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NEWHORIZON January–March 2012


2011 drew to a close with few signs of any real resolution to the
Eurozone crisis, a sense of disappointment among those calling for
reform of the UK banking sector at the very moderate
recommendations of the Vickers report on the future of banking in
the UK and the Occupy movement around the world still in full cry
despite attempts to remove them from the hearts of the financial
districts in cities such as London and New York. One UK banker
and philanthropist, Jonathan Ruffer, referred to the
current banking crisis as a ‘moral disaster’. Against this background
there is resurgence in the form over substance debate in Islamic
finance, which is very much reflected in this issue of NewHorizon.
There is a strong groundswell of opinion that now is the time for
Islamic finance industry to revisit its roots and offer the world,
Muslims and non-Muslims, a real alternative to the debt driven
conventional banking industry. The IIBI’s 3rd Annual Thematic
Workshop, which took place in London on 12 December 2011,
addressed this issue and despite a very earnest desire to see Islamic
finance deliver on the principles of the Islamic moral economy,
there was also a strong sense of realism about the difficulties that
will have to be overcome to achieve this.
At this point we should perhaps remember the words of the 1st
century Roman philosopher, Seneca. He said, ‘It is not because
things are difficult that we do not dare, it is because we do not dare
that things are difficult.’ Any transformation of the Islamic finance
industry to reflect its original and laudable aims more truly will not
happen overnight and there will be stumbling blocks along the way,
but the industry must dare to be different. That way lies success for
the industry and real hope for millions of people around the world
in both developed and developing nations.
On that note may I, on behalf of the Institute, the NewHorizon
editorial team and all the staff at the IIBI wish all our readers,
members, friends and supporters the very best for 2012.
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The Islamic Financial Services Board Issues Consultation
Documents on Liquidity Risk Management and Stress
Testing
The Islamic Financial
Services Board (IFSB) has
issued Exposure Drafts (EDs)
on liquidity risk management
and stress testing for a threemonth public consultation
period lasting until the end
of 2011. The proposed
document on liquidity risk
management endeavours to
delineate a set of guiding
principles for the robust
management of liquidity
risk by institutions offering
Islamic financial services
(IIFS). In keeping with the
objectives of the IFSB, the
22 guiding principles aim to
help develop a prudent,
efficient and resilient
Islamic financial services
industry, thus enhancing the
stability of the overall
financial systems in which
Islamic financial institutions
operate.
In addition to providing
necessary conditions for
effective liquidity risk
management in the Islamic
financial services industry,
these guiding principles
outline among others:
i

the salient characteristics
of the liquidity risk
management process to be
undertaken by IIFS
including identification,
measurement, monitoring,

control, reporting and
mitigation;
ii the role of various
components in the
governance structure as well
as that of different functional
and business units in
ensuring robust and effective
liquidity risk management by
IIFS;
iii the liquidity risk implications
of various Islamic financing
contracts during different
stages of operations;
iv the important ingredients of
supervisory frameworks to
monitor the liquidity
positions including initiatives
for the development of a
robust national liquidity
infrastructure, supervisors’
contingency planning for IIFS
and supervisors’ roles as
providers of Shari’ahcompliant liquidity support
to IIFS.
The proposed document on
stress testing aims to provide a
set of guiding principles
intended to complement the
existing international stress
testing framework taking into
consideration the specificities of
IIFS as well as the lessons
learned from the financial crisis
so as to contribute to the
soundness and stability of the



IIFS particularly as well as the
Islamic financial services
industry as a whole.
The 22 guiding principles
provide a framework for IIFS
with the aim of guiding them in
assessing and capturing
vulnerabilities under various
stress-testing scenarios including
extreme but plausible shocks.
The guiding principles include:
i

identifying how different
portfolios respond to changes
in key economic variables
(for example benchmark
rates, foreign exchange rates
and credit quality);

ii assessing the quality of assets
to identify existing and
potential loss exposures;
iii evaluating potential threats
to the IIFS’s ability to meet
its financial obligations at
any time arising from either
funding or market liquidity
exposures;
iv estimating the impact of
stress events on baseline
profit (as profits normally act
as the first line of defence
before dipping into capital);
v analysing the IIFS’s ability to
meet its capital requirements
at all times throughout a
reasonably severe economic
recession.

There are six guiding
principles for supervisory
authorities, which can be used
as surveillance tools for
periodic assessment of the
‘safety and soundness’ of the
financial system, and from a
financial stability perspective,
an identification of
‘weaknesses’ in the financial
system and structural
(systemic) vulnerabilities
arising from the specific risk
profiles of IIFS individually
and collectively.
This is yet another step by
the IFSB to address the
liquidity problems faced by
Islamic financial institutions,
which have been handicapped
in the past by the lack of
suitable short-term,
high-quality liquidity
instruments. The first step
was the establishment of the
Islamic Liquidity
Management Corporation
in early 2011, which was
confidently expected to have
launched its first short-term
sukuk by the end of 2011.
This latest step should have
the effect of beginning to
close the gap with
conventional financial
institutions and putting
Islamic financial institutions
on a more even footing with
their conventional
counterparts.
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Thomson Reuters Announce Islamic Benchmark Rate

The benchmark’s ongoing
implementation and integrity
will be overseen by an Islamic
Benchmark Committee of more
than 20 Islamic finance
institutions, chaired by Dr.
Nasser Saidi, chief economist of
the Dubai International
Financial Center (DIFC), and a
Shari’ah committee consisting of
four eminent Shari’ah scholars.

said: ‘The establishment of the
IIBR (Islamic Interbank
Benchmark Rate) marks an
important milestone in the
maturing of Islamic money
markets by providing an
international reference rate for
interbank transactions.
Conventional money markets
have relied on LIBOR, which by
definition does not comply with
Shari’ah conventions. Islamic
markets will be able to rely on
the IIBR and it will become an
international reference rate for
both conventional and Shari’ahcompliant transactions. Our aim
is to provide an IIBR that is
reliable, timely, representative of
market conditions, transparent
in its construction and accepted
as the market reference. Islamic
money and financial markets are
coming of age and becoming
part of the mainstream.’

Dr. Nasser Saidi, chair of the
Islamic Benchmark Committee
and chief economist, Dubai
International Financial Centre,

Established in co-operation with
the Islamic Development Bank
(IDB), the Accounting and
Auditing Organisation for

Thomson Reuters launched the
world’s first Islamic finance
benchmark rate at the World
Islamic Banking Conference in
Bahrain in late November. It is
designed to provide an objective
and dedicated indicator for the
average expected return on
Shari’ah-compliant short-term
interbank funding using the
contributed rates of 16 Islamic
banks and the Islamic sections
of conventional banks.

Islamic Financial Institutions
(AAOIFI), the Bahrain
Association of Banks (BAB), the
Hawkamah Institute for
Corporate Governance and a
number of major Islamic banks,
the IIBR harnesses Thomson
Reuters global benchmark
fixings infrastructure, which is
used to compile over 100 fixings
around the world.
Rates for Shari’ah-compliant US
dollar (USD) funding will be
contributed by the 16-member
panel in the morning of each
business day to Thomson
Reuters systems and will be

published daily on Thomson
Reuters terminals and feeds at
11.00am Makkah time
(GMT+3). The new benchmark
can be used to price a number of
Islamic instruments including
common overnight to shortterm treasury investment and
financing instruments such as
murabaha, wakala and
mudaraba, retail financing
instruments such as property
and car finance and sukuk and
other Shari’ah-compliant fixed
income instruments. It can also
be used for the pricing and
benchmarking of corporate
finance and investment assets.

Launch Ceremony for Thompson Reuter’s
Islamic Finance Benchmark Rate

New Suite of Indices for Malaysian Sukuk and Bond Markets
Thomson Reuters and the Bond
Pricing Agency Malaysia have
launched a suite of indices across
a range of Islamic instruments to
provide transparent guidelines
for investors interested in
Malaysia. The new suite of
indices include 108 Malaysian
Ringgit sukuk and bond indices
comprising 36 Thomson ReutersBPAM Malaysian sukuk indices,
36 Thomson Reuters-BPAM
Malaysian bond indices and 36
Thomson Reuters-BPAM all


bond and sukuk indices covering
778 issues. The indices cover six
bond classes archived back to
2007 and have total market
capitalisation of
MYR583.6 billion(US$182
billion).

confirms our belief that BPA
Malaysia products are of global
standards. Thomson Reuters will
provide the global reach for our
indices and will also provide a
new global window to Malaysia’s
sukuk and bond markets.’

Meor Amri Meor Ayob, chief
executive officer, BPA Malaysia,
said: ‘The coming together of
Thomson Reuters and BPA
Malaysia to co-brand our indices
is a proud moment for us as it

Thomson Reuters-BPA Malaysia
Ringgit Sukuk and Bond Indices
meet the relevant economic
sector, financial and general
considerations. The
infrastructure in place accesses all

public information, conversation
with traders, and news about a
given sukuk or bond issue to
determine best available pricing.
Thomson Reuters-BPA Malaysia
Ringgit Sukuk and Bond Indices
are available on Thomson
Reuters Eikon, the company’s
next-generation desktop. The
indices are also available in
Thomson Reuters data feeds and
other products such as Thomson
Reuters Datastream.
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The Islamic Finance Industry Still Faces Challenges
The World Islamic Banking
Competitiveness Report
launched at the World Islamic
Banking Conference in Bahrain
highlighted that following the
2008–2009 slowdown, 2010 has
witnessed clear signs of a global
economic revival with the GCC
and key markets for Islamic
finance outperforming the rest of
the world. In fact the report
predicted that the Islamic finance
industry will grow to
$1.1 trillion by the end of 2012,
a 33% increase on 2010. The
report also noted, however, that
despite strong growth,
profitability has declined and the
road ahead is challenging. In
order to meet market
expectations, Islamic banks will
have to improve operational
performance by learning from
conventional banks and capture
new pockets of growth.
According to the report, the
small and medium-sized
enterprise (SME) and mid-

market segments offer significant
opportunity for banks,
particularly in emerging markets,
given that the SME and midmarket segments account for
approximately 25–35% of loan
volumes and are growing faster
than the rest of the market. The
report pointed out that in
addition to filling selected gaps
in product portfolios through
investment in product
development, Islamic banks must
also aggressively bolster sales
models and design tailored credit
strategies for SME and midmarket segments in order to seize
the opportunity they provide.
The report noted that going
forward, retail banking will be
one of the key drivers of banking
revenue growth in the Middle
East and capturing the affluent
banking customer segment will be
critical. It also noted that Islamic
banks have the opportunity to
grow beyond their core principles
but that they are increasingly

facing stiff competition from
conventional banks who offer
Islamic products. As a result, it is
critical for Islamic banks to
develop a compelling value
proposition in order to attract
affluent customers, which will
require defining core elements
including the relationship model,
branding, the service model and
product offerings.
Exploring the growth opportunities that takaful offers in the
GCC market, the report
suggested that, although the
GCC insurance market has
grown rapidly, it is still underpenetrated. Takaful insurance
represents approximately 36%
of the total premiums in key
markets and continues to gain a
larger share of the total
insurance premium. Despite the
faster growth, however, takaful
operators’ Return on Equity
(RoE) is lower compared to
conventional players. The report
said that strong growth in

population in the GCC and a
high and fast growing GDP per
capita and private consumption
is likely to propel the growth of
takaful. With a mix of good
demographics and positive steps
in regulation takaful operators
are likely to boost their future
profits.
Providing an in-depth analysis
on how Islamic banks need to
change the way they measure
performance in a liquidity and
capital constrained world, the
report said that since the crisis in
2008, capital and liquidity
pressures have not eased and in
order to manage capital and
liquidity, Islamic banks need to
ensure that they increase
transparency and put in place
greater management discipline
and oversight. According to the
report, banks need to re-assess
their internal asset and liability
pricing for both liquidity and
their cost of capital and include
it in their business unit profit
calculations

Another Islamic Finance Accolade for Volaw
At the IREF Summit gala
dinner on 30 November 2011,
Volaw’s Director of Islamic
Finance and Funds Group,
Trevor Norman, collected the
Islamic Real Estate
Administrator/Trustee of the
Year award.
Volaw has been leading the
way in the administration of
Shari’a-compliant real estate
funds and SPVs for more than
15 years, having been involved
in the creation and

management of many innovative
structures for Muslim clients.
During 2011, Volaw has been
involved in several successful
Shari’ah-compliant real estate
structures, including: London
Central Apartments Limited
(regulated by the Jersey
Financial Services Commission
as a Listed Fund), which will
invest in prime residential
properties in central London
and several acquisitions of UK
commercial real estate using
Jersey companies established as



private ‘Club’ structures
financed in a Shari’ah-compliant
manner.
Trevor Norman commented,
‘This award is a testament to the
strength of Volaw’s Islamic
Finance team and it is
wonderful to see the work of my
team and colleagues recognised
in this way. I may be the face of
Islamic Finance at Volaw, but
our reputation for excellence
and expertise in Islamic finance
is founded on their hard work

and diligence in looking after
our clients.’

Trevor Norman Receives the
Islamic Real Estate
Administrator/Trustee of the
Year Award
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Malaysian Government 2012 Budget to Boost Islamic
Finance
Malaysia’s 2012 national
budget announcement
included significant moves
to further boost the growth
of Islamic finance in the
region. The new provisions
include:

• a tax deduction on expenses
incurred for sukuk wakala
for a three-year period,
which is designed to
encourage sukuk issuance
both within and outside
Malaysia.

The Skyline of Kuala Lumpur at Dawn

• an extension of the income
tax exemption given for
non-ringgit sukuk issuance
and transactions for a
further three years.
• I-VCAP, a subsidiary of
Value Cap Sdn. Bhd., will
provide RM200 million as
seed monies for Shariahcompliant ETFs to
promote the development
of Shari’ah-compliant
exchange traded fund (ETF)
products.
• the concessionary tax rate of
10% on dividends of
non-corporate institutional
and individual investors, due
to expire at the end of 2011
will be extended for a period
of five years.
• a Shariah-compliant SME
Financing Fund totalling
RM2 billion to be managed
by selected Islamic banks will

be established by the
government. In addition the
government will establish a
Shari’ah-compliant
Commercialisation
Innovation Fund to help
SMEs bring new products
to market. Again these
funds will be available
through selected Islamic
banks.
• a Shari’ah-compliant fund
to finance speculative house
building. (Currently most
homes in Malaysia are sold
before construction starts,
thus exposing buyers to
risks associated with
projects being delayed or
abandoned.)
These moves are seen as part
and parcel of Malaysia’s
ambitions to become a major
hub for Islamic finance and
particularly cross-border
sukuk issuance.

QInvest Launches Equity Protected Note
Qatari invest bank, QInvest,
has launched the ‘Qatar Equity
Protected Note’ that aims to
replicate the movements of
the most liquid Shari’ahcompliant equities with full
capital protection. The Note
offers exposure to a basket
of the most liquid and
investable Shari’ah-compliant


securities listed on the Qatar
Exchange.
QInvest CEO, Shahzad
Shahbaz, commenting on the
note, said: ‘We have seen an
overwhelming response from
the market as investors look
to maximise returns whilst
maintaining capital protection.’

He added: ‘The note is one of a
series of investment products
QInvest is bringing into the
market in the coming months,
and demonstrates our strong
Shari’ah-compliant structuring
capabilities and commitment to
meeting client needs.’
Further commenting on the

success of the note, Nader
Shenouda, Head of Placement
& Wealth Management, said
‘Clients’ positive reaction
indicate that they were attracted
by the risk return ratio the note
offered. With interest rates at
historic lows, the note is a much
more rewarding alternative to
cash deposits.’
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Sukuk Update
The most charitable description
of the world’s conventional
bond markets at present would
be ‘challenging’; the pessimists
might prefer the term ‘a
nightmare’. The Eurozone crisis
has thrown financial markets
into turmoil. With the
possibility of Greek and Italian
defaults putting pressure on
other Eurozone countries and
rumours that France may face a
choice between supporting its
own banks, which are heavily
exposed to Italian debt, or
helping in the Eurozone bailout,
there is increasing interest in
markets and instruments that
would have come well down the
list of preferred options in the
past. It is possible that the
sukuk market could be one of
the beneficiaries of this turmoil.
It is rumoured that Dubai’s
rapidly expanding Emirates
airline is considering sukuk to
finance the future purchase of
aircraft. In the past they have
relied on conventional
instruments through European,
notably French banks.
At the same time countries that
have not been major players in
the Islamic finance market to
date are beginning to take
legislative action to level the
playing field for sukuk. In early
2011 Turkey changed its laws
relating to sukuk. In February
the withholding tax for ijarah
sukuk was reduced to 10% and
exempted from value-added and
corporate taxes and stamp duty.
In a second move in April sukuk
certificates with a minimum
tenure of five years were
exempted from taxes on
revenue.

The first sukuk issued under the
new legislation came from
Turkey’s Kuveyt Turk in
October, the first time a Turkish
financial institution has issued
an asset-backed sukuk. The
response from investors to the
$350 million, five-year sukuk
was very positive both within
the region and internationally,
with the result that the issue was
significantly oversubscribed.
Curiously, Bank Asya in Turkey
announced their intention to
issue a $300 million, five-year
sukuk in late October and at the
end of November cancelled it
citing negative market
conditions as the reason.
Oman was the last of the Gulf
States to approve Islamic
banking as recently as May
2011. Now the Capital Market
Authority is said to be preparing
a revised set of regulations for
the country that will pave the
way for the issuance of
corporate sukuk in the country.

Sultan Qaboos Mosque in Oman



Libya, Egypt, Kuwait and
Australia are also said to be
working on legislation that will
facilitate sukuk issuance in those
countries and South Africa has
gone out to tender to find an
advisor to assist in the
structuring and issuance of a
sovereign sukuk.
One announcement that appears
to be generating some
controversy was the
announcement by Goldman
Sachs of a $2 billion Islamic
bond programme. They have
registered a company in the
Cayman Islands, the Global
Sukuk Company Limited with
the aim of issuing a murabaha
sukuk on the Irish Stock
Exchange.
It seems, however, that this
programme may not be without
its problems. Critics have
suggested that this is, in fact,
not a murabaha sukuk, but
reverse tawarruq, which the
International Council of Fiqh

Academy have declared not
permissible as it is a disguised
form of usury. Currently there is
also no indication of how the
Irish Stock Exchange will ensure
the sukuk trades at par value
and thus avoid the accusation of
trading in debt, which is
forbidden under Shari’ah law.
Finally, it has been suggested
that Goldman Sachs could well
divert the proceeds of the sukuk
into the financing of
conventional banking activities,
which again is an impermissible
activity.
If Goldman Sachs intention is to
attract investment from
non-Islamic investors by putting
a cloak of respectability around
an otherwise fairly conventional
bond issue and hitching a ride
on the Islamic sector’s
reputation for striving to deliver
a more ethical and
socially-responsible form of
finance, then the criticisms that
have been levelled at the
announcement may not have a
material impact on the success
of the venture. If that is the case,
however, that raises the issue of
whether the Islamic finance
sector is prepared to accept the
hijacking of its reputation for
such a purpose. If, on the other
hand, Goldman Sachs are
entirely genuine and attempting
to become a real player in
Islamic finance, then they need
to be more open about many of
the details of this announcement
and answer the very real
concerns that have been raised.
If there is nothing to hide, there
should be no problem for
Goldman Sachs in producing the
clarifications the Islamic sector
is seeking.
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Bahrain’s Al Baraka Expand
in Saudi Arabia
The Al Baraka Banking Group
BSC (ABG) has acquired 60%
of the issued shares of the
Al Tawfeek Financial Group
through its subsidiary in
Bahrain, Al Baraka Islamic
Bank. Al Tawfeek is a closed
joint stock company registered
in the Kingdom of Saudi Arabia
and licensed by the Capital
Market Authority. The company
engages in asset and portfolio
management, custody, debt and
equity arranging, as well as
research and advisory services.
All products and services offered
by the company are in
compliance with the provisions
of Islamic Sharia. The

company’s authorised capital is
SAR 360 million.
Mr. Adnan Ahmed Yousif,
President and Chief Executive of
Al Baraka Banking Group said,
‘We view this step as a
strategically vital acquisition for
the group. Our founding
shareholders have a strong base
in the Saudi market so the
acquisition of the Al Tawfeek
Financial Group will strengthen
that presence. The Saudi market
represents a key entry point for
us to access the extensive base
of investors and provide them
with a wide range of
Shari’ah-compliant products.’

In Brief
The United Arab Emirates
conceived the idea of an
Emirates Development Bank
back in 2008 when the
financial crisis triggered the
collapse of Dubai’s real estate
sector. After a number of false
starts it has finally been
announced that the Emirates
Development Bank (EDB) will
be launched with $2.7 billion
in capital to fund real estate
and industrial projects and
diversify the economy. The
funds will be used to help
citizens build property,
establish businesses and fund
agricultural and craft-related
projects.



Boubyan Bank plans to open a
further 30 bank branches in
Kuwait over the next 3-4 years.
This is apparently in response to
increased demand for banking
services in the region.
Qatar National Bank (QNB)
has opened a branch in Juba,
the largest city and the capital of
the Republic of South Sudan,
which came into existence in
July 2011. This is a part of
QNB’s long term expansion
plans in the region, which
involves providing corporate
banking and project financing
facilities to leading
organisations and governments.

The International Islamic
Liquidity Management
Corporation (IILM) is
expected to issue its first
papers by the middle of 2012.
The initial issuance is
expected to be less than
$2 billion and is being treated
as a pilot. Once the IILM has
tested the water, they intend
to have a programme of
regular, short-term and
high-quality issuances of
around $2 billion.
Rasheed Mohammed Al
Maraj, Governor of the
Central Bank of Bahrain
(CBB) has been appointed as
Chairman of the Islamic
Financial Services Board
(IFSB) and Sheikh Abdullah
Saoud Al-Thani, the Governor
of the Qatar Central Bank, as
Deputy Chairman for 2012.
The Council also admitted
seven organisations as new
members of the IFSB,
including the International
Islamic Liquidity Management
Corporation (IILM) and the
National Bank of Kazakhstan
as Associate Members. Ahmed
Zakari & Co (Chartered
Accountants), Nigeria; the
Central Bank of
Oman;Towers Watson,
Singapore; the Islamic Bank of
Thailand; and Bank of
London and Middle East,
United Kingdom have been
granted observer status. This
brings the membership of the
IFSB to 189 members.
UM International Inc., a small
but well-established Canadian
Islamic mortgage lender, went
into receivership in October
2011. At the time of going to
press there was a great deal of
uncertainty about how the
Canadian legal system will

deal with this insolvency, due
to the nature of Islamic
mortgages (diminishing
musharaka), where title to the
property remains with the
lender until the full value of
the property if paid off. If the
properties are deemed to be an
asset of UM International,
then borrowers stand to lose
their homes. If this does
happen, then it may prove
something of a setback for
Islamic finance in North
America.
A recent report from
Deutsche Bank predicts that
global Islamic banking assets
could reach $1.8 trillion by
the end of 2016, almost
doubling assets at the end of
2010. The analysts responsible
for the report believe that the
regulatory burden on banks in
the US and Europe will curtail
bank lending and that Islamic
banks could benefit from the
fallout. They believe that the
increasing transparency and
the introduction of
international standards to the
Islamic finance sector is also
increasing the global
awareness and acceptance of
Islamic finance.
In mid December 2011
BankMuscat, the leading
financial services provider in
the Sultanate, announced its
decision to set up an
independent Islamic banking
window subject to approval
from the Central Bank of
Oman. The Islamic banking
window will operate under the
brand name ‘Meethaq’ and its
operations will be totally
segregated from its
conventional counterpart. A
three-member Shari’ah board
has already been appointed.
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Against Mega Banking and In Favour of Mutuality
By: Arshad A Ahmed and Jonathan Berthet
People Power
When the Occupy Wall Street (OWS)
movement in lower Manhattan’s Zuccotti
Park raised thousands of dollars in surplus
donations, its decision-makers agreed upon a
deliberate strategy of placing those sums with
the customer owned Peoples Federal Credit
Union (Peoples). In doing so, OWS aligned
itself (whether wittingly or not, yet in either
case one can suppose, happily) with the
principles of Bank Transfer Day. This is a
separate movement the objective of which is
to cause a shift in banking attitudes among
the American people in favour of taking
deposits out of banks ‘too big to fail’ and
transferring them to credit unions and bank
like cooperatives that are much smaller and
community oriented. Unlike Chase or
Citigroup, for example, Peoples primarily
serves the needs of lower income New
Yorkers (typically earning less than USD
$38,000 a year).
A problem reportedly arose when megabank
Goldman Sachs, having realised that
institutionally it had made a USD $5,000
charitable donation to this community
oriented institution and desired to withdraw
its donation. Why did Goldman Sachs rescind
its financial support of Peoples given that this
decision came with certain costs? In the first
instance Goldman Sachs would have needed
to spend additional time and effort to identify
an alternative community based financial
institution to receive the donation as certain
amounts of charitable grants are a requirement of the federal Community Reinvestment
Act and TARP (Troubled Asset Relief
Programme), to which Goldman Sachs is
subject. Secondly and perhaps more critically
there would be a negative effect on Goldman
Sachs reputation. Nevertheless Goldman
Sachs went through with its decision to
rescind the donation, because it did not want
to be seen to be supporting an institution
providing banking services to OWS; Peoples
had become guilty by association.


Peoples’ receipt of deposits from OWS posed
no business threat to Goldman Sachs.
Furthermore it should have come as no
surprise that Peoples, an institution whose
stated mission has been to provide basic
banking services to lower income individuals,
had in fact received deposits from persons
affiliated with OWS. Goldman Sachs’ action
is something of a kneejerk reaction and
perhaps reflects their fear that more and more
Americans will, when given the option,
choose alternative banks not merely out of
convenience, but based on an ideological
rejection of banking as usual. OWS and the
Bank Transfer movement encourage a system
intended to reduce megabank capital and the
now entrenched bailout practices that
underpin their ability to dominate economies
around the world.
As a result, at least in part, of Bank Transfer
Day, assets worth some USD $4.5 billion
were shifted by depositors from megabanks
to nearly 650,000 new US credit union
deposit accounts during the course of a mere
40 days. Such a shift in consumer attitudes
and behaviour cannot be taken lightly. The
Credit Union National Association (CUNA)
reported that nearly 700,000 people became
new credit union members in the weeks
leading up to Bank Transfer Day. Ordinary
people were empowered to take an active role
in their economic destinies. The idea of a
structural shift among the American people
away from megabanks to smaller institutions
may be a pill too hard for Goldman Sachs
and their kinsmen to swallow without
pushback.
A Flawed System
The criticisms of the ruling economic model
inherent in Bank Transfer Day and OWS are
not lost upon technocrats, academicians, and
other specialists covering the industry. Rick
Bookstaber, a Senior Policy Adviser in the US
Securities and Exchange Commission’s
division of Risk, Strategy and Financial

Innovation, suggested on his blog that income
distributions and social systems are
inextricably intertwined. This is something
that OWS innately understands and
consequently the movements are, deep down,
addressing instability and egalitarian issues.
Nassim Taleb, a Lebanese American expert
on randomness and probability and a critic of
the financial system, noted that bank bailouts
represent ‘as cunning a tax on everyone else
as one can imagine. It feels quite iniquitous
that bankers, having helped cause today’s
financial and economic troubles, are the only
class that is not suffering from them – and in
many cases are actually benefiting.’ His
advice to OWS is narrow your message and
focus on challenging the compensation
asymmetry found in mega banking.
According to Taleb’s analysis, megabanks
continue to operate as sophisticated income
redistribution schemes, masking the
probabilities of low risk, high magnitude
‘Black Swan’ (difficult to predict) events,
while benefiting from the safety net of public
guarantees. Profits at these megabanks are
dependent on excessive leverage, not skills or
entrepreneurial activity. If assets are marked
to market and losses are privatised rather
than socialised, banks have never made any
meaningful return in their history, nor should
they be expected to produce any return in the
long run under those circumstances.
Those circumstances, however, are not within
the control of individuals in society, owing to
the efforts of lobbyists, economic
policymakers or other decision makers who
have the interests of the moneyed classes in
the forefront of their minds and have the
advantage of being able to skew results in
their own favour. The subsidising by society
(via government support) of bank managers
and executives is relatively involuntary from
the standpoint of all those who are not acting
in the interests of bank managers and
executives. If bank managers and executives
are out of control and government is
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unwilling to tame them, what recourse
remains?
Mutuality as an Elixir
Tilting banks and banking toward the
public interest, and away from bankers’ self
interest, means treating banking like a
utility rather than a casino. It is precisely
because certain strands of the American
people felt unsatisfied with the government’s
post bailout regulation of megabanks that
they fell back to credit unions as a vehicle for
achieving a more sensible banking model.
OWS and the proponents of Bank Transfer
Day clearly understood a couple of points
with which financial academicians have
been grappling. For decades, academic
discussions regarding American and Anglo
corporate governance, whether relating to
the banking industry or not, have suggested
the objective should be to align management
interests with those of shareholders. Within
banking, the interests of depositors, i.e.
consumers are not included within any legal
framework of corporate governance. Rather,
the interests of depositors in mega banking
tend to be looked after by regulators. With
regulators having at best shot and missed
and at worst abdicated their responsibilities
in recent times, consumers are left trying to
ascertain their remaining options. OWS
took to the streets generally to express their
discontent with banking (remember it began
in Wall Street), whereas Bank Transfer Day
was more pointed in its call for moving
consumer banking out of the megabanks
and into credit unions.
Credit unions tend to be notably smaller
than their conventional banking
counterparts and operate on the basis of
mutual banking. The depositors are in fact
the shareholders of a mutual and therefore
the whole shareholder versus depositor
argument is by definition solved. Managers
and executives at credit unions answer to
the depositors directly, not to a set of
legally enfranchised shareholders
disconnected from the end users and
because managers are responsible directly to
depositors, the dependence of the latter on
regulators to serve as a sentinel is somewhat
muted.
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Without shareholders, and thus tradable
shares, credit unions (like all mutual financial
institutions) lack the ability to offer equity
based compensation to their managers and
thus managers’ no longer have any interest in
maximising share values in the short run thus
addressing one aspect of the compensation
problem identified by Taleb. The possibility
of abuse, as Taleb sees it, arising from
managers’ compensation being tied to
internal accounting entries is ameliorated by
the very nature of mutuality. Credit unions
(like all mutuals) do not tolerate risk the way
megabanks do.
For centuries, farmers and similar risk averse
groups depended on mutual organisations to
provide affordable credit. Mahmoud ElGamal, head of the Department of Economics
at Rice University, Houston, Texas noted that
the first credit unions and mutual savings
banks in North America and Europe often
collaborated with churches to help their
members to avoid usurious economic activity.
Mutuality arose in North America out of
consumers’ needs for fair credit preservation,
not out of any desire for steady credit
accumulation or even financial
intermediation. The mutual financial
institution’s goal lies in maintaining a steady
and safe return on investment, which by legal
design happens without any countervailing
tension to maximise short term equity gains.
In short, mutuality attracts consumers
seeking safe investments.
It has been shown by Abbas Mirakhor of the
International Monetary Fund and Zamir
Iqbal of the World Bank among others that
an Islamic financial institution managing its
risks well would appear to fit the form of a
banking utility, with its essential service to
end users being that of amanat (deposit and
trust services). The higher risk activities
carried out by megabanks, which are none
other than those criticised by commentators
such as Nassim Taleb, have no place in an
Islamic bank and one wonders how any
‘Islamic bank’ operating like a megabank is
not a contradiction in terms.
Investment activities in Islam had
traditionally been undertaken via
partnerships, e.g. mudarabah, qirad and
musharakah or endowment (waqf), not

banks. In the contemporary post bailout
context, Taleb has repeatedly argued that one
way of tilting banks back toward sounder
compensation schemes is by applying the
hedge fund compensation model to high risk
investment activities, which is none other
than a partnership framework. Economically
speaking it is neither a corporate nor banking
model.
The American and Anglo corporate model,
with shareholders detached from depositors,
has no precedent in Islamic fiqh. A
partnership, whichever form it takes, is a
partnership and no amount of
characterisation, overlays or other legal
fictions offered by Shari‘ah scholars to
Islamise a legal construct as foreign to Islamic
thinking as is the Anglo American corporation
will render halal the economic reality of what
is ultimately a flawed economic institution.
Western legal scholars easily comprehend the
substantive differences between corporations
and partnerships and it is high time that socalled Shari‘ah scholars did the same.
Were they to do so, they would recognise
mutual financial institutions, not banks, as
the salient framework for financial
intermediation adaptable to Islamic ways.
Traditionally the Islamic way has been,
theoretically speaking, the ethical way. It is
no coincidence that American movements
critical of economic disparity and unfair
financial practices, such as OWS and Bank
Transfer Day, are also finding mutuality (not
to mention profit and fair risk sharing) to be
an antidote to conventional banking. Any
thinking person should surely be worried that
the Islamic label banking and finance
industry continues to embrace as ‘Shari‘ahcompliant’ and ‘Islamic’ those very legal and
economic models that Western users are now
finding unacceptable from not only an ethical
but also from a prudential point of view.
Arshad A. Ahmed serves as a managing
director of Elixir Capital and adjunct
professor at both Berkeley Law and the
University of California Hastings College
of the Law in San Francisco. His co-author,
Jonathan Berthet, is a recent graduate of
the University of California, Santa Barbara
and serves as an analyst at Elixir Capital.
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The Maldives Edge Towards
a Fully-Fledged Islamic Capital Market
Aishath Muneeza, Head of Islamic Finance, Capital Market Development Authority
(CMDA), Maldives
Background
Maldives is an essentially Muslim country,
which mainly follows the Shafi’i School of
Thought of Sunni Islam. With a population
of just 300,000 it is the smallest country in
Asia; it is also the smallest Asian country in
terms of land area, consisting of more than
a thousand islands, just two meters above
sea level. Despite several attempts to
introduce Islamic finance in the past, until
2011 Maldives had no Islamic financial
institutions.
Spurred by the growth of Islamic finance
worldwide, even in Muslim-minority
countries, the first Islamic bank in Maldives
opened its doors in early 2011 and the
country is now taking steps to establish an
Islamic capital market.
The Financial System of Maldives
Before looking at the Islamic financial
developments in Maldives, it is important to
understand the conventional system that
was the only system in operation until 2011,
which is at best an irony given that Islam is
the only recognised and openly practiced
religion in Maldives and at worst it could be
considered a failure to fully observe and
practise the precepts of Islam.
The banking sector and the non-banking
financial institutions are regulated by the
Maldives Monetary Authority, the Central
Bank of Maldives. Currently there are six
conventional banks and one Islamic bank
operating in the country. The non-banking
financial sector includes the general
insurance market, a finance leasing
company, a specialised housing finance
institution and money transfer businesses.
The first bank established in Maldives was
the Bank of Maldives Plc (BML), which


began its operation in 1982. This bank is
partly owned by the government and is
generally considered as the national bank of
the country. The other banks operating in
Maldives are a branch of the State Bank of
India (SBI) established in 1974, Habib Bank
Limited (HBL) established in 1976 and
Bank of Ceylon (BOC) established in 1981,
a branch of the Hong Kong Shanghai
Banking Corporation (HSBC) established in
2002 and a branch of Mauritius
Commercial Bank Ltd (MCB) established in
2008. The only Islamic bank operating in
the country is the Maldives Islamic Bank Pvt
Ltd established in March 2011.
The capital market and the pension funds of
Maldives are regulated by the Capital
Market Development Authority (CMDA) of
Maldives established in 2006. It is an
independent institution responsible for the
regulation of dealing companies, the
representatives of the dealing companies,
custodians, the Maldives Stock Exchange,
the Maldives Securities Depository and
credit rating agencies. Currently there are
three licensed dealing companies; six

licensed dealers’ representatives, one
licensed custodian and one licensed rating
agency operating in the country.
Emergence of Islamic Banking and Finance
in Maldives: Where are we now?
Islamic banking and finance has not yet
achieved full momentum in Maldives. The
first form of Islamic financial institution
that was introduced to the country was a
takaful company, which operates under a
conventional insurance license. This was
followed by the opening of the first fullyfledged Islamic bank in the country and
then the issuance of Islamic equity that gave
a green light for the introduction of an
Islamic capital market to the country.
It would be accurate to say that Islamic
banking and finance is still very new in
Maldives and that it is yet to be developed
properly. The main focus now is, therefore,
to build on these beginnings and to
introduce a fully-fledged Islamic banking
and finance industry in the country. The
following diagram shows the development

Introduction of Takaful–2003
Under a conventional insurance license, the first takaful company ,
Amanah Takaful PLC is incorporated



Introduction of Islamic Banking–2011
A new regulation, Islamic Banking Regulation 2011 of Maldives created the environment
for the establishment of the first Islamic Bank of the country, Maldives Islamic Bank Pvt Ltd



Approval of first Islamic Securities–2011
June 2011- Amanatakaful was given the green signal to isse the
first Shari'ah-compliant securities



What next?
Sukuk?
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of Islamic banking and finance in Maldives
so far.
The first Islamic banking and finance
product to be introduced to the country was
takaful via a branch of Amanah Takaful, a
company incorporated in Sri Lanka. This
company was registered in Maldives under a
conventional insurance license as to date
there is no takaful law or regulatory
environment to cover takaful operations.
In March 2011 the first Islamic bank in the
country was established parallel to the
conventional banks operating in the
country. To accommodate Islamic banking,
the Central Bank of Maldives, Maldives
Monetary Authority (MMA) enacted
Islamic Banking Regulation 2011. This is a
regulatory law rather than a substantive law
that deals with the substance of Islamic
banking in Maldives. A Shari’ah Advisory
Council was also created at the MMA and
the respective banks that are licensed as
Islamic banks are required to create an inhouse Shari’ah advisory council.
Prior to the incorporation of the first
Islamic bank of the country, Maldives
Islamic Bank Pvt Ltd, the country had seven
conventional banks. Regrettably the
conventional banking system established in
the country failed to serve the whole
population of the country in an evenhanded way. The only bank that was able to
provide even a basic banking facility, the
deposit and withdrawal of money, outside
the capital, Male’ was the National Bank of
Maldives, Bank of Maldives Pvt Ltd. It is
hoped that the expansion of the services of
the Islamic capital market in Maldives will
benefit the rural population of the country
living in islands other than Male’ as well.
Recently Maldives have taken steps to enact
a legal and regulatory framework for the
issuance of sukuk in the country to facilitate
the development of a fully fledged Islamic
capital market.
The Progress of the Islamic Capital Market
in Maldives
‘In addition to focusing on the
development of a conventional debt
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market, CMDA considers the development
of a market for Islamic securities of
utmost importance to cater to the
investment needs of the country. We are
now working on the legal framework and
mechanisms to facilitate both government
and private sector issues of Shari’ahcompliant instruments. A Capital Market
Shari’ah Advisory Committee is advising
the CMDA on approving Shari’ahcompliant products and services. Our
model for developing Shari’ah-compliant
products and services is based on the
Malaysian Islamic Capital Market model.’
Fathimath Shafeega, CEO of the Capital
Market Development Authority
The vision of CMDA is to develop an
Islamic capital market parallel to the
existing conventional capital market
creating a competitive environment in the
financial market of Maldives and
contributing to the stabilisation of the
overall economy. The journey began in 2010
with the first Islamic capital market product
being launched in mid 2011.
An Islamic Capital Market Function was
established on 15 June 2011 as a part of the
Market Regulation and Supervision Section
to organise and facilitate the
implementation of Islamic capital marketrelated activities within the organisational
structure of CMDA. It is anticipated that in
the near future it will be upgraded to a
fully-fledged section with its own mandates
and vision to develop Islamic capital market
to the next level.
The aims of the Islamic Capital Market
Function include encouraging and assisting
all parties involved in the Maldivian Islamic
Capital Market; to propagate best practice
and latest technology among market
participants; to build and sustain public
confidence and trust towards the Maldivian
Islamic Capital Market and its operations;
to work towards regulating, monitoring and
maintaining professionalism amongst the
participants of the Maldivian Islamic
Capital Market and to prevent the
stakeholders in the Maldivian Islamic
Capital Market from participating in any
transactions that may be constitutionally
illegal or non-Shari’ah compliant.

CMDA Strategic Plan (2011–2014)
The Capital Market Strategic Plan
2011–2014 is intended to provide clarity
and certainty on the direction of CMDA’s
strategies for market development. Its remit
includes:
• Establishment of a Shari’ah Advisory
committee to advise on matters related to
the Islamic capital market
• Innovating Islamic capital market
products and promoting them in the
market
• Capacity building of CMDA staff and
other stakeholders in the Islamic capital
market
• Creating public awareness of Islamic
finance
Conclusion
With the successful launch of an Islamic
equity market in Maldives, CMDA is taking
initiatives to introduce a sukuk market in
Maldives. As part of this project, a study on
the market has been carried out and the
necessary legislation has been drafted. It is
hoped that in the near future a fully-fledged
Islamic capital market industry will emerge
in Maldives parallel to the existing
conventional capital market.

CDMA Offices, Maldives



NewHorizon 182_NewHorizon 24/01/2012 09:37 Page 15

NEWHORIZON Safar-Rabi al Thani 1433

ACADEMIC ARTICLE

Doubtful and Mixed Capital in Islamic Financial Institutions
By: Dr. Zaharuddin Abd Rahman, Shari’ah scholar and lecturer at the faculty of
economics and management sciences at the International Islamic University,
Malaysia
One of the most debated issues in Islamic
finance is around the initial capital of
Islamic banks and takaful companies,
especially when initiated by a conventional
parent company. Some people doubt the
purity of the capital in Islamic banks and
takaful companies and as a result question
whether these organisations are truly Islamic
when their capital is not completely halal.
The Facts
There are two points to be made in relation
to this issue:
1. Money itself is not unlawful, but
becomes prohibited through the way it is
procured, i.e. not in line with the Shari’ah
law. Sin does not move with the money
from one party to another. This is unlike
an item that is physically prohibited such
as pork or liquor. Regardless of where the
pork is or whether it is already mixed
with another item, it will still be
prohibited and will contaminate other
permissible items through any form of
contact or convergence.

Money itself is not unlawful,
but becomes prohibited
through the way it is procured,
i.e. not in line with the Shari’ah
law. Sin does not move with
the money from one party to
another.


2. Capital earned by the parent companies
of Islamic banks may not be entirely from
prohibited businesses. Part of the capital
is sourced from individuals and
permissible government and private
organisations, therefore, it is possible that
the funds originated only from permitted
sources even if combined with prohibited
income. Readers should be aware that the
initial capital of Islamic banks and
takaful companies is confirmed as being
from permitted and halal sources.
Scholars’ Opinions
There are differences of opinion among
scholars regarding this issue. The majority

of Hanafi scholars, Ibn Qasim from the
Maliki sect, Hanbali and Ibn Taimiyah are
of the opinion that it is permissible to do
transactions with the owners of mixed
capital when the majority of the capital
comes from permitted sources. Ibn Nujaim
was reported as saying, ‘When the majority
of the total capital or its income is
permitted, there is no problem in accepting
their gifts and food as long as there is no
clear sign showing that it is prohibited.
Conversely, when the majority of the capital
or its income is prohibited, then any gift or
food from them is not permissible except
after it is confirmed as clean (permissible).’
Ibn Qudamah alternatively said, ‘When you
know (or are told by people whose income
is mixed) that the commodity, supply or
food comes from permissible sources, thus
they are permissible.’
A few prominent scholars such as AsSyawkani and al- Muhasibi are also of the
opinion that it is permissible to perform
transactions with the owners of mixed funds
if only a minor portion of it is permitted.
Their supporting arguments, among others,
include:
1. The Prophet and his companions
performed transactions with the Meccan
people before Hijrah, when most of them
were non-believers. There was never any
mention of The Prophet prohibiting any
form of transactions with them, even
though most of their wealth came from
prohibited sources.
2. The Prophet also had financial dealings
with the Bedouin Arab community, who
associate Allah with others, during a
journey to Madinah. Their wealth was
known to originate from prohibited
sources as well.
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3. During the migration of the The Prophet,
he transacted with the Jews from
amongst the people of Madinah and the
Bedouin Arabs who permitted what was
prohibited in Islam. If those transactions
were prohibited, surely The Prophet
would have disallowed them from the
very beginning.
4. The Prophet’s taqrir (endorsement) by
letting his companions trade and enter
into financial transactions with non
believers previously involved in robbery
and non-permissible transactions is also
evidence.
5. When Islam allows financial transactions
with non-believers, it also means Islam
allows financial transactions with
Muslims whose wealth is a mixture of
permissible and non permissible.
6. The companions of The Prophet also
dealt with robbers in Madinah at the
time of Yazid bin Muawiyah; none of
them forbade it.
7. When such transactions are impeded,
problems will arise especially in a period
where it is difficult to locate a company
with 100% permissible income. We can
also consider the stand of Ibn Mas’ud
(may Allah be pleased with him) on
dealings with a company or an individual
whose wealth is mixed.
‘It was said that a man came to Abdullah
Ibn Mas’ud and said, ‘I have a neighbour
and I know nothing of his wealth except it
is soiled and prohibited and he invited me to
his house. I feel reluctant to accept and
reluctant not to.’ Ibn Mas’ud said, ‘Accept
and attend to his invitation, verily sins
(from the prohibited wealth) is (solely) on
him.’ (Narrated by Al-Baihaqi, 5/335;
Al-Baihaqi is of the opinion that this
narration is frail)
Imam Al-Ghazzali used to say, ‘Verily, if
prohibited wealth is widely spread within an
area and it is difficult to move out of it (the
area), thus it is permissible to have deals
(with it) even beyond the emergency
boundaries, because if the people were
limited to only emergency boundaries, thus

 

human life will end, systems will be
damaged and at that point religious affairs
will also be damaged and Islam will collapse
(because nothing can be done without the
role of wealth).’
What Does This Mean?
The capital in a conventional bank,
therefore, cannot be regarded as prohibited
in its totality and must not be rejected as the
initial capital for Islamic banks and takaful
companies. Of course it is better for banks
to ensure that only the permitted portion is
used and separated specifically for Islamic
banks, takaful companies or their Islamic
banking departments. Even so, it is not
compulsory (wajib) to do so.
If a small portion of prohibited capital
exists within the total capital used as the
initial capital for an Islamic bank, I believe
it is Qard Hasan (non-interest bearing loan)
from the conventional parent company to
its subsidiary. The majority of contemporary
scholars are of the opinion that it is not a
problem for a parent company to give a
loan to its subsidiary with the condition of
repaying the loan later.
In fact, some scholars such as Dr Zaki
Badawi issued a fatwa that it is permissible
even if it is an interest bearing loan. This is
because they are considered one company
and the fund is simply moving from one
pocket to another.

There is then the matter of using profits
from permitted business, which have raised
initial capital either through theft or from
prohibited sources. In this matter, Imam
Malik, Imam As-Shafie, Imam Abu Yusof
and Sheikh Zufar Huzayl agree that the
thief has a right to the profit earned by his
permitted investment even if the initial
capital was prohibited, nevertheless he must
return the stolen money (money used as his
business or investment capital) to the
rightful owner. Based on this scholastic
ijtihad, we assume that Islamic banks
should take profits from their businesses or
investments even if the capital used was
initiated from prohibited sources. This,
however, is a ‘worst case scenario’.
This issue needs to be clearly understood,
because confusion on this matter might
make Islamic banks look un-Islamic or even
worse, similar to conventional banks.

Dr Zaharuddin Abd Rahman is a Shari’ah
scholar and lecturer at the Islamic
University of Malaysia, as well as being
an associate lecturer at the Markfield
Institute of Higher Education in the UK.
He is also a Shari’ah advisor to several
financial organisations in both Malaysia
and the GCC and a regular contributor to
several publications focussing on Islamic
financial issues.

The Practical Approach
Even if the opinion of prohibition is used,
Islamic banks can still cleanse the doubtful
capital by repaying the loan and giving a
portion of its profit to charity. The
transition and strengthening process of the
Islamic financial system must be supported.
It is impossible for a conventional bank or
company to shift to an Islamic system
without the aid of sufficient capital or
finance, therefore, in line with the objective
of Shari’ah (Maqasid Shari’ah), this process
must be allowed to enable the transition
process, notwithstanding the use of a
portion of capital that is obviously
prohibited.
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Qatar Punches Above Its Weight
Qatar is a tiny country, a peninsula of just
under 11,500 square kilometres with a
population of 1.7 million, more than 80%
of whom are migrant workers from other
countries in the Gulf region and the Indian
subcontinent. Its reserves of oil and
particularly gas (15% of known reserves in
the world) have propelled it from being a
poor, pearl fishing community in the early
years of the 20th century to being one of the
richest countries in the world measured by
income per capita.
The Qataris appear to have realised,
however, that total reliance on
hydrocarbons is a dangerous strategy and
they are very actively working to diversify
the economy. The progressive attitudes of
Qatar owe much to the enlightened
leadership of the current Emir, Hamad bin
Khalifa Al Thani, who became the country’s
leader in 1995, following a bloodless coup,
which deposed his father. Qatar plans to
spend $150bn on infrastructure
development over the next five years and
spending in the non-oil sectors will vary
between $120bn and $140bn over the next
five years, while the oil and gas sector will
attract spending of $30bn to $40bn.

In rankings of financial centres published in
the late summer of 2011, Z/Yen, a Londonbased risk consultancy, placed Qatar 30th in
the world and the highest in the Middle
East. This puts them ahead of Dubai (36th
place), Bahrain (55th place) and Saudi
Arabia (66th place). One Dubai-based
respondent to the survey of 1,800 finance
professionals worldwide commented,
‘Dubai has suffered a big attack on its
reputation. It has allowed Qatar to establish
itself as a credible challenger in the Middle
East.’ It appears that Qatar is no longer
playing catch up in the region; it is setting
the pace.
The Commercial Bank of Qatar was
established in 1975 as the country’s first
fully private sector bank and today is
Qatar’s largest private sector bank. It is a
conventional bank, with assets of almost
QR (Qatari Riyals) 63 billion ($17 billion)
and net profits of just over QR1.6 billion
($440 million) at the end of 2010. In 2005
it began offering Islamic finance via a
window operation, but it will have to close
this operation by the end of 2011 (see
below).
Qatar Financial Centre

The Economy and the Finance Sector
The importance of a diversification strategy
was underlined recently when Qatar’s
General Secretariat for Development
Planning (GSDP) published its inaugural
Qatar Economic Outlook, 2011–2012.
High oil prices particularly in early 2011
boosted GDP growth for 2011 to 15%, but
in 2012 that growth is expected to slow to
around 5.1% as the vigorous expansion in
the hydrocarbon sector slows. This means
that solid performance in other sectors of
the economy will become more important.
The finance sector is one of the ‘other
sectors’, which it is hoped will contribute to
that necessary solid performance. In 2006
the finance sector in Qatar employed just
2,600 people; by the end of 2010 this had
grown to around 20,000 people.


Qatar Financial Centre (QFC) has been
instrumental in Qatar’s growth as an
international finance hub. Established in
2005 with the aim of attracting financial
institutions to the country, it set out to offer
a business friendly tax environment, a legal
system based on English common law and
a robust regulatory regime. In early 2010 it
had issued licenses to just 59 organisations,
but by the end of 2011, that number
had increased to 147, a growth of almost
150%.
In early 2010 the Qatar Financial Centre
began focusing its attention on asset
management, re-insurance and captive
insurance as part of its mandate to build a
world-class financial services marketplace,
which resulted in an increase in the number
of companies locating to the QFC.

The QFC Regulatory Authority sits alongside
the QFC and it is responsible for regulating
the organisations to which the QFC grants
licences. Its regulations are based on
internationally accepted standards and
closely follow the UK Financial Services
Authority. Financial organisations must be
authorised by the QFC Regulatory Authority.
Islamic Banking in Qatar
Islamic banking was established by decree in
Qatar in 1982 with the Qatar Islamic Bank
opening its doors to business in 1983. In
2005 the Qatar Central Bank (QCB)
authorised conventional banks to offer
Shari’ah-compliant products via Islamic
windows. Among the banks taking up the
dual role opportunity were HSBC, Qatar
National Bank, Doha Bank, the
International Bank of Qatar and the
Commercial Bank of Qatar. In something of
a volte-face in February 2011, QCB issued a
directive to these dual role organisations
instructing them to stop opening new
Islamic branches, accepting Islamic deposits
and initiating new Islamic finance
operations. (For a fuller description of the
directive and its implications see
NewHorizon, Issue 179, April–June 2011.)
Since the directive, HSBC Amanah has
simply announced that it will close the
Islamic window operation rather than sell it
and the International Bank of Qatar (IBQ)
sold their Islamic retail operations to Barwa
Bank. At the time of writing there was no
news about what other affected banks
would be doing to comply with the
directive, although it has been suggested
that some of the affected banks may see
Oman as a bolthole. (Oman issued a royal
decree in May 2011 paving the way for the
establishment of Islamic banking in the
Sultanate. Islamic window operations will
be permitted.) On the plus side for Qatar,
the directive, combined with strong
economic growth forecasts, is attracting the
interest of Islamic banks located in other
parts of the UAE.
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Qatar currently has four Islamic banks –
Qatar Islamic Bank (QIB), Qatar
International Islamic Bank (QIIB), Masraf
Al Rayan and the newest addition, Barwa
Bank. The Qatari royal family are
represented on the boards of these Islamic
banks. They hold key board positions at
QIIB – chairman and managing director –
and the chairmanship of QIB.
Qatar Islamic Bank
Qatar Islamic Bank (QIB) is by far the
largest and longest established Islamic bank
in Qatar with around 35 branches, capital
at the end of 2010 of QR 2.1 billion ($577
million), a 35% share of the country’s
Islamic assets and an 11% share of the
overall banking sector. In 2010 its debut
international sukuk was eight times
oversubscribed and it also participated in
Qatar’s sovereign sukuk to the tune of QR
1.25 billion ($343 million). Interestingly, by
the end of 2010 QIB’s capital adequacy
ratio had reached 17.4%, well above the
Qatari requirement of 10% and already in
compliance with Basel III.
QIB’s ambitions, however, are not purely
domestic. They are building their
international presence with operations, in
particular in the European and Asian
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markets. In 2010 they pulled their various
international initiatives together under the
name ‘QIB International’. The objective is
to ‘diversify the QIB client base and revenue
mix and cater for the international growth
of Shari’ah-compliant banking activities’.
These international interests include a
49.5% share in QInvest, based in the Qatar
Finance Centre; a partnership with other
GCC financial institutions in the set up of
the Arab Finance House in Lebanon; a 70%
share in the Asian Finance Bank established
in Malaysia in 2007 and QIB –UK (formerly
known as the European Finance House).

more than 80% with a capital injection of
£20 million and approximately six months
later, in March 2011, took full control of
the bank. Speaking at the time, Sheikh Dr
Khalid bin Thani bin Abdullah al-Thani
said, ‘Our long-term strategy is to build an
international Shari’ah-compliant banking
business and we believe that our extensive
experience in Shari’ah banking will allow us
to develop and integrate the IBB business
into the QIIB group.’ It was even reported
that QIIB expressed an interest in buying
stakes in the part-nationalised Lloyds and
Royal Bank of Scotland groups.

Qatar International Islamic Bank

QIIB’s plans to play a more active role in
international capital markets were given a
boost in mid 2011 when ratings agency
Moody’s gave it a triple A rating, the first
Qatari bank to achieve such a rating. In the
wake of this accolade, QIIB has indicated
that it is planning to issue a US dollar
denominated benchmark sukuk, probably
early in 2012.

Despite its name, the Qatar International
Islamic Bank (QIIB) is first and foremost a
local Qatari bank with 12 branches in Qatar.
At the announcement of the bank’s third
quarter results, Sheikh Dr Khalid bin Thani
bin Abdullah al-Thani, QIIB’s chairman and
managing director said, ‘Good opportunities
clearly exist in the Qatari economy now.
QIIB’s focus is on the local economy.’
Nevertheless, QIIB does have some
international presence through its ownership
of the UK’s Islamic Bank of Britain (IBB).
When IBB ran into some difficulties in
2010, QIIB increased its stake in IBB to

Doha’s Khalifa Stadium

Masraf Al Rayan
Masraf Al Rayan is a relative newcomer,
established just five years ago. It has eight
branches in Qatar, but the retail banking
arm is a very small element of the bank’s
business accounting for just 16% of
operating income and 18% of net profit.
Corporate banking is by far the biggest
contributor to both income and profit. The
corporate banking strategy is conservative
and risk averse, concentrating on the
government and quasi government sectors.
In 2007 Masraf Al Rayan launched Al Ryan
Investment, a 100% owned asset
management and investment subsidiary
licensed by the QFC. Its aim is to build twoway links between the GCC and Asia. The
venture is growing comfortably, but to date
is a very small part of the overall operation.
Barwa Bank
Barwa Bank was set up in 2008 and is in
fact a subsidiary of the Barwa Real Estate
Company. It began operation in mid 2009
and to some extent the spectacular growth
rate of more than 700% in 2010 has been
achieved through acquisitions – First

Courtesy of the Qatar Financial Centre
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Doha Skyline

Courtesy of the Qatar Financial Centre

Finance, First Leasing and the First
Investment Company. Despite a very
significant increase in operating expenses,
net profit also increased by around 670%.
Although Barwa has always had a retail
banking remit, it is hard to avoid the
impression that until very recently the main
thrust of its activities was investment
banking and asset management. This is
perhaps unsurprising given that it is a
subsidiary of the Barwa Real Estate
Company, which owns almost 68% of the
shares in Barwa Bank. Recently, however,
Barwa’s retail banking operations received a
boost when it acquired the retail banking
operations of the International Bank of
Qatar, which was forced to dispose of their
Islamic window operation under the QCB’s
February directive. Barwa Bank now has
five branches in Qatar.
Beyond Qatar’s Borders
Qatar’s ambitions extend beyond its own
borders. Recently members of the Qatari
royal family picked up some of the fallout
from the recent breakup of the Dexia
banking group buying Dexia’s unit in
Luxembourg. Earlier Qatar’s state
investment fund, Precision Capital, acquired
the Luxembourg unit of Belgium’s KBC
banking group. (Luxembourg has ambitions
to establish itself as a centre of Islamic
finance in Europe and has been actively



promoting itself as an Islamic finance
friendly jurisdiction.)
Through the Qatari Investment Authority
(the emirate’s sovereign wealth fund with
about $85 billion in its coffers) Qatar also
has stakes in Credit Suisse and the London
Stock Exchange and has expressed an
interest in stakes in the part-nationalised UK
banks, RBS and Lloyds. In the late summer
of 2011 the Qataris invested $670 million in
a merger between Greece’s two biggest
lenders and have reportedly had talks with
BNP Paribas about an investment to help the
bank through the Eurozone crisis. (French
banks are particularly exposed to Greek and
Italian debt.) This rumour was in fact denied
by BNP Paribas, although it appears
indisputable that BNP executives did visit
some GCC states in the late summer.

rise in the annual business environment
rankings, securing 3rd place in the region
and 36th globally. Dubai and Bahrain on
the other hand believe they are bouncing
back, but they would say that wouldn’t they.
Perhaps this overt competition between
countries in the GCC region is in itself one
of the problems, particularly when it comes
to the lucrative asset management sector,
which is one that the Qataris have targeted.

A Window of Opportunity

Currently each country has its own stock
exchange and its own set of rules and
regulations, particularly in relation to
foreign participation. Working together and
harmonising regulations across the region
could serve to create a formidable contender
on the international stage. Whether
individual differences and ambitions can be
put aside in pursuit of a common goal is
another matter.

It has been suggested that Qatar, which
started to ramp up its financial sector rather
later than Dubai and Bahrain, has an
opportunity to eclipse these two established
financial hubs in the wake of the Dubai
financial crisis and unrest in Bahrain early
in 2011. In fact, Qatar was recently rated as
the No. 1 financial centre in the Middle East
by the latest GFC Index, published in
September of this year, and a World Bank
assessment of indicators relating to “the
ease of doing business” has also seen Qatar

Qatar, along with Bahrain and Dubai, also
has some work to do in building the
infrastructure to support their ambitions;
clearing, settlement and custody services need
improvement if the approximately $68 billion
under management in the region are to
challenge for a share of the trillions of dollars
under management in the UK, for example.
During 2011 various conferences in the
region have produced bullish forecasts, but if
these opportunities are not to be squandered
Qatar has some work to do and fast.
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An Interview with Anouar Adham, QIB (UK)
London-based QIB (UK) is a subsidiary of
Qatar Islamic Bank, one of the oldest and
largest Islamic banks. When we interviewed
Anouar Adham, Head of Asset
Management at QIB (UK) towards the end
of 2011 we were interested to pick up on
some of the themes that had emerged from
our article on Islamic asset management in
the October to December 2011 issue of
NewHorizon, as well to examine more
closely one of the financial institutions
covered in this quarter’s focus on Qatar.
Anouar Adham has extensive experience
with international banks in Europe, South
East Asia and the Middle East. His
experience includes investment, finance,
development, asset management and
advisory for HNWI (High Net Worth
Individuals). He was formerly with Qatar
Islamic Bank where he was a senior
banker and was involved in real estate
projects, industrial development and
corporate advisory. He is a Chartered
Financial Analyst (CFA), has a Master’s
degree in Finance from the University of
Clermont-Ferrand in France and holds the
Islamic Finance Qualification.
In terms of geographical spread where do
QIB’s clients come from and do you expect
this situation to change?
QIB (UK)’s clients are spread globally but
with most of the client coming from the
MENA region. In the future we expect the
GCC to stay as our main core market with
central Asia as well as south East Asia
showing great potential.
Does the Islamic asset management industry
in general and QIB (UK) in particular
largely serve HNWIs (High Net Worth
Individuals) rather than institutions such as
pension funds? How is this situation
changing and how is QIB (UK) playing a
part in that change?
Actually, our focus so far has been on
institutional clients, especially takaful and
retakaful operators. In 2012 we will
 

continue to serve institutional investors but
we were also looking at the opportunity to
target HNWIs via our Wealth Management
Platform. Over the last couple of years we
have seen most of the Islamic asset managers
starting to work on an HNWI strategy. I
think that one of the main reasons is that
Islamic banks are focusing more and more
on serving private banking clients as they
need to find a substitute for falling revenues
in their investment banking activities.
One criticism that has been levelled against
the Islamic asset management sector is that it
has been too reliant on real estate in its
portfolios. Is this a reasonable criticism; does
QIB UK strive to follow the principles of
modern portfolio management and is it in
any way hampered by the absence of a strong
secondary market in Sukuk, for example?
For a long period of time Islamic asset
managers focused on real estate fund for the
simple reason that this is what clients
wanted and the real estate market was
booming globally making it an attractive
asset class. Investors, however, have seen
during the crisis that real estate prices could
also go down and that a diversified portfolio
has its advantages, one of which is to reduce
systemic risk. QIB (UK) Asset Management’s
first product was a global sukuk fund, that
was launched almost three years ago with
US$30 million and is today close to US$175
million, making it the biggest sukuk fund in
the market. We launched this fund because
we had identified the need for incomegenerating products outside the real estate
space. Initially the secondary market was an
issue and we just had to work with that, but
today most of the high quality paper in
which we invest (the average rating of the
fund is A) is liquid.
We are also managing an investment plan in
Qatar called Themar that invests in sukuk
as well as the equity of Islamic financial
institutions globally. This product, by
investing globally in different asset classes,
offers a great diversification to our
customers via a single product.

To summarise, real estate has been and still
is an asset class that Sharia’ah-compliant
investors are exposed to but the level of
investment is being reduced progressively.
Have the dangers of real estate investment
been exaggerated; are investors too
influenced by events such as the bursting of
the Dubai real estate bubble?
Investment exposure in any one single asset
class is dangerous. Investors should always
look at diversifying their investment
positions and discuss dynamic asset
allocations that fit their risk profile with
their investment adviser.
Given the current economic climate and the
level of mistrust in many conventional
financial organisations, are you seeing an
increased interest in Islamic asset
management from non-Islamic institutional
investors?
You have some non-Islamic institutional
investors that are looking to invest in
Shari’ah-compliant products; however you
cannot really identify a real trend of money
flowing out the conventional products to be
invested in Shari’ah-compliant products.
Do you market your asset management
products only to Muslim investors or do
you also try to attract clients from the
ethical finance sector or more widely?
We do not build our strategy by segregating
Islamic and non-Islamic investors. We
structure products to be competitive in the
global market and to answer clients’ needs.
How would you differentiate Islamic asset
management products from those of the
ethical finance sector?
Islamic finance is part of the ethical/SRI
(Socially Responsible Investment) sector as
they share the common value of being a
positive factor for society. I think that the
main difference between Islamic finance and
other forms of ethical finance is the use of
‘haram’ financial instruments such as
derivatives and riba-based products.
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Form and Substance in Islamic Finance – Challenges,
Problems and the Way Forward
The 3rd annual thematic workshop organised by the Institute of Islamic Banking and
Insurance (IIBI) and the International Shari’ah Research Academy for Islamic Finance
(ISRA) took place on 12 December 2011. The workshop was sponsored by SNR
Denton – an international legal practice and held at their London office. In the wake
of the Eurozone summit on 10 December, as European nations tried to decide how to
find a way out of the deep hole created by unsustainable levels of debt financing, it
was perhaps particularly appropriate to revisit the foundational concepts of Islamic
finance. Has the sector been able to adhere closely to its code of moral and ethical
finance or has the need to compete and to coexist with the conventional finance
industry caused a drift away from its very high ideals?
Keynote Address
Lord Sheik, Conservative
member of the House of Lords,
Chairman of Iqra Ethical plc
and Vice-Chairman of Associate
Parliamentary Group on Islamic

Finance, set the scene for the
workshop. He reminded the
audience of the rapid growth of
Islamic finance and the
opportunities presented by the
sector. He noted the increasing
appeal of Islamic finance, not

just to Muslims, but also to
non-Muslims looking for an
ethical financial alternative that
is concerned with delivering
benefits to society and the
environment. He stressed that it
was, therefore, critically

important for the Islamic
finance sector to ensure that its
products and services comply
with the ‘form’ and ‘substance’
of the Islamic principles.
The Form Over Substance
Debate
In 2000 the late Mr Muzzam Ali,
Founder and Chairman of the
IIBI said, ‘One of the key
requirements for the successful
operations of Islamic banking is
adherence to a prescribed code
of moral and ethical conduct.
Some of the financial
institutions, while promoting the
instruments of conventional
banking, label these Shari’ahcompliant. Their minds are so
firmly set on Western financial
concepts that they cannot get rid
of them.’ Bilal Khan, Shari’ah
scholar and executive director of
the Islamic Finance Education
Council (IFEC) speaking at the
workshop put it rather more
pithily, ‘Just calling something
Islamic does not make it Islamic.’

Lord Sheikh



The first session moderated by
Richard de Belder, partner and
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head of Islamic finance practice
at SNR Denton began with an
exploration of the form over
substance debate and why and
how it has arisen. Dr Bashir
Aliyu Umar, a special adviser on
non-interest banking to the
Governor of Nigeria’s central
bank stated that the issue of
substance is crucial in Shari’ah.
According to hadith, ‘actions
are judged by intentions’.
Although the form of the
transactions may be relevant,
the fatwa (Shari’ah scholar’s
opinion) should seek to achieve
the fulfilment of the substance
of the transactions.

Over time changes in
the tax systems of
western countries put
murabaha contracts at
a disadvantage in the
broader market. It is
at that point that
commodity murabaha
or tawarruq,
effectively a debt
financing instrument
mimicking the
conventional
interest-based loan in
economic terms
began to push out
true murabaha.


Setting the historic background
Nicholas Foster, Senior Lecturer
in Commercial Law at the
University of London’s School
of Oriental and African Studies
commented that in the classical
period Shari’ah had a very
sophisticated commercial legal
system, but there was no
mechanism to develop the
system through changing times.
Although the fundamental
principles of Shari’ah do not
change, the rules or laws
informed by those principles
need to change to reflect the
realities of the modern
commercial world; to deal with
situations that could never have
been imagined in the classical
period.
Richard Thomas, Chief
Executive Officer of Gatehouse
Bank had a rather shorter
historical timeline covering his
30 years experience of the
Islamic banking industry. He
noted that when he first became
involved in Islamic finance the
type of deals with which he was
involved were true murabaha
contracts, physical transactions
involving real ownership and
transference of goods. Over time
changes in the tax systems of

western countries put murabaha
contracts at a disadvantage in
the broader market. It is at that
point that commodity murabaha
or tawarruq, effectively a debt
financing instrument mimicking
the conventional interest-based
loan in economic terms began to
push out true murabaha. Just as
with an interest-based debt
financing instrument,
commodity murabaha allows
clients to claim tax advantages
that stem from its classification
as a debt instrument.
Leaving aside the whole
argument about whether
tawarruq is permissible at all
(and you can read a very full
discussion of this in the October
to December 2010 issue of
NewHorizon), its use puts
Islamic finance in the same
camp as conventional finance,
which has created a debt
mountain that Mr Thomas
described as unsolvable. He
concluded that unless Islamic
banking differentiates itself, it
will not be seen as a potential
solution to the problems the
financial system has created.
It is easy to see why Islamic
banks chose to emulate their
conventional counterparts. If
you are the new guy on the
block, you have to at least
match or better what the
established players have to offer.
If you do not, you probably
never get off the ground. The
situation at the end of 2011 is,
however, rather different. There
is widespread disillusion about
the banking sector, amply
illustrated in the article in this
issue titled ‘Against Megabanking and in Favour of
Mutuality’. There is also an
increasing sense of desperation
about how Western financial
institutions are going to solve
the problem of the debt

mountain. Perhaps now is the
time when Islamic banking
needs to revisit its code of ethics
and morality; demonstrate it is
different and that it does offer a
potential solution to the
problems – Ed.
Dr Mehmet Asutay, Reader in
Middle Eastern and Islamic
Political Economy and Finance
at Durham University underlined
Mr Thomas’s perception of the
Islamic finance industry. He felt
that 1990s’ globalisation had
caused Islamic banking to lose its
way; to forget that the concept
of a moral economy should be at
the heart of Islamic banking
practices. It was not just about
avoiding riba, but about
economic development that was
both sustainable and linked to
concepts of social justice. He
said that the Shari’ah filter
should take these moral issues
into account. Islamic banking
should be about ethical profits,
not profits at any cost. He called
for Islamic banks to be more
than just money shops and to be
partners in projects and
development.
In summary, the speakers,
whether academics or industry
practitioners, did suggest that
the Islamic finance industry had
experienced a certain amount of
drift away from its Shari’ah
roots. The reasons for this drift
are complex, but certainly
include the lack of a formal
mechanism for adapting the
rules to meet the requirements
of the modern world, while
keeping faith with the objectives
of Shari’ah and the need to
compete with the monster that
the conventional finance
industry had become by the end
of the 20th century.
There was a feeling that, given
the current disillusion with the
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Richard de Belder

conventional finance industry,
the key to success in Islamic
finance was its difference – its
roots in the concept of a moral
economy. The subtext was that
perhaps now is the right time
for the Islamic finance industry
to ask itself some soul-searching
questions, return to its roots and
offer a real alternative. The
speakers were, however, very
aware that this would be no
easy task; it would require a
level of cooperation between
institutions and nation states
that might be difficult to
achieve.
Disputes Highlight the Form
Over Substance Issue
The second session, ‘How
disputes can highlight the form

over substance issue’, moderated
by Professor Mahmood Faruqui,
senior advisor at the Bank of
London and the Middle East
(BLME), discussed the ways in
which the resolution of disputes
can highlight the form over
substance issue. Richard de
Belder and Sheikh Muddassir
Siddiqui from SNR Denton
and Madzlan Mohamed
Hussain of Zaid Ibrahim & Co
in Malaysia looked at some of
the problems.
First and foremost, is it possible
to somehow blend a national
legal system and Shari’ah to
produce a resolution to a
dispute that satisfies both the
requirements of national laws
and the spirit of Shari’ah?
Currently, Mr de Belder



suggested that secular courts
favoured form, the detail of the
legal contract. To expect judges,
particularly those in countries
such as the UK to take the
substance of Shari’ah into
account when delivering a
judgement was perhaps a
difficult concept. He noted,
however, that even in Muslim
majority countries such as those
in the Middle East and North
Africa (MENA), judges would
probably be unwilling to refer to
a Shari’ah board’s opinion,
especially as these Shari’ah
boards were an integral part of
one or other of the parties in
dispute. It is worth noting,
however, that the Rome
Convention of 1980 does allow
non-state law to be applied in
commercial contracts.

It is unfortunately true
that if you ask two or
three different Shari’ah
scholars for an
opinion on the
permissibility of
certain transactions,
you are quite likely to
get two or three
different opinions.
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One possible approach to the
issue is arbitration. Richard de
Belder noted that UK courts
appear to have backed the
outcomes of arbitration where
both parties have managed to
reach agreement.
A second problem arises where
national laws have no
mechanism for dealing with
particular issues. In the MENA
region, for example, there are
no laws geared to dealing with
securitisation.
There are then a whole range of
problems around the drafting of
contracts. Sheikh Siddiqui
suggested that a major source of
disputes was when there was a
mismatch between the contract
and the reality of the
relationship between a bank or
other financial institution and
the customer.

Shari’ah scholars
needed a professional
body like lawyers and
accountants to be
responsible for
maintaining standards
and representing the
interests of the
profession.


Finally, there is the whole issue
about what is actually
permissible under Shari’ah. This
particular debate was
highlighted by Muhammad Taqi
Usman in 2007 when he called
into question the permissibility
of some sukuk transactions. The
debate is, however, not limited
to sukuk. For example, the first
session highlighted the whole
issue of tawarruq. Is it
reasonable for judges to look
beyond the nuts and bolts of a
contract and consider whether
or not that contract was
permissible under Shari’ah in
the first place? This would add a
whole new dimension to the
problem of applying the law to
resolve a dispute and in many
jurisdictions judges would
probably be reluctant to go
there.
Even if it is accepted that
non-state law such as Shari’ah
can be applied in commercial

contracts, how do you apply a
law if you are not sure what it
is. It is unfortunately true that if
you ask two or three different
Shari’ah scholars for an opinion
on the permissibility of certain
transactions, you are quite likely
to get two or three different
opinions.
Madzlan Mohamad Hussain
suggested that a legal
framework, standards and
transparency were the answer.
In Malaysia there is a dedicated
High Court for cases related to
Islamic finance with a Shari’ah
Advisory Council, which judges
may consult. Malaysia would
like to see their system become
the first choice for the resolution
of international disputes, but
whether they can realise that
ambition will be dependent on
the willingness of other
countries to accept Malay law,
the robustness of their legal
system and particularly their
interpretation of Shari’ah. It
also fails to address the issue of
disputes in a national context
outside Malaysia.

Sheikh Muddassdir
emphasised that there
is a real need for
openness over the
issue of the time value
of money. In fact, he
did point out that
Shari’ah principles do
recognise the time
value of money as
long as it is an
integral part of the
sales contract.

Shari’ah Risk Management and
Governance Mechanisms
The post lunch session was
titled ‘Shari’ah Risk
Management and Shari’ah
Governance Mechanisms; The
Journey So Far’. The session
was moderated by Dr Asyraf
Wajdi Dusuki, head of research
affairs at ISRA and speakers
were Bilal Khan a Shari’ah
scholar in the UK; Dr Mohamed
Fairooz Abdul Khir, ISRA
researcher and Dr Bashir Aliyu
Umar.
Mr Khan observed that rate of
growth in the Islamic finance
sector had left the objectives of
Shari’ah behind. Current Islamic
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finance products in his opinion
were simply mimicking those in
the conventional sector. He felt
strongly that part of the
problem was the narrow focus
of most Shari’ah scholars.
He suggested that what was
needed were multidisciplinary
scholars; scholars who also
had a background and
qualification in accountancy,
economics or law. He further
suggested that Shari’ah
scholars needed a professional
body like lawyers and
accountants to be responsible
for maintaining standards and
representing the interests of the
profession.

He was critical of some of the
practices that in his opinion
were fairly common among
scholars such as individual
scholars sitting on multiple
boards, which leads to conflicts
of interest and it also raises
questions about their capacity to
review all the transaction
documents with due care and
diligence. He also felt that the
use of Shari’ah advisors, i.e.
lawyers, accountants and
economists without proper
training and experience as
Shari’ah scholars, should be
discouraged, because they posed
a reputational risk to proper
scholars.

Dr Bashir Aliyu Umar and Dr
Mohamed Fairooz commented
on the evolution of Shari’ah
governance mechanisms and
various issues in Shari’ah risk
management.
The Way Forward
The final session, ‘The Way
Forward’ was moderated by
Professor Dr. Habib Ahmed,
Sharjah Chair in Islamic Law
and Finance at Durham
University and speakers were
Professor Mahmood Faruqui;
Sheikh Muddassir Siddiqui;
Abdullah Haron, assistant
secretary general at the Islamic
Financial Services Board (IFSB);
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Trevor Norman, director –
Islamic finance & funds group
at Volaw Trust Company and
Mushtak Parker, editor of
Islamic Banker.
Professor Mahmood Faruqui
reinforced Mr Khan’s points. He
said that members of Shari’ah
boards must be fit and proper
individuals, who enjoyed a high
reputation in the industry.
Without these qualities Shari’ah
scholars would put a bank’s
reputation at risk. He also
questioned whether Shari’ah
boards were given enough
assistance in their task; the
nature of the relationship
between Shari’ah boards and

The Way Forward Panel
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internal Shari’ah advisors.
Above all, he said that Shari’ah
boards must be seen to be
independent.
Trevor Norman, while
supporting the idea that
Shari’ah compliance needed to
be a level playing field (difficult
given that there are five different
Shari’ah practices around the
world), was not in favour of a
totally codified system, which he
believed would kill innovation.
Sheikh Muddassdir emphasised
that there is a real need for
openness over the issue of the
time value of money. In fact, he
did point out that Shari’ah
principles do recognise the time
value of money as long as it is
an integral part of the sales
contract. For example a
merchant can offer to sell an
item for £100 if the purchaser
pays for it at once, but if the
purchaser pays in 12 months the
price will be £110. It is not,
however, permissible to give
someone cash today for more
cash later; in other words a debt
condition.
Abdullah Haron discussed the
role of IFSB in developing
Shari’ah governance standards
while Mushtak Parker
highlighted the importance of



NEWHORIZON January–March 2012

clear and concise
communication about Islamic
financial products and services.
He mentioned that although
there have been some positive
developments over time, there is
further room for improvement
in Islamic financial institutions’
media policy.
In Conclusion
It was clear from the opening
session of the workshop that
there is very real concern that
the Islamic finance industry is
becoming a slightly sanitised
version of the conventional
finance industry; that to some
extent it has lost its moral
compass and that there are a
number of reasons for this. The
current degree of disillusion
with the conventional finance
industry, however, provides a
unique opportunity for Islamic
finance to return to its roots; to
demonstrate that there is a real
alternative to the greed and self
interest that has created the
financial crises that have beset
the world since 2008. Whether
you want to take the slightly
cynical, world-weary view that
this is a great marketing
message or whether you simply
want Islamic finance to deliver
on its promise of a system that
adheres to a code of moral and

ethical conduct and delivers
benefits to society and the
environment, the argument for
trying to work more closely
with the substance of Shari’ah
principles is compelling.
As the rest of the day
demonstrated, however, this will
not be an easy task. There are
different interpretations of
Shari’ah around the globe and
different bodies setting
standards, whose guidance
financial institutions are in
general free to follow or not as
they see fit. Secular courts do
not have to take Shari’ah
requirements into account when
settling disputes, although under
the Rome Convention there is
provision to allow them to do
this. They may, however, be
unwilling or feel uncomfortable
doing this. Perhaps the answer is
to make the form fit more
closely with the substance of
Shari’ah; to make the reality of
the contract a true reflection of
the relationship between the
customer and the financial
institution.
There seemed to be some
support for the idea that one
way of achieving greater
transparency and bringing the
reality of Islamic finance into
line with the concepts enshrined

in Shari’ah is to make sure
Shari’ah scholars are suitably
equipped to deal with the world
of 21st century finance. It was
suggested that not only should
they have recognised
qualifications in Shari’ah law,
but should have some wider
training in finance, economics
or accountancy, for example. It
was also suggested that they
perhaps needed a governing
body, much as lawyers and
accountant do, to make sure
that scholars’ interests are
protected and that the standards
of the profession are being
maintained.
Lord Sheik in his opening
address said, ‘The Islamic
finance system is founded upon
the central theme of achieving
sustainable growth and shared
prosperity whilst promoting
innovation. The window of
opportunity which has opened
for Islamic finance as a result of
the disaster created by the crisis
in conventional banking can
only be seized if we address the
critical issues with diligence and
creativity.’ It is a big ask and it
is unlikely that the solutions
devised will be absolutely
perfect and acceptable to
everyone, but the potential
rewards make this a task that is
well worth attempting.
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Where Are They Now?
The IIBI began running diploma courses in Islamic finance in 1994 and was the first
organisation in the West to offer such a course. The course was upgraded to a Post
Graduate Diploma in Islamic Banking and Insurance in 2003. This has been a key
element in the IIBI’s objective to increase the knowledge and understanding of
Islamic finance and to contribute to a skill pool of practitioners in the industry. While
we regularly report on the exam success of our students, we have not until now had
a look at how our graduates have fared in the years following the completion of their
studies. This regular feature will do just that. We hope you will enjoy reading about
their success and their views on the future of Islamic finance and perhaps be
inspired to follow their example.
Samer Hijazi – Diploma
Graduate 2000
What was your job when you
decided to study for the diploma?
I was an audit executive with
Ernst & Young (E&Y) in Abu
Dhabi.
What is your job now?
I am a director in Financial
Services with KPMG in London
responsible for a portfolio of
more than 45 clients covering
both audit and advisory services.
Why did you decide to study for
the diploma?
At the time one of my most
important audit clients was the
Abu Dhabi Islamic Bank (ADIB).
This was only the second year of
audit of ADIB and it was by far
the most significant Islamic
banking client of E&Y in Abu
Dhabi. I personally had no prior
experience of Islamic finance and
there was a lack of depth of
knowledge and experience in
Islamic finance in the office such
that an engagement partner was
brought in from E&Y in Kuwait
where there was more experience
of Islamic finance.

I decided to study for the
diploma because I wanted to
achieve a better understanding
of Islamic finance in order to do
a good job, but also because I
immediately found Islamic
banking at ADIB quite unique,
interesting and challenging. I
realised that Islamic finance was
likely to grow further and I
thought it worth investing time
and effort in it. I studied for the
diploma in the late 1990s and
there weren’t many options for
studying Islamic finance at the
time but the IIBI diploma
seemed like the best for me as I
was able to complete it while
still working full-time while the
costs of the diploma were also
quite reasonable and something
I could manage on my salary at
that level.
Is there anything you would
have changed about the diploma
or did it meet your expectations
fully?
Islamic finance and banking has
moved on a lot in the past
decade but I remember I was
quite satisfied with it at the time
and felt it helped me in my
career.



How did your Diploma help
you in your career?
As I said above, it helped me
deepen my understanding of
Islamic finance and banking
products and principles which
helped me perform better on the
ADIB audit and identify ways of
adding value to our client. I was
able to leverage this knowledge
and experience on other Islamic
finance assignments eventually
becoming the office specialist in
Abu Dhabi. I joined KPMG in
London in 2000 and when
Islamic finance began to take off
in the UK a couple of years
afterwards I was fortunate to be
able to be in the ‘thick’ of this
with KPMG due to the
knowledge and experience I
brought over from Abu Dhabi
on the back of the Diploma.
Has the Islamic finance industry
developed as you thought it
would over the past 10–15 years;
has it exceeded your growth
expectations and if not, why not?
The industry has probably
exceeded my growth expectations over the past 10–15 years in
terms of volume and innovation
as well as global reach.

How do you think the Islamic
finance industry will develop in
the next five years? Which
sectors of the industry do you
think will do best and which
will be slower to develop?
The Islamic finance industry is
still a small part of the global
financial services industry and,
as such, faces similar challenges
to conventional financial
institutions in the current
environment. It is probably at a
stage now where it needs to
adapt to the current climate and
consolidate to ensure it is well
placed to meet the capital and
liquidity demands facing the
entire industry. I expect the
greatest growth will be seen in
consumer banking and
insurance in the short term. The
wholesale markets are still quite
volatile with a lot of
participants quite apprehensive
about what 2012 will bring. The
continuously evolving and
unpredictable requirements of
global regulators also present
complications. Having said that,
I believe that once the Islamic
wholesale banks have weathered
these challenges, they will be at
the forefront of a new era of
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growth and diversification as
they were in the last decade.
How have the financial crises of
2008 and 2011 affected the
Islamic finance industry and do
you think the general move to
greater financial control and
probity will tend to favour
Islamic finance or make it harder
to compete with conventional
financial institutions?
The ‘buzzwords’ for the whole
financial services industry going
forward are going to be risk
management and governance.
Islamic financial institutions are
already known to be robust and
conservative in both these areas
and should be well positioned to
adapt to developments in these
areas going forward. The lack
of global standardisation in the
Islamic finance industry around
what exactly constitutes true or
acceptable Shari’ah compliance,
however, is likely to remain a
particular issue for Islamic
financial institutions. There is
often a wealth of guidance and
practice around this, but some,
not necessarily absolute,
standardisation of practice
around this area would help the
industry.
Which countries or regions will
drive growth in Islamic finance
in future?
Always a difficult question . . .
the GCC region, Malaysia and
the UK will continue to take the
industry to new frontiers, but I
expect significant organic
growth to come from markets
such as Indonesia, Central Asia
and Africa.
Fares Mourad – Diploma
Graduate 2002
What was your job when you
decided to study for the
diploma?
 

A senior portfolio manager,
overseeing the management of
various money market and fixed
income mutual funds of UBS
with assets under management
of CHF 6 billion.
What is your job now?
Head of Islamic Finance at Bank
Sarasin, which is the first and
only Swiss Bank offering the full
range of Islamic private banking
products and services.
Why did you decide to study for
the diploma?
Having a Eurasian origin I
wanted to build a bridge
between East and West in the
area of finance, combining the
financial knowledge gathered in
the West with related Shari’ah
knowledge. This was the basis
of my dream.
Is there anything you would
have changed about the
Diploma or did it meet your
expectations fully?
It has been a long time since I
obtained the Diploma and I
expect the programme has
changed. Perhaps a second
diploma level might be
appropriate in which critical
and more advanced issues are
addressed and subjects such as
financial engineering, the
environment, sustainability, etc.
are discussed.
How did your Diploma help
you in your career?
It was the basis for everything
that I have achieved. I am a true
believer that nothing comes
from nothing. The Diploma gave
me a profound basis from which
to develop and create products
and services and from which to
excel. I wouldn’t have achieved
what I have today without the
basis I obtained from IIBI.

Has the Islamic Finance industry
developed as you thought it
would over the past 10–15
years; has it exceeded your
growth expectations and if not,
why not?
Looking just at the numbers
Islamic Finance has grown as
expected. It has, however,
remained concentrated on
murabaha-type transactions and
very much focused on real estate.
The trend has been to mimic the
conventional industry, to the
extent that the discussion on
form and substance is stronger
than ever. While the industry has
grown in size, it has not yet
managed to establish itself in the
West as an alternative to
conventional banking as an
enabler of real economic activity
based on moral, ethical and
sustainable beliefs.
How do you think the Islamic
Finance industry will develop in
the next five years? Which
sectors of the industry do you
think will do best and which
will be slower to develop?
The Islamic finance products
and services that will be the
winners in the long run will be
those that address the genuine
spiritual source of the industry.
The industry must address
environmental, social and
personal issues to continue to
gain momentum. Finally the
industry needs to address the
daily needs of the individual –
going beyond offering products
– by providing advice on Islamic
financial planning and Islamic
estate planning.
How have the financial crises of
2008 and 2011 affected the
Islamic Finance industry and do
you think the general move to
greater financial control and
probity will tend to favour
Islamic finance or make it harder

to compete with conventional
financial institutions?
I disagree with the statement
that Islamic finance is competing
with conventional finance. Each
system addresses the needs and
requirements of two different
types of client. While the Islamic
finance industry is addressing
clients’ needs and requirements
in this world and the hereafter,
the conventional one is only
focusing on the activities in this
world.
The financial crisis was initiated
by low and loose credit
standards. This is not a religious
issue and the Islamic finance
industry is not immune to the
initial causes of the financial
crises. Personally, I believe the
controls and measures put in
place by the regulators serve to
protect the investor and
ultimately the industry itself. I
also believe, and in particular in
view of Basel III, that many of
the mechanisms or tools used by
the Islamic finance industry will
be adopted by the conventional
finance industry, albeit without
the religious overtones.
Wouldn’t this be a great
contribution by the industry to
mankind.
Which countries or regions will
drive growth in Islamic Finance
in future?
The factors that have driven
growth so far will continue to
drive growth in the future. The
market for Islamic finance,
however, will be more crowded
with new entrants. Bank Sarasin
is proud to be the first Swiss
Bank to offer the full range of
Islamic private banking services.
Others will follow. We are
already witnessing Western
countries and head of states
looking closely at Islamic finance,
the latest example being France.
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IIBI Awards Post Graduate Awards
To date students from nearly 80 countries have enrolled in the PGD course. In the period October to December 2011, the following
students successfully completed their studies:
Aliyu Buhari Ali, Head of
Marketing and Strategy,
Valid Insurance Brokers,
Nigeria
Bello Umar, Trainer,
Economic and Financial
Crimes Commission,
Nigeria

Ms Azmina Siddeeque, Fundraising Officer, Muslim Aid,
Sri Lanka
The course covered all aspects of Islamic banking and
insurance and also parts of conventional banking. I acquired
a deep knowledge of Islamic banking and takaful products.

Boubkeur Ajdir, Project
Manager, IFAAS, France
Christoforos Symirotius,
Consultant, Jordan
Khaled Walid Qutob,
Investment Officer,
International Finance
Corporation, Israel
Mohamed Azeem Saheer,
Assistant Supervisor –
Banking, Doha Bank, Qatar
Mohammad Aslam, United
Kingdom
Mark Naylor, Managing
Director, TransOcean
Capital Inc., USA
Adebanji Hakeem Bakare,
Consultant, Unique
Solutions International Ltd.,
Nigeria
Ms Snober Usman, Pakistan
Badar ul Islam, Corporate
Services Executive, Barclays
Bank, United Kingdom
Kareem Alsadi, United
Kingdom

Jaweed Abdul Latif Gaya, Head of Branch Operations and
Internal Control, Commercial Bank of Dubai, United Arab
Emirates
The best aspect of this course was the encouraging comments
from my tutor, which served as a motivation for me to
continue till its completion. I was impressed by the support
extended by the Institute, by way of providing study material
in an organised and timely manner, which enabled me to
utilise my time in an efficient manner. Also, this course gives
you a clear idea about all aspects of the Islamic finance, thus
preparing a person to be capable of entering the industry as a
professional.

Serdar Ahmet Guner, Senior Manager, Dubai Financial
Services Authority, United Arab Emirates
This was a very good introduction to the Islamic banking for
me. Although I have been in the industry for some time I
have not really studied the basic elements of Islamic banking
and spent critical time over its main principles. The best part
for me was this aspect, which allowed me to apply critical
thinking and assess the risks, reward and the overall
approach deployed by Islamic banking.

Mohammed Haji Ali,
United Kingdom
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Promoting Islamic Finance






After the onslaught of the recent financial
crisis, governments in the West took steps
to consider reforming the financial system
in order to avoid or at least minimise the
severity of financial crises in future. In UK,
Sir John Vickers, Chairman of the
Independent Commission on Banking
(ICB) presented a report in September
2011 for the reform of the UK financial
sector. Professor Faruqui discussed the
salient features of the various proposals to
reform the financial system. He also
considered the challenges faced by the
Islamic finance industry and emphasised
that, despite some issues, the Islamic
financial business model deserves
empathetic consideration by policy
makers for providing stability in the
financial system.
Professor Faruqui began by briefly
explaining the key reasons for the recent
financial crisis – imprudent lending, highly
leveraged structures, opaque financial
instruments, the role of light touch
regulations and the ballooning size of
household, corporate and sovereign debts.
He briefly enumerated American and
European initiatives for reform of the
banking system and paid particular
attention to the UK ICB’s views on ring
fencing contained in their September 2011
report.
Professor Faruqui presented his hypothesis
that the following four principles of Islamic
finance, albeit needing some refinements in
terms of regulation and standardisation,
 

should be considered in developing an
architecture for financial stability:
Firstly, Islamic finance prohibits interest,
which is a predetermined return on capital,
independent of the actual income earned by
the loan capital. This nips in the bud the
unsustainable gap between the interest
payable by the entrepreneur and the income
earned, trapping the investor-bankerentrepreneur triumvirate in an endless hunt
for higher-yield assets. As margins narrow,
they are caught in an asset spiral involving
higher risks and higher volume. This
intensifies credit expansion bubbles and the
unsound practice of underreporting assets
and over-reporting interest income, which is
at least partly illusory, as subsequent audits
reveal.
Secondly, Islamic finance eschews the
financialisation of the economy and
encourages investment in the real economy.
The financial crisis exposed the ruthless
financialisation of the economy in the last
two decades. The volume of foreign
exchange trade has increased exponentially
from twice to fifty times the volume of real
trade recently. Financial markets,
particularly banks and shadow banks, are
susceptible to irrational herd instincts and
momentum movement – in both the
exuberance of upswing and the despair of
downswing. He pointed out that the
high-speed, cross-continent movements –
just a few computer clicks – of very large
funds and asset amongst banks, money
market funds and hedge funds adds to
intensification. Further, the cross holdings of
each others’ assets adds to the confusion,
complexity and instability in the
interconnected system. This has not
happened in the real economy.
Thirdly, Islamic finance encourages the
sharing of profit and loss and eschews
financing debt simpliciter unrelated to any
real economy transaction. The tenor,
certainty and harsh consequences of
debt-based finance encourage moral

hazards. A fair profit and loss sharing
contract minimises exploitative and
unethical conduct.
Fourthly, Islamic finance permits only
limited use of derivatives, not for
speculation, but as risk hedging tools. The
rule avoiding gharar (avoid excessive
uncertainty and unquantifiable risk)
promotes due diligence and transparency
and reduces embedded surprises or inherent
uncertainty. He emphasised that the general
rule of Islamic finance that the seller must
own and possess the subject of sale,
prevents short selling and market
manipulation particularly in the opaque
culture of hedge fund and Structured
Investment Vehicles (SIVs). Speculative
derivatives only shift, but do not eliminate
risk, as shown by the failed trades of
several high-flying traders whose billions of
losses are borne by stakeholders. In the
crisis, as trust broke down, derivative
products were hard to shift because of
suspicion as to which bank had what
quantum of toxic assets parked in which
SIV. This uncertainty congealed individual
banks’ funding liquidity and temporarily
froze market liquidity, reflective of the
classic Minsky moment: the investment
banker orders ‘sell’ and the broker replies
‘to whom?’
He then went on to discuss the recent issues
faced by the Islamic financial sector such as
the need for a legal and regulatory
framework, Shari’ah governance and,
importantly, lack of genuine focus on
long-term vision at the expense of
short-term gains by the senior management
of Islamic finance institutions. He
highlighted that the stakeholders in Islamic
finance – heads of government, central
banks, Shari’ah scholars, supervisors and
market players must seek wisdom and
tolerance to develop a long-term vision for
Islamic finance.
In conclusion, Professor Faruqui made two
recommendations:
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1. TheCityUK, as the City’s champion and
constructive lobbyist with government,
the Bank of England (BoE) and market
players should promote Islamic finance
as a way to enhance the global
competitiveness of the City of London.
2. Islamic finance should be seen to provide
practical solutions and directional
credibility in promoting the role and
scope of Maqasid al Shari’ah (Objectives
of Shari’ah) and maslaha (Public
Interest); governance and measured
reinterpretation of principles of fiqh ul
muamlaat (jurisprudence of transactions)
by dynamic ijtehad (the making of a
Shari’ah decision by personal effort,
independent of any school of thought)
leading to the standardisation of
cross-border regulatory and tax regimes
and a legal architecture that is secure and
capable of being enforced.

IIBI LECTURES

Professor Mahmood Faruqui is senior advisor to the Bank of London and the Middle East
(BLME) and a former Vice Chairman of IIBI. He is a Fulbright Fellow with Master of
Comparative Laws and a London-based senior lawyer with over 30 years involvement in
Islamic finance advising on policy, governance and Shari’ah aspects of product structuring
and documentation. He previously worked as board member and advisor to Habib Bank and
Habib Bank AG Zurich as well as the Dar Maal Al-Islami group and some of the group’s
Islamic banks and several professional firms including Clifford Chance and Thompson
Reuters. He is a frequent speaker at international conferences on issues related to Islamic
finance.




The modern Islamic finance industry
emerged in early 1970s as part of the
larger Islamic moral economy to respond
to the developmental needs of the Muslim
world in particular, and the larger
developing world in general. Dr Asutay
critically evaluated the points of departure
of the modern Islamic finance industry
from the value system and aspirations of
the Islamic moral economy. He also
discussed the sources of and underlying
reasons for this observed deviation and
its impact on the wider acceptance of this
industry.
Dr Asutay started the lecture by stating that
against the backdrop of global financial
crisis, Islamic banks and financial
institutions (IBFIs) have managed to achieve
modest growth in their asset base and also
in other institutional and financial variables.
This has resulted in a new discourse about
the ‘resilience of IBFIs’, which is attributed
to the religio-ethical foundations of the
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Islamic finance industry. It should be noted,
however, that defaults in certain Islamic
finance transactions were also witnessed
during the same period, which implies that
Islamic banking and finance is a socially
constructed reality not a divine revelation
and is therefore prone to the fallibility of all
things human.
Looking critically at the reality and progress
of IBFIs, Dr Asutay highlighted that there
appears to be an overwhelming convergence
of IBFIs with conventional banks and
financial institutions in terms of operations
and products. Such a development quashes
any hope of a ‘miracle’ in terms of ‘divine
resilience’ of IBFIs. Over the years, as part
of this convergence, IBFIs have
compromised on their ‘moral economy’
related objectives and outcomes by locating
themselves within neo-classical economics.
In other words, their drive for efficiency has
been at the cost of equity, while the Islamic
moral economy (IME) as the foundation
and framework for IBFIs prioritises social as
well as economic optimality.
According to Dr Asutay, the IME
conceptually suggests that the Islamic finance
industry should be more than financial
contracts, as it represents a holistic approach
to financing a society. In addition,
conceptually, Islamic finance is rooted in
developmental aims, and therefore is
conceptualised as providing the financial
means for the development of societies rather
than the servicing of markets and therefore,
the embedding of the IBFIs’ financing in the
real economy is an essential feature.
Dr Asutay emphasised that a critical
analysis of the performance of IBFIs,
however, indicates that there is a growing
divergence between the aspirations of the
IME and the realities of IBFIs. This
divergence mainly demonstrates itself in
areas related to ethical and social
expectations and therefore it is valid to
claim the ‘social failure’ of IBFIs with the
evidence produced by a growing body of
empirical literature. The debate in recent
years, hence, has been around ‘form versus
substance’ or ‘Shari’ah-compliant finance
versus Islamic-based finance’, which indeed
brings the entire legitimacy of the current
 

practice of the Islamic finance industry into
question. It should be noted that the
substance in this debate is defined through
the IME’s suggested ethical and
developmental or social economy oriented
value proposition.
In order to be able to remedy the observed
failure, Dr Asutay mentioned that it is
therefore important to locate the sources of
this failure, which are briefly discussed
below:
(i)

The paradigm shift from the IME to the
Islamic finance industry and in
particular the adoption of the
commercial institutionalisation of this
industry since the mid-1970s represents
an important divergence. (The former is
aimed at developing an ‘Islamic-based
environment’ in which the Islamic
finance industry can be located.)
Developments in the theory of IME,
moreover, have been very sluggish and
inadequate and it is, therefore, an
incomplete body of theory. The
shortcomings in knowledge
development resulted in IBFIs following
a neoclassical economic framework.
The IME’s call for social and
sustainable development is, therefore,
not considered as an aim by IBFIs; the
social good, hence, is not prioritised.

(ii) In the observed social failure of IBFIs,
commercial banking, as an institutional
format of the Islamic finance industry is
also important to mention. Commercial
IBFIs totally ignore developmental
efforts; their main aim is entirely profit
maximisation rather than ethical profit.
The result has been the
‘financialisation’ as opposed to the
‘financing’ objectives of the IME. While
the latter prioritises embedded
financing in the real economy, the
former brings debt-enhancing financial
products to the market. For example,
the recent controversies over sukuk and
tawarruq demonstrate the further
financialisation of the Islamic finance
industry, while debt-based financial
contracts have already come to largely
dominate the IBFI industry.
Considering that financialisation is one

of the major sources of the current
global financial crisis, further
financialisation of the Islamic finance
industry should be viewed with
considerable unease. It is also
important to note that, while
development necessitates the financing
of the long-term and
development-oriented sectors, financial
data from IBFIs does not suggest any
inclination in that direction either.
(iii) The legalistic-rational method applied
by the Shari’ah scholars should be
considered as an important part of this
observed social failure, which by
definition ignores the substance by
prioritising the form. While substance
requires a consequential approach in
terms of outcomes; in the ‘form’
oriented approach, the entire emphasis
is relegated to the process of
constructing a product by ignoring its
outcomes. For this, Ibn Kayyim’s
position from many centuries ago is
critically important; he referred to
riba-free products leading to greater
‘harm’ in society if not designed
according to the identified moral
objectives.
(iv) The IME defines the objective of
Shari’ah as ‘human well-being’, which
is expressed through its maqasid
(objectives of Shari’ah). The narrow
definition of maqasid, which is
confined to the safeguarding of limited
items (the Ghazalian position), fails,
however, to internalise larger social and
developmental issues, which are by
definition policy matters. This implies
that IBFIs’ operations are formulated
with such a narrow and individualistic
list of maqasids by the Shari’ah
scholars. This resembles the Adam
Smithian ‘invisible hand’, which
consequently could not prevent market
failure. The progress of IBFIs,
therefore, within such safeguarding
(not proactive) and limited maqasid has
followed the same fate, i.e. ‘social
failure’. The Shari’ah interpretation for
IBFI product development and activity
to meet the unlimited nature of the
needs of modern society must,
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therefore, be endogenised through a
comprehensive maqasid position such
as Ibn Kayyim’s proposal.
(v) The IBFI’s role as an institution has
been made possible through the
transformational intellectual position
developed by the Islamisation of
knowledge movement in late 1960s,
which aimed at Islamising the
institutions of Western construct
without considering the existential
question of whether the concept of
commercial banking should be the
institution of Islamic construct. As the
history and financial anthropology of
Muslim and Mediterranean
geographies indicate, perhaps other
institutions could also be considered
and developed to respond to
‘substance’ related expectations or in
fulfilling the aspirations of the IME.
The reason is that in the existing
construct there is a conflict between
aims referring to the social economy
and development and the instruments
and institutions, namely banks.
Courtesy of the commercial IBFIs, the
Islamisation of capitalism has been
taking place in recent years in the
Muslim world; considering that Weber
argued for religious work ethics
(Protestantism) generating capitalism, it
seems that IBFIs are now delivering the
new capitalism in the Muslim world. It
is very important to consider whether
this is desirable considering the
systematic and chronic economic and
financial crises which have been
experienced over many decades. Surely
the IME came into existence as a
response to the developmental failures
of capitalism and socialism implying
that the perceived and increasing
capitalism through IBFIs is not
necessarily delivering on the
expectations of the IME. Given these
facts the institutional construct of
Islamic financing in the form of
commercial banks has to be questioned.

IBFIs. Considering that the ethical
finance movement in the West is very
much the product of demands from
ethically motivated individuals, the
clients of IBFIs should be in a position
to express their demands in relation to
‘social and developmental’ objectives in
the way their monies are invested by
IBFIs. The role of civil society is,
therefore, important in taming the
‘capitalist’ trends in IBFIs. The
evidence, however, indicates that clients
of IBFIs have surrendered themselves to
the will of Shari’ah boards in terms of
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their responsibilities with the
expectation that such boards will
deliver according to the ethical and
social expectations of the IME. The
evidence contradicts this and therefore,
a proactive civil society is essential for
the robust development of the Islamic
finance industry, which has so far been
shaped by the markets.
Dr Asutay concluded the lecture by stating
that since ‘development’ is a larger concept,
Islamic finance industry with its current
structure has not been able to affect nor has

Dr Mehmet Asutay is the director of the newly established Durham Centre for Islamic
Economics and Finance and Reader of the Middle East and Islamic Political Economy. He
is also the course director of the MA/MSc in Islamic Finance and the director of the
Durham Islamic Finance Summer School. He teaches and also supervises masters and
doctoral research on various aspects of Islamic moral economy; Islamic finance; the
political economy of the Middle East, Turkey and the Kurds and economic development
related subjects. He is the managing editor of the Review of Islamic Economics and an
associate editor of the American Journal of Islamic Social Sciences. He is a frequent speaker
at Islamic finance conferences and seminars and his articles on his research interests have
appeared in various journals.

(vi) While the supply side (IBFIs) is
important, the demand side should also
be critically analysed in assessing its
importance in shaping the nature of
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it aimed at affecting the development of
societies in which IBFIs operate in a
systematic manner. This does not mean that
IBFIs do not have impact on economic
growth; on the contrary due to financial
development and pooling of funds these do
contribute to economic growth.
Development, however, is about far more
than the growth of the economy and it is
this broader remit that is the aim of the
IME. It should be reiterated that ‘Islamic’ in

the Islamic finance industry refers to a
particular value system beyond the
understanding of conventional banking;
IBFIs are expected to fulfil the maqasid as
identified through the values and norms of
Islam. This suggests a socially acceptable
financing option for the development of
society, which by definition is in
contradiction with the ‘financialisation’
trends observed in the Islamic finance
industry.

He stressed that the correction of the
observed ‘social and developmental’ failure
is essential for sustainable development and
hence for fulfilling the promise of the IME.
In serving such objectives, new Islamic
financial institutions, beyond but in
additions to IBFIs, are necessary and
essential. In the new institutionalisation
stage, therefore, IBFIs should relate to
‘substance’ and ‘consequences’ rather than
the ‘form’.






approach he was advocating for the study of
Islamic finance: a greater degree of
specialisation, including legal specialisation.
A vital element of comparative legal system
analysis is the notion of ‘legal system’. This
term denotes not just the law, but also the
infrastructure in which the law is developed,
taught and applied.

Islamic finance was the law (i.e. the
shari’ah), which needed to be adapted for
the needs of modern finance. Such
adaptation needs a legal system; a legal
system is also necessary for the functioning
of law, notably its enforcement, but the
shari’ah legal system no longer existed.

The modern Islamic finance industry has
experienced phenomenal growth in the
last four decades. It is, however,
confronted with a fundamental legal
problem for, although the shari’ah has
eternal validity for Muslims, the legal
system in which it was developed and
applied in the classical period no longer
exists.

It is clear that, in the classical period of the
shari’ah, despite the absence of the nation
state, a functioning legal system existed. It
is, however, important to note that the law’s
authority did not come from the state for
there was none, but from Allah and from
the manifestations of Islam throughout
society. On the commercial and financial
side, there was a sophisticated body of
specialist law which, it seems, was practical
and efficient.

In our November lecture, Nicholas Foster
(Senior Lecturer in Commercial Law,
School of Oriental and African Studies,
University of London, quondam co-director
of the Centre for Islamic and Middle
Eastern Law, founding editor of the Journal
of Comparative Law and member of the
Advisory Board of the Islamic Studies
Network) considered the consequences of
this situation. He asked whether the way in
which it has been addressed is a viable
option or a dead end.
After acknowledging his debt to Professor
Simon Archer, whilst making clear that the
responsibility for the content of this lecture
was his own, Mr Foster stated that he
would consider the topic through the lens of
comparative legal system analysis. He
stressed that this was part of a more general
 

This changed with the transformations
associated with modernity. The political
structures of classical Islam were replaced
by those of the Western-style nation state,
including the legal system. The nation state
took control of the legal system and the
shari’ah legal system disappeared; notably,
shari’ah commercial law was entirely
replaced. This replacement was accepted
until the early 20th century, when some
groundbreaking Muslim thinkers and
economists put forward proposals for an
Islamic economic system, leading to the
beginnings of Islamic finance.
The pioneers of the modern industry,
however, had a problem. The basis of

The solution adopted was to proceed on a
transaction-by-transaction basis, with
lawyers and shari’ah scholars working
together to produce alternatives to
conventional products, using ‘carrier legal
systems’, such as English law, to provide a
framework in which Islamic finance could
operate.
Eventually, a nascent legal system started to
emerge, with some characteristics typical of
legal systems, such as figures of authority
(the shari’ah scholars), standardised
transaction types, collation of rulings
(fatwa), quasi-model legislation (AAOIFI
‘shari’ah standards’). This nascent legal
system, however, still depends on the state
law of a particular jurisdiction for its
application and in particular for dispute
resolution. Arbitration is a possibility, but
has various drawbacks.
The legal situation is also the source of the
authority problem. A legal system’s
authority and legitimacy ultimately derive
from a basic authority source, such as a
political model, as in modern Western law,
or religious authority, as in the classical
Muslim world. The Islamic finance legal
system, however, does not yet have such a
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definitive authority source, despite attempts
to create one, such as the activities of
AAOIFI, the IFSB and the OIC Fiqh
Academy. This is a source of uncertainty, a
serious problem for financial markets. A
notable example is the 2007 statement by
Sheikh Taki Usmani on sukuk.
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Professor Nicholas Foster has been Co-Director of the Centre for Islamic and Middle
Eastern Law, School of Oriental and African Studies, University of London, was the
founding editor of the Journal of Comparative Law and is a member of the Advisory Board
of the Islamic Studies Network. He has written on Islamic commercial and financial law,
UAE commercial law, corporate law theory and comparative commercial and corporate law.
He is working at present on the history and spread of corporate law and the role of
commercial law in the westernisation of law in the Middle East.

This is a fundamental problem. If there is no
definitive legal authority, there can be no
definitive declaration of shari’ah
compliance.
In the last section of the lecture, Mr Foster
returned to his initial question. Is the
approach used so far a practical method or
a dead end? Given the problems, one might
be tempted to conclude that we have
reached a dead end. This may, however, be
too pessimistic. Great steps have been made
towards consensus and efforts are
continuing in this direction and the
problems have not impeded the recent
exceptional growth in Islamic finance.
Perhaps neither absolute legal authority nor
absolute certainty is necessary. If enough
users believe in the authority of the shari’ah
scholars and the multilateral institutions,
this may be sufficient. The same applies for
certainty. In addition we should not forget a
compromise solution, the recognition and
application of Islamic finance law by, and its
incorporation into, municipal law. For
example, the Bahraini regulator and the
National Shari’ah Council in Sudan require
their institutions to follow AAOIFI’s
shari’ah standards and the State Bank of
Pakistan applies some of them.
Mr Foster concluded by pointing out that a
pragmatic approach, although untidy, can
get better results than a neat grand plan but
that, as Islamic finance moves on, due
consideration of the legal foundations has
an important place in the development of
the field.
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Diary of Events endorsed by the IIBI
January
30: Scalable Business Models for Islamic
Microfinance, Turkey
This year’s two-day conference sets out to
clarify new policies and regulations relating
to Islamic microfinance and to identify
which microfinance business models works
best in practice. Speakers come from a wide
range of countries including Pakistan,
Yemen, Syria, Iraq and the Middle East.
Contact: Amy Miller
Tel: +44 (0)203 141 8700
Email: register@hansonwade.com
www.islamicmicrofinance-summit.com

February
7-8:8th Annual Middle East Insurance
Forum, Bahrain
This forum covers the whole of the
insurance industry, conventional and
takaful. It has the rather lengthy title
‘Transforming the Regional Insurance
Markets: Building Scale, Boosting
Competitiveness, Seizing Growth
Opportunities’ Although there is only one
session on day two dedicated to takaful and
retakaful, many of the topics in the
conference, such as regulatory issues and
drivers of growth in the Middle East are
likely to be of value to both conventional
and Islamic insurance organisations.
Contact: Andrew Chopra
Tel: +9714 343 1200
Email: Andrew@megaevents.net
www.megaevents.net
21–22: 11th Annual Islamic Finance
Summit, London
This influential gathering will include all of
its regular features such as the audience
discussion with Shari’ah scholars and the
panel discussion with industry leaders
taking about progress and developments in
the industry. The plenary session includes
speakers from Malaysia, Kazakhstan and
 

Kuwait talking about recent developments
and opportunities in those countries and
streamed sessions include risk, capital and
liquidity management; corporate finance,
sukuk and capital markets and funds. On
the day preceding the conference there will
be a workshop for those wishing to learn
about the basics of Islamic finance, as well
as the women in Islamic finance event.
Contact: Charles Gould
Tel: +44 (0)207 779 8999
Email: registrations@euromoneyplc.com
www.euromoneyseminars.com/islamic

This conference comes just under a year
after Oman’s decision to allow the
establishment of Islamic banking in the
Sultanate. It aims to provide a platform for
discussion of the strategies that will
revolutionise the Sultanate’s current
financial structure and investment climate.
Contact: Ammar Ahmad
Tel: +968 24 564303
Email: zaheer@oite.com
www.oite.com

March

16–17: 7th Annual World Takaful
Conference, Dubai

24–25: 10th Harvard University Forum on
Islamic Finance, USA
The theme of the 2012 forum is ‘Islamic
Finance and Development’. It will critically
examine traditional frameworks under
which Islamic finance has developed as well
as the new challenges raised by recent
events, including the global financial crisis
and the ‘Arab Spring’ movements in the
Middle East. The topics for this year’s event
are global economic developments, SMEs
and alternative economic thinking.
Contact: S Nazim Ali
Tel: +001 617 496 2297
Email: ifp@law.harvard.edu
http://ifp.law.harvard.edu
27–28: 2nd Annual World Islamic
Finance Conference, London
Key topics for this conference include
regulatory issues, taxation and the legal
outlook, corporate and social responsibility
and emerging and growing markets, as well
as a concluding Open Fatwa session with a
panel of Shari’ah scholars.
Contact: Sandeep Pokkali
Tel: +971 4609 1570
Email: sandeep.pokkali@fleminggulf.com
www.fleminggulf.com
27–28: Oman Islamic Banking and
Finance Conference, Oman

April

The takaful industry is forecast to reach
$25 billion by 2015, but if this growth is to
be realised the industry will need to become
more competitive and better attuned to the
needs of the market. Subtitled ‘Global
Challenges and Growth Opportunities’, this
two-day conference will focus on what
industry players need to do to take advantage
of the market’s growth potential. It will as
usual include the release of Ernst & Young’s
2012 edition of the World Takaful Report.
Contact: Andrew Chopra
Tel: +9714 343 1200
Email: Andrew@megaevents.net
www.megaevents.net
25–26: MEFTEC, Dubai
This year the event will take place in Dubai.
Traditionally, this major technology show
took place in Bahrain, but in 2011 it had to
move date and location at the last minute
due to civil unrest in Bahrain. After one year
in Abu Dhabi, it has elected to stage this
year’s show at Dubai’s International
Conference and Exhibition Centre.
Admission to the conference, exhibition and
networking events is via MEFTEC’s Hosted
Delegate Programme.
Contact: Syed Faisal Abbas
Tel: +973 1721 5665
Email: faisal@mediageneration.co.uk
www.mediageneration.co.uk
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APPOINTMENTS

On the Move
Kuwait Finance House (KFH) has recently
made new appointments in Malaysia and
Bahrain. Dr Nabeel Al-Mannae has been
appointed as the independent non-executive
chairman and director of KFH Malaysia. An
experienced economist and banker with
over 20 years in the financial industry, Dr
Nabeel will play a pivotal role as the new
chairman of the first foreign Islamic bank in
Malaysia. Dr Nabeel joined KFH Kuwait as
Vice Chairman on 16 March 2011. He is
also the Chairman and Managing Director
of the Hayat Investment Company. Prior to
joining KFH Kuwait, Dr Nabeel served at
the Central Bank of Kuwait in a career that
spanned 21 years, during which he held
numerous key positions, including Deputy
Governor for a period of 10 years.
Mazar
Rashed Jalal
has been
appointed as
Head of
Compliance
and Money
Laundering
Reporting
Officer at
KFH
Bahrain. He
Mazar Rashed Jalal
previously
held a similar position at International
Investment Bank.
Saudi Re has strengthened its executive
management team with the appointment of
Andreas Bollmann as Chief Underwriting
Officer. Andreas brings to Saudi Re a
diverse experience of more than 12 years in
global reinsurance. Prior to joining Saudi
Re, Andreas was formerly the Head of Swiss
Re’s Korea branch and also headed the
Public Sector Business Development Team
(Asia) for Swiss Re. In his new capacity as
Chief Underwriting Officer for Saudi Re,
Bollmann’s primary role will be leading the
underwriting function and developing Saudi
Re’s client-focused approach.


Standard Chartered Bank announced that
Sheikha Hanadi Nasser Bin Khaled Al
Thani has been appointed as a Special
Adviser to the bank and a member of the
bank’s Gulf Advisory Council (GAC). In her
role on the GAC, Sheikha Hanadi will
support V Shankar, CEO, Europe, Middle
East, Africa and Americas, and Christos
Papadopoulos, Regional CEO, Middle East.
The GAC is a strategic advisory forum on
the business, economic and political
environment in the Middle East, providing
insights that help the bank build lasting
relationships with communities and
businesses and which aims to be positive
force in driving continued growth within the
region.
V Shankar said of the appointment, ‘We are
delighted that Sheikha Hanadi has agreed to
join the bank as special adviser. Sheikha
Hanadi is well known for her significant
contribution in developing Qatar’s economic
and social presence in the Arab world. Her
experience and visionary leadership will
help deepen our commitment to building a
sustainable business as a bank in the
region.’
Sheikha Hanadi is the Founder &
Chairperson of Amwal, CEO of AL Waab
City Real Estate development project and
Deputy CEO of Nasser Bin Khaled AL
Thani & Sons Group.

Daud Vicary Abdullah

Daud Vicary
Abdullah,
former
Global
Head of
Islamic
Finance at
Deloitte,
took over as
the new
President
and Chief
Executive
Officer of

the International Centre for Education in
Islamic Finance (INCEIF), the international
Islamic finance university on 1 August
2011. He succeeds Agil Natt who retired
on 31 July 2011 and who headed INCEIF
since its establishment in 2005 to
offer postgraduate Islamic Finance
programmes, namely the Chartered
Islamic Finance Professional (CIFP),
Masters in Islamic Finance and PhD in
Islamic Finance.
Simmons & Simmons has announced that
Ahmed Butt has joined their Middle East
financial markets practice as Of Counsel to
focus primarily on the Saudi Arabian
market. Ahmed joins from Hogan Lovells’
Dubai office where he was a founding
member of the Islamic finance team. He has
previously worked for international law
firms in London and Dubai, as well as
spending a period on secondment with
Standard Chartered Bank as legal counsel.
He has extensive experience in advising lead
bank arrangers on complex structured
syndicated financings with cross-border
security, primarily specialising in
Shari’ah-compliant syndications in the
Middle East, Turkey, Central Asia and
South East Asia. The move represents the
latest step in Simmons & Simmons’ Saudi
Arabian initiative following the formation
of their alliance with Hammad, Al Mehdar
& Co in early 2011.
Ahmed Butt
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Oracle Updates Its Basel II Application
Oracle have announced an
update for its Basel II
application that provides open,
quick, out-of-the-box
compliance with Basel II
guidelines in multiple
jurisdictions, while enabling
strategic decision making and
capital planning with the
extensibility to meet future
regulatory requirements.
With this new release, Oracle
Financial Services Basel II now
supports the capital adequacy
compliance requirements for
Islamic banking products based
on Shari’ah law. The Islamic
Financial Services Board (IFSB)
provides guidance on how to
apply Basel II regulations for
banks offering Islamic banking
products.

Oracle claim that using Oracle
Financial Services Basel II,
Islamic banks and financial
services institutions offering
Islamic banking products can
facilitate compliance with IFSB
guidelines and standardise their
approach to identifying and
measuring risk-based capital
under Basel II.
The easy-to-deploy application
fully covers the IFSB regulations
on computation and disclosure.
Fully transparent and auditable,
Oracle Financial Services Basel
II eases supervisory review.
Oracle Financial Services Basel
II enables regulatory capital
computation at granular and
aggregated levels and the new
attribution analysis capability
provides an in-depth

understanding of cross-time
changes in risk weighted assets
(RWA) and capital adequacy
ratios (CAR).
With Oracle Financial Services
Basel II, banks can simultaneously
apply different capital adequacy
approaches against different
portfolios enabling institutions
to carry out impact analysis of
alternate options/approaches
available to them under
jurisdiction-specific guidelines.
This allows for the selection of
the best set of options/
approaches for their specific
capital adequacy strategies.
Oracle Financial Services Basel
II is fully engineered to work
with existing Oracle Financial
Services Analytical Applications
and integrates easily with other

third-party solutions, enabling
customers to further leverage
their current IT investments.
‘As Islamic banking operations
scale and expand into new
geographies, there is an urgent
need to reconcile their approach
to risk and capital adequacy
with Basel and other global
regulatory standards,’ said S.
Ramakrishnan, group vice
president and general manager,
Oracle Financial Services
Analytical Applications. ‘Oracle
supports the emerging analytical
requirements of Islamic banking
institutions with easy-to-deploy
and comprehensive solutions,
such as the newest release of
Oracle Financial Services Basel
II, which facilitates compliance
with IFSB capital adequacy
guidelines and Basel II.’

Muslim Commercial Bank Select IBM
and Misys to Streamline Operations
IBM and IBM Business Partner
Misys have been selected by the
Karachi-based Muslim
Commercial Bank (MCB)
Limited, one of the largest
private banks in Pakistan, to
automate the bank’s treasury
operations. It is claimed that the
project will improve efficiencies
and help the bank to comply
with new regulations from the
State Bank of Pakistan. IBM will
provide implementation services
alongside business partner,
Misys, to deploy Misys Opics


Plus, which will standardise
financial mechanisms and
minimise complexity, helping to
sustain MCB Bank’s position as
one of the leading banks in the
region.
The new solution will integrate
bank’s financial instruments and
departments, improving the
transparency and accountability
of financial management and
supporting decision making and
governance. The bank’s clients
will get a single point of access

to a diverse set of services. The
project is part of bank’s efforts
to streamline their existing
operations in line with the new
regulations aiming at revamping
and integrating financial services
by making collection and credit
operations much more efficient.
MCB has more than 1,100
branches in Pakistan and
growing. In an effort to drive
efficiency and enhance
operational speed and flexibility,
IBM will provide MCB Bank a

centralised approach to systems
and operations enabling the
bank to meet the various
challenges of complex capital
markets and prepare for future
growth. IBM will provide
implementation, project
management and testing and
training services along with the
Misys Opics Plus treasury and
capital markets solution.
Misys Opics Plus runs on the
.NET service-oriented
architecture (SOA) platform
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designed to deliver the ability to
customise and scale solutions to
suit customer requirements. It
also allows financial institutions
to manage risk more effectively,
consolidate systems, reduce
costs and get back to the
business of serving the evolving
needs of their clients.
‘Innovation is what has helped
MCB become one of the leading
banks in the region,’ said
Mohamad Ramzan, Head of
Treasury & Foreign Exchange at
MCB Bank. ‘IBM’s services and
the deployment of Misys Opics
Plus will enable us to take new
products to the market faster,
while meeting central bank
regulatory requirements.’
Once it is completed, the MCB
finance system will play an
important role in providing

faster and higher-quality
financial services that benefit
individual citizens as well as the
economy. Through its design it
can have an important impact
on the growth rate and
allocation of resources in the
local economy.
‘The application of smarter
solutions has a key role to play
in the transformation of
banking around the world,’ said
Farhan Ashfaq, Financial
Services Sector Leader at IBM
Pakistan. ‘In countries like
Pakistan where companies are
still building their
infrastructures, banks have an
opportunity to implement
systems that increase the
efficiency, stability and
manageability of their
organisations and help manage
risks, allowing them to leapfrog

TECHNOLOGY NEWS

the competition and win new
customers.’
‘Now more than ever, banks
require a comprehensive
technology to handle the
intricate requirements of the
global marketplace,’ said Michel
Daenen, Sales Director for the
Capital Markets Business in
Middle East and Africa at
Misys. ‘The flexible architecture

of Misys Opics Plus ensures
rapid pricing and risk
calculations, allowing users to
manage high volume and
complex financial instruments
more effectively. This, in turn,
means banks need fewer systems
and less manual processing,
enabling them to take new
products to market much more
quickly and more efficiently.’

The City of Karachi

Ahlibank Select iMal
Ahlibank, one of the Sultanate
of Oman’s most important
commercial banks, announced
that it has entered into an
agreement with Path Solutions,
to deliver and implement the
Islamic Core banking system,
iMAL, for the operations of the
bank’s proposed Islamic banking
functions, which are set to come
online sometime towards the
end of the first quarter of 2012.
The system will be deployed at
the bank’s headquarters in
Muscat and across its proposed
network of Islamic banking
branches. The announcement
coincided with Path Solutions
participation in the first Oman
Islamic Economic Forum.
‘We are very pleased to forge the
partnership with Ahlibank’, said

Mohammed Kateeb, Path
Solutions’ Group Chairman &
CEO. ‘Path Solutions offers
focused services from
installation and implementation
through to project management
and help-desk. Besides, the
advanced architecture of iMAL
will allow Ahlibank to expand
easily, to keep on innovating
and quickly launch new Islamic
banking products, thus
guaranteeing superior customer
experience. We look forward to
achieving mission success for
Ahlibank’.
Ahlibank S.A.O.G., erstwhile
Alliance Housing Bank, was born
with its new identity on January
5, 2008, following its strategic
partnership with Ahli United
Bank (AUB), a leading regional



commercial bank and
International Finance
Corporation (IFC), a member of
the World Bank Group. Ahlibank
has since successfully embarked
upon the route of establishing
itself as a full-fledged Omani
commercial bank.
Following the royal decree
issued in early May 2011 in
Oman paving the way for the
authorisation of the country’s
first standalone Islamic bank
and for other interested banks
to set up dedicated Islamic
banking windows and the
subsequent landmark circular
BM 1081 issued by the Central
Bank of Oman (CBO) on June
15 2011 allowing conventional
banks to operate their Islamic
banking business through a

‘window’ operation, Ahlibank
applied for a CBO license.
‘We know there is incredible
demand in the market for
Shari’ah-compliant products.
This initiative marks a dynamic
move into cutting-edge
technologies that Ahlibank
expects to use as a platform to
thrive and outperform
competition’, commented
Abdulaziz Al Balushi, CEO,
Ahlibank. ‘We are confident
that with Path Solutions’
knowledge of our business,
proven methodology and
teamwork approach, we will be
able to capitalise on strong,
continued growth in the sector,
achieve higher returns and
greater customer satisfaction,
alongside cost saving’.
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An Islamic version of option, a deposit for the delivery of
a specified quantity of a commodity on a predetermined
date.

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.

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.

Islamic jurisprudence. This is an important source of
Islamic economics.

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.

A record of the sayings, deeds or tacit approval of the
Prophet Muhammad (PBUH).

Activities which are permissible according to Shari’ah.

Activities which are prohibited according to Shari’ah.

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.

A sukuk having ijara as an underlying structure.

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.

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.

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

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

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.

An agreement which allows equity participation and
sharing of profit on a pro rata basis, but also 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.

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.


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.

A contract between two or more persons who launch
a business or financial enterprise to make profit.

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.

A principle of mutual assistance.

A donation covenant in which the participants
agree to mutually help each other by contributing
financially.

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.

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


In a mudarabah contract the person who invests the
capital.


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


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.


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.


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 means a contract in which advance payment is
made for goods to be delivered later on.

Refers to the laws contained in or derived from the
Quran and the Sunnah (practice and traditions of the
Prophet Muhammad (PBUH).


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

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.

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.
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