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Introduction
Abdulkader Thomas*
Participants in the Fifth Harvard University Forum on Islamic finance documented the increasing
efficiency with which Islamic financial instruments and organizations are integrating into the global financial
system. A fundamental premise of this process is that the business of Islamic finance is a structured and
auditable business. Two important sessions at the Forum demonstrated the breadth of this integration, and the
success of industry players in proving the premise to be true.
The first of these sessions explicated how achievements in the traditional Islamic finance markets in
the Gulf have instigated new developments in meeting the demands of Muslim consumers in non-Muslim
countries. In the United States, this has meant the backing of the government-sponsored mortgage investors
Freddie Mac and Fannie Mae (collectively “GSEs”), and an expanding universe of home acquisition models.
As these experiments fail or mature into proven business models, a road map for successful initiatives, or at
worst, a chart of the most deadly shoals, is drawn up.
A further outgrowth of this globalizing integration is a wave of new developments in asset
management and wealth protection. The landscape of Islamic financial activity is no longer an Islamic capital
sub-market bifurcated between the Middle East and Malaysia, with London as a service center. Instead, the
U.K. hinterlands, South Africa, India and the U.S. are among the many new markets being opened and
contributing to the sophistication of the sector.
One cannot doubt the important role played by certain central banks, notably the Bahrain Monetary
Agency and Bank Negara Malaysia, and independent self-regulatory bodies such as the Bahrain-based
Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI). These three bodies, in
particular, have worked closely with their peers in Western countries to build a better understanding of the
industry, and respect for its unique regulatory and accounting framework. In tandem with the International
Accounting Standards Board and the Basel Committee, they have integrated Islamic financial practices into
the global accounting system, and global banking standards into the governance of Islamic banks. The recent
formation of the Islamic Financial Services Board in Kuala Lumpur, which, due to its focus on the
international Islamic banking sector, may be best understood as a peer of the Bank for International
Settlements, is the latest vital addition to the field.
Each of these standard-setting bodies facilitates the work-in-progress documented by the participants
of the Fifth Forum. When one has a grasp of the core issues facing Muslim consumers and driving the need
for financial innovation, it becomes clear that Muslims are represented by a bright, energetic young
generation that includes many who seek to live fully within the guidance of the sharica. Just as importantly,
the global business of Islamic finance has become deeper, offering new approaches, new providers, and new
opportunities for non-Muslims as well as Muslims. There is a convergence between the two trends.
Among the areas explored by the Forum participants were the American Muslim community,
concepts of Islamic finance, and transactions or business offerings that mark the convergence between Islamic
practice and Western demand. The convergence is evidence of how the Islamic financial sector is part of the
globalizing trend and not symptomatic of a rejectionist behavior. In essence, Islamic finance offers another set
of well-understood tools within the frameworks of modern banking and finance, which allow a broader
universe of consumers and businesses to be served in a systematic and transparent manner.
The papers in this section address the creative ways in which Muslim minorities address their
concerns about the nature of money, and fit alternative concepts into established norms. To date, the greatest
progress has been made in the mortgage field. Four of our papers look into this issue in detail and a fifth takes
the next logical step. The remaining two papers address in detail the opportunities in capital markets for
Muslim savers and investors.
When it comes to the question of mortgages, one may be excused for wondering how riba and
gharar can be eliminated from what is ostensibly a financial contract. Tariq Al-Rifai discusses how his
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sale/property/murabaha contract. While strict domestic mortgaging rules are addressed, but in lieu of an
alternative document supported by standard documents, HSBC has inserted itself into the sales process, and
supported the transaction with appropriately modified standard documents.
As with the SAMAD Group and the United Bank of Kuwait before and Guidance Financial Group
after it, HSBC has discovered that Islamic concerns over gharar are paralleled in the numerous Truth in
Lending and Real Estate Settlement Procedures acts, forms and disclosures, which are meant by the Congress
to bring transparency to residential real estate dealings, including sales and mortgage loans.
Some may argue that the sharica overemphasizes the form of a contract. The form, however, is
crucial in that it dictates the rights and obligations which flow afterward. A U.S. regulatory view that
overlooks the form of contract and relies upon substance may or may not create legal or linguistic arbitrage
between Islamic and U.S. legal systems. In reality, the different approaches have allowed a unique
opportunity wherein Muslims are now able to increasingly find ways to meet their home acquisition needs,
and comply with both sets of rules.
As it takes advantage of this freedom, HSBC adopts the following approach to price and formal
sharica oversight: it bases the markup in its sales price on the market mortgage rate. For some consumers the
former method may result in paying a higher price, while for others the similarity in costs when a
conventional rate is used as a benchmark creates confusion. HSBC has relied upon a work of eminent and
internationally recognized sharica scholars to assist in the review and development of their mortgage
alternatives.
A significant development in the industry took place in 1991, when LARIBA followed the United
Bank of Kuwait’s regulatory approvals for contracts which may be applied in lieu of conventional mortgage
loans, with the first sale of Islamic mortgage-like assets to a GSE, Freddie Mac. Subsequently, U.S. Islamic
mortgage alternative businesses have doubled and show strong continuous growth.
Saber Salam was the Freddie Mac officer who nurtured this development. In a presentation which
documents Freddie Mac’s commitment to opening doors to homeownership, Salam, who is now an industry
consultant, reviewed how the Freddie Mac culture and mission blended with the pressing need of an excluded
community to access these resources. LARIBA was the first to access Freddie Mac, and has been followed by
Guidance. LARIBA followed up its success by making an agreement with Fannie Mae, which is now seeking
to enter the market with its own version of a murabaha.
All of these developments beg the important question of whether or not there is an American market
for Islamic financial services. This is ably addressed by Tariq Al-Rifai, who presents the outcome of HSBC’s
market research in this community. Al-Rifai’s research and post-research consumer experiences bring forth
three important facts. First, the Muslim population in America is relatively better educated and compensated
than the general public. As one might expect with such consumers, they are demanding and wish to be treated
well; they require a good customer service experience as much, if not more than sharica compliance. And,
finally, they are engaged. Once consumers became aware of HSBC’s New York programs, many came forth
to help the bank identify further consumer needs.
Not surprisingly, HSBC has learned that Islamic authenticity is an important issue to many
consumers. Just as the mortgage-alternative providers and Freddie Mac are queried about their source of
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funds, so HSBC has been asked the same. Even with outstanding sharica scholars opining on specific
products, Muslim consumers are unclear on what it means for a non-Islamic investor to bring forward monies
which originally were not raised in a manner compatible with Islamic norms. Scholars have generally
addressed this point with specific approvals: that entities such as Freddie Mac and HSBC may apply their
funds to Islamic relationships on the condition that the contracts are sharica-compliant.
HSBC and others are working hard to establish consumer deposits and other means that assure that
the collected funds are riba-free before they are applied to Islamic projects. This leads to the business model
query: why is there no domestic Islamic bank?
A. Rushdi Siddiqui addresses the point that Muslim consumers need more than mortgages if we truly
wish to form an Islamic market. Siddiqui of Dow Jones Indexes provides an overview of how to take these
ideas forward into the form of a classic American institution, the community bank. On the one hand, work at
HSBC, Rebafree, LLC and SAMAD has made progress with new instruments to fill banking instrument
needs. Yet the great question is whether a chartering authority will apply its delegated authority to complete a
charting process: three programs have been in process since 2000, and two have withdrawn due to the onerous
and slow regulatory dialogues. Once that bridge is crossed, Siddiqui points out three primary business
challenges: sufficient capital and access to securitization, market coverage, and availability of trained staff. If
a true, successful community bank can be established in conformance with U.S. banking regulations and
Islamic principles, the funds collected may require more than just car and home finance outlets.
The remaining papers comprising this section build on Siddiqui’s work at the Dow Jones Islamic
Markets Indexes (DJIM). Since 1998, these have provided a basket of benefits to the field of Islamic finance,
which includes credibility, standardization of securities analysis, and an independent benchmark. Following
the Dow Jones commitment to Islamic finance, a number of investment managers have offered DJIM-oriented
products. These range from community-based investment advisors like Allied Management in Chicago and
Azzad Funds in Washington, D.C. to mainstream investment managers like Brown Brothers Harriman in New
York and on to leading Islamic houses like Al Baraka in Jeddah.
With standardized sharica-based analytical principles, and a means of purifying investments
published by Dow Jones Islamic Markets, the road to satisfying investing consumers becomes much clearer.
First, in 1999, came London-based Islamiq.com and in 2000 came Dubai-based iHilal.com. Both firms tested
the concept of internet-based brokerage services: the former failed, and the latter refocused on institutional
sales. In their paper, Zafar Sareshwala and Mohammed Obaidullah discuss by exclusion how the internet-only
method is not likely to succeed. Two of their main findings include a concern that merely mimicking the best
market practices and performances in the conventional securities market is not a selling point. They go on to
develop a demand, very much in line with the Dow Jones Islamic Markets achievement, for greater
transparency in the sharica process and heightened consumer education. Even if there are overlaps in
instruments and methods, an important point from Sareshwala and Obaidullah is that our Islamic approach is,
in fact, distinct, and the distinction requires attention to detail from product design through marketing and
customer care.
In the Muslim minority markets, one of the most exciting developments has been the success of
Oasis Asset Management. The firm has edged into the elite of South African money managers and has
outperformed its domestic peers by most measures, most of the time. The Oasis case study, presented by its
CEO Adam Ebrahim and director Bernard Horn, demonstrates how an Islamic fund in a weak economy
undergoing a political transformation can outperform, even achieve attractive positive results, when its peers
are losing. Oasis also presented evidence that showed how the application of Islamic screens may improve the
Sharpe Ratio of a fund, lower volatility, and increase yield.
In sum, this section explores the increasing awareness that the sharica offers a definable, structured
way for anyone to do business. Moreover, it is increasingly accepted that Islam presents business methods
that are not inconsistent with western practices. This acceptance is bolstered by the fact that Islamic contracts
have been working for both foreign investors and nationally chartered banks in the U.S. environment, and by
the early success of the Dow Jones Islamic Indexes and Freddie Mac Islamic mortgage alternative initiatives.
This new business context places a significant burden on the developers and distributors of Islamic
financial products and services. Each of the authors in this segment has made a significant personal, corporate
contribution to expanding consumer acceptance of sharica-defined financial products and services. Yet, they
must join hands with others to achieve better, broader consumer education; assure the market of the sharica
authenticity of their activities; and cross that last hurdle to make the unique Islamic view of financial services
beneficial to all consumers.
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