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Change is challenging and nowhere more so than in today’s
financial world. Whether it is the world of Islamic finance
trying to get its head around cryptocurrencies; the probable
demise of LIBOR or central bankers urging financial institutions
to take on board the issues of climate change, sustainable
development and social cohesion, there is no shortage of issues
to which financial institutions need to respond. And be in no
doubt, they do need to respond if they are to survive and thrive.
The proposed phasing out of LIBOR is an example of the
difficulties inherent in implementing change, even when the change is a move away
from something that is no longer fit for purpose. Andrew Bailey, Chief Executive
of the FCA (Financial Conduct Authority emphasised that the success of moving to
alternatives mechanisms will depend on organisations accepting it and beginning to
plan for an orderly transition. Although he noted that some encouraging steps have
been taken, he stressed that the pace of transition is not nearly fast enough. In this
case resistance is perhaps based on the very human desire to stick to what we know, as
well as an aversion to the pain and effort that will be involved in making the change.
Perhaps John F Kennedy sums it up best. He said, ‘Change is the law of life and
those who look only to the past and present are certain to miss the future.’
Cryptocurrency is probably the biggest dilemma for the world of Islamic finance
and the one where views are most polarised. Mr Irfan Harris, a specialist in Islamic
finance, in his August lecture for IIBI makes a case for cryptocurrency being in
greater conformance with Islamic ideas on money and the economy. He also warns
that if Islamic finance does not embrace cryptocurrency and other technological
developments, then it risks being left behind by the rest of the world.
On the opposite side of the spectrum there are Shari’ah scholars who are
vehemently opposed to cryptocurrency, perhaps because they may have an imperfect
understanding of cryptocurrency. While there are those who advocate adapting to a
rapidly changing world, it will take a lot of effort to convince practicing Muslims that
investing and trading in cryptocurrencies complies with their faith. While Shari’ah
allows investing in currencies when used as a medium of exchange, we should not
lose sight of the fact that Shari’ah places great emphasis on real economic activity
based on physical assets and prohibits pure monetary speculation for the purpose of
seeking a ‘windfall’ or unearned profits.

Mohammad Ali Qayyum
Director General IIBI

This magazine is published to provide information on developments in Islamic finance, and not to provide professional advice. The views
expressed in the articles are those of the authors alone and should not be attributed to the organisations they are associated with or their
management. Any errors and omissions are the sole responsibility of the authors. The Publishers, Editors and Contributors accept no
responsibility to any person who acts, or refrains from acting, based upon any material published in the magazine. The Editorial Advisory
Panel exists to provide general advice to the editors regarding matters that may be of interest to readers. All decisions regarding the published
content of the magazine are the sole responsibility of the Editors, and the Editorial Advisory Panel accepts no responsibility for the content.
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A Bright Future for Islamic Finance in Asia
A recent report from the Asia
Development Bank predicts a bright
future for Islamic banking and finance
in Asia. (Asia is home to more than
60% of the world’s Muslim population.)
It says that the Islamic finance industry
has grown substantially in Asia over
the last two decades. The Muslim
populations in different Asian countries,
especially in Southeast Asia, are
increasing. Rapid Muslim population
growth and improving living standards
may enhance the popularity of Islamic
finance as an attractive alternative to
conventional banking. In addition,
investors from the Middle East and
Asia are increasingly seeking to invest
in products that are in line with their
religious beliefs.
The governments and financial
authorities in several Asian countries
have played active roles in promoting
the development of Islamic financial
markets in line with the efforts to boost
investments and achieve sustainable
funding to enhance economic growth
by tapping the huge liquidity from oiland commodity-producing countries.
The ethical character and financial
stability of Islamic financial products
may increase their attraction. Islamic
financial products have an ethical focus
(notably excluding investment in alcohol
and gambling) with a risk profile that
appeals to wider ethically conscious
investors.
The report notes that Islamic banking
assets and financial products in Asia
are much larger than those in Europe
and North America, largely due to the
Malaysian Islamic finance marketplace.
Malaysia is one of the global leaders in
Islamic financial services and held an
estimated 10.0% share of the global
Islamic banking assets at the end
of 2013. Comparatively, Indonesia,
Pakistan, and Brunei Darussalam have
smaller shares, but their growth and
regulatory developments in recent
www.islamic-banking.com

years have enabled them to expand
their volume of Shari’ah-compliant
banking assets. As of the end of 2013,
Malaysia contributed 70.5% of the
regional Islamic banking assets ($135.5
billion), followed by Indonesia (9.5%,
$20.2 billion) and Pakistan (5.3%, $10.2
billion).
The report also notes that there are
challenges to growth. The development
of secondary financial markets is vital
for the expansion of primary markets.
Savers have different preferences
with regard to the liquidity and risk
of their portfolios. The faster savers
can liquidate or transform their assets
and the fewer the risks involved, the
more likely they are to hold long-term
securities. When Islamic banks are
able to issue various securities with
either certain or uncertain returns
to finance real economic activities,
investors will show a greater interest
in Islamic financial products when the
security markets are sound and well
developed. Islamic bonds traded along
with conventional papers, such as stocks
and options, in financial markets help
Islamic banks to diversify and distribute
risk and manage the liquidity of their
portfolios. Moreover, as Islamic banks
are necessarily involved in financing
and investment in the real economy, the
existence of commodity markets may
assist the transparency and reduction of
costs for Islamic banks and improve the
efficiency of Islamic financing systems
(Mirakhor 1992).
Another pressing challenge is the
lack of liquid and active secondary
sukuk markets in key Islamic finance
domiciles, which limits investors’ ability
to trade sukuk instruments. To date, in
Asia only Malaysia and Iran have a fully
functioning Islamic money market with
an active secondary market that is very
effective in addressing the domestic
Islamic financial market’s liquidity
management issues (IFSB 2015).

Although the Islamic banking and
finance regulatory framework is well
developed in some Asian countries,
the regulatory and supervisory
frameworks in many jurisdictions do
not yet cater to the unique risks of
the industry. Although Islamic banks
appear to be well capitalised, the
implementation of the Basel III Accord
will involve challenges. For example,
further clarification will be necessary
from national regulators regarding
the instruments that are eligible for
treatment as additional Tier 1 and Tier
2 capital. Furthermore, the scarcity of
Shari’ah-compliant, high-quality liquid
assets (HQLA) will make it difficult
for Islamic banks to satisfy the Basel
III liquidity coverage ratio (LCR)
requirement. It is, therefore, important
that national authorities use the leeway
that the Basel standards give to grant
highly-rated and tradable sukuk HQLA
status and take steps to deepen local
sukuk and money markets. Safety nets
and resolution frameworks remain
underdeveloped. Very few countries
with Islamic banking have a full-fledged
Islamic deposit insurance scheme
with premiums invested in Shari’ahcompliant assets.
An important and growing segment of
Islamic finance in Asia is the market
for infrastructure sukuk. Recent ADB
(2017) estimates put the infrastructure
financing needs of developing Asian
economies at $26 trillion for the 25
years from 2016 to 2030, which equates
to $1.7 trillion per year. In many lessdeveloped countries in Asia, the lack
of proper infrastructure is one of the
major obstacles to development. The
use of cross-border financing and
investment through Islamic finance
can help to widen the investor base
and lower the cost of financing for the
development of infrastructure in Asia.
Given that in Islamic banking returns
on investments are based on underlying
IIBI 5
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economy and to improve the overall
economic balance between the real and
the finance sector.

economic activities and/or assets that
to use the asset-based nature and
structure the contractual relationship
risk-sharing aspects of Islamic finance
between transacting parties, it is possible for greater integration with the real

CIMB Joins UN’s Responsible Banking Programme
CIMB Group Holdings Berhad (CIMB)
has announced its official membership
of the United Nations’ (UN)
Environment Programme Finance
Initiative Principles for Responsible
Banking (UNEP-FI), making it the
only banking group in Malaysia and
ASEAN to be a founding member
of the sustainable initiative, together
with 26 other leading banks from five
continents and 19 countries.
The core UNEP-FI group, made up of
27 member banks, will help redefine
the global banking industry’s role and
responsibilities in shaping a more
sustainable future by:
•
directing efforts to align with
society’s goals as expressed
in the UN’s Sustainable
Development Goals, the Paris
Agreement, as well as national
and regional frameworks
•
setting the global benchmark
for sustainable banking
•
driving ambition by requiring

•

As a member, CIMB will actively
contribute towards the development
of the Principles, the process of
which involves consultation with
stakeholders such as civil society
organisations, banking associations,
regulators and UN bodies. The launch
of the draft Principles for global
consultation is planned during the
UNEP FI Global Roundtable 2018
to be held on 26 November, 2018 at
Palais Brongniart, Paris, France.

Tengku Dato’ Sri Zafrul Aziz, Group
CEO, CIMB Group commented, ‘As
a leading universal bank in ASEAN,
we have always perceived our role as
going beyond providing great financial
products and services. As such, we
are pleased to play a more active and
meaningful role in shaping our planet’s
sustainable future by championing
responsible banking globally. CIMB
is fully committed to achieve UNEPFI’s objectives to help transform

Promoting Waqf in Malaysia
RHB Islamic Bank Bhd and Tabung
Baitulmal Sarawak (TBS) have
formed a partnership to facilitate
waqf. RHB Islamic Bank will act
as the lead bank and collection
agent for Sarawak Waqf. The waqf

global banking practices to ensure the
industry creates a positive impact not
just economically, but also socially and
environmentally. Our membership
of the UNEP-FI also complements
Bank Negara Malaysia’s Value-Based
Intermediation strategy for the Islamic
banking industry, as well as CIMB’s
own ongoing initiative to embed
sustainability into all aspects of our
operations Group-wide, which will be
a key focus area in our next mid-term
growth plan.’

signatory banks to set
goals for and report on
their contribution to
national and international
social, environmental
and economic targets to
ensure accountability and
transparency on banks’
impacts
challenging the banking
industry to play a leading role
in creating a more sustainable
future

funds will be jointly managed by the
partners.
The fund will also collaborate with
six other Islamic banking institutions
to make banking services easier

for contributors to channel cash
endowments for the development of
waqf projects, which will include health,
education, economic empowerment
and investment. The initiative supports
Bank Negara’s strategic programme
to bring together Islamic financial
institutions and state governments to
promote waqf.

The UAE Mandates AOIFFI Standards
From the beginning of September
2018 Islamic banks, Islamic window
operations and finance companies
offering Shari’ah-compliant
products will have to comply with
AOIFFI standards. Although
Islamic finance products offered in
the UAE have traditionally adhered
6 IIBI

to AOIFFI standards, this move by the
UAE Central Bank is seen as a landmark
decision, which will facilitate closer cooperation with the other 19 countries
that also mandate AOIFFI standards.
It is also likely to be beneficial to the
sukuk market. S&P has cited lack of
standardisation as one of the main

reasons for recent slowing growth in the
sukuk market.
Commentators have expressed the view
that the deadline of 1st September will
be a challenge for financial institutions.
It is also likely to increase operational
and compliance costs.
www.islamic-banking.com
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Qatari Banks Merge

Barwa Bank and International Bank of Qatar
(IBQ) have signed a final agreement regarding
the merger of the two banks. According to
this merger agreement, the two banks will
work to complete the necessary steps to
consummate the merger, obtain the required
approvals from the regulatory authorities and
obtain shareholders’ approvals before the end
of 2018. The two entities will be consolidated
and operate as one bank subsequent to their
respective general assemblies and the adoption
of their final financial results for the fiscal year
ending in December 2018.
The merger will create a combined entity
with total assets of QAR 80 billion and a
shareholder equity base of more than QAR
12 billion. The two banks have agreed to
appoint a top-tier management consultant in
order to develop an integrated plan, identify
the strategy and achieve the desired objectives
of the combined entity, the most important
of which is to increase revenue and reduce

costs, which will provide added
value to shareholders and customers
of the two banks and the national
economy. (Neither bank has a
significant branch network, so
savings would have to come from
combining head office functions.)
The merged bank would command
a 6% share of the total banking
market in Qatar. It would become
the third largest Islamic bank in
Qatar and the ninth largest Islamic
bank in the GCC. Regional
commentators
view this as a
positive move
for the Qatari
banking sector,
which has too
many banks
chasing a finite
number of
customers.
(There had been

NEWS
a proposal to merge three banks, the
third being Al Rayan, but talks on
this three-way merger collapsed in
June. Had it gone ahead the merged
bank would have had a 10% share
of the Qatari banking market.)
Commenting on the merger,
Moody’s said that the merger should
alleviate profitability pressure and
ease funding costs. They also warn,
however, that the merger will involve
significant integration challenges.
Doha Skyline, Qatar

Strengthening Deposit Insurance
Schemes for Islamic Banks

deposit insurance providers to
identify gaps in their existing deposit
insurance practices, while also
aid
the
development
and
promotion
of
setting an international standardThe International Association of Deposit
prudential standards for Islamic deposit setting benchmark to facilitate
Insurers (IADI) and the Islamic Financial
insurance systems
independent (or third-party)
Services Board (IFSB have signed a
assessment on the effectiveness
Memorandum of Understanding (MoU)
The aim is to create an internationally
of SCDIS. The joint standard
aimed at strengthening the collaboration
recognised framework to facilitate the
will complement the revised Core
between the two institutions to jointly
development
and
implementation
of
Principles by the IADI for the
develop, and promote, technical standards
effective
Shari’ah-compliant
deposit
conventional deposit insurance
for the implementation of effective Islamic
systems, upon which they will be
deposit insurance systems. The cooperation insurance systems (SCDIS). The
based.
between the IFSB and IADI is designed to Islamic Core Principles will enable

New Shari’ah-Compliant Energy Fund Announced
Federated Investors, Inc., one of
the largest investment managers
in the United States and the
International Islamic Trade Finance
Corporation (ITFC), a member
of the Islamic Development Bank
(ISDB) Group, announced an
agreement to launch a Shari’ahcompliant sovereign energy
trade-finance portfolio. The ITFC
Sovereign Energy Fund (ISEF)
will be sponsored and managed by
www.islamic-banking.com

ITFC with strategic input from Federated energy value chain in OIC member countries.
The portfolio is expected to launch later in
Investors (UK) LLP.
2018.
The portfolio will be a private offering
Federated and ITFC have worked together
available to ITFC’s qualified investors
across the Member Countries of the
on a broad array of Islamic trade-finance
transactions since 2014. This joint initiative to
Organisation of Islamic Cooperation
(OIC) and ITFC’s Global Partners. It
create a new sovereign energy portfolio is tied
will invest primarily in structured trade,
to the belief that as the worldwide demand
export/import finance, supply chain
for energy continues to grow, a pool of tradefinancing and project finance assets of
finance transactions can consistently deliver
sovereign entities across the
the sort of returns investors are seeking.
IIBI 7
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Al Hilal Bank and Abu Dhabi Global Market Co-operate to
Promote Islamic Banking

Through the agreement Al Hilal Bank
will work closely with the FSRA in the
development of Islamic products; set up
special purpose vehicle within the ADGM
to enable the accomplishment of a number
of key strategic initiatives; collaborate
on the development and application of
technologies specifically designed to
address real business challenges including
mobile and e-banking, digital value-added
services, blockchain, APIs, and automation.
Richard Teng, CEO,
Financial Services
Regulatory Authority
of ADGM said: ‘Al
The MOU provides an official platform Hilal Bank is one of the
most progressive homefor both Al Hilal Bank and ADGM
to share and exchange key knowledge, grown Islamic banking
leaders, on initiatives
consult and collaborate on mutually
beneficial initiatives to further support and programmes
and build an innovative and competitive that serve to bolster
the Islamic financial
environment for Islamic finance.
Al Hilal Bank has announced a new
partnership with the Abu Dhabi Global
Market (ADGM), the International
Financial Centre in Abu Dhabi, aimed
at promoting Islamic finance in Abu
Dhabi and across the UAE. The
Memorandum of Understanding
(MoU) was signed by Alex Coelho,
Chief Executive Officer at Al Hilal
Bank, and Richard Teng, Chief
Executive Officer of the Financial
Services Regulatory Authority (FSRA)
at ADGM Authorities Building on Al
Maryah Island.

market and enhance the fintech
ecosystem in Abu Dhabi. We share
the common ambition to provide
a conducive environment for more
fresh and innovative solutions to
address the needs of consumers and
our stakeholders in Abu Dhabi and
regionally. Together, we can grow and
strengthen Islamic banking offerings
and the financial landscape in Abu
Dhabi.’ Al Hilal Bank and ADGM Sign MoU

Abu Dhabi Islamic Bank Plans Increase in Capital
Abu Dhabi Islamic Bank (ADIB) has
announced its intention to issue new
shares to the value of AED464 million
($123.6 million) to provide an increased
level of capital subject to shareholder
and regulatory approvals. It also
proposes to issue a tier 1 sukuk worth
$750 million and the repayment of its
2012 $1 billion sukuk. The increased
capital is required to fund ADIB’s
growth strategy as well as to meet

regulatory requirements. The New
York-based Nasdaq stock exchange
reported that in early August ADIB
had already hired international banks to
handle the sale of the sukuk ahead of
shareholder approval.
The bank has doubled its number of
customers in the last five years. It now
has approximately 1 million
customers.

IFSB Publishes Q1 2018 Data
The Islamic Financial Services Board (IFSB)
has published Q1 2018 data for the Islamic
finance industry. The latest figures are
based on input from 21 countries, including
data from four new contributors – Qatar,
Palestine, Lebanon and the UK. With the
inclusion of new countries’ data, the total
assets of the Islamic banking industry grew
by 8.0% from $1,573 billion in Q1 2017
to $1,699 billion in Q1 2018 (calculated
from aggregated data converted into USD
8 IIBI

Abu Dhabi Skyline at Sunrise

terms using end-period exchange
rates). The number of full-fledged
Islamic banks and Islamic windows
of conventional banks in 21 IFSB
member participating countries stood
at 188 and 85 respectively in Q1 2018
compared to 184 and 84 respectively
in Q1 2018.
The Islamic banking database covers
95% of global Islamic banking

activity. The IFSB’s next focus
is to establish a global database
which will provide detailed sectorlevel financial statements for each
participating country. Similarly, while
completing the background work for
the extension of the project to the
ICM (Islamic Capital Market) and
takaful sectors, the IFSB Secretariat
will invite selected ICM and takaful
regulatory and supervisory authorities
to participate in this project in the
fourth quarter of 2018.
www.islamic-banking.com
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In Brief

NEWS

under-served Muslim community in the
country.

update their guidance on real
estate exposures. It is estimated
that 50% of large Islamic banks
The recently finalised Islamic banking
regulations in Uganda require each lender The State Bank of Pakistan has reported and 66% of smaller Islamic
growth in the Islamic banking sector for
banks have a high exposure to
to establish a Shari’ah board. Ugandan
the
year
to
June
2018.
The
total
assets
of
real estate and mortgages, but
banks say this is going to be a very costly
Islamic banks increased to 12.9% of total
typically they have not updated
exercise, given that each Shari’ah board
banking assets in Pakistan, up from 11.6% in their guidance to reflect Basel III
must have six members, three of whom
the year to June 2017. Deposits grew from rules on concentration limits and
must be Shari’ah scholars. The banks are
13.17% in 2017 to 14.8% in 2018.
asset valuations. Any downturn
suggesting instead a joint Shari’ah board
in the real estate sector could
under a cost-sharing arrangement to
therefore have a significant
operate under the auspices of the Uganda Bloomberg has reported that three banks
in
Abu
Dhabi
are
in
merger
discussions.
impact on the Islamic banking
Bankers’ Association. Islamic banking
operations are expected to start in Uganda They are the Abu Dhabi Commercial Bank, sector.
Union National Bank and privately-held
in October 2018, although by mid 2018
Islamic bank, Al Hilal. If the merger goes
The UAE Banks Federation
the central bank had received no licence
ahead, it would create the fifth largest lender retail banking committee has
applications.
in the Gulf with $110 billion in assets.
proposed an easing of mortgage
None of the banks purportedly involved in regulations to stimulate what they
The State Bank of Pakistan (SBP) has
the discussions were prepared to comment. describe as a fragile real estate
issued an Islamic banking licence to the
sector in the region. Currently
Zarai Taraqiati Bank Limited (ZTBL),
The Islamic Research and Training
first-time buyers of homes worth
which specialises in banking services to
Institute
(IRTI)
of
the
Islamic
up to Dhs 5 million can borrow
farming communities. The bank will
up to 80% of the value and
commence its Islamic banking business by Development Bank (ISDB) Group and
Dar Al Sharia an Islamic finance advisory
foreign buyers up to 75%. The
converting selected existing conventional
organisation
have
signed
a
memorandum
proposal is to raise these figures
banking branches into Islamic branches.
of understanding (MoU). The MoU will
to 85% and 80% respectively.
facilitate collaboration between the two
The Central Bank of Kenya is being
institutions to promote and develop cutting- In Indonesia PT Bank NTB
encouraged to introduce legislation to
edge Islamic financial solutions including
Syariah has converted from a
regulate and monitor the Islamic finance
structuring and developing new products,
conventional bank into a fullsector. Currently Islamic finance is
undertaking research and capacity building, fledged Islamic bank. It has 43
administered under Kenya’s general
as well as developing Shari’ah governance
branches - a head office, one
financial regulations and it is believed
for Islamic financial institutions and other
main branch, 11 other branches,
that this is holding back the further
relevant stakeholders. In addition, IRTI and 22 sub-branches and nine cash
development of the sector.
Dar Al Sharia will jointly provide Islamic
offices. The Bank’s conversion
finance advisory services to Islamic financial vision started in 2004 when
Faisal Islamic Bank of Egypt has
institutions, multilateral financial institutions, it opened an Islamic window
announced that it is to start recruiting
operation.
female employees. The initiative is part of sovereigns and quasi-sovereigns, corporate
Egypt’s national effort to integrate women entities, development funds, regulators,
fintech companies, educational institutions
The Islamic Corporation
into the workforce.
and other clients offering Shari’ah-compliant for the Development of the
products and services.
Private Sector (ICD) has signed
Assets of Islamic banks in the UAE
financing agreements with
increased by 6.7% to reach $154 billion
In a recent television interview the CEO of six banks in Uzbekistan to
in the first half of 2018 compared to the
Bahrain-based Al Baraka, Adnan Yousef,
assist in the development of
same period in 2017, according to the
has said the bank is seriously considering
Islamic finance in the country.
UAE’s Central Bank. Islamic banking
expanding into Kenya. The expansion
Recipients of the ICD finance
assets now account for 20.55% of total
would be funded in part by the proceeds of are the state-controlled Asaka
banking assets in the region.
the bank’s 2017 $400 million sukuk and the Bank, the Uzbek Industrial and
Manilla’s parliament has approved a bill to remainder by a share issue expected in 2019. Construction Bank, Turonbank,
Hamkorbank, Kapitalbank and
recognise Islamic banking. It states that it
The
Bahrain-based
Council
for
Islamic
Asia Alliance Bank. This follows
recognises the role of Islamic banking and
Banks and Financial Institutions
finance packages for Trustbank
finance in creating greater opportunities
(CIBAFI) has called on Islamic banks to
and InFinBank in July 2018.
for financial inclusion, particularly for the
www.islamic-banking.com
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SUKUK UPDATE

Higher Oil Prices Dampen
Sukuk Issuance

The rebound in oil prices has acted as a
dampener on the rate of sukuk issuance
in the first half of 2018 according to
S&P Global. S&P say that sukuk
issuance fell to $44.2 billion, a decline of
15.3% compared to the same period in
2017.
Sukuk issuance in 2017 was at record
levels, reaching $97.9 billion. S&P is
forecasting between $70 billion and
$80 billion for 2018.
There is, however, a second factor at
work. When oil prices fell, many of the
oil-producing countries tightened their
belts, cutting spending and subsidies, so
now they are benefitting not just from
higher oil prices, but lower spending.
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Sukuk Update
had increased its sukuk issuance to
$19.4 billion as at end-June 2018 (endJune 2017: $18.6 billion), translating
into a healthy 38.7% market share of
global sukuk issuance. At the same
time, Indonesia charted a 52.6% jump
to $6.6 billion (end-June 2017:
$4.3 billion). By contrast, the GCC
posted a contraction of 19.1% to
$21.3 billion (end-June 2017:
$26.3 billion). Nevertheless, the
GCC’s sovereign sukuk issues took
up the lion’s share (67.6%) of its total
sukuk issuance, reversing earlier market
trends. Prior to 2017, the percentage
of sovereign sukuk issuance only
averaged some 25%.

The GCC Bonds and Sukuk
Market in the First Half of
2018

Kuwait Financial Centre ‘Markaz’, in
its recent research report titled ‘GCC
Bonds & Sukuk Market Survey’,
RAM Ratings maintains its projected
stated that the aggregate primary
global sukuk issuance for 2018 at
issuance of bonds and sukuk by GCC
$75 billion-S85 billion, based on the
entities, including Central Banks
growth trends in sukuk issues from
Local Issuances, GCC Sovereign and
Malaysia, Indonesia, Bahrain, Kuwait
Corporate Issuances, totalled
and UAE in the first six months of 2018. $95.25 billion in the first half of
‘Overall, the sukuk market’s showing in
2018, a 9.64% increase from the total
2018 will depend on the performance
amount raised in the comparable
of the global economy and the state
period in 2017. Qatar led the GCC
of investment recovery in key Islamic
issuances in terms of total value raised.
finance countries,’ notes Ruslena Ramli,
Head of Islamic Finance at RAM.
The downside as far as Islamic finance
is concerned is that the vast majority
Malaysia still leads in terms of the
of the amounts raised was through
number of sukuk issuances and
conventional issuances - 80.19%.
financing amounts. As at end-June 2018, Sukuk raised just $12.39 billion,
total global sukuk issuance had slipped
30.84% lower compared to the same
5.2% year-on-year to $50.3 billion
period in 2017.
(end-June 2017: $53.0 billion). This was
largely due to declines in sukuk issuance Dana Gas Finalises Sukuk
from Qatar (-63.6%), Saudi Arabia
Settlement
(-37.9%), and Turkey (-18.0%). Malaysia Following an agreement between all

RAM Ratings Cautiously
Optimistic on Sukuk Market
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the parties in the Dana Gas sukuk case
in May, final settlement was reached in
August 2018. All legal proceedings in
the United Arab Emirates and the UK
have been discontinued. Dana Gas
has listed a new sukuk on Euronext
Dublin.
As part of the settlement Dana Gas
has paid $235 million in redemptions,
profit payments and early participation
fees. The new sukuk is worth
$530 million, slightly less than
originally proposed. It has a threeand-a-half year tenure and a profit rate
of 4% per annum. This will effectively
reduce Dana Gas’s financing costs by
$35 million per annum.
The cost of restructuring the original,
contentious sukuk did have a cost.
Dana Gas profits fell from $12 million
to $10 million in the second quarter
of 2018. If the restructuring costs are
discounted the company actually saw a
200% increase to $36 million.

Egypt Eyes Sukuk Market

In 2013 Egypt enacted legislation
to pave the way for the issue of
sukuk but with the fall of President
Mursi’s government the plan to issue
sukuk ceased to be a priority. Now
Finance Minister Mohamed Maait
is considering a dollar or eurodenominated sukuk issue in the
current financial year. This is
part of Egypt’s plan to revive its
economy through more direct foreign
investment. The plan, however, may
require the existing 2013 law to be
amended or redrafted.

UAE Tightens Sukuk
Regulations

Perhaps it was inevitable in the wake
www.islamic-banking.com
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of the Dana Gas debacle that the UAE
would move to tighten regulations
in the hope that similar damaging
situations can be prevented in future.
The Securities and Commodities
Authority of the UAE, which regulates
sukuk offerings in the UAE and by
UAE companies in other jurisdictions,
passed a resolution requiring issuers
to enhance disclosures in issuances,
including providing a mechanism to
resolve revenue allocation disputes in
the event a sukuk no longer complies
with Islamic law. Under the new
disclosure requirements issuers will have
to explain the differences between UAE
law and the law of the country where an
offering occurs, as well as any deviations
from the standards of the Accounting
and Auditing Organisation for Islamic
Financial Institutions (AAOIFI).
Fatwas that suggest deviations from
the AAOIFI standards must now also
cite past cases on AAOIFI violations
for evidentiary support in their legal
reasoning.

Bangladesh Working on
Sukuk Issuance

According to a report in The Daily Star
the Bangladeshi government is working
on launching a sukuk to support the
development of the Islamic finance
industry in the country. As part of
an ongoing programme Bangladeshi
teams have already visited a number of
countries including Malaysia and Bahrain
to gather experience on introducing
sukuk. The announcement came from
Bangladesh Bank’s Deputy Governor
Abu Hena Mohd Razee Hassan at a
seminar organised by the Bangladesh
Institute of Bank Management.

First Saudi Arabian Sukuk
through Primary Dealer
Scheme

Under the primary dealers scheme five
www.islamic-banking.com

local banks have been appointed to
purchase sukuk at auction and then
place these sukuk on the secondary
market for purchase by final
investors. The aim is to develop the
local government sukuk market and
ultimately the debt capital market in
Saudi Arabia.
In the scheme’s first outing in late
July the government issued
$925 million of sukuk including
five, seven and ten year instruments.
More than 20 investors from
participating banks and asset
managers placed bids through an
electronic platform. The purchases
were destined for their own books
and for other investors.

GFH Settle 2007 Sukuk

GFH Financial Group has
announced that it has paid the entire
amount of its $200 million sukuk,
which was originally drawn in 2007.
The facility, which was payable
over several tranches with final
maturity in July 2018, has now been
settled with a recent payment of an
outstanding amount of
$34 million. Commenting, Mr.
Jassim Al Seddiqi, Chairman of the
Board of GFH said, ‘We are pleased
to witness the repayment of one of
the oldest facilities that we had in
GFH. This sukuk facility has been
previously funded by a mix of GCC
and international banks and our
ability to make timely repayments
and settlement on time increases the
confidence in our Group despite
market challenges and underscores
the strength of the bank and its debt
to equity position.’
With this repayment, GFH frees
up further assets pledged under the
sukuk for potential disposal or exit.
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It is worth noting that in 2008, GFH
had financing liabilities in excess of
$1 billion compared to $125 million
today. Mr. Al Seddiqi concluded,
‘With a prudent approach to managing
our liabilities, strong cash generation
and levels of liquidity, GFH continues
to be better placed than ever to deliver
value and further build our commercial
and investment banking business lines.’

Moody’s Downgrade
Bahrain’s Long-Term
Issuer Ratings

Moody’s Investors Service has
downgraded Bahrain’s long-term
issuer rating from B1 to B2 citing
raised levels of risk in external and
government liquidity. It is believed
that this will further constrain
Bahrain’s access to market financing.
They drew attention to the slow pace
of fiscal reform in Bahrain and debt
repayments due in late 2018. They
estimate that Bahrain’s financing needs
amount to more than 30% of GDP in
the period 2018-2020.
Despite the fact that oil prices have
recovered somewhat in the last year,
Bahrain have had to abandon a
programme of conventional bond and
long-term sukuk issuance proposed
early in 2018 in favour of a $1 billion
7.5-year sukuk. The state –owned
National Oil and Gas Authority also
had to abandon a planned $1 billion of
notes in May 2018. Bahrain’s reserves
fell to $1.8 billion in May 2018, which
is said to be well short of Bahrain’s
external financing needs.

Turkish Grain Board Issues
TL100 Million Sukuk
The Turkish Grain Board has issued
a TL100 million sukuk, following a
first sukuk issued in November 2017.
The sukuk is based on agricultural
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commodities. It is understood that a
third sukuk valued at TL300 million
will follow shortly.

Blue Mosque, Istanbul

Borsa Istanbul Announce
the Committed
Transactions Market of
Sukuk

Borsa İstanbul has launched the
Committed Transactions Market
of Sukuk (CTM) which operates
in accordance with the working,
principles of the participation banks
but other banks are also eligible to
trade. The objective is to expand the
funding base of participation banks.
CTM functions in a similar way
to the Repo and Reverse Repo
Markets within the Borsa İstanbul
Debt Securities Market and lease
certificates are subject to trading.
Committed transactions are realised
by selling with a commitment to
repurchase from a third party at
a future date and buying with a
commitment to resell to the third
party at the same date. The third
party has the right of withdrawal
from the committed transactions.
As part of efforts to contribute to
the development of interest-free
financial instruments, the share of
lease certificates in total amount of
issuances is expected to increase in
the upcoming period.

Plans to Launch Retail
Sukuk in Dubai

Nasdaq Dubai is planning to open
the sukuk market to individual
investors in 2019. This will
extend the primary sukuk market
beyond institutional investors. The
exchange is working with the Dubai
International Financial Centre to
launch the scheme with a minimal
investment limit and Shari’ahcompliant returns.
12 IIBI

Microfinance Start-Up
Launches BlockchainBased Sukuk

Blossom Finance, a Malaysian
microfinance start-up has launched a
product called Smart Sukuk based on
Ethereum’s blockchain technology,
which is targeted at improving
liquidity for small and mediumsized companies. The company
claim it will make sukuk issuance
smarter and cheaper by standardising
and automating much of the legal

accounting and payment overhead
associated with conventional sukuk.
The company will not charge
any upfront fees or costs; instead
they will take a 20% share of the
investors’ profits, called a carried
capital interest. Their sukuk
will be based on mudarabah or
istisna for construction projects.
Investors will deposit fiat money or
cryptocurrency and in return will
receive a digital contract.
The fund will have a minimum
investment of $20,000 and a
maximum of $5 million. Returns
on a six-month sukuk are
projected to be 6% on a net
annualised basis.
www.islamic-banking.com
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BIMB Launches Retail ESG
Sukuk Fund

BIMB Investment Management
Berhad have launched what is
claimed to be the world’s first ESG
sukuk fund and the first Shari’ah
sukuk fund in Malaysia approved
under the Sustainable Responsible
Investing (SRI) guidelines introduced
in December 2017. The Fund
combines both Shari’ah principles and
Environmental, Social and Governance
(ESG) principles in its domestic and
foreign sukuk issuance selection
criteria.
The Fund applies Arabesque
S-Ray™ in its ESG screening, which
systematically combines more than
200 ESG metrics with news and
data signals from more than 50,000
sources across 15 languages. The
sukuk issuances are assessed on
their performance on the normative
principles of the United Nations
Global Compact (UNGC) (i.e. human
rights, labour rights, environment, anticorruption). In addition to their credit
risk profile and financial performance,
sukuk issuers are also analysed on
their Environmental, Social and
Governance (ESG) performance.
The ESG analysis provides insights
and understanding of a company’s
management quality and its positioning
for long-term financial success.

Malaysia’s Securities
Commission Liberalises
Bond and Sukuk
Framework

The Securities Commission Malaysia
(SC) has announced the liberalisation
of its regulatory framework to facilitate
greater retail access to the RM1.3
trillion Malaysian bond and sukuk
market. The liberalisation forms part
of the SC’s continued efforts to further
www.islamic-banking.com

develop this market, currently the third
largest in Asia (relative to GDP) and the
world’s largest sukuk market.
The liberalised framework will allow
a more efficient issuance process for
corporate bonds and sukuk to be
offered to retail investors. Qualified
issuers no longer need to make
disclosures through a prospectus and
are only required to issue a product
highlight sheet. The range of corporate
bonds and sukuk that can be offered to
retail investors has also been expanded
beyond plain vanilla bonds.
In addition, the SC is introducing a new
seasoning framework to enable retail
investors to access existing corporate
bonds and sukuk, which are currently
traded by sophisticated investors in
the over-the-counter (OTC) market.
Under this framework, corporate
bonds and sukuk that are eligible for
retail investment must have been in the
market for at least 12 months and have
a minimum credit rating of A among
other requirements.
In tandem with these measures,
distributors of corporate bonds and
sukuk in the OTC market are required
to observe the sales practices prescribed
by the SC, such as the requirement to
undertake necessary client on-boarding
assessment and ensure fair treatment of
investors.
The liberalised framework for retail
investors is complemented by the
centralised online information platform,
Bond + Sukuk Information Exchange
(BIX) Malaysia, established by the SC
in November 2017. BIX Malaysia
enables investors to obtain necessary
information on ringgit bonds and sukuk
to assist in their investment decisions.
The liberalised framework consists of
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the new Guidelines on Seasoned Corporate
Bonds and Sukuk and amendments to
Guidelines on Issuance of Corporate Bonds
and Sukuk to Retail Investors, the Guidelines
on Sales Practices of Unlisted Capital Market
Products, as well as Division 2 of the
Prospectus Guidelines, which will come
into effect on 11 October 2018.

Al Hilal Bank Sukuk
Nearly Three Times
Oversubscribed

Al Hilal Bank has successfully closed
a $500 million five-year senior sukuk.
The transaction marks the first senior
public sukuk from the UAE since April
2018 and re-opens the capital markets
for GCC issuers. Al Hilal Bank was last
in the market with a senior public sukuk
in 2013.
The order book reached $1.4 billion
(close to three times oversubscribed)
with demand from more than 70
investors. The investor base was
diversified geographically with a 25%
allocation to Europe, 20% to Asia and
55% to the Middle East. The sukuk
was issued as a ‘drawdown’ under
Al Hilal Bank’s $2.5 billion Trust
Certificate Issuance Programme, which
is listed on the Irish Stock Exchange.

GCC Sees a Weakening of
Sukuk Issuance

Mohammed Damak, global head of
Islamic finance at S&P Global Ratings
has said that sukuk issuance in the first
nine months of 2018 is 15% below
levels achieved in the comparative
period in 2017. He further commented
that the full year 2018 is also likely to be
below 2017 levels. The reasons for the
decline are cited as tightening liquidity
and rising borrowing costs, as well as
a recovery in the price of oil, which
means countries in the region have had
less need to borrow.
IIBI 13
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The Working Paper identifies differences
and gaps in the developments of capital
requirements regulation across the
The Islamic Financial Services Board
jurisdictions that participated in the survey
(IFSB) has announced its eighth
and shows that the level of policyholders’
Working Paper series titled, ‘Issues
protections depend on the strength of
Arising from Changes in Takaful
capital requirements’ regulation. Lack
Capital Requirements’ (WP-08). It is
also the first dedicated IFSB Working of appropriate guidelines specific to the
takaful industry in most jurisdictions leaves
Paper on the takaful sector.
opportunities for takaful operators to
exercise inappropriate discretion in aspects
The Working Paper addresses the
that require regulatory guidelines and
potential issues in relation to the
supervision. This practice raises concerns
solvency requirements of takaful,
for an increased risk of insolvency and a
such as surplus, capital instruments,
potential threat to consumer confidence
and qard. It also identifies regulatory
and stability issues arising from global in the industry. Appropriate guidelines
that recognise the specific structures and
capital regulation for the insurance
sector and their implications for takaful processes of takaful undertakings are
recommended for the assessment of the
solvency requirements.
capital requirements.
The Secretary-General of the IFSB,
Dr. Bello Lawal Danbatta commented, The analysis in the paper also found that
wakalah fees deducted from participants’
‘Although, the IFSB has previously
contributions and mudarabah profit
issued seven working paper series on
different topics in Islamic finance, WP- shares charged to the participants’ risk
fund (PRF), combined with the surplus
08 represents the first IFSB working
paper that addresses issues specifically distribution to the takaful participants,
related to the takaful industry. In the constitute major outflows from the PRF
and impact negatively on the solvency and
development of our technical work
involving standard-setting and research, underwriting capability of the PRF. The
we are taking a comprehensive, cross- continued deficits of the PRF of many
takaful undertakings are attributable to the
sectoral approach in which three key
magnitude of wakalah fees and mudarabah
sectors under our mandate – Islamic
profit shares paid to the takaful operator.
banking, takaful and the Islamic
This situation presents a scenario in
capital market – are being focused
which takaful operators routinely rely on
simultaneously’. He further added,
qard to meet the obligations of takaful
‘This research has been conducted in
participants. Maintaining adequate
an area of takaful sector regulation
where only limited studies are currently reserves in the PRF should be the utmost
priority of the takaful operator. The paper
available. Given the rapidly growing
highlights measures to control market
size of this sector and the increasing
practices that are capable of affecting the
importance being given to strengthen
strength and stability of the PRF.
the solvency of takaful undertakings,
this paper offers deep insights, backed
by industry wide research and empirical This paper emphasises the need to adopt
a common framework that recognises
analysis’.
the different characteristics of capital
instruments that qualify to absorb losses
The survey participants were 57
at different financial stages, particularly in
institutions including regulatory and
the run-off and wind-up phases. While
supervisory authorities and takaful
operators, which highlighted practices acknowledging the fact that the takaful
sector’s regulatory landscape is still
concerning the implementation of
qard, the wakalah fee and profit-sharing evolving and spreading across jurisdictions,
the paper stresses that an appropriate
ratio, surplus distribution and capital
capital requirements framework is essential
instruments.
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for the industry to build on and further
strengthen its position and achieve a
more resilient, competitive and inclusive
industry. The findings of this paper will
thus provide the basis for the IFSB to
revise its existing solvency standard for
takaful undertakings.

Takaful Mulia Link Death
Benefits to Charity

CIMB Islamic Bank Berhad recently
launched Takaful Mulia, which they
claim is a first-in-market takaful policy
specially designed for Muslims to benefit
from coverage upon death or Total
Permanent Disability (TPD), savings
and benefits related to Islamic religious
obligations such as waqf, zakat, fidyah/
sadaqah and hajj/umrah. Takaful Mulia
also provides an additional 100% of sum
assured for accidental death or TPD that
occurred in a mosque or surau, and/or
while performing the Hajj or Umrah.
Takaful Mulia is the latest addition to
CIMB Islamic’s suite of takaful solutions
developed exclusively for CIMB Islamic
by its bancatakaful partner, Sun Life
Malaysia Takaful Berhad.
Muhammad Fikri Mohamad Rawi,
CEO, Sun Life Malaysia Takaful Berhad
commented, ‘Charity is one of the few
deeds in Islam that need not end upon a
person’s demise. We are proud to have
partnered with CIMB Islamic to offer
this innovative Takaful Mulia which
helps CIMB clients to not only leave
something for their loved ones upon
their demise, but also fulfil their religious
obligations of waqf, zakat, and sadaqah.’
Benefits of Takaful Mulia include:
Financial and Protection Benefits - A
lump sum amount of 100% of the
sum covered plus the value of universal
account in the event of death/TPD;
an additional lump sum amount of
100% of sum covered in the event of
accidental death/TPD at the Mosque/
Surau or while performing Hajj/Umrah
and a lump sum amount of RM2,000 if/
when the person covered embarks on
the Hajj/Umrah trip.
www.islamic-banking.com
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Spiritual Benefits - A regular
waqf contribution (3% from total
contribution) payable to the appointed
waqf body; an additional 10% of the
sum covered payable to the appointed
waqf body in the event of death/TPD;
a 2.5% payment from universal account
value to the appointed zakat body in the
event of death/TPD or final benefit
payout or surrender of the contract
and a lump sum payout of RM1,000 as
fidyah/sadaqah in the event of death.

operators to write off qard on a regular
basis, maintaining greater control over the
fees charged to the policyholder funds
by shareholders, moving toward a profitsharing approach and the adoption of the
Saudi Cooperative model.

‘Driven by weak underwriting discipline
and high wakalah fees, policyholders’
funds continue to generate deficits, whilst
shareholders’ funds enjoy reasonable
profits. As a result, policyholders’ funds
continue to accumulate higher deficits,
Takaful Mulia is also offered as part of with the qard continuing to rise to meet
these deficits. A.M. Best notes that not
the recently launched CIMB F.I.R.S.T.
all operators exhibit these trends, with
– which stands for Finance, Insure,
some annually generating surpluses and
Returns, Save and Transact – a holistic
distributing them back to policyholders.
financial planning proposition that is
unique to each customer’s needs and life However, this tends to be the exception
rather than the rule in the MENA region,’
stage.
said Yvette Essen, Director of Research at
Takaful Industry Too Reliant AM Best.

on Qard Hassan

A recent briefing published by AM
Best, ‘Takaful Trends: Breaking the
Reliance on the Qard Hasan’, suggest
that the over reliance on qard Hassan
among takaful and retakaful companies
is creating inefficiency. Qard hassan,
effectively interest-free loans, provided
by the shareholders to cover any deficit
in the policyholders’ fund, does not
provide enough incentive to operators
to manage their companies in the
best interest of policyholders and
shareholders. It can to lead to an uneven
distribution of profits and an increase in
policyholder deficits.
‘The need for the qard can arise from
a variety of market conditions, most
of which conventional (re)insurers also
encounter. These include deficits in the
policyholders’ fund and non-payment
of contributions, i.e., bad debt, as well
as poor risk selection, inadequate pricing
and weak investment management. In
practice, however, deficits generally arise
out of excessive management fees - a
unique characteristic of the (re)takaful
model-and poor underwriting discipline,’
said Salman Siddiqui, Associate Director.
The briefing suggests potential solutions
to the problem including obliging
www.islamic-banking.com

TAKAFUL NEWS
UAE Insurance Authority
Tightens Regulations

All insurance companies and takaful
operators will have to seek the approval
of the UAE Insurance Authority before
they can sell products through banks.
In addition insurance companies will be
limited to distribution agreements with
banks; they will no longer be able to
sign an agency, brokerage or consulting
agreement with banks, although they
are permitted to sign agreements with
more than one bank. Banks will also
be limited to selling insurance products
to their own customers.

In a second regulation all registered
insurance consultants are being
required to submit new documentation.
Failure to do so will result in a loss
of their registration. The new rules
mean consultants will be unable to be
involved in any other insurance-related
An Orderly Exit for Emirates activity such as broking; will have to
have a certain level of educational and
Re
practical qualifications and pass a test
The specialist run-off acquirer and
prior to registration. It is expected that
manager, AXA Liabilities Managers
recently announced that it has entered into these new rules will result in a decrease
an agreement to acquire a majority stake in in the number of insurance consultants
Emirates Re. Emirates Re, once the largest in the industry.
independent international Islamic reinsurer
handling retakaful business, operates from Oman’s Alizz Islamic Bank
the Dubai International Financial Center Adds Takaful to its Product
(DIFC). Gross reserves total $69 million Portfolio
Alizz Islamic Bank has signed a
and are essentially composed of Middle
East & North African, Asian and Indian- Memorandum of Understanding
based Property, Motor, Accident, Energy (MoU) with Takaful Oman, to add
and Marine risks. This change of control takaful to its product portfolio. Alizz
Islamic Bank has obtained approval
is subject to the approval of the Dubai
Financial Services Authority (DFSA) and from the Capital Market Authority
(CMA) and the Central Bank of Oman
will be made through AXA Liabilities
(CBO) to launch takaful products in
Managers’ investment vehicle.
the local market. Motor takaful will be
Commenting on the agreement Jonathan the first product to be launched.
Cimino, Chairman of the Board Customers can now obtain a new
Emirates Re said, ‘We are very pleased
policy or renew their car insurance
to have found an agreement with AXA
Liabilities Managers that provides us with through any of the branches of
a favourable outcome for all stakeholders Alizz Islamic Bank, which are spread
involved. By working with a professional throughout the Sultanate. The bank’s
branches will offer both comprehensive
run-off acquirer such as AXA LM, we
have been able to fulfil our dual objectives and third party motor takaful insurance,
and the policies can be issued instantly
of achieving a structured exit for our
shareholders whilst ensuring continuity for by the bank’s staff on the branch
premises.
our cedants.’
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Life After LIBOR
Background

In 2013 the UK’s Financial Conduct Authority (FCA) took over the regulation of LIBOR (London Interbank Offered
Rate) following the discovery that certain traders had been manipulating the rate for personal gain. In the fallout from this
scandal, $9 billion of fines were imposed and five people received prison sentences. Since then confidence in LIBOR has
been restored, but the FCA is still concerned about how the rate is set. As a result in 2017 The Financial Conduct Authority
(FCA) in the UK announced that they would be transitioning away from LIBOR (London Interbank Offered Rate) by 2021.
LIBOR affects everyone, not just in the UK, but worldwide. It underpins the interest rates that apply to interbank lending
and financial instruments from the most complex to everyday mortgages and loans. It is used by both conventional and
Islamic financial institutions.

Islamic Financial
Institutions and LIBOR

There have been suggestions that
by using LIBOR, Islamic financial
institutions (IFIs) are somehow not
Shari’ah compliant. Firstly, IFIs are
part of a global banking system and as
such need to conform to some degree
with normal banking practices. Using
LIBOR as a benchmark does not in
itself lead to non-Shari’ah compliance.
It is the way that financial instruments
are structured that conveys Shari’ah
compliance.
Sheikh Muhammad Taqi Usmani,
commenting on the issue, said:
‘No doubt, the use of the rate of
interest for determining a halal profit
cannot be considered desirable. It
certainly makes the transaction
resemble an interest-based financing,
at least in appearance, and keeping in
view the severity of prohibition of
interest, even this apparent resemblance
should be avoided as far as possible.
But one should not ignore the fact
that the most important requirement
for validity of murabahah is that it is
a genuine sale with all its ingredients
and necessary consequences. If a
murabahah transaction fulfils all the
conditions ...... merely using the interest
16 IIBI

rate as a benchmark for determining the
profit of murabahah does not render
the transaction as invalid, haram or
prohibited, because the deal itself does
not contain interest. The rate of interest
has been used only as an indicator or as
a benchmark.’
In 2011 an attempt was made to
introduce an Islamic Interbank
Benchmark Rate (IBR). It was a
co-operative arrangement between
17 Islamic banks, Thomson Reuters,
the Islamic Development Bank
(IDB) and AAOIFI among others. It
has, however, not been particularly
successful. Quite simply Islamic
finance did not have the global strength
to challenge LIBOR and even with the
proposed move away from LIBOR, the
global connectedness of finance is likely
to make it very difficult to successfully
establish IIBR or any variant of it.

Why Abandon LIBOR?

At a conference in July 2018 Andrew
Bailey, Chief Executive of the FCA
emphasised that this transitioning will
happen; it is not a maybe or a probable;
it is a definite. The success of this
change will depend on organisations
accepting it and beginning to plan for
an orderly transition. Although he
noted that some encouraging steps have

been taken, he stressed that the pace of
transition is not nearly fast enough.
Since the inception of LIBOR in the
mid 1980s, the world has changed. In
his speech Mr Bailey said:
‘First, financial markets have changed
and LIBOR has not been able to keep
up with that change. The international
interbank market has dwindled
substantially. There are several reasons
for this. In the shorter-term – post
the financial crisis – bank funding has
switched away from this interbank
market.
‘Second, the longer-term reason is that
the eurocurrency markets no longer
exist as a distinct entity. There is a very
important point here. The so-called
euromarkets lived in an era where it was
assumed that they were separate from
domestic financial markets. The latter
were where domestic monetary policy
was set, central banks operated and

Andrew Bailey, Chief Executive, FCA
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were the home of government bond
markets. So, naturally, risk-free
rates, which are rooted in the credit
standing and policy institutions of
the domestic state, were a feature of
domestic financial markets and not the
euromarkets. LIBOR was not a riskfree rate, rather, it became a proxy for
risk-free rates plus a measure of bank
risk. From that, concepts like the TED
spread, the US Treasury to Eurodollar
spread, emerging as proxies of banking
system risk. A problem which resulted
– and it is striking with the benefit of
hindsight to think how long and to
what an extent this has gone on – is
that LIBOR came to be used to price
much of the interest rate derivatives
market, even as that derivatives market
expanded far beyond hedges for the
euromarkets. Logically a risk-free
rate should have been used. I say this
because an important reason for reform
is to correct this situation.
‘The third is that since banks do
not lend to each other much these
days on an unsecured basis and the
market is not returning, LIBOR is
measuring the rate at which banks are
not borrowing from one another. To
do this, the system relies on the socalled expert judgement of the panel
banks. It is esoteric to say the least
to ask and answer the question, were
I to borrow, which I am not doing,
what might the interest rate be? But,
more fundamentally, what is such a
rate representative of ? And that is
critical because to continue in the now
regulated world of benchmarks, LIBOR
has to be representative. I struggle to
see the case for this judgement.
‘The fourth problem is that since the
system for quoting rates and thus
constructing LIBOR is fragile, it is
more vulnerable to misconduct. But
let me be clear, I do not believe there is
misconduct today. My point is that the
system is more vulnerable to it. This is
the case for acting to replace LIBOR.’
www.islamic-banking.com

Progress to Date

By mid 2017 authorities in the USA,
UK and Japan had already selected
their alternatives; they were respectively
SOFR (Secured Overnight Financing
Rate), SONIA (Sterling Overnight
Index Average) and TONA (Tokyo
Overnight Average Rate). The Swiss
have recommended SARON (Swiss
Average Overnight Rate), which they
launched in 2009.

FOOD FOR THOUGHT

by LCH (clearing house) reference
LIBOR and, a little under one-third of
these, by notional, mature after end2021. While robust fall back clauses
added to these contracts through ISDA
(International Swaps and Derivatives
Association) protocols can reduce risks
of contract frustration, a smoother
path to transition will be the gradual
variation or replacement of these
contracts, perhaps through multilateral
compression and conversion exercises.
This is something that both the
sterling RFR (Risk Free Reference)
Working Group and the US Alternative
Reference Rates Committee (ARRC) are
now beginning to consider.’

The Federal Reserve Bank of New
York began to use SOFR in the second
quarter of 2018 and daily trading
volumes have already reached $5 billion.
SONIA has been in use for some time,
but in early 2018 the Bank of England
revisited it, reforming and strengthening
it. It currently supports around 370
transactions daily; it is perceived as
being more robust than LIBOR and,
critically, does not rely in any way on
submissions from experts. TONA is
due to launch in 2019.

RFRs

In late 2017, the European Central
Bank (ECB), European Securities and
Markets Authority (ESMA), European
Commission and Belgian Financial
Services and Markets Authority
announced the launch of a working
group to identify and encourage
adoption of an overnight risk-free rate.
The ECB’s Governing Council further
announced it would begin publication
in 2019 of an overnight euro rate –
called ESTER – a sister to SONIA
– based on wholesale unsecured
overnight borrowing transaction data
collected by the eurosystem. (The
adoption of ESTER is no means a
foregone conclusion as there are three
potential alternatives to LIBOR being
considered.)

In addition the cash and bond, loan
and securitisation markets have their
own particular requirements. Work
is just beginning on creating forwardlooking term rates based on RFRs that
will meet the needs of these markets.
A successful outcome to this work is
essential if a smooth transition is to be
achieved.

A Clean Break?

The simple fact is that LIBOR will
cast a long shadow after 2021. In
his speech Andrew Bailey said,
‘Approximately $170 trillion of the
interest rate swap contracts cleared

Overnight RFRs are robust because
they are anchored in active, liquid
underlying markets. This contrasts with
the scarcity of underlying transactions
in the term interbank and wholesale
unsecured funding markets from
which some IBORs are constructed, a
characteristic which could make them
susceptible to manipulation.
Source: Financial Stability Board

The best way to ensure a smooth
transition is to start moving away from
LIBOR-based contracts as soon as
possible. SONIA, SARON and SOFR
are real alternatives that are available
now.
Relying on some sort of legacy LIBOR
is not, according to Andrew Bailey, a
realistic option. He commented, ‘There
are already too few transactions to
IIBI 17
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support a benchmark as robust as we
would like it to be.’ The situation will
only get worse as 2021 approaches and
more and more banks leave the LIBOR
panels.
The transition will, however, not be a
quick process. Following discussions
with banks, central banks and regulatory
authorities the FCA concluded that
it would take four to five years to
transition away from LIBOR. Trying to
do this in a shorter time would involve
considerable cost, risk and disruption.
Although the FCA has reached
agreement with the banks that
contribute to setting LIBOR rates,
they warn that as financial institutions
transition away from LIBOR there
may be some panel degradation, which
would compel the FCA to use the
powers they have to force panel banks
to continue to participate in setting
rates.
There is also the issue of legacy
contracts that reference LIBOR, which
may still be live at the end of 2021.
Mr Bailey is encouraging financial
institutions to convert those contracts
to other reference rates wherever
possible, even though he recognises
that there will be challenges in doing
so. Where this is not feasible, it might
be possible to publish a synthetic
LIBOR rate not based on panel banks,
but ‘by adding appropriate term credit
spreads to overnight RFRs’, but this
too comes with problems and certainly
could not be considered to be a longterm solution. (Although fall-back
provisions exist in many contracts,
these are designed to provide a solution
should LIBOR not be published on
any given day and not for the complete
discontinuation of LIBOR.)
Mr Bailey concluded, ‘The absence
of ways to remedy the current
underlying weakness in LIBOR – the
18 IIBI
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lack of transactions, the unattractive
prospect of LIBOR limping on
with fewer panel banks and the
significant problems associated with
a synthetic LIBOR, all lead to the
same conclusion. The best option
is actively to transition to alternative
benchmarks. The most effective way
to avoid LIBOR-related risk is not to
write LIBOR-referencing business.’ A
failure to act now could in Mr Bailey’s
opinion lead to financial instability
and risk to individual firms. His views
have been echoed by other leading
financial bodies such as the Federal
Reserve Bank of New York and the
US Commodity Futures Trading
Commission.
So anxious are the FCA to make sure
that banks and insurance companies
are engaged with the process of
transitioning from LIBOR that in
September 2018 they circulated a letter
to CEOs of relevant financial services
companies seeking information and
assurances about the actions they
are taking to manage the transition
to alternatives to LIBOR. In a press
release they said ‘The continued
participation and commitment
of market participants to address
the various challenges during this
transition will be an essential part of
the success of this collective effort.’

What of the Doubters?

Despite the firmness of Mr
Bailey’s language, there have been
comments in the press that suggest
the disappearance of LIBOR is by
no means a certainty. One of the
cornerstones of the belief that LIBOR
could continue after 2021 is a new
LIBOR methodology published by
ICE Benchmark Administration Ltd
(ICE), the administrator of LIBOR
since 2014. ICE has consulted with
a wide range of financial institutions
including banks and regulators to
develop a way of evolving LIBOR.

In their announcement of this new
methodology in early 2018 they said,
‘The ICE LIBOR Output Statement
sets out a single LIBOR definition
and a more standardised, transaction
data-driven methodology for
LIBOR panel banks’ submissions
in place of the existing LIBOR
submission question. Each LIBOR
panel bank’s submissions in
response to the ICE LIBOR Output
Statement will be determined
through the use of a ‘Waterfall
Methodology’, which utilises eligible
transaction data where available,
transaction-derived data otherwise,
and, if neither is available, market
and transaction data-based expert
judgement, appropriately framed,
using the bank’s own internally
approved procedure (based on a set
of permitted inputs and agreed with
IBA).
‘IBA’s objective in evolving LIBOR
through the use of the ICE LIBOR
Output Statement is to publish,
in all market circumstances, a
wholesale funding rate anchored
in unsecured, wholesale funding
transactions to the greatest extent
possible.’

Conclusion

To a large extent the success or
failure of this proposal will depend
on the willingness of banks to
co-operate. Apparently banks
have indicated a willingness to cooperate, but only time will tell if
these expressions of goodwill will
translate into actions post 2021.
In an article in the Financial Times
in August 2018 it is reported that
some bankers and analysts have
suggested that transitioning away
from LIBOR could be a bigger task
than Brexit. In the final analysis it
will be the market that decides the
future, regardless of the huffing and
puffing of the various regulators.
www.islamic-banking.com
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Value Based Intermediation – Beyond Profit

This article is drawn from the text of the keynote speech given at the Global Islamic Finance Forum 2018 by Datuk Nor
Shamsiah Mohd Yunus, Governor of Bank Negara Malaysia. It is an interesting speech, because it is essentially calling on
Islamic financial institutions to comply more fully with the spirit of Shari’ah and not just offer a somewhat sanitised version
of conventional finance. At the end of the day, however, the guidelines that Bank Negara has published are just that,
guidelines; there is no compulsion to comply. It will be interesting to see whether they have a significant impact.

Datuk Nor Shamsiah Mohd Yunus
highlighted the challenges being faced
by the world today. These include
environmental damage, climate change,
rising inequality, the lack of affordable
housing and global debt running at
record levels, 225% of global GDP.
She said, ‘It is increasingly clear that
economic prosperity in the long run
cannot exist without social equity and
environmental responsibility. While
the governments of 150 countries
are committed to realising the United
Nation’s 17 Sustainable Development
Goals (SDGs) by 2030, this must be
a shared responsibility. The private
sector has a key role to play - a role with
finance at its centre that has yet to live
up to its full potential.’

‘In Malaysia, the industry with the
support of the Central Bank, is taking
concrete steps to drive strategies
aimed at increasing the positive
impact of finance on society. This
is outlined in a Strategy Paper on
Value-based Intermediation (VBI),
which was released in July last year.
The commitment to adopt VBI is
a significant step by the industry to
clearly identify Islamic finance with
sustainable practices, as it should.
It has also set in motion initiatives
that will raise the bar for processes,
practices, offerings and conduct that
promote sustainable businesses and
communities.

in strengthening resilience against climate
events.
‘These developments are likely to see
important changes to the way financial
institutions make decisions and to the
characteristics of banking and takaful
portfolios.

‘In supporting these changes, two new
tools will be published by Bank Negara
Malaysia for public consultation - a VBI
Impact Assessment Framework (VBIAF)
and the VBI Scorecard. The Assessment
Framework provides guidance on the
assessment of financing and investment
applications taking into consideration
economic, social and environmental
‘We expect that over time, the
impacts, while the Scorecard supports
adoption of VBI will have a significant the implementation of performance
impact on the business models of
measurement frameworks for Islamic
It is her belief that Islamic finance
institutions are moving beyond Shari’ah Islamic financial institutions, including financial institutions that drive positive
the drivers of profitability and risks.
value and impact on society and the
compliance to reflect social and
Post-financing expert advisory services environment.’
environmental issues in their practices.
which help borrowers mitigate the
She posed the question, however, how
Rethinking Risk
can Islamic finance be further developed environmental impact of projects
financed by the bank will feature
‘The second imperative calls for a reto address the concept of finance
thinking of risk by Islamic financial
more prominently in the product
beyond profit, an idea first mooted by
and service offerings of VBI banks.
institutions. Non-traditional forms
Henry Ford nearly 100 years ago. She
VBI-oriented Islamic financial
of risks such as social, political and
had three key messages – rethinking
institutions can, and indeed should, also environmental risks are business threats
value, rethinking risk and rethinking
play an important role in mobilising
that simply cannot be ignored. Research
human capital.
indicates that there are material benefits
resources to finance climate change
Rethinking Value
mitigation and adaptation initiatives.
to managing these risks more proactively.
‘The industry must elevate the
Funding for climate adaptation in
An IFC survey of global banks showed
fundamentals of Shari’ah to realise its
that around 86% of respondents which
particular, remains critically low,
full promise. The business models of
despite millions already at risk from
integrated social and environmental risks
Islamic financial institutions should be
in their business have yielded positive
the effects of climate change and in
guided by the overarching objectives of
need of assistance to cope with the
business results. There are also growing
Shari’ah (Maqasid Shari’ah) - which are
effects. For example, in the agriculture calls by shareholders for financial
to preserve and advance the common
institutions to play a more proactive role
sector, resources can be channelled
interest of society at large, by
towards building flood defences,
in the sustainability agenda.
preventing harm and maximising
and developing local structures and
benefits. This is now more important
facilities that are more resilient to
‘I am among those who believe that
the true mark of a sustainable financial
than ever to steer growth and
harsh weather conditions. Takaful
development on a more sustainable path. solutions also have an important role
system ultimately lies in the extent to
www.islamic-banking.com
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which, the market’s and management’s
view of risks reflect sustainability factors.
In June 2017, the Financial Stability
Board published recommendations,
for helping businesses disclose climaterelated financial information. In the
context of finance beyond profit this
was a significant development by a
global standard setting body, and the
broader G20 community, to encourage
the provision of better information on
climate-related risks and their financial
impact. For many, this is both a reflection
of, and catalyst for, the closer examination
of risk- and impact-adjusted returns, by
capital and funding providers.

Rabi-al-Sani 1439 to Shawwal 1439

financial institutions. I am encouraged
by efforts among some Islamic financial
institutions to introduce valueadding innovations, building upon
these Shari’ah contracts and further
differentiating their solutions from
conventional offerings. I would of
course like to see much more traction
in this direction going forward.’

Rethinking Human Capital

‘Despite growing awareness on the
importance of sustainable business
practices in creating long term value
and reducing risks, the challenges of
building internal human capacity to
support sustainable practices continues
‘As natural stewards of sustainable finance to be left largely unattended to. For
Islamic financial institutions, this
models, Islamic financial institutions are
well placed to develop richer perspectives goes beyond strategy alignment and
culture, which has been the primary
of social and environmental risks. This
calls for a review of internal risk decision- focus to date, to building or acquiring
the fundamental skill sets, required to
making processes and inputs within
implement sustainable financing and
financial institutions, alongside enhanced
risk management practices. Without
disclosures to market participants. Yet
these, VBI cannot hope to progress
little, if anything, is done today to
very far.
consider how such risks need to be
managed - both for existing portfolios
‘To illustrate, a study by the National
and future growth strategies. Actions
taken by financial institutions to mitigate, Bureau of Economic Research found
that jobs requiring a higher intensity
transfer or control the risks have the
and concentration of ‘green skills’
potential to generate corresponding,
to support the transition to greener
broader responses by policymakers,
businesses and other financial institutions. economies, lies among high-skilled
professional profiles. In other words,
This in turn can create new markets for
sustainability services and a virtuous cycle if Islamic financial institutions are
of mutually reinforcing market forces that serious about adopting VBI, the
complement of skill sets at the
promote sustainable business practices
management levels of the organisation
across the economy.
will need to be fundamentally
re-assessed. Relevant skills that need
‘As we further develop the VBI systems
to be brought into the organisation
for Islamic finance in Malaysia, this will
be an area of important focus. This work include engineering and technical
skills in the design, construction and
will also address the role of domestic
regulations, in creating a level playing field assessment of technology; science
skills and monitoring skills focusing
for value-based banking practices where
on observing compliance with
appropriate. To date, policy documents
environmental laws and standards.
developed on 14 Shari’ah contracts,
Even boards too have to learn and
serve to provide a clear and consistent
adapt to the demands of the new
framework for the lending, underwriting
operating environment.
and investment activities of Islamic
20 IIBI

‘Relevant skill sets are also critical to
support innovation within the financial
sector to capture opportunities
and improve the delivery of
Islamic financial solutions. Indeed,
technology can be better optimised
to revolutionise the way Islamic
finance operates and offer innovative
solutions to customers. For example,
blockchain or artificial intelligence
applications hold enormous potential
for simplifying documentation
requirements associated with Shari’ah
contracts, thus improving the overall
efficiency of business operations.
‘It should be abundantly clear by now
to any financial institution that is
serious about VBI, that, the task of
building the human and intellectual
capital to achieve and sustain valuebased business models cannot be
left solely to the human resource
departments. It requires nothing less
than strategic direction and resourcing
decisions at the highest levels of the
organisation.’

Conclusion

In conclusion, she said, ‘The Islamic
finance industry today faces an
important, strategic choice - to either
continue on a path that largely ignores
the stark social and environmental
realities that confront humanity or
to thoughtfully chart a new path that
fully embraces the idea and philosophy
of finance beyond profits. The latter
will be an unfamiliar path in many
respects, but one that is far closer to
the fundamental premise of Shari’ah
on which Islamic finance is based
upon. Embarking on this path will
require deep conviction and visionary
leadership across financial institutions,
governments and policymakers. But
the pay-offs will be immeasurable. For
many in society, it will also make the
difference between economic freedom
and opportunities, and a lifetime of
hardship.’
www.islamic-banking.com
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The Intrusion of Crypto Currencies and Islamic Finance

By: Dr Arindam Banerjee, Associate Professor, Finance, Amity
University Dubai
Background

Cryptocurrencies also known as virtual or digital currencies digitally represent a value that can be digitally traded. They
functions as a medium of exchange, a unit of account and/or a store of value, but do not have legal tender status in any
jurisdiction. It is not issued or guaranteed by any government and functions only by agreement within the limited community
of users. Cryptocurrencies are different from fiat currency or ‘real currency’, which is the physical money that makes up any
country’s legal tender and they are also different from e-money, which is a digital representation of fiat currency.
Over the last few years, the market capitalisation of crypto currencies, popularly known as cryptos, have reached nearly
£400 billion with over 1500 currencies being created. Among them, Bitcoin has been the most popular and preferred one
with a present market capitalisation of more than $150 billion. In the light of such growing popularity, it is worth exploring
whether cryptos such as Bitcoin or a similar system have the ability to create an alternative medium of exchange in Islamic
banking and finance as compared to traditional riba-backed central bank fiat currency, especially among the unbanked and in
small-scale, cross-border trade.

The Islamic Banking and
Finance Position

It is widely argued that certain practices
of Islamic banking are ‘questionably
asymmetrical’ and ‘in consonance
with the letter rather than the spirit’
of Islamic traditions. Disagreement
continues among advocates and
observers pertaining to the distinction
between what is permitted or required
(halal) and what is forbidden (haram)
under different interpretations of
Islamic Law (Shari’ah), but Islamic
banking and finance scholars universally
agree that all transactions should involve
the transfer of real goods and services.
Currently, there are divergent opinions
regarding the Islamic understanding
of Bitcoin among Shari’ah scholars.
One school of thought among
Shari’ah scholars believe that Bitcoin is
purely speculative and a non-Shari’ah
compliant investment and thus does not
qualify as māl (wealth) while another
believes that it is a digital asset and not
money. There is yet another, which
completely differs and opines that
Bitcoin is currency.
www.islamic-banking.com

The Arguments for
Cryptocurrencies

Desirability and storability are two
prerequisites for anything to be qualify
as māl. Scholars who propound that
Bitcoin is a digital asset and not money
look into the economic demand for
Bitcoin. The upsurge in demand and
value of Bitcoin throughout 2017, with
the value of one Bitcoin surpassing the
value of one troy ounce of gold, clearly
indicated the desirability of Bitcoins.
With respect to storability, Bitcoins
are encoded within the blockchain and
are entries on a public ledger. The
ownership of Bitcoins is reflected by
their owner’s address being credited
with a balance. Thus, Bitcoins pass the
criterion of storability as they are stored
on the shared ledger. Also, considering
that Bitcoins are merely digits, there
is no evidence that indicates that they
are unlawful. Hence, Bitcoins have
taqawwum (anything used as māl).
Additionally, Bitcoin, to be considered
as māl, needs to have economic value
that can be retrieved. Keeping this in

mind, Bitcoin qualifies as a digital
asset. Further, with advances in
technological developments, it is not
essential for something to be like
a classical asset; the very nature of
Bitcoin and other cryptocurrencies
lies in innovation. Thus, Bitcoins
are a means of merely settling prices
and speculation and are a digital
representation of a value that can be
transferred and used. Thus, Bitcoins
are deemed to be a digital asset and
not money and can be considered as
a currency.

The Arguments Against
Cryptocurrencies

Scholars, however, who advocate
that Bitcoins are not māl, argue that
they are just numbers with digital
entries on a cryptic blockchain
lacking both intrinsic function and
utility. On the other hand, there are
digital assets and real assets (‘urūd)
in existence that serve a purpose and
function. They have some intrinsic
utility and benefit. Bitcoins are just
numbers which are fluctuating in
value due to pure speculation. There
IIBI 21
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is no real substance or underlying asset;
it is just speculation on the fluctuation
of numbers. This argument results in
cryptocurrencies being Shari’ah non
compliant from the standpoint of
maysir(speculation).

What is the Reality of
Bitcoins?

To understand the reality of Bitcoin,
however, one needs to observe the
benefits and uses to see how different
it is from other financial assets such
as derivatives; Bitcoins can be used
and are used to trade. The Bitcoins
in themselves are the assets, whereas,
derivatives and financial instruments
are nothing in themselves but
representations of the price fluctuations
of the underlying assets they represent.
Thus, the difference between the two
is - the value of Bitcoins is in
themselves and not in an underlying
asset, whereas, derivatives do not hold
any value in themselves, instead, the
value represents an underlying asset and
the derivative contract and instrument is
purely a price reflecting the price of the
underlying asset.
Now, let us focus on those who
consider Bitcoins as money
and a currency. As per Shari’ah
interpretations, something to be
considered as money and a currency
needs to have thamaniyyah, implying
that they possess an independent
standard of value and a unit of account.
Currently, Bitcoins do not possess an
independent measure of value. Rather,
the value of fiat currencies, such as the
US dollar, is used to determine the value
of Bitcoin. Thamaniyyah demands
that the currency itself should provide
a clear reference of value, but Bitcoin
falls short of being an independent
reference of value. Additionally, the
22 IIBI
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instability in Bitcoin contradicts the
entire purpose of money being a
stabiliser and balance for our worldly
life. With the volatility and uncertainty,
therefore, Bitcoin loses its primary role
and function since something unstable
cannot bring stability to others.
So, those who propound that Bitcoin
is a digital asset and not money, but is
currency can support their argument
that Bitcoin can still serve as a medium
of exchange in isolated transactions;
also, something which does not have
thamaniyyah can still be traded and
used as a medium of exchange in
a transaction. Bitcoin will then be
regarded as thaman (price) in that
particular transaction.
Those, however, who believe that
Bitcoin in not māl (wealth) and is purely
speculative and non Shari’ah compliant
claim that they are not a real asset or
māl and cannot be used as a medium of
exchange in any circumstance, let alone
as an investment.

In Conclusion

Cryptocurrencies are not fiat currency
as fiat currencies are part of a
centralised system. In addition, upon
being withdrawn, fiat currencies serve
as collectible items due to their coinage.
On the other hand, cryptocurrencies
are part of a decentralised system.
Upon withdrawal or decline, it is
questionable whether they will serve
as collectibles or merely be strands
of random digits. Cryptocurrencies,
however, resemble fiat currencies from
the aspect that in and of itself, it has
no intrinsic value, rather, something
extrinsic is giving it value. In the case
of fiat currencies, it is the government
backing that is giving value, whereas,
cryptocurrencies draw their value from

the trust of people, supply and demand
and from the overall concept. Finally,
cryptocurrencies are not electronic
money. Electronic money is part of
the centralised system and a digital
representation of a fiat currency.
Considering all of the above, it is
difficult to argue at the current stage
that Bitcoin is currency proper in
Islamic law and will have the potential
to create an alternative medium of
exchange in Islamic banking and finance
as compared to traditional riba-backed
central bank fiat currency.
The views expressed in the article are that of
the author and do not represent the University
in any form or the other
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Turkey’s Participation Banks
Background

Three years ago NewHorizon carried a review of Turkey and its Islamic financial institutions. At that time it was noted that
the future success of Islamic finance in the country depended to a large extent on its economic and political stability. At
that time unemployment levels were running at 10.7%. That figure continued to rise up to the end of 2016 when it stood at
12%. By the end of 2017, however, it had fallen to 10.9%.
GDP growth has exceeded expectations
and stood at $851 billion at the end
of 2017. In March 2018 the year-onyear growth rate was 7.4%, the highest
growth rate among the G20 countries.
This recovery was due in part to the
government’s stimulus packages, which
led to strong growth in consumer
expenditure.

The political situation is also a concern.
There are regional problems that affect
Turkey, e.g. the ongoing civil war in
Syria, but perhaps of more immediate
concern is the instability within Turkey
itself. There was a failed coup against
President Erodgan in 2016 and militant
Kurdish opposition to the government
in Ankara is a running sore. The state
of emergency imposed after the failed
On the downside inflation for 2017 was coup was only lifted in mid 2018,
11.92% rising to 18% in the third quarter although the government is seeking to
of 2018 (a 15-year high) as the cost of
retain some of the emergency powers
imports to feed consumer demand rose are in a bill presented to parliament in
due to the depreciation of the Turkish
July 2018. The government claims these
lira. For similar reasons the trade deficit powers are necessary to deal with the
rose by 36.8% to stand at $76.7 billion.
followers of Fethullah Gülen, the now
The indicators in the middle of 2018
US-based scholar implicated in the 2016
suggested inflation is still rising. In the
coup attempt.
summer of 2018 with inflation running
at 15%, the lira tumbling to a record
Participation Banks
low against the US dollar and aggressive Since NewHorizon’s last report on
sanctions imposed by President Trump’s the Turkey in 2015 the number of
government, Turkey’s central bank finally participation banks has increased from
bowed to the pressure from international four to five. (In total Turkey has 51
investors and interest rates were increased banks, 33 conventional deposit banks, 13
from 17.5% to 24%. (President Erdogan development and investment banks and,
was still calling for interest rate cuts just
days before the interest rate rise.)
International commentators have
suggested that this interest rate rise will
not be enough to stem the fall in the
Turkish lira or to curb inflation. It is
also likely to give Turkish companies and
banks a severe headache when it comes
to refinancing debts later this year. At
best they are likely to find any rates
offered to be extremely unfavourable and
at worst they may face a closed door.
www.islamic-banking.com

of course 5 participation banks.). Three
of the participation banks operating
in 2015 are still there – Albaraka Türk,
Kuyveyt Türk and Türkiye Finans. The
fourth bank in 2015 was Bank Asya,
whose assets were seized by the Turkish
government after an 18 month feud
with the authorities. This may not be
unrelated to the fact that it was founded
by supporters of Fethullah Gülen, who
is currently under threat of extradition,
accused of involvement in the failed
2016 coup.
The two new banks are Ziraat and Vakif,
both of which were mentioned in the
2015 NewHorizon article, as beginning to
make moves to establish participation
bank subsidiaries. Ziraat Participation
began operations in 2015 and Vafik in
2016. Both these banks are state owned.
The number of participation bank
branches reached its peak in 2015, with
1,080 branches; it dipped in 2016 due to
the closure of Bank Asya and recovered
to almost 2015 levels in 2017 with 1032
branches. The assets
of participation banks
have increased steadily
over the last five years,
averaging 5% annual
growth. The following
page gives some
statistics about the
Turkish banking market
as a whole and the asset
and net income position
of participation banks
in Turkey.
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Participation bank assets grew slightly
faster than the banking sector as a whole
between 2016 and 2017 at 20.5% and
19.3% respectively. This, however,
disguises the fact that participation bank
assets have declined slightly but steadily
as a proportion of total Turkish banking
assets falling from 5.5% in 2013 to 4.9%
in 2017. (A Turkish strategy document
envisages participation banks achieving
a 15% share of the total banking sector
by 2025.) The decline over the last five
years may in part be due to the decline
in oil prices in the period with Gulf
States having less money to invest, as
they have struggled to balance their own
budgets and also to the demise of the
most successful participation bank in the
sector, Bank Asya.
The growth in the sector has been
considerably assisted by a number of
incentives. For example, all of the
participation banks have benefited from
the Treasury-backed Credit Guarantee
Fund, which offsets any losses from
non-performing loans granted to
non-financial companies. This has
encouraged lending particularly to SMEs
(Small and Medium-Sized Enterprises).
The problem is that current economic
conditions mean that many borrowers
are having problems making loan
repayments and the percentage of nonperforming loans is rising. This in turn
is likely to have an adverse effect on
both the participation and conventional
banks.
In 2018 Turkey is expected to set up a
structure under the aegis of the Central
Advisory Board to regulate participation
banks. Some commentators have
suggested that the lack of a specific
body to regulate Islamic banking in
Turkey has been one of the main brakes
on growth. Its objectives will include
promoting Islamic banking to Turkish
society; increasing the range of Islamic
banking products and standardising
products.
www.islamic-banking.com

The necessary regulatory instruments
to allow for the set up of the new
structure were passed in early 2018.
It will have five members appointed
for five years. These members will
be recommended by the TKBB
(Participation Banks Association
of Turkey), with appropriate input
from the BRSA (Banking Regulation
and Supervision Authority). Three
members will be required to have
a doctorate in the field of Islamic
sciences and one will be required to
have a bachelor’s degree in economics,
finance, banking or law with at least
seven years of managerial experience in
participation banking. There will also
be a secretariat to carry out day-to-day
activities such as preparing reports,
recording decisions, etc.

Al Baraka Türk

Al Baraka Türk began operations in
1985 and so is the longest established
of the participation banks. The
majority shareholder in Al Baraka Türk
is the Bahrain-based Al Baraka Banking
Group with slightly more than 25%
of the shares being publicly quoted.
Net profits for 2017 stood at TL237
million, which puts it in third place
in terms of profitability. Al Baraka
has, however, invested quite heavily
during 2017 in innovative technology
including upgrades to its core banking
system and developing alternative
distribution channels. Al Baraka Türk’s
plans for 2018 and beyond include the
establishment of a digital Islamic bank.
There were some interesting
innovations in 2017. One of these
was the launch of Albaraka Garage,
an incubator, which aims to support
technology entrepreneurs to accelerate
the development and marketing of the
products and systems they produce.
When the scheme was launched Al
Baraka had 455 applications to join
the programme. For the first phase
of the programme 10 applicants were
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selected including Rubicio (chatbots),
Yemexpress (a virtual waiter that allows
people to pre-order from restaurants),
Kobikit (a web-based platform that
allows SMEs to collaborate in multiple
workspaces), Inooster (customised
software solutions), and Techsign
(biometric signature recognition).
Another development in 2017 was
the launch of Mobile Wallet, a digital
wallet application that can be used
without having to carry physical
credit cards. It allows customers to
view the last purchases made with
credit cards stored on the Al Baraka
app. It can also manage credit
card limits and expenses and make
contactless payments via the NFC
feature of a mobile phone. Via the
Mobile Payment feature users can do
shopping via any NFC-compatible
mobile device and make purchases up
to TL50 without entering a password
and for transactions over TL50 with a
password.
In 2018 the bank launched an app
called insha in its German operation.
It allows customers to open free
accounts without having to go a bricks
and mortar branch or sign paper
documents. Customers will be able
to withdraw money from ATMs up to
three times a month, transfer money
up to 10 times per month in SEPA
(Single Euro Payments Area) and use
the insha debit card all free of charge.
The longer-term plan is to use insha
as the spearhead to penetrate other
European markets.
Another milestone was the issue in
early 2018 of Turkey’s first-ever Tier 1
perpetual sukuk and the country’s first
Basel III-compliant, publicly-listed
Tier 1 instrument. The $205 million
sukuk was priced at a profit rate of
10% and was privately placed amongst
several regional and international
banks.
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Kuyvet Türk

Kuyvet Türk entered the participation
bank sector in 1989, just four years
after Al Baraka Türk and is majority
owned by Kuwait Finance House. It is
not only the biggest bank in terms of
assets, but also in number of branches
– 397. It is the most profitable of the
participation banks with net profits of
TL674 million in 2017.
They also claim to be the largest
in terms of gold deposits in their
industry with a total of TL2.8 billion
by the end of 2017. They have
achieved this through their Golden
Days initiative. On designated dates
throughout the year customers can
bring in gold items such as jewellery
and coins, deposit either in their
current account or in a Physical
Gold Participation Account with the
opportunity to earn profits. Gold
Accounts are guaranteed by The
Savings Deposit Insurance Fund up
to TL 100,000. The scheme yielded
13 tons of gold in 2017 alone. There
is also a range of other gold-based
offerings.
Like Al Baraka Türk, Kuyvet Türk
has set up an incubator facility
called the Lonca Entrepreneurship
Centre, which provided support to 10
start-ups in 2017. One product has
already emerged from this initiative,
FulleGitsin, which is a payment
system that integrates with a vehicle
recognition system and provides
instant discounts on every fuel
purchase. A second graduate of the
initiative is expected to launch shortly.
Called SmartFactory, it is aimed at the
bank’s manufacturing customers.
Kuyvet Türk has been particularly
active in the sukuk market. In 2017
they issued TL2.3 billion in lease
certificates, up 35% on 2016. It also
broke the record among participation
banks for lease certificate issuance.
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In 2018 Kuyvet Türk’s main goal is to
accelerate its digital transformation. In
the immediate future, i.e. by the end
of 2018 it wants to have one million
customers using its digital channels. It
is also continuing to invest in a range
of other digital technologies including
blockchain, augment reality, virtual
reality, big data (computer analysis of
large data sets to reveal patterns, trends,
and associations, especially relating
to human behaviour and interactions,
artificial intelligence and information
security.)

Türkiye Finans

Türkiye Finans is majority owned by
Saudi Arabia’s National Commercial
Bank. In 2017 it claims to have a 24%
share of participation bank assets, a
25% share of funds allocated and a
21% share of funds collected. It also
increased its shareholder equity to
TL4.1 billion in 2017, an increase of
11%.
Digital innovation is also an important
element of Türkiye Finans programme.
In 2017 they announced, what they
claim is a unique application – a mobile
version of TFXTARGET, which was
launched in 2014. TFXTARGET
Mobile allows users to simultaneously
monitor global foreign exchange,
precious metal and commodity markets
and carry out instant transactions in 34
currencies via a smartphone.
In 2017 they also launched a product
called Big Ladle, which they again claim
is unique among participation banks.
It combines the participation account
and lease certificates in one place and
aims to enable customers to maximise
returns.

Vakif Katilim

Vakif Katilim is one of the two stateowned banks, founded in 2016. In its
second year of operation (2017) it grew
its assets to TL13.2 billion, an increase

of 182%, albeit from a very small
base. The bank is focussing on branch
operations and had 63 by the end of
2017. The aim is to reach 100 branches
in the short to medium-term future.
They make no apologies for this focus,
saying it allows the bank to be closer
to its customers, although they do also
have digital channels.
In 2017 they launched Moneymail,
allowing customers the two-way
transfer of funds between the bank
and the Turkish PTT (Post, Telegraph
and Telecommunications). They also
launched a foreign exchange transaction
platform, VKFX Online, to provide
customers with a 24/7 foreign exchange
facility.

Ziraat Participation

Ziraat Participation is a member of
the Ziraat Finance Group and is state
owned. Currently it is the smallest of
the participation banks, although it is a
subsidiary of the largest bank in
Turkey – Ziraat Bank. The bank also
offers takaful through Ziraat Life
and Pension and the Ziraat Insurance
Agency.
In 2017 the bank achieved a profit of
TL158.9 million up from
TL30.7 million in 2016. Its successful
2017 was considerably assisted by an
injection of capital by the Turkish
Treasury to the tune of TL500 million
and by reducing capital expenditure.
(2016 was Ziraat Participation’s first
full year of operation in which they
incurred a number of setup costs
such as the establishment of a branch
network. Although branch expansion
continued in 2017, the number of new
branches opened reduced to 19. Ziraat
Participation had a total of 63 branches
at the end of 2017. Given the profile
of customers they are targeting the
Bank sees bricks and mortar branches
as important, although they are also
investing in digital channels.)
www.islamic-banking.com
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Ziraat Participation raised funds
from both domestic and international
sources in 2017. They renewed a $155
million murabaha sukuk, which fell
due in 2017, raising $236 million. The
Bank also issued nine lease (sukuk)
certificates raising TL1.1 billion. To
open up investment opportunities a
subsidiary of the Ziraat Group, Ziraat
Portföy, launched the Short-Term Lease
Certificate Fund. These short-term
investments have been traded through
Ziraat Participation’s branch network.
In 2017 Ziraat Participation established
a second lease certification subsidiary,
ZKB Varlik Kiralama to serve
corporate customers issuing or buying
lease certificates.
Ziraat has a strong focus on what
they describe as the real sector of the

economy, particularly SMEs (Small
and Medium-Sized Enterprises), which
they see as vital for the future of the
Turkish economy. In 2017 the Bank
claims to have increased its financial
support for the real sector, saying
that its total support for the Turkish
economy stands at TL17.8 billion.

In Conclusion

Any comment about the Turkish
banking market must be seen against
the country’s current economic
woes – rampant inflation, mounting
government debt and a plunging
currency. Credit ratings agencies are
viewing the situation with some alarm
and have downgraded the credit
ratings of 21 banks in the country,
which caused a further fall in the
Turkish lira.
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In the latest move banks have agreed
a moratorium on company loan
repayments, but this may exacerbate
an already difficult situation in which
capital adequacy ratios have been
eroded by the fall in the Turkish lira.
They may very well need help from the
central bank or the government, but
whether they would be in a position
to provide such funding currently is a
moot point.
The fear expressed by a number of
analysts and commentators is that
Turkey’s 2018 currency crisis will lead
to a loss of confidence among
foreign investors, which will in turn
result in the flight of capital from the
country – a repetition of the situation
that caused the economic crash of
2001.
Ziraat Bank by Night
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IIBI Monthly Lecture Series
April: The Process of Money Creation by Commercial
Banks and its Implication for Islamic Financial Institutions
Introduction

The subject of this lecture is central
to all the problems and issues that the
economy is facing today. It is also
central to Islamic finance. The debate
on the topic of what to do about
banking and where to take it is not
confined to a small number of Islamic
economists; it is a mainstream debate in
the UK.
The IMF (International Monetary
Fund) has recently issued a warning
that debt levels are reaching a point
that is higher than the 2008 pre-crisis
figures. In IMF speak they are saying
another crisis may be imminent, if care
is not taken. Another crisis of this level
cannot easily be sustained. The 2008
has led to the rise of populism; another
crisis may lead to full-blooded fascism.
This is not something that should be
taken lightly. There are, however, ways
that the situation can be addressed.

A History of Money and
Banking

It is a common belief that the role
of banks is as intermediaries. People
deposit money with banks, who, in turn,
lend that money to people who want
to borrow, essentially an intermediation
job. The banks make a margin. The
only big risk they are taking, or so it has
been thought, is maturity mismatch,
because depositors want access to their
money at all times, but borrowers need
certainty about long-term borrowing.
Banks have to find a way to manage
this mismatch; this is their job as risk
managers. Until recently this was also
the standard building society model.
30 IIBI

This nice, cosy system does not
generate super profits. It generates
average profits with a lot of risk in
terms of maturity. In recent times
some clever people tried to develop
ways to make more money out of this
process.

Bank failures led to the evolution
of the lenders of last resort; what
today are called central banks. They
guaranteed that, in return for the
imposition of certain regulations and
deposits with them, they would bail out
the banks.

Historically there were no bank notes,
just gold and silver coins. Traders
and other people with a lot of money
needed to keep that money safe. It
was a bit risky to simply keep it in
your house, so they used to deposit
their cash with reputable traders
and merchants for safekeeping.
The trader was not supposed to do
anything with it, just keep it safe.
They could charge a fee for that,
which was fine.

Evidently, the activity was fraudulent.
Depositors had not given them
authority to do anything other than
keeping their money safe. The traders
or banks have used the deposits and
put it at risk without permission, which
is fraudulent. Many of those involved
were Christian traders, particularly
in Italy and they understood that
this was the definition of usury and
they became concerned on religious
grounds. They approached the Pope
and it was agreed that in return for
payments the sins of the traders/banks
would be absolved.

These traders rapidly came to realise
that only a small proportion of
the deposits was requested back in
cash at any point in time; most of
it stayed with them. They started
to think that if they lent this money
to other people at a rate, then they
could make more money out of
it. This is where fractional reserves
evolved. If, for example, they kept
about 10% reserves, they would
have sufficient liquidity to meet
depositors’ needs. They could lend
90% again and again and this became
very profitable. Their only problem
came on those occasions when the
call for withdrawals exceeded their
cash reserves. If they could not meet
depositors’ demands, the market
would go wild; there would be a run
on the bank and the bank would fail.

The Current Situation

The greed of the traders/bankers was,
however, unabated. Just before the
financial crisis the bigger banks were
leveraged 50 times. Lord Turner, who
was chairman of the FSA (Financial
Services Authority), made a statement
to the effect that most, if not all,
financial innovation is socially useless.
Foreign currency trading today has
become a speculative activity; it does
not benefit anybody.
Another widely held belief is that all
money is created by central banks. In
fact it is just 3% and declining. The
rest of the money, 97%, comes from
interest-bearing debt. If debt is not
www.islamic-banking.com
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created, there is no growth, but if
debt is created the world is in a very
deep hole.
Lord Mervyn King, who was the
last Governor of the Bank of
England, has written a book called
‘The End of Alchemy’. Historically
gold was the main currency and
alchemy was all about finding a way
to turn base metal into gold. In
terms of present day finance the
equivalent of gold is a triple A-rated
security. The question is can a triple
A-rated security be created from
rubbish? The answer is yes. Subprime mortgages are an example. At
the height of the sub-prime crisis
bankers were giving mortgages to
people without the means to pay for
them. This type of lending is not
sustainable.
These unsustainable loans were
then repackaged and turned into
triple A-rated securities. They were
sold all around the world and the
result was the whole global financial
system became toxic. That is when
the financial crash happened. This
is alchemy. The bankers thought
they had discovered a way to turn
base metal into gold. Lord Mervyn
King in his book says that alchemy is
always fraudulent and never works.
Professor John Kay wrote a book
called ‘Other People’s Money’. In
it he says if you are playing with
other people’s money, what is the
problem? If someone tells you to go
to a casino and whatever you win is
yours and if you lose they will pick
up the tab, would you ever come out
of the casino? This is essentially
what banks were doing before the
crash. John Kay says that 2-3% of
the money created now is going into
www.islamic-banking.com

productive activities; more than 95% is
going into speculative activities.
House prices have sky rocketed, but
there is still only one house. Effectively
existing assets are being inflated, instead
of creating production. It is easy to see
the social impact of that type of money
engineering.

Fractional Reserve and
Regulations

Fractional-reserve banking is the
practice whereby a bank accepts
deposits, makes loans or investments,
but is required to hold reserves equal to
only a fraction of its deposit liabilities.
It had been thought that this system
put a limit on how much money banks
can create, but in the last 25 years there
has been no limit to money creation
by banks. The only brake is bank
regulation. The Basel regulations are
the top level. Basel 1 started with
equity and reserves of 3%, which
means you could gear by 30 times.
Basel 2 increased that a little bit and
Basel 3 has increased it to 8%, which
means banks can still gear by 16 times.
There is lobbying now, supported by
President Trump, to delay and reduce
that to 5%, again creating instability in
the global system. There is no limit to
what banks can do. Banks can create
money and they do.
When banks create money, where do
they lend? Would they lend it to people
who want to open a new business with
all the risks that entails? Why should
they, if they can lend to currency
speculators, who say they can double or
treble the money.
To help to withstand the problems that
the banks themselves have created,
central banks have been printing money
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and giving it to them free to lend
where they wish. This is what is called
quantitative easing. This means the
whole system has become fragile and
inherently unstable, prone to crisis and
collapse. The people who have written
about this have been dismissed over and
over again.
Mr Thomas Piketty is a French
economist who has written ‘Capital
in the 21st Century’. He says that
historically whenever inequality in
terms of everything going to capital
and nothing to labour has reached
the level it is at currently, the solution
has been revolution and bloodshed.
The situation has never been solved
peacefully. He says the only way to
mitigate this problem is to have a wealth
tax of 3-4% to create a safety net. This
approximates to what Islam means by
zakat. Piketty is rarely mentioned now,
because the message is too toxic.
On top of this there is deposit
protection, whereby every personal
deposit in the UK up to £85,000 is
guaranteed. This guarantee covers 95%
of personal deposits. Although there
is a levy on the banks, it only covers
about 3% of the total deposits; the rest
is paid for by the tax payer. In addition
the interest on debt is tax deductible,
but dividends are taxable. The system is
deliberately encouraging debt.
Modigliani and Miller, leading Chicago
economists, examined the capital
structure of companies. They asked the
question – what difference does holding
debt or equity make? A typical attitude
is, if a business is making 20% and it
can borrow at 10%, borrowing makes
sense. A business only stops borrowing
when the bankruptcy risk becomes too
high. Modigliani and Miller showed
something very interesting. They
IIBI 31
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showed that for a quoted company the
mix of debt and equity does not matter;
it does not affect the valuation of the
company. If a business has 100%
equity, the valuation will be the same
as for 100% debt, which will be limited
by bankruptcy risk. They asked why
average debt levels of big corporations
are between 30% and 50%. They
concluded that it is the subsidisation
of tax on interest that tips the balance.
The whole situation is geared towards
debt. With no debt a business is at a
disadvantage compared to companies
that do have debt.
The subsidy to banks in the form of a
deposit-protected base is about
£40 - 60 billion in a normal year in the
UK. In the crisis it went up to
£340 billion. If the banks were
forced to pay £60 billion as a cost of
the guarantee, all their profits would
disappear. Essentially all the profits
they are making are from the tax payer.
At the time of the crisis the attitude
was that banks had done something
very wrong and something needed to
be done. The banks, however, are too
big to fail; if they fail they take everyone
with them. They are also too big to jail,
because if their reputation is destroyed
they will also fail. No-one was jailed
in the financial crisis; no bank failed;
the central bank just pumped in more
money. Now the situation is back to
where it was in 2008 and nothing has
been learned.

Islamic Finance and Debt

In Islamic economics the removal of
riba is the key priority. The Qur’an
says, ‘We have allowed trade and
prohibited riba.’ That means that the
encouragement is towards equity or
sharing of the risk, not passing on the
risk to somebody else.
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Debt should be used as an exception,
not as a rule. There are places where
debt is used, when it is tied to real asset
purchase, but debt should not be used
to create money.
Islamic finance also requires debt to be
closely linked with a real tangible asset.
Instruments such as derivatives should
not be used.
This model cannot be worked into the
contemporary, conventional banking
model. The banking model encourages
the avoidance of equity and favours the
use of debt.
How is it possible to incorporate debt
into Shari’ah-compliant structures?
Take tawarruq – tawarruq is a
convoluted way of creating debt. It
has two or three components, based
on a sales contract and each individual
component is compliant, but the totality
of the contract is a loan from A to B
at interest. More than 70% of Islamic
banking today is based on tawarruq.
Murabaha is fine as long as it s
controlled and specifically tied to assets.
Sukuk are essentially ultimate ownership
of the asset, but if the aim is to create
bonds certain things are required – a
coupon, which is a fixed payment and
repayment of capital at maturity. How
do you create this from a risk-sharing
instrument?
The Dana Gas case illustrates the
problem. The company is saying their
sukuk is a mudarabah contract, which is
a risk-sharing contract. Since it
requires payment at maturity that is
not Shari’ah complaint so the whole
contract is void and no payment is
due. Most sukuk are effectively a
fixed interest type of bond. Probably
50 - 60% of the buyers of sukuk are

conventional banks and institutions,
who are attracted by the fact that they
get perhaps 20 or 30 basis points more
than with conventional bonds. If
Islamic financial institutions are not
doing anything different from their
conventional counterparts, it is difficult
to argue the case for Islamic finance.
This is not a situation where Islamic
finance wants to find itself.

The Way Forward

There is a group called Positive Money,
which has been looking at the issue
of the creation of money for some
time and now they are coming up with
ideas about what can be done. They
advocate stopping banks creating
money; all money, including digital
money, should be created by central
banks. This idea is supported by Lord
Mervyn King and some notable US
commentators.
They also suggest that people who
simply want to keep money safe and
free of risk, should lodge it with the
central bank in a transaction account.
For people who want to take risks,
banks should provide investment
accounts. These investment accounts
would offer different rates depending
on how long the money is to be held,
which would help banks with the
maturity mismatch problem. The main
difference, when compared to Islamic
banking, is these investment accounts
would carry fixed rates of interest.
Islamic banking would say returns
should vary depending on profits. (In
the recent past Malaysia has allowed
banks to offer mudarabah accounts.
Currently these accounts are limited to
5 - 10% of their total deposits.)
These investment accounts would
not carry a guarantee; people who
take the risk would have to take
www.islamic-banking.com
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the consequences. Clearly investors
would ask banks a lot of questions
before opening such an account and
that in itself would bring a level of
accountability. Customers are forcing
other types of company to change,
e.g. to take actions to mitigate climate
change, but banks have been immune

to this type of pressure. In addition
tax payers would no longer need to
subsidise the deposit guarantee.
Positive Money is now working on
a model to demonstrate that the
disruption caused by changing from
the current system to the new type of
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system will not be significantly
damaging and it will solve many
problems. If Islamic finance
teams up with Positive Money, it
could bring even greater insights
on risk-sharing structures and
instruments and result in a win-win
situation.

M Iqbal Asaria, a qualified economist and accountant, is
an associate of Afkar Consulting Ltd. He is also head of
European operations for Yasaar Ltd and non-executive director
at Amiri Capital Services. He has worked as an investment
analyst in the City of London for several years. More recently
he has been involved in consultancy on financial product
structuring and niche marketing services to faith and ethnic
communities in the UK and was a member of the Governor
of the Bank of England’s working party set up to facilitate
the introduction of Shari’ah-compliant financial products
in the UK market. He teaches graduate level courses in
Islamic finance, banking and insurance at a variety of UK
universities and business schools. He was awarded a CBE in 2005 for services to international
development.

August: Islam and Cryptocurrency – Halal or Haram?
Background

Harris Irfan began his lecture by
emphasising that the subject of
cryptocurrency requires deep and
profound learning and therefore
scholars should take care when issuing
fatwa in relation to it. He pointed
out that scholars have been extremely
cautious down the centuries about
accepting technological change –
taps, printing presses, telegraph
poles, aircraft and loudspeakers for
example, were initially viewed with
great suspicion. He suggested that
the ‘suicidal willingness to embrace
www.islamic-banking.com

ignorance’ has been a factor in the
decline of Muslim learning for
centuries.

The Story of Money

In Islamic thought money is a
means of exchange and not a
commodity to be traded in and
of itself; it is used to measure the
value of other things, real goods
and services. Before money, there
was debt. Agrarian societies 5,000
years ago created elaborate systems
of credit, IOUs, to buy and sell
goods and services, so money

originated as debt in the form of these
IOUs.
When these societies became big and
powerful enough to conquer and
enslave neighbouring peoples, human
beings were reduced to inventory,
material commodities to be traded.
Early civilisations also held surplus
commodities in temples. Merchants
would trade these and rather than
sharing the risk and the profits, it was
much easier for the temple to charge
interest. In turn merchants would
lend to others at interest and collateral
IIBI 33
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would be demanded. That collateral
would be grain, livestock and other
commodities, but if the collateral
offered was insufficient, human
beings, sometimes family, could be
used, so slavery was no longer just war
booty, anyone could be enslaved. The
Old Testament Book of Nehemiah
records a law, under which every
seventh year debts were wiped clean
and slaves could be returned to their
families. Many religions, not just
Islam and Christianity, outlawed
interest for the sake of fairness and
equality in society and to ensure
that the trading of human beings as
inventory did not occur.
The Bible records Jesus, normally
a very gentle man, overturning the
tables of the money changers in
the temple. The Qur’an is also very
clear that trade is permitted but
that interest or riba at any level is
forbidden. In fact the forbidding
of riba carries the same weight as
the taking of a life. Today, however,
interest is normalised.
Society’s attitude to money is, in Mr
Irfan’s view, responsible for many of
the tragedies that happen whether
that is children dying of starvation
in Sudan or the loss of life in the
Grenfell Tower fire. Society sees
money as a commodity to be traded
and not a medium of exchange that
measures value in real goods and
services.
He went on to say that he did not
believe that politicians could find a
solution to inequality. In November
2014 the UK’s House of Commons
debated money creation for the
first time in 170 years; only 30 MPs
attended. At the time there was a
poll of many more MPs and 71%
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believed that only government has
the power to create money, which is
nonsense. In the UK 97% of money
in the economy is created by private
banks through loan creation. This is
the fractional reserve banking system
whereby a bank has the legal right
to create £10 in loans for every £1
deposited by customers.

priests of fiat; they speak in Latin and
nobody understands what they are
saying. We have to accept their dogma
as received wisdom, but there is a major
problem with that. A medium of
exchange that robs them of their raison
d’être and also robs the government
of financial control is a great threat to
them.

Clearly there is a problem in society
and rising debt levels are a ticking
time bomb. The market dominance
of a few companies means that
society is not prosperous.

The reason for the ban by the
Grand Mufti is illogical. He said it
was because Bitcoin allowed money
laundering, fraud and the financing of
terrorism, but the best currency for
those activities is the US Dollar in hard
cash, so why not ban US Dollars. The
other reason given for banning Bitcoin
was because it had no set rules, which
is nonsense; there are very clear set
rules in the form of a white paper and
algorithm. He said because there are
no set rules the contract is void, but
currency has no contract. The use
of currency is based on the faith that
everyone will honour a piece of paper.
Currency has no asset backing.

Is Cryptocurrency Haram?

Bitcoin, one example of
cryptocurrency is something like
gold 2.0, because like gold it is
inflation proof; it is decentralised; it
is divisible; it is scarce and finite. It
also has attributes that gold does
not have. It has utility as a currency;
it is anonymous; it has speed of
transfer; it is resistant to theft; it is
open source and it is durable. Fiat
currency, currency that is decreed by a
government to be legal tender such as
the US Dollar and the Pound Sterling,
has only one of these characteristics –
utility as a currency.
Coming back to the scholars who
are declaring cryptocurrencies
to be haram, one of these is the
Grand Mufti of Egypt, Shawki
Ibrahim Abdel-Karim Allam, who
is a very learned man. He ruled a
fatwa against Bitcoin, following the
Egyptian government’s ban. He
claims to have met with economic
experts before reaching his decision.
Who were these economic experts?
If they were government-appointed,
orthodox, neo-liberal economists,
they represent a point of view. Mr
Harris said he thought of them as

The Bank of England can unilaterally
reduce the value of currency by
deciding to print more. That is
uncertainty and therefore the voiding
of a contract. Over the course of the
20th century the US Dollar has gone
down by 6% in real terms, whereas
equities have gone up by 70,950% in
real terms. Maybe the Grand Mufti
should ban all currencies, because they
all meet the two criteria he sets.
There are other social media scholars,
in Mr Harris’s opinion less learned than
the Grand Mufti. Shaykh Haitham
al-Haddad sits on the Islamic Shari’ah
Council of the UK. He published a
16 minute video, a ranting diatribe,
saying all cryptocurrencies are haram.
He said, ‘We do not need to go into
www.islamic-banking.com
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the technical detail of how to create
cryptocurrencies; we do not need to
discuss these things’. He has admitted
wilful ignorance, because he has said
he does not need to understand it.
He also demonstrates some basic
factual errors in his understanding of
economics and the monetary system.
He has absolutely no technical
understanding and he is followed by
many people. He says that money is
created by governments and central
banks, but he fails to understand
that 97% of money in the UK is
created by the private sector banks.
He says that government makes an
undertaking to replace paper money
with something, which again is not
true. He says that cryptocurrency
is not backed by anything real or a
government undertaking, but nor is
fiat currency. He says it is volatile;
prices are jumping based on supply
and demand and nothing else. The
law of common sense would tell
you that all commodities are priced
according to supply and demand. It is
the same with the US Dollar and the
Pound Sterling. There is no reason
why Bitcoin or any cryptocurrency
should be any different.
Why is volatility haram? If it is, what
about buying shares, particularly
shares in an early stage company?
Does that mean you can never be an
entrepreneur or a start up company?
This is clearly a nonsense argument.
Where in Shari’ah does it say that
currency has to have a backing? It
does not. There is a famous Hadith
that says gold for gold, silver for silver,
etc., but it does not say that currency
has to have backing. Currency is not
defined to the nth degree. In many
cases it is left to the understanding and
www.islamic-banking.com

custom of the people. The majority of
classical jurists do say it needs intrinsic
value, but that is a different point.
Overall, the social media scholars have
been uninformed. Some of them have
been rambling and have caused serious
harm, not only because they have ruled
something that may not be haram to
be haram without real understanding,
but also because that has a PR (public
relations) impact. It has the same
impact as banning telegraph poles and
jet aircraft has; it is an embarrassment.

Attributes of
Cryptocurrencies

Using Bitcoin, which is probably
one of the better examples currently,
to be a valid means of exchange a
cryptocurrency needs to have
certain attributes including wealth,
legal value and currency attributes. It
is possible to say that Bitcoin does
have wealth but it is not currency, but
it is also possible to say it has wealth
and currency attributes.
The other question that scholars
are asking is – is it real? Some have
claimed it is just digits, but then so is
a bank account. These digits can be
accessed, converted and exchanged.
To deny the existence of Bitcoin is
nonsensical and illogical. Perhaps
today it is not used widely and does
not have social concurrence, but Mr
Harris believes that this is a transitory
phase and as more cryptocurrencies
appear and as more governments
begin to accept they cannot stem the
tide of progress, it will gain social
concurrence.

Cryptocurrencies and the
Objectives of Shari’ah

Bitcoin cannot be printed, nor can it
be created out of thin air as loans from
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private sector banks are. It is bound
by its algorithm and secured by the
blockchain and therefore it cuts out
the banking system. This is very
interesting from an Islamic finance
viewpoint, because the banks would
need to mine it or earn it; they
cannot issue new Bitcoin against
deposits. At a stroke a scenario has
been created in which fractional
reserve banking cannot exist.
Imagine a world where there is only
one currency and it is Bitcoin. Since
banks cannot create it and cannot
issue new Bitcoin to borrowers,
the world economy is effectively
deleveraged. It is a riba-free
world and governments cannot
devalue it. This is a very radical
and impractical solution, because
getting from where we are now to
the hypothetical world of a single
cryptocurrency is near impossible
at this stage, but it is at least a
theoretical solution that seems very
Islamic. It preserves wealth and
harmony in society.
The crisis of 2008 demonstrated
that government responsibility
for monetary stability has led to
disaster. In the intervening years
the printing of money has benefited
the 1% and not the 99%. Mr Harris
said he believed that right now
a land grab is taking place and it
might be the greatest transfer of
wealth in history. Who will be left
with power and influence? While
the Muslim world stands by idly
with a potential solution to the
Islamic economic model that they
have been promoting for so long,
but not actually practising, the rest
of the world will pass the Muslim
world by, just as the industrial
revolution did.
IIBI 35
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Fintech and Islamic Finance

Fintech is any technology that is needed
to support banking and financial
services and it changing the way
financial transactions are being done.
Fintech’s rise coincides with the use of
the smartphone. London is a world
centre for both finance and technology
and the ability to combine the two has
put London in the lead. Interestingly
London is in second place in the world
in the number of Islamic fintech
companies it has, which is astonishing
given that there is no real government
support for it. Islamic fintech and
cryptocurrency is, however, the real
future for Islamic finance.
In 2017 Mr Harris wrote a White Paper
for the UK’s HM Treasury in which he
argued that the City and UK economy
could be put back on the global Islamic
finance map by doing a few things.
Although there is a perception that
London is a great global capital for
Islamic finance, it is not. Regardless of
what the politicians say, the numbers
say it is not. London is losing ground
to Dubai, Bahrain, Pakistan and Kuala
Lumpur, so something needs to be
done to recapture that lost ground.
Fintech is the future.
A UK Islamic fintech panel has been
created to help to develop the sector;
an Islamic economy incubator is also
in process of being set up in London
and a UK SME fund, which will attract
inward foreign investment.

In Summary

A decentralised, independent monetary
system is both viable and desirable,
because it meets the objectives of
Shari’ah. In Islam money is a means
of exchange and not a commodity
to be traded. Cryptocurrency has
36 IIBI
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the potential to reset the world’s
economy. Muslims have not realised
they have a potential solution to
their idea of the Islamic economic
model.
A famous scholar, Mahmoud ElGamal, once said the following in
conversation with Mr Harris:
‘If Islam is to remain alive and
healthy, it needs to hold its own in
an increasingly sophisticated and
polarised world. There is no choice
but to keep up. If the other side
produces better weapons than you,

then it would be lunacy to let others
have a competitive advantage.’
A blanket rejection by the scholars
of new technology leaves the
Muslim community at risk and in
poverty. The scholars should allow
the Muslim community to advance
and relive the golden age of science,
technology and discovery between
the 8th and 15th centuries. Issuing
fatwa in a vacuum of ignorance is
a serious mistake. Mr Harris’s plea
to them is to remain silent, unless
they are qualified to reach expert
conclusions.

Irfan Harris is head of
investment banking at
the European Islamic
Investment Bank and
founder of Islamic
finance advisory firm,
Cordoba Capital,
now an EIIB group
company. He has been
an investment banker
(both conventional and
Shari’ah compliant) for
20 years, including 11
years with Deutsche
Bank (corporate
and project finance,
capital markets, structured products and private equity). He was
formerly global head of Islamic finance at the Barclays Group
and a founding member of Deutsche Bank’s world leading Islamic
finance team and former CEO of Deutsche Bank’s Islamic
subsidiary. He is the author of ‘Heaven’s Bankers: Inside the
Hidden World of Islamic Finance’.
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A REFERENCE POINT

Cryptocurrency – The Scholars’ Viewpoint
This edition of NewHorizon contains
two articles about cryptocurrency
and Islamic finance. The first by Dr
Arindam Banerjee concludes that in
their current state of development
cryptocurrencies cannot be considered
to be proper in Islamic law. On the
other hand in his August lecture for the
IIBI Irfan Harris presents a view that
is strongly in favour of Islamic finance
embracing cryptocurrency. Here are
a selection of the views espoused
by a number of Shari’ah scholars
as a reference point for any future
discussion.
At one end of the spectrum is the
view of the Grand Mufti of Egypt,
who in January 2018 issued a fatwa
banning the use of Bitcoin, likening
the use of cryptocurrency to gambling.
Similarly Saudi cleric Assim AlHakeem in December 2017 ruled that
cryptocurrencies are banned under
Islamic law, saying that such currency is
ambiguous and an open gate for money
laundering. In November 2017 Turkey’s
Directorate of Religious Affairs issued
a statement saying, ‘buying and selling
virtual currencies is not compatible
with religion at this time because of
the fact that their valuation is open to
speculation; they can be easily used in
illegal activities like money laundering
and they are not under the state’s audit
and surveillance.’
There are YouTube videos by some
scholars condemning cryptocurrencies
in very forthright terms. It is not clear
what economic or financial credentials
these individuals have. They may be
well intentioned, but could perhaps be
better informed.
At the other end of the spectrum,
there are scholars who have declared
cryptocurrencies as halal. For example,
Indonesian scholar, Muhammad
Abu-Bakar, produced a research paper
in April declaring cryptocurrencies
permissible in certain circumstances.
He said, ‘crypto traders should
www.islamic-banking.com

not purchase cryptocurrencies for
investment purposes. Rather, it is
advisable to utilise cryptocurrency
networks as a payment system in the
cases where cryptocurrency networks
offer specific benefits and advantages
over conventional systems.’ (It must,
however, be noted that the study
was sponsored by Indonesian-based
Blossom Finance, an Islamic fintech
company.)
Shari’ah advisory consultancies have
also declared specific cryptocurrencies
as Shari’ah compliant. Dubai-based
Al Maali Consulting have endorsed
OneGram and Kuala Lumpur-based
Amanie Consulting have endorsed
HelloGold. Both OneGram and
HelloGold are gold-backed.
Most authorities seem, however, to
be adopting a wait-and-see approach.
Central banks in Saudi Arabia, Oman,
Qatar and the United Arab Emirates
have warned their citizens about the
dangers of trading in Bitcoin, but have
not issued outright bans. This cautious
approach is emphasised by scholar,
Shaikh ’Abdul Sattar Abu Ghuddah,
who has said that cryptocurrencies sit
on the borderline between permissibility
and prohibition. The problem is their
excessively speculative nature and the
security risk they pose.
A number of scholars have published
articles that acknowledge the downside
of cryptocurrencies, but, at the same
time, recognise their potential value. Dr
Ziyaad Mahomed, associate dean of
executive education and e-learning at
the International Centre for Education
in Islamic Finance (INCEIF), in an
article in The Edge Markets, said, ‘For
example, digital coins can represent
various sustainable development
projects through a cooperative scheme.
By investing in these coins, investors
can diversify their portfolios with
investments that not only give them
returns but also make a difference
in people’s lives. From a Shari’ah

perspective, I think this is the ultimate
goal — leveraging new technologies to
benefit all parties in a legitimate, halal
manner. This, I think, is the future of
cryptocurrencies.
Similarly, Mufti Abdul Kadir Barkatulla,
in an article published on the web site
of the UK-based Ebrahim College,
also argues that cryptocurrencies are in
their infancy and that what is needed is
scholarly research, rather than ‘cursory
fatwas and other brief remarks’.
Consider as well that the world
of Islamic finance is not alone in
its caution and scepticism about
cryptocurrency. Yves Mersch of the
European Central Bank called for a
global clampdown on virtual currencies
because of their threat to financial
stability; Augustin Carstens of the
Bank of International Settlements
described them as ‘a bubble, a Ponzi
scheme and an environmental disaster’;
the investor, Warren Buffet, said that
‘cryptocurrencies will come to a bad
end’ and the economist, Joseph Stiglitz,
thought that cryptocurrencies should
be outlawed as they served no socially
useful function.
Ultimately, perhaps the cautious
approach is the best one. History is
littered with quotes about technological
innovations. In 1876 William Orton,
the President of Western Union
said, ‘This telephone has too many
shortcomings to be seriously considered
as a means of communication’; in 1903
the President of the Michigan Savings
Bank said, ‘The horse is here to stay but
the automobile is only a novelty – a fad’
and in 1995, Robert Metcalfe founder
of 3Com said, ‘I predict the Internet
will soon go spectacularly supernova
and in 1996 catastrophically collapse.’
It would be ill advised to leap to an
instant judgement and possibly close
the door on something that, as it
matures, has the potential to serve the
world of Islamic finance well.
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FINANCIAL BRIEFS
Qatar Islamic Bank (QIB), Qatar’s
leading Islamic Bank, has announced
the results for the six months’ period
ended 30 June 2018. Net Profit
attributable to the shareholders of the
bank amounted to QAR 1,325.3 million
for the six month period ended June
2018 representing a growth of 13.8%
compared to the same period in 2017.
Total assets of the bank have increased
by 1.4% compared to December 2017
and now stand at QAR 152.5 billion.
Total Income for the period was QAR
3,368 million registering 7% growth
compared to QAR 3,146 million for
the same period in 2017. Income from
financing and investing activities has
grown by 6.8% to reach QAR
2,977 million compared to QAR 2,788
million for the same period in 2017.
Sharjah Islamic Bank (SIB) has
reported net operating income of
Dh524.2 million for the first six months
of 2018, up 9.2% compared to
Dh480.1 million in the same period in
2017. Net profits, however, showed
a more modest increase of 4%, rising
to Dh283 million for the first half
2018 compared to Dh272.9 million in
the same period last year. Total assets
increased 12% to Dh42.8 billion at the
end of the first half 2018 compared to
Dh38.3 billion at the end of 2017.
Abu Dhabi Islamic Bank (ADIB) has
reported a 3% rise in net profit for the
first half of 2018 reaching of
Dh1,163 million. The bank’s expenses
were 0.4% lower as digitisation and
efficiency initiatives controlled costs.
This has resulted in the cost-to-income
ratio remaining relatively stable at 45.8%
in Q2 2018 compared to 45.7% in Q1
2018.
Dubai Islamic Bank Group has
announced a 14% increase in net profit
for the first half of 2018, up to AED
2,441 million from AED 2.143 million
for the same period in 2017. Income
was up 15% to AED 5,577. Impairment
losses stood at AED 392 million.
Total assets were AED 215.6 billion,
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compared to AED 207.3
billion at the end of 2017.

QIB HQ

Oman’s ahlibank has
reported a 14.2% increase
in profits for the first half
of 2018 compared to
the same period in 2017.
Total operating income
increased by 14.6% to
reach OMR29.55 million
and assets grew by 9.9% to
reach OMR1,508.3 million
comparing the first half of
2017 and 2018.
First half figures for
Bahrain Islamic Bank
show a 6% increase in
profit to BD3.5 million up
from BD3.3 million in the
same period in 2017. Total income was
slightly down (0.5%) at BD20.5 million.
Bank of London and the Middle East
(BLME) has announced interim results
for the first half of 2018. The Group has
delivered a profit of £7.1 million compared
to £1.5 million for the same period in
2017. The Balance Sheet remains stable
at approximately £1.1 billion. The cost
income ratio before provisions fell to 82%
compared to 93% at the end of 2017. The
Group aims to maintain this ratio over
the second half of 2018. Commenting
on the results, Giles Cunningham, CEO
of BLME Group, said - ‘We have made a
good start to the year and I am optimistic
for the second half of 2018. Our cost
trajectory is encouraging. Strategically, we
will be putting considerable focus behind
leveraging our new licence in the DIFC
(Dubai International Finance Centre) and
building brand awareness.’
Abu Dhabi National Takaful Co.
(ADNTC) released its financial results as
at end of second quarter on 30 June 2018.
The company announced a combined
net profit of AED48.6 million (for
policyholders & shareholders before Qard
Hasan provision) achieving a growth of
19% compared to AED41 million for the
same period last year. The technical profit

reached AED60 million showing
an increase of 9% compared
to AED55.2 million and the
underwriting profit reached
AED36.4 million showing an
increase of 6% compared to
AED34.2 million for the same
period last year. Net profit for
the first half of 2018 was
AED48.6 million.
Pakistan’s Meezan Bank has
announced its first half 2018
results. Profit after tax increased
to Rs 4,126 million from
Rs 3,163 million earned in the
corresponding period in 2017
– a growth of 30%. Deposits
reached Rs 700 billion – growing
by 19% over June 2017 and the
Bank maintained its position as
the 7th largest Bank in Pakistan
(amongst both Islamic and
Conventional Banks) with a
network of 602 branches in 160
cities. The Bank successfully
issued Additional Tier I capital
of Rs 7 billion in August 2018,
that has further strengthened the
Bank’s capital adequacy ratio and
will support the future growth
strategy of the Bank. This issue
was over-subscribed by two
times.
www.islamic-banking.com
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Maalem Financing Select
Path Solutions

In line with its new business and
innovation strategy, Saudi Arabianbased Maalem Financing has signed an
agreement with Path Solutions to roll
out the iMAL Islamic core banking
platform at the company’s headquarters.
Maalem Financing is a non-banking
finance company (NBFC) delivering
Shari’ah-based finance services to
individuals and SMEs in Saudi Arabia.
The iMAL Islamic core banking
platform will replace legacy systems at
Maalem Financing.

Making the Claims Process
Easier

Kuala Lumpur-based Etiqa, which
offers both conventional insurance
and takaful, recently launched the
Etiqa Claims Express Video Assist
or E-CLEVA. E-CLEVA has been
designed with technology provider
Sightcall to allow Etiqa’s claims
consultants to interact with a claimant
directly and remotely via an audio/
video call. Through these features,
any damage to a claimant’s windscreen,
vehicle or property can be assessed and
approved by Etiqa in just a matter of
minutes.
The audio function works as per any
traditional phone conversation, but the
video function enables the consultant
to assess the damage to the claimant’s
windscreen, vehicle or property in
detail – via E-CLEVA’s ability to utilise
the claimant’s smartphone camera to
zoom in, turn on the flashlight, take a
photo or record a video of the damaged
area. Once the damage is assessed, the
consultant can immediately calculate the
cost of repair and disburse the funds to
the claimant.

Alizz Islamic Bank
Launches New Mobile
Phone App

Alizz Islamic Bank has launched
www.islamic-banking.com

an update of its mobile banking
application. The bi-lingual mobile
banking App is available for both
Android and iOS devices and features
advanced security capabilities and an
innovative self-registration system.
The app called TouchID enables
customers to apply for a new account
or card, make international transfers,
know prayer times, find the Qibla
direction, calculate zakat and be
aware of currency rates. Customers
can also pay all their monthly bills
simultaneously with one tap of button,
request a cheque book, get account
statements and other benefits through
the app. The app also offers location
information for Alizz Islamic Bank
branches and ATMs and provides
reminders for monthly bill and credit
card payments that are due in addition
to information on account balance.
The upgraded app is available for
download in the Google Play store and
the App store. The innovative banking
app supports English and Arabic
language.

TECHNOLOGY NEWS

platform able to support the rapid
growth of its participative subsidiary.
Youssef Baghdadi, Chairman of the
Management Board of Bank Assafa,
commented, ‘The launch of our new
participative banking subsidiary is part of
Attijariwafa Bank’s long-term vision to
diversify its product offering. We looked
at a number of solution providers for
our new Shari’ah-compliant core banking
system. We needed a core banking
platform in full compliance with the
Shari’ah, which could be implemented
quickly and cost effectively, whilst
providing the breadth of functionality
that will allow us to achieve our
ambitions.’
In January 2017, Morocco Central Bank
has given its approval to set up five
fully-fledged participative banks in the
country, one of which is Bank Assafa,
a 100% subsidiary of Attijariwafa
Bank Group. Bank Assafa launched its
activities in July 2017 and is currently
offering a range of Shari’ah-compliant
financial products including murabaha
home financing and car financing.

Ithmaar Bank Plans
Biometric Payments Network
Morocco’s Bank Assafa
Selects iMal
Path Solutions will provide and
implement its interest-free core banking
platform iMAL across the 31 branches
of Bank Assafa, the participative
subsidiary of Attijariwafa Bank.
Morocco-based Attijariwafa Bank is
a leading bank in North Africa with a
presence in 25 countries and with more
than 8 million customers.
The bank’s aim is to provide financial
products and services in compliance
with Islamic principles, in addition
to gaining access to a highly-scalable

Ithmaar Bank and Eazy Financial
Services have announced plans to launch
the region’s first biometric payment
network designed to provide customers
with a safer, more convenient and more
secure way to bank. The system is
expected to go live in the first quarter of
2019.
When implemented, Ithmaar Bank
customers will no longer be required to
use their bank cards at ATMs. Instead,
they will simply be able to use their
fingerprint along with their PIN to
process financial transactions. In future,
this may also include points of sale.
The platform, developed by Eazy
Financial Services, is built on the
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Automated Fingerprint Identification
System (AFIS) said to be one of the
most reliable and trusted biometric
engines. It is already deployed and
implemented in many countries
around the world for both civil and
forensic applications.

Commercial Bank (NCB) has joined
RippleNet. NCB was the first bank
established in Saudi Arabia and
currently has more than has 5.4 million
customers worldwide.

Ithmaar Bank CEO, Ahmed Abdul
Rahim, said, ‘As part of our Digital
Strategy, we continue to invest heavily
in technology that provides our
customers a more convenient, simpler
and more secure way to conduct their
financial transactions. Our customers
are tech-savvy and expect friction-less
access to banking services - and the
introduction of biometrics is another
major step that direction.’

Saudi Arabia’s NCB Gets
on Board with RippleNet

San Francisco-based RippleNet, a
blockchain technology network of
banks, payment providers and others,
has announced that following a
recent pilot with the Saudi Arabian
Monetary Authority, the National
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NCB will connect to other financial
institutions around the world through
RippleNet. It is claimed that Ripple’s
blockchain technology will provide
NCB customers with faster and more
transparent international payment
services. The bank will first connect
to financial institutions in North
America and Asia, starting in Singapore.
Launching these two critical payments
corridors offers immediate value to
NCB’s customers — services in regions
that they have not had access to before.
NCB are expected to go live with the
initial stage of the implementation by
the end of 2018.

Afriland First Bank to Install
Temenos
Established in Cameroon in 1987 under
the name ‘Caisse Commune d’Epargne
et d’Investissement’ (CCE),Afriland

First Bank, the largest financial services
group in Cameroon, has selected the
Temenos T24 Core Banking platform
to replace its legacy IT systems.
(Afriland introduced its Islamic banking
services in 2015.) In addition to
the core banking software, Afriland
will also install the Temenos’ Front
Office Suite, Analytics and Reporting,
Payments Hub and Islamic banking
capabilities.
It is hoped that the new software
will enable Afriland to introduce new
products and services more quickly,
support its growth ambitions and
continue to pursue its vision to become
the most innovative African bank.
The Temenos regional model bank
approach, which includes
pre-configured local functionality and
best practices, will enable Afriland First
Bank to cater for the specific regulatory
requirements in the UEMOA zone
(Mali, Burkina Faso, Senegal, Guinea
Bissau, Côte d’Ivoire, Benin, Togo
and Niger) and the six countries of
the CEMAC
(Cameroon,
Gabon, Congo,
Equatorial
Guinea, CAR
and Chad. The
bank has about
40 branches
across the 10
regions of
Cameroon and
has operations
in Equatorial
Guinea, São
Tomé and
Príncipe,
Democratic
Republic of
the Congo,
Liberia,
South Sudan,
Zambia, and
Guinea.

Ripple and NCB Agree Deal
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APPOINTMENTS

On the Move
Bahrain Islamic Bank (BisB) has
announced the appointment of
Mr. Mazar Rashid Jalal as the
new General Manager (GM) to lead
the Compliance and Governance
department. Prior to joining BisB, he
headed the Compliance Department
at Kuwait Finance House (KFH) Bahrain for the past seven years and has also gained
extensive experience at several leading banks and
audit firms across the Kingdom. He holds a BSc
in Accounting from the University of Bahrain, an
International Compliance Associate Diploma from
UK, and a Diploma in Islamic Banking and Insurance
from the UK.
The UK’s Al Rayan Bank has
appointed Paul McMillan as its new
chief operating officer. Paul has
more than two decades of financial
services experience. In his new
role at Birmingham headquartered
Al Rayan Bank, Paul will oversee
all operations including IT, change,
operations and first-line risk and control. In his first
year he will focus on providing strategic insight into
the development of new technologies and operational
resilience to support the Bank’s growing customer
base.
Abu Dhabi Islamic Bank has
appointed Serhat Yildirim as Chief
Digital Officer for the bank. He
was previously with Finansbank in
Turkey and prior to that he was at
Akbank Direct, a rapidly growing
digital platform in Turkey. As Chief
Digital Officer, Serhat will drive
Serhat Yildirim
the banks’ digital and innovation
agenda across its key markets. Working with internal
stakeholders and external partners, he will lead ADIB
Digital transformation strategy and further strengthen
ADIB’s digital suite of products and services across
retail, corporate customers and business banking.
www.islamic-banking.com

Aria Putera Ismail has been
appointed as the new Chief
Executive Officer of Malaysia’s
SME Bank. He has more
than 18 years of progressive
experience within the banking
and investment industry and
specialises in achieving financial
Aria Putera
goals and providing Shari’ah
compliant solutions, deals negotiations and
product innovations across jurisdictions to
improve profitability and transactional efficiency.
Previously he was the President Director/Chief
Executive Officer of Maybank Syariah Indonesia
(MSI), focusing on small, medium and large
corporate segments in Indonesia. He was also
the Director, Global Markets Islamic of Maybank
Islamic Berhad (MIB), the largest Islamic Bank in
the Asia Pacific Region. Before Maybank Islamic,
Aria was the General Manager of Global Markets
Islamic at Hong Leong Islamic Bank where he
assisted the group to successfully launch Hong
Kong’s first Islamic Banking Window in 2008.
He was able to repeat this success for Maybank
Islamic in 2012 by establishing Islamic window
for Maybank Berhad’s Hong Kong Branch.
Bahrain-based Bank ABC
has recently appointed Amr
El Nokaly as Group Head
of Corporates at the Bank’s
Headquarters in Bahrain. Amr
will be responsible for overseeing
Group Corporate Coverage
and driving the growth of this
Amr El Nokal
strategic client segment across
the Bank’s global network. Amr joins Bank
ABC from Mashreq Bank in Dubai, where he
served as Head of Corporate Banking. He has
held a number of senior positions in the bank’s
Investment Banking Group since 2004. Prior to
that, he worked with Citibank in Egypt as Senior
Relationship Manager-Global Corporate and
Investment Bank.
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GLOSSARY
arboun
An Islamic version of option, a deposit for the
delivery of a specified quantity of a commodity on a
predetermined date.

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

bai al-ina
This refers to the selling of an asset by the bank to the
customer on a deferred payments basis, then buying
back the asset at a lower price, and paying the customer mudarib
in cash terms.
In a mudarabah contract, the person or party who acts as
entrepreneur.
commodity murabaha
A murabaha contract using certain specified
murabaha
commodities, through a metal exchange.
A contract of sale between the bank and its client for the
sale of goods at a price plus an agreed profit margin for
fatwa
the bank. The contract involves the purchase of goods
A ruling made by a competent Shari’ah scholar on a
by the bank which then sells them to the client at an
particular issue, where fiqh (Islamic jurisprudence) is
agreed mark-up. Repayment is usually in instalments.
unclear. It is an opinion, and is not legally binding.
musharakah
gharar
An agreement under which the Islamic bank provides
Lit: uncertainty, hazard, chance or risk. Technically, sale funds which are mingled with the funds of the business
of a thing which is not present at hand; or the sale of
enterprise and others. All providers of capital are entitled
a thing whose consequence or outcome is not known; to participate in the management but not necessarily
or a sale involving risk or hazard in which one does not required to do so. The profit is distributed among the
know whether it will come to be or not.
partners in predetermined ratios, while the loss is borne
by each partner in proportion to his contribution
Hadith
A record of the sayings, deeds or tacit approval of the musharakah, diminishing
Prophet Muhammad (PBUH) halal Activities which are An agreement which allows equity participation and
permissible according to Shari’ah.
provides a method through which the bank keeps on
reducing its equity in the project and ultimately transfers
haram
the ownership of the asset to the
Activities which are prohibited according to Shari’ah.
participants.
ijara
A leasing contract under which a bank purchases and
leases out a building or equipment or any other facility
required by its client for a rental fee. The duration
of the lease and rental fees are agreed in advance.
Ownership of the equipment remains in the hands of
the bank.
ijara sukuk
A sukuk having ijara as an underlying structure.
ijara wa iqtina
The same as ijara except the business owner is
committed to buying the building or equipment or
facility at the end of the lease period. Fees previously
paid constitute part of the purchase price. It is
commonly used for home and commercial equipment
financing.
istisna
A contract of acquisition of goods by specification
or order, where the price is fixed in advance, but the
goods are manufactured and delivered at a later date.
Normally, the price is paid progressively in accordance
with the progress of the job.
maysir
Gambling – a prohibited activity, as it is a zero-sum
game just transferring the wealth not creating new
wealth.
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qard hasan
An interest-free loan given for either welfare purposes
or for fulfilling short-term funding requirements. The
borrower is only obligated to pay back the principal
amount of the loan.
rab-al-maal
In a mudarabah contract the person who invests the
capital. retakaful Reinsurance based on Islamic principles.
It is a mechanism used by direct insurance companies to
protect their retained business by achieving geographic
spread and obtaining protection, above certain threshold
values, from larger, specialist reinsurance companies and
pools.
riba
Lit: increase or addition. Technically it denotes any
increase or addition to capital obtained by the lender as
a condition of the loan. Any risk-free or ‘guaranteed’
rate of return on a loan or investment is riba. Riba, in all
forms, is prohibited in Islam. Usually, riba and interest
are used interchangeably.
salam
Salam means a contract in which advance payment is
made for goods to be delivered later on. Shari’ah Refers
to the laws contained in or derived from the Quran
and the Sunnah (practice and traditions of the Prophet
Muhammad (PBUH)

Shari’ah board
An authority appointed by an Islamic financial
institution, which supervises and ensures the
Shari’ah compliance of new product development
as well as existing operations.
shirkah
A contract between two or more persons who
launch a business or financial enterprise to make
profit. sukuk
Similar characteristics to that of a conventional
bond with the key difference being that they are
asset backed; a sukuk represents proportionate
beneficial ownership in the underlying asset. The
asset will be leased to the client to yield the return
on the sukuk.
ta’awuni
A principle of mutual assistance. tabarru A
donation covenant in which the participants
agree to mutually help each other by contributing
financially.
takaful
A form of Islamic insurance based on the Quranic
principle of mutual assistance (ta’awuni). It provides
mutual protection of assets and property and offers
joint risk sharing in the event of a loss by one of its
members.
tawaruq
A sale of a commodity to the customer by a bank
on deferred payment at cost plus profit. The
customer then a third party on a spot basis and gets
instant cash.
ummah
The diaspora or ‘Community of the Believers’
(ummat al-mu’minin), the world-wide community
of Muslims.
wa’ad
A promise to buy or sell certain goods in a certain
quantity at a certain time in future at a certain price.
It is not a legally binding agreement.
wakala
A contract of agency in which one person appoints
someone else to perform a certain task on his
behalf, usually against a certain fee.
waqf
An appropriation or tying-up of a property in
perpetuity so that no propriety rights can be
exercised over the usufruct. The waqf property can
neither be sold nor inherited nor donated to anyone.
zakat
An obligation on Muslims to pay a prescribed
percentage of their wealth to specified categories
in their society, when their wealth exceeds a certain
limit. Zakat purifies wealth. The objective is to take
away a part of the wealth of the well-to-do and to
distribute it among the poor and the needy.
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