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Introduction
Gohar Bilal*
The Islamic banking industry is not confined to any one geographic area, although it is currently
concentrated in certain regions (e.g. G.C.C. countries). The geographic location of participants, their historical
involvement, and their diverse experiences are reflective of the growing demand for products that fall under the
rubric of “Islamic finance.” In the last five years, western countries such as the United States and United Kingdom
have also started to show signs of interest in this area. In the U.S., the Islamic Legal Studies Program of the Harvard
Law School, the Harvard Islamic Finance Information Program, and Rice University’s Islamic Studies Program are
examples of academic programs providing a platform for research in this field. The Oxford Center for Islamic
Studies in Britain is another such example.
An important quest for the Muslim community is to make Islamic principles a part of every aspect of their
lives, from daily prayers to commercial activities. These sentiments have created an increasing need to develop
Islamic financial products, both for individuals and large corporations that want to incorporate their beliefs in the
boardroom. Financial institutions such as Citibank, Dar Al-Maal Al-Islami, American Express, and HSBC are some
of the large firms offering Islamic finance products. Consequently, such needs necessitate an awareness of what is
available in the market and why it is called “Islamic” rather than “conventional.”
Although modern Islamic banking began in the 1970s, it is the last decade that has seen the unprecedented
growth of Islamic finance. Majority banks, financial institutions, and mudaraba (investment) companies have only
established full-fledged operations in the last five years. They provide numerous financial products to the Muslim
community. In Asia, banks providing Islamic financial services offer deposit products based on profit- and losssharing and finance facilities to borrowers predominantly on a murabaha basis. Several investment funds set up in
the last five years enable Muslim investors to participate in the stock market or real estate ventures. These funds are
fashioned according to musharaka and/or mudaraba principles. The success of new Islamic products lies not only
in meeting consumer needs but also in understanding how these products fulfill the religious and other needs of the
Muslim community. What principles do these products preserve? What are the tangible and non- tangible benefits
they bring to society?
The commercial products and business models section of the Second Harvard University Forum on Islamic
Finance was carefully planned to contribute toward developing an understanding of consumer finance and
introducing some of the products existing in today’s market. Sessions on Islamic consumer finance products and the
like covered a wide array of subjects, from real estate finance and car leasing to hedge funds and private banking
services. As part of the bigger picture, some papers highlight various forms of corporate structures and alliances
helpful to offering Islamic products in the market, the implementation of these facilities, and the challenges faced.
One session highlighted some companies we see in Islamic finance today and the issues they face.
Compared to a “banking” platform, which as per the central bank is defined as “an intermediary that accepts
deposits from customers and lends them to borrowers,” the experiences of various institutions indicated that Islamic
finance could more appropriately be offered by a “financial services company.” Why is this so? Banking
institutions are governed by the central bank, which mandates that deposits be insured up to a certain amount and
that a certain level of reserves be maintained in the form of financial instruments such as Treasury bills. Insured
deposits essentially mean that customers reap interest based, guaranteed, and fixed returns with little risk.
Additionally, returns on deposits are at times affected by the interest earnings on maintaining mandatory reserves in
interest-paying instruments. Islamic banks most often provide an indicative rate on their deposit products and
maintain either cash reserves (with the central bank providing them a fixed return) or put their money into unit trusts
that in turn invest in capital markets. But how can the central bank promise a fixed return? Presently, the global
financial system is such that central banks earn their revenues by lending to other institutions or investing in other
instruments. These involve interest-based mechanisms, and as such interest disguises it self and creeps into returns
offered by both Islamic and conventional banks. This is one of the many reasons that Islamic products can not be
truly offered under the current banking scenario.
Alternatively, Islamic financial products could more appropriately be offered under the “financial services
company” umbrella, as these institutions are not subjected to the constraints on banks and are outside the central
bank regulations. In his paper, Basil Al-Ghalayini provides insights on the types of cooperation we see in banking
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today, as well as on some of the issues that participants in Islamic finance specially face. He also discusses various
legal forms, such as informal cooperation, letters of understanding or intent, the degree of investments, joint
ventures/partnerships, franchising, and mergers and acquisitions. He sheds light on issues pertaining to these areas,
specifically regarding the influence of the Shari‘ah.
An area of keen interest to financial institutions is financial instruments for the securities market, such as
company shares (stocks), bonds, mutual funds, hedge funds, and infrastructure funds. Shari‘ah scholars have
declared guidelines for Muslim investors and financial institutions continue to make strong efforts to innovate
capital market instruments that will enhance investment avenues for the Muslim community. An interesting topic
related to this subject is asset securitization.
Presently, other than company stocks (which must comply with stringent Shari‘ah guidelines), there are no
tradable (investment) instruments in the capital market for the Muslim investors. Generally, Shari‘ah scholars do
not approve of investments in bonds, swaps, options, and currency trading. Ideally, in this case asset securitization
would provide an additional avenue for investment and a product could be structured for trading in accordance with
the Shari‘ah. It would be a halal (Islamically acceptable) investment mechanism, and seems to be the next logical
step in the development of Islamic finance. Tradable instruments could be issued to the public and backed by halal
assets yielding halal returns. For example, securities could be issued that are backed by, say, a commercial building,
which is leased out to various companies conducting halal business (gambling-, pork-, and alcohol-related business
is not allowed, of course). If, for example, a group of investors pooled funds to acquire this commercial building,
they could share the rental earnings from the leased space. Investors can choose to issue tradable instruments
(securities) that are backed by the building (asset). The shares can be traded at any value, depending on the market
value of the property. Its businesses and rental income could also be passed on to investors. As all investors are like
co-owners, they can choose to sell their shares to another investor at a price usually determined by market forces.
An interesting real-world project is discussed in the paper by eminent scholar M. A. Mannan, who writes of
the “New Frontiers of Islamic Banking in the 21st Century with Special reference to Non-formal and Voluntary
Sector Banking.” His paper focuses on a case study of forming a social investment bank, a concept or banking
model established in 1995 in Dhaka, Bangladesh. His presentation at the Forum reflected the true Islamic spirit of
responding to socioeconomic problems by providing guidelines not only for individuals but also for the larger
benefit of communities and societies. The “Islamic man” is obliged to act within the framework of the totality of
human situations—that is, at an earthly level as well as at the spiritual level. The thrust of economic development in
Islam does not lie in the integration of development and social justice via distribution, or in viewing development
with social justice as an adjustment. It lies in treating distributive considerations as the fundamental basis for the
allocation, use, and maintenance of resources, both human and non-human. This emphasis is considered to be
crucial in understanding the Islamic concept of banking, finance, and development.
The case study of Social Investment Bank Limited (SIBL) in Bangladesh that Dr. Mannan presents is an
enlightening example of the application of Islamic ideals in upgrading individuals and the society. The objective of
the bank is to direct its group lending program in urban and rural settings at a grassroots village and local level. The
program is aimed at land-less laborers, marginal farmers, fishermen, small artisans (e.g., blacksmiths, carpenters,
potters, and handicraft producers), the urban unemployed, small traders, small and rural industries, and small- and
medium-scale business enterprises. Working in an environmentally friendly business program with the small traders
of Tokai (mainly street children of distressed parents), the recovery rate is a commendable 100%. The Shari‘ah
board of the bank guides banking operations to ensure conformity with the Shari‘ah.
Housing finance is another area of high demand by the Muslim community. Two papers below discuss
this: those by Pervez Nasim of the Islamic Cooperative Housing Corporation (ICHC) and Yahia Abdul-Rahman
(with his colleague Abdullah Tug) of LARIBA Finance House. Each highlights the services their respective
organizations provide. For example, the housing finance product ICHC offers is an excellent one for the Canadian
Muslim community: it is fair and flexible in providing an opportunity for Muslims to own homes in a relatively
short time, compared to conventional finance. Additionally, ICHC provides an avenue for young Muslims to make
halal investments for their future. Such facilities are not offered by other institutions. Products like car leasing
(offered by LARIBA and ICHC) are other examples of consumer finance products offered to the Muslim
community in Canada and the U.S. To prevail and succeed as a small Islamic institution is a difficult uphill battle.
The success of Islamic institutions in a non-Muslim environment depends greatly on community trust in the
institutions, and that success is a two-way street. It also depends on the institutions’ adherence to the Shari‘ah, the
Qur’an, and the Sunna, and on individuals deeply motivated by their faith.
On a larger scale, venture capital and project finance are areas of potentially high growth in Islamic
finance. Infrastructure funds are venture capital products in which Shari‘ah principles could perhaps most
appropriately be applied to provide additional investment avenues to Muslim investors or large concerns. Shari‘ah-

Introduction

compliant products in this area would provide a means of raising funds for massive projects, such as power plants or
telecommunications networks, that could not possibly be financed by a single entity. They are, however, meant for
long-term investment, as infrastructure projects take a long time to complete and subsequently provide returns.
Issues in venture capital include assessment of the demand for long-term investment opportunities, the comfort level
of Muslim investors in such ventures, and an evaluation of the risk specific to the ventures.
Project finance is another suitable area for the application of Islamic finance principles. This subject was
discussed at length at the Second Harvard Forum. Project finance is essentially non-recourse financing in which the
lender bears the risk of a project’s performance and relies on the project’s cash flows for repayment. Project finance
and Islamic finance have some close similarities. For instance, unlike conventional finance, which is primarily
concerned with the size of the collateral, Islamic finance (at least in theory) is mainly occupied with a project’s
viability and profitability. Theoretically, it provides more opportunities for entrepreneurs to set up new ventures.
Capital market and real estate funds launched for investors are products that have shown the greatest
development in the last five years. Since 1995, sixteen Islamic equity funds (based on the mudaraba concept) have
been launched. Based on an individual’s risk appetite, such funds allow people to invest, sell, and purchase
Islamically acceptable commodities and equities. Besides flexibility and choice of investment, such funds provide
comfort to Muslims’ consciences, as the portfolio is reviewed to comply with Shari‘ah guidelines. Most Shari‘ah
scholars approve investment in companies whose interest-based debt is less than 33% of overall debt and whose
interest income does not exceed 10% of total income. Of course, investment in companies engaged in haram
activities is forbidden.
Hedge funds were another product discussed in detail. In the last few years, hedge funds have been a very
popular investment vehicle, similar to mutual funds, as Arif Kamal Siddiqui explained. Both types of funds are used
for investment in equities, but hedge funds aim for higher returns for investors and money managers. Siddiqui
covered aspects such as the regulatory framework governing hedge funds, associated costs, client focus, market
segment, and in particular the Platinum Hedge Fund, which was specifically launched for Muslim investors. He also
discussed the Shari‘ah filters used, along with difficulties such as the absence of a comparable or an appropriate
benchmark for such a product.
Islamic finance continues to progress on many fronts, from capital market instruments to consumer finance
products, from banks to financial institutions, from individual investors to multi-institutional deals. The steady
growth of this specialized field, the dedication of individuals, growing academic research, and the formation of more
Islamic banks and financial institutions is a clear sign that this area of finance is here to stay.

