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Comparative Analysis of Credit Risk in Islamic Banking
Versus Current Banking

Mahdi Sadeghi Shahedani”
Mohammad Ebrahim Agha Babaee™

Credit risk is defined as a situation in which the liability itself and its
interests are not paid back based on the terms determined in contract. In fact,
it is considered as the most important risk each bank has to encounter,
among the ones present in banking operations, which is actually because of
bank's later life being dependent on it. Therefore, carefully taken into
account, the factors effective on the risk and the sound management of it can
guarantee the bank's stability and profitability. Though the current banking
has taken the various dimensions of the issue into consideration, due to the
different nature of Islamic banking, it is highly necessary to investigate the
risk and, what is more important, to examine the attitude of Islam toward
risk in general. Hence, the aim underlying the present study is to explain the
attitude of Islam to the concept of risk and also to present a theoretical
analysis through which to compare credit risk in Islamic banking versus
current banking.

Although the concepts of risk and gharar are similar in meaning in
Islamic discussions, it seems that the two are distinct from each other, thus
no criticism will be directed to contracts made on the basis of credit risk by
the viewpoint of Islam. Research shows that despite being less flexible in
making use of tools for the management of credit risk, Islamic banking has
naturally different contracts and treaties and dissimilar surrounding
conditions in the management of credit risk, which causes such banking to
face theoretically less credit risk, leading to the removal of restrictions
existing in the management of risk. Therefore, through having a sound
management of credit risk, such banking can be more stable compared to the
current banking.

Keywords: Islamic banking, risk, ghara, credit risk, the value exposed to risk
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