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f information technology has enabled emerging economies such as India to change the commercial 
equations with the developed world, another economic segment is being recognised globally for its 
potential: the 'Halal Economy'. Sitting at the heart of the Global Halal Economy are Halal industries: I

encapsulating those wider processes, goods and services, experiences and relationships - that are 
religiously permissible, ethical, wholesome and family-friendly - with cultural values and market objectives. 
The Halal economy ecosystem comprises various inter-related industries that may be clustered into four 
sectors, namely: Agro-Halal Food Chain (Production, Distribution, and Logistics); Travels (Hotels/Resorts, 
Airlines, and Restaurants); Lifestyles (Cosmetics, Pharmaceuticals and Media); Islamic Finance (Banking, 
Takaful and Capital Market). Despite the word 'halal' being associated with Islam, a halal economy 
ultimately benefits the entire community as most of the founding principles of a Halal economy are naturally 
aligned with the universally recognized values of ethics and sustainability. As a result, halal products and 
services are attractive to non-Muslim consumers, particularly in the light of current global sentiments where 
the demand for ethical and socially-conscious product offerings are on the rise.

According to the State of the Global Islamic Economy Report 2015/16, an annual industry report 
produced by Thomson Reuters, the burgeoning Halal economy is growing at nearly double the global rate. 
The report states that as at 2014 the Global Halal economy totalled USD3.2 trillion, and with an annual 
growth of 20%, it is forecasted to double to USD6.4 trillion by the year 2020. The annual value of the halal 
Food sector alone totalled about US$1.128 trillion, representing17% of the total global food market, and 
projected to reach US$1.585 trillion by 2020; Islamic banking and finance assets totalled US$1.3 trillion, 
representing 1.27 of the total global market, and projected to reach US$2.610 trillion by 2020; Travel was 
valued at US$142 billion, representing 11% of the total global market and projected to reach US$233billion 
by 2020; Fashion was valued at US$230 billion, representing 11% of the global market and projected to 
reach US$327 billion by 2020; Media and recreation was valued at US$179 billion, representing 6% of 
global market and projected to reach US$247 billion by 2020; Pharmaceuticals was valued US$75 billion, 
representing 7% of global market and cosmetics was valued US$54 billion, representing 7% of Global 
market and projected to reach US$80 billion by 2020. In 2013 alone, Sub-Saharan African consumers spent 
an estimated US$114billion on halal food (halal meats, halal franchises, and prepared meals, canned, 
frozen, and instant foods).

What is astounding is that this impressive growth performance were recorded at a time the world economy 
has been undergoing through turbulent times, affecting all regions and many countries. This indicates that 
Global trade in halal goods and services remained robust at a time when overall level of international trade 
fell.

From the foregoing growth figures, this segment emerges as one of the biggest opportunities for Africa. With 
more than 60 percent of the world's arable land, agriculture accounting for 32% of its robust GDP growth, 
and over 1 billion population with considerable purchasing power, Africa possesses an enviable market for 
halal goods and services, and a tremendous untapped market potential in the global Halal market. In 
addition to the domestic market, Halal economy offers to African countries a feasible option and new 
opportunities to leapfrog into emerging high-growth areas of the global economy.

Times of crises, they say, offer opportunity to look at new options, approaches, and strategic directions. We 
admit that while the Halal economy is not in itself a panacea, it does potentially offer more resilient 
inclusiveness and environmentally viable paths to economic growth. Even if there is no one-size-fits-all 
prescription, we believe that African governments can play a catalytic role by putting in place the policies, 
regulation and institutions needed to strengthen their halal economies. 

Overall, the halal economy sectors can contribute a lot to growth and prosperity, especially for African 
countries seeking to diversify their economies and build resilience to future economic crises. 
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development potential; its immense body of skills 
and theories across disciplines which it has so 
limited knowledge about that it is not able to 
integrate all the pieces into a whole picture, the giant 
elephant. While some scholars are quick to picture 
this great elephant from economic perspectives, 
some describe it through religious and ethical lens, 
and some illustrate it with design toolkits. 

Recognising Halal economy as one of the most 
strategic and dynamic emerging sectors in world 
trade the Africa Islamic Economic Foundation 
(AFRIEF) is organizing the Africa Islamic Economic 
Forum (AIEF) scheduled to take place in Kano, 
Federal Republic of Nigeria on the 12th -13th 
December, 2016, under the theme: 

The principal goal of the Forum is to create 
awareness about the potentials and drivers of the 
Halal Economy in Africa, and to assist African 
Governments in articulating a development strategy 
that can optimize the economic potential of the Halal 
business sector for job creation, trade expansion 
and social inclusion. In addition to reviewing current 
policies in these areas, the Forum will map the 
sectors and sub-sectors of the African Halal 
economy in order to understand what exists, where 
the value chain for each is concentrated, what 
possibilities exist to support and expand the varying 
sectors, as well as the emerging and informal, in 

Halal 
Economy: an Engine for Economic Growth and 
a Mechanism for Diversifying Economies in 
Africa. 

he year 2008 marked the beginning of the 
latest global financial crises which has Tadversely affected the economies of several 

countries, forcing governments to review their 
development state-building goals. In response to 
this crisis most countries are actively promoting 
innovation and adjusting their industrial structures; 
and exploring new opportunities for economic 
growth.

Halal economy has become a topical issue of the 
international economic and development agenda 
during the last two decades, calling for informed 
policy responses in both developed and 
developing countries. Adequately nurtured, Halal 
economy fuels innovation, infuses a human-
centred development and constitutes the key 
ingredient for job creation and trade while 
contributing to social inclusion, cultural diversity 
and environmental sustainability. Countries like 
Malaysia and China, Singapore, Indonesia and 
the UAE seem to be doing well in this dynamic 
sector and the reason can be traced to two policy 
actions: identifying the halal segment as one of the 
pillars of their future economic development and 
integrating it to their economic planning process. 
The universities and research institutions of these 
countries have recruited experts and talents from 
related backgrounds to further explore this new 
territory with the view of maximizing their 
potentials.

On the other hand, Africa is yet to recognise or 
begin the exploration of this new segment, let 
alone to have a clear focus. It is still dependent 
upon an economic growth strategy driven 
bycommodity export. Given the vast potential 
Africa has to gain from the Halal sector a well-
conceived policy that coordinates issues at the 
national level will go a long way in promoting a new 
growth model based on innovation, sustainability 
and entrepreneurship and elevating its global 
position in this dynamic sector.

It must be however, be admitted that exploring this 
emerging segment in Africa has indeed been a 
challenging task.The metaphor of a group of blinds 
trying to describe a large elephant can be used to 
portray the attemptsby Africa to explore this 
emerging segment of great economic and 

EXPLORING THE GIANT ELEPHANT
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In addition, AFRIEF is planning a series of 
Roundtable Transformative Dialogue on Halal 
Economy as a unique extension of the Annual 
Forum in some select African countries, under the 
theme: Capturing Growth Opportunities in 
Africa's Emerging Halal Markets, with the 
objective of highlighting the investment 
opportunities in high-growth emerging Halal 
markets in Africa, covering all the four regions of the 
continent.

In addition to focussing on the key content 
generating parts of the Halal economy this high level 
meetings are designed to help policy makers and 
leaders from the public and private sectors and the 
academia to recognise the potentials of the Halal 
economy as well as to identify ways to support it in a 
more coordinated and connected way. For a strong, 
well supported and highly connected Halal 
economy sector provides the platform for a 
competitive, entrepreneurial and globally facing 
Africa.

COMMENT

order to develop and maximize Africa's potential 
for tapping into the USD$3 trillion plus Global Halal 
Economy.

A Declaration to be known as the Kano 
Declaration on Halal Economy is expected to be 
issued at the end of the Forum, which would 
among other things, call upon African 
governments, the private sector, civil society, and 
international organizations to adopt the stated 
declarations in an effort to construct a Halal 
economy in Africa. Additionally, a summary report 
of the Forum would propose a plan of action to be 
conducted with the support of the Islamic 
Development Bank and relevant International 
agencies, as well as the establishment of an 
institutional mechanism to coordinate the 
construction of a solid basis for enhancing the 
potential of Halal economy and to facilitate 
concerted policy actions both across and within 
countries in Africa.

Baba Yunus Muhammad

HALAL PARK



INSIGHT

he global halal economy was valued at 
approximately USD3.2tln in 2012 and Tthis sector is forecasted to double to 

USD6.4tln by the year 2018. Driving this 

The global halal economy and the Islamic finance industry are natural economic 
partners, but are far from fulfilling their combined potential for a holistic Islamic 
economy. Islamic finance can capitalise on the rapid growth of halal industries, 
such as food, clothing, finance and tourism, to ensure end-to-end Shariah 
compliance in halal operations. Huge opportunities exist in the provision of 
funding options for trade financing, working capital, raw materials, asset financing, 
as well as raising capital to fund expenditure; not only through Islamic banking 
solutions but also through Shariah-compliant crowdfunding, venture capital 
financing and private equity funding.
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tremendous growth is a combination of 
demand and supply factors that are 
spearheading the market expansion of the 
halal products and services. The halal industry 



operates across a number of sectors including 
food, clothing, finance and tourism. The 
industry's footprint extends beyond the 
Organisation of Islamic Cooperation (OIC) 
countries and has a sizeable presence in other 
jurisdictions such as the United Kingdom, 
Brazil, the United States of America and 
Thailand.

Over the years, there is a growing awareness 
on the need for utilising Shariah-compliant 
financial services by the suppliers of halal 
products and services. This ensures an end-to-
end Shariah compliance in the suppliers' 
operations while providing them with 
alternative and ethical funding options. In this 
regard, the Islamic financial institutions have 
abundant opportunities to unlock new 
business potentials by catering to the financial 
needs of the halal economy stakeholders. 
Recent progresses andefforts to support the 
halal industry have included provision of 
Shariah-compliant trade financing solutions, 
working capital, raw materials and asset 
financing products, as well as raising capital to 
fund expenditure through for e.g. sukuk in the 
Islamic capital markets. This report explores 
upon the growth determinants and prospects 
of the global halal economy and the value 
propositions Islamic finance offers to support 
businesses in the world halal industry.

Global Halal Economy: “Expanding Market 
Penetration” 

The global halal economy comprises 
businesses whose operations comply with the 
principles of Shariah. In spite of the word halal 
being associated with the religion of Islam, a 
halal economy ultimately benefits the entire 
global community. Most of the founding 
principles of a Shariah-compliant economy are 
naturally aligned with the universally 
recognised values of ethics and sustainability. 

As a result, Islamic values have a universal 
appeal making many halal products and 
services equally attractive to non-Muslim 
consumers, particularly in the light of current 
global sentiments where the demand for 
ethical and socially-conscious product 
offerings are on the rise. The global halal 
p r o d u c t s  a n d  s e r v i c e s  e c o s y s t e m  

INSIGHT
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encompasses various inter-related industries 
that may be clustered into four major groups, 
namely: food, travel, lifestyle and finance.

The global halal segment is rapidly entrenching 
further in the world economy driven by a number 
of demand and supply factors. 

From the demand side, a fast expanding Muslim 
population combined with growing wealth in the 
Muslim-dominated economies are the main 
growth drivers spearheading the increased 
demand for Shariah-compliant products and 
services. 

As per latest statistics from Pew Research, 
Muslims are forecasted to comprise of 26.4% of 
the world's total projected population of 8.3bln 
by 2030 (2010F: 23.4%). Alongside the 
population growth, real GDP growth rates in the 
regions of Middle East and North Africa (MENA), 
Asia and Sub-Saharan Africa (SSA) which are 
home to large Muslim populations, are expected 
to range between4.5% and 6.7% during the 
years 2014 and 2015. 

These growth rates are above the forecasted 
world average growth rates of 3.4% and 4.0% in 
2014 and 2015 respectively. 

Furthermore, the group of OIC countries 
collectively are forecasted to record an average 
annual GDP growth rate of 6.3% during the 
2013-2018 period which compares with the 
lower global forecasted average annual GDP 
growth of 5.3% during the same period.

Global Halal Products and Services Ecosystem



INSIGHT
Africa Islamic Finance Report                                                                                                                                                                                    8                                                                                                                                

From the supply side, the global halal industry 
is attracting key multinational players into 
joining the industry, driven by the tremendous 
business prospects available.

 In the last few years, world's major brands in 
the food industry now provide halal certified 
products in both OIC and non-OIC countries, 
for e.g. halal fast food outlets in Western 
countries. A growing number of non-OIC 
countries are also now supplying halal 
tourism services which include halal meals, 
prayer breaks and other services in package 
tours. 

In addition, trade relations of the OIC 
countries (amongst which several are 
gradually being upgraded to emerging 
markets status) with non-member countries is 
burgeoning, which in turn makes Muslim 
markets as lucrative international export 
destinations. 

For instance, European Union (EU) is 
currently the GCC's largest trading partner 
with nearly 13.5% of GCC's global trade 
taking place with the EU as at end-2012. 
Similarly, EU is the Association of South East 
Asian Nations (ASEAN's) second largest 
trading partner while ASEAN itself represents 
the EU's third largest trading partner outside 
Europe. As such, several non-OIC countries 
including the United Kingdom, New Zealand, 
Brazil, Thailand, Canada and the United 
States of America have sizeable halal 
business sectors in their jurisdictions.

Malaysia's stride into the halal industry started as 
early as 1974 when the Research Centre for the 
Islamic Affairs Division in the Prime Minister's 
Office started to issue halal certification letters 
for products that met the halal criteria. 
Subsequently in the year 2000, Malaysia issued 
comprehensive halal standards which was an 
important milestone globally with these 
standards being the first documented and 
systematic halal assurance system. Realising 
the vast economic potential of the halal industry, 
a developmental agency named the Halal 
Industry Development Corporation (HDC) was 
also formed under the Ministry of International 
Trade and Industry (MITI) in 2008. The agency is 
tasked to develop Malaysia's industrial capacity 
and bring in foreign direct investment (FDI) into 
the country.

Given the rapid pace of growth in the sector, the 
country amended its Trade Description Act in 
2011 which gives the Department of Islamic 
Development Malaysia (JAKIM), the world's first 
halal certification body responsible for 
monitoring the halal industry, a much stronger 
mandate to regulate the halal industry.

Overall, the expenditure of Muslim consumers 
on halal products and services was worth 
USD1.62tln in 2012 and this figure is expected to 
increase to USD2.47tln by the year 2018. 
Including the Islamic finance industry's assets, 
the global halal economy is valued cumulatively 
as USD3.2tln by the year 2012 while being 
forecasted to double to USD6.4tlnby 2018. 
Among the various sectors, the halal food 
business is estimated to be worth more than 
USD1tln in 2012, followed by the Islamic clothing 

Regional Real GDP Growth Rates and 
Percentage of Muslim Population

Global Halal Food Business Hot Spots
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sector (worth USD224bln) and the halal 
tourism industry (worth USD137bln) 
in2012.Each of these sectors is forecasted 
toexpand to USD1.6tln, USD322bln and 
USD181bln respectively by the year 2018.

Financial Management in the Halal 
Industry: “Opportunities for Islamic 
finance to gain market share” 

In order to achieve the spirit of a holistic halal 

economy that is ethical and sustainable, it is 
essential to ensure that Shariah compliance 
prevails in the entire product/service supply 
chain of an organisation for the brand integrity 
and Islamic investing purposes. Several 
companies whose core product is halal, for e.g. 
food products businesses, might be classified 
as non-compliant by Shariah screening bodies 
for investment purposes due to the presence of 
conventional financing in the company's 
financial books. World's major Islamic financial 
index providers including the Dow Jones 
Islamic Index Series, FTSE Shariah Index 
Series and also the Securities Commission 
Malaysia Shariah Compliant Indices, 
incorporate a financial ratio benchmark to 
screen out companies for Shariah non-
compliance due to usage of conventional 
financing facilitieswhich are prohibited. As 
such, the availability and provision of Islamic 
financial solutions is of utmost importance to 
halal companies to support their daily 
operations and achieve a Shariah-compliant 
certificate.

In this regard, Islamic financial institutions have 
a promising opportunity to encourage 
companies, whose core businesses are halal, 
to utilise Islamic financing facilities and achieve 
a wholly Shariah-compliant status. Companies 
in the halal industry, like any other business, 
have various financial needs including trade 
finance, risk management/hedging products, 
cap i ta l  expend i tu re  funds,  l iqu id i ty  
management, working capital needs, and other 
corporate financial solutions. Islamic finance is 
an obvious conduit for channelling surplus 
funds into productive investments found 
throughout the value chain within the halal 
economy. The relationship between Islamic 
finance and halal industries is mutually 
beneficial:

Recent Global Halal Industry Developments

Global Halal Economy by Sectors 
(2012 and 2018F)
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Given the mutually beneficial relationship 
between the halal industry and Islamic 
finance, Islamic financial institutions are 
presented with an opportunity to target 
companies in the halal sector and provide 
them with Shariah- compliant financial 
solutions which can further expand the asset 
base and outreach of the global Islamic 
finance industry. Some progress has been 
made in recent years where Islamic finance 
has been utilised to meet the various financing 
needs of the companies in the halal industry. 

Funding Halal Economy through Islamic 
Finance: “Viable Alternative” 

The Islamic finance industry offers a 
comprehensive products ecosystem that 
serves to address the financial needs of 
various types of clientele. Starting with only 
basic banking services in the 80s and 90s, the 
industry is now a holistic financial sector and 
its offerings include Shariah-compliant capital 
markets and insurance products, in addition to 
full-fledged banking services. Strong growth 
rates have been recorded across all the 
sectors of the Islamic finance industry in the 
last many years. In recent years, firms in the 
halal industry have also tapped the Islamic 
financial markets to meet their various 
financial needs. Among the various types of 
stakeholders that utilise Islamicfinancing 
solut ions include sovereigns, other 
governmental organizations, and large firms, 
SMES, Households and Individuals.

Funding Working Capital and Risk 
Management Needs: Islamic Banking 
Propositions 

The world halal industry is a globalised and 
cross-border business sector. As such, halal 
firms are heavily involved in international trade, 
particularly those operating out of non- OIC 
countries and who export to cater to the markets 
which are home to large Muslim population. In 
this process, halal firms are in critical need of 
three financing lines:

1. Trade financing to support international 
trading activities;
2. Risk management products to hedge 
international exposures; and 
3. Working capital to help with the raw materials 
and other processing expenditures.

Despite the tremendous convergence between 
the halal industry's offerings and Islamic banks, 
there appears to be gaps in supporting a holistic 
Islamic economy with Islamic financial 
solutions. As an example, in 2012 nearly 
USD4tln worth of trade financing products were 
utilised to support trade just between the OIC 
countries (intra-OIC); however in the same year 
the value of global Shariah-compliant trade 
financing solutions was a mere USD250bln

Snapshot of the Global Islamic Finance 
Industry by Sector

Common Financing Needs of Companies



Therefore, Islamic banking institutions have 
tremendous opportunities moving forward to 
cater to the varying financial needs of the 
world's halal firms. In particular, developing 
and marketing economically viable Shariah- 
compliant trade financing, risk management 
and working capital solutions are the key 
segments which Islamic banks have 
opportunities to penetrate into and expand 
upon.

Funding Capital and Refinancing Needs: 
Islamic Capital Market Propositions
  

In recent years, firms in the halal industry have 
also tapped the Islamic capital markets to meet 
their financial needs. Here, sukuk is playing a 
crucial role as a financing tool utilised by large 
and medium-sized firms in the halal industry to 
finance their general corporate purposes, 
specific project financing, investment 
programmes and debt refinancing. 

The sukuk market has been penetrated by 
halal industry players from different operating 
b a c k g r o u n d s  r a n g i n g  f r o m  f o o d  
manufacturing, processing, finance and 
insurance, textile / garments, tourism and 
pharmaceuticals. To date, more than USD5bln 
in capital has been raised through sukuk by 
approximately 40 issuers originating from the 
halal industry. For example, Saudi- based halal 
food and beverages manufacturer Al-Marai 
has tapped the sukuk market three times to 
date since 2012, raising more than USD1bln in 
proceeds.  Moving forward, the full potential of 
sukuk financing in support of halal businesses 

is yet to be realised and the trend is likely to 
accelerate as the global halal industry 
expands.

In addition to sukuk, funding may also be 
raised by halal firms through public listings on 
the Shariah-compliant equity markets. Islamic 
indices and listings exist today in all major 
Islamic finance jurisdictions, as well as in 
Australia, India, the Philippines, South Africa 
and the United Kingdom, among others. Public 
listing of halal companies at a stock exchange 
can bring benefits in the form of enhanced 
status and financial standing of the listed firm 
while generating increased public awareness 
and interest in the firm'sofferings. Moreover, in 
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Common Islamic Trade Finance Products in the Market

Trade financing in the OIC/Potentials for 
Islamic trade finance

Sukuk issuances in selected Halal industry sectors



addition to providing an additional fund raising 
source, Shariah-compliant listing is also 
beneficial for halal firms because of the 
growing global demand for ethical as well as 
emerging market (or alternative) investments.

Funding SMEs and Start-ups: Feasibility of 
Shariah-compliant Solutions 

In the OIC countries, there are on average 53 
micro, small and medium-sized enterprises 
(MSMEs) per 1,000 people, more than 
doubleof the world average of 25. However, 
financing isoften a major obstacle in the 
operations of SMEs, restricting their investing 
capacity, reducing their liquidity and 
diminishing their contribution towards 
employment creation. Similarly, halal firms 
belonging to the category of MSMEs, are likely 
to face similar restrictions, in addition to facing 
hurdles in obtaining Shariah-compliant 
financing. To address this, the concepts of 
Shariah-compliant crowd-funding, venture 
capital financing and private equity funding are 
being proposed as solutions to address the 
financial crunch faced by SMEs and start-ups.

Crowd Funding

The concept of crowd-funding fits in well with 
Islamic finance as the nature of this financing 
mechanism is participatory which corresponds 
to the Islamic finance emphasis on risk-
sharing. There has already been a precedent 
and the world's first Shariah-compliant crowd-
funding platform was formed in 2012, with the 
stated aim of “bridging the gap between 
microfinance and big venture capital while 

prioritising ethics”. Moving forward, it is 
recommended to bring the Shariah-compliant 
crowd- funding market under a formal purview 
of the authorities and regulators. Along these 
lines and in a promising step forward, the 
Securities Commission Malaysia on 21st 
August 2014 did release a public consultation 
paper seeking public feedback on the 
proposed regulatory framework for equity 
crowd-funding.

Venture Capital 

Venture capital (VC) is an alternative source of 
funding for technologically driven and 
i n n o v a t i v e  l a t e r - s t a g e / h i g h - g r o w t h  
enterprises. The value of global venture capital 
industry investments is estimated at more than 
USD41.5billion from as many as 4,970 
investment rounds as of end-2012. Admittedly, 
so far the involvement of VC companies in the 
halal industries has been minimal at a global 
scale. However in Malaysia, it is reported that 
nearly MYR1bln or 20% of the country's 
venture capital assets are Shariah compliant. 
Going forward, the prospects for venture 
capital investments to fund halal industry start-
ups is undeniably attractive, given the VC 
industry's growing presence in many emerging 
markets with large Muslim populations.

Private Equity Funding 
A private equity company fits into the company as a 
capital provider and is capable of sharing best practices 
in managing a business. Therefore, Shariah-compliant 
private equity funds can be another alternative source 
for funding halal industry start-ups and SMEs.  In 
Malaysia, for example, Azka Capital (Malaysia) is 
established as the world's first private equity fund 
solely focused on direct investments in halal 
companies. By raising Islamic funds, private 
equities will be able to engage with the halal 
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Age Structure in the Muslim majority countries
Source: Pew Research Center (2011



industry investees in a way that guarantees 
complete Shariah compliance of investment 
rounds and all subsequent stages of the halal 
supply chain.

Halal Economy and Islamic Finance: “The Way 
Forward”

Islamic finance has progressed a long way forward 
over the last decade, gaining much acceptance in 
the global arena. As of the third quarter of 2014, the 
industry's assets are nearing the USD2trillion mark 
with its geographical footprint expanding across 
more than 70 countries with at least 700 financial 
institutions offering Shariah-compliant financial 
services. 

However, alongside the Islamic finance industry, 
the global halal sector is also gaining prominence 
as the new investment destination and the 
alternative growth sector in the world economy. 
The halal economy is already valued to be worth 
more than USD3 trillion with forecasts for the 
industry to almost double in terms of value over the 
next five years. Key hot spots for processing halal 
products are springing up in major non-OIC 
jurisdictions such as the likes of the United 
Kingdom, Brazil, New Zealand and Thailand. In 
between these two budding industries, there are 
key synergies and convergence since both the 
Islamic finance industry and the global halal 
industry are governed by the same principles of 
Shariah that instil ethical and sustainable 
standards on each sector's operations. Therefore, 

in spirit, firms operating in the halal industry are 
mandated to utilise Shariah-compliant financial 
solutions as this will enable the sector to achieve a 
holistic end-to-end Shariah compliance in its value 
chain. In this regard continuing internationalisation 
of Islamic finance augurs well for the halal economy 
and its global prospects, potentially spurring the 
creation of new halal businesses and the expansion 
of existing halal companies into new markets 
through flexible Shariah compliant financial 
solutions. Islamic finance also caters to a wide and 
diverse clientele stemming from sovereign 
institutions and government related entities to large 
firms and SMEs.

As a way forward, integration between the world 
halal industry and the global Islamic finance system 
is a huge developmental potential for the growth and 
expansion of Islamic economics in the world 
markets. The combined two sectors worth several 
USD trillions are natural complements under the 
common guiding principles of Shariah and have the 
prospects to collectively emerge as one of the most 
important sectors of the world markets. The halal 
industries are fast gaining ground on the back of 
r is ing demand from burgeoning Musl im 
communities, economic standing of OIC countries 
and their active trade relations internally and with 
the rest of the world. Alongside, Islamic finance is 
progressing robustly, making a mark in numerous 
traditionally Muslim and non-Muslim countries alike. 
Islamic finance and its component sectors offer a 
comprehensive range of products and services that 
are capable of supporting the financing needs of 
halal industry companies, regardless of size and 
maturity.
 

In conclusion, the stakeholders from the global 
Islamic finance and the halal industry need to 
leverage the synergies between the two sectors and 
enable efficient outcomes through collaborative 
efforts in the growth and promotion of their 
businesses. The greater benefit from such 
cooperation stems from the achieving of an end- to-
end Shariah compliance in the value chain of the 
global halal economy. Notable stakeholders 
involved in such efforts include regulators, financial 
institutions, halalfirms and as well as the consumers 
who appreciate and support such tie-ups through 
their buying power. Having set the trend of a 
collaborative enterprise, the realisation of an active 
and well-functioning Islamic economy in at least the 
major OIC countries with Islamic finance presence 
is likely to be achieved in the coming future.
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hile Muslims were eclipsed by foreign 
domination, political and economic Worganization over large areas of the globe 

underwent a fundamental change. The key to this 
change was the emergence of the Nation State. True, 
states and empire had existed before, but never 
before had such a large proportion of individuals' 
lives been dictated by the state. What Muslims woke 
upto in the early years of the twentieth century were 
states organized on the basis of the twin ideologies of 
capitalism and communism. In the first half of the 
century each ideology delineated its territory and 
proceeded to define the social, political and 
economic life of its citizens.

As Muslim states became independent they found 
themselves thrust into this ideological divide, with the 
departing colonial powers trying their level best to 
ensure that the new states did not disturb the status 
quo too much. This they did by implanting systems 
andpersons as rulers who would ape the erstwhile 
colonialists. Muslim intellectuals, had little 
experience of this kind of a world, and Muslim 
societies did not have indigenous institutions able to 
support the new political, social and economic order. 
Most Muslim societies quickly crumbled and the 
vacuum was filled by the military, which had the 
apparatus of control at its disposal.

It thus became imperative for Muslim intellectuals to 
study, understand and refute the twin ideologies of 
Capitalism and Communism. Both were quickly 
perceived as total systems and thus incompatible 
with Islam, which also is the comprehensive way of 
life par excellence. The philosophers were the first off 

the mark, but the economists were not far behind. 
One of the first studies was done by Sayyid 
Muhammad Baqir al-Sadr, who in his twin books 
Falsafatuna and Iqtisaduna tackled both the 
philosophical and economic dimensions of the 
challenge from the two dominant ideologies. Sayyid 
Muhammad Baqiral-Sadr writing in the Iraq of the 
early sixties, was much concerned about the strides 
made by communism in the closing years of Abdul 
Karim Qassims's reign. His books found a wide 
audience and started a trend in Islamic economics 
which has borne fruit since those early years.

Prior to Sayyid Baqir al-Sadr's work, studies on 
Islamic economics tended to be descriptions of the 
fiqh rulings relating to Zakat, Wiratha (inheritance), 
land ownership and the evils of riba (interest). There 
was some work on institutional structures during the 
early periods of Islam, but little effort had been made 
to update this to reflect the kind of institutions needed 
for functioning Islamic polities under present-day 
conditions. Sayyid Muhammad Baqir al-Sadr, 
delineated the principal components of both capitalist 
and communist economies, and showed how they 
were diametrically opposed to the principal 
components of an Islamic economy. Himself being a 
learned jurist (Faqih) he was able to bring to bear his 
vast knowledge of the primary sources (i.e. the 
Qur'an and the Sunnah), and juridical opinion to date, 
on the subject and produce an exposition of 
exceptional clarity and force. In the process he also 
initiated the study of the theory of Islamic economics.

Following the lead given by scholars like Sayyid 
Muhammad Baqir al-Sadr, Muslim economists were 
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much quicker off the mark in realizing that Islamic 
economics was neither capitalism minus interest nor 
communism plus Allah! This may seem elementary 
today, but if one examines the state of Muslim 
scientists, the vast majority of whom still believe that 
science and technology are value- free, one can see 
why some discernable progress has been made in 
the field of Islamic economics and banking.

The next batch of input into Islamic Economics came 
from Muslim economists trained in western 
economics who were fired with the desire to delve 
into this third alternative to the two dominant 
paradigms. Some of these also had considerable 
familiarity with primary sources in Arabic, but most 
relied on secondary sources. In general in their 
attempt at theorizing, they began to churn out 
western economic models with a spattering of Islamic 
notions, which were never quite integrated into the 
analysis. This applied to the best works in this period, 
the rest were even lacking in adequate conventional 
economic analysis. Few people of the stature of 
Sayyid Baqir al-Sadr, equally at home in the 
minefields of Islamic jurisprudence and in the 
technicalities of conventional economics emerged. 
The phase was, however, extremely useful in making 
obvious to most Muslim economists, that the 
discipline of Islamic Economics could not be grafted 
onto the body of Capitalist or Communist Economics, 
but had to be built from scratch. As Sayyid Baqir al-
Sadr made clear in his pioneering study, the 
techniques of conventional economics may be 
utilized but the axioms may not.

It was with the publication of Sayyid Nawab Haider 
Naqvi's book, Ethics and Economics — An Islamic 
Synthesis (Islamic Foundation, Leicester, 1981) that 
Islamic economics broke new ground. Professor 
Naqvi, for the first time attempted an axiomatic 
approach in developing his theory of Islamic 
Economics. Beginning from a set of axioms he 
logically derived the parameters of an Islamic 
Economy, and then proceeded to deduce the policy 
implications which would be consistent with the 
axioms. This attempt by one of the ablest economic 
minds has yet to generate many followers. The task is 
gigantic: Naqvi has thrown the challenge to Muslim 
economists to do for Islamic Economics what Arrow 
and Debreau did for capitalist economics — i.e. work 
out a consistent axiomatic model of the functioning 
Islamic economy.

While nobody has taken Naqvi's axiomatic approach 
further, many of the issues raised by Naqvi have 

received varying degrees of attention. More studies 
have appeared which take a global view of the 
economy rather than look at particular aspects of it. In 
this connection Dr Umer Chapra's Towards a Just 
Monetary System, (The Islamic Foundation, Leicester 
1985) is particularly noteworthy. This study comes to a 
different set of conclusions than that of Naqvi's.

Both Chapra and Naqvi take as their starting point the 
totality of the Islamic system. Naqvi with his major 
emphasis on al Adl concludes that private property has 
a limited role to play in an Islamic economy and that the 
initial conditions (i.e. existing endowments of land, 
property and wealth) need to be set right if reforms like 
the abolition of riba are to give the desired results. 
Naqvi also concludes that Mudarabah and Shirkah are 
not sufficient substitutes for riba and advocates large-
scale state participation in the economy.

Chapra, on the other hand, is a convinced advocate of 
mudarabah and Shirkah. He believes that these 
together with minor modifications to equity and 
industrial investment institutions, would result in a 
functioning Islamic economy. Chapra has used an 
implicit axiomatic analysis. If he had made his 
underlying axioms explicit, one would be in a position to 
judge the logical consistency of his theory. Be that as it 
may, Chapra and Naqvi, with their competent 
expositions serve to delineate the range of options 
open to Islamic economies.

Although Chapra shows much more awareness and 
familiarity with original sources, both he and Naqvi deal 
with topics dealt with by conventional economists. 
Neither tries to enrich his analysis by incorporating 
Islamic injunctions on taxation, notably Zakat, or on 
inheritance for example. Nor does either of them 
examine the implications of unavailability of certain 
sources of income and outlets for expenditure in an 
Islamic economy. In other words, their analysis is still 
from the point of view of the rational economic man, 
homo economicus rather than from that of homo 
Islamicus.

In parallel with the development of the discipline of 
Islamic Economics, many issues of concern which 
impinge on the discipline have had an airing. The idea 
of examining the initial conditions has already been 
mentioned. As Nawab Haider Naqvi says, “The 
importance of creating a just social order by an explicit 
recognition and enforcement of the best possible initial 
conditions can be appreciated by the fact that no 
sensible social reform can become really effective 
without implementing them. A policy package focusing 
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on 'initial conditions' must focus on (1) equalizing the 
distribution of wealth, mainly a sharp reduction in the 
size of private property, particularly landed property; 
(2) reorganizing industrial organization to minimize 
exploitative elements by making labor's share a 
function of the total profits of industry; (3) making an 
explicit provision for institutions, in particular an 
elaborate social security program, to help those 
living below the 'poverty line'; and (4) taking decisive 
steps towards universal education.

In fact Sayyid Muhammad Baqir al-Sadr has written 
extensively about land ownership in an Islamic 
economy, and the Constitution of the Islamic 
Republic of Iran recognizing the critical role of the 
'initial conditions' states in Article 49:

“The government has the responsibility of 
confiscating all wealth resulting from usury, 
usurpation, bribery, embezzlement, theft, gambling, 
misuse of endowments, misuse of government 
contracts and transactions, the sale of uncultivated 
lands and other categories of land inherently subject 
to public ownership, the operation of houses of ill-
repute and other illicit sources. When appropriate, 
such wealth must be restored to its legitimate owner, 
and if no such owner can be identified, it must be 
placed in the public treasury. The application of this 
principle must be accompanied by due investigation 
and verification in accordance with the law of Islam 
and carried out by the government.”
The question of ownership has also received much 
attention. All Muslim economists are agreed that in 
Islam there is no absolute ownership. All that man 
has is as an amanah (trust) from Allah. The laws 
relating to the relative ownership over land are fairly 
extensively developed. For other sources of wealth 
there is a degree of disagreement amongst Muslim 
economists, as already noted. It is clear, however, 
that in cases where wealth arises from a single 
source like oil, there is a much more solid case for 
greater public ownership, than when it arises from a 
host of indigenous enterprises.

Little discussion has been noted on the question of 
the impingement of the nation-state structure on 
Islamic economics. The question at issue is that 
national boundaries are not legitimate frontiers for 
the distribution of public wealth. The very fact that an 
Afghan Muslim lives across the border deprives him 
of the oil wealth of Iran, for instance, sounds hollow in 
the light of Islamic injunctions. Or in the more absurd 
case of countries like Kuwait, only full-blooded 

Kuwaitis who account for less than half of the 
population can partake of the oil wealth of the country. 
Islamic economic theory needs to be developed to 
break free from the nation-state structure and 
embrace an Umma-wide perspective.

In terms of practical implementation, Iran is committed 
to apply the full gamut of Islamic laws in all spheres, 
while several countries like Pakistan, UAE, Indonesia 
and Malaysia, to mention a few have introduced 
nation-wide system of Islamic banking. It is indeed in 
the sphere of Islamic banking that most of the practical 
fruits of Islamic Economics have so far been seen, and 
it is to this aspect of Islamic economics that we turn 
next.

Banking Takes the Lead

As in the field of Islamic Economics, so in the field of 
Islamic banking, we find the towering figure of Sayyid 
Muhammad Baqir al-Sadr. When he had completed 
his major work Iqtisaduna (our Economics), the Sayyid 
was requested by some tuijar (merchants) to write a 
treatise on establishing an interest-free bank. The 
result was his book Al Bank La Rabawiyya (Banking 
without Interest). Muhammad Akram Khan, in his 
bibliography on Islamic Economics says of the urdu 
translation of this book: “The book proposes a model 
of ribafree banking on the basis of mudarabah 
between investors and savers. The juridical 
justification for performing various services and 
charging fees is examined at length. The treatment of 
international trade transactions is in detail. Similarly 
the discussion on negotiable instruments is 
comprehensive... The book is an original contribution 
to the literature on the subject.” Sayyid Sadr was 
murdered by Iraqi Ba'athists at the young age of 45, 
but one of his leading students, Sayyid Mahmood 
Hashemi, was on the panel which drafted the Islamic 
Banking Bill of Iran in 1983.

The proliferation of Islamic banks in Muslim and non-
Muslim countries today is in a large measure due to 
the fact that short of an Islamic State, the logical 
starting point for the realization of the ideals of Islamic 
economics would be in setting up riba-free saving and 
investment institutions. Operating in a dominant 
capitalistic set up, one would expect these institutions 
to be modeled on conventional banksso as to present 
as few problems of interfacing as possible. Within this 
general operating paradigm, two kinds of Islamic 
banks have come into existence.
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There are those that seek to capitalize on the large 
sums accumulated by merchant families in the wake 
of the oil-price boom. These comprise the bulk of the 
big Islamic banks. In the second category are banks 
which want to capitalize on attracting that part of 
savings which the traditional banking sector cannot 
reach. These are savings of Muslims who will have 
nothing to do with riba banks. Some of the Islamic 
Banks in Egypt, Sudan, UK, USA, Nigeria, Malaysia, 
Kenya and Bangladesh, just to mention a few fall into 
this category.

Most of the Islamic banks are engaged in developing 
banking instruments to encompass the full range of 
conventional banking operations, but given their 
relative size and inexperience in project evaluation, 
many are finding the going quite hard. The bigger 
Islamic banks are flush with funds which they find 
hard to invest in projects which will give returns 
comparable to those obtained by the conventional 
banking sector. Many have gone for 'speculative' 
investments in commodities like gold and burnt their 
fingers badly.

Operating mainly through mudarabah, Murabaha 
and shirka, the Islamic banks have found it difficult to 
invest funds for short periods, with the consequent 
effect on returns. Until some solution is found to the 
problem of handling short term liquidity, Islamic 
banking will remain an essentially merchant banking 
operation.

It is to be noted that the basic function of a bank in a 
capitalist society is to collect the savings of a large 
number of people and channel them into investment 
projects run and controlled by the few. This pyramidal 
structure is inherently elitist and regressive in terms 
of the distribution of wealth. Thus the role of banking 
per se needs to be examined. As pointed out most 
Islamic banks have grown up in environments 
dominated by conventional banking. As such they 
function as beleaguered institutions often enjoying 
only grudging acceptance from the governments 
concerned, they can thus be said to be meeting a dire 
need of the Muslim community.

However, when the question of Islamic banking at the 
state level arises, then an examination of banking per 
se would definitely be called for. Here the operative 
question would be how best to achieve the 
transformation of savings into investment without 
violating the basic tenets of an Islamic economy. 
Given the regressive nature of conventional banking, 

the answer is unlikely to be a modified version of the 
existing system.

It is here that much gap in Muslim economic thinking 
needs to be filled. The starting point of such an 
exercise should be a study of the kind of institutions 
that emerged in Muslim societies before their 
subjugation by the West. The operative elements of 
these institutions will need to be delineated, and their 
operating environments will need to be updated to 
take account of present- day conditions. We would 
then get an idea of the kind of institutional structure 
suited for Muslim societies. Theories will have to be 
developed to facilitate the transition from existing 
systems to the new institutions, and objective criteria 
would have to be devised to regulate the operations of 
the nascent institutions. Admittedly, this is a tall order, 
but there appears to be no short cuts. The alternative 
of tinkering with conventional banking institutions will 
only lead to temporary and unsatisfactory solutions.

Again as Nawab Haider Naqvi has pointed out without 
other changes in a capitalist economy, the removal of 
riba can potentially give rise to situations where social 
injustice and inequities actually increase instead of 
being mitigated. The introduction of riba free banking 
must be accompanied by other changes necessary for 
creating a functioning Islamic economy.

Fortunately, for the Islamic banks operating outside 
the framework of the Islamic state, the emergence of 
nation-wide Islamic banking in several countries will 
provide a much-needed respite. Their problems of 
short- term liquidity and investment can be adequately 
handled, since they do not present a problem to a large 
enough institution, like the central banks of these 
countries.

It remains true that the quest to establish Islamic 
banks in all corners of the Muslim world is an 
expression of the deep Muslim distaste and distrust of 
conventional banking. Islamic banking has 
progressed a long way forward over the last decade, 
gaining much acceptance in the global arena. As of the 
third quarter of 2014, the industry's assets are nearing 
USD2 trillion mark with its geographical footprint 
expanding across more than 70 countries with at least 
700 financial institutions offering Shariah-compliant 
financial services. There has also been a number of 
training institutions and consulting firms across the 
world offering training programs and consulting 
services.

Thus much has been achieved at the practical level, 
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but at the level of theory the basic stranglehold of 
conventional banking has not even started to be 
challenged. There is hope that with lots of countries 
having adopted riba-free banking, some new 
theoretical grounds on the basic parameters of the 
kind of institutional structure needed in Muslim 

countries to handle savings and investments will be 
broken. In the meantime, Islamic banking can 
justifiably claim to have forced Muslim economists to 
descend from their ivory towers and pay attention to 
the nitty-gritty of everyday commerce.
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slamic finance has a presence in 21 African 
countries, from established systems like ISudan through to new entrants like Uganda. 

Smudan has the most experience in formalized 
Islamic finance, dating back to the 1970s. South 
Africa has taken significant measures to 
advance its Islamic finance system since 2011, 
as have Nigeria, Senegal and Kenya. Other 
countries are in the exploratory phase, including 
Ethiopia, Uganda, Zambia and Mozambique. 

Despite the growth and potentials of Islamic 
finance in Africa, discourse about Islamic 
Finance still generates political tensions among 
some populations. While sharia simply refers to 
Islamic law, the word can be associated with 
certain practices of extremist groups in hotspots 
around Africa, which causes concern and 
confusion among non-Muslim populations. 

There are those who hold the view that Islamic 
finance is nothing but a Muslim agenda of 
Islamization. With the 'African factor' apparently 
in mind, there are some critics who view the 
whole concept of Islamic banking as 
inconsistent with African secular values, 
wondering how a bank which is not permitted to 
deal in interest survive let alone to meet 
depositors' requirements or pay dividends to its 
shareholders. To the latter group of critics, 
Islamic banking is nothing but a vehicle for 
others to feed fat on innocent depositors or 
shareholders hard earned money in the name of 
religion.

This misconception is however due to paucity of 
appreciation and understanding of the place of 
an Islamic commercial bank within the structure 
of the Islamic economic and financial system 
and how they function, and sometimes even 
scanty regard for the requirements of Shari'ah 
principles. This article is an attempt to address 

this misconception and highlight the challenges 
and prospects.

An Islamic commercial bank is not an 
embodiment of the Islaic financial system let 
alone the whole Islamic economic system. It is just 
one type of a large number of institutions that exist 
within the Islamic financial system, which in turn 
make up a part of the whole Islamic economic 
system. Some Islamic jurists have viewed the 
Islamic economic system as consisting of three 
sectors, namely:

Within each of these sectors there are many types 
of institutions, which in turn exist and function on 
the basis of certain Shari’ah principles applicable 
to their operation. Within the context of the above 
decisions of the Islamic economic system, it 
should not be too difficult to appreciate that an 
Islamic commercial bank belongs to the Tijari or 
commercial sector. Hence the task of equitable 
distribution of income is not the main task of the 
Islamic commercial bank - rather it is the Siasi task 
of public finance. Neither it is the task of the bank 
to collect and distribute Zakat, waqf, sadaqah, etc. 
- rather it is the Ijtimai task of Bait ul-Mal and other 
such institutions within the Ijtimai sector.
 

 

• Siasi  o r  Government  sector  which 
encompasses among others, public finance 
and central banking;

• Ijtimai or welfare sector which encompasses 
the administration of Bait ul-Mal, Zakat and 
Sadaqah;

• Ti jar i  o r  commerc ia l  sec tor  wh ich  
encompasses all private sector commercial 
activities.

As a Tijari institution, an Islamic commercial bank
operates for profit. Its Islamic character is to be 
found in the fact that all its lines of operations for 
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profit are based on Shari'ah principles which are 
mainly from the body of  Mu'amalah 
(transactions) in Islam.

This is the main thrust of a Tijari Islamic 
commercial bank. This does not mean that it 
cannot at all undertake activities of the nature of 
social responsibility; it can but within limits. 
Neither does this mean that an Islamic 
commercial bank must always be a Tijari 
institution: an Islamic commercial bank can be 
an Ijtimai institution and indeed, there are such 
banks in existence, but it must be organized 
along the ljtimai line.

The function of the Islamic commercial bank 
operating in the Tijari sector is thus to mobilize 
funds from Surplus Units and disburse these 
funds to Deficit Units for profit through various 
lines of operation all of which are based on 
Ahkam al-Mu'amalah (principles of transaction).

The following gives an idea of the lines of 
operations for both the mobilization and 
disbursement of funds together with the relevant 
Shari'ah principles followed presently and 
carried out by most Islamic commercial banks.

It is by operating on the basis of Ahkam al-
Mu'amalah as shown above that the Islamic 
commercial bank is Islamic. All these Ahkam or 
principles dictate certain rights and obligations 
for the contracting parties - that is the bank on the 
one hand and the depositor or the party being 
financed on the other as lucidly explained in Bab 
al-Mu'amalah in many books on Fiqh belonging 
to the four mazhabs (juristic schools). It is a 
Shari'ah duty for both the bank and the other 
party to comply with these rights and obligations. 
To givejust one example: It is forbidden by the 
Shari'ah for the bank, on the pretext of 
discharging a distribution function, to give away 
as sadaqah(alms),funds which it has accepted 
from a depositor on the principle of Al-
Mudharabah, even though that depositor may be 
an extremely wealthy person.

Islamic Commercial Bank within the Islamic 
Financial System

There is also the misconception regarding the 
position of the Islamic commercial hank within 
the Islamic financial system in the Tijari sector. 

Some commentators on Islamic banking 
presently seem to think that the Islamic 
commercial bank is synonymous with the Islamic 
financial system, and therefore accord to the 
bank the whole array of functions that should 
actually belong to the whole system. This is not 
accurate.

An Islamic financial system should be made up of 
a series of financial and quasi- financial 
institutions, each having its own specific 
functions to perform. This point should be made 
clear to any student of the financial system. Thus 
even within the banking system, there must be 
central banks, development banks, investment 
banks, etc. Again, there could be quasi-banking 
institutions such as savings institutions, unit 
trusts and cooperative societies. Each of these 
institutions has its own functions and mode of 
operations, in particular with respect to 
mobilization of funds and utilization of such 
funds.

For the Islamic commercial bank, it mobilizes its 
funds through deposits by the depositors in 
current account, savings account, and 
investment account as stated above. 

There are at least two pertinent features of these 
funds:

Firstly, there is a short-term feature in the term 
structure of the funds. The major portion of the 
funds is in short-term with the remainder at best 
in medium-term. The deposits in current and 
savings accounts are by the dictates of Al-
Wadiah contract, subject to withdrawal by the 
depositors, partially or wholly on demand. The 
deposits in investment accounts are for maturity 
period ranging from 1 month to 60 months, but 
usually the bulk of these are for periods of 24 
months and below.

Secondly, there is the liquid feature of the funds. 
The deposits in current account and savings 
account are, as indicated, withdrawable on 
demand. The deposits in investment accounts 
are withdrawable immediately on maturity. Over 
and above this, some Islamic commercial banks 
may also allow depositors in investment 
accounts to withdraw even before the date of 
maturity if they so desire.
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Arising from this situation, there are at least two 
obligations that the Islamic commercial bank has 
to fulfill to its depositors. These obligations are 
not arbitrarily made up by anybody, but are 
ingrained in the requirements of Shari'ah from 
the Al-Wadiah contract and the Al-Mudarabah 
contract that the bank has entered into with the 
depositors. These obligations are:

 that the bank should maintain a level of liquidity 
so as to be able to meet the demand for 
withdrawal by its depositors,

 that the bank has to strive to generate profit for 
its deposits in the investment account including 
those for short-term maturity periods of 1 month; 
3 months; 6 months; 9 months and 12 months.

It is in order to fulfill the liquidity obligation that 
the Islamic commercial bank has to maintain 
certain ratios of the total depositors' funds in 
reserve assets and liquid assets. Usually, it is the 
Central Bank which is a Siasi or state authority 
that prescribes the minimum levels of these two 
ratios with the policy objective of protecting the 
depositors' funds. This point should be very clear 
to any student of the Islamic financial system. 
Yet, there are even today some Muslim scholars, 
and sadly a small number of uninformed Islamic 
bankers in some countries as well, who argue 
that Islamic commercial banks should not be 
made to maintain reserve assets and liquid 
assets. This is a very sad state of affairs, which 
could only have arisen from the failure to 
appreciate the Shari'ah implications of the above 
mentioned contracts and the necessity for 
prudent management of a commercial bank.

To meet the obligation of generating profit for the 
short-term deposits, an Islamic commercial bank 
invariably attempts to maintain a reasonable 
portion of its assets in the form of short term 
assets. The most appropriate form of these 
assets could be faced in trade finance activities 
generated by the Shari'ah principle of Al-
Murabahah. This also further enhances the state 
of liquidity of the bank. This has been the 
experience of all Islamic commercial banks until 
today. Yet, there are rumblings from some 
scholars on this score mainly based on their 
restricted views that the Islamic commercial 
bank should not carry out the disbursement of its 

funds on any Shari’ah principles except the profit-
sharing principles of Al-Mudarabah and Al-
Musharakah.

One of the most important issues widely 
discussed today in connection with the operation 
of the Islamic commercial bank is with regard to 
the methods that it should follow in disbursing the 
funds that it mobilizes from its depositors. This 
discussion, however, takes place outside the 
banking circle and commands only an academic 
interest.

At one extreme there is the view that the bank 
should play the role of the agency for redistribution 
of income. The proponents of this view usually 
suggest that the bulk of the funds should he 
disbursed in the form of Al-Qardul-Hasan 
(benevolent loan). This issue has been dealt with 
early in this article pointing out that this view is 
inaccurate, for the bank as a Tijari institution is not 
a competent agency within the Islamic economic 
system to play the leading role in distributing 
income, and that in many instances such a use of 
funds by the bank may actually contravene the 
Shari'ah requirements of the contracts that it has 
entered into with the depositors.

There is also another view, slowly dying out now, 
that the bulk of the funds of the Islamic commercial 
bank should be utilized by the bank itself through 
direct investment. The proponents of this view 
visualize that the bank should use its depositors' 
funds to embark on its own projects in agriculture, 
real estate, trade and commerce, etc. It is not too 
difficult to see that this function of direct 
investment is to a large extent not the function of 
the bank. It is the function of sole proprietorship, 
partnership and company - the last two of which 
may be organized in Islam along the principle of 
Shirkah alInan. The Islamic bank, especially the 
Islamic commercial bank, should play the role of 
intermediation; it should finance the projects of 
direct investors and not invest directly in the 
projects. There are many legitimate reasons for 
this, not the least of which is the liquid and short-
term features of its funds.

Finally, there is the restrictive view that the Islamic 
commercial bank, having obtained its funds 
especially with regard to the investment account 
deposits on the profit-sharing principle of Al-



Mudarabah, should likewise only disburse its 
funds on the basis of profit-sharing Al-
Mudarabah and Al-Musharakah principles to the 
exclusion of other modes of financing based on 
other Ahkam al-Mu'amalah.

To be sure, all Islamic commercial banks, should 
accept that they may finance the requirements of 
their customers on the basis of Al-Mudarabah 
and Al-Musharakah when the circumstances are 
appropriate, but they do not restrict their 
operations to these two principles only and 
instead, extend their financing on the whole 
spectrum of the principles or Ahkam al-
Mu'amalah as stated above.This writer doubts 
whether this restrictive view has any basis at all 
in the Shari'ah. Because, the Mudarabah 
contract entered into by the banks with the 
depositor at the point of accepting his funds does 
not usually specify such restrictive use of the 
funds.

Again, one should not lose sight of the injunction 
of Allah when He forbids riba and commands 
sale or trading. “Allah permits Al-Bai 
(sale/trading) and forbids riba” (2:275). And 
finally, there has never been such a restriction in 
any fiqh book on Ahkam al-Mu'amalah in the four 
mazhabs.It is indeed crucial for us to recognize 
that for any financial system to exist and prevail 
for any society the system must be able to meet 
all the varied requirements of the members of the 
society - both the surplus units and the deficit 
units -and it must become viable.

The requirements of members of the Ummah in 
this modern age are highly varied. From among 
the Surplus Units there are people with various 
amounts of funds, of various term structures and 
with various degrees of risk aversion and 
perception of profit. Likewise, from among the 
Deficit Units there are people with various types 
of funding requirements such as the individual's 
financing need to purchase a house for own 
occupation, the business funding requirements 
to simply acquire the service of some immovable 
or movable fixed assets, or to acquire these 
assets outright, to purchase stock and raw 
materials, and to increase and widen the equity 
base. It is obvious that these various 
requirements would have to be met under 
various modes of financing to the satisfaction of 
both the financier and the party financed.

Islam does have the basis for building up its 
unique financial system to meet both the varied 
requirements criterion as well as the viability 
criterion. This basis is the various contractual 
relationship as embodied in Ahkam al-Mu'amalah. 
There is a long list of these Ahkam. A fairly 
comprehensive list of these Ahkam is compiled by 
Al-Imam Al-Kasani as reproduced in “Al-
Mausuah” (The Encyclopaedia). Some of these 
Ahkam are presently applied by some Islamic 
commercial banks. As to which Ahkam or 
contractual relationship is chosen, this would 
depend on the actual requirements of both parties, 
the nature of the available funds and the projects 
to be financed.

To restrict all requirements for financing to be met 
only under the principles of Ahkam of Al-
Mudharabah and Al-Musharakah by all types of 
banks will have the effect of undermining both the 
criteria of meeting the actual requirements of 
individual members of society and the viability of 
both parties. To quote just one particular example, 
one simply cannot imagine how an Islamic 
commercial bank would finance a man's funding 
requirement to purchase a house for own 
occupation on the profit-sharing principle of Al-
Mudarabah or Al-Musharakah.

Challenges

The fact must however be accepted that 
organizing an Islamic commercial bank and the 
Islamic banking system is a difficult and complex 
task. Africa is therefore embarking on a task, 
which is new to its financial system. Being new, it is 
to be expected that this effort is still confronted 
with many unresolved issues, which we may 
consider as challenges rather than problems. 
There are, of course, many of these challenges. 
But for practical considerations, this article will 
attempt to briefly highlight only two of these 
challenges.

An Islamic commercial bank, which depends on a 
substantial proportion of its resources in the form 
of short-term and liquid funds, badly requires 
short-term instruments for mobilization as well as 
disbursement of its short-term funds. For a 
conventional commercial bank, these instruments 
are to be found in the interbank operations, 
Treasury Bills and Government Bonds. And 
various money market operations such as 
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bankers' acceptance and discounting bills. But 
all these are interest-based, and therefore not 
available to an Islamic hank. There is thus this 
gap in the operations of the Islamic commercial 
bank.

There has however been continuous effort on 
the part of the Islamic banking community to 
close this gap in the last two decades. For 
example, there has been a notable effort in Iran 
along the line of bill discounting whereby the 
Islamic bank is allowed to purchase claims at a 
discount provided the claim is attached to a 
transaction.

Another extremely important challenge facing 
new African Islamic banks, presently and in the 
immediate future is the quality of management 
that it can harness. If we accept the fact that the 
Islamic commercial bank is a private sector 
institution or company (Shirkah Al-Inan), 
operating within a country's Tijari or commercial 
sector and laws, and mobilizes its funds from the 
public partly on the principle of Al-Wadiah (safe 
custody) but largely on the principle of Al-
Mudarabah (profit-sharing), then we face the 
inevitable reality that whether the Islamic bank 
and its system will survive and continue to exist 
in future depends almost solely on its viability. 
This viability is to be viewed in the wider sense - 
that is from the standpoint of the shareholders, 
the depositors and the provision of banking 
facilities and services meeting the requirements 
of the parties to be financed. It must be hoped 
that instead of preoccupation with conceptual 
issues on the operations of the bank, the 
stakeholders and management of the Islamic 
Banks should pay great attention to this 
significant aspect. There are other issues of 
Islamic commercial banking management that 
can make or break the bank. There are such 
issues as asset and liability management, 
liquidity and profitability and capital adequacy, to 
mention just a few. 
 

Let us take an actual example with the benefit of 
hindsight. When Islamic banking first 
commenced about three decades ago, a number 
of scholars and commentators were strongly 
advocating that the banks should utilize a major 
part of their depositors' funds through direct 

investment in the banks' own projects since in 
their view this is more in line with Islamic 
philosophy. 

From the viewpoint of Islamic commercial bank 
management of its assets it is obvious, as has 
been argued earlier, that direct investment is not 
the function of the bank. However, few banks 
unfortunately took this advice seriously, and 
sank up to one-half of their depositors' funds in 
their own projects in real estate, trading, etc. 
What was the consequence? Suffice to say that 
those innumerable small-time depositors who 
piously “entrusted” their life-time savings to the 
banks on the principle of Al-Mudarabah never 
saw part or all of their savings again.

Concerning the future prospects of Islamic 
banking in Africa it must be pointed out that the 
newly licensed Islamic banks will be operating in 
the phase of what may be termed as the 
experimental stage of the development of 
Islamic banking in Africa. 

There are still many issues to be resolved, such 
as the need to fill in the gap in the availability of 
short-term instruments and to develop new 
modes of mobilizing and disbursing funds in 
accordance with other Shari'ah principles not 
hitherto explored. Aside from the appropriate 
nature, objective and function of the bank, a 
critical factor for its viability is its management.

Subject to the above, it is the candid opinion of 
this writer that Islamic banks can effectively 
serve members of the African public, by offering 
various facilities and services to meet their 
varied requirements as owners and users of 
funds on the permissible Tijari lines in 
accordance with Ahkam Al-Mu’amal in Islam. In 
this mould, Islamic banks should in general be 
viable. It must lay down a fairly cautious plan for 
the next few years, whose outlook should be one 
of somewhat slow but steady growth, to be 
achieved with prudence and caution. Its 
priorities must be first and foremost, to bring its 
basic facilities and services as mentioned 
above, within the reach of, as many Africans as 
possible, irrespective of their religious beliefs.
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hana is among Africa’s largest untapped 
Islamic finance markets. Despite the 
growing potential of Islamic finance and G

its impressive growth in other parts of the world 
such as the Middle East, South East Asia (which 
primarily include Malaysia and Indonesia) and 
Europe, it is yet to find favor with Ghanaian 
authorities.

The Islamic finance industry comprises banking, 
insurance, bonds and capital markets and as a 
financial system it promotes risk sharing, 
connects the financial sector with the real 
economy, and emphasizes financial inclusion 
and social welfare. Islamic finance is equity-
based, asset-backed, ethical, sustainable, 
environmentally-and socially-responsible 
finance and prohibits interest bearing and 
related transactions. This system is based on 
the principles of the Sharia (Islamic Law), which 
are derived from the Holy Qur’an and the 
“Hadeeth”, a compilation of the noted sayings of 

Prophet Mohammad. Islamic Banks everywhere 
follow these principles in their business.

Basic tenets of Islamic finance.

·Payment and receipt of interest (known as 
Riba) is strictly prohibited (haram).

·Financing is based on profit and loss sharing 
and returns must be linked to risks

·Financing must be linked to real assets 
(materiality) 

·Certain industries, such as alcohol, 
armaments, gambling and other immoral or 
ethically problematic businesses are “haram” 
(disallowed by Sharia) and prohibited for 
investment. This is why Islamic finance is 
also referred to as Ethical finance.

·Islamic financial Institutions may not lease or 
lend any product that they do not wholly own.
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 WHY GHANA MUST EMBRACE 
ISLAMIC FINANCE

By Baba Yunus Muhammad
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·Trading in debt is also not allowed, which is 
     why Islamic financial institutions do not deal 

in traditional bonds; rather they have their 
own version of such instruments called 
Sukuk (Islamic Bond).

·Interest free loans (Qard Hasan) are 
encouraged to spread financial inclusion.

ISLAMIC FINANCE IN GLOBAL ECONOMY

Over the past decade, Islamic finance has 
emerged as an effective tool for financing 
development worldwide, including non-Muslim 
countries. Major financial markets are 
discovering solid evidence that Islamic finance 
has already been mainstreamed within the 
global financial system – and that it has the 
potential to help address the challenges of 
ending extreme poverty and boosting shared 
prosperity.

The Global Islamic finance industry has 
expanded rapidly over the past decade, growing 
at 10-12% annually. Today, Sharia-compliant 
financial assets are estimated at roughly US$2 
trillion, covering bank and non-bank financial 
institutions, capital markets, money markets 
(Sukuk) and insurance (“Takaful”), representing  
a little of over 1.27 of the total global market, and 
projected to reach US$2.610 trillion by 2020. In 
many majority Muslim countries, Islamic 
banking assets have been growing faster than 
conventional banking assets. There has also 
been a surge of interest in Islamic finance from 
non-Muslim countries such as the UK, 
Luxembourg, South Africa, and Hong Kong.

Many developed countries of the world, such as 
Germany, United Kingdom, USA, France and 
Singapore have embraced Islamic finance as an 
alternative or complementary financial system, 
and Islamic finance is now operational in over 75 
countries. The robust performance of the 
Islamic finance sector during the recent financial 
downturn has attracted the attention of several 
major multinational financial institutions 
including HSBC Amanah, Standard Chartered 
Saadiq, Lloyds TSB Bank and Citi-group who 
offer products in accordance with Islamic 
finance principles.

Western nations like UK are promoting Islamic 

Finance following the principle of “no favor, but no 
discrimination”. Former Prime Minister Gordon 
Brown, who was Finance Minister when Islamic 
finance was introduced in the UK, was so 
confident of the system that he predicted London 
would become its future gateway. The results 
today vindicate his predictions. This is why, at a 
time when other financial institutions are facing 
closure, the Islamic Bank of Britain is expanding its 
network in the UK and being asked to do the same 
in Europe.

Why Ghana needs an Islamic finance model

While Islamic finance originates from religious 
principles, it is also a workable model of 
investment, based on risk sharing. The nations, 
which have adopted Islamic finance, have done so 
because it makes business sense. Islamic finance 
is all about encouraging and facilitating investment 
in real economic activity and societal welfare, 
while prohibiting investment in reckless 
businesses such as gaming, alcohol, and other 
value destroyers or risky financial products like 
derivate contracts of the kind which led to the 2008 
sub-prime crisis.

Apart from being a viable alternative to the 
capitalist financial system which is prone to 
extreme risks, the interest-free solutions of Islamic 
finance could restore equilibrium in the Ghanaian 
society by providing succor to debt-ridden 
farmers, laborers and other marginalized groups. 
Hence, Islamic finance has potential as a tool of 
financial inclusion.

As per the Pew Research Centre, Ghana was 
home to nearly 4 million Muslims in 2010 (even 
though this figure stands to be disputed), and it is 
projected to reach 5.3 million by 2020. A recent 
survey suggests that considerable number of 
Ghanaian Muslims would prefer to invest in non-
interest bearing instruments or products or donate 
the interest from interest-bearing accounts to 
charity. There is therefore an opportunity for 
Islamic financial institutions to attract funds that 
interest paying conventional financial institutions 
cannot. 

Traditionally, Ghanaians have always practiced 
participatory financial activities by creating 
cooperative societies, non-banking financial 
institutions and micro credit programs; the same 
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platform can be used to introduce Islamic 
finance.

According to Ghana’s finance minister at a 
recent public event, Ghana is currently facing a 
huge infrastructural funding gap, and requires 
about US$1.5 billion annually to close this gap. 
Following the example of countries such as 
Malaysia, Indonesia, UK, France and Germany, 
Ghana could use Islamic financial products such 
as Sukuk (long term bond) to fund infrastructure 
and other sectors. Specifically, Ghana could 
attract the Middle East's high investible surplus 
through Islamic banking and finance.

Challenges for Islamic finance in Ghana

Regulatory framework:

·Ghana’s ‘financial system is currently 
governed and regulated by laws that are 
clearly in opposition to the basic tenets of 
Islamic banking. 

·Lack of a robust regulatory framework to 
govern and regulate the operations of Islamic 
finance.

·The interest earned on fixed deposits is 
subject to income taxes, whereas the profit 
on Islamic banking deposits is treated 
differently.

·Conventional financial institutions borrow 
from other banks and financial institutions to 
meet their short term funding requirements, 
but Islamic financial institutions cannot do so 
because it involves interest.

 
·Islamic financial institutions are required to 

closely monitor their investments in various 
businesses, as well as ensure that the 
investee firms are managed properly. This 
c a l l s  f o r  e x p e n s i v e  s u p e r v i s o r y  
infrastructure. 
 

Dearth of Islamic Finance Professionals:

There is a serious dearth of Islamic finance 
experts and trained personnel in Ghana. 
 

Lack of awareness

·There is a lack of awareness about Islamic 
finance. Most people mistakenly believe that it 
is only meant for Muslims, whereas in 
Malaysia, Nigeria, Kenya, UK and elsewhere, 
about 40% of the customers of Islamic 
financial institutions are Non-Muslims.

·Islamic financial institutions should educate 
customers regarding the benefits of Islamic 
finance. Admittedly, this is a herculean task, 
given that Islamic Deposits like Mudarabah 
Deposit, do not guarantee principal, nor pay a 
fixed return.

Recommendations

·Ghana needs to follow the examples of Nigeria 
and UK and create new and enabling laws to 
govern and govern Islamic finance business.

·More effort is required in the area of training 
and education; the Government and private 
sector organizations can play a pivotal role in 
promoting this subject by including it in the 
curriculum of professional courses.

·The myth that Islamic finance is only for 
Muslims must be dispelled, and awareness of 
Islamic finance as a complementary, 
alternative and ethical form of finance should 
be created. Public seminars and discussions 
are a good way to do this.

Conclusion

The growth of Islamic finance depends on two 
important factors: domestic demand and Ghana's 
role in the globalization of the financial sector. By 
not introducing Islamic finance, Ghana is losing 
the opportunity of garnering capital from a large 
section of the Muslim population as well as from 
Islamic nations in the Middle East and elsewhere.

Islamic finance is an idea whose time has come. It 
is time the Ghanaian Government and the general 
public embrace this significant opportunity.
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enya had its first Islamic Sharia-Compliant 
Real Estate Investment Trust (REIT) offer 

thKthe StanlibFahari I-Reit on 25 October 
2015. This is the first REIT offering after The 
Capital Markets (Real Estate Investment Trusts) 
(Collective Investment Schemes) Regulations, 
2013 vide legal notice no. 116 came into effect 
on18th June, 2013. The same regulations also 
provide for the rules to govern Islamic REIT's. 
This is an important and promising asset class for 
sharia complaint investment, both for an 
individual's personal financial plan and for 
institutional investor's like fund managers who 
operate Islamic Shariah Compliant retirement 
benefit schemes and Islamic Mutual Fund 
managers.  

Historically, Islamic REIT's came into existence 
in July 2006 after Malaysia's innovative launch of 
the world's first Islamic REIT the Al-Aqar KPJ 
REIT. This asset class has since registered 
encouraging growth and presents strong 
prospects to augment the Islamic wealth 
management practices globally, as REITs have a 
natural alignment with Shariah principles.  

What are Islamic REITs? 

The key feature of Islamic REIT is that the 
incomes and fund management of the Islamic 
REIT must observe the principles of Shariah. 
According to the Capital Markets (Real Estate 
Investment Trusts) (Collective Investment 
Scheme) Regulations, 2013, which provides 
guidelines on Islamic REITs and the appointment 
of a Shariah Advisor, “In general, an Islamic REIT 
is a collective investment scheme in real estate, 
in which the tenant(s) operates permissible 
activities according to the Shariah”. This would 
involve acquisition and leasing of real estate 
(including tenancies and sub-tenancies), where 
the activities and operations are Shariah-

HORIZON
Africa Islamic Finance Report                                                                                                                                                                                  28

A Case for Islamic Sharia-Compliant Real Estate 
Investment Trust (Islamic REIT) in Kenya.

By Mohamed Ebrahim compliant. Examples of impermissible activities / 
operations include conventional banking 
services, gambling and casino operations, sale 
of liquor and non-halal food items among others. 
In case of mixed tenants operating mixed 
activities (Shariah compliant and non-compliant 
activities), the proportion of rentals from the 
operation of non-permissible activities to total 
turnover of the Islamic REIT in any current 
financial year must not exceed 20%.  

International Perspective 

Kuwait 

Kuwait launched the first Islamic REIT in 2007 
known as the Al Mahrab Tower REIT which has 
the Al Mahrab Hotel tower of Makkah, Saudi 
Arabia as the primary income generating asset. 
The Islamic REIT is estimated to have a market 
capitalisation of approximately USD100m in 
2013 while the initial prospectus indicated the 
REIT is expected to generate an internal rate of 
return of 24% for the investors. The REIT 
however is not listed and remains as a private 
REIT in Kuwait. 

Bahrain 

The Financial Institutions Supervision 
Directorate of the Central Bank of Bahrain (CBB) 
authorised the first Islamic REIT in Bahrain in 
June 2009. Within the same year, the Bahraini 
asset management company, Inovest, launched 
the Inovest REIT with a fund of BHD30mln 
(USD79.8mln) with the objective of acquiring 
income-generating properties in the Gul 
Cooperation Countries (GOC). The Islamic REIT 
was originally estimated to earn an annual 8.5% 
return from a ‘buy and leaseback’ approach. 
Although the REIT manager had indicated its 
intention to list on the Bahrain Bourse, as of now it 
remains a private REIT. 



Singapore 

Singapore launched an Islamic trust called 
Sabana REIT on 26th November 2010 listed on 
the Singapore Exchange Securities Trading 
Limited. The REIT aims to invest in income 
producing industrial real estate used for industrial 

rdpurposes in Asia. As at 3  Quarter of 2013, the 
REIT had a portfolio of SGD1.22 billion making it 
the largest Islamic REIT in the world, consisting 
of 22 properties distributed across four main 
industrial property segments – high-tech 
industrial, chemical warehouse and logistics, 
warehouse and logistics, and general-industrial.  

United Arab Emirates 

UAE joined the Islamic REIT business much later 
in November 2010 when Dubai Islamic Bank 
partnered with Eiffel Management, a pioneer of 
REITs in France to establish the Emirates REIT 
incorporated in the Dubai International Financial 
Centre (DIFC). The initial portfolio of the Emirates 
REIT were management of 7 owner occupied 
properties secured on about 15 year leases, and 
worth approximately USD46 m.  Currently, the 
market capitalisation of Emirates REIT is 
estimated to be approximately USD200m, 
generating average returns between 6% to 8% 
for the investors.  

Malaysia 

The Al-Aqar KPJ REIT invested in 6 hospitals 
with the market value of the properties estimated 
at USD138mln. Malaysia introduced a second 
Islamic REIT in the subsequent year when on 

th8 February 2007, Al-Hadaraha Boustead REIT, 
listed on the main board of Bursa Malaysia. The 
Al- Hadarahah Boustead REIT underlying assets 
were plantation estates and the initial 
investments were valued at Sd136mln.

 In December 2008, Malaysia introduced a third 
Islamic REIT called the AXIS REIT, which was the 
world's first Islamic industrial/office REIT. In May 
2013, Malaysia introduced the KLCC Real Estate 
Investment Trust (KLCC REIT), which is the 
world's first Shariah- compliant stapled REIT. 
KLCC REIT is currently Malaysia's largest REIT. 
Stapled REITs are investment vehicles which 
include two or more separate entities 'stapled 
together' to trade using a single new financial 

instrument. KLCC REIT staples together the 
existing shares of KLCC Property Holdings Bhd 
(KLCCP) and units of KLCC REIT which consist 
of Kuala Lumpur City Centre's three prime 
assets: Petronas Twin Towers, Menara 3 
Petronas and Menara ExxonMobil. The stapled 
REIT trades on Malaysia's main bourse, Bursa 
Malaysia. 

Prospects and Opportunities for Islamic 
REITs 

Islamic REITs have tremendous potential to be 
developed as a thriving global wealth 
management product since it is structured on 
tangible real assets which provide stability as the 
investments are channelled to the real economy. 
Real asset and tangible assets investments are 
also the preferred asset class among Muslim 
investors and institutions given its natural fit with 
the Islamic finance principles which advocate link 
between the real economy and the financial 
sector. The success of Islamic REITs in Malaysia 
and Singapore give weight to the assertion that 
Islamic REITs have strong prospects to be 
launched in global markets as a lucrative 
alternative real estate investment product. 

Islamic REITs also come with the added 
advantage of tax savings in most countries 
including Kenya, where the REIT is exempted 
from tax payments provided it distributes most of 
its income (80% in Kenya) to investors.  

Income Tax Act Extract 

2. (1) Subject to conditions specified by the 
Cabinet Secretary under section 130- 

(a) a unit trust; or 

(b) a collective investment scheme set up by an 
employer for purposes of receiving monthly 
contributions from taxed emoluments of his 
employees and investing them primarily in 
shares traded on any securities exchange 
operating in Kenya,  

(c) a real estate investment trust registered by 
the commissioner, shall be exempt from income 
tax except for the payment of withholding tax on 
interest income and dividend as a resident 
person as specified in the Third Schedule to the 
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extent that its unit holders or shareholders are 
not exempt persons under the First Schedule. 

(2) All distributions of income, and all payments 
for redemption of units or sale of shares received 
by unitholders or shareholders shall be deemed 
to have been already tax paid.” 

Conclusion 

Islamic REITs provide institutional investors such 

as pension funds and other retirement benefit 
schemes an alternative investment avenue to 
diversify their investments. Other institutional 
investors such as takaful (Islamic sharia 
compliant insurance) companies that look for 
shariah-compliant asset classes to meet their 
long term business investment need are also 
likely to be attracted towards Islamic REITs 
investments. It is our belief before long an Islamic 
REIT shall be launched in Kenya. 
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ccording to Standard & Poor, Islamic 
finance “will likely remain a modest Ac o n t r i b u t o r  [ t o  t h e  S u s t a i n a b l e  

Development Goals of the United Arab Emirates 
due to the industry's small size and the issues it 
has yet to resolve to unlock its global potential.” 
Looking at the industry's track record supports this 
modestly pessimistic outlook for the contribution of 
Islamic finance to the SDGs. However, looking 
forward at the potential for Islamic finance to have 
an impact, there is significant potential for it to 
contribute greatly to the SDGs. The way that 
Standard & Poor's approaches the question is by 
assigning a link between the currently applied or 
preferred principles of Islamic finance-prohibitions 
of riba, gharar and haram activities, and the asset-
backing and profit-sharing approach-and the 
different SDGs. This approach, however, limits an 
analysis to the areas where the contrasts with 
conventional are the greatest. The prohibition of 
riba and gharar are 'form' issues. 

The exclusion of financing haram activity is an 
'exclusionary' screen. Asset backing and profit-
and-loss sharing is mostly done on the margins 
and asset-based transactions and fixed rate 
contracts are more common. By focusing mostly in 
the areas where the impact from Islamic finance is 
most limited or the practical application is the least 

practiced, it will naturally find a 'modest' contribution 
for Islamic finance to the SDGs. Instead, looking at 
the positive aspects like the relationship between 
money/finance and the rest of the economy, as well 
as the specific markets in which Islamic finance 
operates, and there are more hopeful signs. The 
most significant way that Islamic finance can 
support the SDGs is by continuing to see growth 
across markets that currently score in the middle 
ground on the metrics. 

A preliminary ranking released in February 2016 
includes a few Muslim majority countries where 
Islamic finance operates today in the second 
quintile but most with the best developed Islamic 
finance are in the third (middle) quintile. In terms of 
having an impact on improving the SDGs, this may 
actually be a strength because more modest 
changes in the way that Islamic finance 
operationalizes its values can have a larger 
marginal impact than in more developed markets. A 
shift, for example, the goal of creating decent work 
and economic growth could be improved with just a 
modest increase in financing to SMEs. The 
International Finance Corporation estimated the 
gap in Islamic SME finance is between $8.6 and 
$13.2 billion across the whole MENA region which is 
home to Islamic banks managing hundreds of 
billions in assets.

Islamic Finance – Driving UAE’s 
Sustainable Development Goals

Mohamed Ebrahim is a partner, Ace Associates - Certified Public Accountants, Mombasa, 
Kenya. He can be reached on:   mebrahim@acegroup.co.ke  



Islami Jam'iate-Tulaba in 1949, the student wing of 
Moulana Mawdudi's party Jama'at-e-Islami, where 
he served at key positions.Soon after joining the 
Islami Jam'iat-e-Tulaba he expanded his exposure 
and deepened his understanding of Islam. During 
this period he came to know the significance of the 
media for the propagation of one's thoughts and 
ideas, he launched Student Voice, a 15 day English 
newspaper of Islami Jam'iat-e-Tulaba  (1952–55), 
a weekly newspaper New Era (1955–56), a 
monthly The Voice of Islam (1957–64), and 
Chiraghi Rah (1957–68), all these publications, 
with clear Islamic orientation and reflections, show 
his creative capacity and ability of writing in variety 
of subjects and issues. Khurshid successfully 
applied his abilities of writing for the propagation of 
his ideas and perceptions; he combined the 
intellectual and religious aspects and struck at the 
roots of secularism through the platform of Islami 
Jam'iat-e-Tulaba and Jama'at-e-Islami which he 
joined in 1959. His meeting with Moulana Abul 'ala 
Mawdudi during the 1950s proved to be turning 
point in his life, ideologically as well as 
intellectually. This perhaps set a goal of his life and 
that was to struggle incessantly for realizing the 
Islamic reforms into the contemporary time -an 
agreed upon concept among Muslim Neo-
Revivalists. Later on, Khurshid proved to be a 
protégé and dedicated disciple of Maulana Abul 
'Ala Mawdudi. Khurshid is also strongly convinced 
by the work and efforts of Muhammad Iqbal 
[1877–1938] and Moulana Muhammad 'Ali Jouhar 

Introduction

Khurshid was born on 23rd March 1932, in Delhi to 
a noble and respected family. His father Nazir 
Ahmad Qureshi was second son of Maulvi Barkat 
Ali who was a leading advocate during the British 
period. His elder son, Abdullah Shah also followed 
his way after completing his Bar at Law from 
Lincoln Inn, UK and practiced in Indo-Pak 
subcontinent. Khurshid's father, Nazir Ahmad also 
had attended the Aligarh University for some 
period but chose the trade as his profession. Nazir 
Ahmad had a great interest in learning and had a 
clear leaning towards the political manifesto of 
Muslim League and participated actively in 
independent movement and other socio-political 
activities. Besides academia, Nazir Ahmad was a 
close friend of Moulana Abul 'Ala Mawdudi since 
his very youth.

Khurshid's own education had been very traditional 
and simple; he completed his early education in 
Delhi until they migrated to Pakistan on 12th 
February 1948. First he entered in a college at 
Lahore then moved to Karachi where he obtained, 
with distinction, two Masters Degrees from 
University of Karachi in economics (in 1955) and 
Islamic Studies (1964) respectively. Khurshid 
succeeding his elder brother Zamir Ahmad, joined 

Abstract

Khurshid Ahmad is one of the pre-eminent writers of contemporary Islamic world. Indeed, the 
recognition he has received from Western as well as Islamic world testifies to his stature as world 
intellect figure. Khurshid is advocating the Islamic reforms as a remedy for all the human 
problems since his very early academic career lectures, editorial work, speeches, dialogues and 
seminars which have recognized beyond boundaries. Though he has not written as extensively 
as many others, contemporary Islamic and conventional economist did, whatever he produced is 
convincing and reflects his intellectual capability. Unlike others legists and thinkers of 
contemporary Islamic economics, those merely attempted to justify the specific cases on the 
basis of precedent and their works are only theoretical and have never been recognized for 
practical implications or could not brought significant movement in the Islamic world, Khurshid 
had developed a systematic attempt for developing Islamic economics as an applied discipline. 
This paper attempts to highlight his immense contribution towards Islamic economic thought in 
the modern times focusing on his perception of Islamic economics. 
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in financial assets not commensurate with the 
physical expansion of the economy. The whole 
business of dealing and derivatives is not in value-
added or the creation of real assets, but trading in 
claim of the financial nomenclatures. This trading is 
taking place at everywhere; a financial expansion is 
taking place as its result which is leading towards 
greater financial instability all over the world, making 
rich a few and poor in abundance. How can one 
investor make hundred billion dollars at the cost of 
shaking the economy…What type of distribution of 
wealth and power is taking place through this 
process?

Foundation of Islamic Economics

Modern Islamic economists such as Khurshid have 
developed a multi-disciplinary and multi-
dimensional approach that forms the conceptual 
foundation of Islamic economics where ethical and 
moral standard of Islam are firmly integrated with 
economic motive. Opposing to conventional 
economics, this modern Islamic approach presents 
a socio-ethical vision of economics for solving the 
economic problems of human. Modern Islamic 
economics aims to developing a new system based 
on the following features: 

(i) Islamic economics is a sub-system of a larger 
domain of religion of Islam, hence it sources are 
derived from the fundamental sources of Islam; 

(ii) It deals with all economic matters and activities 
as in the case of prevailing economic systems; 
and 

(iii) It obliges individuals to constrain their choices 
within the Islamic ethical limits.

Khurshid defines: “Islamic Economics deals with the 
economic problems of man from a new perspective, 
spelling out an approach for solving the society's 
problems that draws upon the sources of Islamic 
faith, culture and tradition, while availing itself of the 
whole experience of humanity in the field, past and 
present. The uniqueness of the Islamic approach lies 
in the integration of moral and material, spiritual and 
mundane, ethical and socio-physical aspects of life. 
Islam stresses the development of humanity with 
social values, instead of only materialistic 
development”

Khurshid’s assertion of Islamic economics is 
founded on the following conceptual axioms, which 
is entirely different than Capitalism and Socialism:

[1877–1931] for the renaissance of Islamic 
sovereignty. These dare Muslim souls showed a 
coherent Islamic world view to Khurshid and 
brought a radical change in his very early age and 
helped for determining the future plan of his life. 
Khurshid expressed that: “My first and foremost 
debt to Dr. Muhammad Iqbal and Mawlana Sayyid 
Abul A'ala Mawdudi whose thoughts and 
contributions changed the course of my life and 
inspired me to dedicate my life to the pursuit of 
Islamic values and ideals. They gave to me and my 
generations a new idealism and a clear vision of a 
future anchored in Islam.”

Khurshid on Western Economic Approaches 

Khurshid, as an advocate of Islamic Economics, 
agrees to accept what is good or beneficial in 
Capitalist or Socialist models, he does not call for a 
total rejection of the West and wants to recognize 
what is good and avoid what is bad. “Muslims, who 
number more than one billion, form a significant part 
of the contemporary international political and 
economic system, so making good relations are 
necessary for developing a better relationship and 
improved cooperation with the West”.In this context 
he expresses concern for the religious aspects of 
human life, and stands firmly by them, saying “If the 
only practical ground for cooperation is the 
assimilation of Western culture and the rejection of 
Islam as we understand it, then there is no ground 
for any meeting. But if the cooperation is to be 
achieved on an equal footing, then it is most 
welcomed.”
The Western models, mainly the Capitalist and 
Socialist, pitiably offer only two institutions for 
governing the distribution and allocation of 
resources, i.e. the market and the government, 
which are alternatively referred to as the private and 
the public sectors. In the Capitalist model, the 
private sector is characterized by the forces of 
demand and supply, price and profit motive, and the 
public sector, i.e., government or state, acts as a 
corrective mechanism and as a supplement to 
protect the motives of the private sector. The 
Socialist economic model reverses these roles, i.e., 
public sector or state is the prime allocative and 
distributive mechanism while the private sector acts 
as a minor partner. Both economic models suffer 
from serious flaws and consequently fail to solve 
the fundamental economic problems of mankind. 
Another sad aspect of Capitalism is that the overall 
global movement in the present phase of capitalism 
is from physical economy to financial economic 
expansion, with the result that in last 20 years by 
and large, there has been an enormous expansion 
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    (I)  Tawhid (unity and sovereignty of Allah

(ii) Rububiyyah (that Allah is the provider and 
sustainer of creation)

(iii) Khilafah (man as vicegerent of Allah and is 
accountable in front of Allah) and 

(iv) Tazkiyah (the purification, sacrifice, charity 
i.e.,Infaq). 

Islamic worldview is based on Tawhidic axiom: the 
absolute monotheism is the essence of Islam; the 
belief that Allah is omnipotent, omnipresent Lord of 
the universe, creator and sustainer of the world. 
This axiom correlated to next axiom of equality; all 
humans are His creation and are equal by inherent. 
The next axiom of Rububiyyah refers to “divine 
arrangements for nourishment, sustenance and 
directing things toward their perfection”.Khilafah 
explains that human is the vicegerent and trustee of 
the bounties of Allah in the creation, and holds the 
central position on this Earth. All humans are equal 
in their essence and man is responsible for 
establishing peace, justice, prosperity and 
tranquility on earth, he is accountable for his deed 
before God. Khilafah include the conception of 
universal solidarity, best possible application of 
resources and having freedom to conduct his 
private life. The axiom of Tazkiyah is concerned 
with and growth towards perfection through 
purification, sacrifice, charity i.e., Infaq. This axiom 
directs the individual towards self-development, 
which leads to prosperity in economic and social 
dimension in a harmonized way. “The result of 
Tazkiyah is Falah, prosperity in this world and 
hereafter”.

Khurshid is not agreeing with the prevailing 
assertion that Islamic economics would unite the 
strengths of capitalism with those of socialism; 
overcoming their weaknesses. In his opinion the 
aim of Islamic Economics is not to find some space 
within the paradigm of conventional economics, or 
to become part of its matrix or simply to add one 
more feather in its cap. It represents a revolutionary 
departure from the dominant paradigm -aiming not 
for a shift within the existing paradigm but seeking 
the development of a new prototype to resolve the 
economic problems of man from a different value 
perspective. Khurshid emphasizes that “Islamic 
economy is not capitalism minus interest plus 
Zakat. Nor does it resemble a socialistic system 
after making a few corrections here and there. 
Islam does not aim at the abolition of private 

property and enterprise. Instead, it has changed the 
system by transforming the rights of ownership into 
the revolutionary concept of trusteeship, making the 
individual and the society conform to the norms of 
moral behaviour laid down by God and His Prophet 
(peace be upon him) and by developing a system of 
social regulation and accountability”.

Khurshid characterized Islamic economics as a 
'three-sector economy' where these three sectors 
will be entrusted to work together: 

(I) The Private Sector, motivated by profit, “the 
Market”, 

(ii) The Altruistic Sector, motivated by moral values 
and social welfare of the people, without any 
profit motive, i.e., “the Volunteer”, and 

(iii) The Public Sector, or “the Government or State”. 
All these sectors will work in mutual accordance 
and within the limits; private ownership rights 
will assure with the caveat of social 
responsibilities, price mechanism and the law of 
market will work within the coherent boundaries. 
Where serving of self-interest will emphasized 
with the moral obligation of moral restraints and 
brotherhood. “There is nothing wrong in private 
firms attempting to seek profit, under a perfect 
competition, because that does not necessarily 
lead to exorbitant profit or exploitation, but if 
there is a monopoly or oligopoly then the firm 
may get an abnormal profit. This implies that 
under an Islamic system private monopolies 
would not be tolerated”.

3. Prerequisites for Realizing the Socio-
Economic Order

Recent outcomes of global economy shows that 
market fundamentalism with virtual withdrawal of the 
state from the economic affairs failed to achieve 
what was so confidently and loudly proclaimed by 
the Washington Consensus, embodying neo-liberal 
principles. Now a new sense of awareness has 
emerged which support the active role of state, and 
demand the state to come with stimulus package to 
pull up the economy from its systemic crisis. 
Khurshid considers the needs to re-fabricate the 
whole framework of the economy and society for 
realizing the Socio-Economic Order and 
establishing an Islamic society. If one segment of 
society, e.g. the political sector, or education has 
been Islamized, while the judiciary and legislation 
are remained unchanged, the overall result will be 
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void. For this purpose the change should come from 
the top to down and the state legislature should take 
a bold initiative by inducting Islamic provisions into 
the constitution and judiciary and eliminating un-
Islamic elements from the judiciary and legislative 
codes of the country. 

Khurshid opines that political authorities exercise a 
tremendous influence on the individual, directly or 
indirectly. Thus, he argued that it was the foremost 
duty of the parliament to Islamize the existing 
financial system of the country. He stated that the 
state lacked the political will and was neglecting the 
work that had already been done for the 
transformation of the existing banking structure into 
an interest-free system. He appreciated the work of 
the Council of Islamic Ideology and suggested Profit 
and Loss sharing system as an ideal method for 
ensuring economic development and growth and 
the distribution of justice and stability, while the 
interest based economic system had only 
encouraged exploitation. “We would have to 
tolerate some kind of a co-existence of the two 
systems. It would be a policy objective to introduce 
the new system so as to replace the old one, as far 
as Muslim countries are concerned. A modus 
vivendi would be worked out for dealing with the 
outside world”.

Khurshid states that the contemporary socio-
political milieu of the society to be imperfect for 
establishing a true Islamic Order and calls for the 
complete re-fabrication of prevailing societal norms 
and suggests the implementation of religious 
injunctions. This, he believes, requires a clear 
recognition of the impact of the sociopolitical 
environment in which Islamic principles are to be 
articulate. He considers the Islamic economic 
system as an integral part of the Islamic Socio-
Economic Order and considers that any effort to 
establish the Islamic order or any aspect of it without 
aiming at the restructuring of the whole prevailing 
sociopolitical setting is not going to deliver the 
goods. He desires to reconstruct Islamic society in 
the image of Madinah, established by the Prophet 
(peace be upon him). Khurshid wants to develop a 
new paradigm in which individual gain should take 
place in the context of collective well-being; 
freedom must be coupled with responsibility, profit 
should be tempered with equity, competition must 
be supplemented by cooperation and there should 
be a happy balance between the operations of 
private enterprise, voluntary civil society actors and 
institutions and the public sector.

Zakat is regarded as the most significant tool in the 
Islamic economy for equal income distribution and 
the elimination of poverty and economic exploitation 
from society. It creates awareness in the individual 
of his responsibility towards the upholding of justice 
and the welfare of his fellow men. Zakat is a broad 
term of which Zakat al-Mal is one component. Ushr, 
Khums, Kharaj and other levies are also an integral 
part of this Islamic fiscal tool. Islam fully recognizes 
private ownership of property and the government is 
not permitted to forcibly confiscate one's property. 
Khurshid opines that the state should be 
empowered to levy additional taxes or even can 
take the idle money of the rich by force or can ask 
the people for contribution if there are chronic 
disparities of income and wealth, in order to 
establish social equity and a more dynamic 
equilibrium.  The role of the state should be as a 
caretaker and safeguard of the system and it should 
use its power only when absolutely necessary. In 
conformity with the broad concepts of a stable 
economy, prosperity, and the redistribution of 
income and wealth, Khurshid favored giving 
broader powers of taxation to the government.

Self-Reliance: Khurshid's Approach for 
Economic Sovereignty

Khurshid condemned the resulting contrast 
between wealth and poverty and says that humanity 
has been plunged into number of dire problems as a 
result of the forcible imposition of the Judeo-
Christian economic and political framework, where, 
for the interests of skillful riches, keeping the poor 
nations remains in a number of problems becomes 
a cliché or policy per se. He strongly advocates the 
self-sufficiency and confidence in Islam as a role 
model and rejects the capitalist and socialist models 
because of their exploitative nature, value-neutrality 
and unjust outcomes. “Muslims are fed up with all 
the models of imitation; they want to have 
something that is their own, something that is 
unique; something that represents their own 
historical and cultural flowering. That is why 
establishment of the Islamic social order, revival of 
the Shari?ah and unity and solidarity of the Ummah 
constitute the rallying points in all the parts of the 
Muslim World.”

The world has become a global village and all 
countries and territories are its elements. No 
country can be self-sufficient in all matters, nor can it 
be isolated. But for the sake of a nation's 
sovereignty and honour, Khurshid demands 
freedom to control the disposal of its own resources 
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and output and set its own economic and political 
priorities. He states that “Self-reliance signifies the 
capacity and capability of the country to face any 
crisis on the basis of internal strength. It implies self-
confidence and the capacity for autonomous goal 
setting and decision-making, rejecting all forms of 
dependence, invited or imposed”.

Khurshid suggested a strategy of “radical-changing” 
or “economy-shocking” course of action for 
eliminating interest from the economy instead of a 
long term amnesty period, and he took an 
unwavering fundamentalist attitude wherever the 
rule of necessity had no place. He strongly criticized 
the past measures to eliminate Riba as devices to 
avoid any serious and sustained efforts to bring the 
system into conformity with Islam. He claimed that 
they were used as a cloak for inactivity and inaction, 
and stressed the need for a radical departure from 
the practices of the past. “In my submission while the 
domestic economy may be cleansed of all forms of 
Riba within a period of one year or so, international 
transactions may take longer …in the past such 
time-based transitional paths have been misused 
and even abused…some kind of shock treatment to 
the economy is required”.  He suggested eliminating 
interest in two stages, first from the domestic 
economy and then from the external economy, 
where individuals and governments were to be 
treated differently. He suggested that a mutual fund 
for “Debt Liquidation” should be created, and 
deadline should be fixed for the elimination of 
individual interest. For foreign debts, he suggested 
the idea of renegotiating and restructuring loans. He 
was confident of the success of this objective as 
these countries also realized that interest-based 
loans were becoming an unbearable burden for the 
Third World countries.

Economic Development: an Imperative issue of 
State Policy

Islam is deeply concerned with economic matters, 
but it deals with these matters within the human 
development paradigm; it covers all aspects of 
economic development within the framework of total 
human development and never in a form divorced 
from this perspective. Khurshid asserts that “Islam is 
deeply concerned with the problem of economic 
development but treat this as an important part of a 
wider problem, that of human development….The 
first premise which we want to establish is that 
economic development is a goal-oriented and 
value-realizing activity, involving the confident and 
all-pervading participation of man and directed 

towards the maximization of human well-being in all 
its aspects”.

Khurshid's economic development model 
encompasses all aspects of human life, intertwining 
individuals and the society in an eternal way, and he 
considers total social reconstruction within an 
Islamic set of assumptions as an essential 
prerequisite for economic development. To achieve 
this objective, he proclaims that prevailing social 
fundamentals are to be replaced and that 
constitutional, political as well educational 
paradigms are subjected to restructuring in a 
gradual democratic framework. His economic 
development model is inter-connected with the 
moral, spiritual and social aspects of man and has 
no similarity to capitalist and socialist models. 
“Development would mean the moral, spiritual and 
material development of individuals and society 
leading to maximum socio-economic welfare and 
the ultimate good of mankind”. Since the Islamic 
concept of economics is founded on moral and 
ethical values with an overwhelming emphasis on 
humanity, brotherhood, equality, justice and the 
improvement of the individual, it is entirely different 
from the concepts of both capitalism and socialism. 
Thus, neither of these concepts can help Muslims 
actualize the Islamic visualization of economic 
development. Instead, Khurshid advocates the idea 
of economic development in a way that would 
ensure material prosperity on the one hand and 
spiritual development, on the other. Islam creates a 
divine relationship between individuals, and from 
whatever angle we look at Islam its final thrust is on 
human development and welfare. All the five pillars 
of Islam generate the spiritual strength to achieve 
human well-being through social, economic, 
political and spiritual aspects. “Islam does not admit 
any separation between 'material' and 'moral,' 
'mundane' and 'spiritual' life, and enjoins man to 
devote all his energies to the reconstruction of life on 
healthy foundations. It teaches him that moral and 
material powers must be welded together and that 
spiritual salvation can be achieved by using material 
resources for the good of man, and not by living a life 
of asceticism”.

Conclusion

Khurshid is actively involved in the establishment of 
Islamic Economics as an independent and distinct 
discipline both at the domestic and international 
level. He earnestly undertook the responsibility of 
serving as the vice-president of First International 
Conference on Islamic Economics (held at Makkah 
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on 21–26 Feb. 1976), and there he presented his 
approach to economic development from an Islamic 
perspective. This conference later became the 
landmark for the emergence of Islamic banking and 
financial institutions worldwide. And when in 1979, 
the Islamic Council of Europe organized the 
“International Economic Conference: The Muslim 
World and the Future Economic Order”, Khurshid 
advocated the Islamic approach and perspective of 
life. Khurshid served as chairman of the 
International Institute of Islamic Research (IIIR) at 
the International Islamic University, Islamabad 
(established in 1980). IIIR developed a strategic 
plan for eliminating riba (interest) from the economy 
of Pakistan, together with the Islamization of the 

financial system. Khurshid established a distinct 
think tank; Institute of Policy Studies, Islamabad, 
dedicated to research in the Islamic discipline. IPS 
succeeded in organizing the second International 
Conference on Islamic Economics (6–10 Jan. 
1981). The conference revealed a comprehensive 
and viable approach for establishing an Islamic 
Financial and Monetary system. Khurshid rendered 
valuable assistance and patronage towards 
introducing an Islamic economic system to this and 
other forums. Khurshid is serving as member of 
executive and advisory boards to many national and 
international Islamic research centers and serving 
as president of the International Association for 
Islamic Economics .
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Abstract:

Justice ('Adl) is the most essential component of the economic philosophy envisaged 
under the principles of Islamic Shari'ah (Islamic Law). Islam has laid certain 
fundamental principles and restrictions for economic endeavors so that the entire 
structure of production, consumption, distribution and exchange of wealth shall 
conform to the Islamic standards of justice and equality. Since the conception of justice 
is normative and socio-political in nature, therefore the analysis of theoretical and 
institutional framework of Islamic banks and financial institutions from the principles of 
Islamic conception of justice would be significant to reveal the compatibility of Islamic 
banking and finance industry with the just economic philosophy of Islam on practical 
grounds. The present study would be a humble attempt to evaluate the institutional 
framework of Islamic banks and financial institutions against Islamic conception of 
economic justice. It would also provide a basis for further discussions and research 
regarding the need of such a framework which would enable the Islamic banking and 
finance industry to serve the ethos of Islamic political economy and justice and the 
potential consequences which the industry would have to bear in its absence.

Keywords: Economic Justice, Foundations, Implications, Islamic banking and finance. 
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provide an alternative framework of financial 
intermediation which conceptually and theoretically has 
its own determining principles which are much closer to 
the normative premise of Islamic Justice. This study 
attempts to analyze the compatibility of Islamic banking 
and finance industry with objectives of Shari'ah more 
holistically, while keeping Islamic conception of justice in 
view. 

An Overview of Economic Justice in Islam

Justice ('Adl) is the first and foremost principle of socio-
economic philosophy of Islam. It is purely extracted from 
the sources of Shari'ah without any human blend which 
may often involve bias and prejudice.It is the foundation 
upon which whole structure of Islamic culture and 
civilization is built (Ahmad, 2010; Adebayo, 2012; 
Chapra, 2008, Siddiqi, 1990).Apart from its practical 
side, the conceptualization of justice has been strongly 
incorporated with religious dogma. As a result justice 
doesn't remain a principle of system only rather it finds its 
roots in transcendental composition of faith and belief. 
The principle of justice has been thoroughly discussed in 
the Quran and there are about 160 direct or indirect 
expressions with regard to practice of justice and near 
about 200 verses which admonish against injustice 
(Hussain, 1977; Zaheer, 2011; Al-Qardawi, 1981). 
Leading a practical model, Prophet (SAW) perfectly 
practiced justice, in letter and spirit, throughout his life as 

Introduction

reeping out of Muslim niche, the Islamic banking 
and finance industry is constantly gaining Cmomentum among the leading financial service 

providers in the world like HSBC (London), Deutsche 
Bank (Germany), BNP (France), Citi Group (U.S), USB 
(Switzerland), Merrill Lynch and Barclay's (United 
Kingdom). Presently, Islamic banking and finance 
industry has more than 500 working outlets in near 
about 80 countries of the world (Martin &Heiko, 2008). 
Many developed countries like Germany, UK, USA, 
France, Hong Kong and Singapore have opened up 
Islamic banking and financial institutions to satisfy the 
growing customer demand. In spite of its claim to 
Shari'ah compliance, there still remains some few 
controversies over various underlying concepts and 
practices of Islamic banking and finance. Some 
scholars are of the view that Islamic banking and 
financial institutions are imitating mainstream banking 
structures which are primarily designed to generate 
higher interest rates, and as a result the fundamental 
objectives of Shari'ah (Islamic Law) and ethos of 
Islamic economic justice are relegated. Subsequently, 
it leads to piling-up of individual and collective debt, 
unequal distribution of wealth and spread of 
materialistic values in the society. 

As a matter of fact, Islamic banking and finance does 
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Islamic conception of economic justice thereof.  These 
five beliefs are as:

I. Belief in the common origin of whole humanity. 

ii. Belief in the organic unity in the existence of the 
immanent (life) and the transcendent (life after 
death).

iii. Belief in the human being as God's vicegerent or 
trustee.

iv. Belief in certain universal moral standards and 
principles.

v. Belief in that all human beings possess universal 
rights and responsibilities.

2)  Principle of Brotherhood and Mutual Cooperation

The concept of brotherhood and mutual cooperation is 
basically natural output of Tawhidi world view where God 
(Creator) occupies the centrality and whole servant-ship 
(creation) is directed towards the same centre (Mawdudi, 
2009). Since God has created whole human race from 
the first couple, Adam and Eve, this implies that all human 
beings are accepted as brothers and sisters irrespective 
of their color, language, country, or any other distinction. 
This genealogical commonality outlines the basis of 
universal brotherhood and mutual cooperation in Islam 
(Mawdudi, 2009). This principle has the following 
implications:

i. It categorically refutes the concept of cut-throat 
competition in society and denounces thrive of one 
group of people on the expense of others.

ii. It promotes co-existence and guarantees equal 
economic rights and responsibilities.

iii. It creates a strong feeling of mutual respect and 
honour.

iv. It negates absolutely justification for any type of 
discrimination. 

3) Principle of Freedom

Human dignity and protection of human intellect is 
among the prime objectives of Shari'ah. In order to save 
the dignity of human beings, the Quran insists that the 
individual must be freed from any kind of fear which 
disturbs human beings such as the fear of death or injury 
in general or the fear of poverty and destitution in 
economic perspective in particular (Dusuki& Abdullah, 
2012; Mawdudi, 2009).Islamic principle of economic 
freedom means that an individual has been allowed 
liberty by God to earn wealth, own it, enjoy it and spend it 
as he or she likes. Thus Islam recognizes free enterprise, 
human initiative, and individual's potential. It also 
recognizes the role of organization, capital, labour and 

God has Himself entailed justice as one of the core 
aspects of prophetic mission. It directly implies that a 
Muslim society must observe justice in all aspects of life 
be it social, economic, political or spiritual. Among all 
reflection of justice, economic justice is one of the most 
critical elements of an Islamic social order. Rendering 
the importance of justice in economic life; a Muslim 
buyer or seller, creditor or debtor or individual 
entrepreneur or a firm is supposed to abide by the laws 
concerning justice and take notice of any possible 
unjust act before signing up a financial contract 
(Siddiqi, 1990; Mohammad & Syahidawati, 2013; 
Javaid, 2012). Thus economic justice essentially refers 
to application of Islamic ethics and moral standards in 
business relationships. 

The main concern of economic justice according to 
Islam is socio-economic stability and establishment of a 
welfare society wherein the principle of “No-Injury” 
could flourish up to its maximum (Siddiqi, 1990; 
Chapra, 2008; Khudduri, 1984). The principle of “No-
Injury” can't materialize unless the overall structure of 
production, consumption, distribution and exchange 
follow the scheme of justice envisaged by Islam. In the 
context of economic phraseology, it would be right to 
claim that justice ('Adl) is the pendulum upon which the 
rules pertaining to prohibition and permission of 
financial transactions revolve. The characteristic 
feature of Islamic economic justice is that it doesn't only 
concentrate on the objectives of justice but it also 
propounds the just 'means' to achieve these objectives. 
The purposefulness behind setting up even the 'means' 
is to safeguard an economic institution or an individual 
against the dilemma of choices (Siddiqi, 1990; 
Muslehuddin, 2009; Mawdudi, 2009). It must be borne 
in mind that mere consideration of arithmetical equality 
in application of economic justice may not necessarily 
make a business transaction a just one unless balance 
and proportion is maintained between people with 
respect to their rights and due share (Kuran, 1989; 
Hassan, 2014). 

Foundations of Economic Justice in Islam

The theoretical and conceptual framework of economic 
justice in Islam is engrossed in certain fundamentals. 
The espousal and development of these fundamentals 
is a prerequisite in the establishment of welfare society 
where every individual can meet his or her economic 
needs, and have a decent standard of living. These 
fundamentals can be summarized as follows:

1) Principle of Tawhid  (Oneness of God)

The belief in one God (Tawhid) is the principal dogma of 
Islam's ideological and practical system. It is a coin with 
two faces: one implies that Allah is the Creator and the 
other that all human beings are equal partners 
(Mawdudi, 2004). The belief in one God contains at 
least five important beliefs which have direct 
implications on socio-economic structure of Islam and 
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The absolute prohibition of interest in the Qur’an 
envisages establishing an economic system free from all 
forms of economic exploitations. In an interest-based 
economy the banks charge high rate of interest on loans 
which make it almost inaccessible to the deprived class 
of the society and maximizes the wealth of industrialists. 
On contrary, Islamic economy promotes circulation of 
wealth so that it contributes to the welfare of the 
community as a whole. Allah says in the Quran:

“…that it (wealth) become not a 
commodity between solely the 
rich among you”

In other verse, the Qur’an mentions:

“The interest that you give in order to increase the 
wealth of the people, does not increase in the sight of 
Allah; and the Zakat that you pay in order to win 
Allah's approval, its payers do indeed increase their 
wealth”.

Uncertainty (Gharar) and Speculation (Maysir)

One of the core elements of Islamic economics is that it 
has categorically forbidden all business transactions 
which may involve any mistreatment and unfairness. It 
seeks the protection of all parties from deceit, ignorance 
and gains at the cost of others by forbidding gharar and 
maysir in all commercial exchange contracts and 
ensures transparency, accuracy, and disclosure of all 
necessary information related to financial contract. The 
prohibition of gharar (uncertainty) protects business 
parties against unexpected losses and the possible 
disagreements regarding qualities or incompleteness of 
information and prohibition of maysir checks out the big 
investors and industrialists who may turn the economic 
financial system toward their personal benefits (Siddiqi, 
1990; Mansoori, 2008; Jobst et al., 2012).

Avoidance of Unethical Businesses

The another important component of Islamic economic 
system is that any financial transaction that involves 
investment in prohibited products or activities such as 
alcohol, illicit drugs, pornography and tobacco is invalid. 
Since Islam wants to develop an ethical and friendly 
environment in the society therefore it prohibits all 
activities leading to ethical and moral degradation 
(Hassan, 2009).

Money as a “Potential” Capital 

In the Western capitalist theory both money and 
commodity are treated at par and can be sold at whatever 
price parties agree upon. For example, the selling of 
US$100 for US$110 is the same as selling a bag of rice 
costing US$100 for US$110. On contrary to the 
conventional monetary theories, in Islamic economics 
money is considered as “potential capital”. 
Consequently, Islamic economics does not negate the 

market forces in economic field (Sa'addudin, 2001; 
Chapra, 2008). Some fundamental implications of this 
with principle with regard to Islamic economic justice 
are as:

i. All legal (Halal) business ventures are encouraged.

ii. All unnecessary curbs placed on the individual or 
the organization regarding earning or owning of 
wealth are shun down.

iii. Innovation and entrepreneurship with regard to 
economic prosperity is encouraged.

Implications of Economic Justice on Islamic 
Banking and Finance Model 

The economic philosophy persuaded under Shari'ah 
regulations ensures the preservation and protection of 
fundamental objectives of Shari'ah. The establishment 
of such system is not possible if the entrepreneurial 
behaviour of an individual, institution or a business firm 
is not in line with conception of economic justice. The 
incorporation of economic justice in the development of 
Islamic banking and finance model would refine the 
nature and structure of financial transactions as per the 
required standards. As a result these financial 
transactions would serve the broader objective of 
Shari'ah instead of remaining mere money generating 
structures. 

Conceptual Model of Islamic Banking and Finance

Islamic banking and finance system ascertains its 
underpinnings in the economic philosophy of Islam. It is 
based on four main factors explicitly mentioned in the 
text of Quran, Hadith, and Fiqh (Islamic jurisprudence): 
La-riba (no-interest), La-gharar (no-uncertainty), La-
maisir (no-speculation), and La-Haram (no-unlawful) 
(Malik & Khaki, 2013; Warde, 2000; El-Gamal, 2006; 
Muslehuddin, 2009).

Interest (Riba)

Interest or riba is considered a major sin under Islamic 
law and even those hired to write the contract or who 
witness and then confirm the contract are party to the 
sin as it goes against the Islamic conception of 
economic justice. There are several passages in the 
Quran which clearly condemn the practice of usury or 
riba:

“Those who devour riba will not stand except as he 
stands who has been driven to madness by thee touch 
of Satan…..Allah has permitted the trade and forbidden 
riba….Allah will deprive riba of all blessing”

“O! You, who believe fear Allah and give up what 
remains of your demand for riba, if you are indeed 
believers, if you don't, take notice of war from Allah”.
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the ownership of the asset to the lessee known as 
IarahwaIqtina (Usmani, 2010; Ausaf, 2010; Warde,
 2000)

·Securities and Bonds (Sukuk): Sukuk is a 
financial certificate an Islamic equivalent of 
conventional bond. These are securities that 
comply with the Islamic law (Shari'ah) and its 
investment principles, which prohibit the charging 
or paying of interest. Financial assets that comply 
with the Islamic law can be classified in accordance 
with their tradability and non-tradability in the 
secondary markets (Jobst, et al. 2008, Hassan, 
2009, Godlewski et al, 2013).

Conclusion

Islamic banking and finance is an interesting 
phenomenon in view of its current status. It presents 
itself as a viable alternative to conventional banking and 
financial intermediation not only in Muslim countries but 
in the rest of the world as well. The present study is an 
appraisal of Islamic banking and finance model with 
respect to Maqasid-ul-Shari'ah or Islamic conception of 
Justice. It critically analyzed that Islamic economic 
structure as whole have been able to abolish financial 
structures prohibited in Shari'ah while developing 
financial intermediation between depositors and 
clients. 

However, it has not been able to realize all the 
possibilities that it is supposed to due to overall 
dynamics of the conventional financial industry and its 
momentum which it gained in last 4 centuries. The 
conception of economic justice has set distinguished 
goals for Islamic banking and financial institutions so 
that ratio of profit, capital and wealth generated for all 
stakeholders is in line with objectives of Shari'ah. In the 
view of conception of economic justice, it sometimes 
comes as a surprise that Islamic banks also measure 
their success, evaluate their operating risks and 
compete with other banks (Islamic or conventional) in 
the same way conventional banks usually do. To avoid 
criticism that overwhelms Islamic finance for its mimicry 
of conventional products, Islamic financial institutions 
have to maintain the product uniqueness and 
authenticity. Therefore, all new ventures as well as 
existing institutions must revise Islamic finance 
underlying principles, its mission and goals.
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and Gulf Cooperation Council countries, Islamic 
financed has expanded throughout the Middle East, 
Indonesia, the United Kingdom, North Africa, and, 
more recently, in some Sub-Saharan African 
Countries.(Enrique Gelbard, 2014).

Islamic banking is considered as a new phenomenon 
in Africa South of the Sahara According to Report of 
Islamic Banking Growth, Efficiency and Stability 
2014 Issued by Dubai Center for Islamic Banking and 
Finance, The value of the total assets of Islamic 
banking in SSA is only 1.7% of Islamic banking total 
assets worldwide, total equity is 1.7% and Net 
income is only 2.2%.Although Islamic Banking still 
small or limited in SSA, it has potential given the 
region's demographic structure (the Muslim 
population is about 250 million people and projected 
to reach 386 million in 2030) and prospects for 
financial deepening.

. 

Introduction:

Traditionally, financial ratios are often used to 
measure the overall financial performance of a 
bank and the quality of its management. But a 
number of criteria such as profits, liquidity, asset 
quality, attitude toward risk, and management 
strategies must be considered. The changing of 
nature of the banking industry has made such 
evaluations even more difficult, increasing the need 
for more flexible alternative forms of efficiency 
analysis.

Data Envelopment Analysis (DEA) is used in the 
evaluation of banks efficiency, Apart from the 
traditional methods of financial ratios, DEA allow 
the researchers to compare relative efficiencies of 
the banks by determining the efficient banks as 
benchmarks and by measuring the inefficiencies in 
input combinations (slack variables) in other banks 
relative to the benchmark.

Islamic Banking Development in Africa:

Islamic banks are relatively new compared to 
conventional commercial banks. They expand 
rapidly over the 1980s with the growth of oil-rich 
economies in the Middle East. Actually Islamic 
banking is recognized as one of the fastest growing 
areas in banking and finance. Since the opening of 
the first Islamic Bank in Egypt in 1963, Islamic 
Banking has grown rapidly all over the world. The 
number of Islamic financial institutions worldwide 
has risen. As shown in the next figure, The Islamic 
banking total assets are estimated as1.7trillion 
dollars in 2013 and are growing at an estimated rate 
exceeded 15% a year, which is about three time 
growth rates in the traditional banking system. The 
number of Islamic commercial banks at global level 
is 150 banks consist about 24% of commercial 
banks. Islamic Banking concentrated in Malaysia 

Using DEA to Evaluate the Efficiency of  

Islamic Banking Sector in Africa
Measuring the efficiency of financial institutions has gained academic attentions over the years. Various 
approaches have been used to determine the efficiency. These approaches broadly fall under two types: 
nonparametric approaches, such as Data Envelopment Analysis (DEA), and traditional approaches, 
such as Financial Ratios Analysis (FRA). In this write-up, Samar H. Albagoury of the Cairo University 
measures and analyzes the efficiency of 15 Islamic banks operating in Africa using the Data Envelopment 
Analysis (DEA).
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applied DEA in measuring the efficiency in the 
banking sector in Serbia. The efficiency was 
measured using two models with different inputs-
outputs indicators for 33 banks operating in Siberia, 
the paper conclude that the private banks with foreign 
owners were more efficient than state owned banks. 

In (Ajouni, 2013), the study aims to analyze the 
efficiency of the three Islamic banks operating in 
Jordan and comparing the results with the traditional 
measures of banks efficiency: financial ratios over 
time (2005-2009). The results reveal that Jordanian 
Islamic banks are constantly efficient in both 
approaches, during the study period. However the 
ranking of the three banks differ from one approach to 
the other, there is no significant evidence on the 
association between DEA and FRA bank ranking.

There is also the study of (Kym Brown Viverita and 
Micael Skully, 2007) that aims to identify the 
efficiency changes or improvement of Islamic banks 
over 1998-2002 on a country and regional basis 
using DEA methodology and then analyse the 
resulting efficiency index to consider changes in their 
productive and technical efficiency components. The 
study reveals that Indonesia and Yemen are the most 
improved countries regarding the efficiency of 
Islamic banking during the study time period. And that 
United Arab Emirates, as a country, and the Middle 
East as a region, had the best use of inputs and 
outputs for efficiency change.

In a study by (M.K. Hassan & K. A. Hussein, 2003) 
investigated the efficiency of banking industry in 
Sudan by employing a panel of 17 banks for the 
period (1992-2000).The study employed a variety of 
parametric measures to assess cost and profit 
efficiency. And non-parametric DEA to estimate cost, 
allocative, technical, pure technical and scale 
efficiency. The results showed the Sudanese banking 
system exhibited 37% allocative efficiency and 60% 
technical efficiency, suggesting that the overall cost 
inefficiency of the Sudanese Islamic Banks was 
mainly due to technical rather than allocative factors.

In a cross-country analysis of Islamic banks, 
(Yusdistira, 2004) investigated the performance of 18 
Islamic banks from 1997 to 2000 using DEA. The 
result suggested that the Islamic banks experienced 
slight inefficiencies during the global crisis of 
1998/1999. The inefficiencies were related to pure 
technical efficiency rather than scale efficiency. The 
study also suggested that efficiency differences 
across the sample data are due to country specific 
factors.

Islamic Finance in SSA is limited to 21 out of 54 
African countries with a wide diversity in the type of 
Islamic finance services, there are about 116 
institutions in Africa offering 4 different Islamic 
financial services: 74 providers of Islamic banking, 
33 institution offering Islamic insurance, 4 offering 
Shariah-compliant investment services through 
investment funds and 5 offering Islamic 
microfinance.

Islamic finance institutes concentrated mainly in 
east Africa with 65 Islamic finance providers, 
especially in Sudan which has a fully Shariah-
compliant financial system. Followed by North and 
West Africa which count respectively 25 and 14 
providers.

Islamic banking is available in 15 African countries 
in one of two forms: fully flegged Islamic banks and 
the second is windows to Islamic banking offered by 
traditional commercial banks. Islamic banking 
providers represent only 16% of total commercial 
banks in Africa. Sudan has the largest number of 
Islamic financial institutions followed by Kenya.

Analysing the Efficiency of Islamic Banks in 
Africa:

3.1 Literature review:

Over the past decade, there has been a 
considerable growth in studies addressing the 
performance efficiency in banking sector generally 
and in the Islamic banks particularly all over the 
world. In (Maletic, Radokja, et al., 2013) the study 
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Since 1978 DEA model is developed by researchers 
who drop the assumption of constant returns to scale 
of the original model. The new model was developed 
by Banker, Charnes and Cooper at 1984, Knowing as 
BCC model, taking the following formula:

The difference between the efficiency Score of CCR 
model and BCC model shows the source of 
inefficiency of the DMU. While the efficiency score of 
CCR model shows the overall efficiency (technical 
and Scale efficiency) of the DMU, the score of BCC 
shows the pure technical efficiency. Then the scale 
efficiency of a DMU could be calculated by dividing 
the CCR efficiency by the BCC model (A. 
Boussofiane, 1991).
 
In this study, input oriented measures is chosen 
because of the fact that cost control is one of the 
banks objectives, and since banks, in general, have 
no direct control over the amount of services required 
by their customers. Moreover, the input and output- 
oriented measures identify the same frontier; 
therefore, the same set of banks would be identified 
as being the most efficient or best practice banks 
(Abdul Rahim Abdul Abdul Rahman & Romzie 
Rosman, 2013).
 

3.2.2: Specifications and Data: Inputs and 
Outputs:
 

Perhaps the most important step in using DEA to 
examine the relative efficiency of any type of firm is 

3.2. Research Method:

The concept of efficiency is an essential part of the 
process of evaluating the performance of 
inst i tut ions, which includes three main 
components: efficiency, effectiveness and 
productivity. The efficiency is an expression of the 
success of the production unit in tightening the 
relationship between resources used and outputs in 
an efficient manner designed to maximize output 
and reduce input. While the effectiveness is an 
expression of the success of the production unit in 
achieving its objectives through the comparison 
between planned objectives and what has already 
been achieved.

Hence, the concept of economic efficiency includes 
two types of efficiency: Technical Efficiency which 
means the ability of the institution to produce the 
maximum amount of production using available 
inputs. And the functional efficiency or Allocative 
Efficiency which refers to the ability of the institution 
to use the optimal mix of inputs, taking into account 
the prices of these inputs and the available 
production techniques. Thus, the overall economic 
efficiency means the ability of the institutions to 
achieve both technical and allocative efficiency.

3.2.1: Data Envelopment Analysis (DEA):

Although DEA is mainly developed to measure the 
efficiency of non-profit organizations as educational 
and health public entities, it is also used to measure 
the efficiency of complex entities with diverse inputs 
and outputs where the traditional methods of 
measuring efficiency couldn't be applied. (Toth 
2009), assuming that DMUs works under constant 
returns to scale.

DEA can be interpreted with either input-oriented or 
output-oriented approaches. The output oriented 
approach focuses on how high maximal output can 
be achieved with the same amount of resources. 
The output-oriented approach is the appropriate 
one for education because the principle of cost 
minimization is not applied according to the market 
conditions. It should also be taken into 
consideration that the integration of resources is not 
always the same in the education process (Toth; 
William Cooper 2007).

The original CCR model for n DMUj where j=1,…,n, 
that produce Y  where (r= 1,…, s) using X  where (i= rj ij

1,2,….,n), takes the following formula (Joe 2006):
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banks are fully efficient according to CCR model 
while the number of efficient banks was six banks 
according to BCC Model. But although the relative 
low percentage of efficient banks (specially 
according to CCR model) there is wide variation in 
efficiency score and a big gap between lower and 
higher efficiency score, Aljazira bank have the lower 
score about 18%.

Comparing the results of the CCR model and BCC 
model showing that after dropping the assumption of 
constant rate of scale more banks appear to be 
efficient. This indicates that those banks (Aviang 
Sudanese Bank, Industrial Development Bank, 
Saudi Sudanese Bank) are technically efficient and 
the source of inefficiency in the first model was due to 
the environmental factors (exogenous factors not 
controlled by the banks operators) more than 
technical factors.

The analysis also shows that there are only three 
banks that are fully efficient in both models, meaning 
that they are working with the most productive scale 
size; those banks are Bank of Khartoum, Faisal 
Islamic Bank and Omdorman Bank. Other banks that 
are inefficient in both models have neither technical 
nor scale efficiencies.

Conclusion:

Measuring the efficiency of financial institutions has 
gained academic attentions over the years. Various 
approaches have been used to determine the 
efficiency. These approaches broadly fall under two 
types: nonparametric approaches, such as Data 
Envelopment Analysis (DEA), and traditional 
approaches, such as Financial Ratios Analysis 
(FRA).

The aim of this study is to measure and analyze the 
efficiency of Islamic banks in Africa using DEA, which 
is a mathematical tool used to identify the relative 
efficiency of a similar DMUs and identify the peer unit 
for each inefficient DMU and the improvement 
needed to be done to increase the efficiency.

This study focused on Islamic finance in Africa: South 
of the Sahara (SSA), a region which has witnessed a 
steady growth in Islamic Finance and still has 
potentials for growth in the next years. Although the 
analysis was conducted only on fifteen African banks 
(mainly located in Sudan) due to the availability of 
data, the analysis also shows that only three banks 
that are fully efficient in both models are working with 
the most productive scale size: those banks are Bank 
of Khartoum, Faisal Islamic Bank and Omdurman 

the selection of appropriate inputs and outputs. This 
is particularly true for banks because there is 
considerable disagreement over the appropriate 
inputs and outputs for banks.

However (A. N. Berger and L. J. Mester, 1997) 
explain the difficulty of variable selection in 
performance analysis of banks. They argue that 
there is 'no perfect approach' on the explicit 
definition and measurement of banks inputs and 
outputs. In variables selection, there are some 
restrictions on the type of variables since there is a 
need for comparable data and to minimize possible 
bias due to different accounting practices as, even 
in the same country, different bank might use 
different accounting standards. In this respect, 
selection of variables clearly affects the results of 
efficiency scores. Previous applications of DEA to 
banks generally adopted one of two approaches to 
justify their choice of inputs and outputs: 
Intermediary Approach and the Production 
Approach (Yue , 1992)..

The first “intermediary approach” originally 
developed by (C. Sealy & Lindley J. T., 1977) 
views banks as financial intermediaries whose 
primary business is to borrow funds from depositors 
and lend those funds to others for profit. In this 
context, the banks outputs are loans while their 
inputs are labour, deposits, and capital.

The second Production Approach defines bank 
as firms producing different deposits and loan 
accounts. Banks use capital and labour to produce 
loans and deposit account. Accordingly, the banks 
outputs are their accounts and transactions, while 
their inputs are their labour, capital and operating 
costs; the banks interest expenses are excluded in 
this approach.

This study uses the production approach; 
Islamic banks are seen as multi-product firms, 
producing two outputs by employing two inputs: the 
inputs are operating cost and no. of bank branches 
and the outputs are Deposits and loans (investment 
or Musharaka) of the bank.

3.2.3: Results:

Using Data Envelopment Analysis Online Software 
(DEAOS), available on: www.deaos.com, and 
running BCC model, the efficiency scores of fifteen 
African Islamic banks were calculated, using 2014 
data from banks financial statements, as seen in 
table (1).

From the table, we can observe that only three 



 
Banks

 
Inputs

 
Outputs

no. 
branches

 

Operating 
cost

 

investment 
(Musharaka)

Deposits

Albaraka

 

26

 

95

 

1192 1474

Aljazira

 

13

 

50

 

119.8 247.8

elneil 

 

30

 

48.7

 

249 376

Alneileen

 

34

 

34.8

 

278.7 938

Alshamal

 

20

 

48.8

 

310 700.5

aving sudaness

 

32

 

8.5

 

170.8 340.5

bank of khartoum

 

72

 

35

 

800 2982

faisal islamix bank

 

21

 

367

 

4867.6 7734.8

industrial 
development 

6 63.5 577 218

KPC bank 21 119 351 1552

Omderman 15 280.6 6165 2864

saudi sudaness 
bank

14 25.3 54 368.2

saving and 
development

49 133 1438 1515

sudaness islamic 
bank

41 52 198 321

tadamon islamic 
bank

18 201 480.5 1099

Table (1)
 Inputs and Outputs of Islamic Banks used in the study  

  

 

 

 

 

  

 

 

 
 

  

  

 

Banks 
DMUs

CCR 
efficiency 

Score

BCC 
efficiency 

Score

Scale 
efficiency

Albaraka Bank 67.9 83.6 81%

Aljazira Sudaness 
Jourdian Bank

 

18

 

82.2

 

22%

Elneil Bank 23.9

 

59.3

 

40%

Alneileen Bank

 

53.3

 

81.5

 

65%

Alshamal Bank
 

44.3
 

80.5
 

55%

Aving Suddenness 
Bank

87.9 100 88%

Bank of Khartoum

 

100

 

100

 

100%

Faisal Islamic Bank

 

100

 

100

 

100%

Industrial 
Development Bank

 

41.3

 

100

 

41%

KPC Bank 52.4

 

69.7

 

75%

OmDorman Bank

 

100

 

100

 

100%

Saudi Sudanese Bank 39.4 100 39%

Saving and 
Development Bank

50.2 58.6 86%

Sudanese Islamic 
Bank

17.1 47.5 36%

tadamon islamic bank 24.7 47.2 52%

Table (2)
Efficiency Score of the Selected African Islamic Banks
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Bank. Other banks that are inefficient in both 
models have neither technical nor scale 
efficiencies.

However the user of DEA has to be cautioned about 
the limitation of this tool. The results of the analysis 
is so sensitive to data specification and measuring 
errors and to the selection of DMUs since it only 
measures the efficiencies of those units relative to 
the most efficient one so adding or excluding one of 
the DMU may change the whole analyses results.
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 mobile version of the growing national 
terror culture has wandered onto centre Astage. Itinerant herdsmen that have been 

part of our ancient cattle rearing and transport 
culture have actively joined the competition for 
pre-eminence in violence with Boko Haram, 
Niger Delta militants, sundry gunmen, 
transactional kidnappers and the rest. The 
supposed herdsmen are killing people on an 
industrial scale, burning people's houses in their 
route communities, razing whole communities 
and spreading hate and instability even in 
places that had hosted them for decades.

President Muhammadu Buhari, initially reticent 
about naming the scourge, has finally done the 
obvious and necessary, more than six months 

behind sensible expectation. He has directed the 
security establishment to do what they are 
established and paid to do: rein in the marauding 
herdsmen and sundry mobile terror squads, find 
and arrest culprits and prosecute those 
responsible for so much death, devastation and 
growing insecurity. While we wait for the outcome 
of this presidential directive, we need to expand 
our understanding of why suddenly traditional 
escorts of meat cattle have become bearers of 
death and destruction across the nation.

To simply content ourselves with referring to 
these mindless butchers as 'herdsmen' is to taint 
an ancient and legitimate occupation with a bad 
name. Furthermore, to limit their ethnic source to 
'Fulani' is again to assign this criminal brigandage 
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an ethnic badge and use that badge to profile one 
of Nigeria's proud nationalities. Both approaches 
are manifestations of the lazy and simplistic 
Nigerian approach to discourse and governance. 
Simply put, these murderers are not made so 
because they are either Fulani or happen to be 
engaged in cattle herding.

Those who are familiar with the beginnings of the 
Darfur crisis in Sudan would understand the role 
played by the Janjaweed militia, a mobile killer 
squad in the escalation of the Sudanese crisis. 
These squads were armed and mobilised by 
powerful political interests to carry out relentless 
attacks on settlements of non-Arab Sudanese in 
the Darfur province. These raids and attacks 
were at first sporadic until they became 
sys temat i c .  The  ra ids  had  common 
characteristics with the unfolding herdsmen 
scourge here: they were carried out by squads 
that seemed well armed and carefully trained. 
They killed people in large numbers, razed whole 
villages and never stopped to hold territory. Like 
all terrorists, they were only content in the chilling 
aftermath of their onslaught. Most important from 
a national security point of view, the Sudanese 
security forces knew and aided these operations!

There are other disturbing security-related 
chatters in the Nigerian situation. Somehow, the 
militarisation of the herdsmen has coincided with 
the routing of Boko Haram by the Nigerian 
military in the North-east. Also this militarisation, 
most will admit, was not always a feature of the 
herdsmen culture in the country. Is there then a 
possibility that Boko Haram may have infiltrated 
and is arming and using selected groups of 
herdsmen to penetrate and strike Nigeria at 
unexpected vulnerable points? The other day, 
the Guards Brigade in Abuja arrested a truck load 
of well-armed herdsmen. Arms that have 
sometimes been recovered from or been 
deployed by the militant herdsmen include AK-
47s, and high impact pistols. In a few cases, 
unconfirmed reports indicate the deployment of 
Rocket Propelled Grenades in demolishing 
houses in communities in places like Agatu in 
Benue State.  The choice of target communities 
does not quite seem so random and should 
concern our security experts. Why attack 
communities in places where the likelihood of 
bloody reprisals is high (the South-east?) and 
could spark off genocidal waves? Are these 

herdsmen reading a map of the country in their 
exploits for some reason?

More disturbing, there is a gruesome intentionality 
about some of the recent attacks, an indication 
that these supposed herdsmen set out with a 
more pointed definition of mission objectives than 
the mere escort of livestock would warrant. There 
are more questions: who and what defines their 
mission objectives? Who pays for the 
sophisticated weapons they bear and use? Who 
trains them in the use of assault rifles and possibly 
Rocket Propelled Grenade launchers?

The quest for solutions must be comprehensive 
and go beyond the mere arrest of a few criminals. 
On the face of it, there is criminality, which needs 
to be apprehended and severely punished 
through the appropriate machineries of law 
enforcement and the judicial process. There is 
also national security, which needs to apply 
greater analytical intelligence to understand the 
changed nature of the behaviour of our herdsmen.

We need to trace the source of their arms, their 
contacts, sponsors, their money trail and unlock 
their cell phones to decipher who they call, who 
they email etc. This dimension is made imperative 
by our experience with Boko Haram. Under the 
nose of our security establishment, a vicious army 
of terrorists was raised. They trained huge 
numbers in camps on weapon handling and IED 
making, acquired dangerous weapons, vehicles 
and developed an intricate logistical capacity. 
They even affiliated with Al Qaeda and now ISIS. 
We are yet to get over that tragic and shameful 
security failure.

But by far the more demanding task is to seriously 
seek ways of solving permanently the 
sociological, cultural and economic issues at 
stake in the whole national phenomenon of 
nomadic cattle rearing. Nigeria is not the only 
country that has had to confront this problem. The 
state of Israel inherited a similar situation with 
Bedouin desert Arabs when Israel was 
established. These groups had settlements and 
migrated from one location to the other with their 
livestock. They were an insular culture onto 
themselves and sought to keep the territories 
where they settled or through which they migrated 
their livestock. But their pattern of livelihood did 
not guarantee them full citizenship rights in 
education, property ownership, modernisation 
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and even optimum agricultural productivity. 
They also tended to disturb the peace in clashes 
with the new settlers and even the authorities.

Israel dealt with the matter as a challenge of 
modernisation of agricultural production and the 
spread of the benefits of citizenship to all 
irrespective of pre-existing ethnic or cultural 
peculiarities. The government applied a 
combination of settlement modernisation and 
integration, affirmative action in education, 
agricultural credit and modernisation of animal 
farming techniques. There were programmes of 
deliberate empowerment of the Bedouin 
communities to a point where they have become 
hardly distinguishable in terms of standards of 
life and enlightenment from the rest of Israeli 
society. They still have their cultural identity but 
as full Israeli citizens. The rest is history.

Against this background, then, some of the 
solutions that Nigerian authorities have 
conceived are either lazy or downright foolish. 
To delineate grazing zones or national pasture 
land by legislation is a lazy stunt replete with 
future conflicts. To seek to re-decorate the 
existing ancient culture of migratory grazing as a 
government public relations gambit is foolish 
and even fraudulent. On the contrary, we need 
to interrogate a culture that condemns a 
segment of our citizenry to earning a living only 
by escorting cattle on foot from the hills of 
Adamawa to the rain forests of Ondo, Abia, 
Rivers or Imo.

We need to rise above a tradition that insists that 
these Nigerians can only realise their potentials 
as citizens in perpetual homelessness. The 
nomadic Fulani have no address, no homes 
they can call their own, no property rights, no 
sense of place and owned space. Strictly 
speaking, these citizens are always on the move 
and therefore have no enforceable citizenship 
rights or binding obligations. And the federal 
government has over the years consecrated this 
homelessness into a credo by introducing 
nomadic education, building nomadic schools 
and instituting other silly palliatives that have 
stigmatised the Fulani and brought the nation to 
the present sorry pass.

For the avoidance of doubt, there is no 
relationship between productive cattle farming 

and the ancient nomadism we are encouraging. 
In fact, the nomadic phase in human history 
belongs to a very early stage in the development 
of human civilisation and society.  Most societies 
have since left that behind. Even Nigeria has 
largely turned its back on antiquated cultures but 
only clings to some aspects when it is politically 
convenient. Those who are in the process of 
legislating in favour of a continuation of nomadic 
cattle rearing in Abuja are clutching sophisticated 
smart phones, drive state of the art cars and live 
in homes with touch screen TVs and Hollywood 
type gadgetry. But they conveniently want to 
consign millions of our countrymen into a pre-
Medieval mode of agricultural production that 
imprisons them in congenital poverty.

Nomadism and the violence it is breeding in 
Nigeria have nothing to do with cattle farming. 
Otherwise the nations with the largest cattle 
inventory and which produce most of the world's 
meat stock would have the most nomads. 
According FAO figures of world cattle inventory, 
the top six countries are Brazil (212 million), India 
(190 million), China (114 million), United States 
(90 million), Ethiopia (54 million) and Argentina 
(51 million). Nigeria has only 20 million heads of 
mostly disease riddled, emaciated cattle and 
ranks 14th in the global inventory, accounting for 
a miserable 1.36% of the global number. Has 
anyone heard of Indian, Chinese or American 
nomads killing people and burning houses?

Our challenge is therefore one of modernisation 
of cattle production as a sub set of our overall 
agricultural production strategy. Happily, 
President Buhari has relentlessly harped on 
agriculture as focal to his change agenda. Let us 
then insist that within the next 24 months, it will 
become criminal to be found roaming Nigeria with 
cattle. In return, the Central Bank of Nigeria 
(CBN) should dedicate funds to encourage 
settled cattle farming through the establishment 
of ranches and large-scale cattle farms. The 
northern states should in fact compete as to who 
achieves 100% settled cattle farming fastest in 
return for a federal grant.  I guess the settled 
cattle farms should boast of modern amenities 
and would create massive employment 
opportunities both for former herdsmen and an 
army of other Nigerians.
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frica seems to be the 
only continent today A

that is regularly referred to as 
a “country.” It bristles me 
every time I hear it said. It's 
remin iscent  o f  Rona ld  
Reagan's chatter with the 
press aboard Air Force One in 
late 1982 on his way back to 
the U.S. from a presidential 
visit to Latin America: “I 
learned a lot down there… 
You'd be surprised, because, 
you  know,  t hey ' r e  a l l  
individual countries.”

As a relatively freshly minted 
PhD in international business 
economics at the time, I 
thought a statement like that 
coming from the president of 
the United States was more 
than odd. Just as such an 
utterance was, of course, 
grossly naïve, if not insulting, 
to Latin Americans, so too is 
the expression of the same 
sort to Africans.

Critically, from a business perspective, Africa is 
not a monolith, African countries are not 
homogeneous, and focusing on “Africa” as a 
unit of analysis is, simply put, not terribly 
meaningful. By painting Africa with a broad 
brush, perceptions about the real market 
opportunities and risks are extraordinarily 
distorted. 

In many cases–though not all—the perceived 
risks are either understated or overstated, and 
the same goes for the perceived returns.

Based on the United Nations' nomenclature of 
a “sovereign state,” the African continent is 
currently comprised of 54 countries, 48 of 
which constitute sub-Saharan Africa. 
Needless to say, Africa's countries all differ 

from one another—many starkly so—along a 
variety of dimensions: location, square area, 
topography, coastal vs. landlocked, population 
size, resource endowment, ethnic composition, 
diversity of religious practices, languages 
spoken, colonial heritage, political make-up, 
and so on.

And, of course, each country's economy has a 
unique character, making it wholly a misnomer 
to refer to the “African economy.”

I think it is fair to say that the commonly held 
view is that the vast majority, if not all, African 
markets are seen as utterly fraught with 
excessive risk, while exhibiting comparatively 
few substantial opportunities.
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To be sure, there are appreciable risks of doing 
business in many African countries, including 
corruption, reputational, and political risks, and 
I am not playing them down at all.  But so is it 
the case in most emerging markets around the 
globe, whether in Latin America; in the Middle 
East; in Russia and the rest of the former 
Soviet Union; in Central and Eastern Europe, 
and the Balkans; in South Asia, including India, 
and in East Asia, including–make that, 
especially–China.
-
Indeed, when I hear sweeping references 
made about one emerging market in the world 
as being more or less risky, or being a better 
investment opportunity, than another, I have to 
chuckle—and frankly not in a good way. 
Regrettably, that is commonplace, even 
among some of the most astute—and well-
known—corporate leaders, investors and 
bankers, especially in the advanced countries.  
Ultimately, to paraphrase former U.S. House 
Speaker Tip O'Neill's quip about politics: “All 
investment risks and opportunities are local.”

Sure, global, regional and national factors 
influence the opportunity-risk tradeoffs of any 
particular commercial transaction or 
investment project. And, assessing such 
tradeoffs in an emerging market is usually a 
very tricky enterprise. But reliance on 
qualitative perceptions, especially at the 
aggregate level, let alone hearsay, is a very 
poor substitute for systematic, data-driven, 
field-level analysis. So much so that I cannot 
tell you how many colossal investment 
mistakes I've seen or heard about being made 
in African countries—whether on the upside or 
the downside.

So what are some of the most critical economic 
misperceptions about countries on the Africa 
continent? Here are three.

Growth in Africa is an illusion. From an 
historical perspective, the economic 
performance of the bulk of Africa—the 48 
coun t r i es  compr i s i ng  sub -Saharan  
Africa—has been far stronger than popularly 
believed. Over the past decade and a 
half—from 2000 through 2015—the average 
annual growth rate of “real” GDP (that is, GDP 
adjusted for inflation) was 5.5% for sub-

Saharan Africa as a whole. Over the same 
period, average annual real GDP for all 
emerging markets taken together (including 
the globe's fastest growing countries, such as 
China and India, among others) grew at only a 
slightly higher rate: 5.9%. By comparison, the 
corresponding average growth rate among the 
world’s advanced countries was just 
1.8%–about one-third as fast as sub-Saharan 
Africa.

Looking forward, the International Monetary 
Fund (IMF)'s most recent forecast—which of 
course  takes  in to  account  la rge ly  
unanticipated “new” weaknesses in much of 
the global economy, especially soft energy and 
commodity prices as well as the serious 
structural downshift in China—indicates that 
by 2017 average GDP growth for sub-Saharan 
Africa actually will be in tandem with all 
emerging markets: 4.7%.

To be sure, these averages absolutely mask 
cross-country variations for any given year, as 
well as for swings in growth over time for any 
particular country, with oil- and other 
commodity-dependent countries or those 
going through fundamental  pol i t ical  
upheavals, constituting the prime examples 
displaying such patterns.

To this end, between 2000 and 2015 the three 
slowest sub-Saharan economies were Central 
African Republic, Zimbabwe and South 
Sudan, all of which registered negative 
average GDP growth, while Sierra Leone and 
Equatorial Guinea were the fastest, averaging 
double-digit growth.

It needs to emphasized that by no means are 
annual growth rates on the order of 5% 
sufficiently high for most African countries to 
bring about job creation and a reduction in 
poverty at a pace that meets the local as well 
as global communities' aspirations. But the 
data do make clear that if the African growth 
story is an illusion, David Copperfield is in big 
trouble.

South Africa, the traditional point of entry for 
investors coming to Africa, is the continent's 
growth engine. Actually, this is less and less 
the case—on both counts. Hobbled by 
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dysfunctional governance, an entrenched and 
often corrupt administrative bureaucracy, a 
long history of protectionist trade policies, and 
inadequate investment in and maintenance of 
basic infrastructure, especially electricity grids 
and port facilities, South Africa's bloom has 
been off the rose for some time. Since 2007, 
the nation's annual growth rates have been in 
steady decline—in 2015 real GDP grew 1.4% 
and is forecast to grow only 1.3% in 2016—and 
over the last decade and a half, its average 
rate of growth—3.1%–places it barely above 
the lowest quartile of all the continent's 
countries, only slightly ahead of Burundi and 
Swaziland.

So who have become the economic stars of 
sub-Saharan Africa—those with fairly 
sustained high growth rates over the past 
decade and a half?

While there are some changes from year to 
year, illustrative representatives of this group 
include Angola, Botswana, Chad, Cote 
d'Ivoire, Democratic Republic of Congo, 
Ethiopia, Ghana, Kenya, Malawi, Mauritius, 
Mozambique, Namibia, Nigeria, Rwanda, 
Senegal, Tanzania, Uganda, and Zambia. (Of 
course, with the current depression in oil 
prices, growth in Angola and Nigeria, among 
other major oil producers on the continent, is 
seriously stalled; so much so that they are 
confronting significant fiscal shortfalls and 
widening budget deficits.)

One sure indicator of South Africa's 
diminishing economic role on the continent is 
that domestic businesses themselves are 
plowing a larger and larger amount of their 
resources in an increasing number of 
countries to the North, where they can avail 
themselves of stronger growth prospects than 
at home.

Another telltale sign is that foreign businesses 
from outside the continent are less frequently 
using South Africa as the economic gateway to 
penetrate sub-Saharan markets.  Instead, 
initial commercial forays are being taken in the 
countries of choice directly.

One very visible reflection of this is the 
explosion of new investment along both the 
Eastern and Western coastlines of the 

continent North of South Africa either to 
establish wholly new, or refurbish existing, 
ports, coupled with new freight-forwarding, 
logistics and rail and road networks into interior 
markets.

In fact, inter-port competition is becoming so 
intense for South Africa, especially vis-à-vis the 
main and highly congested port at Durban, that 
in bordering countries—most notably at 
Namibia’s Walvis Bay and Mozambique's 
Maputo–modernized ports and associated 
terrestrial transport systems are now actually 
allowing shippers to bypass Durban (thus 
saving extra days of sailing and of sitting in the 
harbor waiting for berthage to open up) and 
bring in the cargo overland to the same targeted 
South African sales endpoints but at far lower 
cost and with the shipments exposed to 
deminimis pilferage.

African countries are as fragile as they ever 
were, always on the verge of another crisis. Are 
African states, particularly the ones highly 
dependent on commodities, highly vulnerable to 
shocks from external changes in demand, 
supply and thus world prices? Of course. This is 
hardly unique to Africa, nor to emerging markets 
in general. Indeed, it will take decades for these 
economies to diversify; frankly more than likely 
far longer than most observers expect. But it's 
important to not discount the changes already 
afoot.

While the majority of Africa's exports remain 
commodity-driven—constituting 60% of total 
exports—the role of manufacturing in trade has 
been increasing. Today, manufacturing 
accounts for 16% of sub-Saharan exports. No 
doubt, this imbalance needs to be further 
redressed. And even among commodity 
exports, there is a need for African producers to 
be able to climb the value chain and process 
such commodities prior to their exportation.  But 
this is starting to happen, in some cases, 
significantly.

Integration of African businesses into global 
“network trade”—the exporting and importing of 
constituent portions of final products or 
services—has also grown over the past decade 
or more. Indeed, it has exploded. This is only to 
a limited degree the result of activities by U.S. 
and EU multinationals—the parties who by far 
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still account for the bulk of cumulative 
investment in Africa. (It is a myth that the 
Chinese have assumed that position). Rather 
it is largely due to the growth of Africans' 
participation in “South-South” trade and 
investment, that is, international transactions 
among emerging markets (as distinct from 
traditional “North-South” commerce—trade 
and investment between the advanced 
countries and emerging markets). It is here 
where the Chinese–as well as Indian and 
Brazilian–firms' new flows of investment in 
African markets come in.

Either way, however, the result is that African 
firms are increasingly directly exposed to 
international competition—arguably for the 
first time in the continent's post-colonial 
history. 

There is little question that the effect will be to 
strengthen the most efficient African firms, but 
also drive out of business the most inefficient 
enterprises, and that will be a painful 
process—one that cannot be overstated. But it 
is inevitable. Postponing this process only 
becomes increasingly costly—not only in 
terms of the costs of the transition itself, but 
also in terms of the opportunity costs of 
delaying the realization of the benefits of 
increased economic growth.

And perhaps most important is the enhanced 
efficacy of economic policy management on 
the part of a number of Africa’s governments. 
Here we actually have results from a real 
experiment from which insights can be drawn.

During the global financial crisis that began in 
2008, despite the worry that it would be 
countries in Africa, more than any other region 
of the world that would put in place price 
controls and protectionist policies in the hopes 
of sheltering the population from economic 
shocks, many African policy makers, veterans 
of hard-won economic reforms over the past 

few decades, were actually part of the few 
exceptions around the world to refrain from such 
self-defeating policy actions. Other emerging 
markets—Brazil, India, Turkey and Russia, for 
example—as well as a number of advanced 
country markets actually pursued such initiatives 
to their detriment.

What was the result? Taking into account each 
region's “initial conditions” as the crisis unfolded, 
compared to their economic standing as the 
crisis began to wind down, Africa was the most 
resilient region of the entire world.

One doesn’t need to be pollyannaish to 
acknowledge that a sizeable number of African 
countries are in the midst of an inflection point, 
reflecting a secular or structural—rather than a 
cyclical—change to a pattern of sustained, 
higher rates of economic growth. 

It's by no means all countries on the African 
continent, nor inevitable that it will be so. 
Moreover, even for the countries in the midst of 
this transition, the pattern has not been, nor will it 
be, linear. There will be setbacks, just as there 
will be positive surprises.

Nor is it the case that there aren't currently 
substantial risks of investing in these countries, 
let alone in other parts of the continent, indeed in 
all emerging markets. But so too are there new 
as well as unfound investment opportunities in 
Africa.

Innovative approaches are increasingly being 
developed and undertaken by businesses and 
investors to both mitigate these risks and 
capitalize on such opportunities—in Africa as 
elsewhere. But the prerequisite to benefit from 
those approaches is to come to grips in achieving 
a genuine assessment of the real conditions in 
these markets. Anecdotal perceptions, rather 
than data-driven assessments, are a sure way to 
lose one’s shirt in such situations. 
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Harry G. Broadman is on Johns Hopkins University’s  faculty; CEO of Proa Global Partners LLC, 
an  emerging markets business advisory firm, and a Keynote Speaker.

 His article is reproduced from the Forbes Magazine.



Dr.  Abdul-Nashiru Issahaku is Governor 
of the Central Bank of Ghana and 
Chairman of the Monetary Policy 
Committee.  His appointment as 
Governor was approved by His 
Excellency, John Dramani Mahama, 
President of the Republic of Ghanaand 

th
took effect from the 4  of April, 2016. 

Dr. Issahaku joined the Bank of Ghana in 
July 2013, and prior to his new appointment, 
he was the second Deputy Governor and an 
Executive Board member of the central 
bank, with oversight responsibility of nine 

departments including Economics, Statistics, 
Finance, Legal, Banking Supervision and 
Financial Stability. Dr. Issahaku is also a 
member of Ghana's Economic Management 
Team and Chairman of the Investment 
Management Committee of the Bank of Ghana. 

He also chairs the Finance and Administration 
(F&A) Committee of the Ghana Cocoa 
Marketing Company and is also the 
Commissioner and Chairman of the F&A 
Committee of the Securities and Exchange 
Commission. 

WORDS & IMAGES - PROFILE
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Dr Issahaku is a Development Economist of 
international repute, having served in 
different capacities at various international 
financial and economic institutions both in 
Ghana and abroad. He worked with the World 
Bank as a Senior Public Sector Specialist; the 
African Development Bank (ADB) as a 
Principal Governance Expert and the United 
Nations Economic Commission for Africa as a 
Development  Management  Off icer.  
Dr.Issahaku was a Socio-Economic Advisor 
and Project Coordinator for the Canadian 
International Development Agency. 

In addition, Dr. Issahaku has effectively 
managed and supervised complex projects of 
international proportions. He was the Task 
Manage r  f o r  Gamb ia ' s  Economic  
Management Programme (2004 – 2009), and 
spearheaded the Institutional Budget 
Support Programme for Tanzania (2005 – 
2009). 

Back home in Ghana, he was Senior 
P lann ing  Ana lys t  o f  the  Nat iona l  
Development Planning Commission, and 
later, Chief Executive Officer of the Export 
Development and Agriculture Investment 
Fund (EDAIF), which he remarkably 
restructured and restored is operational 
effectiveness with unparalleled excellence.

Dr. Nashiru Issahaku, a committed Muslim 
from the Northern region of Ghana had his 
early education at the Ghana Secondary 
School, Tamale, the capital of the Northern 
Region, before moving to Malaysia, where he 
bagged his Bachelor degree in Business 
Administration from the prestigious 
International Islamic University. He got his 
MBA in Finance and Strategic Management 
from Maharishi University of Management, 
USA and obtained a certificate in Public 
Financial Management from Harvard 
University Kennedy School. He crowned his 
academic achievements with a Doctorate 
degree in International Affairs and 

Development from Clark Atlanta University, 
USA.

Dr. Issahaku is a prolific writer with scores of 
scholarly and professional works to his credit. 
His well-known works include the “Political 
Economy of Economic Reforms in Ghana”, 
“Capacity Building for Good Governance and 
Poverty Reduction in Parliamentary 
Systems” and “Human Rights, Economic 
Development and Democracy”.

His major strengths are his passion for 
excellence, ability to transform challenges 
into opportunities, integrity and exceptional 
people-management and problem solving 
skills. This is complemented with strong inter-
personal and negotiation skills as well as 
sound economic analytical and financial 
management capabilities. 

He leverages his diverse exposure and works 
effectively with people of different 
backgrounds in the private and public 
sectors. He is excited by opportunities to 
formulate policies that will raise people's 
standards of living.

Dr. Issahaku is stepping in as Governor of the 
Bank of Ghanaat a critical and sensitive time 
for the Ghanaian economy, in light of rising 
budget deficits and a record high inflation. 

As an International Development Economist 
with a rich and versed experience in 
economic pol icy management and 
development, he is expected to introduce and 
implement fundamental restructuring 
reforms, including policy shifts that are 
expected to restructure Ghana's monetary 
policies and refocus the Bank of Ghana as the 
most effective monetary authority in Africa. 
Under his leadership, Islamic finance is also 
expected to get a boost.

Dr. Issahaku is a sports enthusiast and enjoys 
Table Tennis. He is married with four children.
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TIJARAH MICROFINANCE BANK LIMITED is 
the first Non Interest (full-fledged Islamic) 
Microfinance Bank in Nigeria. Incorporated on 
the 26th of November, 2014, TMBL was issued 
with a state-wide Microfinance Banking License 
by Central Bank of Nigeria on the 5th of 
September, 2014 and commenced full banking 
operations on the 10th October, 2014, in Bauchi, 
capital of Bauchi State in the north-eastern part of 
Nigeria. 

Tijarah MFB Limited 

Vision

Mission Statement

Value Proposition

“To lead the way in deploying Islamic 
microfinance towards ensuring a poverty-free 
Nigeria”.

“To be the Bank of choice for the efficient delivery 
of non-interest microfinance in support of the 
vulnerable, the poor and the micro-entrepreneur 
to facilitate sustainable economic development 
and growth”.

operates on purely Islamic 
banking and finance principles, where it invests to 
facilitate productivity, add value and anticipate a 
reward from a positive business outcome. Thus, it 
agrees to take risk for a share of reward and is 
bound to accept negative outcomes when they 
occur, while demanding for the best of effort, 
diligence and responsibility from its operating 
partners. Its lending, investment and funding 
operations are strictly assets or services based 
and within the tenets of the Shari'ah, making it 
possible for its customers to transact their 
banking activities in accordance to the dictates of 
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their religious belief. Thus, Tijarah MFB is here to 
facilitate adherence to the divine call: “O ye who 
believe! Fear Allah and give up what remains 
of your demand for interest, if ye are indeed 
believers” (Qur'an 2:278).

1. Ash-Shams (Current) Account provides safe 
custody for depositors' funds and allows them 
access to the Bank's financial intermediation 
services. Although depositors don't normally 
come to the Bank to offer it a loan, for practical 
reasons however, the Bank is obliged to treat 
deposits on this account as benevolent (Qard 

Products and Services

Deposits:

  

 
 

TIJARAH MICROFINANCE BANK , 
      .............a new innovation in microfinance banking in Nigeria.

LIMITED (TMBL)

TIJARAH
MICROFINANCE BANK
LIMITED
www.tijarahmicrofinancebank.com

Nigeria’s First Islamic Microfinance Bank

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Alhaji Jamil Hassan, MD/CEO - TMBL
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Hassanah) loan, which it agrees to pay back 
  upon demand from the depositor either in 

person or proxy (cheque). The Bank neither 
receives payment of fees on these deposits. 

2. Al-Qamar (Savings) Account is an everyday 
savings account that caters for small savers' 
need for safe custody, security of payment 
and the potential to instill financial discipline 
and steady capital build-up towards future 
investment and wealth accumulation. Only a 
fraction of the depositors' earning is being 
targeted, while the owner is encouraged to 
live on the balance for a better tomorrow. 
Deposits through this product are treated as 
Qard Hassan loan to the Bank to be returned 
on demand.

3. Al-Qamar Plus (Premium Savings) 
Account, is a target savings account based 
on the Mudarabah principle (profit sharing 
joint venture), where funds are locked down 
for a minimum period of 90 days and invested 
by the Bank in opportunities of similar tenor. 
Profits are to be shared at 65:35 ratio between 
the Bank and investors. It requires minimum 
deposit of N25, 000.00.

4. Hajj Savings Account, provides opportunity 
for fractional savings for intending pilgrims 
both for the current and later year(s) 
pilgrimage. Also based on the Mudarabah 
principle, where savings are invested and 
profits shared with participants (at 60:40 ratio 
between the Bank and participants) to fast-
track realization of their Hajj. It has no 
minimum threshold but as the depositor 
decides, funds can only be accessed for Hajj 
payment  where enough has been 
accumulated for the purpose.

5. Elegance (Fixed Deposit) Account is based 
on the Musharakah principle (profit/loss 
sharing partnership). With a minimum deposit 
of N250,000.00 and tenor 180 days or six 
months, without access to the funds, for a 
share of profit or loss according to 
participant’s contribution. Profits are shared 
quarterly (at 50:50 ratio), while losses are 
borne according to the portion of participant's 
investment to the pool. The principal plus 
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accrued profit are re-invested continuously for 
      the tenured period, which would then be 
  terminated or renewed on depositor's 

request.

6. Al Noujoom or Galaxy (Fixed Deposit) 
Account, is also based on the Musharakah 
principle but with a minimum deposit of 
N500,000 and a longer contract tenor of 270 
days or nine months. Profits are shared 
quarterly but at the ratio of 40:60between the 
Bank and depositors while losses are shared 
according to each participant's contribution. 
Likewise the principal plus accrued profits are 
re-invested till the end, unless otherwise 
instructed by the participant.

7. Attajiri Investment Account, is based on 
the Wakalah principle (fee-based Agency 
relationship). Supported by a standard 
Master Wakalah contract where the Bank as 
Wakeel (Agent) selects the best and most 
profitable portfolio with track record of 
favourable performance to invest managed 
funds. Forecast profit are indicated on the 
offer letter to the Muwakkeel, while the Bank 
deploys its best funds management skill to 
ensure its realization for a 1% Wakalah 
(Agency) fee on amount invested. If forecast 
profit is realized, it all goes to the 
investor/depositor, but when exceeded, the 
Bank keeps the excess along with its 1% 
agency commission. It requires an initial 
deposit of N1,000,000.00 and to be locked 
down for one year before termination. Profits 
are to be distributed annually.

8. Zakkat (Management) Account, is also 
based on the Wakalah principle, where the 
Bank collects Zakkat due from its customers 
and other volunteers for distribution to the 8 
categor ies  o f  Shar i ’ah  prescr ibed 
beneficiaries on annual basis. The Bank 
benefits from the 12% recommended 
management fee as fund manager. 
Stewardship accounts are rendered to 
contributors on half yearly basis.

9. Sabil (Charity Management) Account is 
based on the Wakalah principle. This is a 
unique innovation from Tijarah MFB Limited, 
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which seeks to institutionalize the 
   mobilization, collection and distribution of 

Charity on a sustainable basis. Premised on 
the adage that 'little drops make an ocean' 
this scheme has  the potential to mobilize 
enormous amounts through small charity 
contributions of as little as N100 monthly 
from workers' salaries to feed, heal, cloth 
and even shelter the hungry, the sick, the 
naked and the homeless in our society 
“…and in their wealth and possessions 
(was remembered) the right of the 
(needy), him who asked and him who (for 
some reason) was prevented (from 
asking)”…Qur. 51:18. 

Tijara Microfinance Bank therefore reminds all 
people of means to give our Creator a small 
portion of their earnings as loan for which He has 
promised to repay in multitude. Stewardship 
accounts are to be published on national dailies 
biannually.

1. Tijarah (Business) Boost supports MSMEs 
with tools, equipment as well as working 
capital to accommodate other financing 
gaps on profit sharing basis. The nature of 
the proposal determines the appropriate 
financing mode to adopt as agreed by both 
parties.

Business:
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2. Na’urah with Ease, to help finance the 
   acquisition of household goods and other 

luxury equipments (TV sets, Refrigerators, 
   Vehicles, Laptops and etc), on cost-plus 

mark-up/deferred payment or cost-plus 
mark-up/lease basis. 

3. Quangilah Express, to provide Bid-Bond, 
APG and Performance Bond fee-based 
services, as well bridge finance to 
contractors to facilitate timely execution of 
contracts on profit/loss sharing basis.

4. Qungiyah (Group) Finance, to provide 
shared-responsibil ity/joint-l iabil ity  
financing facilities to women groups and other 
indigent community based organizations on 
cost-plus mark-up or profit sharing joint 
venture arrangement.

5. Sa’eedah Loan Scheme, to provide 
soft/benevolent interest-free loans to salary 
earners and small-savers for non-
commercial or personal consumption 
purposes only. It requires the purchase of an 
Application Format the cost of N1, 500 only 
per request, while the borrower repays the 
exact amount borrowed without any addition 
whatsoever. Repayment is to be scheduled to 
the borrower's convenience as the loan is 
aimed at easing his difficulty. It is based on the 
Qard Hassan principle.

For further inquiries, please call as follows:

STABLES PLAZA
2A Murtala Mohammed Way
(Opposite Fidelity Bank Plc)
P. O. Box 3583, 
Bauchi, Bauchi State, NIGERIA
Telephone:   +234 (0) 802 201 5400
Email:            
Website:        

info@tijarahmicrobank.com
www.tijarahmicrobank.com

TMB Limited…. A better way to bank!

TIJARAH
MICROFINANCE BANK
LIMITED
www.tijarahmicrofinancebank.com

Nigeria’s First Islamic Microfinance Bank
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“I believe that banking institutions are more 
dangerous to our liberties than standing 
armies. If the American people ever allow 
private banks to control the issue of their 
currency, first by inflation, then by deflation, 
the banks and corporations that will grow up 
around [the banks] will deprive the people of 
all property until their children wake-up 
homeless on the continent their fathers 
conquered. The issuing power should be 
taken from the banks and restored to the 
people, to whom it properly belongs. Paper is 
poverty… it is only the ghost of money, and 
not money itself.” - (Thomas Jefferson, 
Founding Father, 3rd US President, and 
Author of the “Bill Against Usury”)

“Banks have done more injury to the 
religion, morality, tranquility, prosperity, 
and even wealth of the nation than they 
can have done or ever will do good.” 
- John Adams, Founding Father and 2nd US 

President

WORDS & IMAGES - OPINION

“You (the bank) are a den of thieves and 

vipers, and I intend to rout you out, and by 

the Eternal God, I will rout you out.” 

              - Andrew Jackson, 7th US President

“I see in the near future a crisis approaching 
that unnerves me and causes me to tremble 
for the safety of my country; corporations 
have been enthroned, an era of corruption in 
High Places will follow, and the Money Power 
of the Country will endeavor to prolong its 
reign by working upon the prejudices of the 
People, until the wealth is aggregated in a few 
hands, and the Republic is destroyed.” 
- Abraham Lincoln, 16th US President

“The one aim of these financiers is world 

control by creation of inextinguishable 

debts.”  - Henry Ford American Industrialist, 

Founder of the Ford Company

OTHER OPINION

"The most hated sort, and with the greatest 

reason, is usury, which makes a gain out of 

money itself, and not from the natural object 

of it. For money was intended to be used in 

exchange, but not to increase at interest. . . 

Wherefore of all modes of getting wealth this 

is the most unnatural." - Aristotle, Greek 

philosopher and scientist

“If you lend money to any of my people 
with you who is poor, you shall not be like 
a moneylender to him, and you shall not 
exact interest from him. - Exodus 22:25

"Lends at interest, and takes profit; shall he 
then live? He shall not live. He has done all 
these abominations; he shall surely die; his 
blood shall be upon himself.” - Ezekiel 18:13)
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Laying the Foundations for Halal Market Economy in Africa

Helping Small Businesses and Entrepreneurs Gain New Skills

Building Capacities to Educate and Innovate

Supporting Research and Growing New Ideas

Connecting Research, Education and Training to the Challenge 
of International Development

    .......developing alternatives 

Providing Access to Cutting EdgeTechnologies

www.afrief.com



he Africa Islamic Economic Foundation (AFRIEF) is an independent organisationthat 
enhances dialogue, enables exchanges and encourages collaboration across the thematic 
areas of Islamic economics and finance, education, sustainable development, governance T

th
and public health. AFRIEF assumed the legal status of a Non-Governmental Organisation on 9  
December, 2013 and its secretariat, located in Tamale in the republic of Ghana is at present hosted 
by Al Furqan Foundation.

Working in close collaboration with its strategic partners, AFRIEF networks with individuals, 
Governments, public and private sector organizations and supports transformative strategies 
among community stakeholders, anchor institutions, and key policymakers in AU and OIC 
member countries. Its staff and associates are involved in a wide range of projects involving 
research, training, policy development, and community-focused work designed to promote an 
asset-based/interest-free paradigm of economic development in Africa.

Within the general promotion of Islamic Economics and Finance, AFRIEF puts research work at 
the centre of its efforts, with the goal of better understanding and interpreting trends and structures 
of social-economic phenomena for the advancement of knowledge. Recognising that a country's 
GDP does not tell the whole story about the health of its economy, AFRIEF promotes an 
alternativeeconomic thought that emphasizes and places the well-being of the individual on centre 
stage.Through the application of alternative economic tools and modelsAFRIEF compiles the 
collective and individual experiences of peoples, organizations, companies and countries from all 
over Africa. 

Bringing together scholars and professionals, leaders, policy makers and graduate students from 
diverse academic backgrounds, AFRIEFhosts a series of conferences aimed at discussing the 
state of research advancements in the most important topics affecting the social and economic 
development of Africa within an international framework and designs innovative and sustainable 
solutions for today's challenges, but that are flexible to serve tomorrow's needs.

AFRIEF supports national regulatory institutions like Central Banks, Security and Exchange, and 
Insurance regulatory bodies to develop plans and roadmaps towards a well-functioning Islamic 
Finance and Halal economic system.It also works with relevant stakeholders to establish, 
develop, promote and regulate a financial market based on Shari'ah principles and subsequently, 
create a secondary market for Islamic capital market instruments in Africa.

Organizationally, the Africa Islamic Economic Forum (AIEF) that is held each year in a different 
African country is themost important annual event of the Foundation, which serves as platform for 
exchange of ideas, knowledge sharing and networking. 

 

 

 

  

 
 

AFRICA ISLAMIC ECONOMIC FOUNDATION
........developing alternatives 

A Whole New World Economy is Emerging. 
We are Here to Energize its Growth

AFRIEF
Developing Alternatives

AFRICA

ISLAMIC

ECONOMIC 

FOUNDATION

Al Furqan Building, Behind VilLage Water Reservoirs,
Lamashegu, P. O. Box ER 516,
Tamale, Northern Region, 
Tel: +233 - 243 65 54 46, +233 244 - 48 57 48, +234 70 30 15 01 83

 E-mail: info@afrief.com, islamicinvestmentforum@gmail.com
Website: www.afrief.com 

CONTACT US:
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Years42 
in the Service of Development
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OUR COMPETITIVE/BUSINESS INTELLIGENCE 
WILL OPEN ALL THE DOORS FOR YOU

Green Oasis Ghana Limited 
...Where Ideas and People Meet

ut yourself out front and ahead of your competition. 
COMPETITIVE/BUSINESS INTELLIGENCE keeps Pyou informed of late-breaking business 

opportunities and alerts you to possible problems in  
business. It's an efficient way to find the markets and 
generate sales at minimum cost in time and money. And it 
puts you there first.

We offer a wide and flexible range of capabilities, high 
quality, results-based Competitive Intelligence services, 
and hold in house and public training courses and 
workshops on a range of competitive intelligence related 
topics. Our services have helped clients to integrate and 
use competitive intelligence in their business, strategic 
planning and decision processes. 

In addition to gathering information about the future 
product or marketing plans of our clients, we design 
comprehensive and up to date psychological profiles of top 
corporate executives. 

We assemble detailed reports including market size and 

growth potential, trends that influence market performance 

and advise our corporate clients on how to keep their 

confidential information confidential. We can help you by 

charting the current competitive and market landscape and 

provide information that will help you make the right 

decisions!

What we Offer

We offer business development services, and 

provide capital to help our portfolio companies 

grow into national and international market 

leaders. The services we provide include:

 

· Identifying opportunities for growth and 

expansion and developing market entry 

strategies.

· Finding the right partners for market access 

and local credibility

· Defining the appropriate sales model, 

channels, and go-to-market strategy

· Facilitating introductions to key executives at 

large potential customers

If you believe your company fits these criteria 

and you are interested in learning more about 

our services, please contact us at :

Al Furqan Building, Behind Village Water 
Reservoirs,  Lamashegu, 
P. O. Box ER 516, Tamale,  
Northern Region, Republic of Ghana
Tel:  +233 243  65 54 46 
        +233 244  48 57 48
E-mail:  capital@goasis.org     
Website: www.goasis.org  
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