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Abstract :

Abstract :

This study aims to try to understand the fundamentals of Islamic finance and highlight the
extent of its ability to achieve financial stability and withstand financial crises; in addition to
stand on the repercussions of the mortgage crisis on Islamic banks and try to test the financial
viability and assessing financial performance during the crisis, using Altman model. This
study concluded that Islamic finance is theoretically able to provide a system that would
strengthen the link between finance and the real economy, thus contributing to the
achievement of a comprehensive financial stability, through its standards and principles
derived from Islamic law to achieve monetary stability and earning individuals and
institutions the confidence of capacity, maintaining the stability of the financial assets.This
study showed that Islamic banks were safe in financial terms, and it was far away from
financial distress, because the value of EM Z-score was higher than 2.6 which is made by
Altman that shows the Minimum value for the Financial soundness. However, those values
have decreased in the beginning of the mortgage crisis of 2008. In addition, this study
concluded that the results of financial ratio analysis showed the decline in liquidity and
profitability of Islamic banks by the financial crisis. Moreover, the results of this study didn’t
reflect the same effect of financial crisis on Islamic banks. After notifying the stability of
Turkish and Indonesian banks’ performances, it notifies decreasing in Gulf and Malaysian
banks’ performances and this is due to the varying conditions of financial systems in different
countries where Islamic banks are operated. The results of this study strongly confirm the
decline in the performance of Islamic banks by the financial crisis, and therefore provide a
warning signal to the management of these banks to take early corrective action to reduce the
probability of distress.

Keywords: Islamic Banks, Islamic Finance, financial crises, Mortgage Crisis, financial
stability, financial performance, Financial Distress, Altman Model.
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1. Constantin Zopounidis, Dimitra Paraschou , " Multicriteria Decision Aid Methods for the
Prediction of Business Failure Par Constantin Zopounidis,Dimitra Paraschou" , Published
by Springer, 1998,p :10

2. OTHMAN, JAIZAH, " Analysing Financial Distress in Malaysian Islamic Banks:
Exploring Integrative Predictive Methods" , Thesis Submitted in Fulfilment of the
Requirements for the Degree of Doctor of Philosophy , School of Government and International
Affairs, Durham University, MALAYSIA,2012,p :39

% - Edward 1. Altman, Op.cit, p : 22-24

4 _ibid, p :33
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> - Chieng, J. R.." Verifying the Validity of Altman’s Z-score as a Predictor of Bank
Failures in the Case of the Eurozone". Submitted to the National College of Ireland,
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$_NISHI SHARMA , MAYANKA. " Altman model and financial soundness of Indian banks
". International Journal of Accounting and Finance,2013,p: 55
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