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This issue of ISFIRE brings various perspectives on ESG and other ethical concerns related 
with Islamic banking and finance (IBF). Despite IBF’s huge success on a global level, different 
stakeholders have shown their dissatisfaction with it when it comes to commitment to ethics and 
social responsibility. New developments in the industry aim to improve practices and procedures 
to bring it in line with the paradigm version of IBF, which emphasises upon profit loss sharing 
(PLS) or its risk sharing aspect. The profit sharing investment accounts (PSIAs) have for long 
been presented as a distinguishing feature of Islamic banking, but all those who are involved 
in the industry know for sure how the practices like profit equalisation reserve (PER) and 
investment risk reserve (IRR) have been employed by Islamic banks to curb the true nature of PLS. 
Furthermore, the emergence of wakala-based investment accounts have diluted the risk sharing 
nature of Islamic investment accounts (as such accounts are based on a back-office commodity 
murabaha arrangement). This, in practice, offers fixed returns to the investment account holders, 
and not profit-related income. 

It is therefore important to bring these issues to the forefront of practices of IBF instead of 
putting them under the carpet. After all, it is important to assess what Islamic banks and financial 
institutions become by achieving their profit targets. Assessment of what they have achieved 
by adopting a profit motive should only be secondary. At this stage of development of IBF, it is 
imperative to relook into what Islamic banks in practice have achieved and what they should have 
achieved instead.  

This issue of ISFIRE includes three articles on the main theme. Dr Nunung Nurul Hidayah writes 
about Three Line Defence and its adaptation in IBF. This is a detailed article and first of its kind of 
analysis in a magazine or popular journal in IBF. Mohamed Siam also touches upon the relevance 
of ESG in IBF. Amjad Bangash, although defensive of the current practices of fixed-return modes 
of financing accepts that there is a need to increase incidence of true PLS in IBF. 

This issue also includes three exclusive interviews: Kashif Naeem, EVP and Head of Retail 
Banking, SME and Microfinance at Bank of Khartoum, is our Personality of the issue. He joins 
an impressive list of ISFIRE Personalities that have included CEOs of Islamic banks and financial 
institutions, Shari’a scholars and lawyers playing lead roles in the industry. Kashif Naeem 
highlights an impressive role of Bank of Khartoum in promoting the best practices in Islamic 
banking in Sudan.

Umar Munshi, a young entrepreneur from Singapore, shares with us his unique perspective on 
Islamic crowdfunding and the role FinTech can play in bringing Shari’a authenticity to IBF. He 
is working on a number of projects on affordable housing in Indonesia and Malaysia, all to be 
delivered through crowdfunding by adhering to principles of Shari’a compliance.

This issue features Mohammed Kateeb, Chairman and CEO of Path Solutions, on the cover page. 
We conducted an exclusive interview with Mr Kateeb to highlight the role technology may play 
in business development , addition to offering Shari’a compliant solutions to the users of Islamic 
financial services. 

Professor Monzer Kahf and Amiirah Nabee Mohamed assess some of the existing Islamic 
credit cards, to offer an alternative model based on murabaha. In terms of product features, the 
proposed credit card may improve Shari’a credentials but it has limitations in its present proposed 
form. However, our readership will find the article as an interesting reading that should give new 
thoughts to those involved in product development and structuring. 

My Pause for Thought is influenced by contributions of different writers to this issue. It highlights 
some of the shortcomings of IBF to suggest improvements. Needless to say that ISFIRE remains 
committed to its advocacy role for IBF. The criticisms should only be considered healthy and 
indeed an impetus for improvements in the current practices of IBF.

Note from the 
EDITOR-IN-CHIEF

Professor Humayon Dar, PhD (Cantab) 

Editor-in-Chief

EDITORIAL



IN ISLAMIC FINANCE: 
DON’T WE?

We Love Women 

Malaysia is an attractive place for women. Wherever one goes in the country every 
other thing is variable except the fact that women are ubiquitous in all strata of the 
society. From schools, colleges to universities – from junior lecturers to rectors and vice 
chancellors – from banks to public sector organisations and even private businesses. In 
the last case – business – women are still not so much visible as owners but it is perhaps a 
matter of choice and not a result of some deliberate discrimination or misogyny. 

Women are not that much disadvantaged in other parts of the Muslim world either, as 
some people in the West may believe, owing to the negative perception relayed by media. 
There are numerous examples of women leadership the Muslim countries in politics, 
media, philanthropy, education, banking and finance and other forms of business. Even 
in countries like Iran and Sudan, which have been under huge scrutiny of the West and 
under a sort of media trial, women participation in economic activities is much better 
than the commonly held views in the West. 

ISFIRE
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If someone is smart – whether a man or a 
woman – there is little that can be done to 
stop them achieving excellence in their area 
of expertise. Islamic banking and finance (IBF) 
favours smart people from either gender. 
This ISFIRE Special Report investigates the 
leadership role of women in IBF. It is based 
on a global online survey that attempts to 
find reasons for low employment of women in 
the over US$2 trillion global Islamic financial 
services industry.    

LEADERSHIP IN ISLAMIC 
FINANCE: WHERE DO WOMEN 
STAND?
Contrary to a view promoted by some people 
that Islamic IBF discriminates against women, 
the industry offers ample opportunities to 
smart and intelligent women. According to 
Stella Cox, Managing Director of DDCAP 
and a veteran in IBF, it may in fact be easier 
for women to excel in IBF. Perceiving or 
portraying IBF to be anti-women is at best 
primitive thinking. The industry has in many 
cases endogenised cultural sensitivities of 
non-Muslim female personnel to ensure 
that they are provided with a level-playing 
field. Baljeet Kaur Grewal, former Managing 
Director and Vice Chairman of KFH Research, 
symbolised this trend before she left her 
previous job.

Shari’a – the foundation stone of IBF – does  
not discriminate against women, and in 
fact all leading Shari’a scholars have been 
encouraging Islamic banks and financial 
institutions to increase employment of women 
on institutional and industry level. 

Dr Zeti Akhtar Aziz, outgoing Governor of 
Bank Negara Malaysia, stands tall in front of 
the queue. As she is not an Islamic finance 
practitioner, although she has played a 
tremendously important leadership role in the 
global Islamic financial services industry, she 
is excluded from the list (given in the Box). She 
topped the list of “Distinguished 20” in IBF, 
published by this magazine (ISFIRE, February 
2013, p. 18).

SURVEY ON FEMALE EMPLOYMENT 
IN IBF
Edbiz Consulting conducted a survey on 
female employment and gender inequality 
in IBF. We asked just one question through 
an online survey through social media. There 
were in total 10,337 responses in total, from 
33 countries of the world. The questions 
asked was: Why has there been low female 
employment in IBF? 

It was a 2-step survey. First, we asked 
an open-ended question in which 500 
respondents took part. Based on their 
responses, we picked up the five most cited 
responses for low participation of women in an 
IBF profession. In step 2, we asked a close-
ended question:

WHY HAS THERE BEEN OBSERVED LOW FEMALE EMPLOYMENT IN IBF? 
S.No. Questions Select

1 Female participation in labour force is low

2 Banking and finance in not a popular profession among women

3 Banking and finance is male dominated (and hence intimidated for women)

4 In Islamic banks, dress code and other social requirements are more stringent for 
women

5 Islamic qualifications are not readily available

6 Any other (please specify)

ISLAMIC FINANCE REVIEW  |  WWW.ISFIRE.NET ISFIRE
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The survey results confirm that the observed 
low female employment in IBF is not due to 
any systematic bias against women but it is 
rather owing to some other socio-economic 
factors. The main reason is the low female 
participation in the labour force, as suggested 
by one-third of the respondents taking part in 
the global poll. Moreover, women themselves 
do not prefer banking and finance, in general, 
as a viable profession for them. 

Male dominance in banking and finance 
(including IBF), dress code for women, and 
lack of availability of suitable academic and 

professional qualifications are major barriers 
to entry for women in IBF. These three factors 
collectively account for one-third of the 
reasons for low participation of women in IBF 
(Figure 1). 

However, those working in financial 
institutions put less emphasis on the barriers 
to entry, as evidenced by the response of the 
respondents who are currently in the financial 
services industry. 81% respondents say that 
low female participation in the labour force 
and women’s own preference away from 
financial services are main reasons for the 

low employment of women in the sector (see 
Figure 2). This is obviously a view against 
53% of those not working in financial sector 
(including those out of jobs), who consider the 
above-mentioned barriers to entry as the main 
reasons for lack of employment of women in 
IBF (see Figure 3). Women believe even more 
that there are real barriers to entry for them 
(59%), as shown in Figure 4. 

Almost half of the respondents (47%) from 
Malaysia are of the opinion that barriers to 
entry exist for women participation in IBF 
(Figure 5).  

Islamic banking qualifications are not readily available Others

FIGURE 3: GLOBAL POLL (NON-EMPLOYEES):
WHY HAS THERE BEEN OBSERVED LOW FEMALE
EMPLOYEMENT IN IBF

Female Participation in Labor force is low Banking and Finance is not popular proportion among women

Banking and finance is male dominant (and hence 
intimidating for women)

In Islamic banks, dress code and other social requirements are 
more stringent for women

FIGURE 2: GLOBAL POLL(EMPLOYEES ONLY):
WHY HAS THERE BEEN OBSERVED LOW FEMALE
EMPLOYEMENT IN IBF?

FIGURE 1: GLOBAL POLL: WHY HAS THERE
BEEN OBSERVED LOW FEMALE EMPLOYEMENT
IN IBF?
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Malaysia

FIGURE 5: WHY HAS THERE BEEN OBSERVED LOW FEMALE EMPLOYMENT IN IBF: GLOBAL VERSUS MALAYSIA
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These results clearly suggest that there are 
barriers to entry into IBF, however, the factors 
responsible for women-specific barriers to 
entry must further be scrutinised.

Out of the above five responses, only 3 
& 4 imply real barriers to entry into IBF 
for women. An overwhelming majority of 
respondents in the global sample reject the 
hypothesis that there are real and credible 
barriers to entry into IBF for women. Slightly 
over one-quarter respondents recognise 
these barriers. 

Employees of Islamic banks and financial 
institutions do not believe that women have 
faced any kind of discrimination in matters 
related with employment and human resource 
development. If this view is correct, then the 
question arises why women are not interested 
in working for Islamic financial institutions. 

There seems to be a grudge effect when it 
comes to the responses of those who are not 
working for Islamic financial institutions, the 
unemployed and the female, as they tend to 
believe that there are definite entry barriers 

for women. Malaysians also tend to put 
weight on their side. These observations are 
summarised in Figure 6.  

We conclude this report by asserting that 
there is no evidence of any systematic 
evidence of discrimination against women in 
IBF and that there are no credible barriers 
to entry for women into IBF. However, there 
is a need to encourage more representation 
of women in IBF in countries like Pakistan, 
Bangladesh, Indonesia and Turkey where 
women in IBF are the least visible.
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FIGURE 6: REAL BARRIERS TO ENTRY INTO IBF FOR WOMEN 



12

ISLAMIC FINANCE REVIEW  |  APRIL 2016ISFIRE
SPECIAL
REPORT

 BOX: TOP 10 CEOS IN IBF
Raja Teh Maimunah Raja Abdul 
Aziz

CEO of Hong Leong Islamic Bank in  
Malaysia

Raja Teh Maimunah features significantly 
in the list. She says that she has never felt 
discriminated against on the basis of her 
gender in her native country. Being CEO 
of Hong Leong Islamic Bank has been a 
challenging job for all the previous CEOs of 
the bank (including a female predecessor), but 
Raja Teh Maimunah has proven to be the most 
successful. In line with its policy of promoting 
gender equality, ISFIRE featured her on the 
cover page of ISSUE.  

Stella Cox
Managing Director of the London-
based DDCAP

Stella Cox has been in the helm of Islamic 
finance for more than 30 years. She is the 
only non-Muslim woman playing a lead role in 
the global Islamic financial services industry. 
DDCAP has clients in all the major markets 
with significant presence of IBF, and being a 
woman-led firm has not adversely affected its 
business.  

Dr Sofiza Azmi
CEO of Cambridge IF Analytica 

Dr Sofiza Azmi is one of the most 
accomplished strategists and policy analysts 
in the global Islamic financial services industry. 
She has authored one of the most popular 
textbooks on Islamic finance. She is going to be 
a lead trainer in the forthcoming Cambridge 
Islamic Finance Leadership Programme 
(Cambridge-IFLP). “The reason one may 
find less women in Islamic finance in some 
countries is not any kind of bias against women 
in the industry; it is simply because of less 
popularity of financial services as a preferred 
career choice amongst women,” said Dr Sofiza 
Azmi. “We would like to welcome as many 
women as possible at Cambridge-IFLP.”

Fouzia Amanullah
CEO of Alliance Islamic Bank

Fouzia Amanullah was previously CEO of EON 
Capital before it merged into Hong Leong 
Islamic Bank. She has the distinction of being 
first female CEO of an Islamic bank anywhere 
in the world. 

Fozia Amanullah has over 20 years of 
experience in the banking industry. With 
extensive experience of Islamic capital 
markets transactions, she has worked on 
some landmark deals in IBF. She has been 
instrumental in structuring and advising on 
fixed income Islamic investment banking 
products. She also headed the team that 
concluded the first residential mortgage 
backed securities transaction in Malaysia as 
well as the first Islamic sub-debt issuance. Her 
work on these projects won her numerous 
awards both locally and regionally.

Although low-keyed internationally, Fozia 
Amanullah is a frequent speaker at local 
seminars and road shows on matters related 
to Islamic banking. 

Sharizad Jumaat
CEO of RHB Islamic International 
Asset Management

We pick up ten most influential C-Level women in the global Islamic financial services industry. There are numerous other women in IBF, who lead the 
industry in middle and upper middle management positions, but they are excluded from this prestigious list. ISFIRE, a quarterly magazine published 
from London listed 20 women leaders in the global Islamic financial services industry. Since then a lot has changed in the industry and there is now 
a renewed interest in female representation on board of directors and other key leadership positions, we thought of drawing a new list of C-Level 
female leaders in IBF.  

Malaysia continues to lead the endeavor for empowerment of women through IBF. Out of the following 10 female leaders only one is included from 
Europe. The countries like Indonesia, Pakistan, Bangladesh and Turkey are obvious examples of gender inequality in financial services, including IBF, 
outside the GCC countries. In the GCC, there is a huge drive to promote gender diversity in business and finance, and the initiatives like Durra – or 
the Pearl Initiative – are expected to bear fruit in terms of more women representation in banking and finance, including IBF. 
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Sharizad led as Managing Director Amanah 
Raya Investment Management before taking 
up her current position. ISFIRE’s list included 
Datuk Noripah Kamso in the top 20 influential 
women in IBF, and since her retirement we 
have included an equally good name to the list. 
Sharizad Jumaat is now involved in developing 
an international Islamic asset management 
business. She launched an Islamic retail fund 
last year and a number of other such funds are 
in the pipeline.

Sabeen Saleem
CEO of Islamic International Rating 
Agency (IIRA)

Sabeen Saleem is one of the rare breed of 
Islamic finance professionals who are running 
international businesses, Dr Sofiza Azmi 
(included above) being the other one. Based 
in Bahrain, she is involved in the complex 
business of rating Islamic financial institutions 
and transactions. Sabeen Saleem is the second 
person from Pakistan to enter this list, after Dr 
Shamshad Akhtar who was Governor of State 
Bank of Pakistan at the time of publication of 
the previous list.    

Navine  Loutfy
CEO of Abu Dhabi Islamic Bank

Egypt

Navin loutfy is the only female CEO of an 
Islamic bank in the Middle East.

With over three decades of banking 
experience, Ms Loutfy has a diverse 
background and has worked across the 
corporate, SME and retail sectors. She has 
extensive international experience gained 
in the US, Europe and emerging markets, 
with primary areas of expertise being Local 
Corporate and SME business management, 
in addition to Credit Risk and Capital 
management. As an ex-Citi banker, she gained 
valuable banking experience in Europe and the 
Middle East. 

During her time with Citibank, Ms Loutfy 
covered EMEA Commercial Bank across 
Europe, the Middle East and Africa handling a 
broad range of responsibilities.

Fatima Qasimi
CEO of Aseel Islamic Finance

Fatima Qasimi is another leading figure in IBF. 
Ms Qasimi joined Aseel Islamic Finance with 
almost 20 years of experience in consumer, 
corporate and Islamic banking. She joined the 
FGB group in 2008 as Head of Corporate 
Banking. 

In her position as CEO of Aseel, Ms Qasimi’s 
focus is on developing business models for 
the company to cater to the Islamic financing 
needs of UAE consumers and corporates, 
particularly SME and mid-market businesses.

Dr Shahinaz Hanem Rashad 
Abdellatif
Executive Director at Financial 
Services Institute - Egyptian Financial 
Supervisory Authority, Chairperson 
and CEO of Egyptian Leasing 
Association

Dr. Shahinaz is fast emerging as a leader in the 
upcoming Islamic financial sector in Egypt. 

Previously, she worked at an international 

leasing company – Incolease – as an Assistant 
Vice President and a General Manager for 
another leasing company – UELease – for 
almost 15 years. With the reinvigoration of 
IBF during the previous Egyptian regime, she 
emerged as an important spokesperson for 
IBF in the country.  

Rehab Lootah
Managing Director of Mawarid 
Consultancy 

Rehab Lootah is involved in various high-level 
initiatives in business and Islamic finance in 
the UAE. She climbed the leadership ladder 
gradually through strategically selected 
qualifications in Islamic finance. She became 
one of the most celebrated recipients of 
CIMA’s Islamic finance diploma in 2008, 
and strategically enhanced her career 
through a carefully designed media campaign 
highlighting her the first female globally 
successfully completing CIMA’s Islamic finance 
qualification.
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IRBA aims to recognise and celebrate outstanding 
achievements and contributions of individuals and institutions 
within Islamic retail banking and finance industry, globally and 
locally. Awards are selected from the nominations across 
the industry in more than 25 categories.

The inaugural Islamic Retail Banking Awards were 
held in the vibrant and cosmopolitan city of 
Dubai in November 2015, attended by more 
than 200 industry leaders from over 18 
countries worldwide. This prestigious 
award ceremony honored individuals 
and institutions who have 
demonstrated great 
commitment and made 
significant contribution to the 
development, growth and 
success of Islamic retail banking. 

2nd ISLAMIC RETAIL BANKING AWARDS

For further information, please email
irba@cambridge-ifa.com

NOMINATIONS FOR THE 
2016 AWARDS WILL

OPEN IN JUNE
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INTERVIEW

ISFIRE has global distribution and 
our readers come from all over the 
world; please tell us about Path 
Solutions and its leadership role in 
Islamic financial technology.

Mohammed Kateeb: Path Solutions is an 
innovative software company that develops 
comprehensive software solutions for the 
global finance industry, while we focus more 
specifically on the Islamic financial services 
industry. We are the undisputed leader in 
providing Sharia-compliant software solutions 
for this segment. Our company develops, sells, 
implements and supports these solutions and 
we have built long term relationships with 
our clients, the reason why we call them our 
partners. The company is founded in Kuwait 
in 1992, and since then we continue to expand 
our presence worldwide. Our R&D centers are 
located in Kuwait, Lebanon, India and Egypt, 
while our Professional Services and Global 
Support in addition to our Sales office are 
situated in over 12 countries

Path Solutions is a pioneering 
provider of Islamic financial 
technological solutions to 
Islamic banks and other financial 
institutions. Please share with 
us the details of your client base, 
its geographical spread, and the 
solutions and services provided by 
you.  

Mohammed Kateeb: We offer a wide range 
of solutions from core banking, to banking 
peripheral solutions, eChannels, Business 
Intelligence, Risk Management, investment 
and financing solutions, microfinance 
solutions, strategic information and many 
others. We address the needs of all kinds of 
Islamic financial institutions in types and sizes, 
from large banks, to investment banks and 
financing institutions, to small microfinance 
companies. We are not limited by a particular 
geography as we operate all around the world 
and wherever there is Islamic finance, you 
will find us. Path Solutions is present in many 
countries in the Middle East, Asia, Africa and 
Europe.

What makes Path Solutions stand 
out vis-a-vis its competitors? 

Mohammed Kateeb: We are a technology 
company that focuses on a specific business 
segment. From the technology point of 
view, we hire the best architects, database 
designers and software engineers who are 
specialized in the latest technologies to 
bring the best and latest advancements in 

technology to empower our clients and make 
them more competitive. Our company is also 
a business company that understands this 
segment extremely well. We hire business 
people who understand the financial industry 
and more specifically the Islamic finance 
segment. They help us make sure we introduce 
the right stuff into our products! Things that 
matter to our clients. We are the only software 
company that has designed its products from 
the ground up based on the Sharia guidelines, 
and this is a huge differentiator for us. In 
addition, you will find us in every conference, 
meeting or gathering addressing this segment. 
You will find us a member of the Accounting 
and Auditing Organization for Islamic Financial 
Institutions (AAOIFI), a member of the 
General Council of Islamic Banks and Financial 
Institutions (CIBAFI), and many others. We 
live and breathe the needs of this segment and 
we address the market requirements before 
our clients ask for them. Our clients are some 
of the most successful banks in this segment. 
We are proud to be associated with these 
organizations and proud to be serving them.

FinTech has started to drive the 
business of banks and financial 
institutions. How Path Solutions’ 
product offering reflects this change 
in the use of technology in business 

development?

Mohammed Kateeb: Yes, we are going 
through a revolution in the financial industry. 
We believe the next ten years will redefine 
completely this industry, and our job is to 
help our clients to adjust to the new realities 
by providing them with the technology to 
compete in a fast changing environment. 
Today’s customers require completely 
different services in nature and availability. 
They want to be 100% digital and use 
eChannels like internet banking and mobile 
banking and even social media to perform 
their transactions. They will not tolerate 
a service that is not available 24 hours a 
day, 7 days a week. They want to do their 
financial transactions anytime, anywhere, on 
any application and on any device. Our job 
is to provide our clients with cutting-edge 
technology to enable them to do just that. 
The only way banks will survive this disruptive 
storm, is by providing their customers with 
these available comprehensive services.    

The world is fast becoming 
orientated towards the use of social 
media. What role social media can 
play in creating awareness around 
Islamic economics, banking and 
finance?



Mohammed Kateeb: Social media has multiple roles to play in this revolution. 
The most obvious role is the educational part. For the last few years, social 
media has been playing a critical role in spreading the knowledge and increasing 
awareness about Islamic finance. We believe we are still in the infancy stages 
and thus, much can be done to use this medium more effectively to educate the 
client and the potential client about its benefits, its products and structure. We 
also believe that social media will ignite even faster growth in this segment.

In addition, sharing information, debating and providing feedback with no limits 
through social media will generate huge amount of information that “if processed 
correctly” can assist involved parties such as financial institutions, industry 
analysts, governments, service providers and others with critical information to 
make great decisions. Social media is a provider of “Big Data”, and the question is 
can we handle such amounts of data and how can we make use of it?  

Mobile banking and social media are being used to reach 
out to masses even in the remotest areas in the countryside. 
Does Path Solutions have plans to develop a new range 
of technological solutions to help its clients play a role in 
increasing financial inclusion with the help of mobile banking 
and the use of other technological means? 

Mohammed Kateeb: I believe any company that has not started in this 
already has missed the boat. Mobile technology is the most important 
technological advancement for financial inclusion. Many countries because 
of various economic, financial and political constrains have failed to build 
telecommunication infrastructures in the 80s and 90s that allow them to 
connect their citizens to the world. Many banks found it very expensive to open 
branches in villages and rural areas to provide banking services. The mobile 
revolution has provided them all a second chance. This alternative infrastructure 
is reasonably inexpensive and can reach areas where no copper or fiber could 
reach before! 

Path Solutions has realized this years ago and has built mobile solutions 
that allow banks to connect to this new segment. With mobility, you need to 
support the cloud, so we also made many of our services cloud-ready to be 
accessed through mobiles. We continue to invest heavily in eChannels and more 
specifically in mobility.

Would you disagree to the view held by many Muslims that 
Islamic banking and finance has failed to achieve its objectives 
in terms of poverty alleviation and contribution to economic 
development? What can be done to make Islamic banking and 
finance more sensitive to the needs of Muslim communities 
around the world? 

Mohammed Kateeb: I wouldn’t generalize with such a statement. I believe 
the only possible solution to alleviating poverty is financial inclusion through 
Islamic or ethical finance. In many countries we had successful initiatives related 
to things like Islamic microfinance where it demonstrated a great success, so 
we should do much more of these. In other countries we have Islamic banks 
acting the same as conventional banks and focusing on the higher segments of 
societies. This of course will not help financial inclusion and will lead to complete 
failure in achieving our objectives.  

I believe all Islamic financial institutions should move to the soul of Islamic 
finance and stop imitating conventional counterparts. Continuing these 
practices will lead to driving this industry to the irrelevance. It is a choice that 
all practitioners in our segment have to make. They need to play a strategic 
role in bringing solutions to issues like poverty alleviation and stop doing what 
conventional banking has always done! To matter or not to matter; to be or not 
to be, that is the question!
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What are your thoughts on the 
current developments in Islamic 
banking and finance, specifically 
with respect to technology? What 
challenges Islamic banking and 
finance faces in this respect, and 
what could be done to address these 
challenges?

Mohammed Kateeb: I believe we have 
reached a point where our technology 
solutions for Islamic finance have achieved an 
advanced level comparing to the technologies 
implemented in conventional banks, and in 
some areas we even delivered more advanced 
solutions because there are no limiting legacy 
systems to upgrade from.  

That being said, Islamic finance faces major 
challenges when it comes to technology; 
unlike the conventional finance segment, it is 
still young, evolving and lacking standards in 
many areas. This makes it more challenging 
to build technologies for this segment. The 
solutions have to be flexible, adaptable and 
extendable. In many countries, the bank Sharia 
board still dictates what can be done and what 
can’t be done and how to structure a financial 
product. The solutions need to allow for such 
variations and sometimes these variations 
are major. In addition, on the regulatory side, 
Islamic finance is heavily regulated and in many 
countries it is tighter than its conventional 
counterpart, so the systems provided need to 
be comprehensive to meet the requirements 
of these regulations.

The role of the banking regulators is 
very important in the development 
and promotion of Islamic banking. 
In your experience what has been 
the role of the central banks in 
promoting the use of technology 
in Islamic banking? How has Path 
Solutions assisted its clients in 
Sharia monitoring and supervision 
of Islamic financial products and 
transactions?

Mohammed Kateeb: This is a very good 
question. I believe in some countries such 
as Oman, the regulators have played and 
continue to play a key role in driving the right 
technologies into Islamic banks. For example, 
they have insisted for good reasons that the 
core banking system must be audited by a 
third party to ensure its compliance with the 
Sharia. This helped us tremendously as we 
own the only software in the world that was 
built from the ground up based on the Sharia 
principles, and as stated by regulatory bodies 

such as AAOIFI and IFSB, and can be easily 
audited to confirm its compliance. In the case 
of Islamic windows, at the request of central 
banks, some banks were instructed to have 
a complete separation of money for their 
Islamic windows which drove them to explore 
a specialized core banking system for window 
operations. In countries like Sudan where 
Islamic finance is the only mode of financing 
used, of course we dominate. 

On the other hand, in many countries where 
central banks didn’t pay enough attention 
to the technology used, many banks used 
spreadsheets and other in-house systems 
complimenting a conventional core banking 
system and that was good enough. However, 
many banks that selected a conventional 
core banking system to do Islamic finance 
activities have suffered tremendously 
and later contacted us to help them in the 
implementation of Sharia-compliant modules.    

Of course, one of the strengths of Path 
Solutions’ software system is the number 
of countries in which it is being used 
and we have built into our system all the 
regulation requirements of these countries. 
Islamic finance needs tremendous legal 
documentation and many more central bank 
reports than its counterpart, and all this is 
supported by Path Solutions’ software suite. 
In addition, we built powerful reporting tools 

that our clients can use to build their own 
reports, sophisticated Business Intelligence 
and Risk Management applications.    

What would be your message to 
the global Islamic financial services 
community, particularly the product 
development personnel? 

Mohammed Kateeb: I believe they need 
to dive into the true soul of Islamic finance 
and develop a deep understanding of it. 
All religions enjoin the same teachings and 
encourage ethical behavior in dealing with 
each other as humans, and this of course 
includes trade and other financial transactions. 
No wonder some call this segment ethical 
finance. They need to resist the urge to copy 
and imitate conventional finance. Conventional 
finance has let many societies down too many 
times and the last global financial crisis is a 
clear example, hence Islamic finance is the 
solution as it is asset-based and risk-sharing, 
so risks are minimized. With justice and 
ethics as its chief means, Islamic finance has 
the potential to not only restructure todays’ 
inconsistent banking trends, but also to 
eradicate poverty across the globe.

Path Solutions is considered as a 
hugely impressive success story 
emerging from the Middle East. 

INTERVIEW
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Discounting the size and scope 
differences, if you are asked to 
compare your success with the likes 
of Emirates Airlines, where would 
you place Path Solutions in the list of 
successful businesses in the Middle 
East?

Mohammed Kateeb: I am very proud of 
what we have achieved as Path Solutions 
for many reasons. It is a great success story 
for a regional software company because 
we were able to create comprehensive 
business solutions to run large banks. The 
bank business is mission-critical, and if you 
can develop software to run banks, you can 
develop software to do anything else. These 
banks are not limited to a certain geography 
or a region, but they are spread far and wide 
on every continent, and in major financial 
hubs such as London and Kuala Lumpur, and in 
countries with very challenging infrastructure 
deep into the African continent, and we were 
able to serve them all. We compete with major 
IT companies and when we compete we win 
many more times than we lose. We are the 
benchmark to many research companies 
when it comes to Islamic finance technology 
providers. We easily own more than 60% 
of this segment. Very few companies in the 
technology segment in our region were able 
to achieve that. So, discounting the size and 
the scope differences, I believe we proved 
that we are just as good, and our success is 
demonstrated by a significant market share 
and the high level of client satisfaction.

What are the future plans of Path 
Solutions? Where do you see the 
company in the next 5 years?  

Mohammed Kateeb: Our company will 
continue to focus on the Islamic finance 
segment. As I stated before, this segment just 
like the conventional finance segment is going 
through a revolution of disrupting factors 
that will change this industry forever. New 
types of institutions will be created such as 
online banks; some fintechs will compete with 
financial institutions through creating mobile 
banking; and some telcos will try to provide 
banking through their mobile networks; and 
some global technology and social media 
companies will attempt to play a major role 
in this space, such as Apple, Google and 
Facebook. Huge risks and major challenges 
but also amazing opportunities will present 
themselves in the near future.  

Path Solutions will continue to align itself 
with the different needs of its clients, and 
will continue to be a true technology partner 
to all, and of course the technology leader in 

this segment. We will increase the breadth of 
our solutions by providing more innovative 
modules in areas we don’t currently cover, 
and more solutions to new businesses and 
new business models. In addition, we will 
continue to focus on increasing the depth 
of our solutions and provide richer features 
for an efficient and more engaging customer 
experience. And we will be investing more into 
advancing our technology platform, the mobile 
technology and cloud support.

On a lighter note, where do you feel 
most comfortable and what makes 
you happy?  

Mohammed Kateeb: What makes me happy 
is not necessarily where I feel comfortable. 
Over the last 30 years, I have been passionate 
about information technology, media and 
telecommunication industries and of course 
Islamic finance. I worked with great companies 
like Microsoft where I learned software 
engineering and the software business. I 
ran content companies where I’ve created 
great media and I was an entrepreneur and 
built value-added service providers to the 
telecommunication industry. Every time I 
feel I am comfortable in business, I look very 
quickly for a new challenge. I am happy when 
I feel I am being productive and contributing. 
I get excited when I am with the team 
brainstorming unique solutions. I am happy 
when I visit a client who is happy with our 

solutions and services, and wants an even 
closer relationship with us. 

Please share with the readers a 
typical day of Mohammed Kateeb. 
How it starts and what are must on 
your to-do list on a daily basis?

Mohammed Kateeb: There is no such thing! 
I can give you a summary of how I spend my 
time, but each day is different with a different 
focus. I believe as the Group Chairman and 
CEO of Path Solutions, I take on the strategic 
responsibilities of the company, in addition to 
ensuring world-class operational execution. 
So, I have to distribute my time across a wide 
spectrum of activities. I spend time with our 
Product Engineering team discussing the 
solutions required for the short, medium and 
long terms. I spend time with our Professional 
Services and Global Support teams discussing 
current projects and client issues and 
concerns. I am the executive sponsor of many 
client projects, and I make sure we are taking 
extra care of some strategic accounts. So, I 
spend around 70% of my time on the above, in 
our four major offices. The last 30%, I spend 
it with our clients, either visiting them in their 
offices, or meeting with them in conferences, 
in which I am an active participant and 
a speaker. I travel from Sunday through 
Thursday every week. The weekend is spent 
with the family.
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ETHICS & COMPLIANCE 
Corporate Governance,

Corporate governance, ethics and compliance are three topics of huge importance on 
their own. This short article treats these topics separately first to discuss how they are 
interrelated. References are also made to Islamic banking.

Modern corporations, typically listed companies brought to the world a phenomenon of a 
“divorce” between ownership and control.  Although a divorce sounds rather unpleasant, 
in this context this separation is in fact a requirement for the smooth functioning of a 
complex organisation.  Companies go public in two ways, either government owned 
entities are privatised, and investors with surplus capital invest in the entity to become 
owners.  Or, an entrepreneur may take a company through various layers of investments, 
own sources, angel investors, venture capitalists, and private investments from other 
large companies, to an IPO.  
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In either case one or more entities may end up 
holding a large percentage of the shareholding.  
In the latter case, often the founding owner 
of the company may retain a dominant 
shareholding.  

Shareholders enjoy the right to cast a vote, 
one share and one vote, in nominating 
directors who subsequently hire a chief 
executive officer (CEO) to run the company.  
Companies, or individuals, that own a large 
share of the rights issue, can nominate a 
director on the board of directors (BOD), 
whose role is to protect the investments of 
the shareholders.  In various jurisdictions a 
shareholding of 5% may allow the right to 
nominate a director, in others the percentage 
may be higher or lower.  Thus, in this manner, 
shareholders, that are owners of a company, 
nominate members to a BOD.  

The BOD provides direction to a company, 
and hires a CEO that acts upon the direction 
provided by the BOD.  A conflict of interest 
may arise, where a director may make 
recommendations that are in the interest 
of those shareholders that nominated the 
particular director.  However, a director has 
a fiduciary duty to act in the interests of the 
company at large and not the shareholders 
that nominated him.         

Companies have executive directors (EDs) 
that play an active role in the functioning of 
a company, non-executive directors (NEDs) 
that make up part of BOD but do not have 
any ancillary role in the functioning of the 
company, and independent directors.  Of late, 
independent directors have been gaining 
importance, as they function more as the 
“moral voice” of a company.  Independent 
directors are nominated by the BOD (which 
is a bit of a contradiction), and they may 
be involved in the audit committee, the 
remuneration committee, and their job is to 
ensure that the company is following the rules 
of industry and the government – basically 
to ensure that the company is playing by the 
rules.  They report to the chairman of the 
BOD, who along with directors is answerable 
to shareholders.

In the case of financial intermediation, 
and especially banking, many critics have 
commented that depositors, being the 
major capital providers should also enjoy 
representation on the BOD.  This means 
that customers, especially those that place 
a considerable amount of funds with a bank 
should have the right to nominate someone on 
the BOD who can protect their interests and 
keep them informed of the bank’s operations 
and internal functioning.   

In the context of Islamic banking and finance, 

the new Islamic Financial Services Act 2014 
in Malaysia recommends appointment and 
nomination of an independent director to 
ensure segregation of mudaraba funds placed 
in an Islamic bank.   Another issue for Islamic 
banks is the role of Sharia committee.  Certain 
commentators feel that an Islamic bank’s 
Shari’a advisor should have the status of an 
independent director, thus allowing oversight 
of all functions of a bank beyond just product 
development. 

Modern corporate governance structures 
however have revealed a fundamental fault 
related with responsibility and accountability.   
Under pressure from shareholders to 
generate profits, directors may pass the 
pressure on to management to mis-sell 
products, not fully disclose losses, or engage 
in activities, which would not be in line with 
the culture of the company or even the law.  In 
such environments, it may well be difficult to 
place the blame on any individual in the case 
of wrongdoing.  Various scandals have hit 
the banking industry over the past few years 
since the sub prime mortgage crises.  The 
LIBOR rigging scandal haunted the career 
aspirations of Bob Diamond, the American 
CEO of Barclays. With all the court hearings, 
and legal investigations involved, one of the 
major problems was finding someone to pin 
the blame on.  According to Bob Diamond, 
the blame could have been shared even with 
the Bank of England right down to those 
individuals that misreported the rates at 
which they were borrowing money from the 
interbank market.

Silos are another management structure 
introduced to the banking industry, which 
divides up roles in such a manner that no one 
individual may have the complete visibility 
over a product, from how the product 

behaves on the balance sheet to how it is 
sold to customers. This structure is another 
mechanism that shields the bank from taking 
responsibility for any wrongdoing and allowing 
accountability to dilute within different 
departments of banks.

However, ultimately, the BOD is the thinking 
mind of the legal entity known as a company 
and bears the responsibility for the actions of 
the management.  This accountability is not 
limited to shareholders but regulators as well 

as customers and other stakeholders. 

We conclude this discussion by adding 
one final point: companies enjoy legal and 
economic existence.  Companies too become 
shareholders in other companies and nominate 
a director on the BOD of another entity.  In 
fact this allows shareholders to leverage their 
influence over other companies.  For instance, 
XYZ family has 51% shareholding in Company 
A and nominates 50% of the directors and 
thus have control over the management of the 
company.  Company A, buys 5% shareholding 
in Company B.  This allows, Company A to 
place a director in Company B.  XYZ family 
with 51% shareholding in Company A, now 
also enjoys some control over Company B. 

Different countries adopt various corporate 
governance structures, certain companies, 
have two boards, others rely on just one, but 
the main purpose of the board is to protect the 
interests of the company and its shareholders.

Ethics is a subject that is as distant from the 
world of financial services as the sun from 
the earth.    The Global Financial Crises 
(GFC) – which is now being called the Great 
American Recession – revealed the lack of 
ethics in the financial services industry in 
the world’s largest markets.  Whether it was 

I really don't know 
what's that fuss all 
about? I can't see 
any Shari'a risk 
faced by my bank

There is nothing 
inherently ethical 
about Islamic 
banking...

Is there anyone 
ultimately 
responsible for 
Shari'a compliance 
in my bank? As I 
am not sure I 
should ask the 
regulators...
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the fraudulent mortgage activities of real 
estate brokers, casual ratings offered by the 
ratings agencies to financial products backed 
by these mortgages, the deliberate oversight 
by regulators, the LIBOR rigging scandal 
which involved Barclays, or the many other 
scandals involving compliance fraud, and 
opening accounts of sanctioned individuals, 
financial institutions have revealed over the 
past 10 years a complete lack of integrity 
and credibility.  Banks, at one time, enjoyed 
the credibility of churches in the developed 
world; bankers were trusted.  Ratings agencies 
enjoyed the credibility of priests and investors 
trusted the products rolled out by financial 
institutions in the manner that crowds trusted 
a sermon.  What is amazing is that in the 
post-GFC world, the financial universe is 
still dominated by the same institutions that 
were part and parcel of the crises.  Banks like 
Citibank, Goldman Sachs, HSBC, Barclays, 
UBS, Merrill Lynch, and others that defrauded 
the public, still enjoy the credibility of the 
public. Citizen’s money that is channelled 
through forced savings plans, pension funds, is 
still being invested in the very same mortgage 
backed securities, which now have a new 
name, “bespoke tranche opportunity”. 

The financial system of the developed 
countries is so heavily leveraged that the key 
players know the markets cannot be called.  
For instance, gold futures contracts are being 
traded on the London Metal Exchange, in 
notional values, which far exceed the actual 
values of gold available for investment or 
other uses.  In this universe of paper assets, 
intelligent people realize that this allows 
them room to sell financial products that 
have opaque pay-outs, vague regulatory 
environments, and a chance to speculate in 
such a manner that the upside is rewarded 
with bonuses and the downside is rewarded by 
a bailout. In 2004 the financial markets were 
primed for ethics breaches.  Ethics violations 
occur in environments of severe information 
asymmetry. Products like MBS, CDOs, 
CDO^2 and ABS etc. created this information 
asymmetry not only because no one knew 
what quality of mortgages backed the bonds 
issued against them. No one even bothered to 
check.  If the ratings agencies said they were 

AAA grade, then they must be AAA.  Any one 
with an ounce of common sense would wonder 
again and again, how $11 trillion of mortgages 
could all have ratings between A and C.  It is as 
if everyone in the US was a doctor or a nurse 
with secure lifetime earnings.

However, what the financial crises exposed in 
the global financial system was a complete lack 
of ethics and a sense of responsibility not only 
exhibited by those who sold such products, 
those who rated them, regulated them and 
those who callously bought these products 
with their customers’ money.

The saddest thing however is that while key 
players in the Islamic finance space claimed 
to offer an alternative to the leveraged, debt 
based model offered by conventional finance, 
issuers of sukuk went running to the same 
investment banks involved in the scandals 
for running their books, finding investors for 
their somewhat opaque instruments, and 
to the very same companies to rate these 
issues.  Asset backed sukuk and asset based 
sukuk create an environment of uncertainty 
that definitely speaks loudly of information 
asymmetry, and lack of certainty when it 

comes to rights of investors in the event of 
default.

Nevertheless, a system of credit, which is what 
the modern financial system is based upon, 
demands and requires, above all, credibility.  
It seems that financial institutions that built 
up customer confidence over the years, took 
advantage of this trust to sell the same clients 
junk, in no polite terms.   Ethical finance seems 
like an oxymoron in todays day and age, 
and it seems that the emergence of FinTech 
companies may be the signs of people looking 
for alternatives to keeping money in the banks. 

Many industry observers have started 
proposing an ethics filter in the process of 
Shari’a screening, which is also lacking in 
sufficient moral fibre.  A company is like a 
citizen, and like a citizen can act ethically or 
unethically.  Companies may violate labour 
laws, hire underage labourers, violate rules 
of safety and security (especially mining 

companies), expose workers to unsafe working 
environments (Samsung asbestos scandal), 
and so on.  Although much of the internal 
information of the working of a company is 
unknown to investors, ethical investors should 
make extra efforts to know more about the 
companies they invest in. 

Nevertheless, an ethical fabric is required 
to keep any complex society to function.  
A lack of ethics in transactions enhances 
counterparty risk and performance risk, which 
cannot always be priced into a product.  Credit 
risk is based upon the willingness and ability 
of a counter party to pay.  Although the ability 
to pay back can be calibrated and the risks 
associated can be priced, but willingness to 
repay or perform cannot be priced accurately.

Financial institutions play an integral role in 
modern society, they can help organisations 
and individuals raise money and to hide it.  
Money earned through illegitimate means 
needs legitimate channels to hide its trace.  
As bankers often attend trainings in anti-
money laundering, anti-terrorism financing, 
due diligence workshops, rating of clients and 
the like. This subject may here be discussed 
from the perspective of industry practice and 
concerns.  

In an ethical world, most citizens would 
earn their wealth through legitimate means, 
pay the required taxes on earnings and 
so on.  In the real world this is not entirely 
the case.  Individuals and corporations 
attempt to conceal legitimate earnings from 
regulators to save on taxes, or earn money 
through illegitimate means, which needs to 
be “laundered” into the fabric of the financial 
system.  For instance, a drug peddler amasses 
a great fortune from illegal activity – cash that 
cannot be kept at home.  Often a drug dealer 
would have earnings incommensurate with the 
earnings linked to his or her levels of skill or 
existing legitimate commercial activity.  Were 
such an individual wish to open a bank account, 
a good officer while conducting due diligence 
would identify the gaps in the drug dealers 
expected balances and reported earnings.  The 
drug dealer would conceal his or her source of 
funds but would want to possibly utilize these 
funds through legitimate channels.  Layering 
is a technique adopted by such individuals 
where illegitimate earnings are shown instead 
as legitimate earnings of a cash intensive 
business such as a restaurant or retail outlet.  
In this manner illegal funds find their way into 
the legal world.  It is a bank’s role to curb such 
behaviour and act as a deterrent to corrupt 
practices.  Sadly, banks have not played such a 
role and as recent scandals have shown have 
facilitated the process of helping high net 
worth individuals conceal their wealth from 

  Banks, at one time, enjoyed the credibility of 
churches in the developed world; bankers were trusted.  
Ratings agencies enjoyed the credibility of priests and 
investors trusted the products rolled out by financial 
institutions in the manner that crowds trusted a sermon.  
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the government and thus caused severe social 
cost to societies. 

In other instances, individuals with limited 
earnings, but in roles of immense influence in 
governments have also used banks to place 
moneys earned from kick backs, bribes, and so 
on. Often politicians are classified as politically 
exposed persons and thus rated high risk 
when establishing bank accounts for instance.  
Bank due diligence forms require clients to 
reveal not just their wealth but their source of 
wealth and their specific financial behaviour 
as well.  Thus, if a high school teacher with no 
other documented source of wealth opens 
a bank account with say a $1,000,000, red 
flags should pop up.  Or, if a restaurant with 
monthly deposits of just $20,000 begins 
to deposit $45,000 in cash and alters their 
financial behaviour, a relationship manager 
would and should be concerned. 

In most cases, clients fill out diligence forms 
that actually enter how many deposits and 
withdrawals they intend to make in their 
accounts every month.  The source of funds 
for these accounts had to be disclosed as the 
purpose of utilizing those funds along with (at 
times) a description of whom the funds are 
received from and whom they are paid to. A 
conscientious bank would monitor the flow of 
funds from its branches for instance.

Once a customer’s financial profile is fed 
into a banks software, any deviation from 
expected financial behaviour is picked up by 
the system and transactions that break from 
the norm pop up on the screens of the bank’s 
compliance officers.  Compliance officers 
then in turn seek documented explanations 
from the relationship managers for the 
behaviour.  Often an account relationship 
manager would have to then speak to a client 
to seek justification and at times documentary 
evidence to support any suspicious 
transaction.  

Compliance from this perspective thus helps 
curb channelling ill-gotten money into the 
banking system.  Know your customer (KYC) 
and due diligence are important components 
of compliance roles.

Shari’a compliance is another issue altogether.  
Critics of Shari’a compliant financial products 
feel that these products are Shari’a compliant 
in form only and not in substance.  This 
criticism is valid but needs to be taken with a 
pinch of salt.  Islamic banking was engineered 
with the purpose of replicating conventional 
financial products albeit without the element 
of interest based lending.  Liability products 
based upon wadi’a (safekeeping) and wakala 
(agency), certainly fulfil the criteria of Shari’a 
compliant products.  The concept of mudaraba 
has not been fully embraced by customers as a 
pass through liability product.  Products based 
upon commodity murabaha certainly do not 

reflect any consistency in substance or form 
but are accepted in certain jurisdictions.  Asset 
based products based on ujr, ijara, murabaha 
and diminishing musharaka incorporate within 
them the same debt based approach found 
in conventional banks but do not breach 
any Islamic principles.  Products based upon 
wakala, such as letters of credit, and kafala and 
letters of guarantee, whereas export financing 
which are based upon bai’ al-dayn are still 
controversial.  

Shari’a audit teams are busy ensuring that 
financial products are designed, sold and 
processed in a manner that adheres to the law.  
However, they are more focused upon form 
rather than substance.  

CONCLUSION
Corporate governance, ethics and compliance 
are interrelated concepts.  For a company to 
exist as a moral and conscientious corporate 
it is essential that they be managed with 
responsibility, with ethical business practices 

and in compliance with the rules and 
regulations of the industry.  However, business 
managers with a short-term approach feel that 
these very same principles are deterrents to 
short term profits.  Certainly the behaviour of 
certain financial institutions over the past 10 
years reveals a lack of regard for guidelines 
laid out by rules of corporate governance, 
ethics and compliance.   It is also evident that 
a breach of these guidelines creates private 
benefit at social cost and thus breaches need 
to be adequately addressed.   Corporate 
profits cannot come at the expense of mis-
selling products, violating industry rules, 
exploitation of natural resources, lack of 
concern for the environment, lack of concern 
for labour laws and so on.  Thus, a moral 
sense, developed by a core body of ethics is 
necessary to keep companies in line.    These 
ethics may well be developed by a worldview 
offered by a religion, be it Islam, Christianity 
or any other faith, or by a secular set of laws 
defined to create social systems that benefit 
humankind as a whole.  

Modern corporations enjoy financial 
power, political influence, influence over 
natural resources of nations in a manner 
unprecedented in human history.  Many 
have balance sheets larger than the GDP of 
countries they do business in, employ workers 
in, and buy resources from.  This creates 
ample opportunities for moral hazard.  A coal 
company buying coal from a small nation like 
Mongolia for instance can exert considerable 
influence over the state in defining the terms 
and conditions at which the resources can be 
extracted for instance.  Large corporations 
are able to fund lobbies to sway legislation 
in their favour in their home countries and 
the countries they operate in and a kind of a 
supra regulatory body is required to monitor 
and regulate the behaviour of these large 
corporations. 

Islamic banks are being criticised for not 
offering a distinctly different economic 
value than their conventional counterparts. 
Apart from differences in terms of Shari’a 
compliance, Islamic banks continue to follow 
market practices and regulatory restrictions 
with respect to corporate governance, ethics 
and compliance. The fast emerging landscape 
of financial services offers an opportunity 
to Islamic banks and financial institutions to 
develop a more comprehensive corporate 
governance regime, set of ethical values 
and compliance standards. The multi-million 
question – Is the industry ready to embark 
upon it? – remains unanswered, at least to 
date. 

  The saddest thing is that while key players in the 
Islamic finance space claimed to offer an alternative to 
the leveraged, debt based model offered by conventional 
finance, issuers of sukuk went running to the same 
investment banks involved in the scandals for running 
their books, finding investors for their somewhat opaque 
instruments, and to the very same companies to rate these 
issues.
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It’s been almost 10 years since the financial crisis crashed global capital markets and after all the difficult times that followed, 
investors have reached a precious conclusion: the key to any successful investment is sustainability. We cannot mention 
sustainability without turning our heads towards the concepts of socially responsible investments (SRI) or environmental, social 
and governance (ESG). The philosophy behind these two approaches is to increase wealth while preserving the environment 
and social welfare by considering the ESG factors in portfolio selection and management. According to a 2014 Global Sustainable 
Investment Review report, ESG investments have surpassed $21 trillion globally in 2015, with North America and Europe being 
the biggest markets for such strategies. 

On the other side of the world, Islamic finance has been gaining momentum since 2008, hitting the $2 trillion bracket in 2015, 
according to the IMF. In recent years, Islamic finance has been fueled by the large savings accumulated by many oil exporting 
countries that seek to invest in Shari’a-compliant investments, in addition to the huge activity of South East Asia with its large 
Muslim population.

In terms of Islamic finance potential, it has been witnessed that in the last years some European jurisdictions started adopting 
Shari’a-compliant instruments in financing governmental projects. For instance, in 2014, the UK financed governmental projects 
attracting £2 billion from global investors seeking Shari’a-compliant investments. Also, Luxembourg played a major role during 
the last years to become Europe’s Islamic finance hub, hosting a large number of Shari’a-compliant investment funds in an 
attempt to attract gulf investors. 

As conventional finance has always capitalized only on returns, both SRI/ESG and Islamic finance have added the ethical view 
as an integral part of the investment cycle. Researchers have found that SRI and Islamic finance share lots of commonalties in 
terms of social welfare, as reflected in Zakat, community development programs and negative screening strategy for harmful 
sectors/companies. Both Islamic finance and ESG/SRI emphasize the need to care for the environment and forms of life on earth 
while ensuring the proper usage of natural resources. Furthermore, both concepts extend beyond being a part of the financial 
system, and are part of a total value based social system that is driven by principle of public interest.

It seems practical to join forces to exploit the obvious synergies between both, given the global urge to achieve a more sustainable, 
cleaner and resilient world ecosystem by offering investors innovative financing opportunities that support green projects. 
According to official studies, the world population is expected to reach 9 billion by 2050. Such a population will create an 
exceptional rise in demand for water, energy, transportation and other infrastructure upgrades. In this context, Islamic finance 
has enormous opportunities to develop Shari’a-compliant green financing facilities to meet the liquidity needs of this sector. 

Regulators have a tremendous role in promoting Islamic finance/SRI and in cultivating the suitable environment for growing such 
investment approaches. Malaysia leads the global front, with an initiative to promote green financing through major financial 
channels that include banking, equity and fixed income markets.  More importantly, Malaysia introduced SRI sukuk guidelines in 
2014 through the Malaysian Securities Commission to be used in issuing sukuks to fund sustainable and responsible investment 
projects. Such an approach would effectively attract issuers to raise green funds, while attracting investors from the West that are 
familiar with SRI concepts. 

In 2016, Islamic finance will experience huge challenges in light of the oil crisis and global economic distress. Still, such 
conditions should urge governments to introduce new reforms that can eventually help the industry.

ISLAMIC FINANCE AND ESG:
AN EVENTUAL EMERGENCE FOR ECONOMIC WELFARE
Ahmed Siam - Finance Professional
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What was your earliest ambition?

Kashif Naeem: Coming from Pakistan, like 
every child, to be a cricketer or to fly fighter 
jets but here I am, proud to be an Islamic 
banker!

What do you enjoy the most?  

Kashif Naeem: Freedom to create and 
implement at work. That is exactly what 
we did in Sudan. I was originally hired by 
Dubai Islamic Bank and seconded to Bank of 
Khartoum. When we came to Sudan, there 
was no retail segment in the bank and in fact 
in the whole country. We were given the 
mandate by stakeholders to launch first of 
its true and 100% Shari’a compliant retail 
banking in Sudan. We created and launched 
all asset and liability products, which could 
be available in any modern retail focused 
bank internationally.  We are known to be the 
market leader in Sudan as the biggest and 
largest bank, offering full suite of products and 
services. We continue to evolve and continue 
to launch innovative products & services. 

On a personal front, visiting art galleries 
around the globe is a hobby I enjoy the most. I 
am a fairly ardent art collector. Mostly buy my 
paintings from Pakistan as I know the artists 
and their work.

Why are you into Islamic banking 
and finance? 

Kashif Naeem: I worked for many 
conventional banks like Citi Bank (Pakistan 
& UAE), Société Générale Bank, Union Bank 
etc. but made a cautious and sensible move 
towards Islamic banking as I believe this is 
the way forward. Islamic finance is spreading 
fast not only in the Muslim countries but also 
in the non-Muslim countries. Britain remains 
Europe’s main Islamic finance hub, with five 
fully-fledged Islamic banks, and 20 banks that 

offer Islamic banking services. The demand 
for Islamic banking is now increasing across 
the rest of Europe, due to the growing Muslim 
population on the continent. According to 
the US-based Gatestone Institute, Islamic 
banking is growing faster in Britain, France and 
Germany than in many Islamic countries in the 
Middle East and Asia. The sector is growing 
too among non-Muslims. Al Rayan Bank UK 
reported a 55% increase in applications for its 
savings accounts by non-Muslims last year.

With over 1 billion of population in Africa, 53% 
of the population consists of Muslims.  Africa is 
the largest continent with Muslim populations 
and largely unbanked. I see huge potential of 
Islamic banking in Africa and we as Bank of 
Khartoum (BOK) are determined to play our 
role and spread Islamic Banking & Finance in 
Africa. We are trying to position Sudan as the 
main Islamic finance hub for Africa. We have 
a unique claim that no other country in Africa 
can claim. Sudan is the only country in Africa 
which is offering 100% Islamic banking! We 
(BOK) are exploring different markets within 
Africa and neighboring countries and recently 
opened our first international branch in 
Bahrain as BOK International.

What do you do in your spare time?

Kashif Naeem: Reading, Into Tech and 
gadgets. Play sports like football and golf.

Which movie is your all time 
favourite? [if you watch movies]

Kashif Naeem: Not really a movie buff but 
recently watched “The Intern” and that 
movie can teach you few things about life. 
Experience never gets old!

Who has been your greatest 
mentor?

Kashif Naeem: Experience! What experience 

teaches you, no one can. Talking about a 
specific individual? Few over the years. On-
going learning from the current CEO to certain 
people I have worked in the past. Have been 
lucky to work  with some great individuals with 
smartest of mind and kindest of heart.

Where are you the happiest?

Kashif Naeem: When I am with my family and 
also in a circle of close friends.

If your 15 years old sees you today 
what would he say?

Kashif Naeem: Will be totally impressed 
with my achievements in my professional 
and personal life. We always try to show 
how successful we are professionally but 
never admit the impact of personal life in our 
professional life. I have been very blessed in 
my personal life, both parents are still alive, 
have very loving, caring and understanding 
wife and blessed with 2 most beautiful 
daughters.

In a few sentences describe your 65 
years old.

Kashif Naeem: Retired, doing some 
consultancy work to keep myself busy, 
travelling the globe with family, playing golf 
and just being happy to be alive!

Any disappointment in life?

Kashif Naeem: Few but none strong enough 
to derail me professionally and personally.

EVP & Group Head - Retail, SME & Microfinance at Bank of Khartoum

KASHIF NAEEM
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SOCIAL ENTERPRISE
Developing a Profitable

A Colloquy with Umar Munshi,
Founder of EthisCrowd.com
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You have been involved in raising 
capital through crowdfunding and 
have indeed started a few ventures 
in the social sector. Please share 
with our readers your idea of doing 
business, its objectives and goals.

Umar Munshi: I am a social entrepreneur. 
I believe that as long as I am blessed with 
the ability to develop and grow a business, I 
must ensure that it brings benefit to society 
and the ummah. Benefit can be as simple as, 
for example, a restaurant providing quality 
and healthy food, as opposed to tasty but 
unhealthy food.

Entrepreneurs solve problems and address 
market gaps. There is a great abundance of 
problems in less developed societies. Social 
entrepreneurs find sustainable solutions. 
For example, we focus a lot on crowdfunding 
of the development of affordable housing. 
Although margins are lower, we realise that 
the demand is unending. Thus we save on 
marketing costs and focus on volume. These 
projects we crowdfund are typically already 
sold out before we start crowdfunding!

Given the rapid changes in 
FinTech, do you think that days of 
traditional banking are numbered? 
What can IBF learn from this new 
phenomenon?  

Umar Munshi: My prediction is that the 
banks will evolve and there will emerge many 
new forms and hybrids of banks and fintech 
platforms. In the process, some of the less 
adaptable banks may dropout or consolidate 
with those successful at riding the digital 
banking wave.

FinTech is as much a form of competition 
as it is an opportunity for traditional banks. 
Now they are mammoth and huge, but when 
more and more people start to form financial 
ecosystems online and bypass the bank, 
the time will come when the banks have to 
be competitive and adjust to this change in 
market behaviour. I expect this shift to happen 
quite suddenly.

Islamic banks and its potential relationship 
with FinTech is very interesting. In theory, 
community-centric models such as 
crowdfunding provide an unprecedented 
opportunity to develop truly Islamic 
ecosystems without the shackles of the global 
financial industry and away from the capitalist 
mindset. Now is a rare chance for Islamic 
banks to reach other sectors and segments 
of the Muslim world via FinTech startups and 
initiatives.

In Indonesia, Ethis basically provides bridging 
finance or risk capital to projects. We work 
with local Islamic banks that then take over 
these projects at a more mature stage. We 
thus bring banks and projects together.

You seem to have a lot of faith in 
Indonesia. Any particular reasons? 

Umar Munshi: Many reasons. Indonesia has 
the world’s largest Muslim population and is 
one of the best-performing economies in Asia. 
It has a young and growing population and 
has enjoyed a prolonged period of political 
stability. It is ranked the top 3 real estate 
markets in Asia-pacific in numerous surveys 
and papers. 

Yet it remains a difficult market for foreigners 
to enter on their own because of cultural and 
business peculiarities. 

I had the opportunity to live and do business 
in Indonesia for a good 7 years. Early on, 
EthisCrowd.com decided to setup an 
associated company in Indonesia with the 
full range of real estate development and 
construction licenses. This gives us much 
greater ability to maneuver and secure 
projects in Indonesia. 

Furthermore, there is a shortage of 15 
million houses, and this grows every year. The 
government is also highly supportive of efforts 
to build affordable housing, and assists with 
quicker approval of licenses and permits. 

Working with the under-privileged 
has its own challenges, especially 
when you aim to make a living out 
of it. What is your experience of 
working with the poor in Indonesia?

Umar Munshi: We do not work directly 
with the end home-owners, although we 
have on occasion met up with the villagers to 
understand their situation better. For now 
we focus on providing houses to low-income 
labourers and workers who have stable 
employment. 

Of course we try to mitigate risks as much 
as possible. Our recent projects managed to 
bring together the employers, the workers’ 
unions as well as the Islamic bank such that all 
parties work together to ensure smooth and 
pre-arranged payments for the buyers.

How is Indonesia different from 
other countries in the OIC block? Do 
you think Indonesia can become an 
agent of change in the global Islamic 
financial services industry?
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Umar Munshi: Indonesia has the world’s 3rd 
largest unbanked population, and the largest 
unbanked Muslim population in the world. This 
alone is a an immense opportunity for new 
services and models to test, adjust and thrive. 
Expertise and leadership may need to come 
from abroad to instigate change. There is a lot 
of talent in Indonesia, but a lack of visionary 
and sincere leadership necessary to move the 
masses.

Following the closure of the Islamic 
Bank of Asia in Singapore, many 
observers believe that there is no 
scope for Islamic retail banking in 
the country. Do you agree?

Umar Munshi: The Islamic Bank of Asia 
closure made headlines but had almost no 
impact on the retail market as it was meant to 
serve high networth individuals anyway. 

Still, I agree that the market is too small for 
banks, because banks have an expectation 
of scale and profit that is not possible in 
Singapore. There is definitely a market and a 
demand for Islamic finance products at the 
retail level - just not significant enough for the 
banks. The issue is not the market, but the 
objectives of the banks.

In your opinion, why IBF has yet to 
make a mark on the social sector. 
Is IBF only for the rich and who can 
afford to pay?

Umar Munshi: I’ve been immersed in the 
Islamic banking world for 4 years now. As 
much as I applaud the efforts and support the 

activities of certain individuals and institutions, 
my humble opinion is that the industry has 
failed to achieve the objective of improving the 
ummah. I view it as being top-heavy with little 
concern for the rest of us. Islamic banks are 
still corporations in search of profit - as fast as 
possible, with as little risk as possible.

Certain subsets of conventional finance have 
found sweet spots in development financing 
or microfinance, where for example the 
repayment rates are higher than in developed 
countries. However, Islamic banks still seem to 
be overly-cautious and social considerations 
seem to bear little weight.

Can you please tell us what does a 
typical day of Umar Munshi entail. 

Umar Munshi: I prefer to start work early, 
sometimes immediately after fajr. For half 
a day I will usually be on my computer, with 
frequent breaks. Quite often I stay home to 
work. Afternoons are usually for meetings and 
networking outside - I enjoy meeting people. 
I then continue working and usually stop 
after isha prayer to spend time with friends 
or family. I enjoy my work and don’t need off 
days. Every few months I’ll go for a short break 
or holiday to one of the many beautiful Islands 
in Southeast Asia.

Where would you like to see your 
business in the next 5 years?

Umar Munshi: 5 years is too long a period 
for startups and tech companies – it’s overly 
speculative to project so far. My vision is to 
have a presence in most major cities in Asia-
Pacific where there is a Muslim population 
by the end of 2017, inshaAllah. I want my 
business to grow and spread quickly and lead 
the Islamic crowdfunding revolution.

Any message you would like to give 
to young entrepreneurs?

Umar Munshi: Today you have an opportunity 
to create which our forefathers never had 
before. Technology has broken down the 
barriers to business. Speed has now replaced 
experience and capital as the differentiator 
and key to success. I encourage Muslims to 
start something tailored for and targeted 
towards Muslims, based on our own principles. 
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Islamic financial institutions’ (IFIs) core attributes are not limited to merely ensuring that 
actions of the management are kept in line with the interests of shareholders and other 
stakeholders, but also to fulfil religious values and Shari’a requirements based on the Quran and 
sunna.  Shari’a Supervisory Boards (SSBs) play critical role to ensure that all business activities 
are in line with the Shari’a principles. This is in addition to the shareholders who play their 
statutory role as active participants in the process of decision-making and control. The other 
stakeholders including the community should also take part in providing feedback to protect 
business and social interests and to stimulate social wellbeing. All of these processes are 
integral parts of evolving Islamic corporate governance regime that aims at harmonising private 
and social goals of business organisations while upholding the principle of distributive justice 
(Choudury and Hoque, 2004). This article explains the relevance of Three Lines of Defence 
approach in the context of IFIs.

Looking at the broader perspective and objective of corporate governance in IFIs, the 
conventional governance standards can therefore be paired with Shari’a requirements to 
create a suitable corporate governance structure. Shari’a compliance assurance adds another 
dimension to corporate governance in IFIs. Therefore, to add Shari’a compliance assurance as 
an essential requirement of corporate governance in IFIs, the role and function of SSB must be 
assigned adequate importance. 

THREE LINES OF DEFENCE 
IN ISLAMIC FINANCIAL 
INSTITUTIONS
In January 2013, the Institute of Internal 
Auditor (IIA) proposed a position paper on 
the Three Lines of Defence model, which 
provides a simple and effective way to help 
organizations delegate and coordinate 
essential control system, risk management, 
and independent assurance duties with 
a systematic approach. This will enhance 
communications on risk management, control, 
and audit as an independent assurance 
process by clarifying essential roles and duties. 
It provides a comprehensive consideration 
at operations, helping to assure the on-going 
success of control and risk management 
initiatives supported by audit function, which 
is appropriate for any organization regardless 
of size or complexity. Even in organizations 
where a formal risk management framework 
or system does not exist, the Three Lines of 
Defence model can enhance clarity regarding 
risks and controls and help improve the 
effectiveness of risk management systems 
(IIA, 2013).

Committee of Sponsoring Organisations 

(COSO) has developed a model of internal 
control. It emphasises on the need for good 
corporate governance in organisations, and 
recommends that effective control systems 
should contain the elements of control 
environment, which includes the company’s 
strategy for dealing with risk, culture, code 
of conduct, human resource policies and 
performance reward systems. This should 
eventually support the business objectives. It 
also needs to perform an assessment of risk 
and provide control to achieve company’s 
objectives. 

The control activities should reflect 
the practice of segregation of duties, 
authorisation, and reconciliations. Moreover, 
communication and information are deemed 
important to ensure that all levels of 
management in the organisation are aware 
of any progress against objectives in a timely 
manner, in the form of relevant and reliable 
reports. After all, monitoring and corrective 
action processes should be embedded in the 
organisational systems to ensure effective 
application of policies and other control 
mechanisms (Norton & Hughes, 2009).  

Based on the IIA paper on the Three 
Lines of Defence, and COSO framework 
of internal control, it is obvious that 

control, risk management assessment and 
monitoring are now seen as fundamental to 
an effective control system. The integrated 
three important aspects will increase 
the effectiveness of achieving objectives 
by ensuring that the significant risks are 
addressed, costs are reduced by ensuring that 
necessary control is in place, and continually 
monitored through audit as an independent 
assurance function. In the case of IFIs, the 
Three Lines of Defence would be much more 
complex than in any other organization. 
Islamic principles or Shari’a and ethical culture 
attached to the concept of Islamic banking 
and finance provide an underlying principle 
to shape the system of defence of IFIs. It also 
needs to be integrated to their operational 
and control system in order to achieve the 
business, ethical, and social objectives, which 
govern their operations. 

Therefore, ideally corporate governance 
in IFIs, in general, and in Islamic banks, 
in particular, has a unique internalized 
stakeholders’ value combined with Shari’a 
compliance principles (Grais and Pellegrini, 
2006). It should provide participation for all 
stakeholders, including investment account 
holders (IAHs), with a strong fiduciary duty 
to other stakeholders and SSB, to achieve 
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their objective of complying with the Shari’a 
principles and provide excellent service to the 
community as a whole. 

In order to protect the original values linked 
to IFIs, and at the same time maintain its 
sustainability, this concept of Three Lines of 
Defence is illustrated in the Figure 1. The 
above-mentioned framework provides a basis 
of understanding how an IFI maintains its 
sustainability, while instilling and integrating 
Shari’a aspects in its operations. In the first 
line of defence, business unit and operational 
managers are the risk owners, responsible 
for managing risks, implementing corrective 
actions to address process and control 
deficiencies.

They are responsible for maintaining effective 
internal and Shari’a compliance controls, and 
for executing risk and control procedures on 
a day-to-day basis. Both general and Shari’a 
compliance aspects in the operations need to 
be identified. They should assess, control, and 
mitigate risks, guiding the development and 
implementation of internal Shari’a compliance 
policies and procedures, and ensuring that 
activities are consistent with the goals and 
objectives. 

The second line of defence is the enterprise 
risk management function that provides 
independent oversight of the risk management 
activities of the first line of defence. Combined 
with the compliance functions, various risk 
management functions build and monitor 
the first line of defence controls. The 
specific functions will vary by organization 
and industry, but typical function of risk 
management is important to facilitate and 
monitor the implementation of effective 
risk management practices by operational 
management as the risk owners in defining the 
target risk exposure and reporting adequate 
risk related information throughout the 
organization (IIA, 2013).

In IFIs, it is necessary to have important 
functions to monitor day-to-day Shari’a 
compliance and the possibility of Shari’a 
non-compliance risk occurrence. The Shari’a 
compliance review is required to provide 
direction and guidance in implementing Shari’a 
pronouncements disseminated by SSB. It 
is deemed important to mitigate a unique 
risk within their operations, a risk where 
their customers will withdraw their fund, if 
they perceive there is any aspects of non-

compliance to the underlying principles. 

The governance structures of Islamic 
financial institutions are distinguished from 
conventional governance structures by the 
addition of SSB. Its role is as an in-house 
religious advisor with responsibility to ensure 
that the institution’s business practices and 
products conform to Islamic law, and to 
minimise the institution’s exposure to fiduciary 
and reputational risks related to Islamic 
standards of compliance. Thus, the third line 
of defence entails independent assurance in 
the key controls to add value and enhance 
effectiveness of the company’s operations, 
including the Shari’a compliance aspect. 

This independent and objective assurance in 
Islamic financial institutions usually covers a 
broad range of objectives, including efficiency 
and effectiveness of operations; safeguarding 
of assets; reliability and integrity of reporting 
processes; and compliance with Islamic laws 
and other rules and regulations in all policies, 
procedures, and contracts. It also covers 
all elements of the risk management and 
internal control framework, which includes: 
internal control environment; all elements 

Control Embedded in 
Operational 
Management

Audit - Independent
Assurance 
Mechanism

Enterprise Risk
Management

1st Line
of Defence

3rd Line
of Defence

2nd Line
of Defence

Control of Shari’a 
compliance
Internal control 
system

Internal Audit

Shari’a Audit

Board Audit 
Committee

Underlying
Principles

ISLAMIC PRINCIPLES 
(SHARI’A)

AND ETHICAL
CULTURE

SENIOR MANAGMENT

REGULATOR
GUIDELINES & 

STANDARDSShari’a Supervisory
Board

Shari’a Risk
Management

EXTERNAL
AUDIT

EXTERNAL
SHARI’A
AUDIT

FIGURE 1: MODIFIED THREE LINES OF DEFENCE IN IFIS
(BASED ON COSO FRAMEWORK AND IIA POSITION PAPER 2013)
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of an organization’s risk management 
framework including risk identification, risk 
assessment, and response, information and 
communication; and monitoring.

It should also examine the business processes 
of overall entity and its divisions, subsidiaries, 
operating units, and functions including 
marketing, operations, support functions 
as of accounting, human resources, asset 
management, and information technology.  
To fulfil the third defence line, both internal 
and external audit and Shari’a audit should be 
performed to challenge the level of assurances 
provided by business unit and oversight 
functions, both in operational and Shari’a 
compliance perspectives. The reporting of 
risk will be forwarded to the enterprise risk 
management function for review. 

The information of Shari’a non-compliance 
risk is then collated with other risk reports, 
assessed and reported, both independent 
upward risk committee who are responsible 
in representing stakeholders in respect to 
risk issues. The internal audit findings should 
be reported to the audit committee who has 
the responsibility to maintain oversight and 
monitor the effectiveness of internal control, 
risk management processes and internal audit 
activities. On the same level, Shari’a audit 
findings are reported to the SSB that has a role 
of monitor, and renders opinions based on the 

effectiveness of Shari’a compliance control 
system, Shari’a non-compliance risk processes, 
and Shari’a audit activities.

Furthermore, with full support of senior 
management, the role of external auditor 
and external Shari’a auditor within related 
regulatory environment will complete the 
third line of defence by providing independent 
assurance on both business operations and 
Shari’a oversights. Even though the practice 
of external Shari’a audit is still at discourse 
level, Sultanate of Oman through its central 
bank has produced a very strict and robust 
framework from a Shari’a compliance 
perspective. It requires all Islamic banks 
operating in its jurisdiction to perform an 
external Shari’a review after 3 years of 
operation to ensure its compliance to Islamic 
principles. It also obliges Islamic banks to hire 
an independent body to perform external 
Shari’a audit.

SHARI’A GOVERNANCE: TO WHOM 
AND FOR WHAT IT IS DESIGNED?
Shari’a compliance principles provide a set of 
rights and obligations, which enable Islamic 
banks to gain credibility and integrity as an 
ethical and faith-based financial services 
provider. Indeed, after nearly 45 years since 
the first initiative, originally providing halal 

financial alternatives and profitable ethical 
investment instruments, it was developed 
to promote partnership-based financing and 
community empowerment. Based on Islamic 
law as its underpinning principles, IFIs should 
offer an asset-backed financing system based 
on interest free contract. In the contractual 
perspective, investment account holders 
(IAHs) share profits and losses proportionately 
based on a predetermined rate of return.  

Therefore, corporate governance in IFIs has 
a unique internalized stakeholders’ value 
combined with Shari’a compliance principles 
(Grais and Pellegrini, 2006). It should provide 
participation rights for all stakeholders 
including IAHs, with a strong fiduciary duty 
to both stakeholders and SSB, to achieve 
their objective of complying with Shari’a 
principles and provide excellent service to 
the community as a whole. Eventually, an 
interesting question arises. Where does the 
partnership value go? Do they follow the sense 
of community service? Or the logic of business 
profit drives them in a different direction? 

This industry is facing a challenge of 
internalizing stakeholders value into their 
decision making process. However, it is 
appealing to explore the logic of normativity 
produced by rules and regulations. To what 
extent and what perspective the governance 
standards and guidelines try to provide 

Regulators Definition of Islamic bank’s objective 
Accounting, and Audit-
ing Organization for 
Islamic Financial Institu-
tions (AAOIFI)

The objective of Islamic bank is omitted in the current version of accounting standard. In the previous version it is defined 
as: “Islamic banks are founded on the principle of sharing profit and losses consistent with the Islamic concept of “profit 
is for that who bears risk”. Islamic banks reject interest as a cost for the use of money and loans as investment vehicles.” 

In the new conceptual framework AAOIFI added “...the entities they are associated with comply, in form and in substance, 
with the principles and rules of the Islamic Shari’a in their financial and other dealings”.

Bank Indonesia (BI) “A commercial bank that operates under Shari’a principles”, this term is used by Bank Indonesia in its Banking Act. A com-
mon international term for Shari’a bank is Islamic bank. “Shari’a banking in Indonesia is a realization of the needs of the 
public seeking an alternative banking system that is both capable of delivering sound banking/financial services and com-
pliant with Shari’a rules.” (Blueprint of Indonesia Islamic Banking Development, and IB Act 2008)

Bank Negara Malaysia 
(BNM)

Islamic banking business means banking business whose aims and operations do not involve any element which is not 
approved by the Religion of Islam (Islamic banking Act 1983).

Comprehensive compliance with Shari’a principles would bring confidence to the general public and the financial markets 
on the credibility of Islamic finance operation (Shari’a Governance Framework – BNM).

“An institution shall at all times ensure that its aims and operation, business affairs and activities are in compliance with 
Shari’a” (Islamic Financial Services Act 2013).

Central Bank of Bahrain 
(CBB)

Islamic bank licensees and approved persons must observe high standards of integrity and fair dealing.  They must be 
honest and straightforward in their dealings with customers, and provide full disclosure of all relevant information to cus-
tomers, as required by the CBB’s Regulations and Directives.  Banks’ management must safeguard not only the interests 
of shareholders of the bank, but also those of the Profit Sharing Investment Account (PSIA) holders.

Islamic Financial Ser-
vices Board (IFSB)

Essential feature of IIFS is the requirement to comply with Islamic Shari’a rules and principles.

TABLE 1: SHARI’A COMPLIANCE DEFINITION 
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framework of guidance for IFIs? Table 1 
above shows the definition of Islamic bank 
and corporate governance, which represents 
the value of rules creation and for whom it is 
created.

From the perspective of objective and 
definition of an Islamic bank, BNM, BI, CBB, 
and IFSB signify the importance of prudential 
aspect, credibility, and the need to bring 
confidence to the public and financial market. 
SBP and CBO put emphasis on the importance 
of faith-based values and the need to achieve 
the goal of Islamic political economy. The 
two regulators defined a provision for Islamic 
banking to provide excellent services for 
stakeholders in a broader sense.  

On the contrary, AAOIFI that previously in 
its former version of standards described 
Islamic bank’s objectives and functions in 
a comprehensive manner, and explained 
both objectives in business and societal 
perspectives, has omitted this important part 
from its standards. AAOIFI replaced it with 
conceptual framework that follows the logic 
of other international standards to achieve a 
larger scale of acceptance. The author through 
an interview with officials of AAOIFI tried to 
confirm the background of these changes. 

Apparently, AAOIFI did not realize the fact 
that it had left out the basic aspect that 
addresses the tenets of IFIs within the logic 
of its standards. It reflects Habermas’ view 
on factual and concrete force. A socially 
integrative force which provides de facto 
restriction by imposing obligation to the 
addressee, is fundamental for a law to be 
legitimised and socially integrated, which 
makes people feel compelled to adapt their 
behaviour in the desired way, and comply 
(Power & Laughlin, 1996). The need to get 
a legitimate power over IFIs forces AAOIFI 
to adapt their standards to the normativity 
produced by other international standards. 
Shifting of paradigm is happening both to 
regulators and IFI’s practitioners following a 
change in the business objectives.

In terms of governance objective, CBO, SBP 
and BI defined governance system from 
stakeholders’ perspective. They accept that 
the objective of governance is broader than 
just protecting the shareholders’ interest. 
The rest of the other regulators tend to 
define their governance system to serve 
fiduciary responsibility for the shareholders. 
The strength of the bond of cohesion among 
Islamic finance community to develop the 
industry and reach a larger market share 
strengthens its unity to achieve the business 
objective more than its societal goals. 
Therefore to enhance the power of the 

authority, guidelines for governance system 
move towards the need of the business, to get 
a bonding of acceptance of their users. 

THE DEVELOPMENT OF 
STANDARDS AND REGULATORY 
GUIDANCE FOR ISLAMIC BANKING 
INDUSTRY
Governments and regulatory bodies have 
committed to develop formal regulations 
for Islamic banks. On the international level, 
the AAOIFI and IFSB have issued a number 
of governances and auditing standards and 
guidelines. In 2000, AAOIFI developed Shari’a 
Standards for the benefit of the governance 
committee, accountants, financial auditors and 
all the employees, as well as the customers 
of the institutions and the supervisory 
authorities. These serve as working 
guidelines to regulate the steps, activities, and 
procedures required by Islamic principles for 
the conduct and supervision of Islamic banking 
enterprises. 

In 2009, the IFSB also prepared Shari’a 
Governance System to ensure that there is 
an effective independent oversight, through 
issuance and implementation of relevant 
pronouncements or resolutions that govern 
its whole operation coupled with internal 
Shari’a compliance review and audit to verify 
that Islamic principles have been satisfied. 
The work of IFSB intended to complement 
that of the Basel Committee on Banking 

Supervision, International Organisation of 
Securities Commissions, and the International 
Association of Insurance Supervisors. 
IFSB has issued 17 standards, guiding 
principles, and technical notes for the Islamic 
financial services industry. One of the most 
important standards is Guiding Principles 
of Shari’a Governance System (IFSB-10). 
Moreover, some of the IFSB guidelines in risk 
management for IFIs, Shari’a review process, 
and business conduct are very important 
standards for Islamic finance industry.

Several central banks, such as BNM, BI, CBB, 
and SBP have issued governance and auditing 
guidelines to raise the confidence of the users 
of financial statements in the information 
contained in them. It also aims at encouraging 
them to invest and deposit their funds with 
Islamic financial institutions and to make 
use of their services. Each of these different 
guidelines varies and so the current positions 
are of multiple governance and disclosure. 
BNM as a financial regulatory agency of the 
Malaysian government gives full support to 
the Islamic finance industry. 

Consistent with its objective and vision 
of becoming and sustaining itself as a hub 
of the Islamic finance industry, Malaysia 
has developed a supervisory framework, 
regulatory infrastructure and facilities for this 
growing industry. Guidelines and standards 
for IFIs have been produced, especially 
through the role of BNM as the central bank 
of Malaysia. In terms of governance standards, 
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BNM has made an advance step compared 
to other central banks in many countries by 
establishing Shari’a Governance Framework 
for IFIs. This has enhanced the previously 
issued  standards of governance for Shari’a 
committee. Coupled with a series of Shari’a 
parameter references in many specific 
contracts, the Shari’a Governance Framework 
brings about a new hope to assure the efforts 
of the Islamic finance industry to enhance 
Shari’a authenticity.

In a different way of supervisory and 
regulatory infrastructure growth, Indonesia 
builds up the Islamic finance industry via a 
snowball process based on the idea and effort 
of community development. Started without 
any support, it continuously gains government 
support through the development of current 
supervisory and regulatory infrastructure. 
In terms of governance system, started in 
January 2010, BI has implemented a specific 
governance standard for IFIs based on BI 
Regulation No. 11/33/PBI/2009. It also 
regulated the detail roles and functions of SSB, 
including ex ante and ex post Shari’a audit.

Some other central banks, i.e., SBP and 
CBB, have declared full adoption of AAOIFI 
standards. Hence, their regulatory and 
supervisory infrastructure, especially in a 
governance system, will mirror the AAOIFI’s 
governance system. To strengthen the Islamic 
finance industry, SBP and CBB have developed 

their own guidelines and standards in order 
to enhance their governance system. SBP has 
developed specific guidelines and instructions 
of Shari’a Compliance and Risk Management 
for IFIs. Started in January 2011, CBB has 
emphasised their mandatory requirement of 
governance standards including the additional 
governance disclosure in the bank’s annual 
report based on High Level Control and Public 
Disclosure Modules. CBB also requires banks 
to prepare “comply or explain report” related 
to corporate governance disclosure.

Besides the progressive effort of international 
regulatory bodies and central banks in 
developing governance system suitable for 
IFIs, a lack of unified Islamic governance model 
creates a problem on the measurement and 
monitoring process of their compliance with 
Islamic principles. The lack of consensus of a 
governance model in this industry has added a 
level of operational risk, since it will endanger 
the growth and stability of the industry. The 
governance system guidelines and standards 
are explored in Table 2.

Generic Governance 
Infrastructure Oman Bahrain Pakistan Malaysia Indonesia AAOIFI IFSB

Board of Directors Available Available  Available  Available Available  Available  Available

Board of Audit Committee Available Available  Available  Available Available  Available  Available

Risk Management 
Committee

Available Included in 
BOD

Risk 
management 
function

 Available Available Included in 
BOD

Risk 
management 
function

Nomination & 
Remuneration Committee 

Not Available Not 

Available

Not 

Available

Available Available Not 

Available

Not 

Available

Internal Audit Available Available Available Available Available Available Available

External Audit Available Available Available Available Available Available Available

TABLE 2: REGULATORY FRAMEWORKS FOR GENERIC OF GOVERNANCE INFRASTRUCTURE

Source: Various databases and sources
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The content of the regulatory framework 
could be divided into 5 themes, which cover 
the generic governance infrastructure, the 
Shari’a governance function, responsibility 
and restriction of Shari’a governance organs, 
additional guidelines, and implementation 
factors. In terms of generic governance 
infrastructure, all key organs are required to 
exist in the governance system of IFIs. Most 
of the key organs in conventional governance 
standard are regulated as the internal 
governance control, including the Board of 
Directors, Audit Committee and Management, 
including their functions and existence in the 
structure and organ of governance. 

In terms of risk management, only Malaysia 
and Indonesia require Risk Management 
Committee on BoD level, the other regulators 
structured it as a support function of Board of 
Directors. Moreover, Indonesian governance 
standards of IFIs articulated the importance of 
managing potential conflict that may possibly 

arise from the activity of nomination and 
remuneration of directors, and formulated 
this function in the role of Nomination and 
Remuneration Committee. In the MENA 
region, its existence is encouraged. Based on 
the literal content of standards there is no 
formal encouragement for the availability of 
Nomination and Remuneration Committee 
(e.g., CBB only highlights its importance 
to safeguard against potential conflict of 
interest).

In terms of Shari’a governance function, 
all regulators require the existence of a 
Shari’a Review Function conducted by SSB 
to ensure that all activities carried out by 
IFIs are in accordance with Shari’a principles 
(Table 3). Regarding Shari’a Audit Function 
that should be conducted by internal Shari’a 
Review/Audit Unit, all regulators require its 
existence, although in Indonesia this function 
is embedded in internal audit function as a 
whole. The other two important key points 

Shari’a Governance Functions Oman Bahrain Pakistan Malaysia Indonesia AAOIFI IFSB

Responsibility, Independence and 
Competency of Key Organ

Available  Available  Available  Available Available  Available  Available

Specific Model of Shari’a Governance 
Framework

Not 
Available

Not Available Not 
Available

 Available Not Available Not Available Not 
Available

Guidelines for Shari’a Committee Available Available 
-AAOIFI

Available 
–  AAOIFI 
& Shari’a 
compliance 
Instr.

Available Available Available Available –
embedded

Shari’a Supervisory  Committee 
(SSC)

Available 
Bank level

Available 
Bank level

 Available 
Two tier

Available 
Two tier

Available 
Bank level 
& National 
Board

 Available 
Bank level

 Available 
Bank level

Shari’a Audit Function (SAF) Available Available 
-AAOIFI

Available – 

AAOIFI 
& Shari’a 
compliance 
Instr.

Available Embedded in 
internal audit 
function

Available Available

Shari’a Research Function Not 
Available

Not Available Not 
Available

Available Not Available Not  Available Not  
Available

Shari’a Compliance Unit (SCU) Available Not Available Available Available Not Available Available Available

International  Shari’a Review  (ISR) Available  Available  Available  Available Available  Available Available

Shari’a Risk Management Available N/A – general  N/A – 
general

 Available N/A – general N/A – general N/A – 
general

External Shari’a Review Available

>  3 years

Not Available Not 
Available

Not 
Available

Not Available Not Available Not 
Available

External Shari’a Audit Available Not Available Not 
Available

Not 
Available

Not  Available Not Available Not 
Available

TABLE 3: REGULATORY FRAMEWORKS FOR SHARI’A GOVERNANCE FUNCTION
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as elements of Shari’a governance, namely 
Shari’a Research Function and Shari’a Risk 
Management Function, along with a specific 
model of Shari’a governance framework are 
required only in Malaysian Standards. 

BNM structured these two important 
functions as tools of monitoring day-to-day 
Shari’a compliance and the possibility of Shari’a 
non-compliance risk occurrence. Previously, 
the model of Shari’a governance developed by 
BNM was the most comprehensive framework 
available for IFIs. However, in 2013 the 
Sultanate of Oman through their central bank 
produces a very strict and robust framework 
for Shari’a compliance. It requires all Islamic 
banks operating in their jurisdiction to 
perform external Shari’a review after 3 years 
of operation to ensure its compliance to the 
Islamic principles. It also obliges Islamic bank 
to hire an independent body to perform an 
external Shari’a audit.

The detailed roles and responsibilities of 
Shari’a governance organs are described in 
Table 4. Malaysia and Oman produce the most 
comprehensive framework for IFIs’ Shari’a 
governance. They provide requirements to 
ensure the diversity of SSB members and 

requirements for internal Shari’a reviewer. 
Moreover, these two countries and Indonesia 
put a limitation on SSB membership and period 
of appointment. However, the most advance 
guidelines produced by Omani government 

surprisingly require a strict regulation for SSB 
and ISR, by asking them to have a limitation of 
membership and additional responsibility for 
ISR to produce a paper at least once a year.

Responsibility  &  Restriction of  
Shari’a Governance Organs

Oman Bahrain Pakistan Malaysia Indonesia AAOIFI IFSB

Limitation on SSC period of 

appointment 

3 years – max 
2 periods

Not 
Available

Not 
Available

Not Available 1 period 
equal to BOD 
period

Not Available Not Available

Restriction on SSC member Not an 
employee

Not an 
employee

Not an 
employee

Not an 
employee

Not an 
employee

Not an 
employee

Not an 
employee

Number of SSC members Min 3 Min 3 Min 3 Min 3 Min 3 Min 3 Min 3

Diversity of SSC member 1 non-Shari’a 
scholar

Additional 
expert - 
AAOIFI

Not 
Available

1 Shari’a 
Secretariat

Not Available Additional 
expert

Additional 
expert

Limitation on Shari’a Scholar ‘s 

membership

1 bank & 
max 3 non-
competing 
institutions

Not 
Available

Not 
Available

1 bank 
& 2 non-
competing 
institutions

Max 2 banks 
& 2 non-
competing 
institution

Not Available Not Available

Training program for SSC Min annually Follow 
AAOIFI

Not 
Available

Management 
responsibility

Not Available Management 
responsibility

Management 
responsibility

Ground for SSC disqualification Available Available Available Available Available Available Available

Requirement for ISR/ISU Full time 
employee

Not 
Available

Not 
Available

Full time 
employee

Not Available Not Available Not Available

Additional ISR/ISU roles & 

responsibility

Publish paper 
1/year

Not 
Available

Not 
Available

Not Available Not Available Not Available Not Available

Resolution for conflict of Shari’a Rulings Not Available Not 
Available

Available Available Not Available Not Available Not Available

TABLE 4: REGULATORY FRAMEWORKS FOR 
RESPONSIBILITY & RESTRICTION OF SHARI’A GOVERNANCE ORGANS
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In order to complete the governance system 
some additional guidelines are highly essential 
in implementing the governance concept 
of accountability and transparency. These 
additional guidelines are for audit and risk 
management in IFIs, internal Shari’a audit, and 
Shari’a parameter reference, as represented 
in Table 5 below.  Since AAOIFI is focusing 
on accounting, auditing, Shari’a, governance 
and ethical standards, risk management 
guidelines are out of the areas of its coverage. 
On the contrary, IFSB will not develop Shari’a 
parameter reference or standard for auditing 
in IFIs and internal Shari’a audit.  All central 

banks under review process are furnished 
with auditing, risk management and Shari’a 
parameter guidelines, even though some 
of them share the same guidelines with 
conventional guidelines and are not specifically 
built for IFIs. However, the important loophole 
is the unavailability of internal Shari’a audit 
guidelines. This standard is a very important 
part of governance and Shari’a compliance 
assurance process for IFIs.

Table 6 shows the implementation factors 
of governance system. Only CBB and CBO 
stated their guidelines as mandatory for 

IFIs. All of their guidelines use the word 
”must” to strengthen its binding power, as 
the other regulators use the word “should” to 
represent recommendations to comply with 
the related guidelines. BNM and SBP added 
in to their guidelines the strong emphasis 
of the guidelines implementation; hence it 
highlighted as a strong recommendation 
of compliance. Furthermore, if an IFI could 
not comply with the related standards and 
guidelines, CBB and SBP require a non-
compliance report as a mandatory activity for 
IFIs. 

Additional Guidelines Oman Bahrain Pakistan Malaysia Indonesia AAOIFI IFSB

Special Guidelines for 

Audit in IFI

Available 
-AAOIFI

Available 
-AAOIFI

Available – 

AAOIFI 
& Shari’a 
compliance 
Instr.

N/A-General Available Available Not  Available

Special Guidelines for 

Internal  Shari’a Audit

Available Not 

Available

Not Available Not 

Available

Not 

Available

Not 

Available

Not  Available

Guidelines for Risk 

Management

Available N/A –

General

Available N/A –

General

N/A –

General

Not 

Available

Available

Shari’a Parameter 

Reference

Available Available 
-AAOIFI

Available Available Available Available Not Available

Implementation 
Factors Oman Bahrain Pakistan Malaysia Indonesia AAOIFI IFSB

Binding Power of 
Governance

Mandatory Mandatory Strong 
Recommendation

Strong 
Recommendation

Strong 
Recommendation

Strong 
Recommendation

Strong 
Recommendation

Non-Compliance Report NA Mandatory Mandatory NA NA NA NA

Accounting Standards AAOIFI AAOIFI & 
IFRS

AAOIFI MASB – IFRS 
Convergence

ISAS – IFRS 
Convergence

Not applicable Not applicable

Promoting adoption of 
other standard 

IFSB, 
AAOIFI, 
Basel

IFSB, 
AAOIFI, 
Basel

IFSB, AAOIFI, 
Basel

NA NA NA NA

TABLE 5: ADDITIONAL GUIDELINES

TABLE 6: IMPLEMENTATION FACTORS

Source: Various databases and sources

Source: Various databases and sources
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Moreover, as additional information, it is interesting to look at 
the accounting standards adopted by central banks in Asia and 
MENA region that are prominent in developing the Islamic finance 
industry. SBP and CBB have fully adopted AAOIFI standards, while 
BI and BNM are developing their own accounting standards in 
convergence with IFRS. Furthermore, the most interesting feature 
of this standards comparison is the willingness and effort of three 
regulators, Oman, Bahrain and Pakistan to encourage and promote 
adoption standards and guidelines of AAOIFI, IFSB and Basel. This 
is deemed important, as cross-border collaboration of standards 
is an important step of harmonization. In the end, each regulatory 
framework has its own style, appetite, and identity to address the 
Shari’a compliance principles in their regulatory framework

CONCLUSION
This article provides the underlying context, the nature of 
regulatory framework and the development of rules and regulation 
to strengthen Islamic banking Institutions. Shari’a has guided IFI to 
offer ethical investment alternatives that avoid any interest based 
transactions, and in taking excessive risk. The comparison between 
different regulatory frameworks shows various operational 
practices in different banks in different countries. There are issues 
on the clarity in defining governance and religious compliance in 
Islamic banks. In turn, it leaves every Islamic financial institution 
and the Shari’a scholars to create their own practical definition. 
The roles and functions of religious scholars have played its own 
role in the complexity of the interpretation and the implementation 
of religious compliance principles in every aspects of banking 
operation. 

In the end, the development of standards and regulatory 
guidance for Islamic banking industry revealed that the existing 
standards have been unable to capture a reference to resolve the 
existing issues. The governance guidelines and standards in the 
seven regulatory regimes vary.  There is a lack of consensus of 
governance model that could reduce the level of operational risk 
of the industry. This article serves a reflection on the regulatory 
frameworks in Islamic financial institutions and Islamic finance 
industry as a whole. A clear guidance on Shari’a compliance 
guidelines and harmonization of rules and regulation for the 
industry is a way forward, and it needs serious efforts. 
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CONTEMPORARY ISSUES 
FROM ECONOMIC AND 
SHARI’A PERSPECTIVES 

Credit Cards:

The invention of bank credit cards in the 20th century was a turning point in banking 
history and it opened up an avenue for easy personal financing through the concept of 
mobile money. Since then, credit cards have proliferated and today are indispensable 
to consumers especially in the West. According to the World Payments Report 2015 
(Capgemini and RBS), global non-cash transactions volume growth rate was expected to 
have accelerated in 2014 relative to 2013, with number of non-cash transactions reaching 
US$389.7 billion; and the share of non-cash transactions made via card instruments 
increased to 62.8% in 2013 from 60.9% in 2012. Muslims have been querying and 
questioning Shari’a scholars on the permissibility of the credit card usage due to the 
numerous benefits and advantages it confers. Although credit cards are also frowned 
upon as the promoters of consumerism and the cause of high levels of indebtedness, 
Islamic bankers have found it imperative to develop an alternative to the conventional 
credit card to cater for their Muslim customers.
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1. The paper Credit Cards: Contemporary Issues from Economic and Shari’ah Perspective is published in the Journal of King AbdulAziz University: Islamic Econ., 29 (1). The full paper can be 
accessed online at: http://iei.kau.edu.sa/Pages-VOL-29-01.aspx.

THE ADVENT OF CREDIT CARDS
The credit card is a payment card issued by 
a bank or finance company to a cardholder 
enabling him either to pay for goods and 
services directly at points of sale or online 
or to obtain cash advances up to an agreed 
credit limit to be repaid in future. Although 
the concept of merchant credit existed 
throughout all ages and civilizations, it was not 
until 1958 that the first bankcard was created 
by Bank of America, the first general purpose 
credit card which eventually became the 
Visa card. In 1966, a group of banks created 
a rival card network into what is today the 
MasterCard. From then on, the credit card 
industry experienced growing acceptability 
and popularity on all fronts – consumers, 
merchants and issuers.

Credit cards, once simple and standard, today 
are extensively differentiated. Various types 
of credit cards are available in the market, 
namely: the standard credit card, credit cards 
with rewards programmes, airline miles/
frequent flier credit cards, bad credit and/or 
credit repair cards and specialty credit cards. 
The type of credit cards and associated reward 
programmes also depend on customers’ 
creditworthiness. For instance, we have 
premium credit cards (‘gold’, ‘platinum’ and 
‘infinite’) exclusively for private banking and 
high net worth customers. What was initially 
designed to be a facilitator of transactions 
and financing has become a source of prestige 
and the cause of debt-compilation, mounting 
indebtedness and financial instability in a 
society. The assortment of credit cards with 
varying attractive rewards and privileges 
fused with the ease in swiping a credit card 
voguishly no doubt appeals to and fascinates 
many consumers. Credit cards are useful, but 
the probable outcomes will depend on the 
skills and knowledge of the user and the way 
he/she chooses to use it. Another practice 
which has gained momentum in the past 
decade is securitization of loans and debts, 
among which is the credit card debt. The 
Shari’a does not allow securitization of debts 
including credit cards receivables and trading 
them as they are simply debts packaged and 
issued to security holders who will be entitled 
to a fixed or variable interest payable by the 
credit cards’ debtors. 

CREDIT CARDS AND THE ISSUE OF 
OPTIONAL INTEREST CLAUSE
Generally, contemporary Shari’a scholars 
have adopted two broad stands regarding 
the conventional credit card: conditional 

permissibility and strict prohibition. The 
conditional permissibility of credit card 
usage is subject to strict adherence to two 
conditions: one, paying off the full outstanding 
balance within the grace period and two, 
shunning any cash withdrawals and any action 
which triggers the interest clause. 

The Council of the Islamic Fiqh Academy of 
the Organization of Islamic Cooperation, in its 
Twelfth Session (Resolution No. 108, 2/12 on 
Credit Cards) held in 2000 resolved that it is 
impermissible in Shari’a to issue a credit card 
or use it if its conditions include imposition of 
usurious interest even if the cardholder has 
the intention to pay within the moratorium 
period that precedes imposition of interest. 
There is no doubt that signing a contract that 
contains an interest clause as basic to the 
contract such as interest in a lending contract, 
is forbidden for both parties. However, in 
credit cards, the interest clause is optional 
and only invoked by the choice of the user/
holder of the card because even with this 
clause, he/she has the option to pay the credit 
card bill within its given grace period and to 
abstain from any cash withdrawals if it triggers 
interest. 

To understand this better, we should look at 

the mechanism of the credit card. When a 
credit card is used for cash withdrawals, the 
resulting contract is a qard (loan) since the 
cardholder is given cash money and the rules 
and conditions for the trade of debts apply. 
In this case, it is not permissible for the issuer 
to charge the cardholder an increment on the 
amount withdrawn. But in case of payment 
for purchases, the resulting contract is not 
really a qard. Qard in Shari’a requires handing 
the loaned item as part of the qard contract 
itself. It is simply buying and having another 
party pay for the purchase. Accordingly, if the 
actual use of the credit card is only at points 
of sale or on the internet or for identification 
and security purposes, one may have a credit 
card without actually generating any interest 
charges on it. From the side of a card user, 
signing a contract that gives an option to 
deal on interest or to have all transactions 
completely interest-free is permissible and 
cannot be prohibited in the Shari’a because 
the matter is left to the person’s choice and 
Muslims should certainly choose not to deal 
with interest. In contrast, such a clause must 
not exist in Islamic finance contracts or in 
credit cards issued by Islamic institutions or 
by institutions owned by Muslims even when 
dealing with non-Muslim customers. 
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ISLAMIC CREDIT CARDS
The Islamic credit card is based on the same 
principle of purchasing now, delegating the 
card issuer to pay for you and paying the 
financial institution later but modeled using 
Shari’a rules and principles to provide credit 
cards facilities to clients of Islamic banks. 
The first Islamic credit card was introduced 
in Malaysia under the brand of ‘al Taslif’ by 
AmBank of Malaysia (formerly Arab Malaysian 
Banking Group) in December 2001, which 
was subsequently followed by the issue 
of Bank Islam Card (BIC) in 2002 by Bank 
Islam Malaysia Bhd. The Islamic credit card 
has become an essential mode of effecting 
payments in Muslim societies today as a 
Shari’a-compliant alternative to conventional 
credit cards. However, many of the early 
Islamic credit cards issued were and some 
still are based upon bay’ al ‘ina. The different 
market practices of Islamic credit cards can be 
broadly classified as follows: 

1. Credit cards with full payment at the end 

of grace period;

2. Credit cards with wakala fees of cash 
withdrawals;

3. Credit cards with tawarruq settlement;

4. Pre-paid Islamic credit cards; and

5. Ijara credit cards.

The above structures of Islamic credit cards 
are devised and issued on the assumption 
that charging fees and/or profits is Shari’a-
compliant. Some of them are controversial and 
their Shari’a legitimacy may be questionable. 

The OIC Fiqh Academy Resolution (No. 108, 
2/12) stipulated that it is permissible in Shari’a 
to issue credit cards without the condition 
of imposing interest subject to the following 
conditions:

1. Permissibility of taking issuance or 
renewal fees; 

2. Permissibility of commissions on purchase 

transactions charged to the cards’ 
accepting points of sale; and

3. Permissibility of cash withdrawals 
provided it does not involve interest 
and can be against a fixed service fee for 
actual services (fees should not be related 
to withdrawn amount or repayment 
period).

OTHER SHARI’A CONSIDERATIONS 
IN ISLAMIC CREDIT CARDS 
The concept of Islamic credit card also involves 
blocking certain usages which are non-Shari’a-
compliant such as using the credit card at 
casinos, on-line gambling, bars, night clubs 
as well as purchase of prohibited goods and 
services such as tobacco, alcohol, weapons, 
adult entertainment and the like. This also 
turns out possible in most of the cases except 
when a non-compliant item is sold within 
stores that sell many permissible items. 
Besides, it may be made into a contractual 
clause in the credit card agreement that such 
purchase may be not recognized by the issuing 
Islamic bank. 

Today, there are different product codes or 
barcode symbology used around the world 
such as Universal Product Code (UPC), Price 
Look-up Codes (PLU codes or numbers) as 
identification numbers tracking products in 
grocery stores and supermarkets to make 
check-out processes and inventory control 
easier, faster and more accurate. A similar 
technology can be developed and used to 
exclude products that are not permissible 
by indicating an operator error when the 
Islamic credit card is swiped, and therefore, 
suggesting that a wrong barcode is included or 
a non-Shari’a-compliant product is identified 
by the programme. Therefore, the Islamic 
credit card issuer would be able to block all 
non-Shari’a-compliant usages and products 
on two levels: first, the merchant level, by 
building a database for all approved merchants 
and making it easily available to customers (as 
practiced by KFH-Bahrain for its Baytik Ijara 
credit card); and second, the product level, 
by blocking payment access for non-Shari’a-
compliant product codes. 

The rewards programmes and privileges 
offered to credit cardholders in the 
conventional system can also be practiced by 
Islamic credit cards, provided such rewards 
and privileges are permissible in Shari’a. There 
is no issue with general reward points, retail 
rewards or even cash back rewards from a 
Shari’ah perspective as these are considered 
as a gift from the credit card company to the 
cardholder for using the card and causing 
them to profit from fees from merchants who 
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accept their cards. This may also include cash 
withdrawal as long as it does not generate 
interest.

Gold, silver and currencies can only be sold on 
cash basis, which implies delivery of price and 
sale object at the time of contract. Payment 
through the use of credit card is, in our time, 
effected to the seller immediately at the 
time of card use which satisfies the delivery 
requirement as mentioned in the famous 
agreed-upon hadith of the 6 items.  This 
immediate payment to seller is not affected 
by the fact that the customer pays later to 
the issuing bank. The OIC Fiqh Academy, 
in its Ninth Session in 1995 (Resolution 
84/19) on the subject of ‘Gold trade, Shari’a 
solutions for combined cash and transfer 
payments’ resolved that gold and silver may 
be purchased by certified cheques with the 
provision that the exchange should be “in 
the majlis”, (i.e. be there and then). The OIC 
Fiqh Academy in Resolution No. 108 (2/12) 
on “credit cards” in 2000, however, resolved 
that it is not permissible to use credit cards 
for purchasing gold, silver or currencies, but 
this resolution was given because credit cards 
at that time and as per OIC Fiqh Academy 
definition involved delayed payment (“…
without immediate payment of the price as 
commitment will thus fall on the issuer...”) 
which has today become a story of the past, as 
immediate payment takes place.

PROPOSED MURABAHA-LINE-
OF-CREDIT BASIS FOR ISLAMIC 
CREDIT CARD 
The murabaha line-of-credit card may work 
on the principle of a murabaha line-of-credit 
master agreement with a wakala agreement 
whereby the Islamic credit card issuer 
appoints the cardholder as a purchasing agent 
on its behalf for all purchase transactions 
made by using the card. The cardholder makes 
purchases from merchants on behalf of the 
issuer and the latter owns the purchased 
goods and assets and remits payment to 
the merchant. Consequently, after taking 
delivery on behalf of the bank as its agent, the 
cardholder will purchase the goods and assets 
from the issuer by using the authority given 
to him by the owner to sell to himself and take 
immediate delivery. 

The purchaser is also authorized to determine 
the payment date of each buy or group of buys 
in accordance with the guidelines agreed on 
in the agreement. The issuer will calculate the 
sale price depending on maturity chosen by 
the cardholder and the profit rate agreed in 
the master agreement (alternatively, different 
profit margins can be stipulated in the master 
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agreement for different merchants if these 
merchants can easily be distinguished as being 
in specific lines of business) and will inform 
the buyer through the periodical/monthly 
bill. At each maturity, the cardholder fulfils 
his/her contractual obligation by making 
payments on due dates. However, cash 
withdrawals will not be permitted under this 
structure or if it is allowed, it will be without 
any profit for the benefit of the issuing bank. 
A major inconvenience of this card is the 
impermissibility of changing maturity once 
set as well as of delaying any due balance or 
smoothing payment through months. To add 
flexibility to the credit card, Islamic banks may 
add different profit rates for different range of 
purchase transactions and repayment options 
and enable the customer to make multiple 
easy payment plan transactions, provided 
the purchase transactions are within his/her 
available credit card limit.

Murabaha-based Islamic credit card and 
similar to it all credit cards that make profit on 
the holder’s transactions may have a problem 
when the holder buys gold, silver and foreign 
currencies with their Islamic credit cards. This 
is because the second sale contract between 
the bank and holder involves selling gold, silver 
and foreign currencies for deferred payment, 
which is not permissible in Shari’a. Issuers of 
this kind of Islamic credit cards would then 
have to block usage for purchasing of gold, 
silver and foreign currencies. Other types of 
Islamic credit cards such as prepaid cards and 
credit cards with wakala fees, however, can 
be used to purchase gold, silver and foreign 
currencies as the former is the cardholders’ 
own funds while the latter is based upon the 
concept of ujr for provision of the service of 

paying through credit cards. 

ISSUES AND CHALLENGES IN 
ISLAMIC CREDIT CARDS
The issue with credit cards is that they 
encourage impulsive consumerism and very 
often, the reward programmes and privileges 
associated with them appeal for greater usage. 
Islamic credit cards, if used unwisely, can easily 
trap consumers into major debts. The concern 
should then be to educate people about taking 
reasonable levels of debts. When credit cards 
are misused and people take unreasonably 
high levels of debt beyond their repayment 
capacity on the basis that they may delay 
payment, then this is immoral and unethical 
from the Shari’a perspective. In this regard, 
the Prophet (pbuh) condemned a person who 
can and has the means to repay his debts but 
does not do so as narrated by Abu Huraira: 

Islamic credit cards issuers can limit the 
consumerism and debt-compilation effect 
by establishing strict rules and eligibility 
requirements when issuing the cards such 
as restraining the credit limit to those 
below a certain income level and providing 
credit within a band covered by either the 
cardholder’s income or cash deposit. In this 
case, the prepaid cards may seem useful since 

the amount used will be limited to the amount 
loaded on the card by the cardholder. 

The Islamic credit card is one of the latest 
inventions of the industry as an attempt to 
facilitate purchase and payment transactions. 
It has become almost an indispensable 
Shari’a-compliant hassle-free mobile payment 
mechanism in many Muslim communities and 
yet it remains difficult to tame the appeal for 
consumerism even in such cards. Although the 
condition of being void of riba is a necessary 
condition in providing Islamic credit cards, it 
is not sufficient. Islamic credit card issuers 
need to comply with three more conditions 
to pass the criteria of Islamicity: first, the 
underlying structure should be a real sale or 
lease transaction otherwise no profit charges 
can be claimed on the amount paid to the 
merchants; second, no fees can be charged on 
cash withdrawals as it amounts to interest; and 
third, control on transactions and merchants 

to limit credit cards usage to Shari’a-compliant 
purposes only. The co-existence of these three 
elements in an Islamic credit card is not at all 
easy although it is necessary to make it, by 
the nature of described processes, subject to 
the moral/ethical screening that the Shari’a at 
large calls for and aims at. 

   The Prophet (pbuh) said that delay in paying 
debts by a wealthy man is injustice” (Bukhari, 2287).
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One of the most important characteristics 
of Islamic finance is that it is based on the 
principles of profit and loss sharing (PLS). 
However, presently, we see over 90% of 
financing by Islamic banks is structured around 
debt-based modes like murabaha (deferred 
sale), ijara (leasing) and tawarruq etc. Due 
to this phenomenon, most of the people 
see no difference between both systems 
due to similar end results. Many Shari’a 
scholars initially allowed use of debt-based 
modes in dire need and for some transitory 
period. However, at present, practically this 
is not the case. Most Islamic economists 
view participatory modes of financing like 
musharaka, mudaraba, and muzara’a etc. 
as authentically Islamic. Having said that, 
both Islamic banks and other such financial 
institutions and their customers prefer to use 
debt-based modes. This begs questions: 

1. Are the participatory modes or PLS really 
Islamic?

2. If yes, why are even Muslims reluctant to 
use them? 

Murabaha and ijara have in the Islamic history 
never been used as modes of financing.  In 
the contemporary practice of Islamic banking 
and finance (IBF), they have been reshaped 
so that they could be used as modes of 
financing, subject to certain conditions. 
This article explains that even though the 
current practice of Islamic banks of using 
debt-based instruments has resemblance 
with conventional banking instruments, yet 
it is different in many respects. Nevetheless, 
the article asserts that there is a need to shift 
from such modes to the genuinely authentic 
participatory modes. The challenge is how to 
structure them to make it feasible for Islamic 
banks and customers to use them.

INTRODUCTION
Contemporary paper money has no intrinsic 
utility. It is only a medium of exchange. Each 
unit of money is 100% equal to another 
unit of the same denomination. Therefore, 
there is no room for making profit through 
exchange of these units, inter se, as is the case 
with interest-based lending. Profit should be 
generated when something having intrinsic 
utility is sold for money. When a financier 
contributes money on the basis of Islamic 
instruments it is bound to be converted into 
the assets having intrinsic utility. Profits are 
generated through the sale of these real 
assets. This is a very basic difference between 
the two systems even if it provides the same 
end results as conventional interest-based 
lending. 

Let us take an example to further explain the 
concept at a very basic level. All human beings 
are created with in-built desires like they feel 
hungry and thirsty, and that they want to look 
beautiful, need to earn money to buy goods, 
etc. However, there are divine guidelines on 
how to satisfy these desires.  Islam, and for 
that matter other religions, have prescribed 
certain principles how to satisfy our desires.  
There are two ways to satisfy desires, i.e., 
as per the law or illegally. For example, if a 
person is feeling hungry, he may steal a piece 
of bread and eat it to satisfy his desire (hunger) 
or alternatively use money to buy a piece of 
bread to eat. The apparent end result would 
be the same, i.e., to satisfy hunger, but one is 
acceptable and the other is not.  Similar is the 
case with interest and trade. In both the cases, 
there is an excess but trade is allowed and 
interest is not allowed since trade results in 
overall economic improvement while interest 
becomes part of an artificial economy. It 
means that it is the underlying transaction 
that makes something permissible and not 
the apparent end result itself, therefore, 
we can say it is not just change of name, as 
many understand it as such, rather it has 
well defined principles which helps to avoid 
involvement in interest-bearing transactions – 
un-ethical & immoral practices.  

Few of the widely used Islamic modes of 
financing, which are the backbone of IBF 
industry are explained below. 

MURABAHA 
Murabaha refers to a contract in which 
an Islamic bank purchases goods upon 
the request of a client. Bank adds defined 
percentage of profit on the cost price of the 
goods, which results into sale price.  Customer 
pays the sale price either in lump sum or 
in installments in future. It looks similar to 
an interest-bearing loan where interest is 
added to the principal amount and payment 
is deferred. However, in reality, it is not the 
case, since in murabaha, money is used to buy 
goods, and the goods come into the possession 
and ownership of bank, which means bank 
bears the risk before selling it on to the 
customer. Since bank becomes an owner and 
owner has the right to sell its owned goods 
at any market price, this is a Shari’a compliant 
mode. In murabaha, once price is fixed, it 
cannot be changed, which is not the case with 
interest-based lending where the rate may 
change. 

IJARA 
It is an alternative to leasing. An Islamic bank 
upon the request of customer purchases 
a leasable asset and leases it to customer 
against a defined agreed rent (instalment) 
for a defined time period. The bank remains 
the owner of the asset throughout the term 
of lease and bears the risks and expenses 
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pertaining to ownership of the asset. Now 
again it has resemblance to conventional 
leasing where bank arranges asset to 
customer who pays instalments. The amount 
and payment structure of instalment is 
usually similar to that of a conventional lease. 
Moreover, the Islamic bank may also create 
mortgage, if legally the asset has to be in the 
name of the customer (due to lack of legal 
framework and to avoid double taxation). 
In such an instance, the bank executes sale 
agreement with owner of an asset to attain 
ownership rights, while keeping the legal title 
in the name of customer. Many observers 
question the permissibility of such an 
arrangement. However, in better structured 
ijaras, there is a huge difference between the 
Islamic and conventional leases, as in such 
ijaras Islamic bank is responsible for the loss of 
the leased asset (being its owner), which is not 
the case with conventional leasing.

TAWARRUQ OR COMMODITY 
MURABAHA 
It is a kind of mechanism where a customer 
who is in need of cash, requests an Islamic 
bank to arrange cash for him. Conversely, 
when an Islamic bank feels that normal 
Islamic modes of financing will not work to get 
liquidity, the option of tawarruq or commodity 
murabaha is used. Under this mechanism, the 
customer (i.e., the buyer) signs an order to 
purchase, indicating the intent to purchase the 
commodities through London Metal Exchange 
(or any other commodity exchange) from a 
bank (i.e., the seller). The bank then buys a 
commodity usually metals. Once, the bank 
completed the purchase from the commodity 
supplier, it offers to sell the purchased 
commodity to the client on murabaha with 
deferred payment basis. Post-acceptance, 
the bank simultaneously sells these metals on 
behalf of the client on spot basis and crediting 
the proceeds of the sale in the client’s account. 
In essence this transaction generates liquidity 
for the client.  Shari’a allows it since it is based 
on the concept of sale, which is valid if it 
meets all the elements required for sale. It is 
criticized since actual purpose is not the sale 
rather a mechanism is developed to get cash. 

PARTICIPATORY MODES
This paper discusses muzara’a (sharecropping) 
and musharaka as examples of participatory 
modes. 

The participatory modes have features 
of investment and risk diversification for 
both the banks and the customers, which, 
if implemented properly, may lead to huge 
economic growth and employment generation 

in the economy. This will enhance commitment 
by and cooperation between both parties to 
ensure the success of the business.

THE RUNNING MUSHARAKA MODE
Under this model, a customer and a bank 
enter into a partnership based on musharaka 
whereby the bank acts as a sleeping partner 
while customer acts as an active partner 
on the bank’s behalf. The funds are used in 
the customer’s operating business, up to an 
agreed limit, during a given period (say for one 
year) as per agreed sharing ratio while loss is 
shared as per investment ratio. For calculation 
of profit, a weightage system is defined and 
agreed between the parties while reserves 
from the profits may be created to avoid 
losses.  The customer is allowed to invest the 
funds of other investors (including its equity 
holders) in the musharaka pool (which is the 
business of the customer). Customer account 
may be opened in the bank where a limit is 
sanctioned to withdraw and return funds 
as per the business cycle.  At the end of the 
tenure, the bank calculates its investment 
in the musharaka pool (i.e. the customer’s 
business) based on daily balance basis, i.e., 
the end of the day outstanding balances (the 
balance of funds utilized by the customer at 
the end of each day). The formula for this is as 
follows: 

Bank’s Musharaka Investment for the Period 

(BMIP) = End of Day Outstanding Balances in 
Running Musharaka Account divided by No of 
Days in the Musharaka period

As per the rules of musharaka, the equity 
capital of the customer in its business is taken 
as customer’s investment in the pool (i.e., the 
customer’s business. The business is thus 
considered as a running business based on 
running musharaka. At the end of financial 
period the customer analyses the actual 
earning from the business in a year. If there is 
a positive earning in the pool, it is shared as 
per agreed ratio and if there is a loss it is also 
shared as per the investment ratio.

This model is based on the concept of PLS 
and both the bank and customer are actually 
involved in real business, which is indeed the 
best characteristic of Islamic banking. This 
mode requires more research and further 
scrutiny.  

RUNNING MUZARA’A MODE
The word muzara’a is derived from the root 
word “zara’a” which signifies crop. It has been 
defined as a form of partnership between the 
landlord and agricultural labour whereby the 
production outcomes are shared according 
to agreed terms.  Muzara’a is defined as a 
participatory form of financing between the 
farmer and financier with the agreement to 
share the output in accordance with a pre-
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determined ratio.

Due to the participatory nature of muzara’a, 
the provider of capital acts as a partner and 
possesses every right to closely supervise 
the activities of the entity being financed, a 
practice that is different from the conventional 
loan. This mode of financing will assist the 
producer to minimize the cost of capital by 
not being burdened with a risk that is beyond 
his ability. This signifies that whatever losses 
incurred during the cultivation period as a 
result of natural hazard and the effect of 
weather will be shared between both parties. 
The most important parties and their roles 
under muzara’a can be described as under.

The Islamic bank acting as a partner enters 
into a muzara’a contract with a farmer by 
providing funds meant for farming activities 
and share the crop outcomes based on an 
agreed proportion. In addition to the provision 
of funds for procurement of seeds and 
chemicals, it also ensures that other support 
services such as efficient transportation and 
storage equipment are in place to maximize 
profit by reducing wastage. In addition to this, 
bank will also regularly monitor the activities 
of the farmer and may provide agricultural 
expertise and support through its agriculture 
division. It will also provide macro and micro 
economic data related to the sector and 
predictions about prices, demand (marketing 
expertise) and market dynamics. The Islamic 
bank has to do this because the farmer is its 
partner; its contract with the farmers is based 
on PLS. It has to do all these in order to avoid 
losing their investment. In such a model the 
relation between the financial institution 
and the farmer is no more debtor-creditor; 
it is a partnership. Partnership requires 
coordination and cooperation.

The farmer also agrees to enter into muzara’a 
contract with the bank by contributing in the 
form of labour and/or land and sharing the 
crop output based on an agreed proportion. 
The farmer is responsible for growing, 
maintaining the crops and selling them to 
customers or industries that use them as their 
inputs. The farmer is also required to provide 
actual qualitative and quantitative data on 
their activities and production, and reports 
any problem on time. They have to do this in 
their own interest and because the financial 
institution is their partner not their creditor. 
Based on the above, below is draft structure 
for execution of muzara’a transactions.

The Islamic bank enters into muzara’a contract 
with the farmer(s) to provide financing for 
procuring the necessary inputs and logistics 
related to agriculture while the farmers 
contribute in the form of labour (and or 

land). The bank may facilitate the farmers 
in providing logistic support to deliver their 
produce to the market as and when the 
produce is ready. The profit/loss from the 
sales will then be distributed between the 
parties based on an agreed profit and loss 
sharing ratio. 

PRACTICAL ISSUES IN 
PARTICIPATORY MODES
There are two common issues:

Islamic banks do not have an expertise to 
actually or practically participate in business 
and or farming activities of the customer. 
However, the Islamic bank can either make 
the customer or third party as an agent or 
can train some of their staff to have the 
knowledge, since it is necessary to achieve 

maximum profit that is not fixed.

There is a risk factor, however, which many 
banks don’t want to assume. The nature of risk 
in the PLS modes is different from the plain 
vanilla credit risk in the loan contracts. 

The recent global financial crisis is a lesson 
for the banks to be more involved in PLS 
investments rather than financing based 
interest. Participatory modes of financing 
are a viable investment means for the Islamic 
banks to get acceptance from different 
stakeholders. The customers should also like 
it, as their income will rise. Furthermore, it is 
beneficial for the economy as participatory 
arrangements may reduce inflation, since less 
money will be created in the economy. On the 
other hand, inflation is inevitable in a financial 
system that is based on interest. 
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Dar ul Ilm Ltd Trinidad. He is also serving as Head of Shari’a 
Department of an Islamic banking entity in Oman. He holds 
a Master’s degree in Islamic Finance, IFQ from CISI UK and 
is currently pursuing a PhD in Shari’a. He is an expert in 
Islamic commercial jurisprudence and may be contacted at 
Islamicfinanceguide786@gmail.com. 
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African economies are largely influenced by the forces of what Ali Mazrui terms as 
African Triple Heritage where the impact of Western Christianity and Islamic heritages 
swim alongside the indigenous African heritage thereby having a large degree of impact 
on overall socio-economic development in the region. It is obvious that economic models 
that worked effectively well in the West or the Middle East fail when copied and pasted in 
Africa raising more questions rather than solving socio-economic and political issues. If 
neo-liberal models fail, how then will any other system succeed? State-led development 
approach that helped Japan, South Korea and Taiwan to move closer to Western 
European and North American economic model crumbled especially when the structural 
adjustment programme was introduced. As China now tries to aggressively push her 
unique style of developing African countries via direct investments; South Africa in the 
same vein spreads her investments more in the African continent; then emerges Islamic 
banking and finance (IBF) which broadens its scope in Africa and taking advantage of 
the massive Muslim market in the continent. Islamic finance as embedded in the Islamic 
economic system now swells from the Sudanese desert to the oil-rich Nigeria; from fast 
developing South Africa to Kenya; and from Tanzania to the city of the Pharos – Egypt. 
Will Islamic finance make any difference in Africa? Can it solve the challenges of poverty, 
which breaks the African socio-economic fabric? Or will it be just another system that will 
only push up countries’ GDP and GNI while benefiting a few?

REDUCING POVERTY 
AND THE PROSPECTS OF 
ISLAMIC FINANCE IN AFRICA
AN INTEGRAL APPROACH TO DEVELOPMENT
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INTRODUCTION
Africa is seeking a development model that 
must lead to her inhabitants enjoying the very 
basics of life, without compromising on their 
cultural heritage and religious beliefs. While 
foreign aid and donations from multilateral 
institutions are important to spur economic 
development in the least developed countries, 
it is also true that such phenomena have 
also failed in the past. Without research and 
policy prescription from donor countries and 
multilateral institutions, the unlettered African 
woman living in a remote village knows that 
she wants to deliver a healthy baby, feed and 
educate her child till s/he becomes a societal 
asset. She is then grounded in nature and 
community, understanding the need to have 
most basic health care and able to make such 
adequate income that would keep her family 
happy. It is within this context that the Islamic 
economic system, more so, Islamic finance 
ought to touch lives while grounded in social 
ontology and indeed ecology. The African 
woman then wants to be respected for her 
values, her religion, culture and those spiritual 
elements that keep the smiles on her face, and 
her progeny. An integral economy, so to speak 
then, really should be based on that overall 
integral development agenda that awhile 
taking account of nature, culture, technology 
and economy is situated within a socio-cultural 
setting characterized by the prohibition of 
interest, uncertainly, of gambling and such 
unethical concerns. As African development 
lags behind other developed economies, one 
additional thing, alongside the above socio-
cultural considerations, then becomes very 
important in order to have that competitive 
advantage in overall development. That 
factor is effective technology, guarded by 
sound government policies and investment 
in partnership with the markets – covering 
agriculture, core technology advancement, 
commerce and education. This then 
culminates into an integral economic system 
that is practical and within the light of the 
maqasid al-Shari’a – communal good life and 
human wellbeing. This integral approach 
to development has then become a very 
important element to the African people in 
their interest in Islamic finance. So would 
Islamic finance solve these challenges? The 
article examines the realities in the system and 
predicts the future accordingly. 

OVERALL ECONOMIC SYSTEM IN 
AFRICA
There has been much talk of the poor 
performance of Africa’s development and 
governance indicators when compared 
to other regions. Many writings have also 

focused on Africa’s poor performance of the 
Millennium Development Goals (MDGs) and 
the inability of the region to meet the 2015 
target. Others have stressed on the National 
Economic Empowerment and Development 
Strategy (NEEDS) designed at implementing 
economic and institutional reforms, poverty 
alleviation, wealth creation, employment 
generating and value reorientation. A lot 
of research has also gone into the Human 
Poverty Index (HPI) based on three goals 
or end product of development. Overall, 
there is a shift from structural adjustment 
to poverty reduction strategy papers 
(PRSP) borrowing from UNCTAD (2002) 
where new elements of poverty reduction 
programmes are identified under country 
ownership and participation; policy aspiration 
of the poor; and conditionality and poverty 
reduction. UNCTAD examined stabilization, 
adjustment and poverty on the platform of 
three major subjects. Firstly, macroeconomic 
and adjustment policies and poverty such 
as: stability and growth; public spending and 
taxes; reforming the financial system; foreign 
exchange regimes and the capital account; 
trade reforms; and agricultural policies. 
Secondly, UNCTAD identified education 
and health. Lastly, the need for institutional 
reforms, governance and corruption for 
comprehensive development have also 
been stressed. Oshodi (2011, 2014, 2015) 
discussed overall African socio-political and 

economic structure borrowing from the 
Business Environment and Competitiveness 
Across Nigerian States (BECANS), advocated 
by Eboh and Lemchi (2010). In this framework, 
major indicators includes: infrastructure 
and utilities; regulatory services; business 
development support and investment 
promotion; and security. This is glued with 
World Bank’s good governance indicators 
that include: voice and accountability, 
political stability, government effectiveness, 
regulatory quality, rule of law and control of 
corruption. This is further infused in the neo-
liberal approach to economic growth – GNI 
per capital and GDP. The performances or 
interplay of these huge benchmarks contribute 
heavily to poverty and unemployment. 
Figure 1 thus shows how poverty and 
unemployment is trapped in between these 
forces. In other words the poor performance 
of good governance indicators negatively 
affects the ability of development indicators 
(GNI, GDP and other known development 
indicators) to perform (Oshodi 2009), while 
the performance of the two benchmarks 
obstructs the ability of business environment 
and competitiveness indicators in various 
African states to drive poverty reduction. 
It is also common in Africa that secured 
part-time or full-time employment does not 
mean absence of chronic poverty. There 
may however be need for the redefinition of 
poverty outside the $1 or $2 per day rule.

GOOD
GOVERNANCE

BUSINESS 
ENVIRONMENT& 

COMPETITVENESS 
ACROSS NIGERIAN 
STATES (BECANS)

DEVELOPMENT
INDICATORS

GNI per capita, Atlas method (current US$)
GDP (current US$)

Source: World Bank (2011)

Voice and accountability 
Political Stability

Government effectiveness
Regularity quality

Rule of law
Control of corruption

Source: World Bank (2011)

Infrastructure & utilities
Regulatory services
Business development support & 
investment promotion
Security

Source: Eboh & Lemchi (2010)

FIGURE 1: THE AFRICAN SOCIO-POLITICAL AND ECONOMIC STRUCTURE
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While acknowledging the soundness of all 
researches carried out on the measures of 
poverty across the world and specifically 
to poverty issues in Africa there is a call to 
take a look at another direction based on 
the experiences of those that live in typical 
African states.  Nigeria’s GDP may be catching 
up with that of South Africa but the poor in 
the latter hardly suffer from infrastructural 
poverty which even wealthy Nigerians suffer 
from. There are records of the death of both 
rich and poor Nigerians on road accidents 
due to terrible road infrastructure while all 
must have generators to enjoy basic power 
because power supply from the means is 
epileptic. South Africa is largely free from 
such poverty except maybe pockets of it. A 
household of six members or more may live 
in just a room in Nigeria while Libya may have 
never experienced such. For Libyans, they 
probably suffered from poverty of human 
rights or political exclusion in the Gaddafi era 
or what they may term predatory governance. 
Botswana’s economy seems great but suffers 
from poor health as a result of the spread 
of HIV/AIDS. In the Democratic Republic of 
Congo, political instability has also affected 
poverty over decades. Most African countries 
suffer from a combination of many of the 
poverty illustrated in Figure 2. In Southern 
Sudan, Mali, Niger and Northern Nigeria 
many cannot have one meal a day while loads 
of university students in Nigeria barely have 
two good meals a day. Most importantly, 

Africans suffers from ethno-religious poverty 
or poverty of loss of valuable indigenous 
heritage. For Mazrui (1984), the Islamic 
and Westernized Christian heritages have 
compressed the indigenous African socio-
economic heritage, which may have caused 
more confusion for the continent having 
being trapped in between the three heritages. 
Uthman (2009) summarizes poverty as 
material and physical deprivation, political 
and social exclusion and cultural, religious and 
educational deprivations. Badr-El-Din (2003) 
made a distinction between absolute and 
relative poverty. Absolute poverty is inability 
to meet basic needs while relative poverty is 
related to income inequality.

From a purely economic perspective, it is 
generally believed that Africa, unlike China or 
Japan, does not have any proficient indigenous 
model. So Westernized neo-classical economic 
and political theories are pushed to the 
region with the assumption that they will be 
as effective as they did in Europe and North 
America. Many also argued that the Islamic 
economic system is only a theory that perhaps 
existed hundreds of years ago so cannot fit 
into the ethno-linguistic diversified African 
states. How possible is it then that Islamic 
finance can reduce the impact of poverty in 
Africa within the context of the continent’s 
overall socio-economic position? Or should 
the question be changed to how best to use 
IBF to solve the poverty challenge? Analysing 

this would require the fusion of literatures 
and realities in individual African states. This 
analysis is therefore limited by scope and only 
considers the state of Islamic finance as is, as it 
will be, as it should be, and as it could be in the 
continent.

ISLAMIC FINANCE ‘AS IS’ IN 
AFRICA
The Islamic economic system is an all-
encompassing socio-economic model 
based on fiqh muamalat (Islamic commercial 
jurisprudence). The system is primarily based 
on building mutual solidarity on the platform 
of ethical values seeking the Pleasure of God 
in this world and the next while maintaining 
moral relationship with fellow mankind. Islamic 
finance can thus be viewed as a subset of 
the overall Islamic economic system, which 
constitutes a part of Islamic civilization. This 
reading is however limited to Islam finance 
rather than the whole Islamic economic 
system but viewed within a systemic context. 
Islamic finance ‘as is’ in Sudan is systemic 
being a state-led programme and specifically 
designing products to alleviate poverty with 
the use of musharaka, mudaraba, murabaha 
aside the setting of tailored guidelines and 
products to address productive families 
(Badr El-Din, 2003). This is a rather new 
phenomenon in Nigeria; however big 
conventional commercial banks seeking 
to offer Islamic banking simply see it as an 
opportunity to offer just another financial 
product into the market. Some banks in Kenya 
and Nigeria argue it will help provide financial 
services for the huge unbanked Muslim 
population while increasing monies in the 
formal economy. There is also evidence from 
Nigeria and Tanzania that some banks offering 
Shari’a-compliant services have just liability 
products that do not give anything back to 
customers. This has Shari’a implications as well 
as ethical dimension to the business. 

Generally, Islamic finance would benchmark 
profits to interest in order to remain 
competitive while mimicking virtually all 
conventional products. Farooq (2009), Oshodi 
(2015) and many more argued that IBF does 
not identify poverty as its primary focus but 
a counterpart to conventional such business. 
Lessem & Schieffer (2010) are in favour of 
moral economic core rather than just Shari’a-
compliance.

ISLAMIC FINANCE ‘AS IT WILL BE’ 
IN AFRICA
The next phase for Islamic finance in Africa will 
be that of aggressive competition – grabbing 
market share and leadership. Shareholders’ 
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FIGURE 2: REDEFINING POVERTY IN AFRICA
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primary motive will remain profit, including of 
standalone Islamic banks. In South Africa, a 
top big bank preferred other jurisdictions to 
the saturated home market in order to capture 
virgin markets. The Islamic finance industry in 
Africa will however witness great success in 
the area of sukuk. South Africa with her barely 
one million Muslims has launched the first 
sovereign sukuk while Nigeria is making efforts 
to do the same. Nigeria presently enjoys 
relatively favourable regulation and may have 
more sukuk in terms of value than the rest 
of African countries in the next 10 years. 
While South Africa has sound infrastructure, 

Nigeria would need to use sukuk to solve 
her infrastructural poverty challenge. Kenya 
patiently waits for sukuk to cover bonds and 
T-bill market while Gambia gives some priority 
to takaful. In Tunisia, AfDB is committed to 
using istisna’ contract to improve the country’s 
real estate, infrastructure and energy sectors 
while creating thousands of jobs and other 
benefits. IDB is also making its presence felt 
more in the continent and paying attention 
to large-scale agriculture, which will create 
employment and have positive impact on the 
most categories of poverty. IDB is also helping 
Senegal and Cote d’Ivoire package sovereign 

sukuk while Nigeria is on the list to also benefit 
from such. A bank in Nigeria is considering 
using agro-commodities murabaha for 
liquidity management, which will also touch 
the lives of the rural poor in many ways while 
considerations for agro-sukuk will benefit 
Africa as a whole. There will generally be a 
shift from retail banking and microfinance to 
investment banking, however Sudan’s integral 
Islamic finance micro-credit style should also 
be encouraged across Africa to support the 
poor entrepreneurs.

ISLAMIC FINANCE GROWTH
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ISLAMIC FINANCE ‘AS IT SHOULD 
BE’ IN AFRICA
The primary purpose of Islamic economic 
system via Islamic finance is to achieve a 
moral economic system, which should have 
increasing effect on wealth creation while 
poverty, income inequality and unemployment 
is reduced. In reality, Islamic finance on its 
own in today’s neo-liberal world cannot 
reduce poverty but will need to play within the 
context of overall socio-economic and political 
framework in order to have real impact. While 
Nigeria takes advantage of her oil wealth to 
create investment opportunities, Mali may 
not have as much endowment in wealth 
creation regardless of the size of the Muslim 
population. The rebirth of Egypt and Libya 
should witness new investments in unique 
Islamic banks offering Shari’a-compliant 
products and services primarily aligned to 
customer value architecture or people-bias 
propositions. Islamic finance should be an 
investment not only to meet the conditions of 
Shari’a-compliance but also serve to reduce all 
forms of poverty associated in Africa. Islamic 
banks in Sudan and South Africa should invest 
in Mali, Niger and Chad based on customer 
overall socio-economic needs while the 
continent should float sukuk funds for the 
region – a role IDB and AfDB can play jointly 
with other financial organizations. In the same 
light, Africa should have its Islamic finance 
reserve institution primarily aimed at poverty 
reduction while fostering mutual corporation, 
peace and love in a moral economic 
environment.

ISLAMIC ECONOMIC SYSTEM ‘AS 
IT COULD BE’ IN AFRICA
Craig’s (1996) patterns of behaviour in terms 
of exponential growth, goal-seeking behaviour 
and s-shaped growth and Forrester’s (1994) 
6th step aimed at implementing changes in 
policies and structures is envisaged for the 
Islamic finance industry where inequalities and 
poverty will translate into increased effect on 
the Integral African World System as derived 
from Wallerstein’s World System Theory. 
The World System Approach stresses on 
development issues and unequal opportunities 
across nations. It thus addresses both political 
and intellectual issues where theory and 
practice are interwoven (Wallerstein, 1974; 
Martinez-Vela, 2001; Lessem and Schieffer, 
2010; Goldfrank, 2000; Modelski, 1995). The 
African World System on the other hand may 
be described as the combination of a wide 
array of social, religious, cultural, behavioural, 
moral, economic, political, international, 
organizational, institutional and any evolving 
circumstance that affects Africa. This African 

World System would have an increasing effect 
on making Nigeria a member of the BRICS 
(Brazil, Russia, India, China, South Africa) 
making it BRINCS. Nigeria’s membership 
of BRICS would have exponential growth 
effect in making the country experience rapid 
industrialization, which would further have 
strengthening effect on the African World 
System. Nigeria’s membership of the MINT 
countries has thus become interesting while 
she now emerges as the largest economy in 
Africa.

CONCLUSION
Islamic finance global growth of over 15–20 
percent per annum may not make any sense 
in Africa if it is unable to solve the poverty 
challenges. It will also have no meaning 
to the people if African countries achieve 
economic growth as a result of foreign trade, 
investments and aid but no real development 
because the lower segments are ignored. 
It will be evident that the people will start 
to question the primary purpose of Islamic 
finance if it only meets aspects of Shari’a 
compliance without addressing poverty 
needs. It is thus necessary for governments, 
international organizations and business 
organizations to engage in more systematic 
thinking to explore the role of IBF as a socio-
economic phenomenon rather than just a 
purely business exercise. From an integral 
perspective, Islamic finance needs to be 
grounded in social ontology meeting the 
realistic needs of the African people. It should 
then attract the divine manifestation, whether 
Yoruba, Igbo or Hausa in this Nigerian case, 
by emerging through spirituality and culture; 
then navigate through the path of technology 
advancement as a way to gain the ultimate 
destination or effect in economic development 
rather than mere growth of development 
indicators.   
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There are three new trends in IBF, which must 
be elucidated for those who are interested and 
involved in the industry. 

1. Awareness of lack of ethics and social 
responsibility in IBF;

2. Growing dissatisfaction with the 
conventionalisation of IBF; and

3. The rise of FinTech in financial services 
and its relevance to IBF.

Advocates of IBF have for long asserted 
that IBF by default is ethical. However, many 
industry observers have time and again 
pointed out that it is not the case when one 
tries to scrutinise Islamic financial products. 
An ethical financial institution and the 
products offered by it must offer some kind 
of advantage to its customers and other 

stakeholders, which is otherwise not available. 
Such an advantage may come in the form 
of favourable price differential (i.e., lower 
prices), product innovations (e.g., financial 
inclusion), employment creation, community 
empowerment, or welfare of a supplier (e.g., 
fair price products) etc.  

Islamic financial products, in general, don’t 
offer price advantage, as they happen to be 
dearer than their conventional equivalents. 
Although price differential in no way 
determines whether a product is Shari’a 
compliant or not, it is certainly relevant in 
taking an ethical view. However, this is not a 
necessary condition for ethicality of a product. 
In terms of economic jargon, it seems to be a 
sufficient condition. 

Islamic retail banking holds three-quarters Professor Humayon Dar

Professor Humayon Dar
PAUSE FOR THOUGHT

    If the trend continues, it is very likely that Islam 
will gradually adopt interest as a permissible mechanism, 
like Christianity and Judaism have done before Islam. 
There is a definite concern around this among the Islamic 
intelligentsia. 
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of global Islamic financial assets. Comparing 
Islamic retail banking products with similar 
conventional products would not suggest that 
the former are any more ethical than the latter. 
For example, murabaha-based car financing 
is no different, at least in its economic profile, 
than an interest-based car financing product. 
Apart from Shari’a compliancy, Islamic retail 
banking products offer no additional economic 
value than the existing conventional retail 
banking products in the market. Although 
advocates of IBF argue that Islamic modes 
of financing are trade-based and offer an 
economic added value, but this argument 
does not stand an empirical test. Islamic 
banks by and large do not trade; they merely 
finance trade-based activities. An unbiased 
view will suggest that the trading parties 
create an economic value while the financing 
party (e.g., and Islamic bank) merely receives 

financial gains, like a conventional bank does 
through interest-based lending. Recipients 
of interest-based loans may also create 
economic value, albeit more indirectly, if 
they deploy the funds thus received for 
trading and other businesses.

In case of Islamic asset management 
products, the situation is marginally 
different, as a number of new Islamic 
investment products incorporate ESG 
concerns. However, global Islamic asset 
management segment of the industry is 
merely 4% of the total Islamic financial 
assets. 

Now we turn to conventionalisation of IBF. 
It is an irony that IBF started as a movement 
to offer an alternative to conventional 
interest-based financial system but over 
the decades it has become more and more 
conventional rather than developing a 
unique Islamic character. All Islamic financial 
products refer to one form of interest-
based benchmark or another interest rate 
mechanism for pricing purposes. The use 
of interest rate as a benchmark in pricing 
of Islamic financial products is a clear 
admission on part of IBF of the efficiency of 
interest rate mechanism in pricing of assets 
and resource mobilisation. This is a clear 
example of conventionalisation of IBF. 

The wakala-based Islamic investment 
accounts offer another example of 
conventionalisation of IBF. Islamic banks 
around the world have offered mudaraba-
based profit sharing investment accounts 
(PSIAs) but now such accounts are being 
gradually replaced with wakala-based 
investment accounts that are nothing 
but camouflaged commodity murabaha. 
These accounts are going to change the 
nature of IBF completely, as Islamic banks 
will collect fixed-return deposits, will offer 

fixed-return financing products and will 
manage their excess liquidity (or will receive 
required liquidity) through fixed return 
instruments. Islamic banks will have no distinct 
character but that of a conventional bank. The 
critics will then be fully justified in deeming 
Islamic banking nothing more or less than 
conventional banking.

If the trend continues, it is very likely that 
Islam will gradually adopt interest as a 
permissible mechanism, like Christianity and 
Judaism have done before Islam. There is a 
definite concern around this among the Islamic 
intelligentsia. 

Given the above two criticisms, many 
observers take rather pessimistic view on IBF. 
While IBF continues to grow and have in fact 
attained the historical mark of US$2 trillion 

worth of assets under management, the 
dissatisfaction with it amongst conservative 
Muslims is also on a rise. If these shortcomings 
are not addressed, there is a danger that IBF 
will loose its credibility and Muslims around 
the world will start demanding an alternative 
– truly and uniquely Islamic – system 
independent of the present practices of IBF. 
This may indeed lead to further polarisation of 
Islamic communities around the world. 

There is a need to bring to the market 
the products that have direct and explicit 
reference to social responsibility. The Green 
Sukuk issued by Khazanah, sovereign wealth 
fund of the government of Malaysia and 
another sukuk issued by UN for immunisation 
of children are two examples from the capital 
markets. 

The rise of FinTech provides an opportunity 
to IBF to democratise its practices, products 
and institutions. The basic premise of profit 
loss sharing or risk sharing can easily be 
implemented through FinTech that aims to 
bring benefits of finance through wider access 
to capital. 

There is no doubt that IBF has achieved a lot of 
milestones in its short history, despite showing 
some important shortcomings. It is therefore 
vital that Islamic financial institutions start 
investing in genuinely Islamic innovations both 
on a product and institutional level.  

The opportunity is there in the form of 
FinTech that is expected to bring vital 
changes in the way we do banking. Banks 
have already started cutting down branches 
and consequently their high street presence. 
With mobile banking applications, the 
users themselves are doing basic banking 
operations. Examples include fund transfers 
(with the click of a mouse or touch of the 
screen) and making payments without having 
to leave their workplace or the comfort 
of home. A number of mobile banking 
applications even allow customers to donate 
to charities of their choice and preference. 
Banking services are now being offered 
through social media platforms like Facebook.  

In this age of information technology and 
wide dissemination of information through 
social and other media, IBF will not be 
sustainably able to benefit from what many 
have termed as “Shari’a arbitrage.” It will have 
to be explicitly ethical, must be seen socially 
responsible and distinctly different from its 
conventional counterpart.
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Introduction:
Islamic Bankers Association (IBA) is a new international industry representative body for practitioners of  Islamic 
banking and finance. It is officially incorporated in United Kingdom, with its registered office in London. The IBA 
membership is open to individuals and corporates, and aims to become the largest industry representative body for 
Islamic banking and finance in the world.

Membership categories include:
Corporate Membership: For all Islamic banks and the institutions offering Islamic financial services – IIFS (Annual 
Fee: £3,500)

Associate Corporate Membership: For all businesses that offer their services to Islamic banks and IIFS (Annual Fee: 
£5,000)

Individual Membership: For all the employees of  Islamic banks and IIFS, with work experience of  a period of  five 
years or more (Annual Fee: £100) 

Young Professional Membership: For all the employees of  Islamic banks and IIFS, with work experience of  a 
period of  less than five years (Annual Fee: £50)

Associate Individual Membership: For any professional whose application is endorsed by at least one existing 
member of  IBA (Annual Fee: £100)

If  interested in becoming a member, please get in touch with Khuram Shehzad on:
+44 (0) 20 3617 1089 or kshehzad@edbizconsulting.com

Islamic Bankers Association is a non-profit organisation, registered in England and Wales as a company limited by guarantee, and 
does not offer any financial products and as such is not regulated by Financial Conduct Authority.
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SMS "Save" to 4248





Details of the legal and regulatory status of the Volaw Group’s members may be found at www.volaw.com

37 Esplanade,  
St Helier, Jersey JE1 2TR,
Channel Islands.
Tel: +44 (0)1534 500400  
Fax: +44 (0)1534 500450  
mail@volaw.com

www.volaw.com

Volaw Group have created a strong reputation in developing 
and managing innovative financial structures including complex 
commercial transactions using Jersey entities.

Private Wealth Management – establishment and administration of 
trusts, foundations and companies as either conventional or Shari’a-
compliant vehicles for the preservation and enhancement of family 
wealth.
 
Funds and Capital Markets – conventional and Shari’a-compliant real 
estate and private equity funds, securitisation and Sukuk structures, 
listing of securities and specialist investment structures.
 
To see how over 30 years of experience and award-winning expertise in 
Islamic finance can make all the difference, contact one of our experts 
today:

VOLAW GROUP
Trevor Norman – tnorman@volaw.com or
Matthew Christensen – mchristensen@volaw.com

Volaw Group: 
30 years 

experience and 
expertise in 

Islamic Finance


