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The world discovered very late that the Islamic financial institutions (IFIs) were not immune the global financial crises.  While Islamic finance was not overtly exposed to the sub-prime crises, derivatives or multiple securitizations, it has its own serious issue for which they need to go back to the drawing boards.  The issues which caused concerns to IFIs were more pertinent to the way these institutions were organized and how they have or have not adapted the best banking practices when it comes to asset concentration, risk management, liquidity management, governance, service standards, training, quality, etc.  However, these issues were not widely faced by all IFIs in general but were more glaring where these institutions lacked prudent management.
The main dilemma faced by IFIs were that in high growth periods while they have exorbitantly lent out their balance sheet they have chosen to ignore efficiency ratios, high cost of liquidity, maturity mismatches, asset allocation models, etc.  This is what has now become more apparent and resultantly these IFIs have withdrawn their balance sheets and perhaps their ambitions as well.  For example, today, one hardly finds any IFI which is leading the Islamic debt capital market activities or any other form investment banking.  This area of specialization is literally left alone for multinational banks to party.  

When the going was good everyone was making hay in the sunshine and not a lot of emphasis was given on developing the core competencies by the Islamic banking and finance.  Even today, while a lot is done, a core limitation faced by Islamic finance is their ability to provide full suite of products & services, training Islamic resources, risk management, operational efficiencies, transparency and discipline.

The main competition to IFIs is coming from “Islamic Windows” of conventional banks whether domestic or international as they had to adapt their Islamic offering under standardized platform where each concept, product or service has to go through series of checks and measures in addition to Shari’ah including but not limited to risk, operations, compliance, legal, marketing etc. prior to seeing the light of the day.  This makes Islamic Windows better equipped to understand and deal with risk, more efficient, better service providers and focused on delivery.  Today, Islamic Windows in UAE share 10% of the total Islamic finance industry and this percentage is growing at a faster rate than the actual growth rate of pure IFIs.  This ratio is substantially higher in Kingdom of Saudi Arabia and Qatar (where Islamic Windows are now scheduled to close due to the Central Bank of Qatar protectionist policy announcement).  
The next wave of growth in Islamic finance will come from the Islamic Windows of conventional banks as they aggressively push forward to retain their customers from switching.  There is a substantially large segment of population whether retail or wholesale banking customers who have now become more comfortable with Islamic banking products, services and terminology.  Additionally, those days are gone where Islamic finance was more costly than conventional finance.  Today, if all remain equal and the customer is priced the same, with similar service standards and delivery platforms than the choice of selecting to go with Islamic or conventional product & service offering is more of a customer preference.  It is also seen in UAE market especially that Islamic finance is not just limited to those who are the followers of this faith rather it has also become acceptable with people of all faiths.  It is difficult ascertain the one single reason, why non-Muslim are also attracted to this industry; however, one of the many reasons heard are no ambiguity in Islamic documentation, they expect Islamic finance to be more fair, they expect no hidden charges etc.  Whatever be the case, one thing is for sure, Islamic finance is here to stay and will continue to grow and thrive in all forms and manner.
The main reason for growth of IFIs in last 10 year and going forward is purely due to the demand and supply situation.  Islamic markets especially in Middle East have seen tremendous increase in their coffers due to high oil prices and this has simply prompted the retail and to some extends corporate customers to opt more for Islamic finance.  IFIs enjoy a larger share of customer deposit than their conventional counterpart – 69% versus 54% respectively.  In terms of geographic expansion, GCC based IFIs have excellent opportunity to penetrate the Arabic speaking North African countries as they start to settle down and where these IFIs can play a key role in fulfilling  the customers’ needs viz Islamic finance.  On the home turf, IFIs and Islamic Windows need to concentrate on Personal Finance, Trade Finance, Islamic Asset Management and Investment Banking, as key area of growth while they should remain committed to adapt better banking. 

The key takeaway for Islamic finance is that while it is aiming to become part of main stream banking & finance industry and it needs to grow up if it wants to be treated with respect.  Time need to be spend to strengthen the back office functionalities, greater emphasis needs to be provided on services and delivery platforms, research & development should be a continued process to assure that full spectrum of products & service are available and training to should be a continuous process.
