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Abstract
In this paper, I show two mechanisms of the emergence of non-Western organizations: demonstration of contracts and cultural resurgence. For illustration, I use the case of Islamic finance, an alternative economic organization for Muslims who are about 24% of the world population. With additional transaction costs and illegitimacy concerns, Islamic finance contracts do not usually take a formal form. However, my analyses with duration models, regressions, and semi-natural experiments over 1948 - 2016 and in 186 countries suggest that the Islamic finance contracts between supranational and national authorities inspired confidence among entrepreneurs and stakeholders that Islamic finance is socially and economically appropriate. This gave rise to Islamic finance organizations to enact such contracts, reducing the transaction costs for realizing Islamic principles in financial transactions. Also, Islamic financial organizations grew earlier in countries with aspirations for Muslim cultural resurgence in the post British colonial times. 
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1 Introduction 
Studies on the globalization of ideas and markets largely focus on the spread of Western liberal and secular paradigms.  From board independence in corporate governance, democracy in political governance, central bank independence, and free trade to the laissez-faire economic and political management, the 20th century is argued to be the triumph of Western ideas, practices, experts, organizations, and institutions around the world (Gleditsch and Ward 2006, Kogut and Macpherson 2008, Polillo and Guillén 2005, Simmons et al. 2008, Woods 2006). The rest of the world is observed as enthusiastic, imitative, or grudging adopters, futile resistors, and ignorant, incapable non-adopters. However, in the same period, the emergence of Islamic finance, unknown even in the early 20th century, questions the paucity of research and evidence on how the Muslim world (24% of the world population) globalized an economic organization (Islamic finance), alternative to the Western liberalism and secularism. Based on Islamic scriptures, Islamic finance took shape into organizations in 65 countries over the period 1948 – 2016. My analyses using duration models, semi-natural experiments, and regressions show that Islamic finance organizations emerged in countries through two mechanisms: the demonstration of Islamic finance contracts by supranational and governmental authorities, and aspirations for cultural resurgence in the post British colonial times.
Supranational organizations and states can significantly shape the nature of the economic organization in a country (Fourcade-Gourinchas and Babb 2002, Halliday and Carruthers 2007, Hirschman 1989, Simmons et al. 2008, Woods 2006).  For example, World Bank and International Monetary Fund (IMF) propagated Western ideas and policies through coercion or expertise (Woods 2006). Nation states can create incentives to promote certain organizations that would otherwise not take off. However, in the emergence of Islamic finance organizations, the joint demonstration of contracts by the Islamic finance supranational - Islamic Development Bank - and state authorities, played a prominent role, owing to the transaction costs for realizing Islamic values in financial exchanges, and the illegitimacy concerns of Islamic finance.
Islamic finance has several requirements (Ayub 2009, El-Gamal 2006, Hassan and Mahlknecht 2011). Islamic financial exchanges must avoid excessive interest (usury), Islamically impure (haram) consumption and production, and gambling. Islamic financial exchanges must be linked to real goods, and the borrowers and lenders must share both risk and return. So, Islamic financial contracts have higher transaction cost due to additional search, evaluation, bargaining, monitoring, and enforcement. Moreover, Islamic finance faces illegitimacy concerns. The jurisdictions and expertise of the courts for economic exchanges that involve both finance and religion are not always clear. Moreover, since Muslim communities have largely adopted the Western secular finance as a globally connected and legitimate category, it was uncertain whether Islamic finance would be accepted as a viable and legitimate option (Shahid 2020). 
In such circumstances, Islamic finance contracts jointly demonstrated by Islamic Development Bank (IDB) and nation states played a certifying role and inspired confidence among stakeholders that Islamic finance is socially and economically appropriate. IDB used Islamic financial contracts to invest in social and physical infrastructure projects of countries such as education, healthcare, disaster aid, food aid, water supply, power plant, roads, highways, banks, and so on. Such investments showed a wide applicability of Islamic finance and the governmental willingness to support Islamic finance contracts locally. Given high transaction costs of Islamic financial contracts, it’s more efficient to structure them in greater numbers and frequencies; Islamic finance organizations emerged to serve that purpose.  I also find that Islamic financial organizations grew earlier and more in countries with high aspirations for Islamic cultural resurgence. Consistent with this, countries that are Muslim majority and geographically closer to Saudi Arabia experienced faster and greater emergence. Also, countries with Sunni (an Islamic creed) over Shia (another Islamic creed) majority experienced earlier emergence. Moreover, countries with greater emergence of Islamic finance had similar political ideals at the global stage: all voted like Saudi Arabia in the United Nations.  The explanation is robust to economic and financial variables, and operations or engagement of World Bank and IMF in countries. Moreover, I used two exogenous events as natural experiments – the Yom Kippur war and the Gulf war – to test if wartime alliances of countries with Saudi Arabia had altered the noted explanations. The explanation of contract demonstration and cultural resurgence holds. 
This paper is theoretically significant in the following ways. I illustrate one more mechanism – the joint demonstration of contracts by supranational and governmental actors– in the globalization of ideas and organizations (see Simmons et al. 2008). The illustration also contradicts the Weberian arguments that Islam neglected the confrontation between the religious ethics and secular institutions (Turner 2016, Weber 1966). I show how such confrontation occurs in the economy, supposedly a very secular social sphere. In the global dominance of the Western rationalization and scientization, cultural aspirations for a religion-based economic paradigm, supported by the purposive actions of a supranational organization and nation states, facilitated the emergence of non-Western, non-secular organizations. Islamic finance is supported by a variety of Muslim communities. Accounting for such plurality of interests has been an ongoing focus of the studies of organizations (Greif 2005, Swedberg 2001). Also, the geopolitics of the Middle East and its implications for economic organizations in Muslim communities is understood in the light of cooperation. Especially, the political and Islamic creed differences and contentions among Saudi Arabia, Turkey and Iran have, for centuries, dominated the academic and popular discourses of organizations in the Middle East. After the fall of the Ottoman empire, the longest surviving Islamic state, there are lingering questions about whether the center of Islam has shifted to Saudi Arabia, the birthplace of Islam. This paper shows that the Muslim world led by Saudi Arabia (the major shareholder of IDB) found ways to cooperate in realizing Islamic values in financial transactions.  Such cooperation and initiatives were supported by Turkey and Iran. 
2 Islamic Finance:  background, definitions, transaction costs, and illegitimacy concerns 
Background:  Islam is about 1,400 years old, but Islamic finance is a recent phenomenon. Though proto-Islamic financial contracts have existed since the ruling of Prophet Muhammad (peace be upon him - PBUH) through the Ottoman empire, the vision for a global Islamic economic exceptionalism and formalization is a recent development. The vision came from Organisation of Islamic Cooperation (OIC), founded in 1969, to strengthen a global Muslim identity. OIC has 57 member countries; 49 of them are Muslim majority. The population of OIC countries is about 1.81 billion. In the wake of Arab-Israeli conflicts and the oil boom in early 1970s, OIC wanted to form an economic union to protect the economic interests of Muslims. So, it founded Islamic Development Bank (IDB) in 1975, based in Saudi Arabia, to promote “in the true spirit of Islam, economic co-operation and collaboration in accordance with the tenets of Islam” (Meenai 1989, p. 6). Globalizing Islamic finance is a major objective of IDB. 
The founding of IDB was a key step in instituting Islamic financial contracts and organizations as an alternative to the secular finance. Today, Islamic finance has counterparts for various Western financial organizations, such as banks, insurances, mutual funds, index funds, investment funds, and so on (El-Gamal 2006, Hassan and Mahlknecht 2011). In 2019 such organizations had about US$2.88 trillion assets, larger than the GDP of the United Kingdom - the 5th largest economy of the world (ICD-Refinitiv 2020; World Bank). About 135 countries have used some form of Islamic finance through Islamic Development Bank investments at the state level.  IDB uses its funds to invest in long-term social and physical infrastructure projects of the Muslim communities. Hence, in modeling the emergence of Islamic finance organizations, the role of IDB is prominent. 
Definitions: Islamic finance broadly refers to an economic ideology based on the principles of Islam, mainly derived from the Holy Koran (the main scripture of Islam considered as the revelation from Allah) and the Sunnah (sayings and activities of the life of the Islam’s prophet Muhammad - PBUH). Two additional sources, Ijma and Qiyas, provide Islamic principles. Ijma, an Arabic term, refers to the consensus reached by Islamic scholars on a point of Islamic law. There are disagreements on who can be a part of this consensus formation. Qiyas, an Arabic term, refers to Islamic laws derived by jurists through analogical reasoning over matters not clearly covered in the Koran or the Sunnah.  Islamic jurisprudences vary in their use of Ijma and Qiyas as a source of law (Kamali 1991). 
Islamic finance is different from ‘other finance’ with respect to ‘no riba (usury)’, ‘permissible production and consumption’, ‘no transactions involving the unknown, uncertainty’, ‘required risk-sharing’, and ‘link to real goods’ (El-Gamal 2006, Hassan and Lewis 2007). Islamic finance cannot be involved with usury or excessive interest. Islamic finance prohibits dealing in uncertainty, making it illegal to gamble. Certain production and consumption are forbidden, e.g., alcohol and pornography; they are called ‘haram’ in Arabic. Also, Islamic finance requires proactive measures by contracting parties (El-Gamal 2006). The major requirement is risk-sharing, instead of lending and borrowing in conventional finance (throughout this paper ‘conventional finance’ and ‘secular finance’ refer to finance that is not necessarily Islamic). By sharing risks, lenders and borrowers of Islamic finance become investment partners. Let us take a simple example of someone getting a loan from an Islamic financial organization (IFO) to buy a car. In one mode of Islamic financial contracts, both the IFO and the borrower become investors in the car, sharing both risks and returns (as agreed by them). As the borrower pays up the loan, their share in the car increases while the share of the IFO decreases. Islamic financial exchanges can occur through a variety of contracts, e.g., Mudaraba, Musharaka, Murabaha, ijarah, Salam etc.; see the appendix for a description of such contracts. The other requirement of Islamic financial transactions is that they are to be linked to real goods. However, the concept of real goods remains open to interpretation. 
Transaction costs: For the noted restrictions and requirements, Islamic financial exchanges would have higher transaction costs than the conventional finance. Here, I illustrate the transaction costs of Islamic finance after introducing several definitions of such costs. Williamson (1985) argues that transaction cost is the cost of controlling, monitoring, and managing transactions, while North (1990, 1992) suggests transaction costs consist of measurement, enforcement, ideological attitudes and perceptions, and the size of the market. Transaction costs can be divided into three broad categories (Dahlman 1979): search and information costs, bargaining and decision costs, and policing and enforcement costs. Now let’s look at transaction costs of Islamic finance with an example.  Conventionally, when an individual borrows money from a bank for purchasing a house, there are search and information costs (costs of employees, bargaining agents, credit score, background checks), legal costs for structuring and enforcing contracts, and costs of collecting loan payments. Now in that mix, introduce the requirements of Islamic values. Transaction costs would go up. First, now there are costs to find out if the borrower can be a fellow investor and if the borrower's behavior would be compliant with Islamic values.  Note that in Islamic finance, borrowers and lenders become joint investors, sharing both risks and returns of a project until the ownership of the project entirely changes hands (in this case when the borrower fully pays the loan). Credit models do not factor in the risk of equity partnership. In corporate finance models, equity carries greater risk after a certain point. Second, bargaining and decision costs are higher. Islamic financial organizations would need to structure typical loan contracts as equity contracts. Islamic banks/financial organizations have greater interests to monitor the conditions of the house since they share the risk of the maintenance of Islamic and physical values. Third, Islamic finance would require closer monitoring, thus higher policing and enforcement costs. 
Illegitimacy concerns: The discussion about transaction costs assumes a well-defined regulatory framework and legitimacy for Islamic financial transactions. But, before the emergence of Islamic finance organizations (even after the emergence), there were no clear guidelines or consensus about the validity of financial contracts as Islamic. Also, if any disputes arise in Islamic finance transactions, it is uncertain whether Islamic courts or secular courts would adjudicate the matters (Rudnyckyj 2014). The relevance and application of the variety of Islamic jurisprudence is ambiguous. While the conventional finance has well-developed legal systems and human resources, there is a dearth of professionals, adept in both finance and Islamic law (Askari et al. 2009).  Additionally, Muslim majority countries have largely adopted Western financial organizations. While studies show a latent demand for Islamic finance (for example, the study of Prof Aziz in Malaysia in 1950s) there were no consumer or social movements for replacing Western financial organizations with Islamic alternatives (Borhan and Sa’ari 2005, Nasser and Muhammed 2013). Islamic political movements, e.g., the Iranian revolution, the Salafist movements, did not feature Islamic economic exceptionalism. Early aspirations for Islamic economic exceptionalism remained in the writings of Islamic revivalist writers, like India’s Mawdudi, whose influence was minimal (Mawdudi 1969, 2011).
In such an environment, entrepreneurs face the uncertainty that Islamic financial contracts would be subject to social sanctions. Some examples are telling (Shahid 2020). In Pakistan, Islamic finance organizations were shut down due to disputes among Islamic and secular jurists and the state. In Turkey, various branches of the state, including the military, contended over Islamization projects. Secular framings of Islamic finance emerged to deal with such contentions.  In Saudi Arabia, Islamic finance organizations were initially introduced locally without terming it as Islamic, to avoid the potential contention that naming any organization as Islamic would make the rest un-Islamic. In Egypt, the secular regime of Nasser declared Islamic finance organizations illegal.
3 The Role of Demonstration of Contracts in the Emergence of Organizations  
The global influences in the formalization of economic ideas, policies, programs, and organizations are prevalent in the literature. Some examples follow. Some stock exchanges were adopted ceremonially due to international coercion (Weber et al. 2009). The coercive or expert influences of the Bretton Woods Institutions brought about neoliberal economic policies in nation states. IMF and World Bank often provided suggestions, incentives, rescue loans, and funding cut threats that altered the nature of economic organization of countries, sometimes for political reasons and to the detriment of the stability of those economies (Barnett and Finnemore 2003, 2004, Clifton et al. 2014, Dreher 2009, Harrigan et al. 2006, Lipscy and Lee 2018, Woods 2006). Ideas, policies, programs, and organizations also spread globally as countries compete with and/or emulate other peer or aspirational or successful countries (Lee and Strang 2006, Polillo and Guillén 2005, Weber et al. 2009). States want their local industries to be competitive, relative to others. For instance, liberal tax policies and bilateral investment treaties around the world came about as countries competed to attract foreign investments (Elkins et al. 2006, Swank 2006). The public sector downsizing occurred as countries selectively imitated the outcome of aspirational countries (Lee and Strang 2006). None of these mechanisms – competition, coercion, and emulation – were largely dominant as Islamic Development Bank (IDB) and the willing states globalized the idea of Islamic finance and facilitated the emergence of Islamic finance organizations. Rather, the states and IDB undertook the initiative of joint demonstration of Islamic financial contracts through IDB development investments. I discuss the relevance of such a mechanism in greater detail. 
	While Islamic Development Bank and its supporter states wanted to globalize Islamic finance, they faced two major hurdles - illegitimacy concerns and high transaction costs – which turned ‘competition’, ‘coercion’ and ‘emulation’ ineffective as mechanisms. If countries were to emulate Islamic finance friendly policies, they had no examples. The idea of competition was not relevant as less costly conventional financial organizations were prevalent. Promoting Islamic finance only for competitive reasons therefore did not make sense. Moreover, Islamic Development Bank is a much smaller organization than World Bank and IMF. Hence, it was not feasible that Islamic Development Bank coerced states into transforming economies by the principles of Islam. At this backdrop, the engagement through joint demonstration of Islamic contracts rather became a much more feasible and innocuous strategy that would not face widespread attention and contention. Such strategy allowed willing states to receive investments from Islamic Development Bank, thereby serving several objectives at the same time: getting an alternative funding for development projects of the state, accumulation of experience in structuring Islamic finance contracts, and demonstration of the legitimacy of Islamic financial contracts to entrepreneurs and stakeholders. Such demonstration occurred without much contention because they did not seek to abolish the secular fiscal or monetary policies of states. Thus, the global and national suspicion of Islamization and its connotations of sponsoring terrorism and violence were avoided. Indeed, a wide variety of Islamic financial contracts – such as Mudaraba, Musharaka, Islamic leasing, installment sale, Istisna- have been used in IDB development projects (Islamic Development Bank Annual Reports). While such demonstration of Islamic finance contracts by IDB and nation states inspired confidence among entrepreneurs and stakeholders that Islamic finance was a socially legitimate and economically viable category, given high transaction costs of such contracts, it was feasible to group and organize them in organizations to achieve economies of scale with respect to transaction costs. This gave rise to Islamic finance organizations. Hence, I hypothesize the following. 
Hypothesis 1: The emergence of Islamic financial organizations in countries is positively affected by the engagement of Islamic Development Bank through the joint demonstration of Islamic finance contracts with states. 
In most countries, Islamic Development Bank operates in the presence of Western globalizers like World Bank and IMF. If IMF and World Bank oppose Islamic finance, their engagement in a country would impede the emergence of Islamic finance. Hence, I hypothesize the following. 
Hypothesis 2: The emergence of Islamic financial organizations in countries is negatively affected by the engagement of World Bank. 
Hypothesis 3: The emergence of Islamic financial organizations in countries is negatively affected by the engagement of International Monetary Fund. 
To the contrary, if both World Bank and IDB engage in a country, it would show that conventional and Islamic finance could co-exist. Indeed, several influential papers on Islamic finance were published by Bretton Woods institutions and there is evidence of co-financing of development projects by World Bank and IDB (Beck et al. 2012, Hasan and Dridi 2010, IDB News 2008, 2012, 2015, Mohieldin 2012, World Bank News 2014). Hence, I hypothesize the following. 
Hypothesis 4: The emergence of Islamic financial organizations in countries is positively affected by the engagement of both World Bank and Islamic Development Bank. 
 4 Aspirations for Islamic Cultural Resurgence through Economy  
The demonstration of Islamic finance contracts by Islamic Development Bank (IDB) and states is a joint decision of nation states and IDB. Such ventures are likely to be undertaken in locations where they would be more effective and less opposed. Such effectiveness might have multiple manifestations, one of which is to inspire the local emergence of Islamic finance organizations, consistent with IDB objectives. A latent demand for Islamic finance in the local economies would help local demonstrations of Islamic finance contracts to inspire the emergence of Islamic finance organizations. This latent demand can be understood in terms of cultural resurgence. Some examples follow. The first book written on Islamic economics, now considered a foundational text for Islamic finance, was largely premised on the failure of conventional economics and the cultural and moral superiority of the Islamic way of life over the Western capitalism and socialism (Mawdudi 2011). The Islamic revivalist movements like Salafism, Wahabism, and the Iranian revolution were also inspired by an aspiration for cultural resurgence against the Western ways of doing things – which, Islamic scholars argue, is based on ‘one dimensional’, ‘self-interested’, ‘profit maximizing’, and ‘competition-oriented’ idea of humans. Such Islamic scholars made it a moral, cultural, and intellectual imperative of Islam to link ‘equity’ and ‘justice’ with ‘economic efficiency’ (Dallal 1993, Jansen 1987/1988, Mawdudi 2011). Several public leaders and state officials of Muslim majority countries also projected Islamic finance in the light of an Islamic cultural resurgence. The founder of Pakistan, Jinnah, urged the Pakistan banking officials to implement Islamic economics to demonstrate that Islam’s way is no less than the West (Jinnah 1948). Mahathir Muhammad, a former prime minister of Malaysia, also viewed Islamic finance in the same light – an alternative, cultural way of doing business, different from the West (Rudnyckj 2014). Hence, aspiration for cultural resurgence, characterized by Muslim majority, former British colonies, Islamic creeds, and similarity to Saudi Arabia, is an additional mechanism for the emergence of Islamic finance organizations. 
Muslim majority, Sunni majority: The sentiment of local communities is important in globalization of financial ideas (Quinn and Toyoda 2007). Hence, Islamic finance organizations will emerge earlier and more in Muslim majority countries. Also, Islamic finance revivalist writers were of the Sunni creed of Islam. So, the dominance of the Sunni creed would facilitate the emergence of Islamic finance organizations. So, I hypothesize the following: 
Hypothesis 5: The emergence of Islamic financial organizations in countries is positively related to having Muslim majority in their population. 
Hypothesis 6: The emergence of Islamic financial organizations is positively related to the dominance of Sunni relative to Shia in the Muslim population of the countries. 
Common law origin: The British common law can positively affect the emergence of Islamic finance organizations. First, by colonizing and replacing the local legal systems, the British inspired an anti-colonial cultural resurgence. Second, the common law, flexible in dealing with institutional changes, can paradoxically help such cultural resurgence by accommodating new organizations (La Porta et al. 1997, La Porta et al. 2008). Hence, I hypothesize the following. 
Hypothesis 7: The emergence of Islamic financial organizations is positively affected by the common law origin of the legal systems of countries. 
Linguistic and geographic similarity to Saudi Arabia: Institutional conditions affect the diffusion of ideas and organizations (Strang and Meyer 1993).  Countries with institutional similarity to Saudi Arabia - the home country of IDB and the birthplace of Islam – would have greater aspirations for Islamic resurgence. I use the linguistic and geographic similarity to Saudi Arabia as proxies for institutional similarity. Linguistic similarity could mean both cultural and relational linkages. Geographic proximity to Saudi Arabia would also help IDB reduce information asymmetry and moral hazard in development projects, making the demonstration of Islamic finance contracts more effective. Earlier papers have used location-based measures of information asymmetry and moral hazard (Bernile et al. 2015, Malhotra and Gaur 2013).   Hence, I hypothesize the following. 
Hypothesis 8: The emergence of Islamic financial organizations is positively related to the linguistic similarity of countries to Saudi Arabia. 
Hypothesis 9: The emergence of Islamic financial organizations is positively related to the geographic proximity of countries to Saudi Arabia.  
Political alliance with Saudi Arabia: The cultural resurgence for Islamic finance can be expressed by states through their alliances with major Muslim countries. Scholars have inferred alliances among countries through their voting similarity in the United Nations (UN) (Dreher et al. 2009, Dreher and Sturm 2012). Votes like Saudi Arabia in the UN would indicate alliance with Saudi Arabia over global issues, including Islamic finance. So, I hypothesize the following. 
Hypothesis 10: The emergence of Islamic financial organizations is positively related to the similarity of countries to Saudi Arabia in the United Nations voting. 
Another way to understand such global political blocs is to take an event driven approach, e.g., how alliances between countries were formed during Saudi-led and Saudi-allied wars. I used the Yom Kippur War of 1973 (between Arab vs Israel allies) and the Gulf War of 1991 (between Saudi Arabia and US allies and the rest) as relevant events. 
5 Other Predictions 
I account for several alternative explanations. First, countries with developed financial markets and institutions, if willing, may find it easier to experiment with a new variety like Islamic finance organizations, though the causal direction from economic growth to financial development is not always clear (Calderon and Liu 2003). Second, the right organizational form can help new organizations grow by avoiding the liability of newness (Carroll 1984, Stinchcombe 1965). Since (Western) commercial banks are a widely diffused organizational form, I consider if the first instance of Islamic finance organizations as a commercial bank facilitated the expansion of Islamic finance organizations in countries. Third, early experience can expedite learning and develop successful models for replication. To account for early emergence, I consider the number of years it took since the UN recognition of a country for the first instance of Islamic finance organizations to emerge in the country. Fourth, Islamic finance contracts and organizations in neighboring countries can positively affect the emergence of Islamic finance organizations in a country. The summary framework of this study is in Figure 1. 
---INSERT FIGURE 1 ABOUT HERE---
6 Variables, Data, and Methods 
I measure the emergence by the event of the first instance of a formal Islamic finance organization in a country. The unit of analysis are country-year observations. There are 186 countries with data to test the hypotheses over the period 1948 – 2016. Eventually, 65 countries experienced some local founding of Islamic finance organizations.  Of these years, 1948 – 1974 was foundational for the emergence of Islamic finance because they provided the historical, cultural, and intellectual background for the emergence of Islamic finance organizations later. The quantitative analysis is done over the period 1975 – 2016, with 1975 being the founding year of Islamic Development Bank. The main quantitative analysis is the duration dependence model, in which the dependent variable is the duration (the number of years without any instance of Islamic finance organizations in a country) or the event (the first instance of Islamic finance organizations in a country).  To complement this, I used a regression model to explain the progress of countries in Islamic finance after the emergence, measured by a ranking of the countries in their Islamic finance development in 2016 – the last year of our study period. The data was censored in 2016 for the latest data availability until that year. The description of variables is in Table 1. 
---INSERT TABLE 1 ABOUT HERE---
Dependent variable: To measure the dependent variable - duration (number of years without any instance of Islamic finance organizations in a country), I would need to detect the first year in which any instance of Islamic finance organizations was observed in a country. For such detection, I created a dictionary of descriptive words for Islamic finance, complemented by any special names for Islamic financial contracts/instruments and any country-specific names for Islamic financial organizations. The final bag of words consisted of the following: “Islamic” / “Islam” & “country name” with “finance”, “bank”, “fund”, “profit sharing”, “insurance”, “mutual fund”, “index funds”, and “bond”. Single search items were: “sukuk”, “shariah”, “sharia”, “Syariah”, “shariah bank”, “shariah finance”, “sharia bank”, “shariah finance”, “Syariah bank”, ‘Syariah finance”, “zakat”, “hajj”, “pilgrimage”, “special finance house”, “mudaraba”, “musharaka”, “riba”, “takaful”, “murabaha”, “maysir”, “Istisna”, and “al wadia”. I searched the following sources using the dictionary: Google books, Google Scholar, New York Times, Thomson Reuters, Factiva, Lexis Nexis, Islamic Finance News country profiles, websites of the federal banks, Islamic finance competitiveness reports, ProQuest, and OIC, IDB, IMF, World Bank, and OECD data and publications. Multiple sources helped me avoid non-detection due to false negatives. My search for Islamic banks matched with the World Bank Database of Islamic banks. Table 2 presents the results of my search. 
---INSERT TABLE 2 ABOUT HERE---
There were several attempts of Islamization of finance in the early 20th century. One such attempt was Adapazarı İslam Ticaret Bankası, founded in Turkey in 1913. Scholars do not describe it to be an entirely ‘interest-free’ organization. Rather, its objective was ‘to provide loans to Muslims with low interest’ and to protect the society from the control and occupation of foreign capital and practice of usury. ‘Islamic’ was used in the name of the bank to differentiate it from existing banks owned by non-Muslims (Özdemir and Aslan 2018). The second attempt was the call from Muhammad Ali Jinnah, the founder of Pakistan, for an Islamic economy. He stated in his first speech to the central bank of Pakistan, “..I shall watch with keenness the work of your Organization in evolving banking practices compatible with Islamic ideas of social and economic life. We must work our destiny in our own way and present to the world an economic system based on true Islamic concept of equality of manhood and social justice” (Jinnah 1948; Mehmood 2002). To this end, in 1952 the constitution of Pakistan stated ‘riba’ (interest) as an undesirable thing to be eliminated from the society. Jinnah’s call inspired a Muslim entrepreneur to organize an Islamic bank, but later the venture did not take off. The distinct early founding of Islamic finance organizations was in Egypt (1963), Malaysia (1963), and Philippines (1973). The rest of the Islamic financial organizations emerged after 1975, the founding year of Islamic Development Bank. I consider 1975 as the starting year; data for most variables are available after that. The results do not change qualitatively without Egypt, Malaysia, and Philippines.  
The first occurrence of Islamic finance organizations in a country is a proxy for emergence but it does not entirely capture Islamic finance developments in the country, which I measure by Islamic finance ranking of countries in the 2016 Global Islamic Finance Development Report (GIFR). GIFR ranked 48 countries; I assumed non-ranked countries at the 49th position. The ranking is based on the following factors (weights in parenthesis): number of Islamic banks (21.8%), number of Interest-free banking and financial institutions (20.3%), Sharia supervisory regime (19.7%), Islamic financial assets (13.9%), Muslim population (7.2%), Sukuk (6.6%), education and culture (5.7%), and Islamic regulation and law (4.9%).  
[bookmark: _Hlk83304431][bookmark: _Hlk83303064]Independent and control variables: Demonstration of Islamic finance contracts (in short, IDB engagement) is measured by the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. Addition of 1 makes 0 values defined after a natural log transformation. World Bank engagement is measured by the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (measured in US$ millions) so far (including the current year) plus 1. IMF engagement is measured by the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. High engagement of both World Bank and IDB is ‘1’ if the country’s investment/credit from IDB and World Bank in a year fell in the top 4th or 5th of IDB and World Bank engagement quintiles, 0 = else. Muslim majority is ‘1’ if a country has Muslim majority in the religious distribution of their population, else ‘0’.  Sunni over Shia majority is 1 if a country with Sunni over Shia majority in their Muslim population, else ‘0’. Common law is ‘1’ if the legal origin of a country has a basis in common law, else ‘0’. Arabic is ‘1’ if the official or major language of a country is Arabic, else ‘0’. English is ‘1’ if the official or major language of a country is English, else ‘0’. French is ‘1’ if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. Voting like Saudi in UN is the percentage of votes on all United Nations resolutions by a country like Saudi Arabia. Yom Kippur Arab coalition is ‘1’ if a country was a member of the Arab-Muslim coalition during the Yom Kippur/Ramadan war, else ‘0’. Gulf War Saudi coalition is ‘1’ if a country was a member of the Saudi/anti-Iraq alliance during the Gulf war, else ‘0’. GDP growth rate (%) of a country for a given year is the percentage change in GDP.  Financial development is the financial development index of a country, developed by an IMF staff paper, with values ranging from 0 (lowest) to 1 (highest). Higher values indicate greater financial development. Commercial banking first is ‘1’ if the first instance of Islamic financial organizations is a commercial bank, else ‘0’.  Early experiment is the standardized value of the number of years since the United Nations' recognition that the first instance of Islamic financial organization in a country is observed. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far (including the current year); for countries without any neighbors, the value is ‘0’.  Neighboring countries are defined by either of the following: separated by a land or river border, separated by 12 miles of water or less, separated by 24 miles of water or less (but more than 12 miles), separated by 150 miles of water or less (but more than 24 miles), and separated by 400 miles of water or less (but more than 150 miles).  IF in neighbors is the proportion of neighboring countries with the emergence of Islamic finance organizations. 
7.1 Descriptive statistics
Table 3 presents descriptive statistics. The average Islamic Development Bank investment for country-years is about US$17 million (see example of such projects in Appendix), the average World Bank credit is about US$832 million, and the average IMF credit is about US$331 million. So, the lending power of World Bank and IMF is much higher than that of IDB. 
---INSERT TABLE 3 ABOUT HERE---
GDP growth has high variation (M = 3.59%, SD = 7.24%). Financial development varies by country-years (M = 0.26, SD =0.19). 26% countries have common law origin; 29% countries are former British colonies; 29% countries are Muslim majority; 34% countries are Sunni majority over Shia; 13% countries have Arabic as a major language; 28% countries have English as a major language; 17% countries have French as a major language. The average distance of countries from Saudi Arabia is 6,309 kilometers. The countries voted like the United States in 54% of the United Nations resolutions and voted like Saudi Arabia in 21% of resolutions. In 50% of the country-years, neighboring countries received IDB investment, and in 21% of the country-years neighboring countries had Islamic finance organizations. 
IDB engagement in countries is positively correlated with World Bank and IMF engagement (WB & IDB ρ: 0.37, p<.001; IMF & IDB ρ: 0.36, p<.001). The correlation between IMF and World Bank engagement (WB & IMF ρ: 0.92, p<.001) is higher than their correlations with IDB engagement. GDP growth is positively correlated with IDB engagement (ρ = 0.07, p<.001), World Bank engagement (ρ = 0.04, p<.001), and IMF engagement (ρ = 0.03, p<.05).
---INSERT TABLE 4 ABOUT HERE---
IDB engagement is positively correlated with Muslim majority (ρ = 0.75, p<.001), Sunni majority (ρ = 0.51, p<.001), Arabic as a major language (ρ = 0.52, p<.001), Islamic Development Bank engagement in their neighbors (ρ = 0.50, p<.001), and Islamic finance organizations in their neighbors (ρ = 0.46, p<.001). IDB engagement in countries is negatively correlated with distance from Saudi Arabia (ρ = -0.39, p<.001), voting similarity to Saudi Arabia in the United Nations (ρ = -0.19, p<.001), common law countries (ρ = -0.03, p<.03), former British colony countries (ρ = -0.06, p<.001), and financial development (ρ = -0.09, p<.001).  World Bank engagement in countries is further positively correlated with Muslim majority countries (ρ = 0.17, p<.001), Sunni majority countries (ρ = 0.25, p<.001), Arabic official/major language (ρ = 0.03, p<.05), IDB engagement in neighboring countries (ρ = 0.29, p<.001), and Islamic financial organizations in neighboring countries (ρ = 0.05, p<.001). World Bank engagement is negatively correlated with financial development (ρ = -0.42, p<.001) and voting like Saudi Arabia in the United Nations (ρ = -0.21, p<.001). IMF engagement is positively correlated with Muslim majority (ρ = 0.13, p<.001), Sunni majority (ρ = 0.27, p<.001), IDB engagement in neighboring countries (ρ = 0.28, p<.001), and Islamic financial organizations in neighboring countries (ρ = 0.06, p<.001). IMF engagement is negatively correlated with financial development (ρ = -0.34, p<.001) and voting like Saudi Arabia in UN (ρ = -0.18, p<.001). 
7.2 Kaplan Meier survival curves for the emergence of Islamic finance organizations
The Kaplan-Meier survival curve (Figure 2), estimated using the non-parametric Kaplan-Meier estimator, takes the ratios of those (nation states or countries) without events (numerator) over those at risk (denominator) and multiplies those ratios over time. The curve is a decreasing step function with a jump at each discrete event time (without censoring, the Kaplan-Meier estimator is just the empirical distribution of the data).






The horizontal axis of Figure 2 represents time (years), and the vertical axis represents survival probabilities. The probability of no Islamic finance organizations in a country goes down to 65% over 42 years. Figure 3 compares the survival probabilities between Sunni over Shia majority countries and the rest. Sunni majority countries have lower survival probabilities. Note, survival curves have limitations. Data are right-censored. But countries did not disappear for entirely unknown reasons. So, here, right censoring does not cause a random loss of data. Also, since right-censoring equals no events at the end of the study, the results are robust within the covered timeframe. Furthermore, most countries are covered; the effect of right censoring is not complicated by small samples. 
---INSERT FIGURE 2 ABOUT HERE---
---INSERT FIGURE 3 ABOUT HERE---
7.3 Emergence of Islamic finance organizations: duration model results
Here, I present the results of duration models to explain the effect of various factors (independent variables) on the duration (the number of periods without any Islamic finance organizations in a country) or event (the first instance of an Islamic finance organization in a country). The models are estimated using the non-parametric Cox proportional hazard model, the exponential model, the Weibull model, and the Gompertz model. 
In the cox proportional hazard model, the hazard rate for the jth subject (for a set of covariates  ) in the data is: 

Here, the regression coefficient,  is estimated from the data. In this model, the baseline hazard is not parametrized. Thus,   is not estimated. The model makes no assumptions about the shape of the hazard. One subject’s hazard is the multiplicative replica of another’s (Cox & Oakes, 1984; Cleves, Gould, Guiterrez, & Marchenko, 2010). By comparing the subject j to subject w, the model states that: 

This expression above is constant if the covariates  and  do not change over time. 
The exponential model is considered the simplest of parametric survival models. The reason is that the model assumes a constant baseline hazard (Cleves et al. 2010). The hazard function or the conditional hazard rate (for the jth subject/country) is: 

=  
= 
for some constant From the well-known relationship for the exponential model, 

The survival function, 
The Weibull models, unlike the exponential model, do not assume the baseline hazard to be constant. Rather, it assumes a baseline hazard of the following form: , where p is some ancillary shape parameter estimated from the data, and the scale parameter is parametrized as . So, with a set of covariates  under the proportional hazard model, the hazard function, the cumulative hazard function, and the survival function for the Weibull model are as follows (Cleves et al. 2010). Here, the estimated parameter is obtained by exponentiating the estimated intercept coefficient. 

= 


The Gompertz model assumes a baseline hazard of the following form: . So, the hazard function, the cumulative hazard function, and the survival function in the Gompertz model are as follows (Cleves et al. 2010): 

= 


The effect of economic growth, financial development, and cultural factors: Table 5 presents the results of duration models that assume an exponential distribution of T, the non-negative random variable representing the waiting time until the occurrence of the event (the appearance or emergence of the first Islamic finance organization in a country). The independent variables are added stepwise, starting with a simple model in Model 1 and then expanding up to Model 7 with more variables. Table 5 Model 1 considers only the economic and financial development variable such as GDP growth, credit rating, and financial development. The coefficients of GDP growth (p<.001), and financial development (p<.05) are positive and significant. The model is significant (LR   =  9.60, p<.05).  The positive signs of the coefficients suggest that the hazard is increasing in GDP growth and financial development. Without other factors, Islamic finance organizations emerge earlier in countries with higher GDP growth and greater financial development. Table 5 Model 2 shows that the ‘common law’ variable added to Model 1 is not significant (p>.05). 
---INSERT TABLE 5 ABOUT HERE---
Table 5 Model 3 expands Model 2 by adding cultural resurgence variables: former British colony, former British colony countries with common law, and Sunni majority former British colony countries. The model is significant (LR  = 27.8, p<.001). GDP growth (p<.001) and financial development (p<.001) still have positive and significant effects on the hazard rate. ‘Sunni majority former British colony’ has a significant and positive effect on the hazard rate (p<.001). Table 5 Model 4 expands Model 3 by adding ‘Muslim majority’, ‘Sunni over Shia majority’, ‘Arabic, ‘English’, and ‘French’. Model 4 also drops several non-significant cultural resurgence variables. The model is significant (LR   = 105.32, p<.001). Both Muslim majority (p<.001) and Sunni over Shia majority (p<.05) are significant. Language variables are not significant. Despite inclusion of religious variables (Muslim majority, and Sunni over Shia majority), ‘Sunni majority former British colony’ is significant (p<.01). ‘Sunni over Shia majority’ and ‘Sunni majority former British colony’ have high positive correlation; for its greater information, I retain the latter in subsequent models. 
The institutional proximity to the parent country of IDB: Table 5 Model 5 adds ‘distance from Saudi Arabia’ to Model 4 and drops ‘Sunni over Shia majority’. The coefficient on distance from Saudi Arabia is negative and significant (p<.001). Thus, the more distant a country is from KSA, the lower is the hazard rate and the later Islamic finance organizations emerge in the country. The model is significant (LR = 105.25, p<.001). 
The relative influence of the Islamic and Western globalizers: Table 5 Model 6 includes the influence of IMF and World Bank, and the role of voting similarity in the United Nations; the model is significant (LR = 128.72, p<.001). While IDB engagement is positive and significant (p<.001), World Bank and IMF engagement are not. The voting similarity to USA is not significant, while voting similarity to Saudi Arabia is positive and significant (p<.05). So, Islamic finance is not necessarily contested by Western institutions in non-Western countries. The joint engagement of World Bank and IDB in countries is positively related with the emergence of Islamic finance organizations; the coefficient on the relevant variable in Table 5 Model 7, i.e., high financing from both World Bank and IDB, is positive and significant (p<.05).
Robustness to various distributional assumptions about ‘the waiting time till the event’: The results of parametric duration models are similar for exponential, Weibull, and Gompertz distributional assumptions about T (the waiting time until the occurrence of the event of the first instance of an Islamic finance organization in the country). In Table 6 (Model 1-3) I compare the results for exponential, Weibull and Gompertz distributions for T. All the models are significant. 
---INSERT TABLE 6 ABOUT HERE---
The results of the non-parametric cox proportional model (Table 6, Model 4) are qualitatively like those of the parametric models. 
The effect of the Islamic supranational’s presence in the neighboring countries: To further understand the role of IDB Islamic contracts demonstration, I tested the effect of IDB engagement in neighboring countries. The coefficient on IDB engagement in neighboring countries is not significant (Table 7 Model 5, 6). Hence, IDB engagement in neighbors does not have a significant effect on the emergence of Islamic finance organizations. 
---INSERT TABLE 7 ABOUT HERE---
Islamic finance organizations in neighboring countries: Only in Model 4 (Table 7) the emergence of Islamic finance organizations in neighboring countries has a significant effect (p<.05) on the emergence of Islamic finance organizations in a country. The significance disappears (Table 8, Model 2 –3, 5 –10) after the inclusion of Muslim majority and high engagement from both World Bank and IDB variables. 
---INSERT TABLE 8 ABOUT HERE---
Alternative tests for the effect of political relations: I considered wars in the recent Arab/Muslim history as natural experiments that divided the world into Arab/Muslim coalitions and the rest. One event is the Yom Kippur/Ramadan war of 1973 between Israel and Arab allies. The other is the Gulf War of 1991 in which Muslim countries were divided between Saudi-USA and Iraq alliances.  Table 9 presents the results of duration models that include a variable for the Yom Kippur war coalition. The models (Table 9, Models 1-2) show that the coefficient on the dummy variable for Yom Kippur War Arab coalition is not significant (p>.05). Likewise, models with the Gulf War (Table 10, Models 1-2) show that the coefficient on the Gulf War Saudi coalition is not significant (p>.05). So, war-based alliances of countries cannot explain the emergence of Islamic finance organizations. 
---INSERT TABLE 9 ABOUT HERE---
The effect of cultural resurgence: The cultural resurgence ideas I explored previously was Sunni majority former British colony. Here, I considered the interaction between Sunni majority and Muslim majority. While coefficients on ‘Muslim majority’ and ‘Sunni over Shia majority’ are positive and significant individually, their interaction is negative and significant (Table 9, Model 1-2; Table 10 Model 2 - 3). So, there is a limit to the role of creed in the emergence of Islamic finance. 
---INSERT TABLE 10 ABOUT HERE---
7.4 Expansion of Islamic finance 
I used the 2016 Islamic finance ranking of countries as the dependent variable (expansion of Islamic finance) (Global Islamic Finance Reports 2016).  I retained most explanatory variables from duration models, while dropping several variables for multicollinearity or lack of significance. I included a nuanced religious-cultural explanation like Sunni over Shia majority. Among language indicators, I retained only the Arabic language. I added several variables for the conditions of emergence. Table 11 presents the results. GDP growth rate is not significant (p>.05) but financial development (p<.001) has a positive and significant impact on the expansion of Islamic finance. Contrary to emergence models, Islamic finance expanded greatly in common law countries; the coefficient on ‘common law’ is positive and significant (p<.01). 
---INSERT TABLE 11 ABOUT HERE---
The coefficients on ‘Former British colony’ and ‘Former British colony with common law’ are not significant (p>.05). ‘Sunni over Shia majority’ and ‘Arabic’ (Table 11, Models 1 – 5) are not significant. So, while the emergence of Islamic finance organizations can be partially termed as cultural resurgence, the development of Islamic finance cannot be termed so. The coefficient on ‘distance to Saudi Arabia’ is negative and significant (Table 11, Models 1- 5); Islamic finance organizations develop more in countries closer to Saudi Arabia. IDB engagement continues to positively affect the development of Islamic finance (Table 11, Models 1 – 5). Also, the earlier the emergence of an Islamic finance organizations, the greater is expansion. The effect is strong when the first instance of Islamic finance organizations is a commercial bank. Similarity to Saudi Arabia in UN voting has a positive and significant effect on the development of Islamic finance (Table 11, Models 1 – 5); wartime alliances do not have a significant effect (p>.05). 
8 Discussion
Max Weber argued that Islam did not confront the problem of the relationship between religious ethics and secular institutions (Turner 2016, Weber 1966). Also, the Weberian rationalization view of law and society precludes an understanding of the varieties of juristic, cultural, and political communities among Muslims. The Weberian ‘Protestant Ethic’ view of Islam holds only if the Muslim leaders and public accept the European capitalistic development as the norm (Turner 1974). The emergence of Islamic finance organizations prompts me to reevaluate the ideas of Weber and the interaction of Western capitalist, secular paradigms with Islam. The process of integrating Islamic principles and financial transactions to create Islamic financial organizations brings Islamic ethics in confrontation with secular ideas and institutions. The process manifests the variation in cultural aspirations among Muslims for an alternative economic paradigm and the role of anti-colonial cultural resurgence in such variation. Also, the geopolitics of resource allocation for transforming such aspirations into an organizational form becomes significant. Indeed, the historical backdrop of the fall of Ottoman empire and subsequent secularization in Turkey (the longest surviving Muslim state) and the economic rise of the oil-exporting Muslim countries have heightened questions about whether the leadership of the Muslim world has shifted to the birthplace of Islam, Saudi Arabia. In this paper, I attended to these tensions and dilemma in examining the global emergence of Islamic finance organizations. 
In a world dominated by Western institutions, Islamic financial exchanges face the constraints of high transaction costs and illegitimacy concerns. The reassuring act of investment projects thorough Islamic financial contracts by Islamic Development Bank and nations states illustrated the appropriateness of Islamic finance to relevant stakeholders and helped overcome the constraints. Then, entrepreneurs, looking for the market opportunity to realize Islamic values in finance, found it economical to group many transactions together under Islamic finance organizations. This led to the emergence of various Islamic finance organizations, such as Islamic banks, Islamic insurance, and so on. 
Indeed, newspaper articles about IDB investments in countries provide qualitative support that such investments inspired the confidence of local stakeholders in nation states about the local viability of Islamic finance. The Thomson Reuters databases of newspapers, industry magazines, newswires and press releases, and news transcripts suggest that over the sample period about 10,000+ news items were associated with Islamic Development Bank and country-specific coverage of Islamic Development Bank investments increased with IDB engagement in each country. This also provides qualitative evidence that IDB investments increased the visibility and legitimacy of Islamic finance through written discourses. 
This mechanism of the emergence of Islamic organizations is much different from the mechanisms of competition, coercion, and emulation noted in the literature of the globalization of ideas and markets[footnoteRef:1] (Polillo and Guillén 2005, Simmons et al. 2008).  With greater transaction costs, Islamic financial organizations did not necessarily have greater economic efficiency (Abedifar, Hasan and Tarazi 2016); so, the mechanism of competition did not play a significant role. Islamic Development Bank is much less powerful than IMF and World Bank, which are known for their dominant role in changing the economic policies of nation states. Hence, coercion was not a feasible option for materializing the Islamic economic paradigm and was not largely exercised. Rather, the demonstration of Islamic finance contracts by nation states and Islamic Development Bank was instituted. This did not require a sudden transformation of economies towards Islam and allowed opportunities for gradual changes and learning by doing. The demonstration in certain countries showed the active approval of the states and the supranational for Islamic finance organizations, without turning the regulatory environment into entirely Islamic and without inciting any widespread criticism for Islamization of economies. Albeit, from Saudi Arabia, Turkey to Malaysia, Islamic finance rules and regulations came much after the local emergence of Islamic finance organizations (Shahid 2020).   [1:  Also see Boli and Thomas (1997), Cole (2005), Gleditsch and Ward (2006), Meyer et al. (1975), Meyer et al. (1987), Meyer et al. (1997), Meyer and Bromley (2013), Meyer and Hannan (1979), and Woods (2006).] 

The major shareholder of Islamic Development Bank is Saudi Arabia, which subscribes to a Sunni school of Islamic jurisprudence, different from the Islamic creeds of other powerful nations in the Middle East (like Turkey and Iran). Hence, I argue that Islamic finance has been a Sunni-led economic paradigm. However, Islamic financial organizations emerged and expanded in countries that do not necessarily subscribe to the creed of Islam practiced in Saudi Arabia. For example, both Turkey and Iran gradually expanded their shareholding of Islamic Development Bank. Hence, while the geopolitics of the Middle East often point to the ongoing contestations among Saudi Arabia, Iran, and Turkey, Islamic finance shows an area of active cooperation in Muslim communities around the world.  An anti-colonial cultural resurgence and the latent demand for non-Western institutions in the Muslim communities in the post British colonial times played a role here. Paradoxically, colonial origins of law and institutions were used positively in this process. The colonial common law legacy left behind flexible legal systems, which facilitated the adoption of new organizational forms like Islamic finance.  
The findings also have implications for economic development.  Islamic finance contracts are argued to have stalled the economic development of the Middle East, because of high transaction costs and difficulties of property inheritance and transfer for such contracts (Kuran, 2004, 2010). While Islamic financial organizations do not alter the law of inheritance, they endogenize various transaction costs by incorporating them inside organizations and make it easy to transfer financial instruments. Hence, contrary to expectations, Islamic finance thrived. One could make a parallel note to the emergence of private equity, venture capital, and ESG (environmental, social, and governance) investing. These organizations have additional search, monitoring, and enforcement. But, as costs are economized over a large number inside organizations, firms grow. If many firms adopt similar values and regulations are eventually enacted to mandate the realization of these social and cultural values in transactions, these organizations will become more efficient. 
The emergence of non-Western, non-secular organizations like Islamic finance is also influenced by the Western and secular supranationals like World Bank and IMF. The joint participation of World Bank and Islamic Development Bank in a country’s development projects helped the development of Islamic finance organizations in countries. Several reasons are likely. First, such joint participation showed the stakeholders that Islamic finance can complement the secular finance in furthering a country’s development, and the powerful actors like the supranationals and the states support it. Second, there are spillover effects from the Western development projects bringing more people to the financial system, which also benefit Islamic finance organizations. A closer look at the interaction among Islamic Development Bank, International Monetary Fund, and World Bank, as found in their annual reports and press releases, are quite telling. In the early years, IDB did not receive much attention from the West; yet, recently, World Bank and IMF have participated in promoting Islamic finance alongside IDB. Islamic finance is being seen as a faith-based alternative to increase the financial inclusion of Muslim communities. 
The findings, however, raise the question, as to why the aspiration for Islamic cultural resurgence did not translate into large consumer or social movements for Islamic finance. One reason is that the priority of Islamic political movements was to transform a society into Islamic first; in that view, the economy, an epiphenomenon, could be changed after social transformation. Indeed, some Islamic jurists argue that if the social and economic structure of a country does not provide Islamic options for finance, Muslims do not sin by using secular finance. However, once Islamic finance options are available, Muslims have the spiritual obligation to shun the secular finance. Such adoption is likely to increase ‘baraka’, an Islamic concept of prosperity in a Muslim’s everyday interaction with physical objects, people, and spaces. If a Muslim uses Islamic finance for satisfying Allah (Islam’s God) for the life hereafter, baraka on earth will follow. This is much different from Protestant ethics, which allows the Protestants to observe God’s grace (their predestination of having been saved) through the diligence of their everyday work. This is likely a reason why demonstration of Islamic finance contracts by Islamic Development Bank led to the emergence of Islamic finance organizations. Such demonstration shows the local feasibility of Islamic finance options, which inspires entrepreneurs to found Islamic finance organizations locally to economize on the transaction costs of Islamic financial exchanges and to make such options more widely available for their local Muslim communities. 
9 Conclusion
The demonstration of Islamic financial contracts by Islamic Development Bank, together with national authorities, largely influenced the local emergence of Islamic finance organizations. Hence, this paper contributes to the globalization of ideas and markets literature by proposing a mechanism different from inter-country competition, coercion, and emulation. With high transaction costs and illegitimacy concerns, Islamic finance contracts, once demonstrated by state and supranational authorities, inspired confidence among entrepreneurs and stakeholders that Islamic finance was viable. Thus, Islamic financial organizations emerged to realize the Muslims’ latent aspirations for Islamic values in financial transactions in greater quantities and frequencies. The aspirations for anti-colonial cultural resurgence played a significant role in this process as such aspiration bonded Muslim countries and communities with different Islamic jurisprudence towards a common goal. The Bretton Woods Institutions gradually played a supportive role to Islamic finance as a financial inclusion alternative to the Western finance. Also, contrary to the geopolitical conflict ideas of the Middle East, Islamic finance has been a coalition-building phenomenon in the Muslim world. 
This paper has several limitations. While this study considers the importance of common law in the development of Islamic finance, it does not address any potential contention between secular and Islamic law. La Porta et al. (2008) suggest that such contention requires a careful historical and process analysis, which is beyond the scope of this paper. This paper also takes a binary view (Shia vs Sunni) of Islamic jurisprudence. But an exploration of the variety within Shia and Sunni jurisprudences and communities can enhance our understanding of the cultural-legal environment of organizations. This paper uses nation states as a unit of inquiry. However, the coordination and contestations of states’ branches over Islamic finance can be investigated (Shahid 2020). 
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Measure: Islamic Development Bank investments in a country so far 
Figure 1: Conceptual Framework of the Global Emergence of Non-Western Organizations, Islamic Finance





Figure 2: Kaplan – Meier survival estimate for the first instance of an Islamic finance organization in a country
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Figure 3: Kaplan – Meier survival estimate for the first instance of an Islamic finance organization in a country: comparison between countries (1) that have Sunni over Shia majority in their Muslim population, i.e., sunnimajority = 1, and (2) that do not have Sunni over Shia majority in their Muslim population, i.e., sunnimajority =0.  
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Table 1: Variable, Definitions and Sources 
	Variables
	Definitions
	Sources & Imputation

	Demonstration of Islamic finance contracts (IDB engagement)
	This is measured by the natural logarithm of the sum of all Islamic Development Bank investments in a country (measured in US$ millions) so far (including the current year) plus 1. Addition of 1 makes 0 values defined after a natural log transformation. This is a yearly country-level measure. 
	The data source for IDB investments in countries is the website of Islamic Development Bank. No imputation. 

	World Bank engagement
	This is measured by the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (measured in US$ millions) so far (including the current year) plus 1. Addition of 1 makes 0 values defined after a natural log transformation. This is a yearly country-level measure. 
	The data source for World Bank investments in countries is the website of the World Bank. No imputation. 

	IMF engagement
	This is measured by the natural logarithm of the sum of all International Monetary Fund (IMF) credits in a country (measured in US$ millions) so far (including the current year) plus 1. Addition of 1 makes 0 values defined after a natural log transformation. This is a yearly country-level measure. 
	The data source for IMF credit in countries is the website of the World Bank. No imputation. 

	High engagement from both World Bank & IDB
	This is a dummy variable: 1 = the country’s investment/credit from IDB and World Bank in a year falls in the top 4th or 5th quintile of IDB and World Bank engagement, 0 = else. This is a yearly country-level measure. 
	The World Bank and IDB websites. No imputation. 

	Muslim majority 
	This is a dummy variable: 1 = a country with Muslim majority in the religious distribution of their population; 0 = Else. This is a yearly country-level measure. 
	This was computed from the ‘World Religion Data (v1.1)’ of the Correlates of War Project. The missing years were assumed to have the same distribution of Muslim population of the most recent year(s).

	Sunni over Shia majority
	This is a dummy variable: 1 = a country with Sunni over Shia majority in their Muslim population; 0 = else. This is a yearly country-level measure. No yearly variation.
	This was computed from the ‘World Religion Data (v1.1)’ of the Correlates of War Project. The missing years were assumed to have the same distribution of the most recent year(s).

	Arabic 
	This is a dummy variable: 1 = a country with Arabic as an official or as a major language, 0 = else. This is a country-level measure. No yearly variation. 
	This was compiled from CIA World Factbook, and websites of various national agencies. No imputation. Languages were assumed constant within the sample period.

	English 
	This is a dummy variable: 1 = a country with English as an official or as a major language, 0 = else. This is a country-level measure. No yearly variation. 
	This was compiled from CIA World Factbook, and websites of various national agencies. No imputation. The languages were assumed to be constant within the sample period.

	French 
	This is a dummy variable: 1 = a country with French as an official or as a major language, 0 = else. This is a country-level measure. No yearly variation. 
	This was compiled from CIA World Factbook, and websites of various national agencies. No imputation. The languages were assumed to be constant within the sample period.

	Common law
	This is a dummy variable: 1 = a country with common law as the legal origin, 0 = else. This is a country-level measure. No yearly variation. 
	The main data came from Klerman et al. (2011), www.spamann.net, LaPorta et al. (2008), and LaPorta et al. (2004). The websites of various national agencies of the countries were also consulted.  No imputation.

	Former British colony
	This is a dummy variable: 1= a former British colony country, 0 = else. This is a country-level measure. No yearly variation.
	The main data came from Klerman et al. (2011), www.spamann.net, and Correlates of War Colonial History Data. The websites of various national agencies of the countries were also consulted. No imputation.

	Former British colony with common law
	This is a dummy variable: 1 = a former British colony country with common law as the legal origin, 0 = else. This is a country-level measure. No yearly variation.
	The main data came from Klerman et al. (2011), www.spamann.net.and Correlates of War Colonial History Data, LaPorta et al. (2008), and LaPorta et al. (2004). The websites of various national agencies of the countries were also consulted. No imputation.

	Sunni majority former British colony
	This is a dummy variable: 1 = a former British colony country with Sunni over Shia majority in their Muslim population, 0 = else. This is a country-level measure. No yearly variation.
	The main data came from Klerman et al. (2011), www.spamann.net, and Correlates of War Colonial History Data. The websites of various national agencies of the countries were also consulted. No imputation. The missing years were assumed to have the same distribution of the most recent year(s).

	Distance from Saudi Arabia
	This is measured by the natural logarithm of the distance (km) of countries from Saudi Arabia. This is a country-level measure. No yearly variation. 
	Several sources of data were combined:  https://github.com/rahulbot/distances-between-countries  and google distance between the capital cities of countries. No imputation. The distance between countries were assumed constant.

	Voting like Saudi in UN
	This is measured by percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. The value ranges from 0 to 1 (inclusive). This is a country-level measure; only one measure has been taken from the entire dataset; so, no yearly variation. 
	The dataset on the voting in the United Nations was obtained from Bailey, Michael A., Anton Strezhnev, and Erik Voeten. "Estimating dynamic state preferences from United Nations voting data." Journal of Conflict Resolution 61.2 (2017): 430-456. No imputation.

	Voting like USA in UN
	This is measured by percent of votes on all United Nations resolutions by a country like the votes of the United States. The value ranges from 0 to 1 (inclusive). This is a country-level measure; only one measure has been taken from the entire dataset; so, no yearly variation. 
	The dataset on the voting in the United Nations was obtained from Bailey, Michael A., Anton Strezhnev, and Erik Voeten. "Estimating dynamic state preferences from United Nations voting data." Journal of Conflict Resolution 61.2 (2017): 430-456. No imputation.

	Yom Kippur Arab coalition
	This is a dummy variable: 1 = a country in the Arab-Muslim coalition during the Yom Kippur/Ramadan war, 0 = else. This is a country-level measure. 
	This was compiled from various newspapers and published books. No imputation.

	Gulf War Saudi coalition 
	This is a dummy variable: 1 = a country in the Saudi/anti-Iraq alliance during the Gulf war, 0 = else. This is a country-level measure. 
	This was compiled from various newspapers and published books. No imputation.

	GDP growth
	It's the GDP growth rate (%) for the year for a country.  Annual percentage growth rate of GDP at market prices based on constant local currency. Aggregates are based on constant 2010 U.S. dollars. Higher values indicate greater GDP growth rate. This is a yearly country-level measure. 
	It was compiled in the World Bank Global Development Indicators from various sources such as World Bank national accounts data, and OECD National Accounts data files. I used backward filling, i.e., used the most recent year’s data ‘within country’ to fill out any missing year.

	Financial development 
	It is measured by an index for countries; the values of this index range from 0 (lowest) to 1 (highest). The index was developed by the International Monetary Fund. The index summarizes at the country level how developed financial institutions and financial markets of the country is in terms of their depth (size and liquidity), access (ability of individuals and companies to access financial services) and efficiency (ability of institutions to provide financial services at low cost and with sustainable revenues and the level of activity of capital markets). Higher values of this indicates greater financial development of the country. This is a yearly country-level measure. 
	The data was developed for the International Monetary Fund Staff Discussion Note “Rethinking Financial Deepening: Stability and Growth in Emerging Markets”. The data were available for most countries over the period 1980 – 2017. I used backward filling, i.e., used the most recent year’s data ‘within country’ to fill out 1975– 1979. Additionally, I used the mean values of the variable each year to calculate the missing values for several countries[footnoteRef:2]. [2:  Afghanistan, Andorra, Cuba, Iraq, Liechtenstein, Monaco, Montenegro, Nauru, Palau, Somalia, Taiwan, Zaire, and Zimbabwe.] 


	Credit rating
	The credit rating of countries is obtained from ‘The International Country Risk Guide (ICRG)’. The values range from 0 to 100. Higher values indicate better credit rating, i.e., greater creditworthiness of the countries. This is a yearly country-level measure. 
	The data was developed by the PRS Groups. I used backward filling, i.e., used the most recent year ‘within country’ for any missing values. Then, for several countries[footnoteRef:3],  I used mean values of the years since they were not given any credit rating.   [3:  Aruba,  Afghanistan, Andorra, Antigua and Barbuda, Burundi, Benin,  Bosnia and Herzegovina, Belize,  Barbados, Bhutan, Central African Republic,  Comoros, Cabo Verde, Djibouti, Dominica, Eritrea, Fiji, Micronesia, Georgia, Equatorial Guinea, Grenada, Kyrgyz Republic, Cambodia, Kiribati, St. Kitts and Nevis,  Lao PDR, St. Lucia,  Liechtenstein, Lesotho,  Monaco, Maldives, North Macedonia, Montenegro, Mauritania, Nepal, Nauru, Palau, Rwanda, Solomon Islands, South Sudan,  Sao Tome and Principe, Eswatini, Seychelles, Chad, Tajikistan, Turkmenistan,  Timor-Leste,  Tonga,  Uzbekistan, St. Vincent and the Grenadines, Vanuatu,  Samoa, and Zaire. ] 


	IDB in neighbors
	This is measured by the proportion of neighboring countries that received funding/investments from Islamic Development Bank so far (including the current year). Here neighboring countries are the countries with direct contiguities, defined by the following 5 types of contiguities: 1: Separated by a land or river border; 2: Separated by 12 miles of water or less; 3: Separated by 24 miles of water or less (but more than 12 miles); 4: Separated by 150 miles of water or less (but more than 24 miles); 5: Separated by 400 miles of water or less (but more than 150 miles). The countries without any neighbors were assigned a value of ‘0’. This is a yearly country-level measure. 
	The list of contiguities of countries was obtained from the ‘Correlates of War Direct Contiguity Data - Version 3.20’.  No imputation.

	IF in neighbors 
	This is measured by the proportion of neighboring countries that have experienced the emergence of Islamic finance so far (including the current year). Neighboring countries are countries with direct contiguities, defined by the noted contiguities in the cell above. The countries without any neighbors were assigned a value of ‘0’.  This is a yearly country-level measure. 
	The list of contiguities of countries was obtained from the ‘Correlates of War Direct Contiguity Data - Version 3.20’.
I compiled the year of the emergence of the first instance of Islamic finance organizations in countries through various sources discussed in the “Variables, Data, and Methods” section. No imputation.

	Early experiment
	This is measured by the number of years since the United Nations' recognition that first instance of Islamic financial organization in a country is observed. 
	The year of the emergence of the first instance of Islamic finance organizations in countries was compiled from various sources discussed in the “Variables, Data, and Methods” section. The UN recognition of countries is obtained from the United Nations website. No imputation.

	Commercial banking first
	This is a dummy variable: 1 = the first instance of Islamic financial organizations in a country is a commercial bank; 0 = else. 
	I compiled the year of the emergence of the first instance of Islamic finance organizations in countries through various sources (see “Variables, Data, and Methods” section). No imputation.



Table 2: Year of The First Instance of Islamic Finance Organizations and The First Demonstration of Islamic Finance Contracts by Islamic Development Bank and States (Note: the territories not recognized by the United Nations as countries were later removed from analysis)
	Year 
	Countries with the First Instance of Islamic Finance Organizations
	Countries with the First Demonstration of Islamic finance contracts 

	1963
	Egypt, Malaysia
	

	1973
	Philippines
	

	1974
	-
	

	1975
	United Arab Emirates (UAE)
	

	1976
	-
	Jordan

	1977
	Kuwait, Sudan
	Algeria, Bangladesh, Cameroon, Egypt, Guinea, Malaysia, Mauritania, Morocco, Niger, Pakistan, Senegal, Somalia, Sudan, Tunisia, Turkey, Yemen

	1978
	Jordan
	Chad, Indonesia, Syria, UAE, Uganda

	1979
	Bahrain, Pakistan
	Bahrain, Burkina Faso, Guinea Bissau, Mali, Oman, Palestine

	1980
	Canada
	Afghanistan, Comoros, Djibouti, Ethiopia, Gambia, Lebanon, Libya

	1981
	-
	Cyprus, Eritrea, Maldives, Vietnam

	1982
	Denmark, Qatar
	Gabon, Sierra Leone, Sri Lanka, Togo

	1983
	Bangladesh, Guinea, Iran, Niger, Senegal
	Benin, Iraq, Serbia, South Africa, USA

	1984
	Turkey, USA
	Mauritius, Philippines, Reunion Islands, Singapore

	1985
	Mauritania, Saudi Arabia
	India, Kenya, Mozambique, Saudi Arabia, Tanzania, Thailand	

	1986
	-
	China, Fiji, South Korea, New Caledonia, New Zealand

	1987
	Thailand
	Congo Brazzaville, Ghana

	1988
	-
	Malawi, Zimbabwe

	1989
	Australia, South Africa
	Australia, Guyana, Kuwait, Liberia, Zambia	

	1990
	-
	Iran, Nepal, Nigeria, Spain, Trinidad & Tobago

	1991
	Algeria, Brunei Darussalam
	Azerbaijan, Bulgaria, Democratic Republic of Congo, Kyrgyz Republic, Poland, Qatar, Romania, Russia, Tajikistan, Uzbekistan, Ivory Coast

	1992
	Indonesia
	Albania, Bosnia & Herzegovina, Burma, Kazakhstan, Papua New Guinea, Turkmenistan, Ukraine

	1993
	Iraq
	Rwanda

	1994
	Albania
	Burundi, Madagascar, United Kingdom	

	1995
	Yemen
	Brazil, Canada, Croatia, Panama, Suriname, Venezuela

	1996
	-
	Belgium, Grenada, Macedonia	

	1997
	Gambia, Russia, Sri Lanka
	Greece, Netherlands

	1998
	Afghanistan, Somalia
	Argentina, France, Kosovo

	1999
	-
	Martinique

	2000
	Bosnia and Herzegovina
	Mayotte, Norway

	2001
	-
	Bolivia, Montenegro

	2002
	Luxembourg
	Brunei, Switzerland

	2003
	Azerbaijan, Nigeria
	-

	2004
	United Kingdom
	-

	2005
	Kenya, Lebanon, Maldives, Rwanda
	Denmark, Jamaica

	2006
	Austria, Djibouti, Switzerland, Syria
	Central African Rep

	2007
	Cameroon, Morocco, Singapore
	-

	2008
	-
	Slovenia, Sweden

	2009
	China, Mauritius
	-

	2010
	France, Germany, Ghana, Kazakhstan, Tunisia
	Georgia, Paraguay

	2011
	Tanzania
	Ecuador, Haiti, Latvia

	2012
	-
	Austria, Germany, Swaziland

	2013
	Ethiopia, India, Oman
	Botswana

	2014
	Ivory Coast
	Cambodia, Ireland, Italy, Lesotho, Vanuatu	

	2015
	Burkina Faso, New Zealand
	Barbados

	2016
	Malta, Suriname
	Antigua & Barbuda


	Table 3: Descriptive Statistics
GDP growth rate is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law takes on a value of ‘1’ if the legal origin of a country has a basis in common law, else ‘0’. Former British colony takes on a value of ‘1’ if the country is a former British colony, else ‘0’. Muslim majority takes on a value of ‘1’ if a country has Muslim majority in the religious distribution of their population, else ‘0’. Sunni over Shia majority takes on a value of ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA.  IDB projects in neighbors is the proportion of neighboring countries that received funding/investments from Islamic Development Bank so far (including the current year). IF in neighbors is the proportion of neighboring countries that have experienced the emergence of Islamic finance organizations.


	Variable
	N
	Mean
	Std. dev.
	Min
	Max

	IDB investment (US$ millions)
	7,346
	16.71
	94.24
	0.00
	2,664.47

	World Bank credit (US$ millions)
	7,346
	832.10
	2,709.67
	0.00
	38,185.96

	IMF credit (US$ millions)
	7,346
	331.48
	1,420.98
	0.00
	28,850.33

	GDP growth (%)
	7,346
	3.59
	7.24
	-64.05
	149.97

	Financial development
	7,346
	0.26
	0.19
	0.00
	1.00

	Common law 
	7,346
	0.26
	0.44
	0.00
	1.00

	Former British colony 
	7,346
	0.29
	0.45
	0.00
	1.00

	Muslim majority 
	7,346
	0.25
	0.43
	0.00
	1.00

	Sunni over Shia majority
	7,346
	0.34
	0.47
	0.00
	1.00

	Arabic 
	7,346
	0.13
	0.34
	0.00
	1.00

	English 
	7,346
	0.28
	0.45
	0.00
	1.00

	French 
	7,346
	0.17
	0.37
	0.00
	1.00

	Distance from Saudi Arabia
	7,346
	6,309.23
	4,050.55
	0.00
	15,826.38

	Voting like USA in UN 
	7,346
	0.54
	0.19
	0.00
	0.87

	Voting like Saudi in UN 
	7,346
	0.21
	0.12
	0.00
	0.64

	IDB projects in neighbors
	7,346
	0.50
	0.37
	0.00
	1.00

	IF in neighbors
	7,346
	0.21
	0.28
	0.00
	1.00












Table 4: Correlation Matrix
[image: ]GDP (growth) is a percentage figure. Financial development (FinDev) ranges between ‘0’ to ‘1’. Common takes on a value of ‘1’ if the legal origin of a country has a basis in common law, else ‘0’. Former British takes on a value of ‘1’ if the country is a former British colony, else ‘0’. Muslim takes on a value of ‘1’ if a country has Muslim majority in the religious distribution of their population, else ‘0’. Sunni takes on a value of ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic takes on a value of ‘1’if the official or major language of a country is Arabic, else ‘0’. Dist. From Saudi (distance from Saudi Arabia) is the natural logarithm of the distance (km) of a country from Saudi Arabia. IDB is measured by the natural logarithm of the sum of all Islamic Development Bank investments in a country (measured in US$ millions) so far (including the current year) plus 1. WB is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (measured in US$ millions) so far (including the current year) plus 1. IMF is the natural logarithm of the sum of all International Monetary Fund credits in a country (measured in US$ millions) so far (including the current year) plus 1. Voting like Saudi is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. IDB neigh the proportion of neighboring countries that received funding/investments from Islamic Development Bank so far (including the current year). IF neigh is the proportion of neighboring countries that have experienced the emergence of Islamic finance organizations.





Table 5: Parametric Regression Model (Exponential) Coefficients 
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Credit rating ranges from ‘0’ (lowest) to ‘100’ (highest). Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Former British colony is ‘1’ if the country is a former British colony, else ‘0’. Former British colony with common law is ‘1’ if a country is a former British colony with common law, else ‘0’. Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’.  Muslim majority is ‘1’ if a country has Muslim majority in their population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’.  Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. IDB engagement is measured by the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. High engagement of both World Bank and IDB is ‘1’ if the country’s investment/credit from IDB and World Bank in a year fell in the top 4th or 5th of IDB and World Bank engagement quintiles, 0 = else. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA.
	Variables
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7

	Constant
	-4.76***
	-4.83***
	-5.06***
	-7.21***
	-4.76***
	-3.93***
	-3.85***

	GDP growth
	0.03***
	0.03**
	0.03***
	0.01
	0.02*
	0.02
	0.02*

	Credit rating
	-0.01
	-0.01
	<-0.01
	
	
	
	

	Financial development
	1.70*
	1.72*
	1.74*
	3.96***
	4.06***
	4.93***
	4.84***

	Common law 
	
	0.17
	-0.37
	0.12
	0.04
	0.28
	0.05

	Former British colony
	
	
	-0.68
	
	
	
	

	Former British colony with common law 
	
	
	-0.68
	
	
	
	

	Sunni majority former British colony 
	
	
	0.72***
	0.93*
	1.39**
	0.74
	0.74

	Muslim majority
	
	
	
	2.42***
	2.59***
	1.97***
	2.02***

	Sunni over Shia majority
	
	
	
	0.71*
	
	
	

	Arabic 
	
	
	
	<0.01
	-0.23
	-0.65
	-0.67

	English 
	
	
	
	0.63
	0.58
	0.53
	0.70

	French 
	
	
	
	0.45
	0.47
	0.53
	0.32

	Distance from Saudi Arabia
	
	
	
	
	-0.27**
	-0.58***
	-0.55***

	IDB engagement 
	
	
	
	
	
	0.19*
	0.13

	World Bank engagement 
	
	
	
	
	
	-0.04
	-0.13

	IMF engagement 
	
	
	
	
	
	0.12
	0.14

	High engagement of both World Bank and IDB
	
	
	
	
	
	
	1.11*

	Voting like Saudi in UN 
	
	
	
	
	
	2.24*
	1.20*

	Voting like USA in UN 
	 
	 
	 
	 
	 
	0.18
	-0.18

	No of subjects 
	186
	186
	186
	186
	186
	186
	186

	No of failures
	65
	65
	65
	65
	65
	65
	65

	Log likelihood
	-172 
	-173 
	-163
	-124
	-124
	-113
	-109

	Degree of freedom
	3
	4
	7
	9
	9
	14
	15

	LR chi-squared
	9.60*
	9.96*
	27.8***
	105.32***
	105.25***
	128.72***
	135.44***


Notes: *p<.05, **p<.01, ***p<.001. 


Table 6: Regression Model (Exponential/ Weibull/ Gompertz, Cox) Coefficients
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’.  Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’. Muslim majority is ‘1’ if a country has Muslim majority in their population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. IDB engagement is measured by the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA.
	Variables
	Exponential 
(Model 1)
	Weibull 
(Model 2)
	Gompertz 
(Model 3)
	Cox 
(Model 4)

	Constant
	-3.93***
	-3.89**
	-3.98***
	

	[bookmark: _Hlk83303127]GDP growth
	0.02
	0.02
	0.02
	0.02

	Financial development
	4.93***
	4.95***
	4.83***
	5.38***

	Common law 
	0.28
	0.27
	0.30
	0.22

	Sunni majority former British colony 
	0.74
	0.74
	0.71
	0.71

	Muslim majority
	1.97***
	1.96***
	2.01***
	1.99***

	Arabic 
	-0.65
	-0.66
	-0.64
	-0.58

	English 
	0.53
	0.53
	0.51
	0.64

	French 
	0.53
	0.53
	0.52
	0.55

	Distance from Saudi Arabia
	-0.58***
	-0.58***
	-0.58***
	-0.54***

	IDB engagement
	0.19*
	0.19*
	0.18
	0.20*

	World Bank engagement 
	-0.04
	-0.04
	-0.04
	-0.02

	IMF engagement 
	0.12
	0.12
	0.12
	0.10

	Voting like Saudi in UN
	2.24*
	2.24*
	2.22*
	2.03*

	Voting like USA in UN 
	0.18
	0.18
	0.18
	-0.06

	No of subjects
	186
	186
	186
	186

	No of failures
	65
	65
	65
	65

	Log likelihood
	-113
	 -113
	-113
	-113

	Degree of freedom
	14
	14
	14
	14

	LR chi-squared
	128.72***
	124.96***
	122.72***
	128.72***


Notes: *p<.05, **p<.01, ***p<.001. 










Table 7:  Regression (Exponential) Coefficients for Models Including IDB Projects in Neighboring Countries
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’.  Muslim majority is ‘1’ if a country has Muslim majority in their population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. IDB engagement is the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far (including the current year).
	Variables
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6

	Constant
	-3.93***
	-4.14***
	-2.65**
	-3.85***
	-3.28**
	-7.57***

	GDP growth
	0.02
	0.02
	0.02
	0.02*
	0.02*
	0.02*

	Financial development
	4.93***
	4.90***
	3.67***
	4.84***
	5.09***
	4.53***

	Common law
	0.28
	0.35
	0.57
	0.05
	0.07
	-0.24

	Sunni majority former British colony 
	0.74
	0.56
	0.40
	0.74
	0.70
	1.08*

	Muslim majority
	1.97***
	1.92***
	
	2.02***
	1.99***
	2.22***

	Sunni over Shia majority
	
	0.28
	0.41
	
	
	

	Arabic 
	-0.65
	-0.66
	-0.13
	-0.67
	-0.82
	-0.25

	English 
	0.53
	0.54
	0.14
	0.70
	0.77
	0.81

	French 
	0.53
	0.54
	0.51
	0.32
	0.40
	0.19

	Distance from Saudi Arabia
	-0.58***
	-0.57***
	-0.61***
	-0.55***
	-0.59***
	

	IDB engagement 
	0.19*
	0.17*
	0.34***
	0.13
	0.20
	0.13

	World Bank engagement
	-0.04
	-0.04
	-0.03
	-0.13
	-0.11
	-0.13

	IMF engagement 
	0.12
	0.11
	0.06
	0.14
	0.13
	0.12

	High engagement of both World Bank & IDB
	
	
	
	1.11*
	0.99*
	1.12*

	Voting like Saudi in UN
	2.24*
	2.29*
	2.03*
	1.20*
	2.07*
	0.95

	Voting like USA in UN
	0.18
	0.09
	-0.32
	-0.18
	-0.67
	-0.17

	IDB in neighbors
	 
	 
	 
	 
	-0.71
	-0.39

	No of subjects
	186
	186
	186
	186
	186
	186

	No of failures
	65
	65
	65
	65
	65
	65

	Log likelihood
	-113
	-112
	-121
	-109
	-108
	-115

	Degree of freedom
	14
	15
	14
	15
	16
	15

	LR chi-squared
	128.72***
	129.32***
	110.87***
	135.44***
	137.94***
	123.11***


Notes: *p<.05, **p<.01, ***p<.001


Table 8: Regression (Exponential) Coefficients for Models Including Islamic Finance Organizations in Neighboring Countries 
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’.  Muslim majority is ‘1’ if a country has Muslim majority in their population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. IDB engagement is the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far (including the current year).  IF in neighbors is the proportion of neighboring countries that have experienced the emergence of Islamic finance organizations. 
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	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7 
	Model 8
	Model 9
	Model 10

	Constant
	-3.93***
	-3.18**
	-8.10***
	-1.40
	-1.53
	-1.32
	-3.36**
	-1.68
	-3.69**
	-3.84**

	GDP growth
	0.01
	0.02
	0.02
	0.02*
	0.02*
	0.02*
	0.02
	0.02
	0.02*
	0.02*

	Financial development
	4.93***
	5.38***
	4.72***
	4.34***
	4.16***
	4.19***
	5.15***
	4.22***
	5.25***
	5.23***

	Common law 
	0.28
	0.29
	0.01
	0.49
	0.36
	0.34
	0.17
	0.46
	0.27
	0.26

	Sunni majority former British colony 
	0.74
	0.68
	1.08*
	0.64
	0.60
	0.61
	0.48
	0.27
	0.07
	0.13

	Muslim majority
	1.97***
	1.89***
	2.15***
	
	
	
	1.91***
	
	2.96***
	2.96**

	Sunni over Shia majority
	
	
	
	
	
	
	0.33
	0.54
	1.26**
	1.29**

	Muslim majority X Sunni over Shia majority 
	
	
	
	
	
	
	
	
	-1.90**
	-1.84**

	Arabic 
	-0.65
	-0.81
	-0.15
	-0.35
	-0.31
	-0.37
	-0.86*
	-0.45
	-0.76
	-0.80

	English 
	0.53
	0.63
	0.58
	0.19
	0.22
	0.22
	0.79
	0.28
	0.88
	0.92*

	French 
	0.53
	0.53
	0.36
	0.46
	0.36
	0.39
	0.43
	0.41
	0.30
	0.33

	Distance from Saudi Arabia
	-0.58***
	-0.68***
	
	-0.77***
	-0.72***
	-0.72***
	-0.60***
	-0.70***
	-0.59***
	-0.57***

	IDB engagement
	0.19*
	0.28**
	0.19*
	0.47
	0.34***
	0.41***
	0.19
	0.37***
	0.24*
	0.25*

	World Bank engagement 
	-0.04
	-0.07
	-0.05
	-0.06
	-0.13
	-0.11
	-0.12
	0.37
	-0.16
	-0.16

	IMF engagement 
	0.12
	0.13
	0.10
	0.07
	0.09
	0.08
	0.13
	0.08
	0.16
	0.17

	High engagement of both World Bank and IDB
	
	
	
	
	0.86
	0.89
	0.95*
	0.89
	0.99*
	0.97*

	Voting like Saudi in UK
	2.24*
	2.71**
	1.31
	2.55*
	2.34*
	2.33*
	2.26*
	2.53*
	2.21*
	2.15*

	Voting like USA in UN
	0.18
	-0.38
	0.16
	-0.80
	-0.94
	-1.15
	-0.87
	-1.38
	-1.02
	-1.10

	IDB in neighbors
	
	
	
	
	
	-0.61
	-0.61
	-0.63
	-0.85
	-0.74

	IF in neighbors 
	
	-1.05
	-0.32
	-1.33*
	-1.00
	-0.62
	-0.30
	-0.69
	-0.85
	0.57

	IDB in neighbors X IF in neighbors
	
	
	
	
	
	
	
	
	
	-1.33

	No of subjects
	186
	186
	186
	186
	186
	186
	186
	186
	186
	186

	No of failures
	65
	65
	65
	65
	65
	65
	65
	65
	65
	65

	Log likelihood
	-113
	-111
	-120
	-120
	-118
	-117
	-108
	-116
	-102
	-102

	Degree of freedom
	14
	15
	14
	15
	15
	16
	18
	18
	18
	18

	LR chi-squared
	128.72***
	132.13***
	114.76***
	114.71***
	118.23***
	119.51***
	138.85***
	121.47***
	149.42***
	149.74***


Notes: *p<.05, **p<.01, ***p<.001








Table 9: Exponential Models including Yom Kippur Arab Coalition
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’.  Muslim majority is ‘1’ if a country has Muslim majority in their population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. Yom Kippur Saudi coalition is ‘1’ if a country was a member of the Arab-Muslim coalition during the Yom Kippur/Ramadan war, else ‘0’. IDB engagement is the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural logarithm of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural logarithm of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far (including the current year). IF in neighbors is the proportion of neighboring countries that have experienced the emergence of Islamic finance organizations.
	Variables
	Model 1
	Model 2

	Constant
	-3.62**
	-3.78**

	GDP growth
	0.02*
	0.02*

	Financial development
	5.24***
	5.23***

	Common law
	0.25
	0.24

	Sunni majority former British colony
	0.04
	0.09

	Muslim majority
	2.94***
	2.93***

	Sunni over Shia majority
	1.37**
	1.30**

	Muslim majority X Sunni over Shia majority 
	-1.88**
	-1.82**

	Arabic 
	-0.69
	-0.72

	English 
	0.89
	0.94*

	French 
	0.28
	0.30

	Distance from Saudi Arabia
	-0.60***
	-0.58***

	Yom Kippur Arab coalition 
	-0.17
	-0.20

	IDB engagement 
	0.24*
	0.25*

	World Bank engagement
	-0.16
	-0.16

	IMF engagement 
	0.16
	0.17

	High engagement of both World Bank and IDB
	1.00*
	0.98*

	Voting like Saudi in UN
	2.25*
	2.19*

	Voting like USA in UN
	-0.99
	-1.07

	IDB in neighbors
	0.60
	0.60

	IF in neighbors 
	-0.86
	-0.75

	IDB in neighbors X IF in neighbors
	
	-1.40

	No of subjects
	186
	186

	No of failures
	65
	65

	Log likelihood
	-102
	-102

	Degree of freedom
	20
	21

	LR chi-squared
	149.42***
	 149.88***


 Notes: *p<.05, **p<.01, ***p<.001
Table 10: Exponential Models including Gulf War Saudi coalition
The dependent variable is duration (the number of periods/years without any instance of Islamic finance organization in a country). GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Sunni majority former British colony is ‘1’ if a country is a former British colony with Sunni over Sunni majority in their Muslim population, else ‘0’.  Muslim majority is ‘1’ if a country has a Muslim majority population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. English is ‘1’if the official or major language of a country is English, else ‘0’.  French is ‘1’if the official or major language of a country is French, else ‘0’.  Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. Gulf War Saudi coalition is ‘1’ if a country was a member of the Saudi/anti-Iraq alliance during the Gulf war, else ‘0’. IDB engagement is the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural log of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural log of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far. IF in neighbors is the proportion of neighboring countries that have experienced the emergence of Islamic finance organizations.
	Variables
	Model 1 
	Model 2
	Model 3

	Constant
	-3.41**
	-3.73**
	-3.87**

	GDP growth
	0.02*
	0.02*
	0.02*

	Financial development
	5.14***
	5.21***
	5.20***

	Common law
	0.13
	0.03
	0.21

	Sunni majority former British colony 
	0.51
	0.13
	0.18

	Muslim majority
	1.88***
	2.92***
	2.92***

	Sunni over Shia majority
	0.29
	1.30**
	1.24*

	Muslim majority X Sunni over Shia majority 
	
	-1.92**
	-1.86**

	Arabic 
	-0.85
	-0.75
	-0.78

	English 
	0.81
	0.90
	0.94*

	French 
	0.45
	0.32
	0.34

	Distance from Saudi Arabia
	-0.59***
	-0.58***
	-0.57***

	Gulf War Saudi coalition
	0.16
	0.23
	0.21

	IDB engagement 
	0.19
	0.24*
	0.24*

	World Bank engagement 
	-0.11
	-0.14
	-0.15

	IMF engagement
	0.12
	0.16
	0.16

	High engagement of both World Bank and IDB
	0.94
	0.96*
	0.95*

	Voting like Saudi in UN
	2.23*
	2.19*
	2.15*

	Voting like USA in UN
	-1.03
	-1.22
	-1.28

	IDB in neighbors
	-0.57
	-0.80
	-0.71

	IF in neighbors
	-0.35
	-0.62
	0.40

	IDB in neighbors X IF in neighbors 
	
	
	-1.19

	No of subjects
	186
	186
	186

	No of failures
	65
	65
	65

	Log likelihood
	-107
	-102
	-102

	Degree of freedom
	19
	20
	21

	LR chi-squared
	139.06***
	149.85***
	150.10***


Notes: *p<.05, **p<.01, ***p<.001
Table 11: Regression for Explaining the Expansion of Islamic Finance Organizations
The dependent variable is the standardized value of the ranking (reversed) of countries in the development of Islamic finance according to Global Islamic Finance Reports 2016. GDP growth is a percentage figure. Financial development, an index, ranges between ‘0’ to ‘1’. Common law is ‘1’ if the legal origin of a country is common law, else ‘0’. Former British colony is ‘1’ if the country is a former British colony, else ‘0’. Former British colony with common law is ‘1’ if a country is a former British colony with common law, else ‘0’. Muslim majority is ‘1’ if a country has a Muslim majority population, else ‘0’. Sunni over Shia majority is ‘1’ if a country has Sunni over Shia majority in their Muslim population, else ‘0’. Arabic is ‘1’if the official or major language of a country is Arabic, else ‘0’. Distance from Saudi Arabia is the natural logarithm of the distance (km) of a country from Saudi Arabia. Gulf War Saudi coalition is ‘1’ if a country was a member of the Saudi/anti-Iraq alliance during the Gulf war, else ‘0’. IDB engagement is the natural logarithm of the sum of all Islamic Development Bank investments in a country (US$ millions) so far (including the current year) plus 1. World Bank engagement is the natural log of the sum of all World Bank (IBRD loans and credits) investments in a country (US$ millions) so far (including the current year) plus 1. IMF engagement is the natural log of the sum of all International Monetary Fund credits in a country (US$ millions) so far (including the current year) plus 1. Voting like Saudi in UN is the percent of votes on all United Nations resolutions by a country like the votes of Saudi Arabia. Voting like USA in UN is the percent of votes on all United Nations resolutions by a country like the votes of USA. IDB in neighbors is the proportion of neighboring countries that received investments from Islamic Development Bank so far (including the current year). Commercial banking first’ is ‘1’ if the first instance of Islamic financial organization is a commercial bank, else ‘0’.  Early emergence is the standardized value of the number of years since the United Nations' recognition that first instance of Islamic financial organizations in a country is observed.
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	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	Constant
	1.09*
	1.21*
	1.20*
	1.22*
	1.02

	GDP growth
	<-0.01
	<-0.01
	<-0.01
	<-0.01
	<-0.01

	Financial development
	1.40***
	1.37***
	1.37***
	1.39***
	1.33***

	Common law
	0.59**
	0.50***
	0.50***
	0.50***
	0.49***

	Former British colony
	0.05
	
	
	
	

	Former British colony with common law 
	-0.15
	
	
	
	

	Sunni over Shia majority
	
	
	-0.11
	-0.11
	-0.11

	Arabic 
	-0.01
	<0.01
	<0.01
	0.07
	0.06

	Distance from Saudi Arabia
	-0.27***
	-0.28***
	-0.28***
	-0.29***
	-0.26***

	Yom Kippur War coalition
	
	
	
	-0.19
	-0.39

	Gulf War Saudi coalition
	
	
	
	
	0.08

	Yom Kippur Arab coalition X Gulf War Saudi coalition
	
	
	
	
	0.53

	IDB engagement 
	0.08*
	0.09**
	0.09**
	0.09**
	0.09**

	World Bank engagement 
	-0.07
	-0.07
	-0.06
	-0.07
	-0.08

	IMF engagement
	0.07
	0.07
	0.07
	0.08
	0.09

	Voting like Saudi in UN  
	0.80*
	0.77*
	0.77*
	0.82*
	0.83*

	Voting like USA in UN 
	-0.46
	-0.40
	-0.40
	-0.44
	-0.53

	IDB in neighbors
	-0.07
	-0.01
	
	
	

	Early emergence
	0.25**
	0.25**
	0.25*
	0.24**
	0.24**

	Commercial banking first
	0.42
	0.43*
	0.44*
	0.45
	0.45*

	N
	187
	187
	188
	188
	188

	F-Stat
	17***
	18***
	21***
	10***
	 21***

	R-squared
	0.685
	0.686
	0.686
	0.688
	0.693


Notes: *p<.05, **p<.01, ***p<.001



Appendix – An example of joint projects undertaking by Islamic Development Bank and Nation States (source: Islamic Development Bank Website)
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Appendix – A brief description of Islamic financial contracts
(Financial Times Lexicon, Hassan and Lewis 2007, Hassan and Mahlknecht 2011, Khan et al. 2007)
Partnership-Based Financial Instruments, Practices, Organizational Forms
	Name
	Definitiona
	Exampleb

	Mudaraba
	One partner (rabb-ul-mal) gives money (100% capital) to another or multiple partners (mudarib or managing partner). Profit (loss) of the business or activity or venture is shared according to a pre-agreed ratio. 
	A venture capitalist funding a business entirely. 

	Musharakha
	A partnership among multiple actors. All partners provide some capital but not all participate in the management. Profit (loss) of the business or activity or venture is shared according to a pre-agreed ratio.
	A business of entrepreneurs and private equity funders.  

	Permanent Musharakha
	A type of Musharakha. Unlimited contract period (as long as all partners agree). 
	Long term project financing. 

	Diminishing Musharakha 
	A type of Musharakha. Some partners’ share reduces over time whereas some partners’ share increases.  
	Islamic mortgage from a bank.


Notes: (a) Many variations are possible in practice. (b) There are many other possible examples and uses. 

Asset/Real Goods Based Instruments, Practices, Organizational Forms[footnoteRef:4] [4:  Note that asset-backed sales are subject to controversies and disagreement among Islamic scholars with respect to their purity and consistency with the Shariah/Islamic principles. ] 

	Name
	Definitiona
	Exampleb

	Murabaha (cost plus sale)
	It’s a sales transaction, in which the buyer pays the seller a premium over the cost. 
	A bank purchasing a car and then, reselling it to a consumer for a premium over the bank’s purchase cost. 

	Bai muajjal (credit sale or deferred payment sale)
	It’s a sales transaction, in which the buyer pays the seller (entire amount or installment) at a future date. It’s also called credit sale or deferred payment sale. 
	A bank purchasing a car and then, reselling it to a consumer for a premium over the bank’s purchase cost. The payment will be made in future in lump sum or in installments. 

	Bai al inah (sale and buy-back agreement) 
	One party (financier) buys some asset from the other party (seller) at a spot price. And, the financier sells the asset back to the original seller at a profit, which is paid in installment over time. 
	A mortgage can be issued by banks using such agreement. 

	Musawamah (bargaining)  
	It’s like Murabaha, but the seller in this case is not obligated to disclose the price of the goods to the buyer. 
	See the same example of Murabaha but without the price of the good being disclosed to the buyer. 

	Istisna’a (forward contracts)
	Goods or commodity is transacted (at a specified price and a specific date) before they come into existence. 
	A forward contract to buy crops from the cultivated land of a farmer. 

	Salam

	It’s like Istisna’a contract. However, the payment is made in advance. The contract tends to detail the nature, price, quantity, quality, date and place of delivery of the goods. 
	A forward contract to buy crops from a cultivated land of a farmer. An advance payment is made to the farmer. 

	Ijarah

	It’s a contract for renting/leasing services or property for a fixed period and price. A variety of Ijarah contracts exist. 
	A customer leases a car from a rental company. Very much like lease in the Western finance. There may be risk sharing (for any harm to the car) in case of Islamic finance. 

	Tawarruq 
	A transaction in which a buyer purchases a commodity from a seller. The payment is deferred. The buyer sells the commodity to a third party (for a spot payment). 
	“A customer might buy $1,000 worth of non-precious metal from a bank, to be paid in 12 months' time, and then immediately sells the metal back to the bank for $900 to be paid immediately. Effectively the customer will have borrowed $900 for a year at an interest rate of 11 per cent, meanwhile satisfying the Islamic requirement for tangible assets to underlie all transactions.” (verbatim from Financial Times Lexicon).


Notes: (a) Many variations are possible in practice. (b) There are many other possible examples and uses. 
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   IDB  WB  IMF  GDP   FinDev  Common   Former  British   Muslim   Sunni   Arabic   Dist.  from  Saudi   Voting  like  Saudi   IDB  neigh  

IDB  1                                      

WB  0.37***  1                                   

IMF  0.36***  0.92***  1                                

GDP   0.07***  0.04***  0.03*  1                             

FinDev  - 0.09***  - 0.41***  - 0.34***  - 0.01  1                          

Common   - 0.03**  - 0.02  <0.01  0.04***  0.01  1                       

Former  British   - 0.06***  - 0.03  <  - 0.01  0.06***  0.03**  0.69***  1                    

Muslim   0.75***  0.17***  0.13***  0.07***  - 0.17***  - 0.06***  - 0.10***  1                 

Sunni   0.51***  0.25***  0.27***  0.07***  0.08***  - 0.10***  - 0.10***  0.41***  1              

Arabic   0.52***  0.03**  - 0.02  0.02  - 0.07***  - 0.11***  - 0.13***  0.65***  0.32***  1           

Dist. from  Saudi   - 0.39***  <  - 0.01  - 0.01  < 0.01   - 0.02  0.28***  0.23***  - 0.43***  - 0.41***  - 0.39***  1        

Voting  like Saudi   - 0.19***  - 0.21***  - 0.18***  - 0.09*  0.53***  - 0.11***  - 0.17***  - 0.24***  - 0.08***  - 0.19***  0.09***  1     

IDB  neigh  0.50***  0.29***  0.28***  0.04***  - 0.05***  - 0.04***  - 0.04**  0.38***  0.42***  0.23***  - 0.46***  - 0.22***  1  

IF neigh  0.46***  0.05***  0.06***  0.04***  0.16***  - 0.02  - 0.03*  0.37***  0.38***  0.33***  - 0.37***  - 0.06***  0.60***  
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