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Introduction
• Global Islamic banking assets reach USD1.8 trillion (17% average
annual growth and Islamic ﬁnance will be able to Mp USD6.5
trillion by the year 2020).
• Islamic banking growth: 1.9 Mmes higher than convenMonal
2009-2013.
• Despite the growth and transformaMon, there are numerous
criMcisms on the current pracMce of Islamic ﬁnance, which have
led to series of quesMons as to the disMncMveness of Islamic
ﬁnance with its convenMonal counterparts and the growing
frustraMon on the ethical issues beyond the legal realm of
Shari’ah-compliance.
• Shari’ah compliant fund suﬀered diﬃculMes in 4 years due to
lack of innovaMon (USD584 bn in 2015/USD2.4 bn in 2014).
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Between Aspiration and Reality:
40 Years After Its Inception
A study by Belouﬁ et al (2015) on 40 researches
between 1983-2013 found a signiﬁcant divergence
between the theory and prac+ce of Islamic ﬁnance.
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AOer 40 Years?
2015
Market Share

Customers

Total Assets

4 Markets with
Less than 100
30% Market Share million customers
(2.5 bn no bank’s
account,1 bn
youth across OIC)
2021

3 trillion (Global
ﬁnancial asset
USD300 trillion)

20 markets with
40-50% Market
Share

9 trillion

250 million
customers
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IMF Report 2017
• Islamic banking (IB) conMnues to grow rapidly, in
size and complexity, posing a challenge to
supervisory authoriMes and central banks.
• Progress has been slow in developing IB’s
liquidity management and money markets.
• hybrid ﬁnancial products in IB have emerged
that replicate aspects of convenMonal ﬁnance in
an IB context, raising ﬁnancial stability concerns.
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Islamic Bank Share of Total Assets & Deposits
Country

Assets %

Deposits %

Saudi Arabia

48.9

N/A

Kuwait

44.6

47.3

Bahrain

27.7

47.8

Qatar

23.6

35.7

UAE
Malaysia
Pakistan
Turkey

21.4
20.7
9.5
5.9

32.8
29.4
11.4
7.1

Indonesia

5.5

11.4

Asset and Deposit
Bank

Assets
$ billion

Deposits
$ billion

Overseas
focus

Al Rajhi

74.6

61.6

Malaysia

Kuwait Finance
House

57.3

35.8

Turkey

Maybank Islamic

38.0

25.3

Indonesia,
Singapore

Dubai Islamic Bank

30.8

21.6

Pakistan
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Present Number of Scholars
• The total number of Shari’ah scholars reached 952
covering 652 IFIs in more than 46 countries.
• 75% within the top 10 countries (Malaysia
Bangladesh Indonesia Kuwait Saudi Arabia Bahrain
Sudan UAE Pakistan Oman)
• 41% in the GCC region.
• 26% South East Asia
• 16% in South Asia
• 11% in MENA na+ons
• 2% Europe
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High Concentra.on on Few Scholars
•10 Shari’ah scholars serve in approximately 497 IFIs
represen+ng 76% the total IFIs with Shari’ah boards.
•3 scholars with the highest number of board
memberships serve about 40% of IFIs globally.
•The number of ins+tu+ons increases and the amount
of work increases.
•There is deﬁciency of about 1700 Shari’ah board
members, whereby it is expected that the requirement
for Shari’ah scholars will rise to 3000 in next 5 years if
5% growth is assumed in the number of IFIs.
•Succession Plan –Serious ac+on required
•Performance Assessment (Collec+ve & Individually)
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Shari’ah Scholars Around the World
Countries
Malaysia

Number
203

Bangladesh

173

Indonesia

131

Kuwait

70

Saudi Arabia

68

Sudan

60

Bahrain

60

UAE

57

Pakistan

43

Oman

32

Qatar

30
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Sheikh Saleh Kamel
• “I would like to tell you, in all frankness, that if I were to start all over
again, I would not choose the bank as a framework for the
applica+on of Islamic teachings in the ﬁeld of economy and
investment. I would look for another framework, which is fully in line
with the Shari’ah principles regula+ng investment. This is due to the
fact that we have not been sa+sﬁed with taking only the name of the
bank but also its basic concept, namely, that it is a ﬁnancial
intermediary. So, we have not been able to ﬁnd for our ﬁnancial
ins+tu+ons a concept and a pajern, which goes beyond the issue of
ﬁnancial intermediary. This has led to the fact that the preferred
investment paferns of Islamic banks have become a mix of a loan
and an investment. It is a mix, which has most of the characterisMcs
of a riba-based loan and the ﬂaws of the Western capitalist system.
It fails to highlight the features of Islamic investment based on risksharing and real investment. It does not recognize the guarantee
of
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the capital or its return.”

Critiques on Islamic Finance
Themes

CriMques

Objectives of Islamic in Islamic finance should relate to the social and
Islamic law. economic ends of financial transactions rather than the
contract mechanics through which ends are achieved.
Excessive
debt.

The disproportionate percentage of debt-based
instruments as compared to equity-based.

Relying on
In developing a fiqh muamalat caution must therefore be
legal fiction. exercised for it is all too easy, when creating and then
relying on legal fiction, to fall into the pit of
complacency and inadvertently developing a fiqh hiyal.
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Themes
Lack of social
dimension and
poor record of
corporate social
responsibility.

CriMques
Lack of commitment of Islamic finance industry to support
developmental agenda and corporate social responsibility.

Critiques on Islamic Finance

‘The doctrine of shareholders’ value, which is the bedrock of
capitalistic market, has been shown to be the basis of Islamic
finance practices’.

Identical to the
conventional
banking.

“The ‘applied business model’ of IBs is almost identical to the
conventional interest-bearing one. It is neither a ‘two-tier
mudharabah’ nor a wakalah (agency) based model but rather a
specially ‘engineered’ debt model. The framework adopted in the
development of Islamic financial instruments has been to design
products in such a way that these are almost equivalent in
economic and risk characteristics to conventional debt
instruments”.

Lack of
authenticity and
operates within
Neo-classical
economics.

“Rather than being part of the Islamic political economy,
Islamic finance has been pursuing policies away from the
theoretical underpinnings and systemic understanding of
Islamic economics and has located a surrogate financial
framework in neo-classical economics”.
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Themes

CriMques

Over legalistic “From the legalistic perspective, it is argued that interest is haram
approach.
for being unjust and exploitative. However these concerns are
merely rhetorical, as the new institutions in question have become
too cozy with their own exploitative environment about which they
are mute. Islamic finance is delinked from the broader goals of
development and poverty alleviation” (Farooq, 2007).
Islamic finance is experiencing a “formalist deadlock” where the
industry is more concerned with formal adherence to Islamic law
instead of promoting Islamic ethical values (Balz, 2008).
“The current trend reduces Islam and its Shari’ah to their legal
dimension rather than seeing them within a greater civilizational
framework” (Haneef, 2009).
“Shari’ah scholars approach the issue from a microeconomic
perspective, and reflect on how an IB, as a financial firm, should
conduct its transactions according to fiqh rules; they do not see it in
a macroeconomic terms, with IB, as financial intermediaries,
meeting the financing needs of society” (Siddiqi 2000).

Nega+ve Percep+on
• Nega+ve percep+on by the general public.
• Muslim Consumer Associa+on of Malaysia (PPIM)
reported that they have received more than 4000
reports from consumers between 2003-2012 of their
dissa+sfac+on with IFIs. The PPIM claimed that the
IFIs have abused the word ‘Islam’ for the purpose of
proﬁt maximiza+on without taking into
considera+on the ethical aspects of doing business.
• There are many cases where the customers need to
pay the whole amount of selling price to IFIs even
the construc+on project was clearly abandoned.
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Islamic Finance:
Principle and OperaMon
“Everything that lapses out from jusMce into injusMce, and from
mercy into its opposite, and from maslahah to mafsadah, and
from wisdom into the frivolous, does not belong to Shari’ah, even
if it is inducted into it by interpretaMon” (Ibn al-Qayyim).
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Stages of Islamic Finance
• STAGE 1: Focus on how to migrate Muslim from
prac+cing riba. The focus was to ﬁnd halal solu+on by
replica+ng certain features of conven+onal product with
some hiyal to quickly migrate the prac+ce from riba.
• STAGE 2: Focus on to be genuinely based on Shari’ah by
removing excessive hiyal in their prac+ce.
• STAGE 3: Concern with the TAYYIB dimension of having a
“good and responsible ﬁnance”. The permissibility of a
transac+on will not only depend on the pillars of a valid
contract but also on the values, ethics, outcome or
consequences of the transac+ons.
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Islamic Finance is More than Financial Contract
Tenet-Bound
Fundamentals tenets
derived from Shari’ah

Principles-Bound
Concept is grounded on
ethics and values

Real-economy Linked
Asset-backed transac+ons
with investments in real,
durable assets

Society-Service
Serving communi+es, not
markets

The Basis of Fiqh Muamalat

–Blameworthy:
• Riba
• Gharar
• Maisir
+Praiseworthy
• Risk
• Ethics

Riba in Conven+onal Banking
• On the both sides of the conven+onal banks
Riba exists:
• On the Liabili+es Side, through borrowing
from depositors on ﬁxed and guaranteed
return
• On the Assets side, through lending on
Interest basis.
• On the treasury side, through lending and
borrowing.

Types of Uqud

Legality Purpose

Reciprocity

Validity

Execu
tability

Modern Classiﬁca+on
•
•
•
•
•
•

Partnership Based
Exchange-Based
Security contracts
Charitable Contracts
Agency Contract
Suppor+ng Contracts

Partnership Based Contracts
• Mudharabah
• Musharakah

Exchange based Contracts
•
•
•
•
•
•
•
•
•

Murabahah
Bay al Is+sna’
Bay al Salam
Bay al Dayn
Bay al SarfBay al Inah
Bay al Tawarruq
Ijarah
Bay al Is+jrar

Security Contracts
• Kafalah (guarantee)
• Al rahn (mortgage)

Charitable Contracts
• Hibah
• Wadiah (Deposit)

Suppor+ng Contracts
• Muqasah
• Ibra
• Wa’d

Product Development
8. Annual
Shari’ah review

1. Product Initiative

2. Preliminary
Shari’ahAnalysis

7. Periodic Shari’ah
review

3. Legal Documentation
and Product Proposal

6. Dissemination of Shari’ah
rulings

5. Shari’ah ruling

4. Shari’ah review of the
documents

Product Development Stage 1

Product Concept
& Framework

• Market research
• Beneﬁt analysis to banks and
clients
• Product concept & opera+on
• Balancing of risk
• Marke+ng channel
• Standard Opera+ng manual
• Feedback from stakeholders/
commijee
• Shariah standards and
parameters
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Shari’ah Parameters and Guidelines

• For the purpose of harmonisa+on and
consistency, the standard sepng agencies and
regulators have issued several Shari’ah
parameters and guidelines to IFIs as guidance
and reference to promote harmoniza+on and
standardiza+on of Islamic ﬁnance prac+ces.
• These standards incorporate value-oriented
aspects of Islamic ﬁnance prac+ces and put
certain requirements to ensure each ﬁnancial
transac+on is genuine and valid.
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Product Development Stage 2

Evalua+on of
Product Risk

•
•
•
•
•
•
•
•

Risk assessment of product on
Market risk
Structural Risk
Documenta+on risk
People risk
Proposed mi+ga+on of risk
Endorsement of the product
Shari’ah compliance risk
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Shari’ah Compliance Risk
“The risk of loss resulMng from inadequate or failed
internal processes, people and systems or from
external events, which includes legal risk and
Shariah non-compliance risk but excludes strategic
and reputaMon risks”.
“The risk that arises from the Bank’s failure to
comply with the Shariah rules and principles
determined by the relevant Shariah regulatory
councils.”
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Managing SCR is a “collecMve responsibility”
“3 lines of defenses” concept
3RD LINE OF DEFENSE
2ND LINE OF DEFENSE

1ST LINE OF DEFENSE
Line Management and all staﬀ

Opera+onal Risk Mgmt
Dept, Compliance, Shariah
Compliance Risk
Management Unit,
Opera+onal Risk Control
Commijee

ESTABLISH and maintain
ORM and SCRM
Framework, assessing
RESPONSIBLE for ongoing
monitoring, repor+ng
oversight of risk and control at
&controlling risk on a bank
day to day work level
wide level

Internal Audit (Including
Shariah Audit)

PROVIDE INDEPENDENT
ASSURANCE to Board of
Directors and Senior
Management that Risk
Management processes and
tools are eﬀec+vely
implemented.
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Product Development Stage 3

Approval

•
•
•
•

Management Risk Commijee
Shari’ah Commijee
Board Risk Commijee
(Ministry’s approval where
mandate is exceeded)
• Board of Director
• Regulator
• Launch
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Post-Approval
•
•
•
•
•

Dissemina+on of Shariah rulings
Shariah Review
Shariah Audit
Review of Shariah Rulings
Shariah Non-compliance Repor+ng.
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PenalMes
Form of PenalMes PenalMes
AdministraMve

the BNM may make an order in wriMng
requiring the person in breach to comply
with or give eﬀect to or to do or not to
do any act in order to ensure compliance
with such provision

Monetary

such amount as the Bank considers
appropriate, not exceeding (RM5 milbody corporate or RM1mil- individual);

Criminal Oﬀence

Up to 10 years imprisonment or 5-50
million ringgit ﬁne or both
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Challenges
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Themes
Remarks
CompeMMveness Equal
the conven+onal product in
beneﬁts.
Price
Process
Flexibility

Islamic funding may cost more.
Benchmark against conven+onal.
Process and opera+on slightly longer
and require addi+onal document.
Interchangeability of Shari’ah concepts
to be at par with the conven+onal
products .

Non-Compliance To simplify opera+on, some process
may be omijed. E.g execu+on of blank
39
Lejer oﬀer

Proﬁtability Some charges may not be avail to Islamic
products e.g commitment fees, lower
compensa+on fee.
Market
Diﬀerences in Shari’ah concepts in various
Diﬀerences markets. E.g Bai Al Dayn not acceptable by
many market or even banks in M’sia.
Product
Public awareness on Islamic ﬁnance is s+ll
Awareness lacking. Indiﬀerence aptude
PosiMve
Values

Islamic principles advocates fairness and just.
Ideally, genuine defaulters to be given
concessions, but not being done in some IFIs.
40

Product Risk

Risk in some concepts are higher than the
conven+onal product.
E.g Murabahah (risk of non acceptance of
goods by customer) Is+sna’ (noncomple+on of projects).
All possible risk to be iden+ﬁed and
properly mi+gated.

Legal
documentaMon

An extended version of conven+onal
document. Too much inﬂuence on the
previous prac+ce. Market wants simple
documenta+on
Investment products e.g pure Musharakah
cannot be done without modiﬁca+on.

Modiﬁed
Concepts
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Shari’ah Risk

Product development and opera+on requires
Shari’ah Commijee’s endorsement and requires in
depth study. Conven+onal banking can transact on
anything.
Non-Shari’ah compliant may lead to “haram”
income which requires the bank to forgo the proﬁt
earned.

Balancing of
Business and
Shari’ah

Some business areas are out of bound in Islamic
ﬁnance.

People

Changes in incep+on of Islamic ﬁnance knowledge
and values amongst staﬀ.

Technological
Advancement

Eﬃcient digital banking system that comply with the
Shari’ah principles
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Case Studies
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Risk Sharing Initiative
• Instead of introducing and empowering mudharabah to
portray the true spirit of investment, IFIs on the other
hand are now migra+ng to tawarruq.
• In order to support the ini+a+ve to promote equity-based
products, the Malaysian government backed the Investment
Account Plauorm with an ini+al start-up fund for RM150
million. Lembaga Tabung Haji also allocated RM200 million
for the establishment of the Shari’ah compliant Restricted
Investment Account.
• 6 IFIs have par+cipated in this ini+a+ve. These investment
account products are structured under the principles of
Mudharabah and wakalah.
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Concluding Remarks
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Enabling Environment is the Key to the On-going
Development
• (1) Development of robust enabling framework
at naMonal level;
• (2) Legal: regulatory reforms to create a “level
playing-ﬁeld”;
• (3) PoliMcal support: industry building
insMtuMons are key to bringing standardizaMon;
• (4) Economics: towards an independent
banking system; and
• (5) Talent Recruitment.
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