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EDITORIAL

Executive Editor’s Note
Deal not unjustly, and 
ye shall not be dealt 

with unjustly.

Surat Al Baqara, Holy Quran

It is often tempting to view the Islamic finance industry as a now 
established part of  the worldwide financial landscape.  It has 
standards setting bodies – AAOIFI (Accounting and Auditing 
Organisation for Islamic Finance Institutions) based in Bahrain and 
IFSB (Islamic Financial Services Board) based in Kuala Lumpur; it 
takes account of  the need to maintain uniform Shari’ah compliance 
standards as well as international regulatory standards such as Basel 
III; in addition to engaging with Islamic financial institutions and 

Shari’ah scholars it also engages with legislators and regulators and strives to improve 
and enhance the performance and increase the transparency of  financial institutions 
offering Shari’ah-compliant products and services.  Yet, the industry is still viewed 
with extreme suspicion in some parts of  the world and is prevented from offering its 
products and services to those who would clearly benefit from them.  It is evident 
that there is still work to be done before Islamic finance can claim to be a truly global 
industry.

This dichotomy is amply illustrated in this issue of  NewHorizon.  On the one hand 
we report on the workshop that took place in London in late 2016 where scholars, 
practitioners and other stakeholders in the Islamic finance industry debated the 
issue of  whether the current Shari’ah governance model is fit for purpose.  The 
discussion was wide ranging covering topics such as whether Shari’ah scholars should 
be paid for their work; the case for a professional body with a code of  conduct; the 
need to ensure scholars are independent and not unduly influenced by the financial 
institutions that employ them and the positive role that openness and transparency 
can play.  The debate reflected a mature industry that has the confidence to examine 
its own practices and where necessary reform them in order to enhance its reputation 
and instil trust among those who choose to engage with it.

At the opposite end of  the spectrum was the panel discussion aired on 
Indian television, which became distinctly heated and reflected some of  the 
misapprehensions and indeed also misconceptions about Islamic finance that still 
persist in parts of  the world.  Most worrying was the belief  expressed that Islamic 
banking was a sort of  back door approach to achieving religious conversions.  When 
even the Vatican’s own newspaper, Osservatore Romano, commented in 2009, ‘The 
ethical principles on which Islamic finance is based may bring banks closer to their 
clients and to the true spirit which should mark every financial service’ it is almost 
beyond understanding that such attitudes still exist.  

So how does the Islamic finance industry address these sincerely held, if  irrational, 
beliefs?  The answer has to be with great patience and understanding; by 
demonstrating its determination to nurture an ethical industry model that is open and 
transparent and by showing through its achievements its power to bring benefits to all 
communities irrespective of  race or religion.  

This magazine is published to provide information on developments in Islamic finance, and not to provide professional advice. The views 
expressed in the articles are those of the authors alone and should not be attributed to the organisations they are associated with or their 
management. Any errors and omissions are the sole responsibility of the authors. The Publishers, Editors and Contributors accept no 
responsibility to any person who acts, or refrains from acting, based upon any material published in the magazine. The Editorial Advisory 
Panel exists to provide general advice to the editors regarding matters that may be of interest to readers. All decisions regarding the published 
content of the magazine are the sole responsibility of the Editors, and the Editorial Advisory Panel accepts no responsibility for the content.
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Emirates Islamic Reveals Survey Findings

NEWS

The UAE’s Emirates Islamic Bank 
has revealed the results of  its second 
Islamic Banking Index by Emirates 
Islamic™.  The survey focussing on 
consumer behaviour and attitudes 
to Islamic banking in the UAE was 
launched in 2015.  The index provides 
an annual benchmark of  shifts in the 
‘penetration’, ‘perception’, ‘knowledge’ 
and ‘intention’ of  UAE consumers 
when it comes to Shari’ah-compliant 
banking.  This year’s results show 
a positive increase in each of  the 
four segments, indicating that public 
acceptance, awareness and demand 
for Islamic banking in the UAE are 
increasing. 

The survey shows that penetration 
is increasing with 51% of  the UAE’s 
banking consumers having at least one 
Islamic banking product, a 4% increase 
over last year’s score and 36% having 
an Islamic product from an Islamic 
bank, up from 34% in 2015. 

The perception of  Islamic banks’ 
trustworthiness rose among both 
Muslim consumers (42% versus 37% 
in 2015) and non-Muslim consumers 
(34% versus 27% in 2015).  The 
perception of  conventional banks as 
being technologically advanced rose 

among both Muslim (41% versus 33% in 
2015) and non-Muslim consumers (42% 
versus 40% in 2015). 

Knowledge has also improved with 62% of  
banking consumers in the Emirates being 
aware of  at least one Shari’ah-compliant 
banking product, a rise on the previous 
year’s findings (59%).  For a second year, 
the best-known products remain takaful 
and murabahah, with 40% and 31% of  
respondents familiar with their use. 

The percentage of  consumers willing 
to consider Shari’ah-compliant banking 
products has risen 4% to 79%.  Notably 
there is a sizable increase in the number of  
non-Muslim consumers willing to consider 
subscribing to an Islamic banking product, 
from 59% in 2015 to 68% in 2016.

Emirates Islamic CEO, Jamal Bin Ghalaita 
commenting on the survey, said. ‘The 
survey results are extremely encouraging, 
as Islamic banking’s appeal is growing 
among both Muslim and non-Muslim 
consumers, demonstrating the potential 
opportunity that will drive the industry’s 
future growth in the country.  Another 
key finding is that more than half  of  the 
consumers will consider Islamic banks, 
only if  the benefits are comparable to or 
better than conventional banks.  The survey 

also highlights the key challenges 
for Islamic banks.  For a second 
consecutive year, Islamic banks 
lag behind conventional banks in 
technology, innovation and customer 
service. 

‘The message to Islamic banks is 
very clear; we have to put customer 
service and technological innovations 
at the heart of  our growth strategies 
and at the same time provide a value 
proposition to our customers.  It 
is now up to us to seize the market 
opportunity and stay focused on 
ongoing improvements in our 
product and service proposition. 

‘Emirates Islamic has already made 
strides in catering to the millennial 
mindset by offering banking 
services via Twitter, a first among 
Islamic banks in the UAE.  We 
have added new features to our 
mobile banking app including ‘Scan 
to Pay’, that enables customers 
to pay DEWA (Dubai Electricity 
and Water Authority) bills via their 
smartphones.  We are confident 
that our continued investment in 
customer-focused technology will 
enable us to widen Islamic banking’s 
proposition.’  

The Securities and Exchange 
Commission of  Pakistan (SECP) has 
reported that the assets in Islamic 
banking have doubled from 2012 to 
2016, jumping from Rs837 billion 
to Rs1.6 trillion, now accounting for 
11.7% of  the total banking assets.  
There was an even stronger growth 
of  Islamic assets in the non-bank 
financial institutions (NBFI).  Their 
market share is now approaching 33% 
from only 14% in 2012.  They cite 

growing customer demand and enabling 
regulations by the SECP and the State 
Bank of  Pakistan (SBP). 
 
Speaking at a seminar held at SECP’s 
head office, Mr. Usman Hayat, head 
of  the Islamic Finance Department at 
the SECP, explained that developing 
Islamic capital markets is a priority of  
the regulator.  The SECP has recently 
conducted two consultation sessions 
with market participants to facilitate 

the issuance of  sukuk and real estate 
investment trusts (REITS). 
 
The SECP is analysing the industry 
proposals and will consider making 
appropriate amendments to the relevant 
regulations, further reducing the cost 
and bureaucracy for both issuers and 
investors.  The industry proposals 
pertaining to tax issues regarding sukuk 
and REITS are being referred to the 
FBR (Federal Board of  Revenue).  

SECP Reports Doubling of Islamic Banking Assets
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NEWS

Malaysia’s Securities Commission 
Launched Five-Year Blueprint
Malaysia’s Securities Commission (SC) 
has launched a five-year Islamic Fund 
and Wealth Management Blueprint to 
drive further development and growth 
of  Malaysia’s Islamic capital market.  
Taking into account global trends 
including the rising affluence in Asia-
Pacific and emerging Muslim economies, 
the Blueprint aims to leverage Malaysia’s 
well-developed Islamic capital market 
ecosystem to establish the country as a 
leading international centre for Islamic 
fund and wealth management.

The initiatives will, among other things, 
broaden linkages and connectivity, 
capitalise on global opportunities 
and increase the value add and talent 
base within the Islamic capital market 
to enhance its product and service 
offerings.

SC claim that Malaysia is the 
world leader in Islamic capital 
markets with a market size of  
RM1.7 trillion, which has more 
than tripled over the last decade.  
As the only country in the world 
with a framework for Islamic 
fund management companies, 
Malaysia is now home to 20 fully-
fledged Islamic fund managers 
including large international 
firms.  Combined with other fund 
management companies operating 
Islamic windows, Malaysia has 
RM132.4 billion worth of  Islamic 
assets under management, which 
is among the largest in the 
world.  Malaysia is also a primary 
marketplace for global sukuk 
issuance, commanding 54% of  
outstanding global sukuk.

The Blueprint has identified 
strategies and key initiatives to 
strengthen Malaysia’s positioning 
as a global hub for Islamic funds 
and develop the country as an 
international provider of  Islamic 
wealth management services.  
The Blueprint also aims to 
establish Malaysia as a regional 
centre for Shari’ah-compliant 
sustainable and responsible 
investment (SRI), leveraging 
Malaysia’s position as the largest 
SRI market in Asia.

To be implemented on a 
phased approach, initial work 
programmes arising from the 
Blueprint recommendations 
will include the formulation of  
a framework for SRI funds, the 
setting up of  a global centre 
for Islamic capital markets and 
the introduction of  a digital 
investment services framework.

Datuk Muhammad Bin Ibrahim, Governor Bank Negara Malaysia, Tan Sri Dato’ Seri Ranjit Ajit Singh, Chairman of Securities Commission Malaysia 
(SC), Datuk Johari Abdul Ghani, Minister of Finance II, Senator Dato’ Lee Chee Leong, Deputy Minister of Finance II, Zainal Izlan Zainal Abidin, 
Managing Director, Development & Islamic Markets, SC.
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The Growth, Stability and Efficiency of Islamic Banking

NEWS

The Dubai Centre for Islamic Banking and 
Finance (DCIBF), a joint initiative of  Hamdan 
Bin Mohammed Smart University (HBMSU) 
and the ‘Dubai Islamic Economy Development 
Centre’, released its second annual report on 
Islamic economy in early October.  The latest 
report is titled ‘Islamic Banking: Growth, 
Efficiency and Stability’ and focuses on the 
efficiency performance of  131 Islamic banks 
operating globally and other various key facets 
of  Islamic banking.  

Out of  the total Islamic institutions studied, 
DCIBF’s report reveals that the Kuwait 
Finance House (KFH) received the highest 
efficiency score among all banks mentioned 
in the report, followed by Al Inma Bank from 
Saudi Arabia, which obtained the top score in 
terms of  the most cost-efficient Islamic bank 
in the world.  The top 20 most efficient Islamic 
banks come from seven countries, including 
the UAE, Qatar, Malaysia,and Bahrain in 

addition to Kuwait and Saudi Arabia.  
Outside the GCC region only 
Malaysia made it to the top 20 list.

More than 400 Islamic banks 
and financial institutions are now 
operating in over 60 countries from 
different regions, including Europe, 
Americas, South Asia, Far East, 
Africa and Australia.  The report 
points out that the growth and 
competitiveness of  Islamic banking 
are being driven by numerous 
factors such as size, brand, ability 
to enter new markets, microfinance, 
combating poverty, strategic alliances 
and the development of  Islamic 
finance as an integral part of  the 
global halal economy.

Besides the global ranking, the 
report, which comprises four 

chapters, also studied the current 
state of  the global Islamic financial 
services industry valued at $2 
trillion (US) at the start of  2015.  
Although it is expected that Islamic 
banking will continue to grow 
globally, the report warns that it 
may face challenges especially in 
countries that are heavily reliant on 
oil and other commodity prices.  In 
this regard, diversification of  the 
industry and further expansion is 
essential for its sustainable growth, 
the report states.

The report also suggests that while 
the industry remains on a growth 
trajectory, concentration of  Islamic 
banking assets in few markets, 
mainly the GCC and the wider 
MENA region, may pose a threat to 
the stability of  Islamic banking.

S&P Report Calls for Strengthening of 
the Shari’ah Governance Framework
While acknowledging the work of  AAOFI, 
IFSB and many local jurisdictions to improve 
Shari’ah governance frameworks, S&P 
Global Ratings suggest that there is room for 

improvement.  It suggests that 
well-defined standards could help 
to unlock new opportunities for 
Islamic finance and boost growth.

The report particularly draws 
attention to the reliance on internal 
Shari’ah audits to police Shari’ah 
compliance.  (Pakistan and Oman with 
the requirement for external Shari’ah 
audits are exceptions to this rule.)  Any 
remedial actions, if  any, required by 
these internal audits are not disclosed.

Professor Nabil Baydoun and Dr Mansoor Al Awar at 
the Launch of the Islamic Banking; Growth, Stability 
and Efficiency Report
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Bank of England to Develop Shari’ah-Compliant 
Deposit Facilities
The Bank of  England has published a 
consultation paper on the establishment 
of  a Shari’ah-compliant deposit 
facility.  Based on market feedback and 
internal analysis, the Bank is minded to 
implement a deposit facility using a fund-
based model.  This is one of  the two 
deposit models originally outlined in the 
2016 consultation exercise; the current 
paper provides more technical detail on 
how this model would work in practice.   

The work to develop a Shari’ah-compliant 
facility commenced in the second half  
of  2015 and is part of  the Bank’s more 
general approach to broadening market 
access to central bank liquidity facilities.  
The Bank recognises that Islamic banks 
are currently unable to use the Bank’s 
existing facilities because they involve 
interest, which is not deemed Shari’ah 

compliant.  In particular, the Sterling 
Monetary Framework is the mechanism 
by which the Bank sets interest rates.   

The primary focus of  the Bank’s work 
is on establishing a deposit facility, as 
this is currently the area of  greatest 
demand.  Once the deposit facility is 
operational and has been evaluated, 
the Bank may commence work on 
an accompanying Shari’ah-compliant 
liquidity insurance facility.  However, 
the resource requirements for further 
work will necessarily be considered 
in the context of  the Bank’s wider 
priorities.   

Views are being sought from UK 
Islamic banks in particular, but also 
from interested parties more generally.  
The deadline for responses is Tuesday 

23rd May.  
Notwithstanding 
any material 
impediments 
arising, work 
will then 
commence on 
implementation.  
While work 
both to integrate 
the facility into the 
Bank’s systems and processes, and 
to create a set of  standardised terms 
and contractual documentation, will 
commence following the close of  
this consultation exercise, the deposit 
facility is unlikely to be ready before 
Spring 2018.  Further details on 
implementation, including timeline, 
will be posted on the Bank’s website in 
due course.   

Kuwait Central Bank Revises Rules 
on Shari’ah Governance 
In late December the Central Bank of  
Kuwait (CBK) issued new instructions on 
Shari’ah governance for Kuwait’s Islamic 
banks.  These  instructions replace the 
CBK’s instructions regarding ‘Rules and 
Conditions for the Appointment and 
Responsibilities of  the Shari’ah Supervisory 
Board in Islamic Banks’ issued in June 
2003 and complement the instructions 
related to ‘Rules & Standards of  Corporate 
Governance in Kuwaiti Banks’ issued in 
2012.  The new instructions provide a 
comprehensive framework, clearly outlining 

the duties and responsibilities 
of  the Shari’ah Supervisory 
Board, Internal Shari’ah Audit, 
and External Shari’ah Audit.  In 
particular they strengthen the 
requirement for Shari’ah boards 
to be independent and for the 
scholars on those boards to have 
the appropriate qualifications and 
expertise.

Kuwaiti Islamic banks will have 
until December 31 2017 to 

fulfil the requirements with the new 
instruction coming into force on 
January 1 2018.  The banks will be 
required to provide the CBK with a 
quarterly report demonstrating that 
the bank is making tangible progress in 
its compliance with these instructions 
according to the given timeline.  

CBK say that the implementation of  
the Shari’ah Supervision Governance 
instructions will result in an improved 
operating environment for Kuwaiti 
Islamic banks and the banking system 
and thus further improve Kuwait’s 
macroeconomic performance. 

New Concessions for Islamic Banks in Pakistan  
To date all banks in Pakistan have 
used the Karachi Interbank Offer Rate 
(KIBOR) to determine product pricing.  
The State Bank of  Pakistan (SBP) has 
now exempted Islamic banks from using 
this benchmark for the participatory 

modes of  musharakah, mudaraba and 
wakala instruments. 
 
They have, however, said that 
Islamic banks will be expected to 
take measures to mitigate equity 

investment risk, if  they wish to 
take advantage of  this concession.  
They will also need to refer any 
plans to delink products from 
KIBOR to the Islamic Banking 
Department of  SBP.  

Bank of England
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External Shari’ah Audit Report 
This is one of  three Shari’ah-governance-
related news items in this issue, as well as 
features on the subject.  All, at least in 
part, call for the strengthening of  external 
Shari’ah audits.  Underlying these calls is a 
tacit assumption that as long as the matter 
of  Shari’ah compliance is kept behind closed 
doors, there is a danger that Islamic financial 
institutions may be fudging the issue of  
Shari’ah compliance.  This may or may not 
be true, although we suspect that the answer 
lies somewhere in the middle with some 
organisations beyond reproach and others being 
less than honest about Shari’ah compliance.  
The problem is that any failures to observe the 
letter and the spirit of  the Shari’ah by a few 
tend to create a lack of  trust in all Islamic 
financial institutions.  This will do nothing to 
help the growth of  the Islamic finance industry 
and therefore any attempts to encourage greater 
transparency and openness are to be welcomed.

The Islamic Finance Council UK 
(UKIFC) and the International Shari’ah 
Research Academy (ISRA) chose the 
Global Islamic Economy Summit in 
Dubai to launch a report, compiled from 
consultations with 35 practitioners in four 
countries, calling for stronger Shari’ah 
assurance and for external Shari’ah audits 
to be made mandatory in Islamic financial 
institutions around the world.

The report says that the current practice, 
where in-house boards of  scholars self  
regulate Shari’ah compliance, brings into 
question the fitness of  this model.  The 
suggestion is that all Islamic financial 
institutions should be audited annually 
by independent and competent external 
auditors.  The report also contains a 
jurisdictional analysis of  current external 
Shari’ah auditing requirements in Oman 

and Pakistan, where it has 
already become mandatory.  
(As a later item in this 
section indicates, Bahrain 
is about to make external 
Shari’ah audit manadatory.)  
Implementation issues, the role of  
central banks, requirements for public 
reporting, the qualifications of  external 
auditors and the need for a professional 
body for Islamic scholars are also 
covered.

Commenting on the report, Omar 
Shaikh, Advisory Board member of  the 
UKIFC said, ‘Ensuring and maintaining 
the integrity of  the Shari’ah is paramount 
to sustaining future confidence and 
growth in the Islamic finance sector.  By 
providing an additional check, external 
Shari’ah audit will play an important role 
in providing reassurance to scholars, 
financial institutions and customers.’ 

IMF Question Current Governing 
Framework for Islamic Banks
In early 2017 the IMF published a 
report, Ensuring Financial Stability in 
Countries with Islamic Banking, which says 
that the current governing framework 
for Islamic banks ‘contains many gaps 
that need to be closed through the 
development of  a more comprehensive 
enabling environment that ensures IB 
(Islamic Banking) financial stability 
and sound development.’  While 
acknowledging that only accounts for a 
small share of  global banking assets, it 

points out that it has become systemically 
important in 14 of  the 60 countries 
where IB is established.

In particular it points to the shortage of  
high-quality, liquid assets.  It says that this 
has made it difficult for Islamic banks 
‘to manage liquidity, interact with central 
banks and develop money markets.’  It 
suggests that ‘international guidance and 
the active participation of  the relevant 
authorities’ are needed to increase the 

issuance of  sukuk and other 
liquid instruments.

It also draws attention to the 
risk posed by hybrid products, 
which it describes as products 
that ‘replicate aspects of  
conventional finance in an IB 
context.’  The IMF believe these 
products pose new complex 
risks including reputational 
risk; they bring into question 
the applicability of  existing 
prudential regimes and raise 
governance and consumer 
protection issues.

Lack of Shari’ah-Compliant Liquid 
Instruments – A Concern in Pakistan
In mid November Pakistan’s The News 
International carried an interview with 
an unnamed banker expressing concern 
about the lack of  liquid instruments to 
enable them to meet the requirements 
of  the central bank’s statutory liquid 
ratio (SLR).  The central bank requires 
Islamic banks to maintain an SLR of  

19% through their holdings in 
sovereign sukuk, but recently there 
has been a dearth of  such sukuk 
issuance.  This could force Islamic 
banks to hold cash at 0% with 
the central bank or be penalised 
for having holdings in non-SLR 
instruments.

In the longer term such a situation could 
compromise the Pakistan government’s 
target of  having Islamic banking assets 
reach a total of  20% of  total banking 
assets by 2020.  The problem is that to 
issue sukuk the Pakistan government 
needs assets to back up any sukuk 
issuance and, according to the The News 
International, there is a shortage of  such 
assets, so the government is being forced 
to raise money from the international 
capital markets. 

Omar Shaikh, 
UKIFC
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IFSB Appoint Iranian Central Banker 
as Chairman for 2017
In mid-December the Council of  the 
Islamic Financial Services Board (IFSB) 
appointed H.E. Dr. Valiollah Seif, 
Governor of  Central Bank of  the Islamic 
Republic of  Iran, as its charirman.  H.E. 
Fazle Kabir, Governor, Bangladesh 
Bank was appointed Deputy Chairman. 
H.E. Dr. Valiollah Seif  assumes the 
chairmanship of  the international 
standard-setting body.

H.E. Dr. Valiollah Seif  is a veteran of  
banking and finance and was appointed 

as the Governor of  the Central 
Bank of  The Islamic Republic of  
Iran and Chairman of  the Money 
and Credit Council in August 2013.  
He has also served as the managing 
director of  major Iranian state-
owned banks including Mellat, 
Saderat, Sepah and Melli and has 
steered Karafarin, a major private 
Iranian bank. He also has some 
international experience, having 
chaired Future Bank in Bahrain and 
Melli Plc in London. 

H.E. Fazle Kabir is 
the former Senior 
Secretary to the 
Government of  
Bangladesh, and 
joined as the 11th 
Governor of  Bangladesh Bank on 20 
March 2016.  During his 34 years in 
the Bangladesh Civil Service, he held a 
variety of  positions in different ministries 
including as Secretary Finance Division 
of  the Ministry of  Finance.  He has 
also served as a Director of  Janata Bank 
Limited between 2008 and 2010 and 
Bangladesh Bank from 2012 to 2014.  
Prior to joining Bangladesh Bank, he was 
Chairman of  Sonali Bank Limited. 

Bahrain Proposes Changes to 
Shari’ah Governance Rules
To date Islamic financial institutions 
in Bahrain have been able to rely on 
internal Shari’ah boards and auditors 
to demonstrate Shari’ah compliance.  
Bahrain’s central bank has now proposed 
changes to governance rules, which 
would mean that all Islamic banks would 
have to have their operations audited 

annually by external Shari’ah experts.  
These external experts would have to 
be approved by the central bank.  In 
addition internal Shari’ah scholars would 
have to declare conflicts of  interest and 
step down from any involvement in 
decisions where there are such conflicts 
of  interest.  

Banks would also have to disclose 
the aggregate remuneration paid 
to internal Shari’ah scholars.  The 
amount of  any non-permissible 
income would also have to be 
disclosed along with the way 
in which the banks intend to 
dispose of  any such income.  
If  these changes are ratified, 
Bahrain will become one of  the 
strictest jurisdictions for Shari’ah 
scholars.  

Progress in Morocco
The Central Bank of  Morocco has 
approved five requests to establish 
Islamic banks.  The approvals were 
granted to three major Moroccan banks 
Attijariwafa Bank, BMCE of  Africa 
and Banque Centrale Populaire (BCP) 
and two smaller lenders Credit Agricole 
(CAM) and Credit Immobilier et Hotelier 
(CIH).  Subsidiaries of  French banks 

Societe Generale, Credit du Maroc and 
BMCI also received permission to sell 
Islamic products.  (Credit Immobilier 
et Hotelier are working with Qatar 
International Islamic Bank.  At the 
end of  February 2017 they announced 
the name of  their joint venture bank 
will be Umnia Bank and said they were 
close to launching their operation.)

In addition, Morocco’s finance 
minister has said the country will issue 
its first sovereign sukuk during the 
first half  of  2017.  The country has 
also set up a central Shari’ah board, to 
be known as the Central Committee 
for Participative Finance, who will 
oversee all Islamic transactions.  It has 
also approved five types of  transaction   
murabaha, musharaka, ijara, mudaraba 
and salam.

Proposed Merger to Create the Largest Bank in Qatar
In late December 2016 Masraf  Al Rayan, 
Barwa Bank and International Bank of  
Qatar announced that they have entered 
into initial negotiations regarding a 
potential merger of  the three banks to 
create a larger and stronger financial 
institution with a solid financial position 
and liquidity to support Qatar’s economic 
growth and to finance development 

initiatives in line with Qatar Vision 
2030.   The merger would lead to 
the creation of  the largest Shari’ah-
compliant bank in the Qatar and the 
third largest Shari’ah-compliant bank 
in the Middle East with assets worth 
more than 160 billion Qatar Riyals and 
a share capital of  more than 22 billion 
Qatar Riyals. 

The proposed merger is 
subject to the approval of  the 
Qatar Central Bank, the Qatar 
Financial Markets Authority, 
the Ministry of  Economy and 
Commerce and other relevant 
official bodies and the approval 
of  the shareholders in each of  
the banks involved.  

H.E. Dr. Valiollah Seif
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The Islamic Development Bank Seeks Stake in 
Istanbul’s Stock Exchange and to Establish 
a Gold-Trading Platform
The Islamic Development Bank Group 
(IsDB) and Borsa Istanbul signed a 
Memorandum of  Understanding (MoU) 
towards the end of  November 2016 to 
promote Islamic finance in Turkey and 
other IsDB member countries.  The 
MoU has several objectives
• For IsDB to take a strategic stake 

in Turkey’s Borsa Istanbul
• To cooperate on an integrated 

gold-trading platform to be 
established within the umbrella 
of  the Organisation for Islamic 
Cooperation Member States’ 
Stock Exchanges Forum.  
(Interestingly AAOIFI working with 

the World Gold Council agreed a 
Shari’ah standard for gold-based 
products in late November 2016.)

• To introduce innovative 
interest-free financial products, 
such as instruments to finance 
large public-private partnership 
(PPP) infrastructure projects, 
to the investor community 
in the region and seek 
ways to enhance the sukuk 
infrastructure. 

• To generate alternatives for 
liquidity management of  
participating banks through 
PPP products in accordance 

with Islamic finance principles.  
• To bring their efforts together 

to form an international Islamic 
Finance Board in Turkey. 

• To develop opportunities to 
exchange information, expertise 
and technical know-how, and 
provide consultancy/advisory 
to third parties pertaining to 
Islamic Finance in order to 
improve non-interest finance in 
Turkey and the broader region.

 
There is currently no timeframe for the 
IsDB’s purchase of  a stake in Istanbul’s 
stock exchange. 

Islamic Banks in the GCC to Outpace Conventional 
Counterparts in Terms of Profitability
The profitability of  Islamic banks’ in the 
Gulf  Cooperation Council (GCC) region 
will outpace that of  their conventional 
peers for the second consecutive year in 
2017 on the back of  stronger margins 
and resilient cost of  risk, says Moody’s 
Investors Service in a report published in 
early March 2017.  Islamic banks became 
more profitable than their conventional 
counterparts in 2016 after trailing for five 
years. 

‘Islamic banks will be able to maintain 
their profitability in 2017, as lower 

funding costs will support their margins 
against a backdrop of  rising interest 
rates, while improvements in their risk 
management and asset quality will further 
ease the pressure on their cost of  risk,’ 
said Nitish Bhojnagarwala, Assistant Vice 
President -- Analyst at Moody’s. 

Moody’s expects that Islamic banks will 
retain a margin advantage of  about 40 
basis points over conventional banks in 
2017.  Islamic banks’ net profit margins 
are analogous to conventional banks’ net 
interest margins. 

Mr. Bhojnagarwala added, 
‘Conventional banks will 
continue to beat Islamic peers 
in terms of  cost efficiency.  
Islamic banks have a higher cost 
base because they are younger 
and more focused on retail 
customer segments.  This means 
higher levels of  investment in 
branch network expansion and 
technology.  Conventional banks 
in the GCC, by contrast, have 
already established their branch 
networks. 

In Brief
Abu Dhabi Islamic Bank (ADIB) 
has partnered with German-based 
Fidor Bank with a view to developing 
an online community bank that 

combines traditional financial services 
with the latest technology to offer 
a complete digital banking service, 
which will include the ability to 
exchange financial advice and co-create 
banking products; so far there are no 
details of  what will be offered and 

when.  ADIB have simply said the 
service will be based on their research 
findings highlighting what banking 
customers want.  Perhaps they would 
do well to remember that relying on 
such research and trying to interpret 
it can produce disasters – the most 
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famous was probably the Ford Motor 
Company’s Edsel.

In early October Suriname’s central 
bank granted a licence to Trust Bank 
to begin Islamic banking.  Trust Bank 
plans to begin operations in the first 
quarter of  2017 and will focus on SME 
business.

Dubai is close to launching the 
first Shari’ah-compliant trade bank.  
Emirates Trade Bank will specialise 
in international trade and commodity 
financing.  Talks are currently under way 
with the central bank to obtain a licence 
and to establish how the bank will be 
capitalised.

Kenya has set up an Islamic Finance 
Management Project Office to assist in 
the supervision of  its nascent Islamic 
finance industry to prepare the way for 
a sovereign sukuk.  This is part of  a 
broader plan to create an international 
finance hub in Nairobi.

Al Baraka Bank (Pakistan) Ltd 
(ABPL) and Burj Bank Ltd (BBL) 
have merged under the name of  Al 
Baraka Bank (Pakistan) Ltd.  ABPL is 
part of  the Bahrain-based Al Baraka 
Banking Group.  The merger creates an 
entity with 224 branches and net assets 
of  120 billion Paksitani Rupees.

AAOIFI (Accounting and Auditing 
Organisation for Islamic Financial 
Institutions) has held discussions on 
the exposure draft of  Shari’ah Standard 
no. 57 (Gold and its Trading Controls).  
The standard aims at increasing the 
transparency and harmonisation of  
using gold and its products across the 
Islamic finance market.  

The UK’s Al Rayan Bank has opened 
a branch in Glasgow.  It becomes the 
only fully Shari’ah-compliant bank 
in Scotland and is being very much 
positioned as an ethical banking 
alternative to conventional banks.

AAOIFI has issued a draft standard on 
murabaha.  When approved, the new 
standard will supersede previous AAOIFI 
standards.  The timescale for the final 
standard being implemented is January 
2019.

At the end of  2016 President Kenyatta of  
Kenya signed the Insurance (Amendment) 
Act 2016, which allows the licensing and 
regulation of  takaful in Kenya.  This is the 
latest move towards establishing Kenya as 
key financial hub for Africa.

The Christian Association of  Nigeria 
(CAN) has called for the country to 
withdraw from membership of  the 
International Islamic Liquidity Management 
Association (IILM).  CAN claims that 
membership breaches Article 10 of  the 
Nigerian constitution, which says ‘the 
government of  the federation or a state 
shall not adopt any religion as state religion’.  
(Godwin Emefiele, governor of  the Central 
Bank of  Nigeria (CBN), was recently 
appointed as chairman of  the governing 
board and head of  the general assembly of  
the IILM).

Dubai Islamic Bank has sold its 20% 
stake in Jordan Dubai Islamic Bank.  The 
Jordanian bank has grown significantly in 
the last five years and now has assets in 
excess of  $1.1 billion.  Dubai Islamic Bank 
will use the proceeds of  the sale to invest 
in growth markets including Pakistan, 
Indonesia and East Africa.

Bank Alkhair has obtained approval from 
the State Bank of  Pakistan to sell its 37.9% 
stake in Pakistan’s Burj Bank to Al Baraka 
Pakistan Limited (ABPL), a subsidiary of  
Al Baraka Banking Group.  Prior to the 
transaction, Bank Alkhair was Burj Bank’s 
major shareholder.  This transaction follows 
the merger of  Pakistan’s Burj Bank and 
ABPL, creating an institution with assets 
totalling more than $1.1 billion.  

Kuveyt Turk Bank is to open a branch in 
Frankfurt, Germany in July 2017.  This will 
be the first fully functional Islamic bank in 

Germany and will operate under 
the name KT Bank.  (Kuveyt 
Turk Bank already has an 
operation in Mannheim, although 
it is not a fully functional Islamic 
bank.)

Islamic banks in Pakistan are 
considering the setting up of  a 
Shariah-compliant commodity 
trading platform to use their 
excess liquidity.  Any proposals 
will have to be agreed by the 
Shari’ah Board of  the State Bank 
of  Pakistan.

Kenya has ended its temporary, 
16 month ban on the licensing 
of  new banks.  According to the 
Financial Times, DIB Bank Kenya 
(owned by Dubai Islamic Bank) 
and Mayfair Bank (owned by local 
businessmen) have been given 
permission to complete their 
license applications.  The two 
organisations were almost ready 
to begin operations when the ban 
was imposed in the wake of  one 
bank failure and the allegation 
of  fraud at a second bank.  DIB 
Bank Kenya will become Kenya’s 
third fully-fledged Islamic bank.

Bahrain’s Khaleeji Commercial 
Bank has announced that it will 
list its shares on the Dubai stock 
exchange.  

The Russian news agency, TASS, 
has reported that customers have 
withdrawn all assets from the 
Partner Banking Structure, 
a Shari’ah-compliant operation 
in the Republic of  Tatarstan.  
Apparently the move came amid 
fears that the parent company 
of  Partner Banking Structure, 
Tatagroprombank, may have 
its license revoked for being 
undercapitalised.  Partner Banking 
Structure began operations in 
March 2016.
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would grow at an average rate above 5% 
in the coming years had encouraged the 
government to raise funds at the present 
time.  There is, however, a growing trade 
gap with Pakistan’s exports falling from 
around $25 billion five years ago to around 
$21 billion in the 12 months to June 2016.   
The funds will be used to increase the 
country’s foreign exchange reserves.

NASDAQ Dubai and 
IdealRatings Launch Sukuk 
Indices
In early October Nasdaq Dubai and 
IdealRatings launched a family of  
benchmark indices to track the performance 
of  global sukuk, in order to provide 
investors with new data to make informed 
trading decisions.  The data includes daily 
movements in price and total return, with 
monthly updates on yield and other key 
indicators.  It tracks a universe of  more 
than 1,800 sukuk globally, with eligibility 
criteria including a minimum issue size of  
$100 million (US). 

The Nasdaq Dubai IdealRatings Sukuk 
Indices family comprises the Global 
Sukuk Index, covering all currencies and 
five sub-indices covering issuances in 
US Dollars only.  The sub-indices reflect 
distinct segments of  the market, which 
are: investment grade issuances; issuances 
by sovereigns; issuances by corporates; 
issuances by financial institutions and GCC 
issuances.

Commenting on the new indices Mohamed 
Donia, CEO of  IdealRatings, said, ‘The 
sukuk market is still completely underserved 
and has a great potential as an asset class.  
Investors and asset owners need a reliable 
and accurate benchmark.  We are delighted 
to work with Nasdaq Dubai to better serve 
the market with our products and help to 
boost the sukuk industry’s growth.’

Hong Kong Issue 
10-Year Sukuk
Hong Kong has followed up two five-year 
sukuk in 2014 and 2015 with a 10-Year, 
dollar denominated sukuk worth $1 billion.  
It is a landmark transaction since Hong 

Sukuk Market Remained Muted 
in 2016
A third quarter 2016 forecast from Moody’s 
suggests that activity in the sukuk market is 
expected to remain muted until at least 2017.  
The company has forecast $70 billion of  
issuance for 2016.

A number of  factors have led to the sukuk 
market’s flat performance, notably the 
decisions of  Malaysia to halt short-term 
issuance and of  a number of  GCC states to 
raise funds through conventional bonds rather 
than sukuk.  The reduction in liquidity in core 
Islamic markets due to falling oil prices has 
also played a part.  While Moody’s are fairly 
bullish about 2017, Standard and Poor’s (S&P) 
are less so.  S&P are suggesting 2017 could see 
still lower rates of  issuance.

(A report in the Gulf  Times at the beginning 
of  2017 was bullish about the prospects for 
2017.  The article cited a Thompson Reuters 
forecast that suggests a rebound to between 
$75 billion and $100 billion, compared to just 
less than £60 billion in 2015 and slightly more 
than $72 billion in 2016.)

Pakistan Issues $1 billion Sukuk
Pakistan issued its first sovereign sukuk for 
two year in early October 2016.  The five-year, 
ijarah sukuk, issued at 5.5% was the lowest 
rate ever for Pakistan.   The government had 
set out with a target of  $500 million at 5.75%, 
but settled for $1 billion at 5.5%.  Offers 
received amounted to $2.4 billion – 38% from 
the EU, 27% from North America, 27% from 
the Middle East and 7% from Asia.

The issuance has been criticised within 
Pakistan.  The Chairman of  the Senate 
Standing Committee on Finance, Saleem 
Mandviwalla described it as ‘the wrong 
decision taken at the wrong time’, according 
to Dawn.  He believes that investor sentiment 
is against Pakistan currently due to tensions 
and skirmished on the Pakistan/Kashmir and 
Pakistan/India borders.

By contrast, Federal Minister, Ishaq Dar said 
at the launch of  the sukuk that the forecasts 
of  the IMF, the World Bank and the Asian 
Development Bank that Pakistan’s economy 

Kong is the first AAA-government 
to launch a sukuk with a 10-year 
tenor.

Following a global roadshow 
commencing on 13 February 
2017, covering Riyadh, Jeddah, 
Dubai, Abu Dhabi, Kuala Lumpur, 
Singapore, Hong Kong and 
London, the sukuk was priced 
on 21 February 2017 at 3.132% 
(68 basis points over 10-year US 
Treasuries).  Despite the uncertain 
global environment and the 
longer tenor, the sukuk saw strong 
demand from global investors, 
attracting orders of  US$1.72 
billion, which was 1.72 times the 
issuance size, allowing the final 
pricing to be tightened by 7 basis 
points from the mid-point of  its 
initial price guidance.

The deal attracted interest from 
a diverse group of  conventional 
and Islamic investors.  Orders 
were received from over 88 global 
institutional investors and 57% of  
the sukuk was distributed to Asia, 
25% to the Middle East and 18% 
to Europe.  By investor type, 53% 
was distributed to banks, 36% to 
fund managers, private banks and 
insurance companies and 11% to 
sovereign wealth funds, central 
banks and supranationals.  The 
10-year tenor has also attracted 
new investors, with over half  of  
them not having participated in the 
previous issuances.

‘The success of  the transaction is 
a testament to investor confidence 
in Hong Kong’s credit strengths 
and economic fundamentals.  I 
hope that the sukuk issuance will 
provide momentum for further 
growth of  the sukuk market in 
Hong Kong and attract more 
issuers and investors to participate 
in our bond market,’ the Financial 
Secretary of  Hong Kong, Mr Paul 
Chan, said.
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The sukuk uses a wakalah structure, 
with one-third of  assets underpinned by 
selected units in commercial properties 
in Hong Kong and two-thirds of  assets 
underpinned by Shari’ah-compliant 
commodities.  The sukuk has been 
assigned credit ratings of  AAA by 
Standard and Poor’s and AA+ by 
Fitch.  The primary objective of  the 
Government Bond Programme is to 
promote the further and sustainable 
development of  the local bond market.

HSBC and Standard Chartered Bank 
acted as joint global coordinators, joint 
lead managers and joint book runners 
and CIMB and National Bank of  
Abu Dhabi PJSC acted as joint lead 
managers and joint book runners for 
the sukuk offering.  The sukuk will be 
listed on the Hong Kong, Dubai and 
Malaysia stock exchanges.

Africa Finance Corporation 
Use NASDAQ Dubai’s 
Murabaha Platform
Africa Finance Corporation (AFC) 
has carried out a $150 million Islamic 
financing transaction on the murabaha 
platform of  Nasdaq Dubai, the 
international financial exchange serving 
the Middle East and Africa.

The transaction was executed to 
facilitate the issuance by AFC of  a 
$150 million US sukuk, which was the 
first US dollar sukuk to be issued by 
any multilateral African institution.  It 
was also the first use of  Nasdaq Dubai’s 
fast-growing murabaha platform by an 
African entity.

Following high levels of  investor 
interest, the initial target of  $100 million 
was more than twice oversubscribed, 
resulting in the transaction being 
upsized to $150 million and a final 
order book of  approximately $230 
million.

The sukuk is AFC’s second foray 
into Islamic finance; the corporation 
accepted a $50 million US dollar 15-
year line of  financing from the Islamic 
Development Bank (IDB) in 2015 
to finance Islamic finance-compliant 

projects located across the numerous 
African IDB member countries.

Banji Fehintola, Corporate Treasurer of  
AFC, said, ‘Nasdaq Dubai’s pioneering 
murabaha platform greatly facilitated 
the issuance of  our sukuk.  It supported 
the strong demand that we received 
from global as well as regional investors 
and enabled us to upsize the proposed 
issuance size to its eventual $150 million.  
The platform enabled us to execute 
our murabaha transactions swiftly and 
efficiently in a manner that was highly 
cost effective and provided us with 
Shari’ah-compliance certainty.’

AFC’s Sukuk, issued on January 24, 
2017, is the highest rated USD sukuk 
issuance from an African entity.  The 
privately placed murabaha sukuk was 
awarded an A3 senior unsecured rating 
by Moody’s Investors Service.

Since Nasdaq Dubai’s Murabaha 
Platform was launched in 2014, total 
transactions valued at more than              
$14 billion have taken place through 
it on behalf  of  an expanding number 
of  corporate and individual users.  
Transaction value rose 37% in 2016 
to reach $6.7 billion dollars, up from     
$4.9 billion in 2015.   

NASDAQ Dubai claim that the 
significant advantages offered by the 
platform over alternative murabaha 
channels include fixed price certificates 
with no spread.  The platform utilises 
Shari’ah compliant certificates that 
are held in Nasdaq Dubai’s Central 
Securities Depository (CSD). 

In the Pipeline
A number of  sovereigns and corporates 
have indicated that they are planning 
to issue sukuk in 2017, giving some 
credence to forecasts of  a rebound 
in the market in 2017, although 
some caution is required – until they 
are actually issued, they are simply 
statements of  intent.  Nevertheless, even 
statements of  intention can be taken as 
a sign of  returning confidence after two 
years when activity has been dampened 
particularly by low oil prices.

Potential sovereigns include:
Morocco plan to issue a first sovereign 
sukuk before the end of  2017 according 
to government sources.  There is no 
information about the potential size of  the 
proposed sukuk.

Oman asked for proposals for a sukuk 
issuance as part of  a dollar-denominated 
$2 billion programme for 2017 and in late 
February appointed banks to manage the 
issuance.

Nigeria intended to issue its first sovereign 
sukuk in 2016, but the programme slipped 
and they have stated they intend to go 
ahead in 2017.

Saudi Arabia is also understood to 
be planning a sukuk issuance, perhaps 
as early as February 2017.  According 
to the Financial Times it will form a 
pipeline of  bond sales designed to offset 
the Kingdom’s budget deficit and fund 
economic diversification away from oil.

Corporates intending to issue sukuk 
include:
Kuwait’s Equate Petrochemical is 
expected to issue a US dollar-denominated 
sukuk in the first quarter of  2017 as part of  
a $2 billion sukuk programme.

Dubai Islamic Bank listed a $1 billion 
sukuk on the NASDAQ Exchange in Dubai 
in February 2017.  (The board of  DIB has 
approved a $5 billion sukuk programme 
that will allow the bank to raise funds as 
and when required.)

Malaysia’s Federal Land Development 
Authority (FELDA) plans a sukuk to raise 
50% of  the money (something in excess 
of  $1 billion) required to finance their 
purchase of  PT Eagle High Plantations.  
This issuance could come as early as 
January 2017.

Kuwait’s Warba Bank has appointed nine 
banks to arrange a $250 million sukuk to 
boost its reserves.

Qatar’s Masraf  Al Rayan has mandated 
banks for a sukuk estimated to be around 
$500 million.  The proceeds will be used to 
boost the bank’s reserves.
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Takaful Growth Expected to 
Remain Weak
Reports from Standard & Poor’s (S&P) 
and Moody’s suggest that takaful 
growth is likely to remain weak in 
the short to medium term.  The S&P 
report focuses on the GCC, where 
the relatively large number of  takaful 
operators, their small size and their 
reliance on retail business mean that 
they are struggling to achieve significant 
growth.  They are also hampered by 
investor demands to generate returns 
quickly.  While Moody’s expect growth 
to be in double digits (around 15% 
or just below) in 2017, it has to be 
remembered that the market is growing 
from a very small base and so growth is 
still modest.  

National Bonds Corporation 
Highlights Lack of  
Awareness of  Takaful in the 
UAE
National Bonds Corporation, a Shari’ah-
compliant savings and investment 
company in the UAE, in the results 
of  its financial health check for Q3 
2016, has revealed that the majority 
of  the UAE’s residents, comprising 
both nationals and expatriates, are yet 
to sign up for takaful coverage while 
only a minority is covered by traditional 
insurance against illness and disability.

The financial health check for Q3 2016 
that focused on the takaful coverage of  
National Bonds’ customers included 
all the customers that had signed up 
for the Sanadi plan (a policy providing 
employment protection, disability and 
critical illness cover) since its launch 
in April.  73% of  UAE national 
respondents who participated in the 
financial health check survey pointed 
out that they do not have takaful life 
coverage, compared to 27% who are 
covered by traditional policies.  Within 
the UAE national pool of  respondents, 
89% admitted to not being insured 
against disabilities through takaful in 
contrast to 11% that have traditional 
coverage against disabilities. 

The results among expat residents of  the 
UAE indicate that 83% of  all nationalities 
have no takaful life coverage, while 17% 
have traditional life insurance cover.  In 
addition, 76% of  expat participants in 
the survey are not covered for disabilities 
through takaful, compared to 24% 
that are insured for disabilities through 
traditional policies. 

Mohammad Bitar, Chief  Commercial 
Officer of  National Bonds, commenting 
on the survey, said, ‘We are not surprised 
with the Q3 results of  the National 
Bonds Financial Health Check - it 
reiterates our understanding that the 
awareness about the benefits of  takaful 
coverage is still minimal among UAE 
residents.  This explains the slow growth 
of  the takaful sector in general.  Despite 
the concerted efforts of  many entities in 
developing the legislative and regulatory 
system of  takaful, we are witnessing 
hesitation by the public in signing up for 
traditional insurance coverage, not just 
takaful.  

‘The majority of  the social strata, 
regardless of  nationality, is unable to 
grasp the significance of  insurance and 
its impact on an individual’s and family’s 
stability and security.  They also don’t 
effectively understand the difference 
between traditional insurance and takaful, 
let alone comprehend the actual benefits 
of  takaful, which focuses on social 
cohesion and involves the collective 
sharing of  any burdens.  We must 
intensify our efforts in raising awareness 
about the significance of  takaful, and 
step-up overall understanding of  how it 
transcends traditional insurance in terms 
of  sustainability and adherence to Islamic 
Shari’ah law.’

Shari’ah-Compliant Syndicate 
for Lloyds  
Cobalt Insurance Holdings Ltd (Cobalt) 
and Capita Managing Agency Ltd (CMA) 
have announced they have taken a 
significant step in the launch of  Lloyd’s 
first fully Shari’ah-compliant syndicate 
after receiving ‘in principle’ approval 

from Lloyd’s Franchise Board.  Cobalt 
Founder Richard Bishop said the aim 
now was to work closely with CMA 
and Lloyd’s to secure full approval.  He 
commented, ‘We are delighted to be 
working with Capita Managing Agency 
on the launch and operation of  the 
syndicate.  To create Lloyd’s first ever 
fully Shari’ah-compliant syndicate is 
a significant step for Cobalt and will 
demonstrate Lloyd’s reputation for 
innovating solutions for emerging 
markets.’

Cobalt plan to begin underwriting in 
the first quarter of  2017 and initially 
the emphasis will be on developing a 
property and specialty-focused book of  
commercial business from the emerging 
and developing markets throughout 
the MENA and Asian regions, whilst 
being less acquisitive of  business from 
the more established markets of  North 
America and Europe.

Once it achieves full approval the 
syndicate will be named Cobalt Syndicate 
1438, which is the Islamic calendar’s 
number for the year 2017.  Cobalt 
expects to announce the name of  the 
syndicate’s active underwriter imminently, 
as well as details of  the syndicate’s 
principal capital providers.

In Brief
Allianz Malaysia, a subsidiary of  the 
German-based Allianz SE, has opened 
negations with HSBC Amanah Takaful 
(M) Bhd with a view to acquiring a 
100% stake in the takaful operator.  It is 
understood that Allianz Malaysia have 
been seeking to buy a takaful operator 
for a number of  years, but so far have 
considered potential targets to be 
overpriced.

Reuters have reported that Abu Dhabi’s 
National Union Bank and Orient 
Insurance Company are to set up a joint 
venture takaful company to be called 
Orient UNB Takaful.  UNB and Orient 
will hold 70% of  the shares with 30% to 
be floated.
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UKIFC & ISRA THEMATIC WORKSHOP ON SHARI’AH 
GOVERNANCE – OCTOBER 2016
The Islamic Finance Council UK (UKIFC) and the International Shari’ah Research Academy for Islamic Finance (ISRA) 
organised a thematic workshop, entitled ‘Is the Current Model of  Shari’ah Governance Fit for Purpose?’ in London on 26th 
October 2016.  Attracting over 100 participants and 19 local and international industry experts, the event was hosted by 
K&L Gates LLP.  The workshop included the launch of  the UKIFC/ISRA’s External Shari’ah Audit Report and provided an 
opportunity for leading Islamic finance experts to reflect on and respond to the increasing focus, across all financial markets, 
on issues of  Shari’ah governance, regulation and personal ethics. The workshop was endorsed by IIBI.

Scholars Session
Leading international scholars 
participated in a live audience debate 
exploring the robustness of  the current 
Shari’ah governance model and the 
role of  scholars, particularly their 
independence and whether it is right for 
them to receive remuneration for signing 
off  products on behalf  of  God.  It was 
pointed out that a significant challenge in 
the 21st century was that scholars were 
dealing with totally new situations – new 
types of  transactions and trading with 
each other.  Perspectives were offered 
from Prof. Dr. Mohamad Akram Laldin 
(Malaysia), female scholar Dr Marjan 
Muhammad (Malaysia), Dr. Bashir Aliyu 
Umar (Nigeria), Sheikh Bilal Khan (UK) 
and Sheikh Haytham Tamim (UK).  

Scholar Regulation and 
Remuneration
Issues of  remuneration were addressed 
by the scholars, who discussed whether 
taking payment and operating on 
commercial terms impairs or dilutes the 
religious and spiritual imperative of  the 
Shari’ah scholars’ role in the eyes of  
public and other stakeholders.  Professor 
Laldin said that the question was rooted 
in how scholars are regulated.  In 2000 
the idea of  regulating scholars was 
something of  an anathema, but since 
then regulations have been gradually 
emerging.  For instance in Malaysia 
since 2005, a scholar can only sit on the 
Shari’ah board of  one bank in order to 
prevent conflicts of  interest.

He went on to say that giving fatwas or 
opinions is the duty of  religious scholars, 

but this is not an easy task.  Scholars 
have to understand Islamic law, but they 
also have to understand the realities 
of  what is happening day to day with 
modern, complex transactions.  Getting 
their Shari’ah judgements right is critical 
to the reputation of  Islamic finance 
institutions.  Professor Laldin said that 
his own belief  is that scholars need to be 
remunerated for the effort and expertise 
needed in reaching their judgements, 
but he, personally, had never quoted a 
price for giving an opinion, because it is 
part of  his duty as a scholar; he left it up 
to the people asking for the opinion to 
decide how much to pay.  In conclusion, 
he commented that given the complexity 
of  their role and the requirement for 
detailed knowledge of  both the Shari’ah 
and complex financial transactions, it is 
reasonable that scholars should receive 
some remuneration.

He went on to say that there is sometimes 
a problem where scholars have their own 
advisory businesses.  There is nothing 
intrinsically 
wrong in 
having 
such a 
business, 
but there 
must be a 
very strict 
governance 
process 
within the 
business, 
so that 
there is no 
conflict of  

interest with performing the scholar’s 
role.  Unfortunately such conflicts of  
interest have occasionally occurred.  He 
pointed out that in Malaysia scholars 
are fully accountable under the Islamic 
Financial Services Act for any negligent 
decisions, in the same way that any 
member of  a board of  directors is, with 
substantial fines or the ultimate sanction 
of  imprisonment if  convicted of  any 
malpractice.  He suggested that other 
jurisdictions should consider similar 
laws.

Sheikh Bilal Khan said that he believed 
a code of  conduct was needed for 
Shari’ah scholars and a professional 
body in line with other professions 
such as lawyers, with clear rules on 
different types of  conduct such as 
conflicts of  interest, client care and 
confidentiality.  If  a scholar breaches 
that code or brings the profession into 
disrepute, there should be an option 
to strike the scholar off.  He added 
that the reputation of  Shari’ah was 

Thematic Workshop Audience



NEWHORIZON  July – December 2016

www.islamic-banking.com IIBI 17

CONFERENCE REPORT

more important than the reputation of  
individual Shari’ah scholars.

On the issue of  remuneration Sheikh 
Khan said that in Islamic law there are 
two apparently conflicting Hadiths.  One 
is from Bukhari, considered to be second 
only to the Qur’an in terms of  authority, 
which says that remuneration is allowed.  
On the other hand, there is one from 
Ibn Majah, which says it is not.  Scholars 
from all the four schools of  Islam 
have now reconciled these disparate 
statements and issued fatwas.  They 
have said that if  there is a mutually-
agreed contract in place, not necessarily 
a written contract, then remuneration is 
allowed, provided that it is reasonable/at 
a market rate; profiteering is not allowed.  

He supported the idea of  establishing 
a professional body, with a full code 
of  conduct in line with those of  other 
professions, so that scholars could be 
held to account for their rulings.  It was 
suggested that this is a possible role 
for AAOIFI (Accounting and Auditing 
Organisation for Islamic Finance 
Institutions), which is respected by 
scholars all over the world.

Auditing Fatwa
Sheikh Haytham Tamim stressed that, 
while scholars are well-intentioned and 
trustworthy, they are also human and 
therefore fallible.  It was not wrong, 
therefore, to be able to question/
audit their decisions in order to 
improve transparency and encourage 
professionalism.

He supported the idea of  an external 
audit, not least on the grounds that a 
fresh pair of  eyes will often pick up 
mistakes or inconsistencies.  He used the 
analogy of  proof  reading a document, 
where the author is so close to the text 
that he or she simply misses mistakes 
that an external proof  reader will find.  
He did point out, however, that there 
could be challenges around capacity 
and resources for many institutions that 

were relatively small.  On the plus side 
he suggested that risk departments 
and third party financial auditors could 
provide extra pairs of  eyes that could 
feed back their views to Shari’ah boards.

One member of  the audience 
questioned whether there was still a 
need for Shari’ah Supervisory Boards 
(SSBs).  It was suggested that Islamic 
finance is now a relatively mature 
industry and that SSBs were an obstacle 
to growth and progress.  In response 
the panel agreed that many Shari’ah 
issues have been resolved, but it was 
pointed out that Islamic finance is a 
dynamic industry that has to respond 
to a changing environment such as 
regulatory issues and from time to time, 
completely new questions arise that 
require scholars to research an answer.  
It was, therefore, felt that SSBs are 
necessary.

Dr. Bashir Aliyu Umar pointed out that 
the scholars role is about more than 
issuing fatwas.  They should be involved 
with the development and structuring 
of  new products and services right from 
the start, not just presented with a fait 
accompli to approve.

A further question sought to elucidate 
the position of  the internal Shari’ah 
scholar.  Was that scholar looking after 
the best interests of  the institution or 
really giving an independent view?  If  
a scholar is asked to find loopholes, 
and that does happen, that is not really 
Shari’ah.  The panel suggested that this 
raised the further question of  whether 
scholars should be on the payroll of  a 
company at all.  It was suggested that 
the Malaysian approach of  having a 
central Shari’ah board is probably the 
best solution, because it gives a central, 
independent view in addition to having 
local boards.

Sheikh Haytham Tamim defended 
the position of  internal scholars.  He 
said that, while they do strive to serve 

the best interests of  the bank, they do 
not do so to the extent that they are 
compromising the integrity of  Shari’ah 
law.  He commented that many proposed 
projects have been turned down by 
internal Shari’ah boards.

Professor Laldin suggested that the 
Malaysian approach, where all fatwas and 
the basis for reaching those decisions, are 
published, was a good way of  increasing 
transparency and fostering confidence 
in the decisions of  scholars.  He again 
suggested that it would be good if  other 
jurisdictions followed this practice.

He was not in favour of  auditing fatwa, 
because, except in cases where texts 
dictated an absolute, fatwa are opinions.  
Opinions can differ, but one is not 
necessarily right and another wrong.  The 
whole subject is extremely complex.

Key Discussion Points 
Summarised
Scholar remuneration
• Given the complexity of  their 

role and the requirement for 
detailed knowledge of  both the 
Shari’ah and complex financial 
transactions it is reasonable that 
scholars should receive some 
remuneration.

• Scholars who own commercial 
businesses must have strict 
governance processes in place 
to ensure separation of  interests 
between that of  a scholar and that 
of  a business.

• The reputation of  Shari’ah 
is more important than the 
reputation of  individual Shari’ah 
scholars.

• Establishing a professional body, 
with a full code of  conduct in line 
with those of  other professions, 
is needed now.  This is a possible 
role for AAOIFI.

• It is important not to doubt the 
intentions of  the scholars as the 
industry has been built on their 
shoulders.
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Auditing your own fatwa and the role of 
external Shari’ah audit
• There was support in principle 

for the introduction of  external 
audit requirements, although 
there are challenges around audit 
capacity and resources.

• The role of  internal audit 
could be extended to review 
the functioning of  the Shari’ah 
board.

• There is scope to strengthen the 
role of  the local regulator and 
improving disclosure.

Risk of ‘fatwa shopping’
• This is an issue that needs to 

be considered further as it has 
positive and negative sides, i.e. 
in exploring possible different 
solutions to a new or particularly 
challenging problem.

• A key argument in favour of  
external Shari’ah audit is that 
it avoids the risk of  scholars 
auditing their own fatwas.

• All scholars are subject to the 
overriding duty of  protecting 
the interests of  the relevant 
institution’s shareholders (as part 

of  their wider duty to preserve 
wealth).

External Shari’ah Audit 
Report Launch
The External Shari’ah Audit Report was 
introduced by Mezbah Uddin Ahmed 
of  ISRA and Nadeem Haq of  UKIFC.  
Based on more than 35 in-depth 
interviews with stakeholders including 
regulators and scholars across four 
jurisdictions – Pakistan and Oman (which 
have both already introduced an external 
Shari’ah audit (ESA) requirement), 
Bahrain (which is proposing to introduce 
ESA requirements in 2017) and Malaysia, 
the report compared and contrasted 
existing issued legislation and examined 
the varying implementation experiences.  
It was also noted that AAOIFI 
(Accounting and Auditing Organisation 
for Islamic Financial Institutions) are 
currently consulting on the issue of  ESA.

It was noted that over the last 4-5 years 
there has been considerable progress 
in some areas relating to external audit.  
For instance, most regulators now have 
minimum standards on the issue of  
competence.  Less progress has been 

made in areas such as disclosure.  This 
matters for two reasons.  Firstly the 
regulators, who are the same for both 
conventional and Islamic banks, want 
to ensure that customers are getting a 
fair deal, so disclosure/transparency is 
important.  Secondly, Islamic banking 
customers want to be sure they are 
getting a Shari’ah-compliant product, 
which is after all the whole point of  
Islamic banking.

While broad stakeholder feedback is 
in favour of  moving to a mandatory 
requirement for external audit, 
significant challenges remain in relation 
to the availability and experience of  
potential auditors and their scope of  
work.  The question of  the public 
disclosure of  external audit reports also 
remains a thorny issue.  As the survey 
areas demonstrate, however, there is 
great variability in terms of  external 
Shari’ah audit.

Pakistan
Islamic banking has been in place in 
Pakistan for 30-40 years, but it really 
only started to gather momentum in 
2001.  In 2014/15 new legislation on 
the Shari’ah framework was drafted and 
included in that was mandatory external 
audits.  There are, however, a number 
of  concerns among stakeholders.  

It was felt that external Shari’ah 
auditors were not as knowledgeable 
and experienced as auditors advising 
conventional banks, highlighting the 
shortage of  appropriately qualified 
scholars.  (This problem is not 
exclusive to Pakistan.)  Another 
problem was the lack of  disclosure 
of  external audits, which goes to the 
heart of  the issue of  openness and 
transparency.  This may relate to the 
fact that the requirement for external 
audits is new and external auditors are 
not yet comfortable with producing 
reports of  their findings, particularly 
if  these are negative.  Obviously any Networking at the Thematic Workshop
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negative reports could have implications 
for the financial institutions involved.

Oman
Oman came to Islamic banking and 
finance in 2013 and with no previous 
legislation relating to Islamic finance, 
they were able to incorporate some of  
the latest thinking into their laws and 
regulations.  In the survey, however, 
stakeholders said they were somewhat 
confused about the scope of  external 
audits.  In conventional finance 
regulations the scope of  the external 
audit is very clearly defined, but this 
guidance appears to be lacking for 
external Shari’ah auditors.  In addition, 
like Pakistan, there were concerns about 
the lack of  disclosure of  external audits.

Bahrain
During the final stages of  the report’s 
compilation, Bahrain decided to issue 
a consultation paper on Shari’ah 
governance.  Perhaps reflecting how they 
are learning from other jurisdictions, 
that consultation paper includes far 
more guidance about what is required 
in an external Shari’ah audit than is the 
case for some of  the early adopters.  
Nevertheless Bahrain has some issues 
that still need to be addressed.  The 
consultation paper requires external 
Shari’ah auditors to have the relevant 
skills and experience, but it has not 
actually spelled out exactly what 
constitutes the relevant skills and 
experience.  Bahrain has also failed to 
address the issue of  public disclosure.

Malaysia
Malaysia has one of  the most 
comprehensive Shari’ah governance 
frameworks in place including specifics 
on what needs to be done and the 
roles of  the various players including 
the central bank, the Shari’ah audit 
committee and the internal Shari’ah 
auditors.  The report found that the 
main focus in Malaysia is on the internal 
Shari’ah audit, but with the input of  

the central bank, which is very different 
from the other jurisdictions surveyed.  
Respondents to the survey suggested 
that independent sign-off  is something 
that could enhance the framework.  

Three Messages
There were three messages from the 
survey.  Firstly, there should be clarity 
about the scope of  what external 
Shari’ah auditors should cover.  It was 
clear that stakeholders are currently 
confused about scope, which differs 
across the various jurisdictions.

Second, the readership of  the output of  
Shari’ah audits is very restricted.  It is 
hoped that this issue will be addressed 
in forthcoming guidance on external 
Shari’ah audits.

Finally, from a practical perspective 
there are issues around resources.  For 
example, are there are enough suitably 
qualified scholars and is there enough 
guidance.

Regulators Session
Chaired by Stella Cox (DDCap), with 
Dr Saeed Ahmad, Deputy Governor, 
State Bank of  Pakistan and Arshadur 
Rahman, Specialist for Islamic Financial 
Services, Bank of  England, this session 
explored the challenges in regulating 
the Shari’ah governance process and 

individual scholars.  Ms Cox began by 
asking Dr Ahmad to reflect on State 
Bank’s experience of  its regulations 
for Shari’ah governance process and 
particularly external Shari’ah audits.  

Dr Ahmad began by saying that the 
work involved in fatwas is considerable 
and exhaustive.  The idea that anyone 
can ‘shop’ around different scholars 
for an instant opinion until they get an 
answer that suits them has nothing to 
do with Shari’ah.  All fatwas are derived 
from the Qur’an, Hadiths, earlier 
scholars and various practices that have 
taken place within the Islamic world 
at a time when everything was done 
according to Shari’ah requirements.  
Shari’ah is not there to be manipulated 
to fit conventional modes of  financing.  
Sometimes temporary permissions have 
been given for reasons of  necessity, 
but then these get stretched until it 
becomes established practice.  This is 
unacceptable.  If  something claims to 
be Islamic finance, it has to be Islamic 
finance.

The difference between conventional 
finance and Islamic finance is the 
Shari’ah scholars and Shari’ah rulings.  
To say that there is no need for Shari’ah 
scholars, because the Islamic finance 
industry is mature, is like saying the 
law does not need lawyers.  New issues 

‘Regulators Panel - from left to right, Arshadur Rahman, Dr Saeed Ahmad and Stella Cox
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arise all the time.  At the same time, the 
Shari’ah scholars also need to develop 
and make progress to keep pace with 
innovation.

In relation to the governance of  Islamic 
finance, in Pakistan the goal is to 
establish a culture of  Islamic finance 
within any given institution by having 
a resident scholar, who is a full-time 
employee.  In addition there must 
be another senior and well-regarded 
Shari’ah scholar on the Shari’ah board, 
plus one other.  Three scholars is 
the minimum requirement for the 
Shari’ah board of  any bank or financial 
institution.

Banks also have to have a Shari’ah 
compliance department.  Their function 
is to make sure the products and services 
comply with Shari’ah requirements, not 
just in their design, but also in the way 
they are delivered to customers.

There is also an internal Shari’ah audit 
that will question all Shari’ah operations.  
They report to the board of  directors.  
An external auditor is also required.  It is 
their job to look at and verify fatwas that 
have been passed.

The central bank in Pakistan also has 
a Shari’ah board composed of  highly 
qualified and experienced scholars.  Any 
new products have to be cleared by this 
superior board.  Obviously, non-Islamic 
countries such as the UK do not have 
the same level of  Shari’ah regulation, 
but it was suggested that financial 
institutions in such countries could ask a 
third party, high-level Shari’ah authority 
to approve their products and services.

Ms Cox asked Arshadur Rahman to 
reflect on the issues secular regulators 
face in their approach to the Shari’ah 
governance process.  He said that 
regulators in the UK were in an 
interesting position because they had 
no statutory power over religious 
compliance.  The Bank of  England can 

only regulate the financial rather than 
the religious aspects of  products and 
services.  The Bank also tries to achieve 
a level playing field for all forms of  
finance.  There is a fear that, if  Shari’ah 
compliance is not regulated, it becomes 
a bit like the American Wild West, where 
anything goes.  That, however, is not the 
case, because UK regulation requires 
that any provider is clear and transparent 
about the products and services it is 
offering.  Provided that information is 
adequate, it is then up to customers to 
decide whether they are comfortable 
that what is being offered is Shari’ah 
compliant.  

Ms Cox did point out that the Bank of  
England did consult widely within and 
outside the UK on matters pertaining 
to Islamic finance such as the UK 
sovereign sukuk and Shari’ah-compliant 
student loans and that it was currently 
undertaking another consultation on the 
Shari’ah-compliant liquidity facility.  

Mr Rahman commented that when 
the liquidity rules changed in 2008, 
requiring institutions to have higher 
levels of  liquidity, it created a challenge 
for Islamic banks, where the universe 
of  available assets that are both liquid 
and Shari’ah compliant is quite limited.  
The Bank of  England has been speaking 
with other central banks, academics, 
scholars and other stakeholders from 
around the world to try to work out 
what can be done.  In the process they 
discovered that this issue is not very 
well understood, not just in the UK, 
but across the world.  The hope is that 
the Bank will be able to return to the 
market in early 2017 with a preliminary 
indication of  how they are going to go 
forward with addressing this issue.

One member of  the audience remarked 
that, if  an Islamic bank was found not to 
be Shari’ah compliant, this could result 
in a loss of  customer confidence and 
a run on that bank.  It was, therefore, 
a risk management issue, which is 

part of  the Bank’s remit.  In light of  
Mr Rahman’s comments that Shari’ah 
compliance was not something within 
the scope of  the Bank of  England’s 
regulatory role, he asked how the Bank 
could ignore this significant risk.

Mr Rahman said that the Bank 
recognised Shari’ah compliance as a 
very material issue, but expertise on 
what is and is not Shari’ah compliant 
falls outside the Bank, which focuses 
on operational and risk management 
control.  In as much as it is possible to 
disentangle operational and procedural 
weaknesses from Shari’ah compliance, 
if  the Bank found that products and 
services were being misrepresented to 
customers in a way that affected their 
purchasing decisions, it would take 
action.

A second member of  the audience 
asked what the Bank of  England did 
to promote competition in the Islamic 
finance market.  Mr Rahman said that 
regulators in the UK do not take an 
actively promotional role, although the 
FCA (Financial Conduct Authority) does 
have an innovation path to facilitate 
new products and services.  Ultimately, 
however, it is up to the market to put 
forward new products and services.  As 
a regulator, the Bank does try to ensure 
a level playing field for all financial 
institutions.

Key Discussion Points 
Summarised
• The need for internal Shari’ah 

Boards within Islamic financial 
institutions will not cease as new 
questions will continue to arise

• The role of  external Shari’ah 
auditors in Pakistan was not seen 
as extending to reviewing the 
terms of  fatwas themselves, but 
rather to auditing compliance 
with the fatwas issued by the 
State Bank’s own Shari’ah Board 
thus highlighting the role of  
a central bank Shari’ah board 
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to enable a controls-based 
approach to external Shari’ah 
audit.

• A recent development in 
Pakistan was the addition 
of  a CPD (continuing 
professional development) 
requirement for external 
Shari’ah auditors.

• There is a fundamentally 
different perspective within a 
non-Islamic jurisdiction such 
as the UK.

• As a secular regulator, the 
Bank of  England’s policy 
was not to promote Islamic 
finance over conventional 
but to provide a level playing 
field so as to remove any 
potential disincentives to 
Islamic finance.

• The key focus of  the FCA in the 
UK as a regulator is on product 
disclosures, i.e. in this context 
ensuring that statements as to 
Shari’ah compliance are accurate.  
It is up to customer to decide 
if  they are comfortable with 
the interpretation of  Shari’ah 
presented.

• There is no legal requirement in 
UK that an institution should 
have its own Shari’ah board.

• There has been a recent 
consultation in UK to consider 
the availability of  sufficient 
Shari’ah-compliant assets to 
enable Islamic banks to obtain 
emergency liquidity support.

Individual Ethics Session
The final session, chaired by Jonathan 
Lawrence (K&L Gates LLP) was on 
individual ethics.  Views were shared by 
Sultan Choudhury (Al Rayan Bank Plc), 
Mohamad Noranuar Bin Sajari (Bank 
Nizwa), Professor Iqbal Asaria CBE and 
Umer Suleman (UKIFC/HSBC). 

Jonathan Lawrence began by saying 
that he felt it was impossible to separate 
the question of  individual ethics from 

corporate ethics.  He then went to 
ask panel members whether, in light 
of  the recent public dismay towards 
bankers’ bonuses, rate fixing and 
misselling scandals in conventional 
banking markets, Islamic bankers were 
immune to such malpractice.

Sultan Choudhury put the question 
into context.  When these scandals 
took place there were measures 
in place that were supposed to 
prevent such malpractice, but they 
still happened.  There have been 
further developments since that time, 
particularly in terms of  prudential 
stability and regulatory capital and 
more rules about conduct, but 
he suggested that they have been 
necessary rather than sufficient 
improvements.  The root cause was 
and is the character of  the individuals 
involved in the industry.  He felt that 
the industry should be talking about 
virtues rather than codes of  conduct, 
which, with the best will in the world, 
cannot cover every scenario.

If  you start to go down that line of  
thinking, then the first question has 

to be, does banking itself  have a purpose 
other than a pure economic one.  Should 
banking have a moral and social justice 
dimension?  If  the answer is yes, how do 
you disseminate that through the ranks 
of  a bank?  It is, therefore, necessary to 
develop a purpose for the banking industry, 
which is much more than economic gain.  
It has to about the long-term prosperity of  
the customer base and the flourishing of  
society.  When there is a broader societal 
goal, the individuals working in that bank 
have to develop the character and virtues 
to enable society to grow in a just way.  It 
is not just about doing the right thing for 
customers and stakeholders; it is about 
doing the right thing for society.

In terms of  Islamic banking, it has virtues 
that derive from Shari’ah and faith, which 
give some level of  character protection.  
That does not mean that Islamic banking 
is wholly immune to the issues that created 
the problems, because humans are fallible.  
The ability to apply the values and ethics of  
Islamic banking is critical.  Mr Choudhury 
argued that the people attracted into Islamic 
banking are less likely to be exposed to the 
temptations that have led to the scandals, 
but they are not totally immune.

The Ethics Panel – from left to right Umer Suleman, Mohamad Noranuar Bin Sajari, Iqbal Asari and 
Sultan Choudhury
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As the CEO of  an Islamic bank 
he said the approach to nurturing 
character and ethics has to be top 
down.  People need to understand 
that doing the right thing is 
sometimes more important than 
making the most money in any 
particular instance.  There has to 
be a relentless pursuit of  putting 
the customer first.  When Islamic 
banks are recruiting it has to be not 
just about experience and technical 
competence; it is also about attitudes 
and behavioural traits.  The important 
thing is to get the balance right.  The 
induction course for new recruits 
has to reinforce both the bank’s and 
Shari’ah values.  In addition the bank 
runs an annual one-day, behavioural 
workshop for all employees, which is 
about the bank’s values and how they 
translate into expected behaviour.  

Mohamad Noranuar Bin Sajari 
responded to a question from 
the chair on fatwas and Shari’ah 
compliance.  Referring to a 
conversation with Sheikh Usmani, he 
said that the problem with fatwas was 
not with the fatwas themselves but 
with the implementation by bankers.

The chair asked Umer Suleman, 
whether he saw a difference in 
the approach to ethics between 
conventional and Islamic banks.  Mr 
Suleman said that from his experience 
in conventional banking, when you 
try to impose a compliance culture, 
unless people really buy into it, 
it is only ever going to be a tick-
box exercise.  People will only be 
compliant as long as there is a heavy 
hand on them.  In conventional 
finance, people at the top are now 
personally accountable, so they are 
pushing compliance, but cultures 
cannot be changed overnight.  

Islamic finance should not merely be 
about having different products; it 
should be about how it does things.  

It should always be honest about the 
way it does its business.  It must not lie 
about any defects or weaknesses in its 
products.  It should also be proficient, 
understanding the markets and operating 
in the best possible way.  Finally, it should 
be mindful of  the customer – is the 
product right for the customer in every 
way, not simply from the credit risk 
perspective.

Finally, how does any individual 
determine whether something is right 
or wrong?  If  there is anything that a 
person has done that they would not 
want anyone else to know about or they 
feel uncomfortable with, then there is a 
question mark over it.  

Iqbal Asaria rounded off  the ethics panel 
by saying there are a number of  key 
principles in relation to ethics.  Firstly, 
there is a difference between what is legal 
and what is moral.  Following on from 
the financial crisis, the number of  people 
who have been prosecuted is miniscule, 
because nothing illegal, technically, has 
been done, but public anger is more in 
terms of  morality – how can people get 
away with that.

Adam Smith talked about the even hand 
of  the market, but in earlier writings he 
discussed the moral framework society 
needed to get his other/later ideas to 
work properly.  What the finance industry 
needs is a framework that balances 
institutional checks and personal morality
.
One of  the key principles of  Islamic 
finance, which the industry is not quite 
adhering to all of  the time, is to ensure 
the distance from the asset is as little as 
possible.  By following this principle, 
financial institutions will stay on the 
straight and narrow.  New regulation will 
have to come from that direction.

Second, sustainable activity is one of  the 
things industry and commerce is looking 
at more and more.  In any sustainable 
endeavour the return is over the long 

term.  Unless discounted cash flow is 
changed, sustainable projects will never be 
approved.  

Finally, there is the issue of  building 
long-term, intellectual capacity.  Currently, 
economic thinking is very much biased 
towards deregulation and liberalisation 
rather than market regulation.  All 
recent Nobel prizes have been awarded 
to economists that push that line of  
thought, but ethics and morality have to 
be controlled institutionally as well as 
individually.

The chair asked Sultan Choudhury how he 
viewed using the ethics of  an institution 
or individual to gain market share.  Mr 
Choudhury replied that if  it differentiates 
an organisation and provides a competitive 
advantage then ethics should be used.  
He said that Al Rayan has products that 
are Shari’ah compliant and comply with 
AAOIFI rules, but that is not enough.  
Bank staff  have to talk to people about why 
these products are better, which positions 
Al Rayan differently from its competitors.  

Clearly, there is a cost involved in all this 
– a Shari’ah compliance officer, special 
documentation, etc. and this means 
competitive advantage cannot always be 
built through the price dimension and so 
it is necessary to show the added value of  
the ethics being applied.  That is the theory, 
but it is not always easy to apply and it takes 
time.

Finally, the chair raised the issue of  whistle 
blowing.  The panel were asked how they 
viewed that as a moral and professional 
issue.  Umer Suleman commented that to 
a large extent it would depend on the issue 
that the whistle blower raised.  If  the issue 
was very serious then individuals have 
a duty of  care.  It is more than finances 
at stake here.  If  people are behaving 
unethically, and often that means illegally 
as well, this behaviour should be exposed.  
Islamic finance practitioners claim to have 
higher standards and they should adhere to 
these.
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Iqbal Asaria commented that whistle 
blowing is very much linked to the 
judiciary in any country.  If  there is 
confidence that you will get fair treatment 
from the judiciary, then you will go there, 
but the situation is much more difficult 
if  there is no confidence in the judiciary.  
Whistle blowing is a big decision, 
especially if  the stakes are high and 
sometimes there are other issues involved, 
e.g. matters of  national or international 
interest.  He added that society’s attitude 
to whistle blowers is also important – will 
society in general support whistle blowers 
or make them scapegoats.  It is a very 
complicated issue and all these factors will 
influence an individual’s decision.

A member of  the audience commented 
that not all Islamic bankers have their 
bank accounts with Islamic banks.  He 
asked whether this suggested they had 
no confidence in the products they were 
selling.  Sultan Choudhury said that 
when a bank hires people it is looking 
for a certain technical expertise in the 
function for which they are hired.  At Al 
Rayan’s head office in the UK about 50% 
are Muslim and the non-Muslims may 
have no problem with interest-bearing 
instruments.  He did, however, say he had 
some sympathy with the question.

On a second issue raised, tension between 
Shari’ah scholars and practitioners, he said 
a certain distance does tend to develop 
between the scholars and the broad 
employee base.  He felt it would be better 
if  scholars were more like non-executive 
directors, where there is a restriction on 
the number of  banks whom they advise.  
They should also devote one day a month 
to coming into the bank in order to build 
a closer relationship.  He believed that 
would ease the tension and expedite 
solutions to the differences.  Obviously 
there are some problems, e.g. there are not 
enough scholars.

Commenting on a question about whether 
it is possible to have true Islamic banking 

in secular systems, Iqbal Asaria said it 
was not possible to have true Islamic 
banking within banking regulations as 
they are currently.  These regulations 
are dependent on giving the banks a 
free ride on deposit protection schemes 
and on the ability to create money.  It 
is only possible to practise a basic 
payments’ system, where payments are 
separated from investments and then 
to have investment houses that deliver 
services at different levels.  He added 
that currently Islamic banking is limited 
to very simple payment gateways, 
because any investment activity within a 
banking framework is geared to strictly 
collateralised loans.

Key Discussion Points 
Summarised
• Conventional banks expanded 

their ethical codes post the 
financial crisis but no code 
can ever be completely 
comprehensive. 

• Culture vs. Character –there has 
to be a balance between a code 
of  conduct and personal virtues. 

• Those who elect to work in 
Islamic institutions are, at least 
partly, motivated by ethical 
considerations.

• Banks must have broader goals 
than purely profits, i.e. looking 
to promote the prosperity of  

their own customers and 
society as a whole.

• Fatwas play an important role 
not just in addressing technical 
issues but in setting an ethical 
framework as a whole.

• The panel warned against 
a ‘tick box’ approach to 
compliance and ethical issues.

• Personal integrity in relation 
to financial products offered 
and how they are sold and 
operated must be compliant 
with the principles of  Shari’ah.  
Fatwas are relevant but when 
distorted and not applied 
correctly by bank staff  they 
become less relevant.

• Public disquiet with the 
behaviour of  financial 
institutions has been more 
concerned with immorality 
than illegality.

Delegate Feedback
The event was attended by more 
than100 Islamic finance professionals.  
Their feedback stated:
• 56% thought that the current 

model of  Shari’ah governance 
is NOT sufficient

• 76% felt that external 
 Shari’ah audit WILL 

strengthen Shari’ah 
governance

ISRA
ISRA is an autonomous body established under the direction of  the Central 
Bank of  Malaysia (Bank Negara Malaysia) to promote applied research in the 
area of  Shari’ah and Islamic finance.  ISRA provides a platform for greater 
engagement among practitioners, scholars, regulators and academicians via 
research and dialogue, in both the domestic and international arenas.  Through 
pioneering research and rigorous intellectual dialogue, ISRA aims to promote 
innovation and dynamism and thus extend the boundaries of  Islamic finance.

UKIFC 
The UKIFC was established in 2005 as a specialist advisory and 
developmental body focused on promoting and enhancing the global Islamic 
and ethical finance industry.  As a dynamic and forward-thinking not-for-profit 
organisation its Advisory Board Members, who provide pro bono support, 
have defined and evolved the role the UKIFC plays in making a tangible 
impact in the sector.  Its principle service areas are: Advisory, Ethical Finance, 
Training and Awareness and Thought Leadership.
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The Operation of Islamic Banks Still Opposed in India 
but for How Long?
India has an estimated Muslim population of  172 million that is projected to rise to more than 300 million by 2050, making India the country 
with the largest Muslim population in the world, according to the latest data released by the Pew Research Centre, a US-based think tank.  A 
recent discussion on Indian television focusing on the issue of  demonetisation and its effects on marginalised communities rapidly tipped over into the 
broader issue of  Islamic banking in India. It revealed the dichotomy on the opposition to the operation of  Islamic banks in India while allowing 
company stock deemed Shari’ah compliant to be listed on the Bombay Stock Exchange.  Less than 12 months ago the hopes of  India’s Muslim 
community that Islamic banking might really be about to happen were raised by an apparent deal made during the visit to India’s Prime Minister to 
Saudi Arabia but that hope was dashed later.

The Points of  View
A panel discussion on the Indian 
television programme The Buck Stops 
Here debating ‘Communal Politics or 
Digital Divide’ was aired on NDTV 
on 19 December 2016.  The sudden 
announcement in November 2016 by 
the Indian government to immediately 
demonetise large bank notes triggered 
a major debate on its impact in 
marginalised communities in India. 
Ms Barkha Dutt, the discussion panel 
moderator, however, remarked early 
on that although the debate was not on 
Islamic banking she could sense that the 
subject was coming up.

Mr Asaduddin Owaisi, one of  three 
protagonists on the panel, claimed that 
following the sudden withdrawal of  
large denomination Indian currency 
notes there was not enough cash being 
disbursed in Muslim neighbourhoods 
and the government was duty bound 
to ensure that public sector banks send 
cash first to the identified marginalised 
areas, which rely on a cash economy, 
but the government had not done 
so. He was quoted as saying that the 
government was ensuring that cash 
does not reach the Muslim areas; that 
the government did not open banks in 
Muslim areas and even if  banks do exist 
in Muslim areas they are declared as a 
red zone, which means loans (based on 
interest) cannot be taken.  Mr Owaisi 
was also accused of  saying that on one 
hand Muslims should not come into 
the banking system; that it is un-Islamic 
and on the other saying that Muslims 

were denied access to the 
banking system. 

Mr Owaisi is a three-time 
Member of  Parliament 
(MP), representing 
Hyderabad in the Lokh 
Sabha, the lower house 
of  the Indian parliament 
and also President of  
the All India Majlis-e-
Ittehad-ul Muslimeen, 
the All India Council of  
the Union of  Muslims 
(AIMIM), a political 
party based in the Indian state of  
Telangana.  The other two protagonists 
on the discussion panel were Mr Sambit 
Patra, a spokesperson for India’s 
ruling Bharatiya Janata Party (BJP) 
and Professor Rakesh Sinha of  Delhi 
University, a historian and political 
scientist, leading a Delhi-based think 
tank, the India Policy Foundation and 
RSS ideologue upholding Hindu values 
with a conservative agenda.  (RSS stands 
for Rashtriya Swayamsevak Sangh or 
National Volunteer Organisation.)

Sambit Patra, the BJP spokesperson, 
was first asked by the panel moderator 
to comment on the demonetisation 
issue.  Some people claim this is a 
communal politics issue, while others 
say it is an issue of  the very realistic 
digital divide that actually exists on 
the ground and which predated the 
demonetisation announcement.  Mr 
Patra accepted that the reference to 
the digital divide in India merited 

at least a debate, but that what 
he found deplorable was when 
this digital divide was given a 
communal angle. He objected to 
Mr Owaisi’s reference specifically 
to Muslim neighbourhoods and 
not marginalised neighbourhoods 
that included all ‘other backward 
classes’ (OBCs).  He pointed out 
that Mr Owaisi is a leader and MP 
who does not represent a religion, 
but represents people of  all hue and 
colour who are marginalised and who 
are poor, be they Hindu or Muslim.  
He further accused Mr Owaisi and 
his fellow Muslim MPs of  failing 
to work to ensure that government 
public sector banks were opened in 
Muslim majority areas leaving their 
own community behind, when the 
current Indian banking system does 
not offer an alternative banking 
system that is compatible with 
Islamic practice.  (The implication 
was that the argument had been 
turned into a communal issue.)

Asaduddin Owaisi
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At a later stage Mr Patra questioned 
why Mr Owaisi was emphasising the 
religious identity of  the hardship when 
he could be saying that the poor are 
going to face greater hardship as a 
consequence of  demonetisation.  Mr 
Patra was asked by the panel moderator 
later in the debate to clarify the position 
of  the BJP ruling party on Islamic 
banking, because there were confusing 
media reports.  He said that the 
government would emphasise financial 
inclusion and had clarified that there 
was no need for Islamic banking.  

On the objective of  financial inclusion 
for which Islamic banking was explored 
by the Reserve Bank of  India, Mr 
Patra said that this had no relevance 
as the government already had other 
means of  financial inclusion like the 
Jan-DhanYojana (the People Money 
Scheme for Financial Inclusion 
launched in August 2014 by India’s 
Prime Minister).  This was intended to 
ensure access for excluded sections of  
society, e.g. the very poor, to various 
financial services, such as the availability 
of  basic savings accounts and credit, 
remittance facilities, insurance and 
pensions in an affordable manner. 

The arguments on both sides of  the 
debate on the operation of  Islamic 
banks in India were heated at times 
and the subject of  allowing Islamic 
banking in India dominated most of  
the discussion programme.  Mr Owaisi 
pointed to countries such as Japan, 
Britain, Singapore and the USA that 
have opened their doors to Islamic 
banking.  He also referred to the news 
reports that India’s Prime Minister 
Nahendra Modi, during an April 2016 

visit to 
Saudi 
Arabia, had 
signed an 
agreement 
with the 
Islamic 

Corporation for Development (ICD), 
a subsidiary of  the Saudi Arabia-based 
Islamic Development Bank (IDB), 
which would ostensibly have allowed 
the ICD to set up a branch in the 
Gujarat city of  Ahmedabad.  The ICD 
branch would operate as a non-banking 
financial company (NBFC), providing 
loans to small and medium businesses 
and sharing their profits and losses, 
instead of  charging interest, a corner 
stone of  Islamic banking.  No date for 
opening of  the branch was given. 

Ms Barkha Dutt, the panel moderator, 
requested Professor Emeritus 
Tharailath Koshy Oommen who was 
also on the panel to offer his point of  
view.  Professor Oommen is an Indian 
sociologist and former member of  
the Sachar Committee, commissioned 
in 2005 by the Indian government to 
report on the social, economic and 
educational conditions of  the Muslim 
and other socially and economically 
backward classes in India.  He said 
that the report submitted in 2006 by 
the Sachar Committee as well as the 
findings of  the (Ranganath) Misra 
Commission constituted by the Indian 
government in 2004 contained ample 
evidence that these communities were 
being disadvantaged, even before 
the issue of  demonetisation arose.  
He also pointed out that there was 
undoubtedly a deficiency in the financial 
infrastructure in Muslim areas, although 
there is as yet no empirical data to show 
just how demonetisation is playing out 
on the ground. 

Mr Patra, the BJP spokesperson, 
blamed politicians representing minority 
areas for not pushing the development 
of  infrastructure in those areas and the 
community for not encouraging people 
to become familiar and comfortable 
with digital technology, particularly 
ATMs.  He suggested that the leaders 
of  the Muslim community had chosen 
to focus on the issue of  Islamic banking 

at the expense of  more financial 
inclusion.  

Professor Rakesh Sinha, a political 
scientist, was brought into the debate.  
He referred to Mr Owaisi’s Private 
Members’ Bill on Islamic banking, 
which Mr Owaisi had tabled in the 
Indian Parliament and also referred to 
the representation given by Mr Owaisi 
himself  that Muslims avoid mainstream 
banks, because the Indian financial 
system is based on interest-taking 
and interest-giving.  When the panel 
moderator pointed out that there was a 
lot of  confusion on the government’s 
position on Islamic banking and quoted 
the report in the Indian Express on the 
Prime Minister’s visit to Saudi Arabia, 
Professor Sinha said that in an Indian 
context Islamic banking is unacceptable, 
because India is a secular democracy.  
He added that people could choose to 
put their money in Indian banks and 
not take interest.  

He went on to mention that 4,200 
companies out of  6,000 companies 
listed on the Bombay Stock Exchange 
were Shari’ah compliant (the number 
might have been exaggerated, no 
evidence was provided).  If  Islamic 
banking came to India Mr Sinha 
was adamant that the conversion 
rate (meaning conversion to Islam) 
would go up (he did not back his 
statement with any data).  He went on 
to say that Islamic banking would be 
the battleground for the large scale 
conversion of  the poor people on 
economic issues and that minority 
categorisation is a dangerous issue.  
He further said that there was no 
provision in the Indian constitution 
for reservation on the basis of  religion 
and the government was not going to 
change the constitution on the basis 
of  reservation.  He also felt that such 
a move would be divisive for Indian 
society and pointed to The Muslim 
Cooperative Bank established in Pune Sambit Patra
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with a presence in different areas; the 
bank charges interest on loans and pays 
interest on deposits.  Professor Sinha’s 
position was that, if  Muslim community 
leaders like Mr Owaisi stopped lobbying 
for a religion-driven Islamic banking 
system, there would be more public 
sector banks.  He blamed Mr Owaisi 
for not encouraging financial inclusion 
by asking the government to open 
more public sector banks and for not 
encouraging more Muslims to open 
bank accounts with them. 

Ms Barkha Dutt, the panel moderator, 
put it to Mr Owaisi that the position 
raised by Mr Patra and Mr Sinha was 
that he should be lamenting inequality 
and encouraging financial inclusion 
by asking more people to open bank 
accounts rather than lobbying for a 
religion-based banking system such 
as Islamic banking.  She did, however, 
acknowledge that there was enough data 
to demonstrate clearly that Muslims did 
not have a level playing field when it 
came to access to the banking system.

Mr Owaisi responded by alleging 
that the position of  Mr Patra and Mr 
Sinha was due to their ignorance and 
mentioned a scheduled bank called 
Darussalam (Co-Operative Urban) 
Bank, Hyderabad (he is the bank’s chief  
patron) with many branches, which 
is operating on the basis of  interest.  
He also said he had campaigned on 
behalf  of  Jan-DhanYojana, the Prime 

Minister’s financial inclusion scheme.  
He then made reference to two Reserve 
Bank of  India (RBI) reports, a World 
Bank report and the Ministry of  Micro, 
Small and Medium Enterprises (MSME) 
report that came after Jan-Dhan 
(implying the reports still viewed the 
positive potential of  Islamic banking 
for India). 

On the Private Members’ Bill on 
Islamic banking-tabled in Parliament, 
Mr Owaisi said that it was because there 
is huge potential if  Islamic banking 
was introduced in India and that 
infrastructure development in India 
would increase (suggesting the potential 
for mobilising additional deposits by 
Islamic banks for investment).  He 
backed his statement by naming France 
which has allowed Islamic banking.  
He also mentioned that many British 
universities are offering MBAs in 
Islamic banking.  He made further 
mention of  the Prime Minister’s visit to 
Saudi Arabia in 2016 and the signing of  
an agreement with a Saudi bank. 

Ms Barkha Dutt, the panel moderator, 
interjected asking Mr Owaisi to explain 
whether it was not a contradiction 
to want both financial inclusion for 
Muslims in the regular banking system 
and also to want a parallel Islamic 
banking system.  Mr Owaisi did not 
see any contradiction in this position; 
he reiterated that his interest in Islamic 
banking was that there is a huge 
potential for India’s infrastructure 
problems to be solved.  He explained 
that Muslims who do not take interest 
could open their accounts with 
Islamic banks and become partners 
in the infrastructure development of  
India (implying that greater deposits 
mobilised through Islamic banks would 
go into the Indian banking system).  He 
went on to further explain that Muslims 
do not take interest from banks, but if  
they were to put their money in Islamic 
banks they become partners in the 

infrastructure growth of  India (through 
a profit-sharing arrangement employed 
by Islamic banks under which the 
depositors would not be paid interest 
but receive a share on the investment 
profits).  Mr Owaisi contended that 
when he was arguing to open more 
banks and more accounts he was not 
pursuing a ‘communal’ issue.  He 
said that the Indian government was 
missing the huge opportunity that 
Islamic banking represented for the 
country, because of  its intransigence 
in relation to anything with an Islamic 
label attached to it.  

Professor Oommen was also asked by 
Ms Barkha Dutt, the panel moderator, 
whether he saw a contradiction in 
asking for Islamic banking and also 
asking for greater inclusion in the 
existing banking system.  He replied, 
not necessarily.  His position was that 
the discussion on Islamic banking 
was not one of  facts, but largely of  
perceptions and certainly there was a 
relationship between the two.  He said 
that the largest section of  the Indian 
economy is in the informal sector 
(referring to the cash economy) and 
the instruments being talked about 
were, therefore, largely irrelevant.  
He asserted that what mattered was 
whether an instrument could bring 
about what was called financial 
inclusion be it Islamic banking or 
Marwari banking.  (Traditionally the 
Marwaris were money-lenders and 
represent an ethnic group that originate 
from the Rajasthan region in India.)  
He emphasised that the divide about 
the instrument (Islamic banking) in this 
particular context was an ‘ideological’ 
and ‘perceptual’ divide and in his mind 
what was important 
was to look reality 
squarely in the 
face and see how 
everyone can tackle 
it.  He questioned 
whether it mattered 

Rakesh Sinha

Prof. T. K. Oommen
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that the financial inclusion of  the 
Muslims or the Hindus takes place 
through route A or route B.

So What Are the Facts?
The facts are difficult to establish in 
that there are no official statements 
by the RBI or the IDB or indeed 
any of  the other parties involved.  It 
is necessary to piece together the 
sequence of  events from press reports.  
(All of  the following ‘facts’ have been 
published by multiple news outlets.)

A committee appointed by the RBI 
and headed by Anand Sinha, Chief  
General Manager, Department of  
Banking Operations and Development, 
came to the conclusion that in view of  
the current statutory and regulatory 
framework it would not be feasible for 
banks in India to undertake Islamic 
banking activities or for branches of  
Indian banks abroad to undertake 
Islamic banking outside India.  It 
submitted its report in 2006.

In April 2016, on a visit to Saudi 
Arabia, Prime Minister Nahendra Modi 
appeared to have agreed to the Islamic 
Development Bank (IDB) setting up 
banking operations in India through its 
subsidiary in Saudi Arabia - the Islamic 
Corporation for Development of  the 
Private Sector (ICD).  On the same visit 
an agreement was signed between IDB 
and India’s state-owned Exim Bank 
for the IDB to provide a $100 million 
line-of-credit to facilitate exports to 
IDB member countries, as well as 350 
medical vans as part of  IDB’s social 
justice programme.  (This agreement 
came in the wake of  a report from an 
RBI committee on financial inclusion 
recommending in late 2015 that Islamic 
banking should be allowed.)

In December 2016 India’s Government 
reversed what appeared to be a promise 
from the RBI to allow the operation 
of  Islamic banking windows.  The 

Finance Ministry explained the decision 
by saying that provision for financial 
inclusion had already been made 
through a variety of  schemes.  It said 
that there were considerable legislative 
hurdles to be negotiated before Islamic 
banking could be allowed.  The latter 
objection was challenged by H Abdur 
Raqeeb, General Secretary of  the 
Indian Centre for Islamic Finance, 
who said that there was no need for 
an amendment in the existing Banking 
Regulation Act, a simple notification 
would suffice.  Arun Jaitley, Minister for 
Finance in India, in a written reply said, 
‘The objectives for financial inclusion 
for which Islamic banking was explored 
by the RBI (Reserve Bank of  India) 
has no relevance as the Government 
has already introduced other means 
of  financial inclusion’, but there was 
an acknowledgement that the RBI 
had proposed the opening of  Islamic 
windows.  

The situation became even more 
confused in early 2017.  Indian media 
confidently asserted in mid January 
that the IDB was in the final stages of  
planning to open an Islamic bank in 
Gujarat  the apparent delivery on the 
agreement reached by Prime Minister 
Modi in April 2016 during his visit to 
Saudi Arabia.  

That was all turned on its head in mid-
March 2017 when the RBI responded 
to a freedom of  information request 
filed by a leading member of  the BJP.  
It was stated that the RBI had not given 
permission to the Islamic Development 
Bank to start operations in India. 
Furthermore it appears that the RBI 
had recently made an ‘incognito’ visit to 
IDB’s offices in Hyderabad.  It seems 
that this office was not undertaking 
any banking activities and was merely 
receiving applications for scholarships 
from Muslim students.  Nevertheless, 
as a result of  this visit representations 
were made to the Saudi Arabian 

Monetary Authority (SAMA).  SAMA 
explained that as a multi-national 
institution, they were not responsible 
for the supervision of  the IDB.  The 
RBI has now approached the IDB 
directly.  (The RBI’s response was 
tweeted by the politician who had 
lodged the freedom of  information 
request.)

There is the fact, as pointed out by 
Professor Rakesh Sinha in the debate 
on the television discussion programme, 
the Bombay Stock Exchange (BSE) 
in Mumbai lists the stock of  Indian 
companies that are deemed to be 
Shari’ah compliant, which may be 
seen as an acceptance of  the Shari’ah 
rules related to worldly matters such 
as business/trading/commerce 
transactions, lending and borrowing 
contracts.  (The BSE is the leading 
stock exchange of  India and reportedly 
the world’s 12th-largest stock exchange 
as of  March 2016.)

The BSE TASIS Shari’ah 50 index 
was launched in 2010 in an effort 
to attract more investors from India 
and abroad to buy stocks on the BSE 
without violating Islamic investment 
guidelines.   This was said to have 
included some of  India’s market 
leaders such as conglomerate Reliance 
Industries Ltd (RELI.BO), IT services 
provider Tata Consultancy Services 
(TCS.BO), car maker Maruti Suzuki 
(MRTI.BO) and telco Bharti Airtel 
(BRTI.BO).  In May 2013 the National 
Stock Exchange (NSE) also based in 
Mumbai, announced the launch of  
the S&P BSE 500 Shari’ah Index that 
represents the Indian equity market; 
it was the result of  the partnership 
between BSE and S&P Dow Jones 
Indices to measure the performance of  
the Shari’ah-compliant stocks from the 
universe of  the S&P BSE 500 Index.  
Further, the India Index Services & 
Products Limited (IISL) calculates three 
Shari’ah indices – CNX Shari’ah25, 
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CNX NIFTY50Shari’ah and CNX500 
Shari’ah.  The CNX Shari’ah indices 
are designed to offer investors Shari’ah-
compliant investment solutions.  

The screening for Shari’ah compliance 
is by a Shari’ah supervisory board 
(SSB) comprising highly-regarded 
Shari’ah scholars and advisors, who 
are also conversant with economics 
and finance.  The role of  the SSB is 
no different to that of  the Dharma 
Index Religious Advisory Council 
comprising respected Hindu and 
Buddhist leaders representing a wide 
range of  historical schools of  thought 
within their respective traditions.  Their 
role is to give their blessings and ratify 
the guidelines and methodology of  the 
Dow Jones Dharma Indexes introduced 
in 2008 to measure dharma-compliant 
stocks and track companies globally.  
The Dharma Index refers to ‘Ethical 
Investment Principles from Hindu and 
Buddhist Sources’. 

Is There a Way Forward for 
Islamic Bankingin India?
As the situation stands at the moment, 
the answer to the question has to be a 
NO.  Any suggestion that Islamic banks 
or Islamic windows should be permitted 
is met with vehement opposition from 
certain politicians and lobby groups, 
which view Islamic banking as religion-
driven banking when clearly this is 
not the case.  This does not take into 

A Shari’ah Index can be used to 
construct Socially Responsible 
Investment (SRI) products that 
are attractive to investors who do 
not wish to invest in stocks of  
companies that engage in activities 
that they deem to be against their 
beliefs.  Shari’ah-compliant products 
are particularly attractive to Islamic 
investors who have the option to 
invest their wealth and savings 
without violating their religious 
principles.

UPDATE ON INDIA 

account that there is support for the 
concept of  Islamic banking among 
some of  the political parties in India.

The opponents of  Islamic banking 
frequently cite the secularism enshrined 
in the Indian Constitution as the 
reason why Islamic banking cannot be 
permitted.  Professor Rakesh Sinha’s 
claim that Islamic banking would lead 
to a wave of  religious conversions 
to Islam among the poor people is 
untenable to say the least (a claim that 
was also asserted by Mr Surendra Jain, 
joint general secretary of  Vishva Hindu 
Parishad (VHP) on Voice of  America 
(VOA) news in response to the report 
on the Islamic Corporation for the 
Development of  the Private Sector 
opening a branch in Gujrat).  Assuming 
this was not simply a mendacious 
argument, it implies that Professor 
Sinha fails to appreciate that an 
individual does not have to be a Muslim 
to be a customer of  an Islamic bank.  
Islamic banks are there for everyone 
and have an appeal that goes beyond 
religion.  In 2009 the Vatican newspaper 
Osservatore Romano voiced its approval of  
Islamic finance. 

There is clearly a lack of  understanding 
about Islamic banking; what it means 
and how it operates and that it simply 
offers alternative financial instruments 
that are structured to provide banking 
services without having any interest 
component in order to comply with 
a strict code of  conduct that upholds 
higher ethical standards.  Islamic 
banking should thus be viewed as 
interest-free and ethical banking that 

can easily be practiced within the 
country’s regulatory banking system.  It 
would not be incorrect to say that the 
moral and ethical code defined in Islam 
about right and wrong conduct and 
prohibiting exploitative practices for 
the common good is similar to those 
upheld in almost all faiths.  Islamic 
banking is not at all religion-specific 
because non-Muslims also use Islamic 
banking services in other countries and 
there are many recipients of  Islamic 
finance who are non-Muslim.

 

While the financial inclusion scheme 
in India is certainly a noble mission 
the country cannot afford to ignore 
the figures compiled by the Sachar 
Committee establishing that a huge 
section of  the Muslim population has 
been left out of  the ambit of  banking 
services for various reasons and that the 
access for Muslims to formal banking 
facilities is much lower than that of  
other minorities, for both private and 
public sector banks.  In the context 
of  financial inclusion it is incumbent 
on the Indian government to ensure 
that India citizens are not identified 
by their Muslim identity but rather as 
a segment of  society, which aspires to 
have specific needs for different types 
of  banking products and financial 
services met.  Such needs should not 
be seen as any different from citizens 
desiring to put their money in savings 
accounts, fixed deposits, derivatives, 
venture capital with profit sharing, 
mutual funds providing investment 
income and indeed in Shari’ah-
compliant company stocks listed on 

‘The ethical principles on which 
Islamic finance is based may bring 
banks closer to their clients and to 
the true spirit which should mark 
every financial service.  Western 
banks could use tools such as the 
Islamic bonds, known as sukuk, as 
collateral.’  Osservatore Romano, 12 
March 2009

Mr Asaduddin Owaisi, MP, who 
tabled a Private Members’ Bill 
on Islamic banking in the Indian 
Parliament stated at the time ‘Why 
should we look at this from the 
prism of  Islam, why not look at it 
as an alternative mode of  banking 
for which there is a massive need (in 
India)’.
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the Bombay Stock Exchange that 
provide a dividend income.  In the 
United Kingdom a number of  banks 
were granted licences by the Bank of  
England and are dedicated to offering 
Islamic (Shari’ah-compliant) financial 
and investment products and services 
in order to meet the aspirations of  the 
Muslim customers and investor.  There 
are also Islamic window operations 
offered through conventional banks.  
The practice of  Islamic banking in U.K. 
was introduced without cumbersome 
amendments in some areas of  the law 

A way forward for Islamic banking in 
India would be for the present Indian 
government to revisit the proposal 
made in the report submitted in 
January 2006 by a committee headed 
by Rehman Khan, Deputy Chairman 
of  the Rajya Sabha (upper house of  
the Indian Parliament), to the Prime 
Minister Manmohan Singh of  the 
previous Congress ruling party.  The 
proposal advocated setting up a 
financial institution where Muslims 
in India could put their savings and 
the institution, in turn, would provide 
them services for performing the 
Hajj and invest the surplus money in 
projects as per Shari’ah rules.  This 
model was based on Tabung Haji of  
Malaysia which was set up in Malaysia 
to help provide investment services 
and opportunities while managing 
pilgrimage activities for the Malaysian 
Muslim community.  The example of  
Tabung Haji was presented as a test 
case before fully-fledged banking was 
established. 

The Indian government should also 
look at the initiatives by governments 
such as United Kingdom and 
Luxembourg to accommodate and 
support the development of  Islamic 
finance.  A key finding of  the working 
groups set up by the Luxembourg 
government in 2008 was that Islamic 
finance would not require additional 

legislation.  In fact, 
the Islamic finance 
industry had already 
been using the 
existing legislation 
in Luxembourg 
for many years and 
Islamic financial 
instruments were 
being regulated 
no differently 
from conventional 
financial 
instruments.  To some extent, the 
Luxembourg legal framework and 
Shari’ah principle pursue the same 
objectives, i.e. protection of  the 
weakest party and equal treatment 
of  individuals.  The option for 
Islamic banks to share profits and 
losses on investments under Shari’ah 
is comparable with the duty for 
Luxembourg companies to share profits 
and losses (Article 1832).

Mr Narendra Modi, the Prime Minister, 
who helped make Gujarat state an 
economic powerhouse in India, would 
have sensed the huge investment 
potential for India’s economy and 
infrastructure development during his 
April 2006 visit to Saudi Arabia.  (India 
is now one of  the largest recipients 
of  Saudi oil.)  He is known to be a 
very pragmatic person and keen on 
investment, infrastructure, trade and 
economic growth.  The agreement 
made during the visit between India’s 
state-owned Exim Bank and the Islamic 
Corporation for the Development of  
the Private Sector (ICD), a private-
sector arm of  the Jeddah-based IDB 
group with a capital of  around 
$100 billion, reportedly with the idea of  
setting up a branch in Prime Minister 
Narendra Modi’s home state of  Gujrat, 
was intended to access Islamic finance 
for home-grown start-ups and fund 
Indian exports to many African and 
central Asian Muslim countries.  Indian 
opponents to the presence of  the ICD 

appear to be fighting an uphill battle 
in their campaign against the financial 
institution setting up in India.

With India reported to be the 
fastest growing major economy in 
the world and the Bombay Stock 
Exchange also being one of  the 
largest stock exchanges in the world 
listing Shari’ah-compliant stocks, 
there is clearly the potential for 
India to make Mumbai or even 
Kochi (Cochin) a major centre of  
Islamic finance in order to tap into 
the significant surplus wealth of  the 
oil-producing countries in the Middle 
East and Africa, just as London and  
Luxembourg have become Islamic 
financial centres outside the Muslim 
majority countries, while others such 
as Singapore, Tokyo and Hong Kong 
are also making a play for Islamic 
financial centre status.  It would not 
be out of  place to mention that on 
25 June 2014 the U.K. government 
raised £200 million by issuing a 
£200 million sovereign sukuk (Islamic 
bond) backed by three central 
government properties in the U.K.  
The sukuk was sold to investors 
based in the UK and in the major 
hubs for Islamic finance around the 
world and it is significant that the 
actual orders totalled around 
£2.3 billion.  By issuing sovereign 
sukuk, the U.K. government 
demonstrated that it was possible to 
create a successful British base for 
Islamic finance.

Nahendra Modi and the King of Saudi Arabia, April 2016
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Corporate Governance and Islamic Finance 
By: Aliyu Mamman, Lecturer, Baze University, Nigeria

What Is Corporate Governance?
Corporate Governance has been variously defined as:

•  a formal system of  accountability of  senior management to stakeholders
•  systems and processes for ensuring proper accountability, probity and openness in the   
   conduct of  an organisation
•  the ‘accountability mechanism’ that governs the relations among shareholders, the board of  directors, senior   
               management,  the workers and other stakeholders’, which includes creditors, suppliers and the local 
  community 
•  the entire network of  formal and informal relations involving the corporate sector and their consequences 
  for society in general.

The OECD defines corporate 
governance as ‘the systems by which 
companies are directed and controlled 
in the interest of  shareholders and other 
stakeholders to sustain and enhance 
value’, while the Cadbury Committee 
(1991) simply defines it as a system 
‘by which companies are directed 
and controlled’.  In a generalised and 
simplified sense, corporate governance 
could be referred to as the method 
by which a corporation is directed, 
administered and controlled and this 
includes the laws and customs affecting 
that direction as well as the goals that are 
being pursued.

It has been asserted that while corporate 
governance is about the direction, 
structures, processes and controls put 
in place for the benefit of  stakeholders, 
these must be accepted and implemented 
by the board of  directors and senior 
management of  an organisation.  The 
absence of  a ‘a buy in’ to the objectives 
of  corporate governance by a board of  
directors and senior management may 
at best result in a conflict of  interest, 
which would undermine effective 
corporate governance and its objectives.  
Thus, a board of  directors and senior 
management play a crucial role in good 
corporate governance.  Indeed, among 
the commonly accepted principles of  
good corporate governance is the need 
for the board of  directors to play an 
effective role, which includes the need 

for members to have a range of  skills 
and understanding to enable them to 
deal with various business issues and also 
have the ability to review and challenge 
management performance.  To do this, 
the board must have the appropriate level 
of  commitment to fulfil its responsibilities 
and duties.  It has been observed 
however, that many boards of  directors 
and the management appointed by them 
to oversee the organisation cannot truly 
be said to give due attention to moral 
accountability and infuse moral principles 
to corporate structure.

Generally, for financial institutions, good 
corporate governance is referenced or 
benchmarked to the OECD or the Basel 
Accords Standards.  Based on these, the 
important elements of  good corporate 
governance must include honesty and 
integrity, transparency and openness, 
responsibility and accountability, effective 
risk management and disclosure.  Good 
corporate governance has to start from 
the top and pass to the bottom.  It is not 
a selective, periodic or one-off  action.  
It must be the culture or way of  doing 
things in an organisation.

The Basel Committee on Banking 
Supervision also addresses the issue 
of  corporate governance and banking 
activities, recommending important 
techniques that banks should have in 
place for sound corporate governance.  
Some of  these include:

• Establishing strategic objectives 
and a set of  corporate values 
that are communicated 
throughout the banking 
organisation

• Setting and enforcing clear 
lines of  responsibility and 
accountability throughout the 
organisation

• Ensuring that board members 
are qualified, have a clear 
understanding of  their role 
in corporate governance and 
are not subject to influence 
from management and outside 
concerns

• Ensuring there is appropriate 
oversight by senior 
management

• Effectively utilising the work 
conducted by internal and 
external auditors in recognition 
of  the important control 
function they provide

• Ensuring that compensation 
approaches are consistent 
with the bank’s ethical values, 
objectives, strategy and control 
environment

Why is Corporate 
Governance Important?
The mandate of  the Basel Committee is 
to strengthen the regulation, supervision 
and practices of  banks worldwide for 
the purpose of  enhancing financial 
stability.

Aliyu Mamman
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For financial institutions, the importance 
of  corporate governance lies in the 
fiduciary nature of  their activities, 
because a financial institution is 
essentially a fiduciary trustee, which is 
entrusted with the assets of  investors.  
For this reason, it is obliged to act in 
their best interest when holding and 
investing the trust.  Furthermore, banks 
are an integral part of  the national and 
global financial system.  They play an 
important role in the economy of  a 
country.  By their intermediation role 
of  borrowing, lending and other related 
activities, they facilitate the process of  
production, distribution, exchange and 
consumption of  wealth.  In this way, the 
banks play an effective partnership role 
in the process of  economic development.  
It has rightly been observed that ‘the 
health of  the economy is closely related 
to the soundness of  its banking system’.

The nature of  regulatory and 
supervisory practices that promote good 
performance and stability in banks are 
those that force accurate information 
disclosure, regulate capital adequacy, 
stringent classification and provisioning 
and the corporation’s own governance 
and control systems to identify, assess, 
manage and control risk.

Good corporate governance in a bank, 
therefore, helps to ensure stakeholders 
satisfaction and confidence in the 
banking and financial system.  On 
the other hand, the absence of  good 
corporate governance or the negative 
impact of  weak corporate governance in 
a financial institution is far reaching as 
the consequences are not only financial 
but also entail heavy cost in social and 
human terms.  The collapse of  a bank 
arising from financial misconduct not 
only creates widespread investment 
losses and raises doubt about the 
stability of  the global financial system, 
it also damages the value of  all other 
stakeholders such as creditors, suppliers, 
customers, employees, pensioners and 
the community at large.  Poor corporate 
governance in one bank may create panic 

in the industry leading to a run that may 
erode the deposit base, which would in 
turn threaten the stability and reputation 
of  the entire industry.  

In contrast, sound corporate governance 
as pointed out by Grais and Pellegri 
(November 2006) facilitates access to 
external finance, improves the firm’s 
operational performance, enhances 
systemic financial stability and contributes 
to the welfare of  the community.  In a 
similar vein, Claessens Stijin (Corporate 
Governance and Development, 2003) 
identifies four empirical examples of  the 
impact of  good corporate governance 
on economic development and the 
performance of  an organisation.  Firstly, 
it facilitates external finance as lenders 
and other investors are more likely to 
extend financing to a business if  they 
are comfortable with its corporate 
governance arrangements including clarity 
and enforceability of  creditors’ rights.  
Secondly, good corporate governance 
tends to lower the cost of  capital by 
conveying a sense of  reduced risks that 
translates into shareholders’ readiness 
to accept lower returns.  Thirdly, good 
corporate governance is proven to lead 
to better operational performance and 
fourthly, it reduces the risk of  contagion 
from financial distress. In addition 
to reducing the internal risk through 
investors’ risk perception, it increases 
the robustness and resilience of  firms 
including banks in particular, to external 
shocks.

A connection has been drawn between 
failures in corporate governance under 
the conventional financial framework and 
the 2008 global financial crises.  Beyond 
the failures in governance structures in 
checking the excesses of  boards and 
senior managements of  banks often 
driven by profit maximisation and 
personal greed, there is the absence 
of  a set of  moral principles within the 
structures of  banking regulations and 
supervision of  financial services.  Too 
often, the root cause of  corporate 
failures in conventional banks has been 

linked only to poor risk management.  
In contrast, however, the governance 
of  Islamic financial institutions have 
an additional layer of  supervision 
extending beyond the purely financial 
to the stakeholders’ ethical and 
moral values defined by the Shari’ah 
moral.  As observed by W. Grais and 
M. Pellegri, (November 2006) ‘in the 
case of  an institution offering Islamic 
financial services, stakeholders expect 
its operations to be carried out in 
compliance with the principles of  the 
Shari’ah’. 

The Corporate Governance 
Model in Islam
As pointed by scholars, the corporate 
governance model under Islam has 
its own unique features and presents 
distinctive characteristics in comparison 
with the conventional model.  It 
combines the elements of  Tauheed 
(Islamic doctrine), Shura (Islamic 
Consultation concept), Shari’ah rules 
and maintains private goals without 
ignoring the duty of  social welfare.  The 
uniqueness of  corporate governance 
in Islamic financial institutions stems 
from two principles: a) a faith-based 
approach that mandates the conduct of  
the business in accordance with Shari’ah 
principles and b) a profit motive that 
recognises business and investment 
transactions and the maximisation of  
shareholders’ wealth.  At times these 
elements could be perceived to be in 
conflict with each other, and as such 
the corporate governance framework 
for Islamic financial institutions has to 
treat these tensions effectively, while 
providing an enabling framework that 
allows ample opportunity for the growth 
and strength of  the system. 

A necessary component of  corporate 
governance for Islamic financial 
institutions is the concept of  Shari’ah 
governance, which essentially refers 
to the mechanism that determines the 
compliance of  any particular Islamic 
business or financial institution.  Shari’ah 
governance has been defined as ‘a set 
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of  institutional and organisational 
arrangements through which Islamic 
financial institutions ensure that there 
is independent oversight of  Shari’ah 
compliance over the issuance of  relevant 
Shari’ah pronouncements, dissemination 
of  information and internal Shari’ah 
compliance review.’ (IFSB 2009).  
Specifically Shari’ah governance refers to 
the ‘alignment of  corporate governance 
to Islamic principles’.
 
Shari’ah governance lies at the root 
of  ensuring confidence in the Islamic 
finance industry in the eyes of  
stakeholders.  Shari’ah governance 
therefore applies to Islamic financial 
institutions (IFIs) with compliance being 
the only reason for an Islamic finance 
institution to exist.  By ignoring Shari’ah 
governance, it is impossible to guarantee 
that a true and successful Islamic 
financial system is in place.  Remove 
Shari’ah compliance and IFIs stand the 
risk of  losing their soul and remaining 
‘Islamic’ only in form with no difference 
between them and the conventional 
financial service.

The Shari’ah provides guidance for all 
human activities aimed at justice through 
the eradication of  exploitation and 
preventing harm.  The Shari’ah sets the 
standards for financial dealings through 
its rulings, governing such things as the 
terms of  sale and lease, things liable to 
sale and lease, things liable to neither, 
ways to employ capital, conditions 
regulating deposits, authentication of  
debts and similar matters which could 
become sources of  controversy. All 
these financial dealings must be based 
on truthfulness, fidelity and a willingness 
to discharge obligations.

Questions of  corporate governance 
and risk management structures 
prevalent in the conventional framework 
are equally applicable to the Islamic 
financial system.  While there is general 
acceptance that Islamic banks need to 
have a different approach to offering 
financial services that work alongside 

conventional financial services, corporate 
governance structures in Islamic banks 
have to also operate well within the overall 
Shari’ah framework.

Efforts by the Islamic banking industry 
to set standards for the conduct of  its 
business according to Shari’ah include 
those laid out by the Islamic Development 
Bank, the Accounting and Auditing 
Organisation for Islamic Financial 
Institutions (AAOIFI), the Islamic Finance 
Service Board (IFSB), the International 
Islamic Financial Market (IIFM), the 
Liquidity Management Centre (LMC) 
and the International Islamic Rating 
Agency (IIRA).  Furthermore, there is a 
requirement to screen Islamic investments 
and business activities on a regular 
analysis to ensure Shari’ah compliance by 
companies.

The Framework for Effective 
Corporate Governance for 
Islamic Financial Institutions
To foster effective corporate governance, 
an Islamic bank must have the following:
1. a well-defined and clear 

organisational structure required 
to comply with Shari’ah;

2. a proper risk management 
function;

3. an independent Shari’ah 
Supervisory Board (SSB) 
responsible for ensuring 
compliance with Shari’ah rules and 
principles in all its activities; the 
SSB must also establish internal 
audit policies and procedures for 
the monitoring and auditing of  
Shari’ah compliance.

4. an audit committee comprising 
non-executive directors, together 
with a well defined internal audit 
process; and

5. an internal Shari’ah review process 
to provide proactive guidance 
to management on compliance 
issues.

Key Aspects of  Corporate 
Governance of  Islamic Banks
Before Islamic banks can offer banking 

products and services to the public, 
they must be properly licensed by the 
country’s central bank or the regulatory 
authority to conduct banking business 
like all other banks.  Islamic banks’ 
products and services are simply 
referred to as ‘Islamic’ as they are meant 
for customers who require these to 
comply with the Shari’ah requirements.

A country’s regulatory and supervisory 
authority is required to ensure the 
stability of  the financial system as a 
whole, as well as the proper conduct 
of  all the banks.  It includes the 
business conducted by the Islamic 
banks; therefore, corporate governance 
practices in Islamic banks have to 
essentially follow the requirements for 
best banking practices defined by central 
banks related principally to exercising 
good judgment in managing aspects of  
all risks.  Islamic banks have to establish 
the same systems and controls along 
with internal committees such as the 
credit committee, asset and liability 
management committee and audit 
committee.  The financial arrangements 
of  Islamic banks require that corporate 
governance structures also take into 
account managing other aspects of  
some risks that would not be noted in 
conventional banking operations, most 
notably the Shari’ah compliance risk.  
These relate to certain fundamental 
differences in the approach taken in 
Islamic banking transactions and the 
approach taken in conventional banking 
transactions.  For example: 

• Islamic banks cannot enter into 
an agreement that allows for 
paying interest (on deposits) or 
taking interest (on loans and 
investments); 

• Islamic banks cannot make 
loans that require a borrower to 
pay any return to the bank on 
the loan amount;

- Islamic banks cannot provide 
funds directly to borrowers 
through financing;

• Islamic banks are required 
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to share risk in transactions 
undertaken by them involving 
investment of  bank funds to 
finance a customer’s requirement;

• Islamic banks cannot engage in 
transactions that are associated 
with extreme uncertainty, 
speculation or gambling (gharar 
and maysir);

• Business transactions conducted 
by Islamic banks must be backed 
by real assets that are capable of  
producing income for the benefit 
of  the real economy; 

• Islamic banks are required to 
maintain the moral purity of  
all transactions and business 
undertaken by them;

• Islamic banks are required to 
show care for the Maqasid Al 
Shari’ah, which has to do with 
achieving the well-being of  
society as a whole.

Customers in Islamic banks expect 
that products and services will be in 
strict compliance with the Shari’ah 
requirements.  Islamic banks risk serious 
damage to their reputation and even 
failure if  they fail to comply with Shari’ah 
requirements.

Islamic banks have to establish a board or 
committee of  qualified Shari’ah scholars/
advisors, called the ‘Shari’ah Supervisory 
Board’, to certify that ‘Islamic’ products 
and services developed by Islamic banks 
are Shari’ah compliant before these are 
offered to the public, and that the bank’s 
operations are also Shari’ah compliant.  It 
has been pointed out however, that this 
does not exclude the board of  directors 
and staff  at all levels, in particular 
senior management, from also being 
responsible for developing, implementing 
and maintaining adequate systems and 
controls to ensure continuing compliance 
with all Shari’ah requirements in all 
areas of  operations.  This responsibility 
is overseen by an internal Shari’ah-
compliance audit department set up by 
the senior management and the Shari’ah 
supervisory board of  the Islamic bank 

as part of  the corporate governance 
structure.

The foregoing discussion attempts to 
highlight the nature and importance 
of  good corporate governance for 
businesses generally and for banks in 
particular under both the conventional 
governance framework and the Islamic 
model for Islamic financial institutions 
offering Shari’ah-compliant products and 
services.

There is a question as to whether or not 
boards of  directors and managements 
should be liable for Shari’ah non-
compliance and failure to pay attention 
to Maqasid al Shari’ah.  The following 
points need to be borne in mind when 
attempting to answer this question.

1. Customers of  Islamic banks 
expect that products and services 
will be in strict compliance with 
the Shari’ah requirements.  That 
is indeed the reason for the 
existence of  the Islamic bank 
in the first place.  However, 
where an Islamic bank offers 
products and services marketed 
as being Shari’ah compliant, 
but are found not to be so, the 
board of  directors and senior 
management must be liable.  This 
would represent failure to ensure 
compliance with stakeholders’ 
religious beliefs.  It is the 
responsibility of  the board of  
directors working in conjunction 
with the Shari’ah supervisory 
board, internal Shari’ah audit unit 
and senior management to ensure 
Shari’ah compliance in terms of  
product development, pricing 
and service delivery.

 Many Islamic bank leaders need 
to pay more attention to the 
basic moral foundation of  their 
institutions and activities and the 
methods by which the activities 
are conducted as often, they are 
done simply on the need for 

legal compliance.  The leaders 
appear to be more pre-occupied 
with maximising profit for 
shareholders and themselves 
and on products and structures 
to give the same returns as 
conventional banking rather 
than with respect for economic 
justice and social benevolence 
as enshrined under the Maqasid 
al Shari’ah.

2. Where, however, there are 
economy-wide impediments 
of  a general nature that relate 
to the legal framework, fiscal 
instruments and objectives 
and the inadequacy of  the 
financial infrastructure that 
prevent full implementation 
of  Shari’ah-compliant 
governance and operational 
structures for Islamic banks, 
boards of  directors and 
senior management cannot be 
blamed for aspects of  Shari’ah 
non-compliance in banking 
operations.  In Nigeria today, 
for example, where Jaiz Bank, 
is the first and so far, the only 
full-fledged non-interest Islamic 
bank to exist, the biggest 
challenge is the absence of  
Shari’ah-compliant liquidity 
management instruments.  
In that absence the bank is 
compelled to invest their 
excess liquidity in riba-based 
treasury instruments purely as 
a survival strategy, although 
the income from such sources 
is donated to charity in 
line with the principles of  
purification of  ‘impure’ income 
under darura as advocated 
by Shari’ah scholars.  The 
board of  directors and senior 
management cannot, therefore, 
be held liable for infractions 
of  Shari’ah requirements for 
Islamic banks under difficult 
operating environments such as 
this. 

ANALYSIS
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The Challenges Facing Islamic Banking in Iran 
Background
Prior to the 1979 revolution Iran had a thriving economy including a vibrant, modern financial sector with about 36 banks, 
a mix of  state, private, joint venture and foreign entities.  World Bank statistics for the years 1960 to 1977 show that Iran 
enjoyed a real rate of  growth of  9.6% per annum.  While there were many improvements for the people of  Iran in those years, 
e.g. education, health and the reduction of  absolute poverty, there was no narrowing of  the gap between rich and poor and 
therefore no popular support for the regime of  the Shah.  The conditions were ripe for regime change.

The Immediate Aftermath of  
the 1979 Revolution
In the wake of  the revolution Iran’s 
banking system was in real danger of  
collapse. This situation was a function of  
the revolution itself-the physical assets 
of  many banks had been damaged or 
destroyed; customers had lost confidence 
and withdrew deposits creating a run on 
the banks and many of  the professional 
bankers had simply left the country.  The 
chosen solution was nationalisation, 
which was particularly actively promoted 
by a strong Marxist element among the 
successful revolutionaries.  The existing 
banks were, therefore, re-organised and 
merged to form six commercial and 
three specialised banks, all under state 
control.

While some moves were made to 
control levels of  interest in relation 
to borrowings and savings (the word 
interest was replaced by ‘minimum, 
guaranteed profit’ for depositors and 
‘maximum service fees’ for borrowers), 
full Islamisation of  the banks did not 
take place until 1983.  By this time the 
Marxist-leaning revolutionaries had lost 
influence.

The Usury-Free Banking Act of  1983 
meant that from early 1984 the entire 
financial system had to operate in 
accordance with Shari’ah.  This created 
the single, largest Islamic banking 
system in the world and Iran could 
be considered one of  the pioneers of  
modern Islamic finance.  According to 
Dubai government statistics in 2014 
Iran’s Islamic banking assets were 
estimated to be in the region of  
$482 billion.  This is more than the 
combined Islamic banking assets of  

Saudi Arabia, Malaysia and the United 
Arab Emirates, all of  which have a 
mixed system with both conventional 
and Islamic banks. 

The experiment was not successful, 
again for a variety of  reasons. There 
was no experience of  Islamic banking 
in Iran at that time; the people who ran 
the banks were chosen on the basis of  
‘party loyalty’ rather than for financial 
experience; the government dictated 
to whom the banks should lend; loans 
to approved organisations were on an 
on-demand basis and there was heavy 
central bank interference in day-to-day 
operations.  There was also no template 
for how the system would work; the 
law simply stated that banking should 
support a just economic system; that 
it should promote the objectives of  
the Islamic Republic and that it should 
protect the national currency.  Some 
commentators have even suggested 
that it was Islamic in name only and 
that it continued to charge and pay 
interest under euphemistic titles 
such as ‘minimum expected rate of  
profit under granted facilities’ and 
‘provisional rate of  profit’.  

By the late 1990s it would not be an 
exaggeration to say the Iranian 
banking system was in crisis and 
for many ordinary Iranians the only 
financial resource available was 
unregulated, underground money 
lenders.  The banking system had 
become inefficient; it had a limited 
range of  products; asset portfolios 
were either non-performing or 
producing very low returns and there 
were a number of  embezzlement 
scandals.  Something had to be done.

Easing the Grip of  
Nationalisation 
Changing the banking system was not 
going to be easy.  The Iranian Constitution 
and the 1983 Usury-Free Banking Act 
meant private banks and conventional 
banks were not an option.  In 1997 
the Central Bank found an opening 
and licensed three ‘non-bank credit 
institutions’.  They also permitted private 
and foreign banks to operate in Iran’s 
Free Trade Zone.  These banks then 
began to lobby for full bank status and 
in 2000 another opening was found in 
the Constitution and they were allowed 
to operate as private commercial banks, 
provided they were 100% Iranian owned.

In 2006 Iran began the process of  
privatising or part privatising a whole 
range of  state-owned enterprises, including 
banks.  This came as a result of  an 
Executive Order from the Supreme Leader 
in July 2006.  Somewhat problematically 
the Iranian government retains significant 
shareholdings in many of  these 
banks, either directly and/or through 
government-controlled organisations.  It 
is estimated by some sources that only 
5% of  the ownership of  state-owned 
organisations has been truly privatised.  So, 
ostensibly banks are being privatised; the 
reality may be rather different.

The Banking System Today
Today there are 29 banks in Iran – 19 are 
partly or wholly privately owned and there 
are three state-owned commercial banks, 
five specialised state-owned development 
banks and two state-sponsored banks 
focusing on charitable projects.  Iran 
controls 40% of  the world’s Islamic 
banking assets compared to 18.5% for 
Saudi Arabia and 9.6% for Malaysia.  (Iran 
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and Sudan are the only two countries 
where the financial industry must 
comply with Shari’ah.)  The private 
sector banks now dominate business in 
Iran, accounting for 66% of  loans and 
deposits.  By international standards all 
of  the Iranian banks are modest in size.  
For example, several GCC banks have 
assets of  more than $100 billion. 

Top Ten Iranian Banks by Asset Size
  Bank        Assets 

                 ($ Millions)
Bank Mellat     51,794
Bank Melli     51,706
Bank Saderat     39,238
Bank Maskan     37,770
Bank Tejarat     33,788
Bank Sepah     22,006
Bank Parsian     19,726
Pasagard Bank     15,869
Bank Eghtesad Novin              12,160
Export Development Bank   4,442

Just four of  the top 10 banks account 
for just less than 50% of  all deposits and 
capital.  They are Bank Saderat, Bank 
Mellat, Bank Melli and Bank Maskan.

In addition to their relatively small size, 
there are other problems that are likely 
to slow any progress towards the Iranian 
banks rejoining the international financial 
system.  For example, there has been no 
real attempt to implement international 
standards such as the Basel accords.  
More importantly for Islamic banking 
is the fact that through its isolation 
from the international community Iran’s 
Islamic banking system has developed 
along its own unique lines.  They do not 
follow either AAOIFI (Accounting and 
Auditing Organisation for Islamic 
Financial Institutions) or ISRA 
(International Shari’ah Research 
Academy) standards.  For example, the 
most widely used form of  sukuk in 
Iran is based on a deferred sale contract 
(salam), specifically banned by AAOIFI 
in 2007.  This might make it difficult 
for other Islamic banks in the Gulf  or 
the Far East to do business with Iranian 
banks.

There is also a lack of  transparency.  
Shareholder structures are obscure and 
financial strength is also difficult to 
determine.  In particular non-performing 
loans are frequently underreported 
and there is little provision made for 
them.  (In 2013 the IMF (International 
Monetary Fund reported that non-
performing loans accounted for 17% of  
total loans, almost 10% of  non-oil GDP 
(Gross Domestic Product), although 
some progress has been made to reduce 
this level since then.)

Corruption is another key issue.  In 2011 
a number of  bank chiefs were arrested 
along with Mahafarid Amir Khoslavi, a 
billionaire businessman, who perpetrated 
a $2.6 billion fraud.  Khoslavi was 
executed in 2014.

In July 2016 the Central Bank of  Iran 
(CBI) suspended 11 banks from the 
Tehran Stock Exchange for failing to 
comply with international reporting 
standards, providing misleading reports 
and flouting the rules of  the CBI.  The 
11 banks were accused of  endangering 
shareholders, industry and the economy 
as a result of  their arcane accounting 
practices.  Basically the CBI was saying 
their financial results were unreliable and 
misleading.

Specifically, the CBI has set a maximum 
interest rate of  15% on fixed term 
deposits and other accounts.  The aim 
is to discourage depositors from leaving 
funds in bank accounts in the hope 
that it will lead to greater investment 
in business and industry.  Some banks 
have used fixed-income deposit accounts 
to get around CBI supervision.  (Such 
accounts are not under direct CBI 
supervision.)

On the issue of  loans, some banks retain 
a portion of  loans (around 20%) as 
collateral.  This in turn increases interest 
rates.

A further problem that arose in July 
2016 was the resignation of  the 

managing directors of  four banks, Bank 
Saderat, Bank Mellat, Bank Refah and 
Bank Mehr, over a scandal relating 
to the high salaries paid to directors, 
reputedly 1,000 times higher than the 
national minimum wage.  They were 
subsequently arrested, although later 
released.  This was an embarrassment 
for President Rouhani and his anti 
corruption campaign.  President 
Rouhani blames corruption as one of  
the main reasons for Iran’s failure to 
attract foreign investment.

The elephant in the room is, of  course, 
sanctions.  In 2016 following Tehran’s 
decision to ship 98% of  its enriched 
uranium stocks abroad and to close 
down a heavy water reactor, most 
sanctions were lifted, but banking 
remained a problem area, because 
of  what the US call ‘the funding of  
terrorism’ and ‘human rights issues’.  
The concern centred particularly 
around the involvement of  the IRGC 
(Islamic Revolutionary Guard Corps) 
in the ownership of  many apparently 
privatised banks.  Now, with the 
election of  Donald Trump as President 
of  the United States, there is a real 
possibility that not only will these 
remaining sanctions not be lifted, 
but that those that had been dropped 
will be re-imposed.  It must also be 
remembered that it is not only the West, 
particularly the US, that is suspicious 
about Iran and its intentions in the 
region, but also many of  the GCC 
countries with their considerable Islamic 
finance industries.

On the positive front, Iranian banks 
have gradually begun to resume 
international operations since the 
ending of  sanctions and importantly 
15 Iranian banks were reconnected 
to the SWIFT international payments 
system in early 2016 after four years in 
the wilderness.  The 15 included the 
CBI and Bank Melli.  Progress is slow, 
however and it will take time for US and 
European banks to regain confidence in 
doing business in and with Iran.
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The Top Five Iranian Banks
Bank Saderat
Bank Saderat was formed in 1952 and 
claims to have the largest banking 
network in Iran with around 2,600 
branches.  It employs 32,000 people.  In 
recent years it has been reducing the 
number of  branches as part of  an effort 
to control operational costs. It also has 
22 foreign branches and three regional 
offices.  

It was nationalised in 1979 and re-
privatised in 2010.  The latest share 
ownership information is as follows:
Provincial Investment
Companies    30.3%
Government of  Iran  18.3%
Mehr 78 Group      3.4%
Iran Health Insurance
Organisation     3.5%

The largest shareholder category is 
provincial investment companies, which 
are part of  the system set up by the 
Iranian government to distribute shares 
(justice shares) in previously state-owned 
companies to the poorest groups in 
society.  There have been criticisms 
levelled at this scheme suggesting that 
the ultimate recipients of  these shares 
are not receiving dividends and have no 
part in the running of  the organisations 
concerned, e.g. electing board members.  
Instead they are being managed by an 
‘economic mafia’, with little government 
supervision.

Bank Saderat was badly affected by 
sanctions as a major component of  
their business is letters of  credit.  The 
total value of  this line of  business fell 
from around $7 billion to $0.5 billion 
during the period of  sanctions, although 
since the lifting of  sanctions the figure 
has climbed back to $3 billion.  It has 
also been adversely affected by non-
performing loans, which stood at 26% in 
2015, the highest level of  any bank.

In 2011 Bank Saderat’s then CEO, 
Mohammad Jahromi resigned when the 
Bank became involved in the banking 

fraud apparently perpetrated by a 
billionaire businessman, Mahafarid 
Amir Khoslavi.  He used forged Bank 
Saderat documents to obtain loans to 
purchase businesses including state-
owned companies such as Khuzestan 
Steel, costing the Iranian banking 
system in the region of  $2.6 billion.

Bank Saderat’s shares were suspended 
on the Tehran Stock Exchange in 
July 2016.  At the time of  writing 
they were still suspended.  Shortly 
afterwards the managing director 
resigned in a scandal relating to the 
high salaries paid to directors.

Bank Mellat
Bank Mellat was formed in 1979 as 
the result of  a merger of  10 pre-
revolutionary banks.  It is the third 
largest bank in Iran in terms of  
revenues and the largest in terms 
of  assets.  It has around 25,000 
employees and 11 branches in 11 
different countries.  It is the only 
commercial bank to have established 
its own investment bank.

Bank Mellat was one of  the 11 banks 
suspended on the Tehran Stock 
Exchange in July 2013 and they were 
the first to be allowed to resume trade 
on January 24 2017.  The immediate 
result was a fall in share prices of  
37.5%.  This meant that shares values 
were just 50% of  the value at the time 
of  suspension.  This had a knock on 
effect on the Tehran Stock Exchange, 
which fell by 1.28%.  (Clearly, 
investors are now worried about the 
other 10 banks coming back to the 
Exchange.  It is understood that Bank 
Saderat and Bank Tejarat are close 
to relisting.)  Prior to the suspension 
Bank Mellat was regarded as one of  
the most liquid stocks on the Tehran 
Stock Exchange.

In July 2016, managing director, Ali 
Rastegar Sorkhei, resigned in the 
corruption scandal relating to the high 
salaries paid to directors.

The latest share ownership information is 
as follows:
Provincial Investment 
Companies    17.4%
Government of  Iran  17.0%
Saba Tamin Investment     8.7%
Employees Pension Fund   5.0%
Civil Servants Pension Fund   3.8%

As with Bank Saderat, the shares of  
Bank Mellat are still largely controlled 
by government and quasi government 
organisations.

Bank Melli
Bank Melli was founded as and remains a 
state-controlled bank.  It was founded in 
1927 and until 1960 acted as Iran’s central 
bank.  It has 575 branches in Tehran, 
2,577 in other parts of  Iran and 18 
international branches in 11 countries and 
around 57,000 employees.

In 2011 the Bank’s CEO, Mahmoud Reza 
Khavari resigned.  He was implicated 
in the fraud perpetrated by Mahafarid 
Amir Khoslavi.  Before he could be 
arrested he fled to Canada.  Attempts by 
the Iranian government to extradite Mr 
Khavari to face charges have so far been 
unsuccessful.

Early in 2017 the Iranian government 
agreed to increase the capital of  Bank 
Melli by $2.4 billion.  With this cash 
injection the capital adequacy of  the 
bank will stand at 6%, which is still below 
Basel III requirements, but is a significant 
improvement.

Bank Maskan
Maskan Bank also known as the Housing 
Bank is state owned.  It was formed 
in 1979 through a merger of  various 
organisations specialising in mortgages 
and building investment.  In 2008 the 
CBI banned all other financial institutions 
from offering housing finance, although 
this changed in 2015, when this monopoly 
was ended.  As a domestic operator they 
have not been affected by sanctions.  It 
has the lowest non-performing loan ratio 
of  any bank at just 2%.
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In July 2016 the Bank issued $95 million 
of  mortgage-backed securities (MBS), 
with plans to issue a further $3.17 billion 
by the end of  March 2017.  The money 
raised will be used to stimulate the 
sluggish housing market by significantly 
increasing the amount of  housing loans 
the Bank is able to offer.For the same 
reason the Bank reduced interest rates by 
2% in June 2016.  

During the nine months to December 
2016 the Bank’s level of  housing loans 
increased by 81% over the same period 
the previous year.

Bank Tejarat
Bank Tejarat was formed in 1979 during 
nationalisation through the merger of  
five domestic and six multi-national 
banks.  It was part privatised in 1979.  
It has around 2,000 branches in Iran 
and overseas branches in France and 
Tajikistan.

The Bank was badly affected by 
sanctions as a large part of  its business 
was internationally based, with a large 
amount of  overseas assets.  To date it 
has been unable to recover its former 
position.

The latest share ownership information 
is as follows:
Provincial Investment 
Companies    28.9%
Government of  Iran  17.0%
Saba Tamin Investment     7.6%
Privatisation Organisation  4.9%
South Mines Development 
Co     3.3%
Mehr 78 Group     2.3%

In early 2017 the Bank initiated an action 
against the EU for damages incurred as a 
result of  sanctions.  The Bank claim that 
the damages resulted from the blocking 
of  its overseas assets.

What Next for Banking?
During 2016 Iran had discussions 
with Russia with a view to setting up 
a Russian-Iranian Islamic Bank.  No 

decisions have yet been taken, but it is 
understood that is just one avenue being 
explored by the Iranian government to 
diversify funding options for industry 
and commerce in Iran, which has 
been largely dependent on domestic 
lenders in the past few decades.  Iran 
has also expressed the hope that it can 
co-operate with Malaysia in the Islamic 
banking space, although this aspiration 
has not yet reached the level of  any 
formal talks.

In a recent visit to Iran the French 
Economy Minister also expressed his 
hope that banking relations between 
the two countries could be normalised 
as a necessary prelude to normalising 
economic relations.  He did, however, 
add that French banks are international 
banks and that their worries about 
upsetting relations with the USA were 
making them very cautious about 
establishing relations with Iran.

On a slightly more positive note, the 
State Bank of  Pakistan’s Governor, 
Ashraf  Mahmood Wathra, has said 
that it is on the cusp of  signing an 
agreement with Iran’s Central Bank 
allowing traders to settle their accounts 
through the two central banks, which 
he believed would be a stimulus to trade 
between the two countries.  He said 

that the agreement had already been 
approved by a cabinet committee.

Sukuk in Iran
With the lifting of  sanctions in late 
2015 there were predictions that Iran 
would boost the sluggish global sukuk 
market.  State and private enterprise had 
been starved of  cash during the years 
of  sanctions and in theory they should 
be eager to raise the money they need to 
kick start the Iranian economy.  

There has not, however, been a flood 
of  issuances and there are a number of  
reasons for this.  As mentioned earlier in 
this article the most widely used form of  
sukuk in Iran is based on salam, which 
was specifically banned by AAOIFI 
in 2007.  (There are diametrically 
opposing views on Iran’s somewhat 
different interpretation of  Shari’ah 
compliance/governance.  Some analysts 
and commentators believe that it is a 
strength, making it easier for Islamic 
instruments to be compatible with 
international standards.  Others take the 
opposite view.)

Another obstacle to growth is the fact 
that, by law, Iranian sukuk cannot be 
traded in foreign currencies, effectively 
keeping Iran out of  global markets.  In 
late 2016 a spokesman for the Securities 

Tehran



NEWHORIZON  Shawaal 1437 to Rabi al awwal 1438

www.islamic-banking.com40 IIBI

COUNTRY FOCUS 

Exchange Organisation in Iran 
expressed the view that amendments to 
the law would be made ‘in a matter of  
months’.

A third problem is confidence.  For 
example, an article in Iran Pulse said, 
‘Despite the positive signals SEO 
officials have been sending, the private 
sector — which is involved in doing 
business with multinational investment 
entities — complains that foreigners do 
not make investments through private 
brokerage firms unless they receive a 
sovereign guarantee.’  

At a more basic level investors are still 
concerned about the political situation.  
President Trump’s re-imposition 
of  sanctions on 13 organisations in 
February 2017 and the statement that 
these are initial steps in a broader review 
of  US policy on Iran can have done 
little to help.

The sukuk market has, however grown, 
since sanctions were lifted.  Between 
mid 2015 and mid 2016 the market 
tripled in size to reach $6.95 billion.  
This is a long way short of  the sums 
needed to fund Iranian economic 
development, but it is a start.

Takaful in Iran
Iran accounts for around 44% of  
takaful premiums worldwide according 
to the Dubai Centre of  Islamic Banking 
and Finance.  It is, however, a difficult 
market to analyse, because there are 
no separate takaful companies, just 
insurance companies with takaful 
products and no Shari’ah board.

It is compulsory in Iran to have health, 
third-party motor and social insurance.  
The insurance companies, both life and 
non life are obliged to obtain at least 
part of  their reinsurance from Bimeh 
Markazi, Iran’s central insurance body, 
which must also approve all insurance 
companies.

There are 27 insurance companies 
in Iran one, the Iran Insurance 
Company is state owned and 
dominates the market with a 50% 
share, 18 private insurers, seven 
free zone insurers and two private 
reinsurers.  In early 2017 the Iran 
Insurance Company was re-organised 
into four separate entities – life, non 
life, reinsurance and investments.  
This follows a statement from the 
central insurance body that the 
country needs more specialised 
insurance companies.

Future Prospects
When international sanctions against 
Iran were lifted, there was a great deal 
of  comment about Iran rejoining the 
international business community.  
With the passage of  time it has 
become clear that it is easy to talk the 
talk, but it will not be quite so easy to 
walk the walk.

For nearly 40 years, even before 
sanctions, Iran has been somewhat 
isolated.  They have developed along 
their own unique path, not least in the 
area of  finance and this could result 
in clashes with the predominantly 
Sunni-based Islamic finance industry.  
(The Iranian approach is based on 
Shia jurisprudence, which differs 
from the Sunni jurisprudence 
that forms the basis of  Islamic 
banking regulation in many of  those 
countries where Islamic banking 
is systemic.)  They have not yet 
adopted international standards for 
banking and finance, nor have they 
adopted any of  the Islamic banking 
and finance standards promulgated 
by AAOIFI and ISRA.  It will take 
time, if  there is the will, to come 
into line with either or both sets of  
standards.  Most critically there seems 
to be a lack of  transparency, such 
that overseas organisations may need 
to question financial statements and 
ownership structures.  

Corruption remains an issue, although 
given the 2008 financial crisis and scandals 
such as the fixing of  the LIBOR (London 
Interbank Overnight Rate) rate, the Iranians 
could be forgiven for saying that people in 
glass houses should not throw stones. 

The greatest unknown currently is just what 
the new US administration under President 
Trump do in relation to sanctions.  If  
sanctions are re-imposed by the US, even if  
other countries do not follow suit, the big 
international financial institutions will be 
very hesitant, not to say averse, to engaging 
with Iran because of  the potential 
knock –on effect on their US business 
interests.

Even without the issues of  sanctions and 
geopolitical factors in the Middle East, it 
will be a long hard road back for the 
Iranian finance industry.  Its natural ally 
should be the Islamic finance industry in the 
region and also in the wider Islamic world, 
but the rather unique version of  Islamic 
finance in Iran may make such an alliance 
problematic, not to mention the apparent 
lack of  trust among GCC countries in 
relation to Iran’s political intentions in the 
region.  Ultimately, however, it is in their 
interests to try to draw Iran back into the 
international fold.

Mosaic, Isfahan Mosque
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Opportunities for Islamic Banking in Mauritius 
By: Didier Debellaire

This article is an extract from Didier Debellaire’s MBA dissertation submitted to the University of  Sunderland in the UK.  He has been a 
finance practitioner in Mauritius for 20 years and during that time led the Wealth Management team at HSBC Amanah in Mauritius.  

EMERGING MARKETS

Islamic finance is unchartered territory 
in Mauritius, but there are more than 45 
years of  industry experience available.  
Based on this experience the following 
points are important:

• The perception of  Islamic 
banking 

• Price and service 
• Distribution and profile
• Legal and regulatory issues
• Product providers will need to 

‘get it right’ in order to succeed. 

Islamic banking is on the lips of  
many Mauritian citizens.  Seminars are 
constantly being organised by local 
and international bodies and courses 
are being offered in Islamic banking 
and finance.  Financiers are eager to 
learn about Islamic banking in order 
to upgrade their skills or to secure a 
job in this sector.  It is good to note 
that many qualified Islamic bankers 
actually come from conventional banks, 
which is an advantage, because they 
should know both banking systems if  
they are to compare, enhance, innovate 
and compete.  The government of  
Mauritius also believes that Islamic 
banking and finance is an important 
factor in the financial sector.  However, 
a great deal of  marketing and awareness 
activity will have to take place in order 
to attract both Muslims and non-
Muslims towards this new financing 
concept. 

The Story So Far 
HSBC Mauritius Ltd, a locally 
incorporated subsidiary of  HSBC, was 
the first commercial bank to launch 
Islamic banking in Mauritius, operating 
under the Amanah umbrella.  It dealt 
exclusively with global business clients 

by offering world-class, Shari’ah-compliant 
products such as Amanah current accounts 
and Amanah term investment accounts.  
What was more interesting is that in 2011, 
the HSBC wealth management division 
of  Mauritius began to offer an innovative, 
full range of  HSBC Amanah investment 
products for its retail and institutional 
clients, which no other financial institutions 
had done before.  In 2013, however, HSBC 
Mauritius Ltd withdrew from offering 
wealth management activities for its retail 
and institutional clients due to a major 
group restructuration, while continuing to 
offer Islamic banking products and services 
for global business clients. 

In 2008, British American Insurance 
launched its Islamic life insurance (takaful) 
product.  Century Banking Corporation 
Ltd (CBC), the first Islamic bank, was 
granted a banking licence on 3 September 
2010 and started its operations on 31 
March 2011.  CBC is a boutique investment 
bank, combined with private banking 
and international banking facilities, which 
targets clients mainly from Africa, Asia and 
the Middle East by offering tailor-made, 
Shari’ah-compliant products and services.  
Since then, Century Banking Corporation 
Limited has made a lot of  progress and 
its key milestones can be summarised as 
follows: 

Century Global Ltd 
(CGL), the fully-owned 
subsidiary of  CBC, 
is a category 1 global 
business company.  It 
acts as the investment 
arm of  CBC and holds 
the following financial services licenses 
issued by the FSC (Financial Services 
Commission) namely,  CIS Manager 
License and Investment Dealer (Full 
Service Dealer - including underwriting) 
Licence. 

 CGL provides asset management 
services and a wide range of  
professional advisory services for 
private and institutional investors.  The 
company may also underwrite security 
offerings.  CGL also offers a Shari’ah-
compliant platform for investors 
looking for a cost-effective structure 
to launch their Shari’ah-compliant 
investments with different fund 
strategies via the Mauritius Jurisdiction.  
These strategies may involve investing 
in a liquid portfolio or investing in 
relatively illiquid assets. 

On the 22 May 2014, the Bank of  
Mauritius granted a license to the Habib 
Bank Ltd to establish Islamic finance 
operations in the island.  The new 

Milestones 
March 2011  Establishment of  the first Islamic Bank in Mauritius 
September 2011   Introduction of  a murabaha facility for corporate   
   financing 
January 2012  Secured the first interbank commodity murabaha deposit   
February 2012  Successful issuance of  Islamic Commercial Certificates  
   (ICC) 
March 2013  Introduction of  ijara and kafalah (a contract made  
   between a bank and another party whereby the bank  
   agrees to discharge the liability of  a third party in the  
   case of  default by the third party)

Didier Debellaire
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banking licence allows it to conduct 
Islamic banking business through a 
window operation, alongside its existing 
banking business. 

Challenges and Prospects 
for Islamic Banking in 
Mauritius 
In Mauritius, there are more than 300 
Muslim bank customers, who do not 
claim interest on their deposits.  This is 
not a new phenomenon; it is a feature 
that has marked the Mauritian banking 
industry for several decades and is 
relatively unknown to the general public 
in Mauritius.  It obviously follows that 
issues relating to Islamic banking need 
to be discussed and fully appreciated by 
everyone who is in one way or the other 
concerned with banking in Mauritius.  

The Mauritian authorities are 
committed to transforming the island 
into a service-oriented economy and 
an international financial hub.  One 
of  the ways to achieve this is through 
the issuance of  new financial products 
and services.  The Prime Minister 
of  Mauritius has always stated that 
financial services are well positioned 
to be the engine of  growth in the 
development of  the services sector as a 
whole.  

The financial system in Mauritius, as 
in most developing economies, is still 
dominated by banks.  In Mauritius 
banks held nearly 73% of  total financial 
sector assets; the insurance sector 
accounted for 13% and non-bank-
deposit-taking institutions for 8%.  The 
continuous development of  the banking 
and financial sector has been the 
outcome of  carefully designed strategies 
implemented over time.  The Bank of  
Mauritius (BOM), which is the central 
bank of  Mauritius, has been taking a 
series of  policy measures, consistent 
with a gradual shift from a directive-
based to a market-based environment, 
with a view to fostering integration of  
the Mauritian banking sector with the 

Mauritian economy as well 
as with the international 
financial system. 

Due to the suitability of  
English common law for 
Islamic finance, mostly 
concerned with contractual 
documentation, Mauritius 
has recently revised its 
legislation to adopt a dual 
banking model.  Regulatory 
hurdles have also been 
removed as the island 
moves into Islamic finance. 

Is the Islamic 
Finance Industry a 
Success or a Failure 
in Mauritius? 
There are different views 
regarding this particular 
question and it is difficult 
to give a definite answer.  
It is true that, although 
Islamic finance has grown over 
the last couple of  years, more 
could have been achieved, despite 
the various facilities offered by 
the Bank of  Mauritius and other 
local regulators, which have made 
tremendous efforts to ensure the 
success of  Islamic finance.  

There is only one full-fledged 
Islamic bank and in 2014 the Habib 
Bank of  Mauritius was granted 
a licence for an Islamic window 
operation.  In the latter case, 
however, there is no information 
available about its products and 
services or if  and when they have 
actually begun Islamic banking 
operations.   

The fact is that there are about 22 
conventional banks in Mauritius, 
compared to one fully-fledged 
Islamic bank.  With only one fully-
fledged bank it is extremely difficult 
to capture and grow the Islamic 
banking market.

The regulators of  the non-banking side, the 
Financial Services Commission of  Mauritius 
(FSC), is ready to issue the appropriate licence 
for asset management companies to carry out 
various wealth management activities.  The 
FSC issues both unrestricted and restricted 
advisory licences, meaning that Islamic 
securities can be included in an investor’s 
portfolio, but only a few asset management 
companies have taken up this opportunity.

It is also evident that there is a certain lack 
of  awareness, even within the local financial 
sector.  Many people are not really aware 
who offers those types of  service.  While 
this remains the case, the normal individual’s 
likelihood of  knowing about Islamic finance 
will be low.  The level of  efforts or marketing 
activities to promote Islamic finance is 
not really significant as compared to the 
conventional ones.  From time to time there 
are articles in the press, but no above-the-line 
marketing campaigns. 

In terms of  marketing visibility, there is a lot 
to be done given the market potential, because 
Islamic banks can target both Muslim and 

State Bank of Mauritius
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non-Muslim clients.  It has to be noted 
that Century Bank’s decision to locate 
outside Port Louis’s financial district 
and its lack of  proactive marketing 
have not helped. 

HSBC played a significant role in the 
promotion of  Islamic banking.  The 
marketing strategy was right in terms 
of  awareness, product and service 
offerings, branding, visibility and sales 
and marketing activities, however, 
we do not see same from other 
competitors today. 

In Mauritius the closure of  Bramer 
Bank’s Bramer Asset Management 
(BAM) Company Limited and British 
American Insurance (BAI) have had 
a negative impact on the promotion 
of  Islamic finance.  This has made the 
promotion of  sukuk and takaful funds 
in Mauritius even more difficult.  In 
addition these closures have created 
uncertainty, because subscribers now 
do not know when they will be able to 
recover their investments.  These may 
be extreme cases, but they have done 
nothing to help the promotion of  
Islamic finance. 

BAI was one the major shareholders 
in Century Banking Corporation in 
Mauritius and its closure has had a 
severe financial impact on the financial 
results of  Century and that too has 
been detrimental to the growth of  
Islamic finance. 

HSBC Wealth Management division 
launched its Amanah Investment 
Funds in 2010 and it attracted a lot 
of  interest from Muslim clients.  It 
was, however, a failure given that the 
number of  investors were relatively 
low despite the fact that Amanah had 
invested in significant marketing.

The marketing of  Islamic finance 
has tended to be targeted mainly at 
the Muslim community, which is 
understandable, however it should 

be highlighted that non Muslims around 
the world have shown interest in Islamic 
finance and this is a significant market that 
needs to be tapped.  Promotion to non-
Muslims has not taken place in Mauritius.  
The market share of  Islamic finance in 
Mauritius is insignificant.

Legislation for Islamic 
Banking in Mauritius 
Recent legislation passed in the Finance Act 
of  2007 is expected to significantly impact 
the banking sector in Mauritius.  

The Finance Act 2007 
The Finance Act 2007 has brought 
amendments to the Banking Act 2004.  In 
particular the 2007 Act states that: 

1. Existing banks licensed under the 
Banking Act 2004 are deemed to 
be licensed to carry on Islamic 
banking business through a 
window; and 

2. Banks may be granted an Islamic 
banking licence by the Bank of  
Mauritius to conduct Islamic 
banking business exclusively. 

Tax Regulations 
Banks are big business and have to declare 
profit and loss (PLS).  They are also legally 
required to present an audited account of  
their operations.  Once a bank’s accounts 
are known it does not take much for the 
tax collectors to figure out the share of  the 
businesses financed by the bank under the 
PLS scheme.  An important consideration 
in Islamic banking is the tax procedures.  
While interest is a ‘passive’ income, profit 
is an earned income, which is treated 
differently.  In addition, trade finance 
deals are taxed twice-once from seller to 
bank and then from bank to buyer, thus 
decreasing the profitability of  the venture.  
The Director of  the International Islamic 
Bank of  Denmark said, ‘Tax laws are 
against the Islamic philosophy and pose 
the greatest difficulty’ and with this in mind 
the Government of  Mauritius has changed 
the tax law in order to facilitate conduct of  
Shari’ah-compliant financial transactions. 

Central Bank Supervision and 
Control in Mauritius 
 The central bank of  Mauritius, the Bank 
of  Mauritius (BOM), is responsible 
for licensing, supervision and control 
(amongst others) of  the local banking 
activities.  This mainly relates to liquidity 
requirements and capital adequacy.  It is 
evident therefore that, if  there is a desire 
to accommodate the Islamic system, new 
procedures need to be developed. 

The Bank of  Mauritius in June 2008 
issued guidelines to licensed banks 
offering Islamic banking through 
window operations and institutions 
which may be granted an Islamic 
banking licence to conduct Islamic 
banking business exclusively. 

Section B (12) of  the aforesaid 
guidelines requires every Islamic banking 
institution to either set up a Shari’ah 
advisory board comprising a minimum 
of  three members or appoint a Shari’ah 
advisor or banks may join and set up 
one Board, just as they did for the 
conventional banking sector by setting 
up the Mauritius Banker’s Association 
(MBA). 

Recent Developments in 
Mauritius 
Recently, various workshops, 
conferences and seminars have been 
organised in Mauritius to create 
awareness of  Islamic banking in the 
country.  Published sources clearly 
demonstrate the interest and concern 
of  the Mauritian Government in fully 
supporting the idea of  boosting Islamic 
banking in the country.  Much emphasis 
has been laid on the establishment of  
proper legislation and the regulatory 
and supervisory framework.  It has 
been also said that Mauritius needs to 
implement new financial products such 
as Islamic banking if  it wants to position 
itself  as an international financial hub.  
Education, training and re-training in 
Islamic banking are also important 
aspects that need to be considered.  
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Herbert Smith 
Freehills has 
appointed 
Nasser Al-
Hamdan as 
its new global 
head of  Islamic 
finance.  The 
appointment 
became 
effective on 1 
February 2017.  
Nasser’s new 
responsibilities will be in addition to his ongoing role 
of  developing and running the firm’s Saudi practice 
as managing partner in Riyadh.  Regarded as a highly 
respected corporate lawyer, Nasser advises on both 
corporate and capital market transactions in Saudi Arabia, 
specialising in capital markets, mergers and acquisitions, 
private equity and investment funds, as well as foreign 
direct investment into the Kingdom of  Saudi Arabia.  The 
appointment reaffirms Herbert Smith Freehills’ plans to 
expand its Global Islamic Finance practice and follows 
the recent announcement that the firm will open in Kuala 
Lumpur in May 2017. 

Bahrain’s BBK recently announced new appointments in 
its Executive Management as part of  its new organization 
structure.  Amongst those, the Bank welcomed on board 
Dr. Adel Salem, as Assistant General Manager – Retail 
Banking Division, succeeding Mr. Mohammed Malik, 
who has been appointed as Deputy Chief  Executive and 
Head of  Banking Group.  Dr. Adel Salem has extensive 
experience spanning more than 30 years in the banking 
and telecoms industry.  

HSBC Amanah Malaysia has appointed Arsalaan Ahmed 
as chief  executive officer (CEO) to lead the Islamic 
banking businesses.  He will report to HSBC Bank 
Malaysia Bhd’s CEO Mukhtar Hussain.  Before joining 
HSBC Amanah, Ahmed was head of  capital financing 
and financial institutions for Barwa Bank in Doha, Qatar, 
where he led the development of  Islamic debt capital 
market and wholesale banking platform.  

Abu Dhabi Financial Group (ADFG) and GFH 
Financial Group (GFH) have appointed Mr. Talal 
Al Zain as the Chief  Executive Officer of  the newly 
established ADCorp, the first Islamic financial institution 
at the Abu Dhabi Global Market (ADGM).  Talal Al 
Zain was previously the CEO of  PineBridge Investments 
Middle East.  Prior to joining PineBridge, Mr. Al Zain 
was the CEO of  Bahrain Mumtalakat Holding Company, 
the sovereign wealth fund and investment arm for the 
Kingdom of  Bahrain.  Previously he spent 18 years 
with Investcorp as Managing Director and Co-Head of  
Placement and Relationship Management. He also held 
senior roles at the Chase Manhattan Bank, Geneva in 
Private Banking and Investment Banking and Citibank 
Corporate Banking Division in Bahrain.

Al Rayan Bank (UK) has announced that Venkat 
Chandrasekar has joined the Bank as its new Chief  
Operations Officer (COO) to oversee the Bank’s 
frontline functions.  An operations and technology 
leader with 17 years’ managerial experience in retail 
banking; he joins the Bank from Citibank where he held 
a number of  senior positions over his 13-year tenure, 
most recently leading the European Operations for 
International Personal Banking and Wealth Management 
Business in London.  Mr Chandrasekar has a clear set 
of  priorities as he takes up his role at Al Rayan Bank, 
and will immediately focus on control and governance; 
operational excellence; speed to market for new products 
and services; and continuing to train and develop 
employees. 

APPOINTMENTS

APPOINTMENTS

On the Move

Nasser Al-Hamdan    

Venkat Chandrasekar
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TECHNOLOGY NEWS 

Iraq’s Al Arabiya Bank Selects ICS 
Banks Islamic System
ICS Financial Systems Limited (ICSFS), 
a global software and services provider 
for banks and financial institutions, 
announced that Al Arabiya Islamic 
Bank, a newly established bank 
located in Iraq, has selected the ICS 
Banks Islamic System.  The signing 

ceremony took place in Amman Jordan.  
Speaking at the signing ceremony, Mr Wael 
Malkaw, Executive Director of  Business 
Development at ICS said, ‘The project 
is planned to go live in a record time of  
two months.’  Al Arabiya is the latest in a 
steadily increasing list of  clients in Iraq and 

the technology provider’s growing 
strength in the country was an 
undoubted influence on Al Arabiya’s 
decision.

This follows the successful 
implementation of  the ICS Banks 
Islamic Banks System at the Noor Al 
Iraq Islamic Bank in late 2016.  This 
system was also implemented in a 
two-month period.

QIIB Extend Commitment to Misys
QIIB (Qatar International Islamic 
Bank) has chosen Misys FusionBanking 
Essence Islamic.  The bank is 
implementing the new solution in 
conjunction with Misys FusionBanking 
Party Management.  Speaking 
about their decision, Nasser Hasan 
Mahmoud, Head of  IT at QIIB, said, 
‘The Islamic finance sector is highly 

challenging as a result of  multiple players 
and strict regulations.  In order for us to 
differentiate ourselves and grow, we must 
put the clients’ needs front and centre, 
providing them with superior customer 
service.  We are confident that choosing 
the new Misys Islamic banking solution will 
enable us to streamline processes, improve 
operational efficiency and deliver Shari’ah-

compliant products and services to 
our clients quicker.  As a result we 
expect to be in the best position to 
fully capture and meet the needs 
of  this growing market and obtain 
tangible cost reduction.’ 

FusionBanking Essence Islamic is 
a new component of  the broader 
Essence suite.  It enables banks 
to transform architecture rapidly 
without the need to rip and replace. 

Autosoft’s Islamic Treasury Management System Wins New Users in Pakistan
Askari Bank in Pakistan has 
implemented Autosoft’s Adams 
Islamic treasury management 
system along with AutoRTGS 
to facilitate funds transfers.  
The treasury management is 
integrated with Askari’s core 

banking system, Oracle Flexcube.  Askari 
are an established Autosoft user in the 
conventional banking arm of  their 
business.

Bank of  Khyber, a state-owned bank, 
has also opted for the Adams Islamic 

treasury management system and 
AutoRTGS.

The majority of  Autosoft’s customers are 
in Pakistan and include Al Baraka, Sindh 
Bank and the First Women’s Bank.  They 
also have customers in South Sudan.

ADIB Launch Snapchat Channel
Abu Dhabi Islamic Bank (ADIB) 
has launched a Snapchat channel to 
connect with its customers, and the 
wider community.  It will provide 
customers with an online platform 
to engage with the bank and also 

share relevant information on the bank’s 
events and initiatives, news, updates and 
promotions.

The launch of  the Snapchat channel is 
the next step in ADIB’s digital strategy, 

which has already seen the launch 
of  revamped online banking, as well 
as a mobile app that lets customers 
conduct their banking transactions 
seamlessly on their mobile devices.  
ADIB is also present on Linkedin, 
twitter, Facebook and Instagram in 
addition to Snapchat.

Goldmoney’s Reserved Gold-Based Financial Network 
Achieves Shari’ah-Compliant Status
Canadian fintech provider, Goldmoney 
Inc., a 100% reserved gold-based 
financial network, has announced 
that Goldmoney Network Accounts 
and Wealth Holdings have been 
endorsed as Shari’ah-compliant by 
the Shari’ah Supervisory Board of  

Amanie Advisors, which issued the 
fatwa in accordance with the Shari’ah 
Standard on Gold set by the Accounting 
and Auditing Organisation for Islamic 
Financial Institutions (AAOIFI) and 
developed in cooperation with the World 
Gold Council.

Islamic investors can now 
instantly purchase, save, and 
transact in gold globally on 
the Goldmoney platform 
through Shari’ah-compliant 
Network accounts and 
Wealth Holdings.
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arboun
An Islamic version of  option, a deposit for the 
delivery of  a specified quantity of  a commodity on a 
predetermined date. 

bai al-ina
This refers to the selling of  an asset by the bank to the 
customer on a deferred payments basis, then buying 
back the asset at a lower price, and paying the customer 
in cash terms.

commodity murabaha
A murabaha contract using certain specified 
commodities, through a metal exchange. 

fatwa
A ruling made by a competent Shari’ah scholar on a 
particular issue, where fiqh (Islamic jurisprudence) is 
unclear. It is an opinion, and is not legally binding.

gharar
Lit: uncertainty, hazard, chance or risk. Technically, sale 
of  a thing which is not present at hand; or the sale of  
a thing whose consequence or outcome is not known; 
or a sale involving risk or hazard in which one does not 
know whether it will come to be or not.

Hadith
A record of  the sayings, deeds or tacit approval of  the 
Prophet Muhammad (PBUH) halal Activities which are 
permissible according to Shari’ah. 

haram
Activities which are prohibited according to Shari’ah. 

ijara
A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility 
required by its client for a rental fee. The duration 
of  the lease and rental fees are agreed in advance. 
Ownership of  the equipment remains in the hands of  
the bank.

ijara sukuk
A sukuk having ijara as an underlying structure.

ijara wa iqtina 
The same as ijara except the business owner is 
committed to buying the building or equipment or 
facility at the end of  the lease period. Fees previously 
paid constitute part of  the purchase price. It is 
commonly used for home and commercial equipment 
financing.
istisna
A contract of  acquisition of  goods by specification 
or order, where the price is fixed in advance, but the 
goods are manufactured and delivered at a later date. 
Normally, the price is paid progressively in accordance 
with the progress of  the job.

maysir
Gambling – a prohibited activity, as it is a zero-sum 
game just transferring the wealth not creating new 
wealth. 

mudarabah
A form of  business contract in which one party brings 
capital and the other personal effort. The proportionate 
share in profit is determined by mutual agreement at the 
start. But the loss, if  any, is borne only by the owner of  
the capital, in which case the entrepreneur gets nothing 
for his labour.

mudarib
In a mudarabah contract, the person or party who acts as 
entrepreneur.

murabaha
A contract of  sale between the bank and its client for the 
sale of  goods at a price plus an agreed profit margin for 
the bank. The contract involves the purchase of  goods 
by the bank which then sells them to the client at an 
agreed mark-up. Repayment is usually in instalments.

musharakah
An agreement under which the Islamic bank provides 
funds which are mingled with the funds of  the business 
enterprise and others. All providers of  capital are entitled 
to participate in the management but not necessarily 
required to do so. The profit is distributed among the 
partners in predetermined ratios, while the loss is borne 
by each partner in proportion to his contribution 

musharakah, diminishing 
An agreement which allows equity participation and 
provides a method through which the bank keeps on 
reducing its equity in the project and ultimately transfers 
the ownership of  the asset to the 
participants.

qard hasan
An interest-free loan given for either welfare purposes 
or for fulfilling short-term funding requirements. The 
borrower is only obligated to pay back the principal 
amount of  the loan.

rab-al-maal
In a mudarabah contract the person who invests the 
capital. retakaful Reinsurance based on Islamic principles. 
It is a mechanism used by direct insurance companies to 
protect their retained business by achieving geographic 
spread and obtaining protection, above certain threshold 
values, from larger, specialist reinsurance companies and 
pools. 

riba
Lit: increase or addition. Technically it denotes any 
increase or addition to capital obtained by the lender as 
a condition of  the loan. Any risk-free or ‘guaranteed’ 
rate of  return on a loan or investment is riba. Riba, in all 
forms, is prohibited in Islam. Usually, riba and interest 
are used interchangeably.

salam
Salam means a contract in which advance payment is 
made for goods to be delivered later on. Shari’ah Refers 
to the laws contained in or derived from the Quran 
and the Sunnah (practice and traditions of  the Prophet 
Muhammad (PBUH) 

Shari’ah board 
An authority appointed by an Islamic financial 
institution, which supervises and ensures the 
Shari’ah compliance of  new product development 
as well as existing operations.

shirkah
A contract between two or more persons who 
launch a business or financial enterprise to make 
profit. sukuk
Similar characteristics to that of  a conventional 
bond with the key difference being that they are 
asset backed; a sukuk represents proportionate 
beneficial ownership in the underlying asset. The 
asset will be leased to the client to yield the return 
on the sukuk.

ta’awuni
A principle of  mutual assistance. tabarru A 
donation covenant in which the participants 
agree to mutually help each other by contributing 
financially.

takaful
A form of  Islamic insurance based on the Quranic 
principle of  mutual assistance (ta’awuni). It provides 
mutual protection of  assets and property and offers 
joint risk sharing in the event of  a loss by one of  its 
members.

tawaruq
A sale of  a commodity to the customer by a bank 
on deferred payment at cost plus profit. The 
customer then  a third party on a spot basis and gets 
instant cash. 

ummah
The diaspora or ‘Community of  the Believers’ 
(ummat al-mu’minin), the world-wide community 
of  Muslims. 

wa’ad
A promise to buy or sell certain goods in a certain 
quantity at a certain time in future at a certain price. 
It is not a legally binding agreement.

wakala
A contract of  agency in which one person appoints 
someone else to perform a certain task on his 
behalf, usually against a certain fee.

waqf
An appropriation or tying-up of  a property in 
perpetuity so that no propriety rights can be 
exercised over the usufruct. The waqf  property can 
neither be sold nor inherited nor donated to anyone. 

zakat
An obligation on Muslims to pay a prescribed 
percentage of  their wealth to specified categories 
in their society, when their wealth exceeds a certain 
limit. Zakat purifies wealth. The objective is to take 
away a part of  the wealth of  the well-to-do and to 
distribute it among the poor and the needy.

GLOSSARY 





NEWHORIZON  Shawaal 1437 to Rabi al awwal 1438

www.islamic-banking.com48 IIBI


