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Abstract:

This study aims to measure the efficiency of Islamic finance system to face the
financial crisis. Through measuring the efficiency of Islamic banking industry and the
efficiency of Islamic equity indices, as sub-system in the Islamic finance system.

For this purpose, we use Stochastic Frontier Analyses Model for testing the
efficiency of the top fifteen Islamic Banks in the world at the end of 2012. Also, we use
the financial performance measuring tools; Sharpe Ratio, Treynor Ration and Jensen's
Alpha for testing financial performance of Dow Jones Islamic market indices in four
regions Europe, Asia, USA and World. Furthermore, we use GARCH (1.1) for modeling
the volatility of Islamic market indices returns.

Our principal findings are: In the sub-periods before and after the financial crisis,
the Islamic equity indices returns are high to the Conventional equity indices returns. The
two types of equity returns face the same risk level. The financial performance of Dow
Jones Islamic indices is nearly to the financial performance of their benchmarks. The
returns of Dow Jones Islamic indices are correlated with the returns of Dow Jones indices.

In addition, all Islamic banks variables increased in the second sub-period. Also, the
Islamic banks consist the study simple are not efficient in term of cost efficiency.
Moreover, the Islamic banks of the study simple have not a technical efficiency

Keywords: Efficiency, Islamic finance system, Islamic banking, Islamic market indices.
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