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Abstract

Islamic banking belongs to the fastest growing areas of the global financial sector. The
banks have already entered the EU market and operate in several highly multicultural
member states. However, in other parts of the EU, the system is still not brought into
existence. Due to the perceived dependency of Islamic banks on the Muslim minorities,
concerns are raised about the ability of the financial system to operate in countries with
low multiculturality. The thesis aims to evaluate the extent of adaptability of Islamic fi-
nancing solutions in the financial markets of highly multicultural and low multicultural
EU member states, more specifically, in the UK and Slovakia. Empirical data was col-
lected through the means of semi-structured interviews and analysed by qualitative con-
tent analysis. Findings indicate that the extent of adaptability of Islamic financing prod-
ucts is limited to the usage by Muslim customers. There is only a minimal demand by
other customer segments. Therefore, Islamic banks should focus on the improvement of
product attractiveness and awareness, in order to expand operations and survive in highly
multicultural countries. In low-multicultural member states, the opportunities are negli-
gible; however, product attractiveness and educating customers would be prerequisites
for entering the market.

(196 words)
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1 Introduction

1.1 Current situation

Throughout the history of every nation, religion has always represented a crucial factor
for its economic development. Islam has been particularly linked to the provision of Is-
lamic financial services (Aioanei, 2007, p.7). Due to growing globalisation and migration,
financial integration and liberalisation have also affected the performance of Islamic fi-
nancial system and spread its operations to the surrounding markets (Musa & Musova,

2010).

The concept can be defined as a set of financial practices complying with the Koranic
principles of Islamic religious law. The system puts emphasis on socially responsible in-
vestments, prohibition of interest as a source of revenue or operating in morally imper-
missible sectors (Musa & Musova, 2010, p. 1; Pepinsky, 2013, para.10). Proponents of
Islamic banking argue that the core standards ensure greater stability in the economy and
are more sustainable than its conventional counterpart. Furthermore, it is perceived as
being less exposed to financial crisis and distress (Mauro et al., 2013, p. 45; Spangler,
2013).

Modern Islamic banking system emerged in the 70s (Musa & Musova, 2010, p. 1). How-
ever, the biggest growth has been experienced during the last decade as it has been ex-
panding at the rate of 10-12% annually (Alawode, 2015, para. 3). Islamic banking grows
at the accelerated pace, belonging to one of the fastest growing areas of the financial
sector in the world (Musa & Musova, 2010, p. 1). Overall, there are more than 500 Islamic
financial institutions active in 75 countries in the world. In 2013, Islamic banking industry
accounted for a value of $ two trillion and is projected to rise to $ four trillion by 2020
(Alotaibi & Asutay, 2015, p. 8; The Guardian, n.d., para.8). Yet, it still accounts for rather
small global market share (Mauro et al., 2013, p. 18). The banking system is tied up
mainly with the religion itself. Islam is recognized to be the fastest expanding religion
globally professed by 1.6 billion people (Aioanei, 2007, p. 9). Strengthened by ongoing
migration, the demand for Islamic banking services appears to be international. In spite
of their inherent operational differences, western banks realize the increasing value of
Islamic banks and begin to manifest initial efforts to cooperate (Mauro et al., 2013, p. 20).
The banking system has also gained increased attention from western investors and thus,

the potential clientele started to spread across other continents (Aioanei, 2007; Alawode,
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2015) As a matter of fact, 54 financial institutions are already operating on European
grounds (Khan & Porzio, 2010, p. 2).

European market conditions are perceived as favourable for further market penetration.
Not only there is a potential for market growth, but business activities between the EU
and Islamic countries are also projected to increase. In addition, the EU legal framework
offers friendly environment towards this business model (Deloitte, 2014b, p. 2). Several
European banks and investment institutions to some extent adjusted their instruments to
harmonize activities with the Islamic law (Khan & Porzio, 2010, p. 2). The first banks are
already opened and attempt to target both Muslim and non-Muslim customer base (Ai-
oanei, 2007, p.7). The banking is rooted in the UK financial sphere; the country currently
offers a choice of six financial institutions and 20 lenders providing Islamic financial
products (Kunova, 2017, para.1l). France as the biggest source of Muslim minorities
within the EU began to implement legislative changes to support pluralism in the financial
sector. Moreover, Germany's Deutsche Bank announced cooperation with Islamic banks,

in particular creating a joint venture (Kern, 2011, para. 12-18).

However, in other parts of Europe, the system is still not brought into existence (Musa &
Musova, 2010, p. 2). The ongoing challenge is to shift the mindsets of EU inhabitants and
make Islamic banking generally accepted concept whose reach would go beyond Muslim

communities (Aioanei, 2007, p. 16).

1.2 Problem statement
There are concerns about the ability of the financial system to operate in the EU due to a

high number of member states and market rules (Khan & Porzio, 2010, p. 2).

There is plenty of literature providing analysis of challenges, trends, and current stage of
adaptation of Islamic banking within the structures of the European Union. However,
similar trends can be found. First of all, although researchers tend to claim that Islamic
financial institutions attempt to reach both Muslim and non-Muslim clients, among their
main strategic advantages and unique selling proposition is to provide religiously com-
pliant products for only Muslim population (Aioanei, 2007). In 2016, 25,8 million Mus-
lims resided in the EU, representing a share of 4,9% of EU population. By 2050 the per-
centage is projected to grow up to 7,4- 14%. However, differences in single EU member
states are significant. The largest Muslim communities are located in France (8,8%), the
UK (6,3%) and Germany (6,1%). On the other hand, the lowest representation of Muslim
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ethnicity can be found in Poland (< 0,1%), Slovakia (0,1%), Baltic states (0,1- 0,2 %) and
the Czech Republic (0,2%). These countries with low Muslim population and low levels
of immigration are perceived as resistant to future above-mentioned demographic
changes (Pew Research Center, 2017). In spite of the abundance of literature on function-
ing and performance in various geographic contexts, there is still a lack of studies focus-

ing on ordinary Muslims” perspective as potential clients (Pepinsky, 2013, para.2).

Second of all, despite unified jurisdiction of the European Union, in practice, Islamic
banking appears to operate only in Western countries with the highest multiculturalism
or the highest Muslim population (Deloitte, 2014b). In the rest of Europe, there are not
a lot of local institutions offering Sharia services for the public (Musa & Musova, 2010,
p. 2). At the moment, institutions offering Sharia banking are active in Denmark, France,
Luxembourg, the Netherlands and the United- Kingdom (Sharia Banking, n.d., para.9).
As mentioned above, France has among all the European member states the largest Mus-
lim community. Together with Germany, they are recognized to hold the greatest poten-
tial (Kern, 2011, para. 17). In addition, studies are also focusing on lItaly, Ireland and
Luxembourg (Deloitte, 2014b; Mauro et al., 2013). Other parts of Europe, such as Eastern
European regions with low multiculturalism are omitted from analyses. There is also
a misconception about Islamic banking as it often creates connotations concerning radical
groups or cultures that can bias attitudes towards such a type of banking (Zaéhumensky,
2017, para.1; Zeman, 2015, para.1-2).

1.3 Research objectives and research questions
This thesis will provide theoretical and empirical arguments to answer following research

questions:

» What is the extent of adaptability of Islamic banks in the financial markets of
highly multicultural EU member states?
» To what extent can be Islamic banks implemented to the financial markets of low

multicultural EU member states?

The purpose of the research is to examine and develop a common understanding of busi-
ness opportunities for adoption of Islamic banking providing public lending (as a sub-
group of Islamic finance service industry) within the European Union. As Muslim com-
munities are recognized to be the main potential customer base, the research focuses on

the adaptability in both, highly multicultural countries with large Muslim population,
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such as the UK and low multicultural member states where the Muslim representation is
rather negligible, for instance, the Slovak Republic. Utilisation of results will provide

recommendations for future expansion of Islamic banks across the EU.

To assess the extent of adaptability in high and low multicultural member states, three
aspects will be taken into consideration. Firstly, the research will focus on the assessment
of ease of doing business [emphasis added] within the member states, examining legal
environments, existent barriers and willingness of conventional banks to cooperate (Ah-
med, 2006, p. 79; The World Bank, n.d. a). Secondly, the research will assess the current
level of market penetration [emphasis added], such as market share. Lastly, the level of
social acceptance [emphasis added] will provide valuable information about the level of
public awareness, attitudes towards Islamic banking and how various social aspects are
affecting individual's preferences (Khan & Asghar, 2012, p. 359).

This research does not intend to explore adaptability opportunities for every single mem-
ber state within the EU. It rather provides recommendations for two preselected countries.
Furthermore, the research will not contain step by step marketing strategy for market en-

try or further market penetration.

Lastly, several limitations connected with the research process need to be taken into con-
sideration and explained. One of the most significant limitations is the lack of previous
studies in the research area focusing on the applicability of Islamic financial services in
the Slovak Republic. Current academic literature provides mainly information regarding
western highly multicultural EU member states; therefore, a risk of minor controversies
might increase. Moreover, limited access to confidential information of banks, due to
their unwillingness to share certain data can partially hinder the ability of in-depth anal-
ysis. In addition, limitations concerning selected research methods play important role in
the overall performance and final results of the research. This can include potential biases
due to the subjective perception of interviewees or the fact that survey’s sample size

would not represent every social and economic group equally.

2 Literature review

2.1 Multiculturalism
Multiculturalism theory, as a part of political philosophy, focuses on appropriate under-
standing and responding to issues derived from cultural and religious diversity. Scholars

recognize the existence of barriers that minorities are struggling with in order to pursue

4
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their social practices (Song, 2017, para.1-2). Song (2010), suggests that a proper response
Is to tackle cultural diversity with group-differentiated rights and accommodations (p.1).
This can be achieved by implementing normative considerations in a form of various
multicultural policies, which aim to provide cultural accommodation for diversified mi-
norities (Vitikainen, 2017, para.1). As Song (2017) claims, multiculturalism is not only a
matter of identity and culture; however, it embodies economic interests, as well as polit-
ical power and its related disadvantages. Relationship between dimensions of ethnic iden-

tity and socioeconomic status is interactive and intersecting (as cited in Law, 2014).

2.2 Banking systems

2.2.1 Conventional banking system

Banks, in general, hold a dominant position as the most significant institutions in the vast
majority of countries (Cerovi¢, Sulji¢ Nikolaj, & Maradin, 2017, p. 243). The conven-
tional banking system has been established under the capitalism theory with operations
being fully built upon manmade principles (Bakar, 2010, p. 13; Hanif, 2011, p. 166;
Youssef & Samir, 2015, p. 164). The system acts as financial intermediation facilitating
capitalization of projects and investments; whereas, the main objective lays simultane-
ously in own unrestricted profit maximisation (Ahmad, ur Rehman, & Saif, 2010, p. 138;
Bakar, 2010, p. 13; Cerovic¢ et al., 2017, p. 243; Youssef & Samir, 2015, p. 164). In fact,
banking sector in Europe offers a wide spectrum of diversified and multifunctional insti-
tutions providing a variety of financial products and services (Ahmad et al., 2010, p.137;
Ayadi et al., 2016, p. 12).

History

Conventional banking system is rich in history with initial antecedents of banking being
dated back to ancient times alongside with the start of the exchange of goods. However,
only the invention of money prompted the actual emergence of conventional banks pos-
sessing the core form that has persisted till the present time (Cerovic¢ et al., 2017, p. 243).
"The first beginnings of banking similar to modern conventional banking were seen in
Italy, in the region of Lombardy, while Casa di San Giorgio in Genoa is considered the
first bank and was established in 1407" (Cerovi¢, Sulji¢ Nikolaj, & Maradin, 2017, p.
243). Further advancement was boosted mainly due to increasing needs and capital allo-
cation in area of trade and production. Conventional banking has experienced so far three

major development phases caused by the shifts in the economic and political
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environment. While the process of bank concentration took place between the 19th cen-
tury and the first world war, the inter-war period witnessed subsequent wave of bank
specialisation. The third and the most recent development of modern banking was initi-
ated by the process of globalisation. The phenomenon initiated so-called operational de-
specialization aiming to establish universal multi-service financial institutions; an attrib-

ute that is necessary for the future survival (Cerovi¢ et al., 2017, p. 243).
Characteristics

Conventional banks are obliged to guarantee all deposits of their clients (Bakar, 2010, p.
16; Youssef & Samir, 2015, p. 164). Besides money being recognized as a motivational
driver, the system of conventional banks perceives money as a commodity, medium of
exchange, and performing the function of storing value (Bakar, 2010, pp. 12-14; Youssef
& Samir, 2015, p. 164). Furthermore, it puts emphasis on the concept of the time value
of money and the whole risk is transferred to a counterparty (Ahmad et al., 2010, p. 138;
Hanif, 2011, p. 166; Youssef & Samir, 2015, p. 164). Capital is, according to capitalism,
one of the four factors of production; therefore, requiring fixed reward on return. This
return is acquired in the form of a predetermined interest rate (Ahmad et al., 2010, p. 138;
Bakar, 2010, p. 15; Hanif, 2011, p. 166; Kaleem & Isa, 2003, p. 2; Youssef & Samir,
2015, p. 164).

Lending and interest

An element of creditor-debtor relationship sets the basis for operations (Bakar, 2010, pp.
12, 16; Youssef & Samir, 2015, p. 164). In the spirit of capitalism, lending with a com-
pounding interest rate belongs to the fundamental functions of banking institutions (Ba-
kar, 2010, p. 14; Hanif, 2011, p. 167; Youssef & Samir, 2015, p. 164), wherein the interest
is identified as "the price of credit and reflecting the opportunity cost of money" (Bakar,
2010, p. 12). Therefore, the interest is not only a vital driver of banking activities, it is

also the major source of revenue and cost of funds (Hanif, 2011, p. 166).

"In fact, it is the time value of money that determines the interest rate offers: the longer
the maturity of deposits, the greater the yield that must be offered to the deposi-
tor"(Kaleem & lIsa, 2003, p. 2). The same applies to the loans, as the additional amount
charged accrues with the length of the credit period (Hanif, 2011, p. 167). Fixation of the
interest rate enables to obtain an overview respective costs and returns throughout the
whole credit period (Kaleem & Isa, 2003, p. 2).
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Since loss is a responsibility of a singular party and not further shared, penalties and ad-
ditional charges can occur in case of a failure of defaulters (Bakar, 2010, p. 14; Youssef
& Samir, 2015, p. 164). However, risks can be transferable at a calculated price (Bakar,
2010, p. 15).

Interest- based conventional .
I E I banking- provision of a loan v

©

2

Figure 1: Conventional provision of a loan [Author's representation]

2.2.2 Islamic banking system

Islamic banking theory describes the banking system as being based on ethical principles
and standards. Islam does not distinguish between sacred and secular; all aspects of life
must comply with the divine law of Islam - the Sharia law. Unified jurisdiction is affecting
all aspects of life, including social, religious, economic or political affairs, therefore, val-
ues of solidarity and fairness should be inscribed in financial and entrepreneurial activi-
ties, applicable in both private and public realms (Hanif, 2014, pp.4-6; Khan & Porzio,
2010, p. 6; Lewis & Igbal, 2009, pp. 20-21). “Compliance with Sharia principles by Is-
lamic banks should guarantee that they act ethically and do not exploit in any way their
partners, whether these are their individual or corporate clients or other financial institu-
tions” (Sobol, 2015, p. 186). Islamic finance principles have been enshrined in three main
epistemological sources, the Koran, Hadith, and Sunnah of the Prophet Muhammad (Alo-
taibi & Asutay, 2015, p. 2). Islamic banking was primarily designed to meet demands of
Muslim population and to provide Sharia-compliant solutions to replace questionable
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practices of conventional banks. However, these financial services are not solely focused
on the mentioned target group (Hanif, 2014, pp. 3-4; Ibrahim, 2015, para. 2). In fact,
scholars suggest that regarding transaction outcomes, there are no significant differences
between conventional and Islamic banks; the systems vary in their philosophy and the
process of transactions due to imposed restrictions by Islamic law (Abedifar, Ebrahim,
Molyneux & Tarazi, 2015, p.637; Hanif, 2014, pp. 3-18, Ibrahim, 2015, para. 6).

Five pillars of Islamic banking
Five principles represent the main pillars and philosophy of Islamic banking system.

Riba
The fundamental distinction between Islamic and commercial financial institutions is the
principle of prohibited riba, interest or any other kind of usury. The reason is the fact that

profit is not acquired solely by “man’s work” (Khan & Porzio, 2010, p. 24; Hanif, 2014,
pp. 9, Abedifar et al., 2015, p.637).

The implication originates from the Koran that emphasises repeatedly the condemnation
of riba practices (Sobol, 2015, p. 186). According to Alotaibi and Asutay (2015), “social
justice based perspective states that, by restricting usury (riba) and its associated practices
the Islamic system tends to protect the poor from exploitation by the rich, which sooner
or later would lead to social instability” (p. 2). Thus, abrogation of exploitation and unjust
during an economic activity, regardless of the benefiting party, aims to achieve fair trade
based on honesty in dealings (Alotaibi & Asutay, 2015, p. 10).

It is, however, necessary to point out that the concept of riba has never been firmly de-
fined. Therefore, a substantial confusion regarding a common understanding of the term
persisted. Whilst Islamic economists perceive riba as any kind of surplus from the prin-
cipal amount, Islamic scholars identify it as a wealth not generated from a prior economic
activity (Sobol, 2015, p. 186). Moreover, some academic literature claims obsolescence
of the principle, as it belongs to the pre-Muslim period of ignorance; thus, the forbiddance
should not be imposed on the interest as a whole (Mauro et al., 2013, pp. 13-14).

Gharar

Furthermore, avoidance of the risk and uncertainty, gharar, when entering into contracts
is expected (Abedifar et al., 2015, p.640; Hanif, 2014, pp. 9-10; Sobol, 2015, pp.186-
187). Balala (2011) suggests that the ignorance and lack of knowledge concerning the

existence, characteristics of the subject matter, and related contract aspects are the

8
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cornerstones of the prohibition, as it can lead into unequal power distribution when bar-
gaining (as cited in Sobol, 2015, pp.186-187). Such avoidance should in the aftermath
facilitate open trade, which would benefit from its visibility and quality control (Alotaibi
& Asutay, 2015, p. 6). Examples of areas of conventional banking where gharar has been
identified are insurance contracts, futures, forwards, and other derivatives because there

IS no certainty in the future existence of a traded object (Mauro et al., 2013, p. 14).

Maysir

Likewise, speculative exploitation, known as maysir, falls under the subject of condem-
nation of Islamic finance (Abedifar et al., 2015, p.640; Hanif, 2014, pp. 9-10). Maysir is
closely interconnected with gharar, since a certain level of uncertainty is required to exe-
cute speculations and gambling, including taking unjustified advantage of legal uncer-
tainty for speculative purposes (Mauro et al., 2013, p. 14; Sobol, 2015, p. 187). Not only
is the practice linked to “diverting resources from productive activities” (Mauro et al.,
2013, p. 14), maysir is also accused of the being responsible for several severe financial
crises (Mauro et al., 2013, p. 14).

Halal vs. haram

The fourth principle, halal, defines permitted areas of doing business. In other word, halal
identifies where business can be conducted. Prohibited business activities are predomi-
nantly linked to alcohol, arms, pork, tobacco, gambling, pornography, or adultery, which
are against Sharia law and identified as haram. Therefore, irrespective of profitability, it
is explicitly forbidden to engage in the trade of these items (Hanif, 2014, pp. 9-10, 18;
Mauro et al., 2013, p. 15; Sobol, 2015, p. 186). Furthermore, due to an inability to facili-
tate loans to personas and organisations involved in illicit industries, its significance
arises especially in case of Islamic investment banks where the client has an assurance

that entrusted capital won’t support unethical purposes (Sobol, 2015, p. 187).

Profit and loss sharing

Lastly, the profit and loss sharing attribute plays an important role in Islamic banking
(Abedifar et al., 2015, p.640; Hanif, 2014, pp. 9-10). This principle sets the basis for all
economic operations on the participation model, whichopposes the conventional under-
standing of transactions wherein all the risk is borne by a single stakeholder. Instead, this
instrument suggests rather a partnership relation between a bank and a debtor. (Sobol,
2015, p. 187). In fact, “there is no guaranteed rate of return on the investment, since in-

come depends on the profit earned by the partnership company and may possibly result

9
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in losses” (Sobol, 2015, p. 187). As Mauro et al. (2013) stated, replacement of predeter-
mined interest rates with profit achieves better depiction of a real economic activity, to-

gether with greater ethics and fairness (p. 15).

An overview of the five main principles can be observed in the figure below.

Riba

FProhihition of interest andusury

Gharar

In_

Aroidance of uncertantsy

Maysir

Frohihited husiness

Figure 2: Principles of Islamic banking [Author's representation]

Financial instruments

Financial instruments offered by Islamic banking institutions have to gain an official ap-
proval from a Sharia board prior to launch (Sobol, 2015, p. 189). Hence, it is certain that
the financial products comply with specifications "acceptable under traditional Islamic
legal doctrine” (Mauro et al., 2013, p. 15). Islamic products can be divided into two main
sub-categories: profit and loss sharing instruments, and mark-up contracts. In addition,
Islamic Sukuk is almost an equivalent certificate to bonds. It is necessary to point out that
certain products face a level of scepticism due to existing doubts regarding their Sharia
compliance (Mauro et al., 2013, p. 16).

Profit and loss contracts

Derived from the participation model profit and loss contracts are more acceptable in
terms of Sharia law. Two main financial models can be identified: musharaka and
mudaraba [emphasis added] (Mauro et al., 2013, p. 16; Sobol, 2015, p. 187).

The essential difference between the two types of contract is that while in case of
musharaka, the contract is based on a joined ownership and shared conferred capital, un-
der mudaraba, the financial capital is fully provided by only one party, a bank, to another
participant. Ownership rights remain with the bank. Musharaka ensures similar rights and
liabilities; profits are shared in accordance with a ratio set in the contract and losses are
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allocated proportionally to contributed capital. On the other hand, mudaraba suggests
profit-sharing practices based on pre-arranged percentage, while losses are solely borne
by the financial contributor unless the loss resulted from a mistake of the second counter-
party. In the former case, implementation and management business activities are shared.
The latter case divides clearly the accountability between the parties, provision of finan-
cial means belongs to the bank and the receiver is responsible for an involvement in man-
aging operations (Mauro et al., 2013, p. 16; Sobol, 2015, p. 187).

Despite an assumption of dominance linked to the practical use of above-mentioned in-
struments, “they play only a secondary role. The reason for such a situation lies in the
fact that there are many problems associated with those modes of finance” (Sobol, 2015,
p. 188). For instance, existing information asymmetry leads to a risky behaviour of the
debtors (Sobol, 2015, p. 188). Musharaka is, furthermore, limited in terms of implemen-
tation, as the long-term nature of the product opposes short-term maturity of the majority
of Islamic deposits. Moreover, it suffers from the lack of support on behalf of small busi-
nesses, which are rather reluctant to external interventions (Mauro et al., 2013, p. 16).
According to Chapra (2009), risk sharing principle of profit and loss tools stimulate Is-
lamic banks to take on more careful approach towards lending, risk assessment, and sub-
sequent monitoring (As cited in Sobol, 2015, pp. 187-188).

Mark-up contracts

Mark-up contracts, the second sub-category, are frequently utilized financial products at
the current market (Mauro et al., 2013, p. 16; Sobol, 2015, p. 188). “In this case, the
remuneration does not explicitly refer to the temporal dimension and is thus considered
the compensation for a commercial service (...) or for the use of a good" (Mauro et al.,
2013, p. 16). These trade-based or asset-based instruments encompass a fee from a pur-
chase of goods, which the funding was intended for. In fact, the cashflows resemble those
of a conventional nature (Mauro et al., 2013, p. 16). Types of mark-up contracts include

the following:

e Murabaha: Under this contract, a requested commaodity is purchased by a bank
and subsequently sold to the counterparty with an additional margin. Price is pay-
able at the end or in a form of instalments (Mauro et al., 2013, p. 17; Sobol, 2015,
p. 188). Even though it is one of the most popular tools (Mauro et al., 2013, pp.
16-17), murabaha is rather controversial as the mark-up fee is often derived from

an interest rate; thus, its compliance with Sharia is doubted. As a result, the
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contract can be utilized only temporarily when neither musharaka nor mudaraba
can be implemented (Sobol, 2015, p. 188).

e Salam: It is a very specific short-term contract (Sobol, 2015, p. 188) facilitating
“deferred sale of an asset with an immediate payment of the price involved”
(Mauro et al., 2013, p. 17).

e Istisna: The contract is similar to salam . However, payment is done via instal-
ments proportional to the stage of asset’s development; therefore, Istisna is suita-
ble for the financing of projects and constructions (Mauro et al., 2013, p. 17;
Sobol, 2015, p. 188).

e ljara: This contract is an instrument similar to the leasing contract, whereby an
asset remains under the ownership of a lessor and its usufruct is leased to a client
against the fee for a pre-agreed time period (Mauro et al., 2013, p. 17; Sobol, 2015,
p. 188).

“Finally, there is also financing free of charge (qard hasan), which is intended for indi-
viduals or companies in financial difficulties and is merely a form of charity” (Mauro et
al., 2013, p. 17).

An overview of financial instruments can be found below:

Profit and Loss Financing free of

Mark-up contracts

. e
1 Musharaka Murabaha 1 Qard hasan
Mudaraba Salam
] Istisna
1 ljara

Figure 3: Islamic financing instruments [Author's representation]

Main differences with conventional banks

Conventional banks differ from their Islamic counterparts in the core of their operations
and in their product offer. These differences are observable in both cases of deposits and
financing. The most significant difference regarding deposits is in the nature of rewards.
Under conventional system, the reward is agreed upon in advance and fixed, whereas

Islamic reward can vary. Moreover, in contrast with its conventional counterpart, both
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risk and the subsequent reward are shared with depositors. Western banks bear all the
risk, as well as they receive the whole reward (Hanif, 2014, p.11). Although both institu-
tions are providing financing, Islamic banks are only allowed to issue interest-free loans.
These banks can, however, receive a profit on investments by providing required assets
to clients. These conditions significantly influence the ability and manner in which banks
operate in all areas of financing, including overdrafts, short-term, medium and long-term
loans, leasing, agricultural loans, house financing, and investments (Hanif, 2014, pp. 12
- 17). Contrary to interest-based transactions built on a principle of rationality, the theory
of Islamic moral economy rather embraces social responsibility and justice (Alotaibi &
Asutay, 2015, pp. 3, 13).

Islamic banking and the EU

Due to its presence in the EU jurisdiction, Islamic banking system is under regulatory
measures of the Basel Committee on Banking Supervision, whose main purpose is to
foster financial stability, resilient banking system, and quality of banking control (Harzi,
2011, p.1; Spinassou & Wardhana, 2018, p.2; Zinsa & Weill, 2017, para.6). Islamic bank-
ing has been substantially affected by the reforms of Basel Il, focused on stability and
solvency of the industry, Basel 111, aimed to prevent future financial crisis, as well as
Basel IV, which is considered to be a future game-changer for the European banking
industry (Harzi, 2011, p.1; Kahf, 2005, p. 294; Schneider, Schrock, Koch & Schneider,
2017, p. 5).
2.2.3 Development of Islamic banking

Origins

In spite of the general belief, Islamic finance cherishes a considerably long history with
origins dating back to approximately 1400 years ago. Historians point to existing written
records from early years of Islam, which indicate an occurrence of banking activities
comparable to modern financial transactions during the sixth and seventh century AD.
Furthermore, around the eighth century AD, goods Sukuk were a frequently utilized mean
of payment to state employees, including soldiers (Alharbi, 2015, p. 12; Alharbi, 2016, p.
110; Alotaibi & Asutay, 2015, p. 7; Financial Services Review, 2008, p. 12). It is, how-
ever, necessary to point out that these banking activities did not require institutional en-

gagement; therefore, banking institutions in the Muslim world did not appear for centuries
(Alotaibi & Asutay, 2015, p. 7).
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In the Middle Eastern trade of medieval times, Sharia was encompassed by financial
transactions which incidentally corresponded with the principles existent in Europe at that
time (Financial Services Review, 2008, p. 10). Growing trade relationships between the
Middle East and Europe and increasing Western influence through colonization led to the
creation of interest-based branches of European banks in these geographical areas. De-
spite few initiatives, for instance, Ottoman-Spanish trade establishments based on profit-
loss sharing principle without interest, Western economic role and conventional financial
model became predominant and was adopted in Islamic countries in the 19th century
(Alharbi, 2015, p. 13; Alharbi, 2016, p. 111; Financial Services Review, 2008, p. 10). For
instance, Egypt’s first conventional bank, Bank of Egypt, was opened in 1856 and oper-
ated for over 50 years (Alharbi, 2015, p. 13; Alharbi, 2016, p.111). Yet, at the end of the
century and the beginning of the 20th century, traces of the interest-free economy could
be still found in Muslim areas and Indian sub-continent (Alotaibi & Asutay, 2015, p. 8).
One of the first experiences of European banks with the non-interest financial model in
the recent history took place at the beginning of 20th century. Eastern Bank (today Stand-
ard Chartered) operating in Bahrain and Dutch National Handelsbank (today ABN-Amro)
with a branch in Jeddah could engage in business transactions under the condition of
absolute interest avoidance (Sobol, 2015, p. 189).

Notwithstanding, the expansion of conventional banks across Islamic countries persisted
until the middle of the 20th century. Independence of colonies and related attempts to
recreate Islamic identity, however, triggered the resumption of Islamic finances (Alharbi,
2015, p. 13; Alharbi, 2016, pp. 111-112; Alotaibi & Asutay, 2015, p. 7).

First attempts

An essential cornerstone in the re-emergence of Islamic finance is the year 1963. The
foundation of Egyptian local saving Bank Mit Ghamr commenced the development of
modern Islamic banks (Alharbi, 2015, p. 14; Alotaibi & Asutay, 2015, p. 8; Sari, Bahari,
& Hamat, 2016, p. 178). Many academics perceive it as the first attempt of Islamic bank-
ing in the modern era. The institution ceased in 1967, as it merged with government
banks. However, despite firm's short existence, its significance remained (Alharbi, 2015,
p. 14; Alotaibi & Asutay, 2015, p. 7; Financial Services Review, 2008, pp. 10-11; Sari et
al., 2016, p. 178). "It is believed that the establishment of Bank Islam Mit Ghamr paved
the way for the establishment of Islamic banks" (Sari etal., 2016, p. 178). Further attempts

occurred in 1971 when Nasser Social Bank was founded in Egypt. The bank was interest-
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free and a member of International Union of Islamic Banks (Alharbi, 2015, p. 14; Alotaibi
& Asutay, 2015, p. 8; Financial Services Review, 2008, p. 11).

Growth

Events of the 70s initiated exponential growth of Islamic banks in terms of both quantity
and size (Alharbi, 2015, p.15; Alharbi, 2016, p 112; Sari et al., 2016, p. 178). The private
sector, especially in the Gulf States, played a pivotal role in the subsequent development
of Islamic financial institutions (Sari et al., 2016, p. 178; Sobol, 2015, p. 185). In fact,
"almost all the Islamic banks that were established in the 1970s were partly or even totally
funded by oil-linked wealth™ (Sobol, 2015, p. 185).

In 1974, Islamic Development Bank was established with the purpose to foster an eco-
nomic and social development of member states and Muslim communities in line with
Sharia principles (Alharbi, 2015, p. 14; Alotaibi & Asutay, 2015, p. 8; Sari et al., 2016,
p. 178). Thus, the first international Islamic bank significantly affected further Islamic
movement in the financial industry (Alharbi, 2015, p. 14). In addition, the first commer-
cial Islamic bank named Dubai Islamic Bank was founded one year later (Alharbi, 2016,
pp. 111-112; Alotaibi & Asutay, 2015, p. 8; Sari et al., 2016, p. 178).

This trend endured throughout the following decades and by 2009, a significant increase
in business presence could be observed in both Arab and non-Arab countries (Alotaibi &
Asutay, 2015, p.9). "Finally, the current financial crisis has played a role by reducing the
relative strength of the conventional banking system. Islamic banks have managed to
avoid the effects of this crisis, which has strengthened their position and financing model™
(Alharbi, 2015, p. 20). From 2010 onward, the growth rate seemed to slow down. Never-
theless, the overall pace of growth maintained high (Alotaibi & Asutay, 2015, p. 9).

Europe & The UK

Substantial financial industry developments were not limited to predominantly Arab
countries. Europe experienced significant developments in the late 1970s as well
(Alharbi, 2016, p.112; Sobol, 2015, p. 189). Since Islamic banking was perceived as a
new promising profitable business model, European countries saw first initiatives being
taken. The establishment in 1978 of Islamic Finance House Universal Holding S.A. in
Luxembourg was the very first attempt to bring Islamic banking system in the Western
world. Later, in 1981, Dar Al-Maal Allslami Trust established its headquarter in Switzer-

land and the UK's Al-Baraka Intentional Company initiated their operations (Alharbi,
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2015, p.20). Al Baraka International Bank targeted the British Muslim community, spe-
cifically, the wealthy class of Arab population residing temporarily in the city of London.
The business enjoyed growing success and by the 90s, the bank’s client base reached
almost 12 000 people. However, due to latter regulatory problems, the bank was forced
to cease operations and continue only as an investment institution (Alharbi, 2016, p. 121;
Sobol, 2015, p. 189).

Even though Luxembourg enjoys historical primacy, the UK has been recognized as the
main gateway through which Islamic banks have penetrated the European market. In fact,
a long-term encouragement of these activities led the UK to become the European hub of
Islamic finances (Alharbi, 2016, p. 121). In the 1980s, European banking institutions,
especially in the UK, began to offer liquidity management solutions for newly established
Islamic banks from the Middle East which were unable to utilize interest-based conven-
tional instruments. A handful of London-based banks, in particular Saudi International
Bank and the United Bank of Kuwait, facilitated provision of liquidity management ser-
vices in accordance to Sharia principles, encompassing murabaha overnight deposits con-
ducted via London Metal Exchange (Alharbi, 2016, p. 121; Mauro et al., 2013, p. 28;
Sobol, 2015, p. 189).

Dedicated to overcome challenges faced by the Islamic banking system once incorporated
into the British legal framework, a special committee was appointed in 2001 to identify
and tackle main obstacles of the system (Sobol, 2015, p. 190). Besides numerous taxation
changes, supervision, and legislative improvements regarding Sukuk to accommodate Is-
lamic finance in the system more effectively, the abolishment of the double stamp duty
in 2003 is seen as one of the most important measures. Islamic mortgages were subject to
taxation twice: when a property was purchased by the bank and then once it was trans-
ferred to the client. It is believed that the removal helped to equalise the competition of
UK Islamic banks with their conventional counterparts and increased customer demand
of home financing (Alharbi, 2016, p. 122; Mauro et al., 2013, p. 29; Sobol, 2015, p. 190).

The crucial breakthrough took place in August 2004 when the UK's first fully-fledged
Islamic bank came into existence. The Islamic Bank of Britain was not only the first one
operating in the country, but also in the whole European Union. Authorisation and regu-
lation were carried by the Financial Services Authority of the United Kingdom, which in
the following years provided licences to other Islamic banks, such as European Islamic
Investment Bank or Bank of London and the Middle East (Alharbi, 2015, p.20; Sobol,
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2015, p. 190). The situation further developed in 2005, when the first European and UK
corporate Sukuk was launched (Alharbi, 2016, p. 122; Mauro et al., 2013, p. 29).

However, in other parts of the EU, there were no banking institutions in existence which
were wholly Islamic yet. Only a limited offer of services in a form of Islamic windows
could be found in Germany, France, and Luxembourg. It was not until 2014, when the
first fully-fledged Islamic bank in Eurozone, Luxembourgish Eurisbank, opened its door
(Sobol, 2015, p.191). In the same year, the government of the UK “sold £200 million of
Sukuk, maturing 2019, for investors based in the UK and in major hubs in Islamic finance
industry around the globe making it the first EU country to issue sovereign Sukuk”

(Alharbi, 2016, p. 122).

The figure below provides an overview of the historical development of Islamic banking.

History of Islamic Banking
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Figure 4: History of Islamic banking [Author's representation]

2.2.4 Recent developments

In spite of its rich history, the biggest advances have been, however, observed during the
last decade. The Islamic banking industry has been expanding at the rate of 10-12%
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annually (Alawode, 2015, para. 3; Mauro et al., 2013, p.19). Due to its accelerated pace,
it belongs to one of the fastest growing areas of the financial sector in the world (Alotaibi
& Asutay, 2015, p. 8; Mauro et al., 2013, p.19; Musa & Musova, 2010, p. 1). Not only
the financial system has internationalized and geographically expanded, it has gained a
substantial global recognition (Alotaibi & Asutay, 2015, p. 8). Islamic finance is growing
in significance, as well as having lasting impact on business and trade globally; yet, it still
accounts for relatively small market share (Alotaibi & Asutay, 2015, p. 8; Mauro et al.,
2013, p. 18; Riaza, Burton, & Monk, 2017, para.1; Sobol, 2015, p. 185).

“The number of banks offering Islamic financial services is growing and is no longer
limited to small niche banks, and large conventional banks are offering Islamic finance

% ¢

through their ‘Islamic Windows’ “(Financial Services Review, 2008, p. 11). Some con-
ventional banking institutions have even transmuted entirely into Islamic banks (Alharbi,
2015, p.15). Overall, there are more than 500 Islamic financial institutions active in 75
countries in the world. In 2013, Islamic banking industry accounted for a value of $ two
trillion and is projected to rise to $ four trillion by 2020 (Alotaibi & Asutay, 2015, p. 8;
The Guardian, n.d., para.8). The greatest presence has been noted mainly in Gulf Coop-
eration Council countries, South and Southeast Asia; however, penetration of the finan-
cial markets can be seen in areas with Muslim minorities, such as Australia, Europe, and

the USA (Alotaibi & Asutay, 2015, pp. 8-9; Sobol, 2015, p. 185).

Islamic banking in the EU is still in its infancy and there is rather a hesitance regarding
the future feasibility of Islamic banks becoming an equally competitive alternative to their
conventional counterparts (Sobol, 2015, pp. 185-189). Nevertheless, they are recognized
to be system’s “viable addition” (Sobol, 2015, p. 185). The growth potential is exponen-
tial due to growing Muslim minorities, governmental incentives, desires to seek alterna-
tive solutions triggered by the financial crisis, achieve diversification, and to lure liquidity
from emerging markets (Alharbi, 2015, p. 20; Mauro et al., 2013, pp.19-20).

“The UK belongs to the top western countries with the most developed Islamic financial
market. Furthermore, it draws the attention as an attractive destination for foreign finan-
cial organizations offering Sharia-based products (Mauro et al., 2013, p. 28). “The British
government has asserted its explicit desire to tackle the financial exclusion of UK-based
Muslims and support ethical practices in the sector more widely” (Riaza et al., 2017, para
3). As a result, the banking is deeply rooted in the UK financial segment. At the moment,

one can choose from six financial institutions and 20 lenders providing Islamic financial
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instruments (Kunova, 2017, para.1l). France as the biggest source of Muslim minorities
within the EU began to implement legislative changes to support pluralism in the financial
sector. Moreover, Germany's Deutsche Bank announced cooperation with Islamic banks,
in particular, creating a joint venture (Kern, 2011, para. 12-18). However, none of these

two countries has fully-fledged Islamic bank present in the market (Sobol, 2015, p. 191).
2.2.5 Cooperation between Islamic and conventional banks

According to Abedifar, Hasan, and Tarazi (2016), in a dual financial system, Islamic and
conventional banks do not only supplement each other, but they compete for clientele and

investments (para. 7).

Islamic banks are now an integral part of the banking system, not only in Islamic
countries but also in the West. They operate parallel to conventional banks both
within the banking system of their own countries and in respect of international
financial and business operations. Therefore, conventional and Islamic banks are
forced by circumstance to establish correspondent relationships. (Interaction with

conventional system, n.d., para. 4)

Conventional banks realize steadily increasing value of Islamic financial markets as they
create significant business possibilities to either provide alternative financial solutions or
establish cooperation (Cerovi¢ et al., 2017, p. 244; Ullah, 2007, p. 241). However, the
extent of cooperation has been due to their core differences rather limited (Ullah, 2007,
p. 242). Islamic counterparts are not able to engage in many business activities such as
borrowing and lending due to its interest-based nature; notwithstanding, there are areas
of business where Islamic financial institution can participate (Interaction with conven-

tional system, n.d., para. 1).

Cooperation activities can be observed on local and international level or expected to

occur in following areas:
e Financing of large-size development projects
e Co-financing of projects
e Leasing, lines of leasing, and hire purchases

e Joint equity participation
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e Financing of foreign trade

e Correspondent banking services that are not against Sharia principles

e Consultation, training, and exchange of business information (EI-Gawady, 2004,
p. 29; Interaction with conventional system, n.d., para. 1-5; Ullah, 2007, pp. 241-
258)

Stages of integration of Islamic financial system

The following sections provide an overview of the main integration stages of Islamic
banking services within a conventional financial market. The nascent stage is character-
ised by a limited provision of Islamic financial products, followed by an establishment of
fully-fledged Islamic banks in the sector. The third, final stage, is identified by an incor-
poration and expansion of Islamic financial products by other non-bank financial organi-
sations (Solé, 2007, p.7).

Islamic financial instruments

The first stage can be accomplished by two means, either by a foundation of so-called
Islamic windows [emphasis added], or through Islamic investment banking. In the former
case, conventional banks begin to offer a range of Islamic financial products to enlarge
their customer base either by reaching an ever-growing Muslim population or by attract-
ing foreign investors interested in Sharia-compliant instruments (Cerovi¢ et al., 2017, p.
244; Solé, 2007, p. 7). Shortly said, conventional banks incorporate a special department
utilizing solely Sharia-compliant products into its already existing branch structures. Usu-
ally, the instrument spectre encompasses safekeeping of deposits and trade-finance prod-
ucts for SMEs (Salim, 2017, p. 3; Solé, 2007, p. 8). Latter case facilitates Sharia-based
investment solutions to further proliferate and penetrate the financial markets (Sol¢, 2007,
p.8). While conventional institutions aim to tap the market potential of Asian and Gulf
Cooperation Council states, lenders are in return enabled to access Western markets with-

out breaching Islamic jurisprudence (Solé, 2007, pp. 8-9).

Establishment of full-fledged Islamic bank

The second integration phase builds on the success of the previous one. "As the activities
of the Islamic window expand, the bank may consider fully segregating the window into
a separate subsidiary" (Solé, 2007, p. 8). Another alternative is a conversion into a wholly
Islamic bank to demonstrate greater commitment and credibility. These means allow fi-

nancial institutions to better exploit knowledge concentration and economies of scope, as
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well as offer a wider range of Sharia-compliant products and services (Salim, 2017, p. 3;
Sol¢, 2007, p. 9). However, "Shariah scholars have raised concerns regarding the legiti-
macy of establishing Islamic subsidiaries (...) because it is not guaranteed that the funds

provided by the parent bank will originate from Islamic compliant sources" (Sol¢, 2007,
p. 9).

Non-bank Islamic financial institutions and products

Finally, if the previous business model proves to be viable in practice, other Islamic in-
stitutions and instruments might establish their presence, such as products focused on
insurance, derivatives, investment funds, and Sukuk. It is necessary to point out that the
list of Islamic instruments is not finite; therefore, the future business opportunities are

continuously evolving (Solé, 2007, p.11).

2.3 Analysis of the markets
2.3.1 PESTEL analysis

PESTEL framework is a strategic analytical tool aimed to identify main external macro-
economic factors in the business environment. The analysis describes main trends that
influence organisations, both directly and indirectly in any industry. The acronym stands
for six core elements: political, economic, social, technological, environmental and legal
factors, and it is considered to be a scanning component of strategic management (Ab
Talib, Hamid, Zulfakar, & Jeeva, 2014, p.121; Gupta, 2013. p.35; Mullerbeck, 2015, p.
1-2; PESTLE Analysis: Strategy Skills, 2013, p. 2; Yiiksel, 2012, p. 53)

The above-mentioned analysis cannot be, however, directly conducted prior to objective
assessment of its attributes, in particular, the description of main limitations. Although
PESTEL model is a frequently chosen method, it is recognized to lack objectivity and a
sufficiently detailed examination. Missing quantitative approach to measurement due to
qualitative nature of the factors inhibits objective analysis. Furthermore, the unequal rel-
ative significance and inter-dependence of separately measured PESTEL factors are not
taken into consideration, and therefore, hindering the practical application of the concep-

tually prescribed holistic approach (Yiiksel, 2012, p. 53).

Nevertheless, PESTEL analysis provides an extensive overview of the conditions within
a country or organisation; thus, it is should be taken into consideration when engaging in
an organisational strategic planning or decision-making process (Mullerbeck, 2015, p. 1;
PESTLE Analysis: Strategy Skills, 2013, p. 5; Yiiksel, 2012, p. 53).
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The Slovak Republic

This section provides information with regard to external factors influencing banking in-

dustry in the Slovak Republic

Political Factor

The Slovak Republic emerged after the dissolution of Czechoslovakia in 1993 (BBC,
2018, para. 2). Slovakia joined the European Union in May 2004 and entered Eurozone
and Schengen Area in 2009 (BBC, 2018, para. 4-6, 20-21; Government Office of the
Slovak Republic, n.d., para. 8; World Trade Organization, n.d., para. 20; Zenkner, n.d.,
para. 1). Foreign direct investment is highly encouraged through an establishment of low
tax rates and various government incentives, as it belongs to one of the strongest driving

forces of the economy (Santander, 2018a, para. 6).

Political stability and corruption

In 2016, the country scored 0,6 in the political stability index, wherein -2,5 signifies in-
stability and 2,5 indicates strong stability (The World Bank, 2016; Slovakia: Political
stability, n.d.). In addition, according to Marsh’s 2018 Political risk map, the Slovak Re-
public delivers moderate results in the operational risk index, shows relative stability re-
garding political and country risks, and demonstrates greater stability attributes in the
economic risk index (Marsh, n.d.). However, due to the recent development of events
which has shaken Slovak politics, the future ranking might have been affected. Murder
of a Slovak journalist Jan Kuciak, investigating government corruption, has revealed an
alarming presence of Slovak oligarchy, which substantially hinders domestic investiga-
tive journalism. In the aftermath, the country experienced large political turbulences as
nationwide protests took place and forced the long-time prime minister to resign (BBC.
2018, para. 11 -17; The Economist Intelligence Unit, n.d., para. 1).

Corruption represents an issue within the country, especially due to a number of high-
level corruption scandals in Slovak politics. Transparency International ranked Slovakia
54th in the 2016 and 2017 Corruption Perceptions Indices. Even though the government
has already implemented several measures to mitigate the corruption, yet the efforts were

ineffective (EBRD, 2017, p. 20; Transparency International, 2018, para. 5).

Macroprudential policy

As a reaction to economic developments, in particular, global financial crisis, macropru-

dential policy concept has been introduced. It opposes traditional understanding of
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maintaining the stability of individual financial institutions and focuses rather on stabi-
lizing the financial system as a whole. The main idea is to create financial risk reserves
and to mitigate moral hazard, risks related to excessive credit growth, and maturity dis-

crepancies between assets and liabilities (Narodna Banka Slovenska, n.d. d, para. 1-4).

Government interventions

Despite the post-crisis period of the sector, the global financial market still considers,
inter alia, regulations and political interventions as the main threats (PwC Slovensko,
2016, para. 1, 12). In 2012, the Slovak government introduced special tax levy for banks
with an annual rate of 0,2%, which should serve as a protective measure to prevent a
potential crisis in the sector. Banks, as subjects to the levy, are obliged to collect a total
sum of € one billion, and it is predicted to be fulfilled by 2021 (Accace, 2018, para. 17,
INESS, 2016, para. 8). Furthermore, low-interest rates in combination with strong econ-
omy boosted excessive mortgage growth, which caused greater indebtedness of the nation
in comparison with neighbouring countries. Increased risk led to government intervention
in a form of restrictions on the provision of 100% mortgages at the local level to deceler-
ate development and a creation of a requirement for clients to possess a certain financial
cushion. Therefore, an individual is obliged to partially engage in the purchase of a prop-
erty by their own means too (Apolen, P, 2017b, para. 2-5).

Economic Factor
As mentioned in the previous section, since 2009, the country has been a part of the Eu-

rozone, thus, the official currency is Euro.

Slovak economy is experiencing a robust growth. GDP of Slovakia in 2017 accounts for
$96,008 million, ranked 63rd out of 195 countries assessed, which represents 3,4%
growth from the previous year. Real GDP is predicted to increase by over 4% next year.
GDP per capita amounts to $17,664, which attains 77% of the EU average; therefore,
Slovakia is recognized to be the second wealthiest economy in Central Europe and Baltic
area (EBRD, 2017, p.3; European Commission, n.d., para. 2; Slovakia GDP - Gross Do-
mestic Product, n.d). Slovak public debt is relatively stable and low, situated below the
EU level (OECD, 2017, p. 4). Furthermore, the average inflation is calculated at 2,34%
(Inflation Slovakia 2018, n.d., para. 3). According to the World Bank, the Slovak Repub-
lic ranks 39th out of 190 economies in 2018 Ease of Doing Business index, dropping by
six positions (Santander, 20183, para. 1; The World Bank, n.d. b, para. 4).
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The current unemployment rate of 5,72%, has achieved its historical minimum since the
establishment of the Slovak Republic in 1993, caused by a strong and stable cyclic growth
of the economy (The Slovak Spectator, 2018, para. 1, 8). Labour costs are despite gradual
increase still significantly lower than the EU average. In 2017, the average monthly wage
represented €954, and in 2018, the growth has reached €1000 threshold. Minimal wage
has been calculated at €480. It is, however, necessary to point out that labour costs are
rising disproportionately to productivity growth (Liptakova, 2018, para. 10-11; Priemerna
mzda: Rok: 2017 a 2018, n.d., para. 1-3; Trading Economics, n.d. a, para. 1).

Inequality of income distribution is relatively low in Slovakia. In 2015, the ratio was 3,5,
meaning that the richest 20 % received 3,5 times more income than the bottom 20 %. On
the other hand, the at-risk-of-poverty gap was measured above 25%, which is higher than
the EU average (Eurostat, 2017, para. 14-17). However, regional disparities and inequal-

ities among social groups are significant (OECD, 2017, pp. 7-9).

Financial sector

According to the Slovak National Bank, there is no evidence of having an Islamic bank

present in the Slovak financial market (D. Kravecova, personal communication, January

15, 2018).

"The banking sector makes up around 70 per cent of the financial sector” (Harper, 2016,
para. 4). Retail loans have been prevailing and steadily growing on the domestic market,
whose growth rate is one of the highest in the EU. For instance, in 2016 the Slovak lend-
ing market experienced 14% annual increment, accounting for €3,3 billion. Not only is
the demand for loans very high, but also it is consistent throughout the whole year, as a
result of low-interest rates and increasing disposable income (Erste Group, n.d., para. 1;
European Banking Federation, n.d.a, para. 5; Narodna Banka Slovenska, 2017 a, p. 22).
Likewise, disposable personal income reached its peak in December 2017, amounted to

€13 781 million (Trading Economics, n.d. b, para. 1).

The household debt-to-disposable income ratio is steadily increasing, in fact, the level is
the second highest in the Central and Eastern European region and the highest in terms of
growth rate. Since the post-crisis period, it has already doubled its amount (Narodna
Banka Slovenska, 2017 a, p. 8).
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Social Factor

With the population of 5 443 120, Slovakia represents 1,1% share in EU inhabitants (Eu-
rostat, 2016, para. 2; Ustredie $tatistického tradu Slovenskej republiky, 2018, para. 1).
The Official language is Slovak; however, there are relatively large communities of Hun-
garian and Roma speaking population (IndexMundi, 2018a, para. 24). In fact, according
to the decennial census of the Statistical Office of the Slovak Republic, ethically, the
country is composed of mainly Slovaks (80,7 %), Hungarians (8,5 %), Roma citizens (2,0
%), and Czechs (0,6 %); the rest is distributed among insignificant representation of na-
tions or unspecified (Government Office of the Slovak Republic, n.d., para. 6). It is nec-
essary to point out that the number of Roma population in official statistics is often lower
than in the reality; the estimated percentage is between 7 and 11% (GLOBSEC, 2017,
para. 15; IndexMundi, 2018a, para. 22). Dominant religion identified within the country
is Christianity. More than 13,4% of inhabitants do not identify themselves with any reli-

gion (Government Office of the Slovak Republic, n.d., para. 7).

Muslims in Slovakia

“The Slovakian Muslim community, which counts about 5,000 members, is not a regis-

tered religious community and therefore, is not financially supported by the state “(Zavis,
2017, p. 520). This number accounts for only 0,1% of all Muslims resigning within the
Union and is considered to be one of the lowest in the EU. Countries with a low popula-
tion of Muslim ethnicity and a low level of immigration are perceived as rather resistant
to future demographic changes predicting a substantial increase of Muslim minority (Pew
Research Center, 2017).

Islamophobia represents a real danger to democratic principles and social peace in the
European Union (Bayrakli & Hafez, 2017, p.5). Slovakia has rather a cautious attitude
towards other cultures, especially due to negative experiences with Roma population,
which falls behind in terms of social inclusion, employment, and integration (GLOBSEC,
2017, para. 15). According to the European Islamophobia Report 2016, Islamophobic
behaviour in Slovakia can be found in three areas, particularly in politics, mass media and
the general public. Rare, yet in certain cases, regular Islamophobic declarations of politi-
cians disturb relatively peaceful coexistence of Muslim community. Concerning attitudes
of general public, Islamophobic incidents are rather exceptional. With enlarging Muslim
minority, differences have become more acceptable and negative encounters are on the

decline too. Moreover, as the report states, mass media acknowledges people primarily
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about negative news, including violence and disasters; thus, the lack of positive infor-
mation about Muslim communities abroad and within the borders can threaten public
perception of Islam (Zavis, 2017, pp. 518-523).

Trust in mass media

The content of mass media has, in this case, a pivotal role due to the fact that Slovaks
have a high trust in information provided by mainstream media. According to GLOBSEC
research, despite Slovaks question the true picture of reality provided by this information
channel, they are not proactive enough to research information by themselves and believe
that all necessary information can be found in mainstream media. Even more alarming is
that youth is much more prone to believe fake news than other age groups (Milo, Klingova
& Hajdu, 2017, pp. 24-26).

Trust in the banking sector

Moreover, trust enormously influences the economy and is recognized to be a cornerstone
of the banking sector. Lack of trust represents a global issue for financial services, espe-
cially after the financial crisis took place (Jarvinen, 2014, p. 551). According to 2012
research focusing on consumer trust in the banking sector across 29 European countries,
the Slovak Republic was found to have overall medium trust level; however, it varies
highly across financial services. Slovaks have relatively high trust in bank accounts, while
they are rather suspicious about investments and pensions. With regard to loans and cred-
its, the trust level was ranked as medium (Jarvinen, 2014, pp. 556-558). Approximately
40 % of Slovak inhabitants hold their reserves in cash. Fear of crisis is one of the incen-
tives discouraging residents to put their savings into bank accounts (Cash isn’t going an-

ywhere anytime soon, 2018, para. 7).

Hofstede's cultural dimensions theory

Slovakia is considered to be a highly masculine, pragmatic, and restraint society with high
power distance, meaning, the culture is able to adapt tradition easily in varying circum-
stances, accepts unequal distribution of power, and have a propensity to save and invest
(Country Comparison: What About Slovakia?, n.d.). Culture attributes individualism and
uncertainty avoidance [emphasis added] significantly influence the banking sector of a
country, especially its credit risk behaviour and the use of loan loss provisions. In socie-
ties characterized by high individualism or low uncertainty avoidance, banks are recog-

nized to take greater risk and smaller allowances for loan losses are expected (Lopes,
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2016, p. 342, 352). Slovakia is, however, in both cultural dimensions indifferent (Country
Comparison: What About Slovakia?, n.d.).

Technological Factor

Slovak digital literacy reaches 79%, which is above the EU average level. Furthermore,
internet usage is steadily growing; nowadays, 85% of individuals use the internet and
81% of Slovak households have access to it (SARIO, 2017, p.3).

E-Commerce

The Slovak Republic belongs to one of the fastest growing regions in Central Europe with
regard to e-commerce. Business-to-consumer e-commerce model is commonly imple-
mented in areas of product purchase, information management and personal finances
(Lesakova, 2015, p. 259, 261). As Vejacka and Stofa (2017) stated in the research, per-
ceived security and subsequently gained trust have significant implications on the attitude
of Slovak society towards the use of electronic banking. The element of security is, there-
fore, essential, as trust indirectly influences acceptance (p.146). This can be achieved
through greater transparency, digital footprint, collaboration, advisory practices, and en-

sured data privacy (Accenture, 2016, p.4).

Internet banking is a commonly used platform; yet, according to Slovak consumers, it is
considered to be obsolete and inflexible, thus, unsatisfactory. Despite its frequent occur-
rence, steady increase of smartphone usage opened new possibilities for innovations in
the banking sector too. Mobile banking is a booming phenomenon among Slovak resi-
dents, as it offers benefits of flexibility, non-stop service, and instant information flow
(Apolen, 2017a, para, 1; Specidl: Mobilné aplikacie prekonaju internetové bankov-
nictvo,2016, para. 1-3). Technological advancements offer utilisation of mobile func-
tions, such as QR code, barcode, and IBAN scanners through a smartphone camera, which
significantly improve convenience of transactions (Mittas, 2016, para. 5). Moreover, it
accelerates transactions themselves, as the credit or debit card information can be stored

directly in the app and available for immediate use (Diaz-Unzalu, 2014, para. 6).

Digitization has also affected lending practices; at the moment, several banks and peer to
peer online lending platforms within the country offer a possibility of online loans. In
addition, due to inclination towards internet and mobile banking, the role of physical
branches slowly shifts from transaction-oriented to consultancy, where digitization can

once again improve effectivity; for instance, implementation of information and
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communication technology in the financial sector can potentially enable teleconferencing
with bank s personnel or a loan officer to improve customer service (Diaz-Unzalu, 2014,

para.5; Mittas, 2016, para. 7).

Cashless economy

Lastly, the cashless economy is on the rise too; however, the situation in the Slovak Re-
public is still far from the EU average. The frequency of the use of electronic payment is
one of the lowest in the EU. The main reasons are low financial literacy, incomplete bank
penetration, an insufficient network of cashless payment outlets, and existent mental bar-
riers, for instance, fear of losing privacy. Thus, in spite of the growing trend and popular-
ity, especially due to mobile payments, absolute eradication is still not feasible (Molnar
& Nadasdi, 2016).

Environmental Factor

“More than ever, financial institutions are taking environmental, social and governance
(ESG) factors into account and offering socially responsible investment products” (World
Finance, 2017, para. 3).

Extensive information exchange caused by information and communication technologies
prompted increasing awareness of general public with regard to existing interdependence
of the real economy, society and the natural ecosystem. As a result, customers demand
banks to adopt more conscious behaviour regarding moral implications of investments
(World Finance, 2017, para. 10- 11).

Organisations attempt to adopt ecological focus within their structures, which can notably
vary in terms of depth and specification. Engagement in sustainable practices ranges from
an advisory role, provision of environmental risk management and green bonds, which
are bond instruments generating profits solely aimed to finance green projects, to the in-
ternal management of company’s environmental footprint of its operations and supply
chain. Integration of such measures not only reduces costs, but it is also a source of extra
profit (Abb & Miller, 2016, pp. 15-19; TheCityUK & Centre for Climate Finance & In-
vestment, 2017, p. 11). Socially responsible investment assets can be most commonly

found in Europe since it accounts for 52% of the global share (World Finance, 2017).

For several years, Slovak financial institutions have sought to find ways to apply elements
of so-called green banking and support ecologically oriented investment projects. For in-

stance, electronic delivery of bank statements via e-mail, digitization of forms, and a
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possibility of e-signatures significantly decrease the amount of paperwork necessary for
operations; thus, serve as a tool for cost and paper reduction. Furthermore, waste man-
agement is one of the top priorities of sustainable strategies of Slovak banks, especially
in terms of waste separation, recycling, and conscious approach towards office waste pro-
duction. This goal is pursued by the use of paper with reduced grammage and office sup-
plies, which can be ecologically disposed of. Moreover, reduction of energy consumption
and carbon footprint are commonly implemented strategies to achieve greater sustaina-
bility too. Modernisation of facilities and replacement of obsolete electrical appliances
with ecological ones can significantly decrease energy intensity of processes and opera-
tions. In addition, little changes, for instance, a proper set up of sleep mode on computers,
can improve energy efficiency. Ecological measures can be also taken when travelling,
such as conscious choice of transportation means when conducting business trips. Lastly,
greater cooperation with suppliers and education programmes for firm’s employees serve
as a tool to increase awareness and positively shape corporate culture and competences
(Banky sa zac¢inaju spravat’ ekologicky - zelene, n.d., para. 1; CSOB, n.d., p.3; Slovenska
sporitel'tia, 2017, p. 58; UniCredit Bank, n.d., pp. 70-72; VUB banka, 2018, p.39)

Financial institutions have begun to focus on the sustainability, and this approach shifts
from an exception to the mainstream standardisation of metrics; however, its core idea
has not yet been firmly set, as it is still changing its shape and meaning. Nevertheless,
these measures enable to achieve greater objectivity in appraising environmental and so-

cial consequences of banks” operations (World Finance, 2017, para. 1, 2, 10).

Legal Factor
All financial entities are obliged to comply with national laws and if applicable, a number

of European and international regulations.

National requlations

The National Bank of Slovakia, in collaboration with Ministries of Finance and Labour,
Social Affairs and Family, elaborate together draft laws and other generally binding legal
regulations that are later enforced on the Slovak financial market (Narodnd Banka Slov-
enska, n.d. c, para. 1). Primarily, at the national level, supervised financial entities are
required to comply with act No. 483/2001- Act on Banks and on Amendments to Certain
Acts, defining conditions for an establishment, organisation, management, business ac-

tivities, and dissolution of domestic and foreign banks on the Slovak financial market and
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supervision, as well as related delegated legislature (D. Kravecova, personal communi-
cation, January 15, 2018; Zakon ¢. 483/2001 Z. z.: Zakon o bankéch a o zmene a doplneni
niektorych zakonov, n.d.). Financial market, especially the lending market, has been
highly influenced by Slovak legislative environment. As of 2016, a statutory cap for
charges derived from early repayment of housing loans has been introduced, while a con-
sumer loans” interest rate cap has abided twice the market average. These circumstances
encouraged the growth of loans, decreased interest margins, resulting in tightened condi-

tions for loan provisions (Narodna Banka Slovenska, 2017 a, p. 8).

EU reqgulations

At the European level, one of the essential regulations is a regulation (EU) No. 575/2013
of the European Parliament and of the Council of 26 June 2013 on prudential require-
ments for credit institutions and investment firms and amending Regulation (EU) No.
648/2012 (D. Kravecova, personal communication, January 15, 2018), which "aims to
strengthen the prudential requirements of banks, requiring them to keep sufficient capital
reserves and liquidity” (EUR-Lex, 2015, para. 3). According to the EU legislation and
Basel 111 agreement, the capital requirement amounts to at least 8% of risk-weighted as-
sets, out of which 4,5% share has to come from Tier ine capital, and the liquidity require-
ment is set to cover a period of 30 days. (Council of the European Union, 2017, para. 1-
12). Furthermore, directive MiFID 11 represents broader and more complex regulatory
measures in the EU financial market to achieve independence of investment firms. The
goal is to limit the inflow of monetary and non-monetary incentives by cautious defining
of the suitability of financial products for clients and proper data storage. The changes
affect mainly internal processes, systems, reporting, and communication with clients
(Apolen, P, 2017b, para. 10 - 13). Moreover, directive PSD2 is of a revolutionary char-
acter as it enables third parties to access clients” accounts to extract information or initiate
transactions. Therefore, these third parties can act as authorised payment service provid-
ers (Apolen, P, 2017b, para. 22). As of 2014, EU regulation No. 260/2012 has come into
force, unifying rules and standards of banking payments instruments across the Eurozone

and introducing Single Euro Payments Area (Slovakia - Banking Systems, 2017, para. 4).

Basel Agreement

Due to the presence in the EU jurisdiction, Slovakia is under regulatory measures of the

Basel Committee on Banking Supervision, a global regulatory body operating in the
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banking sector since 1988, whose main purpose is to foster financial stability, a resilient
banking system, and the quality of banking control. Following Basel 1l focused on stabil-
ity and solvency, the most recent international regulatory framework Basel 111 was de-
signed as a consequence of 2008 financial crisis defining the amount of a bank’s own
financial sources required to cover risks related to its activities. In addition, preparations
of future Basel IV suggest the framework to be future game changer in the industry.
(Harzi, 2011, p.1; Maxwell, as cited in Nova bankova regulacia: Komu pomdze a pre¢o
ju krajiny tnie nechcu, 2016, para. 3, 10; Spinassou & Wardhana, 2018, p.2; Zinsa &
Weill, 2017, para.6).

Supervision

Several institutions conduct supervision on national and EU level. Firstly, the National
Bank of Slovakia is an independent central bank of the country, with the main purpose to
engage in the common monetary policy. This involves issuing euro, promotion and reg-
ulation of smooth operations of payment systems, clearing systems, and currency circu-
lation, controlling minimum capital and reserve requirements, and supervision of entities
of the domestic financial market to ensure economic efficiency (Narodna Banka Slov-
enska, n.d. a, para. 1-3; Slovakia - Banking Systems, 2017, para. 1). Regarding the EU
regulatory system, the National Bank of Slovakia oversees the compliance with these

legal acts (Narodna Banka Slovenska, n.d. c, para. 3).

Secondly, the European System of Financial Supervision is an EU network ensuring con-
sistent and appropriate supervisory practices across member states in close collaboration
with European Central Bank. The network consists of three European Supervisory Au-
thorities, European Banking Authority, European Insurance and Occupational Pensions
Authority, and European Securities and Markets Authority, focused on microprudential
supervision, the European Systemic Risk Board, responsible for macroprudential super-
vision, and national supervisors. The goal is to prevent or mitigate risk by developing risk
assessments, issuing warnings, recommendations, and subsequently monitoring progress.
In addition, the network establishes and implements harmonized prudential standards for

individual financial institutions (European Central Bank, n.d., para. 1-12).

The figue below provides a comprehensive overview of the main findings.
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PESTEL Analysis- The Slovak Republic

EU member state
FDI highly encouraged
Macroprudential policy
Corruption is a problem: 54t in 2017 Corruption Perceptions Index
Politically stable country
Special tax levy & restricted provision of 100% mortgages

Currency: Euro
Robust growth of the economy
39t in 2018 Ease of Doing Business index
Increasing labour costs- Minimal monthly wage: €480
High and consistent demand for loans

Population: 5 443 120
Muslim community: 5 000 -> one of the lowest in the EU
High trust in mainstream media
Medium trust level in banking industry
40 % of Slovaks hold reserves in cash

Digital literacy above EU average
Internet usage: 85% & Household access to internet: 81%
Mobile banking as a booming phenomenon
Cashless economy on rise but far from the EU average

Attempts to apply elements of green banking
Digitalisation as a mean of paper reduction
Ecological trends: Energy, carbon footprint, waste management
Sustainable business travel alternatives

Compliance with national, European, and international regulations
National and EU supervision
Statutory cap for charges for early repayment of loans
Tightened conditions for loan provisions
MIFID II, PSD2, EU regulation No. 260/2012
Basel Committee on Banking Supervision (Basel I, Basel 11, Basel 1V)

Figure 5: PESTEL Analysis of the Slovak Republic [Author's representation]
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The United Kingdom

The following section demonstrates political, economic, social, technological, ecological,

and legal contexts of the United Kingdom.

Political Factor

The United Kingdom of Great Britain and Northern Ireland is a parliamentary constitu-
tional monarchy with London being the capital city. In 1973, the UK joined the European
Union; however, the country has never been a part of Eurozone nor the Schengen Area
(Central Intelligence Agency, n.d., para. 2, 55-57; European Commission, 2015, p. 2;
IMUNA, n.d., para. 1-2). Euroscepticism among the population and politicians led to the
2016 United Kingdom European Union membership referendum, resulting in favour of
Brexit; therefore, the official withdrawal is scheduled to take place on March 29, 2019.
(Central Intelligence Agency, n.d., para. 2). Upcoming Brexit will influence the financial
sector and create additional risk to global financial stability (United Kingdom - 6- Finan-
cial Sector, 2017, para. 7). Due to its membership linked to a large number of organiza-

tions, the country is politically a crucial global player.

Political stability and corruption

According to Worldwide Governance Indicators provided by the World Bank (2016), the
UK political stability and absence of violence index was in 2016 estimated at 0,4 on a
value range of -2,5 to 2,5. Furthermore, Marsh’s 2018 Political risk map delivers rela-
tively positive results with respect to political, country, and operational risks; only eco-
nomic risk index demonstrates rather moderate stability (Marsh, n.d). The United King-
dom reached also the eighth position in 2017 Corruption Perceptions Index which repre-
sented significant progress since 2012 (Transparency International, 2018, para. 5-6).

Macroprudential policy

HM Treasury, the British economic and finance ministry, is a governmental body respon-
sible for the facilitation of strong, stable, and sustainable economic growth. Supported by
13 agencies and public institutions, the Treasury monitors and manages public spending,
tax system, economic policies, infrastructure projects, and related investments (HM
Treasury, n.d.a, para. 1-12; HM Treasury, n.d.b., para. 1). In the spirit of stability, a revi-
sion of the financial regulatory structure took place to facilitate effective implementation
of the UK's macroprudential policy (International Monetary Fund, 2016, p.4).

Government interventions
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The British governmental policies aim to support the free flow of capital and resources in
the markets (United Kingdom - 6- Financial Sector, 2017, para. 2). The attitude towards
foreign direct investment is rather positive; the UK encourages investments via proactive
policies and in the vast majority of cases, does not discriminate businesses based on a
nationality (United Kingdom - 1-Openness to, & restriction upon, foreign investment,
2017, para. 1-7). Interventions can be observed in the past, as well as today, utilized as a
mean to maintain UK banking system viable. Investments in the bank recapitalization or
provision of various schemes, such as credit guarantee scheme, special liquidity scheme,
or asset protection scheme, served as rescue packages during the period of 2007 and 2009
which financial consequences can be seen even today together with further measures (Ed-
monds, 2017, pp. 4-11; Office for National Statistics, n.d.; United Kingdom - 6- Financial
Sector, 2017, para. 7). However, governmental interventions are considered to potentially
hinder financial globalisation by limiting banking activities in terms of depth, breadth,
and persistence (Kleymenova, Rose, & Wieladek, 2016, para. 2).

Economic Factor

The United Kingdom has experienced a gradual deceleration in economic growth after
the Brexit referendum in 2016. The official currency, a British pound, has suffered sus-
tained depreciation, which in the aftermath caused a rise in consumer and producer prices
(IndexMundi, 2018c, para. 3). In 2017, GDP per capita amounted to $43 600, with a real
GDP growth rate of 1,7% and 2,6% inflation rate. The UK service sector, especially in
areas of banking, and insurance, is the focal driver for nation’s economic growth, as it
accounts for approximately 80% of the British GDP composition (IndexMundi, 2018c,
para.1-22; Jackson, Tetlow, Bernard & Pearson, n.d., para. 2, 31). In January 2018, net
FDI inflow accounted for £8 667 million. In fact, the foreign direct investment in the UK
financial sector experienced its peak in the last years dominating the European market
(EY, 2016, para. 4; Martin, 2017, para. 1; Trading Economics, n.d. d, para. 1).

In 2017, the unemployment rate has been calculated on 4,4%, which is the lowest level
in British history (IndexMundi, 2018c, para. 14; Jackson et al., n.d. para. 12). Labour
costs remained fixed in 2018, wherein minimal monthly wage has been calculated on
€1,401, while average weekly wage has amounted to £513 (Trading Economics, n.d. c,
para. 1; United Kingdom (UK) National Minimum Wage - NMW, 2018, para. 1). The
UK median disposable household income accounted for £27,300 at the end of 2017, de-

tecting an increase with regard to both retired and non-retired households. Furthermore,
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income inequality remained almost unchanged (32,2%); however, the aspect has experi-
enced a moderate decline during the last decade (Office for National Statistics, 2018, p.
2).

Financial sector

The UK was ranked seventh in the World Bank’s 2018 Doing Business assessment list
(Santander, 2018b, para. 1; The World Bank, n.d. c, para. 4). In fact, London is the top
global financial centre, followed by the city of New York and Singapore. With more than
1000 domestic and international financial institutions present in the country, the UK has
the largest European banking sector accounted for the value of $ eight trillion assets (the
fourth largest in the world) and $77 billion in net exports of financial services. As a matter
of fact, 250 UK based international banks hold approximately half of the UK’s banking
sector assets. Moreover, the country is one of the largest players in cross-border banking,
private and investment banking, with a high portion of activities conducted in the capital
city (TheCityUK, 2017, pp. 3 -17).

The industry contributes nearly 11% of the UK’s total economic output and em-
ploys over 2.2 million people, with two thirds of these jobs outside London. It is
the largest tax payer, the biggest exporting industry and generates a trade surplus
greater than all other net exporting industries combined. (TheCityUK, 2017, p. 2)

Factors reinforcing the leading position of London as a global financial hub:

e Fair political, legal, and regulatory systems

e Favourable and competitive fiscal policy

e A business-friendly environment with easy access to the markets

e Advantageous geographical location between important time zones

e High quality of labour force and other services (TheCityUK, 2017, p.11, 17)

Islamic banking

With 40 years of experience, the UK is identified as a leading western centre for Islamic
finance; ranked as 22nd on a global scale and fourth among non-Muslim-majority nations
following Singapore, Sri Lanka and South Africa. The number of UK based banks provid-

ing Islamic financial services exceeds 20, whilst five are licenced as fully Sharia-
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compliant. The amount is significantly higher than in other Western countries, the EU
and the US included. In 2016, only solely Sharia-compliant banking assets amounted to
approximately $4,5 billion. In addition, as of 2014, the UK was also the first Western
country issuing sovereign sukuk (TheCityUK, 2017, pp. 25-26).

Since Brexit can potentially cause jeopardy of London’s dominance in the EU financial
market, the UK has to seek other potential trade and investment opportunities globally,
especially to focus on significant countries such as US, China, Japan, India, and the Com-
monwealth (IndexMundi, 2018c, para. 3; TheCityUK, 2017, pp. 12-16).

Social Factor

With the population of 65 million and 0,52% annual growth rate, the United Kingdom is
identified as the world’s 21st most populous country (IndexMundi, 2018b, para. 1, 5;
Office for National Statistics, 2017b, para. 2; United Kingdom Population 2018, 2018,
para. 1). The official language is English, however, the recognition as a regional language
has been given to Scots, Scottish Gaelic, Welsh, Irish, and Cornish (IndexMundi, 2018b,
para. 25).

Despite an ageing population, the inflow of migrants induces an overall growth. The
growth is linked to the expansion of EU member states and its freedom of movement.
(Office for National Statistics, 2017a, pp. 3-7). Largest ethnic minorities are Polish, In-
dian, Pakistani, Irish, and German (United Kingdom Population 2018, 2018, para. 7).

Muslims in the UK

Based on the 2011 census, the main religious composition of the country comprises
59,5% of Christians, 4,4% of Muslims, 1,3% of Hindu, and 25,7% of the population not
professing any religion. The rest was considered as unspecified or members of other mi-
nor religions (IndexMundi, 2018b, para. 24). In spite of the fact that provided information
is from the most recent official census, the estimations do not capture current migration
shifts, which has taken a place for several years already. "In recent years, Europe has
experienced a record influx of asylum seekers fleeing conflicts in Syria and other pre-
dominantly Muslim countries" (Pew Research Center, 2017, para. 1). The country has not
only been a desired haven for refugees, the UK has also been recognized as a top desti-
nation for regular Muslim migrants. In fact, between the years 2010 and 2016, 43% of all
migrants were identified as Muslims; hence, in the aftermath, the minority in the country

grew up to 6,3%. European countries with a high share of refugees professing Islamic
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religion are projected to experience major demographic shifts, in particular, the UK
should expect a rise of Muslim population reaching a range from 9,7% to 17,2% till 2050.
Future Brexit can, however, significantly affect future immigration patterns of the UK

system (Pew Research Center, 2017, para. 1-45).

The UK is recognized to hold rather a negative attitude towards Muslim immigration
(Bayrakli & Hafez, 2017, pp.6-7). Especially Brexit has unleashed a wave of Islamopho-
bia and hatred across the country as it has been perceived as a form of legitimisation of
prejudice and related actions. Negative attitudes have not only taken a form of purely
online abuse via derogatory and xenophobic content of posts on social media, its impact
has been also notable by the increased occurrence of severe abuse and physical attacks of
Muslim residents. Islamophobia could be seen in systematic discrimination of employ-
ment opportunities, biased educational material, anti-Muslim attitude and vandalism in
schools, as well as religiously and culturally hostile state interventions, police profiling,
and anti-Muslim policy. Politicians were accused of inappropriate rhetoric and instru-
mentalising Islamophobia and extremism as a tool for their strategies. Additionally to the
worsened political discourse, media came under intense scrutiny due to the encourage-
ment of Islamophobic narratives and content. Although several corrective initiatives took
place, even these have been a subject to numerous attacks by media and political figures
(Merali, 2017, pp. 588-603; Muslim Council of Britain, n.d., para. 3- 4).

Hofstede's cultural dimensions theory

The United Kingdom is a success-driven masculine society, with low power distance, and
neither normative nor pragmatic attitude. Culture attributes individualism and uncertainty
avoidance [emphasis added], which are, as mentioned previously in the paper, influential
factors in the banking sector, suggest greater risk-taking behaviour of the industry (Coun-
try Comparison: What about the UK?, n.d.; Lopes, 2016, p. 342, 352).

Trust in the banking sector

Within the European Union, trust in banks is generally higher in case of Eurozone mem-
ber states rather than non-Eurozone countries (Jarvinen, 2014, pp. 553- 556). According
to Jérvinen (2014), in comparison with the rest of the EU, the United Kingdom tends to

have medium consumer trust in banking, regardless of the banking service (pp. 557-558).

Trust in mass media
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In addition, Edelman's annual Trust Barometer discovered an exceptional fall of trust in
media, reaching the lowest level in history (as cited in KPMG, 2017, p. 4). Despite greater
general trust in TV and radio sources in the UK, rather than social media and blogs, the
media consumption of the UK youth tends to incline towards digital platforms (KPMG,
2017, pp. 5- 8).

Technological Factor

Digital technology shapes the UK society and is of a great importance for its economic
development. Although the internet penetration within the country exceeded 94% in
2016, lack of digital skills among general public represents still an issue, especially af-
fected by one's age, disability, social class, income, and education. Hence, several initia-
tives have been taken to improve the situation (ECORYS UK, 2016, pp. 2-4; IndexMundi,
2018d, para. 1; White, 2017).

Nevertheless, due to its highly developed technology, infrastructure, a strong venture cap-
ital base, and tax breaks creating numerous opportunities and complex support for busi-
nesses, London has been, recognized as a leading global hub for FinTech, an "intersection
of innovative technology and financial services™ (TheCityUK, 2017, p. 28). FinTech busi-
nesses aim to provide alternative banking solutions and to replace traditional financial
institutions through sizeable cost savings, greater agility, innovativeness, and fast adapt-
ability. They operate mainly in software-based sectors, including mobile payments,
money transfers, loans, and fundraising (Gulamhuseinwala, Bull & Lewis, 2015, pp. 3-5;
Romanova & Kudinska, 2016, para. 3; Srinivas, Fromhart, Goradia, & Wadhwani, 2017,
pp. 6-7; TheCityUK, 2017, p. 28).

FinTech

The UK’s FinTech sector generated an average revenue of £5 million in 2016, represent-
ing a 22% leap since 2014. Likewise, an inflow of investments experienced significant
growth over the years and is predicted to continue in the future (TheCityUK, 2017, p. 28).
The UK institutional bodies have already recognized significant potential of FinTech and
are eager to facilitate further development at the national level to promote innovation and
competition. These initiatives focus primarily on alternative forms of lending, digital cur-
rency and improving access to the matter-related bank information (Gulamhuseinwala et
al., 2015, p. 6; TheCityUK, 2017, p. 28). Furthermore, research conducted by TheCityUK
and PwC predicts huge transformation of the UK financial industry in the next decade
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leading to even greater digitisation, innovation and customer-centrism, putting the coun-
try at the global forefront of cyber security (TheCityUK, 2017, p. 28).

Mobile banking

In the UK, an increased smartphone usage, a key driving force of mobile banking adop-
tion, together with a development in technology offerings have enabled a provision of
advanced features, such as login with a fingerprint or ATM cash withdrawal via
smartphones. In addition, Barclays has even introduced payment transactions option via
the Twitter handle (Barclays, n.d., para. 1-5; Deloitte, 2015, pp. 7-10, 20; HSBC, n.d.,
para. 1). Furthermore, mobile digital wallets for in-store payments and widespread online
digital wallets allowing online purchases have been recently on a rise. PayPal and V.me
launched by Visa can be considered the most well-known digital wallets in the country
(Deloitte, 2015, pp. 21-23).

Lastly, a prognosis for an upcoming trend of implementing artificial intelligence through
an entire value chain in the finance sector suggests major changes in processes, final
product and services, as well as the customer experience itself (Consultancy.uk, 2017,
para. 1-7; Jubraj & Graham, & Ryan, 2018, p. 2).

Environmental Factor

G20 Green Finance Study Group (2016) defines green financing as a “financing of in-
vestments that provide environmental benefits in the broader context of environmentally
sustainable development.” (as cited in TheCityUK & Centre for Climate Finance & In-
vestment, 2017, p. 8). The UK belongs to the world’s green finance pioneers and plays a
crucial role in its development. With respect to the matter, the UK’s Green Investment
Bank is of a great importance as it was not only one of the first green banks globally, but
it also invested in over 100 green infrastructure projects (TheCityUK, 2017, p. 24; The-
CityUK & Centre for Climate Finance & Investment, 2017, p. 17). Furthermore, the Eu-
ropean Investment Bank issued the world’s very first green bond in 2007 on the London
Stock Exchange, and by 2017, the platform listed in total 45 green bonds equalling $12,1
billion in seven different currencies. Together with the US, China, and France, the coun-
tries are responsible for 70% of global green bond issuance (TheCityUK, 2017, p. 24;
TheCityUK & Centre for Climate Finance & Investment, 2017, p. 3). Since climate
change is an international issue, green finance practices are especially applicable in cross-

border transactions, in which, as mentioned before, the UK holds a leadership position,
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suggesting even a greater potential for country’s further development (TheCityUK, 2017,
p. 24).

Just as the Slovak Republic, the UK is a member of the EU emissions trading system
regulating emissions production of particular greenhouse gases across the European Un-
ion and few other nations. Companies receive an allocation of annual emissions allow-
ances by member states which they need to obey to avoid fine impositions. UK's future
participation is due to upcoming Brexit uncertain; membership will heavily depend on
future trade agreements which might require compliance with existing mitigation efforts
(TheCityUK & Centre for Climate Finance & Investment, 2017, p. 15).

Various approaches are taken through which banks endeavour implementation of more
sustainable practices and address issues linked to resource scarcity, population growth,
and energy supply. Apart from green finances, these environmental goals particularly in-
clude dissemination of information through advisory services and training, waste, paper,
and carbon reduction, as well as water management. In addition, banks aim to invest in
renewable energy sources and optimisation of energy efficiency measures to achieve a
reduction in greenhouse gas emissions. Lastly, ecological targets can be also attained by
creating partnerships, improving disclosure and reporting, or simply by considering more
sustainable travel alternatives (Barclays PLC, 2018, pp. 9-13, 20, 29; HSBC, 2018, pp.
29-31; Lloyds Banking Group, n.d.; Royal Bank of Scotland, n.d.; Schroders, n.d., p. 12,
17).

Legal Factor

The United Kingdom enjoys a high density of financial institutions with a pivotal role for
the economy was severely hit during the financial crisis prompting structural and regula-
tory changes of the banking system (Lovegrove, & Prettejohn, 2018, para. 1-2; Putnis,
Hammond, & Bonsall, 2014, p. 855).

National and EU requlations

Nowadays, the UK’s underlying regulatory framework for banking and financial sector
present in the legislature is known as the Financial Services and Markets Act 2000. Alt-
hough it is recognized to be the main source of governance, the legal environment is,
moreover, increasingly shaped by numerous European laws which set minimum capital,
liquidity, and leverage requirements in the European Economic Area, for instance, Reg-
ulation (EU) 575/2013 on prudential requirements for credit institutions and investment
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firms and Directive 2013/36/EU on capital requirements establish and implement obliga-
tions derived from Basel 111 agreement (Lovegrove, & Prettejohn, 2018, para. 4; Penn, &
Dillon, 2017, para. 3-5).

Besides the key EU regulations MiFID Il and PSD2 which were already mentioned in the
PESTEL analysis of the Slovak Republic, to the scope of EU responsibilities, further-
more, belong frameworks addressing market abuse, infrastructure, financial instruments,
short selling, securities financing transactions, and important benchmarking regulations
(Lovegrove, & Prettejohn, 2018, para. 73; Penn, & Dillon, 2017, para. 6).

Supervision

At the national level, the UK banks are predominantly subjects to three regulatory bodies,
in particular, Prudential Regulation Authority and Financial Conduct Authority which are
the leading authorities, and the Bank of England which role is to intervene and exercise
resolution powers in case of failing banks (Penn, & Dillon, 2017, para. 8-9; Putnis et al.,
2014, p. 855). Moreover, while Prudential Regulation Authority aims to facilitate safety,
stability, and effective competition of the UK financial system, Financial Conduct Au-
thority is in charge of managing effective financial markets, promoting competition and
customer protection, including the provision of payment services via Payment Services
Regulations 2009 and the issuance of electronic money established in Electronic Money
Regulations 2011 (Lovegrove, & Prettejohn, 2018, para. 8-12; Penn, & Dillon, 2017,
para. 12-16). Furthermore, protection and enhancement of stability and resilience of the
financial system are the key objectives of the Financial Policy Committee of Bank of
England. The institution aims to diminish systematic risk by identifying, monitoring and
intervening with the main focus on macroprudential policy (Lovegrove, & Prettejohn,
2018, para. 3; Penn, & Dillon, 2017, para. 11; Putnis et al., 2014, p. 855).

The United Kingdom is a subject to the same supervisory bodies as the Slovak Republic.
To add up to already acquired body of knowledge, the purpose of the European Banking
Authority is to oversight financial situation in the country, control compliance with EU
laws, and to promote better coordination among national supervisory bodies (Penn, &
Dillon, 2017, para. 25). However, it is necessary to address expected structural changes
affecting substantially banking regulatory framework in the nearest future due to the UK's
vote to withdraw EU membership in 2016 (Lovegrove, & Prettejohn, 2018, para. 17-18,
24; Penn, & Dillon, 2017, para. 7).
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The figure below provides a comprehensive overview of the main findings.

PESTEL Analysis- The United Kingdom

Upcoming Brexit: March 29, 2019
FDI highly encouraged
Macroprudential policy
8th in 2017 Corruption Perceptions Index
Politically stable and crucial global player
Government interventions hindering financial globalisation

Currency: British pound
Gradual deceleration in economic growth
7t in 2018 Ease of Doing Business index
Fixed labour costs- Minimal monthly wage: €1,401
London is the top global financial hub & leading western centre for Islamic
finance

Population: 65 648 000
4,4% of Muslims + large inflow of refugees and regular Muslim migrants
Issues with Islamophobia
Exceptionally low trust in media
Medium consumer trust in banking
Greater risk-taking behaviour of the industr

Internet penetration exceeds 94% but lacking public digital skills
London as a leading global hub for FinTech
Well-developed mobile banking
Techonology-oriented Initiatives

One of the world green finance pioneers
Ecological trends: raising awareness, waste, paper, carbon, and water
management
Investments in renewable energy sources and optimisation of energy
efficiency
Sustainable business travel alternatives

Compliance with national, European, and international regulations
National and EU supervision
Financial crisis prompting regulatory changes of the banking system
Financial Services and Markets Act 2000
MIFID IlI, PSD2, benchmarking regulations, Basel Agreements
Brexit: expected structural changes

Figure 6: PESTEL Analysis of the United Kingdom [Author's representation]
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2.3.2 Porter's Five Forces analysis

Porter’s Five Forces model offers valuable insights in the bargaining position, competi-
tion intensity, and strategic competitive forces present within a given business environ-
ment (Grigore, 2014, p. 32; Yunna & Yisheng, 2014, para. 6). The significance of each
force can substantially differ across these industries. As short-term profitability can be
affected by a myriad of different aspects, Porter’s Five Forces framework aims to explain
an industry structure which defines medium to long-term competition rules and profita-
bility (Grigore, 2014, pp. 32-33).

The model identifies five key forces, namely a degree of rivalry among competitors, bar-
gaining power of buyers, bargaining power of suppliers, a threat of new entrants, and a
threat of substitutes (Grigore, 2014, p. 32; Yunna & Yisheng, 2014, para. 6).

Porter's model has been, however, a subject of criticism (Grigore, 2014, p. 33). "Since
Porter’s Five Forces relies on the principals of microeconomics, the challenge of the cred-
ibility of the model is limited" (Délken, 2014, p. 7). Three critical aspects, deregulation,
digitalisation, and globalisation shape the structure and attractiveness of industries and
generate greater scope, dynamics, and instability of networks. Nevertheless, the model as
the whole is still valid and can be considered as a vital source of information. However,
strategists should be aware of its potential limitations and are advised to utilize the model

in combination with other supplementing frameworks (Dilken, 2014, p. 7).

Threat of
substitutes

Figure 7: Porter's Five Forces model [Author's representation]
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The Slovak Republic

Rivalry among existing competitors

Critical elements when assessing the level of rivalry present in any market are for instance
the degree of concentration of competitors, diversity of competitors, product differentia-
tion, and cost conditions. The Slovak financial market is marked with a high risk of con-
centration (Narodna Banka Slovenska, 2017 b, p. 7). At the moment, the Slovak National
Bank has registered 27 bank subjects; however, one has to keep in mind that the market
is relatively small with the population of 5 443 120 inhabitants (D. Kravecova, personal
communication, January 15, 2018; Narodna Banka Slovenska, n.d. b). The substantial
competition influences the earning conditions of financial entities as it pushes extensively
down interest rates, margins, and fees, and incites banks to engage in higher-risk activities
to stay profitable (Klasekova, & Zaborsky, 2016, para. 2-5; Maxa, 2018, para. 3; Narodna
Banka Slovenska, 2017 b, pp. 5-7).

The banking sector is rather homogeneous with only a few peer-to-peer lending compet-
itors. Besides, none of the existing banks conducts Islamic financial operations (D. Krave-
cova, personal communication, January 15, 2018; Narodna Banka Slovenska, n.d. b).
PSD2 should bring a change and enhance the diversity of the industry. The directive fa-
cilitates the introduction of new forms of businesses, but well-established banks will also
benefit from it since they will also be able to steal customer base of their competitors
more effectively (Skyba, 2017, para. 1-3). Lastly, due to the intense rivalry of the market
together with regulatory measures that continuously increase banks' costs, the entities at-
tempt to offer innovative solutions and differentiate themselves from each other and gen-
erate additional revenue. This is often done through the process, marketing, and organi-
sational means, as well as, by widening product portfolio. Product differentiation can be
observed in areas of quality, technical specifications, components, and software utilized
((Frajkova, 2015, pp. 47-48).

Bargaining power of suppliers

A significant strength of Slovak banks lies in their liquidity and the ability of self-financ-
ing from domestic deposits. Hence, in contrast to other countries, Slovak subsidiaries are
not dependent on the capital of parent companies (Apolen, 2014, para 4). It is necessary

to point out that since customers are also banks’ suppliers, the same conditions apply
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Threat of substitutes

A threat of substitutes emerges when buyers recognize prices and performance of busi-
ness alternatives as more appealing and begin to incline towards them. Among the biggest
threats Slovak bankers face is a proliferating trend of peer-to-peer lending. The concept
is based on the idea of a shared economy, whereby investors finance debtors via apps
independently from banks. The business model is increasingly earning success on the
market and gaining a larger market share (Beracka, 2017, para.l; Klasekova, 2016, para.
1). The main benefit is the omittance of banks as an intermediary, which positively affects

the price, more specifically the interest rates (Beracka, 2017, para. 3).

Moreover, as already mentioned, directive PSD2 is responsible for future inflow of new
business models that offer banking solutions instead of traditional banking institutions.
Therefore, third parties will significantly threaten the direct contact with clients and the
monopoly of current internet banking (Brejcak, 2018, para. 1; Skyba, 2017, para. 2).
FinTechs will benefit from the directive; however, IT giants, such as Apple, Google, and
Facebook will pose the biggest threat. Due to their considerable financial resources and

technical capabilities, their competitiveness is much higher. (Skyba, 2017, para. 2,7).

Bargaining power of buyers

Bargaining power of buyers evaluates the dependency of consumers on banks, possibili-
ties to switch and get information about other products. Favourable macroeconomic de-
velopments in the labour market have resulted in higher income and a sense of stability
which led to a growing demand for loans. In fact, this demand has been recognised as one
of the fastest-growing across the EU member states (Narodna Banka Slovenska, 2017 b,
p. 5). As mentioned previously, Slovak buyers can choose from a relatively wide variety
of banks and products. Customers can furthermore easily access information about cur-
rent offers at the market (Spotrebné tivery, 2018). In addition, the barriers to switching
banks are non-existent with transfer fees being only one per cent (Klasekova, & Zaborsky,
2016, para. 8).

Threat of new entrants

Legal requirements play an essential role in the level of entry barriers (Yunna & Yisheng,
2014, para. 9). As PESTEL analysis suggests, the economic and legal conditions are fa-
vourable in the financial market. An increased requirement for countercyclical capital
buffer might impose a hardship for new companies to enter; however, the majority of

banks are not significantly affected by it (Narodna Banka Slovenska, 2017 b, p. 8).
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Despite the fierce competition, the country's banking market expects two new increments
in the foreseeable future, namely 365 Bank and Hello Bank that focus on mobile and
internet-based channels of service provision (Maxa, 2018, para. 2-3). An even greater
influx of new entrants can be expected as a result of the PSD2, whereby new business

models are expected to occur (Skyba, 2017, para. 1-3).
The United Kingdom

Rivalry among existing competitors

The banking sector in the UK is, in general, considered to be highly competitive as it
offers an excessive spectrum of more than 350 financial institutions, with both domestic
and foreign origins (European Banking Federation, n.d.b, para. 6). Focusing solely on the
Islamic banking, six financial institutions and 20 lenders are present in the market.
(Kunova, 2017, para.1). Such structural composition facilitates a great variety of products
and diversification of competitors. Yet, UK's banking industry is highly concentrated,
whereby a handful of large banks dominate the market. As it accounts for approximately
two-thirds of total retail banking activity, the environment can be defined as oligopolistic
(Economics Online, n.d., para. 1-6; European Banking Federation, n.d.b, para. 6). Fur-
thermore, there are operational and technical barriers while trying to scale up (Furnivall
& Coyne, 2016, para 6-9

Concerning the barriers to exit, mechanisms were put in place to protect customers from
a disorderly exit of banks from the market; however, there is a debate whether regulations
like the Special Resolution Regime and the Financial Services Compensation Scheme

have an adverse effect on overall exit barriers (Benson, & Watts, 2010)

Bargaining power of suppliers

Suppliers' power lays in the ability to control resources (Yunna & Yisheng, 2014, para.
7). Depositors are identified as the main source of funding of the sector and enhanced
access to various markets and products have enabled investors to exploit financial oppor-
tunities on a much larger scale (Talpur, 2016, para. 6). Hence, the bargaining power of
buyers can also be applicable to the bargaining power of suppliers.

Threat of substitutes
New forms of financing have emerged in recent years, especially due to technological
and regulatory developments. The Second Payment Services Directive leads the sector

towards greater openness. By facilitating access to the banking information, other banks,
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FinTech start-ups, and businesses outside of the industry can establish business platforms
and provide services such as payments, investments, and lending (PwC, n.d., para. 2-5).
Despite the initial hype, the dominance of traditional forms of banking is still presumed
to persist in the nearest future (Furnivall & Coyne, 2016, para. 1). Nonetheless, "banks
take the threat of larger tech organisations such as Google, Amazon, Apple and Facebook
very seriously” (PwC, n.d., para. 4), as their financial and technological resources facili-
tate strong competitiveness abilities (Skyba, 2017, para. 2,7).

Concerning the substitutes for the Islamic financing practices, a peer-to-peer financing
platform called Beehive has recently caught increased attention as it encompasses Sha-
riah-based window utilizing murabaha instrument (Dewar & Hussain, 2017, para. 10). In

general, a peer-to-peer is perceived to be a cheaper alternative (Beracka, 2017, para. 3).

Bargaining power of buyers

Due to the degree of competition and existence of possible substitutes, avenues for raising
funds increase; thus, "the borrower is naturally placed with greater bargaining power"
(Talpur, 2016, para. 5). Moreover, the number of existing and potential customers of Is-
lamic banks is in the country rather limited (Fry, 2014, para 26; Summerfield, 2016, para.
13). Despite hesitance of the UK banks' customers to switch, one has easy access to in-

formation to make an informed choice and compare the offers (Rovnick, 2016).

Regarding the barriers to switching, manual switching process where so-called hassle
factor and fear of error in the switching process occur is recognized as the most significant
issue (Smith, Hoehn, Marsden, May, & Smith, 2016, pp. 187-188).

Threat of new entrants

Regarding the threat of new entrants, the sources provide slightly conflicting information.
On the one hand, the banking industry faces considerable barriers to entry and is a subject
to stricter regulations to ensure financial stability and competitiveness (Economics
Online, n.d., para. 5-6). Three barriers have been recognized as hindering entry to the
market, namely a long, non-transparent authorisation process and disproportionally high
capital and liquidity requirements for new banks, and high costs of satisfying the IT re-
quirements unless a bank reaches a sufficient scale. While authorities try to address the
first two barriers, IT requirements are not expected to change (The Financial Services
Authority, 2013, p. A3:2). On the other hand, a high inflow of new entrants, especially in
retail banking could be observed in practice (Andreasyan, 2018, para. 1; Deloitte, 20144,
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para.4; Furnivall & Coyne, 2016, para. 3). Since 2010 the number of newly established
companies exceeded 25 (Furnivall & Coyne, 2016, para. 2). These companies often di-
versify themselves by focusing on specific aspects of the banking services (Furnivall &

Coyne, 2016, para. 2; PwC, n.d., para. 1).

Even though new entrants are common phenomena, they have to later struggle with sev-
eral challenges to survive the competitive environment. Not only counterattacks on behalf
of the big banks can be expected to occur, but newly established firms also have to deal
with a pressure of the growing cost of regulation that pushes them to engage in high-risk
activities. Furthermore, there are operational and technical barriers while trying to scale
up (Furnivall & Coyne, 2016, para 6-9).

UK’ legal and financial infrastructure has been indeed beneficial to Islamic banking too
(Summerfield, 2016, para. 17). A large number of rules exists in the UK financial market
for new banks to comprehend though (Fry, 2014, para. 25). "There are also many chal-
lenges for Islamic banking in the UK, which include product integrity and the high costs

associated with running Sharia accounts” (Fry, 2014, para. 3).

3 Methodology

The research was conducted as a descriptive study with the purpose of answering main
research questions (Vaismoradi, Turunen & Bondas, 2013). Literature review was exam-
ined by the means of a desk research, providing an academic basis for the consecutive
empirical part (Webster & Watson, 2002). The empirical section of the research was elab-
orated by the means of a qualitative data collection technique.

Qualitative research enables a convergence of empirical and theoretical dimensions (My-
ers, 2013, p. 13). Its core idea is to acquire a deeper understanding of an empirical world,
in particular, social and cultural phenomena prevailing within it (Myers, 2013, pp. 5-8;
Taylor, Bogdan & DeVault, 2015 pp. 7-9). By interacting with carefully chosen respond-
ents, a comprehension of an organizational context can be achieved and transformed into
a novel theoretical contribution to the body of knowledge, which is the primary goal of
any research (Bloor, 2016, p. 26; Myers, 2013, pp. 5-9; Taylor et al., 2015, p. 7).

For the purpose of the research, data has been collected through a semi-structured inter-

view and analysed by qualitative content analysis.
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3.1 Preparation of data

Preparation of information necessary for the creation of questions is taking place at two
levels. Firstly, prior to an actual data collection, core questions and topic areas have to be
identified. Secondly, real-time preparation of questions linked to the pre-defined topic
area can be required to build on already extracted information to expand and deepen par-
ticular understanding (Kajornboon, 2005, p. 5). Careful formulation of the questions is
essential as it is recognized to be the main weakness of the research method. Incorrect
use can compromise data quality. Moreover, the respondent’s background and expertize
can also significantly influence the content of answers; thus, bias may be created (Harrell
& Bradley, 2009, p. 24).

In case of the research, core questions have been formulated to cover the whole area of
the research and the research gap. Subsequently, the set of questions has been adjusted to
individual competencies and professional focus of each respondent to assure the greatest
fit. Finally, a peer-review of questions took place to ensure the relevance and understanda-
bility of the questions.

3.2 Collection of data
For the purpose of this research, qualitative data has been gathered via interviews with

the experts in the field to obtain professional opinion and in-depth insights (Cohen &
Crabtree, 2006; Galletta, 2013, pp. 1-2).

3.2.1 Interview

An interview is one of the most popular in-depth data extraction methods based on a
systematic and directed interaction between an interviewee and an interviewer (Cooper
& Schindler, 2014, p. 152; DiCicco-Bloom & Crabtree, 2006, p. 314; Kajornboon, 2005,
p. 2; Myers, 2013, p. 8; Stuckey, 2013, p. 56).

Since various types of the interview can encompass substantially differing characteristics,
ranging from the level of pursuit formality, means of communication, and the structure
flexibility, a critical evaluation of related benefits has to be made to justify one's choice
(Brinkmann, 2014, para. 1; Cooper & Schindler, 2014, p. 152).

Demonstration of the trustworthiness of data collection is one aspect that supports

a researcher’s ultimate argument concerning the trustworthiness of a study.
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Selection of the most appropriate method of data collection is essential for ensur-
ing the credibility of content analysis. (Elo et al, 2014, p. 3)

While the structured interview method guided by a detailed, rigid, and pre-defined struc-
ture enables consistency that facilitates neutrality, and is valuable for subsequent compa-
rability of answers, the second extreme, an unstructured interview, allows a more organic
flow of the conversation due to a significantly high level of flexibility (Cooper &
Schindler, 2014, p. 153; DiCicco-Bloom & Crabtree, 2006, p. 315). Therefore, to achieve
desired flexibility and simultaneously, necessary precision and reliability, a semi-struc-
tured interview has been selected as a method of data collection (Cohen & Crabtree, 2006;
Galletta, 2013, pp. 1-2).

In addition, a channel of execution is highly dependent on the proximity of participants,
individual preferences, as well as research goals because different scope of data can be
collected though each channel. Since the research focuses on the adaptability of Islamic
financing solutions, with a specific focus on the Slovak Republic and the United King-
dom, greater geographical reach was required. Furthermore, time zones, as well as poten-
tial travel expenses had to be taken into consideration. Observation of non-verbal com-
munication patterns was not essential for reaching a conclusion; therefore, Skype and
phone interviews were utilized to achieve a time-saving, cost-saving collection of data
with a global access (Bernard, 2018, pp. 163-165; Cooper & Schindler, 2014, p. 152;
DiCicco-Bloom & Crabtree, 2006, p. 315). Conversation needs to be, however, docu-

mented, for instance recorded, to store information for later analysis (Kajornboon, 2005,
p. 6).
3.2.2 Benefits

Besides the above-mentioned advantages, the semi-structured interview benefits primar-
ily from the organic flow of conversation that allows participants to prompt questions and
examine specific topic areas that fit a respondent the most. Therefore, more in-depth and
personal insights can be obtained. Freedom of expression allows the questions to be re-
phrased, and responses explained, and the interview guide assures the topic relevance and
comparability of results is facilitated (Cohen & Crabtree, 2006; Doody & Noonan, 2013,
p. 3; Drew, Hardman, & Hosp, 2008, p. 190; Kajornboon, 2005, pp. 5-6; Qu & Dumay,
2011, para. 42-43).
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3.2.3 Limitations

One has to be, however, fully aware of method’s drawbacks to not underestimate potential
threats that can jeopardize quality of the results. Required time, resource, and skill inten-
sity are identified as main limitations of the semi-structured interview. Interviewer’s in-
competence reflected in an inability to formulate questions and perform evaluation can
result in a loss of valuable data. Moreover, answer distortion by respondents, as well as
confidentiality of information are aspects that must be addressed to succeed (Doody &
Noonan, 2013, p. 3; Drew et al., 2008, p. 190; Kajornboon, 2005, pp. 6, 8; Qu & Dumay,
2011, para. 45). Critical interpersonal capabilities demonstrating both neutrality and en-
couragement and critical consistent listening can be gained through a designated training
or sufficient praxis (Cooper & Schindler, 2014, p. 152; Hove & Anda, 2005; Qu &
Dumay, 2011, para. 46-48).

The choice of the interviewees has been based on their professional background, in order
to acquire the largest spectrum of respondents as possible. Since Islamic banking affects
a wide range of business aspects, participants come not only from various countries but
also focus on different segments of banking. Interviews were conducted with profession-
als from the researched countries, Slovakia and the UK, as well as from Malaysia where
the Islamic banking is well-implemented, to gain an informed outsider's perspective [em-
phasis added] on the subject matter. Various knowledgeable respondents have been ap-
proached, ranging from bank employees, consultants, lawyers and other banking profes-

sionals, to address the phenomenon from numerous perspectives.

3.3 Analysis of data

The content of interviews was, if applicable, translated, fully transcribed in a comprehen-
sible manner and subsequently, reviewed for greater accuracy (McLellan, MacQueen, &
Neidig, 2003). To analyse provided data and construe its meaning, a qualitative-interpre-
tive approach of qualitative content analysis was utilized, containing a mixed set of qual-
itative and quantitative steps (Elo et al, 2014, p. 1; Mayring, 2014, pp. 10, 63-65).

Qualitative content analysis is a method to analyse qualitative data. It focuses on
subject and context and emphasizes variation, e.g. similarities within and differ-

ences between parts of the text. It offers opportunities to analyse manifest and
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descriptive content as well as latent and interpretative content. (Graneheim, Lind-
gren, & Lundman, 2017, p. 29)

Selected inductive data-driven approach focuses on the identification of existing patterns,
both contradicting or reinforcing ones, at various levels of abstraction and interpretation
(Graneheim et al., 2017, p. 30). Crucial ability to create categories, concept, and models
enables to cluster information in order to define research phenomena (Elo et al, 2014, p.
1). However, the limitations of the analysis technique belongs an inconsistent utilisation
of categories, themes, as well as the levels of abstraction and interpretation throughout
the analytic process (Graneheim et al., 2017, p. 29). Therefore, establishing necessary
rigour and decision trails facilitate logical and congruent implementation of the approach
(Graneheim et al., 2017, pp. 33-34).

3.4 Interpretation of data

Finally, the results have been interpreted in a form of descriptive summaries and conclu-
sions to present findings in a coherent way (Mayring, 2014, pp. 10, 63-65). Elo et al.
(2014) emphasize the power of wording which is crucial for the accuracy, effectiveness,
and understandability of the results. As they pointed out, some aspects of rich data sets
can easily fade away and decrease quality of the research due to its insufficient represen-
tation in the final interpretation; yet, importance of this process step is often overlooked
(p. 6). “Results should be reported systematically and carefully, with particular attention
paid to how connections between the data and results are reported” (Elo et al, 2014, p. 6).
Reporting problems can be also solved by incorporating figures into the result section to

provide a better overview of the finding as a whole (Elo et al, 2014, p. 6).

3.5 Research focus

In order to narrow down the focus and therefore, conduct more in-depth analyses, two
member-states have been chosen to represent interests of both groups. The countries have
been chosen based on their demographic and geographic characteristics to cover the big-
gest possible scope the EU can offer. To gain a perspective of a highly multicultural coun-
try which has already experienced Islamic banking within its structures, the United King-
dom has been chosen as a representative sample. The UK is considered to be the top
destination for regular migrants professing Islam and therefore, substantial cultural de-

mographic shifts are predicted to take place (Pew Research Center, 2017, para.14).
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On the contrary, to achieve greater understanding of low multicultural countries, the Slo-
vak Republic has been selected to represent the second group. According to the Slovak
National Bank, there is no evidence of having Islamic bank present in the Slovak financial
market (D. Kravecova, personal communication, January 15, 2018). With the current sta-
tus of having only 0,1 % of population recognized as Muslims, and only little prospect of
the future growth, Islamic banking institutions will have to target mainly non-Muslim

clientele to ensure business success (Pew Research Center, 2017).

4 Analysis of results

This chapter provides an in-depth analysis of collected interview data. As presented in
the paragraphs below, questions have been formulated to provide a basis for answering
the main research questions and their sub-categories. Thus, the extracted content has been
clustered into four sections to achieve greater clarity.Collected answers were examined
through the interpretive qualitative content analysis to identify re-occurring patterns and

potential deviations.

4.1 Market penetration

According to Sanderson, Eglinton, and Sulaiman, the Islamic banking has successfully
penetrated the market, but in terms of company size, customer base, and the velocity of
growth, it is rather insignificant in comparison to its conventional counterparts. Yet, suc-
cess exceeded the expectations in the Eglinton’s opinion. As the interviewee stated, there

are five purely Sharia-compliant banks and 20 banks offering Islamic services.

Zahumensky, Sykora, and DZugas all agree that market penetration is Slovakia is non-
existent as there are neither attempts nor notable demand to implement Islamic banking
in the country's financial market. Furthermore, DZugas and Sykora state that banks do not
have a firm understanding of the concept and no direct experiences. Sulaiman sets a con-
trasting example of Malaysia where almost 99% of all the banking institutions have in-

corporated Islamic banking products into their structures.

4.2 Business opportunities for adoption of Islamic banks providing public
lending

Investigation of business opportunities focuses on the role and positioning of Islamic
banks in the financial markets, as well as potential effects of future political-economic
structural changes in the form of upcoming Brexit. Therefore, three core questions are

presented:
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4.2.1 What is the current role of the Islamic banking and Islamic financial
products in the UK and Slovakia:

In more general terms, Sulaiman defines the role of Islamic financial products as a mean
of providing Sharia-compliant financial solutions to the market players, which ranges
from retail banking, including housing and personal loans, wholesale banking, corporate
loans, working capital to interest rates swaps.

On the other hand, Eglinton and Zahumensky define two main roles of Islamic financial
products in the EU. The first dimension is London as a global Islamic financial centre.
According to Eglinton, the role of Islamic banking products is to invest Sharia-compliant
money in a Sharia-compliant manner for Sharia-compliant purposes. This accounts for
the larger share of the Islamic financial business and focuses on London's interbank mar-
kets and real estate. The second role identified by Eglinton and Zahumensky is a provision
of marginal retail banking services to Muslim minorities. According to Eglinton, UK Is-
lamic banks emphasize an ethical factor and trust as a competitive advantage as opposed
to conventional banks that caused the financial crisis. Furthermore, Zahumensky explains
that by offering financial alternatives to Muslim communities that are not allowed to use
conventional products, they address the gap in the market. As he further claims, the rele-
vance of the role depends on a considerable Muslim representation within a country; when

the community is missing, he doubts its applicability.

Sanderson also recognizes two types of roles, however, with a slightly different distinc-
tion between market segments. The main two roles are facilitating financial services to
expatriates or business establishments from the Gulf and financing ordinary people buy-
ing ordinary houses. According to Sanderson, a general purpose is to mimic conventional
banking while getting around the usury laws prohibited under the Sharia law. Neverthe-
less, the interviewee pointed out a disparity between a theoretical and practical imple-

mentation of Islamic financial principles, such as a genuine sharing of risk.

4.2.2 Will Brexit affect the functioning of UK Islamic financial institutions,

especially in terms of provision of loan instruments?

Both Sanderson and Eglinton, the professionals, focusing on the UK market, state that the
impact will be rather modest as the UK Islamic banks concentrate their operations mainly
in the domestic market and the Middle East. They do a very little business in the rest of

the EU. Sanderson further adds that Brexit will not affect financing instruments in any
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way and changes will influence mainly upper banks. Nevertheless, the post-Brexit rela-
tionship will be according to Eglinton critical for the future existence of London as a
financial hub. Since this factor is the reason for the presence of the Islamic banking in the
city, if the global financial centre collapsed, London's Islamic banking hub would cease

to exist, too.

4.2.3 Do Islamic banks and their financing alternatives have a chance to be-

come equally competitive to conventional lending products in the future?

Sulaiman and Zahumensky suggest that the opportunity of Islamic financing products
becoming equally competitive to conventional lending products is market-specific. Ac-
cording to Sulaiman, at the global level, Islamic banks will never replace conventional
institutions; however, in countries with a substantial demand, it has a chance to grow
significantly. Zahumensky is also of the opinion that it mainly depends on the level of
demand. Furthermore, he points out that the level of competitiveness of the products and
the type of alternatives present in the market play a role in its further growth.

Although Muslim representation helped Islamic financial institutions to commence suc-
cessful, marginal retail operations in the UK, neither Eglinton nor Sanderson expect sub-
stantial further growth of significance in the foreseeable future. Sanderson even predicts
the downfall of its value as a result of a secular environment pushing away religious at-
tachment. At the moment, DZugas is firmly convinced that Islamic banking does not even

have a chance to settle in Slovakia due to the market's complete lack of interest.

4.3 Ease of doing business
Ease of doing business analyses two main topic areas, cooperation possibilities between
conventional and Islamic banks and the suitability of a current legal system. Hence, data

collection focused on two fundamental questions:
4.3.1 How do conventional and Islamic banks manage to cooperate?

Sulaiman distinguishes cooperation possibilities on two levels, cooperation between Is-
lamic and conventional banks belonging to the same banking group and collaboration
between absolute competitors. In the former case, the spectrum of cooperation is more
comprehensive, ranging from support, training, human resources, talent to IT system and
unified finance department. However, issues with a cannibalisation of customers and
competition between departments due to the separate management teams and KPIs can

occur. In the latter case, cooperation does not distinguish between Islamic or conventional
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and automatically, it offers fewer possibilities. Industry-level collaboration enables assis-
tance in areas of market research, planning, and committees for common benefits. Sulei-
man identified the main issues here as the protection of trade secrets, products, and talent

form each other due to an ongoing competition.

In Slovakia, according to Sykora and Dzugas, banks have not yet had any experiences
with Islamic banking; thus, they do not have any specific attitude towards it, as well as
there is no incentive for them to implement Islamic financial solutions. It is necessary to
point out that even though Dzugas works for one of the biggest Slovak banks, he stated
employees themselves have insufficient knowledge and expertise about Islamic finance.
Nonetheless, Sykora and Zahumensky believe the cooperation is feasible as long as it is
profitable and legal. At this level, once collaboration is possible, for instance, to create a
syndicated loan, the type of the bank does not play any role. What is crucial, according
to Sykora, is the history and the name of the potential cooperation partner as a bank with
stronger foundations abroad has higher credibility. However, according to Zahumensky,
the cooperation is only possible in one direction; Islamic banks cannot offer convenient

banking.

4.3.2 Is the current legal system suitable for further growth of the Islamic
banking?

There is a unified view among interviewees that the current legal system, existent in both
the UK and the Slovak Republic, is suitable for the establishment and the growth of Is-
lamic financial institutions. Eglinton, Sanderson, and Sulaiman agree that the major
changes to incorporate and accommodate Islamic finance within the UK market took
place in the past. According to Eglinton and Sanderson, even though changes regarding
regulations, tax, and capital requirement were already enacted, there is still a room left
for improvement to equalise chances of the banking subjects. In fact, as Zahumensky
points out, the UK enjoys the benefits of the global financial centre also due to a stable

legal system and proper law enforcement.

Regarding Slovakia, Sykora and Zdhumensky perceive the legal system as suitable, with-
out any specific barriers to trade. Sykora points out business equality in the market which
is also enshrined in the Slovak legal framework. If a banking subject obtains a licence
and satisfies requirements, the system does not hinder such establishment. The same ap-

plies to cooperation between conventional domestic banks and foreign Islamic banks;
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unless the foreign country is excluded from trading activities, no legal barrier can stop
this cooperation. Zahumensky further elaborates on the legal system across the EU, which
suitability is mostly country-specific. The majority of Islamic products and services can
be incorporated into the Slovak financial market, primarily because of the absence of a
property acquisition tax. However, he points out that despite the acceptable legal system,
there is not a significant demand for such institutions.

4.4 Social acceptance
To explore drivers of social acceptance of Islamic banking, four core questions were for-

mulated:

4.4.1 Does multiculturalism play a role in the level of public acceptance and

the feasibility of adaptation of Islamic finances in the country?

Provided answers, in this case, demonstrate a considerable inconsistency of opinions

which points out precariousness of the effect that multiculturalism can bring.

Zahumensky and Eglinton agree that multiculturalism and the Muslim representation in
a country indeed play an essential role. However, both of them emphasised the need to
distinguish between two dimensions of Islamic finance, the retail level, and the corporate
level financing. In case of the retail market, multiculturalism in the UK and the EU is
essential, as Muslims are the primary client base and targeted customer group of Islamic
banks. Although, Eglinton states that it is only a small market segment since Muslims in
the UK account for only approximately five per cent of the population. Regarding the
interest of the non-Muslim community, Zahumensky is sceptical. According to him, it is
not feasible that this customer group would utilise Islamic banking products or proac-
tively seek information about Islamic financial solutions at the retail level. While Eglinton
believes interbank markets in London are much bigger sector, Zahumensky suggests that
Islamic financing on the corporate level of non-Muslim clients is still minimal, only in

case of an inability to obtain financing through conventional means.

On the contrary, Sykora, Sanderson, and Sulaiman bring to the fore other factors that
might have an even stronger influence on the acceptance and the feasibility of adaptation
of Islamic financial products. Sykora and Sanderson emphasize the attractiveness of the
products themselves as the primary decisive factor. According to Sykora, no opinion
about Islamic banking has been created on behalf of Slovak banks yet due to the non-

existent experience. However, if the products appeal to all, there is no reason, in his
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opinion, to omit Islamic banks from the bank selection process. Sanderson puts much
stronger emphasis on the secular aspects of today's society which prompts indifference to
religious commitment. Hence, the choice will be based on purely practical reasons of who
provides a better offer. According to the interviewee, Islamic banks are slightly more
expensive and less competitive. Lastly, Sulaiman is rather indifferent regarding the mul-
ticulturalism aspect; however, educating bank employees and the market itself is in his
opinion more critical factor. He claims that lower familiarity might be a reason for the
small market share in the UK as opposed to the well-educated Malaysian market. Regard-
ing the incites for a bank’s choice, his experiences from the Malaysian market suggest
that religion is to some extent an irrelevant factor whereas individual preferences and

product’s features play an important role.

4.4.2 Due to an expected expansion of Islamic banks across the EU, how well

will they settle in member states with low multiculturality, such as Slovakia?

An inconsistency in the content of the answers can be observed. On the one hand, Dzugas
and Zahumensky argue that there is no chance for Islamic banks to accommodate in the
Slovak financial market, at least not in the foreseeable future, due to a missing demand.
Zahumensky highlights that the presence of a Muslim community in any country is a
common prerequisite for the initial take-off. It is mainly because the non-Muslim com-
munity does not tend to utilise Islamic banking on the retail level at all. It would have to
offer products which are particularly beneficial for the potential customer to consider
switching. On the other hand, Sykora has a more positive outlook of success if a bank

focuses on the whole spectrum of clients and appeal to all segments.

4.4.3 What are the experiences of Islamic financial institutions with targeting

non-Muslim customer base?

Due to a non-existent presence of Islamic institutions in the Slovak Republic, the extent
of knowledge regarding the subject matter is limited. The claim is, furthermore, supported
by Sykora, who perceives Slovak public awareness regarding Islamic finance as rather
minimal. Zahumensky’s builds on it with an argument that due to lack of knowledge,

Slovaks tend to be rather sceptical about the Islamic business model.

However, Sulaiman adds that in other parts of the world, such as Malaysia, where the
Islamic finance is developed, and the market is familiar with the concept, Islamic finan-

cial products are well accepted by the whole population, which is reflected in a high
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number of non-Muslim customers. As Eglinton states, in the retail sector, the success
exceeded expectations; yet, it still accounts for a tiny market share. There is not consid-
erable interest; thus, the profitability if low. Moreover, Sanderson highlights the fact that
despite good customer service and low default rates, the services are pricier which pose

a threat to the attractiveness of products to conventional users.

4.4.4 1s there a prejudice on behalf of non-Muslim citizens which would rep-

resent an issue for Islamic banks to fully adapt in the market?

A repeating pattern is found in the responses of Zahumensky, Sykora, and Eglinton. All
three suggest that prejudice could be to some extent an influencer; however, there are
other drivers worth highlighting. While Zahumensky believes that one's convenience and
low awareness also cause the reluctance of non-Muslim citizens to try Islamic banking,
prejudice is the dominant factor. In Slovakia, a cynical attitude towards Islamic banking
is a widespread phenomenon due to a lack of a deep understanding of its core structures,
which cannot be seen on the surface of the concept. Therefore, convenient solutions are
perceived as a much simpler option. Moreover, Sykora also emphasises the need for prior
enlightenment and dissemination of transparent information about the establishment in
the Slovak market. Sykora further explains that attitudes towards bank switching vary
from a customer to customer. Nonetheless, satisfaction, loyalty, as well as the quality of
offer influence client's switching behaviour. Thirdly, Eglinton identifies trust building
and brand recognition, which is a process of two or three generations, as a stronger deci-

sive factor and that it has nothing with religious beliefs.

On the other hand, according to Sulaiman and Sanderson, there is no prejudice against
Islamic banking. Sulaiman suggests consumer behaviour being based predominantly on
personal preferences and the attractiveness of financial solutions and Sanderson puts the
emphasis on the low competitiveness of the bank in the market due to higher costs being

the main issue.

The figure below provides a comprehensive overview of the interviews’ results.
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Figure 8: Overview of the results part 1 [Author's representation]
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Figure 9: Overview of the results part 2 [Author's representation]
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5 Discussion

Integration of the theoretical dimension elaborated by extensive desk research and empir-
ics of qualitative interview enables observation of common trends and patterns that can

be identified throughout the research.

5.1 The Slovak Republic

5.1.1 Ease of doing business

Slovakia is a democratic parliamentary republic and a part of the EU, Eurozone and
Schengen Area. Generally, it is a stable country; however, high-level corruption poses a
problem. The economy is experiencing robust growth. Income, as well as loan demand,
have been steadily increasing. Both, empirical and theoretical research perceive the Slo-
vak legal system as suitable for an establishment and the growth of Islamic banks, without
any specific barriers and ensured business equality in the market. In contrast to some
other EU member states, Slovakia does not have a property acquisition tax; therefore,
double taxation is eliminated, and most of the Islamic financial structures can be imple-
mented in the market. Favourable conditions also apply for potential cooperation of Is-
lamic and conventional bank, which can take a form of either industry-level collaboration
of competitors or between banks of the same banking group. Foreign direct investment is
highly encouraged, and the country is ranked as 39th out of 190 economies in 2018 Ease
of Doing Business index. Government intervention can be found in the form of re-

strictions on the provision of 100% mortgages and a bank levy.

Slovak financial market is identified with a high risk of concentration and substantial
competition which pushed extensively down interest rates. At the moment, there are 27
banking subjects, but none is performing Islamic finances. Despite the intense competi-
tion, the market still expects new entrants and substitutes, especially because of the new
EU directive PSD2.

Interviewees suggest that a chance of Islamic banks to become equally competitive as the
conventional counterparts is on the global scale impossible and locally, it is very market-
specific. Despite favourable conditions in Slovakia, interviewees do not predict success

due to lacking demand.

5.1.2 Market penetration
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Results of the semi-structured interviews, as well as the findings of the PESTEL analysis,
demonstrate the missing presence of Islamic Banking in the Slovak Republic. The state-
ment was also confirmed by the representative of the Slovak National Bank, which is

responsible for the supervision of the banking subjects in the country’s financial market.

Even though the conventional banks have neither understanding nor experiences in this
area of business, the results of the interview suggest neutral attitudes of Slovak banks,
which not refuse an idea of potential cooperation with Islamic banking institutions, if it
satisfied the requirements of profitability, legality, and sufficient demand of the market.

However, enlightenment and incentive need to be brought to the market first.
5.1.3 Social acceptance

As written in the PESTEL section, Slovakia has a population of 5 443 120 inhabitants out
of which only 0,1% is Muslim with no prospects of future growth. Such an insignificant
minority is a disadvantage for Islamic banking considering the fact that numerous inter-
viewees pointed out the importance of having the Muslim community for its business
success. Indeed, the primary role of Islamic banks has been in the majority of cases iden-
tified as the provision of the Sharia-compliant financial solution, whereas primarily Mus-
lims tend to utilise these products. In the EU, specifically in the UK, non-Muslims do not
seek Islamic financial services at the retail level at all. At the moment, there is very low

awareness and no demand for Islamic banking in the country.

Findings of the result analysis define prejudice, convenience, low awareness and attrac-
tiveness of products as the main factors of the reluctance. PESTEL analysis describes a
rather cautious approach of Slovaks towards other cultures due to bad experiences. Con-
cerning Islamophobia, the biggest challenge is the negative content of mass media. This

is pivotal because of the high trust in Slovak mass media.

Furthermore, an insufficient understanding of the core idea of Islamic banking leads to
the scepticism of potential customers. However, Sulaiman suggests that the success lays
in the education of the market, which is also supported by other respondents. If the market
understands, social acceptance is higher. Besides, personal preference and attractiveness
of offered products are usually critical decisive factors in bank selection process, not the
religious background. One the one hand, this would be a good sign for Islamic banking
in Slovakia; however, Islamic banks are not that competitive due to their higher price.
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Therefore, unless substantial benefits are offered, there is hardly any point to leave the
convenience of traditional institutions and to experience new, barely understood concept
of banking. Moreover, a lack of brand recognition and trust can be even more amplified

by low awareness and understanding.

Not being understood and incurring higher cost are two elements which significantly hurt
the attractiveness of Islamic financial institutions. In addition, despite steadily growing
demand for loans and increasing income, Slovakia does not belong to the high -income
EU countries. One has to keep in mind that the bargaining power of buyers is here very
high as there is a variety of banks to choose from, no barriers and almost no costs when
switching banks. Hence, the price of the product can play a crucial role.

In conclusion, social acceptance could be slowly achieved if the product would be visibly
beneficial and attractive to potential customers. Furthermore, the market has to be well-
educated on what benefits does Islamic banking bring to overcome prejudice, conven-

ience.

By taking into consideration all the above-mentioned factors, Slovakia has favourable
conditions in terms of politics and economy; however, lack of demand and social ac-
ceptance pose the biggest problems. At the moment, the Slovak Muslim minority is in-
significant in terms of numbers to adopt Islamic banking alone, and non-Muslim inhabit-
ants are not interested due to lack of knowledge and scepticism. One has to intensively
educate the market to achieve an understanding of the concept and offer products which
are more beneficial than their conventional equivalents. Building trust is, however, a
long-term process. In addition, even in highly multicultural EU countries, Islamic banks
operate only marginally at the retail level. Therefore, in the foreseeable, the extent of
possible implementation of Islamic financing alternatives to the financial markets of low

multicultural EU member states is minimal.

5.2 The United Kingdom

5.2.1 Ease of doing business

The UK is characterised by favourable conditions prevailing in the financial market. It is
a stable country with low corruption and positioned high in the Ease of Doing Business
ranking. A business-friendly environment with easy access to the markets and fair legal
system with favourable and competitive fiscal policy are just one of the many advantages

the market facilitates.
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The banking sector in the UK is considered to be highly competitive, yet, concentrated,
whereby a handful of large banks dominate the market. New entrant and substitutes have
on the one hand easy access to the market; on the other hand, the competitive environment

challenges their survival.

Although Brexit will most likely jeopardise partly stability of the financial hub, collected
empirical data states that there will not be any impact on the Islamic financing instru-
ments. Since UK Islamic banks do not conduct businesses in the rest of the EU, the overall

impact will be minimal.

It is necessary to point out that based on the empirical results, Islamic banks and their
financing instruments are not predicted to become equally competitive as conventional
banks. The UK’s market environment is despite high competition favourable for the

growth. The reason for the small market share, therefore, lays in other factors.
5.2.2 Market penetration

As pointed out in both forms of the research, Islamic banking successfully penetrated the
UK's financial market; however, it accounts for only a small market share. Especially in
terms of retail financing, the operations are marginal, mainly utilized by the Muslim cus-
tomers. At the moment, five fully Sharia-compliant banks and 20 banking institutions
with Islamic financial products are operating in the market.

5.2.3 Social acceptance

The UK experiences Islamophobia waves against immigration which was further rein-
forced by the upcoming Brexit. However, the results of interviews claim that the prejudice
does not target Islamic banking itself. The Muslim population in the UK represents 4,4%.
The country is not only a desired destination for Muslim refugees, but also for regular
Muslim migrants. Hence, future major changes concerning the UK’s religious composi-
tion are expected to take place. Islamic banks might benefit from this, as their primary
target group in the retail market are expatriates from the Gulf and the Muslim community
it the UK. Islamic banks also try to expand non-Muslim customer base; however, there is
no significant interest on their behalf. Thus, multiculturalism is essential, although it only
facilitates marginal operations. Other aspects, such as education, brand recognition, and
product attractiveness, are brought to the fore that might influence the position of the

Islamic finance. This is also supported by Sanderson’s prediction of the downfall of
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religious attachment, which will put emphasis on secular needs. Therefore, no major

growth is expected to happen in the foreseeable future.

To sum it up, a potential customer base of the Muslim population is expected to grow due
to migration and refugees; however, the emphasis is continuously put on other factors
than the religious compliance. Therefore, to increase social acceptance, Islamic banks

have to increase the market’s awareness and improve product attractiveness.

UK Islamic banking has already experienced initial growth, wherein the main target
group is the Muslim community. Till now, the banks were unable to attract a substantial
number of non-Muslim customer base and therefore, in spite of the favourable conditions
of the market, Islamic financing solutions have been incapable of cutting greater retail
market share. With the growing number of Muslims in the country, Islamic banks might
have temporary room for growth; however, unless gaining interest of non-Muslim popu-
lation too, the survival will be threatened. Especially due to pressures of the secular en-
vironment and diminishing religious commitment, Islamic banks will depend on increas-

ing attractiveness of their products and education of the market.

To sum it up, the extent of adaptability of Islamic banks in the financial markets of highly
multicultural EU member states is at the moment limited to the amount of Muslim repre-
sentation in the country with a questionable future dependent on the ability of Islamic

banks to attract non-Muslim customers.

5.3 Limitations

Regarding the literature review, weaknesses of the desk research posed several threats.
One of the most critical limitations is the lack of previous studies in the research area
focusing on the applicability of Islamic financial services in the Slovak Republic. Current
academic literature provides mainly information regarding western highly multicultural
EU member states; therefore, a risk of minor controversies might increase. Secondly, due
to significant pollical, economic, and legal changes, numerous academic sources have
been identified as obsolete. Thus, one has to pay close attention to the publishing dates

and event to assess the appropriateness of the information for the research.

Moreover, drawbacks of the market analyses, such as PESTEL and Porter’s Five Forces
model, have to be taken into consideration as their limitations might have an effect on the
overall result of the research. As mentioned in the PESTEL section, to the biggest chal-

lenges of the practical application of the model belong limited objectivity, depth of the
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examination, and a missing quantitative approach to the measurement. Furthermore, rel-
ative significance and inter-dependence of factors are omitted. In spite of the insufficient
consideration of the effects of deregulation, digitalisation, and globalisation in the com-
petitive environment, by combining Porter's Five Forces analysis with other models, elim-

ination of its drawbacks is assumed. Yet, it cannot be taken for granted.

The main limitations of the empirical part of the research were recognized in the phases
of data collection and analysis. Besides already stated limitations of the semi-structured
interview, including time, resource, skill intensity, confidentiality of information, and
data distortion, the process of data collection faced several additional limitations worth
mentioning. One of the most significant barriers was the low awareness of the subject in
the Slovak financial market and among other professionals. As a matter of fact, many big
Slovak banks have refused to participate in the interview because of insufficient
knowledge of the bank’s employees regarding the topic; hence, were unable to provide
necessary information. Such pattern also applies to other areas of business where the
source of information was expected to exist. On the contrary, UK banks and other relevant
firms were either unwilling to participate in interviews or do not have platforms for ad-
dressing such queries. This reluctance resulted in high dependency on information pro-
vided by only a handful of respondents. Drawbacks of qualitative content analysis threat-
ened the quality of data analysis; in particular, it increased the risk of inconsistent utilisa-
tion of categories, themes, and the levels of abstraction and interpretation throughout the

process.

6 Conclusion

Islamic banking belongs to the fastest growing segments of the global financial market.
The growing significance of the system has been continuously recognised, resulting in an
extensive expansion and internationalisation of its operations. Even western banks have
shown interest in Islamic financing and began to incorporate its instruments into their
structures. In the European Union is the presence of Islamic banks limited to only multi-
cultural western member states. Demand for Islamic financing is linked to the growing
number of Muslim communities. However, concerns were raised regarding the accom-
modation possibilities of Islamic banking structures in EU countries that lack Muslim
representation. The research aimed to answer two research questions, what the extent of
adaptability of Islamic banks in the financial markets of highly multicultural EU member

states is, and to what extent can Islamic banks be implemented to the financial markets
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of low multicultural EU member states. The research utilised semi-structured interviews
for the data collection and qualitative content analysis for the examination of existing

patterns of the phenomena.

Although the EU facilitates a favourable market environment for the development of Is-
lamic banking., its market is very small in the UK and non-existent in Slovakia. The re-
sults have pointed out the dependency of Islamic banking on the Muslim communities,
identifying the presence of a minority as a prerequisite for the initial market entry. Non-
Muslim population does not exhibit an interest in the Islamic financial products. How-
ever, other factors, such as the level of awareness, understanding by the market, and prod-

uct attractiveness can even have a more significant influence on the social acceptance.

In case of low multicultural member states, the possibilities for implementation of Islamic
financing products are minimal. At the moment, there is no demand, low awareness, and
lacking understanding of the subject matter even in the financial sector. Therefore, one
has to educate the market first and develop sufficiently attractive financing alternative to
be able to enter the market and survive the competition without targeting Muslim con-

sumers. However, the chances of success are at the moment negligible.

In case of highly multicultural member states, adaptability options are still limited in the
retail market; however, the initial launch can be executed by attracting Muslim commu-
nities and gaining small market share. Nevertheless, to sustain the operations, Islamic
financial institutions should shift the attitude of the non-Muslim segment too. This might
be done by pressing on the consumer’s rationality and offer beneficial financing solutions
that would appeal to clients not seeking Sharia-compliant products. Educating the market
about the core functioning of Islamic banking can also increase understanding and ac-

ceptance by the market.

This research was intended to provide an overview of the attitudes of the market from a
business perspective. For the further research, it is recommended to execute an in-depth
quantitative analysis of the perspectives of potential non-Muslim customers in both, high
and low multicultural EU member states, to identify critical drivers and requirements that
would improve the competitiveness of Islamic banks at the retail level. Further research
can also encompass an in-depth analysis of the adaptability of Islamic financing solutions
in structures of existing conventional banks that would facilitate expansion of product

portfolios.
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