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GLOBAL ISLAMIC FINANCE REPORT 2014
The Global Islamic Finance Report 2014 (GIFR 2014) is a comprehensive annual 
review of the activity, trends, new developments and thinking in the Islamic fi-
nance industry. It commissions contributions from leading global practitioners 
and thinkers in the field combining technical experience and invaluable knowl-
edge and insight to propel Islamic finance forward in the post recessionary glob-
al financial markets. The core theme of this year’s report is “Human Resource 
Development in Islamic Finance” with chapters on Islamic financial literacy as 
a tool for promoting Islamic finance, ethics and human resource development, 
need for talent ecosystem to support sustainable growth, and many others. In 
addition, the report also includes developments in different industry segments 
and asset classes, expert analysis on the state of Islamic banking and finance 
globally. Along with the customary sections, “Review of Industry Segments” and 
“Country Sketches”, the GIFR 2014 endeavours to educate and incentivise those 
with a stake in the industry to continue pushing the boundaries of knowledge and 
innovation.

WHAT GIFR 2014 BRINGS TO THE INDUSTRY 
• Reportage and analysis of the global practices of the Islamic finan-

cial services industry in over 10 sectors
• An exposition of Islamic microfinance 
• Discussion on ethics and corporate social responsibility in Islamic 

finance 
• Inspire the discourse on the integration of commercial objectives 

and social responsibility 
• Building effective leadership in Islamic banking and finance
• Analysis of the challenges facing the human resource develop-

ment
• Assessment of Islamic financial literacy as a tool for economic 

reform
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When observing the Doha skyline, one cannot 
help but recall the image of the New York skyline. 
Skyscrapers abound, jutting upwards and then 
falling before rising like undulating mountain 
tops. Each building appears unique with the most 
conspicuous being one that looks like a phallus as it 
shines bright with an orange hue. This once desert 
town populated with Bedouins is now a sparkling 
oasis, transformed remarkably over the last 15 years 
from sand dunes to a bustling metropolis. 

In this conversion from desert primitiveness to 
marbled floors, malls with Gucci shops, McDonalds 
and Georgetown University, immigrants have 
come to take service and construction jobs. As 
with the UK post World War II, Qatar is reliant on 
a committed foreign workforce to push things 
forward, to undertake the menial jobs rejected by 
the indigenous. In adopting this model of growth, 
the indigenous Qatari population is at 10%; 90% are 
immigrants. 

This brings forth a highly cosmopolitan society, a 
melting pot of Nepalese, Indians, Bengalis, Filipinos, 
Americans, and others congregating in a constantly 
developing city. Doha not only shares a New York 
skyline but can boast of its cosmopolitanism. In 
light of this, cultural expressions can range from the 
traditional to the western (Damian Hirst appears 
to be the artist of choice for the royal family). What 
took New York and London decades to achieve 
– the harmonious gathering of races and cultures – 
has taken Doha one decade. 

Yet in this development, tradition has slowly 
eroded. Indeed, this is the natural consequence 
of Western notions of economic development. In 
development of sectors from financial to health, the 
exemplar will always be the West. Thus consultants 
will be brought from the US and Europe to advise 
thereby ensuring that Western influence becomes 
pervasive.  What would an indigenous Qatari know 
about creating a stock exchange? In fact, why is 

a stock exchange even important? However, in a 
developed society we have been taught that the 
stock exchange is a barometer for the health of an 
economy…and more importantly as an indicant 
to the happiness of society. Consequently, any 
emerging market will latch onto this model of 
development. 

Is there any other mode of development? One 
cannot be certain given that today development is 
required to be rapid. While the West has had over 
400 years to construct its infrastructure, a quite 
organic growth, most emerging countries such 
as Qatar and Pakistan, are expected to develop 
quickly. Indeed, the economist J. Bradford Delong 
has shown that before the 19th century (the point 
where the industrial revolution really takes off) 
economic growth for human history was below 1%. 
Exponential growth is felt from the beginning of 
the 20th century. 

Rapid growth, while undeniably beneficial in terms 
of improving health and sustenance and alleviating 
poverty, has a definitive spiritual effect. To speak 
of spirituality in the same sentence as progress is 
considered anachronistic though the proclivity 
for new-age spiritual fads appears to be growing 
too. Perhaps this is reflective of the human’s 
own primordial desire to connect to something 
transcendent, and the current development 
explosion takes people away from this core. 

Islamic finance attempts at some connection 
between the transcendent and the mundane, but 
as it embarks on path of growth with indicants of 
its success based on the accumulation of assets, 
percentage growth and being oversubscribed, 
Islamic finance unwittingly adopts the language, 
the philosophy and the objectives of Western 
growth. To be integrated into the system, it cannot 
escape its hold. 

Is that necessarily a bad thing? Perhaps not but it 

is a question one should ask. The development of 
cities such as Doha means that traditional aspects 
suffer decimation. Language is key casualty with 
English dominating and dialects slowly fading. 
Handmade arts and crafts are substituted for 
industrial production; consumerism replaces 
austerity. For Islamic finance, or rather Islamic 
economics, to combat this, it has to offer more 
instead of adopting. But then maybe Islamic 
economics does not want to do this. 

In this issue of ISFIRE, we ponder the paradoxical 
nature of the principles of Islamic finance. 
Islamic asset management is a growing field and 
imbues the principles of PLS. But the screening 
methodologies have tended to ignore social 
responsibility. Instead of negative screening, Rizwan 
Malik argues for the adoption of positive screening 
methodologies. Apart from the articles, we have 
two main interviews in this issue. First, with Raja 
Teh Maimunah, CEO of Hong Leong Islamic Bank. 
She represents an excellent story of success; a 
woman who is spearheading the growth of Islamic 
finance in Malaysia, but as the market changes with 
technology playing more of a role, Islamic banks 
need to adapt. It is the nature of growth and rapid 
change. Second, with Trevor Norman, Director at 
Volaw Group. He shares with us his experiences 
at Volaw and the services it offer for the Islamic 
banking and finance industry.

I would personally also like to thank our supporters, 
without them it might not be possible to publish 
ISFIRE on such regular basis.

From the Editor

Professor Humayon Dar, PhD (Cambridge) 
Editor-in-Chief
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Incorporating 
Socially Responsible 
Principles in Islamic 
Investments - Part 1

The Islamic asset management industry 
needs to evolve. So thinks Rizwan Malik who 
believes that the stagnancy of the screening 
methodology is leading to lost opportunities. 
He argues that the industry needs to take 
account of SRI principles and finds that many 
companies in the GCC are already doing 
so. In light of this Islamic finance needs to 
move away from negative screening and 
incorporate more positive screening criteria. 

Rizwan Malik

ISFIRE Insights6 AUGUST 2014
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Introduction

In 1999, Dow Jones issued a set of screening 
methodologies to determine stocks deemed 
compliant with Shari’a. It provided Shari’a sensitive 
individuals the opportunity to enter the capital 
markets. Since, these screening methodologies 
have been adopted by other index providers 
and fund managers with slight amendments. 
However, the fundamental tenets of these 
methodologies remain the same, narrowing the 
number of available stocks to invest in for the 
Shari’a sensitive individuals. In addition, these 
screening methodologies have failed to account 
for ethical precepts commonly adopted by the 
socially responsible investments (SRI) industry. 
This contradicts Islamic finance’s own ontological 
assessment of itself as being socially responsible. 

The Islamic economic and finance system is 
perceived as a socio-economic finance system that 
incorporates ethics and morality into economic 
activities, with values such as fairness, justice and 
equity informing its activities. Hence, it is natural 
to assume that for the Islamic finance industry 
to succeed there has to be more collaboration 
between the Islamic finance and SRI industry.  
The Holy Quran instructs “Eat and drink from 
the provision of Allah, and do not commit abuse 
on the earth, spreading corruption” (Quran 
2:60).  In this regard it is important for the Islamic 
fund management industry to include factors 
related to environment, labor and human rights  
and other SRI issues in their decision making 
process. Incorporating SRI principles can have 
two significant benefits for the Islamic funds 
industry. First, it will increase the portfolio of Shari’a 
compliant investments by attracting investments 
from ethical sources. Second, it will allow SRI 
investors to diversify their portfolio into Islamic 
investments which tend to be less risky than their 
conventional counterparts.

At present, Islamic fund management does not 
take into account the SRI related issues; rather 
focusing on whether the output of the business is 
Shari’a permissible. This has resulted in a negative 
screening methodology meaning that stocks 
are rejected on the basis of some criteria. On the 
other hand positive criteria means companies 
are accepted for the work that it is doing. In the 
SRI industry, positive screening means selecting 
shares in companies that encourage CSR practices. 
These include good governance, labor relations, 
sustainability of investments. Such screens use 
“Best in Class” approach to rank companies 
according to CSR criteria. Further strategies include 
“Sustainability”, “Norms based”, “Engagement”, 
“Integration” and “Impact investing”. 

SRI and Islamic screening have some overlap. 
Some of the common businesses excluded under 

both Islamic and SRI screens are alcohol, tobacco, 
gambling, weapons & adult entertainment. At the 
same time there are some significant differences 
between the two industries (Table 1). For Islamic 
investors, their focus is the compliance of eligible 
assets to Shari’a, followed by performance whereas 
for the SRI investors, importance is on sustainability 
and the environment before financial performance. 

Historical Development of Islamic Equity 
and Socially Responsible Investments

Islamic equity investments began with the 
Fatwa by Justice Mufti Muhammad Taqi Usmani 
(Pakistan), Professor Saleh Tug (Turkey) and Sheikh 
Mohammad Al Tayyeb Al Najar (Egypt) in July 
1987. The Fatwa stated preconditions for investing 
in public listed equity securities. Further, the 

Islamic Investment SRI Investment
Main Purpose of 
Investment

Seeks financial return while 
conforming to the rules of 
Shari’a 

Seeks financial return while pursuing social, 
environmental motives

Investment Policy Guided by Shari’a Principles Guided by clearly stated socially responsible 
investment aims

Securities selection 
process

Only Shari’a compliant stocks 
are selected

Clearly defined ethical criteria which serve as a 
filtering mechanism 

Asset universe Limited to Shari’a compliant 
stocks only. Conventional 
financial instruments are 
avoided

A predetermined portfolio of stocks that pass the 
ethical criteria

Advisory Board Shari’a advisory board that 
screens and monitors the 
Shari’a compliancy of the 
stocks

An ethical board or committee that screens and 
monitors the compliancy of ethical stocks

Shareholders activism Shareholders do not always 
play an active role in 
controlling the activities of 
the company in order that 
the company complies with 
Shari’a 

Shareholders play an active role to make sure that 
company’s activities remain within the ethical 
boundaries

Type of investor Open to all investors seeking 
investment in ethical 
companies while complying 
with Shari’a

Open to all investors seeking investment in 
ethical companies

Faith based rules Yes No

Screens based on 
environment filter

No  Yes

Screens based on 
human rights

No Yes

Screens based on 
transparent corporate 
practices

No Yes

Country exclusion No Countries violating human rights are excluded, 
further businesses in such countries are on the 
watch by many index providers

Financial Ratios Filters applied based on 
religious prescriptions are 
applied during the stock 
selection process

There are no financial ratios applied that 
determine a stock fit for SRI index

Business Ratios Yes. Only invest in companies 
involved in Shari’a compliant 
businesses

Yes, Only involved in business that are involved in 
socially responsible businesses

Table 1: Islamic vs SRI Investments
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International Fiqh Academy  issued a ruling in 1992 
that approved stock of companies that do not 
engage in activities which violate Shari’a principles. 
This was a significant ruling for the development 
and realization of Islamic mutual funds industry 
since it permitted Muslim investors to participate in 
the equity markets.

Islamic funds are still in their infancy, compared 
to conventional and socially responsible 
investment funds both in terms of its assets under 
management (AUM) and its growth. Islamic funds 
witnessed 7.6% growth in 2010, significantly lower 
than its conventional counterpart, which saw 35% 
growth. The total number of Islamic funds reached 
1065 in 2013.  

The concept of SRI investments has its roots in 
religion. The earliest reference is found in the 
Quaker-movement and their avoidance of investing 
in companies involved in the slavery business in 
the 17th century. The first investment policies were 
organised around avoiding companies involved 
in sinful acts like tobacco, alcohol and gambling. 
The first responsible investment fund in US, “The 
Pioneer” fund, was launched in 1928 and excluded 
investments in companies involved in alcohol and 
tobacco. This fund is still in existence although 
under a different name. The first SRI mutual fund 
was the Pax World Fund founded in 1971 by Luther 
Tyson and Jack Corbett who actively worked on a 
variety of projects for the United Methodist Church. 
In the 1980s-90s there was an increased focus on 
environmental issues including the establishment of 
United Nations World Commission on Environment 
and Development in 1983 and the Earth Summit 
in 1992. A number of SRI indexes have been 
launched with the first launched in 1990. During 
the 1980s the SRI funds evolved to include the 
negative screening i.e. avoiding businesses involved 
in prohibited activities; the screening criteria has 
since expanded to include positive screening, i.e. 
investing in companies involved in promoting 
socially responsible ventures etc. According to the 
Global Islamic Asset Management Report 2014, the 
SRI industry is worth more than $33 trillion globally. 

Socially Responsible Investment 
Screening

The SRI investment screens have evolved over 
the years. They have developed and increased to 
include social, environmental, religious screens. 
Table 2 lists screens used in SRI industry. These 
screens can be classified into either positive or 
negative screens.

There are three types of SRI strategies:

1. Social Screening: This includes both positive 
and negative screening. Negative screens are 
the simplest for firms. 

2. Shareholder Advocacy: By significant 
ownership of the company, shareholders 
influence the decisions of senior management 
by lobbying for socially responsible 
investments.

3. Community Investing: Directing funds towards 
underserved communities that do not receive 
financial interest. The aim is to provide credit, 
banking and other basic financial services to 
communities. 

Some of the SRI factors are shown in Table 2 

Analysis of the GCC Shari’a compliant 
stocks against SRI Principles

The development of joint-stock companies in the 
Muslim world is quite a recent phenomenon, and 
therefore investment activism is constrained given 
that most limited companies do not necessarily 
subscribe to an Islamic normative. Investigating 
further, however, reveals that in many Muslim 
countries, the idea of social responsibility is 
gradually affecting the way companies function. 
To explain, GCC stocks were selected from DJIM, 
as Islamic finance in these countries appear to be 

Factors Details Types of 
Concerns

Types of Screening 
(Positive/Negative)

Alcohol Avoids companies which 
produce, market or promote 
the consumption of alcoholic 
beverages

Social Negative

Environmental 
Issues

Favours companies with strong 
environment policies like 
recycling, waste reduction, and 
environmental cleanup. Avoids 
firms producing toxic products 
and contributing to global 
warming

Environmental Positive

Gambling Avoids companies which 
are involved in the service 
or promotion of gambling 
operations

Social Negative

Human rights Avoids companies which are 
linked to human rights violations. 
Seeks firms promoting human 
rights

Social Positive and Negative

Employment 
Diversity

Favours companies with strong 
inclusive policies

Social Positive

Tobacco Avoids manufacturers and 
distributors of tobacco products

Social Negative

Nuclear Power Avoids companies linked with 
nuclear power production and 
companies operating nuclear 
power plants

Social/ 
Environmental

Negative

Abortion Avoids providers of abortion, 
manufacturer of abortion control 
drugs and birth control products

Social Negative

Animal testing Seeks companies promoting 
respectful treatment of animals. 
Avoids companies practicing 
animal testing as well as firms 
producing hunting, trapping or 
using animal products at the end

Social Positive and Negative

Adult entertainment Avoids companies involved 
in publishing, production of 
offensive magazines, videos and 
sponsors of such material

Social Negative
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more advanced and developed compared to other 
countries. In total there were 63 Shari’a compliant 
companies from the GCC region from various 
industries including financial services, real estate, 
energy, consumer goods and services, healthcare, 
industrial, transportation, and telecommunications 
(Table 3).

Of the total stocks, 66% of them incorporate 
some SRI principles, while 34% of these stocks do 

not.  Of these 34% companies, 32% are real estate 
companies, while others are from transportation 
and consumer goods industries. 27% of the total 
stocks have only employed Corporate Governance 
principles. This includes financial institutions, 
construction and real estate industries. Most 
of these companies have an internal corporate 
governance framework and issue reports on a 

Labour relations and 
workplace

Seeks firms with strong union 
relationships, employee 
empowerment and avoids 
companies exploiting its 
workforce

Social Positive

Corporate 
Governance

Seeks companies demonstrating 
best practices related to 
board independence, auditor 
independence, voting rights, etc

Social Positive and negative

Business Practice Seeks companies committed to 
human rights

Social Positive

Renewable energy Seeks firms producing power 
derived from renewable energy 
sources

Environmental Positive

Biotechnology Seeks firms supporting 
sustainable agriculture, local 
farmers, and other industrial 
applications of biotechnology

Social/ 
Environmental

Positive

Community 
Involvement

Promote companies with active 
investments in local community 
by supporting and sponsoring 
community initiatives etc

Social Positive

Shareholder 
activism

SRI funds that attempt to 
influence company actions 
through direct dialogue with 
management

Social
Positive

Non-married Avoid insurance companies 
giving right to non-married 
couples

Social Positive

Table 2: Socially Responsible Investments Factors Source: Social Investment Forum (2003)

Table 3: Industry Breakdown

Industries Nos.
Energy 9

Healthcare 1

Industrial 17

Real Estate 8

Transportation 1

Financial Services 16

Telecommunication 5

Consumer Goods and Services 6

Total 63

Company Environment Labour Corporate 
Governance

Community Human 
Rights

Anti- Corruption Norm based 
screening

Aamal Holding         

Ajman Bank         

Al Maha Petroleum Products 
Marketing Co.

          

Al Safat Energy Holding 
Company

         

Al Salam Bank - Bahrain          

Al Soor Fuel Marketing Company          

Albaraka Banking Group          

Aluminium Bahrain BSC          

Aramex Company           

Aviation Lease and Finance Co. 
K.S.C.C

          

Bank Nizwa           

Barwa Real Estate           

Boubyan Bank        

Commercial Real Estate 
Company

          

Dubai Financial Market           

Dubai Islamic Bank           

Emaar Properties           

Gulf Finance House           
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regular basis.  

31% consider environmental issues as part of 
their overall strategy. This means that companies 
operate in an environmental friendly way or these 
companies have employed resources that reduce 
externalities arising as a result of their operations 
and employ resources that will make a positive 
difference. An example of this is Aviation Lease 
and Finance Co, a Kuwait based company which 
manufactures aircrafts that consume less fuel. 

16% consider labour standards including health 
& safety in the work place. 21% give back to 
the community they work in. This may be in 
the form of being involved and supporting the 
initiatives employed by the community, being 
part of charitable projects, initiatives for youth 
development, etc. Two organisations mentioned 
the usage of anti- corruption measures which 
include fair dealings, anti-money laundering, 
etc.  By being located in the Muslim world, some 
companies as part of their CSR activity distribute 
zakat; however only one organization under review 

has highlighted this. Similarly only one company 
mentioned that it follows UN Global Compact and 
only a single company stated that it follows Islamic 
principles.

It is clear from the brief analysis that no one 
single company follows a set pattern of CSR or 
SRI activities although 66% of the companies are 
showing some commitment to SRI/ESG principles. 
A more comprehensive strategy is needed to 
integrate SRI principles along with Islamic principles 
and an overt declaration to supporting both. 
Following the UN Global Compact offers an avenue 
in which this can be achieved.  

Conclusion

The Islamic banking and finance industry has 
experienced tremendous growth since the 
introduction of the first screening methodology 
in 1999 by DJIM. Since then a number of screening 
methodologies have been developed all around 
the concept of avoiding businesses that are not 
in compliance with Shari’a. However it is time 

for Shari’a screening methodologies to include 
wider SRI principles in addition to these negative 
screening and promote the socially responsible 
elements. This will move the existing screening 
methodology away from being just Shari’a 
compliant to achieve Maqasid al-Shari’a.  The Islamic 
banking and finance industry has started moving 
in this direction. F&C asset management launched 
an Islamic fund in 2010 which incorporated both 
SRI and Islamic principles. Sedco Capital based in 
Saudi Arabia has launched funds that comply with 
UN Global Compact, and most recently Arabesque 
asset management are also launching funds that 
are both socially responsible and Shari’a compliant. 

To develop more robust criteria which integrate 
both SRI principles and Shari’a norms, the UN Global 
Compact offers principles that can be used by the 
Islamic finance industry in the creation of screening 
methodologies. In Part 2, I look at how Islamic 
ethical precepts adhere to these principles. 

Industries Qatar           

International Bank of Kuwait           

Kuwait Finance House         

Kuwait Food Company           

Mabanee Company           

Masraf Al Rayan Bank          

Mobile Telecommunications 
Company

         

National Industries Company for 
Building Materials

          

Oman Cement Company          

Oman Oil Marketing Company          

Oman Telecommunications 
Company

        

Omani Qatari 
Telecommunications Company

         

Oula Fuel Marketing Company         

Qatar Electricity & Water          

Qatar Fuel Company (Woqod)          

Qatar International Islam           

Qatar Islamic Bank          

Qatar National Cement Com           

Qatari Investors Group         

Raysut Cement         

Shell Oman Marketing          

Vodafone Qatar           

Voltamp Energy           

Total 21 11 18 14 1 2

In Percentage 31% 16% 27% 21% 1% 3%

Table 4: Matrix table with companies following SRI Principles
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Introduction

It is proposed that the UN Global Compact be 
followed by companies in order for them to qualify 
as SRI compliant while the underlying business 
remains in compliance with broader Shari’a 
principles. The UN Global Compact is a strategic 
policy initiative introduced in July 2000 by UN 
Secretary General Kofi Annan for businesses that 
are committed to aligning their operations and 

strategies on a voluntary basis with ten universally 
accepted principles in the areas of human rights, 
labour, environment and anti-corruption. It follows 
two main objectives: bring a set of universal 
principles of responsible business into main stream 
activities of companies and to act as a catalyst for 
initiatives in support of wider UN goals in the area 
of social and environmental development. It is not a 
regulatory initiative and does not offer any form of 
measurement on participants, but relies heavily on 

public accountability, transparency and self- interest 
of those involved in the initiative of pursuing such 
objectives. 

The UN Global Compact principles are derived from 
The Universal Declaration of Human Rights, The 
International Labour Organisation’s Declaration on 
Fundamental Principles and Rights at Work, The Rio 
Declaration on Environment and Development and 
The UN Convention against Corruption. Table 1 lists 
the principles under UN Global Compact.

Incorporating 
Socially Responsible 
Principles in Islamic 
Investments - Part 2

“In this second part,  Rizwan Malik compares 
the UN Global Compact with Islamic 
principles and finds many similarities. These 
similarities show that Islamic screening 
methodologies should consider investments 
in companies that are committed to social 
responsibility, and move away from mere 
prohibitions.”

Rizwan Malik

12 AUGUST 2014



www.islamicfinancereview.co 13AUGUST 2014

An Examination of the UN Global 
Compact Principles with Islamic 
Principles 

 ¾ Human Rights 

The concept of human rights draws its underlying 
principles from the 1948 Universal Declaration of 
Human Rights (UDHR) and covers a wide range 
of concepts relating to dignity, freedom and 
protection of the individual. In Islam the rights 
given by the kings or parliaments can be revoked 
while the rights given by Allah (SBWT) must be 

accepted and enforced. The Prophet Muhammad 
(PBUH) in his last sermon stated that “ An Arab has 
no superiority over a non-Arab nor a non-Arab has 
any superiority over an Arab; also a white man has 
no superiority over black man nor a black man has 
any superiority over white man except by piety 
and good action”. This means that the right to 
equal treatment is protected under Islam regardless 
of colour, race, nationality and religion. Women  
should be treated equally, as practiced at the time 
of Prophet (PBUH) where women were free to enter 
the councils of governance, speak freely to the 

Prophet (PBUH), and fight. Similarly at the time of 
Prophet (PBUH) women were trialled equally, when 
they were involved in wrongdoings. Allah (SBWT) 
mentions “Their Lord responded to them: I never 
fail to reward any worker among you for any work 
you do, be you male or female, you are equal to 
one another” (3:195). Islam further recognises the 
right to individual liberty and forbids enslaving free 
men. Prophet (PBUH) disliked people who enslaved 
free men and asked his companions to free as 
many slaves as possible. He (PBUH) himself freed 63 
slaves and a number of companions followed this 
by freeing many more. Another important issue 
under human rights is justice; the right to justice 
is considered so important in Islam that Muslims 
are asked to choose justice over protecting their 
own families. Allah (SBWT) mentions “Oh you who 
believe! Stand out firmly for justice, as witnesses 
to Allāh, even though it be against yourselves, or 
your parents, or your kin, be he rich or poor, Allāh is 
a better protector to both (than you). So follow 
not your lusts, lest you may avoid justice, and if 
you distort your witnesses or refuse to give it, 
verily, Allāh is ever well acquainted with what you 
do.”(4: 135.). the Prophet Muhammad (PBUH) is 
reported to have said “If one of you sees something 
wrong, let him change it with his hand; if he cannot, 
then with his tongue; if he cannot, then with his 
heart and this is the weakest faith”. Although in 
Muslim societies leaders are well protected, Muslims 
are encouraged to disobey a superior if they are 
forced to go against Shari’a. Islam fully allows 
personal freedom and does not support being 
involved in each other’s personal matters (hence 

it protects privacy). It  says in the Holy Quran “O 
you who have believed, avoid much [negative] 
assumption. Indeed, some assumption is sin. And 
do not spy or backbite each other. Would one of 
you like to eat the flesh of his brother when dead? 
You would detest it. And fear Allah, indeed, Allah 
is Accepting of Repentance and Merciful” (49:12). 
Further commitment to justice and brotherhood 
demands that the Muslim society takes care of 
basic needs.  Islam believes in the right to decent 
living standards and promotes this through zakat 
(obligatory charity), which makes it clear that 
Muslims are expected to provide a safety net to 
others. Islam recognises the power of the ruling 
state should depend on consultation, consent of 
the people, and granting fundamental human 
rights

 ¾ Labour Rights

The UN Global Compact for labour rights is based 
on freedom of association, elimination of forced 
labour, abolition of child labour and discrimination 
in respect of environment and occupation. 
These principles are taken from the International 
Labour Organisation (ILO) in its Declaration on 
Fundamental Principles and Rights at Work issued 
in 1998, which set the minimum standard for 
organisations to follow regardless of the level of 
economic development. 

Islamic teachings with regards to labour rights are 
very clear. It is recommended that workers should 
be treated fairly and justly. There should not be any 
discriminatory work places practices.   Islam allows 
hierarchy in management with the condition that 
those at the lower end are not oppressed by the 
ones above them. It is clearly mentioned in the Holy 
Quran: “He has raised you in ranks, some above 
others that He may try you in the gifts that He has 
given you” (6:165). In another place it is mentioned 
“It is We (God) who portion their livelihood in the 
life of this world: and We raise some of them in 
ranks so that some may command work of others. 
But the Mercy of your Lord is better than the 
(wealth) which they amass” (43:32).  All forms of 

UN Global Compact 10 Principles 

Human Rights

Principle 1: Businesses should support and respect the protection of internationally proclaimed human 
rights.

Principle 2: Businesses should endevour to ensure that they are not complicit in human rights abuses.  

Labour

Principle 3: Businesses should uphold the freedom of association and the effective recognition of the right 
to collective bargaining

Principle 4: The elimination of all forms of forced and compulsory labour.

Principle 5: The effective abolition of child labour.

Principle 6: The elimination of discrimination in respect of employment and occupation.  

Environment

Principle 7: Businesses should support a precautionary approach to environmental challenges.

Principle 8: Undertake initiatives to promote greater environmental responsibility.

Principle 9: Encourage the development and diffusion of environmentally friendly technologies.   

Anti-Corruption

Principle 10: Businesses should work against corruption in all its forms, including extortion and bribery.

Table 1: UN Global Compact Principles
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forced or compulsory labour are prohibited and 
that wages should be mutually agreed upon. It is a 
condition of hiring workers that it is clearly specified 
what is required from them in terms of work and 
they are informed of the wage. It is reported that 
the Holy Prophet had forbidden to employ any 
labourer or worker without first fixing his wages.

The worker must be paid immediately. The Prophet 
Muhammad (PBUH) commanded that the labourer 
should be paid his wages before the sweat on his 
arms had dried, i.e. immediate payment. Further 
holding back of wages is also disallowed, “And 
withhold not things justly due to men, nor do evil in 
the land, working mischief” (Quran 26:183). It is the 
duty of the employers to place a reasonable work 
load on the employees, good working conditions 
and a safe environment.

 ¾ Environment

The UN Global Compact environment standards are 
based on a precautionary approach to environment 
challenges and the promotion of environmental 
responsibility. Environmental challenges include 
damage to the ecosystem, land degradation, 
impact of chemical use, waste production, etc.

Islam recognises the importance of protecting 
the environment as man is steward (khalifah or 
guardian) of natural resources, as vicegerent of Allah 
on earth and he is responsible for looking after it. 
While the resources in the world are for mankind, 
he is asked to be responsible of not destroying it so 
that successive generations can benefit in a similar 
manner to those in the present. 

The 1994 UN Human Development Report states 
that the lifestyle of rich nations should change; 
the north has 20% of world’s population while 
it consumes 80% of the income and 70% of the 
energy, 75% of the metal and 85% of the wood. This 
means there has been excess consumption in some 
parts of the world. The Holy Quran discourages this: 
“Eat and drink: But waste not by excess, for Allah 
loveth not the wasters” (7:31).

The Islamic economist, Umar Chapra, argues that 
while the Islamic world view encourages the 

market system, the price mechanism should be 
complemented with a device that minimizes the 
claim on natural resources. Resources should not be 
allowed to be diverted to the production of luxury 
items until necessities are provided.

The Prophet (PBUH) practiced this as he created 
special zones where natural resources were to 
be left untouched. In addition, Islam encourages 
moderation and discourages waste. 

 ¾ Corruption

The UN Global Compact states that businesses 
should work against all forms of corruption. In 
Islam, corruption is condemned as corruption is 
an indicator of unequal treatment and the lack of 
justice. In this context the Prophet (PBUH) cursed 
the one who accepts a bribe, the one who offers a 
bribe and the one who arranges it. However there 
is a difference between bribe and gifts, similar 
to the difference between interest and profit in 
Islamic banking and finance. Gifts are encouraged 
as it increases the brotherhood while bribes 

lead to corruption and injustice. With regards to 
transparency, Islam requires clear written contracts 
for all business transactions and it is clearly 
prohibited to sell a faulty item without making it 
clear to the buyer. Hence Muslims are expected to 
be fair in their dealings with one another. 

Incorporating SRI Principles

It is clear from the above that Islamic principles are 
fully in compliance with the UN Global Compact. 
However practices followed in many Islamic 
countries might not be in conformity with Shari’a 
as some of the countries do not practice equal 
treatment and others fall short of anti-corruption 
measures provided by Transparency International 
(Muslim countries appear to be high on the 
corruption scale). 

The important question is how Islamic screens can 
be implemented by asset managers. It is proposed 
that education, awareness and shareholder 
engagement can promote these positive values 

and gradually investors and consumers would abide 
by it. However, this can only be a gradual process as 
the Holy Quran says “There is no compulsion in the 
religion” (2:256). Change can come in by asking or 
campaigning for it or setting examples. 

As at present Islamic finance industry lacks a body 
promoting Islamic SRI values. Here it is proposed 
that Islamic asset managers should follow the UN 
Global Compact, so they have a set of principles 
and clear guidelines to follow for SRI screening.   

These voluntary principles should be introduced 
by Shari’a screening methodologies as separate 
screen known as “social screen” or “SRI screen”. For a 
stock to be Shari’a compliant it has to pass through 
both the present Shari’a screening methodologies 
comprised of business and finance screening 
and the newly introduced SRI screen. The newly 
introduced SRI screen should be made of the four 
areas of the UN Global Compact. The companies 
will be free to include more CSR/SRI initiatives 
under its strategy like contributing to the local 
community, charity and donations as part of its 
overall CSR activity.  In addition to the negative 
screening (where companies that are against the SRI 
principles and Shari’a are avoided), asset managers 
can use norm- based screening strategy to include 
these SRI related principles. As defined by EUROSIF, 
norm-based screening is screening of investments 
according to their compliance with international 
standards and norms. In this case it will be the 
UN Global Compact. Shareholders engagement 
is another strategy where fund managers engage 
with companies on ESG matters and influence their 
SRI practices. 

It is proposed that Islamic fund managers should 
borrow this engagement strategy from the SRI 
industry and be involved in influencing not only 
the SRI practices but also Shari’a compliant activities 
of the companies. Shareholder’s advocacy or 
engagement is different from screening where 
instead of screening out the company, shareholders 
exercise their ownership rights to engage with the 
corporation and bring about positive change. 

Conclutions

Islamic principles mirror UN Global Compact and 
promote them actively. It is proposed through that 
Shari’a screening methodologies should include 
a second screen, known as a “Social” screen, in 
addition to the existing Shari’a screens. This will 
penalize Shari’a compliant companies that are not 
employing socially responsible practices i.e. human 
rights violations or involved in other unethical 
behavior, and reward those companies that play an 
active role to benefit the overall society. 
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Wan Miana is a village in the district of Sargodha in 
central Punjab in Pakistan. For many reasons, it is 
not a typical rural locality.

Although primarily an agrarian economy, the 
village houses a number of interesting non-farming 
businesses. Furthermore, a number of development 
projects in the village are very progressive in their 
nature and methodology.

Akhuwat – a non-profit organisation – offers 
the poor access to finance by offering interest-
free loans to those who would like to start small 
businesses. The village also houses a tele-medicine 
centre that uses an online system to connect village 
patients to medical doctors at Gulab Devi Hospital 
in Lahore (about 200 kilometres in the east).

Kawish – a nationwide charity – has donated 
an ambulance that is used for everyone in the 
catchment area, and is free for those who cannot 
afford to pay for the service. The village mosque 
and four primary schools run by Kawish partially 
benefit from solar energy. There is a biogas plant 
that is aimed at providing the required fuel to run a 
citrus packing plant and few adjoining houses.

There are a few ponds around the village, which 
produce bio-fertilisers for a number of crops, mainly  
citrus, wheat and rice.

Saleem Ranjha – a civil servant who hails from a 
farming family from the village – served as an agent 
of change. He is a founding member of the board 
of directors of Akhuwat and is indeed very well 
connected and respected in the social sector of the 
country. His family owns substantial landholding in 
the area with citrus fruit orchards, dairy farms, an ice 

factory and a citrus packing plant.

Model of Change

Today, Wan Miana presents an interesting model 
of rural development, which is spearheaded by an 
individual who has successfully negotiated with 
a number of charitable organisations to bring 
economic prosperity to the village through an 
integrated model of change.

The Wan Miana Rural Development Programme 
benefits from close cooperation between 
government bodies and a number of charitable 
organisations. The end result is an inclusive 
development model that offers inclusive financial 
services, remote medical facilities, ICT trainings, 
employs modern technology and promotes 
progressive farming even to the extent of claiming 
carbon credits in future.

“The model has generated interest internationally 
and I have been asked to share the Wan Miana Rural 
Development Project at an international conference 
to be held in Nepal towards the end of this year,” says 
Saleem Ranjha.

The real outcome of the pilot project is immense 
increase in entrepreneurial activity in the village, 
with is moving towards 100% coverage of 
entrepreneurial activities.

The model is portable and easily replicable in a 
cost-effective way. It only takes Rs. 1 million to 
initiate the project, which can significantly increase 
welfare of about 500 households.

The expected increase in income of the targeted 
families is Rs5,000 per month. Thus, with a cost 
of Rs2,000 per family, the model is capable of 
generating Rs5,000 per family per month on a 
sustainable basis.

Impressed by the success of the model, a number 
of commercial organisations are considering 
investing in replication of the model. One such 
organisation is HD Mudaraba, which is expected to 
be launched towards the end of August.

Nudge Theory

“The Wan Miana Rural Development Project is 
based on the nudge theory,” explains Saleem 
Ranjha. Social sector organisations – the likes of 
Akhuwat and Kawish – have given the required 
impetus to initiate a development process that 
have now made it attractive for commercial 
organisations like HD Mudaraba to do socially 
responsible business with the rural community.

“After necessary approvals from the regulatory bodies, 
we aim to benefit from this integrated model of 
development by investing heavily in trading in farm 
inputs and equipments,” says Khuram Shehzad, who 
serves as Head of Business Development with HD 
Management (Private) Limited.

The Wan Miana Rural Development Project has 
been influenced with the participatory nature of 
Orangi Town Pilot Project – initiated by Akhtar 
Hameed Khan – in the 1980s and Akhuwat 
concept of Muwakhat and brotherhood both of 
which are now considered as successful models of 
development through social sector organisations.

If successful, Saleem Ranjha believes, the Wan Mian 
project will emerge as an extremely cost-effective 
way of initiating rural development in Pakistan and 
possibly in other countries.

M. Saleem Ahmed Ranjha
Founding Director, Wan Miana Rural 

Development Programme
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Q: Please describe Hong Leong Group 
(“HLG”). What is the relationship between 
Hong Leong Islamic Bank (“HLISB”) and 
other subsidiaries in the group?

HLG is a leading conglomerate based in Malaysia 
with operations in banking and financial services, 
manufacturing and distribution, property 
development and investments, hospitality and 
leisure, and principal investment, with presence in 
North and Southeast Asia, Western Europe and the 
UK, North America and Oceania (Please visit www.
hongleong.com for more information).

Hong Leong Financial Group Berhad (“HLFG”) forms 
part of the Hong Leong Group, and is the holding 
company for HLG’s banking and financial services. 
Hong Leong Bank Berhad (“HLB”) is part of HLFG, 
and Hong Leong Islamic Bank Berhad is in turn 
wholly-owned by HLB (Please visit  www.hlfg.com.
my for more information on HLFG, www.hlb.com.
my for more information on HLB,   and www.hlisb.
com.my for more information on HLISB).

The  large  conglomerate  structure  in  which  
HLISB  operates  provides  for  a  diverse  and  easily 
accessible network, both locally and internationally. 
This provides for strong intra-group support which 
also allows for the creation of a deeper resource 
pool especially at the larger group level.

Q: How is HLISB structured? What are the 

different departments? What are your 
most popular products? What are clients 
looking for when they approach HLISB?

HLISB’s operations comprise of business units, 
namely Islamic Capital Markets and Business & 
Corporate Banking (BCB) (both parked under 
Wholesale Banking), Personal Financial Services-I 
(PFS), Islamic Global Markets (GM) and Digital 
Innovation and Transactional Banking (“DITB”). 
The business units receive support from similar 
functions at HLB level, similar to that provided for 
support and administrative functions. For example, 
HLISB PFS-I is supported by HLB PFS, HLISB BCB is 
supported by HLB BCB and HLISB GM-I is supported 
by HLB GM. This is the same for support services; 
for example HLISB Legal is supported by HLB Legal, 
HLISB Finance is supported by HLB Finance (we 
know them as Group Finance). 

In addition to my function as Managing Director 
and Chief Executive Officer of HLISB, I also hold the 
portfolio of Chief Operating Officer for HLB DITB 
(i.e. a division of HLB). This provides a direct link to 
group-wide digital banking initiatives and supports 
HLISB’s efforts towards developing this strategic 
market.

HLISB has been appointed as facility agent for 
several large banking transactions and sukuk 
programmes. Other services include Term 

Financing, Revolving Credit and Trade facilities

Q: What would you regard are the main 
challenges for HLISB and how have you 
sought to address these challenges?

The introduction of the Islamic Financial Services 
Act 2013, as well as changes in the Shari’a regulatory 
landscape, is naturally aimed towards better 
governance and compliance. However, the very 
same changes that are meant to improve the 
industry are also expected to continue putting 
pressure on Islamic banking operations in general 
over the medium term.

A structured and proactive approach has been 
taken by HLISB, initially through observing the 
changing landscape and followed by active 
development of new products and services which 
anticipate the future implementation of these 
changes. This proactive approach demonstrates the 
role played by HLISB in leading change, which in 
turn forms part of a larger customer acquisition and 
risk management strategy.

In addition to the above, the dual banking system 
in which HLISB operates sees the existence of the 
Islamic banking industry alongside conventional 
banking. In a multi-cultural society such as 
Malaysia, this creates a rather peculiar situation 
whereby Islamic banks not only compete amongst 
themselves but also with conventional banks for, 

Raja Teh Maimunah is a CEO for Hong Leong Islamic Bank, one of the largest Islamic banks in Malaysia. She has risen through the ranks and has 
proven to be a formidable player in the advancement of the Islamic financial industry. Here she discusses Hong Leong Islamic Bank, the products 
and services on offer, and why the future of banking is on-line.

CEO, Hong Leong Islamic BankRaja Teh Maimunah
Reflections on Islamic Banking by
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typically, the same pool of customers. As such, 
HLISB strives to create clear product and service 
differentiation propositions to expand its market 
share under such  conditions.

HLISB, as with other Islamic financial institutions, 
also face an environment of increased pressure on 
net income margins driven by higher cost of funds 
and stagnating yields. It is therefore important 
that banks move away from relying upon more 
traditional financing income and expand their  
respective  non-financing  income  bases. From this 
angle, HLISB has taken cue from the increasing shift 
towards digital and electronic banking. Borderless 
banking and the development of alternative non-
financing income streams are some of the areas 
that have been actively explored by HLISB in recent 
years.

Q: What are the short, medium and long 
term plans for HLISB?

In the short to medium term, HLISB is focused 
on addressing matters arising from the changing 
Shari’a compliance and regulatory environment. 
At the same time HLISB will continue developing 
existing strategic markets including structured 
finance, business and corporate banking, personal 
financial services, Islamic global markets and wealth 
management. These activities will run alongside 
development of its own business niche in non-
financing income or fee-based income – that is 
income derived from business activities which 
charge fees. Examples include transactional 
banking fees, fund transfer fees, foreign exchange 
fees, ICM advisory fees, Global Markets trading 
fees, etc. In contrast, financing income involves the 
exploration of transactional, digital, electronic and 

mobile banking products and solutions, as well 
as developing its reach within the Islamic capital 
markets.

In the long term, HLISB is gearing itself to become a 
market leader in the digital and electronic banking 
space, which would in turn support its more 
traditional Shari’a compliant banking and Islamic 
capital market activities.

Q: Who are your major clients?

From a wholesale banking perspective, given the 
large value amount of transactions made such as 
those for sukuk issuances, most of our clients would 
naturally originate from the corporate sector. This 
includes both local and foreign entities.

HLISB recently closed a sukuk deal which was issued 
by a Saudi corporate, Al Bayan Group Holding 
Company. This marked the first foreign deal for HLISB. 
It also represented the first Saudi corporate to break 
into the Malaysian sukuk market. HLISB is currently 
arranging the sukuk deal for Society General, which 
will make them the first French company and bank to 
issue a MYR sukuk in Malaysia. 

Our success in arranging these innovative structures 
in the Islamic capital markets continues to 
underscore  HLISB’s  capabilities  in  arranging  cross  
border  sukuk  programmes  involving  foreign 
issuers.

Q: Are there frequent conflicts with 
Shari’a scholars when attempting to 
set up a product? How do you manage 
differences of opinion?

We do not face regular conflicts with our Shari’a 

scholars when developing products. Instead, we 
frequently engage in healthy discourse with our 
Shari’a Committee members, where we apprise 
them of the operational challenges faced in the 
development process. The scholars would then 
provide their guidance on the relevant Shari’a 
issues, and together we almost always come to a 
workable solution.

Q: Please describe the Shari’a 
governance structure at HLISB

Observance and compliance with Shari’a rules 
and principles is paramount for HLISB as an Islamic 
bank. Based on this notion and in line with BNM’s 
Shari’a Governance Framework requirements, 
HLISB has set up the necessary Shari’a governance 
infrastructure to ensure that our operations and 
business  activities  are  at  all  times  conducted  
in  accordance  with  Shari’a  rules  and  principles. 
Towards this objective, HLISB has established a 
Shari’a Committee whose main responsibility is 
to provide independent advice to the Board and 
Management on the appropriate Shari’a rules and 
principles in conducting its Islamic banking and 
finance business. The HLISB Shari’a Committee, 
which consists of 5 qualified Shari’a scholars, is 
also tasked with the role of independent oversight 
over the business and operations of HLISB as an 
assurance that they are carried out in conformity 
with Shari’a rules and principles.

To support the roles and responsibilities of the 
HLISB Shari’a Committee, a set of robust internal 
Shari’a compliance functions have also been 
established accordingly. This comprises of Shari’a 
Review, Shari’a Research & Secretariat, Shari’a Audit 
and Shari’a Risk Management. These compliance  
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functions  are  guided  by  HLISB’s  own  internal  
Shari’a  manuals  and  Bank  Negara Malaysia’s 
Shari’a Governance Framework in carrying out their 
duties and responsibilities.

This further establishes HLISB as an institution 
with strong fundamentals, one with a dynamic, 
innovative and well-rounded management team 
who are well versed in Shari’a-related matters which 
allows for better flow of ideas and meaningful 
debates at the operational level.

Q: How has HLISB responded to the 
global drive to improve capital adequacy 
and improve liquidity ratios? Do you feel 
that these rules are impeding banks or 
are they necessary for the health of the 
system?

More recently, HLISB successfully issued the first 
tranche of its subordinated sukuk ijara amounting 
to RM400 million. The book was closed within one 
day of opening at 4.80% per annum with a bid to 
cover ratio of 2.95. It set the stage for Hong Leong 
Bank’s own issuance not long after. The sukuk had a 
nominal value of up to RM1.0 billion where the first 
tranche was issued for 10 years, on a 10 non-callable 
5 years basis which provides us with flexibility 
required for future business expansion.

The programme also provides support to HLISB for 
our liquidity management especially on long term 
stable funding. At present the risk weighted capital-
adequacy (RWCAR) ratio of the Bank is strong, well 
exceeding Bank Negara Malaysia’s limit of 8%.

Q: Is HLISB looking to expand 
further outside of Malaysia or is your 
concentration on the Malaysian market?

HLISB is mainly looking at local expansion while 
maintaining an opportunistic stance towards 
foreign expansion of its banking business. This is 
especially true in countries where the larger Hong 
Leong

Group has bases in addition to other growing 
Islamic finance markets. From an Islamic capital 
market’s perspective, HLISB continues to scour 
international markets to expand its Malaysian sukuk 
offerings to foreign entities.

Q: Why has there been a recent increase 
in the setting up of Basel III sukuk? What 
is the attraction of this sukuk and why 
have they been so popular?

The increase in Basel III sukuk signals that the market 
is moving towards instruments that are potentially 
hybrid in nature (of equity and debt),which offer 
fixed rates of return while being able to absorb 
losses as per equity instruments via returns which 
can be deferred and non- cumulative.

Basel III compliant sukuk can be an alternative 
funding source for institutions that face difficulties 
in raising capital through equity issuances as the 
global financial instability continues to depress 
stock markets. Furthermore, sukuk, as we know, 
promotes ethical financing. Also, with the existence 
of underlying assets to evidence the transaction, 
sukuk provide higher levels of protection for its 
investors, generally offering lower level of risks and 
a predictable rate of return.

Issuers also tend to prefer sukuk issuances due to 
its pricing competitiveness while allowing them to 
take advantage of some benefits provided by the 
government. For example, Malaysia provides tax 
benefits to both the issuers and investors.

From a financial institution and corporate point of 
view, sukuk serves as one of the tools to manage its 
excess liquidity where they may choose to invest 
in sukuk that will offer a return and can be traded 
if the need arises.  Sukuk can also be used as a 
means to release funds tied-up in assets through 
securitization and reinvestment of the proceeds.

The setting up of Basel III compliant sukuks is the 
latest innovation for the sukuk market. I believe that 
moving forward further developments are to be 
expected in order to keep pace with developments 
in the conventional market. The increase in the 
types of sukuk being offered, such as covered 
sukuks, is poised to be the next big thing for the 
Malaysian market.

Q: Foreign institutions such as Societe 
Generale and Al Bayan are entering the 

Malaysian market. What is it about the 
Malaysian Islamic market that is proving 
to be attractive for foreign institutions? 

Malaysia remains one of the most sought after 
markets for a large proportion of potential issuers, 
both locally and abroad. In terms of market share, 
Malaysia still holds over half of what the global 
sukuk market currently has. The Malaysian market is 

unique in that the Islamic market runs parallel with 
its conventional market.  Moreover, the Malaysian 
government has been enhancing the Islamic 
market following the 1997 Asian Financial Crisis 
through providing issuers with benefits, waivers, 
and tax incentives which are updated on a yearly 
basis during the announcement of the country’s 
annual budget. This has helped to further open the 
market and attract foreign issuers to raise funds in 
Malaysia.

It  must  also  be  noted  that  most  Malaysian  
investment  banks,  including  Islamic  banks,  have  
a dedicated team, with years of experience to 
advise and arrange for sukuk transactions. Coupled 
with forward thinking and a coterie of dynamic 
Shari’a experts, Malaysia has everything going for 
it to be the centre point for funds in the eyes of 
global issuers.

Q: HLISB has recently set up a 1 billion 
ringgit programme. Please describe this 
programme to our readers, its innovative 
aspects, and what HLISB is attempting to 
achieve by setting up this programme.

The innovative aspects of this programme can be 
seen from its structuring based on the principle of 
ijara. By using HLISB’s assets, such as its Islamic hire 
purchase portfolio, the structure introduced a sub-
leasing leg between the issuer and its customers 
to imitate the nature of the transaction pursuant to 
the original hire-purchase agreement between the 
Bank and the customers.

The proceeds raised from the first issue of the 
sukuk had been to replace, at more efficient rates, 
the issuer’s existing sub-debt as well as to enhance 
HLISB’s capital position supportive of future growth 
and expansion.

Q: What is the relationship between 
HLISB and the wider Islamic financial 
community in Malaysia?
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Programme Name Subordinated Sukuk Ijara Programme of up to RM1.0 
billion

Facility Limit RM1.0 billion
Issued Amount RM400.0 million
Issue Date 17 June 2014
Maturity Date 17 June 2024
Profit Rate 4.80% p.a.
Rating AA2 (RAM)
Issuer Hong Leong Islamic Bank Berhad
Lead Arranger /
Shari’a Adviser /
Facility Agent

Hong Leong Islamic Bank Berhad
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HLISB takes an active role in developing the 
industry, both from business and regulatory 
standpoints. This is largely accomplished through 
providing working level feedback and opinions, 
knowledge sharing by its senior management 
through forums and conferences, and participating 
in various industry and regulator driven initiatives. 
The Bank is a member of local and international 
Islamic banking organizations, and through such 
membership has, for example, in recent times 
assumed the lead together with other prominent 
industry players in furthering discussions with 
regulatory bodies on key issues impacting the 
Islamic finance industry.

Q: What do you think needs to be done 
to improve human resources in the 
industry? What do you look for when 
hiring, and what training schemes are 
available for budding bankers at HLISB?

There is a need for a steady flow of Islamic finance 
talent to drive the business forward.  For instance, 
Malaysian universities have taken steps in offering 
Islamic banking and finance courses from first 
degree to doctorate level with institutions like 
UIA and INCEIF leading the way. Other training 
institutions, like IBFIM and FSTEP, are also facilitating 
industry driven talent enhancement programs.

Notwithstanding all these initiatives, there is still 
room for improvement particularly for Shari’a- 
based graduates entering the Islamic banking and 
takaful field. There is also a shortage of Shari’a- 
based graduates with dual qualifications in Shari’a 
and finance; this is a rare combination due to the 
deep language divide between Arabic and English. 
A challenge is translating the correct understanding 
imbued in the Arabic into English. Retaining the 
original message can often be lost in translation. 

This gap will remain if universities, both local and 

foreign, continue to separate the Arabic language  
driven  key  courses  like  fiqh  and  usul  al-fiqh  
courses  with  that  of  contemporary  law, economy, 
finance and management science courses.

Q: You recently spoke about how 
technology has disrupted the traditional 
banking model. How have HLISB 
responded to this new phenomena?

There has been increased focus on digital, 
electronic and mobile banking from a global 
perspective.

These developments are transforming the way in 
which banking activities are conducted, and create 
opportunities for the likes of borderless banking as 
well as reduced costs through improved economies 
of scale. Such trends have gained significant 
momentum both within the banking and non-
banking communities.

With this shift in technology, HLISB has been 
steadily building its alternative banking capabilities 
in recent years to position itself as a market 
leader in the digital and mobile banking space. 
These differentiated offerings provide for a level 
of detachment from conventional brick and 
mortar delivery channels, and instead rely on the 
globalisation capabilities of the internet coupled 
with the portability of mobile networks. The linkage 
between HLISB and DITB, as mentioned earlier, also 
feeds into this approach where the development 
of these new and innovative delivery channels 
could draw upon readily available resources of the 
larger HLB group.  By providing solutions beyond 
existing physical channels, HLISB is gearing-up to 
be a forerunner in this market segment with a goal 
of acquiring the patronage of the substantial un-
banked and de-banked customer segments, which 
had until recently remained elusive to traditional 
financial institutions.

Q: Please describe Connect and Mach?  
What payment systems have you 
adopted for customers to pay?

In today’s day and age, online banking is no longer 
an innovation, it is fundamental. With Connect 
we have extended our digital banking services to 
mobiles, and very soon, tablets as well. Mobile and 
tablet banking is still relatively new in Malaysia, 
despite it having a 130% mobile penetration rate.

One of our leading products is PEx or Payment 
Express. Both Hong Leong Islamic Bank and Hong 
Leong Bank customers can use the Connect 
application on their mobile to send money across 
to almost anyone by sending it to a mobile number 
rather than an account number. All the recipient 
has to do is collect it from any HLB / HLISB ATM 
machine, or visit the Connect site to transfer the 
money to their own bank accounts. What makes it 

even more special is that the recipients need not be 
HLB / HLISB customers, and they get to keep their 
account details confidential.

Q: As a CEO, please describe your 
management style.

Team work is of utmost importance to me.  I 
therefore place great emphasis on engagement and 
consultation. I believe in inspiring and influencing 
my colleagues by setting clear targets and goals, 
and by sharing my ambitions and aspirations for the 
organisation. I encourage feedback, although final 
decisions are still mine to make. Once a decision is 
made, I do not tolerate disruptor and dissension in 
the ranks. You could say I operate midway between 
democracy and autocracy, taking the best of both. 

Q: What is a typical working day like for 
Raja Teh Maimunah?

Mornings are manic as I try to have breakfast with 
the family every day before we each set off on our 
own way for the day. Thereafter, I start the day with 
planning out my to-do list in terms of priority (it 
takes about five minutes which I do in the car while 
on the way to work). A typical day for me would 
include five meetings covering internal committees, 
clients and regulators. In addition to this I usually 
have at least 10 or so people dropping by my room 
for advice, guidance, crisis management, etc.

I clear emails on the go, i.e. in the car on the way to 
work, on the way to meetings and on the way back 
from meetings. I use a tablet (or two) and I have a 
portable plug and play WiFi device that I carry with 
me everywhere. I go through printed documents in 
my in-tray once in the morning and before I leave 
for the day.

I try to have dinner with the family and put my kids 
to bed every day, after which I then work on emails 
again. With some luck, on some days I get to read a 
book before I sleep. I am now reading The Perfect 
Gentleman: A Muslim Boy Meets the West by Imran 
Ahmad.

Q: What is the most exciting project that 
you have worked on?

I must say that working on development of Bursa 
Suq Al-Sila’, the commodity murabaha exchange 
whilst at Bursa Malaysia was most satisfying. From 
conceptualisation to commercialisation, septics 
did not believe it would take off. Today Bursa Suq 
Al-Sila’ covers more than 70% of the Malaysian 
commodity murabaha market and has a good 
number of international clients.

As for Hong Leong Islamic Bank, we have recently 
embarked on developing digital and e-products 
and this is an exciting phase for me.
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Q: Please tell us about Volaw. What are its 
aims, its focus, departments and interest 
in Islamic banking and finance?

Volaw is a privately owned Trust Company, 
headquartered in Jersey, Channel Islands. We were 
established in 1982 and offer a full range of trust 
and company services to both private clients and 
institutions. We employ just over 100 people and 
are closely associated with the Jersey legal practice 
of Voisin. This means we have direct access to legal 
services and can be very proactive in the nature of 
the advice we give and in the solutions we offer to 
meet our clients’ requirements.

As we have been in business for almost 30 years, 
and have been actively administering Shari’a 
compliant structures for about 20 years, there are 
very few structures that we have not come across, 
and so we can often offer a turn-key solution to 
a client’s requirements. However, where those 
requirements are new or innovative, we are happy 
to embrace these concepts and will ensure that a 
structure can be developed that complies with the 
principles of both Shari’a and Jersey law.

Q: Who are Volaw’s main clients and 
target audience? 

Our core business is in the establishment 
and administration of trusts, foundations and 
companies for private wealth structuring purposes, 
in particular the preservation and enhancement 
of family wealth. Over the past 15 years or so, our 
business has evolved into providing services to 
corporate and institutional clients, particularly in 
funds and capital markets whereby we work with 
institutions to establish investment vehicles either 
for their own corporate needs or their investors and 
customers.

Our client base is truly international, but we 
are particularly well known for our work in the 

structuring and administration of Shari’a compliant 
funds and special purpose vehicles on behalf of 
Islamic financial institutions from the GCC.

Q: Please share with us examples of your 
experience in Islamic finance in terms 
of the structures that you have worked 
upon and your experience of working 
with people in the industry?

Volaw have had a client relationship with the Dar 
Al Maal Al Islami group for over 30 years. In 1995 
their Swiss subsidiary, Faisal Finance Switzerland 
SA (now Faisal Private Bureau), approached us to 
assist with the establishment of a real estate fund. 
This first fund led to several other Shari’a compliant 
real estate funds, various equity funds and other 
structures including sukuk issuance vehicles.

Back in 1995, I had very little knowledge about 
Shari’a compliant investing and the principles of 
Islamic finance, but I started reading extensively on 
the topic and took every opportunity to increase 
my knowledge, particularly in meetings with other 
practitioners and the various scholars advising on 
the structures. I particularly remember a lengthy 
meeting in Bahrain with Sheikh Nizam Yaquby in 
1999 to discuss the capital structure of a specialist 
equity fund during which I learnt more about the 
principles of Islamic finance than I had in 4 years 
of reading about the topic. This taught me that 
for any innovative structure it is important to have 
an early dialogue with the relevant scholars. Over 
the intervening 15 years I have had the pleasure of 
meeting or corresponding with many of the leading 
scholars on various products for which I am very 
grateful.

Whilst my initial interest in Shari’a was driven by 
work, that requirement has developed into a much 
greater interest in the history, culture and food of 
the Middle East. I have read many books on a wide 

variety of topics associated with the region and 
have traveled extensively, both for work and on 
holiday, such that I now regard the region as my 
second home, as does my wife.  

Q: Please tell us more about your 
education background and your 
interests, both intellectually and extra-
curricular.

I was born and educated in Jersey before going 
to university in the UK and gaining a degree in 
Business Studies, following which I returned to 
Jersey to train as a Chartered Accountant with one 
of the Big 4 firms. After qualification, I worked with 
the firm’s training and privately owned business 
departments out of London, but missed the sea 
and island life so did not spent long living in 
London.

My interests revolve around my family, cycling 
and the sea. Indeed I have just returned from an 
activity holiday with my adult ‘children’ and their 
other halves, centered around sailing and other 
water-based sports. I have sailed, surfed, fished and 
kayaked all my life, so it seemed only fitting that in 
2005 I should become Treasurer of the fund raising 
arm of the Royal National Lifeboat Institution (RNLI) 
in Jersey, for which I received my bronze award last 
month.

Q: You have been a director at Volaw 
since 1989. Tell us how different Volaw is 
now from when you started?

The two biggest changes I have seen at Volaw 
over the past 25 years are the implementation 
of regulation of financial services businesses in 
Jersey and the effect of technology on the way we 
conduct our business.

The regulations and legislation introduced in 1998 
and 1999 documented the way Volaw is required to 
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manage its business and relationship with clients. 
There was very little in the laws that had not already 
been adopted by Volaw, and most of the industry, 
as best practice. Regulation of trust companies was 
seen by some as unnecessary and unwelcome, but 
it has proved to be extremely useful in showing 
Jersey as a place where international business can 
be undertaken without compromising on quality, 
assuring the highest of standards.

There is no doubt in my mind that the 
technological change that has brought about the 
greatest change in our business is email. Volaw’s 
client base is spread around the world and email 
has made is easier for us to communicate with 
them without having to arrange telephone calls 
at all times of the day and night. Email, together 
with mobile devices such as Blackberries, iPads 
and similar devices, have enabled greater 
responsiveness to our clients, but there are times 
when it can be difficult to switch off and have some 
private time.

Q: What are Volaw’s short, medium and 
long term plans?

As mentioned above, Volaw has expanded greatly 
in recent years, particularly with the acquisition 
and integration of two other trust companies. In 
the short term we are in a period of consolidation 
and integration, whilst looking at the international 
markets with a view to establishing an office 
elsewhere (probably within the GCC) as a short to 
medium term objective.

Our long term objective is to continue to remain 
as a privately owned and client focused institution. 
We believe that as a private company we can be 
more responsive to our clients, whilst being large 
enough to meet the challenges of compliance and 
regulation that arise from the international scrutiny 
of offshore financial centres such as Jersey.

Q: Are you a firm believer of the concepts 
of Islamic finance and economics?

I am not a Muslim, but I do believe in the basic 
principles and concepts of ethical investment 
and have a great deal of respect for the values 
enshrined in Islamic finance. In particular, the 
principle of sharing risk and reward on a partnership 
or equitable basis, according to the effort and 
capital contributed by parties to a particular 
transaction or activity. My ideal transaction 
structure is a mudaraba structured as a Jersey 
Limited Partnership as this seems to encompass 
those fundamental principles.

Q: How have off shore jurisdictions 
assisted the Islamic banking and finance 
industry?

The main role of Jersey, and other offshore 

jurisdictions, is to provide a conduit for the Islamic 
financial institutions (IFI’s) to undertake transactions 
on behalf of their customers. Most IFI’s (and their 
customers) are not subject to taxation in their 
home jurisdiction within the GCC. By structuring a 
transaction through Jersey, which is a tax-neutral 
jurisdiction, it is normally possible to minimise the 
incidence of taxation on the transaction, thereby 
maximizing the returns to investors.

Another major advantage in using a Jersey vehicle 
in a transaction is that the corporate law in Jersey 
is very similar to the UK and therefore it is easily 
understood by lawyers advising on a transaction. In 
the event of a dispute, the parties (and the courts) 
will be able to rely on precedence established by 
previous rulings, which may lead to the conflict 
being resolved before incurring unnecessary and 
expensive court costs.   

Q: The Islamic funds industry has 
reached a figure of US $60billion, but has 
failed to grow significantly since. How do 
you see it going forward? 

Personally, I do not have much faith in statistics 
such as this as it is very difficult to collate such 
numbers with any real accuracy.

The question refers to ‘Islamic funds’ and whilst it 
is true that interest in publically quoted ‘funds’ has 
failed to revive following the crisis in 2008/9, we 
have seen increased activity in private fund type 
vehicles where a small group of investors pool 
their resources to invest in a particular asset or 
transaction. This activity is rarely reported as a ‘fund’ 
in such statistics, but from an academic perspective 
these pooling vehicles are funds.
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I believe that there will be continued interest in 
these private ‘fund’ type vehicles as investors can 
be more selective in determining the assets or 
transactions they wish to participate in rather than 
delegating the decision making to a third party 
manager.

Q: What are the benefits for Islamic 
financial clients in choosing Jersey over 
other off shore jurisdictions?

There are several benefits in choosing Jersey over 
other jurisdictions. These include:

• Support at government and regulatory level - 
There are regular visits to the Middle East at a 
Ministerial level. Also Jersey has Memorandum 
of Understandings with regulators in most 
GCC countries.

• Legal framework – There is no requirement for 
special laws or amendments to law to facilitate 
Islamic finance. In 20 years of structuring 
Shari’a compliant transactions I have never 
found a contract or legal principle that could 
not be accommodated by Jersey’s legal 
framework.

• Time-zone and proximity to the financial 
markets in London and other European 
centres.

• Familiarity with principles of Islamic finance 
from many practitioners and advisers across 
the whole spectrum of financial services in the 
Island.

Q: You are a qualified Chartered 
Accountant. How different are the 
accounting standards in Islamic finance 
compared to conventional?

I qualified as an Accountant in 1983 and joined 
Volaw in 1988, so whilst I am an accountant by 
qualification, it is many years since I have been 
involved with detailed accounting work. 

One of my frustrations with international 
accounting standards (be they conventional or 
Islamic) is that often the requirements are too 
formulaic, and the published financial accounts do 
not highlight the true underlying activities of the 
entity, which may become buried in pages upon 
pages of almost meaningless notes and irrelevant 
disclosure.

Q: You have spoken for limited 
standardization in the industry as a route 
to further innovation.  This appears to 
be opposite to the general clamour 
for standardisation. Please explain the 
reasons for this opinion?

I am not against standardisation of documentation 
itself as this should lead to reduced costs (a 
perceived barrier to the growth of Islamic finance) 

and increase the amount of transactions being 
undertaken.

However, I am against standardisation when 
this is used as a barrier against innovation by 
those that argue that documentation for a 
particular transaction must be made to fit within 
certain standard formats, which may not meet 
the commercial requirements of a particular 
transaction. The basis of many of the forms of 
contract used in Islamic finance actually predates 
Islam itself and the principles documented by those 
contracts are often not unique to Islamic finance. 
In some circumstances, it may not be appropriate 
to shoehorn a particular modern financial structure 
into such a contractual form, but in some quarters 
if the contract cannot be given the ‘badge’ of a 
commonly recognised Islamic contract, then it is 
deemed not to be Shari’a compliant.

Q: Has there been real innovation in the 
industry? What are your thoughts about 
those who say that Islamic finance is 
simply mimicking conventional finance?

Over the past 20 years I have had several 
discussions on this topic and I am firmly of the view 
that the precept for this statement is incorrect.

It should be recognised that the basic function of 
Islamic finance is to enable Muslims to conduct their 
financial affairs, including trading and investing, in a 
Shari’a compliant manner. Their basic needs are very 
similar to those of a ‘conventional’ investor or trader, 
so it is wrong to say that Islamic finance is simply 
mimicking conventional finance. Both are required 
to meet very similar needs and as such it should be 
no surprise that both look very similar. 

Q: Share with the readers of ISFIRE a 
typical day of Trevor Norman.

Probably the thing I love most about my job is the 
variety, such that there is no such thing as a ‘typical 
day’. It normally starts by checking my emails at 
home over breakfast, and this will often drive the 
content of my working day. Volaw prides itself on 
taking an active role in managing the affairs of our 
clients so much of my day will be spent speaking to 
clients and their advisers, holding Board meetings 
to discuss their structures, and generally overseeing 
the activities of my team in administering the funds 
and other structures we are responsible for. 

Q: What are the some of the most 
exciting projects you have worked upon?

Many of the structures we work on, particularly 
those for private individuals, are the subject of 
confidentiality agreements so they can’t be named. 
That first Shari’a compliant real estate fund we 
established in 1996, was not only a first for Volaw, 
but a first in Jersey. The model was replicated in 

other jurisdictions.

In 2004 we established the award-winning Caravan 
sukuk, often quoted as being the first commercial 
securitization sukuk, and one of my responsibilities 
was ensuring the Shari’a compliance of the 
structure which involved detailed study of AAOIFI 
standards and working closely with scholars to 
ensure the structure was endorsed by them.

Q: Has your Islamic finance work 
picked up since the uncertain days of 
2008 or have you been experiencing a 
consistent level of work since then? What 
percentage of your work is dedicated to 
Islamic finance?

The period around 2008/09 comprised of difficult 
days as much of our Islamic finance work derives 
from investment in real estate. Those markets were 
badly hit. Added to this was the uncertainty created 
by AAOIFI statements on sukuk, at a time when the 
use of sukuk as a corporate financing tool was just 
gaining some acceptance in the markets.

Since these bleak days we have seen an explosion 
of interest in the UK real estate markets, with Shari’a 
sensitive investors from both the GCC and the Far 
East. This has been seen across all real estate sectors 
by both institutional and private investors. The use 
of sukuk as a financing tool has yet to reassert itself, 
but it is hoped that the June sukuk issuance by 
the UK will renew interest in this area of the Islamic 
finance market.

Q: You have contributed to the industry 
in different ways, through speaking 
engagements, article contributions, etc.  
How do you balance these with your 
work load?

Whilst my client work has to take priority, I am 
fortunate in that my fellow Directors at Volaw fully 
recognise that my contributions to the industry, 
through articles and speaking at conferences and 
other training events, is part of my role at Volaw and 
that by supporting the industry in this way, some 
benefit will often accrue to Volaw - although it is 
very difficult to measure any such benefit.

I am also very fortunate to have an understanding 
and supportive wife, who shares my love of the 
region, and accepts (sometimes rather grudgingly) 
that I may have to spend hours of my evenings or 
weekends researching and writing articles and/or 
presentations.
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Securitization & Trading of Modaraba

Introduction

Every Islamic bank collects its deposits based on 
modaraba, musharaka or wakala structure. The 
funds thus collected under these mechanisms 
are subsequently invested in investments assets 
(like equities, sukuk, mutual funds, etc) or used for 
providing financing to the bank’s wholesale and 
retail customers using the modes of murabaha, 
tawarruq, ijara, musharaka mutanaqisa, istisna, etc. 

Hence every Islamic bank manages a pool of assets 
which have tangible, intangible, liquid and illiquid 
assets. The depositors while making a deposit of 
funds are assumed to purchase an undivided share 
in this pool of assets and upon withdrawal are 
deemed to sell the undivided share in this pool of 
assets. Hence every day the underlying owners of 
this pool are constantly changing depending upon 
the volume and the number of depositors. 

In this article we propose a new solution using the 
trading of ownership share in the assets of these 
pools as a vehicle for meeting working capital 
requirements of retail, wholesale segments and 
liquidity management needs of Islamic banks in a 
Shari’a compliant manner. 

Basic Structure

Under this solution any person or entity requiring 
liquidity can approach an Islamic bank for the 
required financing. The Islamic bank, acting as 
manager of a specific asset pool, shall sell an 
undivided share in that pool to that entity on 
a credit basis. This sale shall be without any 
undertaking or agreement to repurchase. Upon 
this purchase the purchasing entity shall become 
the owner of a share in the identified pool; and the 
value of its investment or share in that pool shall 
be equal to the Net Asset Value of the share in that 
pool on the day of the purchase as if the entity had 
purchased the share through cash deposits in its 

Securitization and 
Trading of Modaraba 

Pool - Liquidity 
Management 

Solution without the 
use of International 

Commodity 
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“Suleman Muhammad Ali proposes an 
innovative and viable solution for liquidity 

management as an alternate to the disputed 
international commodity murabaha.“
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account. Subsequently the purchasing entity shall 
be free to hold this investment. Alternatively in 
case the purchasing entity wants to withdraw its 
investment to generate liquidity it will be free to do 
so by writing a cheque, through ATM or any other 
means which are normally used for withdrawal.

Operational Mechanism

This proposed product can effectively be 
implemented through the following two practical 
structures:

a. Direct trading of pool assets
b. Securitization and trading of pool assets

a. Direct Trading of Pool Assets
1. Any person/corporate entity/banking 

company requiring liquidity shall open an 
investment account with the Islamic bank

2. Subsequently, instead of purchasing a share 
in the General Investment Pool (GIP) by 
depositing cash or cheque, the Customer shall 
purchase a share in the GIP on a credit basis. 
For this purpose a Share Sale Contract (SSC) 
shall be executed between the parties

3. The price of this sale shall be equal to the Net 
Asset Value (NAV) of the share to be purchased 
prevailing at the time of purchase plus the 
profit for the credit sale period that the Islamic 
bank and the Customer agrees to build into 
the price.

4. The Net Asset Value of the share to be 
purchased shall be equal to the financing 
amount that the Customer requires. The 
undivided share to be sold on credit basis shall 
be calculated as follows:

NAV of the share (or financing amount) divided by 
the NAV of the pool prevailing on the day of the 
transaction.

5. NAV of the pool shall be calculated by adding 
up the value of all the assets of the GIP 
including accrued income and receivables (like 
murabaha receivables); in other words it shall 
be the size of the GIP on any given day.    

6. The SSC shall contain the Offer and 
Acceptance for the sale of the undivided 
percentage share in the GIP for the agreed 
selling price.

7. Upon the execution of the SSC the Customer 
shall become the owner of the specified 
percentage share in the GIP. To reflect this 
purchase the account of the Customer will be 
credited with the amount of the NAV of the 
share purchased.

8. Subsequently the Customer will be free to 
hold this investment in the GIP and share in 
the profits and losses of the GIP or withdraw/
redeem this investment through cheque 
or any other method at any time to fulfill its 
liquidity requirements without any binding 
undertaking, waad or agreement. 

9. If the entity withdraws or redeems its share 
it shall be at the NAV of its share prevailing 
on the day of redemption. The NAV of the 
entity shall not remain static and will change 
every day based on the amount of income 
or loss accruing to the pool from its investing 
and financing activities. Hence at the time of 
redemption the NAV shall be calculated as 
follows:

NAV = Initial investment + accrued profits till the 
redemption date - losses till the redemption date.

10. It is not necessary that only GIP is used for this 
transaction; any other pool may be used by 
the Islamic bank provided the tangible assets 
of the pool are sufficient enough to avoid the 

sale of debts.

Example:

AB Corp (ABC) requires PKR100,000 of working 
capital for six months and approaches Asar Islamic 
bank (AIB) on 1st January. AIB and ABC agree on 
a profit rate of 10%; hence AIB needs to charge 
Rs5000. The total size of AIB’s GIP as per its NAV 
on 1st January is PKR1bn. Hence AIB sells 0.01% 
(100000 divided by 1bn) share in the GIP having 
a NAV of PKR100,000 to ABC on credit basis of 6 
months for an agreed price PKR105,000.  The parties 
execute the sale by executing the SSC. Upon this 
sale AIB opens a mudaraba based account for ABC 
and credits the value of share purchased by ABC 
which is PKR100,000. ABC shall be free to hold this 
investment or redeem it at any time it pleases. If 
ABC wishes to redeem the share after 7 days on 8th 
January the NAV of its share shall be calculated as 
per the following:

NAV = Initial investment + accrued profits for the 7 
days  - losses incurred in the 7 days.

If the profit earned/accrued during the 7 days is 
PKR100 AIB shall be able to redeem the share at 
PKR 100,100. However if there are losses during this 
period or losses are higher than the accrued profits, 
ABC will not be able to generate its initial NAV. 
Losses can occur if there is a default in receivables 
during the period of investment.   

b. Securitization and Trading of Pool 
Assets

Another way of using pool assets for the purpose 
of working capital financing is to securitize the 
pool assets. This can be done by either creating 
certificates of ownership (COO) in the GIP or 
through creation of a separate pool by combining 
ijara, diminishing musharaka, and murabaha based 
assets.  

 ¾ Creating certificates of ownership in the GIP

1. Any Islamic bank acting as mudarib 
or musharaka manager of the GIP can 
create certificates representing undivided 
proportionate ownership share in the GIP’s 
assets up to the value of each certificate. The 
certificates shall be of equal value and can be 
created for any denomination. 

2. Before these certificates are sold in the market 
the certificates would be owned by the rab ul 
mal or the musharaka partners of the GIP and 
represent their proportionate share in the GIP 
assets. It is not necessary that the certificates 
are issued for the full value of the GIP but only 
a partial value. The certificates shall also be 
assigned a profit sharing weightage.    

3. Upon requirement of funding by any 
Customer, these certificates shall be sold 
by the Islamic bank (acting as mudarib/ 

Customer

Islamic Bank
(as Mudarib)

General 
Investment 

Pool (GIP

1)  Sale of share on 
credit basis in GIP

Mudarbah Arrangement
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musharaka Partner) on credit basis to the 
Customer. The certificates will be created 
in a manner that the total face value of the 
certificates to be sold to the Customer shall be 
equal to the financing amount required and 
the NAV of the share being purchased.   

4. The credit price of this sale shall be equal to 
the Net Asset Value (NAV) of the share to be 
purchased prevailing at the time of purchase 
plus the profit for the credit sale period that 
the Islamic bank and the Customer agree to 
build into the price. 

5. For the avoidance of doubt, the NAV shall be 
equal to the total face value of the certificates 
being purchased since the Customer shall be 
purchasing a share in the GIP equal to the face 
value of the certificate.

6. The undivided share in the GIP (represented by 
certificates) to be sold on credit basis shall be 
calculated as follows:

NAV of the share (or financing amount) divided by 
the NAV of the pool prevailing on the day of the 
transaction.

7. NAV of the whole GIP shall be calculated by 
adding up the value of all the assets of the GIP 
including accrued income and receivables (like 
murabaha receivables). In other words it shall 
be the size of the GIP on any given day.  

8. Upon purchase of the certificates, the 
Customer shall become the owner of an 
undivided share in the GIP equal in value 
to the total face value of the certificates 
purchased. 

9. Subsequently the Customer will be free to 
hold this investment in the GIP and share in 
the profit and losses of the GIP or withdraw/
redeem this investment by selling the 
certificates in the market or to the GIP itself 
at any time to fulfill its liquidity requirement 
without any binding undertaking, waad or 
agreement.

10. If the Customer sells the certificates in the 
market it can be at any price agreed between 
the buyer and the seller.

11. If the Customer sells the certificates to the 
GIP the sale shall be concluded at the NAV 
of the certificates prevailing on the day of 
redemption. The NAV of the certificates shall 
not remain static and will change every day 
based on the amount of income or loss 
accruing to the pool from its investing and 
financing activities. Hence at the time of 
redemption the NAV shall be calculated as 
follows:

NAV = Face Value of the Certificates + accrued 
profits till the redemption date  - losses till the 
redemption date.

Example:
AIB Bank has a GIP with a total NAV size of PKR 1bn. 

AIB creates 20 certificates 
of ownership of 
PKR10,000 each 
representing a 
proportionate share 
of value PKR10,000 
in the GIP assets of PKR 1bn. 
Now ABC approaches AIB with a 
requirement of PKR 100,000 working 
capital requirement for 6 months. AIB 
acting as Mudarib of the GIP sells 10 
certificates having a total NAV/Face Value 
of PKR 100,000 to ABC on credit basis for 
PKR 105,000. This sale is actually the sale of 
an undivided proportionate share in the GIP assets 
by AIB to ABC. Subsequent to this sale ABC shall be 
free to hold or redeem the investment. ABC shall 
also be free to sell these certificates to any 3rd party 
in the market. In case ABC sells the certificates to 
any 3rd party it can be at any agreed price between 
the parties. If it holds the certificates ABC will earn 
profits as per the allotted profit sharing weightage 
on the certificates or losses as per its pro rata 
share in the GIP in case there is a loss during the 
investment period. If ABC decides to sell the assets 
to GIP after say 5 days the redemption shall be done 
at the NAV calculated as follows:   

NAV = Face Value of the Certificates + accrued 
profits for the 5 days  - losses incurred in the 5 days.

Shari’a Compliance Check of the Product

From a Shari’a perspective the product needs to be 
analyzed on four major underlying issues:

1. Trading of ownership/equity share in the 
underlying pool of mudaraba assets

The product is based on the sale of ownership/
equity share in the underlying pool of 
mudaraba assets. The purchase of this share 
is similar to an account holder depositing 
funds in a mudaraba based account and 
hence the sale is also similar to the account 
holder withdrawing his funds from the 
mudaraba based account. This is as per the 
AAOIFI Shari’a Standard No. 40 ‘Distribution 
of Profit in Mudaraba Based Investment 
Accounts,’ clause number 4/9 which states: “It 
is permissible for the account holder to exit 
from the mudaraba with all his funds or part 
of them. Such exit represents the desire of 
the account holder to redeem his share in the 
mudaraba assets without withdrawing the 
total amount deposited in his account or part 
of it.........”.  Hence this is the basis upon which 
the Mudaraba based accounts of every Islamic 
bank work. 

2. Avoiding sale of debt and riba

To avoid the sale of debt and riba while trading 
the mudaraba ownership share, the underlying 
pool of assets must comprise of at least 33% 

tangible assets compared to the proportion 
of other cash and debt based assets. This 
problem is not bound to arise since normally 
GIP assets involve large chunks of ijara assets, 
musharaka mutanaqisa assets, sukuk, equity 
stock investments making the proportion of 
intangible assets higher than the minimum 
33%. The minimum requirement of 33% 
tangible assets is based on the AAOIFI Shari’a 
Standards. This requirement is also mostly 
fulfilled by Islamic banks currently as this is also 
required for managing their current deposit 
pools.

3. Credit sale of mudaraba ownership 
share/equity

The product involves a credit sale of the 
mudaraba ownership equity whether the sale 
is made directly or through creation and credit 
sale of sukuk certificates. Hence it needs to be 
confirmed as per Shari’a principles whether 
the sale of this ownership share is allowed on 
credit basis or not. In essence the mudaraba 
ownership equity or its certificate represents 
undivided ownership in the underlying assets 
of the pool or mudaraba. Hence the subject 
matter is in reality a combination of assets, 
both tangible assets as well as intangible debts 
and liquid cash. The sale of this combination 
of assets has been approved by various 
Shari’a boards including AAOIFI’s board with 
a minimum requirement of tangible asset 
proportion as has been discussed in the 
previous section. Fulfilling this minimum 
condition will not result in the subject matter 
being considered a source of riba, and hence 
there does not seem to be any issue in its 
trading on deferred payment basis.   

Secondly the mudaraba share is just like an 
equity share of any company since both 
represent an underlying undivided share in 
the pool of assets or business. Certain rules 
and criteria have been defined by AAOIFI and 
Shari’a scholars for the trading of equity shares 
as discussed earlier. Hence in my humble 
opinion, if the mudaraba share in GIP or any 
other pool of assets fulfills this criteria the 

Securitization & Trading of Modaraba
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trading on deferred payment basis of this share 
whether through creation of sukuk certificates 
or otherwise is not contrary to the principles 
and rules of Shari’a. However, the criteria can 
be slightly different for each Islamic bank 
depending on the opinion of the respective 
Islamic bank’s Shari’a board. Hence the credit 
sale of equity shares has been allowed by 
AAOIFI in its Shari’a Standard No. 21 ‘Financial 
Papers (Shares and Bonds,)’ clause 3/2 wherein 
it states: “It is permitted to buy and sell shares 
of corporations, on a spot or deferred basis in 
which delay is permitted……..”

4. Non existence of bai ina

At first instance it may seem that there is 
prevalence of bai ina in this product structure; 
however due to the following reasons, bai ina 
is not present in the structure:

First, in bai inah the subject matter is sold by 
one party on credit basis and then purchased 
back on cash basis. Hence the same subject 
matter returns to the original seller. Under this 
product the subject matter is the ownership 
share in the mudaraba’s underlying pool 
of assets. Initially the share is sold to the 
Customer  on credit by the Mudarib on behalf 
of the owners of the mudaraba business, 
which are various individuals/entities (known 
as Rab ul Mal). However when the share is/will 
be redeemed by the customer the share will 
be purchased by the Mudarib on behalf of the 
Rab ul Mal and it is not necessary that the Rab 
ul Mal will constitute exactly the same people/
entities which had sold the share to the 
Customer initially. It is the same as if a person 
trades on a stock exchange; he/she may trade 
in a particular stock several times but he/she 
does not know who the real party on the other 
side is; hence he may trade with the same 
party several times involving the same stock. 
Since the goods do not return to the original 
seller bai Ina is safely avoided. 

Second, the nature of the subject matter is 
also changing from time to time since the 
underlying pool of assets is also changing. 
Hence it is highly likely that the share initially 
purchased by the Customer represents 
different assets at the time of redemption. This 
also results in the avoidance of bai ina.

Third, the redemption price is not decided 
upfront but is instead based on NAV at the 
time of the redemption. Hence it is also 
possible that there is loss on the pool assets 
and the Customer may not get its initial 
investment value / NAV on redemption. It is 
also possible the customer may get more than 
his initial investment value / NAV. Hence since 
in bai ina, normally, the price of the second 

sale is also agreed upfront, this product is 
different from bai ina in this respect as well.

Fourth, there is no undertaking or agreement 
from the mudarib to purchase back, or 
the Customer to sell the share back to the 
mudarib. Hence the redemption of the share 
is not guaranteed. The Customer is free to 
hold the investment if it feels that it does not 
need liquidity immediately. It may keep the 
investment intact and earn the profits earned 
from the mudaraba business as per its profit 
sharing weightage. Hence the customer may 
redeem the investment after a week, month 
or even years. In contrast, in bai ina the second 
sale is certain, confirmed and with a certainty 
in price.

Fifth, the customer will also be free to sell the 
sukuk certificates or transfer its share to any 
third party in the market rather than selling the 
asset back to the mudaraba pool. In contrast 
in bai inah, the goods have to be sold to the 
original seller.

Hence due to above mentioned reasons the 
transaction cannot be termed as involving 
bai ina. To confirm that the underlying nature 
of assets and rab ul mal have changed Shari’a 
boards, Islamic banks can put an administrative 
restriction of not allowing the withdrawal 
before a certain number of days.

Utility for the Industry
1. The product in both its forms will be a viable 

tool for meeting working capital requirements 
of corporate and small scale customers. 

2. Rather than resorting to commodity trades 
through off shore metal exchanges, Islamic 
banks would be able to execute these deals 
locally with minimum administrative and 
operating procedures and without huge 
brokerage commissions. 

3. The product can also be used for providing 
retail based personal financing to individual 
customers requiring funding.

4. The creation of certificates representing 
ownership in the General Investment Pool 
(GIP) or any other pool of assets. Islamic banks 
would effectively make their portfolios more 
liquid. 

5. Such certificates and sukuk can be traded 
in the secondary market bringing in more 
liquidity and much needed maturity to the 
Islamic interbank market, especially in markets 
where sukuk issuances are very low. 

6. Similarly deficit Islamic banks would be able to 
arrange liquidity by creating such certificates 
and selling the same to excess Islamic banks 
or other financial institutions. Hence this 
product will be one generation ahead from 
the recent Interbank Master Wakala Product 

standardization achieved by IIFM. 
7. The certificates can be effectively used for 

developing a Shari’a compliant financier of last 
resort facility from the central bank for Islamic 
banks. 

On Firmer Grounds than the Disputed 
Commodity Murabaha

 ¾ The major forms of international commodity 
murabaha prevailing today have been 
criticized by a number of scholars on 
Shari’a grounds, including the Islamic Fiqh 
Academy (IFA). The reasons for this criticism 
are due to the following problems inherent 
in the structure of international commodity 
murabaha or tawarruq transaction: 

 ¾ The banks execute transactions on 
commodities usually in offshore international 
exchanges like the London Metal Exchange 
(LME) wherein the commodities are purchased 
from one broker, sold to the client on credit 
basis and then to the second broker on behalf 
of client which is also pre-arranged by the 
Islamic bank; 

 ¾ The two brokers are subsidiaries or same 
group companies;

 ¾ Even if they are not subsidiaries, in almost all 
commodity murabaha transactions the two 
brokers have netting arrangement to settle the 
commodities between themselves; hence the 
commodity almost every time ends up with 
the original broker. and the funds are directly 
transferred by the Islamic banks to the clients 
based on master debit instructions from the 
two brokers;

 ¾ In this scheme of events even the existence of 
commodities is highly questionable since both 
the brokers know that the physical delivery 
is not effected and possession is exchanged 
merely through delivery warrants. Hence there 
is no check whether the commodities even 
exist or not. The purpose of the transaction 
is merely to provide funding to the client in 
which every sale is pre planned.

 ¾ The whole scheme of events in a tawarruq 
appears artificial and made up to 
accommodate the funding requirement of the 
customers. In contrast the product structure of 
the proposed product involves trading in an 
underlying mudaraba pool of assets. All Islamic 
banks have a large pool of such assets which 
is managed in their normal course of business; 
each Islamic bank can easily use these assets 
for trading purposes either through direct sale 
or through securitization. 

 ¾ Hence this product is a practical, cost 
efficient, easy to implement and a much more 
Shari’a compliant alternative to the disputed 
international commodity murabaha currently 
prevailing in the market. 
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Prior to the financial crisis that started in 2001, there 
was serious interest from a number of countries in 
becoming hubs for Islamic finance. These countries 
included Malaysia, Singapore and Hong Kong in the 
East; UK, France, Italy, Luxembourg and Ireland in 
the West; and Bahrain, Qatar and UAE in the Middle 
East. Even countries like Japan and Korea postured 
towards Islamic finance in those pre-crisis days. 
Sadly, the interest petered out during and after the 
crisis leaving Malaysia as the most important global 
player in Islamic banking and finance (IBF). 

“Things are changing now. Malaysia’s dominance 
is being challenged by the likes of UAE and Qatar. 
Bahrain, once considered a global champion of IBF, 
is looking to reclaim its mantle with many Islamic 
banks in the country merging and consolidating 
their resources and expertise. Even in the UK, there 
is renewed interest in IBF, evident by the recent 
issuance of the first UK sovereign sukuk of GBP200 
million. It was over-subscribed nearly 12 times.”

According to the Islamic Finance Country Index 
(IFCI), published in the Global Islamic Finance 
Report 2014, Iran ranks number one in the global 
Islamic financial services industry. Malaysia and 
Saudi Arabia are second and third. Although Iran 
is positioned so high, the domestic IBF industry 
remains bounded within the borders of the country, 
given the long period of economic sanctions 
imposed upon the country. This may change as we 

are seeing a gradual easing from Western powers 
and a rapprochement of sorts. Pakistan ranks ninth 
in the list but has always been perceived as a major 
player in IBF. 

Now the situation in the country is looking 
more auspicious for IBF. The current PML-N led 
government is the first democratically elected 
government in the country which has shown 

serious interest in promoting IBF in Pakistan. The 
appointment of a dedicated deputy governor at 
the State Bank of Pakistan (SBP) with a focus on 
promotion of Islamic banking alludes to this fact. 

More needs to be done to promote the domestic 
industry both within and internationally. SBP has  
recently initiated a project to promote quality 
education in IBF, by committing to invest in 
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Pakistani universities and institutions of higher 
learning.  Under this programme, specialised 
chairs in Islamic finance will be set up at various 
universities. The Institute of Business Administration 
(IBA) is expected to be the first to create such a 
chair. Other universities interested in the project 
include Lahore University of Management Sciences 
(LUMS) and COMSATS.

In Malaysia, the prime minister himself keeps himself 
abreast with new developments in IBF. In UAE, 
the ruler of Dubai is directly behind its initiative 
of making Dubai a centre of excellence for the 
global Islamic economy. In Pakistan, such a central 
leadership role has yet to emerge. Given, amongst 
other things, the on-going military operation in 
Wazirastan, political noise created by the likes of 
Imran Khan and Tahir ul Qadri, the prime minister 
has not been able to embrace IBF fully. The finance 
ministry does not have the time or the resources 
to dedicate to the promotion of IBF. In such 
circumstances, there is a need for a full-time advisor, 

appointed by the prime minister, who should 
have multiple roles, including but not limited to: 
[a] advocacy of IBF in Pakistan and  overseas; [b] 
liaison between different government departments 
(Ministry of Finance, Planning Commission, and SBP 
etc.) And international bodies like Islamic Financial 
Services Board (IFSB) and Accounting and Auditing 
Organisation of Islamic Financial Institutions 
(AAOIFI) for the promotion and development of 
IBF in the country; [c] devising a national strategy 
on promotion of IBF; [d] developing a framework 
for enhancing the role of Pakistan as a global 
leader in IBF; and [e] more specifically, preparing 
recommendations for the government to make 
Pakistan a Centre of Excellence for IBF.

Assets of IBF are fast approaching US$2 trillion 
under management world-wide. Pakistan should 
not treat this industry lightly. They should advocate 
IBF nationally and be involved in the decision 
making of international fora like IFSB, AAOIFI and 
International Islamic Financial Market (IIFM). It 

should also look into hosting an international body 
like IFSB, AAOIFI and IIFM,  hosted by Malaysia (IFSB) 
and Bahrain (AAOIFI and IIFM). There are a number 
of other bodies that work for the promotion of IBF, 
including but not limited to International Shari’ah 
Research Academy (ISRA) for Islamic Finance 
and International Islamic Liquidity Management 
Corporation IILM - both hosted by Malaysia. World 
Islamic Economic Forum (WIEF), supported by 
the Malaysian government, is also very active in 
advocating IBF. Dubai Centre of Excellence for 
Islamic Banking and Finance is another body trying 
to pitch Dubai as the capital of the global Islamic 
economy. Pakistan, on the other hand, lags behind 
all these countries in such endeavours, despite 
having contributed significantly to the amount 
and quality of human capital to the global Islamic 
financial services industry.

There are a number of reasons behind this 
indifference to promotion and projection of 
Pakistan as a global leader in IBF. First, the on-going 
war on terror has acted as a major impediment. The 
law and order situation in the country did not allow 
the authorities to focus on this  area of paramount 
importance for the long term health of the national 
economy. Second, the previous governments 
(the military government led by Parvez Musharraf 
and the PPP-led government) shied away from 
supporting anything Islamic. Third, the lack of talent 
available in Pakistan was also responsible for not 
giving confidence to Pakistan to vie for a global 
role in IBF. Finally, in the absence of a political push, 
bureaucracy in the country has never considered 
IBF with sympathy. 

Despite all these obstacles, the share of Islamic 
banking in the domestic banking sector has 
exceeded 10%, and its growth is almost double of 
rate of growth of the conventional banking sector 
in the last five years. Given this, it is recommended 
that Pakistan develop an international centre of 
excellence for Islamic finance, similar to Dubai 
International Financial Centre (DIFC) and Qatar 
Financial Centre (QFC). These two Centres are not 
exclusively for Islamic finance but are certainly 
engaged in promotion of IBF. Malaysia International 
Islamic Financial Centre (MIFC), on the other hand, 
follows a different model to DIFC and QFC, and is 
a virtual body connecting the country’s Ministry of 
Finance, Bank Negara Malaysia (the central bank), 
Securities Commission Malaysia, other bodies in 
the government and international organisations. 
Pakistan should start with this model, eventually 
setting up a physical centre of excellence 
exclusively for IBF. This centre could be hosted 
in the outskirts of Islamabad, as a ring-fenced 
financial centre like DIFC and QFC. The proposed 
special advisor to the prime minister on IBF should 
be given the task of developing a framework for 
setting up such a centre.

www.islamicfinancereview.co
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In October 2013, the 9th World Islamic Economic 
Forum (WIEF) was held at the London ExCeL. This 
was the Forum’s first annual event in Europe and 
in a non-Muslim country. The links between Jersey 
and London are long established and many would 
argue interdependent. This article explores the 
synergy between Jersey as a centre for Islamic 
finance and the financial centres in the UK that are 
utilised by clients from the Middle East, and more 
recently those from the Far East.

At the opening of WIEF, the British Prime Minister 

David Cameron announced that the UK is working 
on issuing a debut sovereign sukuk in the wholesale 
sterling market. He said: 

“For years people have been talking about 
creating an Islamic bond – or sukuk – outside the 
Islamic world. But it’s just never quite happened. 
Changing that is a question of pragmatism and 
political will. And here in Britain we’ve got both. 
This government wants Britain to become the 
first sovereign outside the Islamic world to issue 
an Islamic bond. So the Treasury is working on 

the practicalities of issuing a bond-like sukuk 
worth around GBP 200 million, and we very much 
welcome the involvement of industry in developing 
this initiative which we hope to launch as early as 
next year.”

This has renewed interest in Islamic finance 
across business interests both in the UK and other 
associated finance centres. These comments 
did not go unnoticed in Jersey, particularly by 
practitioners at Volaw who worked on the first 
sukuk based structure issued through a Jersey 

Jersey and 
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Finance and Fund Services Group, looks at 

recent developments in the products and 
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Islamic finance Institutions throughout the 
world.”
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company and established in the Island in 2004.

Mr Cameron continued: 

“Our ambition is to go further still, because I don’t 
just want London to be a great capital of Islamic 
finance in the Western world, I want London to 
stand alongside Dubai and Kuala Lumpur as one of 
the great capitals of Islamic finance anywhere in the 
world.”

True to his word, the UK issued the first sovereign 
sukuk by a Western nation in June 2014. It was 
oversubscribed and represented a massive step 
forward for the development of Islamic finance in 
the West. 

Volaw has been providing services to Muslim clients 
for many years. One of the main advantages of 
Jersey is that it has not made changes to its laws to 
permit Islamic financial transactions or investment. 
Often changes to laws of other countries derive 
from having to determine the taxation treatment 
of financial contracts under Shari’a where interest 
is forbidden, and where the profits arising from 
the Shari’a-compliant contract do not readily fit 
within the countries’ tax laws. Jersey’s position 
as a tax-neutral jurisdiction means that no such 
amendments are necessary, but also our other 
corporate laws and regulations are such that I have 
yet to encounter a problem with a structure or 
contract that Jersey’s laws could not accommodate.

Recent examples of transactions Volaw has 

structured using Shari’a-compliant vehicles 
established in Jersey include:

Gatehouse Bank issued two sukuk through a Jersey 
Protected Cell Company, secured by UK real estate 
assets-under-management, and have structured 
the acquisition of other commercial properties 
including industrial, student accommodation and 
offices on behalf of clients;

Alongside Sidra Capital, Gatehouse also established 
the Sterling UK Real Estate Fund (SURF) to invest in 
Shari’a-compliant commercial real estate in the UK;

Lembaga Tabung Haji of Malaysia have invested 
in two substantial Central London commercial 
properties and another in the Greater London area;

London Central Portfolio has established two 
Shari’a-compliant funds in Jersey that invest in 
prime residential property in Central London.

Whilst the activities of Islamic financial Institutions 
are widely reported, the same cannot be said for 
private individuals, many of whom will be looking 
to benefit from the confidentiality of using trusts 
and other vehicles established in Jersey. There 
are many reasons why an individual may wish to 
establish such an entity ranging from the simple 
creation of a company to own, for example, a 
holiday residence in London, to the more complex 
structures required by a family office.

There is a lot of empirical evidence of families from 
the Middle East purchasing property in Europe 

both as a means of diversifying their portfolio and a 
potential refuge in the event of political disturbance 
in their home country. Many have purchased 
substantial properties in the UK and a number 
are owned through Jersey companies, which is in 
turn owned through a trust established in order 
to maintain confidentiality over the ownership of 
the property, and/or to eliminate any issues over 
obtaining probate in the event of the death of the 
beneficial owner.

Islamic finance and Shari’a-compliant structures 
cover a wide variety of business needs from 
collective investment funds, through to sukuk 
investment, to family offices and private 
wealth holding vehicles. Along with the legal 
accommodation of Islamic finance, Jersey 
professionals in the field can boast of in-depth of 
knowledge, expertise and experience relating to 
establishing these structures in a Shari’a-compliant 
manner. Together with Jersey’s long-standing 
relationship with London and other financial 
centres, this leads to an expectation that the Island 
will continue to grow and develop the financial 
services demanded by Muslims throughout the 
world.

For further information on this matter, please 
contact Trevor Norman (tnorman@volaw.com) of 
Volaw Group.



How we conceptualise law is a question that has 
perplexed the minds of jurisprudential scholars for 
centuries.  With the rise of the nation state, there 
appeared to be a simple response: Law is that 
which is promulgated by the sovereign, which 
prescribes punishment for non-obedience. This 
definition, however, gathered its critics. What is a 
sovereign? Are there laws on the sovereign, and 
if so then how can a sovereign be a sovereign? 
Known as the positivist idea of law, scholars such as 
HLA Hart and Hans Kelsen attempted to amend and 
improve on this definition. 

Yet the original idea is much to do with the 
monolithic community present in most nation 
states in the 19th century.  Thomas Hobbes 
regarded the state as being a body, which 
coincidentally reflects the Prophet Muhammad’s 
own statement of the Muslim community being 
one body. In this notion of the one body, each 
member of the polity is assumed to have some 
emotive connection to other members and wishes 
the good for the other as he does for himself. The 
law then becomes the means by which the polity 
can be organized to ensure this is realized, and the 
government, as representatives of the people, is 
vested with the power to determine and issue law 
which is for the benefit of the population under its 
rule.

This simple representation of the relationship 
between the people and the law is turned on its 
head when there is an influx of communities from 
different states. In such a situation, that emotive 
bond is weakened given that the person – be he 
Polish or Pakistani – has an emotive connection 
with another nation. In entering a new country 

and mixing with a new polity, he is compelled 
to follow the law of a government that is not 
representative of him.  Complications further arise 
when considering religious law and the occasionally 
conflicts with secular law.  

The 20th century has witnessed a great influx 
of communities with their own cultures, and 
often times, set of laws to which they abide by. 
Immigrants would be following two sets of laws: 
one public and one private. The result was legal 
pluralism, in which there were many sovereigns, 
some explicit, some implicit. 

Legal pluralism cannot be reduced to just 
the position of the immigrant; its scope is far 
wider. Global trade and technological advances 
have meant that the world is a vast expanse of 
receding horizons. Speed of transport has meant 
distances have been cut down significantly; 
telecommunication development has meant one 
can speak (and see) someone living far away almost 
immediately; and goods and services can be traded 
anyway in the world to the point where a villager in 
Bangladesh is drinking coke made in the USA. 

The global village, as it is so aptly termed, means 
that there is far more interaction between 
peoples, and far more awareness and 
acceptance of peoples of different cultures 
and laws.  It results, once again, in legal 
pluralism, as the law has to accommodate 
more than just one way of thinking or 
one way of transacting. International 
commercial deals involve different 
parties from different countries with 
different laws. In negotiations, parties 
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“It is commonly thought that God’s law is certain and all the follower has to do is to follow. This 
unfortunately is a myth. God’s law has to be deciphered and even in the process of interpretation 
there remains broad uncertainty. A conservative Muslim may gasp at such a statement but the 
history of Islamic law proves that Islamic jurists were conscious that offering any opinion was 
simply that: an opinion. Rizwan Rahman and Sohaira Siddiqui discuss further. “



will have to determine the jurisdiction to oversee 
the transaction. So you could have a situation 
where a Qatari transacts with a Malaysian, and the 
law of the contract is English. 

Legal pluralism affects the way scholars look 
at law. Law as a fixed body of rules, changing 
according to the commands of the sovereign, is 
a less appropriate assessment of law, and more 
value can be found by assaying how peoples react 
and generate law.  In this regard, one does not 
necessarily have to move to the statute books to 
pinpoint law. Law can be found within the way 
communities regulate relationships with one 
another whether within a country or between 
transnational communities. 

Nevertheless, if one is to reduce law to some basic 
components, the idea of the sovereign, punishment 
and fixity of law once promulgated would 
constitute law’s basic foundations. Irrespective of 
the confluence of laws at certain meeting points, 
to avoid chaos there needs to be some recourse to 
something concrete. Law cannot be amorphous 
changing by the whims of many individuals. 

This is the challenge facing Islamic financial law 
given that it is a body of law created away from the 
authority of the nation state. Islamic financial law is 
not the product of some legislature in the Muslim 
world. It was very much a private endeavor with 
many individuals congregating to determine the 
contours of this new field. Their starting point was 
identifying God’s law, that is what would God have 
ordered in any given situation.  This gives Islamic 
financial law a divine authority.

But there is an immediate weakness in this 
assumption. God has not directly issued law; 
most of what the Shari’a advisory boards do is to 
infer what God’s law is. Herein is the controversy 
because conflicts arise, and if conflicts arise, then 
there is no certainty of law. If there is no certainty, 
then how can one pronounce this as God’s law, or 
rather this product as Shari’a compliant, without 
acknowledging that the result is man’s law just with 
different principles from which to derive the law.  To 
put it another way, if man is in fact determining law, 
then can God be regarded as the sovereign? 

This is a highly controversial question especially in 
today’s world in which countless groups and 

individuals are pining for the imposition of 
the Shari’a. An idealism has infected 

many Muslims who see some 
monolithic Islamic law that can 
be readily issued for any situation 
and at any time, and it is for a 

state to ensure that this is passed. 

 If anything, Islamic finance has proven 
that there will be conflict and certainty cannot be 
claimed for the veracity of many products. The 

differences of opinions between scholars have 
led to varying approaches along with criticisms 
of scholarly interpretations.  Tawarruq, the poster 
product of dubious structuring, is seen by many 
as being against the Shari’a; yet it has credibility in 
annals of Islamic law. A seed of doubt then should 
be placed in the minds of those who are firm in 
their belief in its prohibition. 

The Uncertain Search for God’s Law

Indeed, for classical scholars the idea of certainty 
in the law was desired but very rarely achieved. In 
Islamic law there are perhaps a few laws that can be 
assumed to be certain, and most are quite general. 
For instance, one must pray, but how one prays 
is subject to contention. Even the idea of the five  
compulsory prayers can have a question mark on 
it if one is to consider Shi’a practices. For classical 
scholars, they under stood that in determining 
law they were entering a realm of uncertainty. 
The common phrase that seals most books of 
Islamic law is ‘and God knows best’. Underlying 
this seemingly innocuous phrase is a pervasive 
epistemology which actively informs the ethos 
of the Islamic jurisprudential system. The realm of 
Islamic law can most simply be understood as one 
designed to produce rulings based on indicants 
extrapolated from various sources. The primary 
textual sources are the Quran and the sayings of 
Muhammad, the hadith. Due to their finite nature, 
scholars were forced to look elsewhere for support 
and guidance during the process of legal derivation. 
In the absence of textual sources, numerous 
non-textual sources such as the consensus of the 
juristic community (ijmā) and analogical reasoning 
(qiyās) rise to the fore. In using these non-textual 
sources jurists acknowledge the absence of a 
direct divine indicant in the instance of their case, 
but continue to predicate their argument upon 
some divine indicant in the textual sources which 
can provide insight to their particular situation. 
Though indicants can be isolated, they cannot be 
known with complete certainty since that would 
imply that fallible human beings can comprehend 
infallible divine intent. Consequently, any legal 
opinion proffered was understood to be probable, 
and with the rise of unique cases, and the extension 
of non-textual sources, the law itself was eventually 
understood to be overwhelmingly probable. 
Emerging from this was a juristic class that was 
cautious of the limits of their enterprise as they 
realized they could not say with certainty whether 
they penetrated the realm of God’s law irrespective 
of their belaboring efforts. This self-conscious 
epistemology meant that juridical opinions were 
continuously open for reinterpretation. Even 
when Islamic legal thought was concretized into 
four legal schools, elite jurists (mujtahids) could 
independently decide how constrained and 
attentive they wanted to be to prior scholarship. 
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On the one hand, this type of legal epistemology 
can be construed as being antagonistic to the very 
purpose of law in general, namely to give definitive 
rulings based on evidence for specific situations; 
however, on the other hand, it resulted in a 
responsive legal tradition which was able to evolve 
in ever-different ways. 

At the heart of the epistemology held by jurists was 
an awareness of the limits of one’s knowledge, and 
of one’s vocational abilities. But if pushed into the 
realm of skepticism and fully applied in the realm 
of law, it could lead to a type of legal relativism that 
Islamic jurists were unwilling to countenance. In 
addition to avoiding the pitfall of legal relativism, 
jurists had to solve another quandary. Since legal 
rulings produced were epistemically probable, then 
one cannot truly know the merit of their actions, 
and thus what compels adherence and obedience. 
The juristic answer to this problem was simple; if 
one can establish an overwhelming probability 
that the legal ruling was one countenanced by 
God, then there is an obligation to act accordingly. 
From this perspective, action is still necessitated 
even though jurists were unable to circumvent 
the probable nature of legal rulings. This legal 
framework was adopted by the majority because 
it allowed for legal evolution while still compelling 
action and remaining cognizant of interpretational 
limitations. For a small minority who disapproved 
of this framework, they held that it promoted 
the production of dubious rulings that were not 
adequately substantiated with scriptural sources. 
One early attempt to reject this epistemology 
was proffered by the Zahiri school founded by 
Dawud Ibn Khalaf al-Zahiri (d. 883). For the Zahiris, 
only apparent and clear textual indicants could 
be taken as the foundation for legal rulings, and 
non-textual sources, as well as non-apparent 
indicants, must be discarded. Because jurists were 
charged with ascertaining the law, al-Zahiri argued 

this entailed confidence and certainty in the 
decisions such that the door for future debate is 
firmly shut—essentially eliminating the possibility 
of relativism. With this framework, the Zahiri school 
was able to avoid the problem of epistemological 
uncertainty proposed by the majority of jurists; 
however, the overwhelming emphasis on textual 
sources created a narrow legal system which 
could not accommodate evolution in the way a 
system accepting of non-textual sources could. 
The Zahiri attempt at remedying this paradoxical 
epistemology exemplifies the difficulty of creating 
a framework which both satisfies the need for 
certainty and accommodates change through an 
expansive methodology. 

The Hallowed Position of the Shari’a 
Board

Such a formalistic approach as adopted by the 
Zahiris could never have succeeded in Islamic 
finance. Attempting to transpose a premodern law 
to modern situations is wrought with difficulties, 
and therefore Islamic finance had to abstract from 
the classical Islamic law to produce solutions in 
today’s context.  The endeavour is impressive given 
that the Islamic financial industry has grown rapidly 
in the last forty years. Yet the best scholars can 
say about the law they issue is that it is a probable 
reflection of God’s law. This is more the case today 
given that the financial system is radically different 
to the one of yesteryear. Any acceptable product 
then is going to be at best an assumption of God’s 
law; there can be little certainty as to whether it is. 

In consideration of this point, one must ask whether 
the current manifestation is the best form of the 
Islamic finance industry. Many would argue that it is 
not, failing to account for socially responsible ideals. 
Others would say the industry does not adhere 
to the spirit of Islam, while others would say that 
there has been a misuse of Islamic law to justify 

questionable products. Irrespective of this, people 
are still flocking to Islamic finance when available 
and competitive perhaps due to the mere fact that 
it is considered Islamic. Most probably do not have 
a clear idea of the reasons for the permissibility of 
the product but assume that that the scholars are 
correct. 

Thus the layman enters the Islamic financial realm 
with the presumption of the scholar’s certainty that 
the product adheres to God’s law. This is enough for 
Islamic finance to endure even though the opinion 
is at best probabilistic. The laymen has faith in 
the scholars, assumes their competence and their 
hallowed position as interpreters of God’s law.  Thus 
there is quite a significant responsibility imposed 
upon the Shari’a board. 

In furnishing the Islamic finance industry, the Shari’a 
board cannot simply assume that it is deductively 
reasoning the law; rather it has to admit that its 
reasoning is inductive. It is looking at the evidence 
available and producing an opinion that is only a 
probable representation of law. In such a case, the 
board has to go beyond looking at the available 
sources – the Quran and the Sunnah; it has to also 
consider the way the products affect the person 
and affect society. If Islamic financial products 
encourage extravagance and over-consumption, 
the hoarding of wealth, the transfer of wealth 
from the poor to the rich, or more importantly the 
decrease of religiosity, then one must consider 
the value of Islamic finance.  Ultimately, Islam is 
fundamentally about the worship of God, and not 
the imposition of the Shari’a. 

Conclusion 

It is a fallacy to assume that Islamic law is certain 
although there are many general premises and 
several laws which can be regarded as certain. 
Scholars since the beginning recognised this about 
Islamic law, and the most humble of scholars would 
recognise their own subjectivities in the creation 
of some new law. In this ambiguity, followers 
would be more concerned about the integrity of 
the scholar as opposed to the reasons behind the 
law. In light of this, scholars had a responsibility to 
produce law that would balance the sometimes 
contradictory needs of the people and the 
interpretation of the sources. This dialectic imposed 
a most taxing responsibility as they were effectively 
assuming the law making position of God. Islamic 
financial scholars today are no different, and their 
responsibility is grave. Even if their opinions are 
probable, their predominant concern should 
be that Muslims remain conscious of their own 
religious responsibilities.  Perhaps, ignoring the 
criticisms of Islamic finance, the gradual increase 
of customers shows that they have achieved this 
binding obligation. 
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PERSONALITY
Stefano Padovani
Partner NCTM -  Head of Banking

Q: What was your earliest 
ambition?

Ans: To become a Professor at a University.

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

Ans: Catholic.

Q: Who was your mentor?

Ans: The professor who was my tutor when 
I took my degree.

Q: How physically fit are you?

Ans: Quite fit.

Q: Ambition or talent: which 
matters more to success?

Ans: Ambition.

Q: What is the future of the Islamic 
financial services industry in 
Europe in general, and in Italy in 
particular?

Ans: It will develop across the various 
countries.

Q: Your most desired possession?

Ans: My bicycle.

Q: How committed are you to 
Islamic banking and finance?

Ans: 101%.

Q: In what place are you happiest?

Ans: My country house.

Q: What ambitions do you still 
have?

Ans: To teach the law profession to our 
young colleagues. 

Q: What drives you on?

Ans: Curiosity.

Q: What is the greatest 
achievement of your life so far?

Ans: 14 years of marriage.

Q: What has been your greatest 
disappointment?

Ans: Not having dedicated more time and 
attention to others.

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

Ans: You made it!

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

Ans: 8.
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40 AUGUST 2014 Reflections on the Mid-Term Review (MTR) of the 10-Year Framework & Strategies

T he most anticipated Mid Term Review (MTR) 
of the 10 Year Framework and Strategies was 
recently launched in conjunction with the 

11th IFSB Summit, hosted by the Bank of Mauritius. 
It discussed the proposed measures to address the 
gaps or challenges in meeting the objectives of 
the Ten-Year Framework, as well as the roles of the 
public and private sectors and other stakeholders 
of the Islamic Financial Services Industry (IFSI) in 
carrying out the 16 recommendations, taking into 
account the state of development of the IFSI in the 

respective jurisdictions. It is important to note that 
The Ten-Year Framework, which initially consists 
of 13 core recommendations (Table 1), was firstly 
published by the Islamic Research and Training 
Institute (IRTI) of Islamic Development Bank (IDB) in 
collaboration with Islamic Financial Services Board 
(IFSB) in March 2007. The main idea which underlies 
the creation of such a document is to have a 
strategic framework document to systematically 
study, discuss and propose policy responses for the 
orderly development of the IFSI. It was primarily 

expected that the Ten-Year Framework document 
could ultimately provide a general blueprint or 
guideline for new and existing Islamic finance 
jurisdictions in designing and developing their 
national plans and major initiatives as part of their 
financial sector development policies.

The Ten-Year Framework Document: How did it 
come into being? 

The idea of preparing such a strategic framework 
document was first considered during the Seminar 
on Challenges Facing the Islamic Financial Industry, 
held on 1 April 2004 in Bali, Indonesia. The seminar, 
which was jointly organised by IRTI and IFSB was 
held in conjunction with the meeting of the IFSB 
Council hosted by Bank Indonesia. As a follow up 
on the issues discussed in the seminar, IRTI and 
IFSB undertook a joint initiative to address the 
challenges in a systematic manner in the form 
of a comprehensive document. Subsequently, 
preparation of the document was formally initiated 
by IRTI and IFSB. 

Reflections on the 
Mid-Term Review 
(MTR) of the 10-
Year Framework 
and Strategies

Dr. Hylmun Izhar

“As more countries gradually enter the Islamic financial space, it is 
incumbent on Islamic financial bodies and institutions to guide and 
assist novice regulatory systems in designing an appropriate strategy. 
Consequently, in 2007 IRTI and IFSB proposed a 10 Year Framework 
to follow in developing a country’s own Islamic financial capacity. 
Dr Hylmun Izhar reviews the Ten Year Framework and explains 
improvements made over the last few years.”
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As a first step, a number of leading specialists and 
practitioners were requested to prepare technical 
papers on various themes. These were presented 
in a technical workshop jointly organised by IRTI 
and IFSB, held on 31 May-1 June 2005 in Dubai, 
hosted by the Dubai Financial Services Authority. 
Subsequently, IRTI and IFSB jointly organised a 
policy dialogue on the same theme on 22 June 
2005 in Putrajaya, Malaysia, which was facilitated by 
Bank Negara Malaysia. A drafting committee was 
formed as a result, which held three meetings and 
finalised a draft document. The draft document 
was distributed by IFSB to solicit feedback from 
its members and other interested parties. It was 
also discussed in the Islamic Bankers’ Forum 
held on 28 May 2006 in Kuwait, jointly organised 
by IRTI, IFSB and the General Council for Islamic 
Banks and Financial Institutions (CIBAFI). At its final 
meeting held on 17 August 2006 in Kuala Lumpur, 
Malaysia, the drafting committee reviewed all the 
comments and the feedback received and reached 
a consensus on the revised document. 

Recommendations for the Development 
of Various Components of the IFIS

1. Facilitate and encourage the operation of free, 
fair and transparent markets in the Islamic 
financial services sector. 

2. Enhance the capitalization, efficiency and 
resilience of Institutions offering Islamic 
financial services (IIFS) to ensure that they are 
on a par with international standards and best 
practices. 

3. Enhance the access by all population 
segments to financial services. 

4. Ensure Shari’a compliance and the 
effectiveness of corporate governance. 

5. Develop the required pool of specialized, 
competent and high-caliber, human capital 
and ensure utilization of state-of-the-art 
technology. 

6. Promote the development of standardized 
products through research and innovation. 

7. Comply with the international prudential, 
accounting and auditing standards applicable 
to the IFSI. 

8. Develop appropriate legal, regulatory and 
supervisory frameworks that could effectively 
cater for the specificities of the IFSI and 
ensure tax neutrality between IIFS and their 
conventional counterparts. 

9. Develop a comprehensive and efficient 
infrastructure for the IFSI for inter-bank 
liquidity management as well as for Islamic 
capital markets. 

10. Promote public awareness of Islamic financial 
services. 

11. Strengthen and enhance collaboration among 
the international Islamic financial infrastructure 
institutions. 

12. Foster collaboration among countries that 
offer Islamic financial services. 

13. Conduct initiatives and enhance financial 
linkages to integrate domestic IFSIs with 
regional and international financial systems.

Why Mid-Term Review (MTR)? 

In 2013, IRTI and IFSB initiated a mid-term review 
of the Ten-Year Framework (“Mid-Term Review”) 
as more than half of the period had passed since 
its publication in 2007. The Mid-Term Review was 
aimed at assessing the impact of macroeconomic 
events, to monitor progress in implementing the 
recommendations, and to propose additions or 
modifications to the recommendations to guide 
the industry. Such a pivotal effort was considered 
crucial due to the increasingly challenging 
economic and financial environment as well as 
significant developments taking place on the 
international financial landscape, 
particularly after the 
2008 global financial 
crisis. More 
importantly, 
the effort 
was to ensure 
that the Ten 
Year Framework 
document remains 
relevant as a platform 
for various Islamic finance 
jurisdictions to assist them 
in orchestrating the future 
direction of the industry. 
Therefore, throughout the 
process of conducting the MTR, 
the following objectives were 
targeted: 

 ¾ To assess the impact on the respective 
Islamic finance segments arising from the 
development of the global financial system 
post-crisis;

 ¾ To examine the progress and current status of 
the priorities and initiatives suggested in the 
Ten-Year Framework and Strategies;

 ¾ To identify the gaps involved in implementing 
the priorities and initiatives; and

 ¾ To assess the need of a re-orientation of such 
priorities and initiatives.

The Mid-Term Review thus seeks to both assess 
progress made by the industry in implementing 
the 2007 recommendations, and amend the 
recommended Ten-Year Framework in light of 

external developments since its publication.

In conducting the MTR, IRTI and IFSB were 
supported by a number of prominent research 
institutions and have engaged with leading 
regulators, market players, academicians and Shari’a 
scholars through various intensive discussions 
during the round-tables held in Qatar, Malaysia and 
Turkey whereby IRTI and IFSB had an opportunity to 
obtain further insights from key stakeholders and 
the panel of the Review Committee. 

MTR’s Key Findings:

Following in-depth research and engagement with 
key stakeholders in the industry, the MTR document 
has efficaciously generated the following key 
findings: 

I. The industry has shown growth and resilience, 
with growing market share and profitability, 
an expanding number of institutions, and 
numerous industry-level initiatives under way, 
reflecting customer confidence in the sector, 
whose concept is proven in many markets. 

II. Macroeconomic 
events or external 
factors have brought both challenges and 
opportunities to the sector, which has not 
been immune to the effects of the global 
financial crisis, the approach to financial 
regulation, the strength of partners and 
counter-parties, and the value of assets and 
investments. Nevertheless, some countries 
have acted as important centres of growth 
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as the global economy stumbled. Political 
developments in recent years have also 
made several countries more open to Islamic 
financial services. Technological innovations 
such as branchless financial services are 
now available, and can allow the industry to 
broaden its future reach. 

III. The development of the industry has varied 
by sector, while estimates of its total asset 
size and growth rate vary significantly 
(either near or well above US$1 trillion). As 
a key example, Islamic micro-finance has 
transitioned from a concept with isolated 
case studies to a fledgling sector across 
multiple markets. Moreover, although the 
market values of certain Shari’a-compliant 
instruments have shown mixed performance 
due to overall capital market challenges, and 
Shari’a-related challenges remain, the breadth 
and sophistication of such instruments has 
improved. 

What are the Distinct Features of MTR?

Inevitable modifications on the original document 
have therefore been made, in order to reflect 
the current status of the IFSI, which distinctively 
characterise the current MTR document; explicated 
as follows: 

1. Introduction of three additional 
recommendations (in addition to the 
existing 13 recommendations in the original 
document); which states:
a. (Recommendation no. 14): Develop 

an understanding of the linkages 
and dependencies between different 
components of Islamic financial services to 
enable more informed strategic planning to 
be undertaken.

b. (Recommendation no. 15): Foster and 
embrace innovative business models, 
including new technologies and delivery 
channels, in offering Islamic financial 
services.

c. (Recommendation no. 16): Strengthen 
contributions to the global dialogue on 
financial services, offering principles and 
perspectives to enhance the global financial 
system.

2. Introduction of 3-pillar framework, namely 
Enablement, Performance, and Reach. 
While the original document categorized 
the recommendations into institutional 
and infrastructural, the new categorisation 
emphasises more on the outcome desired 
from the framework. While the first pillar 
(enablement) was meant to reflect fostering 
conditions for the industry to thrive, the 
second pillar (performance) was set up to 
essentially enhance the effectiveness of 
institutions active in the industry, and the third 
pillar (reach) was established to substantially 

increase the commitment in expanding the set 
of potential beneficiaries in the industry. 

3. Development of Key Performance Indicators 
(KPIs) to help address weaknesses and monitor 
progress in a more focused manner. As 
mentioned earlier that progress made on the 
original recommendations has been mixed. 
For instance, many countries have adopted 
international standards specific to Islamic 
financial services; however, many have not 
yet fully done so. At this mid-term juncture, 
most recommendations require greater focus 
from various countries in order to reach the 
aspirations envisioned. Metrics for tracking 
progress, which initially were not articulated, 
are now considered crucial for assessing 
progress. Consequently, the MTR proposes a 
set of Key Performance Indicators (KPIs), for 
which different countries are urged to set 
national targets.

4. Establishment of a stronger Implementation 
Plan to be undertaken by a range of 
stakeholders. Amongst the stakeholders, it 
is suggested that the role of central banks 
and governments are especially important in 
driving implementation. 

5. Identification of 20 Key Initiatives which have 
been synthesised and prioritised based on 
their potential impact and the feasibility of 
implementation. 

6. The 20 key initiatives are classified based 
on the three pillars of the framework – 
Enablement, Performance, and Reach; 
summarised below:

Enablement:
 ¾ Integrate Islamic finance into national 

development plans 
 ¾ Introduce national Islamic financial services 

master plans
 ¾ Enhance regulatory implementation and 

enforcement
 ¾ Harmonise, where possible, regulation and 

regulatory frameworks across borders
 ¾ Adopt and strengthen national Shari’a 

governance frameworks
 ¾ Where mandates overlap, align the positions of 

industry bodies
 ¾ Link Islamic financial markets across borders 
 ¾ Form a “Technical Assistance and Linkage 

Network”
 ¾ Form regional working groups
 ¾ Foster information-providing institutions that 

support the provision of Islamic finance.
 ¾ Incorporate Islamic finance data in statistical 

and official reporting.

Performance:
 ¾ Institute centralised R&D for Islamic financial 

products in addition to the decentralised R&D.
 ¾ Establish diversified financial institutions.
 ¾ Demonstrate the industry’s distinctive value 

proposition.
 ¾ Fund public infrastructure projects to build 

Islamic capital markets.

Reach:
 ¾ Revitalise zakah and awqaf for greater financial 

inclusion and make them an integrated part of 
Islamic financial system.

 ¾ Ensure that regulations allow for the use of 
new technology to provide affordable services.

 ¾ Engage with newly-opened markets.
 ¾ Foster the financing of a wider set of economic 

sectors.
 ¾ Brand Islamic financial services for wider 

markets.

In a nutshell, an integrated framework portraying 
distinct features of the MTR document is illustrated 
in Figure 1.  

It is vividly depicted in Figure 1 that the spirit 
of three main pillars - namely enablement, 
performance and reach - permeates into the 16 
core recommendations, implementation plan and 

16 CORE RECOMMENDATIONS

Enablement Performance Reach

Figure 1: The Framework Dialectic

Reflections on the Mid-Term Review (MTR) of the 10-Year Framework & Strategies
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identified key initiatives in order to achieve the 
desired outcome. 

Lessons Learnt:

The world consists of a diverse group of nations, 
which span a range of regions, cultures and stages 
of economic development in which Islamic law, 
common law, and civil law jurisdictions are adopted. 

In conducting the Mid-Term Review, it was 
observed that diverse views were particularly salient 
in regards to:

 ¾ Whether countries should have specific laws 
for Islamic financial services or rather fit Islamic 
structures into a single set of financial services 
laws; 

 ¾ Whether countries should adopt national-level 
Shari’a boards or retain Shari’a governance 
solely at the institutional level; 

 ¾ Whether central banks should allow 
conventional institutions to offer Islamic 
financial services;

 ¾ Whether the adoption of international 
standards specific to Islamic finance is 
essential; and

 ¾ Whether product standardization should be a 
policy objective or not.

While diversity of use in these areas is appreciated, 
a key underlying theme is that a supportive public 
policy stance is essential for enabling the industry 
to reach its full potential. Different countries have 
been successful under various models; each choice 
brings benefits and drawbacks. Nevertheless, a 
strong and supportive public policy stance can help 
contribute to greater confidence that energies the 
private sector.

The MTR therefore does not seek to prescribe 
specific approaches to the choices above. It does, 
however, urge various jurisdictions to deliberate 
carefully on these matters and form well-
considered strategies. The MTR also indicatively 
suggests that Islamic financial services offer 
benefits to the people and economies at large, and 
advocate thoughtful strategies on how best to avail 
of these benefits.
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 22nd May 2014, Institute of Islamic Banking - University of Management and Technology Lahore

IFAP continues its mission to provide Islamic finance 
literacy and intelligence to the industry with the   
17th IFAP held in Pakistan. The programme was 
held on May 22nd, 2014 hosted by the University 
of Management and Technology (UMT) Lahore.  
UMT is a prominent name and boasts of ten 
departments in Business and Economics, Science 
and Technology, Social Sciences and Humanities, 

Law and Policy, Textiles and Design, Commerce and 
Accountancy, Engineering, Islamic Banking, Applied 
Sciences, Communication and Cultural Studies. 
5500 students are currently enrolled in different 
programs from 63 districts of Pakistan. 

The 17th IFAP focused on Islamic Investment 
and Wealth Management. It was attended by 

practitioners from leading financial institutions such 
as Meezan Bank, Bank Alfalah, Habib Bank, Muslim 
Commercial Bank, Albaraka Bank, BankIslami, Burj 
Bank, Al-Meezan Investment Management, MCB 
AH Savings and Investments, JS Investments, Faysal 
Asset Management and HBL Asset Management. 
Academics and students also attended the event. 

on Islamic Investments & Wealth Management

Islamic Finance Access 
Programme

Prof. Humayon Dar
Chairman, Edbiz Consulting

Mr. Kamal Mehmood Mian
Director Fast Cables and Former Head of Islamic 

Banking at Saudi Hollandi Bank

Mr. Amer Khalil-ur-Rehman
PhD fellow at IIUI & Former Head of Islamic Corpo-

rates & Structured Finance Askari Bank
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Prof. Humayon Dar giving a brief introduction of Edbiz Consulting

Rector UMT Dr H S Murad presenting a souvenir to Chairman Edbiz Consulting 
Prof. Humayon Dar

Participants of the workshop

Rector UMT Dr Hasan Suhaib Murad addressing the opening session

Participants of the workshop

Dr Muhammad Amjad Saqib (Executive Director Akhuwat) addressing the closing 
ceremony

Dr Amjad Saqib (Executive Director Akhuwat), Mr Abid Sherwani (DG UMT) and 
Prof. Humayon Dar (Chairman Edbiz Consulting) at the closing ceremony

Dr Amjad Saqib (Executive Driector Akhuwat), Mr Abid Sherwani (DG UMT) and 
Prof. Humayon Dar (Chairman Edbiz Consulting) at the closing ceremony
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Islamic Finance 
and the Shari’ah: 
The Dow Jones Fatwa and 
Permissible Variance as 
Studies in Letheanism and 
Legal Change
Michael J.T. McMillen 
Riverstone Publishing Group
ISBN-13: 978-1494717292

In judging the present Islamic finance industry, 
there are perhaps three broad points of views: 
(1) It is a religiously sanctioned alternative to 
the conventional system, which is evolving and 
improving at a gradual rate; (2) the current guise is 
deeply flawed with many products contravening 
Shari’a principles and laws but at least offers an 
alternative and can be tweaked as the industry 
matures; and (3) it is merely a replication of 
conventional finance and offers no real value relying 
instead on sophistry not on substance. 

The author, a lawyer by trade, Michael McMillen 
holds the first point of view, and in Islamic 

Finance and the Shari’ah, he attempts to tackle 
the criticisms offered by those holding the latter 
views, in particular the third. There is no shortage 
of individuals within the second and third group. 
Anecdotally, many people have expressed this point 
of view based on the little knowledge they have 
of the industry and its products. A more informed 
and erudite formulation of this view was offered by 
Mahmud El Gamal, economist at Rice University. 

From Gamal’s economic vantage point, Islamic 
finance is inefficient, complex and increases 
transactional costs. Haider El Hamoudi, a legal 
scholar at the University of Pittsburgh, offers his 
own searing critique of the industry from a legal 
point arguing in a number of articles that Islamic 
finance is highly formalistic, adhering to Shari’a 
principles and laws that are rigid and inflexible 
– in the end highly anachronistic to modern day 
exigencies – which has resulted in confused rulings 
and occasional divergence from their own defined 
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parameters.  

McMillen tasks himself to respond to these critiques 
(he aggregates the two’s point of view as IF-
Critique). To do this, McMillen categorises seven 
criticisms offered by the aforementioned critics

1. The formalism of Islamic finance 
2. The lack of juridical discretion 
3. Increased complexity and transactional costs
4. Failure to address commercial realities 
5. Failing to respond to changing economic 

circumstances 
6. A lack of consideration for the public interest
7. Insensitivity to social justice even if Islamic 

finance argues otherwise. 

To challenge these criticisms, he uses the Dow 
Jones Islamic Market Index (DJIMI) fatwa issued in 
1998 as evidence of Shari’a scholars responding to 
commercial realities. This fatwa alone was pivotal 
in the way the industry progressed over the next 
decade. Its four key principles – permissibility of 
a small proportion of impurity in a transaction, 
screening businesses according to their activity 
and financial structure, and the requirement 
for purification – serves as a foundation for 
how the Islamic finance has responded to 
commercial realities, what he describes as 
“permissible variances”. McMillen finds six cluster 
of developments – as he terms them “sequelae”- 
that transpired thereafter. In his discussion of these 
developments, McMillen relies heavily on his own 
experience as a transactional lawyer to show how 
criticisms, particularly in relation to the way ijara 
and murabaha based products are structured, 
are overblown and not entirely reflective of the 
transactions.  On a number of occasions McMillen 
stresses how Islamic financial products are not 
overtly complex and, in general, the transaction 
costs are much lower than expected. This directly 
opposes Gamal’s own critique. 

The structure of the book, and therefore the 
structure of his overall argument, is well organised. 
As compared to Gamal’s own work published in 
2006, Islamic Finance: Law, Economics and Practice, 
McMillen is far more disciplined and objective in 
his appreciation of the industry than Gamal is in 
his disapproval. He offers enough evidence from 

his own experience to justify his point of view. 
More than that, this book is a respectful defence of 
the work of Shari’a scholars who have often been 
criticised for  their interpretation of Shari’a. Indeed, 
Shari’a scholars have often found themselves in a 
quandary. On the one hand they are criticised for 
their loose interpretation of the Shari’a, whereas 
on the other they are denounced for not being 
responsive to changes in commercial reality. 
McMillen, in his anecdotes of working with Shari’a 
scholars, evinces the point that Shari’a scholars 
are serious in upholding their tradition but all law 
requires some nexus to social reality. Getting the 
balance right is an unenviable task but it is one that 
needs to be undertaken.

Islamic Finance and the Shari’ah is, to my 
knowledge, one of the first to directly address the 
criticisms levelled by Gamal and respond with 
erudition, evidence and reason – the triumvirate 
foundations for any lawyer.  As a practitioner who 
has worked closely with Shari’a scholars, McMillen 
is in a position to argue objectively, not relying on 
condescension or insouciance which can often 
typify responses to Gamal’s damning indictment.  
He is not a Shari’a scholar, yet his knowledge of 
Islamic law built from academic research and 
experience shows an acute understanding. In Part 
II he discusses the history of Shari’a and usul ul fiqh, 
relying on the works of experts such as Professor 
Wael Hallaq. Moreover, McMillen is well aware of 
jurisprudential issues of his own legal tradition, 
making mention of legal pluralism and legal 
culture. Tackling different but related disciplines 
and traditions allows a much broader discussion 
in which he is able to convey the applicability of 
the Shari’a through Islamic finance to modern day 
philosophical and practical questions. The book is 
therefore not only an articulate defence of Islamic 
finance, but also provides a strong argument for the 
importance of the Shari’a in today’s world.     

The strength of McMillen’s argument finds support 
from one of his interlocutors, Haider al Hamoudi. 
He offers a respectful counter to McMillen in his 
blog where he admits that the sophisticated 
practices on which McMillen works upon are 
closer to Islamic financial rules. Instead, he states 

that his criticisms are more reserved for retail 
banking. Whether this is a concession to McMillen’s 
argument is not immediately evident as the latter 
does not approach retail banking. However, 
reading Hamoudi’s corpus one cannot find the 
distinction between retail and corporate banking 
and his statement appears to indicate a clutching 
of straws. This is not to say that there is no value 
in Hamoudi’s criticism; rather it is to show that 
with a well articulated defence of Islamic finance, 
the discussion can move beyond parochialism 
and emotion. There has, unfortunately, been very 
little by way of defence with many authors simply 
explicating what Islamic finance is and what it 
promotes. More work has to be produced to 
directly challenge criticisms. If valid, then there has 
to be changes in the way products are structured, 
as was the case following Mufti Taqi Usmani’s own 
criticism of sukuk in 2008. 

McMillen recognises that Islamic finance is far from 
perfect, and he too shares some of Gamal’s and 
Hamoudi’s criticisms. Nevertheless, in this book 
he manages to show that Islamic finance is very 
much its own field with its own unique rules and 
processes although his usage of the Dow Jones 
fatwa as a pivotal point can at times be tenuous. 
His discussion of legal changes in murabaha and 
the ijara has very little connection to the fatwa, and 
perhaps McMillen is attempting to use the fatwa 
as a thread to connect in order to save him from 
making mighty conceptual leaps in the book. 

 One final concern is that in supporting the 
endeavours of the scholars and showing that 
Islamic finance products are not as complicated or 
as expensive as some would consider, it begs the 
question as to the point of Islamic finance. If the 
products offer the same economic result, then why 
bother? For the lawyer, the answer is obvious as any 
variance in the legal architecture makes a product 
different; the layman may disagree. This conflict 
remains with many Muslims in the non-Muslim 
world hesitant about procuring Islamic financial 
products simply because they are deemed Islamic. 
For them, they can see little difference, but this is a 
far deeper discussion,
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