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T his issue of ISFIRE marks the end 
of two years of its successful 
publication. Our readers will notice 

that this issue contains a lot more text 
than the previous issues. This is consistent 
with our initial vision to make ISFIRE as 
a thought leader in Islamic banking and 
finance. Our previous issues have regularly 
included a one-pager Pause for Thought 
to highlight an issue of paramount 
importance for Islamic banking and 
finance. Previous topics included: Islamic 
foundations as a new model for Islamic 
financial intermediation (November 2011), 
indexation of loans (February 2012), the 
effect of morality and technology on 
prices (May 2012), an Islamic economic 
perspective on limits to growth of 
business (August 2012), prudential 
guidelines for tawarruq (November 
2012), the issue of gold dinar (February 
2013), and difference between Islamic 
banking and banking for Muslims (May 
2013). Pause for Thought for this issue is 
Diaspora bonds and sukuk, to suggest that 
countries like Pakistan may combine the 
two concepts to issue a Diaspora sukuk 
to finance its development needs and to 
support its balance of payments.

A main objective of Pause for Thought is 
to encourage out of the box thinking for 

further development of Islamic banking 
and finance as a viable alternative to 
conventional ways of conducting financial 
business. Our intention has never been to 
criticise practice of Islamic banking but, 
on the contrary, to challenge product 
structuring personnel and financial 
engineers to develop Islamic financial 
products that must differentiate Islamic 
banking and finance from other models of 
banking and finance.  

Unintended, but the current issue has 
turned into a Pakistan Supplement, 
with a cover story featuring Dr Tariq 
Cheema, a Pakistan-born American 
citizen, who founded World Congress of 
Muslim Philanthropists and is now busy 
in preparing for the next Global Donors 
Forum to be held at Washington D.C. 
on April 13-14, 2014. Our Personality 
interview features another Pakistani, 
Azhar Aslam, who heads Islamic banking 
operations of Standard Chartered Bank 
Pakistan Limited. Waheed Qaiser is another 
Pakistani connection. Imran Hussain 
Minhas, a Joint Director at Securities 
and Exchange Commission of Pakistan 
(SECP), analyses mudaraba sector in 
Pakistan. Professor Asad Zaman, Director 
General of International Institute of 
Islamic Economics at International Islamic 

University Islamabad, critically evaluates 
the current crisis in economics and 
discusses the future course of action the 
advocates of Islamic economics should 
take to develop it as an alternative to the 
capitalist economic theory. 

Our regular contributors, Rizwan Rahman 
and Rizwan Malik, have this time chosen 
two interesting topics, crowd funding 
and payday lending. Yousuf Azim Siddiqi 
provides a juristic analysis of price 
regulation. There is also one article on 
morality in economic behaviour. 

Please enjoy reading this issue and 
provide us with your feedback to improve 
ISFIRE further in our forthcoming issues.  
 

Professor Humayon Dar, PhD (Cambridge)

Editor-in-Chief

ISFIRE
From the Editor

ISLAMIC FINANCE REVIEW

From the Editor
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I want to learn Chinese. I type into Sheikh 
Google “Learning Chinese” – I am too 
lazy to go to a school or attend a course 

outside; plus I am impecunious! It gives 
me a list of options. Nothing really floats 
my boat.  I get a little bored researching. I 
want to search something else. I have been 
hearing a lot about Kickstarter recently, a 
crowd funding website. Zach Braff, an actor, 
producer and director, recently raised $3.1 
million to produce a film through Kickstarter. 
46,000 average people – not celebrities – 
contributed money through the website. That 
is approximately $67 per person.  I am thinking 
that’s a pretty good way of earning money, 
let me check it out. So I go to the website and 
a smile crosses my face. On the main page 
I am confronted with “Chineasy: The easiest 
way to learn Chinese.” How coincidental! I 
click on it. Chineasy teaches Chinese through 
illustrations. The page is long and reads like a 

business plan, informing me of its pedagogical 
methodology, who the creator is, and how 
much it needs to set up this project of 
enabling people to learn Chinese. The page is 
interspersed with diagrams and videos. I am 
diligent; I go through it all. At the end of the 
day I want to learn Chinese! I am interested 
in the project. It needs £75,000 to set up. It 
has raised £37,315 and 1,049 people have 
contributed (known as Backers) as at the 
time of reading. There appears to be a time 
limit to when the creator needs the money 
by.  I like the project. I like the creator.  I want 
to donate (known as Pledges) some money 
so the project can come to fruition, and 
the website gives a list of goodies that I will 
receive depending on how much I donate. I 
register onto the website. If I donate a pound, 
I will get a Shout Out on its Chinese website. 
If I donate £10, I get the E-book to learn 
Chinese.  If I donate £1,200, I get the whole 

Kickstarting the
Crowd

Crowdfunding is a growing phenomenon. It shows the potential of social media in 
building online communities based on creativity and giving. Funder and entrepreneur 
have been brought together to create goods and services that are beneficial to 
community. This was the initial objective of Islamic finance. Rizwan Rahman explores 
the crowdfunding model and finds it value-driven and with lots of potential.  

Rizwan Rahman
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shebang (their words, not mine). I like the idea. 
I donate a pound. Other people can benefit 
from my donation. Shame I can’t, but I am 
impecunious!

Crowdfunding: The People’s 
Revolution

Crowdfunding has become the latest fad in 
the social media era.  Simply, an originator 
needs money to develop his ideas into a 
tangible product – it could be anything – and 
requests funding. He/she creates a sales pitch 
which they upload onto a crowdfunding 
website like Kickstarter.  They have to calculate 
an amount they require to ‘kickstart’ their 
project.  The website team assesses the idea 
conducting a type of due diligence. After 
they are satisfied, the pitch is uploaded onto 
the website. A person interested in the idea 
donates money; typically there is no minimum 
amount that can be donated. The donor 
does not get equity in the business; instead 
receiving some other form of gratuity.  If the 
amount is not reached within a determined 
period, some websites return the donations 
back. Others give the option of return. The 
crowdfunding website typically receives about 
5 - 10% of the money raised of successful 
projects. 

Today, there are many crowd funding 
platforms besides Kickstarter, which is 
the most popular. One report states over 
450.  The principles are the same in that 
originators go to the website to raise money. 
Differences lie in the type of projects that can 
be advertised, levels of scrutiny of project 
ideas, disbursement of donation times, the 
gratuity on offer to donors, and distribution of 
products after creation. Other crowdfunding 
sites include Indiegogo, Crowdit, and Crowd 
Supply. 

Crowdfunding prides itself in being non-

corporate. Donors are investors that do not 
expect to profit, but pledge money because 
they believe in the idea. The ideas are not 
limited to one specific field: they could be 
computer games or movies, remote patient 
monitoring devices or a new type of drink. 
Many commentators speak of an emotional 
attachment between the donor and the idea 
- individuals are more interested in seeing 
the idea come to fruition than benefiting 
themselves from the profits. So they invest 
little or large amounts. If there are thousands 
of people that also believe in the idea, 
accumulating funds becomes far easier. 

The question is about publicity, and the 
internet provides the opportune avenue for 
instant advertising to a greater number of 
people. The originator does not have to shop 

around for funders and sacrifice a percentage 
share of the profits that can be made. Plus the 
pick of funders grows as the internet is global. 
One donor may not be attracted to the idea 
but another might be. All the originator needs 
is a group of interested donors.

Social media gives crowdfunding its elixir 
insofar as it harnesses the power of people’s 
consciousness in the creation of desired goods 
and services. Here, the individual has control 
in determining whether the market needs the 
good – a case of demand pushing supply. Not 
only this, the donor is contributing to a good 
that will be beneficial for him and the whole 
community. The value of most crowdfunding 

platforms is the nexus between donor and 
idea; a bottom up model is created.  Problems 
arise when considering the probity of the 
originator and the platform. An unscrupulous 
individual may use the platform as a means of 
raising the capital for himself. Most platforms 
have a screening process where they accept 
or reject ideas but the due diligence is not 
full-proof.  As for the platform itself, originators 
and investors have to be certain the site is 
genuine.  Fundamentally, the model is based 
upon trust. 

Equity Crowdfunding 

The most successful crowdfunded project, 
so far, is Star Citizen, a multiplayer online 
videogame which raised over $14 million 
beating the previous $10,266,844 record 
set by Pebble Watch, a smartwatch. High 
investments reveal the possibility of 
generating profits for investors through 
shareholdings, effectively combining emotion 
with idea with the incentives of profit. Equity 
crowdingfunding, as it has come to be known, 
is a new way of investment, with UK based 
platforms Seedrs and Crowdcube leading the 
way. Investors get a share of the business and 
can have voting rights and dividends, similar 
to common equity investments. The difference 
is the connection between investor and idea. 
The bottom line for crowdfunders is not 
dividend or the capital gain, but the value of 
the idea to the community. 

The problem confronting equity 
crowdfunding platforms is regulation. 
Soliciting investments from the general 
public when the originator has not filed with 

country’s financial regulators is deemed illegal. 
Laws are changing in many countries to 
capture the potential of equity crowdfunding.  
Italy became the first European country to 
publish legislation that regulated equity 
crowdfunding. The draft is currently being 
discussed. Other countries have legislation 
that is not specific but is encompassing. 
Nevertheless, to streamline and facilitate the 
growth of crowdfunding, European countries 
are looking into changing legislation. 

Passing crowdfunding legislation in the USA 
has not been a smooth process. In April 2012, 
President Obama signed in the Jumpstart Our 
Business Startups (JOBS) Act, intended 

            Crowdfunding is very much a collaborative endeavour 
linking investor, entrepreneur and agent. It creates a social 
economy, one not entirely based on self-interest and 
derivation of profits. Rather the focus is on building ideas.
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to “increase American job creation and 
economic growth by improving access to the 
public capital markets for emerging growth 
companies.” However, not all parts of the 
act are in legislation. It was only in July that 
the SEC lifted the ban on public solicitation 
allowing companies to freely advertise that 
they are fundraising to the general public. 
This was a positive step forward but quicker 
progress is needed. In the end, the extent of 
the USA’s adoption of crowdfunding will have 
an influence throughout the world. 

What Makes Crowdfunding 
Successful?

The success of crowdfunding has shown the 
potential of donations to build companies. 
The move into equity crowdfunding and 
peer-to-peer lending reveals that a lot can 
be done with the basic model. But what has 
been stressed thus far is that crowdfunding is 
very much a collaborative endeavour linking 
investor, entrepreneur and agent. It creates 
a social economy, one not entirely based on 
self-interest and derivation of profits. Rather 
the focus is on building ideas. This is why 
many of the projects that have been funded 
are artistic, because the investor feels a visceral 
connection with the idea.  Both commercial 
and civic projects can be (and have been) 
funded with crowdfunding platforms. 

The internet provides a perfect marketing 
platform, not only for the originator, but 
for the investor. The previously mentioned 
Zach Braff leveraged off his celebrity status, 
inadvertently, to generate investment. 
Individuals were pulled in by his celebrity 
status. If a project has well known backers, and 
many backers, this will increase interest. 

So what makes crowfunding successful? 

1.   It is about the idea. The idea could be 
original or mundane but the originator 
must believe the idea is beneficial for the 
community in some way, whether it is to 
entertain, teach or provide.

2.   The donor must have an ‘emotional 
connection’ to the idea. Without this 
connection, he/she is unlikely to donate.

3.   The internet brings together individuals 
from around the world immediately and in 
an instant. The difficulty for entrepreneurs 
has always been to find finance. It involves 

searching, networking, begging! The internet 
eases this process. Originators can instantly 
pitch; donors (and many of them) can instantly 
receive. 

4.   Awareness of the crowdfunding platform 
is necessary. This is obvious, but how does 
Kickstarter and Indiegogo gather interest? A 
few successful projects and media interest 
gives impetus. 

5.   You do not have to be a millionaire to 
invest. Micro-investments from many people 
can do the trick.

6.   Acknowledgement goes a long way.  
Backers typically receive a gratuity for their 
investment. It is not money. It is a token of 
thanks. That is enough to make the donor feel 
involved. 

7.   Trust the originator to execute and the 
platform to disburse the funds. Trust goes a 
long way. Without donor trust crowdfunding 
would crumble especially as regulation is 
minimal. The donors have to trust the platform 
first to distribute the funds, and then the 
originator to execute. 

 These principles attract originators and 
would-be donors alike. Through crowdfunding 
platforms there is a greater pool of individuals 
from which a group may be interested.

Is Crowdfunding Islamic?  

As mentioned, there are over 450 
crowdfunding platforms, one of which is 
Shekra. Set up in Egypt in 2012 by Shehab 
Marzban and Adeb Boseli, Shekra blends 
Islamic finance with crowdfunding. Principally, 
the focus is on small and medium sized 
business in the Middle East in order to 
engender and galvanise entrepreneurship in a 
region noted for high youth unemployment.  
The model follows the basic crowdfunding 
model with a few tweaks. There is a closed 
group of investors, Shekra provides a score 
judging the potential of the idea and 
suitability of investment, and Shekra acts as an 
equity partner rather than a recipient of a fixed 
percentage fee. 

The model prides itself in sharing the risk 
and reward following the tenets of shirka 
(partnership) contracts. The projects will have 
to be Shari’a compliant, a key difference with 
other crowdfunding platforms. Importantly, 
there is a consulting team from Shekra that 

helps the originator set up their company 
and offers advice in terms of market pitching 
and promotion. Once again, collaboration 
between different parties ensures a social 
economy: ideas, investors and entrepreneurs 
are connected together. 

 In many ways, crowdfunding resembles the 
economic relationships in pre-modern Islamic 
countries in that trust was a mainstay of 
business relationships. Merchants would often 
send their agents to sell their wares in distant 
markets, occasionally for little to no profits. 
Agents would trek into markets and sell the 
products, returning back to the merchant with 
the profits earned. To sustain and maintain 
this relationship trust was crucial. Anyone who 
broke the trust would be ostracised from the 
community.  

Similarly, crowdfunding relies on trust. Without 
regulation, crowdfunding is risky as the donor 
does not know the originator. But the internet 
has created online communities that bring 
people from around the world together.  It 
is difficult to oversee each member but the 
platform knows that it will cease to have 
an impact if the originator does not bring 
to fruition the pitched idea. It is upon the 
platform to ensure that the originator is 
honest and hardworking. The originator 
looking for money knows that to receive 
money, the idea has to be original and well 
thought out. This shows effort. If he has gone 
this far, he is likely he will execute the idea and 
donors will be likely to donate. This is not full 
proof and there have been instances where 
patents have been breached or funds have 
not been adequately spent. Nevertheless, 
instances are few. 

For the Islamic financial industry, 
crowdfunding offers opportunities for the 
industry to return to its original goals. The 
original ideals of the industry were to share 
profit and risk and to be egalitarian. The 
industry has moved more towards debt 
finance in which the bottom line is not the 
idea, or the end product, but the potential to 
profit. Crowdfunding brings the social aspect 
of finance as it draws individuals together 
to essentially judge the importance of an 
idea and its impact of society. Donors, by 
donating, are not buying a product they need 
or to enhance their lives, they are donating 
because they believe of its value. This is value 
maximisation and not profit maximisation. This 
is where the masses know what they want 
and are not swayed by the insinuations of 
advertising and excessive investments. This is 
a value driven, bottom up model. And we are 
only seeing the beginnings of its potential.

            In many ways, crowdfunding resembles the economic 
relationships in pre-modern Islamic countries in that trust 
was a mainstay of business relationships. 
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You have just arrived in Pakistan, 
and obviously travel widely. Where 
are you based at present? 

Our headquarters are in Chicago but we are 
just establishing a second headquarters in 
Doha, so much more of our work will in the 
future be handled from Qatar. I split my time 
between the two, and also my home country, 
Pakistan. Since our work involves a wide range 
of partnerships, I find myself on the road 
frequently. Life is indeed interesting! 

How did your personal journey lead 
to your leadership of the World 
Congress of Muslim Philanthropists? 

The impact of my parents and family and early 
experience were both critical. I was born in 
Pakistan. In 1997, there were floods of Afghan 
refugees coming to Pakistan, forming tent 
colonies around the towns. My father was a 
physician and used to volunteer at the camps 
each day, after his normal work, going tent 
to help. On weekends he took me along 
with him. It was a powerful, early formative 
experience. 

I went to medical school and led an essentially 
normal life until September 11, 2001. That 
was a wake up call for everybody. I was 
moved by the events and the reactions to 
them, but especially by a growing awareness 

that Muslim charities were being shut down 
more on the basis of suspicion than evidence 
of wrong doing. There was a fear of giving 
to Muslim causes within the community, 

compounded by negative images of Muslims 
and of Islam, on the TV and newspapers. It 
made me rethink much of how I was living 
my life. 

Dr Tariq Cheema

A General Practitioner with Specific Solutions

Katherine Marshall, of Berkley Centre for Religion, Peace & World Affairs at Georgetown University, interviews Dr 
Tariq Cheema, CEO of World Congress of Muslim Philanthropists.
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I had always seen and experienced giving, 
my own and that of my family and friends, as 
good giving, an essential part of life, with both 
internal and external motivations, essentially 
linked to a love of fellow human beings 
regardless of color and creed. Now came a 
new bombardment of negative images of 
terrorism and Muslims. As I started to take 
a keener interest, I began to look to Muslim 
donors in the city of Chicago and to their 
role in the community. The pattern I found 
(and that included my own) was one of small 
cheques, some to Muslim causes, some not. 
The local mosque was often a focus, but not 
always. The common desire was to do good, 
for everyone, but it was rarely strategic in any 
sense of the term. What was missing was any 
form of robust network that linked Muslim 
donors so I sought to build one. There was a 
need to organize, to sit together and to do 
an honest assessment of who we give to and 
why, what happened to the money, and what 
impact it had. 

Our initial intent in establishing the Congress 
was very modest and largely local, but 
because there was such a void, the idea was 
picked up quickly across the globe, including 
by some very prominent, powerful, and 
wealthy individuals, including some heads of 
state. 

What were your initial goals and 
findings? 

As we moved forward, we explored what was 
actually happening in the first instance, with 
a view to seeking improvements. We came to 
some important, early conclusions. 

The vast majority of Muslim giving was for 
good causes and with good intentions. It 
did good. But it was not very organized. I 
coined the term “sloppy giving.” It was rarely 
institutionalized, even at a personal level. 
People would write cheques but did not 
follow up. They might well forget what they 
had given for and when. They did not do 
the due diligence on use of funds by the 
recipients nor did they take ownership for the 
results and impact of their giving. 

We also were aware of the enforcement of 
new regulations that were making giving 
more difficult. It was working counter to the 
basic good intentions as well as the faith 
inspiration for giving. This applied to many 
types of giving but had a special impact on 
faith-linked institutions. 

There was a massive task ahead to 
institutionalize this giving. The tendency of 
Muslim philanthropy, which many saw as 
justified, even demanded by their faith, was 

spontaneous and generous. What was needed 
was a more strategic approach with due 
diligence built in and transparency in giving 
and in delivery. Focus on impact was needed. 

Over a five year period we have been 
successful in building an international network 
of donors. These are primarily high net worth 
individuals, foundations, and corporations. 
The goal is to help them move from the earlier 
giving patterns to giving that is smart, vigilant, 
and transparent, with benchmarks, giving that 
will yield a social dividend. We are working to 
promote that culture. 

What about the restrictions 
that emerged that focused 
especially on Muslim giving– call it 
discrimination? 

There is no question that there were targeted 
regulations and discrimination. But I made an 
early determination not to be paranoid and 
not to focus on them in the first instance. The 
first task was (and is) to focus on improving 
giving practices within our community. If we 
become more transparent, more strategic, 
more organized, more sophisticated, I am 
confident that the external problems will 
subside. If not, we will be far better placed 
to defend ourselves against them, legally, 
politically, and socially. If we start simply with 
complaining and crying discrimination we will 
get nowhere. 

So what were your major 
challenges? 

Changing attitudes was a central part of what 
we had to do. The attitude that traditional 
patterns of giving were demanded by the 
faith went deep. It involved a sense that giving 
should be secret, private, with no boasting 
about it. We worked to make it clear that 
the spirit of these traditions was above all 
to preserve the dignity of the recipient. The 
religion had no requirement for the secrecy 
around giving and good works. That should be 
no blockage to reform. 

Another challenge came with the nature of 
giving. Most Muslim giving was to institutions 
directly linked to the faith, notably mosques 
and madrassas. But they needed ways of 
handling the money because many of them 
lacked solid procedures and frameworks. We 
had to work on the donors to ensure that 
they understood the importance of making 
sure their gifts were well used. We stressed 
the element of trust: that they had a sacred 
trust to ensure that funds were well used. This 
involved a self-regulatory mechanism. The 
donor had a responsibility to ensure that the 
recipient reported what they received. 

This exploration highlighted the importance 
of capacity weaknesses. Most of the recipients 
did not have the capacity to manage well. The 
problems were accentuated by regulations 
that encouraged donors and recipients to look 
for alternative delivery channels. And there 
was some cultural resistance to becoming 
more organized in giving. 

In short, with the notions of trust, the focus 
on ability to deliver, efforts to support 
good charities, we were focusing on the 
internal challenges. We are looking to 
more sophisticated giving as well as to a 
paradigm shift in thinking about charity and 
philanthropy. 

What kinds of giving were involved? 

That question takes us to another central 
challenge we identified: the very narrow 
spectrum of giving. Most Muslim giving was 
focused either on conflicts with a religious 
character or on humanitarian aid following 
catastrophes: in short, manmade or natural 
disasters. We sought to expand this spectrum 
to include other social issues, like education, 
the environment, culture, and youth. We seek 
to inspire donors to look to a far wider and 
more diverse field of giving. The issues, for 
example, of literacy and of environmental 
stewardship are linked to the faith and have 
high priority for Muslim communities. 

We are trying to encourage a movement 
in Muslim giving away from a simple focus 
on relief towards longer term efforts like 
endowment building, establishing pooled 
funds to support scholarships for higher 
education and interest-free microfinance, with 
a special focus on female population. 

What about coordination? 

The common trends of charitable giving were 
to give in isolation and we found very few 
mechanisms for collaboration. Individuals 
wanted to do good in their own way. There 
was no tradition or culture of cooperation or 
of pooling resources to address the issues of 
common concern. 

What about sources of information? 

The research, we found, was scanty. Very little 
work had been done. Zakat is an ancient 
tradition and a religious obligation aimed 
to alleviate poverty. But there is very little 
information about how billions of dollars 
are given away. And it matters because 
much is given away in a very inefficient 
way. Governments and citizens need better 
information to ensure that the funds are used 
more effectively. 
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We work closely with several organizations 
on research. These include the University of 
Indiana Center on Philanthropy, the John 
Gerhart Center at the American University 
of Cairo, and the Cass Centre for Charitable 
Giving and Philanthropy at the City University 
London. They are making important 
contributions to filling the knowledge voids. 

So what does the Congress do? 

We have established a network that works 
both at the national and international level. It 
serves an advocacy function but the primary 
focus is to advance effective and accountable 
giving using the resources of our community 
and institutions. 

How do you work with work with 
the large Muslim development 
agencies (like Islamic Relief )? 

Those organizations are part of the tapestry 
that we are talking about, the institutional 
networks that are needed to move towards 
smarter giving, trusts, reliable funding, and 
strategic projects. Those organizations are 
reaching a new level of maturity, and they 
are very much comparable to benchmark 
organizations like Oxfam, ActionAid and Save 
the Children. This is part of a natural growth 
of institutions that is very fascinating and 
important. They are the trendsetters in many 
respects. 

But the bulk of Muslim giving goes directly to 
the needy individuals and religious charities. 

Another sector that is growing in importance 
is the grantmaking foundations, both private 
and corporate funded. They can fund projects 
that pave the way for innovation and new 
directions, that focus on the broader social 
issues and trends for the future. They are 
well placed to promote human rights and 
democracy. There are striking examples 
of effective social entrepreneurship in 
these sectors and we would like to see the 
development of more. 

What is your main working 
mechanism? How large is your staff? 

We focus on the Congress, which today 
meets every other year. The last meeting 
was in Malaysia in 2012 and the next in 2014 
will be in Washington, DC. In addition, we 
have launched the Academy of Philanthropy 
to meet the skill gap and promote best 
practices and research in the sector. The other 
important work Congress does is to establish 
multi-donor funds to address range of issues 
such as disease, hunger, poverty, etc. 

Our staff is small, with permanent teams in 

Chicago, Doha, and Kuala Lumpur. We rely 
heavily on volunteers who are accomplished 
professionals with expertise essential to our 
program and strategy building. Many (myself 
included) work on pro-bono basis. 

We are neither activists nor are we simply 
spectators. Our goal is to improve the situation 
in any way possible. We thus listen and consult 
on where the obstacles are. For example, 
in terms of the regulatory hurdles that are 
significant and that stand in the way of good 
Muslim giving, we are aware that it will do little 
good to stand and shout slogans. We have to 
work in consultation, to earn a place at the 
table where policy is made. We have to make 
the case for policy change in the policy space. 
We have a genuine concern that funds do 
not end up in the wrong hands, that charity 
is well used. We have worked, with some 
success, to find that place and thus to argue 
for improvements in regulations. But our core 
strategy is to focus primarily on improving 
our own practices and to make the case that 
preventing charitable giving from crossing 
borders and reaching those who need it is 
in no one’s interest and is a collective loss for 
everybody. The common good is served by 
making sure charity and philanthropy work 
well and in a transparent fashion, and beyond 
the divides of ethnicity, faith, or geography. 
Thus, we will win the confidence of the rest of 
the world, that we are trustworthy and have 
high standards. We are as watchful as anyone 
of the predators that inevitably exist. 

Our consultation in Doha some 
years ago suggested that many 
of the newer Muslim and Arab 
philanthropic and development 
institutions feel that they 
are excluded from the main 
international coordinating bodies. 
Has this improved? 

Not really. That is indeed one of our goals, to 
fill those gaps. We need to be more persistent 
in insisting on proper changes in membership 
and still more in attitudes towards inclusion. 

Within the Muslim world there are 
important divisions. Do you, for 
example, work with the Aga Khan 
Development Network (one of the 
most respected institutions within 
the development community)? With 
both Sunni and Shi'a actors? 

Absolutely yes. The Aga Khan Development 
Network has been a leading partner from 
the outset. We work with individuals and 
institutions across the full spectrum. They 
include the Islamic Development Bank and a 

wide variety of partners across the globe. It is 
a goal to work towards still closer partnerships 
and collaborations. 

Indeed we take pride that the Congress has 
been successful in bringing together these 
different currents in constructive, positive 
ways, through our forums and in specific 
projects. In fact, a significant number of 
Congress members and partners come from 
other faith traditions, which indeed is very 
powerful aspect of our work. 

Two live issues in our consultations 
are concerns about the proper 
boundaries of proselytizing in 
charitable and development work, 
and how religious institutions 
approach gender equity. What is 
your experience here? 

On proselytizing we are aware that there are 
problems at the fringes, and they manifest 
themselves in cases like the opposition 
to polio vaccinations in the tribal areas of 
Pakistan and Afghanistan and to girls school 
attendance in some places. 

But the problems in these cases are not about 
religion. They are issues of culture that are 
falsely attributed to religion. Or they are rooted 
in politics. In all these cases there are a lot of 
issues involved, of which religion is generally 
the least. 

The Congress takes the issue of women 
equity very seriously. We have launched a 
movement called “Empowerment through 
Enlightenment.” We see that progress will 
come through when the male population is 
enlightened about the dignity and the rights 
of women. Women’s rights to equality include 
the right to hold property, receive and own 
inheritance, consent to marriage, and receive 
an education. This is consistent, entirely, with 
the faith. 

Do you still practice medicine? 

No, I have left clinics since 1998, but 
sometimes I do work as a volunteer physician 
in disaster areas. I spend some time on my 
family business but, above all, I focus on 
the Congress and pursue my philanthropic 
interests.
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The Global Financial Crisis and the Great Depression have shown the problems of 
unrestrained Laissez-Faire on the global economy. The crises may have been solved, 
but the magnitude and spread of its effects show that our economic behavior can act 
like a systematic virus. In the end, millions of people are adversely affected, directly 
and indirectly. Dr. Asad Zaman provides an impassioned plea to rethink Western 
economic thought in order to avert future crises.

Twentieth Century Economics

The human tragedy of the Great Depression 
has been graphically depicted by John 
Steinbeck in his moving novel, The Grapes 
of Wrath. The crisis it created for economic 
theory is not so well known. Leading 
economists kept forecasting prosperity and 
quick recovery, creating embarrassment for 
the profession as a whole. In 1927, Keynes had 
flatly stated that “there will be no more crashes 
in our time.” The shock of the Great Depression 
led him to create an entirely new thinking of 
economics. The Keynesian revolution created 
the field of Macroeconomics which gave a 
vital role to the government in removing 
unemployment. 

At the dawn of the twentieth century, 
Laissez-Faire economics was the dominant 
school of thought. Laissez-Faire economics 
says that free markets without government 
intervention automatically lead to the best 
possible economic outcomes. The folly of 

this position was made obvious to all by the 
Great Depression. Paul Samuelson and other 
disciples of Keynes were the only economists 
with quantitative and, apparently, rigorous 
answers to questions about the Great 
Depression. They enjoyed a monopoly on the 
field of Macroeconomics until the 1970’s. Then 
things changed. 

The OPEC countries imposed an oil embargo 
to retaliate for USA support of Israel in the Yom 
Kippur War in 1973. The sudden rise in energy 
prices led to "stagflation" - unemployment 
and recession occurring simultaneously 
with inflation – in the US economy. This was 
contrary to the central tenets of Keynesian 
economics which held that only one or 
the other (unemployment or inflation) was 
possible. The damaged prestige of Keynesian 
economics allowed a counter-revolution to 
be launched. Surprisingly, most of these new 
macroeconomic theories went back to the 
laissez faire ideas of pre-Keynesian economics.

Milton Friedman and his followers, labeled 
Monetarists, lost no time in re-interpreting 
the Great Depression along lines which 
would suit laissez-faire theories. According to 
this re-interpretation, the Great Depression 
was actually caused by inept government 
policies related to the money supply. Many 
economists have remarked that theories 
so violently in conflict with facts became 
acceptable in the late 70’s only because the 
generation which had experienced the Great 
Depression had passed away.  Regardless, 
the old wine of Laissez-Faire was presented 
in new bottles, and rose to prominence once 
again. Reagan in the USA and Thatcher in the 
UK implemented these bold “new ideas” by 
tax cuts and reduced spending to minimize 
the role of the government. The failure of 
Thatcher’s economic policies eventually led to 
her forced resignation.  It is a puzzle that the 
same policies were apparently quite successful 
at reducing unemployment and creating 
growth in the USA under Reagan. 

The Current Crisis
in Economics
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A deeper look into the difference between 
what Reagan said and did can resolve this 
puzzle. Tax cuts for the rich were balanced by 
increased taxes on the poor.  Large reductions 
in government expenditure on social security 
and welfare were more than made up for by 
massive increases in defense expenditures. 
What was advertised as a reduction in the 
role of the government led to a quadrupling 
of the government budget deficit. Reagan 
restored the tarnished reputation of Laissez 
Faire economics by using traditional Keynesian 
methods of expansionary fiscal and monetary 
policy.

The collapse of communism further 
enhanced the prestige of the Laissez Faire 
economists. The IMF and World Bank enforced 
the Washington Consensus all over the 
globe. The poor results of these free market 
policies disappointed even John Williamson, 
the economist who coined the term and 
determined the ten economic prescriptions of 
the Washington Consensus. However, instead 
of rethinking the underlying paradigm, failures 
were attributed to the wrong sequencing 
of the economic reforms, and the lack of 
institutional structures necessary to support 
the free market. Thus Laissez Faire economics 
was again the dominant paradigm at the 
dawn of the 21st century. Economists were 
just as unprepared for their encounter with 
reality in the form of the Global Financial 
Crisis of 2008 as their predecessors had 
been for the Great Depression. The mistaken 
overconfidence of Keynes prior to the Great 
Depression was replicated by Robert Lucas, in 
his 2003 presidential address to the American 
Economic Association. Lucas declared that the 
"central problem of depression-prevention 
[has] been solved, for all practical purposes" 
just a few years prior to the Global Financial 
Crisis of 2008, which provided an empirical 
refutation of his Nobel Prize winning theories 
on rational expectations.

Historical Roots

The current crisis in economic theory has 
deep historical roots. To understand it, we 
must go back to sixteenth century Europe. 
Continual warfare and bloodshed among 
different Christian sects led to the search 
for a secular basis for society. How can we 
achieve cooperation in a society composed of 
religious groups with different goals? Secular 
thinkers promoted freedom and wealth as 
the core values of a secular society. One could 
expect different groups with conflicting goals 
to agree to these as common goals for the 
society. Freedom and wealth would provide 
each group with the possibility and material 
means to pursue whatever goal they desired. 

Considerable effort was put into promoting 

freedom and wealth as desirable collective 
goals. Efforts of secular thinkers led to the 
transition from the Biblical maxim “the love 
of money is the root of all evil” to its opposite: 
“lack of money is the root of all evil”. Duty 
to society takes precedence over individual 
liberty in traditional society. Secular thinkers 
created a political theory which put individual 
freedom above claims of the social order. 
These momentous changes were fundamental 
in creating the modern world.

Secular thinkers disagreed about effects of 
allowing individual freedom and pursuit of 
wealth on society.  The disagreement was 
about the nature of human beings. Jean-
Jacques Rousseau felt that human beings 
were naturally good, and hence advocated 
anarchy – no rules or regulations of any kind 
were required. On the opposite extreme, 
Thomas Hobbes thought that human 
beings were naturally evil. Without strong 
government enforcement of extensive laws, 
life would be “nasty, brutish and short,” if 
people were allowed complete freedom 
to act as they desire. John Locke took an 
intermediate position, finding society and 
government necessary, but with minimal rules 
acceptable by all. 

The debate between Locke and Hobbes 
continues to this day in various guises.  
The Hobbesian view was that extensive 
government control and regulation in 
all spheres of life is required for a stable 
social order. Followers of Locke argued 
that minimal control would suffice. A very 
important ingredient in the victory of minimal 
government views was the “invisible hand” 
argument of Adam Smith.  He argued that 
even though people are selfish, society would 
benefit by allowing them freedom to pursue 
their own self-interest. This provided a counter 
to the Hobbesian idea that selfish individuals 
would destroy society unless there was 
extensive government control.  

Laissez-Faire economics is based on 
intellectual grounds prepared by Locke and 

Smith. It argues that  maximum freedom 
should be allowed to individuals in the 
economic sphere. We are witnessing today 
the outcomes of a social experiment spanning 
two centuries. Whereas traditional societies 
warn strongly against pursuit of pleasure 
and wealth, secular thinkers thought that 
these baser tendencies of humans could be 
harnessed for the betterment of society. As 
long as the institutional frameworks of politics, 
justice, and society were sound, allowing 
freedom for pursuit of wealth would enrich 
society. 

All religions and cultural traditions have asked 
individuals to sacrifice selfish pleasures to 
fulfill social obligations, and frowned on an 
unrestrained pursuit of wealth.  The outcomes 
of this social experiment make clear why this 
is so. Contrary to the expectations of secular 
thinkers, individualistic pursuit of wealth 
and pleasure did not remain confined to the 
narrow domain of economic activities. When 
profits were permitted to trump compassion, 
the odious actions of Shylock became socially 
acceptable. Bankers threw millions out of their 
homes for nonpayment of interest after the 
financial crisis of 2008. On the family front, 
placing pleasure over duty has led to ever 
increasing divorces, infidelity, and illegitimate 
children. According to a recent UK report 
entitled Fractured Families, “the fabric of family 
life has been stripped away.”  This is social 
disaster, since children are trained in families, 
and societies are shaped by how children 
are trained. More than a third of children in 
the USA and UK are being brought up in 
broken homes. The tragic consequences are 
documented in many studies. Selfish pursuit 
of pleasure has led to the highest divorce rates 
in the world, millions of unwanted teenage 
pregnancies, record rates of alcohol and drug 
abuse, depression and suicide, and alarmingly 
high percentages of lying, cheating and theft 
among high school students. As we will show 
later, one of the economic consequences of 
promoting selfish pursuit of profits as a virtue 
has been the Global Financial Crisis of 2008.

            However, instead of rethinking the underlying paradigm, 
failures were attributed to the wrong sequencing of the economic 
reforms, and the lack of institutional structures necessary to 
support the free market. Thus Laissez Faire economics was 
again the dominant paradigm at the dawn of the 21st century. 
Economists were just as unprepared for their encounter with 
reality in the form of the Global Financial Crisis of 2008 as their 
predecessors had been for the Great Depression. 
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 The New Millennium

Karl Marx was deeply moved by the plight of 
exploited laborers in industrialized England 
in the late 19th century. He theorized that 
the dynamics of capitalism would lead to 
increasing exploitation, until the laborers 
revolted against the system. After the 
revolution, the laborers would create a new 
economic and political system, which would 
be far more equitable than capitalism.  This 
Marxist prophecy was wrong, but did contain 
one core truth: increasing exploitation of 
workers did lead to a breakdown of capitalism 
during the Great Depression. The same 
dynamic has repeated itself in creating the 
Global Financial Crisis of 2008. The parallels 
between the two are clearly evident and 
dearly shocking. 

We can partition the economy into a real 
sector and a financial sector. The real sector 
is where production takes place: these are 
the farms, factories, and other industries 
which produce real goods and services 
directly beneficial to human beings. The 
financial sector is based on activities which 
are not directly productive, such as lending 

money for interest, speculating on stocks, 
foreign exchange, and using derivatives 
and insurance contracts to gamble on the 
outcomes of real activities. In the “Roaring 
Twenties”, wild appreciation in stock prices led 
to a situation where it became substantially 
more profitable to gamble on stocks than to 
invest in real productive activities. Increasing 
shares of wealth in the hands of gamblers 
and decreasing returns to productive 
activities could not be sustained for long, and 
eventually led to a collapse of the real sector, 
now known as the Great Depression. 

The collapse of the real sector led to massive 
unemployment and human misery on a large 
scale. It is correctly said that Keynes rescued 
capitalism from the fate Marx had prophesied. 
Conventional economic theory holds that 
market forces of supply and demand will 
automatically eliminate unemployment. 
Keynes revolutionized economics by repealing 

the law of supply and demand in the labor 
market, and urging the government to 
intervene to help the unemployed laborers. 
The Keynesian compromise provided relief 
against the ravages of the Depression, 
and prevented the more radical changes 
suggested by Marx.

In her brilliant book, The Shock Doctrine, 
Naomi Klein has provided a detailed picture 
of how a counter-revolution was planned 
and executed by a small segment of society 
which was unhappy with the Keynesian 
compromise. An opening was provided by the 
1970’s oil crisis which led to stagflation in the 
USA, contrary to central premises of Keynesian 
theories. The monetarist school of Chicago 
was quick to stage a comeback. They argued 
that the Great Depression was caused by 
government mismanagement of the money 
supply, rather than a failure of the free market.  
Using strategies described by Klein, these 
free market theories were applied all over the 
world. 

Reagan and Thatcher implemented these 
free market policies in the USA and UK with 
predictable results. From 1980 to 2006 the 

richest 1% of America tripled their after-tax 
percentage of the nation's total income, while 
the share of the bottom 90% dropped over 
20%. Between 2002 and 2006, it was even 
worse: an astounding three-quarters of all 
the global growth was captured by the top 
1%. The same pattern of sharply increasing 
inequality holds globally: the wealthiest 250 
people have more than the poorest 2.5 billion 
people on the planet. 

Superficially, Laissez-Faire, or no interference 
in the markets, seems like a fair and equitable 
philosophy – let everyone do whatever they 
want. In fact, it is highly inequitable. The 
poor do not have choices, while the rich and 
powerful take advantage of this liberty to 
extract money from the less rich. Financial 
wheeling and dealing is used to transfer 
money from the real sector to the financial 
sector, which is controlled by the wealthy. 
A simple method is the leveraged buy-out, 

which allows the wealthy to purchase a 
real productive business for peanuts, and 
extract all profits for themselves. More 
complex methods like CDOs (Collateralized 
Debt Obligations)“… may not be properly 
understood even by the most sophisticated 
investors,” according to financial wizard 
George Soros. Just before the global financial 
crisis, the value of financial derivatives (which 
represent different types of complex gambles) 
alone was 10 times the GDP of the planet. The 
worth of the financial sector was more than 50 
times that of the real sector. This illustrates the 
increasing inequity that arose between the 
real productive sector and the financial sector 
which ultimately broke the backs of working 
people. Many people ranging from religious 
scholars to financial wizards have correctly 
traced the roots of the Global Financial Crisis 
to the limitless greed of capitalists. Removal 
of traditional restraints to this impulse has 
led to extraordinary concentrations of wealth 
combined with extraordinary exploitation and 
injustice. 

The Future

The global economy remains in an enervated 
state. Growth has yet to reach pre-crisis 
levels and the Euro Crisis is causing jitters 
throughout the world. But there is a far 
greater sense of optimism now with 
established economies bouncing back slowly, 
and emerging economies showing much 
potential. Yet policy makers have not learned 
the lessons of the Great Depression and the 
Global Financial Crisis. The ongoing debate on 
austerity or stimulus to kick-start the global 
economy masks the systematic flaws within 
the Laissez-Faire economy. The idea that 
“greed is good,” and that selfish individuals can 
drive an economy to better performance has 
led to the breakdown of communities and 
families, a steep rise in loneliness, as well as 
multiple financial and economic crises. The 
message of Islam transformed the Arabs from 
an illiterate and uncivilized people, to humane 
and compassionate leaders of the world. 
Today the whole world is desperately in need 
of this transformation. The challenge for the 
Ummah is to rise to the occasion by showing 
how societies and economies can be built 
around generosity and cooperation, instead of 
the greed and competition which is the basis 
of capitalist society.

            When profits were permitted to trump compassion, 
the odious actions of Shylock became socially acceptable. 
Bankers threw millions out of their homes for nonpayment 
of interest after the financial crisis of 2008. On the family 
front, placing pleasure over duty has led to ever increasing 
divorces, infidelity, and illegitimate children.
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Financial institutions are the financial 
intermediaries that play a key role in the 

economy of any country by directing the 
flow of savings of the people towards large 
corporations and enterprises. The financial 
institutions provide trust and confidence 
to the savers of money and bridge the gap 
between savers and the users of the money. 

Confidence and trust of the savers on the 
financial system and intermediaries are critical 
for the economy and capital formation of a 
country. Where the element of distrust arises 
on the financial system it leads to the financial 
crises in the economy and the shattered 
confidence on a financial institution leads to 
the loss of that institution. In case of failure 
of any financial institution people tend to be 
more cautious about strength of the financial 
system and the security of their hard earned 
money. In the state of distrust the government 
or government’s regulatory arms need to 
play their role for confidence building of 
the stakeholders and depositors by different 

regulatory tools which could adequately 
minimize the risk of loss and ultimately the 
failure of any financial institution. 

When an Islamic financial institution (IFI) 
fails people more rapidly lose trust on the 
Islamic financial system as compared to 
the conventional one. Reason being, the 
conventional financial industry due to its 
long existence, performance and strong 
regulatory framework is mature enough to 
keep the confidence of depositors and to 
answer the causes of failure of any financial 
institution. On the other side the modern 
Islamic financial industry is at its epoch and is 
still considered at its takeoff phase. The failure 
of any Islamic financial institution raises lots of 
doubts and questions on the future, viability 
and adoptability of Islamic finance, especially 
from its critics. Therefore, it is crucial for the 
regulators and the users of the Islamic financial 
products to understand the root causes of the 
failure of any financial institution. To the larger 
extent the causes of failure of IFIs are similar to 

Resilience of Islamic 
Financial System

Imran Hussain Minhas
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the conventional counterparts yet the IFIs may 
also fail if the people realize that they are not 
working according to the principles of Shari’a. 
In general, a financial institution fails when:

 y It is mismanaged due to greed and carries 
huge portion of infected portfolio. 

 y It is undercapitalized and fails to fetch low 
cost funding.

 y It lacks competent management.

 y The systems, procedures and internal 
controls do not work as required.

A large number of financial institutions 
start operations and majority of the takeoffs 
get smooth flight toward their ultimate 
destination but only a few meets bad fate. 
Among the failed institutions the above 
reasons are common. Now the question is 
‘can we consider the above factors as key to 
the failures’? The answer might be ‘yes’, as in a 
number of cases the IFIs failed due to multiple 
reasons in addition to the above reasons. Let’s 
take the example of twenty three closed Non-
Banking Islamic Financial Institutions (NBIFIs) 
in Pakistan, out of which eight were totally 
failed and wound up whereas the rest of the 
entities were merged with the other existing 
financial institutions. 

In Pakistan, Islamisation of the economy 
started in early 1980s and the concept of 
mudaraba was legalised to conduct the 
business of Islamic finance under the umbrella 
of mudaraba management companies 
(MMCs), registered as mudarib with the 
Registrar Mudaraba, Securities and Exchange 
Commission of Pakistan (SECP). These 
management companies manage mudarabas 
(NBIFIs), which are pooled with the general 
public’s money, who are called certificate 
holders (the rabb al maal singular; arbab al 
maal plural ) of the mudarabas. 

The concept and structure of the NBIFIs 
attracted the major business groups of the 
country due to a major tax incentive which 
was announced by the government of 
Pakistan at that time. These entities provided 
a very good platform to conduct Shari’a 
compliant business and emerged as small 
and medium sized financial institutions. In 
the initial fifteen years a rapid growth in this 
business of mudaraba was recorded and total 
numbers of registered MMCs reached 51 and 
the floated NBIFIs were also over 50. In terms 
of numbers it was peak time of the NBIFIs 
whereas their assets had grown to US$ 425 
million whereas the total profits had touched 
to US$ 108 million. 

Unfortunately the NBIFI sector could not 

continue its growth for a longer period and 
soon after the 1996 the fall back of NBIFIs 
started and a large number of closures were 
witnessed in the country during the next 
fifteen years. Twenty three of the NBIFIs 
stopped their operations in Pakistan and the 
reasons were heavy losses, mismanagement 
and misappropriation of the certificate holders’ 
money by the mudarib. Out of the closed 
NBIFIs:

1.   Fifteen of the NBIFIs were merged into the 
existing operative NBIFIs to stop further losses 
and create synergies to give some benefits to 
their certificate holders.

2.   Seven NBIFIs were wound up due to 
mismanagement, misappropriation of funds 
and greed of the mudaribs.

3.   One of the NBIFI was fully involved in the 
stock market operations and wound up due to 
heavy losses by investing in the highly volatile 
scripts. 

Why the Islamic Financial Institutions 
Failed – Major Causes

There are multiple factors which lead to the 
winding up of eight NBIFIs in Pakistan.  A study 
of the failed NBIFIs reveals that there was no 
single overriding factor to the failure of these 
financial institutions. However, some common 
and major causes of the failure were noticed, 
which are:

1.   Incompetency of Board of Directors 
(BoD) and Senior Management – It is 
imperative for the success of any business 
that, the BoD and senior management, who 
are entrusted to run the operations of the 
business, must be competent. A competent 
management is expected to perform the 
following functions for the business, which 
were never performed by the management of 
the failed NBIFIs:

a)   Provide vision and prudent future 
planning;

b)   Implement proper risk management 
policies;

c)   Sincerely involve in major decision making; 
and 

d)   Ensure effective internal control and 
regulatory compliance.

Thirty years back, when the NBIFIs were 
established in Pakistan there was no fit and 
proper criterion from the regulator, for the 
directors and senior management of the 
NBIFIs due to which most of the management 
companies were headed by the close relatives 
of the sponsors. The CEOs and directors of the 

Board were family members of the sponsors 
and were incompetent to run the business of 
NBIFIs.

2.   Under-capitalization - Undercapitalization 
is a state where any institution does not have 
sufficient funds or access to the required 
funds to pay its obligations, or to expand and 
operate business profitably.  In lots of cases 
low capital base or under capitalization of the 
financial institutions may pour cold water on 
the investment. The financial entities having 
low capital base are always at high risk of 
default as they don’t have sufficient cash 
flows to meet their obligations and resilience 
against the losses. 

Most of the failed NBIFIs were undercapitalized 
as there was no minimum capital or capital 
adequacy requirement from the regulator. 
Soon after the start of business it was realized 
that these NBIFIs were undercapitalized 
and facing the problem of sheer capital 
inadequacy. The increasing operational costs 
and losses made the NBIFIs unable to offset 
their future profits with the present losses. The 
low capitalization had weakened the shock 
absorbance capacity of the NBIFIs and had 
stopped the growth of their business. 

3.   High ratio of Infected and Classified 
Portfolio – Infected or classified portfolio 
means a pool of investments and facilities 
which is questionable in terms of the full 
recovery of principal balances and accrued 
profit thereon. The high risk facilities, 
which were extended by the incompetent 
management especially to their associates, 
started defaults which were mostly willful. 
The management, instead of making recovery 
efforts, wrote them as bad debts which turned 
into a huge bad portfolio that reversed the 
growth of the NBIFIs and the resultant losses 
eroded all the equity and reserves of NBIFIs. 
The shocks were so big that the NBIFIs could 
not bear them and ultimately went into 
bankruptcies and winding ups. 

4.   Weak Internal Controls, Absence of 
Risk Management Policies and Ruthless 
Spending – Internal controls are the 
techniques, methods and procedures which 
are adopted to safeguard the business assets 
and to ensure compliance and accuracy 
of the data and information submitted to 
the management, stakeholders and the 
regulator. Weak internal control can never 
ensure a longer life to any organization; it 
ultimately opens path to fraud, forgeries and 
mismanagement of funds. 

Weak internal controls and absence of risk 
management policies were another cause 
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of the failure of those NBIFIs. Inaccuracy in 
financial statement and data, non-segregation 
of duties, absence of risk management 
policies and one man show in the business 
are the sign of weak internal controls and 
all these issues were common in the failed 
NBIFIs. For the weak internal controls, which 
were apparent from the misreporting, 
presenting false statement of accounts and 
other regulatory violations, these NBIFIs were 
penalized by the regulator at number of times.

The effective risk management policies 
ensure better internal control and security 
to the investor’s money but there were no 
such policies in those NBIFIs. Without any 
risk management policies and prudential 
regulations from the regulator these visionless 
managers extended facilities to associated 
undertakings and family business of the 
director and the CEOs without any collateral 
and put the NBIFIs to high risk of counterparty 
default. 

The management in these entities was 
centralized and autocratic and all the 
decisions were taken by a single person 
mainly the CEO who remained unchecked 
and unquestionable as the arbab al maal 
had no right to vote and elect their directors. 
This gave a free hand to the CEOs to fix their 
high remuneration and spent lavishly the 
hard earned money of the investors on their 
personal needs of luxury nature and frivolous 
activities.

5.   High Leveraging, Asset Liability 
Mismatch and Non-availability of Low Cost 
Funds – When the bad portfolio of one highly 
leveraged institution increases it ceases its 
ability to pay off its obligation toward the 
other financial institutions at one end and it 
affects the liquidity of the lending institution 
on the other end. If the borrowing institution 
does not prepare any contingency plan for 
such situation it hampers its ability to pay off 
its obligation to its lending institution and so 
on. Such a chain creates a systemic risk which 
threatens the stability of the financial markets.

Sometimes financial institutions borrow 
heavily to finance their investments. In such 
financing the spread is normally very low 
therefore a small bubble in the investments 
disturbs the cash flows of the financial 
institutions. The unplanned institutions 
do not make any arrangements for such 
bubbles which lead to the bankruptcy of the 
institution. This actually happened with the 
unsuccessful NBIFIs.

Another problem to these entities was the 
non-availability of low cost funds. Due to 

disparity between the liabilities and assets, 
the NBIFIs were forced to recall and stop 
rollovers of their short term facilities to fund 
their long term investments but most of the 
clients were unable to repay the facilities on 
the call and resultantly the NBIFIs defaulted 
on the repayments. The situation was further 
deteriorated when huge amount of facilities 
got stuck up due to non-payment of profits 
and principles. 

6.   Moral Hazards – Frauds and Greed 
Another major cause of the failure of the 
NBIFIs was the fraud, corruption and greed 
of the management. The management 
intentionally deceived the arbab al maal for 
personal gains. The management breached 
the trust of certificate holders and looted 
their money by illegal lending to their 
associated companies and businesses by 
violating the regulatory provisions. In all 
such financing they were aware of the facts 
that this investment will never come back. 
Consequently most of the associates made 
both; natural and willful defaults and the 
NBIFIs lost their total investments.

The management showed inflated balance 
sheets by creating fictitious financial assets 
without any real economic activity. They 
deceived the certificate holders by transferring 
the real assets of the NBIFIs to their personal 
businesses. Further, they kept on enjoying on 
the funds of arbab al maal by investing them 
into their personal business and showing 
continuing losses to the NBIFIs. Their extreme 
greed dominated all the ethical considerations 
and finally a large number of NBIFIs were 
wound up and the certificate holders lost their 
money in these ventures.

7.   Regulatory Failure and Non-Compliance 
of Shari’a – We must admit that weak 
regulatory framework had also played a key 
role in the failure of large number of NBIFIs. It 
provided the opportunity to the mudarib to 
play with the money of general public. Non-
availability of Shari’a compliance mechanism, 

improper regulatory control, and incompetent 
and corrupt management of NBIFIs exposed 
the financial institutions to high category of 
regulatory risk. 

Excessive or insufficient, both types of 
regulations are dangerous for the financial 
institutions. In case of excessive regulations 
the financial institutions lose their legitimate 
business due to excessive regulatory 
requirements like investment in government 
securities, cash reserve and capital adequacy 
requirements, restriction on certain types 
of investments, caps on per party exposure 
and restrictions of taking exposures of 
certain types of ventures etc.  But in case 
of insufficient regulations the financial 
institutions lose their money by investing in 
the high risk ventures. 

At that time the NBIFI sector of the country 
was operating with the insufficient regulation 
as there was no capital adequacy or minimum 
equity requirements, no cash reserves, no 
fit and proper criteria for the promoters and 
directors, no Shari’a compliance, no risk 
management guidelines and no prudential 
regulations etc. Taking the benefit of 
regulatory failure the management operated 
the NBIFIs in high risk and held insufficient, 
fictitious and low quality assets, showing them 
as high quality assets in the books.

The management of those NBIFIs operated 
the entities against the injunctions of Islam 
whereas the money from the public was 
collected in the name of Islam. This was the 
cruelest part of the whole picture as due to 
the un-Islamic practices these NBIFIs lost their 
trust, reputation and ability to raise further 
funds as Islamic financial institutions. 

It is also true that no institution can survive 
where the management is greedy, dishonest 
and corrupt. All risk management practices 
and regulations fail if the management is 
greedy and corrupt. The regulator can only 
introduce some check and balances but it is 

            The management showed inflated balance sheets by 
creating fictitious financial assets without any real economic 
activity. They deceived the certificate holders by transferring the 
real assets of the NBIFIs to their personal businesses. Further, 
they kept on enjoying on the funds of arbab al maal by investing 
them into their personal business and showing continuing losses 
to the NBIFIs. Their extreme greed dominated all the ethical 
considerations and finally a large number of NBIFIs were wound 
up and the certificate holders lost their money in these ventures.
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not a guarantee for the fool proof system. 

The above seven factors are not the only 
ones that affect the success or failure of an 
Islamic financial institution, but in a number 
of studies and reports they appear near or at 
the top of the list of failures of NBIFIs and the 
same is true for all financial institutions. The 
above factors of failure are interlinked and 
apparently are not very technical issues but 
require prudence, experience and training 
to overcome. Beside above factors, research 
and development, review of existing product 
lines and introduction of new products are 
also important factor for the promotion 
and growth of a financial institution. It is 
necessary that the existing product lines be 
reviewed and new products be launched to 
meet the customer needs. The failed NBIFIs 
never changed themselves according to 
the needs of fast and ever changing Islamic 
financial market of the world. Incapacity of the 
management was also one of the reasons for 
no research work. 

Was it a Failure of Islamic Finance?

It is also true that during 1990s the Islamic 
financial industry of Pakistan was in early 
evolution and the concept of IFIs and Islamic 
products was new to the people.  The 
entrepreneur failed to correctly understand 
and implement the NBIFI’s model as a vehicle 
to their business. There is no doubt that a 
successful institution is the result of untiring 
hard work of a competent BoD and top 
management. The top management needs to 
be involved from the start as their continuous 
effort is a key throughout the development 
of an institution. The failed IFIs were actually 
the failure of the BoD and top management 
as they never involved in the major decision 
making of the NBIFIs.  It is imperative that 
professional directors set a clear vision, 
objective and Shari’a compliance mechanism 
for IFIs. Experience showed that only those 
NBIFIs failed whose managements were 
incompetent, corrupt and least concerned 
towards Shari’a compliance and interests of 
the certificate holders. This was one of the 
major causes of their failure. 

Most of the failed NBIFIs were also 
undercapitalized and they were facing the 
problem of capital inadequacy which had 
weakened their shock absorbance capacity.  
The failed NBIFIs were unable to offset their 
future profits with the present losses due to 
undercapitalization which lead to the forced 
defaults and bankruptcy of the NBIFIs. Had 
those institutions been properly capitalized 
the results might have been different. 

Absence of risk management policies and 
weak internal controls were the other causes 
of failure of those NBIFIs. Weak internal 
controls open path to fraud, forgeries and 
mismanagement of funds which happened 
with the failed NBIFIs. This was also the failure 
of the management and not the Islamic 
financial system. 

In the financial decisions, a good manager 
very well knows that lending to someone who 
is bankrupt and has no collateral to offer, has 
a high probability of default as compared to 
a debtor with good standing and acceptable 
good credit and security. The managers of 
NBIFIs never followed the principles of lending 
which turned the portfolio into contagion, and 
non-recovery of facilities created asset liability 
mismatches. Here again it was the failure of 
the management and not of the system.

We must admit that the weak regulations of 
that era, non-existence of Shari’a compliance 
structure, were also responsible for the 
defaults but this area has now sufficiently 
been addressed to strengthen the NBIFIs in 
Pakistan.

Another major reason of the above failures 
of NBIFIs was their handsome investment 
in the listed securities which lost the value 
due to stock exchange crash. The stock 
market performed very well till the year 1995 
but in 1995-1996 the stock market lost 27 
percent of its value due to political unrest 
and discouraging economic outlook of the 
country. 

Due to the above reasons we cannot say that 
it was failure of the Islamic financial system 
rather it was a failure of the management. 
We get further support to our conclusion as a 
large number of Islamic financial institutions 
which started their operations over 25 years 
back are still working in Pakistan. The rapid 
expansion and growth of Islamic banking and 
finance in the last decade, with the compound 
rate of around 20 percent in Pakistan and rest 
of the world is also a clear indication of the 
viability of the system and its ability to face 
the modern challenges of financial sector. 
Moreover, eagerness of the people towards 
Islam, their hatred towards riba, inherent 
strength and roots of Islamic financial system 
and untiring hard work of the efficient 
mudarib have still kept the twenty six NBIFIs 
alive in the country. These IFIs are performing 
and growing day by day. The assets of NBIFIs 
have touched a high figure of US$ 300 million 
at the end of March 2012. The dividend payout 
history is tremendous and 70 percent NBIFIs 
every year pay dividends to their certificate 
holders and some of NBIFIs have a track record 

of over 20 years of continuous payment of 
dividend. The dividend payout ratio varies 
from 2 percent to 70 percent annually on case 
to case basis. We can hardly found any other 
sector with such a consistent payout to their 
share holders. 

 In addition to the NBIFIs, the Islamic banking 
and finance, its outreach and client network 
is growing in multiple dimensions at a very 
rapid pace in Pakistan. During the last decade 
Islamic banks, Islamic mutual funds, Islamic 
pension funds, sukuk and takaful have also 
started their operations in Pakistan and are 
growing with a fast pace of over 20 percent 
per annum. At present the total Shari’a 
compliant assets (Islamic banking, non-
banking, takaful and sukuk) of Pakistan are 
over US$ 11 billion. 

The regulators have also strengthened the 
regulatory regime for the Islamic financial 
institutions as well. Due to the strong 
regulatory framework now there is not even 
a single default, except the cases discussed 
above, in the banking and nonbanking Islamic 
financial sector.
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Re-integrating 
Morality into Economics:

An Islamic Perspective

Introduction

The Islamic economic paradigm subscribes 
to the world-view that human beings are 
vicegerents of Allah on the earth, and they 
have been assigned the task of maintaining 
equilibrium between the material and spiritual 
aspects of life. Ideally, an Islamic economy 
comprises of three sectors: public, private 
and philanthropic sectors.  Compared to 
the conventional economic paradigm, the 
philanthropic sector is an integral component 
of the Islamic economic system. Islam gives 
due regard to the role of the market and 
government in running the economy, but 
considers the philanthropic sector as an 
essential player for its efficient functioning. 
The most salient feature of the Islamic 
economic system is that all its three sectors 
are governed by the Shari’a. From the Shari’a 
perspective, there should be no contradiction 
or conflict between the objectives and goals 

of the different sectors of the Islamic economy, 
as the ultimate goal of all three is to bring ease 
and common well-being for humanity.

In contrast, in the free market economy, it 
is the self-interest of the economic agent 
that acquires precedence. Accordingly, it is 
the advantage of the agent, and not that of 
society, which dictates his economic decisions 
in this paradigm.

In fact, the implications of the philosophy 
of the laissez-faire market economy have 
been detrimental to the normative goals 
of micro and macroeconomics, and have 
proved fatal to the well-being of society as 
a whole. The theory upon which the very 
structure of capitalism relies is secular, neutral 
and value-free. The capitalistic paradigm 
believes in positive analysis and accords a 
very marginal weight to normative policies. 
Moreover, the worldview that it subscribes to 
is nothing more than the notion that humans 

are social animals, and the only way to their 
self-satisfaction is maximization of their 
material wealth and utility. This has resulted in 
promotion of greed-oriented mind sets, and 
consequently, has endangered the very fabric 
of humane, morale and responsibility-oriented 
behavior of man in the economic sphere.

Capitalism vs the Islamic Economy: 
A Moral Aspect

The classical theory of capitalism, which is 
basically composed of terminologies from 
the  18th century moral philosopher Adam 
Smith such as “free market”, “pure competition”, 
“ the invisible hand”, and “self-interest”, utterly 
failed to live up to its own claimed goals. The 
claim behind the theory was two dimensional. 
The first proposition was that this paradigm 
would effectively lead to market perfection. 
According to the theory, provision of high 
incentives to each economic agent to 
maximize his own profit would culminate in 
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an efficient employment of scarce resources. 
In this way, the theory assumed that the 
ultimate objective of human prosperity and 
social good would be automatically ensured. 
Contrary to the given claim, the so-called 
market economy has resulted in a selfish and 
greed-oriented environment, and has been 
reduced to a means of exploitation of the 
proletariats by the bourgeoisie.

According to the capitalistic theory the forces 
of self-interest determine an individual’s 
action; hence, it is senseless to assume that in 
such a system one would bother to give any 
consideration to the well-being of the society 
as a whole. Thus, in the dominant capitalistic 
order of the current world, the approach of 
‘only’ self-interest coupled with the tendency 
towards profit maximization has enormously 
aided and abetted in boosting  human greed. 
This, in return, has drastically deprived modern 
man of morality, ethics, solidarity, altruism, 
contentment, and consideration of the socio-
economic consequences of his actions. In this 
environment of self-interest, the needs and 
necessities of the economically less-fortunate 
are overlooked and marginalized.

Contrary to this paradigm, the Islamic 
economy postulates a system of rigorous 
checks and balances on all means of 
exploitation. On one hand, it proposes 
to inculcate the sense of responsibility in 
individuals; on the other, it propounds state-
intervention in ensuring fairness.  According 
to the Islamic view point, it is the responsibility 
of the state to protect the market from 
externalities, and monopolies from tempering 
with the price. However, the state itself is not 
allowed to fix the prices. When there was 
inflation in Medina during the time of the 
Prophet (PBUH), and his companions urged 
him to fix the prices, the Prophet (PBUH) 
refused state intervention in this matter, and 
stated that it is Allah who decides prices, 
implying that the prices should be left to the 
market to decide.

Though Islam favors free market interaction, 
it does not allow strong market forces to 
suppress weak ones through their dubious 
means in the name of ‘serving self-interest’. 
It encourages markets to work freely under 
the supervision of the state and authorizes 
it to exercise control only when extremely 
necessary.

The difference between the Islamic approach 
and laissez-faire is that Islam allows freedom 
of market under the supervision of the state, 
in order to make sure that no individual 
maximizes his/her self-interest at the expense 
of society. Whereas Adam Smith might have 
assumed that a rational individual will not 
hurt the interests of the society, and thus 

advocated for the absolute freedom of market 
and its players, he ignored that a rational 
individual is more than capable of hurting the 
interests of the society in order to maximize 
his own pecuniary self-interests. There needs 
to be accountability. 

There is no doubt that laissez-faire capitalism 
has led to a long period of prosperity, 
unparalleled high rates of economic growth 
and a substantial expansion in wealth in the 
countries that adopted this model. However, 
it did not succeed in removing or reducing 
poverty. Inequalities of income and wealth, 
economic instability and unemployment 
surged instead of declining, exacerbating 
the miseries of the poor. The curse of usury 
and excessive expansion of credit advanced 
by interest based financial institutions 
made the situation worse, putting horrific 
pressure on scarce resources and giving rise 
to deficits, inflation, external imbalances 
and burdensome foreign debts. The claimed 
harmony between the interests of individuals 
and society proved to be a mirage. 

After two centuries, the limited scope and 
shortcomings of this doctrine has started 
to unravel. Market failure, inefficiency, 
monopolies and other forms of imperfect 
competition have become common 
phenomena. 

With the failure of a pure market mechanism, 
increased involvement of the state in 
economic affairs has become inevitable. A 
number of scholars have criticized the logic of 
laissez-faire capitalism. Although their efforts 
led to a few minor modifications, they have 
not succeeded in bringing about a significant 
change. Nevertheless, two significant events 
brought about the curtailment of laissez-faire 
capitalism and ushered in the welfare state. 
These events were the Great Depression of the 
1930s and the socialist onslaught. 

Islamic Economics and Creation of a 
Responsible Society 

In an Islamic economic system, the role of 
society is as important as the role played 
by market or state. Market and government 
are also part of the Islamic economy but the 
role of society is vital. Many responsibilities, 
otherwise borne by the welfare state in 

the modern context, are envisaged to be 
shouldered by the philanthropic sector of 
the Islamic economy. The unbearable burden 
of the welfare state and the predicament of 
distributional equity which leads to market 
and government failure are adequately solved 
in the Islamic economy by the establishment 
of a responsible society. A society which 
proactively bears the responsibility of its 
weaker section, inspired by the sayings of its 
Prophet like “He is not a man of faith who eats 
his full while his neighbor is hungry” and “A 
locality where a person has to sleep hungry 
deprives itself of God’s protection”. In fact, 
the essence of Islamic reform is to establish 
a society based on equilibrium in which 
resources flow from the rich to the poor as a 
tool to achieve its egalitarian objectives. 

Islam, since its advent, worked hard to create 
such a responsible society emphasizing 
solidarity and be self-sufficiency from 
within. The Prophet (PBUH) devoted his 
life in strengthening family ties, forming 
an interdependent neighborhood, and 
brotherhood based on the interests of society 
by presenting himself as a role model. He 
taught people to be self-reliant, and reminded 
the rich of their responsibility towards the 
poor. 

The inheritance system of Islam is meant 
to solve economic problems of society by 
removing wealth concentration among a 
few, and by ensuring its flow to the larger 
extended family of the deceased. The system 
of Aqilah, by imposing social and financial 
responsibility on the neighborhood, is meant 
to awaken the sense of mutual-responsibility 
and solidarity in the society.  

Below, we discuss a few concepts and 
obligations in detail which are supposed to 
accomplish the same forgoing objectives.

Zakat and Waqf:  Flagship 
Institutions of the Philanthropic 
Sector

Zakat is one of the pillars of Islam. It is 
charitable giving binding on the rich people 
of  society and given to the poor as a gesture 
of solidarity. It has a potential to resolve the 
social as well as economic problems of society. 
Zakat, as a whole, is an essential part of the 

            When there was inflation in Medina during the time of the 
Prophet (PBUH), and his companions urged him to fix the prices, 
the Prophet (PBUH) refused state intervention in this matter, and 
stated that it is Allah who decides prices, implying that the prices 
should be left to the market to decide.
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philanthropic sector because it is collected 
from society and spent on the society.

As a religious obligation, 2.5% of one’s 
wealth is spent annually on or all the eight 
categories of people delineated by the 
Quran. Following these commands can have 
a spectacular economic impact on society. If 
it is paid honestly, income support provided 
to the poor and needy would result in a 
considerable increase of the money supply 
in the economy, causing an upwards shift in 
demand for goods and services, subsequently 
expanding production and leading to the 
stimulation of the idle capital. To support 
increased production, the economy would 
generate more jobs and new employment 
opportunities. This added employment in 
turn would generate more demand for goods 
and services, and more room for additional 
investments. The growth cycle based on 
balanced consumption would contribute to 
steady economic growth.    

One of Zakat’s objectives is to ransom those 
tied in the bondage of servitude. In today’s 
context it can be used to salvage poor people 
from economic slavery of their creditors 
and those who exploit their services for a 
meager salary. Zakat is meant to remove 
these shackles, enabling the poor to become 
economically independent and contribute to 
the well-being of the society.     

Nevertheless, the question here arises whether 
the aggregate amount of Zakat is sufficient 
to address all societal obligations in terms of 
distributional equity and poverty elimination. 
We have adequate examples from the past 
proving that it succeeded in doing so.  During 
the caliphate of Umar ibn Abdul Aziz (717-720 
CE.) there was a surplus in the Zakat fund 
but no eligible recipients were available to 
claim it. If we analyze today’s situation and 
compare the well-being of Muslims with the 
poverty among them, we can say that if the 
rich among them pay Zakat regularly, poverty 
could be eradicated in the course of a few 
years.

According to some Islamic scholars, Zakat can 
be paid on financial assets, business assets, 
bank accounts, rentable buildings, salaries, 

professional income, profit, rentals and 
working capital including stock-in-trade if they 
are in conformity with the conditions of Zakat. 
If this opinion is adopted, Zakat proceeds may 
reach as high as ten per cent of GDP produced 
by the private sector. If this accumulated 
amount is redistributed among the poor, it 
would guarantee the elimination of poverty 
from society, increasing the demand of goods 
and services, and giving strong impetus for 
ongoing economic activity. 

Let us analyze the situation from another 
angle. According to Dr. Akram Laldin, 
Executive Director, ISRA, 1 trillion dollars are 
annually pumped in the western economy 
by Saudi Arabia. Given the 10% annual equity 
return rate on the sum, the annual net profit 
would be 100 billion dollars. A 2.5% Zakat 
on this would be 27.5 billion dollars, which is 
more than the GDP of around 90 countries 
of the world according to 2010 IMF data. If 
only this amount is redistributed annually 
among the poor, it would substantially reduce 
unemployment, expand the investment 
base and eliminate poverty and the extreme 
disparity of wealth between rich and poor.

The legislation that Zakat cannot be 
transferred anywhere before the needs of 
the poor from the same area is fulfilled. This 
solves the problem of immigration from rural 
to urban areas, which is creating an economic 
burden for many countries. In brief, Zakat 
removes major financial burdens from the 
state, rectifies distortions of the market and 
ensures distributional equity, the lack of which 
is a major reason for economic failures.  

Waqf

Waqf is an important Islamic institution in 
which the donor dedicates his personal 
property or the profit accruing from it, 
irrevocably and permanently for the welfare 
of the community, especially for the weaker 
section of society. It possesses immense 
potential for the reconstruction of social 
and economic life by sharing the enormous 
economic burden and providing services free 
of charge. Its presence in Muslim-populated 
countries is formidable. If managed properly, 
the income of Waqf can considerably help 

in uplifting the downtrodden. Pre-modern 
Islamic societies depended a lot on Waqfs 
showing the potential of a harmonious 
interrelationship between the aforementioned 
three sectors. According to Yaakov Lev, 
“One of the most fascinating aspects of 
medieval Islamic charity was the possibility 
of institutionalizing charity through the pious 
endowment system. If one considers the huge 
proliferation of Waqfs and Waqf-supported 
institutions, it can be said that medieval Islam 
was a charitable society”.

Similarly, in view of the comprehensive socio-
economic role of Waqf during the Ottoman 
era, it has been widely acknowledged that 
“a person would have been born into a Waqf 
house, slept in a Waqf cradle, eaten and drunk 
from Waqf properties, read Waqf books, been 
taught in a Waqf school, received his salary 
from a Waqf administration, and when he 
died, placed in a Waqf coffin and buried in a 
Waqf cemetery”.

Conclusion

From amongst the distinctive features of 
the Islamic economic paradigm is its high 
emphasis on maintaining equilibrium 
between the material and spiritual well-being 
of society. It lays great stress on shaping a 
need-oriented approach rather than setting 
wants-fulfillment as an objective of life.

In brief, Islamic economic theory advocates 
a value-based positive economic paradigm.  
In addition to the private and public sectors, 
the philanthropic sector is an intrinsic and 
essential component of the Islamic economic 
system. Some secular corporations and 
organizations also carry out philanthropic 
activities in the capitalist regime too. However, 
the ethos and objectives of the two are 
completely different, as it is not part of their 
economic system and the motives compelling 
them to do so are extraneous. Generally, 
philanthropic activities carried out by the 
private sector are meant to evade tax, to 
advertise their firms, or to get its benefit at a 
later stage, which reflect their natural capitalist 
mentality and have minimal benefits for 
the economy as a whole. Whereas the third 
sector of the Islamic economy is envisaged 
to reduce wealth concentration, to establish 
distributional justice, and to awaken the 
sense of solidarity and communal harmony, 
which leads to the social well-being of all, and 
diminishes the chances of economic failure.

            The Zakat proceeds may reach as high as ten per cent of 
GDP produced by the private sector. If this accumulated amount is 
redistributed among the poor, it would guarantee the elimination 
of poverty from society, increasing the demand of goods and 
services, and giving strong impetus for ongoing economic 
activity.
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With nearly 190 million people, Pakistan is the sixth largest 
populated nation in the world. It is therefore not surprising 
to find Pakistanis spread globally. The  Pakistani diaspora, 

comprising almost 3% of the country’s population, are serving as 
guest workers  with the largest concentration in the Gulf countries. 
A  significant number of them are permanently settled in the Western 
hemisphere, the Middle East and  Far East Asia. Many Malaysian and 
Saudi families, for example, trace their origins to different parts of 
Pakistan. In case of Malaysia, Pakistani men travelling to islands of 
Malaya married local women and settled therein adopting a new 
ethnic identity. Most Saudi families with Pakistani background lost their 
national identity owing to the strong local religious influence and the 
dominance of the Arabic language. 

Unlike the families with Pakistani connections in Malaysia and Saudi 
Arabia, the permanently settled overseas Pakistanis (PSOPs) in the West 
have maintained very strong links with their country of origin, even after 
having lived in their adopted countries for decades. There are a number 
of factors determining the underlying loyalty amongst PSOPs, which 
include: (1) Language (Urdu), (2) Dress (i.e., shalwar kamees / kurta), (3) 
Sports (e.g., now cricket, and hockey in the past), and (4) Religion (Islam).

Pakistan is not the only country with such a strong bond with its 
diaspora. There are a number of other nations in the world, which enjoy 
a similar kind of loyalty and affinity. However, the closest analogy to 
Pakistan is perhaps Israel, which is another country that came into being 
around a strong religious sentiment. India, although a secular country, 
is another example. India and Israel have successfully issued Diaspora 
bonds in the past. This article explores the possibility of issuing a Shari’a 
compliant Diaspora bond (or Diaspora Sukuk) to attract investments 
from the overseas Pakistanis, particularly the PSOPs. 

Following the successful transition of government after the recent 
general elections, it appears as if there is now a conducive and enabling 
environment for issuing a Diaspora Sukuk. The government of Punjab 
has just announced an energy fund as part of its efforts to solve the 
on-going energy crisis in the country. There are numerous other sectors 
that require investment from railway to aviation,  dams and roads / 
motorways,  health, and education.

There are  some cases of  limited success in raising capital using a 
Diaspora bond structure.  One notable example  is Ethiopia , which 
failed to satisfactorily conclude its Diaspora bond primarily because of 
poor economic planning of its previous oppressive regimes. Political 
conditions, however, are fast improving in the case of Pakistan. The new 
government seems to be interested and actively involved in bringing 
back zeal and zest in real economic activity, which should be helpful 
for raising capital from the overseas Pakistanis. It should study the two 
successful cases of Diaspora bonds, namely Israel and India, who raised 
US$32 billion and US$11.3 billion, respectively.. There is a need to study 

the Sukuk model more closely, as it can be considered something similar 
to a Diaspora bond in its nature and scope. While a Diaspora bond in 
general is used for raising money from the expatriate population of a 
country, Sukuk have been primarily used to attract investments from 
those having affinity with the Islamic faith.

Israel’s Diaspora bonds programme is very old. It issued its first such 
bond in 1951 through the Development Corporation of Israel (DCI) in 
support of the country’s very ambitious development agenda. The DCI 
was also registered with the Securities and Exchange Commission (SEC) 
in USA, allowing  investors to have liquidity, as the bonds were easily 
traded on the stock exchange. India’s Diaspora bonds programme, on 
the other hand, was managed by the State Bank of India (SBI) through 
a series of issuances in 1991, 1998 and 2000. Its main objective was to 
support India’s balance of payments.

The following steps could be taken to issue a Diaspora Sukuk for 
Pakistan:

1. A working committee should be set up comprising of 
prominent members of  PSOP communities around the world, bankers 
and Islamic finance experts, regulators, economists and policy makers. 
This working committee should be headed by a renowned and 
respectable personality in Islamic banking and finance.

2. The Diaspora Sukuk should be issued by a Special Purpose 
Vehicle (SPV) preferably domiciled in Dubai International Financial 
Centre (DIFC), and listed on NASDAQ Dubai. Alternatively, it can be 
domiciled in Kuala Lumpur, to list the Sukuk on Bursa Malaysia. 

3. An international bank with a strong presence in Pakistan 
should be appointed as a Lead Arranger, along with some Islamic banks 
that must include local as well as foreign Islamic banks.  

4. Given the dwindling exchange rates of the Pakistan rupee 
against major currencies such as the US dollar, the proposed Diaspora 
Sukuk should be denominated in either US dollar or in British pound, 
to give comfort to the investors who feel nervous about depreciating 
values of their investments in Pakistan. 

5. Through a Shari’a compliant currency hedging mechanism, 
the capital raised in foreign currency should be deployed in Pakistan in 
different projects of national significance. 

6. The investors should receive regular and frequent returns on 
their investments in a foreign currency, with possibility of redemption of 
their investments at the end of the Sukuk period.

The best use of the proceeds from the Diaspora Sukuk will be in long-
term infrastructural projects in the energy sector, in addition to the 
commercial promotion of the four aforementioned cultural areas that 
determine loyalty of the Pakistani Diaspora. Part of the money can also 
be used for balance of payments support. 

Professor Humayon Dar

Pause for Thought
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P
ayday loans have entered the 
national debate with aplomb. 
An English Premier League 
footballer recently refused to 
wear his club’s jersey as it was 
sponsored and carried the 
logo of a payday lender. When 

asked the reason, his response was that his 
religion does not support the idea on which 
the sponsor’s business is based. Similarly 
another football team had to withdraw its 
plans to have a payday lender as a sponsor 
as more than 4,000 people signed a petition 
against the move arguing that the business 
was unethical. Add to this the recent criticisms 
from the Church of England, and one can 
see that payday lenders are not favoured by 
everyone. 

So What is a Payday Lender or 
Payday Loan Company? 

A payday loan is a short-term advance 
designed to assist a borrower until his pay 
is received, i.e., until payday. In the UK, the 
loan can be as small as £50 or up to £1,000 
with an average loan reaching £300. More 
than half of the borrowers have an annual 
income less than £25,000. The industry has 
grown immensely increasing to $2.2 billion 
in 2012 from £900 million in 2009. So what 
is the problem when all these payday loan 
companies are doing is helping people in 
need by loaning funds?  

Primarily, the high rates of interest charged 
meet the chagrin of borrowers. What is 
worse is that the payday loan industry is not 

regulated giving borrowers little protection.  
The Office of Fair Trading (OFT) recently 
released a report concluding that some 
loan providers do not follow good industrial 
practices. Borrowers are not sure of the exact 
amount they are going to be charged, and 
face difficulties when they want the loan 
amount to be rolled over to another lender. 
Competition among different lenders is based 
on how quickly the borrower can obtain 
the funds instead of competing on prices. 
Advertisement practices of such companies 
were also criticized as it was said such 
companies were promoting reckless lending 
when they advertise as “Guaranteed Cash”, “No 
questions asked”, etc.

Customers of such companies not only 
include those struggling financially but also 

Challenging the Payday 
Lender- Providing Islamic 

Finance Alternatives

In the UK and US, payday lenders operate successfully as they leverage off the 
financial turmoil affecting nearly half the population. Quick loans with high interest 
attract the financially weak and create burdensome debt. The Islamic financial system 
has to respond just as the Church of England has done. In this article, Rizwan Malik 
formulates a system that creates an Islamic financial alternative to payday lenders. 

Rizwan Malik
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people with a respectable credit history. 
Borrowers are usually looking for small 
amounts and hence the high street financial 
institutions are not interested in them, leaving 
them with no choice but to knock at the 
door of payday lenders. Such payday lenders 
can drag financially vulnerable people into 
further financial problems as once they take 
a loan, cumulated interest becomes very 
difficult for borrowers to pay off. Lord Freud, 
minister of welfare reform, believes that 
such loan facilities should only be used for 
essential spending, such as payment of bills 
and purchase of foodstuffs.  Hence, there 
is a need for strict regulation to be in place 
otherwise the industry could become more 
onerous on the financially weak. The Public 
Accounts Committee (PAC) accused the OFT 
of being ineffective in its regulation of the 
market.  It stated “the regulator has been 
timid rather than tough in its enforcement 
and has failed to proactively identify risks of 
malpractice”. Margret Hodge, MP, agrees with 
tough regulations and fining companies that 
are lending recklessly. 

Unfortunately, regulations have been fairly 
relaxed. Companies are only required to state 
the Annual Percentage Rate (APR) they are 
charging. But, it was found that on average 
such companies charge more than 1,000% 
APR. Wonga, the largest payday lender, 
charged an extreme 5,853% APR. Wonga 
argued that such percentages mean very little 
because loans are given out for a very short 
period. They charge 1% on a daily basis for 
any amount lent and hence such annual APR 
percentages should not be taken into account. 

Religious Condemnation 

The Archbishop of Canterbury, Justin Welby, 
also condemned payday lenders. What was 
unique in his condemnation was that he 
offered an alternative:  increase the profile of 
credit unions so that such payday lenders will 
be forced out of business. The credit unions 
will offer loans at lower rates comparatively.

The Archbishop’s comments continue a long 
tradition of the Church’s antagonism towards 
unscrupulous lenders.  Religious interpretation 
once regarded charging interest as a sin, and 
money lenders were often punished. Although 
the practice continued surreptitiously through 
legal trickery and subtle circumventions, it 
was not until the protestant revolution that 
marginal charges of interest were accepted. 
Pastor John Calvin proposed a reinterpretation 
in the 16th century and argued that there 
is a difference between low interest and 
high interest. Only the latter is prohibited 
by scripture. Gradual acceptance of this 

interpretation led to the creation of banking 
institutions and, eventually, the proliferation of 
interest-based financial products.  

There has yet to be a statement from Islamic 
leaders on payday lenders but the Shari’a 
(Islamic law) is quite emphatic on this matter. 
Islam prohibits any interest charged on loans 
and does not differentiate between the low 
or high interest. The Holy Quran exhorts “O 
ye who believe! Fear Allah and give up what 
remains of interest, if you are truly believers. 
But if you do it not, then beware of war from 
Allah and His Messenger; and if you repent, 
then you shall have your principal; thus you 
shall not wrong nor shall you be wronged.” 
(Quran 2;278-279)  The word riba literally 
means addition, increase or to swell.   There 
are two types of riba: riba al nasi’ah and riba 
al fadl. Riba al nasi’ah is the interest charged 
on the loans and riba al fadl is any type of 
unequal exchange between two people of 
similar commodities.

The reason for the prohibition of riba is 
not explained in the Holy Quran although 
it cryptically states “this is better for you if 
you understand”.  Looking more holistically, 
Islam promotes social economic justice and 
the ongoing welfare of society. Exploitation 
is prohibited in Islam. The Holy Quran has 
emphatically instructed Muslims to avoid 
acquiring other’s rights wrongly. The socio-
economic justice and equitable distribution of 
wealth is an integral part of Islam and so riba is 
prohibited because it promotes inequality. The 
poor would become poorer through making 
interest payments. 

In fact, Islam takes a cautious view on lending 
itself. Professor Habib Ahmed from Durham 
University opines that in Islam money lending, 
although is allowed, is not encouraged and 
should only be used as a necessity.  There are 
instances where the Prophet (PBUH) would 
inquire if the deceased is indebted and if so 
the family would be asked to clear the debt 
before the funeral prayers could start. Being in 
debt was not encouraged, but if unavoidable 
then the loaning of money had to be interest 
free.

Islamic Finance: Helping Those 
Struggling Financially

There are a number of different ways Islamic 
finance can help such people in financial 
difficulty.

1.   Murabaha Model

Islamic financial institutions need to assess 
borrower’s need and the purposes the 
money is used for. If it is being used to buy 
something, Islamic financial institutions can 
use the murabaha contract (cost + profit) to 
finance it. For example, if someone has run out 
of cash and there are still a few days before 
the payday but he wishes to buy grocery, the 
Islamic institution can buy the grocery from 
the market and sell at a marginally higher 
price to the buyer (the profit in this instance 
cannot be too high).

2.   Ballot Committees

Another Islamic finance model, which 
can easily replace the credit union model 
suggested by the Archbishop of Canterbury, 
is saving circles or ballot committees (BC). 
A savings system practiced in the Asian, 
African and Latin American countries, it 
usually involves the gathering of people. 
Each member of the group of trusted friends, 
relatives or colleagues contribute a fix sum 
on a monthly, weekly or daily basis for the 
length of the committee (usually one year). 
Further with the help of a ballot each member 
is allocated a number, which determines his 
turn to be paid. In that particular month the 
member would receive the total pool. This 
idea has long existed and the main aim was 
to use it as a hedging instrument against a 
problem, paying for children fees or simply 
saving. A similar saving plan is practiced 
in India called a chit fund that after years 
of operating is being regulated at present. 
The company managing the BC can charge 
an annual fee to cover its administrative 
expenses.  

3.   Takaful

This BC model can also be taken to the next 

            In fact, Islam takes a cautious view on lending itself. 
Professor Habib Ahmed from Durham University opines that in 
Islam money lending, although is allowed, is not encouraged and 
should only be used as a necessity. 
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in Wonga. It was found that the indirect 
investment was within the overall strategy of 
the Church which restricts direct investment 
in companies which generate more than 25% 
of the revenue through institutions charging 
high interest. Out of the total investments 
£3.25 billion is invested in UK and overseas 
securities, property £1.71 billion, loans 
to clergy £125 million and £96 million to 
woodlands. The whole investment process 
of Church of England is overlooked by an 
ethical investment advisory board which is 
designed to prevent the Church from funding 
businesses deemed against the Christian 
principles.   

The investments in the socially responsible 
industry show that the Church is concerned 
about deriving profits only from industries 
that provide ethical value. In fact, Socially 
Responsible Investments (SRI) can be said 
to originate from Christian practices. The 
Quakers Philadelphia Yearly Meetings in 
the 18th century prohibited members from 
participating in the slave trade – then a 
lucrative industry - while Methodists managed 
money in the USA using social screens for 
more than two hundred years. Investments 
help companies grow, and for the Christians, 
it was better to invest in companies that had 
social benefit. 

The Islamic financial system also promotes 
the SRI/ethical investments. The Holy Quran 
states, “And when thy Lord said unto the 
angels: Lo! I am about to place a viceroy in 
the earth, they said: wilt thou place therein 
one who will do harm therein and will shed 
blood, while we hymn Thy praise and sanctify 
Thee? He said: surely I know that which ye 
know not”.  A vicegerent is meant to be taking 
care of society and preserving what is there 
for generations to come. Shari’a prohibits 
investment in companies, which are involved 
in activities considered forbidden by the 
divine law. These activities are very similar to 
those prohibited under SRI with an addition of 
conventional financial institutions- prohibited 
under Islamic financial system due to their 
involvement in interest based transactions. 
These prohibited activities include tobacco, 
arm manufacturers, production and sale 
of alcohol, adult entertainment (including 
pornography), gambling, defence and 
conventional banks, etc. Both SRI and Islamic 
finance share a common objective – invest in 
activities that are beneficial to humanity.

For the Islamic alternatives to payday lenders 
to work, investment has to be made in 
companies offering the models previously 
mentioned (only models 1, 2 and 3) as it 
increases capital from which to shore up the 
pool of funds. The Islamic financial system has 

level by using a model similar to takaful, 
where each member makes voluntary 
contributions on a monthly basis to cover 
against situations when they are facing 
financial difficulty. The premium can be 
divided into two different pools, one used 
to pay against any claims made while the 
other to be used for investments. Every time 
a member makes a claim, he is paid out from 
the claims pool, while the funds from the 
other pool are invested in a Shari’a compliant 
manner. These funds can either be placed in 
profit and loss sharing investment accounts 
or invested in Shari’a compliant funds. The 
company managing the fund can be paid out 
a percentage of the premiums contributed by 
the members. 

The returns from the investment can be 
shared with the members of the policy in 
accordance with an agreed ratio. This makes 
it different from the general takaful model 
where the investment returns are kept with 
the takaful company (management company) 
and distributed among the shareholders.

4.   Qard al Hassan

Another model, which can be employed, 
is the qard al hassan.  Qard al hassan is a 
benevolent loan given to needy person for a 
fixed period of time. The members can come 
together and set up a pool of funds to be used 
by the people facing financial difficulty. Here 
the management company or person would 
manage on a voluntary basis, where funds 
are lent out to people with no expectation of 
return of principal with an additional amount.  
Shari’a encourages people to give qard al 
hassan to needy people with an intention to 
help them without expecting a financial or 
non-financial return.  As the aim of Islamic 
financial system is the welfare of the society, 
such practices would encourage equality, and 
social justice in the society. If the borrower is 
unable to return the funds in time, the Holy 
Quran encourages leniency and offer more 
time as mentioned in sura baqara (2:280) “and 
if someone is in hardship, then postpone until 
ease, but if you give charity, then it is better for 
you, if you only knew.” 

Supporting the Local Finance 
Providers

The Archbishop’s stance against payday 
lenders was weakened when it was found 
that the Church has indirectly (through funds 
of funds) invested in the largest payday 
lender, Wonga. However, the resulting 
criticisms were blown out of proportion and 
do not take away from his overall message. 
The Church has an investment portfolio 
of £5.5billion; only £75,000 was invested 

tools by which the investor can partner with 
the company. The investor partner extends 
the funds, while the company manages it. 
In this contract the profit is shared at an 
agreed rate while the losses are borne by the 
capital provider.  Here an indirect relationship 
is formed between investors and those in 
need of money. The Islamic financial system 
is ultimately founded on the principles of 
partnership and cooperation, a system, which 
promotes equity partnership and risk sharing. 
Hence it is a community-focused system 
promoting expansion of real assets and 
services. 

The investment coming from the capital 
providers can be small, but if there are many 
investors the amount of the pool can be very 
large. Equity crowd funding is a perfect way of 
achieving this. Money from individuals from 
across the world is pooled to invest in the 
formulation of new businesses such as the 
Islamic payday lender alternative.

An excellent example of an alternative to 
payday lending model already exists in 
Pakistan in the form of Akhuwat, a not-for-
profit organisation operating in the country. 
It has been offering small interest-free loans 
to the people in the lowest stratum of the 
society. The model has also been successful in 
liberating hundreds of individuals and families 
from the shackles of loan sharks. There is a 
need to develop an alternative model in UK, 
taking implications from the Akhuwat model.

Conclusion

To summarise there is an opportunity for 
both Islamic financial institutions and social 
enterprises to develop alternatives to people 
currently using payday lenders.  These lenders 
are exploiting those that are struggling 
financially, and the regulatory system has not 
been able to protect them. Islamic finance 
offers alternatives, but these alternatives have 
to be considered as part of a larger ecosystem 
in which there are socially conscious investors. 
Payday lenders shore up their capital through 
shareholdings and advertising. Islamic 
financial alternatives have to consider these 
lines too in order to create sustainable, local 
financial providers.
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What was your earliest ambition?

During my teens my role model was a close 
friend of my father. He was a Chartered 
Accountant and CEO of a multinational 
company; I admired him for being a successful 
professional and had the ambition to be a CA 
and heading an institution.  

What kind of education did you 
have when you were growing up?

I studied at a semi-private school with strong 
focus on discipline. Had the fortune of having 
some very good teachers at school and then 
in college. I completed my studies as Masters 
in Business Administration from Institute of 
Business Administration, Karachi Pakistan. 

Who was your mentor?

Rashid Maqsood Hamidi – FI Head for UBL was 
my first mentor in professional life. 

How physically fit are you?

Reasonably fit, go for brisk walk regularly and 
sometimes do gym.

Ambition or talent: which matters 
more to success?

In my view ambition matters more than talent 
as it makes you work hard and remain focused.  

What is the future of the Islamic 
financial services industry in 
Pakistan?

I am optimistic about the continued growth 
of the industry both globally and Pakistan. 
Key to success would be the offering of 
Shari’a compliant solutions and products with 
exceptional level of service and market reach. 
The industry is going through an evolutionary 

process; we can take this journey to the next 
level through continuous improvement 
in products and processes and seize the 
opportunity of developing a viable  economic 
system. 

This new system would address the 
challenges being faced by the conventional 
banking and finance system for last couple 
of years and play a more meaningful role 
in global economic growth through viable 
infrastructure projects that could boost 
economic activity and help create jobs while 
serving one of the core principles of equitable 
distribution of wealth amongst the masses.

Your most wanted possession?

My immediate family; mother, wife and 3 
daughters. 

How committed you are to Islamic 
banking and finance?

My move to Islamic finance after being 
a conventional banker for 15 years was 
triggered by a dialogue in Ramadan of 2005 
with my younger brother who had taken a 
course in Islamic finance as part of his Masters 
degree. On day, just before Iftaar he quoted 
verse of Surah Al-Baqarah on interest which 
made me think and subsequently pray to 
Allah (SWT) to leave interest based banking, 
Alhamdulillah within a couple of months I 
had a job offer to work for Dubai Islamic Bank 
(DIB) in Pakistan. 8 years on from this personal 
incident I am grateful to Allah for His guidance 
and am committed to contribute to Islamic 
finance industry.  

In what place are you happiest?

I cherish the time I spend at home with my 

Azhar Aslam
HEAD OF ISLAMIC BANKING
STANDARD CHARTERED BANK PAKISTAN 

family particularly my daughters. 

What ambitions do you still have?

Make meaningful contribution to 
development of economic system based on 
Islamic principle of equitable distribution of 
wealth. 

What drives you on?

Execution and closure of a challenging 
transaction motivates me and strengthens 
my belief that Islamic finance can meet client 
needs through Shari’a compliant solutions. 

What is the greatest achievement of 
your life so far?

I have had interesting assignments 
throughout my career; however I consider 
my stint at DIB Pakistan to be the most 
challenging and notable. I joined the bank 
during its inception and was part of the core 
team that built the franchise from scratch.

What has been your greatest 
disappointment?

None Alhamdulillah. 

If your 20-year-old self could see you 
now, what would he think?

Overall satisfied and thank Allah for all His 
blessings.

If you had to rate your satisfaction 
with your life so far, out of 10, what 
would you score?

7; with desire to give back more to the needy 
people in our society. 
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It is almost four decades since the world’s first Islamic 
commercial and development banks started functioning 

in the Middle East. The overall experience was supported 
by good intentions of the shareholders and by true 
spirit of a largely Muslim-dominated customer base that 
exhibited sincere attitude in getting rid of interest-based 
banking practices. However, a major argument against 
Islamic banking products keeps on surfing up every now 
and then. Public in general and critics of Islamic banking in 
particular object to Islamic banks charging more than their 
conventional counterparts for the products and services 
they offer to the customers and clients. This is also known 
as Shari’a premium. Although this argument stood valid 
when Islamic banks (like any new entrant in an established 
industry) were few and new, which charged higher rates 
of profits on financing products and gave away lower 
rates of deposits due to higher costs or experience to 
manage funds in a profitable way and in compliance with 
Shari’a. However over a period of time, Islamic banks have 
done fairly well and, consequently, over-pricing is now 
almost an outdated argument. Now, one may observe 
that Islamic banking products are either lower or at least at 
par with conventional banking products. It must, however, 
be mentioned at the outset that while pricing of financing 
products and contracts is purely result of demand-supply 
forces, pricing of deposits is greatly influenced by banking 
regulators that adopt an interest rate policy that must be 
in line with the overall economic policies of government. 

Although pricing in the contemporary banking and 
financial markets is influenced by government policies, 
economic doctrines of Islam are in general in favour of a 
laissez faire approach, allowing the market forces to freely 
price goods and services. This means the markets are 
favoured to function in accordance with forces of demand 

and supply forces, without any external or government 
intervention. This paper focuses on Islamic juristic 
stance on pricing of goods and services. The analysis 
here is based on some of the classical writings of Islamic 
jurisprudence, with a special reference to the maliki 
school of thought. Undoubtedly the most comprehensive 
Arabic reference in this regard is “Rulings on Pricing in 
Islamic Jurisprudence” ¹ by Shaykh Muhammad Abu-Huda 
Al-Yaqoubi, who relied extensively on the writing of an 
earlier maliki scholar Yahya Al-Kanani (circa 10th century) 
who produced “Akham Al-Souq” (i.e., Rulings of the Market) 
in Arabic. ²

Types of Price in Islamic Economic Law

As per Dr. Nazih Hammad³, a famous contemporary Shari’a 
scholar, price (thaman) is what the buyer and seller agree 
in a particular transaction. For example A agrees to sell 
(or lease) his car to B for £2,000. This may not necessarily 
reflect what could be deemed as the fair value of the 
subject of sale (or lease). The fair value indeed could be 
lower, higher or equal to the agreed price. 

What can be classified as price under Shari’a? Majority 
of Islamic jurists define price as cash receivable by the 
seller, which could be in the form of dinars (gold currency) 
or dirhams (silver currency) or any other modern-day 
currency. So if A exchanges a commodity X with B for £10, 
then A is the seller and £10 is the price for the subject of 
sale, which is the commodity X. In case both the items are 
cash then this would be what is known as a sarf contract, 
i.e., exchange of cash for cash. For example, A may sell £10 
for $25. 

However, hanafi jurists opine anything given in exchange 
of a subject of sale qualifies to be a price⁴. Hence, the price 
could be cash, debt, assets, food grains etc. In our modern 
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day banking, the same concept becomes 
extremely handy while dealing with issues 
of selling (i.e., transferring) debt owed to a 
creditor A to another creditor B. For example, 
A has entered into a credit-transaction with 
C whereby £50,000 would be payable by C 
after 1 year then as per Shari’a, A is left with 
no choice except to hold the payable debt 
by C for a year or to transfer the same to B 
at par. However, A may enter into a separate 
and independent sale transaction with B 
whereby A agrees to buy a commodity, shares, 
sukuk worth £45,000 offered by B against a 
price which is equal to face value of the debt 
(£50,000). Once sale is executed then A can 
sell the commodity in the open market and 
realize £45,000 and B would realize £50,000 on 
maturity, i.e., 1 year. 

Settlement of price can be on deferred or on 
spot-basis. However, the hanafi jurists do not 
allow deferring settlement of price if it is in 
kind (i.e., assets). For example, if A sells a house 
to be delivered on spot to B against a price 
which is in the form of a car to be delivered 
after a month, this transaction stands invalid 
because price in kind cannot be deferred. 

Price Regulation

It is not surprising to read the classical books 
on Islamic jurisprudence to find a vast variety 
of opinions on issues related with trade and 
market discipline. The diversity of opinions 
of the jurists reflects on the time and social 
circumstances in which these opinions were 
issued. Given the diversity of views on price 
regulation, one may find that the Islamic law 
of business transactions covers almost all 
possibilities and allows determination of prices 
in various ways, including the following three 
forms:

1.   market benchmark; 

2.   regulated by the ruler / government; or 
through

3.   mutual agreement between the seller 
and the buyer. 

Although some of the Prophetic traditions 
prohibit regulating price but now there is a 
complete consensus amongst the jurists of 
all schools of thought that the prohibition of 
regulation of price can not be generalized. 
Hence, the above three ways of price 
determination are recognised throughout the 
Muslim world. 

As a baseline rule, prices should be left to be 
determined by market factors of demand 
and supply. However, when interaction 
of these factors results into economic 
inequality and injustice then intervention or 
forceful correction is inevitable – the case for 
regulation. 

Majority of Islamic jurists (shafi’i, hanbali, dahiri 
and hanafi) have consensus that seller cannot 
be forced to sell at the market rate as long as 
normality prevails in the market. However, in 
emergency cases, the seller can be forced to 
decrease or increase the asking price to match 
market benchmark.

In addition to the market-driven price 
regulation, there are also provisions for 
centrally administered price regulation by the 

government. As opposed to regulated price 
according to a market benchmark, Islamic 
law of transactions also allows for regulation 
of prices directly by the government or the 
ruler. Such a regulated price could be lower 
or higher than the market benchmark. This is 
also known as taseer jabri in Islamic law, which 
means coercive pricing. 

As per most of the hanafi and shafi’i jurists, 
coercive pricing applies to only food stuff 

As price regulation is very much the case in banking and finance, it is worth looking into 
the views of Islamic jurists on the topic. It appears as if it is the maliki school of thought that 
emphasises on price regulation in accordance with a market benchmark.

Market benchmark can be defined as what sellers generally quote as their asking price 
for a given commodity. According to Ibn Qasim’s narration from Imam Malik, the basis for 
forming a market benchmark is quotation by at least five market players / sellers. Another  
maliki Jurist, Al Baji, opines that a market benchmark should be accepted by all the market 
players / sellers. This is what is agreed upon by the majority of maliki jurists.

As per Al-Baji, the market benchmark is determined for all measurable or weighable 
commodities, whether eatable or non-eatable. It should be ensured that the universe of 
market benchmark comprises of only fungible goods and do not include non-fungible 
goods.

Moreover, if the quality is different for the same commodity then one market benchmark 
cannot be applied for different qualities of the commodity. As per Yahya Al-Kanani, a seller 
of a superior quality commodity cannot be forced to sell the same at a lower rate. 

There is a general consensus among maliki jurists that the seller cannot be allowed to 
sell a commodity at a price lower or higher than the market benchmark. Stopping seller 
from selling commodities at a price higher than the market benchmark is understandable 
because that, eventually, amounts into reaping higher profits by a selected number of 
sellers, which results into economic exploitation. But why the seller is stopped from selling 
at a lower rate? This would ensure that chances of economies of scale are eliminated. 
Hence the seller shouldn’t be able to sell larger number of units at lower rates and 
eventually achieve overall bigger profits which other sellers miss out. In today’s time, 
issues surrounding dumping policies can be read in connection with this philosophy of 
prohibition.

In case a large number of sellers started offering commodities at a price below the market 
benchmark, then sellers offering original benchmark will not be forced to lower their rates 
to match the lower rate. 

On the other hand, if one or few sellers raised their rates above the market benchmark, 
then other sellers will not be forced to raise their prices. And in case a majority raised their 
prices above the market benchmark then sellers offering original rates will be forced to raise 
their prices to match the new market benchmark. This means that lowering the rate by the 
majority will not result into lowering the market benchmark. However, raising the rates by a 
majority of sellers will result into a new market benchmark.

As per two reputed maliki jurists, Ibn Habib and Al Baji, individual sellers need to abide by 
the market benchmark even if they are selling the commodity to their clan. The underlying 
assumption in this viewpoint seems to be fixed supply of the commodity; if some 
consumers buy it for a lower price then some others must pay a higher price to maintain 
the overall balance in the market. A similar concept is adopted in the contemporary 
accounting practices of transfer pricing in what is known as Arm’s Length Principle. 

Considering the price restrictions on local market-sellers, the outsiders (i.e., foreign traders) 
can offer commodities at a rate that is different from the market benchmark. This comes in 
order to ensure that supply of necessary goods is not disrupted due to restriction to sell at 
the market benchmark. However, as per Ibn Habib, the outsiders should have a benchmark 
for themselves and they need to abide by the same rate.

Maliki School of Thought on Market Discipline
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for humans and animals. However, two 
famous hanafi jurists, Shamsudin Qahestani 
and Huskafi are of the view that price can 
be regulated coercively for anything if 
unregulated prices can cause harm to public 
interest. As per Imam Nawawi, a shafi’i jurist, 
coercive pricing should not apply to the food 
stuff coming from foreign markets (imported 
items). He allows it for locally grown food stuff. 

Ibn Taimiya, a hunbali jurist, seems to have 
a wider scope in deciding upon the subject 
of price regulation. As per him, it should not 
be restricted to food items or commodities. 
Rather it should even include labour and 
services. Hence if general public is unable 
to access necessary services and utilities 
(e.g., hotels or public hammams) then the 
government may force the service-provider to 
charge no more than the market benchmark. 
The same applies to manufacturing facility 
of war equipment or building bridges 
where workers or service providers can be 
forced to extend their services at the market 
benchmark, which would serve as the 
regulated price.

Ibn Qayam and Ibn Taimiya also envisaged 
another form of regulated pricing wherein 
the buyers may exploit the situation, and 
interests of the seller needs to be protected 
– the so-called case of monopsony in 
modern economics wherein many sellers 
supply specific and exclusive goods to one 
particular buyer. For example, infrastructure 
and energy projects, where the state is 
normally the sole-buyer to which various 
construction companies sell. In such situations 
the government or an independent regulator 
needs to regulate prices to safeguard the 
interests of the sellers rather than the buyers.

As per hanafi, shafi’i and maliki jurists, coercive 
pricing is not allowed unless it is understood 
that not doing so will cause social harm. 
Shafi’i jurists in particular find no justification 
for coercive pricing to determine a floor to 
prevent them fall below a threshold. However, 
they allow for a ceiling if the asking price is 
unjustifiably high. 

Many hanafi jurists, in particular Al-Mirghinani, 
opine that the government cannot decide 
upon a regulated price unilaterally. In 
their view, full and unilateral discretion to 
the government in this regard may result 
into financial exploitation by the state-run 
corporations. Hence, a very comprehensive 
market consultation process is recommended, 
which must take into account the capital 
invested by the sellers, and scarcity of the 
commodity or its surplus. This exercise is as 
good as forming an expert-committee in 
modern time. Ibn Habib further elaborates 
the formation of the above committee 

and its tasks and recommends that the 
government must consult market-players 
or their representatives. And while deciding 
the regulated price, the government needs 
to consider the capital invested by the seller 
and their usual profit margins and should 
ensure that the given price is not, in any 
way, imposed forcibly upon them. If care is 
not exercised in determining the regulated 
price, this might result into grave economic 
consequences like price disruption and goods 
hoarding. 

Majority of hanafi jurists find a price which is 
double of commodity’s value as unjustified, 
the value of the commodity being its cost of 
production or acquisition. The jurists have also 
debated the possibility of artificially inflating 
the cost of acquisition and recommend 
a thorough system of monitoring and 
supervision of markets. In some cases, where 
commodities are supplied as gifts to the seller, 
the market price will serve as the guiding 
principle.

On the other hand, hunbali jurists, especially 
Ibn Taimiya, find it permissible for the 
government to force the seller to sell a 
necessity commodity if its price goes beyond 
its known value. In that scenario the sale 
needs to be affected at the market rate. Hence 
as per this opinion the regulated price is equal 
to the market benchmark. 

In case the seller is forced to sell a commodity 
at a regulated price (if he at all wants to sell), 
without his absolute consent, then what are 
the Shari’a provisions for treating this contract 
of sale? 

Interestingly, Ibn Mudod Al-Musli, a hanafi 
jurist, considers it as invalid sale because the 
seller was forced or obliged to sell at a price 
that he did not fully consent to. Although Ibn 
Abidin, another hanafi jurist, puts a counter-
argument and concludes that firstly the sale 
was not forced upon the seller. Secondly, it is 
not necessary to obtain absolute consent of 
the seller if the government finds the asking 
price to be causing more harm than achieving 
personal welfare. 

On the other hand, if the seller sells the 
commodity at a price that is higher than the 
regulated price then, as per hanafi and shafi’i 
jurists, this contract stands valid. In case a 
credit-buyer refuses to settle the higher price 
then he would be persecuted for recovering 
of the same. This ensures that the buyer is not 
taking any undue advantage of the seller by 
relying on regulated price post concluding a 
transaction at a higher price. 

In case it was found that the seller is selling at 
a price higher than the regulated price then, 
as per hanafi jurists, the first incident would 

be investigated and then warning would be 
given. If it prevails for three times then the 
government may take suitable action. As per 
shafi’i jurists, violating the price regulations is a 
punishable crime.

Conclusion: 

It can be concluded that Islamic rulings on 
price regulation are dynamic and versatile 
and can be explored for various cases of 
modern practices of Islamic banking, wherein 
higher rates of profit on murabaha or ijara 
can be regulated or benchmarked as a Shari’a 
requirement to protect larger and bigger 
public interest of the society.  

The concept of the government deciding 
upon the regulated price could be easily 
executed/replaced by central bank of the 
country provided the procedural guidelines 
given in the maliki references are followed in 
terms of forming a multi-task committee.

Also, it is evident that Islamic jurists did not 
restrict discussion on price regulation to 
food grains or animal fodder. Rather it was 
extended to services as well. Hence mudaraba 
deposits or other services can be subject to 
price regulation as the case with murabaha 
sale.

Given this allowance for regulation of 
prices of goods and services, it may not be 
completely unadvisable to regulate prices 
of Islamic financial products to ensure that 
they are not higher than the equivalent 
conventional products. Although, this will 
mean more resemblance between Islamic and 
conventional financial products in the short 
run, it will however push Islamic banks and 
financial institutions to innovate hard to come 
up with products that are sufficiently different 
from their conventional counterparts.

Yousuf Azim Siddiqi is Manager Shari’a 
Coordination & Strategy at Emirates 
Islamic Bank (UAE). Views expressed 
in this article are of the author and do 
not necessarily represent that of his 
Bank’s.
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Waheed Qaiser has been involved in a 
number of projects in Islamic banking 

and finance, the most notable being his 
pioneering role in setting up Islamic Bank of 
Britain, the first full-fledged Islamic bank set up 
in the United Kingdom. A busy traveler, he is 
rarely based in any single country, and spends 
time between the Middle East and London. A 
keen golfer, he prefers to spend time with his 
clients in on and off the golf courts around the 
world. ISFIRE caught him between his busy 
times in London and asked him about his 
professional and personal life. In the following 
is a summary of the conversation.

Q: What do you like to do in your 
free time? 

I try and spend time with my small family who 
are based in London, play golf and meet with 
friends. At times, I undertake a bit of charity 
work. I like to spend more time in Medina, KSA. 
This is the only city that gives me so much 
comfort and I never want to leave that city.     

Q: What are you currently reading? 

Quran on the religious front and various trade 
publications on the civic side.  Sir Allama 
Iqbal, Agatha Christie, Parveen Shakir, William 
Shakespeare, Stephen King and Horatio Alger 
are some of my favorite writers. 

Q: For anyone looking to go into 
Islamic banking, what would your 
advice be?   

My advice is that you must join a mega 
institution, no matter how little/much you get 
paid in the beginning. It’s important to get 
on-board with the right Institution so that you 
get proper training. Sound beginning with the 
right Institution and in the right department 
is a key for nurturing a talented person.  
Moreover I also tell them to talk to the people 
they can trust and they will certainly guide 
them in the best manner.  I am always pushing 
for Islamic banking but unfortunately Islamic 
banking has not taken off that well in UK or 
Europe. Somehow IB has landed on the laps of 
those who are not really doing justice to it and 
hence very dismal growth. New entrants to 
the Industry should not miss the opportunity 
if they are given a good opportunity in a 
conventional Institution. 

Q: Most dearest possession? 

My character, being straight forward and 
honest. This has cost me jobs and financial 
losses but that has not made me change 
my principles in life. Allah is the greatest and 
He has always blessed me with enough, 
Alhamdulillah. 

Q: What is your greatest love?  

This has broad meanings but my greatest 
love is to be attached to my Allah and follow 
His and that of His Prophet’s teachings. My 
Worldly love is to love every human being 
who is caring and loving irrespective of 
gender or race. But on the personal front, I 
have not been that lucky.  

Q: What is it about Islamic banking 
that interests and inspires you?   

Being a Muslim, it’s my duty to conduct my 
affairs in a manner that are in compliance 
with fiqh al-ibadaat and fiqh al-muamlaat. 
Islamic finance involves a system of equity 
sharing and risk-taking and it relates to 
the whole vision of an Islamic economic 
system.  Our religion wants the economy, its 
major monetary and business dealings, to 
move away from debt-based system to an 
equity based and stake taking relationship. 
I call Islamic banking and finance an ethical 
system that plays a key role in conducting 
our financial affairs. The ethical and social 
dimensions are crucial to all economic 
activities. Islam teaches us morality and 
modesty and this is one of the key features in 
the practice of Islamic finance.  

My main objective for money is to fulfill my 

Light Talking with
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basic needs and use and share the excess 
in a way that is directed by the religion. 
Unfortunately in today’s material life the 
money has been commoditized which is not 
correct. Money has no intrinsic value except 
being a medium of exchange. 

If my action is not for the benefit of my family, 
myself, society and humanity then I have failed 
in my duty to utilize the financial resources 
vested to me. 

The practice of ethics and morals within and 
outside Islamic banking go much beyond 
its name. It has to pave the way to the 
establishment of a just, honorable, sustainable 
society otherwise it will result in exploitation, 
moral degeneration, social tensions and 
inequalities as we have seen in the other 
system. 

Islamic banking is entrepreneurial and I have 
always been a risk-taker in my life. The financial 
resources should not be directed just towards 
financial expansion but also towards physical 
expansion of economic production and 
services for the good of the society and this 
is what inspires me. In the Islamic economy 
the concept of money is expected to finance 
talent, innovation and new ideas, skills and 
opportunities. It is supposed to consider and 
finance constructive projects and ideas that 
have intrinsic value. Unfortunately some of the 
so-called Islamic banks are still stuck on old 
conventional values and system of financial 
collateral or financial strength and the market 
standing of the customers, rather than looking 
at the entrepreneurial spirit of the innovators 
and supporting their viable projects thus 
confirming the true spirit of Islamic finance. 

Q: Please take us through your 
career history and your journey to 
Islamic banking and finance. You are 
one of the founding members of the 
Bank of England working party for 
Islamic mortgages so please tell us 
about the constitutional change.

After leaving Citibank, I was keen to move 
into a business but my financial resources 
precluded me. During this period of wait, I 
was approached by UBK who were looking for 
someone who could come-in and penetrate 
the core segment of the UK and overseas 
market for Islamic finance. My true conversion 
to Islamic banking was in January 1998 
when I joined the first Islamic window of any 
conventional British bank that was headed 
by Duncan Smith at the time. It was quite a 
daunting task to go around the country and 
abroad to convince the clients on Shari’a 
compliance. There was only one thing on 
everyone’s mind “it’s only a change of name”. I 
must appreciate the efforts of Duncan Smith 

and the team in promoting the message of 
Islamic finance from this platform along with 
Shari’a Scholars like Sheikhs Taqi Usmani and 
Nizam Yaquby who came out to support me 
in public gatherings.  After Duncan’s departure 
I took the reins at IIBU. It was during my time 
at IIBU when the Bank of England set up a 
working party along with key professionals 
including Mr Andrew Buxton and Lord 
Edward George. This working party brought 
constitutional amendment to abolish double 
stamp duty for Islamic mortgages. This was a 
historical achievement for all the promoters of 
Islamic finance.      

Q: You have worked in a number of 
financial institutions. Tell us about 
your experiences at Citibank, UBS, 
HSBC, United Bank of Kuwait and 
Islamic Bank of Britain? Where did 
you feel you grew the most? Which 
one was the most challenging? 
What did you learn from each? 

I started my career with Citibank UAE where 
I held various management positions in 
operations, branch and regional management 
and later at other regional markets for 
overseas investments as well. Citibank 
undoubtedly provided me an efficient training 
platform where I was also assigned a special 
additional task of tutor. In each institution 
I learned a lot and developed myself as a 
complete banker both on conventional 
banking as well as Islamic banking.  The 
most challenging job was to turn around the 
operations that did not do well and I managed 
to turn them into profitable business in less 
than a year. This came with lot of hard work, 
planning and focus. 

Q: We have heard that you have 
been appointed as a CEO and 
Chairman for a bank in a European 
country. Details remain vague so 
we were hoping you could tell us 
more about this enterprise and your 
role in it? Is this Maxim Corporate 
Finance LLP? If not, tell us more 
about Maxim Corporate Finance?

This is a personal initiative that I took after 
I resigned from Islamic Bank of Britain as I 
wanted to set up a bank with decent capital 
and a viable operating model. Unfortunately 
the bank has not been licensed as yet and 
I am not sure if that will happen during my 
life-time. 

Q: What are your ambitions for 
Maxim Corporate Finance LLP? 

Maxim Corporate Finance LLP is a corporate 
finance advisory and consulting boutique 

house with huge in-house professional talent. 
We are Nomad at ISDX and aim to operate 
with an open architecture to provide bespoke 
solutions to our clients from across the globe 
with no limit on size or segment.  We would 
like to turn it into a full-fledged PE house in 
due course. 

Q: How do you compare working in 
GCC with working in London? 

It depends on various financial and non-
financial factors but with the current 
challenges GCC, Asia and Africa offers much 
better prospects. So I am open to good 
opportunities where I can add value and earn 
my livelihood.  UK offers you much wider 
range opportunities as compared to the Gulf. 
GCC has its own charm of various advantages 
on commercial, social and cultural front.  
Moreover, it is closer to Makkah so it makes it a 
lot easier to perform Umra and Hajj.  

Q: How does Islamic retail banking 
compare with the conventional 
sector? What are the positives and 
negatives of Islamic retail banking? 

Size will continue to remain a critical aspect 
in taking the Islamic retail banking to the next 
stage. Islamic retail banking will continue to 
suffer in the West unless we bring in the right 
management teams, good size capital, full 
range of products and services and innovative 
& customer focused mind-set. Islamic 
retail banking in Europe needs complete 
transformation and re-launch. I appreciate 
the efforts of all those involved in Islamic 
retail banking in UK but my message to them 
is that the journey needs to be redirected 
and redefined so that they can reap the true 
benefit of their hard-work.   

Q: As a “lead-founder”, you were 
integral to the establishment of the 
first Islamic retail bank in the UK 
and in the West. Take us through the 
challenges you faced in bringing in 
an Islamic bank to a secular country? 

It was a dream comes true when this 
opportunity came my way and I had no 
second thoughts. The journey was not easy 
as we had to build everything from scratch 
but it was fun and enjoyable. I used to rush 
to the office early and come late; there was 
nothing more important and thinkable in life 
than seeing the light of the first dedicated 
Islamic bank in UK. It was team effort and I 
must appreciate all the hard work by the team 
who were all equally excited and committed 
as the most valuable project of their lives. I 
must appreciate the positive mindset and full 
support of the UK government and the FSA in 
making it possible. 
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Q: How is Islamic retail banking 
competing with conventional 
banking? How is it differentiating 
itself? Is the proposition attractive to 
non-Muslims?

The acute shortage of financial and human 
resources has not really helped a good 
competitive environment for Islamic banking 
in UK. The propositions need to be made 
more attractive, easy to access and more 
importantly the pricing has to be competitive. 
I said it in my live TV interviews in 2004 at the 
launch of bank and the first branch that we 
can only win customers and business if we are 
service oriented with competitive pricing. The 
retail bankers are working hard on it and I am 
sure they will be able to make a positive mark 
over time.    

Q: Why has Islamic retail banking 
not taken off in the UK? What needs 
to be done to improve demand? Is 
there a supply problem? 

The main focus has to be to be full serviced 
and competitive retail bank and customers 
will come to you. People are looking for 
peace of mind, convenience, knowledgeable 
bankers that they can trust. No-body has the 
time to go to three different banks to fulfill 
their banking needs. The customers normally 
get switched off when they hear bad service 
stories. Moreover if the acceptable criteria of 
product and services are not in line with the 
market norms then this will have a negative 
impact. 

Q: Affordability and social welfare is 
part of Islamic economic thought. 
However, many retail customers 
complain that Islamic banking 
products are more expensive. Why 
do you think this is the case, and 
what needs to be done to make the 
prices more competitive? 

I think that used to be the case but most of 
the complaints on the pricing front have been 
addressed. In certain markets the pricing 
issue could be due to certain “risk weighting” 
or it could be due to individual bank practice 
to control their business segment. Frankly 
speaking, Islamic banking has to be better in 
pricing than the conventional banks but the 
banks’ stakeholders will have to play a key 
role in putting this into practice. They can 
still make even more return on their equity 
if they employ the right management team 
who understands the true sentiments of the 
market and who can diversify the business to 
ensure that while offering the customers the 
best possible pricing the bottom-line is not 

impacted negatively.  

Q: Working in Europe, is there 
sufficient demand and appetite for 
Islamic finance products amongst 
the Europeans? 

Most certainly; provided we undertake the 
proper R&D and offer the needed products 
with right pricing/incentives. 

Q: Do you think Islamic banks 
should concentrate on investment 
banking or is there still enough 
potential in Islamic retail banking 
which has yet to be fully realised? 

There has to be balance in retail, corporate 
and investment banking offering. This is very 
much accordingly to each market and the 
clients’ requirements. We cannot talk about 
purely investment banking products in sub-
Sahara Africa today where the need is more on 
retail, SME and corporate banking.  So its very 
much relevant to each market needs. 

Q: Do you believe the current global 
Islamic financial practices reflect 
the true form of Islamic banking 
and finance?  Is there too much of 
a concentration on debt finance 
products?

Most of the Islamic financial products are in 
accordance with Shari’a tenets where majority 
of the scholars are in agreements. In terms of 
debt finance products, they are driven by the 
market needs. 

Q: Which countries do you see 
Islamic finance growing in over next 
few years? 

Morocco, Libya, Indonesia, Ethiopia, Pakistan, 
Turkey, Saudi Arabia, Egypt and Bangladesh.  

Q: Can Islamic finance take root 
in Europe? If so, what does the 
industry need to do to become 
more palatable to European clients? 

Yes, it can grow tremendously if the following 
key areas are take care of: 

 y Right operating model 

 y A management team that can 
understands Islamic finance and can inculcate 
confidence among customers 

 y Right size capital 

 y Competitive pricing

Q:  Economists and policymakers 
have differed as how to solve the 
Euro crisis. What do you think about 
the current Euro crisis and what role, 

if any, can Islamic finance play in 
alleviating the problems?

I don’t think Islamic finance can play a 
significant role in resolving this challenge. 
Islamic finance must focus on its own 
challenges rather than entering into areas that 
are not relevant to its survival. 

Q:  Can you describe a recent project 
in Islamic finance that you have 
found innovative? 

Various innovative initiatives are being taken 
across the globe so it will not be fair to praise 
one and ignore the others. The pressing 
issue on most commonly used “conventional 
bench-marking” still bothers many though. 

Q: Who are the upcoming 
personalities and institutions that 
you think will take Islamic banking 
to the next level? 

Royal families from UAE, Morocco and Saudi 
Arabia.  But the commitment has to be solid 
and long term. Short term and short-cut will 
damage the industry as we have seen in UK. 
Moreover I will also emphasize on very careful 
selection of the management team that can 
strengthen the concept and build up long 
lasting market confidence

Q: How do you see the future of 
Islamic banking in the West and 
globally? What are the challenges 
for Islamic finance?

I see a very bright future for Islamic finance in 
the West as well as the entire globe. We have 
to come out of our complacent approaches if 
we are to make an early and massive impact 
in the rising demand for Islamic banking. 
This is going to grow in a big way and I see 
conventional players and entrepreneurs from 
China, South Asia and the West investing 
into the Islamic banking infrastructure in a 
meaningful manner. 

There are many challenges at present much 
more will emerge. Some of them that come to 
mind are: 

 y Broadening the skill-base / human capital 

 y Diversifying assets

 y Benchmarking 

 y Regulations and standardization

 y International Islamic money market

 y Market making 

 y Right-sizing the Institutions 

 y Governmental / regulatory support in 
facilitating changes in the regulations 

 y Risk of contagion

 y Selection of appropriate management 
team
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Islamic institutions and venture capital appear 
indifferent to Western (aka mainstream) 

markets. We all know the exponential growth 
in Islamic wholesale finance. Contributors 
to Islamic publications explain in detail 
how these products can be structured to 
be palatable to a Western audience whilst 
remaining Shari’a-compliant. Yet little, certainly 
not enough is said about the financial and 
social advantages of introducing Islamic retail 
finance to mainstream consumers. 

Mainstream Western consumers are ready 
for an alternative to interest-based banking 
and would readily consider Islamic retail 
finance if they knew it existed, if it was a 
simple customer proposition and was easy 
to access. Many industry observers believe 
that Shari’a-compliant retail finance must be 
promoted as an ethical product with cross-
cultural community support programmes 
(charities/non-profit organizations) benefitting 
all involved.

It is optimistic to exclusively place cultural 
disagreements in the hands of politicians 
and governments. Politicians are inevitably 
motivated by self-interest in terms of 

re-election, and governments are guided 
by geo-political, economic and military 
considerations. Therefore, Islamic institutions 
can easily miss opportunities to influence 
peace and understanding within Islam and 
with those outside it from different cultural 
backgrounds. 

While introducing Shari’a-compliant finance 
to the mainstream is not a strict Islamic 
requirement – promoting peace and 
understanding is. One can help the other, 
which is the point of this article.

There are numerous examples of successful 
cross-cultural community support programs. 
These include:

 y Seeds of Peace does what no 
government can. It brings together young 
people, principally from different countries 
in the Middle East, to develop empathy and 
respect for each other and to give them the 
confidence to see the human face of 
their enemies by empowering them to 
emerge as tomorrow’s leaders.  

Why Islamic Retail Finance
is Going Nowhere?

ISFIRE SPERCIAL REPORT
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 y Barenboim-Said Foundation coordinates 
the East-West Divan Orchestra and organises 
workshops for young people with the aim of 
combining musical study and development 
with the sharing of knowledge and 
understanding among people from cultures 
that traditionally have been rivals.  

 y Hadassah Hospital in Jerusalem provides 
cutting-edge and compassionate health care 
to everyone regardless of religion or ethnicity. 

 y Medecins Sans Frontieres provides 
medical aid throughout the world regardless 
of race, religion or politics and tries to raise 
awareness of the plight of the people they 
help. 

 y Cricket For Change uses a shortened 
version of cricket called 'Street 20' to develop 
positive, long term links between groups 
of young people from a range of ethnic, 
religious and social backgrounds who 
may have limited or no positive 
interaction with each other. 

Anthony Apponyi is one 
extraordinary individual who 
has taken it upon himself to 
use Islamic finance to develop 
a value proposition for all, 
irrespective of their religion, 
race and colour. “When 
I first stumbled 
across Islamic 

finance 
I realized 

there was 
another 

financial 
system which, 

as with most 
outside the 

non-Muslim world, I 
knew nothing about,” he says. 

“I am now passionate about taking 
Islamic retail finance to mainstream 
consumers.” 

Anthony’s enthusiasm is important, 
given that some Western banks have 

closed their Islamic windows and many 
Islamic banks in the West are failing to 

reach out to the mainstream non-Muslim 
population. One of the reasons for this failure 
is the size of Islamic banks’ customer base 
outside their home territories. How many 
Muslims are there in the UK and in the other 
major home owning countries of Spain, 

of Shari’a-compliant retail financial products 
for the mainstream UK market, with a unique 
21st century value proposition for all home 
owners living in selected houses and post 
codes. The products address the problem 
faced by home-moving households who 
want to avoid being caught “in a chain”. 
The chain problem is ubiquitous in 
the countries where people use 
mortgages to finance their home 
purchases. 

Most home owners in 
the process of buying or selling a 

house (whose only substantial asset is their 
home) will be in a chain (a sequence of linked 
house purchases each of which is dependent 
on the preceding and succeeding purchase). 
Chains add to the uncertainty, anxiety and 
stress associated with buying and selling 
residential property. Chains may involve five 
or six transactions. A broken chain can result 
in the failure of more than one transaction. 
One of the most common causes of broken 
chains is the failure of one or more of the 
potential buyers to sell their existing property 
in order to create the necessary liquidity to 
purchase the next one. If one sale falls apart, it 
affects the whole chain, resulting not only in 
time delays but also financial losses for all the 
parties involved. 

The Chain Mender products help home 
owners who want to avoid the chain and 
would like to sell their house and secure their 
next one on a fast track basis. There are two 
important products already structured and 
ready to be rolled out. The first product (a 
chain-avoiding solution) enables sellers to 
secure their next property for the lowest price 
before selling their own through their estate 
agent for the highest price (the customer 
never has to sell for less than market value). 
The real value proposition of this product is 
the maximisation of the benefits from the 
min-max of the two prices (i.e. minimisation 
of the purchase price and maximisation of 
the sale price). This product is not a regulated 
mortgage contact but rather offers benefits 
of a real-time risk-averse priced put-option 
(the company does not buy their house). 
Effectively serving as an insurance or takaful 
type arrangement. 

The second product bundled with the first 

Ireland, Norway, Belgium, Australia, USA and 
Canada?  Not many and not all of them are 
consumers of Shari'a-compliant finance. 
Consequently, Islamic banks operating in the 
West are targeting a small customer base 
by offering more or less the same kind of 
products, albeit in a Shari’a compliant way. 

Many Muslim consumers in the West 
will not even consider Shari’a-compliant 
finance because it is generally perceived as 
complicated and more expensive than the 
interest-based alternative.  Many 
non-Muslims, on the other 
hand, are now uncomfortable 
with Western finance as 
it is perceived as being 

neither fair nor 
transparent. After the 

recent financial crisis 
many bank customers 

have stopped trusting high 
street banks. This provides an 

opportunity for Islamic banking 
and finance, but only if it realises 

the potential of this opportunity and 
comes up with innovative products that 

must serve as a subtle bridge between the 
Islamic world and the West. 

“If ethical finance incorporated with cross-
cultural community support programmes was 
promoted to Western consumers I believe 
it would go a long way to dispel some of 
the misnomers about Islam,” says Anthony 
optimistically. He is not the only one to show 
this optimism though. World Islamic Economic 
Forum Foundation’s Building Bridges through 
Business attempts to achieve the same goal.

Sadly, it would appear that neither Islamic 
financial institutions nor venture capitalists are 
interested in the mainstream. And ironically 
the current economic climate is ideal: interest-
based banks are not trusted, competitive 
finance is in short supply and there is a dearth 
of innovative products that can work well in all 
market conditions.

In spite of enormous world-wide potential, 
companies trying to offer ethical financial 
products (aka Shari’a-compliant) to Western 
mainstream non-Muslim consumers can  meet 
inertia within Islamic financial institutions 
and venture capital. Given this state of 
affairs, Chain Mender, a UK-based company 
authorized and regulated by the Financial 
Conduct Authority, has developed a series 
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product is ready-made finance for their buyers. 
As the first product involves valuation of the 
property the customer wants to sell an Islamic 
bank can include the second product with 
their other regulated mortgages to offer home 
financing in a cost effective way. 

These products , which sell well in a slow 
market have compelling unique selling points 
(USPs) and are unique in Western and Islamic 
finance, are proposed to be distributed 
business-to-business (distributer to estate 
agents) first nationally in the UK and later 
overseas by a franchising programme.

Chain Mender offers a business opportunity 
to Islamic financial institutions in the 
Islamic world looking to enter into the UK 
mainstream market. While there is a lot of 
talk about making Islamic finance relevant 
to the mainstream populations, Muslims 
and non-Muslims alike, there are very few 
Islamic financial products that may attract 
non-Muslims. The Chain Mender products are 
unavoidably relevant to the needs of all UK 
homeowners considering buying and selling a 
house. Concomitantly, the products annually 
will provide a very substantial number of 
captive mainstream customers for Islamic 
banks.

If you are interested in this article 
please contact Anthony Apponyi

CEO Chain Mender Limited

+ 44 (0)1491 641362 
aa@chainmender.co.uk
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