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From The Editor

Professor Humayon Dar
Editor-in-Chief

Welcome to this latest issue 
of Islamic Finance Review – 
ISFIRE. Our previous issues 

have indeed been received with 
welcoming applause, and it gives me 
immense pleasure to present this issue 
to you, with the hope that you will find 
it an improvement over the previous 
issues. 

When we started ISFIRE, we had a 
dream – a dream to create a publication 
like HBR – Harvard Business Review 
– for the global Islamic financial 
services industry. We recognise that 
we are far from this dream as yet, 
but the direction the publication has 
taken so far points towards the goal. 
To achieve this objective, we need 
patronage from the industry. ISFIRE is 
a publication run by a dedicated team 
of Islamic banking and finance experts. 
It presents the most objective analysis 
of the global practices in Islamic 
banking and finance, without losing 
sight of its responsibilities towards 
the industry and the larger stakeholder 
communities.  

While we do present some critical 
analysis contributed by industry 
observers, we acknowledge the fact 
that Islamic financial industry has 
progressed well in the last four 
decades. The article by Dr. Tariq 
H. Cheema, for example, may be 
considered as a critique of some 
aspects of the practice of Islamic 
banking and finance, but a deep dive 
into the thought process reveals 
that what Dr. Cheema is arguing is 
simple – the need for bringing social 
responsibility to Islamic banking and 
finance as an important part of the 
explicit corporate agenda. 
In fact, Islamic banking and finance has 
its future tied with the socio economic 

progress of recipient communities.  
While in case of conventional banking, 
demand for financial services tends to 
have a positive correlation with income 
levels and wealth, we argue that 
demand for Islamic financial services 
will be spurred by the contribution 
of Islamic banking and finance to the 
welfare of the communities it attempts 
to serve.

This is not a coincidence that there 
are three articles and one interview in 
this issue, emphasizing on the same 
point – Islamic banking and finance 
and its potential role in developing 
social enterprises. Rizwan Rahman 
takes a rather philosophical approach 
while Syed Shahzad’s argument is 
more of a practitioner. Drawing on the 
experience of Mondragon Corporation, 
Rahman argues that there are huge 
similarities between the Mondragon 
cooperative model and Islamic 
principles. Canada’s Islamic Cooperative 
Housing Corperation and its sister 
organization Ansar Housing Corporation 
are examples of social responsibility, 
shared in this issue.  

Syed Shahzad’s article is in 
continuation of Rahman’s recognition 
of social responsibility and a need 
for finding a new model of business 
organization for Islamic banks and 
financial institutions. Shahzad’s 
primary focus is on the possible role 
of Islamic financial institutions on the 
development of social enterprises. 

In this issue, there are three interviews 
with leading personalities in Islamic 
banking and finance. Mr Sohail Jaffer, 
Deputy CEO of FWU Takaful Solutions 
graces the cover and we were fortunate 
to have been able to interview him. 
Mr Jaffer is a globally known leader 

in Islamic finance, who has written 
numerous books on different aspects 
of Islamic banking and finance. Our 
second interview is a short one under 
the title of Personality – an addition 
to ISFIRE. Our first personality is Mr 
Hasan Bilgrami, CEO of BankIslami 
Pakistan. Mr Bilgrami founded 
BankIslami and has helped it become 
the second largest Islamic bank in the 
country. The “Personality” will be a 
constant feature of all the forthcoming 
issues of ISFIRE and only selected 
and most distinguished personalities 
will be invited to feature in it. These 
personalities will become distinguished 
members of our ISFIRE Personalities 
Club. Our final interview with Pervez 
Nasim, Chairman of Ansar Financial 
Group in Canada, is an extended 
piece. His life and career thus far 
is a testament to the potential of 
Islamic finance to financially include 
communities and create products which 
are exigent and innovate. A revealing 
interview, we trace out the history and 
substance of Ansar Financial Group 
showing Islamic finance at its best. 

Enjoy reading and do provide us with 
your feedback on the special issue on 
Islamic social responsibility.

Professor Humayon Dar
Editor-in-Chief
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Pervez Nasim

For the average Muslim, buying a home can be a burden especially with no recourse to 
Shari’a compliant financing and reliance on interest bearing debt. Toronto-based Ansar 
Financial Group were one of the first organisations in the western world to tackle this issue, 
providing a cooperative model that met the Muslim consumer’s needs. Pervez Nasim, 
the unassuming Chairman of Ansar Financial Group, was one of the founders of the 
organisation in 1980. He speaks to us about its beginnings, its growth and expansion and 
gives us an insight into a model that is garnering global appeal. 

How did Islamic and Ansar 
Cooperative Housing Corporations 
begin? 

The story of Ansar is really a story of the 
Muslim immigrant. Original immigrants 
first helped themselves and now they are 
helping new immigrants; just like the ansar 
of Medinah. I, along with many others, 
came to Canada in 1970 in order to receive 
a good education. Originally, we had no 
intention to stay and wished to return 
back to our home country. But a number 
of factors conspired to keep us in Canada 
ranging from setting up a family, the 
flourishing of our respective careers and 
even the political and economic turmoil 
in our home countries. I came from India; 
I have been in Canada for 42 years; I got 
married in 1973; now I have three children. 
Canada is my home and it is the home of 
my children. 

But in those early days, as immigrants from 
an alien culture with a different way of 
thinking, settling in and creating that home 
away from home was always going to be 
a difficult task. The younger generation 
will probably never experience or even 
truly appreciate those initial struggles of 
somehow maintaining our religion and 
cultural heritage. It was something most 
of us felt passionate about and it was the 
selfless endeavours of the first generation 
which brought the mosques and the halal 
butchers onto western soil. 

I would not say finance was ignored, 
but it was not given the same level 
of consideration. In most western 
countries, halal butchers are ubiquitous 
in predominant Muslim communities. 
The same cannot be said about Islamic 
financial institutions.  It has only been 
recently that they have been established. 
As someone who worked for Canada’s 

Ministry of Finance since the early 70s, this 
was an issue that was close to my heart. 
Necessity forced the first generation to find 
a solution. 

Just as with worship and food, we 
wished to uphold our religious values in 
transactions too. There are approximately 
2 million Muslims in Canada, half a million 
in Toronto. This is a very big market and 
so there should be a good offering of 
Shari’a compliant products. As interest 
is considered prohibited, there were two 
basic needs which were not being fulfilled 
for the Muslims: a) ensuring savings did 
not lose value due to inflation; and b) 
acquiring houses With this in mind, a group 

of us decided to start “Islamic Cooperative 
Housing Cooperation” in 1980 in order to 
fulfil these basic needs and avoid interest. 
It was the first Islamic finance institution in 
North America. 

What were the challenges you 
faced at the beginning? 
As with any new venture, especially one 
that was as unique and religiously based, 
there were a number of challenges. One 
of the biggest challenges was complying 
with three sets of law: 1) Shari’a law 2) 
the law on cooperatives, 3) taxation (tax 
efficiency). We had to offer products which 
would balance all three aspects and not go 
beyond the limitations it imposed. 

So in the beginning, we were really 
undertaking a trial and error process, 
seeing what works and what did not. The 
Shari’a authenticity of our products was a 
little weak at the beginning. For example, 
Mufti Taqi Usmani was concerned about 
the wording for the documentation of 
our products and the mandatory nature 
of property insurance, which housing 
associations such as ourselves needed 
to have. Mufti Taqi Usmani advised that 
we should have only 3rd party liability 
insurance mandatory, so that if someone 
is injured outside a property of ours, 
then we would be covered. Under the 
Shari’a principle of darura this would be 
considered acceptable.

In terms of taxation, a homeowner can get 
tax free capital gains if it is their principle 
residence. In our case, since legal titles of 
the houses are registered in the name of 
the cooperative, as it is required under the 
Co-operative Act, we had to prepare an 
‘Occupancy Agreement’ for each house in 
such a way that it would maintain the tax 
free capital gain.

Aside from the structural elements, there 
was the task of advertising and promoting 
to our community. In the beginning, while 
community members wanted Islamic 
finance, they had apprehensions as to 
whether it would succeed. We did not have 
political clout or a firm presence to bring 
legislative changes in order to efficiently 
run an Islamic financial institution freely 
in a western country. People were very 
sceptical about its viability. Therefore, 
generating confidence proved a slight 
challenge at first, but once they saw 
the structures in place and the Shari’a 
authenticity, confidence grew and we began 
to gain more members. 

Another significant challenge, one that 
faces all new organisations, is funding. The 
early 80s saw a sudden influx of refugees 
and new immigrants that demanded our 
products and that put pressure on us to 
deliver. We only used members funding and 
so getting more funds was difficult. Capital 
flow was restricted. We only started with 
17 members and $17,000, which as you 
can imagine meant access to a very small 
pool. 

When we started, the founding members 
worked as volunteers. I was working for 
the Ministry of Finance at the time as an 
auditor. In addition, we had many other 
commitments such as spending time with 
the family making it difficult to spend 
sufficient time in building the co-operative. 
But commitment, persistence and belief 
paid off in the end. In fact, we first hired 
full time staff in 1986, 6 years after we set 
up the Co-operative.

What is the current state of Islamic 
and Ansar Co-operatives?
Today we have over 4,200 members spread 
across Canada, USA, and in fact, the world. 

We have a number of members from 
countries in the GCC, the subcontinent, the 
Far East and Europe, just as investors(see 
Figure 1 and 2). Along with individual 
members, we also have a number of 
institutional members, such as businesses, 
mosques, schools and private corporations 
who have bought shares in the cooperative. 
The combined issued capital is over $5.5 
million.

Give us a breakdown of the Ansar 
Financial group of companies.
Since 1980, Ansar has gone beyond its 
initial remit of providing housing (see 
Table 1). We have about 20 companies 
in the group and two coops. The growth 
has been organic and has been a case of 
observing the Muslim community, seeing 
what they needed and attempt to provide 
a solution that is interest free. Our initial 
focus was on housing. We have two 
housing cooperatives: Islamic Housing 
Cooperative and Ansar Cooperative 
Housing Corporation, which was set up 
in 2003. Then we saw that car financing 
was another serious problem. In 1984, 
we started providing car ownership plans. 
To do this, we had to create a private 
corporation called Ansarco Inc. as housing 
cooperatives are non taxable whereas 
car financing is taxable. We also offer 
retirement saving plans. We noticed that 
some Muslims were putting their money 
in conventional retirement saving plans, 
gaining tax advantages but receiving 
interest while many Muslims were 
depriving themselves of the tax advantages 
by not contributing because of interest. 
We developed our own retirement saving 
plans through our sister organisations, 
Al-Amin Association and Ansarco inc. 
Investors can invest in the plan, receive a 
tax receipt and receive a tax deduction and 
earn halal income. The trustees invest the 
money in Ansar’s own companies through 
which we have invested in a few projects 
such as house and industrial condominium 
construction and residential land 
development. We also work in business 
financing, helping businesses buy necessary 
equipment. 

By 2004, we had expanded to such a level 
that I had to take early retirement from my 
government job, in order to concentrate 
on sustenance and expansion of these 
business projects. My family and I did 
initially suffer financially because of a 
reduced pension package. However, I have 
no regrets. Ansar has grown significantly. 
Today we have 15 full time employees and 
a number of volunteers. There are new 
shareholders as the Muslim community 
in Canada is growing. Our home-grown 
markets are getting bigger, more affluent 
and many successful Muslims have a 
profound desire to comply with Shari’a. We 
have two offices in Toronto, and an office in 
Alberta.

In 2008 Islamic, Ansar and Qurtuba 

Housing Cooperative (an affiliate that 
operates only in the Province of Quebec) 
established Home and Auto-Takaful 
services for our members. This is a pilot 
project in which we have partnered with 
the second largest insurance company 
in Canada, The Co-Operators Insurance 
Group. Currently, we are attempting to 
raise awareness and request members 
to transfer to this program. Takaful is a 
growing segment in the Islamic finance 
industry with the structures proving to 
be much simpler and easier to explain. 
However, a regulatory requirement is that 
70% of the premium has to be invested in 
fixed income products. Fortunately, with 
the dawn of sukuk, we do not have to 
invest in conventional bonds and the like.

In 2010, we started Ansar Financial and 
Development Corporation (AFDC), which is 
a public company. We created a prospectus 
and arranged an IPO of $15 million with 
shares valued at a minimum offering rate 
of $11.75. We received $14.6 million 
subscriptions. AFDC, the first interest-free 
public company in North America- will 
concentrate on investing in real estate and 
land development projects. We are not 
listed yet on a public stock exchange but 
intend to do so by next year. 

Please explain to us the Shari’a 
structures you use for your 
products. 

 � Purchasing Homes

To purchase houses we have found that 
diminishing musharaka works the best. The 
basic model is simple. As a cooperative, 
we use only our members/shareholders 
funds available to buy the property. The 
prospective homeowner will have to 
contribute 20% of the first $100,000 
price; plus 25% of next $100,000 and 
30% of the next $100,000 price of the 
house, leaving the cooperative to pay 
the remaining amount. This means that 
for a $300,000 house, the cooperative 
will contribute a maximum of $225,000 
for any given house. Once approved, the 
member will select the property and the 
cooperative will buy the house by paying 
the full cash amount. The homeowner 
has to pay a proportionate monthly rent 
over an indefinite time period. We do not 
impose a time limit on customers; however, 
the homeowners are required to increase 
their ownership/contribution in the house 
by buying more shares. As and when 
they buy additional shares- that could be 
every month, every two, three months, 
etc. - their proportionate rent is reduced by 
the same percentage. The rental income 
will be calculated according to how much 
they need to pay back to the cooperative. 
However, if they buy more shares in the 
cooperative, then the rental income goes 
down. From the rental income, we calculate 
a dividend from our quarterly holdings, 
though we pay the dividend at the end 

Chairman of Ansar Financial Group, Canada
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of the year. Over the last 30 years, our 
dividend average is approximately 6-7% 
per year. This is more than what you would 
receive from term deposits. 

 � Car Financing

For our car financing projects, we use the 
murabaha model, where we buy the car 
for the member and sell at a profit, with 
payments in instalments. 

 � Business Financing

In terms of business financing, we use the 
ijara model. For instance, we have had 
abattoirs that have needed equipment for 
chicken processing, and we have offered 
them the equipment through ijara. 

Tell us a little more about Ansar 
Financial and Development 
Corporation.
As I have mentioned AFDC is our 
investment arm that invests in real 
estate and land development business 
projects. This is the first interest-free 
public company in North America. We 
have invested across Canada including 
an industrial park near Calgary, Alberta. 

This project will be undertaken through a 
newly incorporated Alberta joint venture 
company known as A Fin Investments Ltd. 
AFDC will own 49% of this company and 
the remaining 51% will be owned by three 
other Ansar Financial Group companies. 
Ansar Industrial Park, as it will be called, 
will contain a series of different size lots 
which will be sold to various businesses. 

AFDC has also agreed to invest around 
$500,000 in the purchase of 49% of 22 
residential lots in Deer Valley residential 
project near Edmonton airport through A 
Fin Investments Ltd. We are also building 
nursing homes and senior retirement 
homes, which will be in Toronto. We are 
also looking to create a cemetery, funded 
by AFDC. Graves are quite expensive, and 
currently Muslims in Toronto are using non-
Muslim cemeteries. It would be beneficial if 
we have our own with its own prayer area 
and washroom facilities. 

Why has Ansar moved beyond their 
initial remit of providing retail 
products? 
What we have concluded is that there 
are financial requirements and various 

community development needs of 
Muslims which we intend to cater for by 
supplementing and subsidising these 
requirements through for-profit commercial 
ventures. Not only are we attempting to 
create a profitable wing to our work but 
we are also working with small businesses 
and helping them to develop. We have 
financed a number of ventures including 
restaurants, medical professional offices 
and retail shops. We own a large amount 
of land, and through buying and selling 
land, we have a greater access to a pool of 
funds, allowing us to give higher dividends 
to our members. In addition, we are looking 
at broader community needs. As a future 
project, we have hopes to establish a 
hospital. There is a Jewish hospital and a 
Christian hospital, why can there not be a 
Muslim hospital, say Mount Hira Hospital 
or Medinah Hospital? We have offered 
a plan to the Minister of Health and we 
intend to  partner with groups to establish 
a hospital in Calgary.

How large do you wish Ansar to 
grow? 
I could say the sky is the limit but I 
believe gradual progress is the best way 
to go. I am concerned that if we expand 
too fast, we may over-commit, and this 
will be detrimental to our customers. 
One fact that is quite important for us is 
persuading conventional institutions to 
become involved in Islamic financing, and 
impressing upon them the benefits of our 
principles and the growth potential of our 
products. By having their support, it makes 
it easier for us to offer and to promote 
our products. A key issue is regulatory 
uncertainty and reinterpreting laws to 
account for Shari’a compliant products. In 
the UK, there have been changes made 
to regulatory interpretations, redefining 
various legal terms in order to facilitate an 
arena for Islamic finance. At a conference 
in Toronto in 2008 by The Canadian 
Institute, a UK FSA official highlighted that 
a positive way in combining regulation 
with Shari’a rules, without foregoing the 
intents and purposes of both, is to broaden 
the definitions of the products, allowing 
Islamic finance products to come under a 
general umbrella. 

Do you have a Shari’a Board? 
We do not have a Shari’a board but we do 
have a Shari’a/Ethics Committee. This is 
mainly for AFDC. It is quite a novel idea in 
which we juxtaposed ethics with Shari’a. 
When filling out the prospectus for AFDC, 
we added this Committee in the Corporate 
By-Laws and this was accepted by the 
Securities Commission. Currently, we have 
three members on the committee.

Is there an interest by the 
government and conventional 
institutions in Islamic finance? 
There is an interest and we are constantly 
advocating Islamic finance to conventional 

institutions. The Canadian finance minister 
went to Dubai to learn more about Islamic 
banking and finance and he set up a task 
force to see if Islamic banking can be 
introduced in Canada. We are a member 
of an Islamic Finance Working Group that 
is part of   Toronto Financial Services 
Alliance, a non-governmental organisation 
seeking to promote Toronto as a financial 
hub. The group published a report looking 
into how Islamic finance can be developed 
in Toronto and throughout Canada and 
offered a series of recommendations. 
Unfortunately, there is some ambiguity as 
to the government approach to Islamic 
finance. I think more needs to be done. 
Institutionally, there is a lot of interest. Our 
pilot takaful project was made possible 
by our relationship with the President 
and CEO of The Cooperators, the second 
largest insurance company in Canada. 
She is past President and a member of 
the International Cooperative and Mutual 
Insurance Federation (ICMIF), a promotion 
and advocacy group for mutual insurance. 
Our Co-operatives are part of ICMIF too, 
and therefore, gaining her support was 
crucial in providing the right takaful 
product. At the moment, The cooperators is 
offering home, automobile and commercial 
property insurance under a Takaful 
programme to our Cooperative members 
only; not to the general Muslim population 
yet.  Toronto has hosted three international 
Islamic banking and finance conferences. 
The last one was held in Ottawa where 
60% attendees were non Muslims: it 
included major Canadian bank and 
insurance executives, politicians, lawyers 
and staff from regulatory authorities. 
Some Canadian law firms are also keen in 
getting involved in Islamic finance. Borden 
Ladner Gervais (BLG) and Stikeman Elliot 
are two firms who are actively courting 
and promoting Islamic finance. Credit 
Unions are also interested in providing 
Islamic finance. In fact, we are interested 

in establishing a Shari’a compliant credit 
union. They are simple models and easier 
to run. BLG have expressed interest and are 
keen to support the idea. 

What was the impact of the UM 
Financial court case? 

The UM Finance debacle was unfortunate 
and could have been seriously detrimental 
to Islamic finance in Canada. There were 
a lot of credit union clients/depositors 
who were not affluent and any default 
would have irredeemably affected them. 
Fortunately, there was not a huge backlash. 
People realised it was an isolated case 
and was not indicative of the industry as 
a whole. However, to resolve the situation, 
it is going to take some time and previous 
customers have come to us to assist them 
in repayments. 

Has there been interest from 
outside Canada for the Ansar 
Housing model?

There has been a lot of interest for the 
model we have created. There are two 
similar cooperatives in USA, and in the 
UK, you have Ansar Finance based in 
Manchester. But what is particularly 
interesting is that Islamic finance centres 
are also expressing interest in the model. 

In Malaysia, they have adopted a murabaha 
structure for house purchases. There are 
however a few issues with the model. 
Primarily, murabaha assumes a fixed time 
period, which enables the calculation of 
the profit. The payment period could be up 
to 25 years and in a world where people 
are much more mobile than previously, 
this could cause problems when it comes 
to selling the house. This is precisely what 
has happened in some some cases in 
Malaysia. In such a model not only people 
have problems when attempting to sell 
their house but the house price did not 

appreciate sufficiently.  The current market 
price of the house would be considerably 
less than the outstanding amount payable 
to the bank. Unfortunately, if the banks 
ask for the full price to be paid back, 
(as happend in some cases in Malaysia) 
brings it particularly burdensome on the 
departing occupier. Many people have sued 
the banks in their attempts to foreclose. 
Our model does not tie the person to the 
house for a fixed term. In a diminishing 
musharaka, there is no fixed term or a 
prefix profit mark up. If they wish to sell, 
there is a process and any gain or loss is 
shared based on the current market value 
of the house.

Similarly, in Saudi Arabia, there has been 
a lot of discussion on a new mortgage law 
as homeownership is a major concern. In 
cases of default banks have attempted 
to foreclose. When they attempted to 
foreclose, the courts ruled that those 
interest based contracts were illegal and 
thus unenforceable. In both situations 
neither the bank nor the owner has 
benefited. 

I have been invited to Malaysia, Indonesia 
and Saudi Arabia to give lectures on the 
model and what I have found is a belief 
that its structures and principles can 
counter some of the problems arising 
from their own home financing models. 
In Malaysia, the Ministry of Housing and 
some other groups have invited me to 
speak a few times on this issue. The last 
time I went was in 2010. I have also been 
to Saudi Arabia to present our model. It 
was gratifying when after my presentation, 
the Deputy Chairman of Saudi Arabian 
Monetary Agency (SAMA) exhorted and 
told the bankers that our model was the 
solution to their current house mortgage 
problem! 

Products Offerings Company Provider

1.
2.
3.
4.
5.
6.
7.
8.
9.

Housing
Business financing
Car ownership plans 
Interest free retirement savings plans
Equipment leasing
Land Development
Residential and industrial Construction
Nursing Homes
Insurance 

Islamic and Ansar Co-operative Housing Corp.                                   
Ansar Financial Group Companies
Ansarco Inc.
Al-Amin Association
Ansarco Inc.
Ansar Development Corporation
Ansar Construction
Ansar Medical Services
The Cooperators Group

Table 1: Product offering of Ansar Financial Group.

Pervez Nasim is a Bachelor of 
Commerce and a Certified Management 
Accountant. He is a founding member 
and Chair of the Board of the Islamic 
Co-operative Housing Corporation Ltd., 
first interest-free home Ownership and 
investment projects in North America. 
He is also Chairman & CEO of Ansar 
Co-operative Housing Corporation and 
a number of Ansar Financial Group 
of Companies. Ansar Financial Group 
Companies are managing investments 
in excess of $85 Million on interest-
free basis in various projects and 
joint ventures in Canada. Pervez 
Nasim is also Chairman & CEO of first 
interest-free public company in North 
America known as Ansar Financial and 
Development Corporation Ltd. This 
company is expected to be listed in a 
Stock Exchange in Canada early next year.

Country
Australia
Bahrain
Canada

Eqypt
Germany

India
Jordan
Kuwait

Libya
Nigeria

Oman
Pakistan

Saudi Arabia
South Africa

Thailand
Tunisia
Turkey

UAE
UK

USA

Member
1
1

2770
1
1
2
1
2
1
1
1

12
28

5
1
1
1
9
2

109

ICHC Global Membership Distribution
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Please tell us about your background in bank-
ing and finance and how you became involved in 
Islamic banking.
I started my career in consulting and later moved to the 
manufacturing industry, before returning to work in corporate 
finance with the local practice of Deloitte & Touche. In 1996 
I joined an investment bank. In 2000 while I was working 
for Gulf Commercial Bank, I was nominated to work with 
the Islamic Finance Commission set up by the State Bank of 
Pakistan to develop model instruments. In 2004 I started 
working on setting up BankIslami Pakistan which is now the 
second largest Islamic bank in Pakistan. 

What is the future of Islamic banking in Pakistan? 
Islamic finance in Pakistan has grown consistently at more than 
30% per annum. in the last decade. The demand is actually 
stronger in areas where literacy rates are higher. In our base of  
Karachi - probably the most competitive market in Pakistan- it 
has turned out to be the most attractive market for Islamic 
finance. Despite this excellent growth rate, Islamic finance has 
only 8% of the market share. I would say  growth will continue 
till we have at least 25% of the market share. Pakistan will 
remain a high growth market for many years to come.

What inspires you? 
I get a lot of satisfaction from what we have done in 
BankIslami. However, taking it to a new level and, importantly, 
taking it out of Pakistan is a challenge which keeps me going. 
In 2012, we have again commenced net work expansion which 
has its own share of challenges. 

In your opinion, why has Pakistan, once a global 
leader in Islamic banking, not been able to play a 
greater role in the international development of 
Islamic banking?
If you look at the quality of Islamic banking in Pakistan, I would 
say we are ahead of the curve. None of the foreign Islamic 
banks in Pakistan  poses  a serious challenge to  local players. 
The problem with the Islamic banking industry in Pakistan has 

been, and remains, that it is too insular, perhaps because there 
is so much to be done here.  We need to expand out of Pakistan. 

What do you do in your spare time?
I like reading history, literature and poetry. I like exploring new 
places, especially by road. I like to travel by road whenever I get 
time. One of my aspirations is to trek from Pakistan to Tajikistan 
in Pamir.

What do you enjoy most when you are with your 
family?
I spend a lot of my time with my children. My parents are also 
Mashallah alive and I am fortunate that they are up to date with 
world affairs allowing for good conversations.  All of us enjoy 
traveling by road. Probably this gets the best out of all of us.

What is your all-time favourite movie, if you watch 
movies?
I do, it is just that the last movie I watched was in 1998!. 
However, I do read about movies, especially the history of 
cinema in the sub-continent. My all time favourite movie is 
Umra -o-Jan produced by Muzzaffar Hussain. I have never 
stopped being amazed by the finer details he attended to while 
making this movie. 

Hasan Bilgrami as a CEO or as a father? Which one 
is more demanding role?
Frankly these roles cannot be compared with each other. 
Both of them have their own sets of challenges and joys. I am 
fortunate enough to have the best of both roles.

When do you think BankIslami can become the 
number one Islamic bank in Pakistan?
If you mean by size, I do not think it is  possible in next few years. 
We should not even try. The market leader, Meezan Bank, has had 
a head start of 10 years and they have done a very good job. We 
have never desired to be the market leader. Rather, we would like 
to grow consistently and above industry average, increasing our 
market share gradually. In the last few years we have done just that 
and here we are - the second largest Islamic bank in the country.

Hasan Bilgrami

Personality

CEO - BankIslami Pakistan

12 ISFIRE
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Working in Europe, was there a 
sufficient demand and appetite for 
Islamic finance products amongst 
the Europeans? 
There is growing awareness amongst 
the Europeans of the benefits of Islamic 
finance in the UK, France, Germany, 
Luxembourg, Ireland and certain other 
parts of Europe.  International banks 
like HSBC, Standard Chartered Bank, 
BNP Paribas and Deutsche Bank, global 
insurance  brands like AIG, Allianz, AXA, 
Prudential UK, Aviva, ING and Fortis and 
asset managers like Amundi, BNP Paribas, 
HSBC and SEI are all active players.

Compare working in Dubai with 
working in Luxembourg? 
I moved to Luxembourg in 1999 and 
was impressed by the government’s  
entrepreneurial export drive and ‘can do’ 
positive attitude. By working together, the 
government, local regulators,  ALFI (official 
representative body for the Luxembourg 
investment fund industry), the National 
Funds Industry Association, Luxembourg 
for Finance (LFF) and international 
service providers  have all contributed 
to the successful development of Islamic 
finance, wealth management and takaful in 
Luxembourg.
My move to Dubai, and specifically the 
DIFC, has provided a further competitive 
advantage given DIFC’s commitment to 
developing Islamic finance and of course 
the proximity to FWU bank distribution 
partners and takaful operators in the 
region. The DIFC platform offers several 
benefits including an enlightened 
regulatory framework, opportunity for 
product innovation, closer interaction with 
international players and the cosmopolitan 
talent pool available.

Which countries do you see Islamic 
finance growing in over the next 
few years? 
In Europe (UK, France, Germany and 
Turkey), in MENA (Egypt, Morocco, Tunisia, 
Algeria and Libya), in Africa (Nigeria, 
Kenya and South Africa) and in Asia (India, 
Indonesia and China).

Can Islamic finance take root in Eu-
rope? If so, what does the industry 
need to do to become more palat-
able to European clients? 
To take root in Europe, Islamic finance has 
to recast its value proposition, broaden 
customer appeal by aligning itself more 
closely to socially responsible investing 
(SRI), sustainable investments and ethical 
finance. The 2008 global financial crisis 
was a timely awakening and imparted 
important lessons. Customers are more 

Tell us a bit about your work, what 
do you do on a day to day basis?
My main responsibility is international 
business development for FWU’s family 
takaful division in the emerging markets. 
FWU is presently active in 5 growth 
markets (Saudi Arabia, UAE, Kuwait, 
Pakistan and Malaysia) and looking to 
enter new markets like Egypt, Turkey, 
Indonesia and South Africa. In May 2012, I 
was appointed Deputy CEO for FWU’s fast 
expanding takaful business and relocated 
to FWU’s office in Dubai in the Dubai 
International Financial Centre (DIFC).

Please take us through your career 
history and your journey to and in 
Islamic finance?
I qualified as a UK Certified Accountant 
with a joint marketing subsidiary of Shell 
in London. I started my professional audit 
career in 1974 and was made Audit Partner 
with Price Waterhouse in Africa in July 
1984. I gained extensive audit experience 
by working with major banks and extractive 
industries particularly in Africa.

In January 1989, I joined Citibank’s 
Financial Institutions Group for EMEA 
based in London. My 10 years of experience 
with Citibank proved very rewarding and 
included structuring products for the hedge 
funds industry and later institutional asset 

gathering for Citi’s Alternative Investment 
Strategies (AIS) business. I am also the past 
Chairman of the Alternative Investment 
Management Association (AIMA) founded 
in 1990, the global representative of the 
hedge fund industry headquartered in 
London. Whilst at Citibank I gained some 
early insights into Islamic finance and that 
stirred my interest.
In July 1999, I joined FWU, a specialist 
provider of unit linked investments 
(individual Savings, Education and 
Pension Plans) and was initially appointed 
the Managing Director for their multi-
manager asset management business 
in Luxembourg. Later as the FWU Group 
diversified its unit linked investments 
business into the emerging markets, my 
responsibilities evolved into international 
business development for their family 
takaful business. My main responsibility 
is to develop a suitable entry strategy 
into new markets and secure local life 
takaful operators and bank distribution 
partners. FWU today is a market leader in 
the family takaful business and has won 
several international awards. I have also 
contributed to the development of the 
takaful industry and edited some of the 
Euromoney Islamic finance publications. 
This year I was recognised by the 
International Takaful Summit (ITS) for 
outstanding contribution to the takaful 
industry.

What is it about Islamic finance 
that interests and inspires you?
Islamic finance offers a distinct customer 
centric value proposition and its underlying 
attributes of full transparency, risk sharing,  
customer fairness , financing of tangible 
assets and distribution of any surplus 
to customers have contributed to the 
industry’s growth especially since the 
global financial crisis in 2008. Demand 
for Islamic banking, Sharia compliant 
capital market transactions like sukuk, 
wealth management and takaful has grown  
significantly in the GCC and South East 
Asia. Global brands are active players and 
the industry is well poised to expand into 
MENA, Europe and Africa.

What are the challenges for Islamic 
finance? 
I believe there are four main challenges. 

i. Raising education and awareness of 
Islamic finance,

ii. Harmonising a set of international 
best practice standards and corporate 
governance, 

iii. Enhancing product innovation designed 
to satisfy evolving customer needs,

iv. Increasing quality of after sales 
customer service.

Interview with

Deputy CEO, FWU Global Takaful Solutions

Sohail Jaffer

Sohail Jaffer, Partner and Head of International Business Development 
at FWU Group, is an Islamic finance stalwart. A practitioner, thinker and 
advocate of the industry, he has done much to build awareness of the 
industry in Europe and the Middle East. We are proud to sit with Mr. Jaffer 
to discuss his opinions on the industry.
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ISLAMIC FINANCE
ACCESS PROGRAMME (IFAP)

Presents

Developed by Professor Humayon Dar in
collaboration with leading practitioners
and organizations around the industry.

Globally recognised, affordable Islamic
financial intelligence programme.

Bringing highest quality of Islamic
financial intelligence to the top executivesfinancial intelligence to the top executives
and decision-makers in the Islamic
financial services industry.

Gateway to more advanced qualifications
in Islamic finance.

♦

♦

♦

♦

WHAT THE INDUSTRY
LEADERS SAY ABOUT IFAP

"The Islamic Finance Access Programme is an 
excellent forum from an informative, educational 
and networking perspective. Professor Dar is 
true expert in his field and Fidomes are proud to 
be associated with the IFAP"
(Noeleen Goes-Farrell, Director, Trident Fund 
Services (Luxembourg) and Fidomes).

"The Islamic Finance Access Programme run by "The Islamic Finance Access Programme run by 
Edbiz is extremely informative, focused and well 
run. They partner with carefully selected 
industry players, bringing to bear a variety of 
perspectives and a wealth of knowledge about the 
Islamic finance market"
(Rosali Pretorius, Partner, SNR Denton)

“The Islamic Finance Access Programme on “The Islamic Finance Access Programme on 
Structuring Islamic Investment Funds was 
insightful, interesting and relevant. The 
speakers were knowledgeable and instructive and 
the programme proved not only to be educational 
but also a great forum for networking with other 
professionals in interested in the Islamic finance 
market”. (Lawrence and Graham LLP)market”. (Lawrence and Graham LLP)

For information on future events, please email: 
Rizwan Malik on rmalik@edbizconsulting.com 
or call on (0044) 7791762047

wary now and tend to delve into more 
detail and perform extensive due diligence. 
The industry needs to broaden its appeal 
beyond the Muslim community to the 
mainstream European customer base. 
Products need to avoid technical jargon, 
become simpler and easier in order to 
quickly understand  the main benefits and 
be delivered in a convenient manner. The 
industry should aspire to the way the smart 
phones business of Apple and Samsung 
have revolutionised global consumer mind 
set and behaviour.

Economists and policymakers have 
differed as how to solve the Euro 
Crisis. What do you think about the 
current Euro Crisis and what role, 
if any, can Islamic finance play in 
alleviating the problem? 
Urgent structural reforms are needed to 
solve the Euro crisis and regain investor 
confidence. A single European market 
still offers several economic benefits in 
an increasingly globalised world. With 
the advent of new European Basel  and 
solvency directives, bank lending has 
reduced and the European SMEs and 
corporates need to secure alternative 
sources of financing. Islamic finance and 
especially sukuk issuance denominated in 
Euro and US dollars can assist SMEs and 
also certain governments who are keen to 
rebuild their infrastructure (roads, ports, 
universities, hospitals and other community 
projects).

Why in the last few years have as-
sets in Islamic funds changed only 
slightly? Is it exclusively to do with 
the global financial crisis or are 
there issues of concern relating to 
the Islamic markets? 
Islamic capital markets have not been 
entirely immune from the 2008 global 
financial crisis and sectors like real estate, 
infrastructure and project finance have 
certainly been impacted. Rating agencies 
and investors have also become more 
cautious in their evaluation and due 
diligence. Credit, market, counterparty and 
performance risks have all concentrated 
the minds of the investors. Investors are 
more risk averse and closely scrutinise 
risks including credit worthiness, market 
volatility, counterparty failure and 
performance hiccups. They do not want 
to be faced with unexpected surprises 
that result in impairing their capital or 
disappointing them on failure to deliver 
what was promised or represented.

Many Islamic funds have failed to 
meet initial expectations. Many 
have had to cease operations. Why 

do you think this has been the 
case? 
Securing cross border distribution for 
Islamic funds remains a challenge. The 
Islamic funds business is fragmented 
and lacks economies of scale. Product 
innovation, asset gathering, meeting 
customer’s performance expectations and 
delivering a consistent quality of service 
remains a challenge.

Tell us a bit more about FWU 
Group?  What are their main service 
lines? What is the FWU group’s vi-
sion? How did they get involved in 
Islamic finance?
FWU is an international life insurance 
group specialising in private label unit 
linked investments (individual savings, 
education and pension plans, both regular 
and lump sum). In Europe the group 
distributes its products mainly through 
IFAs and independent sales organisations 
in Germany, France, Luxembourg, Austria 
and Italy. Dr Manfred Dirrheimer, the 
Group’s  Founder and Chairman  is 
a leading European entrepreneur. 
Institutional partners with FWU AG, the 
parent  company, and its life insurance and 
asset management subsidiaries include 
Swiss Re and VHV based in Hannover 
respectively. In emerging markets, FWU’s 
value proposition is focused on family 
takaful plans distributed solely via bank 
distribution partners.

The group is passionate about customised 
product development calibrated to meet 
individual financial protection and long 
term financial planning needs of the 
different customer segments. We achieve 
this by deploying a proprietary web 
portal to facilitate sales fulfilment, policy 
administration, effective sales management 
and enhancing after sales customer service. 
FWU became interested in the family 
takaful business during its discussions 
with a major GCC bank who wanted a 
Shari’a compliant insurance wrapper for 
their Islamic mutual funds business. FWU 
was quick to spot the market opportunity 
and established its own Shari’a and 
international advisory boards early. It is 
also an observer member of the IFSB and is 
involved in its takaful working group.

Tell us about an exciting transac-
tion that you have worked upon? 
What made it exciting? 
Developing a suitable market entry strategy 
into a highly competitive and mature 
market like Malaysia was both challenging 
and exciting. Significant work was 
involved in meeting the high regulatory 
guidelines established by BNM, securing a 
suitable takaful operator and leading bank 

distribution partners, and establishing a 
solid support infrastructure.

Which funds have been success-
ful in the Islamic finance industry? 
Why have they been successful? 
The most successful have been emerging 
market equities, sukuk, trade finance, 
leasing and commodities. The attraction 
of Shari’a compliant customised 
structured products linked to equities and 
commodities has grown since the 2008 
global financial crisis, especially those that 
can protect capital.

Takaful has been described as the 
‘cinderella’ of the Islamic finance 
industry. What makes it so impor-
tant to the growth of the industry?  
Takaful offers a viable alternative to 
conventional insurance but is a young kid 
on the block. Global takaful contributions 
were approximately US$ 12 billion in 2012 
and are poised to grow at a rate of some 
15% p.a. As customer financial literacy 
increases and the middle income consumer 
segment expands in the fast growing 
emerging markets, takaful is proving to be 
increasingly popular. This is largely due to 
the attributes of takaful’s value proposition  
like full transparency, risk sharing and 
surplus distribution.

Who are the major players in the 
takaful market? What is the state of 
this sector? 
Major players include Etiqa, Salama, 
FWU, and global insurance brands such 
as AIG, Allianz, Aviva, AXA, Prudential UK, 
ManuLife, ING and Fortis. The entry of 
global insurance brands has spurred the 
growth of bancatakaful and raised the 
bar of excellence. International banks like 
HSBC Amanah, SCB Saadiq and Barclays are 
all involved in distributing sukuk, Shari'a 
compliant wealth management and takaful 
solutions.

Who would you consider as a role 
model? Who has inspired you? 
My father has been a true role model 
to me. His passion for creativity, his 
business acumen, entrepreneurial drive, 
networking skills, passion for cricket and 
family philanthropic and social community 
development activities have all inspired me 
and it is an honour to be able to follow his 
footsteps.  

What do you like to do in your free 
time? 
My pastime hobbies include travel, 
discovering Islamic arts, history and 
architecture and cricket.
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• Dr Zurina Shafii, Director, Islamic 
Finance and Wealth Management 
Institute (IFWMI), Universiti Sains 
Islamic Malaysia (USIM), Nilai, Malaysia

Dr Mehmet Asutay opened the DIFSS 2012, 
with an introduction to the role of Islamic 
finance in developing an Islamic moral 
economy. Since the third quarter of the last 
century, a number of attempts were made 
to develop a new economic model, based 
on Islamic ethics and morality. Almost all 
the political movements aiming to achieve 
this objective failed in different parts of 
the world. Islamic banking and finance, 
which emerged in the 1960s in countries 
like Malaysia and Egypt, however, has 
prospered and is now considered as an 
essential building block of the emerging 
Islamic moral economy. 

According to Dr Asutay, Islamic banking 
and finance must aim at promoting 
community banking to serve communities 
and not the markets. It should also have 
built-in checks and balances on financial 
institutions to promote social responsibility 
and ethical initiatives. Islamic finance is 
based on an alternative ethical financial 
paradigm that links services to the 
productive real economy.  He lamented, 
however, that Islamic banking and finance 
has not developed itself according the 
original vision of the forefathers. Initial 
experiments with Islamic banking and 
finance remained true to this vision but it 
gradually moved away to become a part of 
the Western model of banking and finance. 
The emphasis on human development, 
which was one of the major focuses of 

Islamic banking models gave in completely 
to the profit motive, especially in the 
1990’s when Islamic banking became more 
mainstream in a number of countries. This 
is what Dr Mehmet termed as social failure 
of Islamic banking and finance. 

He concluded that for Islamic banking 
to remain relevant to the needs of the 
Muslims it must develop itself along the 
lines of community banking. Retaining 
the Western emphasis on debt financing 
and continuous aversion to risk sharing 
can never distinguish Islamic banking 
from its conventional counterpart. He also 
argued that restraining the investment 
areas does not necessarily mean Islamic 
finance is ethical, as screening of Islamic 
investments is done with respect to Shari’a 
rules and not on the basis of ethical 
or SRI considerations.  He concluded 
by saying that the Islamic banking and 
finance has a big role to play in the 
economic development, which can be 
achieved by improving human capital, 
building wealth distribution channels and 
promoting a trade block on the level of the  
Organization of Islamic Conference (OIC).

On the first day of DIFSS 2012, also spoke 
Thomas Myers, Founder and Chairman of T. 
A. Myers & Co., Denver, USA. He discussed 
the causes of the global financial crisis, 
which included excessive lending to 
households, corporations and governments 
and funds. He also highlighted the role 
played by rating agencies in mis-rating the 
securitized debt instruments, the failure 
of governance at both the institutional 

and systemic levels. He further mentioned 
that the Shari’a prohibitions of trading in 
debt would have avoided the sale of toxic 
products (securitized debts) as Shari’a 
does not allow Gharar (speculation).  He 
argued that the role of Shari’a committee 
would have acted as another pair of eyes in 
preventing such transactions to go through.

While Day One tended towards generality, 
the second day was far more technical.  
Professor Habib Ahmed, Sharjah Chair 
in Islamic Law & Finance at Durham 
University contended that the  success of 
Islamic banks depended on new products 
that must keep up with the changing 
markets and variegated needs. Innovation 
is therefore key to success.  He broke down 
the product development system into three 
main components:

i. Strategy and plans:  mission and 
innovation of the product as to finding 
the niche and the targeted clients.

ii. Structure and resources: innovation 
requires a certain organizational 
structure and culture, which must drive 
innovation. 

iii. Product development process:  it 
requires different departments to 
get involved, as there is a need 
for a smooth flow of activities and 
information. 

The product development process is, 
therefore, a three step process and 
failure of any one of these will result in 
unsuccessful attempt of development of 
the product.

Durham Islamic Finance Summer 
School (DIFSS) is one of the most 
reputable programmes in Islamic 

finance in one of the oldest universities 
in the UK. Although a number of other 
programmes in Islamic banking and finance 
pre-existed DIFSS, this programme has 
proven to be one of the most popular 
events in the world. Co-developed by 
Professor Rodney Wilson and Dr Mehmet 
Asutay, DIFSS today benefits from the 
dynamic leadership of the latter, with the 
recent retirement of Professor Wilson. 

Dr Asutay has previously been associated 
with Orientation Courses in Islamic 
Banking and Finance, organized by The 
Islamic Foundation, with the help of 
Islamic Research and Training Institute 
(IRTI) in the 1990s. These Orientation 
Courses are no longer offered.  

DIFSS 2012 was organised by the Durham 
Islamic Finance Programme, a joint venture 
between the School of Government and 
International Affairs and the Durham 
Business School. DIFSS is in its seventh 
year, and it is expected that the 8th event 
will be bigger and more impressive. This 
impressive summer school has trained over 
300 people from all over the world since 
2006. Those who have attended various 
DIFSS trainings over the last seven years 
have benefited from in-depth analysis of 
Islamic banking and finance from both 
an academic as well as practitioner’s 
viewpoints. 

Each year the DIFSS attracts a number 
of leading Islamic finance practitioners 
from around the industry to share their 
expertise, experience and knowledge in 
the area. In addition to the established 
experts in the field of Islamic banking and 
finance, a number of PhD students are 
also given an opportunity to present their 
research projects to the participants. This is 
greatly helpful for the PhD scholars, as they 
benefit from the feedback from the industry 
players. 

This year, the following distinguished 
faculty shared their expertise and views on 
Islamic banking and finance from around 
the world:

• Dr Mehmet Asutay, Director, Durham 
Islamic Finance Summer School and 
Director, Durham Centre for Islamic 
Economics and Finance, Durham 
University, UK

• Professor Rodney Wilson, Emeritus 
Professor of Islamic Banking and 
Finance, Durham University, UK

• Thomas A. Myers, Founder, President 
and Chairman of T.A Myers & Co, 
Denver, USA

• Professor Habib Ahmed, Sharjah Chair 
in Islamic Law & Finance, Durham 
Islamic Finance Programme, Durham 
University, UK

• M. Iqbal Asaria, CBE, Lecturer Aston 
Business School, Associate Afkar 

Consultants, UK

• Professor Humayon Dar, Chairman, 
President & CEO, Edbiz Consulting, UK

• Richard Thomas, CEO, Gatehouse Bank, 
UK

• Jaizah Otham, PhD Scholar, Durham 
Islamic Finance Programme, Durham 
Univeristy, UK

• Maha Alandejani, PhD Scholar, Durham 
Islamic Finance Programme, Durham 
Univeristy, UK

• Dr Shehab Marzban, Co-Founder, 
Shekra, Egypt

• Bilkis Ismail, Counsel, SJ Berwin (MENA) 
LLP, Dubai & London, UK

• Dieter Girmes, Department of Statistical 
Science, Univeristy of College London, 
UK

• Hanira Hanafi, PhD Scholar, Durham 
Islamic Finance Programme, Durham 
Univeristy, UK

• Dr Hashem Al- Nemer, Durham Islamic 
Finance Programme, Durham Univeristy, 
UK

• Madzlan Bin Mohamad Hussain, Partner 
and Head of the Islamic Financial 
Services Practice, Zaid Ibrahim & Co, 
Kuala Lumpur, Malaysia

• Dr Nafis Alam, Assistant Professor of 
Finance, Univeristy of Nottingham- 
Malaysia Campus, Malaysia

An ISFIRE Report

Durham Islamic
Finance Summer School 2012



20 ISFIRE 21ISFIRE

pool contributions from which the operator 
invests the funds. In the case of a claim, 
the funds will be covered from the takaful 
pool. There are three competing models 
of takaful based on mudaraba, wakala, and 
waqf . The two bancassurance models were 
also discussed: 

Referral Model: The transaction is done by 
investment advisors, product specialists 
from the insurance company, who are  
based at bank branches.  

Agency model: The bank acts as an agent 
for the insurer to distribute insurance 
products for a fee/commission. The bank 
staff is trained to appraise and sell the 
products to customers.  It requires a high 
level of product knowledge and selling 
skills 

Bancatakaful is very popular in Malaysia, 
and some other markets, especially in the 
GCC, are catching on. Challenges facing 
the industry were also discussed in the 
presentation.

The most controversial presentations in the 
last seven DIFSS programmes have been 
that of Professor Humayon Dar, Chairman, 
President & CEO of Edbiz Consulting. 
His presentation this year was based 
around his main area of specialization, 
i.e., innovation and product development. 
He started his presentation by giving  
examples of three biggest  innovations in 
Islamic banking and finance in the last 40 
years, namely murabaha (1970s), sukuk 
(1990s) and wa’ad (2000s). Murabaha 
allowed Islamic banks to offer financing 
to households and businesses. Sukuk 
allowed governments and corporates to  
issue Islamic securities to raise Shari’a 
compliant debt. The use of wa’ad allowed 
Islamic banks and financial institutions to 

develop Islamic hedging instruments. When 
discussing the ingredients or secrets of 
Islamic financial innovation, he emphasised 
the importance of in-depth knowledge 
of Shari’a, creativity,  awareness of legal 
issues,  access to cutting edge financial 
technology and a deep understanding of 

the market trends and needs. According 
to him the objective of Islamic financial 
innovation has been “developing new 
financial products for the Islamic financial 
services industry, which replicate economic 
effects of the conventional products in 
a Shari’a compliant way”. Professor Dar 
contended that not all the innovation in 
Islamic banking and finance was entirely in 
line with the spirit of Shari’a. The examples 
of such innovation are debt trading and 
buy-back facilities as part of many products 
on offer in the market. He shared an 
example where at T0, A owes to  B $100 to 

be paid on a future  dateT2 (so B has a debt 
receivable worth  $100 in face value). At 
T1, B goes to C and sells his debt receivable 
(worth $100) for $90, which C pays to B 
at T1 (to receive $100 from A at T2). At  T2 
A pays $100 to C. The arrangement is 
manifested in the following Diagram 2.

We understand that this is not a valid 
transaction, as according to Shari’a one 
cannot sell and buy debt other than at par 
value. So according to this example here 
the debt is being discounted and sold, 
which is not allowed under Shari’a. How 
can we make this transaction truly Shari’a 
compliant is an interesting question. One 
possible solution is as follows:

If at T0, A owes to B $100 to be paid on a 
future date T2 (so B has debt receivable 
worth $100 in face value). At T1, B may 
appoint C as its agent to collect the debt 

At T2, A pays to $100 to C

C A

B
At T1, B goes to C and sells 
his debt receivable (worth 
$100) for $90 to B at T1 [to 
receive $100 from A at T2]

At T0, A owes to B $100 to 
be paid on a future date T2

[B has debt receivable worth 
$100 in face value

Diagram 2

Professor Ahmed also shared a survey 
that he and his team had carried out on 
20 independent Islamic banks to find 
out the exact percentage of the products 
that successfully passed through the 
three stages of the Product Development 
Process. These 20 Islamic banks included 
17 commercial banks, 2 investment banks 
and 1 cooperative bank. The results of the 
survey concluded that on average about 12 
percent of the product ideas pass through 
the initial stage of  Idea Generation; 17 
percent of the ideas pass through the 
second stage of Converting Concept into 
Product; and about 14 percent of the 
ideas pass through the Commercialization 
stage and get materialized.  He further 
highlighted some of the issues with 
regard to the product development. The 
product should fulfill the form and spirit 
of Islamic law including legal and social 
requirements.  He concluded by saying that 
Islamic finance should focus on Shari’a 
based products, which must satisfy both 
the form and spirit of the Islamic law. 

In his second presentation, Professor 
Ahmed focused on structuring isues in 
sukuk issuance. He started his presentation 
with the definition of sukuk as given by 
Accounting and Auditing Organization 
for Islamic Financial Institutions (AAOIFI), 
according to which sukuk are certificates 
of equal value representing receipt of the 
values of certificates, representing common 
title to shares and  rights in tangible assets, 
usufructs and services or equity of a given 
project or equity of a special investment 
activity. AAOIFI identifies 14 types of 
sukuk that can broadly be classified as 
asset-based, debt-based, equity-based and 
agency-based. Asset-based sukuk include 
ijara (existing owned, existing leased and 
future assets); debt-based include istisna' 
salam, murabaha; equity-based include 
mudaraba, musharaka, muzara’a (share 
cropping), musaqat (irrigation), mugharasa 
(agriculture); and agency-based include 
wakala. The features of sukuk are linked to 
real assets, fixed term maturity, and fixed 
or floating return. Tradability depends on 

the type of sukuk (debt-based sukuk are 
not tradable). Redemption  and protection 
of principal repayment are the features 
that very much depend on the underlying 
structure. 

Professor Ahemd mentioned that the first 
formal sukuk was issued in Malaysia, while 
the first in GCC was from the government 
of Bahrain in 2001. The average growth in 
the  sukuk market was 45 percent between 
2001 and 2007. The total sukuk issuance 
for the year 2011 was $94.4 billion, which 
shows a strong growth in the market after 
the financial crisis. For the year 2012 the 
total sukuk issuance has so far been around 
$65.33 billion. 

Some of the issues and controversies 
in sukuk market discussed by Professor 
Ahmed include: 

• Guaranteeing initial capital to 
investors;

• Sale of assets and transfer  of 
ownership;

• Smoothening of rental payments

Critics argue that when the originator/
guarantor and SPV are the same entity, 
guaranteeing of capital can open the door 
to riba. However,  supporters argue that 
the SPV is independent from originator 
and guarantee by originator is by a third 
party.  Similarly, the hardliners stress 
that the sale of assets must result in 
actual transfer of ownership and not just 
beneficial ownership. He referred to a study 
undertaken by Islamic Shari’ah Research 
Academy (ISRA), which found out that out 
of 560 cases of sukuk studied, only 2% 
were actually asset-based. He also argued 
that smoothening of return to match an 
expected rate is prohibited, if it results in 
capital protrction in case of sukuk al-
mudaraba and sukuk al musharaka. 

Iqbal Asaria, CEO of Afkaar Consulting, is a 
regular speaker at DIFSS. This year, he once 
again spoke on his major area of expertise, 
i.e., takaful  and re-takaful . According to 
him, the total number of providers in the 
world for takaful and re-takaful, including 
windows, is 179. The total contribution 
pool has reached USD3.4 billion. The 
general takaful industry is expanding , with 
product offerings moving towards the life 
takaful. The industry is expected to reach 
soon the mark of USD10.2 billion. This was 
a comprehensive session, also covering 
impermissibility of conventional insurance 
for Muslims. There are three Shari’a 
objections including gharar (uncertainty), 
maysir (gambling) and riba (interest). Asaria 
explained the conceptual model of takaful 
where the contributors donate – what is 
known as tabarru – to a contribution pool. 
The takaful operator manages the takaful 

 This involves actual working on the idea, 
smoothing and refining it to make a business case 
for developing the product (commercial benefit, 
need of the market etc.), receiving a Shari’a 
approval on the product and an approval from the 
new product development team on the compliance 
level . This can be very time consuming in large 
institutions, whereas at smaller institutions it 
can be a relatively quick process.

Idea Generation

 This involves the product design and the process 
flow after receiving the initial go ahead on the 
product and receiving the sign off from all 
relevant departments (compliance and risk 
management, treasury, accounts, structuring, 
Shari’a committee, legal, operations etc). This also 
includes receiving a Shari’a approval on all the 
relevant documents from the Shari’a committee. 
The next challenging department will be 
Information Technology (IT) as to how to develop a 
system that will best cater for the product. After 
this, the next step involves in-house testing to 
make sure that everything is as smooth as desired.

Converting
Concept into

Product

 After the financial institution going through the 
above steps, which include investments, time and 
effort, the product is not ready to be sold. 
However, this involves a lot of commitment to 
train the sales team, pilot run (to test everything 
runs smoothly) marketing and promotion of the 
product and finally launching the product. The 
process does not end here as after the launch 
there is usually a post launch review and on-going 
Shari’a audit to make sure that the product 
remains within the boundaries of Shari’a.

Commecialization

Diagram 1: Product Development Process
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on its behalf. C also extends a loan of $90 
to B at T1. At T2, C collects $100 from A, 
keeps $90 as payment of its debt, and 
the remaining $10 as its collection fee. 
This arrangement is depicted in Diagram 
3. While the first example has issues with 
regards to trading in debt, there may arise 
another issue with regards to riba (interest) 
in the proposed solution.

When discussing the trading in debt, 
Professor Dar mentioned that trading  in 
debt was not be acceptable to  majority 
of Muslim jurists. Debt (receivables in 
the form of cash/money) is considered 
as money and hence exchanging it 

with money (in the  same currency) is 
considered as an exchange of money for 
money. When a same thing is exchanged, 
then Shari’a requires that it  should not 
be exchanged but in equal quantities or 
amounts. Furthermore it is also a strict 
Shari’a requirement that the money should 
be exchanged on spot when the governing 
contract is sale/trade.

Dr. Dar continued by addressing the future 
of the industry, highlighting that many 
observers are critical of what is happening 
in Islamic retail banking. There is a heavy 
use of tawarruq (and in Malaysia, bai al 
‘ina). Furthermore, Islamic home financing 

products remain Shari’a compliant versions 
of its conventional counterparts and most 
retail banks still shy away from the risk 
sharing or true profit and loss sharing. One 
possible innovation that he shared was 
the  time multiple counter value loans  
idea  introduced  in 1970s by a Pakistani 
economist, Sheikh Mahmud Ahmad. The 
idea was discussed with a number of 
regulators and banks in the 70s but failed 
to receive recognition. The idea, however, 
is very simple: every loan is decomposed 
into its face value and the time for which 
it is extended. For example, a loan of GBP 
1,000 for 30 days is equivalent to a value 
of 30,000 GBP-days. Hence a loan of GBP 
30,000 for one day must be equal to a loan 
of GBP 1,000 for 30 days.  

Other topics discuessed were structuring 
Shari’a compliant credit default swaps 
and Islamic options In the final part of his 
presentation. Dr. Dar explained how salam 
can be used to come up with a Shari’a 
compliant forward contract. He mentioned 
that combining a salam contract with a 
bai’ mu’ajjal (deferred payment sale) may 
serve the purpose of developing a Shari’a 
compliant forward contract. 

Like previous years, the final session 
comprised of three presentations by PhD 
students. These included presentations 
on liquidity management, prediction of 
banking distress, and bank efficiency. 

Other presenters included Dr Shehab 
Marzban, Bilkis Ismail, Dr Hashem Abdullah 
Al Namer, and Dr Nafis Alam.

C A

B

At T2, C collects $100 from  
A, keeps $90 as payment of 
its debt, and the remaining 
$10 as its collection fee

At T1, B appoints C as its 
agent to collect its debt 
from A; C extends a loan of 
$90 to B at T1

At T0, A owes to B $100 to 
be paid on a future date T 2

[B has debt receivable worth 
$100 in face value

Diagram 3
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incoming calls in over 100 countries 
and international calls from just four 
pence a minute.”
Toggle mobile customers can also 
register for up to nine local numbers 
which work simultaneously in the 
same SIM card. The local numbers 
enable travellers to make both 
regional and international calls at 
the most competitive rates.
“When you’re flying to Germany for 
a business meeting, the last thing 
you want to have on your mind is 
whether or not you can afford to take 
the call from your office back in the 
UK or how much it will cost to call 
your business contacts in Germany. 
The local number removes this worry 
as calls from the UK can be received 
for free plus calls within Germany 
are charged at a local rate of just 
15 pence per minute. Your German 
business contacts will also welcome 
the local number as it means less 
cost to them,” said Mr Kangle.

Customers can register for a local 
number in all of the countries in 
the toggle mobile network including 
France, Germany, Spain, Australia, 
Switzerland, Netherlands, Poland, 
Denmark, Norway and Sweden with 
USA, Canada, Ireland, Portugal and 
Italy coming soon.

Internet and email users can benefit 
from the low international data 
roaming charges from just 15 pence 
per MB. This compares favourably 

BUSINESS
TRAVELLERS 

CATCH ON
TO NEW

COST SAVVY 
ROAMING
SERVICE

to all of its mainstream competitors 
such as O2 from £3 per MB within 
the EU and £6 per MB outside the 
EU; Vodafone from £1 per MB for the 
first 5MB within the EU and £3 for 
each MB up to 5MB outside the EU; 
and Orange from £3 per MB within 
the EU and £8 per MB outside the 
EU.
“Before launching toggle mobile, 
we anticipated a few people being 
put off by the perceived hassle 
of changing their mobile provider 
but we have been proved wrong. 
A lot of our customers are keen to 
use their new SIM card alongside 
their existing contracts until it can 
be terminated and others already 
know it is not as complicated as it 
first appears to keep their existing 
number,” said
Mr Kangle.

Customers wanting to keep their 
current UK mobile number simply 
need to contact their provider and 
request the PAC code which can 
then be given to toggle mobile who 
will do the work for you.

Calls to customer services are free 
from a toggle mobile and customers 
can top up their mobile phone by 
going online to www.togglemobile.
com.
Earlier this year toggle mobile, 
welcomed the European Parliament 
vote to reduce mobile phone data 
roaming charges from July 2012 by 

W
ith the number of 
overseas business 
visits on the rise, 
more travellers are 

becoming technology-savvy and are 
taking advantage of the reduced call 
costs on offer.

Since the launch of its new 
international SIM card at the 
beginning of 2012, toggle mobile 
has seen an increasing number 
of business and leisure travellers 
switch their network to save up to 
90% on their roaming costs. A total 
of 6.8 million international business 
trips were made by UK residents 
at the beginning of 2012 – a rise of 
three per cent from 2011, according 
to the Office for National Statistics.

The Chief Executive of Lycamobile, 
the innovative company behind the 
new travel SIM card, believes some 
businessmen and women are still 
being hit unnecessarily by large 
phone bills on their return to the UK.

“As an international company, I 
travel overseas all the time and I 
unfortunately know too well how 
expensive using your mobile phone 
abroad can be. This is why we 
developed toggle mobile in the first 
place,” said Chief Executive Milind 
Kangle.

“There are a lot of benefits that 
business travellers can take 
advantage of including free 

imposing strict price caps. However, 
with the major changes not being 
implemented until 2014, some 
phone users will not see the full 
benefit for some time.
“High mobile data roaming charges is 
something travellers have accepted 
for far too long. Consumers are 
charged exorbitant prices for using 
their mobile phone abroad and we 
are delighted that the EU has finally 
agreed to go even further than its 
previous regulatory efforts to protect 
mobile users,” said Chris Liveing, 
Group Marketing Director for toggle 
mobile.
“We encourage consumers to be 
savvy, think about how they will 
tackle the issue in advance of their 
travels and check the small print. 
Our research prior to launching 
toggle mobile was not all deals 
are what they are cracked up to 
be, something we have looked to 
address by simplifying our tariff 
across our network so one rate 
applies to all and providing the best 
value for customers.”

For further information on toggle 
mobile visit
www.togglemobile.com.

advertorial advertorial

Toggle
mobile has 
seen an
increasing 
number of 
business 
and leisure
travellers 
switch to its 
network to 
save up to

90%
on their 
roaming 
costs
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microfinance is about financial 
inclusion, entrepreneurship and risk-
sharing through partnership finance 
– an approach that conventional 
microfinance lacks,” he said. “And 
there can be no doubt that, going 
forward, it represents an opportunity 
for Islamic finance to develop ethical 
yet profitable products and services 
at the same time as supporting social 
entrepreneurial activities and invest 
long-term in social funds.”

All of these are valid points. Islamic 
finance is, without the shadow of any 
doubt, one of the fastest growing 
finance sectors in the world. Yet, as 
Shari’a compliant products are being 
developed, wealth made and assets 

built across the Muslim world, we 
would do well to ask ourselves if all 
this really does fall within the purview 
of an Islamic paradigm of development 
and welfare?

This isn’t as tricky a question as it 
might appear to be. The answer is 
simple and it is an emphatic one – no. 
The reason, again, is simple: it is not 
enough for a financial conglomerate 
to sell Shari’a compliant services 
or products, without explicitly 
subscribing to social responsibility and 
commitment to poverty alleviation. The 
market for Shari’a compliant products 
remains small, despite phenomenal 
growth in it in the last 15-20 years. 
The market share in most of the low-
income Muslim countries is expected 
to remain small unless radical changes 
are brought into the Islamic banking 
model to make it relevant to social 
welfare and economic development of 
the under-privileged communities in 
the world in general and in the Muslim 
world in particular. 

This was, perhaps, what the Malaysian 
Prime Minister alluded to when 
he spoke about Islamic financial 
institutions not being able to make 
financial services widely accessible to 
the poor. It takes only a cursory glance 
at how these institutions function to 
be able to gauge that their primary 
purpose appears to be only to serve 
their own corporate objectives. While 
we, as ordinary citizens, may grant a 

business its right to attaining a certain 
level of profitability in its endeavours, 
we must also remember that a 
company dealing in finance should 
realize that a corporate objective 
entails more than merely seeking to 
increase the value of its shares. In the 
case of an Islamic financial institution, 
this responsibility extends to ensuring 
that the objectives of Shari’a (the 
maqasid) are met.

However, some may argue that the 
problem may not rest entirely with 
financial institutions. For many, it is 
mystifying why individual governments 
are not willing to endorse holistic 
frameworks that would encourage the 
Islamic finance industry and help it 

to expand in a sustainable manner. 
Others question whether politicians, 
across the borders of Islamic countries, 
even understand the value that Islamic 
banking and finance offers. Still 
others query if policymakers in these 
countries understand what Islamic 
finance even means.

One commonly asked question – which 
is really more of a concern – asks why 
Islamic banks cannot be different 
in their approach to innovation and 
provide a unique offering to their 
customer base by aiming for the core. 
After all, since Shari’a dictates pure 
Islamic values and provides direction 
to religious goals, perhaps if Islamic 
banks were to adhere to these basics, 
they could end up playing a much 
bigger role in the new frontier of 
banking and finance. The generic term 
here becomes “contextual” banking but, 
in reality, the bigger picture appears 
to provide for a healthy outlook for 
Islamic finance, if, of course, its basic 
principles are followed, in the key 
markets of the future: Africa, Asia 
and the Far East. A commonly held 
perception implies that whichever 
Islamic financial institution takes the 
lead in this field – most conventional 
banks appear to ignore it, by the way – 
it will be able to generate defendable 
profits, assume the market share and 
retain a unique sustainable value 
proposition. If the right kind of, and 
easily strategically replicable, business 

model were to be created, who knows 
what heights Islamic finance could 
achieve?

All this would depend, however, 
on such a business model being 
more than just Shari’a-compliant. 
Islamic banks could benefit, suggest 
Islamic finance experts, by offering a 
musharaka-based product which they 
argue is the essence of Shari’a. These 
experts hold the view that Islamic 
financial institutions need to look 
beyond their own balance sheets and, 
instead, ask themselves what value 
they have added in terms of solving 
social problems such as poverty, 
provision of affordable education, 
substandard health care and the 
degradation of the environment. If 
Islamic financial institutions were to 
support social businesses that have 
the dual effect of empowering the 
poor and reducing the need for charity, 
who knows what benefits might accrue 
for not just the Islamic world but the 
entire worldwide community.

Before that could happen, however, 
many other issues would need to 
be addressed. For example, within 
the world of Islamic finance, 
many inconsistencies in the legal, 
accounting, regulatory and fiscal 
frameworks have been pointed out 
by experts. There appears to be 
some sort of heavy industry reliance 
on exemptions that can only be 
considered ad-hoc. Most Islamic 
banks appear to operate in a tax-
free environment; political agendas 
or the presence of dignitaries acting 
as directors can lead to regulators 
being influenced, or inconsistent. 
The industry itself appears to be 
fragmented and lacks real leadership. 
And too many small countries have 
been competing to be the industry hub.

Another common problem is that 
most regulators shy away from 
taking a Shari’a view on how the 
Islamic finance sector should work 
and customers show an increasing 
propensity to oscillate between Islamic 
and conventional products, especially 
in the West where competition in the 
financial sector is intense.

To add further complications in what 
is still a niche industry, any negativity 
reflects badly on all players. In a 
faith-based business, best practices 
are required: for example, the highest 
standard of business ethics and 
transparency. If these are not followed 
to the letter, not only would there be 
the distinct possibility of a detrimental 

"In spite of significant progress across all fronts, Islamic 
financial institutions have yet to succeed in making financial 
services widely accessible to the poor: a move that could drive 
down poverty dramatically across the world. In recent years, 
some microfinance institutions have stepped in to service low-
income customers and to meet their need for products consistent 
with Islamic financial principles, leading to the emergence of 
Islamic microfinance as a new market niche."

As he delivered his welcome 
address to delegates at the 
Global Donors Forum in Kuala 

Lumpur recently, Malaysian Prime 
Minister Datuk Seri Najib Tun Razak 
sought to make a few crucial points 
about the necessity, and viability, of 
Islamic finance and microfinance in 
today’s world.

The occasion was the 5th annual 
meeting of the World Congress of 
Muslim Philanthropists  (WCMP), the 
organizing force behind the forum 
that was held in the Malaysian 
capital in late April. The audience 
before the Malaysian premier was a 
veritable roster of decision makers, 
people who are in a position to 
effectuate real change on a global 
level. More importantly, it consisted of 
philanthropists from across the Muslim 
world, and beyond, who understood the 

deeper context of event and the words 
of the Malaysian Prime Minister.

“At the heart of Islamic finance is, 
of course, the genuine philanthropic 
spirit,” he said, “a spirit that pervades 
both its giving and its business 

practices and that holds the potential 
to transform the lives of billions of the 
poorest people in the world.”

Yet, he added, in spite of significant 
progress across all fronts, Islamic 
financial institutions have yet to 
succeed in making financial services 
widely accessible to the poor: a 
move that could drive down poverty 
dramatically across the world. But, 
he said, “In recent years, some 
microfinance institutions have stepped 
in to service low-income customers 
and to meet their need for products 
consistent with Islamic financial 
principles, leading to the emergence of 
Islamic microfinance as a new market 
niche.”

The Prime Minister then proceeded 
to explain why it was important to 
build on that. “At its heart, Islamic 
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effect being caused to the business in 
question, the faith according to which 
it operates could also run the risk of 
seeing its image tarnished.

So, in order to rectify all of this, 
one thing is clear: the objectives of 
Islamic finance need to be stated 
clearly. That would be the obvious 
first step. It would lead on to the next 
one: redefining the strategy, which 
is crucial. That could lead to a more 
forward-looking corporate approach 
for Islamic financial institutions, one 
that would be supported implicitly by 
a more transparent Shari’a-governance 
structure. Most importantly, it 

would work better if corporate 
targets for social responsibility are 
clearly defined and truly aligned to 
Islamic principles. Once set, working 
assiduously to safeguard the integrity 
of these principles is imperative. At 
the moment, as is clearly evident, most 
Islamic financial institutions appear 
to be bent on trying to justify their 
actions through functioning off what 
can only be termed as “patchy” Shari’a 
guidelines.

This has unfortunately – and perhaps 
because of the times we live in 
–resulted in far less than ideal 
commitment of Islamic banking and 
finance to social responsibility. By its 
very definition, Islamic finance should 
be seen to focus on the dual purposes 
of Personal Social Responsibility 
and Corporate Social Responsibility, 
because both were clearly laid out 
according to Islamic Shari’a more 
than 1400 years ago (although the 
terminology used here is obviously 
another by-product of the times we 
live in and not from an era long since 
past). For example, Shari’a prohibits 
the use of certain economic goods and 
forbids any indulgence in particular 
economic activities, even though, 
in practice, they might yield great 
dividends. But the reason for their 
being banned in the Islamic context 
is very obvious in the fact that, while 
they might benefit the business owner 
or the company, the detriment they 
would cause would create an ill-
balanced society. Riba, or interest, has 
been deemed un-Islamic for that very 
reason. One should be mindful of the 

following verses in the Quran

“...it is possible that ye dislike a thing 
which is good for you, and that ye love 
a thing which is bad for you” (2:216)

The point here is that making a 
business ethical and accountable 
entails more than just adhering to 
Islamic principles related with trade 
and finance, which are sadly left by the 
wayside the moment the profitability 
angle makes its insidious presence 
felt. A truly socially responsible 
enterprise, whether mainstream 
or secular, would understand the 
importance of value creation for all 

stakeholders – shareholders, society, 
and the environment – but, sadly, 
Islamic financial institutions lag 
far behind in the important field of 
giving as compared to their worldwide 
counterparts. This represents a 
significant under-utilization of their 
resources.

So, in an ideal world – and according 
to the principles of Islamic Shari’a – an 
Islamic financial institution’s focus, 
as part of its social responsibility, 
should be to offer banking services 
to those who have no collateral 
(financial inclusion) and invest in 
small enterprises in the Islamic way 
by sharing their risks and developing 
their entrepreneurial skills. One key 
example could be on the agrarian 
front. If farmers with little or no 
land holdings were to be offered 
a partnership in which both the 
financing party and the farmers 
were to reap the benefits, in every 
sense of the word, equally, a direct 
consequence of this would be genuine 
social change. This would mean an 
economically empowered populace 
which, in turn, would lead to financial 
institutions being strengthened 
immeasurably and a society’s triple 
bottom-line (people, profit, planet – a 
1990s term signifying how we, our 
businesses and our environment are 
interdependent on each other) would 
improve.

Finally, and perhaps most crucially, 
if funds for social investment – such 
as providing capital to sustainable 
livelihood schemes – are established 

by Islamic financial institutions by 
way of out-of-the-box thinking, much 
needed social change can be brought 
about – not just in our society, but 
others as well. All that would require 
would be a strict adherence to the 
rules outlined in Shari’a.

Yet all is not lost. There are still glad 
tidings to aspire towards. I, and others 
like me, still have faith in genuine 
Islamic finance institutions and we 
believe that social justice will be 
advanced as soon as they rise up to 
the challenge. At a recent forum on 
Islamic finance at Harvard University, 
Dr. Savas Alpay, the director-general 
of the Statistical, Economic and Social 
Research and Training Centre for 
Islamic Countries (SESRIC), pointed 
the pertinent fact out that, despite 
the criticism that the Islamic finance 
industry has received for not providing 
innovative risk sharing products, the 
industry had succeeded in serving 
a good purpose by mobilizing the 
financial resources of many devout 
Muslims that would otherwise have 
been left hoarded outside the financial 
sector, thereby increasing financial 
inclusion. Dr. Alpay invoked the 
Islamic teachings of fair competition, 
interest-free operation, elimination 
of contractual uncertainty, avoidance 
of excessive risk-taking and balance 
in wealth distribution and stressed 
that a financial system based on such 
principles would certainly be very 
conducive for development since 
it would not allow for disruptive 
financial innovation that would lead to 
an unstable economic environment. 

The stress here, though, would be on 
the fact that the faith of marginalized 
millions won’t be taken away by 
any lackadaisical showing but by 
proactive policies that are centered on 
actions that follow Islamic principles. 
Corporate greed has always caused 
more harm than good to the people 
and corporate giving proffers some 
relief but, ultimately, helps only in 
building a corporate image. True 
change can be brought about by 
genuine commitments made by the 
private and public sectors towards 
impact-oriented, strategic giving 
and investing. Such philanthropic 
interventions are designed to address 
the root cause of the problem, 
resulting in genuine social and 
economic empowerment of the people, 
which is indeed a beautiful way to 
follow and live Shari’a.

Dr. Tariq H. Cheema is the CEO 
of the World Congress of Muslim 
Philanthropists.

"Despite the criticism that the Islamic finance industry has 
received for not providing innovative risk sharing products, the 
industry had succeeded in serving a good purpose by mobilizing 
the financial resources of many devout Muslims that would 
otherwise have been left hoarded outside the financial sector, 
thereby increasing financial inclusion."
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Principal Islamic will be the investment 
manager of these Dublin-based UCITS.

A UCITS-compliant fund is regarded as a 
“European Passport” where authorisation in 
one EU member state allows the sale of the 
fund in any other EU member state without 
the need for additional authorisation. 
UCITS are highly regulated and as such 
are well regarded globally, with robust 
risk management procedures and a strong 
emphasis on investor protection. As a 
result, UCITS standards are recognised 
beyond the EU and UCITS products are 
accepted for sale in the Asia Pacific, the 
Middle East, the Americas and Africa.

UCITS funds are flexible because they are 
able to accommodate multiple investor 
classes with different fee regimes in 
different currencies to meet the appetite 
of institutional and retail investors from 
many jurisdictions. The funds also offer 
investors a product which operates within 
a well defined regulatory framework 
where significant checks and balances 
exist. Given the appetite of investors for 
such a well regulated product and the 
distribution opportunities which UCITS 
offer to investment managers, the ever 
increasing prominence of UCITS seems 
inevitable.  Such platforms are popular in 
the conventional space and Islamic asset 
managers should take full advantage, 
structuring these funds and utilising them 
to service the integrated world.

According to Mr. Christopher Reddy “the 
UCITS product is suited to managers 
who would like to reach investors on a 
worldwide basis. Optimising Ireland’s 
offerings is certainly an appropriate 
strategy.  Ireland has made some important 
strides in facilitating Islamic financial 
instrument transactions”.

“The idea of establishing a global fund 
platform is conceived as an initiative 
to overcome the challenge to bring 
international and institutional monies into 
Malaysia for its transformation into an 
international hub for Islamic finance”, said 
Datuk Noripah.   

“With this new Islamic fund range in 
Ireland, institutional and retail investors 
globally will be able to see CIMB-Principal 
Islamic’s asset management track record. 
If the funds do well, not only will this 
attract investment into these funds, but 
institutional investors may also appoint 
CIMB-Principal Islamic to manage their 
discretionary mandates. Having the 
funds registered in Ireland demonstrates 
the robustness of the Malaysian asset 
management regulatory framework. 
To have registered the funds as UCITS 
compliant means that the Central Bank 
of Ireland is convinced that the home 
regulator for CIMB-Principal Islamic, the 
Securities Commission, is on par with those 
in Europe,” Datuk Noripah explained.

On a personal level, Datuk Noripah 
has propelled CIMB-Principal Islamic 
into becoming a leading Islamic asset 
management institution, strengthening 
Malaysia’s position in international Islamic 
finance. She has been a firm advocate in 
promoting Islamic asset management 
internationally through interviews 
and many research articles written for 
international publications.  She also shares 
the research and the benefits of Islamic 
investing by mitigating investors’ myths at 
domestic and international conferences. 

Datuk Noripah brings a strong commitment 
and belief to her work, advancing the 
cause of Islamic asset management in Asia 
and beyond by optimising her 8 years of 
leadership in the asset management field.  
Her focus stems from a deep conviction 
that Shari’a compliant investing offers a 
compelling value proposition for investors, 
both Muslim and non-Muslim, who 
value ethical business practises, social 
responsibility and fiscal conservatism.   

The International Takaful Summit (ITS) 
is a key event on the annual calendar of 
the international takaful community. The 
event brings together industry players 
and decision makers to discuss the future 
growth of this blossoming sector of Islamic 
finance. At the summit, CIMB-Principal 
Islamic won two awards, cementing its 
global presence in the Islamic asset 
management industry. The company won 
‘Best Asset Management House (Asia)’, 
recognising the size and scope of Shari’a 
compliant products offered and CIMB-
Principal Islamic’s commitment to the 
takaful industry. In addition, Datuk Noripah 
was honoured with an individual award 
for her contribution to the Islamic asset 
management industry.

In granting the personal achievement 
award to Datuk Noripah, Mohaned 
Abdullah, Managing Director of Istishar 
IQ and co-founder of ITS said, “Datuk 
Noripah Kamso has been the driving force 
in making CIMB-Principal Islamic the 

award winning company that it is. To start 
three and half years ago from zero and 
building up assets under management 
of almost USD1 Billion is nothing short 
of remarkable. We have heard time and 
time again, over the last 6 years at the 
International Takaful Summit London, that 
there is a lack of good Shari’a compliant 
investment products and Datuk Noripah 
took heed and endeavored to do something 
about it and no doubt has been extremely 
successful at it”. 

CIMB-Principal Islamic is a joint-venture 
between CIMB Group and Principal Global 
Investors, a top-tier US-based asset 
management company.  The latter acts as 
a global partner to institutional investors 
who value ethical business practices, social 
responsibility and fiscal conservatism. 
Principal Global Investors leverages off 
the established track record and award-
winning Islamic franchise of CIMB Islamic.

With CIMB-Principal Islamic potentially 
reaching a commendable assets under 
management (AUM) of USD1.0 billion in 
August 2012, it offers a natural choice 
for institutional investors looking for 
customised Shari’a solutions with strong 
performance in their investment portfolios. 
The Company manages 50% of its AUM 
in global sukuk and 50% equity for the 
Global and Asia Pacific ex-Japan region.  
In February 2012, the company was 
appointed by Al-Hilal Bank of Abu Dhabi 
as the bank’s investment advisor for the 
bank’s Al-Hilal Global Sukuk Fund.  

The company’s strength lies in offering 
holistic Islamic asset management with 
end-to-end processes in accordance 
with Shari’a principles.  It adopts global 
regulatory, industry and Shari’a best 
practices.  The Company also collaborates 
with multi-national Shari’a advisors 
from Malaysia, Saudi Arabia, Bahrain and 
Canada.  It employs Global Investment 
Performance Standards (GIPS) to ensure 
fair representation and full disclosure of 
investment performance results.

CIMB-Principal Islamic launched three 
Islamic Undertakings for Collective 
Investment in Transferable Securities 
(UCITS) Equity Funds at the 6th 
International Takaful Summit (ITS), held 
in London. The launch took place on the 
11th July 2012 and was graced by His 
Excellency, Dato’ Sri Zakaria Sulong the 
High Commissioner of Malaysia in London. 
He was accompanied by Datuk Noripah 
Kamso, Chief Executive of CIMB-Principal 
Islamic and Mr. Christopher Reddy, 
Chairman of CIMB-Principal Islamic Asset 

Management, (Ireland) Plc.  

The launch had followed the establishment 
of CIMB-Principal Islamic Asset 
Management (Ireland) Plc, the first 
Malaysian-based international Islamic 
funds platform domiciled in Dublin, Ireland. 
On this platform, three new Islamic UCITS 
Equity Funds were registered – Islamic 
Global Emerging Markets Equity Funds, 
Islamic Asia Pacific ex-Japan Equity Funds 
and Islamic ASEAN Equity Funds. The Funds 
will be registered and offered to investors 

in seven jurisdictions – the United 
Kingdom, Switzerland, Germany, Saudi 
Arabia, Bahrain, United Arab Emirates (UAE) 
and Singapore.  

The Islamic UCITS Equity Funds were 
identified and offered to international 
investors based on market research 
revealing growing investor demand for 
investment strategies that taps into the 
region’s strong economic performance.  
These strategies are currently not widely 
available on a UCITS fund platform. CIMB-

Company Profile

CIMB-Principal Islamic Asset Management

Building International 
Presence in the Islamic 
Asset Management Industry

30 ISFIRE
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paying higher taxes for a low income, 
phlegmatic rabble has caused much 
consternation. A common groan, not 
just in America, is that they should not 
pay higher taxes just to keep afloat 
the lazy. Intuitively, the argument 
appears logical but discriminatory and 
disconnected to the situation on the 
ground. It also ignores the pertinent 
fact that a democratic government 
is meant to cater to the need of all 
its citizens. The essential principle 
of democracy lies in the words of 
Abraham Lincoln in his famous 
Gettysburg Address: “ …government 
of the people, by the people, for the 
people shall not perish from the 
Earth”. Forgetting this, and becoming 
subservient to moneyed interests, will 
only build walls of partisanship. In a 
country like America, this appears to 
be the case.

The fear of socialism

Socialism can be characterised as a 
utopian ideal. Very few states have 
successfully achieved a vibrant, 
productive socialist state, and it is 
a model that has tended to evoke 
images of totalitarianism. It would be 
hard to argue on the latter point as 
German Nazism, Italian Fascism and 
Russian Communism stemmed from a 
nationalistic, socialist fervour and a 
desire for unity. Planned management 
and the control of the means of 
production have been shown to be 
inefficient and, worse, fails to truly 
create social harmony. In the end, the 

Executive, considered the purveyors 
of the socialist ideal, have become 
bloated and more often than not, 
violently suppressive.  

Liberal capitalism on the other hand 
is considered by many economists as 
a model which will lead to greater 
prosperity for the greatest amount 
of people. Capitalism has shown to 
be quite attractive to the rest of the 
world with even communist states, 
such as China, appropriating capitalist 
paradigms and practices. It is also 
remarkably resilient, and is likely 
to perdure after mollification of the 
current economic crisis. On a related 
note, the markets of the classical 
Islamic world are characterised by the 
freedom given to the merchants to 
trade across vast distances without the 
intrusion of the state. 

The problem for capitalism is that 
unbridled freedom leads to market 
failure and social unrest. It was a point 
that both John Maynard Keynes and 
Friedich Hayek were well aware of and 
emphasised regulation. Environmental 
degradation, increased food prices, 
and off course the near collapse of 
the banking system (and its knock on 
effect on unemployment) are direct 
results of a narrow focus on profits 
and a failure to consider the impact 
on society. Without looking at the 
externalities in the long run, the 
world is suffering. In a recent report 
by the Tax Justice Report on offshore 
tax havens, one of the key findings is 

that the super rich had £13 trillion 
hidden in secret tax havens. With 
no productive capacity, the money 
sits idle, unable to trickle down and 
benefit society. Worse, as the rich find 
ways to legally circumvent tax laws, 
the government have less tax revenue 
to spend on public services. One 
wonders if they are mindful that the 
roads we walk upon, the healthcare 
we are provided, the clean streets 
we appreciate, etc. are results of 
government investment. 

Taxation is a form of socialism. 
Citizens are compelled to pay taxes in 
order to enjoy the benefit of goods the 
government considers its suzerains to 
be entitled to. Without such largesse, 
it would fall on the people to ensure 
such provision but their focus could 
be narrow and many may not wish for 
such a responsibility. Leaving it on 
the citizens could result in weakened 
infrastructure and inefficiency, and 
this can be seen starkly in countries 
with corrupt governments. A successful 
government is therefore a body which 
can responsibly distribute throughout 
the country. In the end, its objective 
is to look after the people within its 
borders. 

Yet with such a responsibility, and 
in a country with a large population, 
meeting the needs of each and every 
citizen is difficult if not impossible. 
Regardless of the investment from 
the government, it is unlikely that it 
will be effectively distributed. Part 

I n the grand tradition of American 
hyperbole, the upcoming election 
between the Democrat, Barack  

Obama and the Republican Mitt 
Romney is being pitched by certain 
elements of the media as a battle 
between socialism and capitalism. The 
rightwing conservative media has gone 
to frightening lengths to depict the 
tenure of Obama as socialism-soon-
to-be-communism. For the outsider, 
this appears so risible that it does 
not deserve rebuttal. Yet, a review of 
opinions by right wing commentators, 
whether on television or in print 
media, indicates that this belief is 
quite prevalent among those with 
Republican leanings. 

Fundamentally, there appears to be 
an aversion to socialist principles 
amongst the Republicans with the 
word itself causing disgust. Romney 
has been at pains to extol the virtues 
of individual hardwork, without the 
need for mollycoddling or generous 
assistance from family or government. 

For Republicans, the welfare state is 
an anathema to social harmony of the 
state and many have subscribed to 
Ayn Rand’s philosophy of Objectivism, 
where the individual is the centrifugal 
force.

The problem for the Republicans in 
decrying socialism is their own model 
of capitalism is seemingly faltering 
and has been thoroughly rebuked 
as a model for inspiring greed and 
callousness amongst  those who 
are the heartbeat of the system, the 
bankers. The cause of the crisis, many 
argue, was the laissez faire philosophy 
propounded by the Republican Regan 
administration, built upon by the 
Democrat Clinton and compounded 
by the Republican Bush (the son) 
administration. Less regulation meant 
innovation and profitability but as 
the Oxford economist Will Hutton 
has pointed out in his column for the 
Guardian Newspaper, Anglo-American 
capitalism is mired in debt, low 
investment and is being out-innovated 

by its competitors in Asia and Germany. 
Hardly a glowing review. 

Obama, likewise, has highlighted the 
virtues of capitalism but his caveat 
has been to emphasise a cooperative 
approach between different members 
of society in ensuring capitalism 
thrives and rises from the mire of the 
economic crisis. For all of Obama’s 
prevarication, failed policies, broken 
promises and gung-ho military 
activism, he still represents the 
‘people’s president’. Obamacare, as it 
has pejoratively come to be known, is 
a bid to ensure that more Americans 
foot the bill for healthcare. Obama has 
lectured on length on how his own 
rise was dependent on the beneficial 
assistance of others: mentally, 
physically and financially.  Success is 
truly a group effort. Increased taxes on 
the rich can only be beneficial to wider 
society

Not everyone agrees. For some of 
the richer middle to higher classes, 

Channelling Mondragon:
Socialism’s Entente Cordiale to Capitalism

Part I

The global economic crisis has caused much soul searching and 
contemplation about the efficacy of capitalism. A series of banking 
crises, the wealth disparity, and the growing concern about commodity 
prices have led people to look at alternative models. Many believe 
there is no alternative model that can be as successful. However, in 
the model of Mondragon Corporation, there are principles that suggest 
otherwise. Rizwan Rahman explores further.
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cooperatives were a lack of credit 
and a lack of innovation. With this in 
mind, the nascent cooperative took 
a dynamic leap with the creation 
of a credit union, which relied on 
the donations of the community. 
From simple beginnings, it became 
a fully fledged credit union in 
1959, known as Caja Laboral.  As 
a financial intermediary, it relied 
on the donations of the community 
and the profits of the cooperative’s 
productive enterprises. Thus by 1959, 
today’s Mondragon Corporation had 
the three foundational institutions 
of its cooperative and from which it 
grew: a school, a factory and a credit 
union, which interlocked with one 
another. Conceptually, each institution 
was symbolic and contributed to the 
overall philosophy of the cooperative. 
The school represented education of 
ethical values, technical skills, and 
innovation; the factory represented 
labour, implementation of knowledge 
and profitability; and the credit union 
represented financial investment. Each 
was intended to support the other, and 
within each institution, the worker was 
to have concern of the success of both 
the organisation he/she worked in 
and the overall cooperative. What was 
created was the idea of the worker-
owner, with the worker having a say 
in the management of institution and 
also working to ensure that managerial 
vision is being met. One worker meant 
one vote.

However, Arizmendi did not want 
the cooperative to become insular 
and limited to considerations of its 
members only. While community 
development was important – and was 
the initial goal – for sustainability 
and growth, spreading the ideas of 
cooperative as well as interacting 
with other parties, especially when 
commercial enterprises needed to 
sell its products, was imperative. One 
of Arizmendi’s ten principles was 
universal solidarity and it is something 
that Mondragon has kept to since 
inception. 

From this initial model, the 
cooperative grew. They entered into 
other services such as healthcare, 
research and development, insurance 
companies, etc. More worker-owned 
commercial enterprises were being set 
up. ULGOR became FAGOR, a larger 
industrial cooperative producing large 
domestic and commercial appliances. 
Caja laboral opened branches 
outside of the Mondragon region and 
added various product lines to basic 
intermediary services. Caja Laboral 

is known as a second degree coop, 
as it is a collection of members and 
other coops. Schools, medical clinics, 
research institutions and insurance 
companies are also second degree 
coops. 

In the 1990s, Mondragon transformed 
itself from a federation of coops 
loosely connected through their second 
degree coops and became Mondragon 
Corporacion Cooperativa (MCC). A more 
centralised management structure was 
created which allowed MCC to pursue 
common strategies in order to compete 
on the global market. The network of 
cooperatives was categorised under 4 
headings: industrial, retail, financial 
and knowledge; and under these 
headings, the various cooperative 
entities would fall under.  

As of 2010, under Mondragon 
Corporation (as MCC is now known) 
there are 120 workplaces, 87 of 
which are industrial factories 
making everything from computers 
to machine appliances. 85% of the 
workers are worker-members. There 
are supermarkets (Eroski) and other 
retail ships. There is a university, 
Mondragon University, which according 
to its website has 9000 students. 
IKERLAN is an applied research centre 
borne from the University. Its work 
is divided into three areas: product 
development, processes and energy, 
and there is a high ethical component 
to the work. The centre does not 
conduct research into nuclear weapons 
and weapon development. Every coop 
under the Mondragon umbrella invests 
a percentage of their profits into 
research and development reflecting 
the importance of innovation in 
sustaining the cooperative.  R&D 
within MC now employs 800 people 
with a budget over $75m. In 2010, 
21.4% of sales of Mondragon 
Corporation's industries were new 
products and services that did not 
exist five years earlier. ALECOP is a 
worker-student cooperative, a type 
of community college with technical 
shops producing items for sale in the 
markets. In addition to the worker-
members, students work part time, 
learning and earning in order to 
support themselves. There are 6 
social agencies managing healthcare, 
pensions and other insurance matters. 
Caja Laboral is today a major bank 
with assets over 21 billion Euros and 
1.5 billion in equity. 

Management is selected by the 
workers. There are yearly assemblies 
where workers set strategies and 

elected governing boards. Each 
coop contributes to a solidarity 
fund to help individual coops that 
are struggling. Mondragon worker-
members collectively choose, hire 
and fire the directors, whereas in 
capitalist enterprises the reverse 
occurs. One of the co-operatively 
and democratically adopted rules 
governing the Mondragon limits 
top-paid worker/members to earning 
3-9 times the lowest-paid workers 
depending on the cooperative. Nothing 
more dramatically demonstrates the 
differences distinguishing this from 
the capitalist alternative organization 
of enterprises. In US corporations, 
CEOs can expect to be paid 400 
times an average worker’s salary – a 
rate that has increased 20-fold since 
1965. One can therefore see there is 
a cooperative spirit that runs through 
the Mondragon model, which has 
spilled into the local community. As 
David Smathers, founder of Team Works 
Cooperative in California, observes 
after visiting Mondragon:

“Mondragon has created a total system 
wherein people can learn, work, 
shop, and live within a cooperative 
environment. The town, in its isolated 
valley, has a vital, prosperous feel—a 
small bustling city with a comfortable 
mix of young people from the 
university, new middle-class families, 
and those who have been in the valley 
for generations. The surrounding hills 
are verdant and productive, dotted 
with villages and farms. The MCC’s 
influence reaches into every aspect of 
community life.” 

Conclusion 
Mondragon Corporation’s motto is 
‘Humanity at Work’, a slogan imprinted 
on coop walls. It is a powerful 
reminder that the cornerstone of 
the cooperative is the efforts of the 
workers. Today Mondragon Corporation 
is one of the ten biggest companies 
in Spain (in terms of employment) 
and produces goods which are sold 
throughout the world. It is also 
operating 77 businesses outside Spain. 
From the outside, the organisation 
resembles any capitalist organisation 
but its internal framework, imbued 
with a high regard for the worker 
and the community, shows that even 
organisations founded on socialist 
principles can succeed in a capitalist 
world. 

In Part II, in the next edition of ISFIRE, 
we explore similarities between 
Mondragon and Islamic principles and 
see what Islamic finance can learn 
from such a model. 

of the problem is that communities 
are different. Each has its own 
socio-economic condition, which a 
centralised government will never be 
able to fully appreciate. It may fail to 
invest in the infrastructure needed for 
the community to thrive. 

In such a situation, it falls upon the 
community to meet any shortfalls. 
Too much focus on the government, 
and a quickness to place culpability 
for failing to provide will detract 
responsibility from the community. 
When there is market failure and an 
absence of government investment, 
solutions have to be found. One way 
to do so is mixing both capitalist 
principles with socialist principles, i.e. 
creating a cooperative.  

The principles of Mondragon

Cooperatives are generally considered 
to be the manifestation of a socialist 
ideal with the essential characteristic 
being in the concept of sharing 
between community members, mostly 
workers. The fundamental values 
of a cooperative are summarised by 
International Cooperative Alliance, 
a representative body, as “…self-
help, self-responsibility, democracy, 
equality, equity and solidarity. In 
the tradition of their founders, co-
operative members believe in the 
ethical values of honesty, openness, 
social responsibility and caring 
for others.” Such sanctimony can 
become quite saccharine and vapid, if 
there is no visible achievement and 
progress. Mechanisms, structures and 
institutions have to be in place to give 
physical manifestation to these values. 

This was something that was 
understood by the Spanish priest Jose 
Maria Arizmendiarrieta (popularly 
known as Father Arizmendi), born in 
the Basque country, Spain in 1914. 
Following the Spanish Civil war, 
the young priest was assigned to 
the parish of the Mondragon in the 
Basque in 1941. What he found was 
an area decimated by war, afflicted 
by poverty and suffering from high 
unemployment. To make matters worse, 
the overall Basque area was a target 
of repression by the Franco regime and 
had little access to government funds. 
It created a landscape bereft of the 
economic hope and prosperity. 

To reorganise the parish and to 
commence the path of development, 
Arizmendi formed a small technical 
school to teach and train anyone who 
wished to attend humanist values and 

methods of working. The institution 
was supported by donations collected 
on street corners by community 
members.  Pedagogically, the 
education was based upon Catholic 
social doctrine, with emphasis on 
labour as primary factor of production 
It was supplemented by Arizmendi’s 
continuing intellectual progress, 
the absorption of ideas and the 
belief that for students to succeed, 
they needed to have good technical 
skills. In these formative years, the 
inculcation of community solidarity 
and social responsibility within 
participants appears to be the goal of 
the youngpriest’s teaching. He even 
developed an accounting method 
which checked greed. He was by no 
means a charismatic educator, even 
putting many people off, but he 
showed commitment. Arizmendi set 
up sports and other family related 

organisations to gather the community. 

In 1954, Arizmendi and 5 from his 
initial 11 students set up a small 
cooperative enterprise, ULGOR. (initials 
of the 5 graduates).  Its’ one factory 
contained 24 employees and produced 
crude kerosene stoves. The project 
was a success. Arizmendi served as an 
advisor and figurehead to the project. 
It also gave him the opportunity to 
articulate 10 governing principles of 
this nascent cooperative (Figure 1). 
Upon these principles, the cooperative 
model began to grow. 

Implementing idealism 

An important realisation for Arizmendi 
in these early days was that the 
success of any organisation depended 
on capital. He concluded that two 
central reasons for the failure of most 

 � Open Admission: This means non-discrimination, that all are invited to join 
the coops—men or women, religious or non-religious, or from any political 
party or nonpartisan.

 � Democratic Organisation. The principle of ‘one worker, one vote’ is the core 
here, but it also entails a wider participatory democracy in the workplace and 
engagement with the management team.

 � Sovereignty of Labour. This is the underlying core belief describing the 
overall relation between capital and labour, primarily that labour is the 
dominant power over capital, at least within the coops, if not fully in the wider 
local community.

 � Capital as Instrument. This is a corollary of the point above. It defines 
capital as an instrument or tool to be used, deployed and governed by labour, 
rather than the other way around.

 � Self-Management. This stresses the importance of training worker-owners 
not only to better manage their work on the assembly line, but also to train 
those elected to the governing councils or selected for management teams to 
have the wider educational background to steer the cooperatives strategically 
in the wider society and its markets.

 � Pay Solidarity. Here is where the worker-owners themselves determine the 
spread between the lowest-paid new hires and the top managers, with various 
skill and seniority levels in between. Originally it was set at 3 to 1, but that was 
adjusted because it was too difficult to retain good managers.

 � Inter-Cooperation. This encourages the various coops to cooperate with 
each other, forming common sectoral strategies, or for transferring members 
among coops when some firms’ orders are temporarily too low to provide 
enough work.

 � Social Transformation. The coops are not to look inward and operate 
in isolation from the community around them. They are to make use of 
cooperative values to help transform the wider society. 

 � Universal Solidarity. The coops are not only to practice solidarity within 
themselves, but also with the entire labour movement—and not only in Spain, 
but across the globe as well. 

 � Education.  Mondragon holds education as its core value, seeing knowledge 
as power—and the socialisation of knowledge as the key to the democratisation 
of power in both the economy and the society.

Figure 1: 10 Governing Principles of Cooperative 
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essential humanity issues could be left 
on the wayside in favour of meeting 
vested interests. Governments can only 
do so much in addressing social issues. 
They are good at creating policies and 

making regulatory regimes but they 
aren’t good at managing business (for 
example the fall of the Soviet Union 
and the fiasco of state owned business 
theory).

In comparison, the framework of the 
Islamic economy is based on a social 
consciousness that forbids isolated 
wealth creation. Some of the salient 
principles of Islamic society are unity, 
justice, and social and economic 
equality.  Although, Islam permits, even 
encourages, a person to enrich oneself, 
it nevertheless places great emphasis 
on the social responsibilities due 
from entrepreneurs. Examples from 
the lives of the companions of the 
Prophet Muhammad (peace be upon 
him), his own life and excerpts from 
the Quran establish the expectations 
pertaining to social responsibilities of 
a commercial business. 

As Islam promotes social equality 
and harmony, any business would 
be considered closer to Islamic 
principles if its operations and 
practices are socially, commercially, 
and environmentally sustainable. In 
a modern context, these businesses 
are known as “social enterprises”. 
These enterprises are social- mission 
driven, market-oriented, profit 
making, services or product based, 
management controlled organisations 
that adhere to the contemporary 
stakeholder view of ownership benefits 
and governance. 

Social enterprises

According to the UK Institute for 
Employment Studies, there are 
62,000 social enterprises operating 
in the country representing 5% of 

all UK businesses and, generating 
combined turnover of £32 billion. 
They contribute £8.4 billion to the 
UK economy each year. Despite this, 
the supply of financial instruments 

available for social enterprises has 
been inadequate. 

The following are the examples of 
social enterprise: 

1. Social journalism: The Big Issue 
Foundation, selling magazines to 
low-income people. They sell on 
margin.

2. Social healthcare: Riders for 
Health providing motorcycle 
ambulances in North Africa. They 
train locals to become mechanics 
to maintain and manage the 
vehicles.

3. Social franchise: Jamie Oliver’s 
restaurant Fifteen gives 
unemployed, young people a 
chance become chefs and to have a 
better future.

4. Social food companies: Grameen 
Danone providing nutrition for 
poor children.

5. Social bank: Grameen Bank is a 
community development bank, 
owned by the poor (94% owned 
by the borrower) that makes 
small loans available without 
collateral at a reasonable price to 
help under-privileged and under-
utilised people. 

To put the above argument in context, 
the size of the current global social 
investment market and worldwide 
initiatives to support ethical 
enterprises provide the justification 
for dedicated mechanisms and a 

financial platform. It is a tremendous 
opportunity for IFIs to tap into a sector 
that naturally coheres to its core 
values of socially-just business.

To be able to understand and address 
the real challenge of architecting 
these new instruments and develop 
the new financial platform, Jeff Gates, 
in his book The Ownership Solution, 
proposes a new financial paradigm: 
an ownership-right, equity finance 
structure that is rather compatible 
with the values and objectives of 
Islamic socio-economic practices. He 
suggests that stakeholder rights are 
the building blocks to setup a social 
enterprise inhered with equity, justice 
and social harmony. Gates catagorises 
ownership into two distinct power 
groups; one ensures financial freedom 
while the other creates the controlling 
power for the stakeholders.

i. Financial Freedom

The rights to claim the residual 
assets (liquidation rights) to receive 
dividends (income rights) and profit 
and loss sharing (appreciation rights) 
are the fundamental principles 
of Islamic banking and finance. 
Gate’s ideology of financial freedom 
complies with the Islamic practice 
of participation in a transaction on 
sharing biases. Products based on 
musharaka and mudaraba offer the 
protection and preservation of both 
parties involved in a transaction

ii. Controlling Power

Voting rights: Conventional enterprises 
operate on one-share-one-vote 
principle. That means entities 
with majority shares (majority risk) 
have the most votes. Arguably, 
this creates disproportional power 
between stakeholders and facilitates 
opportunities for private gain. IFIs can 
create an alternative approach such 
as restricting individual investment 
or developing multi-stakeholder 
structures to create an ethical and just 
corporate control model.

Transfer rights: Transfer rights 
control the transfer or withdrawal of 
investments. This notion of freedom 
of choice is parallel to the rights that 
Islam grants to people by allowing 
them to transfer property rights to 
another via exchange, inheritance or 
the redemption of the rights of the 
less able.

Therefore, a social enterprise can 
be defined by its financial structure 

In comparison, the framework of the Islamic economy 
is based on a social consciousness that forbids isolated 
wealth creation. Some of the salient principles of Islamic 
society are unity, justice, and social and economic equality.  
Although, Islam permits, even encourages, a person to enrich 
oneself, it nevertheless places great emphasis on the social 
responsibilities due from entrepreneurs.

In the last two decades the results 
of globalisation have become stark. 

Many countries throughout the world 
have benefited through global free 
market policies, facilitating the ease 
in which goods and services can be 
traded. China, India and Brazil, once 
shackled by underdevelopment and 
poverty are today considered to be 
economic powerhouses. However, the 
rapid growth of these nations has come 
at a hefty price, with the aggregation 
of social and environmental problems.  
Recent research by The World Bank 
on six cities in developing countries 
found that the social costs of all 
environmental damage amounts to a 
total of US$3.8 billion, of which the 
impact on human health accounts 
for 68%. Similarly, the global income 
distribution statistics sketches the 

same picture but from a different 
angle: 94% of world income goes to 
40% of the people, and the other 60% 
live on only 6% - a clear indication 
of social disparity. One should be 
mindful of the words of Dr.Muhammad 
Yunus, Winner of the Nobel Peace 
Prize in 2006, “Poverty is a threat to 
peace”. Such sentiments should not go 
unheeded. 

The global financial crisis has once 
again highlighted the failure, fragility 
and corruption of an unbridled laissez 
faire, “Free-Market-Free-Enterprises”, 
philosophy, where the ultimate goal 
is selective prosperity. It leads to a 
vicious circle in which the prosperous, 
in order to maintain their affluence, 
seek higher profits but in doing so, 
engage in morally dubious practices. 

The latest example of malfunctioning 
of free enterprises in the form of 
corruption, pollution, and social 
injustice is the $3 billion fine that 
GlaxoSmithKline has to pay for bribing 
doctors to increase drugs sales. 

Such impropriety raises fundamental 
questions: how do we solve the 
financial social injustice? How do we 
justifiably spread the income? How do 
we reduce poverty? Can governments 
with all their might and tools be able 
to address these social and economical 
issues or should private enterprises 
also engage in transformation of 
economic relationships by adopting the 
framework of ownership distribution? 
From experience and anecdotal 
evidence, the government apparatus 
can often become bloated, and 

The Role of Islamic Financial Institutions

Social Enterprises & Islamic Society:

There is a pressing need for greater connectivity between businesses, financiers and 
the wider community. Businesses need to recognise that the products and services 
they sell have effects on society. For Syed Shahzad social enterprises are the way 
forward with their high ethical principles and Islamic finance can and should play a 
key role in their establishment.

"Give unto orphans their wealth. Exchange not the good for the bad (in your management thereof) 
nor absorb their wealth into your own wealth. Lo! That would be great sin.”  Al Quran – 4:2
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program allowing all stakeholders 
to be able to participate in the 
ownership. The stakeholders must also 
have the right to vote and transfer 
ownership. 

Equity Finance: Despite the criticisms 
on equity finance for being expensive 
and demanding, it is the only 
mechanism of raising capital from 
investors and sharing a stake in 
the business. The obvious and most 
viable benefit of equity finance is 
the participation and interest of the 
investors in the businesses they invest 
in.  Many social enterprises operate 
in markets where “just-for-profit” is 
in conflict with their stated social 
objectives. However, the changing 
behaviour of investors in an uncertain 
economic climate requires a value 
based strategy and a sustainable 
profit generating business. It is in this 
notion where Islamic investment and 
finance market is already providing 
stakeholders with answers. 

The current conventional providers of 
equity finance for smaller to medium 
social enterprises are:

Venture Capitalists - financial capital 
provided to early-stage, high-potential, 
high risk, start-up companies. The 
venture capital fund makes money 
by owning equity in the companies 
it invests in. VCs earn dividends and 
provide expert advice on management.

Business Angels – individual 
entrepreneurs with capital and experience, 
who invest from their own funds.

Microfinancing- A Shari’a compliant 
financing program for small social 
business initiatives. The most 
successful example is the National 
Bank for Development (NBD) Egypt 
who offered such loans.

Incubator lifecycle
The following 4-stages lifecycle 
incubation process is designed to 
provide the best business support 
and services. Ultimately the aim is to 
produce successful businesses. 

STEP 1- Screening: Define a clear 
screening process. Select well 
communicated, mission specific and 
large-scale community impact projects. 
Identify spin-in business opportunities.

STEP 2- Facilities: Team up with local 
business parks or universities to setup 
shared work environments (office 
space including business services).  
It will create immense network 

opportunities and access to the latest 
industry trends. 

STEP3- Management Services: Setup 
a dedicated and experienced team to 
facilitate these enterprises in:

• Strategy

• Accounting and Finance

• Marketing and Networking

• Technical and ICT support

• Training

STEP 4-Graduation: The IFI team’s 
ongoing review can ensure the success 

of the incubator as a whole. The 
businesses that prove to complete 
specific goals or complete assessments 
can be graduated out of the incubator. 

Islamic substitute of 
conventional products

Table 3 is an attempt to compare 
the current conventional products 
available for social enterprises with 
the Islamic substitute:

Conclusion

To conclude, the underlying value of 
“Shared Economy” of social enterprises 
and Islamic social system are 
identical.  The model of equal income 
distribution results in immense social 
justice, harmony and enables long 
term growth. The social enterprises 
in collaboration with IFIs represent 
both a challenge and a promise 
of enrichment of its stakeholders. 
IFIs should establish innovative 
new financial platforms (business 
incubators), and instruments to cater 
new non-traditional markets.

Last but not least, new economic 
challenges of today’s modern society 
require the doors of ‘ijtihad’ to 
be opened to ensure continuous 
discussions to develop new Islamic 
financial products and services.

TYPE EXAMPLES

Fund-led

Donation-led (Charities)

Customer-led

Member-led

Benefic iary-led

Investor-led

Services under contrac t

Fundraising charities

Counselling services

Community groups

Relief agenc ies

Un-served markets (consumer services)

Table 2: Forms of soc ial enterprises

CONVENTIONAL PRODUCTS

Senior Term Loan

Leasing

Mezzanine Funds

ISLAMIC PRODUCTS

Bai' bithaman ajil 

Ijara wa iqtina

Qard hasan + Murabaha

Long term, interest and princ iple must be paid 
over the period of loan

Financ ing based on a deferred payment sale 

For fixed asset or financ ing equipment. No 
ownership until the agreed amount is paid in 
full

Islamic bank provides equipment, building, and 
other assets, which are leased out and the 
lessee has the option of ownership at maturity

Also known as 'partic ipating loan'  it has a 
struc ture of both debt and equity financ ing. 
Lender receives fixed amount until the 
dec ision is made to share percentage of profi t

Debt based products w ithout charging interest. 
Unlike qard, murabaha requires the buying and 
selling of a tangible good

Bond Issue SukukDebt capital raised by private investors; their 
return is capped by fixed interest they receive 

Asset based struc tures where returns are 
derived f rom the princ iple value and usufruc t 
of the asset

Working Capital Loan Mudaraba'Revolving' loan: agreed amount can be used 
over a fixed time. Interest must be paid

Financ ier sells an asset to the party seeking 
finance for a disc losed profi t , usually payable 
in easy instalments

Table 3: Comparing conventional and Islamic products

Syed Shahzad is the director 
of ARK Consultancy Services, 
a management consultancy & 
technology services company 
based in the UK, Australia and 
Middle East.

and the way social objectives are 
embedded into its vision.  At the 
core it also entails a business model 
with aims to maximise profit for all 
stakeholders, not just shareholders. 
This model offers huge potential in 
achieving a wide range of social and 
environmental goals whilst trading in 

the market like traditional businesses 
offering profits to its investors.

The current social finance 
market

The demand for social finance is 
growing, but conventional markets 
have failed to sufficiently offer the 
right products or attract investors. The 
products offered are mainly debt based 
with regular loans being the most 
common (an obligation to pay interest 
without any rebates). This requires 
the social business to make regular 
payments of principle and interest 
regardless of whether it is generating 
any cash flow.

In the conventional market, social 
entrepreneurs have access to the 
following source of financing: 

Banks – The mainstream high street 
banks such as Barclays and HSBC, Co-
operative banks, and charity banks.

Community Development Finance 
Institutions (CDFIs) – These are 
dedicated institutions providing 
finance to social enterprises, and even 
individuals, at affordable rates. The 
aim of CDFIs is to provide financial 
support to make a greater social 
impact.

Charities and Enterprises – 
Organisations who have a strategic 
interest or synergies with their 
own CSR projects. As an example, 
Community Cleaning Services (CSS) 
is a social enterprise setup in Tower 
Hamlet to aid Muslim women who are 
socially and economically isolated 
(recent immigrants, domestic-violence 
affected and single parents). CSS are 
training these underprivileged ladies 

to become professional cleaners 
as well teaching English to better 
communicate. The company is a 
registered social enterprise and funded 
by a start-up grant (below market rates 
for social businesses) from Bromley-
by-Bow Centre. Within two years the 
company now has an annual turnover 

of £40,000.
Funds- These are setup to provide 
social lending (below market rates for 
social businesses).

Opportunity for Islamic 
financial institutions

The credit crisis revealed systematic 
weaknesses in the conventional 
financial system. Regulation has 
proven to be inadequate and corporate 
governance in banks has not been 
sufficient in mitigating excessive 
risk taking. The gap creates a perfect 
playing field for IFIs to better position 
themselves in the emerging social 
business sector, at the same time 
complying with the social welfare 
system of Islam. 

The Islamic financial market operates 
in a manner that ensures returns 
by correctly considering the risk 
and the potential value generation. 
Consequently, setting up ‘business 
incubators’ by IFIs could take them 
to another level where risks are 
mitigated through involvement in the 
development, control and growth of 
the potential social businesses.

Setting up business incubators 

This concept of business incubator 
isn’t new in the Islamic world; a recent 
example of such initiative is the joint 
venture between Islamic Development 
Bank and the Grameen social business 
foundation. These two organisations 
have started off with a fund of US$ 

10 million to help potential social 
business initiatives. However, what 
is missing from that model is a 
structured, business oriented, multi-
investor led, and repetitive approach. 

The business incubator’s prime goal is 
to support the entrepreneurs during 
the vital, early stages. The aim is 
to increase the chances of success 
by giving them access to Islamic 
securities funding methods of loan, 
rent, profit, and dividends. Although 
the scope and choice of these products 
is quite wide, the mudaraba mode 
of financing can be used to deploy 
capital for social initiatives.  On the 
other hand the business incubator 
does not have to be limited to the 
funds provided solely by the IFI. The 
combination of philanthropic grants 
and other Islamic financial capital 
market instruments can be used to 
seed fund social businesses. The 
following are some possible sources of 
funds:

Philanthropic Grants: These grants 
can be an integral part of the initial 
investment strategy. The IFI can act 
as a fund manager and invest in 
social businesses whose work has the 
potential for large-scale community 
impact (environmental, health, security, 
human rights, and unemployment)

Programme Investment Certificates 
(PICs): The model of offering specific 
and general purpose mudaraba 
certificates has already been successful 
in Pakistan (The Mudarabah Companies 
and Flotation and Control Ordinance, 
1980). The PICs can be used to raise 
initial funding from the public and 
private sectors. These certificates can 
have a duration of investment of 1, 
3 or 5 years. The IFI can act as the 
underwriter to facilitate the flotation 
and management of the certificates and 
individual investor accounts. The idea 
will also provide an opportunity to the 
investors to spread the risk by investing 
in multiple programs.(Table 1)

Stakeholder Share Ownership Plan 
(SSOP): In western economies, the 
employee stock ownership program 
(ESOP) allows an employee to 
participate in owning a part of the 
company. Fundamentally the idea is 
brilliant as it creates a vested interest 
for the shareholders in the success of 
the business. IFIs can setup a similar 

The B usiness Cont inuum

Charaties Soc ial
Enterprise

Ethical
Business

Commerc ial
Enterprise

100% Soc ial
Mission

Stakeholders
value Creation

Stakeholders
valuation Creation

Figure 1. The Business Continuum

SOCIAL BUSINESS INVESTORS (Shares)

B1

B2

B3

I1 (20%), I2 (50%), I3 (30%)

I1 (50%), I2 (20%), I3 (20%)

I1 (30%), I2 (30%), I3 (50%)

Table 1: Programme Investment Certificate

RISK

Low

Medium

High
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Many critics of the religion as a social 
organisation argue that Islam, like 
other old religions, stymied business 
in general and economic activity in 
particular. One staunch advocate of such 
a view is Timur Kuran who has written 
extensively on the negative impact of 
Islamic contract laws and the division 
of business and estate consequent to 
the Islamic law of inheritance. On the 
surface, Kuran's view is appealing but a 
deeper, more objective, look reveals that 
it is not the institution of religion that is 
the cause of underdevelopment. Rather, 
the early stage of development in 
which many Muslim countries are in has 
caused the debilitated and enervated 
commercial sector which Kuran laments. 

The argument can be better understood 
with reference to the slower growth 
rates in the advanced or developed 
countries as compared with developing 
countries and emerging markets, which 
by and large have much higher growth 
rates. It would be absurd to conclude 
from national time series data on 
growth rates of the countries of the 
world that the economic development 
itself is responsible for slower growth in 
the advanced countries. Development of 
economies and the businesses therein 
is indeed a complex phenomenon and 

attributing slower commercial growth 
to one factor (like the institution of 
religion) is at best misleading. 

Religion or faith has not deterred them 
from developing successful businesses. 
There are of course limits to growth 
of businesses owned by Muslims, 
but religion has not proven to be an 
encumbrance. Even in cases where 
Muslim owners have shown reluctance 
to use interest-based finance to expand 
their businesses, they have managed 
to find alternative Shari'a compliant 
methods to finance growth and 
expansion. In fact, in the contemporary 
context, non-availability of Shari'a 
compliant finance can be seen as a limit 
to growth, rather than the use of Shari'a 
principles and contracts, as a reason for 
poor performance or lower productivity 
of the businesses owned by Shari'a 
sensitive Muslims. 

Islamic banking and financial 
institutions provide a good example of 
Shari'a sensitive business. There are a 
number of studies comparing efficiency 
and productivity of Islamic banks with 
their conventional interest-based 
counterparts, on the global, regional 
and national levels. The results of 
such studies are at best inconclusive, 

suggesting that Islamic banks are on 
average at least as productive, profitable 
and efficient as conventional banks in 
the jurisdictions wherein they co-exist 
with conventional banks.  

In terms of sheer growth, businesses 
located in or serving large markets 
are expected to grow faster than 
those serving small markets. As it 
happens, there are quite a few Islamic 
countries with huge populations (e.g. , 
Indonesia with 242 million people, 
Pakistan with 177 million, Bangladesh 
with 150 million, and Turkey with 74 
million): the future growth of business 
in such economies is expected to be 
significantly higher than countries with 
smaller markets. 

Therefore, it could easily be concluded 
that religious beliefs are not a drag 
on the economic growth and business 
development. An array of other economic, 
social, legal and political factors must 
remain relevant. However, the market 
size will remain a major pull factor. 
Faith-related trends (like consumption 
of Halal products or the use of Islamic 
financial services) should not be seen as 
a constraint on growth but rather new 
opportunities for business development 
and improved profitability.

An Islamic
Economic Perspective
on Limits to Growth of Business

Pause for Thought

Professor Humayon Dar
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While there is not a lot of 
activity in most of the 
investment and capital 

markets products in Islamic finance, 
the interest is sukuk continues to rise. 
With the uncertainty over returns on 
equity, and the continuous turmoil in 
the global financial markets, Islamic 
finance is providing a hope for not 
the Islamic institutions (sovereign 
and corporate alike) but also to 
conventional financial institutions that 
are suffering from the lack of liquidity 
in the Western financial markets. 

In a reversal of fortune, Malaysia is now 
feeding liquidity into the GCC markets 
that remained unkind to Malaysian 
institutions before the financial crisis 
ensued in the 2007/08. True to the 
“Malaysian Hospitality,” Kuala Lumpur 
is actively involved in arranging for 
liquidity for the sovereign and corporate 
businesses in the GCC. Consequently, 
the largest number of sukuk issued world-wide has a Malaysian connection. It, therefore, 
seems that the days are gone when finding a sakk (plural sukuk) for trading or portfolio 
management was something near to impossible.

 The recent launch of AmDynamic Sukuk Fund by AmIslamic Funds Management (AIFM) 
is in line with the trend. Earlier this year, HSBC, Al Hilal, Rasameel, and NBAD issued 
their own sukuk funds. The AmDynamic Sukuk Fund is denominated in Ringgit Malaysia 
and aims to provide capital appreciation by investing primarily in Malaysian sukuk but 
also globally. The recent wave of sukuk funds and their success is in contrast to the 
failed attempts like Sanad Sukuk Fund, which was launched in 2006 but failed to attract 
any meaningful size of investments. 

 “AIFM will rely on its stringent Shariah-compliant investment process coupled with 
superior credit selection, through its proprietary in-house credit research unit to find 
favourable return in light of calculated risks, among other considerations. We will also 
consider sukuk with favourable or improving credit outlook that provide the capital 
appreciation for these investments,” said Datin Maznah Mahbob, Chief Executive Officer 
of FMD, a member of the AmBank Group.

She added, “The sukuk market has registered remarkable growth and it is an asset class 
with growing investment opportunities and is essential for portfolio diversification. 
Compared to the asset class of equities which is subject to uncertainty and volatility, 
sukuk has so far outperformed Islamic and conventional equities. Over the last five years, 
sukuk had registered positive returns of 24% while Islamic equities and conventional 
equities indexes ended in the red by producing negative returns of -14% and -27% 
respectively. Sukuk’s total returns of 24% have even outperformed its returns from 
conventional bonds by three times over the same period as well3.”

Sukuk Funds in 
the Vogue

The UK Muslim
Leaders of Tomorrow 
A high quality pictorial book 
designed to promote the UK Muslim 
Children for future leadership roles

Why this book?

 Ì First of its kind of publication, 
specifically focusing on UK Muslim 
children, The UK Muslim Leaders of 
Tomorrow (TUMLOT) attempts to 
document prominence and brilliance in 
the younger generation of UK Muslims.

 Ì It is part of a wider mentoring 
programme for the UK Muslim children  
and aims to groom them into future 
leaders in their respective fields of choice.

 Ì TUMLOT is an attempt to bring 
prominence to the individual children and 
nurture their leadership abilities.

 Ì To be published in 2013, TUMLOT 
celebrates the presence of the diverse  
Muslim community in the UK.

For more information please contact to: 

Naveed Iqbal
Project Coordinator TUMLOT
E-mail: niqbal@edbizconsulting.com

Mobile: +447703610707

A Project of Edbiz Consulting
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Book Review

Islamic Finance: Law and Practice
Edited by Craig R.Nethercott and David M. Eisenberg
First Edition (Oxford University Press 2012) 
ISBN 978-0-18-956694-5

I n recent years, many books on the 
Islamic financial industry have been 
published in the English language 

and an immediate reaction to “Islamic 
Finance: Law and Practice” was whether 
the book was a necessary addition to the 
literature already available. Having ‘law’ 
in the title provides obvious attraction to 
those who have a legal interest in Islamic 
finance and it appears this is for whom 
the book is written. No clearer evidence is 
made than the mere fact that 10 of the 14 
contributors to this volume have a legal 
background, most of whom are practicing 
lawyers. The remaining 4 are involved in 
either tax or audit (all contributed to the 
same chapter). The editors themselves, 
Craig R. Nethercott and David M.Eisenberg 
are partners at White & Case LLP and 
Latham & Watkins LLP, respectively.  
Consequently, the layout of the book is 
characterised by the habits and preferences 
of those within the legal profession. The 
contents include Table of Cases and a Table 
of Legislation; and within the text itself, 
each paragraph is delineated by numbers, 
characteristic of the numbering of clauses 
in a contract.

Such legalese should not detract from 
the achievements of this volume and 
discourage non-law readers. The volume 
reads as an excellent introduction to 
Islamic finance. I say introduction but the 
articles delve into complex and technical 
points of Islamic finance and explain 
them with a lucidity often lacking in other 
Islamic finance books. Moreover, there 
is a discernible didactic structure to the 
volume, taking the reader from the basis 
and sources of Islamic finance, guiding 
them through the supporting infrastructure 
of the industry and finally providing the 
interested reader with the uniqueness of its 
product offerings.  

The first chapter gives a context to the 
Islamic finance industry. It explores  the 
evolution of Islamic finance since the 
70s highlighting primary discussions in 
Islamic finance and the experience of a few 
countries – both Muslim and Non Muslim- 

with Islamic finance. The contribution ends 
on contemporary events, discussing the 
impact of the credit crisis on the industry. 
The reader will gauge an appreciation of 
the depth of the industry and its place on 
the global financial landscape.

Chapters 2 – 5 focus on the apparatus of 
Islamic finance, starting with a look into 
the sources and principles of Islamic law. It 
then moves onto the overall regulation of 
Islamic finance, followed by a chapter on 
accounting and corporate governance. One 
could say that these initial chapters give a 
macro overview of the industry.

In chapter 2, there is a thorough and quite 
robust explanation of usul ul fiqh as well 
as a historical account of the development 
of Islamic law up to the present day. While 
expediently superficial, it is nevertheless 
an excellent primer to Islamic law. 
The footnotes give an indication as to 

the depth of research, with a number 
of references to core texts studied in 
University. Moving on from epistemological 
concerns, the chapter then looks into 
the ontology of Islamic finance, paying 
attention to the discussions on the kernel 
aspects of Islamic finance: prohibition of 
riba, prohibition of gharar, jahl, maysir, and 
the Islamic rules on contract. There is also 
a small section on hiyal, a subtle indicator 
to the pervasiveness (and ambivalence) 
of this controversial tool in Islamic 
financial legal thought. The author adopts 
a succinctness and flow to his expose, 
going through classical and contemporary 
discussions- specifically AAOIFI opinions- 
on these issues, without compromising on 
comprehension. 

The chapter provides a neat segue into 
the next topic and chapter, regulation. 
Consistent references to UK regulatory 
bodies in the chapter reflect the 
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author’s intent in seeing whether the 
regulatory principles of Islamic finance 
can be recognised in the UK. This focus 
anchors his discussion on the regulatory 
infrastructure of Islamic finance: the 
international bodies in the industry, the 
standards, risk management approaches 
and governance. A bulk of the chapter is 
dedicated to regulatory classification by 
the Financial Services Agency (FSA) in 
the UK of Islamic finance products. It is 
highly technical but shows that Islamic 
finance products can coexist under the 
same regulatory regime in a non-Muslim 
country. This has been a contentious issue 
for the Islamic finance industry, but in the 
FSA, there is a commendable example of 
a regulatory body that has attempted to 
incorporate Islamic finance.

From regulation, the volume moves onto 
accounting and taxation. Once again, 
the chapter takes a UK-centric approach 
to this topic but brings in the work of 
AAOIFI. A large proportion of the chapter 
is dedicated to IFRS accounting and UK 
taxation stipulations and relates it to 10 
Islamic finance products. It is divided into 
9 sections and runs through audit and 
tax treatments. For the first time reader, 
this approach is concise, methodical and 
understandable.
Chapter 5 looks into governance and is 
much more discursive and less technical 
in its approach. The concern of the chapter 
fundamentally surrounds the meaning 
behind God’s placement of mankind as 
‘Khalifah on the earth’ (Quran 2:30). 
What does it mean to be a Khalifah? The 
chapter discusses ethical issues relating to 
governance in Islam from stewardship of 
wealth, governing under Shari’a, fiduciary 
duties, societal protection, punishing 
misconduct and monitoring compliancy. 
It is a sprawling chapter addressing 
a range of issues, even incorporating 
English legal cases to discuss direct and 
indirect corporate liability. Similar to the 
previous two chapters, he has utilised 

English law as a backdrop to the various 
responsibilities that Shari’a places on 
believers in the management of their 
own affairs. Consequently, he finds in the 
Islamic world an aversion to the western 
corporate governance framework, as within 
the Shari’a there is already a high moral 
expectation on the individual in conducting 
his transactional affairs. Yet, with the 
integration of systems compounded by 
extensive corruption in the Islamic world, 
corporate governance in Islamic finance 
cannot rest on idealistic expectations. 

Chapters 6-11 bring the reader to arguably 
the substantive side of Islamic finance, 
namely the products. Chapter 6 looks at 
musharaka and mudaraba; Chapter 7 is on 
murabaha and tawarruq; Chapter 8 focuses 
on the controversial topic of derivatives; 
Chapter 9 addresses istisna and ijara; 
Chapter 10 tackles sukuk while Chapter 11 
gives insights into takaful. 

Each chapter, while not explicitly 
structured in the same way, roughly 
revolves around the same points: 
etymology, textual evidence from Islamic 
sources, contemporary applications and 
structures, legal issues and the occasional 
case study (Chapters 6, 8 and 11, however, 
does not provide case studies). The 
chapters are expectedly legalistic and grant 
the reader an insight into the work of the 
lawyer and the Shari’a board in structuring 
and assessing the Shari’a compliancy of 
the products. Islamic finance’s achievement 
has been the ability to bring classical 
principles of muamalat and apply it in the 
modern, contemporary context. No greater 
testament is there than the content of the 
book, written not by Islamic scholars, but 
western trained lawyers. 

The final chapter, “Dispute Resolution 
and Specialised ADR for Islamic Finance”, 
provides a suitable end to this tome. 
Islamic finance has descended into civil 
and common law legal systems which do 
not provide the framework for judgements 

according to the Shari’a. In any event, 
defining the Shari’a has been a perennially 
difficult task, given the madahib system 
and differences of opinion.  In such a 
situation, many commentators have 
argued for the utilisation of alternative 
dispute resolution (ADR) methods, and this 
chapter is no different. However, the author 
argues for a corollary to the ADR methods 
namely Islamic Dispute Resolution (IDR). 
He grounds his argument in the Islamic 
concept of sulh, arguing that this is not 
similar to arbitration or mediation. IDR 
is not neutral and is less adversarial, 
therefore creating a more congenial forum 
to the resolution of disputes. The chapter 
looks into creating an IDR clause in a 
contract, with consideration to the parties 
that should be involved as facilitators and 
arbiters to the process. 

Returning to the question as to whether 
the book is a necessary addition to the 
literature already available, the answer 
is both a no and yes. The Chartered 
Institute of Securities and Investment 
(CISI) IFQ qualification primary textbook 
is a wonderful introduction to Islamic 
finance, and is structured in more or less 
the same way as the present volume. 
Supplementing the book with other texts 
such as Mufti Taqi Usmani’s “Introduction 
to Islamic finance”, Frank Vogel’s and 
Samuel Hayes “ Islamic law and finance: 
Religion Risk and Return”, and Mahmud El 
Gamal “ Islamic finance: Law Economics 
and Practice” , the interested reader will be 
provided with a reasonable understanding 
of Islamic finance. But this volume takes 
the central discussions of above four 
respectable books and incorporates it 
within 333 pages. As a book on its own, it 
is a sophisticated and thorough overview 
of the many facets of Islamic finance. 
And while it does not, and neither does 
it claim to, address all facets of Islamic 
finance, it leaves the reader with a greater 
understanding and appreciation of Islamic 
finance.
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