reached Spain 

started in the North African region in the Seventh century A. D. (the 21st year of the 

immigration of the Prophet Muhammad PBUH). In the following centuries, Berbers in 

the region were converted to Islam (Omar, 1971). In the middle of 16th century, the 

entire country was conquered by the Ottoman Turks and remained a part of their Empire 

for more than 300 years until 1911 when Italy invaded it. The Italians faced Strong 

resistance from the Libyan fighters which turned to be an organized resistance led by 

Omar Al Mukhtar. Al Mukhtar was born in a small village east of Tobruk somewhere 

between 1856 and 1862, where he was orphaned early and was adopted by Sharif  El 

Ghariani, nephew of Hussein Ghariani, a political-religious leader in Cyrenaica. Starting 

in 1912, he organized and successfully led the local resistance to Italian colonization of 

Libya for nearly twenty years. Mukhtar’s fighting of nearly twenty years ended on 

September 11, 1931 when he was wounded in battle near Slonta, then captured by the 

Italian army. In three days, Mukhtar was tried, convicted, and, on September 14, 1931, 

sentenced to be hanged publicly. On September 16, 1931, on the orders of the Italian 

court, Mukhtar was hanged before his followers in the concentration camp of Suluq at 

the age of 70 years (As Salabi, 2011; Nassar & Boggero, 2008). At that time, the 

country was divided into three separately administered territories: Tripolitania, 

Cyrenaica and Fazzan.  King Idris I, Emir of Cyrenaica, led the Libyan resistance to 

Italian colonization between the two world wars. Axis powers were removed from 

Libya in February 1943 by Allied forces (U.S. department of state, 2012). 

At that time, Libya was poor, underdeveloped and backward. It was characterized by the 

United Nations (UN) as perhaps the world’s poorest country due to the lack of 

economic resources notwithstanding the conflicts between foreign forces which turned 

the ground into a battlefield. It was predicted that the county would have to depend on 

international grants-in-aid for years (Lenaghan, 1989). The agriculture and animal 

husbandry were the most important source of income and the backbone of the economy. 

However, the former was deeply limited by the climatic conditions and handicapped by 

extraordinary difficulties such as the limitation of arable land and rainfall together with 

low quality soil. The industrial sector had a very little contribution to the economic 

development with few small industries (Kilani, 1988). 

Under such circumstances, it was not surprising that the economy was in a huge deficit 

in all its sectors for four decades prior to oil discovery. This deficit was offset by 
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foreign aid from Italy from 1911 to 1942, United Kingdom and France from 1945 to 

1952; and mainly by the UN after independence. The contribution by Italian 

administration to the economic growth was mainly for improving the Italian settlers not 

for Libyans (Kilani, 1988). 

4.3.2. From 1943 to 1969 

Although Axis powers were removed from Libya in February 1943 by Allied forces, 

Italian colonies (holdings) that were seized by Allies remained an issue which needed to 

be solved before a peace treaty took place. However, there was no consensus among the 

United States, the Soviet Union, Britain and France upon the Italian Possessions and 

whether Libya should go under the United Nations (UN) trusteeship for the preparation 

to be self-governed, whereas the Soviet Union suggested separate provincial 

trusteeships for the three territories. The trusteeship charter proposed by the United 

States became effective in October 1945 followed by the signature of the peace treaty in 

1947 which included total renouncement of Italy to its colonies in Libya (Metz and 

LOC, 1989). After his return from the exile in 1944, Idris refused to settle in Cyrenaica 

until some aspects of foreign colony were removed in accordance with the treaty in 

1947 (U.S. department of state, 2012). In the meantime, Cyrenaica had a limited self-

government under King Idris I, which together with Tripolitania were administered by 

the British. Fazzan was under French military administration until December 1951 

(Golino, 1970).  

On November 21, 1949, under the supervision and advice of UN commissioner Adrian 

Pelt, a resolution was passed by the UN general assembly proposing that the state 

should become independent before January 1st, 1952. The resolution was in the 

presence of representatives of Egypt, Pakistan, France, Italy, Britain, the United States 

and four native members representing the three territories and the non-Arab Libyan 

minorities (Golino, 1970). On December the 24th 1951, Libya was declared to be an 

independent nation and it was the first ever country to achieve independence through 

the UN (U.S. department of state, 2012). The state became a monarchy under King Idris 

Al Sanussi until a military coup took a place in September the 1st, 1969 (Kribat, 2009).     

The economy of the country started a slow recovery immediately after independence. 

For instance, the national income had jumped from 15 million Libyan pounds in 1950 to 

around 52.4 million pounds in 1958. However, it was a lengthy recovery due to external 
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factors related to foreign forces, the oil exploration activities, and foreign assistance. 

Thus, the state’s economy continued to be in deficit (Kilani, 1988). Table 4.1 shows 

foreign aids during the period between independence and oil discovery. It indicates that 

external assistances had contributed to the public revenues as much as the domestic 

revenues in most of the years from 1954 to 1959.  

Table 4.1 Public Revenues and Expenditures in Libya (Libyan pounds ‘000: fiscal year 

starting April). 

Items/year 
1954/55 1955/56 1956/57 1957/58 1958/59 

Domestic revenues       

Federal Government  2,561 3,565 4,100 5,090 6,532 

Tripolitania  1,784 2,243 2,605 2,986 3,709 

Cyrenaica  726 774 932 943 1,189 

Fezzan 40 51 64 94 119 

Municipalities 438 428 446 482 500 

Total Domestic 5,549 7,601 8,147 9,595 12,049 

External assistance      

Grants from United Kingdom 3,750 3,750 4000 4,250 3,250 

Grants from United States 1,786 2,500 3,214 6,099 6,785 

Loans from United States - - - 1,250 - 

Other 105 20 20 470 1,010 

Total external 5,614 6,270 7,234 12,069 11,045 

TOTAL REVENUES 11,190 13331 15,381 21,664 23,094 

Expenditures      

Federal Government 1501 2120 2719 3589 4948 

Tripolitania 3652 3805 3992 4614 5008 

Cyrenaica 2062 2340 2646 2751 3178 

Fezzan 398 404 504 635 892 

Municipalities 431 408 452 464 500 

LARC - 2485 4038 3851 3938 

LPDSA 753 1416 1082 1127 715 

TOTAL EXPENDITURES 8797 12,978 15,433 17,031 19,179 

Surplus or deficit of revenues 

over expenditures 

+2,393 +353 -52 +4,633 +3,915 

Source: Report of International bank for reconstructions and development, the economic development of 

Libya, the Johny Hoptkins press 1960 p. 347, Cited in (Kilani, 1988). LARC and LPDSA respectively 

refer to the Libyan American Reconstruction commission and the Libyan Public development and 

Stabilisation Agency. 

According to Kilani (1988) an early attempt to improve the Libyan economic situation 

was a programme supervised by the UN and financially supported by UK, the USA and 

other nations aimed to cover the period between 1952 and 1958. Nevertheless, the lack 

of trained human resources and industrial sectors were the main factors that hindered 

the project which became out of date by 1956. 
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Libyan economic development completely changed in 1959 when significant amounts 

of petroleum were discovered. As soon as the state started producing and exporting oil, 

the deficit agriculture-based economy that was dependent on foreign aids transformed to 

have a capital surplus (St John, 2008). The following three years of petroleum discovery 

witnessed a dramatic increase of oil production and export, estimated to be more than 

ten times than in 1960. However, despite the rapid growth of the economy which 

coincided with petroleum sales, some internal as well as external issues were a source of 

concern. One was the lack of skilled human resources and the lack of administrative and 

organizational planning (Kilani, 1988). Another was the oil prices which considered, 

like most of oil-producing countries, to be undervalued and unjust (St John, 2008). 

Moreover, the increase of wealth came at the expense of agriculture production which 

was severely neglected (Metz and LOC, 1989). 

As the oil-producing process started, Libya set up its first five-year plan introduced in 

August 1963 supported by the UN for developing the economy. The 1963-1968 plan 

focused on developing certain aspects of the economic sector such as enhancing local 

production and supporting human resource development, education, health, and the 

infrastructure (Moussa, 2005). The actual expenditure from oil revenue in the plan was 

336 million (LYD) distributed among various economic sectors giving priority to Public 

works (76 million LYD), Transport and communication (70 Million LYD), Housing and 

state property (37 million LYD), Agriculture and agrarian reform (32 million LYD), 

Education (29 million LYD), Labour and social affairs (20 million LYD), Planning and 

development (18 million LYD), Industry and mineral wealth (17 million LYD), Interior 

(16 million LYD), Public health (12 million LYD), Information and culture (4 million 

LYD), Economy and trade (4 million LYD), and 1 million LYD for some other sectors 

(Kilani, 1988). However, the first plan faced some technical and administrative 

difficulties as well as the absence of expertise.  

4.3.3 The September 1969 Coup 

On September 1, 1969, a group of around 70 military officers led by a twenty-eight 

years old officer Mu’ammar Al Gaddafi seized control of Libyan state during a coup 

d’état and threw King Idris into his exile in Egypt (U.S. department of state, 2012). The 

coup, which was headed by twelve members from the signal corps, called themselves 

‘The Free Officers Movement’ started in Benghazi and completed the takeover of the 

city within two hours. Factors that contributed to the control of Tripoli and other Libyan 
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cities were the quick support of the rest of the army units, the well reception of the coup 

by young people and more importantly the lack of resistance in Cyrenaica and Fezzan. 

Within few days, the whole country was controlled by the military (Metz and LOC, 

1989). 

The so-called free officers’ movement formed the Revolutionary Command Council 

(RCC), the body of the new regime. The RCC announced the establishment of Libyan 

Arab Republic and started seeking recognition worldwide as it promised to protect 

foreign properties and lives as well as any existing treaties and agreements. As a 

consequence, diplomatic recognitions were easily and quickly gained such as the 

recognition of the United States which was extended five days after the coup (Kribat, 

2009; Metz and LOC, 1989).   

The prime minister who was appointed to form the first Libyan ministry in 1954 and 

was in the centre of the events, Mustafa Ben Halim, presented four factors that caused 

the collapse of the monarchy (2003): First and foremost, the corruption of King Idris’s 

entourage and the reason behind that was his illness and weakness due to his age. In this 

regard, it is important to mention that the King considered the kingdom as a heavy duty 

and huge responsibility that he wished to give up. He never enjoyed governing the 

country as he knew he would be held accountable in front Allah (SWT). This may 

explain why he lived an abstinent life to the extent that the Egyptian government had to 

support him and his family financially in their exile. Instead, the King had the intention 

to reform the country’s regime. For example, in addition to his efforts that resulted in 

the independence of the country, few attempts to change from the Monarchy 

governance system to Republic took place between 1954 and 1964.  The second was the 

neglect and indifference among people in charge of the military at that time. Several 

incidents were recorded to the military top leaders warning that there would be a coup 

and the zero-hour attack was very near. However, it was never taken seriously. Some 

other factors were also involved such as the country's political instability, and the 

conflicts between the military leaders. These factors led to a sudden resignation for 

King Idris which facilitated seizing the power by the RCC group.  

The twenty-eight year old Captain Muammar Al Gaddafi was promoted by RCC to 

colonel and emerged as the Chief Commander of Armed Forces and de facto head of the 

state (Ben Halim, 2003). The formation of the new political system that lasted for more 

than four decades started with the introduction of the Libyan Republic. In April 1972, 
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the government claimed that the power was handed to the Libyan people and the state 

became a socialist state. Later on, in 1977, Libya was claimed to become a State of the 

Masses or ‘Jamahiriya’ and the official name was changed to The Socialist People’s 

Libyan Arab Jamahiriya (Ahmed, 2004). The official name was changed again in 1986 

where the word ‘great’ was added to be The Great Socialist People’s Libyan Arab 

Jamahiriya. The establishment of the Libyan Jamahiriya was in accordance with the 

‘Green Book’ written by Al Gaddafi and claimed to be the Third Universal Theory. As 

a consequence of applying such a theory, the RCC was replaced by General People’s 

Congress (GPC) or the highest legislative authority in the state (Kribat, 2009). A 

General People’s Committee was also appointed with its secretaries’ members to 

replace the Council of Ministries.  However, the GPC created the General Secretariat 

from the defunct RCC and appointed Gaddafi as the general secretary. In fact, 

throughout the period of Jamahiriya, the GPC had no real authority as the country was 

governed by the defunct RCC with a Gaddafi as a soul decision maker (Metz and LOC, 

1989).            

 The second five-year plan for Libyan economic development was introduced in May 

1967 for the period from 1969 to 1974. Its main purpose was to complete the unfinished 

projects from the previous plan as well as to focus on industry development and oil 

production and refinement. However, the new programme was renounced by the new 

government in 1969. Annual economic development plans took place between 1970 and 

1973 (Kilani, 1988). A substantial change in the management and administration of the 

government sectors following 1969 led, in turn, to the formulation of the overall 

economic development plan. Socialism, the economic theory that was adopted by the 

CCR, claimed to call for ' unity, freedom and socialism'. As a result, all Libyan 

companies, banks and private sectors were nationalised. Table 4.2 shows how much the 

public sector was supported at the expense of the private.  

Table 4.2 Comparison of Public and Private Sector Investment 1970 – 1997 (%) 

Period 
Public  Private 

1970 - 1972 69.1 30.9 

1973 – 1975 79.1 20.9 

1976 – 1980 87.2 12.8 

1981 – 1985 91.7 8.3 

1986 – 1990 90.2 9.8 

1991 – 1997 75.4 24.6 

                                                            Source: (Niblock, 2001). 
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The third plan for developing the economy was introduced in 1973 for the period 

between 1973 and 1975 and was regarded as the first post-coup plan. The estimated 

expenditure for the plan was around 1.965 million LYD. More attention was given to 

particular economic activities. For instance, the biggest fund was allocated to 

Ownership of houses (18.4%); then Agriculture, forestry and fisheries (16%); 

Electricity and water (13.1); Transport, storage and communications (12.9%); 

Manufacturing industries (11.8%); Public services and Educational services (less than 

10% each); and the rest of sectors (less than 8% all together). The real expenditure by 

1975 rocketed to 2.6 billion LYD (Fathaly & Abusedra, 1980, p. 229). 

Another five-year Economic and Social transformation plan took place between 1976 

and 1980. It was aimed to pump 1.17 billion LYD targeting an annual increase of 10.5% 

in Gross National Income (GNP) and an increase of 26% of industrial production. In 

this plan, more emphasis was given to the Agriculture sector sharing 17.5% and 

Industry and mineral wealth with 15.3%. The increase of the expenditure on the 

economic plans proves the dramatic growth of the oil revenues between 1970 and 1979 

as it jumped from 482.6 million LYD in 1970 to 3,848.7 million LYD). However, the 

plan was designed to depend on the non-oil economic sectors such as the agricultural 

and industrial sectors (Fathaly & Abusedra, 1980; Lawless & Findlay, 1984). 

By the end of 1980 year, Libyan oil revenues recorded its highest value since 1970. 

However, the overall economy of the country was adversely affected when oil prices 

started to fall and the oil market was glutted (Moussa, 2005). Those revenues had fallen 

to their lowest level since the first Organization of Petroleum Exporting Countries 

(OPEC) price crisis in 1973. This fall in oil revenues, which constituted over 57% of the 

total Gross Domestic Product (GDP) in 1980 and from which, in some years, the 

government had derived over 80% of its revenue, caused a sharp contraction in the 

Libyan economy. Real GDP fell by over 14% between 1980 and 1981 and continued to 

decline in late 1986 to reach 20% during 1984 to 1986 (Butler, 1999; Encyclopedia of 

the Nations, 2012). Thus, in the early 1980s development plan, none-oil sectors were in 

a real challenge as government revenues declined and the 1970s phase of easy money 

had just withdrawn. A new development plan was put into practice in 1981 for another 

five years. The plan targeted an overall growth of non-oil activities at an annual rate of 

10.3%, with more emphasis on industrialization and infrastructure (Moussa, 2005).  
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The period between 1981 and 2003 was characterized by the USA sanction and the UN 

embargo. This, in turn, is claimed to have had serious economic and social impacts on 

the country.  For instance, Habara (2009) argues that the GDP had reached its highest 

negative level with around 17% in the 1980’s. However, there is a conflict in the 

literature in regard to the impact of such sanctions on the economic development in 

Libya as oil production was maintained by European companies.  The total cost of 

sanctions was estimated by the World Bank as much as 18 billion USD, mainly as a 

consequence of underinvestment in oil (Economist, 1999).  A Libyan official 

assessment, however, published by the Libyan secretariat for foreign liaison in 1998 

estimated the cost at about 24 billion USD. The main sectors affected by the sanction, 

according to an Arab League in the middle of the 1998, were the energy sector (5 billion 

USD), the commercial sector (5.8 billion USD), the industrial sector (5.1 billion USD), 

the transportation and communication sector (2.5 billion USD), and the agriculture 

sector with around 337 million USD ( Hong, 2005). 

Another three distinguishing characteristics that made such period politically and 

economically unique were the nationalization of private sectors, the US aircraft 

bombing over Scotland, and the project of the so-called Great Man Made River. The 

idea of nationalization started after the 1969 coup. Nevertheless, the real start was in 

late 1978 and the beginning of 1979 when workers took over the most of private 

companies. By March 1981, all individual shops and their licences were cancelled and 

retail activities replaced by state-administrated supermarkets. In addition, Gaddafi’s 

regime was internationally accused of bombing the Pan Am 103 aircraft in 1988 over 

Lockerbie, Scotland. Such accusation led to further sanctions and ended up with a 

payment of around 3 billion USD by Libya to the families of victims (Hong, 2005). The 

third was a project introduced by Gaddafi in early 1980s to purify and pump 

groundwater from desert using huge pipelines to the populated areas at a cost of nearly 

33 billion USD (Picow, 2011). Nevertheless, the project was not fruitful due to some 

reasons mentioned in one of the following paragraphs. 

After nearly two decades of international sanctions, the period between 2003 and 

February 2011 witnessed significant attempts to reform the Libyan economy. One was 

the government admission of the failure of public sector and the state-administrated 

enterprises and the intention to privatize the state sectors in addition to the oil industry. 

The key challenge, however, was the rapid growth of workforce which generated a high 
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rate of unemployment of 30% due to the absence of private sector. Ordu et al. (2011, p 

9) list some major steps towards the economic reform as follows: 

 Creation of the Tripoli stock market in March 2007, meant in part to speed along the 

privatization of public companies. 

 Creation of more streamlined banking system, with the privatization of banking system 

and foreign investment as a majority stake holder starting in 2007 (Sahara Bank). 

 Reduction of the minimum investment threshold from 50 million USD to 1 million USD 

in 2006. 

 Creation of the Libyan Investment Authority as the country’s sovereign wealth fund. 

 In August 2009 the creation of Privatization and Investment Board, meant to establish a 

one-stop shop to streamline business license applications, and to instil greater investor 

confidence. 

 New income tax flat rates of 10 and 20% for individuals and corporations in January 

2010. 

 Creation of an Export Promotion Centre to boost trade, and to boost agriculture, light 

manufacturing and under-promoted sectors. 

 The establishment of a centralized export centre at the Tunisian border to help market 

Libyan products in regional markets. 

 Legislation that would push forward attempts to have the Tripoli airport and free zones 

on the coast act as regional hubs. 

 Legislation in support of tourist projects around Cyrene and other archaeological sites. 

 4.3.4 The 17
th

 of February 2011 uprising 

The beginning of the year 2011 has witnessed the commencement of the Arab uprising 

which known later as the Arab spring. Libya was no exception where protests started in 

Benghazi in the middle of February, followed by other Libyan cities, calling for the end 

of corruption, improvement of living conditions, applying democracy and respecting 

human rights. It turned, however, to calling for the end of Gaddafi's regime. In February 

the 26th, the Security Council took some necessary actions towards protecting civilians 

including no-fly-zone, an authorization to members for limited military actions, and 

freezing the Libyan foreign assets (United Nations, 2012). The country liberation was 

announced by the national transitional council on the 23rd of October 2011 after the 

military forces of Gaddafi were defeated. 



78 

 

Hydrocarbons have always been and remain the main source of the Libyan economy 

representing around 65% of GDP around 95% of exports and about 80% of government 

revenue (Evans, 2012). The country also holds around 3.5% of the world’s crude oil 

reserves. Just before the revolution, the output of the state’s crude oil and natural gas 

per day were 1.77 million and 0.2 million barrels respectively (Chami et al., 2012). The 

2011 revolution had a devastating effect on the state economy. During the events, 

international oil companies evacuated workers and their infrastructure and facilities 

were severally damaged which led to a complete stop of oil production and export. The 

non-hydrocarbons activities were also adversely affected due to the destruction of 

infrastructure and the weakness occurred in the banking system. As a consequence, the 

whole state economy dropped from growing 2.9% in 2010 to negative 41.8% in 2011. 

Table 4.3 carries some of macroeconomic indicators for the years 2010 to 2013.  

Table 4.3 Macroeconomic Indicators for the period 2010 - 2013 (%) 

Indicator/Year  
2010 2011 2012 2013 

Real GDP growth 2.9 -41.8 20.1 9.5 

Real GDP per capita growth 1.4 -42.8 19.4 8.9 

CPI inflation 2.5 11.4 6 5.1 

Budget balance % GDP 8.7 -17.1 13.6 12.2 

Current account % GDP 11.4 -6 15.8 13.1 

Oil production (millions of barrels per day) 1.77 0.51 1.35 -    - 

Sources: African Economic Outlook, 2012, p 3; Chami et al., 2012, p 4; and estimates of International 

Monetary Fund and Libyan authorities.  

The economic situation in Libya had a significant impact not only on Libya but the 

whole region and global. Prior to the uprising, the Libyan oil production was estimated 

as 2% of the global exports. The events, however, caused a temporary shortage in the 

international oil market. In addition, around 1.5 million foreign workers from 

neighbouring countries, most of them from Egypt, Sudan and Tunisia, were evacuated 

to their original countries. This raised the level of unemployment in these countries. 

Tourism and foreign investment were adversely affected as well (Chami et al., 2012).      

Although the 2011 events had a devastating influence on the overall economy, it was 

already vulnerable to such shocks.  An evaluation of Libyan economy during the last 

century shows that although the state went through a dramatic transformation mostly 

because of oil discovery during 1950s, comparison cannot be made with other Arab oil-

producing peers such as The United Arab Emirates and Saudi Arabia in terms of  

economic development and social welfare. It can be admitted that the Libyan economic 
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case has been and remains unique due to a long history of political turmoils that 

worsened the economic situation and held the country back from development. The 

long-term application of socialism hindered any chances for improving the economy’s 

private sectors. The so-called theory of ‘Green Book’, with its political, economic and 

social myths, had fully opened doors for corruptions. For example, according to the 

statement of such book about land ‘the private property of none’, and the other about 

the house ownership ‘the house belongs to those who inhabit it’, hundreds of properties 

were seized by the regime.  

Similarly, under the idea of nationalism, a number of private enterprises were violated 

and forcibly taken during the last decades of the twentieth century. In addition, the 

mismanagement of Libyan international relations led to sanctions imposed by the UN 

and USA which had a severe impact on the overall economic status and led to massive 

compensations taken from the state budget. Another important issue that burdened the 

economy was the unsuccessful project of the Great Man Made River. As mentioned 

early in this chapter, as soon as the idea of the river was introduced, the adoption of the 

project by the whole economy was made accordingly. For instance, financing the 

project came directly from the state treasury and at the expense of important budgets of 

other public sectors such as education and health which were reduced. A new type of 

tax was also applied upon all types of taxable income and issuing licences and passports 

(Arafat, 2011).    

Despite serious difficulties that faced the economy in 2011, international figures and 

trends show some recovery as the security situation is improving (Chami et al., 2012). 

Some economic issues were already solved such as liquidity and the high demand on 

fuel. For the purpose of easing the level of inflation, the Central Bank was taking a set 

of necessary steps including selling foreign currencies such as the EURO and the USD 

to withdraw Libyan currency injected to the market during the uprising. This leads to 

the importance of studying and analysing the banking system in Libya. 

4.4. Libyan banking system 

The banking sector is an important component that contributes, among other sectors, to 

the overall economy and social welfare of a country. Similar to other financial 

institutions, banks are financial intermediaries between depositors and investors. 

However, there are some features that distinguish banks from other financial 
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institutions. For example, unlike other financial firms, assets of banks represent deposits 

of individuals and companies. Using these deposits, banks create liabilities which could 

be transferred between organizations adding to their ability of creating sources of funds 

from other financial institutions in the form of loans and credit facilities (Habara, 2009). 

Thus, it is important, for the purpose of evaluating a banking system, to understand the 

history and structure of such system.   

4.4.1 The history of Libyan banks      

The existence of a well-established banking system is always preceded by a number of 

factors such as availability of capital, income increase, education improvement, 

availability of trained staff, and more importantly political stability in a country. 

Nevertheless, it is hard to say that a combination of such factors existed in the Libyan 

case especially during the period of the Ottoman Empire rule and Italian colony in 

Libya. The history of Libyan banks could be divided into several important stages as 

follows: 

I. The period of Ottoman Empire rule and Italian colonization  

The last years of Ottoman ruling in Libya witnessed a slight improvement of the overall 

economic situation. The establishment of first Libyan bank was in 1868 was known as 

an agriculture bank in Benghazi followed by a branch which was opened in Tripoli in 

1901. The Ottoman Bank was established in Tripoli in 1906 and later introduced a 

branch in Benghazi in 1911. Italian banks such as Roma Bank (Banca di Roma) entered 

the Libyan market opening two branches in Tripoli and Benghazi, even before the 

colony started in 1907, followed by a branch in Derna in 1912. Some other banks 

opened up in the capital city in 1913 during the occupation such as Napoli Bank (Banco 

di Napoli) and Sicilia Bank (Banco di Sicilia) (Elnaas 1971; Habara, 2009).   However, 

those banks neither contributed to the economic development nor to the social welfare, 

because their vision was to serve the Italian residents and military that had the control 

over economic and social activities. 

II. Banking activities in the period from 1940 to 1954 

Libya suffered political and economic instability after the World War II as a direct 

consequence of being in a war zone that had an impact on the country’s economic 

situation in general and the banking sector principally.  The operations of Italian banks 

were disrupted by the war. Barclays bank, which entered the country with the English 
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military in 1943, was the only bank operating until the beginning of 1951. Its activities 

were limited to accepting deposits without any interest and giving small loans that did 

not help much the collapsing agriculture and other economic sectors. However, 

Barclays bank continued dominating the market as it held the accounts of the 

Government and governmental bodies for long time. Italian banking law continued to be 

in practise under the protocol number 1400 issued in July 15th 1937 until it was 

replaced by the regulation number 1211 which was issued by the military administration 

in Tripoli in 1950 (Elnaas, 1971).  

III. Banking activities in the period from 1955 to 1962 

During the years followed the independence of Libya, an international commission 

acted as a currency issuer. As a consequence, different currencies used in different parts 

of the country were replaced by a new Libyan currency. The Libyan National Bank 

(LNB) was the first ever Libyan bank established in 1956 in accordance with the 

legislation of 1955 which was amended in 1958 to act in lieu of the commission to 

partially function as a central bank (Butler, 1999). The bank, however, faced many 

difficulties in the early years of operation. These included the lack of legal authorization 

as a central bank, the lack of coordination between the state governments and the 

federal government, all commercial banks operating in the country at that time were 

branches of foreign banks under the control and supervision of their headquarters 

outside Libya, and the absence of financial market as a tool to be used to impose fiscal 

policies. In addition, very few monetary policy tools were available to the bank 

including the control of rediscount rate and liquidity pursuant to banking legislation 

imposed in 1958  (Central Bank of Libya, 2010). 

IV. Banking activities in the period from 1963 to 1993 

Under circumstances of the previous phase, it was crucial for the banking sector to pass 

a new resolution No. 4 of 1963 which gave the LNB, which became the Central Bank, 

more capability to implement its monetary policies. According to the Central Bank of 

Libya (2010), these policies included: (i) Introducing compulsory reserve requirements 

on commercial banks from 10% to 40% on current deposits and from 5% to 20% on 

fixed deposits savings. (ii) Such resolution allowed the Central Bank to diversify cash 

cover in the form of gold bullion, coins, convertible bonds, and local and foreign 

Treasury Bills. (iii) It authorized the bank to define types of liquid assets. (iv) It 
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authorized the bank to determine the interest rate on deposit and credit accounts. (v) It 

enhanced the power of monitoring and managing the money and evaluating the 

movement of capital inside and outside the country. (vi) It authorized the Central bank 

to regulate and supervise the activities of commercial banks. In addition, commercial 

banks were required by the new Central Bank to maintain liquidity ratios and reserves 

to meet the demand on customer deposits (Butler, 1999). As an implementation of such 

policies, further actions in terms of banking ownership were taken. For example, in the 

following year of the new resolution, 51%of Banco di Sicilia was acquired by Sahara 

Bank while 29% was owned by bank of America and the rest remained with Banco di 

Sicilia. In the same year, Real Estate Bank of Tunisia and Algeria was replaced by the 

African Bank. The Commercial Bank was established sharing 51% of its capital with 

the Eastern Bank. In 1967, Bank of Misr was replaced by the bank of Al Nahda Al 

Arabia ( Habara, 2009). 

As the military coup took the power of the government in 1969, a number of regulations 

occurred with regard to the banking activates such as the issuance of resolution 1969 

that foreign banks to be nationalized; the resolution No. 153 of 1970 that commercial 

banks to be reorganized and nationalized; then the resolution No. 63 in 1971 for 

amending some acts of the Banking resolution No. 4 of 1963 (Central Bank of Libya, 

2010). Thus, the government owned 100 percent of four banks.  The Italian Banco di 

Roma Bank became Al Umma Bank, The English Barclays Bank was replaced by 

Jomhouria Bank, Al Arabi bank was changed to Al Uroba Bank, Banco di Napoli 

became Al Estiklal Bank, and Al Wahda Bank was also formed in 1970 succession to 

other banks (Butler, 1999). The implementation of these resolutions led to the existence 

of five commercial banks, three of which were fully owned by the state.  

In addition to the five state-owned commercial banks, the Libyan agriculture bank was 

established in 1957 and continued its operations providing loans for farmers. It had also 

some operations providing the community with medium-term loans for purchasing 

agricultural machines and materials as well as long-term loans for reclaiming lands and 

irrigating farms. It also subsidized the crops through buying the products from farmers 

with a guaranteed profit and selling them to suppliers at a discounted price. The bank 

had a good reputation as most of its loans were repaid on time (Butler, 1999).  

Libya was home to other banks such as the Industrial and Real Estate Bank, the Libyan 

Arab Foreign Investment Company (LAFICO), and the Libyan Arab Foreign Bank 
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(LAFB). The Industrial and Real Estate Bank’s job was to fund the industrial sector as 

well as provide individuals with loans for housing. LAFICO was established in 1972 to 

provide services in both inside and outside the country including industry, commerce, 

housing and tourism. The LAFB was established under the Central Bank but it was not 

subject to its regulation and control. Its main objectives were to serve financial and 

banking operations of the government outside the country and to build up financial 

relations with neighbouring countries (Butler, 1999).      

In the period from 1961 up to 1980 the rediscount rate remained as 5%. During that 

time, the Central Bank introduced the so-called refinancing economic and social 

development projects through commercial banks. Interestingly, in 1975, the government 

announced the interest to be prohibited and banned in any type of banking transactions. 

This declaration did not include commissions for services provided by banks which 

remained legal. Practically, Libyan banks continued to charge interest on loans and 

deposits (Central Bank of Libya, 2010; Butler, 1999).  The Banking sector was not an 

exception from the adverse impact that international sanctions caused to the overall 

economy during the nineties of the last century.   

V. Banking activities in the period from 1994 to 2003 

The overall economic situation in Libya witnessed some important withdraws in the 

period prior to 1993. This included the sole dependence of state on oil sources, the high 

rate of imports compared to exports, the dominance of the public sector that led to 

weakness in the private sector, the variety of exchange rates, the absence of a stock 

market, lack of quality and efficiency in terms of economic and finance techniques 

used, inefficiency in the administration in general and human resources specifically, 

lack of comprehensive regulatory and legal economic and monetary frameworks,  dual 

role of the Central Bank of Libya as a supervisor and owner of commercial banks at the 

same time, the absence of an interbank market, and the presence of strong restrictions 

on the operations of current accounts (Central Bank of Libya, 2010). Therefore, 

immediate actions were required to enhance the capability of absorbing such weakness 

in banking system. 

Important steps were taken by the monitoring authority such as the issuance of 

legislation No. 1 in 1993 that permitted the introduction of local and private banks as 

well as the permission for foreign banks to entre Libyan market. In addition, the 
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adoption of a commercial exchange rate in 1994 was replaced by a ‘declared exchange 

rate’ issued in 1999 for the purpose of adjusting the exchange rate to reach the real 

value of LYD that suits the economy and reflects real market price with no quantity 

limits. Moreover, during the period from 1999 to 2001, the value of LYD was gradually 

increased with periods of decrease sometimes. Thus, the LYD fluctuated between 3.34 

USD in 1999 and 1.55 USD in 2001. The exchange rate was re-adopted in 2002 when 

the LYD reached 1.3 USD (Central Bank of Libya, 2010). It can be said that there was a 

development in the performance of Libyan banks, specifically in terms of sources and 

uses of fund. Table 4.4 indicates such development.  

Table 4.4 Development of sources and use of funds for Libyan banks 

1993 - 2003 (Million LYD). 

Year Capital and reserves Deposits Loans 

1993 391.2 4301.8 3710.2 

1994 405.2 5035.9 3986.1 

1995 411.9 5503.1 4281.5 

1996 491.3 5879.0 3915.0 

1997 551.9 6039.6 4165.9 

1998 604.6 6554.3 4530.2 

1999 518.5 7081.2 5203.6 

2000 564.1 7434.1 5584.0 

2001 730.0 8051.8 6057.6 

2002 764.7 8335.6 6357.8 

2003 793.9 9182.4 6775.1 

     Source: Central Bank of Libya, 2010 p. 13 

VI. Banking activities in the period from 2004 to 2010 

Although general features of the state economy did not change in this period, there were 

improvements in most of economic sectors including the banking system. Such 

improvements represented the acceptance of the private sector and the support of the 

movement towards privatizing public sectors. A set of legislations and regulations were 

issued allowing individuals and joint companies to participate in various economic 

activities such as trade, industry, business, construction and services. Banking 

legislation No. 1 was issued in 2005 to emphasize independence of the Central Bank 

and its role in implementing fiscal and monetary policy. The legislation gave the Board 

of Directors of the Central Bank more authority regarding the issuance of cash, the 
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organization of foreign exchange operations, bank supervision, and management of 

monetary and credit policies. The bank was also given the authority to sign 

administrative penalties against banks breaching such law (Central Bank of Libya, 

2005).  The rediscount rate was amended in 2004 for the first time since 1963. It was 

decreased from 5% to 3% due to the new monetary policy. However, the rate was 

changed few times from 2004 to 2010. Table 4.5 shows the change of rediscount rate 

over time. 

  Table 4.5 The change of rediscount rate 2004 – 2010 

Amendment Date  
2004 2008/5 2009/4 2009/9 

Rediscount rate (%) 4.0 5.0 4.0 3.0 

Source: (Central Bank of Libya, 2010 p. 16).       

The legislation also tackled the importance of increasing public banks’ capital and 

overseeing potential mergers whenever necessary. This motivated two of the key 

commercial banks to merge the Al Umma and Al Jumhouria Banks. The Board of 

Directors of the Central Bank gave the permission through the legislations No. 74 in 

2007 and No 8 in 2008 to be combined under the name of Al Jumhouria Bank. 

Practically, the new bank started in the second quarter of 2008 with a total capital of 11 

Billion LYD, 146 branches and agencies, and 5807 workers. This gave the bank a new 

rank as the second largest bank in Libya after LAFB and one of the biggest ten banks in 

North Africa (Jumhouria Bank, 2012).  

Another important point raised by the 2005 legislation was mentioned in the article No 

16/09 which states that a permission is given to establish new commercial, specialised, 

financial, and investment banks. The statement would have opened up ways to 

introduce the idea of Islamic banking. However, for reasons which will be mentioned in 

the Islamic banking section in this chapter, Islamic banking system was not introduced. 

Despite the changing legislations over time, Libyan banking performance improved 

during the period between 2003 and 2010. For example, commercial bank assets 

reached 65.4 billion LYD in 2010 compared with 14.5 million LYD in 2003. Table 4.6 

reflects such improvement.  
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Table 4.6 Baking performance trends 2004 – 2010 (%) 

Items/ Year                                                                   
2004 2005 2006 2007 2008 2009 2010 

Regulatory capital to risk-

Weighted assets 

10.4 10.9 11.6 11.8 12.2 14.5 17.3 

Nonperforming loans to gross 

loans 

35.5 31.7 26.1 26.2 22.5 17.0 17.2 

Return on assets 0.4 0.5 0.5 0.5 0.6 1.3 1.0 

Return on equity 6.8 8.6 9.9 10.2 13.6 23.7 15.0 

Liquid assets to total assets 49.8 59.8 60.2 68.0 73.4 74.1 74.3 

Loan provisions to 

nonperforming loans 

51.8 61.1 65.8 59.6 71.0 88.7 85.0 

Source: (Chami et al., 2012 p. 8).    

VII. Banking activities since 2011 

Although the revolution of 2011 that started on February the 17th had a devastating 

impact on the state economy and banking activities in particular, trends show that the 

economic and banking system is recovering well. Strong economic sanctions were 

imposed by the UN Security Council on Libya following the reaction of Gaddafi’s 

regime against Libyans demonstrating in the streets. On 26 February 2011, the Security 

Council adopted resolution No. 1970 (2011) through a Security Council Committee 

(SCC) that stated: 

...all Member States (of the United Nations) shall freeze without delay all funds, other 

financial assets and economic resources which are on their territories, which are owned 

or controlled, directly or indirectly, by the individuals or entities listed in annex II of 

this resolution or designated by the Committee, or by individuals or entities acting on 

their behalf or at their direction, or by entities owned or controlled by them, and 

decides further that all Member States shall ensure that any funds, financial assets or 

economic resources are prevented from being made available by their nationals or by 

any individuals or entities within their territories, to or for the benefit of the individuals 

or entities listed in ... this resolution or individuals designated by the Committee 

(United Nations Security Council, 2012, p.1). 

Freezing Libyan regime’s assets by all means was an introduction to freezing financial 

assets of the important institutions. On 17 of Marsh 2011 the council modified the 

previous resolution by issuing paragraph 19 of resolution 1973 (2011). The committee 

decided:  
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 ...further that all States shall ensure that any funds, financial assets or economic 

resources are prevented from being made available by their nationals of by any 

individuals or entities within their territories, to or for the benefit of the Libyan 

authorities, as designated by the Committee, or individuals or entities acting on their 

behalf or at their direction, or entities owned or controlled by them, as designated by 

the Committee, and directs the Committee to designate such Libyan authorities, 

individuals, or entities within 30 days of the date of the adoption of this resolution and 

as appropriate thereafter (United Nations Security Council, 2012 p 2).  

The resolution targeted the main Libyan financial entities such as the Central Bank of 

Libya, the Libyan Arab Foreign Bank (LAFB), the Libyan Investment Authority (LIA), 

and the Libyan Africa Investment Portfolio (LAIP). Frozen funds and financial assets 

were estimated at $150 billion USD (Liberto, 2011).  As a result of lacking access to its 

foreign funds, the Central Bank of Libya lost its ability of selling foreign exchange. The 

value of Libyan LYD fell to reach half of its official value at 1 LYD = 0.5175 of Special 

Drawing Rights SDRs, which was the lowest exchange rate since the 14th of June 2003.  

Adding to the external restrictions, the Central Bank of Libya suffered liquidity shortage 

due to the government excessive borrowing and massive drawdown of deposits from it. 

Moreover, monetizing the budget deficit led to a sharp increase of money supply which, 

in turn, doubled the currency in circulation to reach 15.4 billion LYD by the end of 

2011 compared with 7.5 billion LYD by the end of 2010 (Chami et al., 2012). Demand 

on cash increased causing liquidity shortages in the whole banking system. This led to 

restrictions on cash drawing applied by the Central Bank. The situation varied between 

banks and cities with some branches permitting a limit of as little as 100 LYD a month. 

A massive demand on cash from Libyan commercial banks followed those resolutions 

as customers lost confidence in the financial sector. Cash flowed out of the banking 

system as result. 

On 16 of December 2011 the Central Bank of Libya and LAFB were removed from the 

list of entities targeted by the  Security Council Committee (SCC) and therefore no 

longer subject to the fund freeze (United Nations Security Council, 2012). Some of the 

UN state members started to unfreeze Libyan financial assets such as the U.S.A, U.K., 

and France. Releasing Libya’s frozen assets helped the Central Bank provide foreign 

exchange to the banking system which relieved the high demand on Libyan cash. The 

administration of the Central Bank is currently working on some improvements. A new, 
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first-ever, electronic clearing system is being introduced to facilitate the exchange of 

financial transactions in the banking system. The Central Bank is also encouraging 

banks to move forward to use none-cash transactions such as MasterCard and Visa Card 

(Zammit, 2012). This comes along with a pressure from customers, staff of banks, and 

the society to introduce the Shariah-compliant financial activities represented in Islamic 

banking products and services. 

4.4.2 The Structure of Libyan Banking System 

Libyan banking system consists of the Central Bank, the institution responsible for 

regulating and supervising other banks as well as issuing monetary policies in the state, 

a number of public and private commercial banks, mixed-ownership banks, a number of 

specialised banks, the Libyan Arab Foreign Bank (LAFB), and a number of 

representative offices of foreign banks.  As of 2009, the Central Bank controls 21 banks, 

16 of which are commercial, 25 representative offices of foreign banks with a total 

number of 482 branches (Central Bank of Libya, 2010). 

I. The Central Bank of Libya 

The Central Bank of Libya is a 100% state-owned bank that was first established in 

1955 as the National Bank of Libya. The real operations of the Central Bank started on 

1st of April 1956 in lieu of the international commission whose functions were confined 

to maintain Sterling assets against the local currency not for regulation and supervision. 

The objectives of the bank now are to insure monetary stability and economic growth in 

accordance with the overall economic policy in the country. Functions of the Central 

Bank have grown over time to include: (I) Issuing and regulating banknotes and coins in 

Libya. (II) Maintaining and stabilizing the Libyan currency internally and externally. 

(III) Maintaining and managing the official reserves of gold and foreign exchange. (IV) 

Regulating the quantity, quality and cost of credit to meet the requirements of economic 

growth and monetary ability. (V) Taking appropriate measures to deal with foreign and 

local economic and financial problems. (VI) Acting as a banker to the Commercial 

banks. (VII) Supervising Commercial banks to ensure the soundness of their financial 

positions and to protect the rights of depositors and shareholders. (VIII) Acting as a 

banker and fiscal agent to the state and public entities. (IX) Advising the state on the 

formulation and implementation of financial and economic policy. (X) Supervising 

foreign exchange. (XI) Carrying out any other functions or transactions normally 
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performed by central banks, as well as any tasks charged to it under the  Law of banking 

and currency and credit or any international  convention to which the state is a  party. 

(XII) Managing and issuing all state loans (Central Bank of Libya, 2012).  

As mentioned in the banking history section, banking legislation No. 1 was issued in 

2005 to emphasize the independence of the Central Bank and its role of drawing the 

fiscal and monetary policy. The legislation gave the Board of Directors of the Central 

Bank more authority regarding issuing cash, organizing foreign exchange operations, 

bank supervision, and management of monetary and credit policies. The bank was also 

given the authority to sign administrative penalties against banks breaching such law 

(Central Bank of Libya, 2005). The location of the bank headquarters is in the Tripoli, 

the Capital city. To facilitate the communications between the bank and other banks, 

few branches of the bank were located far from the headquarters: one in Benghazi, the 

second in Sirte, and the third in Sebha (Central Bank of Libya, 2012). 

II. Commercial Banks  

The Commercial banking system in Libya consists of sixteen banks. There are 5 public 

banks (became 4 after the merging of two banks), three of which are entirely owned by 

the state while the rest have foreign participation in their capital. The public commercial 

banks are the largest banks in the entire system dominating around 90% of deposits in 

the Libyan banking sector. The private commercial banking sector consists of (8) banks 

with 49% participation of foreign banks. The remained two banks are shared between 

Libya and other Gulf countries (The United Arab Emirates and Qatar), where 51% of 

each owned by Libya and 49% by these countries (Masarif, 2012). Figure 4.1 shows the 

structure of Libyan Commercial Banks. 
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Figure 4.1 The structure of Libyan Commercial Banks 

  

 

 

                    

 

 

 

       

  

       

      

 

 

  

 

 

 

Source: Central Bank of Libya, 2010 & 2012.  

It should be mentioned that data with respect to the Libyan banking system is changing 

rapidly. For instance, the number of commercial banks in Libya had sharply declined 

from 57 banks in 2005 to only 16 banks in 2009 (Central Bank of Libya, 2010).  Article 

No. 65 of the banking legislation No. 1 in 2005 defines a commercial bank and specifies 

its functions as: Any company that ordinarily accepts deposits in current demand 

accounts, grants loans and credit facilities, and engages in other such banking activities. 

The activities that commercial banks should engage in are: (I) Cashing checks made out 

to and by customers. (II) Services relating to documentary credits, documents for 

collection, and letters of credit. (III) Issuance and management of instruments of 

payment including monetary drawings, financial transfers, payment and credit cards, 

traveller’s checks, etc. (IV) Sale and purchase transactions involving monetary market 

instruments and capital market instruments to the credit of the bank or its customers. 

(V) The purchase and sale of debt, with or without the right of recourse. (VI) Lease 

financing operations. (VII) Foreign exchange transactions in spot and forward exchange 

markets. (VIII) The management, coverage, distribution, and transaction of banknote 
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issues. (IX) The provision of investment and other services for investment portfolios, 

and the provision of investment trustee services, including the management and 

investment of funds for a third party. (X) Management and safekeeping of securities and 

valuables. (XI) Provision of trustee or financial investor services. (XII) Any other 

banking activities approved by the Central Bank of Libya (Central Bank of Libya, 2005 

p. 23). Article 77 of the legislation, however, prohibits commercial banks from 

engaging in some activities such as commercial agencies activities, which means 

prohibiting Islamic banking activities.  

III. Libyan Foreign Bank (LFB) 

Libyan Foreign Bank was established in accordance with the legislation No. 18 of 1972 

as a Libyan Joint Stock Company with a 20 million LYD (equivalent to 67.4 million 

USD at that time). The objectives of the bank are to maintain overseas investments in 

banking and any other related activities as well as foreign account matters. It also deals 

with local commercial banks’ related activities in the line with commandments of the 

Central Bank. In 2010, its capital reached 3 billion USD with 8.7 billion USD as an 

authorised capital. LFB activities and investments have spread in 28 countries in most 

of the world’s continents and include 45 institutions (Libyan Foreign Bank, 2012).  

IV. Specialised Banks 

Specialised banks are those banks which were set up for specific activities other than the 

normal activities of commercial banks. Banking legislation No. 1 of 2005 defines a 

specialised bank as the one whose main function is to grant funds for purposes other 

than accepting demand deposits. Instead, their activities are directed to special 

economic activities (Central Bank of Libya, 2005). According to such definition, four 

different specialised banks were established in Libya, which are: Agriculture Bank, 

Savings and Real Estate Investment Bank, Development Bank, and Al Refi Bank. 

The Agriculture Bank was first established in 1868 in Benghazi followed by a branch 

opened in Tripoli in 1901. The Agriculture Bank operating in Libya now was 

established in 1955 and began its operations in 1957 with a total capital of 1 million 

LYD. Its activities were organised according to legislation No. 133 of 1970 that was 

amended in 1989. The bank is a member of some regional organizations and unions in 

Lebanon, Tunisia, Jordan, Switzerland, Italy, Sudan and Kuwait. The bank’s network 

consists of 38 branches and 8 offices distributed in most agricultural and pastoral areas. 
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The capital of the bank was around 56 million LYD by the end of 1990. Nevertheless, 

decisions made by the Ministry (previously called the General People's Congress) to 

increase its capital resulted in allocating 200 million LYD in 2011. The money was 

allocated for granting loans and creating jobs for the purpose of moving towards private 

production projects as a part of privatisation. Therefore, its capital increased to 455.1 

million LYD by the end of 2011 (Agriculture Bank of Libya, 2012). 

The Savings and Real Estate Investment Bank was established according to legislation 

No. 2 in 1981 as a Libyan joint stock company specifically for real estate and housing. 

Its main objectives are to support the infrastructure and encourage savings directed to 

housing (Savings and Real Estate Investment Bank of Libya, 2009). The Development 

Bank was also established under the legislation No. 2 of 1981 to finance investment 

projects which are economically valuable in industry, agriculture, tourism and services 

projects. The allocated capital at the time of establishment was 100 million LYD. 

However, the bank received only 26 million of the allocated capital which did not help 

much functioning with full capacity and reaching its goals (Development Bank of 

Libya, 2010). 

Based on legislation No. 12, Al Refi (Rural) bank was established in 2002 to serve 

Libyans with low income to achieve high living standards and as a part of the overall 

idea of moving towards production. It also meant to serve the public through facilitating 

banking services in rural areas (Habarah, 2009). Despite efforts made to improve the 

Libyan banking system during the last decade, moving towards Islamic-compliance 

products and services is yet to be given full attention. The next part discusses the view 

of Islamic banking in Libya over time, challenges and opportunities of the 

implementation 

4.5 Islamic Banking in Libya 

In recent years, the Islamic banking industry has witnessed unprecedented growth all 

over the world with many banks in Muslim and non-Muslim countries willing to move 

towards the implementation of Shariah products and services. Despite the attention that 

has been given to the Islamic finance and banking by Islamic countries for more than 

three decades, Libya was an exception. This section of the chapter first, reflects some 

theoretical attempts that were written recently. It, further, discusses the role of the 

Central bank of Libya and banking regulation in introducing Islamic banking in the 



93 

 

state. Finally, it deals with barriers and impediments as well as prospects and 

opportunities of implementing the new entities. 

4.5.1 Early theoretical attempts  

There have been some studies concerning the introduction of Islamic finance in general 

and Islamic banking in particular with reference to the Libyan environment. Yet, these 

attempts, at least for a while, have not been taken into consideration by the policy 

makers in the country. An example was a study conducted by the author as part of 

fulfilling the requirements of a Master’s degree entitled: ‘The Possibility of Applying 

Islamic Banking Model over the Libyan Banking System’. Results show that a complete 

and instant transformation of the whole system into Islamic banking is not possible as it 

would have a severe impact on the economy. Rather, a gradual transformation would be 

beneficial by taking into account three proposed phases (Baej, 2006): 

The first phase is the introduction phase, which consists of planning and timeline for a 

complete transformation. In this phase, a complete set of steps should be considered 

such as appointing supervision committees, giving special care to human resources, and 

carefully choosing the branches and subsidiaries to be converted to Islamic banking 

services. The second is the implementation phase which starts with gaining permission 

from the Central Bank of Libya to introduce the Islamic Banking services. A special 

department in the Central Bank should be appointed for regulating and supervising the 

monetary issues for the new banking activities. Shariah Advisory Board should also be 

nominated to make sure the new banking activities comply with the Islamic Law. The 

third phase is the evaluation phase. In such stage, economic and social performance, 

which the idea of implementation is based on, should be evaluated. Then, if successful, 

the three phase concept would be applied on other banks as well. 

Another important study conducted by Gait (2009) considers ‘Libyan attitudes towards 

Islamic Methods of finance’. The principal findings of the study show that religion 

plays a significant role in influencing the attitudes of using Islamic methods of finance 

in Libya. A third research by Kumati (2008) investigated the potential of Islamic 

banking in Libya. Empirical results show that although participants of the study were 

less familiar with the Islamic products and services, there is a significant demand of 

Islamic banking in Libya. In addition, an important effort by the Academy of 

postgraduate studies of Tripoli who organised a conference on ‘Islamic Monetary 
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Services’ few times in 2008, 2010 and 2012 gave more awareness about Islamic 

banking and Finance in the Libyan context. Parallel to theoretical studies, there have 

been some efforts from people in charge of the Central Bank and Jomhouria Bank to 

implement at least some of the Islamic financial products and services. There has been 

also an adoption of the Libyan Banking Law that serves the introduction of some 

Shariah-compliance methods of finance. The next part discusses the role of banking law 

in applying Islamic banking in Libya. 

4.5.2 The role of Banking Law in implementing Islamic Banking in the state 

After independence, the principles of Shariah have at least partly applied in Libya even 

though some legislation adopted from Egypt was not totally complied with Islamic 

teachings. For instance, Riba of delay was prohibited under Civil Law No. 74 in 1972. 

Moreover, Contracts of uncertainty or (Al-Gharar) were also cancelled under Civil Law 

No. 86 of 1972. However, banking law remained as it is since the independence 

(Alzrigi, 2010).  

Banking Law No. 1 of 2005 interpreted as the first noticeable chance to introduce 

Islamic banks, branches, or at least products. Although Article 77 of the legislation was 

strict with regard to prohibiting commercial banks from engaging in some activities 

such as commercial agencies activities, which means prohibiting Islamic banking 

activities, point 9 of the Article 16 of the same law gives permission for other banks to:  

...Grant the license for commercial, specialized, financing and investment banks and 

other banks, and establish the rules that regulate and governor their activities and 

introduce their memorandum of agreement and articles of association (Central Bank of 

Libya, 2005 p. 6).  

The 2005 banking Law, however, was amended by Law No. 1 of 2012 and followed 

with another important amendment by the National Transitional Council represented in 

Law No. 46 of 2012 which clearly included a detailed chapter on Islamic banking. It 

contains definitions of an Islamic Bank, Islamic Banking, the Central Shariah Advisory 

Board in the Central Bank, Shariah Advisory Board(s) for Islamic Bank(s), Shariah 

Auditing administration, Islamic banking branches, and Islamic banking windows. The 

law, moreover, distinguished between permitted and prohibited activities for new 

established Islamic banks or conventional banks introducing Islamic banking products 



95 

 

and services. Figure 4.2 explains major conditions to be considered when establishing 

new Islamic banks or introducing Islamic banking activities to a conventional bank. 

Figure 4.2 Major conditions by the Central Bank for implementing Islamic banks 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Conditions of implementing New & converted Islamic Banks 

 
 Activities not compliant with Shariah  Activities compliant with Shariah 

Accepting deposits in current accounts, accepting 

investment funds in Shared investment accounts 

for general and specific investments, practising 

activities stated in 2012 banking Law that do not 

contradict with Islamic Shariah In favour of the 

bank, others, or share, financing economic 

activities permitted by Islamic Shariah using 

Islamic investment methods, investing customers' 

deposits with the resources of the bank using Joint 

Mudarabah or in special investment account after 

agreed by customers, direct investments by the 

bank including the establishment of companies 

practising any type of economic activities, any 

other Islamic banking activities permitted by the 

Central Bank through consulting with Shariah 

central Advisory Board. 

Interest on debts for depositing, 

borrowing or lending including any 

payments by borrowers except in lieu of a 

worth effort, interest on sales associated 

with the money exchange activities which 

linked to future term and any similar 

activities, and any other prohibited 

activities stated by the Shariah central 

advisory board. 

 

 

 

 

 

 

 

Not permitted; stop 

Subject to supervisory and regulatory rules mentioned in the amended 2012 banking law, articles: 

(66, 67, 68, 69, 70, 71, and 72). 

Subject to other regulations by the Central Bank such as: 

 Rules of Mandatory Cash Reserve, Liquidity Ratio, capital Adequacy, Investment concentration 

Ratio, Asset-risk deductions, Auditing standards of financial reports,  standards, regulations and the 

mechanism for transforming conventional banks to Islamic banking, and the relationship between 

the Islamic bank and customers and shareholders. 

Permitted; establish 

Source: (Central Bank of Libya, 2012, pp. 48-50; National Transitional Council, 2012 pp. 13-15). The 

figure was designed by the researcher. 
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The future of Islamic banking and finance in Libya seems to be promising as it is the 

first time ever the monetary authority has been directly involved in the matter since the 

emergence of banks in the state. Nevertheless, similar to any banking system, the new 

banking system in Libya requires careful considerations and benefit from previous 

experience of countries who are pioneer in the field and to avoid obstacles and issues 

that might occur in the future. The following part explains challenges and opportunities 

of Islamic Banking in Libya. 

4.5.3 Barriers and Impediments in implementing the new entities 

Although the long fight by academics, jurists and practitioners to settle the pillars of 

Islamic banking in Libya has almost come to an end in the last few years by the 

introduction of 2012 Banking Law, much more needs to be done with respect to the 

economic situation, human resources, financial and banking market, and banking 

regulations. 

Libya’s economy has long been dependent on oil revenues and the economic crisis in 

2011 has proven that it is vulnerable to economic shocks. The country is also 

underdeveloped due to long international sanctions, isolation, and systematic 

corruption. The score of economic freedom of the country is 35.9 putting it as the 176th 

freest economy in the 2012 index. This places the country as the last in Middle East and 

North Africa far below the regional and world score (Index of Economic Freedom, 

2012). Therefore, Islamic banking system would not survive unless substantial 

economic reforms are taken by the new authority in Libya. This could involve 

diversifying the economy by supporting industrial, agricultural, business and other 

sectors. 

The absence of Islamic monetary market is another obstacle facing the entire Islamic 

financial industry. This gives an advantage to conventional banks over Islamic banks in 

Libya as the new-introduced stock market operates with conventional financial and 

monetary tools which will not benefit the Islamic monetary market. Adding to the 

previous barriers, the relationship between the Central Bank of Libya and the new 

introduced banks should be clearly determined. Seemingly, the Central Bank of Libya is 

taking the footprint of its peer, the Central Bank of Jordan in terms of regulating and 

supervising the Islamic banks. The special dedicated chapter for Islamic banking in 
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Libya published by the Central Bank states that Islamic banks are subject to rules of the 

Central Bank with regard to Mandatory Cash Reserve, Liquidity Ratio, Capital 

Adequacy, Investment Concentration Ratio, Asset-Risk Deductions, and Auditing 

Standards of Financial Reports. Nevertheless, this would have a negative impact on 

Islamic banks as some of these rules are interest-based, while others do not consider the 

unique nature of Islamic Banks such as loan-to-deposit ratio (Tarrad and Huti, 2010). 

Another important challenge for the Islamic banking industry in Libya is the 

development of human resources (Taweel, 2010). Libya suffers a shortage in terms of 

professional bankers, let alone Islamic banking professionals. The financial and banking 

education system is still largely conventional. In the meantime, there is an absence of 

Universities and Colleges that carry out teachings of Islamic financial Jurisprudence 

transactions together with Islamic financial and banking knowledge. Thus, the 

education outputs in Libya are one of two types: conventional accounting, economic, 

and finance graduates, or Islamic jurists who are unfamiliar with the conventional 

finance and banking knowledge. Therefore, the Central bank will have to rely on 

foreign assistants to set up the new banking program and to supervise the conventional 

banking staff implementing the new system. This cannot be seen as a problem if the 

situation is temporary. Immediate and appropriate actions, however, should be taken to 

educate and train the current Islamic banking staff in Libya. The establishment of 

Shariah compatible business education is essential as well.  

It is not unusual for a new existing banking industry to face such challenges as other 

countries with long and well established Islamic banking system (e.g. UAE, Bahrain, 

Saudi Arabia, Turkey and Malaysia) are still having some difficulties in terms of human 

resources, banking regulations and market issues. It is important that Islamic banks in 

Libya benefit from the experience of these countries and not repeat the same mistakes. 

People in charge, however, should consider a proper cooperation between the Islamic 

and conventional banking systems to insure a smooth movement to the new system 

without confrontation. This can be achieved by adopting the timeline and phases 

mentioned in the study of Baej (2006), taking in consideration the Libyan culture and 

other related determinants.  
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4.5.4. Prospects and Opportunities 

Despite challenges and obstacles, some economic and banking trends reflect an 

improvement of the overall economic situation which helps the entire banking system in 

general and the establishment of the new banking system specifically. A contributing 

factor is that Islamic Banking in Libya receives a huge attention from the new Libyan 

authority, the Central Bank, other banks, academic and practitioners, and the whole 

society. The unfrozen financial assets that, for long time, stayed outside the banking 

system could help the Central Bank deal with the shortage of cash and properly manage 

the banking system. It also facilitates the movement to Islamic banking as it provides 

the later with the required capital for investment.   

The second factor is the attention of the Libyan authority to move towards this new 

project. Adding to the mentioned law issued by the National Transitional council in 

2012 to include a special chapter on Islamic banks in the 2012 amended Banking Law, a 

decision was made by the National Congress of Libya to cancel all interests on loans to 

individuals granted by Libyan banks. The decision was referred to the executive 

committees of the national Congress for further actions and was implemented before the 

end of 2012 (Quryna, 2012).  Moreover, some Libyan banks are willing to get involved 

in the new banking system. Since 2009, some Shariah-compliant products and services 

were already introduced by Jumhouria Bank, one of the biggest banks in Libya. So far, 

Murabahah instrument has been introduced to the Libyan market using two 

commodities: Computers and Cars (Jumhouria Bank, 2012).  The National Commercial 

Bank introduced an Islamic Banking window applying Murabahah on cars, computers 

and furniture as well (National Commercial Bank of Libya, 2010). More importantly, as 

the literature of Islamic banks in Libya above shows, the new institutions have a wide 

acceptance from the public although the idea of such institutions has to be carefully 

promoted. Any doubt about the validity of Islamic products and services would severely 

affect the Islamic banking industry in the state. 

4.6 Concluding remarks 

Despite calls and efforts to reform the Libyan economy over the last century, several 

factors have been and remain the soul hinder of such reform and development. An 

investigation shows that political instability has been one of the main factors that have 

negatively affected the economic growth. In this regard, the country has been subjected 
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to various degrees of foreign controls which ruled all or parts of it, including the 

Phoenicians, Carthaginians, Greeks, Romans, Vandals, Byzantines, The Spanish, the 

Ottoman Turkish Empire and the Italians. As a consequence of being a battle field in the 

World War II, the agriculture sector, which represented the main economic source 

before the oil exploration, was largely destroyed.  

Shortly after its independence and as soon as oil was discovered, a military coup took 

the power to control the country for more than four decades. As a part of the overall 

suffering economy, the banking sector was no exception. Some other factors involved 

were the lack of trained human resources and poor infrastructure. However, economic 

figures and trends show an improvement in the economic situation after 2011. The 

transitional government hopes for an open economy that attracts foreign investment and 

welcomes international companies and banks to operate in the Libyan market. The 

monetary authority is also working on the introduction of Islamic banking, which would 

restructure the financial and banking market in Libya. In this regard, a huge effort by 

bankers, academics, Islamic scholars, and people in charge of the Central bank and 

financial authority to introduce the Islamic banking products and services has been 

taking place since the beginning of the 21st century and particularly after 2011. 

Findings also show that the absence of an Islamic monetary market; the undetermined 

relationship between the Central Bank of Libya and the new introduced banks; and 

banking human resource, are found to be the major challenges facing the new banking 

system in the country. This study finds that despite challenges and obstacles, some 

economic and banking trends reflect an improvement of the overall economic situation 

which helps the entire banking system in general and the establishment of the new 

Islamic banking system which has received a huge attention from the new Libyan 

authority, the Central Bank, other banks, academic and practitioners, and the whole 

society.  
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Chapter 5. Research Methodology 

5.1 Introduction  

For the purpose of comparing key dimensions of banking  management behaviour in 

conventional and  Islamic Banking, a number of sources are used. The research, first, 

involves analysing intensive amounts of literature in both conventional and Islamic 

banking management backgrounds with a particular reference on origins and 

fundamentals of Islamic Banking. Second, an analysis of the Libyan economic, political 

and banking systems to investigate the nature of the environment and any special 

requirements need to be considered. An empirical investigation of key dimensions of 

banking management in conventional and Islamic banking has been carried out in a 

number of banks in the GCC countries and Libya. Then, perspectives of bankers of the 

two systems, the Libyan monetary authority, academics and Islamic scholars interested 

in the transformation to Islamic banking in Libya, and people in charge of the new 

Islamic banking branches and the Central Bank of Libya were investigated alike. This 

chapter provides a broad discussion of the research design and methodology. Section 

5.2 considers the research design. Triangulation is discussed in section 5.3. Section 5.4 

involves an explanation of historiography approach. Then, the development of 

questionnaires and interviews as the main research survey instruments is discussed in 

section 5.5. Section 5.6 tackles some concluding remarks of the chapter.   

5.2 Research Design 

The Islamic banking industry has recently grown all over the globe in both Arabic and 

Islamic countries as well as the Western world. Islamic banking services have been 

introduced to most of major banking players which started offering Islamic products 

through windows or subsidiaries. Despite this fact, such industry has not been 

introduced in Libya, an Arabic and Muslim country which does not permit Islamic 

banking. This study is basically built upon other research conducted by the researcher in 

2006 which is entitled ‘Possibility of using the model of Islamic banks in Libyan 

banks’. The results of the study show that the Libyan context has the essential 

requirements for the introduction of the Islamic banking industry. In addition, literature 

on Islamic banking behaviour is found to be much less than that on general banking. 
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Moreover, investigation of key dimensions of banking management behaviour for the 

purpose of implementing Islamic banking  transformation process in the Libyan context 

has not been conducted. Therefore, the current study aims to compare these key 

dimensions  involved in the movement to Islamic banking with a particular focus on 

how this may benefit the transformation process in Libya.  

Since this thesis focuses on the comparison of key banking management dimensions in 

conventional and  Islamic banking with a special reference to Libya, four areas have 

been chosen for investigation based on the reasons mentioned in the literature review 

chapter. Another important reason can be clearly identified for choosing four 

dimensions of banking management as the key to transfer conventional banks in Libya 

to operate according to Islamic Shariah. This reason is that one of the key banking 

players in Libya, the Jumhouria bank, divides its functions into the four main categories 

chosen in this study. This bank has the intention to move towards implementing Islamic 

law on their transactions (Jumhouria Bank, 2012), which gives motivation to 

hypothetically implement the research in this institution and others.  Figure 5.1 explains 

the development of the research design and methodology. 

Figure 5.1 Research design and methodology 
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5.3 Triangulation: combining qualitative and quantitative approaches  

The aim of this research is to examine the process involved in the transformation from a 

conventional to an Islamic banking system with a particular reference to Libya. 

However, banking behaviour is a multi-dimensional issue that needs to be broadly 

investigated. Thus, verifying the research approaches and techniques is necessary in the 

sense that it helps strengthen and complete the collection of data in order to answer the 

research questions. Combining methods and techniques is called triangulation, multi-

methods, multiple triangulation, mixed-method, and credibility (Thurmond, 2001). 

The reason behind using the combination of qualitative and quantitative methods is that 

the nature of the research requires dealing with various dimensions of banking 

behaviour which cannot be investigated by using a single method notwithstanding the 

fact that it increases reliability, validity, confidence, and arguability. The use of 

qualitative and quantitative methods together is called ‘a cross-method’ triangulation 

while the use of two or more data collection procedures is called ‘within-method’ 

triangulation (Thurmond, 2001, p. 254). 

While both qualitative and quantitative methods were used in this study, the former was 

broadly used exploring similarities and differences of management behaviour between 

Islamic and conventional banking systems. Yet, it goes beyond numbers, explaining and 

analysing the chosen dimensions on one hand, and enabling in-depth investigations of 

the Libyan economic and banking surroundings to be taken into account on the other.        

Thus, a combination of a cross-method and within-method triangulation is used in the 

study. A cross-method triangulation is used through combining historiography and 

survey approaches. Then, the within-method is used by combining a questionnaire and 

semi-structured interviews.  

5.4 Historiography  

Historiography offers researchers a chance to gather a rich understanding of events and 

circumstances and the reason behind their occurrence. Indeed, “Business and 

management studies can obtain much from historiography (and) knowing the 

background to any situation or to any issue enhances our comprehension and improves 

our ability to see what is important and what is not” (O'Brien, et al. 2003, p. 135). 
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Therefore, historiography was used to review the origins and fundamentals, and the 

transformation process to Islamic banking. The approach was also used in reviewing the 

literature of key dimensions of bank management behaviour in Chapter three. In depth, 

it was further used in Chapter four, drawing the history of Libyan economic 

development plans; the development of the state’s banking system; and the situation of 

the Islamic banking system over time. Various types of political, economic, social, and 

cultural sources were used including official reports from the Libyan Central Bank, The 

United Nations, International Monetary Fund (IMF), the World Bank, and other Libyan 

banks’ websites. Other types of theoretical and empirical research were also used to 

map out a comprehensive and clear vision about the Libyan economic and banking 

situation. This, in turn, helps for a better explanation of the analysed data and research 

findings.  

5.5 Development of research survey (questionnaires and interviews) 

Self-completion questionnaires and interviews are very similar instruments of business 

research in the sense that the interview is a questionnaire administrated by an 

interviewer (Bryman & Bell, 2003). The two tools are often used to generate 

confirmatory results investigating people’s perspectives and opinions (Harris & Brown, 

2010). The advantages and disadvantages of each instrument, however, should be 

considered when implementing research methods. A number of studies have dealt with 

the benefits and downsides of using questionnaires and interviews (Bryman & Bell, 

2003; Harris & Brown, 2010; and Oppenheim, 1992). Some advantages of self–

completion questionnaires over interviews could be that the former are: cheaper and 

quicker to administer, the absence of interviewer effects, no interviewer variability, and 

convenience for respondents. Whereas the disadvantages could be: no scope to prompt 

or probe or ask many questions that are not salient to respondents. There is also the 

difficulty of asking questions with complex structures, questionnaires can be read as a 

whole and therefore sequence of questions could be affected, the difficulty of not 

knowing who answers, inability to collect additional data, difficulty asking many 

questions, inapproperiacy for some kinds of respondents, and greater risk of missing 

data and lower response rates (Bryman and Bell, 2003). Thus, the disadvantages of 

using one instrument over another could be mitigated by combining them together.  

In order to understand similarities and differences of banking management behaviour 

between conventional and Islamic banks (if any), a survey, with both questionnaire and 
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semi-structured interview instruments, was designed targeting three types of banks: 

Islamic banks, conventional banks, and conventional banks with Islamic windows 

and/or subsidiaries. The interview was further divided into two different types. The first 

type was used along with the questionnaire to confirm data collected from the 

questionnaire and to ask, in depth, ‘Why’ and ‘How’ questions for further investigation. 

The second type was conducted to target a few groups in Libya: bankers in charge of the 

new branches of Islamic banking, policy makers in the departments of Finance and the 

Universities’ academics interested in this area, and jurists from the Board of Fatwa 

issuance (Dar Alefta’). 

 5.5.1 Questionnaires  

In addition to the nature of the research that requires the use of questionnaire in 

collecting data, this method was widely used by the previous studies of various 

dimensions investigated in this study specially in drawing differences in practice 

between Islamic and conventional banks. Instances of studies which used questionnaires 

in the key dimensions of banking management are : Risk management (Al-Tamimi, 

2002; Al-Tamimi & Al-Mazrooei, 2007; and Ariffin et al., 2009; and Khan & Ahmed, 

2001); Human resource management (De Saa Perez & Falcon, 2004; Ferris et al., 1990; 

Hashim, 2009; Huselid, 1995; Qureshi et al., 2010; and Wan et al., 2002); and Financial 

reporting and disclosure (Ahmed, 2004; Al-Khadash, 2001; Mashat, 2005;  and Pratten 

& Mashat, 2009). 

I- Questionnaire preparation 

For the purpose of preparing a proper questionnaire, the literature on banking behaviour 

for three types of banks was intensively covered, namely, conventional banking, Islamic 

banking, and the comparison between the two systems. Although the questionnaire was 

was designed by the researcher, due to the lack of comparison studies in management 

behaviour as a whole and in Islamic banking management in particular, some studies 

were found to be useful in terms of the methods and design (Ariss & Sarieddine, 2007; 

Hashim, 2009; Maali et al., 2006; and Naser & Pendlebury, 1997). In terms of a 

questionnaire design, there are certain issues, in general, that make the answers less 

prone to errors and easier for respondents. According to Bryman and Bell (2003), 

having a ‘low rate of response’ is a well-known problem attached to the questionnaire. 

This might be because of poor layout, unclear presentation, vertical versus horizontal 
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closed answers, and vaporous instructions about how to respond. Another important 

issue is the choice between postal, self-administrated, and online-administrated 

questionnaires. Such issues are discussed as follows: 

A- Clear structure and presentation 

For the purpose of making the questionnaire understandable to respondents, it is crucial 

for a researcher to pay close attention to the length and appearance of the questions.  

Although shorter questions tend to achieve better response rate, deciding whether a 

questionnaire can be ‘too long’ is difficult as some respondents may care about topics 

that they are interested in more than the length of the questionnaire. In addition, taking 

care of the layout is also important.  Bryman and Bell (2003) emphasize that print styles 

such as different fonts, print sizes, bold italics and capital letters should be considered in 

writing the questionnaire and must be consistent throughout.  

In applying these rules, this study’s questionnaire was divided into four parts: the 

general questions; Risk management and capital adequacy; Human resource 

management; and the Financial and social reporting and disclosure. However, not all 

questions have to be answered as the last question in the first section directs participants 

to choose the appropriate division they would like to participate in. Therefore, after 

completing this first section, they only answer one part according to their field, which 

would be relatively short. The appearance of the questionnaire is controlled by the 

online survey tool used as the questionnaire was online-administrated. This tool is 

discussed further in this chapter. 

Another factor that should be considered in the presentation of the questionnaire is the 

language. Generating items during the questionnaire development process requires 

essential refining of its language and content. In order to do so, consultations from 

experts in the field and assumed respondents as well as review of relevant literature 

should be considered (Priest et al., 1995; and Bowling, 2009). Accordingly, the 

questionnaire in this study was carried out using both English and Arabic Languages 

with a continuous consideration of the following issues: (1) While most of the research 

on banking behaviour is available in English, the questionnaire targets conventional and 

Islamic banking sectors in the Arabic countries such as GCC reign and Libya. 

Therefore, using both Languages will limit the risk of not understanding the language of 

the questionnaire by participants. (2) Each question was first designed in English as a 
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base Language and then translated to Arabic as an additional language to avoid 

mistranslation in the banking behaviour terms and expressions. (3) Arabic language is 

the mother tongue of the researcher, thus, the translation from Arabic to English would 

cause a loss of the meaning unless an intensive comparison between banking behaviour 

terms and expressions is carried out. Moreover, the preparation of a bilingual 

questionnaire in a multi-dimensional subject such as banking management behaviour 

requires consultations with experts in each field individually and in both languages. 

Therefore, after consultations with the supervision committee, a draft of each part (in 

English) was sent to academic staff in the relevant department of the Business School. It 

was then translated to Arabic Language by the researcher and was subjected to an 

intensive review of related Arabic and English terms and expressions. A comprehensive 

discussion of translation with three Arabic Academics in the Business School and 

Islamic Studies took place. The translation, structure, and length of the questionnaire 

were further discussed with people who participated in the pilot study. Finally, the 

Arabic and English questionnaire documents were sent to an official English-Arabic 

Interpreter before distribution.    

Bowling (2009) referred to some important issues of wording that should be addressed 

while designing the questionnaire such as the use of jargon and technical terms. For 

instance, the use of double negatives or double-barrelled questions has a negative 

impact on participants’ understanding and, thus, responses. Whereas verifying between 

positive and negative questions could be beneficial.  Rattray and Jones (2007) indicated 

that mixing both positive and negative worded items could minimize the danger of 

participants in agreeing with the statement which somehow affects the integrity of the 

questionnaire. To overcome the issue of directing respondents to choose any answer, 

some choices were added to the scales such as ‘Uncertain, No response, and I do not 

know’.  

The types of questions should also be considered when designing the questionnaire. 

Research methodologists always refer to two types of questions: the free text or open-

ended questions and the closed-ended questions (Neuman, 2011). The former provides a 

study with rich and in-depth responses (Rattray and Jones 2007). However, Bryman and 

Bell (2003) emphasize that questionnaires tend to have fewer open-ended questions 

since closed ended ones are easier to answer and be analysed. Nevertheless, this study’s 

questionnaire was mostly designed with closed-ended questions. The open-ended 
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questions were used in the semi-structured interviews as complementary to the 

questionnaire.  

Another important aspect considering the presentation of closed-ended answers is 

whether to arrange them vertically or horizontally. Bryman and Bell (2003) agree with 

other writers that, whenever possible, a vertical format should be applied to avoid 

placing the tick in the wrong space. In the case of the current questionnaire, both 

vertical and horizontal answer choices are applied due to the nature of the questions 

where some of them have various items which require the use of horizontal answer 

choices rather than the vertical one. In addition, the online survey software was 

designed with fixed types of questions that cannot be modified.          

B- Clear information and instructions about the Questionnaire 

When designing the questionnaire, it is important to provide respondents with 

information and guidance to facilitate the answers and to avoid confusion. This might 

include the research and researcher background; instructions about how a person could 

participate in the questionnaire; and the issues of privacy, ethics and confidentiality.  

The importance of introducing the researcher and research background relies on the idea 

of gaining participants’ trust and therefore receiving their replies. Anonymous 

questionnaire documents could easily be neglected by participants. Neuman (2011) 

emphasises the importance of such instructions to be in a different style from the 

questions in order to be easily distinguished by participants. For this purpose, a full 

detailed letter was attached to the questionnaire introducing the research, the researcher 

and the topic; the privacy, confidentiality and disclosure of the information given by 

respondents; the responsibility of the researcher and the University with regard to any 

ethical issues that may arise accordingly. A copy of the thesis’s results (if interested) is 

offered as an encouragement for participation in the survey.   

Clear and direct instructions of how to respond make things easier for respondents to 

interact with the questionnaire and be positive about it. Bryman and Bell (2003) indicate 

that each question should be preceded by clear instructions of whether participants are 

supposed to tick, circle, or underline the answers. The choice of ‘only one’ answer or 

‘all answers that apply’ should be clearly instructed as well.   

Questions order or sequence is also an important issue that should be considered while 

preparing the survey.  Neuman (2011) argues that three issues should be taken into 
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account with regard to sequencing the questions: organization of overall questions, 

order effects, and context effects. In order to sequence the overall questions in this 

study, general, easy, and interesting questions were asked first. To avoid mixing the 

ordered questions, the questionnaire was divided into four parts starting from general 

questions and moving towards specific ones. Electronic conditions or filters were also 

added to particular questions to assure smooth movement between them and to avoid 

answering those that are unrelated. For instance, people from Risk Management 

backgrounds have an electronic condition on the last general question, which only 

allows them to answer Risk Management related questions. This applies equally to other 

dimensions. The researcher adopted a variety of question types to keep the 

questionnaire as interesting as possible.        

C- Self-administrated versus online-administrated questionnaire 

Internet and online communication have implications for business research methods 

(Bryman & Bell, 2003).  Recently, it has become a fruitful area for various research 

disciplines to conduct online surveys. This is largely due to the decrease of computer 

software and hardware costs whilst the number of business and social groups and 

organizations using the internet is increasing (Wright, 2005).   

Given this background, it could be argued that, with the potential use and availability of 

the internet worldwide, designing and spreading questionnaires online may be more 

effective than the self-administrated form. Yet, “online surveys are more a new mode of 

data collection than a new data collection method” (Ilieva et al., 2002, p 368). However, 

such data collection modes are limited and, therefore, more attention ought to be given 

when online services and facilities are used. 

A popular advantage of using the online survey is that it provides researchers with 

access to a wide range of society segments and individuals which cannot to be accessed 

by other basic research instruments (Wright, 2005). In another sense, participants could 

be more easily reached online through the various modes from emails to chat rooms and 

websites as well as social network such as Facebook, Twitter, and LinkedIn. In the case 

of banks, which are the targeted group of the current questionnaire, the vast majority of 

banks have websites and social community groups on these websites. This enhances the 

opportunity of reaching a wider number of participants.  
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Another advantage is the time. By using an online survey, researchers could reach the 

targeted population while sitting at their desks. Time could be saved in a few ways 

(Wright, 2005) such as: (1) Not only regular survey populations could be reached 

online, but also hard-to-reach groups and individuals. This allows them to work on other 

tasks while collecting data. (2) Distributing surveys online could also save transcribing 

and coding time. In the ordinary surveys process, collected data is manually transferred 

and coded in order to be converted to a statistical software file. Advanced online 

software packages offer such facilities electronically, which could save time on one 

hand and avoid data input and transcription errors on the other. Handling large-scale 

surveys in a traditional way, moreover, requires great financial resources associated 

with postage, photographing, printing, and data entry, none of which are considered in 

the online survey (Ilieva et al., 2002).  

In contrast, there are some limitations linked to the use of online surveys, most of which 

are related to the sampling issues. One issue is that some emails listed by groups, 

organizations, and even individuals could be invalid or inactive. Another is the 

possibility of either using multiple email addresses by the same person, which makes it 

hard to know the actual email address for them, or multiple responses by same 

participants (Couper, 2000; Bryman & Bell, 2003). Another concern is that, as a way of 

enhancing response rate, participants are often offered financial incentives such as gifts 

for randomly selected respondents. This, however, could affect the credibility of the 

survey (Wright, 2005).  

Two types of online survey administration tools are commonly used:  Email-based and 

Web-based surveys. In the case of an email-based survey, it could be also distinguished 

between the embedded and the attached questionnaire. In the former, the questionnaire 

is to be found in the body of the message, while in the latter the questionnaire is 

attached to the introducing message. The former is found to be more affective 

(Dommeyer & Moriarty, 1999). In the case of Web-based surveys, respondents are 

asked to visit a Web site where they can find and complete the online questionnaire. 

Layout, the variety of question shapes, and the use of filter questions, are common 

advantages of using Web-based survey over email-based survey (Bryman & Bell, 

2003).  

To obtain better results from the questionnaire of this study and to overcome the above 

limitations, which are largely associated with email-based surveys, a number of steps 
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were undertaken, namely: (1) The entire sampling process was purely accomplished by 

the researcher considering community groups and banks’ websites. Therefore, primer 

contact lists were developed rather than depending on other organizations’ lists. This 

was to assure the reality and validity of community groups and individual email 

addresses. (2) The Web-based questionnaire was chosen over the email-based one to 

avoid the above issues associated with the latter and to benefit from obtaining large 

number of participants. (3) Interested participants were offered the results of the study, 

in return for their valuable responses by leaving their email addresses to be contacted 

after finishing the thesis. (4) An online software package was used to design the 

questionnaire. Through the software, some features were used including the control of 

questionnaire appearance and filter questions.  

The software used in this study is known as ‘LimeSurvey’, an online survey tool offered 

by the Research Survey Centre. In addition to the features of the tool, all questionnaire 

data were maintained in a secure server which could be easily recalled. This software is 

also supported by the E-Research Services staff members at the Centre who provide 

assistance, documentation, data management and training. Table 5.1 indicates the 

application of the main features of the software on the current questionnaire.  

Table 5.1 The application of main features of the software on the current questionnaire. 

Features of the software Application on the Questionnaire  

Unlimited number of surveys at the same time Four questionnaires were used   

Unlimited number of questions in a survey Total of 55 questions were developed  

Unlimited number of participants in a survey Sent to a large number of participants 

Multi-lingual surveys Two languages were used, English and Arabic 

User-management Managed by the researcher after intensive training 

on the software  

28  different question types  A variety of question types were used such as 

arrays with different types, mask questions with 

different types, multiple choice questions and 

single choice questions with different types.      

Creation of a printable survey version Questions were printed several times to be edited, 

translated, and for pilot study.  

Conditions for questions depending on earlier 

answers (Skip Logic / Branching).  

Enabled filter questions to be included  

 Reusable editable answer sets Used for transcribing answers  

Availability of Sandpit environment (for training) 

and production environment (for real surveys). 

Sandpit environment was used to get used to 

features and options then production environment 

was created afterward.  

Ready-made importable questions Some question were created while training in the 

Sandpit environment then imported to the 
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production environment. 

Anonymous and Non-Anonymous survey For privacy and confidentiality purposes, it was 

made anonymous.  

Option for participants to buffer answers to 

continue survey at a later time 

Such a feature was used to give participants time 

to complete the questions (even in stages) and 

submit the questionnaire after completion. 

Template editor for creating the researcher’s own 

page layout. 

It helped designing the layout and appearance of 

the questionnaire.  

Extended and user-friendly administration 

interface. 

Supervision committee was enabled to access the 

questionnaire and give some feedback.  

Enhanced import and export functions to text, 

CSV, PDF, SPSS, R, queXML and MS Excel 

format.  

These functions helped in transferring data to 

suitable statistical software.  

Basic statistical and graphical analysis with export 

facility.  

This helped understanding basic trends of the 

data.  

Source: (Schmitz, 2012; and Griffith University, 2013). 

II- The questionnaire contents  

The questionnaire was designed to target three types of participants with different 

divisions and levels but all related to the banking system, namely, Financial division, 

Risk and capital division, and Operational division. These three areas, that represent the 

selected key dimensions of the banking management behaviour, were preceded by 

general questions. Various scales were used in the questions depending on the type of 

question and the reason behind asking such a question. Moreover, in most of the 

questions, options such as ‘Uncertain’, No response’, ‘Neutral’ or ‘Not applicable’ were 

added to the scales to be used by participants who are not willing to answer either parts 

of or whole questions.  The five sections, including the general questions section, are 

discussed below.  

The first part represents the general questions. It consists of 17 general questions aiming 

to develop background about the respondents with regard to gender; age; the level of 

education attained; major field of study; type of educational qualification(s) attained 

(e.g. general or Islamic); the level of employment in the banks; the level and place of 

training and experience obtained (if any); the current work place; the country in which 

participants are currently employed; the bank in which they are working; the period of 

work with the current bank; the period of work with other banks (if any); whether they 

work in headquarters or branches; and the function or division that best describes their 

current position in the bank. A nominal scale is used for the general questions where a 

respondent could click on the circle or the box to choose the appropriate answer. Filters 
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are placed in some questions to avoid unrelated questions. The last question directs 

respondents to their division which would be only one part of the next sections.  

The second section represents the risk management and capital adequacy part and 

targets some banking functions such as market and operational risk management, credit 

risk management, and capital management.  It contains a number of questions about risk 

management and capital adequacy. Some important points in the comparison between 

conventional and Islamic banking risk management were derived from the relevant 

literature such as differences between the importance of risks to be managed in the two 

systems; guidelines for calculating the required capital and differences between both 

systems in this regard; differences or similarities of risk measurement approaches and 

risk management techniques; and differences (if any) in terms of risk management 

reports. Several types of questions are used including the ‘5 point Likert Scale’, ‘Used, 

Not used, Uncertain’.    

In the human resource section, functions that represent human resource activities in the 

banking system were targeted such as human resources, training and control, facilities 

management, and external relations. It consists of a number of 7 point Likert scale 

questions to understand the opinions of respondents about recruitment, selection, 

performance, appraising, education qualifications, and retention of employees. Two 

questions were repeated with different paraphrasing to insure the reliability of the 

previous answers.  

The last section of the questionnaire deals with financial and social reporting and 

disclosure. A number of questions were directed to accounting, financial planning and 

control, and treasury divisions in both banks. Various types of questions were used to 

gather participants’ opinions about the similarities and differences of financial, social 

and environmental reporting between Islamic and conventional banks including ‘Yes, 

No, or Uncertain’ questions on whether there is an adequate disclosure of financial, 

social and environmental responsibility in the targeted banks; standards that are used for 

the preparation of financial statements; and types of statements used by these banks. 

The last question was designed to ask, in depth, about the information being disclosed 

by banks.  
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III- Reliability and validity  

Carmines et al. (1979, p. 17) define validity as “the extent to which any measuring 

instrument measures what it is intended to measure”. The concept of validity can be 

classified into three common types: content validity, criterion-related validity, and 

construct validity. However, validity has also been referred to as a single concept with a 

number of components rather than types (Sechrest, 1984).  

The aim of the present questionnaire is to obtain bankers’ perspectives about the 

selected key dimensions of banking management behaviour. According to the above 

definition, the gathered data would only be useful if it measures what is supposed to be 

measured. Throughout the questionnaire preparation steps, validity was taken into 

consideration either before or during the pretesting and pilot study. In this regard, a 

number of necessary steps were undertaken such as: (1) Developing the questionnaire 

from the relevant literature with the support and assistance from the supervision 

committee. (2) The four questionnaires were sent to some academics specifically 

interested in such areas (used as raters) to gain feedback with regard to the content and 

consistency of questions. With some significant feedback and the consistent agreement 

among different experts in the fields, the researcher assured that questions were 

readable, clear and comprehensive.  (3) Two meetings with a methodologist were held 

to assess the relevance and sequence of questions, one before the pilot study and the 

other before the final distribution of the questionnaire. (4) During the pilot study and 

pretesting stage, validity was tested through administrating the questionnaire to 

participants, and then a random sample was taken to be interviewed about the same 

questions. A comparison between the written and verbal perspectives was made by the 

researcher to insure that questions are properly understood. After considering the 

feedback from the first pilot study, another pilot study was conducted two weeks later in 

which some participants were chosen randomly to be interviewed. Neither significant 

differences between verbal and written responses nor suggestions for improvement were 

recorded. Considering the above points, face and content validity have been addressed.  

It is also important, as a part of the questionnaire preparation, that a considerable time 

and effort are allocated for testing the reliability of the used measures. Reliability refers 

to “the extent to which an experiment, test, or any measuring procedure yields the same 

results on repeated trials” (Carmines et al., 1979, p. 11).  Nonetheless, measuring any 

phenomenon would never be error-free. Sechrest (1984, p. 45) defines it as “the ratio of 
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true source to observed score variance”. While reliability and validity are always 

inseparable, a measure could be reliable but not valid, or it could be valid but not 

reliable. Therefore, it is important that the measurement tool of this research is tested 

against both concepts.  

In the literature of research methodology, a number of methods are referred to in 

estimating the reliability of measurements such as the test-retest method, alternative-

form method, split-halves method, and internal consistency method (Carmines et al., 

1979; Sechrest, 1984; and Thompson & Sage Publications, 2003). However, Carmines 

et al. (1979) recommend Cronbach’s alpha, the most popular estimate among internal 

consistency estimates, as an excellent technique to measure reliability. The test-retest 

method was used during the stages of the pilot study. While less than perfect, a strong 

correlation between the first test (T1) and the second test (T2) was detected. This is 

regarded as a sign of reliability of the used measure. To overcome some limitations with 

the use of the test-retest method, Cronbach’s alpha was used to test the reliability of 

each questionnaire rather than all the questionnaires together. Using SPSS software, 

results show that Cronbach’s alpha coefficient is 80.3, 93.6, and 91.6 for the three 

examined dimensions respectively. The values are all above 70.0, which indicate that 

the scales are reliable according to Pallant (2005).        

IV- Pre-testing and pilot study 

The pilot study or ‘Pre-testing’ of the questionnaire is an important stage before the 

final distribution takes place. Edwin and Hundley (2002, p. 33) refer to the importance 

of undertaking the pilot study as “it can give advance warning about where the main 

research project could fail, where research protocols might not be followed, or whether 

proposed methods or instruments are inappropriate or too complicated”. The main 

objective of pre-testing the questionnaire in this study was to insure a strong and 

comprehensive cover of the subject under investigation and to reveal any complications 

and weaknesses in the face and content of the questions. However, some other 

objectives were also involved such as: testing validity and reliability of the 

questionnaire; examining the effectiveness and soundness of the Web-based survey 

distribution; testing the questions’ level of complication and difficulty; and assessing 

the length of the questionnaire and the time required by participants to complete the 

survey. 
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Thus, a multiple stages, languages, patterns, and people’s participation pilot study was 

conducted during and after drafting the questionnaires and before distributing them to 

the relevant sample. In terms of stages, a draft of each questionnaire, in Arabic and 

English, was sent as a first stage to researchers interested in the studied dimensions of 

banking behaviour. The aim was to receive comprehensive feedback and from experts 

in these fields. Parallel to this, the questionnaires were intensively discussed with a 

methodologist. In the second stage, comments by experts in the field and the 

methodologist were taken into account, and then the four sets of questions were 

distributed to academics and practitioners in Australia and Libya. As the questionnaires 

not only relate to the department of Accounting and Finance, it was sent to five staff and 

postgraduate students in relevant departments in the business school from Griffith 

University, three postgraduate students from The University of Queensland, two 

postgraduate students from the University of Southern Queensland, a postgraduate 

student from Deakin University, two postgraduate students from the University of 

Wollongong, and a postgraduate student  the University of New England. In addition to 

the fourteen academics, the questionnaire was distributed to eight banking staff and a 

jurist (working in the Shariah supervision committee) from Jomhouria Bank in Libya. 

Following two online reminders, a total number of 23 responses, (100%), were 

received. 

A unique characteristic of such a sample might be that it contains respondents whose 

native language was Arabic and had learned English as a second language; others whose 

native language was English with Arabic as a second language; and a third type whose 

language was either pure Arabic or pure English. Thus, it helped the translation process.  

Together with the questionnaire, several people from the same pilot sample were 

randomly chosen to participate in an interview using similar, but not identical written 

questions; four agreed to be interviewed. The main purpose, alongside the pre-testing of 

the interview, was to test the validity and reliability of the questions. After drawing 

some important insights from the first two phases of the pilot study, a period of three 

weeks was allowed then the questionnaires were administrated and interviews were 

conducted using the same sample again. Although it was difficult to obtain 100% 

responses, the researcher insured that no significant feedback or comments were 

identified. 
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V- Population and sampling  

In research, the word ‘population’ refers to “the abstract idea of a large group of many 

cases from which a researcher draws a sample and to which results from a sample are 

generalized” (Neuman, 2011, p. 241). Considering the definition, it is neither possible 

for researchers to investigate every case of unlimited or limited but larger populations, 

nor it is necessary, as a good selection of a sample would closely represent the features 

of the population. Moreover, defining the characteristics of the population and sample 

of this research and a justification of how and why they were chosen is essential.              

For the purpose of fulfilling the research’s main objective, that is comparing key 

dimensions  of banking management behaviour in conventional and Islamic banks with 

a particular reference to how this may benefit the transformation process in Libya, it is 

necessary to focus on the development of Islamic banks in an environment which is 

similar to the state. The GCC countries and Libya are suitable as the study population 

for the following reasons: first, Libya is an Arab and Muslim country that shares a 

similar culture, geographic and historical characteristics with these countries. Second, 

Naser and Moutinho (1997, p. 192) identified a number of reasons for using a sample 

from Arab banks to study Islamic banks: the vast majority of those countries are 

Muslim; the initial idea of Islamic banks was developed, encouraged, and sponsored by 

Arab oil exporting countries; and the emergence of fundamental Islamic movements 

calling for reforms and a return to Islamic principles, including the principles of Law 

and Economics, was concentrated in Arab countries.  

Another reason is that the banking system, whether Islamic or non-Islamic, in the GCC 

countries appears to be, by far, the most well established in the Arab countries. 

According to Ford and Siddiqi (2010), 19 out of the top 20 Arab banks and 56 out of the 

top 100 Arab banks were from the GCC countries. In addition, the World Islamic 

Banking Competitiveness Report 2011-12 shows that “the largest Islamic banks within 

the GCC region are all leaders in their respective home markets and have expanded 

internationally to some degree... (and) the MENA Islamic banking market share has 

reached 14%; in the GCC the Islamic banking market share has crossed the all 

important 25% threshold which means banks are competing in the conventional market 

as well” (Islamic Financial Service Team, 2012 pp. 19-22). This indicates that the 

banking system in these countries in general, and Islamic banking in particular, is 

performing well, with a dominance of the latter on the financial market. It is expected 
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that forefront banks in GCC countries have better banking management than the rest 

and therefore it is worthwhile to target these banks and investigate them as a sample. 

The population, therefore, has been identified as Islamic and non-Islamic banks in the 

GCC countries and Libya. Neuman (2011, p. 246) defines a sampling frame as “a list of 

cases in a population, or the best approximation of them”. Having defined the 

population of this study, the sampling frame is the list of 213 local, and not specialised, 

banks in the GCC and Libya. 

The bank sample was randomly chosen from conventional and Islamic banks in Libya 

and GCC countries depending on an annual ranking of the Top 100 Middle Eastern 

Banks (this ranking was presented by Middle East Magazine published by IC 

Publications in London, 2010). Banks that exist in this ranking list from GCC countries 

and Libya were all included. Five Libyan banks were added to the sample, three of 

which were already in the Top 100 Middle Eastern Banks (the Libyan Jomhouria and 

Umma banks were merged in 2008 and, therefore, regarded as one bank). Table 5.2 

illustrates the population and sample of the questionnaire.  

Table 5.2 Population and sample of the questionnaire 

Country Number of local 

banks (Sampling 

frame) 

Sample from the 

List of Top 100 

Banks 

Sample out of 

the list 

Percentage of the 

sample 

Libya  16 2 3 31% 

The U.A.E 46 17 - 37% 

Saudi Arabia 12 11 - 91% 

Bahrain 114 9 - 8% 

Kuwait 10 9 - 90% 

 Qatar 7 7 - 100% 

Oman 8 3 1 50% 

Total 213 59 4 30% 
Source of the sampling frame: (Central Bank of Bahrain, 2007; Central Bank of Kuwait, 2012; Central 

bank of Libya, 2012; Saudi Arabian Monetary agency, 2013; and Qatari Ministry of Foreign Affairs, 

2007; U.A.E Central bank, 2013). 

The five Libyan banks dominate almost 90% of the Libyan market and, therefore, are 

the main players (Maitah et al., 2012). The purpose of adding another bank from Oman 

is that all of the selected Omani banks that appeared in the ranking list are conventional 

while the objective of the study is to compare Islamic and conventional banks. It should 
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be mentioned that the number of banks in the table reflects the local banks of the 

surveyed countries. The sample includes conventional banks, fully-fledged Islamic 

banks, and conventional banks with Islamic windows and/or subsidiaries. The table also 

varies in terms of the banking establishment. It includes conventional banks that have 

evolved to become Islamic banks as well as pure Islamic established banks. 

Furthermore, the sample contains long-established banks as well as more recent ones. 

Although banks’ targeted population and samples from banking organizations were 

listed in Table 5.2, further definition of sampling elements within the selected banks can 

be characterised as the employees’ population of 63 banks which is relatively larger.    

Fricker (2008, p. 211) argues that “the internet-based sampling methodology is 

generally driven by the contact mode, not the response mode”. Due to the lack of listed 

employees and their online contact information within these selected banks, the 

researcher could not apply probability sampling methods such as random sampling, 

systematic sampling, or stratified sampling. However, it was noticed that most of the 

targeted banks have a web-based community group of at least one social website. 

Therefore, the two possible ways available were the use of community groups, after 

registering in each group, and the direct communication via general email(s) of each 

bank. The most suitable sampling method in this case is the Snowball sampling method.     

Snowball sampling is defined as a sample “... in which the researcher begins with one 

case and then, based on information about interrelationships from that case, identifies 

other cases and repeats the process again and again” (Neuman, 2011 p. 269). This 

method is very useful when the population cannot be defined due to a lack of 

information about sample elements (Lune et al., 2010; and Neuman, 2011), membership 

list and communication details as in the case of this research. Fricker (2008), further 

states that the use of probability sampling in web-based research surveys is limited.    

Even though the Snowball sampling method, which is regarded as a non-random 

sample, was used, determining at which stage data collection should end is important. 

While the general rule for sample size is that the larger it becomes the more accurate the 

estimation will be, some other factors are also involved such as the time limit and 

budget (Kumar, 1999). However, Neuman (2011) states that if a rule of thumb is used to 

decide  sample size, small populations (under 500) require a large sampling ratio 

(around 30%), whereas large populations (around 150,000) require as small as 1%. The 

banking sample, as indicated in Table 5.2, is 30%. However, the researcher used ‘the 
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rule of thumb’ method to estimate the size of the sample taken from employees in these 

banks. The number of employees in the surveyed banks was estimated as follows: 

 Number of employees in each bank = number of employees of biggest bank + number 

of employees of smallest bank /2. Number of employees in each bank = 5879 + 576 / 2 

= 2228. The estimation of total number of employees in these banks is 2228 * 63 = 

140,364. As the survey targets only four divisions from these banks, the targeted 

population would be around 100,000. Therefore, 1173 or 1.2% would be sufficient to 

reach the required number or saturation point according to Neuman (2011). It is 

worthwhile mentioning that the biggest and smallest banks were taken from the list of 

top 100 Middle East banks. The number of employees in the biggest bank, the Saudi 

National Commercial Bank, and the smallest bank, the National bank of Al-Fujairah 

(NBF), were taken from their official websites, considering that the National Bank of 

Al-Fujairah is the fourth smallest bank in the list. However, the number of employees in 

Jumhouria bank (regarded as the smallest bank) does not reflect the real number as it 

was recently merged with another bank. Other banks do not disclose the number of 

employees. 

VI- Questionnaire distribution and collection stages 

Collecting data from a non-listed, internet-based sample is a multi-stage process. 

Generally, the process of distributing and collecting the questionnaire could be 

classified into three modes, namely, the contact mode or how participants are contacted; 

the response mode or how participants are asked to complete the questionnaire; and the 

follow-up mode or how reminders are conducted to follow up the questionnaire (Fricker 

2008). Different techniques and stages were used in this research to insure proper 

distribution and follow-up. 

 In the first stage, a list of selected banks and their general contact details was developed 

to be notified about participating in the study. To confirm the validity of the email 

addresses existed in their official websites, all banks were contacted through telephone. 

Although contacting banks from overseas was a time-consuming and expensive, several 

tries for each bank were made to insure that the researcher deals with the relevant 

department. An official online message, carries a letter of introduction and an online 

link to the questionnaire, was sent to 63 general emails requesting them to forward the 
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message to the department of information and training. Some email addresses were 

inactive, which required further communications with their banks. 

Based on telephone connections with the banks in the first stage, it was recommended 

by some of them that the researcher should contact community groups (special staff 

networking) available in their websites in the second stage. Communicating with these 

groups was difficult as they only register their employees. After opening an account in 

the same social network(s) used by banks, a letter was sent to all people in charge of 

these groups introducing the research and referring to the initial communications with 

their banks. Allowing some time, the researcher was able to subscribe and post the 

questionnaire details in most of these community groups.  

Several types of reminders were used during the questionnaire distribution including the 

use of telephone, reposting the message through the community groups, and individual 

reminders to each member in these groups. As a result, 1200 questionnaires were 

distributed during the first four months. In this period, few banks sent replies deciding 

not to participate in the survey. However, the researcher used the community groups to 

obtain some responses from them.  

Due to the low rate of response during the first four months of the distribution process, 

the third stage was obtained to change follow-up techniques. While conducting the 

research interviews, the researcher had an opportunity to be personally in touch with 21 

banks in three countries: Libya, The U.A.E and Oman. Relevant departments in these 

banks were asked to forward the online questionnaire link to employees in the targeted 

divisions. For other countries, Visa applications were refused.  

The rate of response in online surveys tends to be lower than in the traditional ones 

(Fricker 2008). Even though 1200 questionnaires were sent to participants, 504 were 

considered deliverable to participants. Responses from 191 employees were received 

representing around 38% of the total delivered questionnaires. Couper and Timothy 

(1999) found that typical response rate for online surveys ranges between 37 and 63 

percent. Nulty (2008) found that the online response rate varies from 20 to 47 percent. 

The study found that the average of online response rate in Australian Universities such 

as Griffith University (in which this study was conducted), QUT, and Monash 

University was between 20 and 31%.  



122 

 

Further revision of the responses show that 57 out of 191 were not completed. 

Therefore, 134 responses, which represent 26.6% of the distributed questionnaires, were 

completed and ready to be analysed. This rate of response is acceptable according to the 

above studies. 

5.5.2 Interviews 

The Interview is a commonly used way of collecting data through a person-to-person 

interaction between two or more individuals with a purpose (Bryman and Bell, 2003). In 

terms of structure, it is classified into structured and unstructured interviews. In the 

structured interview, questions are pre-determined and used according to sequence and 

wording, whereas in the later subjects are free, within specified issues, to move from 

one to another (Kumar, 1999). However, collecting data through this method tends to be 

about discovering issues related to the research more than merely recording facts. 

Therefore, there is an in-between type of interviews that known as semi-structured 

(Lune et al., 2010). Semi-structured interviews were used in this research. Questions 

were pre-determined and asked sequentially. However, participants were encouraged to 

expand their answers tackling some worthwhile issues related to the research. It should 

also be mentioned that two different sets of interviews, for two different but related 

purposes, were conducted in this study.  In the next section, the steps of using 

interviews to collect data are discussed.  

I- Preparation of interviews 

As the questionnaires were closed-ended, the researcher decided to use the first sets of 

interviews as a complementary to them. Another list of questions was used to further 

investigate information about the Libyan economic situation in general and banking and 

Islamic banking-related issues specifically.  

The purpose of conducting the first sets of interviews was to gather in-depth 

information related to the studied dimensions of banking management behaviour. 

Questions were pre-determined and sequentially organised. To some extent, they were 

also flexible allowing respondents to express their opinions and reasons behind 

particular answers. While this method goes beyond verbal questions to discover more 

information about the subject, it is believed that it enhances face and content validity of 

the questionnaires and interviews as the main methods of data collection. 
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Depending on a review of the related literature, questions of the first interviews were 

prepared along with the questionnaire. The period of preparation involved the following 

steps: (i) English was used as a main language to prepare, review, and test the sets of 

questions, namely, risk management and capital adequacy, human resource 

management, and financial and social reporting and disclosure; (ii) after consultations 

with the supervision committee, the interview questions were translated to Arabic 

language as interviewees are most likely to be Arabic. The process of interpretation 

involved consultations with Arabic postgraduate colleagues as well as an official 

interpreter; (iii) and as explained in the questionnaire pilot study, a random sample from 

participants in the pilot study was taken to be interviewed. A comparison between the 

written and verbal perspectives was made by the researcher to insure that questions are 

properly understood. After considering the feedback from the first pilot study, another 

pilot study was conducted two weeks later with some participants chosen randomly to 

be interviewed. Neither significant differences between verbal and written responses nor 

suggestions for improvement were recorded. Considering the above points, the first sets 

of interviews were ready to be distributed. 

The second type of interviews was prepared to address issues of Libyan banking 

system. Four groups of questions were prepared to test the situation of the banking 

system as well as the prospects, barriers and impediments of introducing Islamic 

banking products and services in the state. Some necessary steps were undertaken to 

develop the questions such as: (i) Libya Economic and banking related literature was 

intensively reviewed and discussed (see Chapter four). This is seen as an important 

component for developing a comprehensive background about the situation of Libyan 

banking system in general and Islamic banking in particular. (ii) Questions were 

developed accordingly to target four types of people: bankers in charge of the new 

branches of Islamic banking and the Central Bank of Libya, policy makers in the 

Ministry of Finance, the Universities’ academics interested in this area, and jurists from 

the Board of Fatwa issuance (Dar Alefta’); (iii) questions were prepared in English then 

translated to Arabic consulting with of an official interpreter and the postgraduate 

colleagues whom Arabic was their native language; and (iv) Libyan postgraduate 

students from different universities in Australia were contacted to participate in pre-

testing the questions. The selected students had different but economic-related 

education and job backgrounds in Libya before participating in higher degree studies. 
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University lecturers and bankers pre-tested the questions and sent their comments and 

feedback. Neuman (2011, pp. 345-350) defines cognitive interview as “ A technique 

used in pilot testing surveys in which researchers try to learn about a questionnaire and 

improve it by interviewing respondents about their thought processes or having 

respondents (think out loud) as they answer survey questions”. He also identifies probe 

as “A follow-up question asked by an interviewer to elicit an appropriate response when 

respondent’s answer is unclear or incomplete”. Following the two definitions, cognitive 

testing and probe used with the pre-tested sample to obtain the experience of 

respondents about difficulties that they face while answering the interview questions. 

The later was also used when interviews with participants were conducted. 

II- Populations and samples of interviews 

Qualitative and quantitative studies are different in terms of sampling issues and 

procedures. While the intention of sampling in quantitative research is to deal with a 

small number of cases that mathematically represent the whole population, qualitative 

sampling is about providing an understanding of issues and relationships as well as 

dealing with new theoretical aspects (Neuman, 2011). Another sampling issue is the 

consideration of heterogeneity and homogeneity of the population. Bryman and Bell 

(2003) argue that homogeneous populations require smaller samples. In the current 

research, the two types of interview categories are believed to be relatively 

homogeneous as they relate to specific institutions that share similar characteristics. 

A. Banking management interviews               

The first sets of interviews were used as a complementary to the questionnaires and 

therefore used a sample from the same list of countries and banks. As questions were 

designed to address collective issues in Islamic and conventional banks at the same 

time, people with both Islamic and conventional banking knowledge are the most 

suitable to be interviewed. However, the targeted population is almost impossible to be 

identified as a list and, in most of the cases, can be neither reached in-person nor by 

telephone. Therefore, the researcher depended on Snowball sampling to interview 

people from banks that could be visited. Table 5.4 highlights the number of interviews 

conducted in the targeted countries associated with the timeline. 
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Table 5.3 The number of interviews conducted in the targeted countries associated with 

the timeline. 

Country Visa status Waiting period   and the length of 

visa. 

Number of 

interviewees 

Period of 

conducting 

interviews 

Libya  Not applicable ------ 5 6 weeks 

UAE granted once and 

rejected another 

On arrival (at the airport). 

Granted for only 3 days. 

2 3 days 

Oman Granted  It was granted after waiting 

period of 3 weeks. Granted for 2 

weeks. 

3 10 days 

Qatar Application of 

Visa was rejected 

twice.  

Two months -- -- 

Bahrain  Application of 

Visa was rejected  

5 weeks -- -- 

Kuwait Application of 

Visa was rejected 

7 weeks -- -- 

Saudi Arabia Application of 

Visa was rejected 

Two months -- -- 

 

 It is worthwhile though to mention that several difficulties were associated with these 

visits. (1) The researcher had to travel from Australia to the GCC countries and Libya in 

order to conduct the interviews. (2) Although Visa is required to visit the GCC 

countries, it is neither granted nor possible to apply for it from abroad. Therefore, 

applications were submitted in Libya. (3) After long waiting period, most visa 

applications were rejected and some of them were rejected twice. (4) Other accepted 

applications granted a very short stay, which was not enough to organize and conduct a 

bigger number of interviews.  

B.  Interviews of Libyan banking and banking-related institutions 

The other sets of interviews targeted banks and banking-related institutions in Libya. An 

objective of gathering information from the Libyan environment was to develop a full 

picture about the Islamic banking situation in the state. Another was whether there are 

any general and/or specific issues that need to be considered when implementing the 

investigated dimensions of banking behaviour in the Libyan banking surroundings. The 

design of these interviews was based on an intensive review of the Libyan economic 

and banking development in Chapter four.  
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So long as Islamic banking was the main issue to be investigated in Libya, the second 

interviews targeted people from the Ministry of Finance, people in charge of banking 

institutions including the new established (or in the way to be established) Islamic 

banking services and the Central Bank of Libya, scholars from the Board of Fatwa 

issuance (Dar Alefta’), and University academics. These groups are believed to have 

direct involvement of Islamic banking issues in the state. 

Although there have been theoretical attempts of introducing Islamic banking in Libya 

for several years, putting such attempts into a practical form has partially started few 

years ago. Therefore, one would hypothetically say that the amount of knowledge and 

experience about such institutions is relatively little in the country. Another indication 

that reflects the Islamic banking situation is the quantity and quality of academic 

publications. Publications reflect the level of interest among academics about the issue. 

Having said, the researcher depended on the above indications and the personal 

experience to locate institutions and people involved in the movement towards Islamic 

banking. Table 5.5 reveals the interviewees and their occupations.  

Table 5.4 The interviewees and their occupations 

Interviewee Original Institution Positions and occupations 

A Dar Alefta’ Director of Fatwa board, member of the central Shariah 

advisory board in the Central Bank, member of Shariah 

advisory board in Jomhouria bank, and an academic lecturer 

at a University. 

B Dar Alefta’ Member of Fatwa board, member of Shariah advisory 

board in Jomhouria bank, and an academic lecturer at a 

University.   

C  Central Bank General assembly member and a member of the central 

Shariah advisory board in the Central Bank. 

D Jomhouria Bank Previous head of one of Islamic bank branches and a current 

head of credit department.  

E Jomhouria Bank The head of an Islamic bank branch and academic lecturer. 

F  University (1)  The accounting and finance department convenor and 

Islamic banking researcher.  

G University (2) The accounting and finance department convenor and 

Islamic banking researcher. 

H Ministry of Finance A staff member in the department of budgets  

 

The total number of interviewees was 8. However, as most of them hold more than one 

qualification and positions, relative questions were directed to each one accordingly. 

The first two interviewees are regarded as the most qualified persons in the field of 
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financial transactions jurisprudence (Fiqh Al-Muamalat). The rest have high 

qualifications and experience in the Islamic banking field. 

The use of the second type of interviews to collect the required data was surrounded by 

huge risk and uncertainty not mentioning it was time consuming. Data collection 

process coincided with the 2011 Libyan uprising, which caused a timeline distraction. 

After travelling to Libya to conduct the interviews, the researcher had to postpone the 

entire process for around 18 months. The interviews were conducted after a relative 

recovery and settlement of the Libyan security situation as well as the economic and 

banking systems in 2012. The security status in the country, in general, and in the 

targeted institutions specifically was the major challenge. 

5.6 Data Analysis techniques 

The main purpose of the study is compare  key banking management dimensions in 

conventional and Islamic banks  with a particular reference to how this might be applied 

in the Libyan context and also elsewhere. In order to analyse data gathered from the 

survey questionnaires, complete responses were transferred from the LimeSurvey 

electronic tool to SPSS software. Pallant (2005) mentioned some important steps of 

preparing SPSS data file such as creating files, entering data, and screening and 

cleaning the data. As the variables and scales were coded alongside with the design of 

the online survey, a complete and ready-to-use data file was transferred from the 

LimeSurvey electronic program to SPSS software. However, the new SPSS data file 

was screened for the purpose of correcting errors and ensuring proper and correct 

coding. After preparing SPSS data file, some statistical analyses appropriate for the 

comparison between the three studied groups (conventional banks, Islamic banks, and 

conventional banks offer Islamic products and services) were conducted depending on 

the type of question and the used scales. Descriptive statistical techniques supported by 

the use of boxplots, one-way between groups’ analysis of variance with post-hoc tests 

(ANOVA), and Kruskal-Wallis test were used to analyse data obtained from different 

questionnaires. These tests were followed by a multinomial logistic regression analysis 

to find out the relationship between bank management dimensions and respondents’ 

characteristics. 

Pallant (2005) indicated that descriptive statistics could be used to explain 

characteristics of the sample, to check which statistical techniques that suite the research 
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questions, and to solve specific research questions. Accordingly, descriptive statistics 

were used to analyse the general questions’ part which contains categorical and 

continuous variables such as language, gender, age, and type of bank. As the 

comparison would be between the three mentioned groups, the output of ‘type of bank’ 

question is the main determinant of the used test. In this regard, Pallant (2005) also 

emphasised that one-way between groups’ analysis of variance with post-hoc tests 

(ANOVA), and Kruskal-Wallis test are the two alternatives tests used to compare the 

mean scores of three or more groups especially for the Likert scale questions. However, 

there are conditions that control the use of one test over the other. For example, 

ANOVA is used if the group sizes are relatively big and roughly equal, whereas 

Kruskal-Wallis test is used in the absence of these conditions. Depending on the output 

of the descriptive analysis from the general questions, the later test was mainly used 

(see Chapter six). However, questionnaire data were retested using ANOVA to confirm 

the results as advised by a statistician. Measurement of frequencies was used for other 

‘Yes, No’ and ‘Used, Not used’ questions. The use of boxplots is also usful to compare 

the distribution of sources on variables.  

Logistic regression is a probabilistic statistical model used to test dependent categorical 

variables with two or more categories with  categorical or continues variables. If the 

dependent variable with only two categories, then it is called Binary Logistic. However, 

If it has more than two categories, it is called the Multinomial Logistic Regression 

(Pallant 2005, and Pampel 2000). As the independent variables in the questionnaire 

have more than two categories, multinomial logistic regression is used to understand the 

relationship between the key dimensions of banking management and the respondents 

characteristices. 

In the interview part, the researcher depended on the interpretive method to analyse the 

two sets of interviews. Folkestad (2008) argues that it is not easy to distinguish between 

the collection, reduction, and analysis phases of qualitative data. Interviews were first 

recorded to be easily recalled and analysed. The answers were then categorized and 

compared. Important statements from both interviews were directly quoted to the 

analysis to enrich the outcomes of the research. 
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5.7 Concluding remarks  

This chapter presents the research methodology used to study key dimensions of 

banking management behaviour in conventional and Islamic banks, with a particular 

reference to the transformation process in the Libyan context. First, it details the 

necessity of combining quantitative and qualitative approaches which is called 

triangulation. As the comparison of banking management behaviour is a multi-

dimensional subject, especially when assessing the situation of the Libyan banking 

system, a historiography approach was used to map out clear idea about the overall 

Libyan banking situation. The chapter also details the process of preparing, testing, and 

conducting the questionnaires and interviews, which were the main data collection 

instruments. Further, it presents the statistical analysis techniques followed to obtain 

empirical results from the gathered data. 
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Chapter 6. Empirical Results: Questionnaire Analysis 

6.1 Introduction  

 This chapter analyses the key selected dimensions of banking management behaviour 

using the statistical approaches discussed in Chapter 5. In particular, the aim of this 

chapter is to empirically analyse and discuss data gathered from the distributed 

questionnaire these dimensions. The focus is on the differences in management 

behaviour between conventional and Islamic banks, and how  this knowledge could be 

applied in banks in Libya and elsewhere converting their products and services to 

operate according to Shariah.  

The chapter comprises six sections. Section 6.2 discusses the demographic details by 

reflecting on the respondent profiles. Section 6.3 provides the empirical results for the 

risk management and capital adequacy dimensions. We analyse the human resource 

management dimension in Section 6.4 and that for financial and social reporting and 

disclosure in Section 6.5. The final section provides some brief concluding remarks.  

6.2. Respondent profiles 

Tables 6.1, 6.2, and 6.3 show the general backgrounds of the respondents. The first part 

of the questionnaire gathered such information from respondents, including language(s) 

spoken, age, gender, and major field of work. It also dealt with education, training, 

experience and work related issues.  

Table 6.1 refers to the results of four general questions. As discussed in Chapter 5, the 

questionnaire contains a language option to facilitate participation in both English and 

Arabic languages. Participation in either language would give an indication of the 

educational and cultural backgrounds of the participants. However, even though we 

selected the entire sample from Arab domestic banks, more than three-quarters of the 

responses are in English language. There are a few possible reasons for this. First, due 

to the educational background of employees in these banks, given the GCC counties and 

Libya tend to sponsor students to obtain their educational qualifications from more 

developed (English-speaking) countries such as the US, UK, and Australia.  
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Table 6.1 Profiles of respondents 

Variable Frequency % 

Language 

English  103 75.7 

Arabic 33 24.3 

Gender 

Female 46 33.8 

Male 90 66.2 

Age 

20 years or less 0 0.0 

21-30 years 37 27.2 

31-40 years 69 50.7 

41-50 years 23 16.9 

51+  7 5.1 

Major 

Business 42 30.9 

Accounting 43 31.6 

Finance 33 24.3 

Economics  6 4.4 

Other 12 8.8 

 

Another reason could be the reliance of banks in the GCC and Libya on foreign 

workers. Sadi and Henderson (2005), for instance, find that the GCC countries largely 

depend on expatriate labour in most industries. The in-person interviews conducted in 

the GCC region, to some extent, support the second reason, as the majority of banking 

staff that the researcher met do not speak Arabic. The table also shows that 

approximately two-thirds of respondents were male and one-third female. The 

proportion of women in the labour force in the GCC countries and Libya is around 30% 

(Fargues, 2005), which is in line with the percentage of women who participated in this 

study. The knowledge of different categories of age is important as it provides 

researchers with an indication of the length of education and experience of participants. 

More than half of questionnaire participants have aged between 31 to 40 years of age, 

whereas 27.7% were younger than 31 years, 16.9% were older than 40 years, and 5.1% 

were over 50 years of age.  
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The level and type of education for bank employees are important factors we should 

consider in both conventional and Islamic banking institutions, as discussed in Chapter 

3 (Gharbi, 2008; Hyberger, 2008; Keltner & Finegold, 1996; Khoja, 2005). Table 6.2 

indicates that respondents with bachelor and masters’ degrees represent more than two-

thirds of the responses: 38.2% and 30.8%, respectively. Respondents with diploma and 

postgraduate diplomas accounted for most of the remaining third of the sample. Only 

3.7% of participants were at doctorate level. By linking the education with the age 

group, it is clear that respondents with tertiary education are most likely to fall with the 

21–40 year age groups.        

Table 6.2 Level and type of education for respondents 

Variable Frequency % 

Level of education 

High School 1 0.7 

Diploma 8 5.9 

Bachelor 52 38.2 

Postgraduate Diploma  28 20.5 

Master 42 30.8 

Doctorate 5 3.7 

Type of education 

General Business School 87 64 

Islamic Business School 18 13.2 

Both of them 19 14 

Other 12 8.8 

 

The questionnaire also included questions about the type of education obtained by 

respondents. Employees graduating from a conventional business school account for 

64% of responses, whereas 13.2% gained their education from an Islamic business 

school. About 14% of the sample had a mixed conventional and Islamic business 

education. However, we could still regard this as a conventional education as it may 

refer to those who studied only one or a few subjects in Islamic banking and finance. 

For instance, with only a very few Islamic banking and finance subjects currently 

available, the business education system in Libya is overwhelmingly conventional. 

Thus, only 13.2% of respondents have a purely Islamic business education. 
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The training of human capital in banks is an important issue we consider when 

comparing conventional and Islamic banking practices (Gharbi, 2008; Khoja 2005; 

Nienhaus, 2007). Table 6.3 provides details for the respondents in terms of the place of 

training, level of experience, and place of experience.   

Table 6.3 Respondents’ training and experience 

Variable Frequency % 

Place of training 

A conventional bank 78 57.4 

An Islamic bank 24 17.6 

Both 34 25 

Level of experience 

1 year or less 2 1.5 

From 2 to  5 years 49 36 

From 6 to 10 years 50 36.8 

More than 10 years 35 25.7 

Place of experience 

From a conventional bank 79 58.1 

From an Islamic bank 28 20.6 

From both of them 29 21.3 

 

Table 6.3 shows that 57.4% of those surveyed received their training from conventional 

banks. It also shows that 17.6% had specific training for work in Islamic banks. The 

remaining 25% received mixed training. A second question dealt with the level of 

experience in banking. The majority of responses (72.8%) are concentrated in the 

second and third categories (from 2 to 5 years and from 6 to 10 years). Only a quarter of 

respondents (25.7%), had more than 10 years of banking experience. In relation to the 

place of experience, 58.1% of those surveyed had conventional banking experience, 

whereas 20.6% of them gained working experience only from Islamic banks. 

Participants with a mix of experience in both conventional and Islamic banks accounted 

for 21.3%.  

Table 6.4 summarises the responses to eight work-related questions. The first part of the 

table deals with the level of employment within the bank. Although participants in 

various levels of employment were sample for the questionnaire, more than two-thirds 

(69.9%) of the respondents are managers. The percentage of ordinary staff members 
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who participated in this study was 28.7%. Respondents working in conventional banks 

represented almost half of the sample (46.3%). The percentage of participants from 

Islamic banks was 28.7%. The remaining quarter represents those who worked in a 

conventional bank offering Islamic services through a window or subsidiary. We also 

questioned the bankers about the country where currently employed. As the GCC 

countries and Libya were the targeted group, most of the sample is from these countries, 

with the greatest participation from the UAE, Libya, and Oman with 29.4%, 25.7% and 

19.1% of the sample, respectively. About 4.4% of the respondents are from non-

targeted countries and banks (Jordon and Sudan) as we delivered the questionnaire 

online.    

In relation to working experience with the current bank, around half of respondents 

(45.6%) had been working with their bank for 2 to 5 years. With a small number of new 

workers (5.9%), the other roughly half of participants (48.5%) had been working at least 

6 years with the current banks.  

Table 6.4 Respondents’ work related issues 

Variable Frequency % 

Level of employment 

Ordinary staff member 39 28.7 

Deputy or assistant area Manager 16 11.8 

Area Manager 10 7.4 

Deputy or assistant manager of department, office or unit 29 21.3 

Manager of department, office or unit 31 22.8 

Deputy administrative director 7 5.1 

Administrative director 2 1.5 

Other 2 1.5 

The current work place 

In a conventional bank 63 46.3 

In an Islamic bank 39 28.7 

In a conventional bank offers Islamic services through a 

window or subsidiary. 

34 25 

The country of work 

United Arab Emirates 40 29.4 

Saudi Arabia 13 9.6 

Bahrain 10 7.4 

Kuwait 1 0.7 

Qatar 5 3.7 
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Oman 26 19.1 

Libya 35 25.7 

Other 6 4.4 

Working period with the current bank 

1 year or less 8 5.9 

From 2 to 5 years 62 45.6 

From 6 to 10 years 37 27.2 

More than 10 years 29 21.3 

Previous work with another bank(s) 

Yes  48 35.3 

No 88 64.7 

Period of work with another bank(s) 

1 year or less 5 3.7 

From 2 to 5 years 30 22.1 

From 6 to 10 years 8 5.9 

More than 10 years 6 4.4 

Does respondent work in: 

A head department 79 58.1 

A branch 57 41.9 

The function/division that best describes respondent’s current position 

Financial division (e.g. accounting, financial planning and 

control, treasury) 

47 34.6 

Risk division (e.g. market and operational risk management, 

credit risk management, capital management) 

29 21.3 

Operations division (e.g. Human resource, training and 

control facility management, external relations). 

32 23.5 

Other  28 20.6 

        

On the other hand, 64.7% of the respondents had not worked previously with another 

bank. The working experience of the 35.3% who had worked previously with other 

banks differed: 22.1% of the total percentage had worked between 2 to 5 years, 10.3% 

had worked for more than 6 years, and 3.7% had worked for a year or less. With regard 

to the results of the function/division, that best describes the bankers’ current position; 

there is a slight difference in the number of participants in each division. The results of 

this question indicate that the participation in this study was mainly by the specifically 

targeted groups. 

Based on the results shown in the above tables, and in accordance with the literature in 

Chapter three, it appears that Islamic banking industry relies, to some extent, on 
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workers with conventional banking education, training, and experience. The evidence is 

that even though only 13.2% of the total participants received an exclusively Islamic 

business education, 17.6% of the participants received training in Islamic banking 

institutions and 20.6% gained their experience from Islamic banks, such that around 

53.7% of the respondents have nevertheless been involved in at least some Islamic 

banking activities.                      

6.3 Risk management and capital adequacy divisions 

The second part of the questionnaire dealt with risk management and capital adequacy 

issues including the relative importance of the various risks managed, the risk 

measurement approaches, risk management techniques, risk reporting, and capital 

adequacy related aspects. It is important to note that while the questionnaire targeted 

Islamic and conventional banks, a third group, comprising conventional banks offering 

Islamic products and services through windows and/or subsidiaries, was involved. We 

consider this as an independent group in that it combines the characteristics of both 

Islamic and conventional banks. 

6.3.1 The importance of the various risks to be managed 

The first part of the risk management and capital adequacy dimension considers the 

importance of managing various risks facing conventional and Islamic banks and 

whether there is a difference between both types of banks in terms of the significance of 

risks to be absorbed or managed. To explore the degree of importance of risks between 

the above mentioned groups, we conduct a Kruskal–Wallis between-groups test. This 

test involves a comparison between the scores for the continuous variables of risk 

perceptions for conventional banks, Islamic banks, and conventional banks offering 

Islamic products and services. The null hypothesis H0 is that the median scores are 

equal versus Ha not all of the medians are equal. Using the test, we convert scores to 

ranks, which in turn we compared. Table 6.5 presents the analysis of Kruskal–Wallis 

test statistics of risks that show important differences among the three groups. As 

shown, rate of return risk, compliance risk, and equity and commodity price risk did not 

show any significant differences when tested across the three groups. Therefore, we 

retested these using only the two main groups, Islamic and conventional banks.  
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Figure 6.1 The importance of risks to be managed in bank groups (boxplots) 

 

figure 6.1 shows some significant differences in the importance of specific risks to be 

managed. scale 1 refers to 'very unimportant' while scale 5 refers to 'very important’. It 

could be seen from the figure that liquidity risk and the risk arises from profit and loss 

sharing are more significant in Islamic banks than the other two categories.    

Table 6.5 Test Statistics (a,b) 

Risks show 

significant 

differences 

and their 

tests 

Risks arise 

from PLS 

modes 

Liquid-

ity risk 

Interest rate 

risk 

Risk of trade 

and 

investment 

Rate of 

return risk 

Compliance 

risk 

Equity/ 

comm-

odity 

price risk 

No. of 

groups 

3 3 3 3 2 2 2 

Chi-Square 11.464 9.676 12.375 10.177 4.066 6.352 8.077 

df 2 2 2 2 1 1 1 

Asymp. Sig. .003 .008 .002 .006 .044 .012 .004 

a. Kruskal-Wallis test. b. Grouping variable: type of bank 

Table 6.5 includes the Chi-square value, the degrees of freedom, and the level of 

significance (Asymp. Sig). The number of groups refers to the compared groups in 
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terms of significance. The significance level of the three group comparison shown in 

Table 6.5 was p =.003 for risks arising from profit and loss sharing modes, p = .008 for 

liquidity risk, p =.002 for interest rate risk, and p =.006 for risk of trade and investment. 

We retested the other risks that indicated insignificance with a three-group comparison 

using two groups. As shown in Table 6.5, rate of return, compliance, and equity and 

commodity price risks between conventional and Islamic banks showed significance 

with 0.044, 0.012, and 0.004, respectively. At the α = 0.05 level of significance, we 

conclude that there is a statistically significant differences in the importance of some 

risks across the tested groups. We should also test the mean rank for the three groups to 

calculate differences in overall ranking. Table 6.6 presents the ranks between these 

groups. 

Table 6.6 Risk rank tests 

Risk Type of bank  Mean Rank 

The importance of risks arise 

from profit and loss sharing 

modes 

Conventional bank 6.86 

Islamic bank 16.00 

Conventional bank offers Islamic 

products 
7.67 

The importance of liquidity 

risk 

Conventional bank 6.86 

Islamic bank 15.00 

Conventional bank offers Islamic 

products 
8.67 

The importance of interest 

rate risk 

Conventional bank 14.14 

Islamic bank 4.08 

Conventional bank offers Islamic 

products 
11.08 

The importance of risk of 

trade and investment 

Conventional bank 6.00 

Islamic bank 15.50 

Conventional bank offers Islamic 

products 

9.17 

 

Risks Type of bank (two groups) Mean Rank 

The importance of rate of 

return risk 
Conventional bank 5.07 

 Islamic bank 9.25 

The importance of 

compliance risk 
Conventional bank 4.57 

 Islamic bank 9.83 

The importance of 

equity/commodity price risk 
Conventional bank 4.43 

 Islamic bank 10.00 
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An inspection of the mean ranks of the importance of overall risks arising from the 

profit and loss sharing modes shows there is a significant difference between 

conventional and Islamic banks with values of 6.86 and 16.00 respectively, and between 

Islamic banks (16.00) and conventional banks offering Islamic products (7.67). 

However, the mean ranks of conventional banks and conventional banks offering 

Islamic products are not significantly different. We therefore conclude that while this 

type of risk very important in Islamic banks, it is not applicable to conventional banks, 

nor is it important for those banks offering only some Islamic products and services. 

These results are in line with previous studies (Khan & Ahmed, 2001; Makiyan, 2002; 

and Marston & Sundararajan, 2003) which assert that Islamic banks are exposed to risks 

arising from the application of Shariah methods of finance. The regulations in 

headquarters likely influence the Islamic products and services offered in conventional 

banks, and this could explain the above results.   

Islamic bankers regard liquidity risk as a very important with a mean rank of 15.00, 

whereas it is not as important in conventional banks and in conventional banks offering 

Islamic products and services (6.86 and 8.67, respectively). With the support of 

previous studies in Chapter 3 (Al-Tamimi, 2002; Ariffin et al., 2009; Bessis, 2010; and 

Marston & Sundararajan, 2003), we concluded that while such risk is important for both 

types of banks, it is more important in Islamic banks due to the lack of adequate liquid 

instruments compliant with Islamic principles. The use of Shariah-compliant products 

such as Murabahah and Ijarah generates debt, which Islamic banks cannot transfer 

using conventional ways such as credit hedging instruments, as these are interest-based 

instruments. Moreover, Islamic banks have particular exposure to liquidity risk because 

the choice of lender-of-last-resort offered by central banks is not available to them while 

they link their funds to long-term, illiquid assets such as Ijarah and profit-loss-sharing 

methods of finance.   

Table 6.6 also shows that interest rate risk is not important at all in Islamic banks with a 

mean rank of 4.08 as the prohibition of Riba or interest is one of the fundamentals of 

Islamic banking (details in Chapter 2). The other two groups regarded such risk as very 

important with mean rank of 14.14 for conventional banks and 11.08 for conventional 

banks offering Islamic products and services. On the other hand, rate of return risk is 

highly important in Islamic banks and less important in conventional banks. Interest rate 
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risk is similar to the rate of return risk in the sense that investment accounts holders 

expect a return on their Murabahah investments similar to the benchmark rates. This 

justifies the importance of interest rate risk in a dual banking system where the rate of 

return is sensitive to the interest rate. These conclusions are supported by Ariffin et al. 

(2009) and Zainol and Kassim (2010).   

The Kruskal–Wallis test of the importance of risks among the three groups of banks 

confirmed that the differences between the groups in terms of risk importance are 

associated with the nature of the bank itself. Due to the unique structure of assets and 

liabilities in the Islamic banking system, Islamic banks face unique risks to which 

conventional banks are unexposed, such as the risk of trade and investment, rate of 

return risk, and equity and commodity price risk. The mean ranks, as shown in Table 

6.6, indicate that Islamic bankers regard the management of these risks as very 

important. However, they are not important for conventional banks and dual-system 

banks. Compliance risk is also more important in Islamic banks than conventional 

banks. However, this does not indicate that such risk is not important at all in 

conventional banks. What it does indicate is that Islamic banks need to comply with 

banking regulations as well as Shariah rules. Thus, the above results show that there is a 

difference in terms of the degree of risks to which conventional and Islamic banks are 

exposed. Moreover, Islamic banks face unique risks based on Shariah compliance and 

the implementation of Islamic methods of finance, concerns not faced by conventional 

banks. 

6.3.2 Risk measurement approaches    

Another question in the risk management and capital adequacy dimension concerns the 

difference in risk measurement approaches by type of banks. In this question, 

respondents were given a list of risk measurement approaches and required to respond 

whether these approaches were ‘used, not used, or unsure’.  Figure 6.1 represents the 

boxplots of the tested risk measurment approaches between the three types of banks. 

Scale 1 represents ‘ In use’, scale 2 represents ' Not in use' and scale 3 represents 

'Unsure'. 
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Figure 6.2 The use of Risk measurement approaches (boxplots) 

 

Figure 6.2 shows some differences among the three groups in terms of the use of risk 

measurement approaches. Overall conventional banks seem to use more sophisticated 

approches than Islamic banks. Table 6.7 presents the results of participants’ responses 

distributed according to the types of banks. 

Table 6.7 Risk measurement approaches 

Type of bank Conventional bank Islamic bank 
Conventional bank 

offering Islamic products 

Approach 

 

Not 

Used 

(%) 

Used 

(%) 

Unsure 

(%) 

Not 

Used 

(%) 

Used 

(%) 

Unsure 

(%) 

Not 

Used 

(%) 

Used 

(%) 

Unsure 

(%) 

Value at risk (VaR) – 100 – 83.3 16.7 – 33.3 33.3 33.3 

Earnings at risk 

(EaR) 

– 100 – 66.7 16.7 16.7 16.7 50 33.3 

Economic value 

added (EVA) 

28.6 57.1 14.3 83.3 16.7 – 33.3 16.7 50 

Risk adjusted return 

on capital 

(RAROC) 

– 100 – 83.3 – 16.7 16.7 33.3 50 

Simulation – 100 – 83.3 – 16.7 33.3 33.3 33.3 
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techniques 

Estimates of worst 

case/ stress tests 

28.6 57.1 14.3 16.7 83.3 – 16.7 16.7 66.7 

Maturity matching 14.3 42.9 42.9 – 66.7 33.3 33.3 16.7 50 

Duration analysis – 28.6 71.4 – 50 50 16.7 33.3 50 

Gap analysis – 57.1 42.9 – 83.3 16.7 16.7 33.3 50 

Credit analysis – 57.1 42.9 16.7 66.7 16.7 – 66.7 33.3 

Internal-based 

rating system 

– 42.9 57.1 – 33.3 66.7 16.7 33.3 50 

Average 23.8 67.5 40.8 61.9 48.2 29.2 23.34 33.3 40.9 

    

Based on the results shown in Table 6.7, conventional banks are perceived to fully use 

some technically advanced risk measurement approaches such as value at risk (100%), 

earnings at risk (100%), risk-adjusted return on capital (100%), and simulation 

techniques (100%). These approaches do not seem to be practised at all in Islamic 

banks. We therefore conclude that conventional banks use more technically 

sophisticated approaches to measure their risks. Conversely, the analysis showed that 

some approaches such as estimates of worst case/stress tests (83.3%), gap analysis 

(83.3%),  and maturity-matching and credit analysis (66.7% each) were more commonly 

used by Islamic banks. This indicates that, except for the estimates of worst case/stress 

tests technique, Islamic banks used less advanced risk measurement approaches. The 

results related to Islamic banking section, despite some minor differences, are in line 

with Ariffin et al. (2009). Therefore, although conventional and Islamic banks appear to 

practise similar risk measurement approaches, the results show that both types of banks 

use different risk measurement approaches, but within the same framework.  

In contrast, the dual system that comprises conventional and Islamic banking activities 

does not produce significant results in terms of the use of such approaches. This might 

be because both Islamic and conventional bankers from the same banks were involved 

in the survey, which created a balance between the responses. 

6.3.3 Risk management techniques  

For understanding perceptions of the surveyed banking staff about risk management 

techniques, we required questionnaire respondents to provide their assessment of the 

use of a number of listed techniques. Figure 6.3 indicates the use of risk management 

techniques  in conventional and Islamic banks as well as the dual system represented by 
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boxplots. Scale 1 represents ‘ In use’, scale 2 represents ' Not in use' and scale 3 

represents 'Unsure'.  

Figure 6.3 The use of risk management techniques in different banks (boxplots) 

 

The figure shows that, overall, conventional banks use more techniques than the Islamic 

banks and the dual system. The analysis of this question, as detailed in Table 6.8, is 

based on categories of ‘used, not used, and unsure’.  

Table 6.8 Comparison of risk management techniques in conventional and Islamic 

banks 

Type of bank 

 

Conventional bank Islamic bank Conventional bank 

offering Islamic 

Products 

Technique 

 

Not 

Used 

(%) 

Used 

(%) 

Unsur

e (%) 

Not 

Used 

(%) 

Used 

(%) 

Unsur

e (%) 

Not 

Used 

(%) 

Used 

(%) 

Unsur

e (%) 

Securitization 14.3 85.7 – 66.7 16.7 16.7 33.3 66.7 – 

Futures, options& 

swaps 

– 100 – 83.3 16.7 – 33.3 66.7 – 

Loan loss reserve – 100 – 50 33.3 16.7 16.7 50 33.3 

Collateral 

arrangements  

– 100 – 50 16.7 33.3 – 83.3 16.7 
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On-balance sheet 

netting 

– 85.7 14.3 33.3 – 66.7 33.3 50 16.7 

Guarantees – 100 – 66.7 33.3 – – 83.3 16.7 

Addressing the issues 

of contractual risks  

14.3 85.7 – 66.7 – 33.3 33.3 33.3 33.3 

Internal-based rating 

system 

– 85.7 14.3 16.7 16.7 66.7 16.7 50 33.3 

Computer 

programmed models 

– 100 – 16.7 83.3 – 33.3 66.7 – 

Parallel Salam 

contracts 

71.9 – 28.6 16.7 83.3 – 66.7 16.7 16.7 

Parallel Istisna’ 

contracts 

71.4 – 28.6 16.7 83.3 – 66.7 16.7 16.7 

Urbon (over-the-

counter Islamic 

derivatives).  

71.4 – 28.6 16.7 83.3 – 66.7 16.7 16.7 

Average 48.6 93.6 47 20.02 51.66 38.9 40 78.7 22.2 

 

The first column represents the use of listed risk management techniques in 

conventional banks. As shown, except for the strictly Shariah-complaint techniques, 

there is a heavy use of these techniques by non-Islamic banks. The second column 

indicates that even though the level of use of conventional risk management techniques 

in Islamic banks is not very strong, save computer-programmed models (83.3%), some 

other listed techniques are still used. For instance, about one-third of the respondents’ 

banks use loan loss reserve and guarantees, while securitization, futures, options and 

swaps, and collateral arrangements account for about 16.7% each.  

Islamic bankers thought that Shariah-compliant methods (parallel Salam and Istisna' 

contracts as well as Urbon) were in use more in Islamic banks (83.3% each). This 

contradicts with the findings by Ariffin et al. (2009). The main explanation for the weak 

use of conventional techniques by Islamic banks could be that these institutions have yet 

to adopt these techniques. For some financial derivatives such as futures, options and 

swaps, it could be mainly due to Shariah concerns as the development of these 

instruments was mainly for interest-based banks.    

The last column shows the perceptions of respondents from dual banking systems. 

Overall, conventional banks offering Islamic products and services appear to rely on 

conventional risk management techniques but not as heavily as purely conventional 

banks. For instance, the strongest use was in collateral arrangements and guarantees 
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(83.3% each), followed by derivatives and loan-loss reserves, representing 66.7% and 

50%, respectively. In purely conventional banks, these techniques are universal. Dual 

banks, however, appear to slightly use Shariah-compliant hedging instruments (16.7% 

each). Although conventional risk management techniques appear to be used more than 

Islamic derivatives in the third category, the converted windows and/or subsidiaries 

seem to use the latter, which justifies the balance in the responses.         

6.3.4 Risk reporting 

Participants were asked about the production, at regular intervals, of common risk 

reports in their banks. Figure 6.4 shows the overall distribution of scores of variables 

based on Yes, uncertain, No answers. 

Figure 6.4 The use of risk reports in different types of banks (boxplots) 

 

 The figure shows that there is a similarity in terms of the use of risk reports between 

the different types of banks. As indicated in table 6.9, the question carries ‘yes, 

uncertain, no’ options.   
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Table 6.9 Comparison of risk reports in conventional and Islamic banks 

Type of bank Conventional bank Islamic bank 
Conventional bank 

offering Islamic products 

Report 
Yes 

(%) 

Uncer 

(%) 

No 

(%) 

Yes 

(%) 

Uncer 

(%) 

No 

(%) 

Yes 

(%) 

Uncer 

(%) 

No 

(%) 

Capital at risk 100 – – 83.3 – 16.7 83.3 16.7 – 

Credit risk 100 – – 83.3 – 16.7 83.3 16.7 – 

Aggregate market risk 57.1 14.3 28.6 66.7 – 33.3 16.7 33.3 50 

Interest rate risk 100 – – – 100 – 66.7 33.3 – 

Liquidity risk 71.4 – 28.6 66.7 – 33.3 66.7 16.7 16.7 

Foreign exchange risk 57.1 – 42.9 66.7 – 33.3 66.7 16.7 16.7 

Commodities and 

equities position risk 

42.9 42.9 14.3 83.3 – 16.7 16.7 66.7 16.7 

Operational risk 85.7 – 14.3 100 – – 50 33.3 16.7 

Country risk 28.6 28.6 42.9 33.3 50 16.7 – 50 50 

Average 71.4 28.6 28.6 83.3 75 23.8 58 31.5 27.8 

 

The table summarises perceptions of respondents with regard to the use of common risk 

reports. Overall, the level of producing the listed reports in conventional banks exceeds 

the other two types of banks. We could also say that interest rate risk is perceived not to 

be used at all by Islamic banks, whereas it is fully used by conventional banks. The 

commodities and equities position risk and operational risk are apparently used by 

Islamic banks more than in conventional banks (42.9% and 83.3%, respectively). 

Despite the fact that the table reflects overall similarities in terms of the use of most risk 

reports between the types of banks, there is still a difference between both types of 

banks in terms of the risk reporting system.  

6.3.5 Capital adequacy issues 

For the purpose of the comparison between capital adequacy issues in conventional and 

Islamic banking, participants were asked some questions with regard to the expected 

and applied capital guidelines and the amount of capital that should be held by different 

types of banks. Table 6.10 shows participants’ viewpoints about the applied and 

expected guidelines of each type of bank.  
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Table 6. 10 Applied and expected capital guidelines in conventional and Islamic banks 

Capital guideline Applied  Expected  

 

International 

banking 

(%) 

Islamic 

banking 

(%) 

Both 

(%) 

International 

banking (%) 

Islamic 

banking (%) 

Both 

(%) 

Conventional bank 100 – – 100 – – 

Islamic bank – – 100 – 16.7 83.3 

Conventional bank 

offering Islamic 

products 

66.7 – 33.3 33.3 – 66.7 

 

As indicated in table 6.10, participants think that conventional banks use international 

capital guidelines and they believe that ideally these guidelines should be used. 

However, while Islamic banks are perceived to apply both international and Islamic 

banking capital guidelines, 16.7% of participants believe that pure Islamic banking 

guidelines should be implemented. Conventional banks offering Islamic products and 

services seem to rely on international capital guidelines as the Islamic products and 

services represent a small part of these banks. Nevertheless, 66.7% of respondents think 

that these banks should combine both international and Islamic banking guidelines for 

Islamic windows and subsidiaries. These results contradict the call to apply 

international capital guidelines in Islamic banks by Hassan and Dicle (2005). In 

addition, participants were asked to express their opinion about the expected as well as 

the applied amount of capital held by types of banks. Table 6.11 represents participants’ 

answers based on ‘more, equal, less’ options. 

Table 6.11 Applied and expected capital in conventional and Islamic banks 

                                        Option 

Question                                                              

More 

(%) 

Equal  

(%) 

Less 

(%) 

How much capital should Islamic banks hold compared with conventional 

banks? 

78.9 15.8 5.3 

In practice, how much capital does Islamic banks hold compared with 

conventional banks? 

47.4 47.4 5.3 

 

As shown in Table 6.11, the majority of participants (78.9%) believe that Islamic banks 

should hold more capital than their conventional counterparts. However, in reality, 

47.4% of them claim that Islamic banks hold more capital to face their risks. The same 

percentage believes that Islamic banks hold an amount of capital equal to conventional 
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banks. By linking the results of tables 6.10 and 6.11 together, it could be concluded that, 

due to unique risks faced by Islamic banks, the implementation of international and 

Islamic capital guidelines in Islamic banks may require these banks to hold different 

amounts of capital from conventional banks. The outcomes of these results support the 

conclusions by Ariss and Sarieddine (2007) and Hassan and Chowdhury (2004).  

In terms of risk management and capital adequacy, it could be concluded that, first: risk 

arising from profit and loss sharing modes is very important in Islamic banks while it is 

not applicable in conventional banks and not important in the dual system. Second: 

Islamic banks have particular exposure to liquidity risk because the choice of lender-of-

last-resort offered by the central banks is not available to them. Third: Islamic banks 

face unique risk to which conventional banks are unexposed such as the risk of trade 

and investment, rate of return risk, and the equity and commodity price risk. Fourth: 

although conventional and Islamic banks appear to practise similar risk measurement 

approaches, the results show that both types of banks use different risk measurement 

approaches, but within the same framework. Fifth: Despite the fact that the table 

reflects overall similarities in terms of the use of most risk reports between the types of 

banks, there is still a difference between both types of banks in terms of the risk 

reporting system. Sixth: due to unique risks faced by Islamic banks, the implementation 

of international and Islamic capital guidelines in Islamic banks may require these banks 

to hold different amounts of capital from conventional banks.           

Consequently, the above discussion of risk management and capital adequacy aspects in 

conventional and Islamic banks suggests there are differences in the two dimensions 

that should be taken into consideration while transforming a conventional bank to an 

Islamic bank. Thus, the risk management and capital adequacy Hypothesis 1 which 

claims that conventional and Islamic banks manage their risk and capital differently is 

supported.           

6.4 Human resource management division 

The third part of the questionnaire outlines some important issues of human resources 

management such as education, recruitment, selection, performance, training, 

compensation and retention. Thirty-two questions were designed in order to cover 

participants’ opinion about differences between conventional and Islamic banks in 

relation to these issues. To analyse the answers gathered from participants, a Kruskal–
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Wallis between-groups test was conducted. The test compared between scores on the 

continuous variables of human resource management for conventional banks, Islamic 

banks, and conventional banks offering Islamic products and services. The null 

hypothesis H0 is that the median scores are equal versus Ha not all of the medians are 

equal. The results of the test are presented in Tables 6.12 and 6.13 respectively. 

Table 6.12 Test statistics (a,b) for human resource management 

Opinion 
Chi-

Square 
df 

Asymp. 

Sig. 

Recruitment 

 Managers in charge of recruitment are required to be pious, just, and truthful. 9.257 2 .010 

Your bank practices Islamic Shariah when recruiting potential candidates 10.955 2 .004 

Your bank recruits candidates with full trust ‘Amanah’ 8.175 2 .017 

Selection 

Your bank uses Islamic Shariah factor in the selection criteria 12.464 2 .002 

Understanding of Islamic Shariah is an important factor in selecting employees 13.896 2 .001 

Your bank selects candidates according to their trust, honesty or otherwise they 

would be rejected 

6.786 2 .034 

Practising religion is very important for a candidate to be selected in your bank 9.182 2 .010 

Candidates are tested about their understanding of Islamic Shariah in the 

interview 

15.073 2 .001 

Islamic banking experience is considered when selecting employees 13.185 2 .001 

Performance 

Your bank practices Islamic Shariah in appraising employees 12.162 2 .002 

Education 

Your bank requires Islamic banking qualifications for its employees 12.864 2 .002 

Your bank encourages employees to gain new educational qualifications 7.971 2 .019 

Training 

Your bank has a frequent training program that all employees participate in 6.997 2 .030 

Compensation 

Your bank pays the employees’ wages on time 7.920 2 .019 

Your bank complies with the Islamic rules in paying the employees' salary 7.921 2 .019 

Retention 

Your bank follows Islamic approach for the health insurance retirement 

schemes 

7.272 2 .026 

a. Kruskal-Wallis test. b. Grouping variable: type of bank 

The main information presented in table 6.12 is the Chi-square value, the degree of 

freedom, and the level of significance p, which is referred to as (Asymp. Sig). At α = 

0.05 level of significance; the results show significant differences across the tested 
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groups in 16 out of 32 variables where p is less than 0.05. Differences of mean ranks 

between the three groups of banks are tested in Table 6.13. Other variables, representing 

the other half of the questions, show insignificant differences and, therefore, reflect 

similarity in the practice of human resource management between the tested groups (See 

the appendix for these variables). 

Table 6.13 Ranks for human resource management variables 

Opinion Type of bank 
Mean 

Rank 

Managers in charge of recruitment are required to be 

pious, just and truthful. 

Conventional bank 9.18 

Islamic bank 19.08 

Conventional bank offers Islamic 

products 
10.08 

Your bank practices Islamic Shariah when recruiting 

potential candidates 

Conventional bank 8.73 

Islamic bank 18.67 

Conventional bank offers Islamic 

products 
11.33 

Your bank recruits candidates with full trust ‘Amanah’ 

Conventional bank 10.14 

Islamic bank 18.58 

Conventional bank offers Islamic 

products 
8.83 

Your bank uses Islamic Shariah factor in the selection 

criteria 

Conventional bank 8.14 

Islamic bank 19.33 

Conventional bank offers Islamic 

products 
11.75 

Understanding of Islamic Shariah is an important factor 

in selecting employees 

Conventional bank 8.00 

Islamic bank 19.58 

Conventional bank offers Islamic 

products 
11.75 

Your bank selects candidates according to their trust, 

honesty or otherwise they would be rejected 

Conventional bank 12.50 

Islamic bank 16.50 

Conventional bank offers Islamic 

products 
6.58 

Practising religion is very important for a candidate to be 

selected in your bank 

Conventional bank 9.68 

Islamic bank 18.67 

Conventional bank offers Islamic 

products 
9.58 

Candidates are tested about their understanding of 

Islamic Shariah in the interview 

Conventional bank 8.45 

Islamic bank 20.00 

Conventional bank offers Islamic 

products 
10.50 

Islamic banking experience is considered when selecting Conventional bank 8.55 
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employees 
Islamic bank 19.42 

Conventional bank offers Islamic 

products 
10.92 

Your bank practices Islamic Shariah in appraising 

employees 

Conventional bank 7.95 

Islamic bank 18.75 

Conventional bank offers Islamic 

products 
12.67 

Your bank requires Islamic banking qualifications for its 

employees 

Conventional bank 8.32 

Islamic bank 19.42 

Conventional bank offers Islamic 

products 
11.33 

Your bank encourages employees to gain new 

educational qualifications 

Conventional bank 14.36 

Islamic bank 14.17 

Conventional bank offers Islamic 

products 
5.50 

Your bank has a frequent training program that all 

employees participate in 

Conventional bank 13.68 

Islamic bank 14.92 

Conventional bank offers Islamic 

products 
6.00 

Your bank pays the employees’ wages on time 

Conventional bank 15.18 

Islamic bank 11.83 

Conventional bank offers Islamic 

products 
6.33 

Your bank complies with the Islamic rules in paying the 

employees' salary 

Conventional bank 10.23 

Islamic bank 18.25 

Conventional bank offers Islamic 

products 
9.00 

Your bank follows Islamic approach for the health 

insurance retirement schemes 

Conventional bank 9.59 

Islamic bank 17.75 

Conventional bank offers Islamic 

products 
10.67 

As shown in Table 6.13, the mean ranks for the recruitment variable refer to important 

differences between conventional and Islamic banks. For instance, the ranking in the 

table highlights that managers in charge of recruiting employees in Islamic banks are 

highly required to be pious, just and truthful (19.08), whereas this was not the case in 

conventional banks (9.18) and dual banks (10.08). Similarly, Islamic banks recorded the 

highest scores in terms of the use of Islamic standards in recruiting staff and the 

characteristics of the staff themselves (18.67 and 18.58 respectively). The other two 

types of banks scored lower ranks (8.73 and 10.14 for conventional banks, and 11.33 

and 8.83 for conventional banks offering Islamic products and services). However, there 
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was no significant difference between groups in the rest of questions related to 

recruitment. For example, the three types of banks have similarities in terms of job 

information available to candidates, the assessment of candidates which is based on 

competence and interest, and in terms of informing candidates about the potential 

salary. Therefore, it could be concluded that the Shariah component is the most 

distinguishing variable between Islamic and conventional banks in terms of recruiting 

human resources. Dual banks that comprise conventional and Islamic banking products 

and services tend to behave similarly to conventional banks as they are mostly 

conventional.   

Employees’ selection and performance appraisal variables were tested among the 

groups of banks. Once again, results in Table 6.13 indicate that Islamic banks recorded 

the highest score among the groups in the Shariah related questions. Conventional 

banks and dual banks, on the other hand, recorded lower ranks for using Islamic 

teachings as a factor when selecting employees, the importance of understanding the 

principles of Islamic banking which are inherited from Islamic Shariah for the selected 

employees, the necessity of being trustworthy and honest ‘Al-Amanah Wa Assidq’, the 

importance of obtaining Islamic banking experience, and the use of Islamic teachings in 

appraising employees. Apart from that, different types of banks seem to share similar 

selection and performance appraisal elements such as the preference of qualified and 

competent candidates, the frequent measurement of employees’ performance, the 

evaluation of employees’ performance without favouritism, and rewarding in 

accordance with employees’ performance.   

The education and training factors are closely linked to the selection process. In other 

words, if understanding the principles of Shariah is heavily involved in the selection 

criteria as a condition for employees to be chosen, then Islamic banking education and 

training are hypothetically required in Islamic banks. Table 6.13 shows that Islamic 

banking educational qualifications are highly required for employees in Islamic banks, 

unlike conventional and dual banking systems. However, requiring Islamic banking 

educational qualifications does not necessarily reflect the situation of current 

employees’ qualifications. For example, in countries where the Islamic banking system 

is still relatively new such as Libya and Oman, the banking education system is largely 

dominated by conventional institutions. By linking these conclusions to the results from 

Table 6.2, where only 13.2% and 17.6% out of 53.7% of participants from Islamic 
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banks and the dual system had pure Islamic business education training sequentially, it 

could be said that Islamic banks still depend on employees with conventional education 

and training backgrounds. Conventional and Islamic banks also recorded high ranks in 

encouraging their employees to gain new educational qualifications with 14.36 and 

14.17 respectively while the rank for conventional banks offering Islamic products and 

services was 5.50. Moreover, Islamic and conventional banks had frequent training 

programmes for all employees to participate in compared to dual banking system in this 

regard.      

In relation to compensation, participants were asked whether their banks pay wages on 

time. Results show that, unlike the dual system, which scores 6.33, conventional and 

Islamic banks were similar with high scores of 15.18 and 11.83, respectively. Islamic 

banks, however, recorded the highest rank in terms of the compliance with rules of 

Shariah in paying employees’ salary as shown in Table 6.13. Unlike conventional banks 

offering Islamic products and services, the table shows that for retaining their 

employees, conventional and Islamic banks offer competitive base payments and 

supplementary benefits such as health-care contributions, housing support, and 

retirement schemes. Among the three types of banks, only Islamic banks tend to follow 

the Islamic approach for health insurance such as family Takaful products with a 

ranking score of 17.75.         

From the above discussion, it could be concluded that, First: the Shariah component is 

the most distinguishing variable between Islamic and conventional banks in terms of 

recruiting human resources. Second: Dual banks that comprise conventional and 

Islamic banking products and services tend to behave similarly to conventional banks as 

they are mostly conventional. Third: apart from the Shariah related issues, different 

types of banks seem to share similar selection and performance appraisal elements such 

as the preference of qualified and competent candidates, the frequent measurement of 

employees’ performance, the evaluation of employees’ performance without 

favouritism, and rewarding in accordance with employees’ performance. Fourth: 

Islamic banks still depend on employees with conventional education and training 

backgrounds. Fifth: overall, although human resource management is similar in 

conventional and Islamic banks in some of the studied aspects such as recruitment, 

selection, performance appraisal, education, training, compensation, and retention, a 

fundamental difference is detected as Islamic banks use (or ideally should to use) the 
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Shariah factor to manage their human resource tasks. This is true when it comes to the 

differences between the pure banking systems whether conventional or Islamic. The 

dual system, where conventional banks choose to offer Islamic products and services 

through windows and/or subsidiaries, tends to follow the conventional roles in 

managing their human resources, as the overall banking policy it operates under is 

largely conventional. By linking such results with respondents’ profiles, it could be said 

that Islamic banks still suffer a shortage of skilled human capital. This is an evidence 

that supports Hypothesis 2 which states that conventional and Islamic banks manage 

their human resource differently. 

6.5 Financial and social reporting and disclosure division  

The fourth part of the questionnaire dealt with some important issues of financial and 

social reporting and disclosure. In this section, participants were asked a number of 

‘Yes, No, or uncertain’ questions which involved a comparison of some financial, 

social, and environmental reporting aspects between conventional and Islamic banks. 

Results were classified to financial reporting standards, financial reporting statements, 

and social and environmental responsibility presented in tables 6.14, 6.15, and 6.16. The 

descriptive statistics option was used to calculate frequencies according to the three 

compared types of banks: conventional, Islamic, and conventional banks offering 

Islamic products and services.  

6.5.1 Financial and social reporting standards 

Participants were required to provide their opinion about the financial and social 

reporting standards that banks follow when preparing statements. Results are shown in 

Figure 6.5 and Table 6.14. The overall analysis is based on Yes, No, Uncertain options 

for some international and local standards.  
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Figure 6.5 The Use of financial and social reporting standards (boxplots) 

 

As shown by figure 6.5, the overall distribution of the answers fluctuate between the 

types of banks. As most of the International standards did not take into consideration the 

Islamic banks’ special requirements, these banks seem not to use them. Instead, they 

tend to use the AAOIFI standards which are specifically developed for them. Table 6.14 

shows frequencies of financial and social reporting standards. 

Table 6.14  Frequencies of financial and social reporting standards 

Bank Conventional bank Islamic bank 

Conventional bank 

offering Islamic 

products 

Standards 

 

Yes 

(%) 

No 

(%) 

Uncer 

(%) 

Yes 

(%) 

No 

(%) 

Uncer 

(%) 

Yes 

(%) 

No 

(%) 

Uncer 

(%) 

GAAP prepared by 

Financial Accounting 

Standards Board (FASB) 

11.1 61.1 27.8 7.7 23.1 69.2 16.7 33.3 50 

International Financial 

Reporting Standards 

(IFRS) 

77.8 5.6 16.7 69.2 7.7 23.1 83.3 – 16.7 

Accounting and Auditing 

Organization for Islamic 

Financial Institutions 

11.1 72.2 16.7 76.9 – 23.1 33.3 50 16.7 



157 

 

(AAOIFI) 

International Accounting 

Standards (IAS). 

22.2 50 27.8 23.1 23.1 53.8 50 50 – 

Local accounting standards 50 11.1 38.9 46.2 7.7 46.2 33.3 50 16.7 

Average 34.4 40 25.6 44.6 15.4 43.1 43.3 45.8 25.03 

 

The table indicates that, first, GAAP appear to be not practised by conventional and 

Islamic banks. However, both banks seem to practise International Financial Reporting 

Standards (IFRS) issued by the International Accounting Standards Board (IASB) in 

preparing their financial statements with 77.8% for conventional banks and 69.2% for 

Islamic banks. As the standards of Accounting and Auditing Organization for Islamic 

Financial Institutions (AAOIFI) was prepared to specifically serve Islamic banking 

institutions, it is justified that the majority of conventional banks’ participants, 77.8%, 

do not believe that their banks use such standards. The local accounting standards 

option shows that around half of the respondents from conventional as well as Islamic 

banks believe that their banks use them; the ISA standards, however, do not seem to be 

practised by both banks. The overall results illustrate that Islamic banks use a mixture of 

IFRS, local, and AAOIFI accounting standards. The combined use of of standards by 

Islamic banks may be justified by the need for compliance with international accounting 

standards for the purpose of being internationally recognized on the one hand. However, 

on the other hand, the nature of these institutions, which requires additional information 

to be disclosed such as sources and uses of funds collected for Zakah and charity 

purposes, sources and uses of the Islamic Loans or ‘Al-Qard Al-Hasan’, and the Shariah 

supervisory report. The international accounting standards did not take into 

consideration such requirements, which in turn called for parallel Islamic standards that 

address the shortcoming. Conventional banks, as shown in the results, also use a 

mixture of standards, but not the Islamic ones. In addition, the results also indicate that 

the dual system tends to follow conventional accounting standards as the Islamic 

windows and/or subsidiaries represent a small part of it. 

6.5.2 Financial and social reporting statements     

In the second question, participants were requested to indicate which of the listed 

financial and social statements their banks use. Frequencies of the answers were 

classified according to the type of bank in figure 6.6 and table 6.15.  
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Figure 6.6 financial and social reporting statements (boxplots) 

 

Figure 6.6 shows some differences in the use of financial and social reporting 

statements. Seemingly, adding to the normal reports that are used by the three types of 

banks, Islamic banks use some specific statements that are not used by the other banks. 

Table 6.15 incicates frequencies of use of these reports. 

Table 6. 15 Frequencies of financial and social reporting statements 

Bank 

 

Conventional bank Islamic bank Conventional bank 

offering Islamic Products 

Statement 

 

Yes 

(%) 

No 

(%) 

Uncer. 

(%) 

Yes 

(%) 

No 

(%) 

Uncer

. (%) 

Yes 

(%) 

No 

(%) 

Uncer 

(%) 

Balance sheet 94.4 5.6 – 100 – – 100 – – 

Income statement 83.3 5.6 11.1 100 – – 100 – – 

Statement of cash flows 72.2 11.1 16.7 100 – – 83.3 16.7 – 

Statement of change in owners’ 70 13.3 16.7 84.6 – 15.4 66.7 33.3 – 
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equity or a statement of retained 

earnings.  

Statement of changes in restricted 

investments  

5.6 50 44.4 61.5 7.7 30.8 66.7 33.3 – 

Statement of sources and uses in 

the Zakah and charity fund  

11.1 77.8 11.1 69.2 15.4 15.4 16.7 83.3 – 

Statement of sources and uses in 

the Qard Hassan fund 

5.6 83.3 11.1 53.8 30.8 15.4 16.7 50 33.3 

Notes of financial statements 80 16.7 3.3 84.6 – 15.4 83.3 – 16.7 

The audit report 83.3 5.6 11.1 100 – – 100 – – 

Social responsibility report 55.6 22.2 22.2 53.8 15.4 30.8 50 50 – 

Environmental responsibility 

report 

27.8 33.3 38.9 15.4 15.4 69.2 – 83.3 16.7 

Report of Shariah supervisory 

board 

11.1 77.8 11.1 100 – – 50 33.3 16.7 

Average 50 33.5 18 76.9 16.9 27.5 66.4 63.9 20.8 

 

Results in the table show first that there is a similarity between conventional and 

Islamic banks in terms of the use of six financial statements, namely: balance sheet, 

income statement, statement of cash flows, statement of change in owners’ equity or 

statement of retained earnings, notes of financial statements, and the audit report. 

Nevertheless, statement of changes in restricted investments, statement of sources and 

uses in the Zakah and charity fund, statement of sources and uses in Al-Qard Al-Hassan 

fund, and the report of Shariah supervisory board are mainly used by Islamic banks and 

not conventional banks. In addition, positive responses about the social responsibility 

report from conventional and Islamic banks scored 55.6% and 53.8% respectively, 

which reflect similar use of the report. However, the level of disclosure might not be 

adequate as around a quarter of participants in both banks were of the opinion that there 

was no social disclosure in their banks. Results of environmental responsibility 

disclosure are also similar, with positive 27.8% and 15.4% for conventional and Islamic 

banks respectively. The weakness of such results, however, indicates a low level of 

environmental disclosure in both banks. The fourth column provides results of 

conventional banks offering Islamic products and services through windows and/or 

subsidiaries. The dual banking system, comprising conventional and Islamic banking 

services, seems to behave very similar to conventional banks although the level of using 

reports required by Islamic banks appears a little higher than conventional banks. 

Overall, the three types of banks share similar use of most of the listed reports except 
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those related to the Zakah, Al-Qard Al-Hassan, and Shariah supervisory board, which 

are specifically used by Islamic banks. 

6.5.3 Issues related to social and environmental disclosure 

In the third part of the financial and social reporting and disclosure division, 

respondents asked to answer a number of questions related to social and environmental 

disclosure in their banks. The disclosed items were further classified into social and 

charitable activities; workers; issues of late payment and insolvent customers; 

environmental and economic development issues; issues related to unlawful 

transactions; issues of Zakah, and Issues of Al-Qard Al-Hassan. It is important to 

mention that questions used in this section and classification of the areas, were similar 

to those used by Maale et.al (2006) but included an investigation of the differences 

between conventional and Islamic banks. Table 6.16 presents the response to these 

questions divided according to the type of bank. 

Table 6. 16 Frequencies of social and environmental disclosure issues 

Bank Conventional bank Islamic bank 
Conventional bank 

offering Islamic Products 

Area & 

Disclosed Item 

Yes 

(%) 

No 

(%) 

Uncer 

(%) 

Yes 

(%) 

No 

(%) 

Unc

er 

(%) 

Yes 

(%) 

No 

(%) 

Uncer 

 (%) 

Social and charitable activities 

Disclosure of the nature of charitable and social 

activities financed 
38.9 22.2 38.9 69.2 7.7 23.1 33.3 50 16.7 

Disclosure of the amount spent on charitable 

and social activities 
44.4 22.2 33.3 61.5 7.7 30.8 23.3 50 16.7 

Disclosure of the sources of funds used to 

finance charitable and social activities 
50 22.2 27.8 69.2 15.4 15.4 33.3 50 16.7 

Disclosure of the role of the bank in addressing 

some social issues in the community 
16.7 33.3 50 53.8 23.1 23.1 16.7 50 33.3 

Workers 

Disclosure of the policy on wages and other 

remunerations 
72.2 22.2 5.6 53.8 23.1 23.1 33.3 33.3 33.3 

Disclosure of the policy on education and 

training of employees 
77.8 11.1 11.1 92.3 7.7 – 66.7 16.7 16.7 

Disclosure of the policy of equal opportunities 50 33.3 16.7 30.8 30.8 38.5 33.5 50 16.7 

Disclosure of the policy on the working 

environment 
44.4 22.2 33.3 46.2 38.5 15.4 16.7 83.3 – 

Issues of late payment and insolvent customers 

Disclosure of the bank's policy in dealing with 

insolvent clients 
22.2 33.3 44.4 38.5 38.5 23.1 50 50 – 

Disclosure of the amount charged as late 

penalty, if any 
44.4 22.2 33.3 15.4 30.8 53.8 33.3 50 16.7 

Disclosure of the Shariah Board's opinion on 

the permissibility of imposing additional 

charges (such as the penalty of late payment) 

11.1 72.2 16.7 38.5 23.1 38.5 16.7 83.3 – 
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Environmental and economic development issues 

Disclosure of the nature of any donations or 

other activities undertaking  for protecting the 

environment.  

16.7 50 33.3 46.2 15.4 38.5 33.3 50 16.7 

Disclosure of the amount from donations or any 

other activities undertaken to protect the 

environment 

16.7 50 33.3 30.8 23.1 46.2 33.3 50 16.7 

Disclosure of the activities funded by the bank 

which may harm the environment 
11.1 55.6 33.3 15.4 30.8 53.8 33.3 50 16.7 

Disclosure of the role of the bank in economic 

development 
27.8 22.2 50 53.8 23.1 23.1 50 33.3 16.7 

Issues related to unlawful transactions 

Disclosure of unlawful (Haram) transactions 

and reasons for undertaking such transactions 
5.6 83.3 11.1 53.8 23.1 23.1 16.7 66.7 16.7 

The Shariah Board view about the necessity of 

undertaking unlawful transactions 
11.1 77.8 11.1 38.5 23.1 38.5 16.7 66.7 16.7 

Disclosure of the amount of revenue or 

expenses from the unlawful transactions 
11.1 77.8 11.1 38.5 23.1 38.5 16.7 66.7 16.7 

Disclosure of how the bank disposes of  the 

revenue from the unlawful transactions 
11.1 77.8 11.1 46.2 15.4 38.5 16.7 66.7 16.7 

Issues of Zakah 

Disclosure of sources and uses of Zakah 5.6 77.8 16.7 53.8 30.8 15.4 16.7 66.7 16.7 

Disclosure of the balance of Zakah fund and 

reasons for non-distribution 
5.6 77.8 16.7 53.8 30.8 15.4 16.7 66.7 16.7 

Shariah board attestation regarding the 

computation and distribution of  Zakah funds 
5.6 77.8 16.7 76.9 23.1 – 16.7 66.7 16.7 

Disclosure of the amount of Zakah due in 

respect of shares and deposits 
5.6 77.8 16.7 61.5 23.1 15.4 – 83.3 16.7 

The Shariah Board's opinion regarding the 

validity of the Zakah computation 
5.6 77.8 16.7 53.8 23.1 23.1 – 83.3 16.7 

Issues of benevolent loan (Al-Qard Al-Hassan) 

Disclosure of sources of funds allocated to the 

Qard 
5.6 77.8 16.7 53.8 30.8 15.4 33.3 50 16.7 

Disclosure of the amounts of Qard granted to 

beneficiaries 
16.7 55.5 27.8 61.5 15.4 23.1 33.3 50 16.7 

Disclosure of social purposes for which the 

funds were granted 
16.7 50 33.3 53.8 23.1 23.1 50 33.3 16.7 

Disclosure of the policy of the bank in 

providing these loans 
16.7 66.7 16.7 46.2 30.8 23.1 50 33.3 16.7 

Disclosure of the bank's policy in dealing with 

insolvent beneficiaries 
5.6 77.8 16.7 23.1 30.8 46.2 33.3 50 16.7 

Average 23.3 50 24.1 49.3 23.6 27.1 30.5 55.1 18 

 

From table 6.16, it could be said that, among the three types of banks, respondents from 

Islamic banks were the most positive with regard to the nature, the amount, and the 

sources of funds used to finance their social and charitable activities, with 69.2%, 

61.5%, and 69.2% respectively. A small percentage of conventional bankers, in 

contrast, believe that their banks have adequate disclosure about these matters. The first 

area also shows that the disclosure of the role of banks in addressing social issues in the 

community is stronger in Islamic than conventional banks. The reason behind that might 

be because disclosing social and charitable activities in Islamic banks is required by 
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AAOIFI whereas this does not apply for conventional banks. In addition, the positive 

response about disclosing social matters related to employees in both banks is about 

average. However, both banks seem to have a weak disclosure relating to late payments 

and insolvent customers’ matters. According to participants’ answers, there appears to 

be little transparency of the nature and amount of funds allocated by conventional and 

Islamic banks to protect the environment, and/or any activities, which may harm the 

environment. These results are in line with the outcomes shown in table 6.15. 

Furthermore, 53.8% of Islamic bankers think that the role of Islamic banks in economic 

development is adequately disclosed, whereas only 27.8% of their peers believe that 

conventional banks disclose such information.  

The last three areas in the table tackle some specific issues of social activities related to 

Shariah teachings such as the disclosure of nature and amount of unlawful (Haram) 

transactions practised by banks and reasons behind undertaking them, and Zakah and 

Al-Qard Al-Hassan matters. Noticeably, even though disclosure of issues related to 

unlawful transactions is required by AAOIFI, a small percentage of Islamic bankers 

think that their banks disclose this information. For conventional banks, since they are 

not required to disclose these items, the low level of response is justifiable. However, 

two reasons might justify the weak disclosure of the unlawful transactions in Islamic 

banks. The first is that these banks do not practise such transactions, as practising them, 

according to Shariah teachings, is only in exceptional circumstances and therefore, no 

need to disclose activities that are not practised. The second reason might be that there 

is not enough transparency about the Haram activities in these banks. As the majority of 

surveyed banks do not work in fully Islamized economies, the second reason is more 

supported, as these banks have to deal with some unlawful transactions.  

All of the answers about transparency of Zakah issues were above the average. This 

indicates an adequate disclosure about the Zakah matters. Not surprisingly, Islamic 

banks are transparent when it comes to Zakah as it is one of the pillars of Islam. 

Nevertheless, Islamic scholars have different opinions regarding whether it is obligatory 

for businesses to pay the Zakah or it is just for individuals (Maale et.al, 2006). This 

might justify the negative answers in the results. Zakah could also be requested to be 

paid on behalf of investors and shareholders. The table shows similar results for Al-

Qard Al-Hassan as more than half of respondents think that their banks disclose the 

source of fund allocated to Al-Qard, the amount of Al-Qard granted to beneficiaries, 
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and purposes for which the fund was granted. The policies of the bank in providing Al-

Qurud and dealing with insolvent beneficiaries recorded weaker positive results. It 

important to mention that these results are in line with table 6.15 that shows types of 

statements used to disclose financial and social information.   

The overall results from the dual system fluctuated between positive and negative 

responses. However, there are similarities of the overall responses between conventional 

banks and the dual system on the one hand, and between Islamic banks and the dual 

system on the other. This might be mainly due to different backgrounds of respondents 

from the dual system as a mixture of employees from both Islamic and conventional 

sides responded to the questionnaire.                   

To sum up, First: there is a similarity between conventional and Islamic banks in terms 

of the use of six financial statements, namely: balance sheet, income statement, 

statement of cash flows, statement of change in owners’ equity or statement of retained 

earnings, notes of financial statements, and the audit report. Second: statement of 

changes in restricted investments, statement of sources and uses in the Zakah and 

charity fund, statement of sources and uses in Al-Qard Al-Hassan fund, and the report 

of Shariah supervisory board are mainly used by Islamic banks and not conventional 

banks. Third: the Zakah, Al-Qard Al-Hassan, and Shariah supervisory board reports 

are specifically used by Islamic banks. Fourth: overall, conventional and Islamic banks 

share similarities in terms of standards followed in reporting their financial and social 

transactions, statements used to report these transactions, and issues related to social 

and environmental disclosure. However, there are some differences associated with the 

nature of Islamic banking, which need to be considered while transforming to Islamic 

banking. Therefore, Hypothesis 3, which states that conventional and Islamic banks 

manage and disclose financial and social reporting differently, is supported.  

6.6 Multinomial logistic regression 

The purpose of using multinomial logistic regression is to find out the relationship 

between selected aspects of the bank management dimensions and respondents 

characteristics. This section presents some selected aspects of the key studied banking 

management dimensions with interpretation of the coefficients. As it was explained in 

chapter 5, binomial logit model is not suitable here as the variables being tested are not 

continuous. It is also not possible to use binary logistic model as the variables have 
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more than two outcomes. In this section, some aspects of each bank management 

dimension were selected to be compared with respondents general characteristics. Using 

SPSS software, a multinomial logistic regression was conducted, followed by 

interpretation of the coefficients of the model.  

6.6.1 Risk management aspects 

In the questionnaire survey, participants were requested to answer to what extent that 

their banks use risk management techniques. It is important, however, to understand the 

relationship of these techniques and the general respondent general characteristics. As 

the analysis could be endless, this section is comparing two important risk management 

techniques, which are The use of Futures, options & Swaps and The use of Parallel 

Istisna'a contracts, with three general characteristics which are Age, gender, and the 

place of training. Table 6.17 shows the parameter estimates for the techniques. The 

response variable contains three choices: ' In use, Not in use, Unsure'.   

Table 6.17 Multinomial logistic regression: parameter estimates for risk management 

aspects 

The use of Futures, 

options & Swaps 
a
 

B Std. Error Wald df Sig. Exp (B) 

In 

use 

Intercept .748 1.319 .322 1 .571 
 

Gender  = F 1.123 1.586 .501 1 .479 3.073 

Gender  = M 0
b
 . . 0 . . 

Age = 21-30 16.114 9293.428 .000 1 .999 9963… 

Age = 31-40 -.894 1.478 .366 1 .545 .409 

Age = 41-50 0
b
 . . 0 . . 

TP =conventional .976 1.378 .502 1 .478 2.655 

TP = Islamic -36.958 .000 . 1 . 1.001E-013 

TP = dual 0
b
 . . 0 . . 

 

The use of Parallel 

Istisna'a contracts 
a
 

B Std. Error Wald df Sig. Exp (B) 

In 

use 

Intercept 2.184 2.429 .808 1 .369 
 

Gender  = F -56.626 2.142 698.678 1 .000 1.000E-013 

Gender  = M 0
b
 . . 0 . . 

Age = 21-30 113.144 38403.362 .000 1 .998 1.374E+049 

Age = 31-40 54.561 2.909 351.831 1 .000 4961… 

Age = 41-50 0
b
 . . 0 . . 

TP=conventional -56.185 .000 . 1 . 1.000E-013 

TP = Islamic 1.695 32276.346 .000 1 1.000 5.449 
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a. The reference category is: Not in use in the first technique, and  Unsure in the second. 

b. This parameter is set to zero because it is redundant. TP refers to ( training  place). 

 

Table 6.17 consists of two aspects of the risk management techniques compared with 

the general characteristics ( gender, age, and place of training). By looking at the first 

part of the table: futures, options and swaps, noticeably, as the comparison is between 

three choices, one choice is missing in the table, which is ' Unsure'. This is because 

none of the participants answered ' Unsure'. The choice ' Not in use' is left out for the 

purpose of comparing all other choices relative to 'Not in use'. The first part of the table, 

therefore, compares the use of the technique across the gender, age, and the place of 

training. Column B represents the coefficients. Exp(B) refers to the explanation of B 

which gives an indication of the odds ratio. Gender 'Male' category was sat as a 

reference category and therefore the B value is appeared as zero. As B is bigger than 

zero in the first category (1.12), it could be said that Females are more likely to say that 

futures, options and swaps are 'in use' than 'Not in use' compared with Males.  

Likewise, the technique is tested against age in terms of the use. The age category 41-50 

was sat as a reference category and therefore the B value is appeared as zero. 

Participants aged between 21 and 30 years old are more likely to say that futures, 

options and swaps are 'in use' than 'Not in use' compared with the age between 31 and 

40. 

The third characteristic is the place of training. Dual system was sat as a reference 

category and therefore the B value is appeared as zero. Again, as the coefficient is 

bigger than zero, people who had their training in conventional banking institutions are 

more likely to say that futures, options and swaps are 'in use' than 'Not in use' compared 

with people who had their training in Islamic banking institutions. 

TP = dual 0
b
 . . 0 . . 

Not 

in 

use 

Intercept 2.065 2.225 .861 1 .354 
 

Gender  = F -1.959 1.628 1.448 1 .229 .141 

Gender  = M 0
b
 . . 0 . . 

Age = 21-30 21.343 37362.363 .000 1 1.000 1858… 

Age = 31-40 .120 1.620 .006 1 .941 1.128 

Age = 41-50 0
b
 . . 0 . . 

TP=conventional -.392 1.757 .050 1 .823 .675 

TP = Islamic 20.447 30833.536 .000 1 .999 7582… 

TP = dual 0
b
 . . 0 . . 
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The second part of the list predicts the response across the three general categories in 

terms of the use of Parallel Istisna'a contracts in their banks. Unlike the first part of the 

table, the second part shows two different choices in the comparison ( In use, Not in 

use). This is mainly because there has been a variety of response across the three 

choices (In use, Not in use, Unsure). with reference to the gender, it appears that it is 

less likely for Females to choose 'In use' over 'Unsure' than Males where B value is (-

56.6) smaller than zero.  

Similarly, as the B value of the age between 21-30 is greater than zero, it could be said 

that this category of age is more likely to choose the option 'In use' over 'Unsure' with 

regard to Parallel Istisna'a contracts.  

Interestingly, people who have their bank training in Islamic banking institutions are 

more likely to select 'In use and Not in use' over 'Unsure'. In contrast, conventional 

banking trained staff are less likely to answer 'In use and Not in use' over 'Unsure' as the 

B value goes below zero in the two analyses.   

6.6.2  Human resource management aspects 

In the questionnaire survey, participants were requested to answer a seven choice likert 

scale question. In this section the relationship of a sub-question of human resource 

management practice and some general characteristics are being tested using 

multinomial logistic regression.  

Participants were particularly asked to indicate their opinion about whether managers in 

charge of recruitment are required to be pious, just and truthful. The seven choices 

available were 'Never, Very rarely, rarely, occasionally, frequently, very frequently, at 

all times'. As the test requires to set up a dummy variable (k-1), the category 'at all 

times' was left as a reference category. The rest of choices are shown in the table and 

tested against gender, age, and place of training. Table 6.18 presents the test outcomes 

followed by discussion.   
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Table 6.18  Multinomial logistic regression: parameter estimates for Human resource 

management aspects. 

Recruitment managers are 

required to be pious, just and 

truthful. 
a
 

B Std. Error Wald df Sig. Exp(B) 

Never 

Intercept 11.404 3617.321 .000 1 .997 
 

Gender = F -11.507 3529.575 .000 1 .997 1.006E-005 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -26.756 4210.835 .000 1 .995 2.499E-012 

Age = 31-40 2.575 3535.152 .000 1 .999 13.128 

Age = 41-50 0
c
 . . 0 . . 

  TP = Conve. 28.483 2269.535 .000 1 .990 23447… 

  TP = Islamic -12.190 9320.366 .000 1 .999 5.083E-006 

TP = Dual 0
c
 . . 0 . . 

Very rarely 

Intercept -43.177 5041.793 .000 1 .993 
 

Gender = F 28.969 4406.683 .000 1 .995 3810… 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -11.794 4386.112 .000 1 .998 7.553E-006 

Age = 31-40 16.844 3742.211 .000 1 .996 2066… 

Age = 41-50 0
c
 . . 0 . . 

 TP = Conve. 68.795 3670.774 .000 1 .985 7541… 

TP = Islamic 27.578 10441.277 .000 1 .998 9483… 

  TP = Dual 0
c
 . . 0 . . 

Rarely 

Intercept -2.739 3698.439 .000 1 .999 
 

Gender = F 17.150 3535.466 .000 1 .996 2806… 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -41.285 4707.514 .000 1 .993 1.000E-013 

Age = 31-40 2.731 3535.151 .000 1 .999 15.351 

Age = 41-50 0
c
 . . 0 . . 

 TP = Conve. 41.852 2396.714 .000 1 .986 1500… 

 TP = Islamic 18.563 8268.011 .000 1 .998 1152… 

  TP = Dual 0
c
 . . 0 . . 

Occasionally 

Intercept -17.709 3824.122 .000 1 .996 
 

Gender = F 30.914 3666.738 .000 1 .993 2666… 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -43.076 5137.066 .000 1 .993 1.000E-013 

Age = 31-40 2.418 3535.152 .000 1 .999 11.227 

Age = 41-50 0
c
 . . 0 . . 

TP = Conve. 56.978 2586.444 .000 1 .982 5563… 

TP = Islamic 15.374 9976.286 .000 1 .999 4750… 

TP = Dual 0
c
 . . 0 . . 

Frequently Intercept -43.516 4261.102 .000 1 .992 
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Gender = F 43.686 3740.768 .000 1 .991 9389… 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -27.752 5490.347 .000 1 .996 9.861E-013 

Age = 31-40 16.072 3673.173 .000 1 .997 9551… 

Age = 41-50 0
c
 . . 0 . . 

TP = Conve. 55.040 2938.838 .000 1 .985 8007… 

TP = Islamic 45.999 8357.859 .000 1 .996 9488… 

TP = Dual 0
c
 . . 0 . . 

Very 

frequently 

Intercept -21.380 6810.535 .000 1 .997 
 

Gender = F 20.302 6460.620 .000 1 .997 6562… 

Gender = M 0
c
 . . 0 . . 

Age = 21-30 -13.531 6102.650 .000 1 .998 1.329E-006 

Age = 31-40 17.320 3995.264 .000 1 .997 3326… 

Age = 41-50 0
c
 . . 0 . . 

TP = Conve. 31.650 6164.982 .000 1 .996 5561… 

TP = Islamic 3.925 .000 . 1 . 50.648 

TP = Dual 0
c
 . . 0 . . 

a. The reference category is: At all times. C. This parameter is set to zero because it is 

redundant. 

Table 6.18 shows the comparison of different categories of gender, age, and training 

place with the available choices of the recruiting managers, namely, Never, very rarely, 

rarely, occasionally, frequently, very  frequently as well as the  reference category 

which is 'At all times'. By looking at Female gender, the coefficient value (B) is greater 

than zero except for the first category 'Never', which represents a value below zero. This 

indicates that women are more likely to choose (very rarely, rarely, occasionally, 

frequently, very  frequently) over 'at all times' than men when they are asked : are 

managers in charge of recruitment required to be pious, just and truthful?. For the first 

category which represents the chice 'Never', Females are less likely to choose it over 'at 

all times' than Males.  On the other hand, B value of the age category, which is below 

zero, shows that people aged between 21-30 are less likely to answer all the answers 

presented in the table over the reference category 'At all times' than the other age 

groups. However, the age group 31-40 carries an entirely opposite outcomes due to the 

positive value of B. The last category of groups presents positive B value for 

conventional banks and Islamic banks except for the first category that shows a value 

greater than zero for conventional banks and less than zero for Islamic banks. Therefore, 

it could be said that conventional banking trained employees are more likely than 

Islamic banking trained employees to select the choice 'Never' over 'at all times.    
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6.6.3 Financial and social reporting and disclosure aspects 

In the financial and social reporting and disclosure dimension, participants were 

requested to answer some questions related to financial and social reporting standards 

and statements as well as social and environmental disclosure issues. To understand the 

relationship between some sub-questions and the general characteristics of participants, 

multinomial logistic regression was conducted.  The tables present the parameter 

estimates of the International financial reporting standards (IFRS) as well as the 

disclosure of social responsibility report across gender, age and the education place. The 

analysis is based on 'Yes, No and Uncertain' choices.       

Table 6.19 Multinomial logistic regression: parameter estimates for Financial and social 

Reporting aspects (IFRS). 

Which of the following standards 

do you think that your bank follow 

when preparing its financial 

statements ?
a  

(IFRS) 

B Std. Error Wald df Sig. Exp(B) 

Yes 

Intercept -.289 8728.244 .000 1 1.000 
 

Gender = F -.058 1.280 .002 1 .964 .944 

Gender = M 0
b
 . . 0 . . 

Age = 21-30 19.161 1.593 144.736 1 .000 209607234.837 

Age = 31-40 20.533 1.703 145.351 1 .000 827003785.419 

Age = 41-50 18.026 .000 . 1 . 67402662.344 

Age = +51 0
b
 . . 0 . . 

EDUPLC = Conventional -18.462 8728.244 .000 1 .998 9.600E-009 

EDUPLC =Islamic -38.390 .000 . 1 . 1.000E-013 

EDUPLC = Dual 0
b
 . . 0 . . 

No 

Intercept 20.012 8728.244 .000 1 .998 
 

Gender = F .830 1.126 .544 1 .461 2.294 

Gender = M 0
b
 . . 0 . . 

Age = 21-30 -1.749 1.497 1.363 1 .243 .174 

Age = 31-40 .952 1.595 .356 1 .551 2.591 

Age = 41-50 -.745 1.483 .252 1 .615 .475 

Age = +51 0
b
 . . 0 . . 

EDUPLC = Conventional -19.062 8728.244 .000 1 .998 5.266E-009 

EDUPLC =Islamic -19.211 8728.244 .000 1 .998 4.539E-009 

EDUPLC = Dual 0
b
 . . 0 . . 

a. The reference category is: Uncertain/No response. b. This parameter is set to zero 

because it is redundant. EDUPLC refers to the place of education.  
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As shown in table 6.19, the B value of the female gender is (-.058) which is below zero. 

This indicates that women are less likely to answer 'yes' when they are asked about the 

IFRS than 'uncertain or No response' compared with men. However, the second B value 

(.830) is greater than zero, which indicates that females are more likely to answer 'No' 

than 'Uncertain or No response' about the same question compared with males.  

The B value coefficient of the second general category shows that all age groups are 

more likely to answer 'yes' when they are asked about the use of IFRS than saying 

'Uncertain or No response' compared with the age group +51. In contrast, age groups 

21-30 and 41-50 are less likely to answer 'No' than 'Uncertain or No response' compared 

with the +51 age group, whereas 31-40 has positive B value, which means this age 

group is more likely to answer 'No' than 'Uncertain or No response' compared with +51 

age group.    

As the B value is below zero, the last group comparison shows that employees who had 

their education from conventional and Islamic banking institutions are less likely to 

answer 'Yes or No' than 'Uncertain or No response' compared with the conventional 

banks that offer Islamic services.   

Table 6.20 Multinomial logistic regression: parameter estimates for Financial and social 

Reporting aspects (Social responsibility report). 

[Social responsibility report]  

Which of the following 

statements does your bank 

disclose ?
a
 

B Std. Error Wald df Sig. Exp(B) 

Yes 

Intercept 19.294 7330.576 .000 1 .998 
 

Gender = F 1.958 1.361 2.070 1 .150 7.086 

Gender = M 0
b
 . . 0 . . 

Age = 21-30 -1.773 1.710 1.074 1 .300 .170 

Age = 31-40 17.257 4604.824 .000 1 .997 3123… 

Age = 41-50 -1.494 1.588 .886 1 .347 .224 

Age = +51 0
b
 . . 0 . . 

EDUPLC = Conventional -18.601 7330.576 .000 1 .998 8.353E-009 

EDUPLC =Islamic .535 10408.324 .000 1 1.000 1.707 

EDUPLC = Dual 0
b
 . . 0 . . 

No 

Intercept -.819 8656.890 .000 1 1.000 
 

Gender = F -16.356 4469.402 .000 1 .997 7.883E-008 

Gender = M 0
b
 . . 0 . . 
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Table 6.20 shows the parameter estimates of the social and environmental disclosure 

use compared with gender, age, and the place of education. The table represents two 

types of comparison with two sections 'Yes and No'. B value of the female gender 

indicates that they are more likely to answer 'yes' than 'Uncertain or No response' 

compared with males. However, they are less likely to answer 'No' than ''Uncertain or 

No response' compared with the males as the B value is less than zero. 

The age group 31-40 is more likely to answer 'Yes' or 'No' than answering 'Uncertain or 

No response' compared with +51. However, the two age groups 21-30 and 41-50 are 

less likely to answer 'Yes' or 'No' than answering 'Uncertain or No response' compared 

with the age group +51. 

The table also shows that people who obtained their education from conventional banks 

are less likely to choose 'Yes' or 'No' over 'Uncertain or No response' than the dual 

banking staff. On the other hand, people who recieved their education from Islamic 

banking institutions are more likely to answer  'Yes' or 'No' over 'Uncertain or No 

response' compared with dual system employees.  

It could be concluded from the above discussion that there is an influence of 

respondents general characteristics on the studied aspects of key dimensions of the 

banking management behaviour. This influence might be useful in specifying the 

targeted survey groups for futeure research.       

6.7. Concluding remarks  

In accordance with the proposed theoretical investigation and research methodology 

adopted in the previous chapters, this chapter summarises the empirical results and 

findings of key dimensions banking management behaviour with consideration of the 

Age = 21-30 -.011 6833.008 .000 1 1.000 .989 

Age = 31-40 37.370 .000 . 1 . 1697… 

Age = 41-50 -.777 8419.542 .000 1 1.000 .460 

Age = +51 0
b
 . . 0 . . 

EDUPLC = Conventional -17.348 7330.576 .000 1 .998 2.923E-008 

EDUPLC =Islamic .535 10408.324 .000 1 1.000 1.707 

EDUPLC = Dual 0
b
 . . 0 . . 

a. The reference category is: Uncertain/No response. . b. This parameter is set to zero 

because it is redundant. EDUPLC refers to the place of education. 



172 

 

Libyan context. Using descriptive analyses and Kruskal-Wallis test, four areas of 

interest were studied as follows: First, demographic information about the participants 

was discussed. It provides general aspects of the studied sample such as type of 

education, training, and experience; level of employment; the work place; and type of 

bank.   

Risk management and capital adequacy was the second area of analysis. Results from 

this division show differences in the concept of risk, risk measurement and management 

techniques, risk reports, and capital adequacy issues. These differences could be taken 

into account by the Libyan banks willing to move towards the Islamic banking system. 

Consequently, the results support hypothesis One. The third part compared human 

resource management issues between the studied types of banks. Overall differences in 

the practice of human resource management between the studied types of banks were 

recorded. Therefore, hypothesis Two was also supported. The final part of analysis 

considered financial and social reporting and disclosure. An analysis of some aspects of 

this part showed differences associated with the nature of Islamic banking, which need 

to be considered while transforming to Islamic banking. Therefore, hypothesis Three is 

supported. 

The last part of questionnaire analysis involves multinomial logistic regression. In this 

section, selected aspects of key dimensions of banking management behavior were 

tested against some general characteristics of participants to predict the answers based 

on this analysis. results show that there is an influence of these characteristics on the 

studied aspects which may be useful in identifying and modeling the responses in future 

research. 
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Chapter 7. Empirical Results: Interview Analysis 

7.1 Introduction 

The purpose of this study is to investigate differences in the management behaviour 

between conventional and Islamic banking industries and how this might be applied in 

Libya; a country where a dual system comprising of Islamic and conventional banks has 

been recently introduced. In so doing, and as mentioned in the research methodology 

chapter, two types of interviews, concerning key dimensions in conventional and 

Islamic banking and the situation of the banking system as well as the prospects, 

barriers and impediments of introducing Islamic banking products and services in the 

state, were conducted. This chapter presents an analysis of the two interviews.  

The first set of interviews, which involves an analysis of key dimensions of banking 

management, contains four sections. The first section deals with participants’ profiles. 

The second section analyses risk management and capital adequacy. It contains 

perceptions of interviewees with regard to aspects of risk management behaviour. This 

part also considers aspects of capital adequacy requirements. The third part compares 

issues of human resource management in conventional and Islamic banks. Financial and 

social reporting and disclosure is discussed in the fourth section. The second set of 

interviews focuses on the prospects, barriers and impediments of applying Islamic 

banking products and services in Libya. It also analyses the Libyan Islamic banking 

situation as seen by those in charge of the newly introduced Islamic banks such as 

Islamic scholars, bankers, policy-makers, and academic researchers.    

7.2 Dimensions of banking management  

As the first interview questions were designed to gather comprehensive information 

about dimensions of banking management in both conventional and Islamic banks, it 

was worthwhile to interview bankers with dual banking backgrounds comprising 

conventional and Islamic knowledge. The selected interviewees were also from relevant 

departments in different banks and countries to enrich the interviews with experience 

from different banking environments. The targeted countries were Libya, the UAE, 

Oman, Qatar, bahrain, Kuwait, and Saudi Arabia. with the difficulties mentioned in 

chapter five, completed interviews were ten.   
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7.2.1 Participant profiles 

Although 70 % of the sample graduated from conventional education institutions, they 

had completed appropriate Islamic banking and finance education and training courses 

in Islamic banking institutions, approved by Islamic banks in which they work. The rest 

of the interviewees, representing 30%, had pure Islamic banking education but worked 

in dual banks. This supports the fact that most of the banking education system is still 

largely conventional especially in countries where Islamic banking practice is relatively 

new such as Libya and Oman. Results of the interviews also reveal that 50% of 

participants have between 5 to 10 years of banking experience, while 30% worked for 

more than 10 years and 20% have less than 5 years banking experience. 

7.2.2 Risk management and capital adequacy aspects  

To help interviewees become familiar with the risk management and capital adequacy 

section, an explanation of the purpose of the study was provided. Participants, then, 

were asked about different aspects of risk management and capital adequacy. A similar 

structure to the questionnaire was followed. The main purpose of the interviews was to 

gather in-depth information about such dimension and to cover some issues that might 

not be covered by the questionnaire. The interview dealt with aspects such as types of 

risks, risk measurement approaches and techniques, risk reporting, and capital adequacy 

issues.   

I. Types of risk  

The aim of the first question was to assess similarities and differences between the 

concept of risk and types of risks in conventional and Islamic banks. The first question 

was:  

Do you think that conventional and Islamic banks differ in terms of types of risks facing 

the two types of institutions and the degree of risk itself? 

Findings reveal that all participants believe that the unique nature of Islamic banking 

products and services makes them vulnerable to types of risks that conventional banks 

do not face, notwithstanding differences of the degree of shared risks. Risks arise from 

profit-and-loss-sharing modes, the risk of trade and investment, rate of return risk, and 

Shariah risk (apart from compliance risk) were given as examples. One of the 

participants stated that even with shared risks that are regarded important to be dealt 
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with in both types of banks such as credit and liquidity risks, Islamic banking 

institutions are exposed to a higher degree of these risks. A justification was given by 

the participant that Islamic methods of finance such as Mudarabah and Murabahah 

could generate asymmetric information problems when the bank (financier) receives 

insufficient information about the real profit made by the entrepreneur. Liquidity risk 

comes from long-term debt obligations that cannot be liquidised by conventional ways. 

Another participant stated that while Interest rate risk seems to be attached to only 

conventional banks and not Islamic banks, it somehow influences the rate of return risk, 

which belongs to Islamic banking institutions due to market competitiveness. The 

participants’ responses led to another question that was: whether the concept of risk 

differs between conventional and Islamic banks. In this respect, it is important to quote 

one of the answers which translated as: 

Risk is associated with every aspect of life. However, when it comes to Islamic 

economic teachings, risk could be categorised into two major types: the first type, which 

associated with every-day economic dealings, is called risk of transaction or 

commercial risk. This type of risk is acceptable by Shariah with certain conditions (e.g. 

if the risk is insignificant, inevitable, not intentional, and linked to real economic 

activities). The other type is the risk of speculation and gambling. Speculation refers to 

a situation where the likelihood of failure is much more than success, whereas gambling 

indicates transactions that do not carry any positive results. However, the conventional 

banking theory does not distinguish between these two (major) types of risk.           

It could be understood from the comments made by participants that risks in Islamic 

banking theory are closely linked to real financial activities. In broad terms, the liability 

and return on assets are inseparable. While Islamic banks are subjected to some 

common types of risks that other banks face, the degree of risk is different. Islamic 

banks are also subjected to types of risks resulting from Islamic investment methods. 

Moreover, as indicated in chapter two, the idea of risk taking in Islamic banking is 

heavily influenced by the Islamic Fiqh of transactions where certain conditions have to 

be fulfilled in order that a risk is considered acceptable.  

On the other hand, there was a consensus agreement among interviewees that the dual 

system with conventional and Islamic banking activities tend to be similar to 

conventional banks with regard to risk management issues, including types of risks face 
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them. According to participants’ experience, Islamic banking windows and subsidiaries 

in conventional banks are administrated and supervised by the conventional 

headquarters that they belong to and therefore, it is almost impossible to separate these 

parts from the overall banking policies and plans which include risk management. One 

of the interviewees commented that ‘these windows are protected by their headquarters 

against risks and therefore there is no actual need for them to manage their risks'. 

These results support the analysis of the questionnaire in chapter six.       

II. Risk measurement approaches 

This section involves testing participants’ perceptions about the use of risk 

measurement approaches in conventional and Islamic banks and whether the two types 

of institutions differ in terms of the use of such approaches. Therefore, interviewees 

were provided with a list of common risk measurement approaches and asked:  

Do you think that conventional and Islamic banks differ in terms of the use of the listed 

approaches?           

As interviewees were from the relevant banking departments including some Fiqh 

scholars, the answers carried a broad theoretical and practical discussion. One of the 

participants explained that while there are no moral issues with the implementation of 

such measurements in conventional banks, in Islamic banking theory, the list could be 

divided into two parts. The first part contains approaches that are consistent with the 

Islamic Shariah such as GAP analysis, risk adjusted return on capital (RAROC), 

maturity matching, and internal-based rating system. However, the other part consists of 

risk measurement tools that either to be adopted by Islamic banks to include modes of 

Islamic investments or to be developed taking into consideration the requirements for 

Shariah.  

Another participant who worked in different Islamic and conventional banks in different 

countries shared his experience by emphasising that Islamic banks tend to use less 

complicated and advanced approaches to measure their risks due to the lack of an 

adoption of the technically advanced ones (value at risk VAR, earning at risk  EAR, and 

risk adjusted return on capital RAROC). The reason behind that might be, as explained 

by one of the interviewees, because the development of Islamic banking products and 

services is much faster than the adoption and developments of such approaches 
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notwithstanding the newness of Islamic banking institutions compared with their peers. 

Overall, the outcomes are consistent with the questionnaire findings.       

III. Risk management techniques 

Further to the previous questions with regard to the overall differences of risk 

management aspects between conventional and Islamic banking institutions, 

participants were directed to discuss the issue of risk management techniques. In this 

respect, they were asked whether they see any theoretical and/or empirical differences 

in the techniques used by conventional and Islamic banks in managing their risks.  

To begin with, a comment was made by a participant who carries the knowledge of 

Islamic Fiqh of financial transaction as well as risk management qualifications. The 

interviewee explained that derivatives such as futures, options and swaps are some of 

the common used techniques of managing risk in the banking system nowadays.  

Theoretically, such techniques shift risks from market parties which cannot absorb these 

risks to others with ability to assume them. Therefore, it could be said that derivatives 

are the main conventional instruments that hedge the banking risks. Nevertheless, these 

tools are regarded as the main sources for Gharar or speculation because they represent 

a zero-sum game, where for every market party gains, there are counter-party losses. In 

the real life, derivatives do not represent real transactions as the main propose of the 

transaction is not owning the asset. Rather, most of these transactions are settled prior to 

maturity. Financial options, in particular, contain Jahala or ambiguity where there is a 

huge uncertainty about the price between the seller and the buyer. The participant added 

that it cannot be denied that there should be a benefit out of these contracts as described 

by the Holy Qur’an “They ask you concerning wine and Maysir. Say: in them, there is a 

great sin as well as benefits to people, but the sin is greater than the benefit” (2:219).  

The use of conventional derivatives requires accepting gambling, speculation and 

ambiguity, which are not acceptable by Islamic Shariah. The same participant continued 

saying that, on the other hand, there is a Shariah alternative to the conventional hedging 

instruments. These tools could be economic hedging tools including mutual, natural, 

and delta hedging, or contractual hedging such as credit-based Mudarabah, 

Musharakah with deferred sale, third-party hedging, and parallel Salam and Istisna’.    

In terms of practice, participants had slightly different opinions about the use of 

conventional risk management instruments in Islamic banks. For example, 30% stated 
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that their banks rely on conventional tools to manage risks. The rest, representing 70%, 

emphasised that parallel Salam and Istisna’ are used in their banks with some 

conventional tools proved by Shariah are being used as well. One of the interviewees 

stated that one of the main concerns about risk management techniques in Islamic 

banking institutions is that they lack short-term financial derivatives. Another concern is 

that credit derivatives, swaps, market risk management instruments, as well as 

conventional insurance are all not suitable for Islamic banks as they are not compatible 

with Shariah requirements. This might explain the weak use of general risk 

management techniques by Islamic banks as indicated by the results of the 

questionnaire survey which resulted in similar outcomes.   

IV. Risk reporting 

In this part, interviewees where requested to express their opinion about the following 

question:  

Do you think that conventional and Islamic banks have different risk reporting systems?    

There was agreement between participants in their views that, theoretically, if both 

conventional and Islamic banks share a number of similar risks, an adopted 

conventional risk reporting could be used in Islamic banks, taking into consideration 

differences in the reported risks. For instance, instead of using an interest rate risk 

report, Islamic banks could adopt a rate of return risk report. One of the participants 

explained the importance of risk transparency for Islamic banks. He stated that, for 

administrative and other purposes, risk reports will not be beneficial unless they are on-

time and transparent. Another interviewee said that it is important, for both banks, that 

risk information reaches interested parties such as customers, shareholders, and the 

bank’s top administration as their decisions are based on the availability of such 

information on time. However, an important risk, which should be reported in Islamic 

banks and it is not required or even existed in conventional banks, is the Shariah risk 

report. It is the right of different parties attached to Islamic banks to know the degree of 

Shariah-compliance in their banks. Rate of return and trade and investment risks, as 

expressed by interviewees, are also reported in Islamic banks and not conventional ones. 

Consequently, the above results are in line with risk reporting outcomes from the 

questionnaire in chapter six.   
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V. Capital adequacy issues   

Complementary to the questionnaire, and for the purpose of gathering more information 

about capital adequacy issue, a list of different possible banking guidelines was given to 

participants. They were then asked whether conventional and Islamic banks 

follow/should follow different capital guidelines. In the second question, they were 

asked whether there is/should be a difference in the amount of capital held by both types 

of banks.   

Regarding the first question, an interviewee states that: 

Basel Accord on banking supervision, representing the international banking standards, 

set a bunch of standards for banks to calculate their adequate capital for their safety, 

credibility, and growth. Implementing the international standards by Islamic banks is 

necessary for their international recognition. Basel capital adequacy guidelines were 

designed to suit conventional banking requirements. However, the nature of asset and 

liability structure in conventional and Islamic banks is completely different, which leads 

to different risks face each of them. Therefore, ideally, Islamic banks should follow 

different guidelines that suit their activities.  

 From the above statement, it could be said that due to different structure and activities 

between conventional and Islamic banks, Basel Accord guidelines for calculating 

adequate capital do not cover Islamic banks’ requirements. The alternative, as explained 

by one of the participants, is the Islamic banking guidelines made by the Accounting 

and Auditing Organization for Islamic Financial Institutions AAOIFI and the Islamic 

financial services board IFSB.  

In terms of practice, 60% of interviewees state that their banks follow Basel capital 

guidelines for calculating their capital. The justification was that they work in dual 

banks where conventional guidelines are applied. The rest, representing 40% of the 

interviewees, emphasise that their banks apply a mixture of Basel Accord guidelines 

and the Islamic financial institutions’ guidelines set by AAOIFI and IFSB. Participants 

then were asked about the reason behind implementing international guidelines in some 

dual banks and a mixture of international and Islamic banking guidelines in others. One 

of the participants replied that it depends on the relationship between the Islamic 

windows and/or subsidiaries and conventional banks in which they operate. In other 

words, if these windows and/or subsidiaries are fully independent from conventional 
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banks (which are strongly recommended by Shariah), then their behaviour would be 

similar to Islamic banks as they somehow have independent policies and guidelines. 

This is not usually the case when Islamic banking products and services are relatively 

new.  

In relation to the amount of capital to be set aside by conventional and Islamic banks, a 

respondent commented that due to the nature of Islamic banking activities, where the 

bank shares profit and lose and therefore shares risks with the account holders, they 

appear to require less capital for their risk-weighted assets. Nevertheless, due to the 

nature of Islamic banking activities, Islamic banks are exposed to different risks 

associated with investing clients’ deposits. Considering other types of risks and the lack 

of Islamic hedging instruments, risk-weighted assets should be higher in Islamic banks 

than their counterparts. The overall outcomes of capital adequacy issues support the 

results in the questionnaire survey.  

To sum up, an investigation of risk management and capital adequacy aspects, through 

interviewing staff from different banks in different countries and backgrounds, confirms 

differences in both dimensions and supports outcomes from the relevant literature in 

chapter three and the questionnaire survey results in chapter six. This, in turn, supports 

the first hypothesis which states that conventional and Islamic banks manage their risk 

and capital differently. The results from Chapter 3 and 6 and the current chapter indicate 

that these differences provide a a valid guide for banks willing to switch to the Islamic 

banking system in Libya and also elsewhere. 

7.2.3 Human resource management issues  

In this part of the interview, questions were designed to gather information related to 

human resource management in conventional and Islamic banking. In order to do so, a 

brief introduction of the purpose of the interview took place before each interview. 

Participants, then, were asked semi-structured, open-ended questions with a similar 

order of the aspects handled in the questionnaire survey. However, some issues were 

discussed more broadly in the interviews. 

I. Education and training requirements 

The aim of the first question was to raise some important issues of human resource 

management in banking and consider differences between conventional and Islamic 

banks in this regard. The first question was:  
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Do you think that conventional and Islamic banks view the requirements of education, 

training for their employees differently? 

The findings reveal a consensus agreement between interviewees about the differences 

between the two types of institutions in terms of education, training and experience 

required for their employees. In this respect, an interviewee stressed that while banking 

knowledge is important for applicants to be employed in any banking job, the type of 

education is also important. He emphasised that, besides the general banking education, 

Islamic banking applicants for ordinary jobs need to prove that they have graduated 

from Islamic business institutions. However, for certain positions such as the 

membership of Shariah supervisory board, a combination of further requirements, 

including the knowledge of Fiqh in general and Fiqh of transactions specifically, have 

to be met by applicants. In terms of practice, however, another interviewee expressed 

that, due to the lack of institutions that deal with Islamic banking and finance education, 

Islamic banks in some countries, to some extent, rely on staff with conventional banking 

education. The same person continued saying that Islamic banks follow quick solutions 

in this regard by giving basic and short training courses to new employees as an 

introduction to the new working environment.  

This was confirmed by three different interviewees. The four interviewees who 

confirmed this point were from countries where the banking education system is 

dominated by conventional institutions such as Libya and Oman. Another important 

point raised in this regard is the distinct lack of two types of Islamic banking scholars, 

academics and researchers who could contribute to Islamic banking education in terms 

of research and teaching, and Shariah jurists who combine Islamic Fiqh and business 

knowledge together. An interviewee from a well-known bank in GCC region replied 

that while Islamic business education and training are important components for 

applicants, practising the values of Shariah such as honesty, trustiness, sincerity, and 

self-assessment and control, are important characteristics that an Islamic banker should 

practise. He added that there is a high demand of skilled workers with Islamic banking 

experience in the GCC region especially with Islamic financial engineering 

qualifications. 
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II. Human resource management practice  

As the interviewees were from banking departments related to human resource 

management practices such as the human resource department and the department of 

training and development, they were provided with specific details of the human 

resources management practices, and then they were directed to answer the following 

question:  

Do you think that conventional and Islamic banks differ in terms of human resource 

practices such as recruitment, selection, performance, continuous education, frequent 

training, compensation, and retention? 

Responses from interviewees were generally in agreement. One of the interviewees 

thinks that the selection process might be the same but the selection criteria are 

different. He explained that Islamic banks might have similar requirement process when 

it comes to the level of education, the period of training and experience. However, 

Islamic banks, especially the fully fledged ones, list the Islamic business education, 

training, and experience as selection criteria. Exceptions applied to some jobs such as 

information technology and security staff although the priority is for people with 

Islamic knowledge background. A question then was asked: 

Do Islamic banks employ only Muslims? 

Some 80% of interviewees replied that due the new introduction of Islamic products and 

services, they have not experienced any non-Muslim applicants. However, their banks 

would select anyone who met the criteria. The remaining interviewees state that they 

have other staff from other religious backgrounds working in their banks. One of them 

expressed his opinion by saying that although some characteristics are essential for 

selected employees such as honesty, trustworthy, loyalty, and so on, it is not a matter of 

being a Muslim to practice such values. He emphasises that their bank would employ 

anyone who meets such requirements including a good understanding of Islamic 

banking and finance. This, however, contradicts the results of the question in the 

questionnaire which indicates that practising religion is very important for candidates in 

order to be selected for Islamic banks. The other interviewee said it is about the type of 

the vacant job. For example, senior positions require additional qualifications for 

applicants as well as the job values.  
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On the other hand, all interviewees agreed that conventional banks follow similar 

selection criteria except for Shariah-compliance conditions. One of the interviewees 

commented that the previous bank he was working in has high selection criteria such as 

the quality of education, the period and place of training, and the length and place of 

experience required. 

An interviewed staff member that carried Fiqh qualifications referred to the importance 

of implementing the guidance of Shariah by workforce in economic sectors generally 

and Islamic banking staff in particular. He brought some Islamic principles such as the 

accountability, responsibility, piety, knowledge, self-assessment, trust, and honesty and 

linked them to the practice of human resource management and the relationship between 

managers, workers, and companies. He went on explaining that managers and their 

companies must fear Allah SWT when they recruit their employees by releasing the 

necessary information about the job. Candidates, on the other hand, must give the right 

information about themselves, for fair selection to take place. The institution also carries 

different responsibilities towards workers in providing them with on-time fair 

compensation, fair system in appraising their performance, and by fulfilling its social 

responsibility in supporting them with health cost, frequent training programs and 

continuing education for their families.  

From a management point of view, a participant commented about retaining employees 

by saying that, conventional and Islamic banks share similarities in retaining their 

employees by offering a competitive payment base, complementary payments and 

features, family support, and types of insurance. However, Takaful or Islamic insurance 

is being implemented in Islamic banks instead of conventional insurance.  

Substantially, analyses of interviewees’ viewpoints in relation to differences of human 

resource management issues between conventional and Islamic banks reveal important, 

but in-depth, aspects that were hypothetically discussed in human resource management 

part in chapter three and were further investigated in the questionnaire survey analyses 

in chapter six. With few differences, the overall results of this part were consistent with 

the results discussed in the two mentioned chapters. This gives extra support to 

hypothesis 2 which states that conventional and Islamic banks manage their human 

resource differently. 
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7.2.4 Financial and social reporting and disclosure issues 

The fourth set of the interview questions dealt with financial and social reporting and 

disclosure division. Similar to the previous dimensions, the purpose of the interview 

was introduced to the participants, and then they were requested to answer some 

questions related to different issues of financial and social reporting and disclosure. 

With some flexibility in the questions, the sequence of issues tackled in the 

questionnaire was used in this part with a different strategy to ensure wider coverage of 

the aspects.  

I. Financial reporting issues 

The previous discussion about the financial reporting standards in the literature review 

and questionnaire chapters shows a number of options available for banks to use such as 

the International Financial Reporting Standards (IFRS) prepared by International 

Accounting standards Board IASB, Generally Accepted Accounting Principles GAAP 

prepared by Financial Accounting Standards Board (FASB), and the accounting 

standards for Islamic financial institutions prepared by Accounting and Auditing 

Organization for Islamic Financial Institutions AAOIFI. Accordingly, the first question 

was:  

Do you think that conventional and Islamic banks use different accounting standards 

and financial statements when preparing their financial and social statements?                       

In terms of the use of accounting standards, there was an agreement among all 

interviewees that their banks use the IFRS for preparing financial statements. A 

justification by one of the interviewees was that the country in which his bank operates 

in is yet to introduce and develop the Islamic financial system generally, and the Islamic 

banking system specifically. With only a few Islamic windows and subsidiaries, which 

operate under top conventional management, it is not surprising that conventional 

accounting standards are implemented. Another interviewee, who works in a fully 

Islamized bank, commented that, for the purpose of comparability and in order to be 

internationally recognized, the use of international accounting standards is regulated by 

the central bank for all banks in the country. However, two interviewees who work in 

Islamic banks state that following AAOIFI is necessary for preparing additional 

information required by Islamic banks such as the sources and use of Zakah fund, Al 

Qard Al Hassan, and the report of Shariah Supervisory Board. 
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In relation to the use of financial statements, participants distinguished between types of 

statements and the content of these statements. Interviewees of the fully fledged Islamic 

banks indicate that while conventional and Islamic banks share the use of some types of 

statements such as the balance sheet, income statement, statement of cash flows, and 

statement of change in owners’ equity or a statement of retained earnings; the former is 

required to disclose other statements related to the unique nature of the their activities. 

For instance, statement of changes in restricted investments, a statement in which an 

Islamic bank discloses about restricted transactions to the investors so they are 

confident that their deposits are invested according to their restrictions.  

Another example provided was the statement of sources and uses in the Zakah and 

charity funds, a statement in which an Islamic bank details and shows fund allocated for 

Zakah, alms donated by clients, and other charitable funds and fees and charges of late 

payments. In addition, an interviewee argued that even with similar types of disclosed 

statements, the content of these statements might be different. He continued saying that 

if Islamic and conventional banks are different in their funding characteristics and the 

application of this fund, then it is normal that the way of recording such transactions in 

their financial statements differs. He gave an example of where both banks receive and 

invest funds. However, Islamic banks’ main source of income is the reception of 

deposits on profit/loss sharing basis which are invested according to the Islamic 

methods of finance such as Murabahah, Musharakah, and Ijarah, whereas conventional 

banks depend on interest and commission from accepting deposits and granting interest-

based loans. Therefore, these differences would affect the record of assets and liabilities 

in the balance sheet, the trading account, and notes of financial statements. 

Another important point raised in the interview was the users of financial statements. 

An interviewee argues that the purpose of issuance of financial statements is to provide 

existing and potential users with useful information about the financial situation of the 

entity so they are able to make important decisions accordingly. Unlike users of 

financial information in conventional banks, users of financial statements in Islamic 

banks are interested in getting adequate as well as Shariah-compliant information. For 

instance, it is important for investors to know if their banks invest in a lawful and 

equitable manner while creditors are keen on obtining lawful trade of assets. The 

Shariah supervisory board, moreover, needs to know the degree of Shariah compliance 
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on banking transactions. Differences in the users of financial statements therefore 

impose different information required. 

II. Issues of financial, social, and environmental responsibility 

The previous discussion of financial reporting issues led to some questions about the 

role of conventional and Islamic banks in fulfilling social and environmental 

responsibilities and differences of social and environmental transparency between 

conventional and Islamic banks. In this regard, interviewees were asked the following 

question: 

Do you think that conventional and Islamic banks have different social responsibilities 

which require different information disclosed?      

The answer from all interviewees indicates that conventional and Islamic banks view 

the term corporate social responsibility (CSR) differently.  In this respect, an 

interviewee who is a member of the Shariah Supervisory Board in one of the targeted 

banks states that the theory of SR in Islamic banks was completely based on the 

principles of Shariah extracted from its original sources (see chapter two). These 

teachings govern and control the individual and collective relationship between human 

beings in all aspects of life including SR. He added that while conventional banks view 

their social responsibility as a voluntary act, the idea of Islamic banks was 

fundamentally built on ethics, social and religious bases. He went on saying that 

prohibiting Riba, Gharar, Maysir, and injustice (Dhulm), individually and collectively, 

is mainly for pure social and ethical reasons. The prohibition of such acts makes SRs 

compulsory practises for Islamic banks notwithstanding other non-compulsory 

charitable and other social activities. Therefore, unlike conventional banks, SR cannot 

be separated from the main activities of Islamic banks. 

Another participant mentioned some means that Islamic banks use in fulfilling their 

SRs. First, Islamic banks are responsible in bringing social justice to the society by 

redistributing the wealth through the Zakah and Al-Qard Al-Hassan as well as other 

charitable programs, and not practising unlawful activities. In addition, they are obliged 

and trusted to legitimately maximize earnings to their investors and shareholders. He 

continued saying that SRs of Islamic banks in relation to employees represented in a fair 

compensation, equality in appraising their performance as well as equal chances for 

education and training courses. Moreover, these institutions are responsible towards 
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their customers in providing them with according-to-Shariah products and services.  

Above all that, they are accountable to be transparent about the obligatory SRs to 

different interested parties, through the mentioned channels, as concealing such 

information exposes them to a huge moral hazard, violation of Shariah teachings, and a 

loss of trust. 

In terms of practice, 70% of the interviewees stated that Islamic SR reporting in their 

banks is yet to be fully implemented as they work in windows and subsidiaries which 

are newly converted to Islamic banking services. The rest of them indicated that their 

banks have adequate SR disclosure. This led to another important question which is:  

 Do you think that conventional and Islamic banks have different environmental 

responsibilities (ERs) which require different information disclosed?      

There was an agreement among interviewees in relation to the responsibility of 

conventional and Islamic banks towards protecting the environment and the necessity of 

environmental transparency. However, an interviewee commented that due to the heavy 

involvement of Islamic banks on real investments, they might be exposed to direct 

environmental liabilities more than conventional banks. In terms of practice, none of the 

interviewees was positive about ER disclosure in their banks. 

To sum up, results from analysing the content of financial and social reporting and 

disclosure interviews uncover some important points that support the theoretical 

framework presented in chapter three as well as the outcomes of empirical results in 

chapter six. The analysis of interview also revealed some important and in-depth 

information about the dimension which was not tackled in the questionnaire. Therefore, 

it could be concluded that hypothesis 3 which claims that conventional and Islamic 

banks manage and disclose financial and social reporting differently is supported.  

7.3 The prospects, barriers, and impediments of implementing Islamic 

banks in Libya  

The second part of the interviews analyses issues enhancing and hindering the 

implementation of Islamic banking products and services in Libya. Four groups of 

people were targeted by questions: bankers in charge of the new branches of Islamic 

banking and the central bank, policy makers in the ministry of finance, the universities’ 

academics interested in this area, and scholars from the board of Fatwa issuance (Dar 
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Alefta’). Thus, a discussion of interviewees’ profiles takes place, then interviews with 

the four mentioned groups are analysed. 

7.3.1 Interviewee profiles 

 Due to difficulties mentioned in chapter five, the total number of interviewees was 

eight; two (A&B) of which were from the general board of Fatwa issuance (Dar 

Alefta’). Interviewee A is the director of the board (the Mufti). Both interviewees, A and 

B, are regarded as highly respected scholars of Fiqh in general and Fiqh Al muamalat or 

financial transaction jurisprudence specifically. The two scholars are also involved in 

the Shariah advisory board and are academics in the Libyan universities with extensive 

experience in the field of research. In relation to people in charge of Islamic banking in 

Jomhouria and the Central Bank, three important meetings were conducted. First, a 

general assembly member who is also a member of the Central Shariah Advisory Board 

in the Central Bank (C) was interviewed. Two further meetings with people in charge of 

new Islamic branches in Jomhouria Bank (D&E), one of which is a part-time academic 

lecturer, were conducted. In the field of academia, two researchers holding the position 

of AFE convenors and Islamic banking researchers (F&G) from two different 

universities participated in the interview. A staff member from the department of 

Budgets in the Ministry of Finance (H) was also interviewed.                              

7.3.2 Islamic scholars' perceptions on establishing Islamic banking in Libya   

After a brief introduction about the researcher and research, interviewees A and B, as 

jurists in Dar Alefta’, were directed to some general discussion in relation to the 

influence of Islamic economic and finance on the Libyan environment. The first 

question was: 

Do you think there are religious and moral necessities for establishing the Islamic 

economic system in general, and the Islamic banking system specifically in Libya? 

Interviewee A, the director of Dar Alefta’, states that the Islamic economic system 

provides the society with justice, welfare and development in light of Islamic Shariah, 

which are the ultimate requirements of the Libyan society, including the new 

government, public and private institutions, banks, and people. The application of 

Shariah in the economic system is not an option that may or may not be followed. It is, 

however, the teachings of Islam that prohibits interest, uncertainty and gambling. 

Implementing the Islamic Shariah in the Libyan economic, financial, and banking 
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system suits the religious and social environment in Libya as the vast majority of the 

society is Sunni Muslims, unlike other neighbouring countries where various religious 

and ethnic groups have different requirements.  

The Mufti also commented that, theoretically, implementing the Islamic methods of 

finance could be easier in Libya than elsewhere as the country follows only one school 

of thought ‘Malikyya’, whereas different opinions by different schools of thought has 

been an issue in some countries.  Interviewee B stressed the social necessity of 

introducing the Islamic economic and banking system by saying that the reluctance of 

people on saving, borrowing, investing, and, overall, on dealing with the banking 

system has been mainly because of the Riba based system that controls the country. He 

added that unlike its neighbours, Libya is an oil-producing country that could easily 

support the idea of transformation to an Islamic economic and banking system without 

worrying about economic crises or downturns. The discussion led to another question 

which is: 

What is the Libyan banking status in relation to the movement towards Islamic 

banking? 

Interviewee A, the Mufti, commented that despite the fall of the main obstacle towards 

the application of Islamic banking in Libya, namely the previous political regime, what 

has been achieved in this regard is a very little. Only small steps have been taken by 

banks and the financial authority in favour of Islamic banking, and sometimes there is a 

sense of going backwards. He continued saying that even the basic steps, which do not 

require any plans or studies, were not taken. Interviewee B stated that since the end of 

2011 revolution, there was, and still is, a hope for the Libyan society to avoid the Riba 

on banking transactions, which is believed to be the main cause of economic, financial, 

and social problems in the country. However, no crucial improvement is recorded. 

The Mufti went further to say that although the country’s General National Congress 

voted for waiving the interest from loans granted to individuals, the matter was referred 

to committees for assessment, where it was totally postponed. However, the assessment 

and decision of such matters is the job of Shariah Supervisory Committee in the Central 

Bank of Libya.  Some economic and social issues attached to the application of Islamic 

banking in the Libyan society were urgent such as housing and marriage loans. The 

Savings and Real Estate Investment Bank uses an interest-based approach for solving 
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such issues in the society. From the Islamic point of view, such an approach is even 

worse than the Riba of pre-Islamic period as they charge the interest in advance and 

even before releasing the loan. The client, for example, signs a contract requesting LYD 

40,000 as a loan. The bank only gives LYD 36000 and charges the interest (LYD 4000) 

from the very beginning. As solution, Dar Alefta’ proposed an Islamic method for such 

loans that grants profit to the bank with a transfor of associated risks to the government. 

However, the proposal was not taken into consideration at all. The second scholar, B, 

referred to the top banking management as the main cause of delays and postponing the 

existence and development of Islamic banking products and services in their banks.  

Another general problem was explained by the Mufti is the movement from Islamic 

banking theory to practice. He said that, from Shariah point of view, uttering without 

acting (saying without doing) is regarded as a bad attribute for Muslims. He cited 

evidence from the Holy Qur’an where Allah SWT says: “O ye who believe! Why say ye 

that which ye do not? Grievously odious is it in the sight of Allah that ye say that which 

ye do not” (61: 2&3). He stated that many issues in the Islamic banking and finance in 

Libya were theoretically covered by conferences and workshops, but without any real 

implementation. In addition, interviewee B specified another matter which is the sharp 

lack of Islamic banking trained human capital, as people with conventional banking 

education, training, and experience have difficulties understanding and applying Islamic 

methods of finance in their banks.        

7.3.3 Bankers’ perceptions on prospects, barriers and impediments of Islamic 

banking in Libya    

Among all of the Libyan state owned, private, and specialized banks, Jomhouria bank 

was the pioneer in introducing Islamic banking products and services, represented in 

new Islamic branches in Tripoli (Fashloom), Gharian, Benghazi, and lately Azzawiya. It 

was worthwhile therefore to interview some people in charge of the new branches from 

this bank and from the Central Bank of Libya. Among a number of interviews proposed, 

three participants were successfully interviewed, namely, bankers D and E from 

Jomhouria bank and C from the Central Bank of Libya. They were first asked: 

What factors affect (positively or negatively) the implementation of Islamic banking in 

Libya?                  
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Interviewee D pointed out that the high demand from the Libyan market on Islamic 

banking and finance activities is one of the most important factors that encourage the 

existence and development of Islamic banking products and services in the country. 

This is because, first, the vast majority of Libyans are devoted Muslims who are willing 

to deal with banks that implement Islamic Shariah in their transactions. Second, there is 

a wider public acceptance among the society in respect of implementing Islamic banks 

in Libya. Third, Libyans are fully convinced that moving towards Islamic banking and 

finance is the solution to the economic problems especially after the recent international 

economic shocks. Interviewee E stated that moving towards Islamic banking in Libya 

became a necessity for the society rather than an option. He justified his opinion by 

saying that people avoid saving and investing in conventional banks, which, in turn, 

leads to a large amount of funds being outside the country's economic cycle.  

On the other hand, the two interviewees agreed that there are some important factors 

hindering the existence and development of Islamic banks in the state. Interviewee D 

expressed that the most challenging factor is the banking human resource including the 

top management in the banks. The new Islamic banking branches are largely dependent 

on staff with conventional banking education. The lack of Islamic business educational 

institutions caused an absence of firm understanding and belief in Islamic banking 

across bankers. Another factor that discourages implementing the new banking system, 

as mentioned by interviewee E, is the organization. He added that applying such a 

system requires a package of procedures by the government, the Central Bank, the 

Ministry of Finance, the interested banks, and the education providers. These 

procedures should include brave and responsible decisions by decision-makers to move 

towards realistic and time bound plans. Parallel to that, generous expenditure on 

educating and training human capital should take place. This led to another question 

which is: 

What do you think is the reason behind not introducing Islamic banking in Libya 

previously?        

The three interviewees C, D, and E agreed that the biggest obstacle was the Gaddafi 

regime. Interviewee C explained that the Islamic Shariah was not implemented in the 

country especially in terms of financial transaction during Gaddafi’s era. Interviewee D 

mentioned another reason that the emergence of the Libyan banking system including 

the banking policies was an extension to Italian banks during the Italian colonial period, 
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which stayed operating conventionally under Italian and British headquarters for 

decades. Since then, banks continued operating in the same manner even after the 

independence of the state. The next question was:  

What was the effect of the 2011 political uprising on the banking sector including the 

Central bank and the attempts of introducing Islamic banks?      

Interviewees C, D and E shared the same opinion regarding the impact of the 2011 

revolution on the Libyan banking sector. Interviewee C from the Central Bank of Libya 

answered that the effect of the 2011 uprising on the economic and banking sectors was 

devastating. During that time, sanctions by the UN and the Security Council froze all 

financial assets of the Libyan financial institutions including the Central Bank, the 

Libyan Arab Foreign Bank, and the Libyan Investment Authority. In addition, due to 

the risk faced by the previous regime, more money was injected into the market, as a 

way of absorbing anger in the streets. As a consequence, the banking system suffered 

liquidity crisis and lost the trust of customers. Adding to that, bankers in the top 

management, and banking expertise in the Central Bank and other banks were absent. 

The Central Bank, as a result of freezing foreign assets, lost its ability to sell foreign 

cash, which led to a sharp drop in the Libyan LYD to almost half of its value. 

Therefore, it was not surprising that Islamic banking projects were all postponed. 

Participants were further asked the following question: 

To what extent has the Libyan banking sector has benefited from the Islamic banking 

experience worldwide?           

Interviewee E stated that since the existence of the Islamic banking in Libya, Jomhouria 

bank and the Central Bank of Libya have been in touch with some developed Islamic 

banks from other countries such as The Jordanian Islamic Bank (JIB) and the Islamic 

Development Bank in Saudi Arabia. Few workshops for new branches’ staff were 

organized with these banks so far. He added that efforts are being made to obtain 

Islamic electronic banking core systems from relevant institutions. However, the 

challenge is the human capital that could run and maintain such systems. Another 

question was asked: 

Do you think there is an intention in the Central Bank and the financial authority to 

work towards Islamizing the entire banking sector in the future?      
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There was agreement among participants’ answers that there is an intention in the 

National Transitional Council of adopting a plan to Islamize the whole banking system. 

Interviewee D indicated that with the majority of votes, the new General national 

Congress is willing to transform the entire banking system to work according to the 

Islamic Shariah through cancelling the banking interest. He explained that it is not a 

matter of the government’s agreements or decisions but how objective, applicable, 

realistic, and possible would be the movement towards a full Islamic banking system. 

He continued giving an example that the Jomhouria bank top management discussed the 

issue of moving completely towards Islamic banking products and services due to the 

high demand among the Libyan society for such products and services. Yet there has 

been no clear vision and plan on how this might be applied in the bank. Interviewee E 

raised another issue which is the adoption of gradualism in the movement towards 

Islamic banking. He believes that a complete and sudden movement to Islamic banks 

would destroy the country’s economy as it is entirely dependent on the conventional 

banking system. Rather, he supports a gradual movement to Islamize the banking 

system starting with windows and subsidiaries, then moving to fully converted Islamic 

banks and new independent Islamic banks. Participant C said that new requests from 

other banks such as the National Commercial Bank were lodged to the Shariah 

Advisory Board in the Central Bank to introduce some Islamic methods of finance in 

their banks. This indicates the intention of other banks to implement Islamic Shariah in 

their financial transactions to satisfy customers’ needs.  

7.3.4 Perceptions of policy-makers on the introduction of Islamic banking in Libya  

As the emergence and development of Islamic banking is not a matter of bankers and 

Islamic scholars only, the interview targeted also decision-making people in the 

National Transitional Council and the Ministry of Finance. However, as the interview 

took place shortly after the end of unrest in Libya, most of the people in charge of these 

two departments were extremely busy. Therefore, several interviews were cancelled 

including an interview with the head of National Transitional Council. Only one short 

interview with a staff member of the Department of Budget in the Ministry of Finance 

was conducted. Interviewee H was asked: 

What were the reasons behind not introducing the Islamic banking system in Libya 

previously?     
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The participant commented that introducing an Islamic banking system in Libya was 

not only rejected by the previous regime, but also by shareholders of banks. 

Additionally, interviewee H commented that most people in the top management of the 

financial authority hold shares in the financial institutions. They think that Islamic 

banks would attract customers from commercial banks and, therefore, the idea 

constitutes a threat of losing the growth in conventional banks. For the previous 

government, there was no understandable reason behind hindering such an idea. He 

continued saying that there has been, and remains a tendency for some people, who 

supposedly have knowledge and experience in the field of finance and banking, that the 

Riba mentioned in the Islamic Shariah is not the same banking interest nowadays. This 

was not only previously but with the current financial authority as well. Nevertheless, 

the level of support in the financial authority outweighs the rejection of the idea. The 

interviewee was further asked:  

Do you think there are economic and financial obstacles that face/might face the 

introduction of Islamic banking in Libya? 

The interviewee thinks that the biggest factor that hindered the introduction of the 

Islamic banking in Libya was the previously mentioned political attitude towards the 

matter. After the introduction of some Islamic products and services in banking sector, 

the main concern becomes the human resource component as it is the centre of 

development and change in the transformation process. This applies to not only 

employees, but economists, financial planners, financial engenderers, researchers, and 

risk managers who hold both the knowledge of business and the Islamic financial 

transactions.    

7.3.5 Perceptions of academics on the introduction of Islamic banking in Libya  

The following set of questions discusses the role of Islamic business education in 

supporting the new Islamic banking in Libya. Several attempts were made to interview 

academics interested in the area of Islamic business in general and Islamic banking 

specifically. However, due to difficulties mentioned in Chapter five the actual 

interviews conducted was five including the two scholars from Dar Alefta’ and a banker 

from Jomhouria bank who were   part time lecturers. The rest were university staff and 

Islamic banking researchers. After a brief introduction of the researcher and the 

research, Interviewees were asked:     
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To what extent does the education system, including universities in Libya, support the 

education and training demand of Islamic banks?          

Interviewees were of the same opinion that the business education system in Libya has 

been largely conventional. Interviewee E from Jomhouria bank indicated that the vast 

majority of employees who work in the new Islamic branches holds conventional 

education qualifications, but had attended few short education and training workshops. 

Interviewee F who was an AFE convenor and Islamic banking researcher in one of the 

Libyan universities claimed that, for a long time, the business education system in these 

universities had been largely conventional. Yet; parallel to the recent attempts by 

Jomhouria bank and the Central Bank to introduce Islamic banking products and 

services, not many Islamic finance principles had been introduced in some universities 

such as the Academy of postgraduate and Azzawiya University. In addition, an Islamic 

finance unit was recently adopted in Omer Al Mukhtar University in Bayda. These 

subjects give fundamentals in Islamic banking and finance which do not qualify 

students to work in Islamic banks. Interviewee E mentioned that the contribution of 

local universities in educating and training the new Islamic banking staff is very little. 

He specified the lack of qualified academic staff as the main prevention from 

developing a proper Islamic banking and finance education. The above responses led to 

the following question to obtain some information regarding the role of Islamic banking 

research in supporting the Shariah-banking projects: 

What is the role of Islamic banking and finance research in supporting the new Islamic 

banking system?   

There is no doubt that academic research is an important component which supports and 

shoulders any new projects. Implementing Islamic banking system in Libya is no 

exception. Adding to some early attempts investigating the possibility of introducing 

Islamic banking model to the Libyan banks and people’s attitudes towards Islamic 

banking services in the country, which were mentioned in chapter four, there have been 

a number of theoretical and empirical works in various business related issues. 

However, interviewees E,F, and G share similar opinion that during the period of 

Gaddafi’s government, there was a general tendency among researchers not to tackle 

Islamic finance issues due to the authority's attitude that doubts the prohibition of 

interest or Riba. However, interviewee F commented that the banking regulation of 

2005 which tacitly permitted the existence of Islamic banking products and services in 
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Libya activated the theoretical and empirical research in this field. Interviewee G 

mentioned that few conferences were held by the Academy of Postgraduate in 2008 and 

2010 entitled ‘Islamic banking in Libya’, where several international and local academic 

papers were presented. A great deal of the Fiqh of banking and finance transactions was 

discussed by the Libyan Islamic scholars, individually as well as through Dar Alefta’, as 

expressed by interviewee E. However, as pointed out by the Mufti, implementing the 

research in real life has been and remains an obstacle on one hand, and the lack of 

qualified people who combine the knowledge of Fiqh and banking together on the 

other. The Mufti also stressed that research experience could always be tracked from 

other countries with similar environment to Libya. This  means the level of fundamental 

research could be easily gathered to start with. However, further steps in the future need 

to be studied theoretically and empirically as the field of research in Islamic banking is 

relatively new. This opened up a different question related to the importance of studying 

the management behaviour, which is:  

What is the importance of studying the banking management behaviour’s dimensions 

(e.g. risk management, capital adequacy, human resource management, and financial 

and social reporting and disclosure) in this stage as a key for the transformation from 

the conventional to Islamic banks in Libya? 

Interviewees agreed that clear, organized, and visible transformation stages from 

conventional to Islamic banking would be very important in the current situation in 

Libya. Interviewee D states that the entire banking system in the country was, for a long 

period of time, owned and controlled by the Central Bank and the state, which prevents 

any chance of development and change. Therefore, these banks suffered negative 

performance represented in severe administrative and regulatory restrictions by the 

Central Bank, which led to excessive bureaucracy. He went on saying that the state 

banks have been functioning merely as channels through which the government 

distributes wages and salaries to its workers. He added that, as a result of long control 

by the Central Bank, communications between banks and with customers ran in a very 

traditional way, which consumes time and effort of the banking staff. Interviewee E 

commented that the banking system in the state suffers some difficulties in the human 

resource management in terms of qualifications and training. Researchers F and G 

indicated that comparison between conventional and Islamic banking systems in 

relation to the banking management dimensions would add to the theoretical and 
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empirical knowledge of this area. Interviewee G stressed that drawing insights from 

other banking management experience would benefit the new Islamic branches applying 

the right and healthy transformation process. Finally, the Mufti commented that the 

current stage requires understanding of the mentioned dimensions and others from the 

Shariah point of view. He added that the results of investigated dimensions in the 

current study would be beneficial if taken into consideration by people in charge of 

financial and banking sectors. He continued that it is important to obtain the best of 

Islamic banking experience from other countries who share similar environment with 

Libya and to avoid repeating the same mistakes.     

It could be summarized that, as indicated by Islamic scholars, bankers, policy-makers, 

and academic researchers, the future of Islamic banking in Libya is closely linked and 

attached to the true intention of the top financial and banking authority, real 

implementation of Shariah guidance in the financial transactions, and generous 

expenditure on human resource development. It could be also figured out that there are 

special requirements which should be considered for the Libyan environment while 

transforming to Islamic banking. Therefore, Hypothesis 4, which claims that there are 

special requirements for the Libyan environment that should be considered in applying 

the selected key domensions of banking management behaviour, is supported.  

7.4 Concluding remarks                   

This chapter summarises the interview results and findings of key dimensions in the 

banking management behaviour in conventional and Islamic banks with particular 

reference to the Libyan surroundings. In accordance with the theoretical framework 

reviewed in chapter three and four, and with the implementation of the research 

methodology detailed in chapter five, two sets of interviews were analysed. The first 

considered key dimensions of banking management behaviour represented in risk 

management and capital adequacy, human resource management, and financial and 

social reporting and disclosure. The second analysis involves prospects, barriers, and 

impediments of the implementation of the Islamic banking system in Libya.  

Findings of the first section reveal a confirmation of the questionnaire results with 

regard to differences in the banking management dimensions that could be used as route 

to develop and change the Libyan banking system to work in accordance with the 

Islamic Shariah. Taking into account different requirements in different environments, 
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the results could also be implemented in countries that share similar environments with 

Libya. Consequently, hypotheses related to the dimensions in the transformation 

process to Islamic banking are tested and supported. The results of the second set of 

interviews show some important social, economic, and political requirements that 

should be considered, while applying the Islamic banking system in general, and the 

investigated key dimensions of the banking management behaviour in particular. 
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Chapter 8. Conclusion 

8.1 Introduction  

The objective of this thesis was to compare key dimensions of banking management 

behaviour in conventional and Islamic banking by drawing insights from the Islamic 

banking experience worldwide with a particular reference of how this benefit the 

transformation process in Libya and similar contexts. In doing so, the thesis compared 

conventional and Islamic banks across four key bank management dimensions, namely, 

risk management, capital adequacy, human resource, and financial and social reporting 

and disclosure. The thesis further discussed the effect of implementing Islamic banking 

in general and the key investigated dimensions, particularly in the Libyan economic and 

banking systems. This chapter is structured as follows. Section 8.2 provides a summary 

of the thesis. Section 8.3 outlines the theoretical and empirical contributions. Section 

8.4 discusses the limitations of the thesis and Section 8.5 suggests areas worthy of 

further investigation. 

8.2 Summary of the thesis     

For the purpose of investigating key dimensions of the baking management behaviour 

in conventional and Islamic banks with a particular reference to the Libyan 

surroundings, the thesis comprised eight chapters. Chapter 1 Introduction began with a 

general background for introducing the research topic. The chapter then indicated the 

research context and the motivations for and objectives of the thesis, along with the 

thesis questions and hypotheses. The final part of this chapter outlined the structure of 

the thesis.  

Chapter 2 Understanding the Origins and Fundamentals of Islamic Banking provided a 

comprehensive discussion of the origins of Islamic banking. The Holy Qur’an and the 

Suannah of the Prophet Muhammad PBUH, are the only original sources for the theory 

of Islamic banking. These two sources are believed to cover every aspect of human life, 

not only religious matters. Based on these sources, Islamic scholars have derived a 

number of other secondary sources to inform the conduct of Islamic banking, including 

the Al-Ijma’ and Al-Qiyas, with early Islamic jurists using the Usul Al-Fiqh to derive the 

commandments and norms revealed in the original sources. The rules and regulations 

obtained, known as Shariah or Islamic law, are further classified into: (1) Ibadat, norms 
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regulating worship and rituals, (2) Muamalat, civil and other legal obligations dealt with 

by Fiqh, and (3) Ugubat, punishments.  

The second part, Muamalat, governs and regulates individual and collective financial 

and economic relationships in society. Although Shariah strongly prohibits dealing with 

financial transactions involving Riba, Gharar, and Maysir, exceptions are permissible 

across a wide range of commercial and trade transactions. From the permissible 

transactions, Islamic financial institutions, including banks, have developed a wide 

range of Shariah-complaint instruments, including Murabahah, Musharakah, 

Mudarabah, Ijarah, Istisna’, the collection and payment of Az-Zakah, and Al-Qard Al-

Hassan.  

Chapter 3 Review of Key Dimensions in the Bank Management Literature presented a 

review of the bank management literature with regard to the selected key dimensions of 

bank management behaviour in conventional and Islamic banks, namely, risk 

management, capital adequacy, human resource management, and financial and social 

reporting and disclosure. Discussion of the first dimension revealed the exposure of 

both types of banks to various risks associated with the nature of banking activities. 

Nevertheless, the concept of risk differs across these banks. In particular, risk taking in 

Islamic banks is affected by three conditions not evident in conventional banks: the 

objective of the transaction in which risk takes place, the degree of risk, and the 

expected value that taking risk would add to the economy. Due to these different 

banking practises, Islamic and conventional banks are exposed to different risks.  

In terms of their shared risks, Islamic banks suffer higher liquidity risk as they lack 

access to conventional derivatives and lender-of-last-resort facilities. However, some 

conventional risk measurement and management techniques are available to Islamic 

banks as they align with Shariah. Nonetheless, due to the unique nature of the financial 

activities practised by Islamic banks leading to unique risks, there is a shortage of tools 

and techniques appropriate for the Islamic banking sector. For instance, based on 

differences in risk management, Basel Accord I and II specified the amount of capital 

banks should hold for absorbing these risks. Nevertheless, the unique risks arising from 

the use of Islamic methods of finance were not considered. This has led to subsequent 

proposals for the introduction of appropriate measures of capital adequacy in Islamic 

banks by AAOIFI and IFSB.  
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Another dimension concerns the bank management of human resource. The matter of 

human resource development receives great attention in Shariah as it carries with it a 

broader meaning, encompassing piety, knowledge, strategy, responsibility, perfecting 

work, changing to the better, and reformation. However, while the practice of human 

resource functions in conventional banks is regulated and controlled by banking law, the 

management of human capital in Islamic banks relies on the self-implementation of 

Shariah commandments by bankers themselves on one hand, and the application of 

general banking rules and regulations and Islamic code and conduct on the other. In 

terms of practice, Islamic bankers are required to obtain Islamic banking qualifications 

in addition to general job requirements. However, there is a gap between the growth of 

the Islamic banking industry and the qualified human capital with the Islamic 

knowledge, which, in turn, has resulted in a reliance on the services of conventional 

bankers. 

The final part of this chapter discussed financial and social reporting and disclosure. 

Previous studies show that Islamic law has a fundamental influence on corporate 

financial and social reporting and disclosure. First, while both conventional and Islamic 

banks are required to report their financial position to different users of financial 

statements, the latter is required to disclose additional information such as sources and 

uses of funds collected for Zakah and charity purposes, the sources and uses of Islamic 

loans or ‘Al-Qard Al-Hasan’, and a Shariah supervisory report. Second, whereas the 

disclosure of social information is regarded as a voluntary act in conventional banks, 

financial and social disclosure is inseparable in Islamic banking. In other words, the 

provision to Muslims of interest-free products and services is regarded as both a 

financial and social act, and it is therefore mandatory for Islamic banks to report their 

compliance with Shariah through a SSB. In practise, previous studies show that 

although social reporting is highly recommended by Shariah, Islamic banks do not give 

great attention to social reporting. Additionally, there is a severe lack of research into 

environmental responsibility and reporting in Islamic banks. 

Chapter 4 Islamic banking in Libya: Prospects, Barriers, and Impediments reviewed 

recent Libyan economic and financial history, the situation of the Libyan banking 

system and the prospects, barriers, and impediments to applying an Islamic banking 

model in that country. The chapter also covered Libya’s turbulent political history and 

its influence on the economic and financial development of the country. A review of the 
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Libyan economic and financial system over the last century revealed four important 

periods: the period prior to 1943, a period from 1943 to 1969 coinciding with the 

discovery of oil, a third and longest period from 1969 to 2011, and the period after 

2011. This chapter also analysed the structure of the Libyan banking system and 

discussed the prospects, barriers, and impediments to Islamic banking in Libya. The 

discussion included the limited extant research on Islamic banking in Libya, and the 

role of Libyan banking law in implementing new banking entities. The chapter 

particularly focused on the problems, challenges, and prospects of introducing a 

Shariah-banking system in Libya. 

Chapter 5 Research Methodology presented the research methodology used to examine 

the key dimensions in the banking management behaviour in conventional and Islamic 

banking. The first part of the chapter explained the combination of quantitative and 

qualitative approaches, called triangulation, used in the thesis. The second part 

discussed the necessity of the use of historiography approach to map out a clear idea of 

the overall Libyan banking situation. The chapter also detailed the process of preparing, 

testing, and conducting the questionnaires and interviews, which were the main data 

collection instruments employed in the empirical methodology.  

The first empirical methodology detailed the preparation of the questionnaires. The 

questionnaires adopting a similar design and structure to the survey instruments in 

Naser and Pendlebury (1997), Hashim ( 2009), Maali et al. (2006), and Ariss and 

Sarieddine (2007). The sample respondents were randomly selected from relevant banks 

in the GCC countries and Libya depending on the annual ranking of Top-100 Middle 

Eastern Banks published by IC publications in London in 2010. The LimeSurvey online 

software was then used to compile a questionnaire consisting of four parts: general 

questions, risk management and capital adequacy management, human resource 

management, and financial and social reporting and disclosure. Various closed-ended 

question types were used, including five- and seven-point Likert scales along with 

simple Yes and No responses and pre-tested in a pilot study. The reliability and validity 

of the questionnaire was also tested. 

The second empirical methodology used in the study was semi-structured interviews. 

We used two different but related sets of interviews. The purpose of the first interview 

was to gather in-depth information relating to the studied dimensions of bank 

management behaviour as well as a way to understand better the reasons or rationale 
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underlying particular issues. The second interview was prepared to cover some issues 

related to the Libyan environment the Libyan economic and banking system as well as 

prospects, barriers, and impediments of implementing the Islamic banking model in 

Libya generally and the studied dimensions in particular. After pre-testing the 

interviews, the first targeted seven countries, namely, Libya, the UAE, Oman, Qatar, 

Kuwait, Saudi Arabia, and Bahrain. The second targeted four groups of finance 

professionals in Libya, primarily bankers in charge of the newly established Islamic 

windows, public servants from the Ministry of Finance, university academics, and 

Islamic scholars from the Board of Fatwa (Dar Alefta’). The final part of the chapter 

presented the statistical analysis techniques employed to obtain empirical results from 

the gathered data. In the main, descriptive statistics, the Kruskal–Wallis test, and an 

interpretive method were used to analyse the data gathered.                

Chapter 6 Empirical results: Analysis of the Questionnaires summarised the empirical 

results and findings concerning the key dimensions in the banking management 

behaviour in conventional and Islamic banks. In the first part, we discussed 

demographic information about the participants, including the level and type of 

education, training, and experience gained by participants, the major field of study, and 

the type of bank in which they worked. Consistent with previous studies, it appeared 

that Islamic banks, to some extent, still depend on workers with conventional banking 

education, training, and experience backgrounds. The second part of the chapter 

analysed the issues of risk management and capital adequacy in Islamic banking. The 

findings revealed that we could classify risks in Islamic and conventional banks into 

three categories. The first was similar risks such as credit and operational risks. The 

second was similar risks with differences in the degree of importance, such as liquidity 

and compliance risks. The third was risks unique to each type of banks such as interest 

rate risk in conventional banks and rate of return, trade and investment, and commodity 

and equity price risks in Islamic banks.  

The results also provided evidence that conventional and Islamic banks practice similar 

risk measurement approaches and employ comparable risk reporting systems. However, 

due to the prohibition by Shariah of unjustified financial practises, we found Islamic 

banks only partially employ conventional risk management techniques. Results from the 

capital adequacy dimension revealed differences in the capital guidelines implemented 

by conventional and Islamic banks. It also appeared that both types of banks hold 
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different amounts of capital due to the differences in the nature of their activities. We 

found that a dual system, comprising elements of both conventional and Islamic 

banking in the one organisation, tends to behave in a very similar manner to a 

conventional banking-only bank in terms of the way it manages risk and capital 

adequacy. This could be because Islamic banking activities represent a small part of the 

total operations in these banks, and therefore strongly influenced by the bank 

management practices of the main headquarters.  

In terms of the human resource management dimension, we found that the Shariah 

component is the most distinguishing variable between conventional and Islamic banks 

in terms of human resource management practises. Although conventional and Islamic 

banks appear to follow similar practises in aspects like recruitment, selection, 

performance appraisal, education, training, compensation, and retention, Islamic 

teachings profoundly influenced the human resource practises of the latter. For instance, 

in addition to the general education qualifications required by nearly all banks, Islamic 

banking education and training qualifications that reflect a deeper understanding of the 

principles of Shariah appeared to be highly required Islamic banks. However, this does 

not reflect the current situation of the current employees, especially in countries where 

Islamic banking systems are relatively new, including Libya and Oman.  

In terms of financial and social reporting and disclosure, we found that Islamic banks 

currently use a mix of conventional and Islamic accounting standards. Conventional 

banks also use international accounting standards, but no Islamic standards. The nature 

of Islamic banking activities requires the use of international accounting standards in 

order to be internationally recognized, and the use of the Islamic accounting standards 

to disclose Shariah-complaint activities. In relation to financial and social reporting 

statements, we found that Islamic and conventional banks employ very similar financial 

statements. Nevertheless, special statements are used sometimes by the former, 

including changes in restricted investments, sources/uses of Zakah and other charity 

funds, sources/uses of the Al-Qard Al-Hassan fund, and reports to the Shariah 

supervisory board. In the third part, we presented the results relating to social and 

environmental disclosure. The findings revealed that while disclosing social information 

in conventional banks is optional and represents only a small part of the overall banking 

activities, Islamic banks are obliged to disclose their social activities as they represent 

one of their main banking activities. The last part of questionnaire analysis involves 



205 

 

multinomial logistic regression. Selected aspects of key dimensions of banking 

management behaviour were tested against some general characteristics of participants 

to predict the answers based on this analysis. Results show that there is an influence of 

these characteristics on the studied aspects which may be useful in identifying and 

modelling the responses in future research. From this discussion of the result, we 

derived a guide for development and change in the key dimensions of bank management 

behaviour that could be used to transform banks willing to move towards Shariah 

implementation in Libya and elsewhere.  

Chapter 7 Empirical Results: Analysis of the Interviews reported our empirical results 

and findings concerning the two sets of interviews conducted in accordance with the 

methodology explained in Chapter 5. The first set of interviews, which involved in-

depth investigation of the selected key dimensions of banking management behaviour, 

discussed risk management and capital adequacy, human resource management, and 

financial and social reporting and disclosure. In terms of risk management, our findings 

revealed that the Fiqh of transactions heavily influences the idea of risk taking in 

Islamic banks where the liability and return on assets are inseparable. Additionally, 

while Islamic banks are prone to some similar risks that face conventional banks, the 

degree of these risks is different. Islamic banks are also subject to unique types of risks 

arising from the implementation of Shariah in their financial activities.  

Consistent with the results in Chapter 6, we found Islamic banks tend to use less 

advanced risk measurement and management approaches and techniques. A potential 

explanation was the lack of an adoption of these tools. Another was that the growth of 

Islamic banking products and services has been much more rapid than the development 

of tools and techniques used to deal with the various risks and exposures in these 

products. A third finding was that some conventional tools and techniques contradict 

Shariah teachings, such as credit derivatives, swaps, market risk management 

instruments, and conventional insurance. These tools contain gambling, speculation, and 

ambiguity, which are prohibited in Islam. In terms of capital adequacy, we found that 

due to large differences in the types and extent of risk associated with the differing 

natures of conventional and Islamic banks, the amount of capital that held by these 

banks technically differs. Fortunately, there is already an Islamic alternative to the 

guidelines in the Basel Accord that could be implemented by Islamic banks so that they 

hold the right amount of capital for their circumstances.  
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Our results concerning human resource management issues revealed that unlike 

conventional banks, human resource management in Islamic banks is heavily influenced 

by Islamic teachings. Therefore, the implementation of Shariah is highly regarded when 

managing human resources in Islamic banks. These results were consistent with the 

previous studies and the empirical results in Chapter 6. The findings also revealed that 

working in an Islamic bank is not exclusive to Muslims, but that an understanding of the 

principles of Islamic banking is an important factor in the selection process. 

Our investigation on the financial and social reporting and disclosure showed that the 

IFRS international accounting standards were the most practised in the surveyed banks. 

Few Islamic banks practised AAOIFI standards alongside international accounting 

standards. In some surveyed countries, the use of accounting standards was regulated by 

the central bank for the purpose of comparability and in order to be internationally 

recognized. However, following AAOIFI accounting standards it is necessary for the 

disclosure of additional information such as the sources and uses of Zakah fund, Al-

Qrad Al-Hassan, and the report of the Shariah supervisory board. We also found that it 

is important for investors, creditors, the Shariah supervisory board, and stakeholders 

attached to Islamic banks to know whether their banks operate according to Shariah. 

This is different to the requirements of the users of financial information in 

conventional banks. Moreover, unlike conventional banks, which view CSR as a 

voluntary act, the prohibition of Riba, Gharar, Maysir, and the injustice (Dhulm) in 

Islam is mainly for pure social and ethical reasons. Thus, this makes CSR practises 

almost obligatory in Islamic banks. Finally, we found that the heavy involvement of 

Islamic banks in real investments could expose them to greater direct environmental 

liabilities than their conventional counterparts. However, there is only rather weak 

disclosure of environmental responsibility in the surveyed banks. 

The final part in Chapter 6 reported our findings on the prospects, barriers, and 

impediments to the implementation of Islamic banks in Libya. We found that there are 

several religious and moral imperatives for establishing an Islamic economy in general 

and an Islamic banking system specifically in Libya. Before 2011, the prevailing 

political attitude towards Islamic banking was the main obstacle. Although the turbulent 

and destructive political events of 2011 had a devastating impact on the economy in 

general and the banking system in particular, the implementation of the new entities was 

officially legislated by the Libyan financial authority, which was regarded as the most 
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important milestone in the history of the Libyan Islamic banks. The findings also 

revealed that the distinct lack of trained human capital, the absence of education and 

training institutions to provide these new entities with the required staff, the lack of 

Islamic banking research, and the absence of clear and organized plan by the financial 

authority were the main barriers hindering the implementation of Islamic banks in 

Libya. Finally, we found that the clear, organized, and visible drawn experience of bank 

management behaviour in line with the experience of other countries would be very 

important in the current situation affecting Islamic banking in Libya.             

 8.3 Contributions of the thesis and policy and industry implications  

This thesis was intended to provide a number of important contributions to the 

literature. The first contribution lies in highlighting new findings in the key dimensions 

of the banking management behaviour in conventional and Islamic banking by 

extracting international evidence of bank management practices with a special focus on 

how these could be implemented in Libya and other similar national environments. 

Given the small number of studies conducted in this field, the focus of the research has 

been mainly on developed Islamic banking markets such as the GCC countries and 

Malaysia. Nevertheless, this thesis concerns the Libyan environment where the banking 

system remains largely conventional. The outcomes of the thesis map out differences of  

four key banking management behaviour that could be considered by banking 

institutions and their financial authorities willing to move towards an Islamic banking 

model. The results would also benefit banks and policymakers in other countries that 

share similar religious, cultural, and economic backgrounds.  

Further, the thesis added to the literature by examining a combination of four bank 

management dimensions in addition to using a multiple research method. To the best of 

the author’s knowledge, this is the first study that combines key dimensions of the 

banking management behaviour. There is also limited evidence comparing conventional 

and Islamic banking management behaviour for moving towards the implementation of 

the Shariah in conventional banking system. Among the small number of studies 

investigating single dimensions of bank management behaviour, single research 

methods were the most commonly used. However, this thesis contributed to the 

literature by using questionnaires and semi-structured interviews. Furthermore, 

evidence of the selected key dimensions was obtained from six countries that were 
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pioneers in Islamic banking industry in the Middle East, which is not the case in most of 

the research conducted in this area.         

The third and foremost contribution of the thesis is the comprehensiveness of the 

analysis. A review of the origins and fundamentals of Islamic banking from the original 

sources as extracted in the Islamic jurisprudence resources was conducted, with a 

particular reference to some important issues related to the key dimensions of banking 

management in conventional and Islamic banking. Additionally, an extensive review of 

the key selected dimensions from conventional and Islamic banking literature was 

conducted to map out similarities and differences between the two systems. Moreover, 

the development of the Libyan economic, financial, and banking systems over the last 

century was also outlined with a particular focus on the development of the Islamic 

banking industry in Libya, to understand the requirements of the environment. 

Furthermore, prospects, barriers, and impediments of the Islamic banking in the country 

were examined. The combination of these aspects contributes to the Islamic banking 

literature in general and particularly Islamic banking in Libya.  

Implementing the findings of the thesis in the Libyan banking industry will assist in a 

healthy transformation of bank management dimensions. The financial authority, 

policymakers, and those in charge of the central bank and the new Islamic banking 

windows will also benefit from the evaluation of the economic and banking situation. In 

particular, the findings will provide a useful foundation for the Jumhouria Bank to 

establish Islamic banking services through windows and branches.  

8.4 Limitations of the thesis 

A number of limitations surround this thesis. First, while the theoretical and empirical 

findings of the thesis contribute to the overall Islamic banking literature, the study was 

mainly designed to include Libyan banking requirements. Thus, the outcomes of the 

thesis do not represent a transformation model that could be used globally. Rather, any 

benefit of the thesis is conditioned by consideration of the social, economic, political, 

and legal differences in other environments. This does not only apply to Muslim 

countries, it also applies to non-Muslim countries that are willing to move introduce the 

Islamic banking products and services. As countries have different banking regulations, 

this may have an influence on their banking management behaviour and the 

transformation process to Islamic banking.  
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In addition, bank management is a very broad area of research. This thesis, for reasons 

of practicality, limited itself to four key dimensions of the banking management 

behaviour in conventional and Islamic banks, namely, risk management and capital 

adequacy, human resource management, and financial and social reporting and 

disclosure. Further, although the comparison of these dimensions was conducted 

internationally, only GCC countries and Libya were surveyed. The choice of the four 

dimensions was mainly due to limits such as time, cost, and research availability, with 

the surveyed countries chosen because they share a similar context to Libya. Finally, 

primary data were collected using questionnaires and interviews. Secondary data were 

not used due to the lack of access to annual reports of most of the targeted banks. 

Finally, it is important to mention that the results based on the questionnaire are 

perceptions of banking employees which might not necessarily represent the actual 

banking practices.   

8.5 Directions for future research               

 Based on the above limitations, there are several suggestions for areas of further 

research linked to this study. First, this study was conducted in an environment where 

Islamic banking system is still in its infancy. Murabahah is the only Islamic method of 

finance that has been partially introduced by the Jumhouria Bank in Libya. However, 

with the willingness of the Libyan government, the financial authority, and those in 

charge of the new Islamic banking system and the Central Bank in Libya, it is important 

to investigate other dimensions of the banking management behaviour that have not 

been studied in this the thesis. Some of these dimensions are asset and liability 

management, managing loans and the loan portfolio, liquidity management, strategic 

management, securities management, credit management, and marketing management. 

The investigation of these dimensions could be by extracting evidence from similar 

countries and banks as used in this study. This would provide the new entities as well as 

other conventional banks with a complete set of bank management dimensions, further 

facilitating the movement towards an Islamic banking system.  

Second, the studied key dimensions have been investigated in a specific national 

context. However, extending the research to other Muslim and non-Muslim countries 

that are willing to move towards implementing Shariah in banking may provide a more 

detailed assessment of bank management behaviour in other contexts. Further 

investigation is needed to study the effect of religion, banking regulations, the economic 
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and financial system of these different contexts on the banking behaviour and the 

transformation process to Islamic banking.          

Finally, analysing the financial statements of conventional and Islamic banks is another 

way of investigating key dimensions in the banking management behaviour in 

conventional and Islamic banks.  Differences in financial reporting and capital adequacy 

in conventional and Islamic banks, for instance, could be extracted from the comparison 

of annual reports of these banks rather than using a survey. This could be by examining 

the financial statements of a conventional bank that has fully moved to an Islamic 

banking model over time or by comparing the financial statement information of 

Islamic and conventional banks at a point in time. 
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Appendix B. Survey: letter of introduction   

 

                                                          PhD Survey 

A comparison of key dimensions in conventional and Islamic banking: 

An International Perspective with Implications for the Bank 

transformation process In Libya 

Dear survey participant, 

My name is Yahia Mohamad A. H. Baej. I am a PhD student currently supervised by 

Professor Andrew C. Worthington (a.worthington@griffith.edu.au) and Dr. Mirela 

Malin (m.malin@griffith@edu.au) in the Department of Accounting, Finance and 

Economics, Griffith University, Australia. 

Background 

The purpose of the survey is to compare  key dimensions in conventional and Islamic 

banking, with a particular focus on how this may benefit the transformation process in 

Libya but also elsewhere. Of the many dimensions possible, the key areas addressed are 

risk management and capital adequacy, human resource management, and financial and 

social reporting and disclosure. I expect that the outcomes of this survey will help our 

understanding of the similarities and differences between Islamic and non-Islamic 

banks.  

 How can I participate? 

The survey targets participants in four functions in the banking system, namely: the 

finance, risk management, human resources management, and training function. 

Therefore, if you work in one of these functions, you are welcome to participate to the 

survey. I would appreciate if you could take less than 10 minutes of your valuable time 

to fill in the online questionnaire which has been designed to address some important 

banking management and well as the Libyan economic and banking related issues. Your 

contribution to the survey by filling out the questionnaire is gratefully appreciated. 

mailto:a.worthington@griffith.edu.au
mailto:m.malin@griffith@edu.au
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Privacy, confidentiality and disclosure of information 

The information you provide through completing the survey is strictly confidential. 

Besides the survey is anonymous and therefore participants will unable to be identified, 

any information provided will not be disclosed to any person outside myself and my 

supervisors.  Aggregated results only will be reported in my PhD thesis and any 

publications that may result from it. All data (including hard and soft copies) will be 

carefully stored. All hard copies of the data will be stored in locked cabinets at Griffith 

University and only the researcher will have access. The online data will be stored in the 

Lime survey programme and remains protected by password. Under University policy, 

the data will be stored for a period of 5 years after it which will be securely destroyed.  

Results of the study 

A copy of collective findings passed on this questionnaire will be offered to the 

interested participants. Aggregated results only will be reported in my PhD thesis. 

These results might also be submitted to internationally ranked journals for publication 

and may be presented in national and international conferences. If you would like to 

receive the findings of this research, please email the researcher on: 

yahia.baej@griffithuni.edu.au   

Voluntary Participation 

Participation in this study is entirely voluntary.  

Where could I find the questionnaire and interviews?  

The questionnaire is at the following link:  

https://prodsurvey.rcs.griffith.edu.au/prodls190/index.php?sid=66128&lang=en 

It is available in two languages (English and Arabic). Please respond to the survey in 

only one language. 

Questions of the interviews will be provided in each meeting.  

 

Ethical Guidelines 

mailto:y.baej@griffith.edu.au
https://prodsurvey.rcs.griffith.edu.au/prodls190/index.php?sid=66128&lang=en
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The ethical issues in this research have been approved by the Griffith University 

Research Ethics Committee under protocol Number: AFE/25/11/HREC. If you have any 

concerns about the questionnaire, the way it has been conducted, or your rights as a 

participant, you may contact the manager of Griffith University research ethics on+61 7 

5552 7226 or email them on:  research-ethics@griffith.edu.au 

I very much appreciate your participation in this study. Thank you in advance for your 

time.  

Yours faithfully 

Yahia Mohamad A H Baej 

PhD student, Department of Accounting, Finance and Economics  

Griffith University, Nathan Campus 

 170 Kessels Road, NATHAN QLD 4111 Australia. 

Tel: +61-7-37353948. Mobile: +61403038154. Email:  

yahia.baej@griffithuni.edu.au     

y.baej@griffith.edu.au 

dr_ya2012@yahoo.com 

 

  

mailto:research-ethics@griffith.edu.au
mailto:yahia.baej@griffithuni.edu.au
mailto:y.baej@griffith.edu.au
mailto:dr_ya2012@yahoo.com
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Appendix C. Supervisor’s letter of introduction  

To Whom It May Concern, 

Letter of Introduction 

It gives me great pleasure to introduce Mr. Yahia Baej (Student No. 2743383). Yahia is 

a doctoral candidate in the Griffith Business School at Griffith University in Australia 

and I am the principal supervisor of his thesis entitled “A comparison of key dimensions 

in conventional and Islamic banking: An International Perspective with Implications for 

the Transformation Process in Libya”. As part of the research needed for his thesis, 

Yahia will be contacting a number of banks in Bahrain, Saudi Arabia, Oman, Libya, the 

United Arab Emirates, Kuwait and Qatar, by phone, email and in person, and meeting 

and corresponding with bank and other staff to discuss his future research needs, 

including the provision of personnel contacts for future surveys. Yahia has ethical 

approval for the conduct of this research under Griffith University’s Research Ethics 

Committee Protocol No. AFE/25/11/HREC. 

I would very much appreciate if you could assist Yahia with this important work. Please 

do not hesitate to contact me if you require further details on Yahia or confirmation of 

his program of research. 

 إلى من يهمه األمر ،

 رسالة تعريف

 أود أن أعرب عن بالغ سروري للتعريف بالسيد يحيى بعيج 

أنا مشرفه الرئيسي في بحث الدكتوراة المعنون "  يحيى يدرس دكتوراه الفلسفة في كلية التجارة بجامعة قرفث بأستراليا.

البعاد الرئيسية للتحول للصيرفة اإلسالمية: أدلة عالمية بالتطبيق على البيئة الليبية". كجزء من إكمال أطروحة الدكتوراه، 

في سبيل ذلك  يحيى سيتصل بعدد من المصارف في البحرين، السعودية، عمان، ليبيا، اإلمارات، الكويت، وقطر. وسيستخدم

عدة طرق اتصالت كالهاتف والبريد االلكتروني والحضور الشخصي باالضافة الى مقابلة ومراسلة موظفي المصارف 

لمناقشة متطلبات بحثه المستقبلية ويتضمن ذلك حصوله على وسائل االتصال بالعاملين الستطالع أرائهم الشخصية. يحيى 

ث بجامعة قرفث إلجراء الدراسة. الموافقة تحت رقمتحصل على موافقة من لجنة أخالقيات البح     

  AFE/25/11/HREC 

سأكون شاكرا لمساعدتكم يحيى في عمله البالغ األهمية وأرجو أال تترددوا في االتصال بي ألي معلومات تتعلق بيحيى وتأكيد 

 مشروع بحثه. 

 مع خالص األمنيات

  المخلص لكم  

   بروفيسور أندرو وورثينقتون.
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Appendix D. A comparison of key dimensions in conventional and Islamic 

banking: An International Perspective with Implications for the Bank 

transformation process In Libya: Questionnaires in English.   

SECTION ONE: General Information 

In this section you will find some general issues regarding the level of education, 

employment and banking experience. Please click on the box that represents the 

appropriate response to you 

What is your gender?  

Please choose only one of the following: 

 Female  

 Male  

What is your age?  

Please choose only one of the following: 

 20 years or less  

 21-30 years  

 31-40 years  

 41-50 years  

 51+ years  

What is your highest level of education attained?  

Please choose all that apply: 

 High school  

 Diploma  

 Bachelor  

 Postgraduate diploma  

 Master  

 Doctorate  

What was your major field of study?  

Please choose only one of the following: 

 Business  

 Accounting  
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 Finance  

 Economics  

 Other  

Have you obtained your educational qualifications from?  

Please choose only one of the following: 

 General Business school (including Accounting, Finance and Economic)  

 Islamic Business school (including Accounting, Finance and Economic)  

 Both of them  

 Other   

Which of the following best describes your current level of employment?  

Please choose only one of the following: 

 Ordinary staff member  

 Deputy or assistant area manager  

 Area manager  

 Deputy or assistant manager of department, office or unit  

 Manager of department, office or unit  

 Deputy administrative director  

 Administrative director  

 Other  

From where have you obtained most of your bank training?  

Please choose only one of the following: 

 A conventional bank  

 An Islamic bank  

 Both, conventional and Islamic banks  

 Other  

What is your level of experience in banking? 

   

Please choose only one of the following: 

 One year or less  

 from 2 to 5 years  

 from 6 to 10 years  

 More than 10 years  
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From which type of bank did you obtain most of your banking experience?  

Please choose only one of the following: 

 From a non-Islamic bank  

 From an Islamic bank  

 From both types of banks  

Where do you currently work?  

Please choose only one of the following: 

 In a conventional bank  

 In an Islamic bank  

 In a conventional bank offers Islamic services through a window or subsidiary  

From the following list, please specify the country in which you are currently 

employed?  

Please choose only one of the following: 

 United Arab Emirates  

 Saudi Arabia  

 Bahrain  

 Kuwait  

 Qatar  

 Oman  

 Libya  

 Other   

How long have you been working at the current bank?  

Please choose only one of the following: 

 One year or less  

 from 2 to 5 years  

 from 6 to 10 years  

 more than 10 years  

Have you ever worked in another bank? 

Please choose only one of the following: 

 Yes  

 No  



238 

 

How long did you work in the previous bank(s)?  

Only answer this question if the following conditions are met:  Answer was 'Yes' at 

the previous question.   

Please choose only one of the following: 

 One year or less  

 from 2 to 5 years  

 from 6 to 10 years  

 10 years or more  

Are you working in:  

Please choose only one of the following: 

 A head department  

 A branch  

From the following list, please choose the function / division that best describes 

your current position:  

Please choose only one of the following: 

  Financial division (e.g. accounting, financial planning and control, treasury)  

  Risk division (e.g. market and operational risk management, credit risk 

management, capital management)  

  Operations division (e.g. human resource, training and control, facility 

management, external relations, IT). 

  Other  

 SECTION TWO: Risk management and capital adequacy  

Risk management by definition is the process of identification, analysis and either 

acceptance or mitigation of uncertainty in investment decision-making. In this section, 

you will find some questions regarding risk management behaviour. Please click on the 

box that expresses the appropriate response to you.  

Please assess the importance of the following risks managed in your bank?  

Only answer questions related to the section if the following conditions are met: 

° Answer was 'Risk division (e.g. market and operational risk management, credit risk 

management, capital management) ' at question : From the following list, please choose 

the function / division that best describes your current position:  
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Please choose the appropriate response for each item: 

  
Very 

important 
Important Neutral Unimportant 

Very 

unimportant 

Credit risk 
     

Operational risk 
     

Risks arise from 

profit and loss 

sharing modes 
     

Liquidity risk 
     

Currency risk 
     

Interest rate risk 
     

Rate of return risk 
     

Risk of trade and 

investment      

Compliance risk 
     

Equity/commodity 

price risk      

Foreign exchange 

risk      

Price risk 
     

County risk 
     

Which of the following guidelines are you aware that your bank implement when 

calculating required capital?  

Please choose only one of the following: 

 International banking guidelines such as Basel Accord  

 Islamic banking guidelines such as the Accounting and Auditing Organization 

for Islamic Financial Institutions (AAOIFI) guidelines and the Islamic Financial 

Services Board (IFSB) guidelines  

 Both, the international and Islamic banking guidelines.  

Which of the following guidelines do you think that your bank should implement 

when calculating required capital?  

Please choose only one of the following: 

 International banking guidelines such as Basel Accord  
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 Islamic banking guidelines such as the Accounting and Auditing Organization 

for Islamic Financial Institutions (AAOIFI) guidelines and the Islamic Financial 

Services Board (IFSB) guidelines  

 Both, the International and Islamic banking guidelines.  

In your opinion, should the amount of capital  held by Islamic banks compared 

with conventional banks be?  

Please choose only one of the following: 

 More  

 Equal  

 Less  

In practice, do you think that the amount of capital held by Islamic banks in 

comparison to conventional banks?  

Please choose only one of the following: 

 More  

 Equal  

 Less  

Which of the following measurement approaches are you aware that your bank 

use to measure its risks?  

Please choose the appropriate response for each item: 

  In use  Not in use Unsure 

Value at risk 

(VAR)    

Earnings at risk 

(EaR)    

Economic value 

added (EVA)    

Risk adjusted 

return on capital 

(RAROC) 
   

Simulation 

techniques    

Estimates of 

worst case/stress 

tests 
   

Maturity 

matching    

Duration analysis 
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  In use  Not in use Unsure 

Gap analysis 
   

Credit analysis 
   

Internal-based 

rating system    

Which of the following risk management techniques are you aware that your bank 

use?  

Please choose the appropriate response for each item: 

  In use Not in use Unsure 

Securitization  
   

Futures, options 

& Swaps    

Loan loss 

reserves    

Collateral 

arrangements    

On balance sheet 

netting    

Guarantees 
   

Addressing the 

issues of 

contractual risks 
   

Internal-based 

rating system    

Computer 

programmed 

models  
   

Parallel Salam 

contracts    

Parallel Istisna'a 

contracts    

Urboun (over -

the- counter 

Islamic 

derivatives) 

   

Does your bank produce the following reports at regular intervals?  

Please choose the appropriate response for each item: 

  Yes Uncertain No 

Capital at risk report 
   

Credit risk report 
   

Aggregate market risk report 
   

Interest risk report 
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  Yes Uncertain No 

Liquidity risk report 
   

Foreign exchange risk report 
   

Commodities and Equities position risk report 
   

Operational risk report 
   

Country risk report 
   

 

SECTION THREE: Human resource Management 

Human Resource Management (HRM) is the function within an organization that 

focuses on recruitment of, management of, and providing direction for the people who 

work in the organization. In this section, Questions will be asked about the human 

resource management in the banking system. Please click on the box that reflects the 

appropriate response to you. 

 In your opinion, do conventional and Islamic banks differ in terms of?  

Only answer the questions of this section if the following conditions are met: 

° Answer was 'Operations division (e.g. human resource, training and control, facility 

management, external relations, IT)' at question : From the following list, please choose 

the function / division that best describes your current position:  

To what extent are the following activities practised or considered in your bank?  

Please choose the appropriate response for each item: 

  Never 
Very 

rarely 
Rarely Occasionally  Frequently 

Very 

frequently 

All the 

times 

Uncertain/No 

response 

Your bank ensures 

that managers in 

charge of 

recruitment are 

pious, just and 

true Muslims.  

        

Candidates are 

informed about 

job requirements 

in your bank. 

        

Candidates are 

assessed in terms 

of competence 

and interest. 

        

Candidates are 

informed about 

the salary they are 

going to receive in 

your bank. 
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  Never 
Very 

rarely 
Rarely Occasionally  Frequently 

Very 

frequently 

All the 

times 

Uncertain/No 

response 

Your bank reveals 

the important 

information about 

the available job 

to candidates. 

        

Your bank gives 

equal opportunity 

to everyone to 

apply for a vacant 

post. 

        

Your bank 

practices Islamic 

Shariah when 

recruiting 

potential 

candidates. 

        

Your bank 

requires 

competency and 

honesty when 

recruiting 

candidates. 

        

Your bank recruits 

candidates with 

full trust 

‘Amanah’. 

        

Your bank 

employs only 

qualified and 

competent 

candidates.  

        

Your bank uses 

Islamic Shariah 

factor in the 

selection criteria. 

        

Understanding of 

Islamic Shariah is 

an important 

factor in selecting 

employees. 

        

Your bank selects 

candidates 

according to their 

trust, honesty or 

otherwise they 

would be rejected. 

        

Practising Islam is 

very important for 

a candidate to be 

selected in your 

bank. 

        

Candidates are 

tested about their 

understanding of 

Islamic Shariah in 
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  Never 
Very 

rarely 
Rarely Occasionally  Frequently 

Very 

frequently 

All the 

times 

Uncertain/No 

response 

the interview. 

Islamic banking 

experience is 

considered when 

selecting 

employees. 

        

Your bank 

measures the 

employees’ 

performance 

frequently.  

        

Your bank has 

clear assessment 

procedure and 

program for all its 

employees. 

        

Your bank 

evaluates the 

performance of 

employees 

without any 

favouritism 

        

Employees are 

rewarded 

according to their 

performance in 

your bank. 

        

Your bank 

practices Islamic 

Shariah in 

appraising 

employees. 

        

Employees in 

your bank are 

appraised by 

managers and 

customers. 

        

Your bank 

requires general 

banking 

qualifications for 

its employees. 

        

Your bank 

requires Islamic 

banking 

qualifications for 

its employees. 

        

Your bank 

encourages 

employees to 

develop their 

performance. 

        

Your bank 

encourages 

employees to gain 
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  Never 
Very 

rarely 
Rarely Occasionally  Frequently 

Very 

frequently 

All the 

times 

Uncertain/No 

response 

new educational 

qualifications. 

Your bank has a 

frequent training 

program that all 

employees 

participate in. 

        

Your bank pays 

the employees’ 

wages on time. 
        

Your bank 

complies with the 

Islamic rules in 

paying the 

employees' salary 

        

For the purpose of 

retaining its 

employees, your 

bank offers a 

competitive base 

payment. 

        

Your bank offers 

some 

supplementary 

benefits such as 

health-care 

contributions, 

housing support 

and retirement 

schemes.  

        

Your bank follows 

Islamic approach 

for the health 

insurance 

retirement 

schemes (for 

example family 

Takaful products). 

        

 

SECTION FOUR: Financial reporting and disclosure 

The objective of financial reporting is to disclose useful information to financial 

statement users so that proper decisions can be made. In this section, you will find some 

issues relating to financial reporting and disclosure. Please click on the box that reflects 

the appropriate response to you. 

Which of the following standards do you think that your bank follow when 

preparing its financial statements?  

Please choose the appropriate response for each item: 
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  Yes No Uncertain/No response 

The Financial 

Accounting 

Standards Board 

(FASB)  

   

International 

Financial 

Reporting 

Standards (IFRS) 

   

Accounting and 

Auditing 

Organization for 

Islamic Financial 

Institutions 

(AAOIFI) 

   

The International 

Accounting 

Standards (IAS) 
   

Local accounting 

standards    

Which of the following statements does your bank disclose?  

Please choose the appropriate response for each item: 

  Yes  No  Uncertain/No response 

Balance sheet  
   

Income statement 
   

Statement of cash 

flows    

Statement of 

changes in 

owners' equity or 

a statement of 

retained earnings  

   

Statement of 

changes in 

restricted 

investments 

   

Statement of 

sources and uses 

in the Zakah and 

charity fund 

   

Statement of 

sources and uses 

in the Qard 

Hassan fund 

   

Notes of 

financial 

statements  
   



247 

 

  Yes  No  Uncertain/No response 

The audit report 
   

Social 

responsibility 

report 
   

Environmental 

responsibility 

report 
   

Report of 

Shariah 

Supervisory 

Board   

   

Choose from the following what information do you think that your bank 

disclose?  

Please choose the appropriate response for each item: 

  Yas  No Uncertain/No response 

Disclosure of 

Unlawful (Haram) 

transactions and 

reasons for 

undertaken such 

transactions 

   

The Shariah Board 

view about the 

necessity of 

undertaking 

unlawful 

transactions 

   

Disclosure of the 

amount of revenue 

or expenses from 

the unlawful 

transactions 

   

Disclosure of how 

the bank disposes 

the revenue from 

the unlawful 

transactions 

   

Disclosure of 

sources and uses 

of Zakah. 
   

Disclosure of the 

balance of Zakah 

fund and reasons 

for non-

distribution 

   

Shariah board 
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  Yas  No Uncertain/No response 

attestation 

regarding the 

computation and 

distribution of 

Zakah funds 

Disclosure of the 

amount of Zakah 

due in respect of 

shares and 

deposits. 

   

The Shariah 

Board's opinion 

regarding the 

validity of the 

Zakah 

computation 

   

Disclosure of 

sources of funds 

allocated to the 

Qard 

   

Disclosure of the 

amounts of Qard 

granted to 

beneficiaries 

   

Disclosure of 

social purposes for 

which the funds 

were granted  

   

Disclosure of the 

policy of the bank 

in providing these 

loans 

   

Disclosure of the 

bank's policy in 

dealing with 

insolvent 

beneficiaries 

   

Disclosure of the 

nature of 

charitable and 

social activities 

financed 

   

Disclosure of the 

amount spent on 

charitable and 

social activities 

   

Disclosure of the 

sources of funds 

used to finance 

charitable and 

social activities 
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  Yas  No Uncertain/No response 

Disclosure of the 

policy on wages 

and other 

remunerations 

   

Disclosure of the 

policy on 

education and 

training of 

employees 

   

Disclosure of the 

policy of equal 

opportunities 
   

Disclosure of the 

policy on the 

working 

environment 

   

Disclosure of the 

bank's policy in 

dealing with 

insolvent clients 

   

Disclosure of the 

amount charged as 

late penalty, if any 
   

Disclosure of the 

Shariah Board's 

opinion on the 

permissibility of 

imposing 

additional charges 

(such as the 

penalty of late 

payment 

   

Disclosure of the 

nature of any 

donations or other 

activities 

undertaken for 

protecting the 

environment 

   

Disclosure of the 

amount from 

donations or any 

other activities 

undertaken to 

protect the 

environment  

   

Disclosure of the 

activities funded 

by the bank which 

may harm the 

environment 
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  Yas  No Uncertain/No response 

Disclosure of the 

role of the bank in 

economic 

development  

   

Disclosure of the 

role of the bank in 

addressing some 

social issues in the 

community 
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Appendix E. A comparison of key dimensions in conventional and Islamic 

banking: An International Perspective with Implications for the Bank 

transformation process In Libya: Questionnaires in Arabic.  

 القسم األول : معلومات عامة

يتعلق بمستوى التعليم ، والوظيفة والخبرة المصرفية. الرجاء الضغط على  في هذا القسم ستجد بعض المسائل العامة فيما

 المربع الذي يمثل الرد المناسب لك

 

 ارجو تحديد الجنس  

مما يلي واحدا فقطمن فضلك اختر  : 

  أنثى 

  ذكر 

 الى اي فئة من هذه الفئات العمرية تنتمي؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

  20  سنة أو أقل 

  21-30  سنة 

  31-40  سنة 

  41-50  سنة 

  51+  سنة 

 ما هو أعلى مستوى علمي حققته؟ 

ما يمكن تقديمه كلمن فضلك اختر  : 

   المرحلة الثانوية 

   دبلوم 

   بكالوريوس 

   دبلوم عالي 

   ماجستير 

   دكتوراة 

 ما هو تخصصك؟

مما يلي واحدا فقطمن فضلك اختر  : 

   تجارة 

   محاسبة 

   تمويل 

   اقتصاد 
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   آخر 

 هل تحصلت على مؤهالتك العلمية من؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

   كلية )اقتصاد، تجارة، محاسبة( عامة 

   كلية )اقتصاد، تجارة، محاسبة( إسالمية 

   من كلتيهما 

   آخر 

 أي من اآلتي يعبر عن مستواك الوظيفي داخل المصرف؟ 

مما يلي فقط واحدامن فضلك اختر  : 

   موظف عادي 

   نائب أو مساعد مدير منطقة 

   مدير منطقة 

   نائب أو مساعد مدير مكتب أو إدارة أو وحدة 

   مدير مكتب أو إدارة أو وحدة 

   نائب مدير إدارة 

   مدير إدارة 

   آخر 

 من أين حصلت على تدريبك المصرفي؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

   مصرف تقليدي 

   مصرف إسالمي 

   من كليهما 

   آخر 

 ما هي خبرتك العملية في قطاع المصارف؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

   سنة واحدة أو أقل 

  سنوات   5الى  2من  

  سنوات   01الى  6من  

  سنوات   01أكثر من  

 من أي نوع من المصارف التالية اكتسبت خبرتك العملية؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

   من مصرف غير اسالمي 
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   من مصرف اسالمي 

   من كليهما 

 اين تعمل حاليا؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

   في مصرف تقليدي 

   في مصرف اسالمي 

   في مصرف تقليدي يقّدم خدمات اسالمية عن طريق نافذة أو فرع 

ديد البلد الذي تعمل فيه حاليا ؟ من القائمة التالية، يرجى تح  

مما يلي واحدا فقطمن فضلك اختر  : 

   اإلمارات العربية المتحدة 

   العربية السعودية 

   البحرين 

   الكويت 

   قطر 

   سلطنة ُعمان 

   ليبيا 

   آخر 

  البنك الحالي؟ تعمل مع منذ متى وأنت

مما يلي واحدا فقطمن فضلك اختر  : 

   سنة واحدة أو أقل 

  سنوات   5الى  2من  

  سنوات   01الى  6من  

  سنوات   01أكثر من  

 هل سبق أن عملت في مصرف آخر؟

مما يلي واحدا فقطمن فضلك اختر  : 

  نعم 

  ال 

 كم من الوقت عملت في المصرف أو المصارف السابقة؟ 

 :أجب عن هذا فقط إذا تطابقت الشروط التالية

  اإلجابة كانت 'نعم' عند سؤال  (هل سبق أن عملت في مصرف آخر(؟ 

مما يلي واحدا فقطمن فضلك اختر  : 
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   سنة واحدة او أقل 

  سنوات   5الى  2من  

  سنوات   01الى  6من  

  سنوات   01اكثر من  

  هل أنت تشتغل في: 

مما يلي واحدا فقطمن فضلك اختر  : 

   القسم الرئيسي 

   أحد الفروع 

  .(إلى أي من الوظائف المصرفية التالية أنت تنتمي؟ )اختر أقرب الوظائف لتخصصك في حال عدم وجود الوظيفة

مما يلي واحدا فقطمن فضلك اختر  : 

  (قطاع المالية )على سبيل المثال إدارة المحاسبة؛ إدارة التخطيط والعمليات؛ إدارة الخزينة  

 مخاطر السوق والتشغيل؛ إدارة مخاطر االئتمان؛ إدارة رأس المال  قطاع المخاطر )على سبيل المثال إدارة )  

  قطاع العمليات )على سبيل المثال إدارة الموارد البشرية؛ إدارة التدريب والتنظيم؛ إدارة التجهيزات؛ العالقات

 (الخارجية؛ وإدارة تقنية المعلومات

  اخر  

 القسم الثاني إدارة المخاطر

. عملية تحديد وتحليل وإما القبول أو التخفيف من عدم اليقين في اتخاذ القرارات االستثمارية. في هذا إدارة المخاطر هي 

 القسم ، ستجد بعض المسائل المتعلقة بإدارة المخاطر . الرجاء الضغط على المربع الذي يعبر عن االجابة المناسبة لك

 ما أهمية إدارة انواع المخاطر المدرجة في القائمة أدناه بالنسبة إلى مصرفكم؟ 

 :من فضلك اختر الرد المناسب لكل بند

 غير مهم محايد مهم مهم جداً   
غير مهم على 

 اإلطالق

 مخاطر االئتمان
     

 المخطار التشغيلية 
     

المخاطر الناشئة عن 
المشاركة في االرباح 

 والخسائر
     

 مخاطر السيولة
     

 مخاطر العملة
     

 مخاطر أسعار الفائدة
     

 مخاطر معدل العائد
     

مخاطر التجارة 
      واالستثمار

 مخاطر االمتثال
     

مخاطر أسعار السلع/ 
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 غير مهم محايد مهم مهم جداً   
غير مهم على 

 اإلطالق

 االسهم

مخاطر الصرف 
      األجنبي

 مخاطر األسعار
     

 مخاطر البلد
     

 أي من المعايير التالية يستخدمها مصرفكم الحتساب رأس المال الكافي ؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

  المعايير المصرفية الدولية كمعايير بازل.  

  للمؤسسات المالية اإلسالمية ومعايير مجلس معايير المصرفية اإلسالمية كمعايير هيئة المحاسبة والمراجعة

  .الخدمات المالية اإلسالمية

  المعايير المصرفية الدولية واإلسالمية مجتمعًة 

 في اعتقادك، أي المعايير اآلتية ينبغي استخدامها في مصرفكم الحتساب رأس الكافي؟

مما يلي واحدا فقطمن فضلك اختر  : 

 ير بازل المعايير المصرفية الدولية كمعاي .  

  معايير المصرفية اإلسالمية كمعايير هيئة المحاسبة والمراجعة للمؤسسات المالية اإلسالمية ومعايير مجلس

  .الخدمات المالية اإلسالمية

   المعايير المصرفية الدولية واإلسالمية مجتمعًة 

المصارف التقليدية ينبغي أن تكون؟ هل تعتقد بأن متطلبات رأس المال بالنسبة للمصارف اإلسالمية بالمقارنة مع   

مما يلي واحدا فقطمن فضلك اختر  : 

  أكبر 

  متساوية 

  أقل 

 في الواقع، هل تعتقد أن رأس المال الذي يحتفظ به المصرف اإلسالمي بالمقارنة مع المصرف التقليدي؟ 

مما يلي واحدا فقطمن فضلك اختر  : 

  أكبر 

  متساوية 

  أقل 

 أي من أساليب القياس التالية أنت على علم بأن مصرفكم يستخدمها لقياس المخاطر؟ 

 :من فضلك اختر الرد المناسب لكل بند
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 غير متأكد ليست مستخدمة مستخدمة  

(VAR)  القيمة

    المعرضة للمخاطرة 

(EaR)  االرباح او

    العوائد المخاطر بها

(EVA)  القيمة

المضافةاالقتصادية      

(RAROC)  العائد
المعدل )وفق 

المخاطر( على راس 
 المال 

   

مناهج المحاكاة / 
    التحليل الصوري

التقديرات لنتائج أسوأ 
االحتماالت في العمل/ 

 اختبار الشد
   

مطابقة استحقاقات 
    االصول والخصوم

 تحليل الفترة أو المهلة
   

 تحليل الفجوة
   

 تحليل االئتمان
   

 نظام التقييم الداخلي
   

 أي من تقنيات إدارة المخاطر اآلتية أنت على علم بأن مصرفكم يستخدمها؟ 

 :من فضلك اختر الرد المناسب لكل بند

 غير متأكد ليست مستخدمة مستخدمة  

 التصكيك/ التوّرق 
   

المشتقّات كالعقود 
المستقبلية والخيارات 

 والمقايضات 
   

احتياطيات خسائر 
    الديون

 الضمانات
   

تصفية او مقاصة 
البنود المشمولة في 

 الميزانية
   

 الكفاالت
   

معالجة المخاطر 
    التعاقدية

 نظام التقييم الداخلي
   

النماذج المبرمجة 
االليبالحاسب      

 عقود الّسلم الموازي
   

عقود االستصناع 
    الموازي

العربون )من المشتقات 
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 غير متأكد ليست مستخدمة مستخدمة  

 (المالية اإلسالمية

 هل يصدر مصرفكم التقارير التالية على فترات منتظمة؟ 

 :من فضلك اختر الرد المناسب لكل بند

 ال غير متأكد نعم  

 تقرير رأس المال المخاطر
   

 تقرير مخاطر االئتمان 
   

 تقرير إجمالي مخاطر السوق
   

 تقرير مخاطر سعر الفائدة 
   

 تقرير مخاطر السيولة
   

 تقرير مخاطر العمالت األجنبية
   

 تقرير مخاطر السلع واألسهم
   

 تقرير المخاطر التشغيلية
   

أخرىتقرير خطر البلد )االستثمار في بلدان  )  
   

 القسم الثالث: ادارة الموارد البشرية

إدارة الموارد البشرية هي وظيفة داخل المؤسسة تركز على توظيف وإدارة وتوفير التوجيه للناس الذين يعملون في هذه 

على المربع المؤسسة. في هذا القسم، هناك بعض األسئلة حول إدارة الموارد البشرية في النظام المصرفي. الرجاء الضغط 

 .الذي يعكس اإلجابة المناسبة لك

 :أجب عن هذا فقط إذا تطابقت الشروط التالية

اإلجابة كانت 'قطاع العمليات )على سبيل المثال إدارة الموارد البشرية؛ إدارة التدريب والتنظيم؛ إدارة التجهيزات؛  °

  :  :العالقات الخارجية؛ وإدارة تقنية المعلومات(' عند سؤال

أي من الوظائف المصرفية التالية أنت تنتمي؟ اختر أقرب الوظائف لتخصصك في حال عدم وجود الوظيفة إلى  

 إلى أي مدى تمارس األنشطة التالية أو تؤخذ في االعتبار في مصرفكم؟ 

 :من فضلك اختر الرد المناسب لكل بند

  
غير 

معتبرة 
 مطلقا 

 كثيرا جدا كثيرا أحيانا نادرا نادرا جدا
كل 

وقاتاأل  

لست 
متأكدا/ ال 

 إجابة

يحرص مصرفكم على أن 
المديرين المسؤولين على 
التوظيف أو االنتداب هم 

من المسلمين العدول 
 الثقات

        

يتم إبالغ المرشحين عن 
المتطلبات الوظيفية في 
المصرف الذي تتعامل 

 .معه

        

يتم تقييم المرشحين وفقا 
وميولهملكفاءتهم           



258 

 

  
غير 

معتبرة 
 مطلقا 

 كثيرا جدا كثيرا أحيانا نادرا نادرا جدا
كل 

وقاتاأل  

لست 
متأكدا/ ال 

 إجابة

يتم إبالغ المرشحين عن 
الراتب الذي سيتقاضونه 

 في مصرفكم
        

يفصح مصرفكم للمرشحين 
عن أي وظائف شاغرة 

 لديه
        

يعطي مصرفكم فرص 
متساوية للجميع للتقدم 
 .بطلب الوظيفة الشاغرة

        

يطبق مصرفكم الشريعة 
اإلسالمية عند تعيين 
 .المرشحين المحتملين

        

الكفاءة والنزاهة مطلبين 
مهّمين لتوظيف المرشحين 

 في مصرفكم
        

يحرص مصرفكم على 
         توظيف المرشحين األمناء

يوظف مصرفكم 
المرشحين المؤهلين 

 واألكفاء فقط 
        

يستخدم مصرفكم عامل 
الشريعة اإلسالمية ضمن 
 معايير اختيار العاملين 

        

فهم الشريعة اإلسالمية 
عامل مهم في اختيار 
 الموظفين في مصرفكم

        

اختيار أو رفض 
المرشحين في مصرفكم يتم 

 وفقا ألمانتهم وصدقهم 
        

جدا ممارسة اإلسالم مهمة 
الختيار المرشح في 

 مصرفكم
        

يتم اختبار فهم المرشحين 
للشريعة اإلسالمية في 

 المقابلة
        

يأخذ مصرفكم في االعتبار 
خبرة المرشحين في مجال 
الصيرفة اإلسالمية عند 

 اختيارهم

        

يقيس مصرفكم بانتظام 
         أداء العاملين

يملك مصرفكم برامج 
وإجراءات واضحة لتقييم 

 كل موظفيه 
        

يقوم مصرفكم بتقييم أداء 
العاملين من دون أي 

 محاباة
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غير 

معتبرة 
 مطلقا 

 كثيرا جدا كثيرا أحيانا نادرا نادرا جدا
كل 

وقاتاأل  

لست 
متأكدا/ ال 

 إجابة

يكافأ العاملون وفقا ألداهم 
         في مصرفكم

يعتمد مصرفكم الشريعة 
اإلسالمية عند تقييم 

 الموظفين
        

في مصرفكم، يتم تقييم 
الموظفين من قبل المديرين 

 .والعمالء
        

يشترط مصرفكم على 
موظفيه ان يكونوا ذوي 
 مؤهالت مصرفية عامة

        

يشترط مصرفكم على 
موظفيه ان يكونوا ذوي 
 مؤهالت مصرفية إسالمية

        

يشجع مصرفكم الموظفين 
تطوير أدائهمعلى           

يشجع مصرفكم موظفيه 
على الحصول على 
 مؤهالت تعليمية جديدة

        

يقيم مصرفكم برامج 
تدريبية منتظمة تشمل 

 جميع موظفيه
        

يدفع مصرفكم رواتب 
الموظفين في الوقت 

 المحدد
        

يتوافق مصرفكم مع أحكام 
الشريعة اإلسالمية في دفع 

 الرواتب للموظفين
        

للحفاظ على موظفيه، يوفّر 
مصرفكم قاعدة دفع 

  .تنافسية
        

يقدم مصرفكم لموظفيه 
بعض المزايا اإلضافية 

مثل المساهمة في الرعاية 
الصحية ، ودعم اإلسكان 

 وخطط التقاعد

        

النهج  يتبع مصرفكم
اإلسالمي في خطط التأمين 

الصحي التقاعدي 
)كالتأمين التكافلي 

 (للعائالت

        

 القسم الرابع: التقارير المالية واالفصاح 

الهدف من التقارير المالية هواإلفصاح عن المعلومات المفيدة لمستخدمي البيانات المالية لتمكينهم من اتخاذ القرارات 

 .المناسبة

هذا القسم ، ستجد بعض المسائل المتعلقة بالتقارير المالية واإلفصاحفي   .  
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 .الرجاء الضغط على المربع الذي يعبر عن االجابة المناسبة لك

 :أجب عن هذه المجموعة من االسئلة فقط إذا تطابقت الشروط التالية

لتخطيط والعمليات؛ إدارة الخزينة('اإلجابة كانت 'قطاع المالية )على سبيل المثال إدارة المحاسبة؛ إدارة ا   

عند سؤال: الى اي من الوظائف المصرفية التالية انت تنتمي؟ اختر أقرب الوظائف لتخصصك في حال عدم وجود الوظيفة؟  

                                                                                                              

يتبعها مصرفكم إلعداد القوائم المالية؟؟  -حسب اعتقادك-المعايير اآلتية أي من  

 :من فضلك اختر الرد المناسب لكل بند

 لست متأكدا/ال إجابة ال نعم   

معايير مجلس المحاسبة 
    (FASB) المالية

معايير هيئة المحاسبة 
والمراجعة للمؤسسات 

 المالية اإلسالمية
(AAOIFI) 

   

المعايير الدولية للتقارير 
    (IFRS) المالية

 معايير المحاسبة الدولية
(IAS)    

 معايير محاسبة محلية
   

 أي من التقارير التالية يفصح عنها مصرفكم؟؟ 

 :من فضلك اختر الرد المناسب لكل بند

 لست متأكداً/ ال إجابة ال نعم   

 الميزانية العمومية 
   

 قائمة الدخل 
   

 قائمة التدفقات النقدية
   

قائمة التغير في حقوق 
المساهمين أو األرباح 

 المحجوزة
   

بيان التغير في 
    االستثمارات المقيدة

بيان مصادر 
واستخدامات األموال في 
 صندوق الزكاة والصدقة

   

بيان مصادر 
واستخدامات األموال في 

 صندوق القرض 
   

اإليضاحات المتممة 
    للقوائم المالية

تقرير المراجعة 
    الخارجية 

تقرير المسؤولية 
    االجتماعية
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 لست متأكداً/ ال إجابة ال نعم   

 تقرير المسؤولية البيئية
   

تقرير هيئة الرقابة 
    الشرعية

 اختر من اآلتي أي المعلومات تعتقد أن مصرفكم يفصح عنها؟ 

المناسب لكل بندمن فضلك اختر الرد  : 

 لست متأكداً/ال إجابة ال نعم   

االفصاح عن المعامالت 
المحرمة شرعا وأسباب 

 تعامل المصرف بها
   

رأي هيئة الرقابة 
الشرعية حول ضرورة 

التعامل بالمعامالت 
  .المحرمة

   

االفصاح عن حجم 
اإليرادات أو 

المصروفات من 
التعامالت غير 

 المشروعة

   

االفصاح عن كيفية 
التصرف في االيرادات 
من المعامالت المحرمة 

 شرعا

   

االفصاح عن مصادر 
    .واستخدامات الزكاة

االفصاح عن رصيد 
صندوق الزكاة ، 

 وأسباب عدم التوزيع
   

شهادة هيئة الرقابة 
الشرعية بشأن احتساب 

 وتوزيع الزكاة
   

االفصاح عن مقدار 
المستحق على الزكاة 

 االسهم والودائع
   

رأي هيئة الرقابة 
الشرعية حول صالحية 

حساب الزكاة في 
 المصرف

   

االفصاح عن مصادر 
األموال المخصصة 

 للقرض
   

االفصاح عن مقدار 
القروض الممنوحة 

 للمستفيدين
   

االفصاح عن االغراض 
االجتماعية التي أعطيت 

 ألجلها القروض
   



262 

 

 لست متأكداً/ال إجابة ال نعم   

االفصاح عن سياسة 
المصرف في تقديم هذه 

 القروض
   

االفصاح عن سياسة 
المصرف في التعامل مع 

 المستفيدين المعسرين
   

االفصاح عن طبيعة 
األنشطة االجتماعية 

 والخيرية الممولة
   

االفصاح عن المبلغ 
المنَفق على األنشطة 
 االجتماعية والخيرية

   

مصادر االفصاح عن 
األموال المستخدمة 
لتمويل األنشطة 

 االجتماعية والخيرية

   

اإلفصاح عن السياسات 
بشأن األجور والمكافآت 

 األخرى
   

اإلفصاح عن سياسة 
التعليم والتدريب 

 للموظفين
   

االفصاح عن سياسة 
    تكافؤ الفرص

اإلفصاح عن سياسة بيئة 
    العمل

سياسة اإلفصاح عن 
المصرف في التعامل مع 

 العمالء المعسرين
   

اإلفصاح عن المبلغ 
المأخوذ كرسوم لتأخر 

 .الدفع
   

اإلفصاح عن رأي هيئة 
الرقابة الشرعية حول 

مدى جواز فرض رسوم 
إضافية كرسوم تأخر 

 الدفع

   

اإلفصاح عن طبيعة أي 
تبرعات أو أنشطة 

أخرى ُخصصت لحماية 
 البيئة

   

اإلفصاح عن قيمة 
األموال من التبرعات أو 

األنشطة األخرى 
 المخصصة لحماية البيئة

   

اإلفصاح عن األنشطة 
الممولة من المصرف 
 والتي قد تضر بالبيئة

   

اإلفصاح عن دور 
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 لست متأكداً/ال إجابة ال نعم   

المصرف في التطوير 
 االقتصادي

اإلفصاح عن دور 
المصرف في معالجة 

بعض القضايا 
في المجتمع االجتماعية  
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Appendix F. A comparison of key dimensions in conventional and Islamic 

banking: An International Perspective with Implications for the Bank 

transformation process In Libya: Questions of interviews (English).  

Risk management and capital adequacy issues 

 Do you think that conventional and Islamic banks differ in terms of types of risks 

facing the two institutions and the degree of the risk itself? 

 Do you think that the concept of risk differ between conventional and Islamic 

banks? 

 Do you think that conventional and Islamic banks differ in terms of the use of the 

risk measurement approaches? 

 Do you think that there are theoretical and/or empirical differences in the 

techniques used by conventional and Islamic banks in managing their risks? 

 Do you think that conventional and Islamic banks have different risk reporting 

systems?   

 Do conventional and Islamic banks follow/should follow different capital 

guidelines? 

 Do you think that there is/should be a difference in the amount of capital held by 

both types of banks? 

 What do you think the reason behind implementing international guidelines in 

some dual banks and a mixture of international and Islamic banking guidelines 

in others? 

Human resource management issues  

 Do you think that conventional and Islamic banks view the requirements of 

education, training for their employees differently? 

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (recruitment)? 

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (selection)? 

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (performance appraisal)?  

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (continues education)? 
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 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (frequent training)? 

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (compensation)?  

 Do you think that conventional and Islamic banks differ in terms of human 

resource practices (retention)? 

 Do Islamic banks employ only Muslims? 

Financial and social reporting and disclosure issues 

 Do you think that conventional and Islamic banks use different accounting 

standards when preparing their financial and social statements?                       

 Do you think that conventional and Islamic banks use different financial and 

social statements? 

 Do you think that conventional and Islamic banks have different social 

responsibilities which require different information to be disclosed?      

 Do you think that conventional and Islamic banks have different environmental 

responsibilities ERs which require different information to be disclosed?      
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Appendix G. A comparison of key dimensions in conventional and Islamic 

banking: An International Perspective with Implications for the Bank 

transformation process In Libya: Questions of interviews (Arabic).  

العاملمسائل متعلقة بإدارة المخاطر ورأس المال   

  هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث انواع المخاطر التي تتعرض لها ودرجة

 المخاطر لكل منها ؟.

 هل تعقد ان هناك اختالف في مفهوم الخطر بين المصارف التقليدية واإلسالمية ؟ 

 وأساليب قياس المخاطر؟ هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث استخدام أدوات  

  هل تعتقد أن هناك اختالفات )نظرية كانت أو تطبيقية( بين المصارف التقليدية واإلسالمية في أدوات

 وأساليب إدارة المخاطر؟

  من وجهة نظرك، هل تؤمن بأن المصارف التقليدية واإلسالمية تستخدم أنواع مختلفة من تقارير

 المخاطر؟

  واإلسالمية أن تتبع مبادئ وقواعد مختلفة الحتساب رأس المال الكافي؟هل تعتقد أن على المصارف  

  من وجهة نظرك، هل تتبع المصارف التقليدية واإلسالمية مبادئ وقواعد مختلفة الحتساب رأس المال

 العامل؟

  هل تعتقد ان على المصارف التقليدية واإلسالمية االحتفاظ بنسبة رأس مال مختلفة لمواجهة المخاطر

حتملة؟الم  

  ما هي في اعتقادك أسباب تطبيق المبادئ والمعايير الدولية )التقليدية( في بعض المصارف التي تطبيق

 الشريعة اإلسالمية جزئيا؟

  ما هي في اعتقادك أسباب تطبيق خليط بين المعايير الدولية واإلسالمية في بعض المصارف التي تطبق

 الشريعة اإلسالمية جزئيا؟

إدارة الموارد البشريةمواضيع متعلقة ب  

  هل تعتقد أن المصارف التقليدية واإلسالمية تنظر لمتطلبات التعليم والتدريب للعاملين فيها بشكل

 مختلف؟

 هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث تجنيد أو تطويع العاملين؟ 

  أساليب اختيار العاملين؟هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث  

 هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث تقييم أداء العاملين؟ 

 هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث التعليم المستمر؟ 

 هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث برامج التدريب المتكرر؟ 

  أن المصارف التقليدية واإلسالمية تختلف من حيث التعويض )الدفع أو لقاء الخدمة(؟هل تعتقد  

  هل تعتقد أن المصارف التقليدية واإلسالمية تختلف من حيث وسائل االحتفاظ بالعاملين؟ 

 هل تعتقد أن المصارف اإلسالمية توظف العاملين المسلمين فقط؟ 

عية واإلفصاح؟مواضيع متعلقة بالتقارير المالية واالجتما  

  هل تعتقد أن هناك اختالف بين المصارف التقليدية واإلسالمية من حيث استخدام المعايير المحاسبية

 لغرض إعداد قوائمهم المالية؟ 

 هل تعتقد أن المصارف التقليدية واإلسالمية تستخدم تقارير مالية واجتماعية مختلفة؟ 

 تقليدية واإلسالمية مختلفة بحيث تتطلب اختالفا في هل تعتقد أن المسؤولية اإلجتماعية للمصارف ال

 المعلومات المفصح عنها في التقارير؟

  هل تعتقد أن المسؤولية البيئية للمصارف التقليدية واإلسالمية مختلفة بحيث تتطلب اختالفا في المعلومات

 المفصح عنها في التقارير؟
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Appendix H. Islamic Banking in Libya: prospects, barriers, and 

impediments (English).  

 Do you think there are religious and moral necessities for establishing the 

Islamic economic system in general and the Islamic banking system specifically 

in Libya? 

 What is the Libyan banking status in relation to the movement towards Islamic 

banking? 

 What factors affect (positively or negatively) the implementation of Islamic 

banking in Libya?                  

 What do you think the reason behind not introducing Islamic banking in Libya 

previously(Bankers)?        

 What was the effect of 2011 political uprising on the banking sector including 

the Central bank and the attempts of introducing Islamic banks?      

 To what extent the Libyan banking sector has benefited from the Islamic banking 

experience worldwide?           

 Do you think there is an intention in the Central Bank and the financial 

authority to work towards Islamizing the entire banking sector in the future?      

 What were the reasons behind not introducing the Islamic banking system in 

Libya previously (policy-makers)?     

 Do you think there are economic and financial obstacles that face/might face the 

introduction of Islamic banking in Libya? 

 To What extent the education system including universities in Libya supports the 

education and training demand of Islamic banks?          

 What is the role of Islamic banking and finance research in supporting the new 

Islamic banking system?   

 What is the importance of studying the banking management behaviour’s 

dimensions (e.g. risk management, capital adequacy, human resource 

management, and financial and social reporting and disclosure) in this stage as 

a key of the transformation from the conventional to Islamic banks in Libya? 
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Appendix I. Islamic Banking in Libya: prospects, barriers, and impediments 

(Arabic). 

  هل تعتقد أن هناك متطلبات دينية وأخالقية اإلنشاء اقتصاد إسالمي بشكل عام ومصارف إسالمية بشكل

 خاص في ليبيا؟

 الصيرفة اإلسالمية؟ ما هو الوضع الحالي للمصارف الليبية بخصوص تطبيق  

 ما هي العوامل المؤثرة )سواء إيجابيا أو سلبيا( عل تطبيق الصيرفة اإلسالمية في ليبيا؟ 

 ما هي في اعتقادكم األسباب وراء عدم تطبيق الصيرفة اإلسالمية في ليبيا سابقا )سؤال للمصرفيين(؟ 

  لليبية والمصرف المركزي على المصارف ا 2100ما هي تداعيات األزمة السياسية في ليبيا سنة

 والشروع في تطبيق الصيرفة اإلسالمية في ليبيا؟

 ألي مدى استفادت تجربة الصيرفة اإلسالمية في ليبيا من خبرة المصارف اإلسالمية عالميا وإقليميا؟ 

  هل تعتقد أن هناك نية للمصرف المركزي والسلطات المالية الليبية لتحويل النظام المصرفي الليبي كامال

 نحو الصيرفة االسالمية في المستقبل؟

 ما هي في اعتقادكم األسباب وراء عدم تطبيق الصيرفة اإلسالمية في ليبيا سابقا )صناع القرار(؟ 

  هل تعتقد ان هناك مصاعب مالية واقتصادية تواجه/ممكن ان تواجه الشروع في المصرفية اإلسالمية في

 ليبيا؟

  ليبيا )بما فيه الجامعي( في دعم التعليم والتدريب في مجال الصيرفة ألي مدى يساهم نظام التعليم في

 اإلسالمية؟

 ما هو دور البحث العلمي في ليبيا في دعم الصيرفة اإلسالمية؟ 

  ،ما أهمية دراسة سلوك المصارف من حيث ) إدارة المخاطر وكفاية رأس المال، إدارة الموارد البشرية

أبعادا أساسية للتحول فصاح( في هذ  المرحلة والمقارنة بينها في كونها التقارير امالية واالجتماعية واإل

  للصيرفة اإلسالمية في ليبيا؟
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Appendix J. List of surveyed banks 

Bank Country 

National commercial bank Saudi Arabia 

Emirates Bank  NBD The U.A.E 

Riyadh Bank Saudi Arabia 

First Gulf Bank The U.A.E 

Samba Financial Group Saudi Arabia 

National Bank of Kuwait Kuwait 

Al Rajhi bank Saudi Arabia 

National Bank of Abu Dhabi The U.A.E 

Kuwait Finance House Kuwait 

Abu Dhabi Commercial Bank The U.A.E 

Banque Saudi Fransi Saudi Arabia 

Qatar National Bank Qatar 

Arab national bank Saudi Arabia 

Mashreq Bank The U.A.E 

Union National Bank The U.A.E 

Saudi British Bank (SABB) Saudi Arabia 

Awal Bank Bahrain 

Arab banking Corporation Bahrain  

Dubai Islamic Bank The U.A.E 

Commercial bank of Qatar Qatar 

Ahli United Bank Bahrain 

Saudi Investment Bank Saudi Arabia 

Gulf International Bank Bahrain 

Qatar Islamic Bank Qatar 

Albaraka Islamic Investment Bank Bahrain 

Bank Muscat Oman 

Libyan Arab foreign Bank Libya 
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Saudi Hollandi Bank Saudi Arabia 

Commercial Bank of Kuwait Kuwait 

Commercial Bank of Dubai The U.A.E 

Gulf Bank Kuwait 

Investcorp Bank BSC Bahrain 

Bank Al Jazira Saudi Arabia 

Doha Bank Qatar 

Sharjah Islamic Bank The U.A.E 

Burgan Bank Kuwait 

Al Ahli Bank of Kuwait Kuwait 

Bank of Sharjah  The U.A.E 

Bank AlBilad Saudi Arabia 

National Bank of Umm Al Qaiwain  The U.A.E 

Arab Bank for Investment & Foreign Trade The U.A.E 

Bank of Kuwait & the Middle East (Ahli United Bank) Kuwait 

Boubyan Bank Kuwait 

Qatar International Islamic Bank Qatar 

International bank of Qatar Qatar 

National Bank of Oman Oman 

Bank of Bahrain & Kuwait Bahrain 

National Bank of Bahrain Bahrain 

Rakbank The U.A.E 

Bank Dhofar  Oman 

Kuwait International Bank Kuwait 

Dubai Bank The U.A.E 

Invest Bank The U.A.E 

National Bank of Al Fujairah The U.A.E 

Qatar first Investment Bank Qatar 

United Gulf Bank Bahrain 

United Arab bank The U.A.E 

Jumhouria Bank Libya 
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