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Introduction:
Islamic Bankers Association (IBA) is a new international industry representative body for practitioners of  Islamic 
banking and finance. It is officially incorporated in United Kingdom, with its registered office in London. The IBA 
membership is open to individuals and corporates, and aims to become the largest industry representative body for 
Islamic banking and finance in the world.

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

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

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

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

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

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

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



“Edbiz Corporation is pleased to announce GIFA Million Dollar 
Campaign to set up an Islamic Finance Scholarship Programme to 
support studies and research in Islamic banking and finance“  GIFA@edbizconsulting.com

  www.edbizconsulting.com
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This issue is special in many ways. Firstly, it includes a comprehensive account of Cambridge Islamic 
Finance Leadership Programme – the first and the only leadership programme in the world that is 
tailor-made for the middle and upper-middle management personnel of the institutions offering 
Islamic financial services. I believe that our reader will enjoy the ISFIRE Report this issue contains. 

Secondly, this issue is going to be distributed at our 6th Global Islamic Finance Awards to be 
held at Jakarta, Indonesia; which is expected to be one of the most respectable gatherings of 
the most influential leaders of the global Islamic financial services industry. Thirdly, this issue 
brings to you a very unique perspective on Islamic banking and finance by Dato’ Wan Mohd 
Fadzmi Wan Othman, CEO of Agrobank, Malaysia; who features on the cover page. Finally, it 
is my pleasure to report that with this issue, ISFIRE has emerged as the most widely circulated 
magazine in Islamic finance, which is also the only print magazine on Islamic banking and finance, 
published from London. All other Islamic finance magazines from London have either gone out 
of physical print circulation or no longer available in the market.

In terms of contents, ISFIRE has also nearly achieved its target of becoming HBR of Islamic finance. 
When we started in 2011, we had studied the market of print magazines and popular journals, 
and amongst the top magazines, we chose Harvard Business Review to be our benchmark. Today, 
ISFIRE is considered as HBR of Islamic finance. This is due to our editorial policy of publishing 
only those articles and papers that have exclusively been written for ISFIRE. Our interviews are 
also exclusively conducted for ISFIRE. We do not cut and paste or borrow material from other 
publications. Originality is our hallmark!

ISFIRE is also unique in another way. It is the only magazine in Islamic banking and finance in the 
whole world, which have a full-time Editor-in-Chief and Editor who holds PhD degrees in economics 
and finance, and are indeed respected for their advocacy role for Islamic banking and finance. Since 
Dr Sofiza Azmi joined the editorial team, ISFIRE has significantly improved and has, as asserted 
above, approached its benchmark in terms of style and quality of contents.

In this issue, we have included our first Technical Note on Standardisation of Notation in Islamic 
Economics, Banking and Finance. The first note is on Murabaha. 

I would also like to congratulate Professor Kabir Hasan of the University of New Orleans, and a 
member of our International Editorial Board, for winning this year’s Islamic Development Bank 
Prize in Islamic Banking and Finance. We have included a detailed interview of him, which our 
readers must find of interest.

I am thankful to all those who had faith in us, and supported ISFIRE generously for us to continue to 
produce a quality publication in Islamic banking and finance.  

Note from the 
EDITOR-IN-CHIEF

Professor Humayon Dar, PhD (Cantab) 

Editor-in-Chief

EDITORIAL



PRESIDENT & CEO OF AGROBANK
DATO’ WAN MOHD FADZMI WAN OTHMAN
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ISFIRE has global distribution and our readers 
come from all over the world; please tell us 
about Agrobank and its leadership role in 

promoting Islamic banking and finance (IBF) in 
Malaysia.   

Dato’ Wan Mohd Fadzmi Wan Othman: Agrobank is a 
development financial institution that specialises in providing a 
holistic range of Islamic financial solutions for the development 
of agriculture sector in Malaysia. Established in 1969 under the 
name Bank Pertanian Malaysia (BPM), the bank has undergone 
profound changes since then, in tandem with the rapid 
development of Malaysia to become a high income country and 
a global halal hub especially in the food industry. In 2008, the 
Bank was corporatized and rebranded from Bank Pertanian 
Malaysia to its present name, Bank Pertanian Malaysia Berhad, 
or commercially known as Agrobank. This was a major milestone 
for the Bank as it allowed the Bank to position itself to play a 
more effective role in the development of the agricultural 
sector. It also provided the Bank with a stronger footing to meet 
the need of the entire value chain of agricultural activities that 
include financing for upstream activities such as the supply of 
agricultural production inputs to downstream activities such a 
processing and selling of agricultural products to consumers. 

Islamic banking is not new to Agrobank as the Bank had started 
introducing Islamic financial products back in 1997. The bank’s 
transition into a full-fledged Islamic bank in July 2015 signifies 
its progressive development in providing diverse and innovative 
Islamic product structures that cater the specific needs of all 
market and industry segments in agriculture sector. And this 
is in line with the Government’s initiative to establish Malaysia 
as a conducive, strong and dynamic Islamic financial hub. Since 
agriculture and agro-based industry is synonym with food 
processing activities, this transition enabled Agrobank to 
provide Islamic banking products and funding to cater for the 
halal food industry. It also adds confidence on the part of the 
investors with respect to the halal status of a product as it is 
backed up by Shari’a-compliant business transactions.

The global movement of Islamic economics, 
banking and finance has benefitted from 
leadership roles of many Malaysians. Who 

amongst the Malaysians has impressed you in the 
field of IBF and why?

Dato’ Wan Mohd Fadzmi Wan Othman: For anyone who 
is interested, involved or an active player in Islamic banking 
and finance in Malaysia, it is absolutely impossible to remain 
unimpressed by what Tan Sri Dato’ Sri Dr. Zeti Akhtar Aziz, 
former Governor of Bank Negara Malaysia, has done for the 
industry in Malaysia as well as at the international arena. 
She is a remarkable leader and I have been thoroughly 
impressed by her demeanor, professionalism, advocacy for 
Islamic banking and takaful, promotion of human resource 
development, and numerous other initiatives. I believe Islamic 
banking and finance in Malaysia stands on strong and solid 

foundations because of her farsighted vision and profound 
outlook towards the future.  

Another person who has impressed me most is Datuk Dr. 
Mohd Daud Bakar who has been a Malaysian spokesman 
for Islamic banking and finance worldwide. He is not only a 
renowned Shari’a scholar but also a successful entrepreneur 
in his own right. This makes him a Shari’apreneur, and perhaps 
the only one in the entire world.

 

How is Agrobank different from other 
Islamic financial institutions in Malaysia? 
How can Agrobank become an agent of 

change in the regional Islamic financial services 
industry?

Dato’ Wan Mohd Fadzmi Wan Othman: Agrobank has a 
clear and focused mandate, which is to develop and grow 
the agriculture industry in the country.  This is not the only 
distinctive factor that differentiates Agrobank from other 
Islamic financial institutions in Malaysia; it also provides the 
Bank with a competitive advantage. As I mentioned earlier, 
food is synonymous with agriculture sector and halal factor is 
essential to the Muslim community. Operating as a full fledged 
Islamic bank, Agrobank has the unique value proposition to 
provide Islamic banking products and funding to cater for 
the halal food industry and complete the cycle of halal food 
production. 

At the regional front, Agrobank sees huge potential for the halal 
market, which is estimated to be worth around US$632 billion 
or 16% of total global food industry. Undoubtedly, Malaysia 
is a well-known brand for halal products. With the ASEAN 
Economic Community in place, there are many opportunities for 
the halal sector to flourish. For example, the ASEAN region is 
home to around 600 million people while its main food markets, 
East Asia and South Asia, have populations of 1.6 billion people 
and around 1 billion people, respectively. A large chunk of 
these populations form part of the growing middle class with 
increased buying capacity and changing preference from food 
staples to high-value food whether organic or processed. The 
region’s proximity to world powers like China and Japan puts it 
in a very good position for supplying food and other perishable 
goods. As the region itself continues to rise together with Asia’s 
economic growth, intra-market trade of goods is also expected 

to rise.

Agrobank has a clear and focused 
mandate, which is to develop and 
grow the agriculture industry in the 
country.
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Financial inclusion is big on the economic 
agenda of almost all the governments in the 
world. Many are of the view that financial 

inclusion should be the focus for future growth 
in IBF. Is IBF ready to play a role in this respect? 
What is the role of Agrobank as an agent of 
change in this space?

Dato’ Wan Mohd Fadzmi Wan Othman: In support of the 
Government’s initiatives towards achieving full financial 
inclusion and improving the lives of the underserved 
communities,  Agrobank has consciously broadened its rural 
presence throughout the country to increase rural banking 
penetration with full access to its products and services. 
There are more than 71% of Agrobank branches located 
throughout the country and in certain cases, Agrobank is 
the only bank servicing these areas. As part of its financial 
inclusion initiatives, the Bank has also expanded utilisation of 
its electronic banking platform as well as the provision of a 
full range of services such as affordable credit, savings and 
remittance services. 

In 2014, Agrobank launched a new banking platform called 
‘Agro Agent’ to provide basic banking facilities especially to the 
underserved and unserved segments of the population. As at 
August 2016, Agrobank has appointed more than 264 banking 
agents to provide basic banking services, particularly in rural 
areas. Although this concept is not new in Malaysia, Agrobank’s 
approach is different in that the Bank focuses only on entities 
under relevant agricultural bodies such as agricultural 
cooperatives. As an agent of change in financial inclusion, 
Agrobank takes a broader approach to financial inclusion, which 
includes the underserved segment of the community such a 
people with disabilities. We have a special financing programme 
for them, called Agro Bakti. I am proud to say that this is the first 
financing programme in the country dedicated for this target 
segment. The aim here is to assist them with working capital 
for their agriculture and agro-based businesses and ultimately 
improve their economic security.

The world is fast becoming orientated 
towards the use of social media. What role 
can social media play in creating awareness 

around Islamic banking and finance?

Dato’ Wan Mohd Fadzmi Wan Othman: Social media has 
grown massively – reaching out to people of all levels, beyond 
country borders, races etc.  The reach is far and wide and some 
claimed that the influence of social media has significantly 
changed political scenarios or even government, flow and 
influence of mainstream media and more. Like it or not, social 
media has become mainstream communication tools for 
businesses. Regardless if you are a startup or Fortune 500 
company, you need to be on social media and start engaging 
with your consumers positively.

The likes of Facebook, Twitter, LinkedIn and most importantly 
WhatsApp group chats have helped Islamic banking and 
finance immensely. This is in line with what is happening in 
the conventional domain – perhaps more so in case of Islamic 
banking. I am personally an ardent user of social media, especially 
Facebook. All the social media are now interconnected. So if 
one is using Facebook, one has access to posts shared though 
other social media like LinkedIn and Twitter. With that view, any 
organisation cannot afford the risk of not using these platforms 
to engage stakeholders. Islamic finance organisations and 
leaders must learn to use these platforms effectively to promote 
their thought leadership and to push for Islamic banking as a 
more sustainable alternative to conventional banking practices. 
Having said that, although Islamic financial institutions have 
their own social media campaigns, the awareness about Islamic 
banking and finance remains very much a market-driven 

phenomenon. 

Dato’ Wan Mohd Fadzmi with Agrobank’s runner for Bursa Bull Charge 2016. 
The run was organised by KL Stock Exchange to support community and 
promote healthy living.
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Does the current trend of innovation 
brings more complexity and risks than 
benefits? How has Agrobank embraced 

technological innovation into its operation?

Dato’ Wan Mohd Fadzmi Wan Othman: Innovation to 
Agrobank is about creating the right technological platform 
that best suites three things. First, achieve greater operational 
efficiency. Second, enhance our customers’ banking experience 
for speedier delivery of banking services. And third, increase 
penetration in the under-served and unserved segments of the 
population in Malaysia.

Would you disagree to the view held 
by many Muslims that IBF has failed 
to achieve its objectives in terms 

of poverty alleviation and contribution to 
economic development? What can be done to 
make IBF more sensitive to the needs of Muslim 
communities around the world, and especially in 
Asia?

Dato’ Wan Mohd Fadzmi Wan Othman: Without a doubt, 
Islamic finance can significantly contribute to economic 
development, given its direct link to physical assets and the 
real economy. The use of profit and loss sharing arrangements 
encourage the provision of financial support to productive 
enterprises that can increase output and generate jobs. 
The emphasis on tangible assets ensures that the industry 
supports only transactions that serve a real purpose, thus 
discouraging financial speculation.

In principle, Islamic finance promotes equality, fairness and 
transparency in both risk taking and returns to its subscribers. 
However, the effect on poverty alleviation is more structural 
in nature depending on its size within a country, and the 
effectiveness of the role played by various stakeholders including 
practitioners of Islamic finance. Financial inclusion is not just 
about having access to physical branches. Here at Agrobank we 
believe that financial access is best measured based on whether 
all segments of the population, regardless their size of income 
and household, have the right Islamic banking products that 
suit their profile and unique demand based on their economic 
circumstances.

Understanding the unique profile of lower income population 
is key to capitalising on the prospects of Islamic finance in 
alleviating poverty. By expanding the range and reach of 
financial products, Islamic finance could help improve financial 
access and foster the inclusion of those deprived of financial 
services. Islamic finance provides the right platform to facilitate 
these objectives. What is needed is for Islamic banks to build 
the right infrastructure and capacity towards supporting these 
objectives. With the right business and operating model that is 
distinctive from conventional lending set up, Islamic banks will 
be in a greater position to contribute significantly to economic 
development and poverty reduction.

What are your thoughts in the context 
of agriculture sector’ on the current 
developments in IBF, both in Malaysia 

and globally? What challenges IBF faces in 
Asia and what could be done to address these 
challenges?

Dato’ Wan Mohd Fadzmi Wan Othman: Malaysia continues 
to strengthen its reputation as an international Islamic finance 
marketplace. The total foreign currency assets of Islamic banks 
grew by 10.1% in 2015 to RM30.5 billion (2014: RM27.7 billion), 
reflecting increased cross-border transactions in Islamic 
finance. With the successful migration of customers’ deposits 
into Islamic deposits or investment accounts, it is expected 
that the role of Islamic finance in supporting entrepreneurship 
will be greatly enhanced. The operationalisation of investment 
accounts was further complemented by the launch of the 
Investment Account Platform in February 2016, which is 
expected to expand the pool of investors, ventures and banks 
participating in investment account offerings.

Malaysia’s position as an international Islamic finance 
marketplace and leading issuance destination has been further 
strengthened with several landmark issuances in the sukuk 
market. The issuance of the US$500 million sukuk by the 
Government marked the longest tenure sovereign sukuk to 
date and serves as a long-dated benchmark yield curve for other 
sovereigns. Following Agrobank’s successful transition into 
a full-fledged Islamic bank, the total number of Islamic banks 
operating in Malaysia stands at 27. 

Within the Asian context, growth in Islamic agriculture finance 
in the region is contingent on efforts made in supporting long 
term food sustainability and security. Uniting resources and 
consolidating agricultural development policies will help to 
bring greater coordination among Asian countries and this will 
facilitate creation of demand for Islamic banking and finance 
as Asia seeks to become the hub for halal food. But the limited 
Islamic banking counterparts in Asian countries remains the 
biggest challenge for the industry moving forward. I believe 
that increasing the presence of Islamic banks and takaful 
operators will not only deepen the industry within Asia, but 
more importantly facilitate greater cross-jurisdictional trades in 
a more organised and orderly fashion.

Islamic finance can significantly 
contribute to economic development, 
given its direct link to physical assets 
and the real economy. 
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Agrobank is now in second phase of its 
transformation journey. Can you share 
some of the milestones in the journey and 

what we can expect from Agrobank in the near 
future?

Dato’ Wan Mohd Fadzmi Wan Othman: Despite the 
challenging global economic conditions, Agrobank has fared 
very well. We have successfully achieved the objectives that 
we set out in our first phase of transformation. Agrobank 
today is the largest financier for primary agrofood segment 
with 23.8% market share. It has also achieved the highest 
growth rate of 13.3% in 5 years mandated financing 
continues to record strong growth, rising from 69% in 2012 
to 85% in 2015. At present, Agrobank’s agriculture-related 
financing consists of 92% primary agricultural and 8%  
agro-based. By 2020, the Bank aspires to achieve a ratio of 
82:12 in terms of composition of primary to agro-based. 

In the next 5 years, Agrobank is targeted to be the domestic 
champion in agriculture financing, measured from its market 
share in agrofood industries and increased presence throughout 
the agriculture value chain. As we are embark on our next 
phase of transformation this year, our six strategies are namely, 
effective stakeholder engagement, effective intermediary 
function, sound and sutainable operating model; high 
performing and sustainable organisation; sound and prudent 
financial management and capacity; and center of excellence in 
agriculture center. Meanwhile the business focus for 2016 to 
2020 is two-pronged, that is to provide comprehensive financial 
access to agriculture community in line with the aspiration to be 
the leading financial institution with a focus on agriculture and 
to pursue greater diversification by retaining the bank’s market 
share in the agrofood whilst expanding its presence in the agro-
based industries.

Malaysia is an ethnically diverse country, 
with multi-faith communities and yet it 
has emerged as a global leader in IBF. In 

your opinion what factors have contributed to 
the Malaysian success?

Dato’ Wan Mohd Fadzmi Wan Othman: Malaysia’s long track 
record of building a comprehensive Islamic financial ecosystem 
is attributable to the vision and effective central banking 
leadership to develop a progressive Islamic banking sector 
alongside the conventional banking set-up. I am proud to say 
that Malaysia continues to lead the Islamic banking and finance 
industry in many fronts, from sukuk development and issuance, 
to product innovation and human capital development. This is 
evident in the many accolades given to and acknowledgement 
received by Malaysia as a country as well as Malaysian-based 
Islamic financial institutions and other organisations involved in 
Islamic banking and finance. 

In my opinion, there are at least five important factors that have 
contributed to the Malaysian success. First, diverse and well 

Understanding the unique profile of 
lower income population is key to 
capitalise on the prospects of Islamic 
finance in alleviating poverty.

Dato’ Wan Mohd Fadzmi Wan Othman (far left) during the Agrobank Agropreneur Awards 2016 together with YB Dato’ Sri Ahmad Shabery Cheek, Minister of Agriculture 
and Agro-based Industry of Malaysia (5th from left), Tan Sri Mohamad Zabidi Zainal (5th from right), Chairman of Agrobank with winners of the inaugural awards. The 
awards which aim to recognise successful entrepreneurs in agri-business,  was introduced by Agrobank in conjunction with the Bank’s 47th anniversary in Sept 2016.
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capitalised Islamic financial institutions that provide equivalent 
if not better alternatives to conventional banking products 
and services. Second is the inclusive approach taken by the 
government and authorities, which has always been to expand 
opportunities for all. This include the provision of financial 
products and services. Third, as an ethnically diverse country, 
with multi-faith communities; all the stakeholders in Malaysia 
have promoted Islamic banking as as a universal service 
accessible to all regardless of ethnic groups and beliefs. Malaysia 
also has a mature and high level of financial literacy amongst 
working population. Hence, Islamic banking with its moral and 
ethical values in all dealings has wide universal appeal. Fourth, 
progressive capital market that provides added advantage to 
Shari’a-compliant instruments in terms of access to liquidity 
from global investors. Finally, potential to help address the 
challenges of ending extreme poverty and boosting shared 
prosperity. This is where Agrobank’s role in Islamic banking and 
finance becomes relevant. To my knowledge, we are the only 
full-fledged Islamic bank in the world, with an exclusive mandate 

to develop agriculture sector. The role of the banking regulator is very 
important in the development and 
promotion of Islamic banking. In your 

experience and observation, how has Bank 
Negara Malaysia helped in providing a level-
playing field to Islamic banking in the country?

Dato’ Wan Mohd Fadzmi Wan Othman: I think I have already 
answered this question in bits. My reference to Dr. Zeti Akhtar 
Aziz is not just personal. Whatever she did as Governor of Bank 
Negara Malaysai should in fact be attributed to Bank Negara 
Malaysia as the financial regulator. Progressive approach 
undertaken by the central bank towards development of 
Islamic banking is an example worth emulating elsewhere in 
the world. We are fortunate to have a banking regulator who 
is open to discussions and exchange of ideas with market 
players, particularly on new developmental areas. 

Unlike many banking regulators around the world, Bank Negara 
Malaysia has strongly supported the development of new and 
innovative Islamic banking products. Most importantly, it has 
developed adequate infrastructure to establish the world’s 
most comprehensive ecosystem for the development of Islamic 
finance in terms of research, access to reputable Shari’a scholars, 
capacity building for Islamic experts, and liquidity management 
platform, etc.

What would be your message to the 
global Islamic financial services 
community and particularly the youth?

Dato’ Wan Mohd Fadzmi Wan Othman: As a proud father, I 
have always emphasised on being progressive. My message 
to the new entrants into Islamic banking and finance, and the 
incumbent young professionals is - think ahead; be progressive 
in your thoughts and actions, as today’s actions will influence 
the future. Only then can you bring greater impact to the 
industry and ultimately make Islamic finance a norm rather 
than just an alternative.

Malaysia’s position as an 
international Islamic finance 
marketplace and leading issuance 
destination has been further 
strengthened with several landmark 
issuances in the sukuk market. 

Dato’ Wan Mohd Fadzmi Wan Othman was honoured as Chartered Banker 
during the Chartered Banker Joint Conferment Ceremony award, which was 
held on 6 November 2015.



SOCIALLY RESPONSIBLE 
INVESTMENT AND 
ISLAMIC FINANCE

At the heart of Islamic law (Shari’a law) lies the spirit of the pursuit of excellence, known as ‘tahsinyat’. Islamic finance is ethical finance 
that is governed by Islamic law. From a financing perspective, excellence is in the social benefit of the investment project. The values of 
Islamic finance are deeply rooted in ethical, environmental and social excellence. 

The central economic tenant of Islam is to develop a prosperous, just and egalitarian economic and social structure in which all members 
of society irrespective of their beliefs and religious affiliations could maximise their intellectual capacity, preserve and promote their 
wealth, and actively contribute to the economic and social development of society. Economic development and growth, along with 
social justice, are the foundational elements of an Islamic economic system. With these principles at its core, it is surprising that socially 
responsible investment is a relatively new development in Islamic finance.

Ifzal Akhtar, Solicitor at QualitySolicitors Parkinson Wright
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ETHICS AND SOCIAL RETURNS
Islamic finance and socially responsible investment (SRI) have been two of the most 
rapidly growing areas of finance over the last two decades. During this period, they have 
each grown at rates that far exceed that of the financial markets as a whole. A recent 
report by the World Bank believes that a SRI Shari’a-compliant product can bridge 
the gap between conventional and Islamic finance. The World Bank report cites that 
some have estimated that the total volume of assets held by explicitly SRI investors now 
exceeds US$3 trillion, having increased by more than 30% since 2005. SRI has grown at 
a comparable rate in Europe, with estimates that Euros 5 trillion of assets in Europe are 
subject to some kind of socially responsible mandate.

The common ground for both Islamic finance and SRI investments is that Islamic and 
SRI investors have compatible ethics and a desire for the promotion of social-welfare 
activities. Although both types of investors seek to achieve a strong return on their 
investments, they take into account not only the pure economic return, but also the 
social returns the society receives from their money being used in compliance with their 
beliefs.

According to the World Bank, Islamic finance and SRI share another similarity as well. To 
date, they both have been focused, within the capital markets sphere, more on equity 
than on fixed income investments. The fundamental principles behind Islamic finance, 
such as an emphasis on equitable sharing of risks and the prohibition of interest based 
financing, are most easily compatible with investing in equities. Likewise, SRI traditionally 
has been a strategy applied mainly to equity investing through the application of various 
types of portfolio screening techniques. As a result, financial intermediaries have found 
it easier and more straight forward to create Shari’a-compliant and SRI equity products 
than fixed income ones.

With equity products having been well-established, practitioners of both Islamic 
finance and SRI are increasingly turning their attention to developing the fixed income 
side of the capital markets. This convergence of interest in fixed income creates a 
clear opportunity. Given their similar histories and similar focus on ethics, it should be 
possible to create fixed income products that meet the needs and demands of both 
types of investors. Such products could then become a useful bridge to connect the 
conventional and Islamic markets.

SRI SUKUK
The Securities Commission Malaysia recently took the initiative to incorporate SRI into 
its regulatory framework. This is as a result of successful green bonds that have been 
issued by the likes of the World Bank and the discussion about issuance of green Islamic 
bonds, known as sukuk. This is in recognition that the industry is beginning to recognise 
the importance of SRI investment and the future development of Islamic finance. 

So what are the requirements of a SRI sukuk? A sukuk issuer must ensure that proceeds 
raised from the issuance of the SRI sukuk are utilised for the purpose of funding 
permitted SRI projects. The Securities Commission Malaysia has identified eligible SRI 
projects as follows:

Shari’a-compliant 
investors can be viewed 
as a unique sub-set of 
the SRI community
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• Natural resources projects which relate to:

i. Sustainable land use;

ii. Sustainable forestry and agriculture;

iii. Biodiversity conservation;

iv. Remediation and redevelopment of polluted or   
 contaminated sites;

v. Water infrastructure, treatment and recycling; or

vi. Sustainable waste management projects,

• Renewable energy and energy efficiency – projects 
relating to-

i. New or existing renewable energy (solar, wind, hydro,  
 biomass, geothermal and tidal);

ii. Efficient power generation and transmission systems;  
 or

iii. Energy efficiency which results in the reduction of  
 greenhouse gas emissions or energy consumption per  
 unit output,

• Community and economic development – projects 
relating to:

i. Public hospital/medical services;

ii. Public educational services;

iii. Community services;

iv. Urban revitalisation;

v. Sustainable building projects; or

vi. Affordable housing; or

• Waqf (benevolent fund) properties/assets – any projects 
that undertake the development of such properties/
assets.

From the above list it is clear that the scope for SRI sukuk is 
huge and can range from local authority infrastructure projects, 
green energy projects to large scale immunisation programmes. 
The sukuk would normally be structured so that it is asset-
backed. 

TRAIL BLAZER IN SRI
Last year, the Malaysian sovereign wealth fund, Khazanah 
Nasional, launched the first ringgit-denominated sustainable 
and responsible investment sukuk to raise funds for its Trust 
Schools Programme. The proceeds of the issuance will be 
channelled to Yayasan AMIR, a non-profit organisation initiated 
by Khazanah in 2010, to manage its cash flow for the deployment 
of the Trust Schools Programme for schools identified in 2015. 
The first issuance will be used to roll out 20 schools under the 

programme in three different states. The sovereign wealth fund 
raised RM100 million (US$27 million) from a seven year sukuk.

Investors buying into this bond will need to be committed to the 
school project as the sukuk uses a “pay for success structure” 
that will reduce returns if certain key performance indicators 
(KPIs) are met. The sukuk’s prospectus states that the social 
impact of this “Pay for Success” structure is measured using 
a set of pre-determined KPIs, which will be measured over a 
5-year observation timeframe.

If at maturity, the KPIs are met, the sukuk holders will forego a 
pre-agreed percentage of the nominal amount due under the SRI 
sukuk as part of their social obligation in recognising the positive 
social impact generated by the Trust Schools Programme. On 
the other hand, if the KPIs are not met, the sukuk holders will 
be entitled to the nominal amount due under the SRI Sukuk in 
full. This is an example of an innovative use of Islamic finance to 
attract private investment for a socially responsible investment 
project. 

OVERCOMING CHALLENGES
The challenge for the SRI sukuk sector is to bridge the gap 
between the conventional market and the Islamic one. The 
feature of prohibition of interest can itself attract non-Muslim 
investors who are opposed to excessive use of debt and 
leverage. Shari’a-compliant investors can be viewed as a unique 
sub-set of the SRI community. According to the World Bank, 
what is required is for Shari’a-compliant investors to make the 
same transition as conventional SRI investors and begin to 
demand products that allow them to affirmatively express their 
beliefs. In other words, what is needed is for Islamic investors 
to become proactive “impact investors.” This means rather than 
screen products for Shari’a compliance, they need to demand 
products that go beyond mimicking conventional products that 
meet basic religious scripture requirements.

Another challenge is for Islamic finance to attract the non-
Muslim investor. I am of the opinion that the heavy Arabic 
terminology is an obstacle. The replacement of the Arabic and 
religious labels with universal ethical financing vocabulary 
will make Islamic finance appeal to a wider audience.  Once 
conventional SRI investors understand sukuk and realise the 
potential of socially responsible sukuk as a new fixed income 
alternative for their portfolios, the number of issues of this 
type should increase dramatically, thus enabling the bridging 
between SRI and Islamic finance.

In the light of the above, Shari’a financing of infrastructure 
projects can make a valuable contribution to development. The 
funding of the health sector, schools, and affordable housing 
projects all are examples of socially responsible investment 
projects that can be structured in a Shari’a-compliant way in 
order to attract much needed investment into these important 
public sectors. Such an innovative approach would make the 
SRI sukuk to be one of the first to be issued in the world. Thus 
making those involved in the sukuk’s issuance pioneers in the 
field of socially responsible investments.



ISLAMIC FINANCE REVIEW  |  WWW.ISFIRE.NET
CURRENT 
ARTICLE

17

to all winners of the 

GLOBAL ISLAMIC FINANCE AWARDS 
2016



TALKING
POINTS

18



SHARI’A GUIDELINES TO 
INNOVATION IN

SUKUK STRUCTURE
Dr. Muhammad Iman Sastra Mihajat,

Head of Sharia Audit and Sharia Compliance, Al Yusr-Oman Arab Bank

Sukuk is one of the fastest growing sectors in Islamic finance and is considered 
by many as the most innovative product of Islamic finance. The impressive 

development of the sukuk market has led to innovative combination of contracts 
and product structures to meet the current needs of business and trade 

especially in the age of electronic transactions. In practice, sukuk instrument 
brings about the inevitable combinations of contracts in one single transaction to 

serve variety needs of investors. This also implies that contracts used in sukuk 
instruments are likely to be more complicated. 

On the back of this, there is an increasing need for a universally acceptable 
Shari’a guidelines and parameters for combination of contracts or hybrid 
contracts in sukuk structure, which is instrumental to ensure clarity and 

consistency in market practices. In Shari’a viewpoint, hybrid contracts are 
lawful provided that the combination follows Shari’a guidelines and parameters. 

Increased standardisation has the potential impact of stabilising the global 
Islamic debt capital market and safeguarding investors’ confidence. 
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HYBRID CONTRACTS
Most modern contracts are hybrid contracts in which more 
than one product and/or their basic terms and conditions, are 
incorporated. As standalone contracts, each component may 
be permissible. However, its combination in its entirety may 
have the end result similar to a prohibited contract.1 In principle, 
Shari’a law does not object to combination of contracts. However, 
with hybrid contracts, all rights and obligations created when 
these contracts are combined must be viewed as inseparable 
obligations and one must apply Shari’a rule to the overall deal 
emerging from the combination of the contracts. Hence, what 
is disputed is not the validity of the combined contracts but the 
nature and form of the outcome of such combination. 

There are a number of hybrid contracts that are prohibited in 
Islamic commercial law such as bay wa salaf (combination of sale 
and loan) and qard jarra manfa`ah (a loan with added benefit to 
the lender). The invalidity of bay wa salaf is based on the explicit 
hadith: “it is impermissible to combine a sale contract with a 
lending contract” as narrated by al-Tarmizi. The hadith explains 
clearly that it is illicit to combine a loan contract and sale contract 
in a single transaction. This is generally understood to mean that 
it is illegal to stipulate a sale contract in a qard contract. Imam 
Ibn Taymiyyah prohibits the combination between sale and loan 
in one transaction due to the contracting parties will benefit 
from sale instead from loan, unless there is return the loan at the 
same amount or return the goods at the same specification.2 An 
example of a combination of sale and loan occurs when a buyer, 
willing to purchase US$5,000 worth of wheat may require 
a seller to lend him US$3,000 in cash, for the transaction to 
conclude. 

PERMISSIBILITY OF HYBRID CONTRACTS
The majority of Muslim scholars allow for hybrid contract as 
long as there is no evidence that expressly prohibits it in the 
Quran and by the Sunnah. However, a number of restrictions, 
parameters and criteria must be followed such as each contract 

is done separately (uqud mustaqillah) and not binding. Clear 
guidelines over the combination of contracts, which is expressly 
prohibited in the hadith is the combination between sale and 
loan contract in a single transaction. 

In general, the Shari’a principle in respect to structure of 
contracts is that any form of contract structured for sukuk 
instrument is valid and acceptable in Islamic law unless explicitly 
prohibited and proclaimed as forbidden.3 The combination 
of contracts will be permissible if the subject matter, the 
price, and the time of transaction are known and clear to the 
contracting parties. If one of these elements are not clear, the 
contract becomes unlawful. However, there are certain types of 
contracts that cannot be combined. In such cases, any structure 
that involves such a combination becomes unacceptable. 

THE COMBINATION MUST NOT CONTRADICT AN 
EXPLICIT TEXT
Ibn Qayyim argued that the Prophet (pbuh) forbids combination 
of contracts between contract of sale and loan (qard), even 
though each contract exists independently from one another. 
The prohibition of combining the contract of salaf (loan contract) 
and sale in the contract is to avoid the forbidden riba. This 
argument is strengthened by Hammad,4 who argued that any 
product in Islamic banking and finance structured on the basis 
of hybrid contract is unacceptable in Islamic law if it contradicts 
with an explicit source. 

For example, it is unlawful in Shari’a to disburse loan to an 
investor and at the same time sells a particular asset to the 
investor. This transaction falls under the category of combining 
loan contract with sale in order to accrue benefit.5  Therefore, it 
can be concluded that all combined contracts that contain any 
sales element is prohibited to be combined with qard contract 
in a single transaction. These include ijara contract with qard 
contract and salam contract with qard contract.

1. Iqbal, Munawar. 2013. Islamic finance: An attractive new way of financial intermediation, International Journal of Banking and Finance, Vol.10, Issue 2, pg.1-24.  
2. Al-Baki, Al-Shaikh Zuhair. 1995. Fiqh al-Mu’amalat li al-Imam Shaikh al-Islam Ahmad Ibn Taymiyyah. Beirut: Dar al-Fikr al-‘Arabi.
3. Ibn al-Qayyim al-Jawziyyah, Muhammad ibn Abi Bakr. 1999. I’lam al-Muwaqi’in‘an Rab al-‘Alamin, Vol. 3. Cairo: Maktabah Ibn Taimiyyah. 
4. Hammad, Nazih. 2005. Al-Uqud al-Murakkabah fi al-Fiqh al-Islami, 1st Edition. Damaskus: Dar al Qalam. 
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THE COMBINATION MUST NOT ATTEMPT TO 
CIRCUMVENT A PROHIBITION
Majority of Muslim scholars agreed that any product that is 
structured on the basis of a combination of contracts, which is 
intended to circumvent the unlawful transaction such as riba, 
gharar, and maysir is unacceptable. Such transactions are called 
hilah or manipulation to legalise riba, where in fact there is no 
real transaction done in the contract. In the case of bai’ ‘ina, for 
example, there is a combination of contract between deferred 
payments with cash payment, which leads to riba. Normally, 
this involves someone selling something with credit, with the 
condition that the buyer shall sell it back in cash at a lower price. 

AAOIFI (No. 25/2008) laid down four Shari’a restrictions in 
combining contracts. The first is to combine sales with lending, or 
combining two sales in one deal, or combining two transactions 
in one transaction. Second, it is the prohibited to combine 
contract as a trick for practicing riba based on the directive of 
the Prophet (pbuh), which indicates the prohibition of bai’ ‘ina 
and riba fadhl. The Prophet disapproved of any transaction that 
is conditional upon another transaction. Contracts must exist 
independently from one another and cannot conceal a “hidden 
purpose” behind the contract.

Thirdly, it is prohibited to use the combination of contracts as 
an excuse for dealing in riba, based on the hadith of the Prophet 
which forbids combining lending with selling. The fourth 
restriction states that the combination of contracts should not 
contradict each other in terms of purpose or Shari’a rulings. 
Hence, contracts that are mutually contradicting cannot be 
combined.

COMBINATION OF CONTRACTS AS HILAH 
RIBAWI 
Generally, the contemporary hybrid contracts that is commonly 
used by Islamic financial institutions as hilah ribawi occurs 

through the contracts of bai’ ‘ina and organised tawarruq when 
used as a backdoor to legalise riba. The below points highlight 
the combination of contracts that is commonly used for such 
instances. 

Bai’ ‘ina

The contract of bai’ ‘ina is seen as something similar to  riba-based 
financing by the majority of Islamic jurists. According to Imam 
Shafi’i, bai’ ‘ina is “a credit purchase of an asset which is later sold 
to the original owner or third party, either on cash or deferred, 
higher or lower than the original contract, or for an exchange 
of goods.” The contract involves loans and the difference 
between the two prices is considered as interest. Such contract 
is forbidden because a loan for interest is equivalent to usury or 
riba. Drawing upon the views of Imam Shafi’i, Maliki and Hanbali, 
bai’ ‘ina is said to be an illegal device to overcome the prohibition 
of riba and is not deemed to be an act of sale, as there is clear 
evidence that such act amounts, in effect, to a contract of loan.6 

Practices of bai’ ‘ina in sukuk structure is normally to finance 
obligor who needs cash to finance their overhead expenses 
or to pay debt. In the ‘ina sukuk structure, the obligor will use 
a particular asset as the underlying sukuk asset. The obligor 
promises to purchase the sukuk asset more than the original 

A credit purchase of an asset which 
is later sold to the original owner or 
third party, either on cash or deferred, 
higher or lower than the original 
contract, or for an exchange of goods

5. Arbouna, Mohammed Burhan. 2007. The Combination of Contracts in Shariah: A Possible Mechanism for Product Development in Islamic Banking and Finance. 
Thunderbird International Business Review. (Vol. 49, No. 3, pp. 341-369). USA: Wiley. 
6.  Rosli Saiful Azhar and Mahmood M. Sanusi. 1999. The Application of Bay’ al-`Inah and Bay’ alDayn in Malaysian Islamic Bond: An Islamic Analysis. International Journal 
of Islamic Financial Services, Vol.No.2. 
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price. The ownership of the underlying asset is not actually 
transferred to the investors, which means that investors do not 
own the sukuk asset. Similarly, reverse ‘ina is also forbidden as 
it tantamount to hilah (trick) to practice riba. Here, the buyer 
undertakes to buy a commodity at a spot price and then resell 
it to the former owner (from whom he has just bought the 
commodity) for a higher price on a deferred payment basis. 

Organised Tawarruq 

The term tawarruq refers to the purchase of an asset on deferred 
payment to a third party (other than the original seller) in cash; 
whereby the deferred price would be higher than the cash 
price. AAOIFI (No. 30/2008) defines tawarruq as “The process 
of purchasing a commodity for a deferred price determined 
through muswamah (bargaining) or murabaha (mark-up sale), 
and selling it to a third party for a spot price so as to obtain cash.” 
Majority of jurists forbid bai’ ‘ina and allow tawarruq except for 
Ibn Taymiyyah and Ibn al-Qayyim.7  

The OIC Islamic Fiqh Academy in its 15th session in September 
1998 (Rajab 1419H) permitted tawarruq subject to the 
condition that the customer does not sell the commodity to 
its original seller so as to avoid bai’ ‘ina. However, in December 
2003 during the 17th session, the Academy distinguishes 
and classifies between permissible (tawarruq hakiki or real 
tawarruq) and the forbidden tawarruq (tawarruq munazzam 
or organised tawarruq). The latter, which is widely practiced 
by Islamic banks, is deemed to be synthetic and fictitious as it 
resembles bai’ ‘ina and hence frowned upon as a form of hilah. 
In April 2009, at its 19th session the Academy prohibited the 
application of organised tawarruq transaction between sukuk 
issuer and investor as it is considered as a deception and 
resembles bai’ ‘ina. 

Similarly, AAOIFI’s standard on tawarruq does not approve 
the fictitious trade transactions with cosmetic involvement of 
any third party. Nonetheless, AAOIFI’s Standard No. 30/2008 
allows tawarruq transaction on certain parameters as follows: 

1. The requirements of the contract for purchasing the 
commodity on deferred payment should be fulfilled where 
the commodity is real.

2. The commodity should be well identified to distinct it from 
other assets.

3. If the commodity is not available at the time of contract, 
the customer should be given a full description over the 
commodity such as the quantity and the place.

4. The commodity should actually be received by the 
customer.

5. The commodity must be sold to a party other than the 
original seller to avoid bai’ ‘ina. 

6. The contract for purchasing the commodity on deferred 
payment and the contract for selling it for a spot price 
should not be linked together in such a way that the client 
losses his right to receive the commodity.

7. The customer should not delegate the Islamic bank or its 
agent to sell the commodity on his behalf after he actually 
receives the commodity.

8. The Islamic bank should not arrange proxy to a third party 
to sell on behalf of the customer.

9. The customer should sell the commodity by himself.

10. The Islamic bank should provide the information to the 
customer where to sell the commodity.

SHARI’A PARAMETERS FOR COMBINATION OF 
CONTRACTS IN SUKUK STRUCTURE 
In general, the amalgamation of several contracts in one 
transaction is a permissible structure. This legality however, is 
circumscribed with certain parameters, criteria and conditions 
that need to be followed. The discussion on parameters, criteria, 
restrictions and conditions of combination of contracts in Shari’a 
for sukuk structure are highlighted in the following discussion.

The validity of combination of contracts for the purpose of the 
development of sukuk instruments is required to structure 
sukuk in a way that does not conflict with an explicit source.8  
Shari’a parameters or restrictions on the use of hybrid contracts 
have been applied by international Shari’a standard setting 
bodies such as AAOIFI.  

AAOIFI in 2007 and 2008 provided resolution No. 25 that 
says that the entire hybrid contract agreement is permissible 
provided that the contract should be separated from one 
another and each contract is permissible on its own, with the 
exception of the combination of sale and loan contract. AAOIFI 
then laid down the regulations and Shari’a parameters governing 
hybrid contracts as follows: 

1. The combination of contract agreements may not 
incorporate with the contract that has been clearly 
prohibited in Shari’a such as combination between of sale 
and loan in one transaction.

2. The combination of contract agreement may not be used as 
a trick or hilah to justify riba such as those in sale contracts 
and buy back agreement between two parties (bai’ ‘ina) or 
riba fadl.  

3. The combination of contract agreement may not be used 
as a tool for riba such as creditor lends money in order to 
obtain a gift from a debtor or provides other benefits such 
as providing a ride or offering accommodation in his house.

7. Al-Zuhayli, Wahbah. 2009. “Tawarruq, Its Essence And Its Types: Mainstream Tawarruq And Organized Tawarruq”. Paper Presented at Organization Of The Islamic 
Conference The International Islamic Fiqh Academy In The 19th Session In April 2009 In, Sharjah Emirate, United Arab Emirates.  
8. Za’tary, Ala’ al-Din. 2008/1427H. Fiqh al-Mu’amalat al-Maliyah al-Muqaran, Shiyaghatun Jadidah wa Amtsilatun Mu’asarah, 6th Edition. Syria Damascus: Dar al-‘Asama’.



4. The combination of contract agreement must not 
contradict the essence of the contract. For example, in 
mudaraba contract, there should be no profit guarantee 
using hibah agreement in the first place or a combination 
between currency exchange with ju’alah contract, or bay 
al-salam with ju’alah for the same contract value or leasing 
with selling. 

The Shariah Advisory Council Kuwait Finance House during 
their meeting No. 23/2006 on September 19, 2006 in Kuwait, 
when evaluating Ijara Rental Swap based on unilateral binding 
promise contract in the musawamah transaction and tawarruq, 
laid down four main conditions needed for the product to 
comply with Shari’a.9  The conditions are:

1. Contract agreements in the transaction must be real, and 
not a fictitious contract. 

2. Any contract that is being transacted has its own 
contractual effects. For example, once a sale contract has 
been transacted it has to transfer ownership of the asset 
from the seller to the buyer. 

3. Contract agreements are separated.

4. Contract agreements are not conditional upon one 
another. 

Pertaining to the Shari’a parameters, Mihajat (2012) augments 
several parameters for the transaction to comply with Shari’a 
rules and principles. These are:10

1. The subject matter that is going to be transacted has to be 
real, not a fictitious asset, which will lead to dispute in the 
future.

2. The subject matter that is being transacted can be 
delivered to the buyer if the buyer wishes. This condition 
is to ensure the availability of the transacted subject 
matter.

3. The price of the subject matter has to be based on 
the market price, with no manipulation in 
terms of the price.

4. The place of the subject matter should be 
known among the parties.

5. The subject matter that is being transacted is halal 
according to Shari’a as stated in fatwa DSN-MUI No. 82 
2011 concerning in endorsing the product of Commodity 
Syariah for the Islamic Money Market. 

6. The objective of the transaction is for real sale and not for 
short-selling purposes.

7. The subject matter must be ready for use. 

CONCLUSION
As the sukuk market matures and becomes increasingly relevant 
to global investors, we have witnessed innovation in terms of 
sukuk structures with more and more innovative structures in 
the form of hybrid contracts. Hence, making it imperative to 
have globally recognized Shari’a parameters on hybrid contracts 
so as to ensure further development of the sukuk market. Here, 
the understanding of fiqh in commercial transaction to meet 
the challenges of growth that may further strengthen Islamic 
finance industry is a must toward exploring various effective 
sukuk issuance. 

9. Dusuki, A. W. 2009a. Shariah Parameters on Islamic Foreign Exchange Swap 
as Hedging Mechanism in Islamic Finance, paper presented in International 
Conference on Islamic Perspectives on Management and Finance 1 University 
of Leicester; 2nd – 3rd July 2009. 
10. Mihajat, 2012. Shariah Parameters Dalam Penerapan Konsep Commodity 
Murabahah dan Tawarruq di Pasar Uang Syariah di Indonesia.

ISLAMIC FINANCE REVIEW  |  WWW.ISFIRE.NET
TALKING
POINTS

23



BRIEF NOTE

24



The spirit of entrepreneurship has always been a part of Islam. Nine out of ten companions 
of Prophet Muhammad (pbuh) who were guaranteed heaven were businessmen. Today, 
entrepreneurs continue to be a driving force of the economy. The lack of financial 
support for small and medium enterprises (SMEs), however, threatens the growth of 
entrepreneurial spirit. However, Islamic crowdfunding offers a unique solution to this 
problem. Its ability to reach the wider community, regardless of geography, is a key enabler 
to rally support and mobilise wealth that could fuel social and economic development. 
In essence, Islamic crowdfunding realises divine principles, which are supportive of 
community participation in developing businesses. 

Despite their importance and impact to the economy, support to SMEs have been lacking, 
especially on the financing side. In Southeast Asia for instance, SMEs, on average, account 
for about 90% of total businesses and generate close to 70% of employment. Yet, less 
than 20% of SMEs in the region have access to bank loans as a means of financing. Strict 
banking regulations imposed after the global financial crisis in 2008 have made banks and 
most financial institutions increasingly risk-averse. Hence, there is a preference for banks 
to fund large corporates rather than SMEs. Additionally, minimal government schemes 
are in place to help the SME sector especially in emerging economies. This problem has 
resulted in large corporates growing bigger while SMEs face high failure rates. 

The current use of Islamic finance has mainly benefited large corporates, while Islamic-
based investments (outside of bank deposits) are mainly limited to high net worth 
individuals. Despite Shari’a focus on community support and involvement, the sector’s 
contribution to SMEs and social projects is at best minimal. Around 80% of Islamic 
financial assets comprise bank lending. Islamic banks also face the increasingly stricter 
regulations that their conventional peers face. The focus on reducing risks means that 
lending to SMEs, which do not have fixed collateral and long operating history, is not a 
priority.

ISLAMIC 
CROWDFUNDING 
AS A SOLUTION FOR SMEs
Erly Witoyo, Managing Partner at Kapital Boost

Sukuk is the 
second largest 
Islamic financial 
assets making up 
around 15% of total 
industry assets.
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Sukuk is the second largest Islamic financial assets making up 
around 15% of total industry assets. Similarly, it is the large 
corporates, which tend to benefit from issuances of these 
instruments. There is little, if any, trickle down impact to SMEs. 
Conversely, as the large corporates grow bigger they tend to 
crowd-out smaller businesses. 

Combining Islamic finance with crowdfunding has the potential 
to address financing issues faced by SMEs. Crowdfunding 
allows for a collective cooperation amongst individuals to pool 
resources for a cause, project or business they believe in. Its 
pro-community principle can be applied into supporting those in 
need of investments in real economic activities; in other words, 
the SMEs. Moreover, Islamic finance emphasises on equitable 
distribution of wealth. 

This is evident in the maqasid al shari’a (objectives of Islamic 
Law) wherein resources from the surplus sectors should be 
transferred to the deficit sectors for wealth to be smoothly 
circulated and human welfare realised. Crowdfunding similarly 
embodies this objective - unlocking investments from the 
community to the businesses needing financing the most. 
Integrating both concepts can support overall community 
growth through increased entrepreneurial activities, while 
reducing inequality. 

Islamic crowdfunding is an ethical form of financing and is not 
limited to Muslims only. It focuses on values and ethics – such 
as community development, honesty, and justice – which are 
universally accepted. As an example, an enterprise looking to 
fund activities that contribute to environmental pollution would 
not appeal to the public, more so to an Islamic crowdfunding 
platform. This resonates well with other investment screens 
such as Environmental, Sustainable and Governance (ESG) and 
socially responsible investing (SRI). The positive difference is 
that Islamic finance adds another filter based on Islamic Law, 
which Muslims believe is imposed to protect mankind. The 
filter prohibits the use of interest and excessive risk taking or 
uncertainty, among other things. 

Surely, there are challenges which could stifle the success of 
Islamic crowdfunding. First, the lack of knowledge on how 
Islamic finance and crowdfunding works. The use of Islamic 
finance structures are new to most people, especially as the 
use of conventional financing (interest-based) has become the 
norm in most communities. While Islamic finance structures 
such as murabaha (cost plus profit margin) and mudaraba (profit 
sharing) are relatively straightforward, but when it comes to 
finance and investment most people are apprehensive in trying 
something new. Furthermore, crowdfunding is a relatively new 
concept in developing markets, where SME financing is largely 
required. Thus, significant effort in educating the public about 
Islamic finance and crowdfunding is not only required but should 
be the order of the day.

The other big challenge is regulation. In the Islamic financing 
side, compliance is required to ensure that the financing meets 
all the requirements under the Islamic Law. Getting a third-party 
compliance is costly. However, this can be avoided by working 
closely with knowledgeable institutions such as universities or 
other Muslim scholar associations.

On the crowdfunding side, there remains a lack of regulation 
in Asia. While most governments provide some space for 
crowdfunding platforms to operate, as long as existing laws are 
not breached, the absent of regulatory clarity creates some 
uncertainty and concerns by the public on the legality of the 
investment platform. It also makes it harder for crowdfunding 
operators to openly market its services and educate the public. 

These challenges are temporary and will help to boost Islamic 
crowdfunding when overcome. The growth prospect for Islamic 
crowdfunding is huge considering the relatively small market 
and massive demand for SME financing. We estimate total 
Islamic crowdfunding of US$30 million in 2015 versus the total 
crowdfunding market of SG$34 billion. One factor which may 
also boost the growth of the sector is the increased introduction 
of Islamic finance structures to meet the specific needs of SMEs 
and to limit the risks to investors. Most crowdfunding platforms 
currently use murabaha (cost plus profit margin) and mudaraba 
(profit sharing) contracts. Other structures which may be 
considered includes salam (forward financing transaction), 
ijara (leasing), and diminishing musyaraka (diminishing equity 
partnership).

Kapital Boost as one of 
the pioneer in Islamic 
Crowdfunding and a key 
founding member of the 
Islamic Fintech Alliance 
(islamicfintechalliance.
com), is excited of the sector’s 
growth potential. However, 
what really drives us is the 
ability to bring together 
small businesses with 
small investors to support 
community growth and 
ethical investing. 
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We are starting a one-pager in ISFIRE to introduce 
standardisation of notation in Islamic economics, banking 
and finance (IEBF). In this Note 1, we introduce standardised 
notation on murabaha. We believe that standardisation of 
notation will help develop consistent pedagogical tools.

• (A.X.B; P
MUR

, ∏
MUR

, T) represents a classical murabaha 
arrangement between A (seller) and B (buyer) to buy/sell 
a commodity X for the murabaha price P

MUR
 and murabaha 

profit of ∏MUR for T as the date of payment of price. 
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, T) represents a commodity murabaha 
arrangement between A (financier) and B (financee) 
arranged by a single commodity broker X; whereby P

MUR
 

is the murabaha price, ∏
MUR

 is the murabaha profit, and T 
is the duration of the financing period (in years, months, or 
days, etc.).
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, T) represents a commodity murabaha 
with two commodity brokers, X and Y. 

• (A[X]B; P
MUR
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, T, D(.), R(.)) represents a commodity 
murabaha arrangement between A (financier) and B 
(financee) arranged by a single commodity broker X; 
whereby P

MUR
 is the murabaha price, ∏

MUR
 is the murabaha 

profit, and T is the duration of the financing period (in years, 
months, or days, etc.); D(.) and R(.) represent default and 
rebate clauses, respectively, such that:

    Default Penalty = a X [amount outstanding at the time  
 of default]; and

    Rebate amount = b X [amount outstanding at the time  
 of early settlement date]

    whereby 0 ≤ a ≤ 1 and 0 ≤ b ≤ 1.
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) represents a 
commodity murabaha based Islamic mezzanine financing 
arrangement between A (financier) and B (financee) 
arranged by a single commodity broker X; whereby P

MUR
 is 

the murabaha price, ∏
MUR

 is the murabaha profit, P
MUR

IK is 
the payment in kind (one-off balloon payment at the end of 
the financing period) and T is the duration of the financing 
period (in years, months, or days, etc.); N is the number of 
shares that B promises to sell to A in the event of default for 
an agreed price P

EX
. 

STANDARDISATION OF NOTATION IN 
ISLAMIC ECONOMICS, BANKING 
AND FINANCE
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INTRODUCTION
Islamic banking is the fastest growing segment of Islamic finance 
that provides an alternative form of financial intermediation. In 
recent decades, Islamic banking has experienced remarkable 
growth globally offering a comprehensive range of products 
and services. According to the Global Islamic Finance Report 
2016, size of the global Islamic finance industry in 2015 was 
estimated at US$2.143 trillion. Increased competition with 
conventional banks will determine the ability of Islamic banking 
system to remain competitive and relevant. The current wave 
of internationalisation of Islamic finance has also prompted the 
need for enhanced risk management strategies for achieving 
Islamic banking efficiency and sustainability. 

The fundamental feature of Islamic banking is the sharing of 
profit (loss) that entails risk taking in transactions which requires 
a high level of financial disclosure and transparency. In facing 
the challenging financial environment, Islamic banks require a 
higher standard of risk management. Effective risk management 
capabilities are important in improving the profitability of 
Islamic banks. There has been proliferation of writings on risk 
management in response to the global financial crisis (2007-
2009). Although Islamic banking is less affected by the crisis, 
Islamic banking is still exposed to various risks. The fact that 
Islamic banking is submerged in the global financial system 
makes the risk treatment not only urgent but also complicated 
that may impede their growth. 

THE CONCEPT OF RISK MANAGEMENT
The concept of risk management is acceptable to contemporary 
Islamic scholars based on the Quranic verse (Al-Baqarah: 282), 
which requires Muslims to record debt or provide witnesses 
and supported by Hadith (Sunan al-Tirmidhi: 2517) on the 
requirement to tie the camel before leaving its fate to Allah 
swt (tawakal). Risk management is permissible in Islam and is in 
congruence with the objectives of Shari’a (Maqasid al-Shari’a) 
especially with respect to preservation of wealth (hifzulmaal). 
For instance, in mudaraba, the investment project can be 
specified to reduce the risk of loss. 

Risks are uncertain future events that could affect the bank’s 
desired objectives. It implies the randomness facing a decision 
maker that can be expressed in terms of specific numerical 
probabilities. It can be measured in different ways as follows; 
measures of dispersion, value at risk and the probability, 
frequency and severity of loss.1  Risk management includes 
creating an appropriate risk management environment, 
maintaining an efficient risk measurement, mitigating and 
monitoring process and establishing an adequate internal 
control arrangement.2  The management of Islamic banks 
needs to create a risk management environment by establishing 
systems that can identify, measure, monitor and manage various 
risk exposures. A sound risk management framework may help 
Islamic banks reduce their exposure to risks and enhance their 
competitiveness.

KEY RISKS IN ISLAMIC BANKS
There are several different types of risk Islamic banks face that 
can be divided into financial and non-financial risks. Financial 
risks generally include credit, market and liquidity risk. The non-
financial risks include operational risk, regulatory risk, business 
risk, legal risk, strategic risk and Shari’a risk. Realising the 
significance of risk management, the Islamic Financial Services 
Board (IFSB) issued a comprehensive standards document 
on risk management that provides guiding principles of risk 
management for Islamic financial services. There are unique 
risks in Islamic banking products that require a unique approach 
to risk management. This article explores three most common 
forms of risks that Islamic banks are exposed to namely, credit 
risk, operational risk and Shari’a risk.

CREDIT RISK
Credit risk is known as the potential risk attributed to delayed, 
deferred and default in payments by counterparties. The 
importance of credit risk management becomes critical in 
the case of Islamic banking where lending is replaced with 
investments and partnership. For example, in mudaraba 
investments, Islamic bank as a rabbul–mal (principal) is exposed 
to an enhanced credit risk on the amounts advanced to the 

1. Moosa, I. A. (2007).Operational Risk Management. New York: Plagrave MacMillan. 
2. Khan Tariqullah & Ahmad H. (2001).Risk Management: An Analysis of Issues in Islamic Financial Industry, Occasional Paper No. 5. 
3. Akkizidis, I. S. & Khandelwal, S. K. (2008).Financial Risk Management for Islamic Banking and Finance.New York: Palgrave MacMillan.

Risk management is 
permissible in Islam and 
is in congruence with the 
objectives of Shari’a (Maqasid 
al-Shari’a) especially with 
respect to preservation of 
wealth (hifzulmaal). 
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mudarib (agent). Under mudaraba contract, the bank has no 
right to participate in the management of the project. Thus, it 
makes the assessment and management of credit risk difficult 
in which there is lack of transparency in financial disclosure by 
the mudarib. 

In murabaha transactions, Islamic banks are exposed to credit 
risks when the counterparty failed to meet its obligation on 
time. Furthermore, in salam and istisna’ contracts, the bank is 
exposed to the potential loss resulting from the failure to supply 
goods as contractually specified that lead to financial losses 
of income as well as capital. The Islamic banks are exposed to 
the risk of losing entire invested capital in musyaraka, since 
such capital may not be recovered as it ranks lower than debt 
instruments upon liquidation.3  

OPERATIONAL RISK
Operational risk has been receiving increasingly attention 
as the trend towards greater dependence on financial 
technology, greater competition among Islamic banks and 
internationalization have left the Islamic banking industry 
more exposed to operational risks now than ever before. 
The operational risk is defined as the risk of loss arising from 
inadequacy or failure of internal processes, as related to people, 
systems or from external events. Operational risks include 
the failure of the internal control systems to manage potential 
problems in the operational processes and back office functions, 

difficulties in enforcing Islamic contracts in legal framework 
and monitoring costs of equity type contracts. Operational 
risks are likely to be significant in the case of Islamic banks due 
to their specific nature of contracts. Islamic banking products 
such as murabaha, salam, istisna’ may increase the operational 
risk in contract drafting and execution that are specific to such 
products.4 

SHARI’A RISK
The importance of Shari’a risks associated with non-standard 
practices in respect of different contracts in different 
jurisdictions and failure to comply with Shari’a rules have 
attracted the attention of regulators, bankers and customers. 
The practice of Shari’a rules by different jurisdictions results in 
differences in financial accounting treatment by Islamic banks. 
For example, some Shari’a scholars consider the terms of a 
murabaha contract to be binding on the buyer, others argue that 
the buyer has the option to decline even after placing an order 
and paying the commitment fee. The different jurisdictions 
may lead to potential litigation problems in case of unsettled 
transactions. In the case of failure to comply with the Shari’a 
rules, the depositors/investors can lose confidence in the 
Islamic bank and this can lead to withdrawal and insolvency risk. 
To some extent, a few Shari’a scholars have suggested that if a 
bank fails to act in accordance with Shari’a rules, the transaction 
should be considered null and void.5 

4.  Archer, S. & Abdullah, H. (2007). Operational Risk Exposures of Islamic Banks in Archer, S. and Karim, R.A (eds.). Islamic Finance: Regulatory Challenges. Singapore: 
John Wiley & Sons. 
5.  Iqbal Z. & Mirakhor A. (2007). An Introduction to Islamic Finance: Theory and Practice. Singapore: John Wiley & Sons
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ISSUES AND CHALLENGES
Islamic banks face crucial challenges in improving their risk 
management capabilities as they are exposed to various types 
of risks. Risk management is underdeveloped in the Islamic 
banking due to limited resources, high cost management 
information system and lack of technological machinations to 
assess and monitor risk. There are still only few risk hedging 
instruments and techniques in Islamic finance despite its rapid 
growth. Moreover, Islamic banks is perceived to have higher 
operational risk associated with greater number of contracts, 
newer supporting system, evolving skill sets and lack behind 
best practice adopted by conventional banks. Applications of 
financial engineering techniques require Islamic banks to focus 
on risk-return characteristic of the products.

Another challenge for Islamic banks is the standardisation of the 
process in introducing new products in the market. In current 
practice, an Islamic bank currently has its own Shari’a board 
examining and evaluating each new product, without having 
coordinated efforts with other Islamic banks. Cross border 
comparison of Islamic banking performances is difficult because 
the regulatory frameworks of Islamic banking jurisdictions are 
not standardised and remain highly divergent, ranging from 
frameworks that promote dual banking such as in Malaysia to 
frameworks that only recognised Islamic banking system such 
as in Iran. 

The issue of capital framework and liquidity standards is central 
in adopting the Basel III. The banking institutions are required 
to raise minimum capital requirements and hold a capital buffer. 
However, Islamic banks are exposed to operational risk arising 
from compliance to Basel III requirements. Some of the principles 

of risk management as proposed in Basel III can be applicable 
to the Islamic financial industry with necessary modification 
and adaptations. Even so, Basel III could not answer all the risk 
management issues for Islamic financial institutions. Hence, 
there has been a need for alternative and supportive standards 
on risk management. Nevertheless, serious and sustained 
efforts are needed to find the applicability which is specific to 
countries and markets.

Islamic banks is perceived 
to have higher operational 
risk associated with greater 
number of contracts, newer 
supporting system, evolving 
skill sets and lack behind 
best practice adopted by 
conventional banks. 
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RISK MITIGATION STRATEGIES
Islamic banks should enhance the risk mitigation strategies by 
ensuring best practices through sound risk management. The 
risk management practices should focus on strengthening their 
risk culture by increasing awareness of various risks exposure. 
Top management should ensure the suitability, adequacy 
and effectiveness of the risk management framework and 
risk management processes are embedded into their daily 
operations.  Basel III has to a certain extent, enhanced risk 
coverage that can be assimilated by Islamic financial institutions. 
Even so, these accords are not considered much relevant to 
Islamic banks. Islamic banks need to be ahead in exploring other 
dimensions of risks in the Islamic financial contracts such as 
emerging risk. 

Extensive investment by Islamic banking requires to have a place 
in a comprehensive internal risk management infrastructure. 
The requirement to manage risks in Islamic banking becomes 
more important due to some special nature of the financial 
intermediation process that is guided by the Shari’a. The risk 
management infrastructure in Islamic banking must therefore 
be in place to identify, measure, monitor and control all specific 
risks in Islamic financial transactions. 

Islamic banking need to be equipped with the required capacity 
and infrastructure to capture the respective risk weights and 
assign appropriate amount of regulatory capital at each of the 
different stages of Islamic financial transactions. There is need 
for thorough and appropriate credit evaluation techniques 
focusing on regular assessment of the creditworthiness and 
repayment abilities of the customers which lower the credit risk 
exposure. It is essential to carefully examine the risk assessment, 

asset valuation, due diligence and monitoring before entering 
into equity-based financing.

The Islamic bank should give high priority to ensure transparency 
in compliance with the Shari’a and take necessary actions to 
avoid non-compliance. A proper governance framework should 
be established to consider appropriate level of disclosure that 
will create an adequate level of transparency and effective 
prudential supervision. An effective regulation and supervision 
will ensure the soundness and the stability of the system. 
The designing of a risk mitigation strategy calls for a closed 
collaboration between the management of Islamic banks and 
regulators that focus on harmonization in Shari’a standards, 
pool resources among Islamic banks and training programs for 
human resource development. 

CONCLUSION
Effective risk management framework is pertinent as the 
magnitude of exposure to risk is indeed great in banking 
industry. The growing complexity of various risks exposure will 
prompt greater demand on Islamic banks’ risk management 
framework. A well-developed risk management framework is 
essential for Islamic banks to protect against unforeseen losses, 
achieve earnings stability, maximise profitability and withstand 
financial shocks. Therefore, continuous improvement of Islamic 
banks’ risk management practices is needed to strengthen 
their risk resilience. Importantly, the risk management goals 
and strategies must be aligned with the maqasid al-Shari’a. 
Sharpening risk management capabilities in Islamic banks 
will contribute significantly to their competitiveness and 
sustainability. 
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In recent years, the conjunction of corporate and ethics is 
oxymoron. This is owed to the many sensational corporate 
and financial scandals that had taken place in many countries, 
which have been detrimental to the economy and society. With 
corporate scandals continue to dominate media headlines, the 
current spate of questionable behaviors of business executives 
is a hotly debated subject.  

The concept of ethics refers to the moral principles and values 
that generally governs the conducts of a person or entity. Hence, 
it is generally agreed that ethics is about what constitute right or 
wrong and good or bad conduct. But ethics as a moral standard 
can mean different things to different people depending on a 
number of factors including culture, education, norms; which 
creates ambiguity on how one defines “right from wrong” and 
“good from bad”.  

Different scholars have adopted different standards in 
distinguishing between what is deemed right from the wrong. 
Because of that, there are several ethical theories explaining 
the ethics concept from different perspectives. Based on non-
Islamic perspectives (mainly developed by Western scholars), 
ethics can be defined based on one of the following standards:

ISLAMIC 
ETHICAL THEORY

Dr Al-Hasan Al-Aidaros
Islamic Business School, 

Universiti Utara Malaysia

Allah S.W.T says: “and 
We have not sent you, [O 

Muhammad], except as a 
mercy for all creatures” 

(Al-Quran, 21:107)
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1. Culture: 

Because ethics can be understood only based on a particular 
society, there is no universal ethical principal that can be 
followed by all people in different countries. 

2. Religion: 

Religion is the only source to know ethics. This perspective was/
is not accepted in the West due to several reasons. 

3. Character: 

Ethics can be seen in individuals by following specific traits and 
values. It is about building a good person regardless of his/her 
actions. 

4. Action: 

Ethics are achieved when an action (any kind of action) results in 
a greater good for the majority of the society. 

However, to the writer’s knowledge and research, there is no 
absolute and comprehensive theory that can explain what would 
be the right thing to do in each situation. Every perspective is 
looking from one point of view only, which results in limiting 
its applicability. Moreover, finding a common theory for the 
mentioned perspectives (in which all standards can be combined 
in one theoretical basis) in the Western literature is challenging 
to say the least. This is due to the disagreement among Western 
ethical theorists in identifying a common and comprehensive 
ethical system for making such ethical decision.  

In contrast, the Islamic ethical theory defines the terms such 
as right, wrong, good, bad, meritorious, non-meritorious, and 
obligation based on the Islamic main sources, which are the 
Quran and Sunnah. In addition, culture (A’uruf) is considered 
as one of the Islamic secondary sources as long as it does not 
contradict with these two main sources. Islam also prioritises the 
interest of the majority (Maslla’ah), and at the same time ensures 
that minorities have their own rights (including the safeguard of 
their wealth) that cannot be violated even by the majority. 

Character building of Muslims is the ultimate result of the main 
Islamic worships, i.e. prayer, zakat, fasting, and hajj (pilgrimage). 
As supported by the Quran and Sunnah, prayer should 
prevent Muslims from doing shameful and unjust deeds. Zakat 
is to help the poor and to purify the givers’ souls. It teaches 
Muslims to be generous and caring for others. Fasting helps in 
building traits like honesty and self-control and should result 
in achieving taqwa (piety). Hajj develops good characteristics 
such as kindness, altruism, tolerance, and patience. In other 
words, the Islamic ethical theory does not only include both 
ethical action and building character with virtue ethics, but it is 
more comprehensive than that as it combines all standards (i.e. 
culture, Maslla’ah, and character) under the main standard of 
complying with the Quran and Sunnah. 

Ethics are protected by iman (faith and beliefs). As Muslims 
believe (iman) in the Hereafter’s rewards and know that the 
purpose of the existence of mankind is to do all kind of good 

things and actions (ibadah) in order to please Allah swt, which will 
ultimately result in entering Aljannah (the Paradise). Iman is the 
main motive for Muslims to engage in good deeds and to avoid 
the wrong things. In other words, even if there is a corrupted 
management or bad governance, iman is the only guarantee 
that Muslims will not be involved in any wrongdoings. Because 
of that, in Islam, ethics will not be effectively implemented 
without the incorporation of iman as part of ethics. The Prophet 
Muhammad (peace be upon him) described the most complete 
believers (mua’ameneen) as those who have the highest level of 
morality. 

In Islam, the term ‘akhlaq’ is commonly translated as ethics. As 
for the concept for the right thing to do, Quran uses a variety of 
terms to emphasise the concept of ethics, such as haqq (truth), 
ma’ruf (approved), khayr (goodness), birr (righteousness), and 
salihat (good actions). There are many verses from the Quran 
that can be used as a basis to identify the meaning of “the right 
thing to do”. 

The Islamic ethical theory covers all aspects of life and considers 
the ability of humans in implementing ethics. Unfortunately, 
there are a number of Islamic ethical studies/research that 
looked at specific jobs and professions in order to develop the 
appropriate ethical code of conduct for every kind of career or 
job such as managers, financial analysts, marketers, accountants, 
traders, bankers, regulators, government officers.... etc. There is 
a need for a clear and detailed Islamic ethical code of conduct for 
each job as the nature of one job (for example a CEO of private 
company) is different from other jobs (such as auditor of the 
same company). 

It is the responsibility of Muslim researchers and scholars 
(especially in the Muslim world) to develop such codes based 
on the Islamic main sources by taking into account the other 
standards (i.e. culture, maslla’ah, and character) and through 
a scientific and academic modern approach. This will highlight 
the beauty of Islamic teachings and bring harmony with other 
religions and cultures as there are many ethical similarities 
between the Islamic and the Western perspectives.

Allah S.W.T says: “and We have not sent you, [O Muhammad], 
except as a mercy for all creatures” (Al-Quran, 21:107)

The Islamic ethical theory 
covers all aspects of life 
and considers the ability of 
humans in implementing 
ethics. 
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Mr. James Chua Pheng Kyan, Mr. Abdul ‘Azim Haji Mohammad, Mr. Naveed Iqbal, Mr. Fadi Al Faqih, Mr. Oluwaseun Alele, 

Mr. Tanvir Ahmed Uddin, Mr. Bilal Subzwari, Ms. Nabila Mesri, Drs. Daan Elffers, Mr. Hishamuddin Hamid

Dr. Atif Aziz, Dr Eddy Chong, Mr. Mohd Farid Shah Mohd Basir, Mr. Abdullah Hidayat Mohamad, Mr. Abdullah Haron, 
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Cambridge IF Analytica held its second Islamic Finance 
Leadership Programme (IFLP) at Clare College, a member of 
the University of Cambridge syndicate. Clare College is the 
second oldest college at the University of Cambridge, and is 
regarded as one of the most prestigious colleges within the 
university syndicate. The Programme, which was held from 
20th August to 25th August, 2016; attracted participation from 
the Middle East, Africa, Asia, Europe and America. More than 
50 mentors, speakers and delegates participated in the first and 
the only global leadership programme specifically structured 
for middle and upper-middle management personnel of Islamic 
financial institutions. Designed and structured by Cambridge IF 
Analytica, the Programme was delivered by some of the most 
influential leaders in Islamic banking and finance. 

The Cambridge Islamic Finance Leadership Programme 
(Cambridge-IFLP) aims at preparing the next generation of 
outstanding leaders in Islamic banking and finance (IBF) by 
providing them with unique mentoring opportunities, rigorous 
leadership training from renowned leaders, and industry-
specific perspectives through case studies specifically written 
for this programme. Those selected for the Cambridge-IFLP 
will be eligible to receive Cambridge IFA Certificate in Islamic 
Finance Leadership.

A number of universities in the Western hemisphere have been 
actively involved in IBF, including but not limited to Harvard 
University and Rice University in the USA; and Loughborough 
University, Durham University and Cass Business School at 
City University on the European side of the Atlantic. At present, 
the infrastructure related with IBF at Cambridge University 
is rather weak and needs a systematic effort to consolidate 
various projects to make them effective collectively. Dr Tim 
Winters, more commonly known as Abdal Hakim Murad 
amongst Muslims, is a university lecture in Divinity and has set 
up a Cambridge Muslim College. 

“We are bringing IBF to Cambridge University in a strategic way 
by establishing IFLP as a programme hosted at Clare College,” 
said Dr Sofiza Azmi, CEO of Cambridge IF Analytica. There 
is no globally-recognised leadership programme specifically 
tailored for IBF professionals, except Cambridge-IFLP. The 
Programme has been developed with the help of some strategic 
partners like the Islamic Corporation for the Development of 
the Private Sector (ICD) and Finance Accreditation Agency 
(FAA) of Malaysia. The ICD runs an impressive Islamic Finance 
Talent Development Programme (IFTDP) as part of its global 
drive to provide qualified and experienced personnel for the 
IBF industry. 

We are bringing IBF to 
Cambridge University in a 
strategic way by establishing 
IFLP as a programme hosted 
at Clare College — Dr Sofiza 
Azmi, CEO of Cambridge IF 
Analytica
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Programme Provider Duration Fee

High Potentials Leadership Program HBS 5 days US$15,000

High Impact Leadership Programme INSEAD 5 days €8,750

Essentials of Leadership LBS 5.5 days GBP7,800

High Impact Leadership Programme IE Business School 3 days €4,300

Cambridge-IFLP Cambridge IFA 5 days GBP5,000

TABLE 1: PROGRAMME DETAILS

The Cambridge-IFLP is uniquely designed to expose 
participating middle and upper-middle management personnel 
of Islamic financial institutions to the well-established IBF 
leaders. The 2016 Programme attracted a number of IBF 
leaders from Islamic banks, Islamic asset management firms, 
Shari’a scholars, standard setters and business leaders. Despite 
being the best and the only one leadership programme in IBF, 
Cambridge-IFLP is reasonably priced to ensure its affordability. 
As table below suggests, Cambridge-IFLP remains the most 
affordable leadership programme amongst the ones offered by 
high quality providers, but with comparable content delivery. 

The pedagogical methodology applied to the programme gives 
priority to real-time leadership perspectives, implicitly assuming 
that leadership is more like an art rather than a science. 
Cambridge-IFLP included 8 Leadership Interviews made 
up 40% of the Programme structure whereas the scientific 
approach to leadership was captured by Leadership Talks, 
comprising about 20%. 

The Leadership Interviews captured cultural aspect of 
leadership (making up of a further 5% of the Programme). All 
the interviewees emphasised upon the cultural relevance to 
doing business in general and related to conducting business in 
IBF in particular. Fadi Al Faqih’s interview emphasised the need 
for expatriate CEOs to understand local culture for successfully 
implementing change within an organisation. Whilst other CEOs 
underscored the need to create and foster the right culture 
within the organisation. 

Leadership games were used for self-realisation as a tool 
for assessing leadership potential. Some of the leadership 
skills that can be learned or refined from leadership games 
are:  communication, cooperation, teamwork, listening, trust, 
risk-taking, decision-making, planning and problem solving. 
This accounted for almost 20% of the Programme, and was 
by far the most popular activity amongst the delegates.  The 
resident mentors and socialisation with the speakers and 
fellow delegates provided an excellent platform for nurturing 
leadership amongst the participating delegates, which made up 
of 15% of the Programme structure. Figure 1 summarises the 
methodological approach of Cambridge-IFLP.
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RESIDENT MENTORS
The 2016 Programme benefitted from the full-time presence of 
three resident mentors, namely Dato’ Wan Fadzmi Wan Othman 
(CEO of Agrobank), Ramlie Kamsri (CEO of Nomura Islamic 
Asset Management) and Mohammad Ikram Thowfeek (CEO of 
CAF Investment Bank). Other resident mentors included Fadi Al 
Faqih (CEO of Bank of Khartoum), Sharif El Gamal (CEO of Soho 
Properties, New York, USA) and Dr Akram Laldin (Executive 
Director of International Shariah Research Academy for Islamic 
Finance, ISRA, Malaysia).

LEADERSHIP INTERVIEWS
These leaders came from diverse backgrounds and experience. 
Dr Adnan Chilwan, an Indian leading a global Islamic bank 
from its base in Dubai (UAE), shared his unique experience 
of successfully leading the first commercial Islamic bank, 
with shareholdings of the UAE government and the ruling Al 
Maktoum family. Fadi Al Faqih, a Jordanian leading the largest 
Islamic bank in Sudan, emphasised on understanding of local 
culture for successfully leading an Islamic bank. Dato’ Wan 
Fadzmi Wan Othman shared his experience of converting a 
public sector development finance institution into a full-fledged 
Islamic bank in Malaysia. Dr M Yaqub Mirza, an American-
Pakistani, stressed upon the relevance of mainstream markets 
for the successful and profitable running of a Shari’a-compliant 
business. Dr Mohd Daud Bakar and Dr Akram Laldin, two 
leading Malaysian Shari’a scholars, shared their perspectives on 

Islamic jurisprudence and its relevance to the development of 
IBF. Mohammed Amin, a British tax expert with varied business 
and political interests, emphasised upon the leadership role of 
the UK in promoting IBF worldwide. 

Diversity of ethnicity and the nature of businesses of the 
Leadership Interviewees helped the delegates to appreciate 
diversity of management and leadership styles. These interviews 
substantiated the view that leadership is not a science but rather 
it is predominantly an art that the leaders master as part of a 
long process during their professional careers. 

A part of the Leadership Interviews segment, Dr Adnan Chilwan, 
CEO of Dubai Islamic Bank, and Dr Daud Bakar, Chairman of 
Amanie Holding, were interviewed by Professor Humayon 
Dar. Both the interviewees provided unique perspectives on 
leadership in IBF. Dr Chilwan, being arguably the most influential 
CEO in IBF, provided management perspective on Islamic 
financial leadership. The delegates enjoyed his frank analysis, 
and were provided ample time to ask questions. This was one of 
the most exciting and interactive sessions of the Programme.  

Dr Bakar, on the other hand, provided Shari’a perspective, with 
a flexible and pragmatic approach. He extensively referred to 
his recently published book, “Shari’ah Minds in Islamic Finance,” 
which was sold out at the Programme. Dr Bakar graciously 
obliged by signing the copies for those who were lucky as to get 
hold of the book.  

FIG 1: PROGRAMME DETAILS
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Credited with driving Dubai Islamic Bank (DIB) to the USD 40 
Billion global entity it is today, Dr. Adnan Chilwan, Group CEO 
of DIB, is widely recognized as a dynamic transformational 
leader, pushing multi layered innovative change across not only 
strategic but microcosmic levels as well . On a personal mission 
to make modern Islamic banking a norm of banking globally, 
Dr. Adnan Chilwan with over 20 years of banking expertise is 
already hailed as a pioneering driver of Islamic finance in his 
own right. Dr. Chilwan has a PhD and a MBA in Marketing to 
his credentials. He is a Certified Islamic Banker (CeIB), a Post 
Graduate in Islamic Banking & Insurance and an Associate 
Fellow Member in Islamic Finance Professionals Board.

Fadi Al Faqih was awarded the prestigious “Islamic Banker of 
The Year” by the World Islamic Banking Conference (WIBC) 
in recognition for his tireless dedication and immeasurable 
contributions to Islamic banking and finance. Under his 
leadership, BOK has enhanced and developed its services to 
offer a full range of products and services to include corporate 
banking, retail banking, SME, microfinance, treasury and 
investment banking across multiple channels in Sudan.

Dr. M. Yaqub Mirza is an American Muslim entrepreneur who 
co-founded the first and the largest Islamic mutual fund in 
the USA, Amanah Mutual Fund Trust. Currently, he is serving 
as President & CEO of Sterling Management Group Inc., 
a US-based investment management company. Given Dr. 
Mirza&quo:s vast experience of managing ethical investments, 
mergers and acquisitions, and his role entrepreneurial role in 
his family business in halal sector in the USA, the delegates of 
Cambridge-IFLP will immensely benefit from his leadership 
perspective. Dr. Mirza will also share some of the parts of his 
books, “Faith-based Entrepreneurship” and “Five Pillars of 
Prosperity.”

Ramlie Kamsari is one of the youngest CEOs of an Islamic 
asset management firm. Before joining Nomura Islamic Asset 
Management as CEO, Ramlie Kamsari led another Islamic asset 
management firm with multi-billion AUM. 

“I am delighted to be part of such a prestigious Islamic finance 
leadership executive programme, and looking forward to 
meeting with the delegates coming from all over the world.” 
Ramlie Kamsari, CEO of Nomura Islamic Asset Management.

Group CEO of Dubai Islamic Bank

CEO of Bank of Khartoum

CEO of Sterling Management Group

CEO of Nomura Islamic Asset Management

DR ADNAN CHILWAN

FADI AL FAQIH
DR M YAQUB MIRZA

RAMLIE KAMSARI
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Sheikh Dr. Mohd. Akram Laldin is one of the most influential 
Shari’a scholars playing a lead role in the global Islamic financial 
services industry. As Executive Director of ISRA, he manages a 
large team of researchers who have contributed immensely to 
applied Shari’a research specific to Islamic banking and finance. 
He also advises numerous financial institutions on matters 
related with Islamic finance. As a member of the Central Shari’a 
Advisory Council of Bank Negara Malaysia (BNM), he is central 
to all the Shari’a related developments in Islamic banking and 
finance in Malaysia.

Muhammad Amin is an Islamic finance expert listed among the 
100 most influential Muslims in the UK. Muhammad amin’s 
special interest is taxation and regulatory treatment of Islamic 
finance by governments. He is a Cambridge University graduate, 
a chartered accountant and a chartered tax advisor. He has 
previously served as a tax partner and lead researcher. Amin 
regularly writes about Islamic finance in articles, book chapters 
and on his personal website. Moreover he has presented on 
Islamic finance in over 20 cities outside the UK

Dr. Mohd Daud Bakar is the Founder and Executive Chairman 
of Amanie Group that deals with many facets of global Islamic 
finance from Shariah advisory to structured training to media 
and to Big Data Analytics. Under Dr. Daud leadership, Amanie 
Advisors has received an award of “Islamic Economy Knowledge 
Infrastructure”, at the Global Islamic Economy Summit 2015, by 
His Highness Sheikh Mohammed bin Rashid Al Maktoum, Vice 
President and Prime Minister of the UAE and Ruler of Dubai, 
Oct 2015.

Dr. Daud has been honoured with “The Asset Triple A 
Industry Leadership Award”, “Shariah Adviser Award”, 
“Most Outstanding Individual” and “Award of Excellence for 
Outstanding Contribution for Shariah Leadership & Advisory” 
for his exceptional contribution to Islamic finance Industry.

Dato’ Wan Mohd Fadzmi Wan Othman is the current President/
Chief Executive Officer of Agrobank, Malaysia. Prior to joining 
Agrobank, he was the Director of Global Financial Banking to 
RHB Banking Group. He was also attached to Maybank Group 
for 22 years where he held several senior management positions 
including Country Head for Maybank’s branches in London, 
New York and Hong Kong. Under his leadership, Agrobank has 
successfully transformed into the country’s first full-fledged 
Islamic bank that focuses mainly on developing the agriculture 
and agro-based industry.

Executive Director of ISRA
A globally renowned taxation expert with specialism in 
Islamic finance

Chairman of Amanie Holdings

President and CEO of Agrobank

DR AKRAM LALDIN MOHAMMED AMIN

DR MOHD DAUD BAKAR DATO’ WAN MOHD FADZMI 
WAN OTHMAN
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Iqbal Ahmad Khan is the Chief 
Executive Officer of Fajr Capital. 
He is a long-time advocate of 
the Islamic financial services 
industry, serving as an advisor 
to government initiatives in 
Brunei, Malaysia, Saudi Arabia, 
Singapore, United Arab Emirates 
and the United Kingdom. 
He is the recipient of several 
industry and global accolades, 
including the Royal Award for 
Islamic Finance, a biannual 
prize presented by HM the King 
of Malaysia, and a Lifetime 
Achievement Award presented 
by HH Sheikh Mohammed bin 
Rashid Al Maktoum, Prime 
Minister of the UAE.

CEO, Fajr Capital

IQBAL AHMAD KHAN

“I found the 
Cambridge-
IFLP 
insightful and 
appreciated 

the sincerity of the speakers. 
It was a great networking 
opportunity, and [I] felt that 
the fellow delegates were 
supporting each other to grow. 
All of this in a very inspiring 
setting at Clare College 
Cambridge” —Najam Khan, 
Commerzbank
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LEADERSHIP TALKS
The 2016 IFLP included Leadership Talks from Sharif El Gamal 
(CEO, Soho Properties), Dr Amat Taap Manshor (CEO, FAA), 
Dr Tim Winters (Lecturer at the University of Cambridge), 
Iqbal Nasim (CEO of National Zakat Foundation), Jonathan 
Lawrence (Partner, K&L Gates), Mohammad Ikram Thowfeek 
(CEO, CAF Investment Bank), and Kamran Sherwani (Head of 
Shari’a and Compliance at ADCB Islamic Banking, UAE). The 
most impressive Leadership Talk was that of Iqbal Khan who 
has inspired thousands of those involved and interested in IBF. 
As our full-time resident mentor, Mohammad Ikram Thowfeek 
inspired the delegates to become effective leaders in IBF. Other 
speakers included topics on structuring of Islamic financial 
products for the industry to assume a leadership role in future. 
Kamran Sherwani spoke on the the leadership role of Shari’a 
scholars. Jonathan Lawrence covered the leadership role of law 
firms in the context of IBF.

“Listening to the personal stories and 
backgrounds of leaders such as Dr Adnan 
Chilwan of DIB, Sharif El Gamal of Soho 
Properties and Iqbal Khan of Fajr Capital, 
coupled with interactions with participant-
leaders from a wide range of organisations, 

made me realise that more than anything, tenacity and 
persistence towards a shared goal to spread Islamic banking 
and finance to improve the world are the key ingredients for 
a successful career as a leader in the industry. As a young 
professional, I walked away feeling very encouraged that I 
can take practical steps in my current role to prepare for future 
leadership opportunities rather than wait for someone to create 
it for me.” —Tanvir Ahmed Uddin, ICD
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“I am honoured to be part of this movement 
[Cambridge-IFLP] for the greater good of 
Islamic finance. As Cambridge motto states, 
“From this place, we gain enlightenment and 
precious knowledge,” IFLP 2016 provided 
exactly what Cambridge University is all 

about… I would like to thank everyone who has been part of 
Cambridge-IFLP 2016, making this Programme a great success 
and providing young professionals the knowledge and tools to 
lead.” —Bilal Subzwari, Habib Metro Bank
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“I view the 
Cambridge-
IFLP as 
on par, if 
not better, 

than Harvard Leadership 
Programmes. The plus point 
of IFLP is that it does not look 
at leadership from a singular 
point of view but [rather] 
incorporates the development 
of holistic [leaders] from 
a secular and religious 
dimension.” —Dr Eddy Chong, 
Chief  Technological Officer, 
FAA

GEOGRAPHICAL REPRESENTATION OF THE 
DELEGATES
The delegates, speakers, interviewees and mentors came 
from organisations from a number of countries, including the 
USA, UK, Sudan, Nigeria, Saudi Arabia, UAE, Kuwait, Pakistan, 
Malaysia and Brunei Darussalam. In terms of ethnicities and 
nationalities, the delegates came from the USA, UK, Jordan, 
Nigeria, Pakistan, Bangladesh, India, Sri Lanka, Malaysia, Brunei 
Darussalam, Singapore, Canada and Australia. 

Delegates were selected through a competitive process amongst 
middle and upper-middle management of Islamic financial 
institutions from around the world. Malaysia topped the list of 
delegates (with eight delegates). Pakistan was represented by 
Habib Bank AG Zurich and its subsidiary, Habib Metro Bank. 
Although Pakistan was represented by only one Pakistani bank, 
there were other Pakistani bankers working in the Middle East 
who were amongst those chosen for this prestigious leadership 
programme.    

Pakistan has historically provided leadership in Islamic banking 
and finance, but lately this role has been taken up by countries 
like Malaysia. “Representation of Habib Metro Bank at the 
Cambridge-IFLP and contribution of Bilal Subzwari from the 
bank was noted with appreciation by the Programme Mentors,” 
said Dr Sofiza Azmi, Programme Director of Cambridge-IFLP.

“It was an honour to be selected for such a prestigious leadership 
programme that was no doubt the best I have attended in my 
banking career,” said Bilal Subzwari. “The Malaysian approach to 
human resource development is commendable,” said Professor 
Humayon Dar. “The presence of the likes of Dato’ Wan Fadzmi 
Wan Othman, Datuk Dr Daud Bakar and Dr Akram Laldin at the 
Programme exemplifies the serious role of Malaysia in IBF.”

The Cambridge-IFLP was structured in such a way that it gave 
the delegates direct access to the global leaders in Islamic 
banking and finance. A number of CEOs of Islamic financial 
institutions spent plenty of time with the delegates throughout 
the Programme. Among them were Dato’ Wan Fadzmi Wan 
Othman, CEO of Agrobank (Malaysia), Ramlie Kamsari, CEO 
of Nomura Islamic Asset Management, Mohammad Ikram 
Thowfeek, CEO of CAF Investment Bank (Kuwait), and Fadi Al 
Faqih, CEO of Bank of Khartoum.  

Iqbal Khan, CEO of Fajr Capital, and Dr Tim Winters of the 
University of Cambridge, were distinguished guests on the 
closing day. All the delegates received Cambridge Certificates 
in Islamic Banking and Finance Leadership. Five of the 
distinguished delegates were also presented with Cambridge 
Islamic Finance Leadership Awards. The winners included 
Tanvir Ahmed Uddin (ICD), Abdul ‘Azim Mohammed (Bank 
Islamic Brunei Darussalam), Dr. Hanis Osman (Bank Rakyat 
Malaysia), Mohammad Taufik Zakaria (Agrobank Malaysia) and 
Oluwaseun Alele (DDGI).  
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ISLAMIC BANKING & FINANCE 2016

PROFESSOR KABIR HASSAN

INTERVIEW
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Winning the IDB Prize in Islamic Banking 
& Finance 2016 is a huge achievement; 
more so for you as you happen to be 

the youngest IDB prize winner in the history of 
the Prize. Did you plan for it? If yes, when did it 
occur to you that you could win this auspicious 
Prize? 

Kabir Hassan: The IDB Prize news was brought to me through a 
text message while I was attending an Islamic finance conference 
at Bogazci University, Turkey. I was definitely ecstatic!  I did not 
plan for it and it did not occur to me that I would win this prize. It 
has been an amazing experience. I would like to thank Almighty 
Allah for bestowing upon me this great honor, and to my co-
authors who I worked with on books and papers over the last 
twenty years. I also want to thank my family for supporting me 

through everything.

Bangladesh, your country of origin, is a fertile 
land for scholarship. Tell us about your 
family and the history of scholarship in the 

wider family.

Kabir Hassan: Education is very important and is a focus for 
myself as well as my family. I left Bangladesh in January 1983, 
after completing HSC from Comilla Victoria College in 1980, 
then I studied for one-year in Dhaka Medical College and one-
year in Economics Department in Dhaka University. I received 
my BA in Economics and Mathematics from Gustavus Adolphus 
College, Minnesota in 1985, then moved to University of 
Nebraska-Lincoln, Nebraska, where I earned a MA in Economics 
in 1987 and PhD in Finance in 1990. 

My wife received her Medical degree from Dhaka Medical 
College in Bangladesh and then did her MD and residency and 
fellowship training in Internal Medicine and Geriatrics Medicine 
in the USA. Currently, she is the attending physician and medical 
director of nursing home of Our Lady of the Lake Medical 
Center, the largest health care facility in the state of Louisiana. 

We have been blessed with one daughter and a son. Our 
daughter Aniqa Hassan graduated from Harvard with a BA in 
Neurobiology and World Health in May 2016. Our son Arman 
Hassan, now a Junior also at Harvard, is majoring in Economics 
and Computer Science.

We have a large PhD programme in Financial Economics at 
the University of New Orleans. My enthusiasm for scholarship 
attracts many of our PhD students to work on their dissertation 
under my supervision. I really see my doctoral students grow 
and blossom under my care. I also encourage my students to 
challenge themselves as academic scholars, by conducting both 
academic and industry research.

As in the Indian sub-continent, education is valued highly by the 
society. The government of Bangladesh pays special emphasis 
on all three levels of education - primary, secondary and 

university. We have a few high quality universities in Bangladesh, 
which rank well in Asia.  But more can be done by injecting more 
research money into higher education in Bangladesh.

In Bangladesh, Islamic banking industry is about 20% of the 
entire banking industry, yet it does not have any Islamic banking 
law. The government can facilitate the growth, like in Malaysia, 
by enacting an Islamic banking law for proper and balanced 
growth of Islamic banking in Bangladesh. The private sector can 
establish banking chairs in universities to encourage scholarship 
in Islamic banking and finance. The media has an important role 
too. They can broadcast the principles of Islamic jurisprudence 
and banking and finance principles to the public for creating 
awareness about the positive aspects of Islamic finance and how 

it can promote equitable growth in Bangladesh.

Bank efficiency and related areas have 
obviously been a focus of your research. 
Given this, you are one of the very few 

Islamic economists who have applied quantitative 
techniques to bring credible empirical analyses 
to Islamic economics, banking and finance. Now 
that you are an IDB Laureate, do you have plans 
to widen your research focus and look into 
philosophical foundations of Islamic economics?

Kabir Hassan: I am not a theologian. I am a financial economist, 
an empiricist. So I am more interested in empirical Islamic 
finance and banking. Islamic economics is not a theology, it is a 
social science. I try to answer whether and how Islamic finance 
helps economic growth, whether Islamic finance is more or less 
efficient than western finance, and whether interest or debt 
creates inequity in the economy. My empiric are guided by a 
moral code to see if and how the Islamic tenets work for the 
good of humanity. 

My empiric are guided by a 
moral code to see if and how 
the Islamic tenets work for the 
good of humanity.
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The need for empirical tests of the effectiveness of the Islamic 
finance and economic model is growing on a global scope. 
This model provides guidelines of how economic transactions 
should be done, from an economic, ethical, and religious 
perspective. The objective of Islamic economic transactions 
is to promote growth, which is similar to conventional models. 
These transactions also need to adhere to religious and 
ethical standards. In Islam, economic transactions should 
benefit society as a whole. It is vital for research to determine 
if the Islamic economic system fosters economic growth and 
prosperity or inhibits it. Empirical tests can provide additional 

context and application to this debate.

Up to the 1990s, there was a lot of 
enthusiasm around Islamic economics 
as an emerging academic discipline. The 

interest in Islamic economics has since then 
gradually receded. What are its main reasons? 
As a (relatively) young Islamic economists, what 
would you suggest to reinvigorate interest in 
Islamic economics?

Kabir Hassan: Employment opportunities are needed in order 
to incentivise young scholars to study Islamic economics and 
finance. A programme is needed, that can create an appropriate 
balance of theory and practice, which will attract young scholars 
to a career in Islamic finance and economics. PhD curricula 
should be updated and include a mix of theory, data analysis, 
and industry application. This should be considered in PhD 
programmes in both Muslim and non-Muslim countries. Focused 
coursework, research grants, and academic conferences that 
specialise in Islamic economics will help foster interest in young 
scholars and will bring the field of Islamic economics into the 
future. 

Islam encourages economic activity, production, trade, and 
free markets. It allows for an analysis of the behaviour of 
market participants, acknowledging that this behaviour may be 
motivated by monetary gain.  Islam differs from conventional 
economics by asking whether this behaviour should be 
legitimized and raised to a level of importance above that of 
all other types of human behaviour.  For Muslims, economic 
activities must have legitimate moral underpinnings. The market 
is still considered to be very important, but Islam aims to reform 
the traditional concept of the market by building it upon ethical 

behaviour on the part of individuals and institutions. 

Islam is a norm-based lifestyle 
that emphasizes spiritual 
fulfilment while conventional 
economics is chiefly a secular 
discipline that endorses a 
divide between the positive 
and normative.
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Sorry if we have asked you questions about 
Islamic economics and not Islamic banking 
and finance for which you have been 

honoured. Based on your works in efficiency of 
Islamic banking, can you please share with us if 
indeed Islamic banks are really more efficient 
than conventional banks. Many industry 
observers would opine that there is nothing 
inherent in the practice of Islamic banking and 
finance, which will make it more efficient than its 
conventional counterparts. Would you agree?

Kabir Hassan: Yes, in many ways the current practices of 
Islamic banking are very similar to the Western banking 
system. But these practices are not illegal from Islamic Shari’a 
perspectives. Here we are again in the debate on “form versus 
substance”, a kind of micro vs macro analysis of the interest-free 
banking system. In form, Islamic banking practices are legal, 
but in substance, they are very similar to conventional banking 
operations. And it will be like this because the Western banking 
model is not suitable for the actualisation of Islamic finance. 
Islamic finance is not ONLY about banking as we see in many 
countries. Banking is by its very nature is short-term, whether it 
be Islamic or Western. Islamic finance contains banking, capital 
markets, insurance, social finance, zakat, waqf and charitable 
sectors. Islamic finance is about sharing risk, not transferring 
between debtors and creditors.  We need to establish non-
banking financial institutions to bring forth the essence of Islamic 
finance, which is not possible solely through Islamic banking 
operations. Despite this fact, even Islamic banking operations 
are asset-based lending, so this deters excessive debt creation, 

which does not help economic growth in the long run.

There is a growing divide between 
academicians and Shari’a scholars. What is 
your take on this?

Kabir Hassan: The tension between academicians and Shari’a 
scholars is the result of the different academic training they 
both receive. The current generation of Islamic banking scholars 
has been brought up in the modern practices of banking and 
finance, whereas Shari’a scholars have been brought up in the 
religious traditions. This leads to a divide where none should 
be. My hope is that we can bridge this divide by creating an 
academic curriculum that includes elements of modern banking 
and finance as well as Shari’a. Both approaches have unique 
aspects that should complement each other. Shari’a scholars 
tend to think legalistically, like judges do, while academic 
scholars tend to think economically. We need to connect micro 
and macro maqasid and reach an optimal balance between the 
two approaches. If both groups work side by side to advance 
research in the field of Islamic banking and finance, the industry 
as a whole will be strengthened.  

Of course, Shari’a Boards receive unfair criticism nowadays.  
There are reports that some scholars sit on multiple boards 

around the world, to the detriment of effective supervision. 
Excessive fatwa shopping is a problem that can be remedied 
only by legal restrictions that are established by a centralised 
and transparent Shari’a governance framework for every 
jurisdiction on a global scale.  If left to their own devices, 
Islamic financial institutions may wind up abusing local laws and 
manipulating the market as well as the consumers of Islamic 
finance products.  Here we see the necessity of appropriate 
and effective regulation of the Shari’a advisory process. The 
standard-setting organisations already in existence, such as 
AAOIFI and IFSB, have been looking at best practices that could 
potentially be adapted to meet the particular needs of individual 
jurisdictions, especially with regard to Shari’a governance.

We need to connect micro and 
macro maqasid and reach an 
optimal balance between the 
two approaches.
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You belong to the third generation of Islamic 
economists. Who amongst the first and the 
second generation has impressed you?

Kabir Hassan: Well, there have been many. In high school I read 
a book by Abdul Mannan, a fellow Bangladeshi, which piqued 
my interest in the subject matter. Later I studied at length 
the writings of Syed Abul Ala Maududi, Imam Baqir Al-Sadr, 
Nejatullah Siddiqui, Umar Chapra, Mozer Kahf, Anas Zarqa, 
Sabahattin Zaim, Justice Taqi Usmani and Abbas Mirakhor, 
our first generation, the founding fathers of Islamic economics. 
Among the second generation, I was influenced by Munawar 
Iqbal, Fahim Khan, Abdul Azim Islahi, Asad Zaman, Zubair Hasan, 
Seif el-Din Tag El-din, Masudul Alam Choudhury, Mohammad 
Ali Al-Qari, Rifaat Abdul Karim, Murat Cizakca, Abdul Rahman 
Yousri, Yousef Abdullah Qradwai, and Muhammad Akram Khan. 
Among the new generation of scholars, I would like to mention 
Sami Al-Suwailem, Mehmet Asutay, Habib Ahmed, Tariqullah 
Khan and Zamir Iqbal. 

Three western scholars, Mervyn Lewis, Volker Nienhaus 
and Rodney Wilson, have also had an enduring impact on 
my current thinking about the field of Islamic economics and 
potential paths for its future development. Among industry 
players and policymakers, I must include Ahmed Mohamed 
Ali, Saleh Abdullah Kamel, Zeti Akhtar, Jaseem Ahmad, Yahiya 
Abdulrahman, Humayon Dar, Sayd Farooq, Rushdi Siddiqui, 
Monem Salam, Iqbal Khan, Daud Bakr, Rafe Haneef, among 
many others. And finally, of course I always learn from my co-
authors who bring fresh perspectives to me.

You are the first empiricist who has been 
honoured with an IDB Prize. What is your 
view on theoreticians’ works in the field?

Kabir Hassan: Currently, we do not have much of a theory of 
Islamic economics, at least when compared to Western economic 
theory building. What we have is a political economy version of 
Islamic economics. To their credit, some scholars are trying to 
develop a mathematical theory of Islamic banking and finance, 
but I find these attempts lacking. As they attempt to apply 
Islamic concepts of banking and finance to the mathematical 
models of Samuelson and new classical tradition, they fail to give 
proper weight to matters relating to Shari’a. That said, I do not 
presume to know how to determine the best way forward. 

Masudul Alam Chowhudury and Asad Zaman put forth a 
radical approach that presents a clean break from new classical 
tradition. I am sympathetic to this view because we need 
more scholars with the necessary training in this area to build 
the proper models. Unlike almost every other field, Islamic 
economics started with practice (such as Islamic banking) and 
is only now getting around to the work of building theories. 
To do this correctly, we must draw proper guidelines from the 
Quran and Hadith to attract serious scholars, Muslim and non-
Muslim alike, to the cause of Islamic economics. Another factor 
to consider is that the pressure to publish in rated journals is 
driving many younger economists to do theory in conventional 
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ways or to fit data in esoteric econometric models, rather than 
working on building theories of Islamic economics.    

Islamic economics seeks to analyse, interpret, and solve 
economic problems according to Islamic principles. It 
supplements conventional economics by examining the religious 
and moral facets of economic activity. Islam is a norm-based 
lifestyle that emphasizes spiritual fulfilment while conventional 
economics is chiefly a secular discipline that endorses a divide 
between the positive and normative. The trend in conventional 
economics has been to eliminate values and ethical theory by 
reducing economic agents to mere collections of preferences 
that react to fluctuations in the costs and benefits of resources.  
Islam, however, has a completely different take on what makes 
humanity tick.  Islam considers human beings as servants and 
vice-regents of God on earth, adapting their behaviour to bring 
it in line with the dictates of Shari’a. It is from this perspective 
that Islam puts great stress on keeping one eye on the material 

and another on the spiritual.

Do you think that winning an IDB Prize 
would help you in introducing new courses 
at the University of New Orleans?

Kabir Hassan: Research studies on Islamic finance are being 
continuously conducted by University of New Orleans’s 
Financial Economics PhD students. I would like to add this as 
well as existing academic research literature into new course 
offerings and training workshops that focus on Islamic finance. 
In 2014, I partnered with the Franco-American Alliance for 
Islamic Finance in providing an Introduction to Islamic Finance 
workshop and certification for finance industry professionals 
and academics at the University of New Orleans. Continuing 
these types of workshops and training programmes as well 
as creating new Islamic finance courses will help cultivate 
human capital to be able to effectively manage the promotion, 
operations, and supervision of the industry. This is needed in 
order to further grow Islamic finance institutions.

There are more than 5,000 universities in the United States, 
and yet not a single academic degree programme in Islamic 
economics exists in any of them.  I think that international 
Islamic organisations can and should play an important role in 
bringing more conferences and research symposia to the US 
to attract and educate new scholars in the discipline of Islamic 
economics.  For example, IRTI holds workshops and seminars in 
Muslim and European countries, but I have never heard of them 
holding such events in the US Holding such events here would 
be a good start. There is too much intellectual capital in the US 
to leave it untapped. Finding effective ways of harnessing this 
intellectual capital is absolutely crucial to the growth of Islamic 
economics and banking.

How do you see Islamic banking and finance 
shape up in the western countries such as 
the US in the coming years?

Kabir Hassan: Islamic finance is a growing industry and there 
is a growing interest in Islamic financial products and services 
in Western countries, including the United States. Secular 
investors are increasingly looking for means of investing in firms 
that are ethically-based. Of course, Muslim investors represent 
a large potential market. There is an estimated 8 million Muslims 
living in the United States, and the Muslim population is 
projected to grow. Islamic banking and finance can provide the 
needed financial products and services that comply with Muslim 
religious beliefs to satisfy the demand from this market. 

Social Impact Investing (SII) presents another growth 
opportunity for Islamic banking and finance. The estimated size 
of the SII market globally in 2015 was more than US$12 billion 
with significant growth potential. Impact investing includes 
areas of social impact (for example, job creation, environmental 
impact, and governance standards) for which Islamic values 
provide guiding principles but not text-derived rules. SII 
managers will seek out investments with the greatest potential 
social impact and screen out any investments that violate 
Islamic principles.  SII also necessitates actively managing and 
monitoring the social aspects of a company after an investment 
is made. Islamic financial instruments can be attractive options 
for Muslim and non-Muslim investors who are looking for such 
value-based impact investing. 

The objective of Islamic 
economic transactions is 
to promote growth, which 
is similar to conventional 
models. These transactions 
also need to adhere to 
religious and ethical 
standards. Under Islam, 
economic transactions should 
benefit society as a whole.
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The presence of trust hugely determines the uptake of 
e-commerce in today’s world. Indeed, trust has a significant 
impact on customers’ motivation, acceptance and willingness 
to use online transaction. Studies show that lack of trust is one 
of the frequently cited reasons for the hesitance of customers 
to embrace this new way of doing commerce. Further, the 
notion of trust has become a crucial issue for e-commerce as 
virtual environment entails more risks and opportunities for 
fraud compared to hand-to-hand commercial trades. With 
the ever-uprising numbers of Muslim online users among the 
e-commerce community, it is significant to apprehend the 
concept of online trust as well as issues related to e-commerce 
in the light of Shari’a. 

TRUST IN E-COMMERCE
The concept of trust is complex and has multi-faceted character. 
Concisely, trust should reflect the union of three elements 
namely (i) a trustee to whom the trust is directed; (ii) confidence 
that trust will be upheld; and (iii) a willingness to act on that 
confidence. It is therefore concurred as the willingness of trustor 
to rely on trustee based on the confidence that the trustee will 
act accordingly. 2 

Studies advocate that a trusting relationship is influenced by 
trustor’s and trustee’s characteristics. These characteristics 
help to develop their online credibility, hence, clear up 

BUILDING 
ONLINE TRUST 
VIA SHARI’A 
COMPLIANT
E-COMMERCE
Dr. Muhd Rosydi Muhammad, 
International Islamic University 
Malaysia (IIUM)

Dr. Marjan Muhammad, International 
Shari’a Research Academy for Islamic 
Finance (ISRA)

1. This article is a summary of the article published by the Journal of Internet Banking and Commerce titled ‘Building Trust in E-Commerce: A Proposed Shari’ah Compliant 
Model’, Vol. 8, No. 3, December 2013.  
2. Chopra, K. & Wallace, W.A. (2003). Trust in electronic environment. In: Proceedings of the 36th Annual Hawaii International Conference on System Sciences, Big Island, HI, 
331–340.
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anonymity of online users that stymied the establishment of 
online trust. Three main characteristics of trustee that cause 
them to be more or less trusted are ability, benevolence and 
integrity.3  Ability refers to skills, competencies and expertise 
of the trustee; which may include good product knowledge, fast 
delivery and quality customer service. Whereas, benevolence is 
the degree of belief to which a trustee, aside from wanting to 
make legitimate profits, wants to do good to the trustor. 

It is interesting to note that religious faith is found to increase 
benevolence, which in turn influences trusting beliefs and 
online behavioral intention. Integrity has to do with trustor’s 
perception that the trustee adheres to a set of principles that 
the former finds acceptable such as keeping promise and 

abiding to shopping rules specified on the website. Insufficient 
information or non-disclosure of the identity between these 
two parties lowers their level of trust to trade over the Internet. 
It is necessary to establish confidence level of the trusting 
parties because any of them may be subjected to the violation 
of trust during the transactions as they are physically apart 
and cannot rely on things like physical proximity, handshakes or 
body signals.

There are a few models available suggesting ways and methods 
to establish a trusting relationship between online users. One of 
them suggests that the identity of each buyer and seller must be 
validated using a unique number known as Assurance Key (AK). 
Trusted Third Party (TTP) will uniquely generate the AK for 

3. Mayer, R.C., Davis, J.H. & Shoorman, F.D. (1995). An integrative model of organizational trust. Academy of Management Review, 20(3), 709–734.
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every registered consumer, and it is a combination of reference 
number of state, continent and image of the registered 
consumer’s face. Buyer or seller is requested to snap and upload 
his/her picture to the system, which will be matched to the AK. 
Once the identity is verified, the buyer or seller will be allowed 
to perform his/her online transaction as electronically reliable 
consumers. Otherwise, data will be sent to TTP for verification 
and image update. 4

Another model sheds light on four dimensions of trust known as 
merchant trust, content trust, product trust and process trust. 
Merchant trust refers to the trust attributes on e-commerce 
website that affect the merchant’s credibility such as business 
identification, contact details, privacy policy and third party 
endorsement. These attributes motivate buyers to stay longer 
and establish transaction with the website. 

Content trust involves attributes such as layout, structure, 
ease of navigation and technical competence that are very 
crucial to the website. Product trust focuses on attributes of the 
website that give impact to the product such as brand, features, 
descriptions and price. Process trust refers to attributes such 
as on-order guide, purchasing process, payment option and 
delivery arrangement that give impact to the transaction 
process provided in the website. 5 

It is apparent from this discussion that establishing trust is 
dependent upon various factors that can be briefly summarised 
into the followings:

i. Trusting the parties involved in online transactions. 
Here, trustor and trustee need to possess necessary 
characteristics such as integrity, identification and 
reputation that may reflect their ability and eligibility to 
commit online transactions.

ii. Trusting in the promises made by trustor (e.g. to buy and to 
pay) and trustee (e.g. to deliver product), which will bring 
them into the state of agreement upon a set of principles 
deemed acceptable for them.

iii. Trusting in the ways how online transactions are 
accomplished in terms of providing secured and reliable 
systems to support online activities.

E-COMMERCE FROM THE SHARI’A 
PERSPECTIVE
From the Islamic perspective, e-commerce denotes the same 
connotation as of the conventional, except that all transactions 
must be aligned to the Islamic principles and free from any 
element of interest (riba), (gambling (maysir), uncertainty 
(gharar), coercion (ikrah) and forbidden (haram). These 
prohibitions aim at protecting interests and eliminating harms 
of parties involved in a transaction, thus promote justice, which 

is one of the main objectives of Shari’a (maqasid al-Shari’a). As 
e-commerce involves trading between buyers and sellers, it 
needs to fulfill three essential requirements of Islamic law of 
contract as discussed below.

1. Form (Offer and Acceptance) 

Form of contract consists of offer and acceptance, where 
an offer refers to the initial proposal made by either party in 
a contract – seller or buyer. Meanwhile, an acceptance is a 
statement made by the other party expressing his consent to the 
terms of offer. Muslim jurists have stipulated some conditions 
for the validity of offer and acceptance namely connectedness, 
clarity and conformity.  In normal contexts, contracting parties 
are physically present in one meeting session (majlis al-‘aqd) to 
negotiate terms of the contract, so that offer and acceptance 
are connected, clear and consistent. 

Concerning e-commerce, there are two scenarios in which 
offer and acceptance may take place. First, parties are virtually 
present in the space (though they are at different locations) 
and the offer and acceptance occur in one meeting place via 
instant writing such as chatting or teleconferencing. According 
to the Council of the Islamic Fiqh Academy, the contract shall be 
deemed as a contract between present parties, for it takes the 
ruling of constructive meeting place in concluding the contract. 
Secondly, parties cannot see or hear each other physically or 
virtually, and offer and acceptance happen through computer 
screens such as interactive websites and emails. 

4. Abbass, S.M. & Ibrahim, O. (2011). A model for trust-building in e-commerce from consumer to consumer perspective in KSA. International Journal of e-Education, 
e-Business, e-Management and e-Learning, 1(3), 223-227.  
5. Sutcliffe, A. (2002). Assessing the reliability of heuristic evaluation for website attractiveness and usability. In: Proceedings of the 35th Hawaii International Conference on 
System Sciences, Big Island, HI, 137–147. 
6.  Al-Zuhayli, W. (2001). Financial transactions in Islamic jurisprudence. Damascus: Dar al-Fikr
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The Council has also resolved that the contract is complete 
when the offeror communicates the offer to the offeree and 
the offeree notifies his acceptance to the offeror. The ruling is 
based on the opinion of classical jurists regarding the conclusion 
of contract between inter-absentees, such as through a letter or 
a messenger. Despite the time and space intervals, the meeting 
place deems unified as the messenger or the letter constitutes 
“a representative” acting and offering on behalf of the seller. 7

In e-commerce, we need to determine when the constructive 
meeting session begins and ends. Some scholars are of the 
opinion that the session shall be established once a buyer shows 
his interest in trading by clicking on the advertised item on a 
seller’s website, and then proceeds to “check out” basket after 
knowing the specifications and the price. So, the offer occurs 
when the seller asks confirmation such as “do you agree?” 

Meanwhile, acceptance takes place when the buyer confirms the 
transaction and continues with the payment, thus the contract 
is concluded.8  This is a very practical view as advertising items 
for online shopping is similar to normal shopping in the store, 
where a seller put the goods on shelves and a customer has an 
opportunity to look at them and the price tags. The offer and 
acceptance will not happen until and unless the customer picks 
the goods and proceeds to the counter.

Based on the above, although the offer and acceptance in 
e-commerce are in various forms including oral (via chatting or 
telephone), written (via email or messenger), and conduct (via 
clicking confirmation button on website), they are valid as long 
as they are connected, clear and corresponding to each other. 

2. Contracting Parties (Buyer and Seller)

Contracting parties must be able to perform commercial 
transactions without any form of coercion, either directly or 
indirectly, or else, it would be a void contract. Allah says: “O 
you who believe, do not devour each other’s property by false 
means, unless it is a trade conducted with your mutual consent” 
(Quran, 4:29). Having a mutual consent is significant to eliminate 
the issue of anonymity between the contracting parties. From 
the technical viewpoint, the issue can be resolved through 
digital signature that provides a mechanism in which identity 
of the sender cannot be tampered or changed during the 
communication with the receiver. 

Both parties must also have legal capacity (ahliyyah) and 
authority (wilayah) in order to execute the contract. Legal 
capacity is defined as eligibility of a person to acquire rights 
for himself and exercise them; and authority is described as 
power of executing the contract.9  Legal capacity is categorised 
into two, namely acquisition of rights (ahliyyat al-wujub) and 
execution of rights (ahliyyat al-ada’). The former refers to the 
eligibility of a person to acquire rights for and upon him while 
the latter is the eligibility of a person to execute or discharge his 
rights and duties in a manner recognized by the law. 

However, the question that arises in e-commerce is how 
to determine the legal capacity of contracting parties. As 
e-commerce takes place between either an individual or a 
company with a website; in the case where the buyer is an 
individual, therefore determining his legal capacity is less hassle 
because his modes of payment – such as via debit or credit 
cards – shall prove that he has attained the legal age and has an 
authority in executing the transaction. Meanwhile, if the buyer 
or seller is a company, the determination of its legal capacity 
depends on the certificate of approval from the relevant 
authority. 

It is important to note that Muslim scholars, however, have 
different opinions with regards to a company being a legal 
entity, in which it has the rights and responsibilities similar to a 
living person. Classical Muslim scholars opine that legal entity 
does not exist in Islam for a very simple fact; a company cannot 
be regarded as “a person” because it is only a fictitious and an 
imaginary person, as such, has no capacity to engage in any 
commercial transaction. 

Nevertheless, some modern jurists such as al-Zarqa and Abu 
Zuhrah justify the existence of entity other than human being 
as a legal person based on the fiqh known as al-dhimmah 
(guarantee or accountable). This stance is further propagated 
by a modern Muslim jurist named Taqi Usmani.10  Taking waqf 
(endowment) as an example, he argues that waqf is a legal and 
religious institution in which a person donates some of his 
properties for a religious or charitable purpose. 

After the properties have been declared as a waqf, they no 
longer remain in the ownership of the donor. Likewise, the 
beneficiaries of the waqf can benefit from the corpus or the 
dedicated properties but they are not the owners. If, for 
example, a property is bought with the income of a waqf, it shall 
be treated as a property owned by the waqf. This indicates that 
waqf is similar to a living person who can own the property and 
thus, its transaction is legal in the view point of Shari’a.

Allah says: “O you who 
believe, do not devour each 
other’s property by false 
means, unless it is a trade 
conducted with your mutual 
consent” (Quran, 4:29).

7. Al-Kasani, A. (1986). Bada’i’ al-sana’i’ fi tartib al-shara’i’. Beirut: Dar al-Kutub al-Ilmiyyah.  
8. Al-Zahrani, A.J. Ahkam al-tijarah al-iliktroniyyah fi al-fiqh al-Islami. Beirut: Dar al-Qalam. 
9.  Abu Zahrah, M. (1996). Al-milkiyyah wa nazariyyah al-‘aqd fi al-Shari’a al-Islamiyyah. Cairo: Dar al-Fikr al-‘Arabi. 
10.  Usmani, M.T. (2002). An introduction to Islamic finance. The Hague: The Netherlands: Kluwer Law International.
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3. Subject Matter (Object and Price)

Subject matter must fulfill several criteria for a contract to be 
valid. They must be lawful, valuable, in existence, deliverable 
and precisely determined. If the subject matter is uncertain and 
ambiguous, the contract will become void. Further, it must exist 
at the time when the contract is made and it should be possible 
to be delivered at the agreed time of delivery. In this regard, the 
subject matter must be clearly known to the contracting parties 
through which it should be precisely identified and described. 

Lack of knowledge about the subject matter and its 
characteristics may invalidate the transactions. Details of the 
subject matter could be obtained whether by means of physical 
viewing, indication or description. In this regard, e-commerce 
website may precisely describe the subject matter through 
texts and pictorial displays. 

The mode of payments in e-commerce needs an appraisal 
from the Islamic perspective; as there are different e-payment 
systems widely used in e-commerce including e-cash, direct 
online or mediated credit/debit payments, e-cheques, stored-
value money and e-bill payments. Credit card, in particular, is 
an essential mode of payments in e-commerce. It represents 
a loan relationship between card bearer and issuer. In Islam, 
the issuer is not entitled to receive more than the amount 
taken to purchase goods to avoid interest (i.e. riba al-nasi’ah). 
Nonetheless, the issuer can charge a fix amount of fees known 
as administrative expenses or service charges if they are not 
increasable due to the increased amount of purchase. 

The Council of the Islamic Fiqh Academy issued a resolution 
pertaining to the use of credit card; (i) it is not permitted to issue 
uncovered credit cards or to deal in them if there is a condition 
that fixes usurious increase even if a user intends to pay up 
within a given free period; (ii) it is permitted to issue uncovered 
credit cards as long as there is no condition that fixes usurious 
increases to be added to debt; and (iii) it is permissible to use 
covered credit cards for buying gold, silver or currencies.11 

Therefore, it is permissible to issue and use credit card for 
e-commerce transactions as long as it is consistent with the 
Shari’a requirements and principles.

Furthermore, since e-commerce transactions usually involves 
objects being delivered in the future, hence items such as 
gold, silver and other usurious items cannot be traded to avoid 
interest (i.e. riba al-buyu’). This is because the tradability of 
these usurious (ribawi) items should fulfill two conditions, (i) 
equal value and hand-to-hand, if they are within the same genus; 
and (ii) hand-to-hand only if they are from different genus based 
on the narration of the Prophet. Therefore, online transactions 
of the usurious items are not permitted because they violate the 
hand-to-hand condition.

Pertaining to future delivery of all non-ribawi goods, particularly 
those delivered via postage, scholars argue that the transaction 
is neither future sale (bay’ al-salam) nor sale of debt with debt. 
Instead, future delivery of goods in e-commerce is due to the 

nature of transaction itself, which happens between inter-
absentees, hence entailing an intermediary, i.e. mail carrier to 
deliver goods to the buyer. In this context, time gap between 
payment and delivery of the goods does not invalidate the 
e-commerce transactions.

MODEL FOR BUILDING ONLINE TRUST VIA 
SHARI’A COMPLIANT E-COMMERCE
Shari’a compliant e-commerce can be postulated through 
the fulfillment of the essential requirements of Islamic law of 
contract that consequently may influence the presence of 
online trust among users in the Internet-enabled environment. 
It concurs with the existing literature that religious teaching, 
customs and traditions are important determinants of trust. 
Being able to resolve Shari’a issues related to e-commerce may 
satisfy religio-centric attitude of Muslims online users that 
consequently result in the success of e-commerce environment.

CONCLUSION
As e-commerce is anticipated to replace the current way of 
doing commerce and to greatly contribute to the nation’s 
economical development, Muslim online consumers and 
entrepreneurs need to be more proactive in embracing this new 
mantra of today’s commercial industry. By embracing the spirit 
of Shari’a-compliant e-commerce, users can have stronger trust 
to conduct their business transactions via online.

11. Islamic Fiqh Academy. (2000). Resolutions and recommendations of the Council of the Islamic Fiqh Academy 1985-2000. Jeddah: Islamic Research and Training 
Institute of Islamic Development Bank.
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What was your earliest ambition?

Jonathan Lawrence: To be a teacher of English literature. 

Why are you into Islamic banking and finance?

Jonathan Lawrence : It is a legal, academic and social challenge 
that stimulates me. I like to see how financing techniques can be 
created to produce solutions that align with people’s beliefs. My 
initial interest surrounded the financing of real estate assets. 
However, my outlook has broadened to a whole range of other 
uses - including project finance and equity-type arrangements. 

What is the future of Islamic banking and finance 
in the United Kingdom?  

Jonathan Lawrence: Whilst the vote to leave the European 
Union has led to a lot of market uncertainty, my sense is that it 
could end up being beneficial to the UK Islamic finance sector. 
In reality, many of the fundamentals to doing business have 
not changed and the UK’s prominent position in the Islamic 
finance market will most likely be maintained (and potentially 
even enhanced) by it. Brexit could lead to a need for the 
UK government to expand its horizons to attract required 
investment from worldwide sources, including from Muslim-

majority countries.  

What do you enjoy most about your role?

Jonathan Lawrence: I like the cross-border element of my 
work. From my office in London, I regularly engage with clients 
globally and with my colleagues in our offices in Dubai, Doha, 

Asia, continental Europe, the US and Australia. 

What do you do in your spare time?

Jonathan Lawrence: I enjoy opera, concerts and gardening.

Who has been your greatest mentor?

Jonathan Lawrence: I have had several great mentors including 
my parents. In my career as a lawyer, my mentors have included 
colleagues at the three law firms where I have worked - Hogan 

Lovells, Allen & Overy and K&L Gates.

Where are you the happiest?

Jonathan Lawrence: At home on a summer’s day.

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

Jonathan Lawrence: “I’m surprised!”

Ambition or talent: which matters more to 
success?

Jonathan Lawrence: Both are important and must work 
together. Success cannot be built in isolation. It’s important to 
be part of a great team. 

Any disappointment in life?

Jonathan Lawrence: I try to treat disappointments as 
opportunities to do better or to change direction. That is 
something I have learned to do over time and it is not always 
easy!

JONATHAN LAWRENCE 
Partner & Co-Head of Islamic Finance at K&L Gates 
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I try to treat 
disappointments as 
opportunities to do 
better or to change 

direction.



WAQFWORLD.ORG
A MARRIAGE OF A 1,400 YEAR OLD 
PRACTICE OF WAQF AND MODERN DAY 
Joann Enriquez, EthisCrowd
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According to Imam Muslim, “Abu Hurairah reported Allah’s 
messenger (PBUH) as saying: When a person dies, all his/her 
acts come to an end, but three: recurring (ongoing) charity, or 
knowledge from which people benefit, or a pious offspring, who 
prays for him/her.”

In Islam, waqf or plural awqaf (a capital gift to Allah swt in the 
form of a charitable endowment). The donation is meant to be 
fully invested in an income-producing capital asset, remains 
intact and is never diluted unless it is replaced with something 
of equal value. Traditionally, waqf is practiced by donating 
buildings or land for Muslim religious or charitable purposes. 
This is a form of recurring/perpetual charity or sadaqah jariyah.

WAQF IN HISTORY    
In the middle ages, awqaf contributed critically to the functioning 
of cities; without direct state involvement, they financed the 
building and maintenance of innumerable urban services. In 
the famous account of his journeys through the Islamic world, 
Ibn Battuta (1304-69) speaks of a dazzling variety of awqaf, 
including ones dedicated to providing drinking water, the paving 
of streets, assistance to travelers, the financing of pilgrimages, 
and wedding outfits to impoverished brides. Outside of cities, 
most of the caravanserai (fortified inns) used by traveling 
merchants were funded by awqaf.  In Marshall Hodgson’s words, 
the awqaf served as a “vehicle for financing Islam as a society.” 

CASH WAQF
When ‘Umar ibn al-Khattab acquired a piece of land, and asked 
the Prophet, peace be upon him, how best to use it, the Prophet 
advised him to establish it as waqf: “make the land inalienable 
(unable to be sold or given away), and give its profit away as 
charity.” The mainstream concept or general perception of waqf 
is to donate land for a permanent cause. Commonly that cause 
is for a masjid (place of worship) or madrasa (school), but the 
traditional asset donation of land has now expanded to include 
cash donation, known as cash waqf.

The proceedings of the International Conference of Cash Waqf 
in 2015 in Malaysia concluded that cash itself is eligible to be 
the subject matter of waqf. Any asset bought by the money 
pooled into a cash waqf is not regarded as a waqf asset unless 
intended specifically to be so. As such, the waqif (one who 
donates to waqf) may, when necessary, sell the asset with the 
condition that the value will not decrease from its original waqf 
amount. 

WaqfWorld.org, the first Islamic crowdfunding platform 
dedicated to waqf, was officially launched during the World 
Islamic Economic Forum in Jakarta, Indonesia on 4th August, 
2016. WaqfWorld.org utilises the model of cash Waqf in two 
different ways. The first is to channel cash pledges towards 
the acquisition or upkeep of a waqf asset. The second is when 
the cash itself may be the waqf asset pledged. Cash waqf must 
be utilised by the mutawalli (waqf trustee/administrator) in a 
sustainable way and give perpetual benefit.

A local town

*Infographic by EthisVentures.com

Digital World

TRADITIONAL WAQF WAQF + CROWDFUNDING



70

ISLAMIC FINANCE REVIEW  | AUGUST 2016

BRIEF NOTE

CROWDFUNDING 
The crowd is a large group of people who pool funds together 
for a common cause. Crowdfunding is generally transacted over 
the internet. In 2015, the total global crowdfunding industry 
estimated fundraising volume to be about US$34 billion, which 
is expected to rise significantly by the end of this year. The 
World Development Report of 2016 concludes that digital 
technologies have spread rapidly in much of the world. Digital 
dividends—that is, the broader development benefits from 
using these technologies—have lagged behind.

The global Muslim population is about 1.7 billion. The Millennials, 
also known as “generation Y are people born between 1981 and 
1997 and have been quantified by Pew research to be 44.2% of 
the total population. Given this estimation, we can deduce that 
there are about 10.2% of the world’s population or 730 million 
Muslim Millennials. In general, Millennials say they are willing 
to purchase products or services to support the causes that 
they believe in. Based on these statistics, crowdfunding waqf 
on digital platforms and marketing to the Muslim Millennials is 
a promising proposition. This will facilitate the increase of digital 
dividends by successfully utilising the 1,400 year old Islamic 
practice of waqf to spread social impact.

Waqfworld.org allows mutawallis to use the platform to present 
their causes to a global digital audience and solicit monetary 
support. On the other side of the platform waqifs can choose 
from different causes around the world presented in the said 
platform and make a cash waqf donation. This innovative 
platform literally exceeds borders and makes this exchange a 
vehicle for the redistribution of wealth in a way that is practically 
seamless. 

THE HORIZON
Waqfworld.org is the marriage of a practice by Muslims during 
the time of the Prophet Muhammed dated more than 1,400 
years ago and the modern day technology behind crowdfunding. 
The platform creates bridges beyond borders and allows those 
who are in need and those who are willing to give find each other 
in a seamless fashion. This facilitates wealth sharing in a whole 
new manner, and fosters a union to bring forth immediate social 
impact. The digital nature of the perpetual charity in the world 
of the Muslim millennials pose great promise to truly transform 
societies.

WaqfWorld.org is an Islamic financing initiative by University 
Kebangsaan Malaysia (National University of Malaysia) and 
Singapore-based Ethis Pte Ltd and part of its EthisVentures.
com family of Islamic crowdfunding platforms, including the 
EthisCrowd.com real estate crowdfunding platform launched in 
2014. The founding patron is Malaysia’s 5th Prime Minister Tun 
Abdullah Ahmad Badawi.

According to Imam Muslim, 
“Abu Hurairah reported 
Allah’s messenger (PBUH) 
as saying: When a person 
dies, all his/her acts come to 
an end, but three: recurring 
(ongoing) charity, or 
knowledge from which people 
benefit, or a pious offspring, 
who prays for him/her.”
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TAKAFUL AT A  
CROSSROADS
Zainal Abidin Mohd Kassim
Senior Partner, Actuarial Partners 
Consulting

A global observer of takaful could 
easily be puzzled by the differences 
in its practice and implementation 
among countries. Why, for example, 
is the takaful model used in Egypt 
different from that used in Malaysia?  
One might also be perplexed as to 
why insurance is Shari’a-compliant 
in Iran but not in many other 
Muslim-majority countries. From 
this observation, a misconception 
might arise that there is no common 
understanding of takaful.
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A practising Muslim’s obligations extend to how they live their 
life and earn their living. As an example, a Muslim is forbidden 
to earn interest. The ‘no return, without risk’ basic principle in 
Shari’a-compliant commercial transactions is the reason why 
earning interest is forbidden in Islam, as when interest is payable 
the lender reaps a return without taking any entrepreneurial 
risk. Indeed, in the Shari’a vocabulary, the use of the word 
‘loan’ only applies to benevolent loans, a loan made with no 
expectation to be repaid other than the amount extended, or 
indeed to be repaid at all. 

The insurance contract has in it elements that are not consistent 
with a Muslim’s belief. Takaful is thus seen as meeting a need 
within this community. Another common assumption is that 
takaful is only for Muslims. This, perhaps, can be explained by 
the use of the Arabic word ‘takaful’, or ‘Shari’a insurance’ or 
‘halal insurance’ to describe it. The reality is that takaful is just 
‘doing insurance in a particular way’; you need not be a Muslim 
to subscribe to it. For a non-Muslim, takaful is another insurance 
product, while to a Muslim it is about ensuring fairness and 
transparency in the insurance contract. 

VARIATION BETWEEN NATIONS
Yet another popular misconception is that takaful is a charitable 
institution. It is not and it cannot be in the regulated world that 
is insurance. Therein lies one of the reasons that the practice 
of takaful varies by country. The practical implementation of 
takaful is very much influenced by what the regulations in the 
country allow or do not allow. The takaful products available in 
a country are also determined by how solvency is determined. 
They require capital support. Policyholders do not provide 
working/solvency capital, but shareholders do, and so takaful 
products offered will depend on how much profit shareholders 
expect to reap for each unit of capital employed. 

Capital in takaful is used to finance the ‘loan’ that the risk pool 
periodically requires either to fund a new business strain or bad 
claims experience. Capital is also required to finance risk capital 
for any mismatch between the liability profile and the assets 
backing this liability. All these considerations affect how the 
basic model is adjusted to meet shareholders’ expectations. The 
other reason takaful can vary between nations is the flexibility 
within which fiqh (Shari’a law) is implemented in different 
countries. 

The Shari’a scholars in Iran, for example, examined the insurance 
contract and are able to explain away the elements which other 
Shari’a scholars in other countries deemed inconsistent with 
how business should be conducted to be consistent with fiqh 
muamalat (Shari’a law governing commercial transactions). The 
level of Shari’a compliance that is acceptable in any one country 
may also vary. Shari’a-compliant is different from Shari’a-based. 
The former has greater leeway in interpretation, while the latter 
leaves little room for variability. Generally, Shari’a compliance – 
where a Shari’a scholar or group of scholars give their blessings 
on a particular issue – is sufficient for acceptability among 
Muslims. 
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The basic commercial takaful model requires a separation 
between the shareholders’ capital and the policyholders’ fund 
(risk pool). Under this model, the takaful company informs the 
policyholder what percentage of the premium it is taking for its 
expenses and profit. The expense risk therefore rests with the 
shareholders. The remainder of the premium goes into the risk 
pool and is used to meet claims. The underwriting risk in this 
pool is thus shared among policyholders within the pool with 
any surplus being repaid as dividends to the policyholders. 

Reinsurance is replaced with ‘retakaful’ and any net deficit is met 
through ‘loans’ financed by the shareholders’ fund. These loans 
are a first charge on the future surpluses from the risk pool. 
Thus, the risk-sharing element among policyholders in takaful 
extends through generations of policyholders. Transparency is 
addressed through the ‘fee’ payable from the premium at the 
point of entry into the pool and fairness through the sharing of 
surplus within the risk pool among the policyholders in that year. 
That is the theoretical basic takaful model – before factoring in 
the regulatory and Shari’a consequences mentioned before. 
The takaful company would have in its set-up a Shari’a advisory 
committee (SAC). This forms another layer of governance 
below the board of directors. The responsibility is to advise 
the board whether the takaful company’s operation is Shari’a-
compliant. This compliance extends to the whole operating 
model (including sales, underwriting and investments), not just 
the takaful technical model. 

REASONS FOR GROWTH
The growth of takaful has been impressive, but this is primarily 
because the starting base is small. Takaful is more successful in 
countries where insurance generally has been successful. There 
are several reasons for this: 

• The penetration for takaful corresponds with level of 
financial awareness among the population in the country. 
Also compulsory insurance (for example, motor) would 
similarly drive the demand for takaful.

• The main basis of distribution for takaful would be agents. 
Other than for compulsory products, takaful is ‘sold’ not 
bought. Thus in countries where insurance is sold through 
agents, we see greater success for takaful. As it needs to 
be explained to the consumer, this is another reason why 
agency is more successful than bancatakaful.

• Takaful companies are often newly set-up operations, 
requiring skilled human resources. A market with a thriving 
insurance industry can be a source of these skilled labours.

Policyholders 
do not provide 
working/solvency 
capital, but 
shareholders do, 
and so takaful 
products offered 
will depend on 
how much profit 
shareholders 
expect to reap for 
each unit of capital 
employed.

Consumer
Expectations

They want the
 ‘cheapest’ offering

Undeveloped
Islamic Capital
Market

CHALLENGES FACING TAKAFUL 

Limited access to 
sukuk market for 
investments

Stringent 
Regulations

Require greater 
investment in systems 
and manpower
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WHAT HAVE BEEN THE CHALLENGES FOR 
TAKAFUL? 
After the initial period of euphoria about the potential of 
takaful globally, the industry has come to realise the formidable 
challenges it faces to make a profit. These include: 

• Consumer expectations. Notwithstanding the significant 
Muslim market globally, takaful companies have come to 
realise that policyholders are the same whether it is takaful 
or insurance – they want the ‘cheapest’ offering. Thus, 
takaful companies compete on price with each other and 
insurance companies. This is the slippery slope to ruin.

• Takaful companies are start-ups with limited capital, so 
competing on price simply uses up capital without growing 
a loyal group of policyholders. It is also a fruitless exercise. 
Insurance companies do not have to share any underwriting 
surplus with policyholders, and thus can recover faster in 
any subsequent upturn in the insurance cycle. 

• An undeveloped Islamic capital market. Takaful premiums 
need to be invested, as premiums are paid before claims 
are paid. Takaful is also a means to a disciplined approach 
to saving. Other than in Malaysia, there does not exist a 
national liquid sukuk (Islamic bond) market. 

• In many countries, takaful companies invest their 
policyholders’ and shareholders’ funds in the equity 
market. In such instances, the profitability of the 
takaful company is strongly correlated to the 
performance of the local stock market. Over the 
long term, the sustainability of takaful companies is 
dependent on access to a sukuk market. 

• The influence of regulations on the ability of 
takaful companies to make a profit cannot be 
overemphasised. Stringent regulations require 
greater investments in systems and manpower. 
The cost of regulations weighs more heavily for 
new start-ups than for well-established insurance 
companies. These costs make takaful operators less 
able to compete with the insurance industry. 

Is the takaful industry then doomed to slower growth 
going forward? Maybe. If takaful chooses to compete 
on price, it is unlikely to be a sustainable business model. 
To be successful, it has to reinvent its business model or 
request regulatory concessions. It is perhaps unrealistic to 
ask the regulator for concessions if its products are clones of 
insurance products.

TAKAFUL
INDUSTRY

FUNDAMENTALS

Favorable demographics
Increased income 
earnings and propensity 
to consume
Changing social 
attitudes towards 
insurance

FACILITATOR

Regulatory support and 
framework
Insurance legislation
Compulsory coverage

MARKET CONDITIONS

Available Shari'a 
compliant projects
Equity markets
Investment 
opportunities
Institutional growth

LONG TERM GROWTH OF TAKAFUL IS PREDICATED ON STRONG UNDERLYING FACTORS
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IDEAL IMPLEMENTATION
It would be unfortunate if takaful fails because of 
widespread misunderstanding of what it is and how it 
should be implemented. There are essentially two takaful 
markets and these should be considered separately. 
First, there is the market where currently only the 
insurance industry is serving. This consists of customers 
who are relatively financially aware of the importance 
of insurance as a means of risk management. For this 
market, takaful can be a success and can compete with 
insurance, as evidenced in Malaysia. 

What takaful needs to do to continue to grow is 
to reassess its product line and distribution costs. 

Insurance is expensive because distribution cost is 
expensive. Takaful needs to demonstrate that it can 

improve consumer outcomes compared with insurance. It 
should stick to its basic principles of providing consumers 

transparency and fairness. The other takaful market 
has to do with financial inclusion. Compared with other 

groups, Muslims are disproportionately distributed in poor 
and underdeveloped markets, where the commercial takaful 

model cannot work. There needs to be a different takaful model 
to apply to this underserved segment of the world’s population, 

Muslim or otherwise. 

Zainal Abidin Mohd Kassim FIA is the senior partner at Actuarial 
Partners Consulting based in Kuala Lumpur, Malaysia. He may be 
contacted at zainal.kassim@actuarialpartners.com

Takaful needs to 
demonstrate that it 
can improve consumer 
outcomes compared 
with insurance. It 
should stick to its basic 
principles of providing 
consumers transparency 
and fairness.
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On the side line of the 12th World Islamic Economic Forum 
(WIEF) held in Jakarta, Indonesia recently; Cambridge IF 
Analytica (a member of HD-Edbiz Group of Companies) 
launched its Cambridge Cases series. The case study entitled 
“Agrobank: Charting a New Path to a Sustainable Growth”, 
highlighted the importance of connecting the financial sector 
to the real economy in order to achieve a sustainable financial 
system. The case was developed in collaboration with Agrobank, 
a pioneer Islamic bank in agricultural financing in Malaysia. 
The case study also highlighted Agrobank as an example of 
cooperation between banking and finance and the real economy 
all in Shari’a- compliant way. 

The case study was launched by Tan Sri Ali Hamsa, Chief 
Secretary to the Government of Malaysia; and witnessed by 
President and Chief Executive Officer of Agorbank, Dato’ Wan 
Fadzmi Wan Othman, together with Dr Sofiza Azmi, Chief 
Executive Officer of Cambridge IF Analytica. The case was used 
as part of the curriculum during the Cambridge Islamic Finance 
Leadership Programme held at Clare College, University of 
Cambridge from August 20 – 25, 2016. 

More than 80 guests witnessed the launching ceremony 
which was held during the WIEF satellite forum on the topic 
“Decentralising Growth, Empowering Future Business Forum: 
From Public Policy Perspective. The Forum was organised by 
the Razak School of Government. Commenting on the case 
study, Tan Sri Dr. Ali said that Agrobank demonstrates how 
an organisation needs to restrategise and redefines its role 
in an ever changing economic landscape. “We find that many 
companies that build scale and transform for the benefit of their 
customers and shareholders are more successful,” said Tan Sri 
Ali. “We hope that more organisations will benefit from this 
case study which is a fine example of business empowerment. 
Companies that initiate change will have far better opportunity 
to manage the change that is inevitable,” he further added.

Dato Wan Mohd Fadzmi Wan Othman stressed that since 

food is synonymous with agriculture sector and halal factor 
is essential to the Muslim community, the conversion to a full-
fledged Islamic bank enabled Agrobank to provide Islamic 
banking products and funding to complete the cycle of halal 
food production.

CASE SUMMARY
On 1st July 2015, Agrobank officially become a full-fledged 
Islamic bank and thus embarked upon strengthening its 
footprint within the country’s vibrant financial services industry. 
Established in 1969 and corporatised in 2008, Agrobank has 
been central to the development of the agriculture sector and 
agriculture related business while supporting the government’s 
vision to establish Malaysia as a global hub in Islamic finance and 
the halal industry. Since food is synonymous with agriculture 
sector and halal factor is essential to the Muslim community, the 
conversion to a full-fledged Islamic bank enabled Agrobank to 
provide Islamic banking products and funding to complete the 
cycle of halal food production. 

With 46 years of experience in the agricultural banking industry 
and excellent track record, the Agrobank is an example of 
cooperation between banking and finance and the real economy 
– all in a Shari’a compliant way. The case study highlights the 
importance of connecting the financial sector to the real 
economy in achieving a sustainable financial system. It also 
analyses Agrobank’s developmental role in:

• Promoting agriculture as an engine of economic growth.  

• Promoting Islamic finance as a viable and competitive 
component of the financial system.

• Enabling funds to be channelled into the production of halal 
food found throughout the value chain within the halal 
economy

• Scaling up financial inclusion through Islamic microfinance
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Islamic banking and finance (IBF) is thriving, with total assets under management of the institutions offering Islamic financial services 
expected to reach US$2.5 trillion by the end of 2017. While a bulk of Islamic financial assets remain within Islamic banking sector, 
sukuk are increasingly used by governments, corporates and Islamic banks to raise more capital in a Shari’a-compliant way. There is no 
doubt that sukuk have played an important role in deepening capital markets, more so in the GCC. In Malaysia, sukuk are a significant 
component of the local capital market, a path that its neighbouring Indonesia has decided to pursuit in raising additional capital for 
infrastructure projects as well as public sector borrowing requirements. 

While the increasing significance of sukuk in IBF has generated a lot of market excitement, there are others who prefer to take a more 
cautious stance on this important tool in Islamic capital markets. Academicians in particular have shown their discontent over debt-
based sukuk structures. For an excellent reference on sukuk, the readers are advised to read the forthcoming book of Dr Mohd Daud 
Bakar on Emirates Airline Sukuk. 

I believe sukuk can be developed as an effective tool for Islamic mezzanine financing, especially convertible sukuk but also plain vanilla 
sukuk al-ijara, if the sukuk holders are given full recourse to the underlying assets in the event of default. The basic structure of sukuk is 
in fact very much consistent and compatible with debt-based mezzanine financing. As so far the use of sukuk has been in capital markets, 
it is not entirely unfeasible to look into developing sukuk as a mezzanine financing tool for a number of industrial projects, particularly 
related with construction and the real estate. 

Sukuk as a tool for mezzanine financing has greater potential role to play in IBF than merely a capital market debt instrument. As the 
real estate is a popular asset class in IBF, development of sukuk as a mezzanine financing instrument may help by way of supporting 
construction industry in a number of countries in the OIC. Whereas the countries in the GCC are obvious examples of boom in the real 
estate industry, other countries like Indonesia, Turkey, Pakistan and Egypt provide a wide range of investment opportunities in the real 
estate. 

While lower oil prices provide an opportunity for further development of sukuk in the GCC, it is advisable to use sukuk as a debt 
instrument with caution. There is a need to develop more innovative sukuk structures to ensure that sukuk is at least a hybrid between 
equity and debt, if not an outright equity. The use of sukuk purely as a debt instrument may prove to be catastrophic, if restraint isn’t 
exercised in its usage. 

SUKUK
AS A TOOL FOR 

ISLAMIC MEZZANINE 
FINANCING

Professor Humayon Dar

PAUSE FOR 
THOUGHT
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Jakarta, 29 August 2016 – The 12th World Islamic Economic 
Forum (WIEF), held at the Jakarta Convention Center from 2nd 
to 4th August 2016, has made recommendations for overcoming 
challenges highlighted by the global leaders and to address the 
issues of decentralisation and empowering future business, not 
only for the host country Indonesia, but also for Muslim and 
non-Muslim economies across the globe, particularly in the 
wake of global economic challenges.

The recommendations include: 1) promoting and supporting 
an enabling environment to develop micro, small and medium 
enterprises (MSMEs), to address job creation and income 
generation as well as to unlock economic opportunities in rural 
communities; 2) harnessing the use of innovative training to 
provide youth with modern skills to enhance their economic 
exchange value; 3) expanding the use of Islamic Finance to grow 
the halal ecosystem, modest fashion industry, infrastructure 
development and social finance; 4) harnessing the use of 
disruptive technologies for the wider benefit of a more inclusive 
society; and 5) developing strategies to enhance the potential of 
creative industries to spread economic growth.

The 12th WIEF, themed  “Decentralising Growth, Empowering 
Future Business”, was a platform for the Government of 
Indonesia “to promote investment opportunities in the country 
and to market our products, whether they are products with 
halal certification or existing products deemed competitive in 
the international market”, according to Sri Mulyani Indrawati, 
Indonesia’s Minister of Finance.

The 12th WIEF was indeed such a platform as the bilateral 
meetings held, on the sidelines of the Forum, among the country 
leaders resulted in several developments.  

Indonesia’s President Joko Widodo and Malaysia’s Prime 
Minister Najib Razak witnessed the inking of a pact between 
the Financial Services Authority of Indonesia (OJK) and Bank 
Negara Malaysia where three Indonesian banks under the 
ASEAN Banking Integration Framework are allowed to set up 
subsidiary offices in Malaysia and they will be treated like a local 
bank.  

The bilateral meeting between President Widodo and the Sri 
Lankan Prime Minister, Ranil Wickremesinghe has spurred the 
interest of Indonesia to help set up a railway system in Sri Lanka 
and for Sri Lanka to import Indonesian-made train carriages. 

Guinean President Alpha Conde and President Widodo have 
expressed interest to start joint-capacity development in the 
fields of agriculture, energy and aviation. President Conde has 
also invited Indonesian investors to invest in the agriculture and 
mining industry in Guinea.    

The President of Tajikistan, Emomali Rahmon and President 
Widodo discussed economic cooperation in the textile sector 
including cotton processing industry. President Rahmon has 
invited Indonesian business leaders to invest in projects in 
Tajikistan.

The meeting between President Rahmon and the Prime Minister 
of Sri Lanka was reported to be focused on the establishment 

STRONG MOMENTUM CREATED BY 12TH WIEF TO 
ACCELERATE ECONOMIC GROWTH
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of bilateral cooperation between their two countries in 
constructing small and medium hydropower plants and 
launching joint minerals processing ventures in Tajikistan.

Besides these developments, a total of 10 Memoranda of 
Understanding amounting to US$899.6 million in value 
were exchanged at the Forum. Real estate, medical facilities, 
halal industry, franchise industry, Islamic finance and capital 
markets were the sectors that benefited.

Bursa Malaysia and Indonesia Stock Exchange entered into 
an agreement of cooperation to develop the Islamic capital 
markets in Malaysia and Indonesia with the aim to establish 
both Malaysia and Indonesia as a leading Islamic capital market 
hub in the world. 

Jakarta Industrial Estate Pulogadung (JIEP) and port operator 
PT Pelabuhan Indonesia II (IPC) signed an agreement to 
develop Indonesia’s first international Halal Hub that will 
process and manage all containers based on Sharia principles. 

Another cross-border collaboration was the tri-partite 
agreement made between Kumpulan Perubatan Johor 
Sdn Bhd, Malaysia and two Japanese companies – Sojitz 
Corporation and Capital Media Co. Ltd. to set up an Oncology 
Center at Rumah Sakit Medika Bumi Serpong Damai (RSMBSD) 
in Tangerang, Indonesia at the cost of US$12 million.

Another significant deal was the agreement between three 
Malaysian property developers, namely Sime Darby Berhad, 
SP Setia (Indonesia) Sdn Bhd, and I&P Group Sdn Bhd, and 
Indonesia’s PT Hanson International to jointly develop an 
affordable residential project for US$862 million in the Maja 
area in West Jakarta, Indonesia.

Additionally, the 12th WIEF has set the course to strengthen 
the role and increase global recognition of Indonesian MSMEs.  
In her closing statement, Sri Mulyani Indrawati said that the 
12th WIEF has successfully explored the crucial role of MSMEs 
in driving economic growth. “This effort reaffirms the fact that 
empowering MSMEs by facilitating their larger participation 
in the mainstream economy will spur innovation and improve 
efficiency that provides enterprises the competitive edge to 
navigate through the ever-evolving business landscape.”

These developments at the 12th WIEF have certainly created 
a strong momentum to accelerate economic growth for the 
participants and nations of both the Muslim and non-Muslim 
worlds. 

In the closing session, the Chairman of the WIEF Foundation, Tun 
Musa Hitam stated that the agreements between Indonesian 
and regional corporations proved that the 12th WIEF has been 
a strategic platform for important collaborations to strengthen 
and connect economies in the Muslim nations with their 
regional and global counterparts. “This reflects our confidence, 
courage and decisiveness in responding to our current economic 

challenges, in which collaborative model that enables joint value 
creation is important and necessary in order to create a level 
playing field between the Muslim and non-Muslim world to 
spread economic growth.”

ABOUT THE WORLD ISLAMIC ECONOMIC 
FORUM (WIEF)
The WIEF Foundation, a not-for-profit organisation based in 
Kuala Lumpur, organises the annual World Islamic Economic 
Forum, a world-class business platform showcasing business 
opportunities in the Muslim world, and runs programmes of 
the various initiatives of the Foundation that strengthen people 
partnership and knowledge exchange between Muslim and 
non-Muslim communities across the globe.

The WIEF has previously held forums in Malaysia, Kazakhstan, 
Indonesia, Kuwait and Pakistan, the United Kingdom and United 
Arab Emirates and aims to bring together Muslim and non-
Muslim communities through the common language of business.

The 12th WIEF was held at the Jakarta Convention Center from 
2-4 August, 2016.

More information about WIEF: http://wief.org/
For media queries, kindly contact:
• Fiscal Policy Agency Ministry of Finance : ikp@fiskal.depkeu.go.id
• Wai Fai Lo : waifai@wief.org or +6012 209 0068

To promote investment 
opportunities in the country 
and to market our products, 
whether they are products 
with halal certification 
or existing products 
deemed competitive in 
the international market 
— Sri Mulyani Indrawati, 
Indonesia’s Minister of 
Finance
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