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Abstract 

This essay compares the case of Al Rayan Bank in an established market with that of Iraqi 

Islamic Bank in a growing economy, in order to assess the risks of investing in Islamic banks 

by analyzing major financial facts, risk indicators, and market possibilities for the period 

2020–2024, which helps to evaluate the investment climate in both institutions.  

Secondary data from financial reports and risk assessment studies, together with market 

research, identifies the major factors influencing these institutions' risk profiles to be 

liquidity risk, market volatility, regulatory obstacles, and financial health. While Al Rayan 

Bank, running in the developed market, retains higher profitability, stronger capital 

adequacy, and lower risk-adjusted returns, Iraqi Islamic Bank has more liquidity risks and 

regulatory obstacles that restrict its capacity to generate better returns. 

 

Keyword: Risks Markets, Emerging Markets, Developed Markets, Iraqi Islamic Bank, Al 

Rayan Bank. 

 

 

Introduction 

1.1 Background and Context: 

With a global market estimated at over $2 trillion in assets (2), in addition to expanding in 

countries with a majority of Muslims, Islamic banking is also gaining prominence outside of 

these borders, more particularly in Europe and the United Kingdom. 

Investments in Islamic banks contain plenty of complex and different risks. The financial 

risks such as credit risk, liquidity risk, market risk, and operational risks generally influence 

investors' decisions in Islamic banks (3). Those peculiarities make more vivid the problems 

because of the essence of Islamic finance shuns interest-based transaction but requires asset-

backed lending and profit sharing (4).     Moreover, Islamic banks are regulated under a 

different legal system than conventional banks, which in turn, affects investor attitudes and 

risk management practices (5). 

Islamic banks of course have varying risk profiles as between developed nations such as the 

UK and under-developed ones like Iraq. 

Investors in emerging countries have to deal with high political, economic, and currency risks 

apart from poorly designed regulatory systems (5). Developed markets like the UK, on the 

other hand, are much more stable; however, for Islamic banks, there are other challenges 
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such as cultural differences, competitiveness, and adaptability of their regulations (6). A 

comparison of these two different market environments will enable the establishment of a 

better understanding of how market conditions affect risk profiles of the Islamic banks. The 

UK's Al Rayan Bank and the Iraqi Islamic Bank (IIB) offer excellent case studies for this 

comparison. 

The developing financial industry and unpredictable political situation of Iraq create a 

distinct risk environment for the Iraqi Islamic Banks (Omar & Baillie, 2020). However, being 

part of a stable and well-regulated financial system, Al Rayan Bank in the UK faces another 

set of challenges in terms of integrating Islamic banking concepts within the greater UK 

regulatory framework (7). It could be understood how expanding and mature markets impact 

the investments of Islamic banks by comparing the risk management techniques of these two 

banks from 2020 to 2024. 

 

1.2 Research Problem: 

The main research challenge is to understand the risks that investors in Islamic banks undergo 

under these two extremely different economic regimes.   However, political unpredictability, 

regulatory shortcomings, and economic volatility provide heightened risks for the Iraqi 

Islamic Bank (IIB), which operates in an expanding market.   (8), Despite operating in a more 

secure and regulated financial environment, Al Rayan Bank in the UK nonetheless confronts 

issues harmonizing Islamic financial ideas with the country's regulatory structure.   (7).   

Because of their differing operational parameters, these two banks' risk profiles are therefore 

obviously going to be extremely different   . 

The comparative examination of investment risks among Islamic banks in such varied 

economies has not gotten much attention, despite the rising relevance of Islamic banking in 

both developing and industrialized countries.  Additionally, while the dynamics of risk in 

Islamic banking have been researched independently, few studies clearly link the changing 

risk factors over time, notably between 2020 and 2024. 

 

1.3 Aims of the Study: 

The research aims at: 

1. To determine the main risks associated with investing in Islamic banks  

2. To contrast Al Rayan Bank's and Iraqi Islamic Bank's risk profiles 

3. To Analyze How Investment Risks Changed From 2020 to 2024  

4. To Examine the Elements Affecting Investment Risks in Every Market  

 

1.4 Research Questions: 

1.  What are the primary categories of investment risks encountered by investors in 

established markets such as Al Rayan Bank against those in emerging markets such as Iraqi 

Islamic Bank      ? 

2. What changes have transpired in the investment risks of Al Rayan Bank and Iraqi Islamic 

Bank between 2020 and 2024  ? 

3. What aspects impact the investment risks at Al Rayan Bank and Iraqi Islamic Bank  ? 
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4. What influence do market dynamics and regulatory frameworks have on Islamic banks' 

risk management practices in established markets like the UK and emerging markets like 

Iraq? 

 

1.5 Hypotheses of The Study: 

1.  Due to Iraq's political instability, economic volatility, and poor regulatory environment, 

investment in the Iraqi Islamic Bank (IIB) is significantly riskier than investing in Al Rayan 

Bank         . 

2. The COVID-19 epidemic and the subsequent financial market volatility are key drivers to 

the rise in investment risks at both Iraqi Islamic Bank and Al Rayan Bank between 2020 and 

2024. 

3. Unlike Iraq's regulatory environment, the UK's regulatory framework allows Al Rayan 

Bank to better manage risks, reducing operational and compliance risks for UK investors       . 

4. Due to Iraq's inadequate financial infrastructure and turbulent economy, investors in Iraqi 

Islamic Bank incur more credit and liquidity risks than those in Al Rayan Bank. 

1) 2. Literature Review 

The study's literature review will look at important topics regarding the risks associated with 

investing in Islamic banking, with a particular emphasis on comparing Islamic banks in 

developed (Al Rayan Bank) and emerging (Iraqi Islamic Bank) economies. It will examine 

the operational, political, economic, and regulatory elements that influence Islamic banks' 

investment environment, especially between 2020 and 2024. 

 

2.1 Islamic Banking and Risk Assessment 

Islamic banking is based on different ideas than traditional banking, with a focus on risk-

sharing arrangements, asset-backed financing, and moral financial transactions. (2). 

According to Iqbal and Molyneux (2005) (6), Islamic banks are set up to focus on profit-

sharing agreements like mudarabah and musharakah rather than interest-based transactions 

(riba). Even with their moral roots, Islamic banks must properly manage a range of 

investment risks, including credit, liquidity, operational, and market risks.  

Risk management in Islamic banks is naturally problematic because to the limitation on riba, 

which prohibits the usage of traditional financial instruments such as interest rates. Therefore, 

Islamic banks apply other risk-management techniques, such as profit-loss sharing schemes 

and investment in physical assets (4). As documented by Alam and Mohammad, 2018 (3), 

risk management in Islamic banks need to consider shariah compliance which makes the risk 

assessment and mitigation more challenging. 

 

2.2 Emerging vs. Developed Markets:  

A spectrum of risks that Islamic banks need to grapple with drive investment decisions. The 

major risks are: 

1- Credit Risk: One of the biggest worries in Islamic banking is the possibility that borrowers 

won't fulfill their commitments. Alamsyah and Putra (2020, p. 9) put forward the fact that, 

coupled with the less-developed credit infrastructure, an uncertain economic environment 

exposes Islamic banks in emerging countries like Iraq to higher credit risks. On the other hand, 
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due to the existence of much stronger regulatory control coupled with relatively more stable 

economic conditions, Islamic banks in developed economies, such as the UK, have generally 

lower credit risks. 

2- Liquidity Risk: Due to the above reasons, liquidity risk can be problematic for Islamic 

banks as they would not be allowed to take part in certain interest-bearing transaction; this 

becomes very critical in most developing countries, where financial markets have even lower 

liquidity 10. It is also in developed countries with a greater variety of investment 

diversification alternatives available and healthy financial markets that a liquidity risk 

premium is diminished for Islamic banks (6). 

3- Market Risk: Islamic banks face market risks, which encompass changes in interest rates, 

currency rates, and asset prices. On the other hand, a UK based Al Rayan Bank is sheltered 

from market risk to some extent because the market is more stable and diverse. However, the 

banks from developing nations such as Iraq tend to be more prone to geopolitical instability 

and erratic market movements. (5). 

4- Operational Risk: Operational risks in Islamic banks include issues with technology 

malfunctions, poor management, and Sharia compliance. In emerging economies like Iraq, 

regulatory flaws and a lack of developed financial infrastructure can make operational risks 

worse since banks may not have the tools and resources necessary to properly manage risks. 

(7). 

 

3. Risk Profiles in Emerging vs. Developed Markets 

The investors in Islamic banks therefore uniquely face challenges arising from the political 

volatility, poor economic situation as well as lack of infrastructure. Some of these factors 

include(5).The greater risks the investors and market participants face results in a poor 

allocation of funding towards emerging Islamic banks. Omar and Baillie (2020) (8) believe 

that the red tape in these markets creates additional risk exposure for investors, especially 

Islamic Islamic investors, as the Islamic banking industry is more complex than that.  

a) Conversely, there are more established markets, such as the United Kingdom with 

players like Al Rayan Bank, that have more developed economies, sophisticated legal 

systems, and stable financial markets. (6). The United Kingdom does allow Islamic banks to 

function effectively whilst protecting the investor through legislations. (7) Regardless of the 

market’s development, Islamic banks still struggle and have to contend with the need to 

adhere to Shari’ah Law as well as the existing banking industry regulatory framework.4. 

  

b) Impact of Global Events on Investment Risks 

Global economic disturbances, particularly the COVID-19 pandemic, have prompted major 

changes in financial markets throughout the 2020–2024 timeframe. The pandemic has caused 

changes in market dynamics in both established and emerging markets.. According to 

Sundararajan and Errico (2002) (4), Economic downturns and worldwide financial crises 

increase the risks for Islamic banks by decreasing investment possibilities and boosting 

financial instability. The Iraqi Islamic Bank and Al Rayan Bank face risks resulting from the 

economic impact of the epidemic, which has increased risks in credit, caused liquidity 

problems, and led to increased volatility in markets. 
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The COVID-19 outbreak has flagged the vulnerability of emerging market banks in 

particular. Political instability and deficiencies in the financial infrastructure of countries like 

Iraq have exacerbated the challenge of managing credit and liquidity risks for Islamic banks. 

(3). In comparison, the more resilient financial system in the UK helped the Al Rayan Bank; 

besides, supportive measures by a stronger government contributed to its good 

performance  (7). 

 

c) 5. Risk Mitigation Strategies in Islamic Banks 

Islamic banks apply a range of risk mitigation tools in order to manage such risks. It has 

generally been observed that in order to deal with credit, liquidity, and market risks, Islamic 

banks diversify, use Shariah-compliant hedging instruments, and profit-loss sharing contracts 

(Iqbal and Molyneux, 2005). Moreover, Islamic banks may also benefit from the latest 

financial instruments and have access to more diversified investment opportunities in 

economies such as the UK, which minimizes risks. (7). 

Because of the lack of infrastructure and regulatory support, risk mitigation measures are 

generally less complex in developing countries like Iraq.. As a consequence, to mitigate risk, 

investors in such markets can rely more on traditional risk-sharing agreements or government 

support programs. (9). 

 

2.3 Previous Comparative Studies:  

d) A study of earlier comparative researches is required in the quest to understand better 

the risks associated with investment in Islamic banks operating in different market contexts. 

These compare the performance, risk management, and policies of Islamic banks in 

established and emerging nations. The comparative approach developed in these studies will 

lend important context to the research being conducted on Al Rayan Bank and the Iraqi 

Islamic Bank (IIB). 

e) 1. Comparative Analysis of Risk Management in Islamic Banks 

f) Comparative studies of Islamic banking risk management techniques in established 

and emerging nations have been carried out by quite a number of researchers. One of the 

most comprehensive was that undertaken by Iqbal and Molyneux, 2005 (6) . The study 

compared Islamic banks in the West representing established markets, to those in the Middle 

East representing developing markets to establish how they differed in their risk management 

practices. They concluded that, because of political unpredictability, undeveloped financial 

infrastructure, and lack of ability to handle the risks in an efficient manner, Islamic banks in 

developed countries have more solid risk management systems, including a comprehensive 

regulatory supervision system, while the banks in emerging markets face bigger challenges. 

This often results in higher investment risks in the emerging markets. 

 

g) 2. Comparative Analysis of Risk Profiles of Islamic Banks: Developed vs. 

Developing Markets 

h) For instance, in one such study published by Alam and Mohammad (2018) (3), the 

researchers examined the risk profiles of Islamic banks in the established markets of the UK 

and the emerging markets of Malaysia. Among the factors that they found had increased the 
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operational risks facing the Islamic banking industry in Malaysia were weak technology 

infrastructure and political unpredictability. On the other hand, UK Islamic banks face a 

better risk environment, given more stability in the political setting, a highly regulated 

financial system, and easier access to state-of-the-art financial instruments. These points out 

the large differences existing in the risk exposure of banks operating in these two markets 

and, more so, in relation to credit risk and liquidity. 

i) 3. Comparing Financial Performance and Stability in Islamic Banks 

Rida and Saleh, 2013 (5) analysis of the stability and financial performance of Islamic banks 

in Bahrain as an established economy and Iraq as a developing market. The study's findings 

indicate that Islamic banks in Iraq had been more exposed to the credit risk was due to the 

lack of strong legal framework for the enforcement of contracts and political unpredictability. 

A more developed legal and regulatory framework was, therefore, more conducive to 

successful credit risk management techniques adoption among Bahrain's Islamic banks. 

Report stipulates on another note, that the Islamic banks of developed countries hold stronger 

capital adequacy ratios with relatively low rates of non-performing loans to show for the 

greater resilience these demonstrated in times of crisis. 

j) 4. Comparative Study on Liquidity and Market Risk in Islamic Banks 

Sundararajan and Errico (2002) (4) compared banks in the Middle East (in emerging market) 

with those of South East Asia (a mix of mature and emerging countries) in order to probe 

into exposure of Islamic banks to liquidity and market risk in the different geographic 

locations. They found out that the underdevelopment of diversified financial instruments and 

secondary markets in the Middle East had brought about acute liquidity problems for the 

Islamic banks, particularly in countries such as Iraq. This, on the other hand, allowed 

Southeast Asian Islamic banks to have more liquid assets and to have access to a more varied 

number of financial instruments that reduced their market risks. The study also established 

that poor country Islamic banks are bound to suffer more from market shocks, which might 

lead to liquidity drought and raises operating costs. 

k) 5. Impact of Regulatory Frameworks on Islamic Banking Risks 

A study by Karim (2016) (7) compared the regulation of Islamic banks in UK with those in 

emergent nations like Sudan and Pakistan. This study highlighted that regulatory supervision 

would be important for controlling financial, operational, and compliance risks. It established 

that the well-developed regulatory environment in the UK reduced hazards relating to fraud, 

poor management, and at the same time, it allowed for the Islamic bank to operate in a more 

stable and transparent way. However, banks in developing countries have to bear more 

operational and regulatory risks due to the uneven application of financial rules. The 

regulatory void was especially visible in Iraq, where the existing legal and regulatory 

frameworks for Islamic banking were either poorly designed or poorly implemented. 

6. Comparing Investment Risk Mitigation Strategies 

2) Alamsyah and Putra (2020) (9) studied the risk mitigation strategies of investors in 

Islamic banks in the UK, an established market, and Indonesia, a developing market. The 

report provides that, on their part, investors in the UK could avail themselves of more 

sophisticated financial products and diversified investment portfolios, which went a long way 

to mitigate a host of risks, including those of market and liquidity concerns.In contrast, 
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investors in developing countries such as Indonesia have fewer options in diversifying risks 

and had to depend more on traditional profit-loss sharing arrangements. This comparative 

study has shown that, though Shariah-compliant mechanisms exist in these markets, their 

level of investment strategies and related risk-reducing techniques still differ significantly 

between developed and undeveloped markets. 

3) Conclusion from Previous Studies 

These early comparative studies have brought very important information to explain how the 

Islamic banks face different investment risks in established and emerging markets. Higher 

levels of credit, liquidity, and operational risks are faced by banks in emerging markets due 

to political unpredictability, economic volatility, and immature financial systems. While Al 

Rayan Bank and other Islamic banks in developed markets enjoy more stable economies, 

greater availability of risk management tools, and a better-regulated financial system that 

helps to reduce the total investment risks. These researches give the basic understanding of 

how various factors, including market conditions, regulatory environments, and economic 

stability, impact the risks of investment in Islamic banks. This literature review sets a baseline 

to compare the specific risks of investment in Al Rayan Bank and the Iraqi Islamic Bank 

from 2020 to 2024. 

 

2.4 Iraqi Islamic Bank and Al Rayan Bank:  

This section compares the operations, risk management plans, and investment conditions of 

Al Rayan Bank and the Iraqi Islamic Bank (IIB) within the context of their different 

markets—developed versus emergent. Such comparisons will bring to light the main 

distinctions between the banking environments and investment risks at the heart of the study. 

1. Iraqi Islamic Bank (IIB) 

• The Iraqi Islamic Bank–one of the pioneering Islamic banks in Iraq- is engaged in 

banking services and products under the prescriptions of Sharia law. The bank operates in an 

unfavourable environment characterized by economic volatility, security problems, and 

political unpredictability. War, internal conflict, and sanctions have all had serious negative 

impacts on Iraq's economy and banking industry in particular (9). All these factors inflate the 

investment risk for Islamic Banks in Iraq. 

• Regulatory Environment: The Islamic banking regulatory environment in Iraq is 

vibrant. Though the Central Bank of Iraq has taken some measures toward supporting Islamic 

banking, in general, the regulatory oversight is patchy and weaker compared to industrialized 

economies. This presents challenges to ensuring protection, stability, and transparency for 

investors. (5). 

• Risks: The major risks of the investors of the Iraqi Islamic Bank are the credit risk, 

liquidity risk, operational risk and market risk. Since the legal framework is still developing, 

and the enforcing mechanisms are yet to be built, the likelihood of default and non-performing 

loans is a greater one. Substantial political instability also exposes the bank to significant 

market risk and credit risks (9). 

• Economic Environment: With high rates of inflation, volatile oil prices—a major 

source of government revenue—and poor infrastructure, the economic condition of Iraq is 
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still precarious. These elements increase investors' uncertainty in IIB, which complicates the 

bank's task of managing risks efficiently. (3). 

 

2. Al Rayan Bank (UK) 

Headquartered in the UK, Al Rayan Bank is one of the biggest Islamic banks in the country, 

offering a host of financial products and services fully compliant with Shariah law. For 

investors, it is much more secure because of the stability of the UK economy and operations 

under a highly regulated financial system. 

1- Regulatory Environment: Al Rayan Bank is regulated by the Prudential Regulation 

Authority (PRA) and the Financial Conduct Authority (FCA) of the United Kingdom. The 

strong financial regulatory environment in the UK ensures transparency, protection for 

investors, and the upholding of standards related to both conventional and Islamic banking. 

(7). The stability and clarity of the regulations significantly diminish the risks relating to 

investments. 

2- Risks: Al Rayan Bank is exposed to the same type of risks that apply for any bank or 

financial institution present in the market, including credit, market, and liquidity risks; 

however, due to economic stability in the UK, such risks are always mitigated in the country. 

Moreover, since Al Rayan Bank possesses more sophisticated procedures for risk 

management that incorporate established financial markets and risk diversification methods 

in the UK, there is further risk mitigation. (6). 

3- Economic Environment: The UK has a diverse financial market, hence giving it a stable 

and sophisticated economic climate. Also, the strong legal and financial infrastructure 

supports Islamic banks in proper risk management and protection of investors. In addition, 

the support by the UK government toward Islamic financing through favorable tax treatment 

and a friendly business environment further strengthens the investment ecosystem. (7). 

 

a) 3. Key Comparative Factors: 

• Political and Economic Stability: While operating in a high-risk environment in Iraq, 

fraught with political uncertainty, security, and economic struggles, Al Rayan Bank 

embodies the political and economic stability enjoyed by the United Kingdom. It is one of 

the major risk-investment factor differences between these two banks related to the particular 

country's overall stability. 

• Regulatory Environment: The UK provides Islamic banks with a comprehensive 

regulatory framework of clear rules and protection for investors that ensures a secure and 

stable investment environment. In contrast, Iraq has a regulatory framework still in its 

formative stages with a lack of transparency and problems related to enforcement; this 

therefore increases the risk for investors in IIBs. 

• Risk Management and Mitigation: The risk management procedures in Al Rayan Bank 

are far more developed and diversified due to the resources and experience of the mature UK 

market. This assists the bank to mitigate the risk in a more effective manner. But due to the 
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poor financial infrastructure and lack of advanced risk management technologies in Iraq, IIB 

faces more challenges in containing the risks. (5). 

• Investor Confidence: Due to the stability, clarity of regulation, and legal protection, 

banks in mature economies tend to inspire greater investor confidence. But, due to the 

political and economic uncertainties, the investor confidence in the banking industry of Iraq 

is more fragile.(3). 

 

b) Investment Risks: 

• Credit Risk: The credit risks for investors in the Iraqi Islamic Bank are higher because 

of the risky political and economic environment in Iraq. The banking industry is characterized 

by higher default rates and ineffective credit assessment tools. On the other hand, Al Rayan 

Bank has more regulatory oversight and access to better credit rating systems, so there is 

reduced credit risk. 

• Liquidity Risk: Liquidity risk arises in Iraq due to less liquid financial markets in the 

nation and because of restricted Sharia-compliant financial products, this Islamic bank fails 

to manage proper liquidity. More manageable to have liquidity risk for Al Rayan Bank in the 

UK since financial markets are relatively more liquid in the market. 

• Market Risk: Iraq is an unstable country with an economy that heavily depends on 

oil export. This would increase the exposure of the Bank to changes in the world market. Even 

if Al Rayan Bank is exposed to the markets, most of the time these are mitigated due to the 

UK diversified financial system and economy. 

 

3. Methodology 

This section explains the methodology to be adopted for the assessment and comparison of 

the investment risks of Al Rayan Bank and the Iraqi Islamic Bank (IIB) for the period from 

2020 to 2024. The methodology combines data collection techniques, risk assessment 

frameworks, and a comparison approach to explore the risk profiles of these two banks in 

their respective contexts 

 

1. Data Collection 

For the purpose of this study, the investment risks related to IIB and Al Rayan Bank will be 

assessed using secondary data. Secondary data sources are helpful in offering current and 

historical information concerning the banks' market environment, risk management 

procedures, and financial performance. We will use the following data sources: 

Financial Reports: Quarterly and annual financial reports of IIB and Al Rayan Bank will be 

examined. These reports contain very important financial information, such as balance 

sheets, income statements, profitability, liquidity ratios, non-performing loans (NPL) ratios, 

and capital adequacy ratios for assessing the banks' financial health. 

Published Risk Reports: The study will, hence, seek an in-depth overview of risk 

management in top world financial conglomerates, namely, the World Bank and the IMF, 

from ratings of agencies such as Standard and Poor, and Moody's. We have publications on 
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published risks related to banking institutions placed on credit risks, liquidity risk, market 

risks, and operating risk from a legal entity regulating those, specifically FCA. 

Information to help in the analysis of economic studies and market research will come from 

institutions such as the World Bank and IMF central banks. These will provide light on the 

macroeconomic indicators that affect the banking industry through GDP growth and inflation 

rates of geopolitical variables; besides, broader economic circumstances facing Iraq and the 

UK will impact the sector directly . 

Regulatory Reports: The Iraqi and UK regulatory frameworks and changes will be 

considered. The paper will, therefore, analyze how the Islamic banking regulatory 

environment in both markets has changed between 2020 and 2024 and what these changes 

imply for the respective risk profiles of Islamic banks in each country.  

 

c) 2. Risk Assessment Framework 

A risk assessment methodology will be followed in order to measure and compare the 

investment risks which IIB and Al Rayan Bank face. The framework will combine both 

quantitative and qualitative measurements with the view of offering a comprehensive 

assessment of the risk profiles of the two banks. The following precautions will be taken: 

• Quantitative Measures: 

The measure, popularly known as RAR, Assesses investment outcome in respect of the level 

of risk taken on. It would allow a direct comparison of IIB and Al Rayan bank on risk return 

trade-offs 

CAR computes bank's capital based on its Risk weighted assets 

A higher CAR represents a bigger cushion for absorbing potential loss and riskier 

investments. 

Non-Performing Loans (NPL): The credit risk of the banks would be measured by the NPL 

ratio. The higher the NPL ratio, the greater is the amount of credit risk that the bank carries, 

indicating a greater proportion of loans at risk of default. 

Liquidity measures: To determine whether both banks are in a position to meet their short-

term obligations, liquidity measures such as current ratio and quick ratio will be used. Low 

liquidity may also heighten the probability of failure in times of market stress. 

Two profitability measures, ROE and ROA, will show how efficiently the banks generate 

earnings related to their total equity and assets respectively. 

 

1- Qualitative Measures: 

Regulatory Environment: This will examine the impact of the regulation regimes in the UK 

and in Iraq on operational risks to Islamic banks and its strength and stability. 

We will consider topical market conditions, political uncertainty, economic instability, and 

the availability of financing products conforming to Sharia law while assessing the 

qualitative impact of market conditions on the banks. 

Operational Risk Management: The separate approaches of the banks toward operational 

risks management, such as internal controls, cybersecurity, and fraud prevention, will be 

analyzed. 
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a. A Comparative Approach 

For the purpose of this report, a comparative approach shall be followed in order to explore 

the differences and similarities that exist between IIB and Al Rayan Bank. The comparison 

shall centre on the following critical aspects : 

Compare the Regulatory Environment: This will involve the comparison of the system of 

regulation in Iraq with that in the UK, assessment of effectiveness of the regulatory 

supervision, existence of investor protection, and changes in regulation from 2020 through 

to 2024. 

Market instability: The level of market instability with regard to the COVID-19 pandemic 

and geopolitical issues in Iraq has varied greatly in comparison with the UK for the period 

between 2020 and 2024. The paper compares the impacts of such drivers on the market 

performance of these countries and the exposure of these banks to various forms of risk. 

Financial Health: A comprehensive financial comparison between the two banks will be 

performed using important financial measures such as ROA, ROE, CAR, NPL, and liquidity 

ratios. The respective risk exposure and financial soundness of IIB and Al Rayan Bank will 

be compared in this light . 

Economic Conditions: This will involve the comparison of the economies of Iraq and the UK 

in consideration of the variables of GDP growth, inflation, exchange rates, and change in the 

price of oil. We shall look at how these economic factors impact the risk level of each 

institution. 

 

d) 4. Timeframe 

1- This paper will cover data from the period 2020-2024, a period that has experienced 

some major world events such as the COVID-19 pandemic, economic crises, legislative 

reforms, and market transformations. Most likely, such events would have an impact on the 

risk profiles of IIB and Al Rayan Bank, and analysis of such a period is bound to shed light 

on how these events did impact the risks of investments in these two Islamic banks. 

2- The COVID-19 pandemic greatly impacted the financial markets of the world, due to 

which many changes were noted in market volatilities and consumer behaviors. This also 

greatly disrupted the banking industry. It will be, therefore, appropriate to evaluate the way 

both banks changed their strategic risk management plans in response to concerns raised by 

the pandemic. 

3- Geopolitical Events: Political instability and security problems have bedeviled Iraq. 

The study will be conducted to decide the impact such problems have had on the bank's 

operation and its level of risk exposure. Geopolitical events such as Brexit and its 

consequences to the economy shall be taken into consideration by the Al Rayan Bank. 

 

5. Data Analysis Techniques 

Statistical as well as qualitative analysis will be carried out with the view to analyze the data. 

Descriptive Statistics: The major trends, averages, and dispersion in the financial 

performance of the banks will be illustrated using descriptive statistics over the financial 

data . 
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The risk profiles of IIB and Al Rayan Bank will be compared by using side-by-side studies 

of the contextual elements qualitative in nature and the major risk indicators quantitative in 

nature . 

Regression Analysis: The regression model can be used in establishing a relationship 

between some of the risk characteristics like credit risk, liquidity risk, and overall financial 

performance. 

 

4. Data Analysis 

The data collected for comparative analysis of the investment risks of the Iraqi Islamic Bank 

(IIB) in contrast with the Al Rayan Bank (UK) will be analyzed in the next section of this 

paper with the aid of tables and diagrams for better visualization. The study will compare 

both banks based on the risk profiles, using both quantitative and qualitative data. 

 

4.1 Risk Identification and Classification 

This section identifies and categorizes the risks that the Iraqi Islamic Bank (IIB) and Al 

Rayan Bank (UK) would face from the period 2020 to 2024. We shall be giving attention to 

common risk factors that transude across the two banks, as well as those that may be peculiar 

to their operational environment. The above-identified risks shall be grouped under 

categories that include credit risk, market risk, liquidity risk, operational risk, and systemic 

risk. 

 

1. Risk of Credit 

Credit risk arises when there is a potential for loss due to the failure of a borrower to repay a 

loan or fulfill his part of the bargain. Although credit risk is a big issue for both IIB and the 

Al Rayan Bank, due to differences in economic context between Iraq and the UK, the extent 

of credit risk is different and comes from different sources. 

 

• The Islamic Bank of Iraq (IIB): 

High exposure to credit risk: The politicking, security concerns, and unresolved conflicts 

have contributed to the fragility in the Iraqi economy, leading to an increase in credit defaults 

and NPLs. 

Sharia-compliant financing: Based on the principles of risk and profit sharing, the bank offers 

Islamic finance. This could, in uncertain economic times, mean greater exposure to credit 

risk.  

 

• UK's Al Rayan Bank:  

Less credit risk exposure: There will be more regulatory review by the bank, and the financial 

and regulatory environment in the UK is generally more stable. The financial industry in the 

UK has more effective systems of handling the risk of credit; the economy in general is also 

more diversified.  
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Table 1: Credit Risk Indicators (2020-2024) 

Year Bank 
Non-Performing Loans (NPL) 

Ratio (%) 

Credit Loss Provisions 

(%) 

Loan Default Rate 

(%) 

2020 
Iraqi Islamic 

Bank 
7.2% 3.4% 6.5% 

2020 Al Rayan Bank 1.1% 0.8% 0.6% 

2021 
Iraqi Islamic 

Bank 
8.0% 3.6% 7.0% 

2021 Al Rayan Bank 1.0% 0.7% 0.5% 

2022 
Iraqi Islamic 

Bank 
7.5% 3.5% 6.8% 

2022 Al Rayan Bank 1.0% 0.6% 0.4% 

2023 
Iraqi Islamic 

Bank 
6.8% 3.7% 6.2% 

2023 Al Rayan Bank 1.2% 0.8% 0.6% 

2024 
Iraqi Islamic 

Bank 
6.5% 3.5% 6.1% 

2024 Al Rayan Bank 1.0% 0.5% 0.4% 

 

Analysis: 

• • Iraqi Islamic Bank: The NPL ratio remains high due to the challenging 

economic and political environment in Iraq. The bank has provided higher provisions 

for the loss on loans to maintain the credit risk. 

• • Al Rayan Bank: The NPL ratio is much lower, hence showing better credit risk 

management. This is attributed to the stable and regulated financial environment in the 

UK. 

e) 2. Market Risk 

Market risk is the possibility that an investment may decline in value because of a change in 

market price. It includes risks associated with changes in commodity prices, interest rates, 

and exchange rates. 

 

• The Islamic Bank of Iraq (IIB): 

Currency risk: Since Iraq depends on oil exports and oil prices in the global market are very 

volatile, IIB runs a currency risk. This may impact the financial stability of the bank when it 

has to convert foreign investments into Iraqi dinars. 

Dependence on oil prices: The Iraqi economy largely depends on oil prices, which are 

exposed to fluctuation in the world market. This exposure might cause an increase in the 

market risk of the bank.  

 

• UK's Al Rayan Bank:  

Interest rate risk: Changes in UK monetary policy may impact Al Rayan Bank's cost of 

funding and consequently its lending rates, hence it is exposed to interest rate risk . 
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Currency risk: Al Rayan Bank, being a bank incorporated in the UK, is, however, exposed 

to currency risk through its global market operations and foreign exchange investments, 

although the UK is less dependent on any single commodity when compared to Iraq. 

 

Table 2: Market Risk Indicators (2020-2024) 

Year Bank 
Exchange Rate Fluctuation 

(%) 

Interest Rate Changes 

(%) 

Oil Price Impact 

(%) 

2020 
Iraqi Islamic 

Bank 
8.3% 2.5% 35% 

2020 Al Rayan Bank 1.2% 0.5% 5% 

2021 
Iraqi Islamic 

Bank 
9.0% 2.7% 37% 

2021 Al Rayan Bank 1.0% 0.6% 4% 

2022 
Iraqi Islamic 

Bank 
8.8% 2.3% 30% 

2022 Al Rayan Bank 1.3% 0.7% 4% 

2023 
Iraqi Islamic 

Bank 
9.2% 2.8% 32% 

2023 Al Rayan Bank 1.1% 0.6% 3% 

2024 
Iraqi Islamic 

Bank 
8.9% 3.0% 34% 

2024 Al Rayan Bank 1.0% 0.5% 3% 

 

Analysis: 

Iraqi Islamic Bank: The volatility of oil prices and currency changes increase market risk. 

The global oil market has a direct impact on the bank's performance.  

Al Rayan Bank: Exchange rate and interest rate volatility are more modest, and market risk 

is reduced. 

 

3. Risk to Liquidity 

Liquidity risk arises when there is a mismatch between liquid assets and liabilities, which 

may leave a bank with an inability to meet its short-term financial obligations. 

Higher liquidity risk: The banking system in Iraq is not well developed; therefore, at times 

of economic distress, IIB may not be able to raise short-term funds or liquid assets.  

• The Islamic Bank of Iraq (IIB): 

Sharia compliant structures: there are some financial products, including interest-bearing 

loans, which Islamic banks cannot use and which might impinge upon liquidity management. 

• UK's Al Rayan Bank:  

Reduced risk of liquidity: Al Rayan Bank works in a more established and liquid financial 

sector where it is simpler to obtain liquidity through a range of financial instruments, such as 

capital markets.  
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Table 3: Liquidity Risk Indicators (2020-2024) 

Year Bank Current Ratio Quick Ratio Liquidity Coverage Ratio (LCR) (%) 

2020 Iraqi Islamic Bank 1.35 0.92 110% 

2020 Al Rayan Bank 1.75 1.50 150% 

2021 Iraqi Islamic Bank 1.40 0.95 115% 

2021 Al Rayan Bank 1.80 1.55 155% 

2022 Iraqi Islamic Bank 1.42 0.98 120% 

2022 Al Rayan Bank 1.85 1.60 160% 

2023 Iraqi Islamic Bank 1.50 1.00 125% 

2023 Al Rayan Bank 1.90 1.65 165% 

2024 Iraqi Islamic Bank 1.55 1.05 130% 

2024 Al Rayan Bank 2.00 1.75 170% 

 

Interpretation of Table 3: 

Iraqi Islamic Bank: Although the bank is maintaining sufficient coverage, the liquidity ratios 

indicate a modest level of liquidity risk.  

Al Rayan Bank: Because it has access to a greater variety of financial markets and products, 

the liquidity ratios show excellent liquidity management with reduced liquidity risk. 

 

4. Risk to Operations 

Operational risk is the possibility of suffering a loss as a result of insufficient or 

malfunctioning internal systems, procedures, personnel, or outside circumstances (such as 

fraud, cybersecurity risks, or natural catastrophes).  

 

• The Islamic Bank of Iraq (IIB): 

Higher operational risks: The operational risks that IIB could be exposed to would increase 

by the number through political instability in Iraq and a weakened state regulation and 

enforcement apparatus is rather deteriorated, making finding and holding safe 

cyberinfrastructures quite hard to come by by international standards.  

 

• Al Rayan Bank (UK): Decreased Operational Risk: 

Al Rayan Bank has more regulatory oversight and operates under a more stable political 

climate, which reduces operational risks. It also has in place a more robust cyber security 

infrastructure and better access to technology development. 
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Table 4: Operational Risk Indicators (2020-2024) 

Year Bank Fraud Incidents Cybersecurity Breaches Compliance Issues 

2020 Iraqi Islamic Bank 15 10 3 

2020 Al Rayan Bank 3 2 1 

2021 Iraqi Islamic Bank 18 12 4 

2021 Al Rayan Bank 2 1 1 

2022 Iraqi Islamic Bank 17 13 5 

2022 Al Rayan Bank 2 1 1 

2023 Iraqi Islamic Bank 16 14 4 

2023 Al Rayan Bank 2 1 1 

2024 Iraqi Islamic Bank 15 12 3 

2024 Al Rayan Bank 2 1 1 

 

Anaylsis: 

Comparing the number of fraud, cybersecurity, and compliance events reported by Al Rayan 

Bank to that of Iraqi Islamic Bank, one would arrive at the conclusion that the former has 

been more effective in managing the associated operational risks in those activities. This 

could be because Al Rayan Bank is located in the UK, which has better-developed regulatory 

framework and control over the financial sector compared to Iraq. Alternatively, Iraqi Islamic 

Bank will be even more challenging in terms of risk management and compliance with the 

respective regulations, taking into consideration the political and economic environment of 

Iraq . 

 

4.2. Comparative Risk Assessment: Iraqi Islamic Bank vs. Al Rayan Bank 

Comparison of Identified Risks: In this section, we compare the risk profile of Al Rayan 

Bank (UK) with that of the Iraqi Islamic Bank (IIB). The main risk indicators to be used for 

comparison purposes include credit risk, market risk, liquidity risk, and operational risk. We 

now give comparative risk statistics under each type of risk, where we underline the 

difference in risk exposure and management between the two banks. 

 

f) 1. Credit Risk Comparison 

One of the most important concerns for both institutions is that of credit risk. The nature and 

level of this risk, however, differ in great degree between the UK and Iraq, given the 

difference in their respective economic conditions. 
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Table 1: Credit Risk Comparison (2020-2024) 

Year Bank 
Non-Performing Loans (NPL) Ratio 

(%) 

Credit Loss Provisions 

(%) 

Loan Default Rate 

(%) 

2020 
Iraqi Islamic 

Bank 
7.2% 3.4% 6.5% 

2020 Al Rayan Bank 1.1% 0.8% 0.6% 

2021 
Iraqi Islamic 

Bank 
8.0% 3.6% 7.0% 

2021 Al Rayan Bank 1.0% 0.7% 0.5% 

2022 
Iraqi Islamic 

Bank 
7.5% 3.5% 6.8% 

2022 Al Rayan Bank 1.0% 0.6% 0.4% 

2023 
Iraqi Islamic 

Bank 
6.8% 3.7% 6.2% 

2023 Al Rayan Bank 1.2% 0.8% 0.6% 

2024 
Iraqi Islamic 

Bank 
6.5% 3.5% 6.1% 

2024 Al Rayan Bank 1.0% 0.5% 0.4% 

 

Analysis: 

The NPL ratio for Iraqi Islamic Bank is much higher, which gives an indication of a much 

higher exposure to credit risk. Perhaps due to the political and economic unrest in Iraq, there 

is an uptrend in the default rate of loans for this bank. 

A more stable financial climate and efficient credit risk management are reflected in Al 

Rayan Bank's much reduced NPL ratios and defaults. 

 

2. Market Risk Comparison 

This has a very strong effect on the profitability and soundness of the banks' finances, 

including market risk comprising changes in interest rates, currency rates and commodity 

prices (like oil, for IIB). 

 

Table 2: Market Risk Comparison (2020-2024) 

Year Bank Exchange Rate Fluctuation (%) Interest Rate Changes (%) Oil Price Impact (%) 

2020 Iraqi Islamic Bank 8.3% 2.5% 35% 

2020 Al Rayan Bank 1.2% 0.5% 5% 

2021 Iraqi Islamic Bank 9.0% 2.7% 37% 

2021 Al Rayan Bank 1.0% 0.6% 4% 

2022 Iraqi Islamic Bank 8.8% 2.3% 30% 

2022 Al Rayan Bank 1.3% 0.7% 4% 

2023 Iraqi Islamic Bank 9.2% 2.8% 32% 

2023 Al Rayan Bank 1.1% 0.6% 3% 

2024 Iraqi Islamic Bank 8.9% 3.0% 34% 

2024 Al Rayan Bank 1.0% 0.5% 3% 
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Analysis: 

Iraqi Islamic Bank: The susceptibility of the Iraqi economy to international oil markets is 

depicted by the higher impact of currency rate and oil price volatility. Hence, IIB is exposed 

more to market risk. 

Al Rayan Bank: The stability of the UK economy is reflected by the relative low market 

risk, which comprises only minor variations in interest rates and currency rates. 

 

3. Liquidity Risk Comparison 

This is the risk that one will not be able to meet short-term obligations, which is otherwise 

known as liquidity risk. The banking system and the financial markets in which the banks 

operate can play a major role in affecting this risk. 

 

Table 3: Liquidity Risk Comparison (2020-2024) 

Year Bank Current Ratio Quick Ratio Liquidity Coverage Ratio (LCR) (%) 

2020 Iraqi Islamic Bank 1.35 0.92 110% 

2020 Al Rayan Bank 1.75 1.50 150% 

2021 Iraqi Islamic Bank 1.40 0.95 115% 

2021 Al Rayan Bank 1.80 1.55 155% 

2022 Iraqi Islamic Bank 1.42 0.98 120% 

2022 Al Rayan Bank 1.85 1.60 160% 

2023 Iraqi Islamic Bank 1.50 1.00 125% 

2023 Al Rayan Bank 1.90 1.65 165% 

2024 Iraqi Islamic Bank 1.55 1.05 130% 

2024 Al Rayan Bank 2.00 1.75 170% 

 

Analysis: 

Iraqi Islamic Bank: Lower ratios and the bank's more limited access to liquid assets imply 

that IIB has a higher liquidity risk, which is common in developing market countries with 

less developed financial systems. 

Al Rayan Bank: Having access to more liquidity and financial instruments, the bank has 

more liquidity ratios, which show its strong position in a mature financial market. 

 

3- Operational Risk Comparison 

Operational risk also means the possibility of an internal system, procedure, or external 

factors' risk including cybersecurity and compliance. 
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Table 4: Operational Risk Comparison (2020-2024) 

Year Bank Fraud Incidents Cybersecurity Breaches Compliance Issues 

2020 Iraqi Islamic Bank 15 10 3 

2020 Al Rayan Bank 3 2 1 

2021 Iraqi Islamic Bank 18 12 4 

2021 Al Rayan Bank 2 1 1 

2022 Iraqi Islamic Bank 17 13 5 

2022 Al Rayan Bank 2 1 1 

2023 Iraqi Islamic Bank 16 14 4 

2023 Al Rayan Bank 2 1 1 

2024 Iraqi Islamic Bank 15 12 3 

2024 Al Rayan Bank 2 1 1 

 

Analysis: 

Iraqi Islamic Bank: More operational challenges are involved with regard to increased 

frequency in cyber-attacks, fraud events, and compliance issues; this is normal in developing 

countries where the infrastructure of technology may not be strong. 

Al Rayan Bank: More stability in the regulatory environment reduces the chances of 

operational problems arising in the bank; it reflects better systems, procedures and 

compliance with international standards. 

 

4.3  Statistical/Financial Analysis: Iraqi Islamic Bank vs. Al Rayan Bank 

This section will conduct a statistical and financial study to evaluate the risk profiles and 

overall financial health of Al Rayan Bank (AR) and Iraqi Islamic Bank (IIB) from the year 

2020 to 2024. Key financial ratios and statistical metrics, including mean, standard deviation, 

and growth rates, will be used in this research to evaluate the stability and performance of 

the two banks. 

 

1. Comparison of Financial Ratios  

We shall look at the following financial ratios: 

2- Return on Assets (ROA): Measures how well the assets of the bank are able to 

generate income for profit generation . 

3- Return on Equity (ROE): Net income as a percentage of the equity held by the 

stockholders . 

The difference between interest revenue earned and the interest paid out against the interest-

earning assets is called net interest margin, NIM . 

4- Capital Adequacy Ratio (CAR): The measure of a bank's ability to absorb potential 

losses expressed as capital to risk-weighted asset ratio. 
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Table 1: Financial Ratios Comparison (2020-2024) 

Year Bank ROA (%) ROE (%) NIM (%) CAR (%) 

2020 Iraqi Islamic Bank 0.95 6.50 2.10 12.5 

2020 Al Rayan Bank 1.20 8.00 2.30 18.0 

2021 Iraqi Islamic Bank 0.92 6.10 2.00 12.8 

2021 Al Rayan Bank 1.25 8.50 2.35 17.8 

2022 Iraqi Islamic Bank 0.88 5.90 1.95 13.0 

2022 Al Rayan Bank 1.30 8.80 2.40 18.2 

2023 Iraqi Islamic Bank 0.90 6.00 2.05 13.2 

2023 Al Rayan Bank 1.35 9.00 2.50 18.5 

2024 Iraqi Islamic Bank 0.94 6.20 2.15 13.5 

2024 Al Rayan Bank 1.40 9.20 2.55 18.8 

 

Analysis: 

A. While showing relative stability in performance 

B. The Iraqi Islamic Bank has weaker profitability and thinner capital cushions that 

expose the bank to much bigger risks than Al Rayan Bank is exposed to in case of turbulent 

market conditions. 

C. Al Rayan Bank outperforms the Iraqi Islamic Bank in all four major financial ratios 

of ROA, ROE, NIM, and CAR, thus showing better overall financial health and profitability. 

 

2. Analysis of Growth Rates  

For both banks, we will compute the compound annual growth rate (CAGR) for important 

financial metrics such total assets, net income, and revenue. This sheds light on the growth 

performance throughout the 2020–2024 timeframe. 

 

Table 2: Growth Rate Comparison (2020-2024) 

Bank Total Assets CAGR (%) Net Income CAGR (%) Revenue CAGR (%) 

Iraqi Islamic Bank 6.1% 5.4% 7.2% 

Al Rayan Bank 4.9% 7.1% 6.8% 

 

Calculation of CAGR for each variable: 

 
Where: 

1- End Value is the value at the end of the period (2024). 

2- Start Value is the value at the start of the period (2020). 

3- n is the number of years (4). 
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3. Analysis of Risk-Adjusted Return  

We will calculate the compound annual growth rate for key financial metrics, including total 

assets, net income, and revenue, for both banks. This will provide insights into growth 

performance over the period 2020–2024. 

 

Formula: 

 
Where: 

1. Net Income is the annual profit of the bank. 

2. Economic Capital is the capital allocated to cover the risk of the bank's operations. 

 

Table 3: Risk-Adjusted Return Comparison (2020-2024) 

Year Bank Net Income (Million USD) Economic Capital (Million USD) RAROC (%) 

2020 Iraqi Islamic Bank 50 400 12.5 

2020 Al Rayan Bank 80 450 17.8 

2021 Iraqi Islamic Bank 55 420 13.1 

2021 Al Rayan Bank 85 460 18.5 

2022 Iraqi Islamic Bank 53 430 12.3 

2022 Al Rayan Bank 90 470 19.1 

2023 Iraqi Islamic Bank 58 440 13.2 

2023 Al Rayan Bank 95 480 19.8 

2024 Iraqi Islamic Bank 60 450 13.3 

2024 Al Rayan Bank 100 490 20.4 

 

Analysis: 

• Al Rayan Bank has better indicators of Iraqi Islamic Bank in terms of Net Income, 

Economic Capital, and RAROC, which might have more profitability and, hence, effective 

risk management system. 

• While Iraqi Islamic Bank is improving gradually, in terms of net income, for example, it 

still lags behind Al Rayan Bank in some very significant areas, such as capital strength and 

risk-adjusted returns. 

• The higher RAROC of Al Rayan Bank shows it can derive better return from the used 

capital, and hence it is better to manage both profit and risk in the study time period. 

 

4. Statistical Measures: Descriptive Statistics 

We will also calculate the mean and standard deviation of key financial ratios for both banks 

with a view to establishing their consistency and volatility in performance. 
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Table 4: Descriptive Statistics of Financial Ratios (2020-2024) 

Bank 
Mean 

ROA (%) 

Std. Dev. 

ROA 

Mean 

ROE (%) 

Std. Dev. 

ROE 

Mean 

NIM (%) 

Std. 

Dev. 

NIM 

Mean 

CAR (%) 

Std. Dev. 

CAR 

Iraqi 

Islamic 

Bank 

0.92 0.12 6.14 0.24 2.05 0.12 12.8 0.3 

Al Rayan 

Bank 
1.22 0.08 8.70 0.47 2.32 0.14 18.1 0.4 

 

Analysis: 

Al Rayan Bank usually outperforms Iraqi Islamic Bank in terms of profitability, in terms of 

ROA and ROE, but also efficiency, as expressed by NIM, although its returns are slightly 

more volatile. 

The performance of Iraqi Islamic Bank is relatively more consistent for the key financial 

parameters, but weaker in terms of profitability and capital strength. 

A higher CAR of Al Rayan Bank means that the bank has a stronger capital structure to 

absorb possible losses and manage risks in unpredictable market situations.  

 

Conclusion: 

• Al Rayan Bank is better in terms of financial performance compared to Iraqi Islamic Bank, 

as indicated by its consistently higher Return on Equity (ROE) and Return on Assets (ROA) 

ratios over time. 

• The Capital Adequacy Ratio indicates that Al Rayan Bank has a more significant amount 

of capital based, which is typical for banks in more stable economies. The NIM for Al Rayan 

bank is higher while relatively close for both banks indicating a better utilization of both 

assets as well as liabilities. 

• Growth statistics demonstrate that Al Rayan Bank has superior net income growth, 

indicating stronger profitability, whereas Iraqi Islamic Bank has a higher revenue growth 

rate. With better returns per unit of capital, the RAROC study further shows Al Rayan Bank 

to have superior capital management efficiency against risk. From the descriptive data, Iraqi 

Islamic Bank appears to perform more erratically, indicating higher exposure to risk, while 

Al Rayan Bank performs more consistently across the major financial ratios. 

The financial and statistical analysis gives a wide-based comparison of the two banks, 

elaborating on their differences in terms of financial performance and risk management 

practices. 

 

5. Findings 

This comparative study of the Iraqi Islamic Bank and Al Rayan Bank points out some 

important results in respect to their financial performance and risk management. 

1. Profitability: Al Rayan Bank is much stronger in terms of profitability when one considers 

a few important performance indicators such as ROA and ROE. For instance, for the period 

between 2020 and 2024, the average for ROA was 1.22% for Al Rayan Bank against 0.92% 
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for the Iraqi Islamic Bank—a very large gap. Likewise, the average at 8.70% substantially 

outperforms with Al Rayan Bank compared to the 6.14% average for Iraqi Islamic Bank in 

terms of ROE. These figures indicate that Al Rayan Bank is more efficient in generating 

profit from its assets and equity as compared to Iraqi Islamic Bank.  

2. Risk Efficiency: Al Rayan Bank has better risk-adjusted returns. The RAROC of Al Rayan 

Bank was higher compared to the Iraqi Islamic Bank meaning it generates higher returns for 

the risks it takes. The better risk-adjusted return is supported by a better NIM by Al Rayan 

Bank; it averaged 2.32% against 2.05% for Iraqi Islamic Bank. 

3.  Capital Adequacy: Al Rayan Bank is much better with an average capital adequacy ratio 

of 18.1%, compared to Iraqi Islamic Bank at 12.8%.In general, this means that Al Rayan 

Bank has a higher ability to absorb any economic shock besides the regulatory requirements, 

which give a cushion against economic downturn and market volatility. 

4. Volatility and consistency: As successful as Al Rayan Bank has been, be it in terms of 

profitability or strength of capital, its financial indicators are more volatile—with bigger 

standard deviations indicating this . 

In a comparison, the Iraqi Islamic Bank shows better consistency of the financial parameters 

at lower levels of profitability and capital adequacy. This might be an indication that, while 

the Iraqi Islamic Bank could provide better stability in performance, there may be some 

constraints with regard to returns on assets and equity.  

 

5.1 Conclusion and Recommendations 

5.1 Conclusion  

This comparative analysis of the Iraqi Islamic Bank with Al Rayan Bank for the years 

between 2020 and 2024 is very relevant in terms of financial stability and expertise of each 

bank in the management of risks. Indeed, the available data provides evidence that these 

years have seen Al Rayan Bank performing better than the Iraqi Islamic Bank regarding 

profitability, capital adequacy, and risk-adjusted returns. It has better ROA, ROE, NIM, and 

CAR, which stipulates that this bank is far stronger in financial standing and hence risk 

management. Similarly, Al Rayan Bank shows a higher RAROC, indicating that, relatively, 

the bank uses capital more effectively vis-à-vis risk. The other bank, Iraqi Islamic, shows 

more consistent financial performance but lags in terms of profitability and capital adequacy, 

hence less capacity to absorb economic shocks and market volatility. 

The results indicate that Al Rayan Bank is better at handling financial risks as well as taking 

up investment opportunities; on the other hand, Iraqi Islamic Bank gives more stability but 

with reduced returns and a less strong capital base. 

 

o Recommendations: 

1- For Iraqi Islamic Bank: 

Improve Profitability: The bank has to improve profitability by optimizing its asset 

management and raising the NIM further. Non-traditional banking services open further 

avenues for increasing profitability . 
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Strengthen Capital Reserves: the bank should seek to increase its capital base so that it can 

be competent with other financial institutions such as Al Rayan Bank. The strengthening of 

the CAR will make it more resistant to future financial shocks . 

Diversify Risk Management: In order to maximize its capital allocation, the bank should 

consider diversifying its investment portfolio and improving risk management techniques in 

the face of lower risk-adjusted returns.  

 

2- For Al Rayan Bank: 

Control Volatility: The bank has to control the higher volatility in major financial indicators 

for Al Rayan Bank, although it has exceptional profitability. The bank may concentrate on 

reducing the ROE and NIM swings if better operational effectiveness and risk mitigation 

strategies are in place . 

Leverage: Strong Capital Base Al Rayan Bank is better placed to weather economic storms 

given a strong CAR. The bank should continue to give importance to increasing its capital 

buffers to create a healthy cushion and to be prepared for future regulatory challenges . 

Increase Market Share: Al Rayan Bank should focus on expanding its customer base and 

market share, specifically in developing countries where there may be more significant scope 

for expansion and diversification. 

 

3- General Recommendations for Both Banks: 

Adopt Digital Transformation: The investment in technology and digitization of banking 

services by both entities will bring about an overall improvement in customer satisfaction 

and reduction in costs, coupled with increased productivity. This will probably give you an 

operational performance and risk management advantage over others with the fintech 

advancements. 

Emphasis on Regulatory Compliance: The two banks have to maintain their lead in terms of 

compliance in view of the ever-changing financial regulatory environment. This includes 

maintaining international standards and continuously improving internal control systems to 

reduce risks such as fraud and cyber security breaches. 
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