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The Regulatory Dialectic:

to what extent it can explain the Islamic Financial Innovations

Dr. Abdelkrim A. Guendouz X

King Faisal University

Abstract:

Many theories and approaches have been developed to explain the emergence and diffusion of financial
innovations, such as the constraints induced hypothesis, the Bundling and Unbundling process theory, the
completeness of Market approach, the zero-supply theory, the regulatory dialectic. The Regulatory dialectic
theory of Edward Kane strives to explain the ongoing struggle between the regulators and regulates; it is widely
used to explain the existence and diffusion of financial innovations. In this research, we used the regulatory
dialectic theory to follow the development and diffusion of some Islamic Financial Products. This study is
expected to contribute to a more in-depth understanding of the causes of Islamic financial innovations diffusion

through the dialectic regulatory approach and filling a gap in the literature of Islamic finance.

Keywords: Financial Innovation Theory, The Regulatory Dialectic, Islamic Finance, Financial Products.

(*)  Abdelkrim A. Guendouz is a Senior Economist at the Arab Monetary Fund, with previous experience as an Assistant Professor of
Finance at King Faisal University. He received his Ph.D. in Economics from Chlef University (Algeria) in 2012. His own research

covers a broad range of issues in the fields of Islamic Finance, Hedging, and Risk Management.
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