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Introduction
Ibrahim Warde*
Islamic finance is at a crossroads. Since 11 September 2001, a number of Islamic institutions have
been under a cloud of suspicion, yet demand for Islamic products is growing faster than ever before. The ten
papers in this section were written prior to the September 11 attacks, although some were slightly revised to
take into account the impact of those attacks (the Fifth Harvard University Forum on Islamic Finance, initially
scheduled for September 2001, was eventually held in April 2002).
The papers nonetheless remain relevant today. Written by academics, practitioners, and government
and international organizations officials, they present an interesting mix of perspectives—descriptive as well
as prescriptive, empirical as well as theoretical—on a broad range of issues.
Three papers discuss the “big picture” of Islamic finance. Monzer Kahf’s “Strategic Trends in the
Islamic Finance Movement” is an original and important contribution to the field. It traces the path adopted so
far by Islamic institutions and suggests future trends, based on the working relationship between bankers and
a class of culama’. The considerable erudition of the author helps understand how this alliance resulted in the
creation of specific products based on a dominant paradigm. Kahf argues that Islamic finance has the potential
to bring about a democratization of finance, as the relation between banks and their sources of funds gets
closer. That proximity, in addition to the introduction of more appropriate products, has the potential of
bringing about more ethical practices. He predicts that the evolution of Islamic finance will result in a
redistribution of economic and political power throughout the Islamic world, in the form of political
moderation and greater mass involvement.
M. Nejatullah Siddiqi’s “The Emerging Advantages of Islamic Finance and Banking” presents
another sanguine perspective on the field. Whereas conventional finance is increasingly disconnected from
the underlying economy, Islamic finance, being asset-backed, sets limits on speculation and credit inflation.
The author explains the rapid growth of the Islamic sector in terms of the deficiencies of the conventional
system, the religious revival, and the quest for ethical products. Islamic finance may also be better suited for
the global economic environment, insofar as it offers the potential of integrating poor countries in the
international system.
As president of the Islamic Development Bank (IDB), Ahmad Mohamed Ali is in a unique position
to assess the prospects for an improved Islamic financial architecture. In his paper “The Emerging Islamic
Financial Architecture: The Way Ahead,” he discusses issues of transparency, accountability, governance,
and compatibility with emerging global norms. Insofar as Islamic finance is asset-backed, it has a stabilizing
impact—provided appropriate regulation and supervision. In that respect, the IDB (in collaboration with
international organizations such as the International Monetary Fund) has played a central role by contributing
to the creation of the Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI), the
Islamic Financial Services Organization (IFSO), the Islamic Credit Rating Agency, and other bodies and
initiatives designed to foster a well-regulated and stable market.
Three of the papers focus on particular countries. “The Experience of Indonesia in Developing
Sharica Banking” by Mulya E. Siregar and Nasirwan Ilyas provides a rare glimpse into Indonesian Islamic
finance. In 1998, as Indonesia emerged from a major banking crisis, it decided to convert to a dual banking
system, which would accommodate both conventional and Islamic institutions. In 1999, a law made it
possible for the country’s central bank to conduct monetary operations based on sharica principles, in addition
to its mandate to develop Islamic banking throughout the country. The paper documents the achievements,
obstacles and prospects of these efforts. As the world’s most populous Islamic country, Indonesia offers
significant potential for growth of the Islamic sector, and the experiment deserves to be closely watched.
The Malaysian case is much better known. Islamic products are available at two full-fledged Islamic
banks, and at virtually all commercial and merchant banks. But despite the efforts of the government in
promoting Islamic finance, the size of the Islamic sector remains small (total deposits in the Malaysian
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Islamic system in 2000 were only RM 31 billion, whereas total deposits at conventional banks were RM 381
billion). The chief merit of the paper by Norafifah Ahmad and Sudin Haron, titled “Corporate Customer
Perceptions of Islamic Banking Products and Services,” lies in a rare empirical attempt to understand the
motivations of customers of Islamic banks. The question is at the heart of the marketing strategy of any
Islamic institutions: why does a customer choose a conventional instead of an Islamic bank? The survey may
usefully be replicated in other countries.
Ahmed bin Mohammed Al-Khalifa, Governor of the Bahrain Monetary Agency, in his paper titled
“The Progress of Islamic Banking and Finance in Bahrain” focuses more specifically on issues of regulation,
operation and education. The dilemma of Islamic institutions is that they need a specific regulatory regime,
yet also one that is compatible with prevailing regulatory norms and one “constructed to a standard that
compares favorably with international best practices in the regulation of conventional financial institutions.”
The paper deals for example with such innovative instruments as the sukuk, designed to provide liquidity and
set much-needed common standards for the Islamic industry.
One paper is based on the specific experience of an Islamic institution. Jassar Al-Jassar, General
Manager of the Kuwait Finance House, argues in “Regulatory Environment and Strategic Directions in the
Islamic Financial Sector” that the “dual compliance” culture—sharica-compliance mechanisms and
conventional prudential supervision—offer useful safeguards, especially when it comes to ethical and moral
values and money laundering issues.
Ramzi Abu Khadra, in his paper titled “Islamic Financial Products: Addressing the Needs of the
Retail Market Using the Internet as a Platform,” discusses the potential of the Internet as a way of reaching
those customers living outside the Islamic world, where the absence of Islamic products has “opened the door
for the Internet as a global platform to aggregate, to introduce transparency into, and to streamline some
aspects of the retail market.” According to the author, “Muslims globally can now access competitive
financial products that abide by the sharica yet do not compromise excellence in wealth management.”
Finally, Thomas Tellner, in “Alternative Trading Systems and the Viability of an Islamic ECN” discusses the
regulatory environment within which ECNs (Electronic Communications Network) and ATSs (alternative
trading systems) operate, and the feasibility of an Islamic ECN.
The papers in this section offer an interesting variety of points of view that are representative of the
range of persons involved in the study and practice of Islamic finance. It should be interesting to see how their
views and analyses shall be affected by the longer-term implications of the War on Terror and the economic
downturn in the United States.
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