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W
hy has Islam

ic finance 
rem

ained behind 
conventional finance 

despite having been in the 
m

arket for nearly 50 years? 
H

as it lost the plot or there 
are som

e other factors 
that haven’t allowed it to 
develop the way it should 
have been developed as an 

alternative banking and 
finance system

?W
W

W
.ISFIR

E.N
ET

There is solid evidence to suggest that Islam
ic finance can be 

harnessed as an alternative banking and finance system
, given its 

m
arket share, grow

th in recent years and potential am
ong M

uslim
s 

and non-M
uslim

s alike. 
 H

ow
ever, despite the positive aspects of the Islam

ic econom
ic 

system
, the criticism

s are valid too. Islam
ic finance cannot m

erely 
m

im
ic the conventional system

. It needs a solid m
odel and 

innovative products and services that serve M
aqasid al-Shari’a. 

D
R A

D
N

A
N

 A
ZIZ

Islam
ic Banking and Finance Practitioner

A
nsw

er to this question depends on the perspective in 
w

hich one looks at Islam
ic finance. In term

s of Islam
ic finance 

num
bers, it has not only continued to grow

 until recently 
but also surpassed its conventional counterpart on certain 
accounts including (for exam

ple) asset size and grow
th rate, 

w
hich are reported by IFSB to be over U

SD
2 trillion and 

about 7%
 respectively, as of 2018. H

ow
ever, Islam

ic finance 
is still far from

 being taken as a m
ainstream

 alternative to 
the conventional banking and finance industry. In m

y view
, 

the fundam
ental reason behind this lack of acceptance by 

the m
ainstream

 is the disconnection betw
een the legality of 

Islam
ic finance (Shari’a C

om
pliance) and the purpose behind 

this legality (M
aqasid A

l Shari’a).

In order for Islam
ic finance to becom

e a m
ainstream

 
practice, the em

phasis needs to shift
 from

 m
ere Shari’a-

com
pliance to active pursuance of M

aqasid A
l Shari’a. This 

is not to suggest that Islam
ic finance can rem

ain Islam
ic 

on the basis of M
aqasid A

l Shari’a alone. Instead, Islam
ic 

finance needs to dem
onstrate to the w

ider w
orld as to “how

 
does (and not just ‘how

 can’) follow
ing a particular legal 

system
 (Shari’a) leads to creating a socially good society in 

a com
m

ercially viable m
anner”. To tell that Islam

ic finance 
m

ust avoid paying and charging of interest (w
hich of course, 

Islam
ic finance m

ust), Islam
ic finance industry should focus 

on building success stories as to how
 adhering to the 

principle of prohibition of Riba helps m
ake the w

orld a bett
er 

place for us all to live. If Islam
ic finance w

as able to create 
a tangible and sustainable track of such perform

ance and 
im

pact, the w
orld w

ill be interested in understanding and 
adopting (in tim

e) the m
ethod that helps achieve such an 

outcom
e. This w

ill increase the likelihood of Islam
ic finance 

becom
ing a true alternative candidate for m

ainstream
 

banking and finance

This, how
ever, needs a deeper com

m
itm

ent and 
conscious effort from

 all stakeholders of the Islam
ic finance 

industry. W
hat needs to be understood is that a dedicated 

(but guided) approach, tow
ards the creation of social good 

out of every financial transaction, w
ill not com

e at a cost to 
the Islam

ic finance players. In the m
edium

 to long term
, this 

w
ill only lead to higher profitability for the Islam

ic finance 
industry but in a socially conscious m

anner. This approach 
w

ill also help bett
er the rather m

aterialistic and unethical 
im

age of the financial industry at large. This w
ill be in 

addition to helping bett
er the im

age of the Islam
ic finance 

industry in the eyes of those w
ho rem

ain sceptical of the 
Islam

ic finance industry prim
arily due to its disconnection 

w
ith the M

aqasid A
l Shari’a.

W
e spoke to a num

ber of professionals and asked them
 to share 

their opinions as to w
hat are the factors that have contributed to the 

Islam
ic finance industry not having a strong foothold in contrast to the 

conventional financial system
.  

 A general consensus suggests that the custom
ers need to be assured that the products and 

services offered by the Islam
ic banking industry are indeed Islam

ic, a regulatory fram
ew

ork in place to 
standardise the Shari’a rulings, hum

an capital and resources required to expand the m
arket share, and 

products and services that are at par w
ith conventional finance. 

 Practitioners like Asfand Zubair M
alik list a num

ber of factors w
hile Laura Kuanova thinks that Islam

ic finance is still 
in its infancy to be com

pared w
ith conventional finance that already has a history of thousands of years. Rohail Khan 

suggests a refocus on equity-based financing m
odels w

hile D
r Adnan Aziz is in the favour of shifting the em

phasis from
 

being m
erely Shari’a-com

pliance to active pursuance of M
aqasid Al Shari’a.
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D
R SU

TA
N

 EM
IR H

ID
AYAT

D
irector of Education and Research 

Indonesia’s N
ational Com

m
ittee for Islam

ic 
Econom

y and Finance (KN
EKS)

Islam
ic finance has show

n enorm
ous developm

ent over 
the decades. This developm

ent is supported by the grow
ing 

num
ber of M

uslim
 populations in the w

orld along w
ith the 

increasing aw
areness am

ong M
uslim

s about the Shari’a-
com

pliant financial instrum
ents on a daily basis. W

ith all the 
progress m

ade in the Islam
ic finance industry, w

e know
 that 

struggles have been att
em

pted and indeed it is not easy to 
reach this point but w

e cannot deny that there are still som
e 

m
ain factors that are keeping us left behind the m

ainstream
 

finance itself. 

1. 
Awareness and Literacy
There is a lack of aw

areness and literacy about Islam
ic 

finance products and instrum
ents. Even though Islam

ic 
finance is grow

ing at the prom
ising pace that cannot be 

ignored, w
e cannot deny that it requires an increasing 

num
ber of people to be aw

are of, have know
ledge, and  

the Islam
ic financial system

 for it to m
ove forw

ard. A
s I 

said before, aw
areness am

ong the m
asses is increasing but 

it is still not enough. M
oreover, this lack of aw

areness and 
literacy has divided the population into groups such as, a 
certain group of people w

ho are still sceptical that Islam
ic 

bank is not really Islam
ic or just m

im
icking the m

ainstream
 

one. Besides, in term
s of religious values uphold by the 

M
uslim

s, there is also a group of people w
ho do ignore the 

prohibited practices of riba, gharar, and m
aysir in the Islam

ic 
finance w

orld. This kind of debate does influence the grow
th 

of Islam
ic finance globally.

2. 
N

ational Regulatory Fram
ework

Fortunately, governm
ents in m

ost of the M
uslim

 
countries gradually show

 their support to the developm
ent 

of Islam
ic finance ranging from

 providing political support, 
for instance, by creating national agency or team

 in 
developing Islam

ic finance to providing a supportive enabling 
environm

ent through legal aspect on the national scale. But 
it doesn’t happen a lot in non-M

uslim
 countries. Islam

ic 
finance practices cannot be fully im

plem
ented because 

there is no legal fram
ew

ork that supports and legitim
ates 

its im
plem

entation. M
oreover, it takes m

uch tim
e for 

governm
ents to build the legal fram

ew
ork itself since they 

still have m
any problem

s to solve in the country. At the end 
of the day, the country doesn’t view

 the uniqueness and 
the potential of Islam

ic finance in term
s of supporting the 

national econom
y. A

ctually, this point is very m
uch related 

to the previous point of aw
areness and literacy. U

ltim
ately, 

w
e should increase the aw

areness of not only the society 
but also governm

ent offi
cials. It is not easy to educate and 

advocate Islam
ic finance at the national level.   

3. 
Islam

ic Financial Institutions' Capacity 
D

espite 
the 

positive 
grow

th 
of 

Islam
ic 

financial 
institutions (IFIs) all over the w

orld, there is still a lim
itation 

in its capacity. The IFIs' capacity encom
passes som

e 
aspects such as capital, hum

an resources, features, and 
product innovation. The capital of IFIs is also m

uch lesser 
than the conventional one, m

aking it is very diffi
cult to rival 

its counterpart in term
 of m

arket share. From
 the hum

an 
resources side, w

e need m
ore and m

ore people w
ho can 

support the operations of IFIs as w
ell as can innovate in 

developing Islam
ic finance features and products. N

ot to 
m

ention the m
ism

atch that happens betw
een the industry 

and academ
ic institutions in m

any countries w
here the 

research conducted by the academ
icians or researchers is 

not based on the industry need. That is w
hy the grow

th 
of Islam

ic finance including banking, non-banking, and 
capital m

arket sector is relatively slow
. Furtherm

ore, Islam
ic 

finance loses its core and uniqueness in the very first place: 
equity-based finance. Today’s Islam

ic finance landscape is 
dom

inated by a loan or debt schem
e.

RO
H

A
IL A

. KH
A

N
Senior Islam

ic Banker

I recently asked a W
estern Banker w

hat is the current 
status of Islam

ic banking and finance, and he prom
ptly 

replied: “the system
 appears hung-up w

ith M
urabaha-based 

transactions and on issuing Sukuks”. I had to agree w
ith him

.

D
ear readers. Let us stop for a w

hile and rem
ind 

ourselves of the evolution that took place during the last 
five decades.

• 
In 1954, the m

odern era (post-Islam
ic G

olden age), Prof 
U

zair H
asan w

as instrum
ental in form

ally propounding 
the need and utility to im

plem
ent “Islam

ic Econom
ic 

System
” across the M

uslim
 W

orld. 

• 
Prof U

zair H
asan w

as follow
ed in this m

ission by various 
senior econom

ists - w
ith Prof U

m
ar C

hapra, D
r M

anzer 
K

haf, D
r A

usaf A
hm

ed, and Prof N
ejatullah Siddiqui 

taking the lead. 

• 
These senior econom

ists and recent peers have 
pragm

atically proven that the Islam
ic Econom

ic System
 

is “not the alternative” – rather a “bett
er substitute” to 

all other econom
ic system

s tried by the society. 

• 
M

it-G
ham

r B
ank, established in 1963 in Egypt, is 

acknow
ledged as the first Islam

ic bank of the m
odern 

era. D
ubai Islam

ic Bank (1975), Islam
ic D

evelopm
ent 

Bank (1975), Kuw
ait Finance H

ouse (1977) and A
l-Rajhi 

B
ank (1978) form

ally spear-headed the sector and 
paved w

ays for future progress.

• 
In 1981, H

RH
 Prince M

oham
m

ed bin Faisal A
l-Saud 

founded “new
 trends” by setti

ng-up a “w
orldw

ide 
chain” of Islam

ic banking institutions under the banner 
of D

arul M
al A

l-Islam
i (D

M
I).  The D

M
I G

roup, out of 
Sw

itzerland, rapidly m
atured into the w

orld-renow
ned 

chain of Faysal Islam
ic Banks. 

• 
These eff

orts to off
er the w

orld an ‘Islam
ic Banking 

System
’ w

ere duly strengthened by Sheikh Saleh 
A

. K
am

el w
ho, in 1985, launched the global chain of 

A
l-Baraka Islam

ic Banking G
roup; 

• 
Islam

ic 
D

evelopm
ent 

B
ank 

(led 
by 

D
r 

A
hm

ed 
M

oham
m

ed A
li) strengthened the sector by catalysing 

the practice and research of Islam
ic banking and 

econom
ics. It’s research arm

, IRTI (Islam
ic Research and 

training institute) rem
ains to date an industry leader. 

• 
In the 1990s, the Islam

ic banking sector w
itnessed a 

“unique w
ave of support” from

 renow
ned W

estern 
econom

ists, notably: Prof Rodney J. W
ilson of D

urham
 

U
niversity, Prof Sam

uel L. H
ayes of H

arvard U
niversity, 

and Prof D
aud V

icary A
bdullah of IN

C
EIF,  duly 

supported by senior econom
ists like Prof M

oham
ed 

El-G
ari, Prof K

hursheed A
hm

ed (Islam
ic Foundation), 

Prof A
bbas M

irakhor, D
r Yahia A

bdulrahm
an, Prof 

H
ossein A

skari, Prof N
azim

 A
li, D

r Zam
eer Iqbal, D

r 
D

aud Bakar, inter alia. 

• 
A

m
ong the conventional global banks, H

SBC
 U

K took 
the lead in 1998 by setti

ng-up the A
m

ana Islam
ic Bank 

under the leadership of M
r Iqbal A

. K
han.  

• 
Since then the w

orld has seen a series of over 400 
Islam

ic banking institutions successfully operating 
across five continents. 
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• 
A

AO
IFI (1990), IFSB (2002), and ISR

A
 (2008) have 

ensured that the sector is regulated by International 
accounting, auditing, and supervisory standards.  

• 
Evolution of Islam

ic banks in the W
estern W

orld. U
SA

: 
Lariba B

ank (1987); C
hina: H

ezhou Islam
ic Finance 

(1987); Russia: Badr Forte Bank (1997);  U
K

: Islam
ic 

Bank of Britain/A
l-Rayan Bank (2004), G

atehouse Bank 
(2008); Singapore: Islam

ic Bank A
sia (2008); France: 

N
oor A

ssur (2012); G
erm

any: Kuveyt Turk (2015); and 
A

ustralia: Islam
ic Bank of A

ustralia (2019).

The above is sim
ply a recap to describe the pioneers 

and founders w
ho carried out the renaissance of Islam

ic 
econom

ics and banking in the M
odern A

ge.

The rapid evolution of Islam
ic banks, during the last 

thirty years, is validated by the current facts
1, such as;

 
9

In 2018, there w
ere 418 com

m
ercial Islam

ic banks 
w

orldw
ide. In the sam

e year, the total assets of global 
Islam

ic banks am
ounted to about U

SD
1.76 trillion, 

sharing about 6%
 of the total global banking assets.

 
9

In 2018, the total Sukuk issued w
ere 305 w

ith value 
outstanding am

ounted to U
SD

470 billion.

 
9

In 2018, the value of Islam
ic m

utual funds outstanding 
w

orldw
ide am

ounted to U
SD

97 billion. A
ccording to 

projections for 2024, the total value of outstanding 
Islam

ic funds w
ill exceed U

SD
216 billion.

 
9

In 2018, the total value of takaful assets am
ounted 

to about U
SD

46 billion w
ith 335 takaful operators. In 

2024, it is projected the total takaful assets w
orldw

ide 
w

ill exceed U
SD

65 billion.

 
9

Total value of all Islam
ic financial assets w

orldw
ide is 

over U
SD

2.5 trillion.

Solid Perform
ance and Indicators 

A
bove statistics and the preceding prologue confirm

 
that the Islam

ic banking and finance sector (including Islam
ic 

insurance) has:

• 
Evolved progressively during the last five decades; 

• 
Enjoys solid pragm

atic foundations, standards and 
practices; 

• 
Received technical acknow

ledgem
ent in both M

uslim
 

and W
estern w

orlds;

• 
Show

n outstanding em
pirical perform

ance and proven 
its w

orth during various global recessions;

• 
D

eveloped sound future grow
th prospects;

• 
M

atured as a fully viable alternative system
 (vs 

conventional).

Focal points - G
oing forward

It is but an established norm
 that identifying new

 
directions and exploring new

 grow
th arenas does cause 

som
e loss of grounds. The standards set-in by the early 

founders of Islam
ic econom

y, banking, and finance system
, 

did face com
prom

ises and lapses during the last three 
decades. 

Reduced focus on equity-based financing is one valid 
exam

ple. 

Indeed, it is understandable that the grow
th of “D

ebt-
based Financing” (through M

urabaha and sim
ilar m

odels) 
w

as necessary (by default) to fill the gaps and sustain the 
sector’s global grow

th.  

G
oing forw

ard, the “sector in totality” needs “strategic 
transition from

 predictive to prescriptive m
ode”.

Internal Purge in the follow
ing key critical areas is 

strongly recom
m

ended to induce diversification of the 
sector, stream

line future directions, and inculcate global 
acceptability as a w

ell-rounded econom
ic and banking 

system
 ‘superior’ to other existing system

s:

1. 
Re-focus on Equity-based Financing M

odels;

2. 
Re-focus on M

aqasid e Sharia’;

3. 
Re-focus on Islam

ic Econom
ic System

 (adoption by O
IC

 
states).

1. Statista Research Inc. https://www.statista.com
/.

LAU
RA

 KU
A

N
O

VA
Islam

ic Finance Educational and Scientific Centre
Al-Farabi Kazakh N

ational U
niversity

A
re 50 years enough for the developm

ent of an entire 
specific financial industry? It is a w

ell-know
n fact that the 

conventional financial system
 has a history for hundreds, 

even thousands of years. 

Firstly, the developm
ent of Islam

ic finance and banking 
requires m

ore tim
e to obtain the essential speed, as it 

started from
 scratch. The legislation of banking and finance 

in the absolute m
ajority of the countries is cut out for the 

conventional system
, w

hich is based on interest. In som
e 

countries, Islam
ic finance is not directly prohibited by law

, 
but in banking acts and financial regulation acts. The fixed 
per cent rate, that is interest (Riba) is laid dow

n as the m
ain 

profit-m
aking m

echanism
. The legislative fram

ew
ork is 

one of the m
ain obstacles of Islam

ic finance developm
ent, 

even in countries w
here Islam

ic financial institutions 
and organisations are perm

itt
ed by law

, their activity is 
com

plicated in term
s of accounting norm

s and tax, as there 
m

ust be real asset for any Islam
ic financial contract. This, 

in turn, leads to com
plication and increasing costs of the 

Islam
ic finance developm

ent process. 

Secondly, the contem
porary conventional financial 

m
arkets are grow

ing faster than the G
D

P. A
ccording to 

som
e estim

ates, global financial assets increased 15 tim
es, 

w
hile the global G

D
P show

ed only 2.65 tim
es grow

th for 
the sam

e 25 years
1. The correlation betw

een conventional 
finance and real assets has been lost, and this situation has 
led to financial crises w

ithin defined periodicity. 

These days Islam
ic finance in the w

orld is constructed 
on the concept of copying the tools of conventional finance. 

O
n close exam

ination it could be seen that the Islam
ic 

financial institutions have gone by the direction of providing 
analogous to conventional financial products, for instance, 
credit is substituted by M

urabaha and leasing by Ijara, and 
anything specific additional w

as not offered by the Islam
ic 

financial organisations.

Islam
ic finance, initially, is finance based on partnership 

w
ith profit and loss sharing, and risks as w

ell. This w
as the 

m
ain idea for the creation of the Islam

ic financial system
, 

that is building the financial relationship betw
een the 

custom
er and financial institution, based on the partnership, 

for getti
ng rid of the usury and debt relations. If to analyse 

the existing practice of Islam
ic finance, there could be seen 

that the interest w
as elim

inated form
ally, w

hile the credit 
and debt relationship is still the basis of Islam

ic financial 
institutions’ activity, sim

ilar to conventional. This replication 
has led to the disappointm

ent and dissatisfaction from
 the 

m
arket side, as w

ell as the consum
ers. B

ecause for the 
average citizen, the custom

er of the financial products 
there is no diff

erence betw
een Islam

ic and conventional 
finance, as they do not feel the difference in conditions, in 
m

onetary term
s, even in risk sharing. M

ainly Islam
ic banks 

try to protect them
selves from

 the risks through the risk 
m

anagem
ent system

 by transferring it to the consum
er, one 

w
ay or the other. In this regard, could w

e consider Islam
ic 

finance as an alternative banking and finance system
 or is it a 

replacem
ent and substitution of the concepts and paradigm

s 
w

ith m
inim

al com
pliance of the standards and requirem

ents?  
W

e strongly believe, that Islam
ic finance and banking 

developm
ent, as the alternative system

 to the conventional, 
directly depends on the developm

ent and prom
otion of the 

tools based on partnership relations.

1. W
orld Bank O

pen D
ata. data.worldbank.org
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A
SFA

N
D

 ZU
BA

IR M
A

LIK
H

ead Product D
evelopm

ent & Shari’ah Support 
Askari Bank Ltd. – Ikhlas Islam

ic Banking

Islam
ic 

banking 
and 

finance, 
in 

contrast 
to 

its 
conventional counterpart, is an alternative banking and 
finance system

 w
hose core is not in profit m

axim
isation. It is 

a system
 based on higher m

oral and ethical notions such as 
the prohibition of interest, equitable distribution of w

ealth, 
avoidance of G

harar and speculation, risk sharing, and fair 
treatm

ent of all stakeholders. 

Since its inception in the m
id-70s, the Islam

ic financial 
services industry surpassed a landm

ark of U
SD

2 trillion 
w

orth of assets for the first tim
e in 2017. W

ith around 
1,450 Islam

ic Financial Institutions operating around the 
globe, the Total Islam

ic Financing A
ssets further increased 

to U
SD

2.524 trillion as opposed to the Total A
ssets ow

ned 
by C

onventional Financial Institutions, w
hich stood at a 

w
hopping am

ount of around U
SD

400 trillion during 2018.

It is an unpalatable fact that the industry, w
hich w

as 
m

eant to be an alternative to its conventional rival, lacks 
far behind it in term

s of m
arket share. To our chagrin, the 

system
 that is m

ore just and transparent has even failed to 
challenge its counterpart despite having been in operations 
for nearly 50 years. N

ow
, the question arises as to w

hether 
this is due to the fact that it has lost the plot or som

e other 

factors have not allow
ed it to develop the w

ay it should 
have been. To m

e, the latt
er seem

s m
ore rational and for the 

purpose of brevity, I w
ould try to sum

m
arise a few

 factors 
that, from

 m
y vantage point, have subdued the grow

th of 
the Islam

ic financial services industry.

1. 
Standardisation
Standardisation in Fiqh ul m

uam
laat is an arduous 

task, w
hich is a key problem

 faced by the Islam
ic financial 

services industry. Lack of standardised Shari’a rulings has 
had a tw

o-fold im
pact on the Islam

ic financial services 
industry att

enuating its acceptance am
ong m

asses even in 
the M

uslim
 m

ajority countries. O
n one hand, as an afterm

ath 
of the w

idespread difference of opinion in U
lem

a on Shari’a 
validity of certain product structures like Taw

arruq, B
ai 

Bitham
an A

jil (BBA
) and Sale and Lease B

ack (SLB), the 
practising religious fraternity did not fully opt for Islam

ic 
financial products, w

hile on the other, the general public to 
a certain extent, apprehended dissim

ilar Shari’a rulings as 
om

inous to the gist of Shari’a.

This lack of standardisation w
as not only lim

ited 
to Shari’a rulings, but it also encom

passed diff
erence in 

accounting treatm
ents and governance structures.

In an att
em

pt to address this issue, A
ccounting and 

A
uditing O

rganization for Islam
ic Financial Institutions 

(A
AO

IFI) w
as set up in 1991. Till date, it has issued around 

113 standards across all five key areas of Shari’a, Accounting, 
A

uditing, G
overnance, and Ethics in order to achieve 

standardisation and harm
onisation of international Islam

ic 
finance practices and financial reporting in accordance w

ith 
Shari’a. W

hile the pace of im
plem

entation and adoption of 
A

AO
IFI standards across different jurisdictions is daw

dling, 
it is believed to bear fruits in the future G

od-w
illing.

2. 
H

um
an Capital and Branding

The skill set of vehem
ent and zealous proponents is 

the key success factor behind an idea or system
. In recent 

tim
es, professionals w

ith a skill-set carefully nurtured and 
honed over years earned im

peccable brand loyalty from
 

their custom
ers, w

hich translated into gargantuan financial 
successes for their organisations. For instance, the custom

ers 
of H

arley-D
avidson, an A

m
erican m

otorcycle m
anufacturer, 

w
ould w

ait for six m
onths for delivery of a custom

 H
arley-

D
avidson (to give them

 credit, they have got it dow
n from

 a 
year). There are people w

ho w
alk around H

arley-D
avidson 

tatt
oos on their bodies w

ithout even having the ability to 
purchase the product. W

hy w
ould a rational person tatt

oo 
a corporate logo on his skin? That’s insane. H

ow
ever, the 

reason is sim
ple. Their logo has becom

e a sym
bol. It no 

longer identifies a com
pany and its products; it identifies 

a belief.

O
stensibly, despite all the inbuilt m

erits, transparency 
and fairness, the advocates of Islam

ic finance w
ere unable 

to position it as a brand and challenge the conventional 
interest-based m

indset and this w
as the biggest hurdle for 

Islam
ic financial institutions in past decades. 

If you ask m
e, I am

 quite despondent to share that 
w

eak branding and inept hum
an capital w

ere am
ongst 

the m
ajor contributing factors in lim

iting global outreach 
and acceptance of Islam

ic financial services industry. 
Ignom

iniously, the quality of education in M
uslim

 countries 
has a lot to do w

ith this. For instance, not a single university 
founded in any M

uslim
 C

ountry w
as ranked am

ong Top 200 
by The Tim

es H
igher Education “W

orld U
niversity Rankings 

2020”. 

I am
 not generalising m

y point; how
ever, one cannot 

sim
ply deny the fact that developm

ent of skilled hum
an 

capital and brand positioning are am
ongst the key issues 

that w
e need to address should w

e intend to take Islam
ic 

financial services industry to the w
orld.

3. 
Perception M

anagem
ent 

The term
 “perception m

anagem
ent” w

as first coined 
by the U

.S. M
ilitary as part of their Psyops program

m
e, 

describing how
 selective inform

ation is provided (or denied) 
to a target audience to influence their em

otions, m
otives 

and objective reasoning in order to prom
ote a change in 

behaviour that is favourable to the sponsor.

Proper m
anagem

ent of perception as to how
 the 

m
asses w

ill respond to a particular product or idea is key to 
its success - an aspect w

hich the Islam
ic financial services 

industry has som
ehow

 failed to address and it is a w
idespread 

opinion that the dual-banking system
 had a lot to do w

ith 
this. A

ft
er all, how

 w
ould an indifferent custom

er react to 
a conventional financial institution offering Islam

ic financial 
services from

 the sam
e counter and w

ith the sam
e staff 

w
ho did not them

selves believe in “Riba-Free” notion and 
lack proper training to differentiate am

ong the tw
o financial 

products that are based on entirely divergent philosophies?

I believe that the Islam
ic w

indow
 operations by 

conventional financial institutions should be encouraged to 
facilitate the gradual transform

ation of econom
y provided 

that proper controls are em
bedded, staff training is ensured 

and m
ost im

portantly public perception is adequately 
m

anaged.

4. 
Regulatory Fram

ework and Political W
ill

The unfavourable regulatory fram
ew

ork, absence of 
a level-playing ground and lack of political support have 
also im

paired the grow
th of the Islam

ic financial services 
industry. Let along the w

estern w
orld, even certain M

uslim
 

jurisdictions w
ere either too late, or did not grant operating 

licenses to Islam
ic financial institutions at all. In contrast, 

the m
ajority of the jurisdictions w

hich have allow
ed Islam

ic 
financial institutions to operate w

ere unable to provide a 
conducive environm

ent for their incubation. 

5. 
M

isuse of Religious Sentim
ents in the disguise 

of Islam
ic Finance

In som
e jurisdiction, Ponzi schem

es disguised as 
Islam

ic investm
ents in the past have restrained the grow

th 
of the Islam

ic financial services industry by im
pairing its 

im
age am

ong the general public. A
 bunch of racketeers 

cam
ouflaged as religious scholars w

ere able to siphon 
m

oney from
 the general public under the pretence of Islam

ic 
financial investm

ent. For instance, in the Islam
ic Republic 

of Pakistan, according to an investigation by N
ational 

A
ccountability Bureau (N

A
B), about 33,000 people w

ere 
robbed of PKR31 billion in the nam

e of Islam
ic investm

ent, 
com

m
only know

n as M
odarabah.

D
espite all w

ickedness, this has been seen as a blessing 
in disguise in a w

ay that people are now
 m

ore inform
ed 

about true Islam
ic financial institutions and reputed Shari’a 

scholars. Further, the regulations are strengthened, and 
m

arket players are now
 com

paratively able to m
ake bett

er 
financial decisions.

6. 
U

ser-Friendly Shari’a Com
pliant Financing 

Products
Availability of user-friendly Shari’a-com

pliant financing 
products to m

eet the custom
er needs w

as an enorm
ous 

challenge encountered by Islam
ic financial institutions since 

their inception. A
lm

ost half-century has passed, yet the 
spectre of being unable to m

eet custom
er needs haunts the 

products m
anagers. 
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M
ost of the products offered are those w

hich em
ulate the conventional 

financing products in a sense that are either too generic or centred on 
large conglom

erates. They fail to m
eet the retail custom

er’s unique Shari’a-
com

pliant financing needs such as setti
ng up a sm

all business, hospitalisation 
and education. Though som

e institutions w
ere able to address these by 

using Taw
arruq and Bai Inah m

odels, their acceptability has alw
ays been 

questioned.

7. 
An A

lternate Standpoint
Islam

ic financial services industry is m
eant to be a system

 that is m
ore 

transparent and prom
otes the equitable distribution of w

ealth. A
s far as it 

continues to  by the Shari’a and ethical requirem
ents, does it really m

att
er if 

it is com
patible in size w

ith its conventional counterpart? A question I w
ould 

blithely leave for the readers.
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There are certain factors that have hindered the 
progress of Islam

ic finance in a pre-dom
inantly conventional 

finance dom
ain. C

ontem
porary financial instrum

ents and 
expressions are oft

en m
isleading and the general public 

prefers to rem
ain conservative in the approach. A

lthough 
Islam

ic finance has been em
erging since the 1970s, the 

aw
areness of it has not been predom

inant until recent 
years. A

nother challenge faced by Islam
ic finance is the 

harm
onisation of the regulatory fram

ew
ork and bett

er 
cooperation betw

een Islam
ic and conventional financial 

standard-sett
ers, and further im

provem
ent of supervisory 

tools.

The developm
ent of Islam

ic finance for the past 50 
years has not been so satisfactory. Expectation aft

er 
expectation has not been achieved. B

ank Indonesia, for 
instance, targeted Islam

ic banking m
arket share in 2013 to 

be at a m
inim

um
 of 5%

 of the total bank accounts ow
ned by 

all Indonesian people. In reality, the m
arket share reached 

only 4.8%
. A

s for the M
alaysian governm

ent, it originally 
aim

ed for 20 per cent m
arket share for Islam

ic banks by 
2010, but despite the double-digit grow

th in both lending 
and assets, the sector has fallen shy of this m

ark. Islam
ic 

banks only brought their share of total banking assets in 
M

alaysia to 19.6 per cent in D
ecem

ber 2012. Then M
alaysia 

aim
ed for an even m

ore am
bitious target - a 40 per cent 

share of Islam
ic dom

estic financing by the year 2020, 
how

ever today aft
er bearing several factors including the 

C
O

V
ID

-19 im
pact, Bank N

egara m
ay fall short of its target 

of 40 per cent Islam
ic financing m

ix by 2020.

Several Islam
ic banking researchers and analysts 

(Kuran (1986
3, 1995

4); M
oten (2006

5); C
heng (2006); Yusuf 

(2006)) assert that: 1. Islam
ic finance does not provide a 

com
prehensive fram

ew
ork and operational m

ethod for 
m

odern finance; 2. C
lassical thought em

ployed to guide 
the developm

ent of Islam
ic finance does not respond 

to the current need of Islam
ic finance; 3. W

hen Islam
ic 

finance follow
s the conventional m

odel, the secularism
 and 

capitalism
 are also adopted therefore the current Islam

ic 
finance m

odel does not show
 it’s real shape. 

O
n top of that, the eff

ort to boost Islam
ic financial 

literacy is still very lim
ited. The current Islam

ic financial 
literacy program

m
es are very m

uch form
alities. There is 

still a dichotom
y betw

een Islam
ic finance and daily personal 

financial activities. Islam
ic finance subjects are discussed 

in form
al classes, sem

inars, and conferences but not at 
hom

e. Therefore, Islam
ic finance is not em

bedded in the 
daily life. The contracts m

ade in the m
arket betw

een sellers 
and buyers, betw

een em
ployers and em

ployees, betw
een 

lecturers and students are still very conventional. Islam
ic 

finance operators know
 w

ell about various contracts on 
Islam

ic products and services, for the sake of m
aking 

business and ensuring their Key Perform
ance Indicators are 

achieved. The capital ow
ners are interested in Islam

ic finance 
m

erely for profit-m
aking, fulfiling com

m
ercial objectives and 

not for prom
oting individual Shari’a objectives (m

aqasid-ul-
Shari’a). Regulators w

ho set policies for Islam
ic finance carry 

the sam
e suitcase w

ith conventional finance because they 
are not aw

are of their duties to establish Islam
ic finance as 

true and unique Shari’a instrum
ent for all people.  

For Islam
ic finance to supersede conventional finance, 

first w
e need to go back to w

hat w
e have been asked to do. 

Q
S At-Taubah (9): 71 describes the duty of every M

uslim
 to 

uphold justice: 

The believing m
en and believing w

om
en are allies of one 

another. They enjoin w
hat is right and forbid w

hat is w
rong 

and establish prayer and give zakah and obey Allah and H
is 

M
essenger. Those - Allah w

ill have m
ercy upon them

. Indeed, 
Allah is Exalted in M

ight and W
ise.

This verse covers all hum
an aff

airs including that of 
Islam

ic finance. Therefore, Islam
ic finance is a w

ork of an 
individual that has to be applied in his/her everyday life. 

The H
oly Prophet SAW

 did not establish an Islam
ic bank 

to introduce the various contracts w
e have learned so far. 

Instead, he show
ed a living exam

ple on how
 he conducted 

M
udharabah and M

usyarakah w
ith K

hadijah (his em
ployer 

then his w
ife). H

e pledged his arm
our in exchange w

ith a sack 
of food that is currently know

n as Rahn. It w
as explained in a 

hadith narrated by A
ishah (R

A
): 

“Rasulullah SAW
 bought food on credit from

 a Jew
 and 

gave his steel arm
our as a collateral tow

ards the seller” (Sahih 
al-Bukhari). 

Therefore, it is very urgent and tim
ely that Islam

ic 
financial literacy should be everybody’s concern today. 
It should not only be for developing the Islam

ic financial 
industry but also to prepare everyone to be m

ore com
pelled 

w
ith his/her accountability in applying Islam

ic finance into 
their life. Eventually, w

hen aw
areness increases and Shari’a 

becom
es everyone’s dom

ain, Islam
ic finance activities w

ill 
flourish, because it w

ill be a part and parcel of daily life. 
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