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Islamic Finance and Theories in Interest and Money

Chapter 1
PositiveInterestRate,StationaryEconomy,andInefficiency................................................................ 1

Amir Kia, Utah Valley University, USA

Thischapteranalysesthedirectimpactofapositiverateofinterest(usury)ontheproductionpossibility
curve.Usuryunderastationarystatecreatesinefficiencyinthesensethatthemarginalrateoftransformation
isnotequaltothepriceratio.OvertheshortrunParetoefficiencyappearswhenatransitionperiodis
consideredandtherateofreturnmovingfromonestatetoanotherisendogenousandequalstherateof
investment.Inanon-stationaryeconomy,whenapositiverateofreturn(interest)isequaltothegrowth
rateoftheeconomy,therewillbeaPareto-efficientequilibrium.Butiftheinterestrateisexogenousto
thesystem,usuryexists,andthenParetoefficiencycannotbeachievedunderanystate,eitherstationary
ornon-stationary.

Chapter 2
TheRoleofProfitRateinIslamicMonetaryPolicy............................................................................. 18

Trisiladi Suprijanto, Ibn Khaldun University, Indonesia

ExtensiveresearchhasbeendoneregardingtheIslamicpricingbenchmark,bothintermsoftheIslamic
jurisprudence(Fiqh)andIslamiceconomicperspectives.However,thereisnoin-depthstudyonthe
substitutionoftheinterestrateconcepttodateintheapplicationontheIslamicbankingpricingproduct.
This chapter will initiate the difference between the concepts of rate of profit, rate of interest, and
practiceinthefield.SomejuristsfromtheMiddleEastallowtheuseofabenchmarkrate,suchasthe
LondonInter-bankOfferedRate(LIBOR),asameasureofIslamicfinancialassetprices.Theyequate
theconceptofrateofinterestwiththeconceptofrateofprofit.Thisisthecorereason(raisond’être)
forthereplacementofusuryasinstructedintheQur’an.Thisstudywilldiscussafinancialassetpricing
methodologyinaccordancewiththecoreprinciplesofIslam.

Chapter 3
MoneyandMonetaryIssuesinIslamicFinance................................................................................... 38

Hifzur Rab, Independent Researcher, India





Mostofthecountriessuspendedgoldstandardaround1914leadingtomassivecurrencydepreciation.
Thus,moneywasdelinkedfromgoldandFreelyFloatingFiatMoney(FFFM)cameintobeing.Ribain
caseoffree-floatingmoneyisrealinterestandprofitaccordingtoShari’ahisrealprofit.Freefloating
moneyanditsuseasaunitofaccountisanimportantcauseofdominanceofthesystemofinterest,
growingdisparityofincomeandwealth.It isamajorcauseofmostoftheeconomicproblemsthat
ledtosocialpoliticalandmoraldegradation.ItisanimportantreasonoffailureofIslamicfinancial
institutionsinadoptingfinancingmodespreferredinShari’ah.Theseledtomassivepoverty,deprivation,
andmarginalizationoftheUmmahanditsinstitutions.Currencylinkedtoconstantquantityofthebasket
ofnationalproductprovidesthewayout.

Chapter 4
ConditionalCurrencyConvertibilityBasedonPrimaryCommodities:TheShari’ah-Compliant
GrondonaSystem.................................................................................................................................. 61

Jameel Ahmed, University of Baluchistan, Pakistan
Patrick Collins, Azabu University, Japan
Ahamed Kameel Mydin Meera, Z Consulting Group, Malaysia

Practicalpoliciesareurgentlyneededtoenablecountriestoreducetheirvulnerabilitytothedamaging
influenceof theworld-wide,debt-basedmoney system,which is theunderlyingcauseof economic
instabilityandfinancialcrisesintheworldeconomy.Duetoitsflexibilityinresponsetomarketforces,
theGrondonasystemofconditionalcurrencyconvertibilitybasedonprimarycommoditiescanbesafely
implementedindependentlybyindividualcountriesintermsoftheirnationalcurrency.Thischapter
introducestheGrondonasystemanddescribessimulationsofhowitmighthaveoperatedoverrecent
yearsinsomecountries,whichshowthestabilizinginfluencethatitwouldhaveontheeconomyof
implementingcountries.ItalsoexplainshowimplementationbyeachoftheD-8countrieswouldexert
astabilizinginfluenceontheirmutualexchange-rates,therebyfacilitatingtheircollectiveevolutioninto
acurrency“bloc”,andsostrengtheningthemcollectivelyagainstdestabilizationbyexternalshocks.

Section 2
Islamic Finance, Economy, and Society

Chapter 5
IslamicBankingandEconomicGrowth............................................................................................... 86

Bilal Kchouri, University of Luxembourg, Luxembourg
Thorsten Lehnert, University of Luxembourg, Luxembourg

ThischaptermeasurestheeffectofgrowthinIslamicBankingassetsoneconomicperformanceinasample
of32developedanddevelopingcountriesbasedondatafortheperiod2000-2017.Thefindingsshow
that,althoughIslamicbanksareconsideredsmallrelativetothetotalsizeofthefinancialsector,theseare
positivelycorrelatedwitheconomicgrowthevenaftercontrollingforfinancialstructure,macroeconomic
factorsandothervariables.Theoutcomeisrobustacrossdifferenteconometricspecificationslikepooling
OLS,fixedeffects,andpaneldatawithover-identifiedGMM.Theresultsareconfirmedontwodifferent
indicators of Islamicbanking andhold for different periods.Empiricalfindings confirm theoretical
expectationsthatalthoughIslamicbankingstillrepresentsarelativelyverysmallshareofthefinancial
system,itisgrowingandgeneratinganeconomicboosttoensureastablebankingindustry.





Chapter 6
SocialEmpowermentThroughIslamicFinance................................................................................. 115

Mustapha Abubakar, Ahmadu Bello University, Nigeria

IslamicsocialfinanceasanorderordainedbyAllah(SubhanahuwaTaala)forthebenefitofmankind,
seekstoprovideanavenueforfinancialinclusionaswellasentrenchingsocialcohesionamongMuslim
communitiesacrosstheglobe.ThisisachievedwiththeapplicationofZakat(compulsoryalmsgiving),
Waqf(Islamicendowment),Sadaqah(Voluntarycharitygiving),andQard(Loangiving)astheinstruments.
Aspovertyremainsasocialdisorderandanaffronttohumanprosperity,Islamhasprovidedaremedyto
itsscourge.Thischapterpresentsadiscussiononpovertyreductioniftheseinstrumentsareeffectively
implementedinMuslimcommunitiesacrosstheglobe.

Chapter 7
CorporateSocialResponsibility:ConventionalandIslamicPerspectives.......................................... 129

Wan Noor Hazlina Wan Jusoh, Universiti Teknologi MARA, Malaysia

Thischapterisaliteraturestudyoncorporatesocialresponsibility(CSR)ofIslamicbankssincethe
concernoverCSRissignificanttoIslamicbanks.AreviewofCSRtheoriesshowsthatCSRisoriginated
orinfluencedbyWesternvalues.Perhaps,thatiswhystudiesonCSRarequitefewinIslamalthough
itsnotionhasbeensuggestedtobeconsistentwithanIslamicviewofsociety.Therefore,thepurposeof
thisstudyistoreviewtheliteratureofCSRofIslamicbanksbyfirstlylookingatthediscussionfroma
conventionalandIslamicperspective.ThischapterreviewssixconventionaltheoriesonCSRwiththe
IslamicnotionofCSRnamely,theEconomicTheory,theAgencyTheory,theSocialContractTheory,
theLegitimacyTheory,StakeholderTheoryandPhilanthropicTheory.Throughliteraturereview,itis
foundthat,inconventionalCSRtherearefewulteriormotivesofdoingiteitherforprofitmaximization
ortocomplywithsociety’sexpectationsortogetlegitimacyfromsocietyorthecombinationofall
motivesexceptforaltruisticCSRwhichisgenuinephilanthropy.Ontheotherhand,themainmotive
ofdoingitinIslamisgenerallybased,amongothers,onTauhid,vicegerency,accountability,Taqwa,
IbadahandDa‘wahprinciples.WhilethereviewdoneonCSRofIslamicbanks,foundthatIslamicbank
isanacknowledgedlegalentityinIslam,whichconsequently,isaccountableforCSR.Therefore,there
isaneedtoproposeanIslamicCSRframeworkthatcanbeusedbytheregulatorsinvolvedtoestablish
aCSRframeworkthatiscomprehensive,applicableandtobepracticednotonlyintheIslamicbanks,
butalsoforotherIslamicfinancialinstitutionsandallIslamicbusinessentities.

Chapter 8
PasarMalamandPasarPaghi:GrassrootsApplicationofIslamicOntologicalMethodology............. 150

Masudul Alam Choudhury, University of Science and Technology, Bangladesh

PasarMalam(Nightbazar)andPasarPaghi(Morningbazar)aregrassrootsmicroenterprisesinMalaysiaand
Indonesia.Theycombinetraditionalapproachwiththescopeofmodernizingtodevelopbeyondrestrained
bounds.Thischapter recognizes thepotential for furtherorganizedwaysofdeveloping thegrassroots
enterprisesthroughparticipatorydevelopmentofenablingsocialchoices.Theseopportunitiesareexplained
toexpandfromgrassrootstoinstitutionallevels,technologicalappropriateness,andcooperativefinancing.
Allaretakenupwithinthesustainabilityoflife-fulfillmentregimesofwellbeinganddynamicbasic-needs
regimeofdevelopment.InIslamicnomenclaturethewellbeingcriterionisreferredtoasmaslaha.Itdenotes
theconceptualandquantitativemeasureofdegreesofcomplementaritiesbetweenthevariablesrepresenting
choicesintheformalevaluativefunction.Thisstudygeneralizestheresultingempiricalmodelofwellbeing
tostrategyandpolicyimplicationsofageneralizedexampleofthegrassroots.





Chapter 9
ZakatDistributionintheContextofShari‘ahCorporateGovernance:EvidenceFromSouth-
WesternNigeria.................................................................................................................................. 161

Adebayo Rafiu Ibrahim, University of Ilorin, Nigeria
Saheed Afolabi Ashafa, Lagos State University Foundation, Nigeria

HistoryofZakatinNigeriaisnotuniformacrossvariousregionsofthecountry.Everbeforetheinvasion
ofthecolonialiststothenorthernpartofthecountry,itscollectionanddisbursementwerelargelyin
thehandsoftheEmirs.Thiswasnotthecaseinthesouth-westernregionwhereZakatwasnotgiven
thedesiredattentionbytheMuslimsanddidnotwinthesupportoftherulersforproperadministration.
Inthepost-colonialNigeria,Zakatadministrationinthenorthernpartofthecountryreceivedaboost
consequentuponthere-introductionofShari’ahlegalsystemtosomestatesintheregion.Whilestate
governmentssupportitscollectionanddisbursementthroughagenciessetupforthepurpose,thisisnot
thecaseinthesouthwesternregionwherenogovernmentisinvolved.Thischaptersoughttoevaluate
Zakatdistributioninsouth-westernstatesofNigeriawithaviewtodetermininghowcompliantwith
Shari’ahtheentireprocessis.

Chapter 10
TheRelevanceofMaqasidalShari’ahtoAnti-MoneyLaunderingandTerrorismFinancing.......... 179

Maruf Adeniyi Nasir, Osun State University, Nigeria

Themodernfinancialsystemhascontinuouslybeentraumatisedbymoneylaunderingandterrorism
financing.Thisispartlybecauseitisaconceptthatrevolvesaroundthecomplexrelationshipbetween
moneyandcrime.Thechallengesposedbythesemenaceshavebecomeaphenomenonthattheworld
hasceaselesslylookedformeanstoaddress.Yetlaunderersandterroristscontinuetoperfectmethodsof
perpetuatingtheirillegalactivities,whilethehavoccreatedbythemenaceofthesecrimesareenormous
andremainsunquantifiableintermoftheactualestimate.Interestingly,MaqasidalShari’ahhascaught
theattentionofseveralMuslimscholarsasausefultoolthatcanresolveseveralcontemporaryissues.
Consequently,examiningtherelevanceofMaqasidalShari’ahwhichisthebasisofIslamicFinanceon
moneylaunderingandterroristfinancing(AML/CFT)isdesirable.Thefocusofthischapter,therefore,
istoexaminetherelevanceofMaqasidalShari’ahinthefightagainstthemenaceofmoneylaundering
andterrorismfinancing

Section 3
Islamic Microfinance, SME, and Entrepreneurship

Chapter 11
Interest-FreeMicro-FinanceWithoutAnyReligiousConnotation:AnInclusiveGlobalModel....... 196

Badr El Din A. Ibrahim, Governor, Central Bank of Sudan, Sudan

Thepurposeofthischapteristwofold:toinvestigatetherelevanceandthesignificanceofinterest-free
formulaeforconventionalmicrofinanceinnon-Muslimcountries,(withnoreligiousconnotation),andto
layoutthefoundationofaglobalinterest-freemicrofinancemodel.Themajorresultisthattheinterest-
freeMusharakahis justasimplifiedlimitedliabilitywithlimiteddurationconventionalpartnership.
Sales-basedMurabahahcanalsobearewardablecomplementtointerest.IslamicIjarahisa leasing
formulaealsopracticedinEuropeandAfrica.Salamisnotfarfromconventionalforwardcontact.Other
finance formulaecanalsobeusedbyconventional lenders to ‘complement’ the interest rate.These





results,contrarytothegeneralbelief,concludedthatinvestmentformulaeofthetwosystemsarenotfar
fromeachother.Moreover,interest-freeformulaearepracticedinAfricawithoutbeingrelatedtoIslam.
Thisindicatethatifwelookattheinterest-freeformulaefromthepointofviewoftheirusefulness,
andnotfromareligiouspointofview,thesewillhaveuniversalapplicationswithoutbeingidentified
asIslamic.Thechapterlaysoutthefoundationofaglobalinterest-freemicrofinancemodelcapableof
servingMuslimsandnon-Muslimsalike.

Chapter 12
IslamicandConventionalMicro-FinancingintheMENARegion:APerformanceAnalysis........... 216

Imene Berguiga, University of Sousse, Tunisia
Yosra Ben Said, University of Sfax, Tunisia
Philippe Adair, University Paris-Est Créteil, France

TheperformanceofMicroFinanceInstitutions(MFIs)isanalysedfortheperiod2004-2015.Sample
consistsof67MFIsintheMiddleEastandNorthAfricaregion.Itincludesasubsampleof18Islamic
MFIs(IMFIs),whereofSolebusinessgrantsexclusivelyIslamicfinancialservicesandWindowprovides
bothIslamicandconventionalservices.Amodelofsimultaneousequationswithinteractingvariables
testssevenhypothesesaddressingfinancialperformance,socialperformance,andthesocialandfinancial
performancerelationship.ConventionalMFIs(CMFIs)experiencehigherfinancialperformancethan
IMFIsandWindowexperienceshigherfinancialperformancethanSolebusiness;IMFIsdonotexperience
highersocialperformancethanCMFIs;whetherconventionalorIslamic,MFIsfaceafinancialvs.social
performancetrade-off.

Chapter 13
HarmonisingMicrofinanceWithIslamicBanking............................................................................. 240

Shahab Aziz, Department of Business Studies, Bahria University, Pakistan
Maizaitulaidawati Md Husin, Azman Hashim International Business School, Universiti 

Teknologi Malaysia, Kuala Lumpur, Malaysia
Muhammad Ashfaq, IUBH University of Applied Sciences, Germany

Whilemicrofinanceinstitutionsplayaroleintheprovisionoffinancialservicestoindividualsandsmall
businessesthatlackaccesstobankingandrelatedservices,thequestionis:Canthisrolebetakenup
solelybythebankinginstitutions?Thischapterdiscussestheperformanceandapplicationofmicrofinance
institutionsandchallengesindevelopingasustainablemicrofinanceenvironment.Thechapterdeliberates
theimportanceofintegratingIslamicmicrofinancewithIslamiccommercialbanks.Itisarguedthatthe
integrationofIslamicmicrocreditintothebankingandcreditschemesofIslamiccommercialbanks
andIslamicmicrofinanceinstitutionsisakeytopromotingfinancialinclusion.Inaddition,thechapter
discusseshowtheIslamicmicrofinancemodelcanbeappliedtowardsimprovingandhumanisingsociety
andsuggestsstrategiestoimprovethesustainabilityofmicrofinanceinstitutions.

Chapter 14
BaitulMaalwat-TamwilServicesforSMEs:EvidenceFromIndonesia........................................... 259

Muhamad Abduh, Universiti Brunei Darussalam, Brunei
Nur Jamaludin, Sekolah Tinggi Ekonomi Syariah Islamic Village, Indonesia

ThischapterinvestigatestherelationshipbetweenservicequalityofBaitulMaalwat-Tamwil(BMT)
andthesatisfactionofsmallandmicro-enterprisesinIndonesiawithperceivedbenefitsasthemediating
variable.Primarydataiscollectedfrom454smallandmicro-enterpriseslocatedinthewesternpartof





JawaIslandofIndonesiaandtheCARTERmodelisadoptedtotestthesatisfactionofsmallandmicro-
enterprisesupontheservicesprovidedbytheirpatronizedBMTasIslamicmicrofinanceinstitutions.
Byusingthestructuralequationmodel,thefindingconfirmsthatperceivedbenefitsfullymediatethe
relationshipbetweenservicequalityofBMTandsmallandmicro-enterprises’satisfaction.

Chapter 15
IntegratingZakatandMicrofinance:AProposedFramework............................................................ 277

Mohammad Bintang Pamuncak, Universiti Malaysia Terengganu, Malaysia & IAI Tazkia, 
Indonesia

Bayu Taufiq Possumah, Universiti Malaysia Terengganu, Malaysia
Zairihan Abdul Halim, Universiti Malaysia Terengganu, Malaysia

ThischapterbridgestheconceptsofmicrofinanceandZakat,andproposesaconceptualframeworkas
apotentialstrategytosolvepoverty.Thisstudyemploysqualitativeapproach.Specifically,itperforms
contentanalysisonrelatedmanuscripts,andconductsastructuredinterviewwithselectedstakeholders
ofZakatinstitutions.ThestudyproposesthatZakatinstitutionmusthaveacleardefinitionaboutwhich
Zakatfundportionshouldbeusedfortheprogram.Authorsproposetheuseofamilfortheprogramand
itmustbegivenbyamilvoluntarilyandtheremustbeclearmechanismonwhichdeservingcategories
(asnaf/mustahik)shouldbeprioritisedtobethepartoftheprogram.Inpractice,amilcanbeconsidered
asinvestors(whereZakatinstitutiondistributesandbecomesIslamicmicrofinanceinstitution)orfinancial
intermediary(wheretheamildistributesandbecomesIslamicmicrofinanceinstitutionappointedbythe
authority).

Chapter 16
CashWaqfforEntrepreneurshipDevelopment.................................................................................. 290

Sherifah Oshioke Musa Deji, International Islamic University, Malaysia
Marhanum Che Mohd Salleh, International Islamic University, Malaysia

ThischapterexploresCashWaqfintermsofawareness,religiosity,attitude,intention,subjectivenorms,
theoryofplannedbehavior,andperceivedentrepreneurshipdevelopmentinNigeria.Thechapterextends
theapplicabilityof these factorsofCashWaqf in investigating theperceptionofmicro, small, and
mediumbusinessentrepreneursinNigeria.Structuredquestionnairewasdesignedtosurvey459Nigerian
entrepreneurs.EFAanalysiswasusedtotestthetheoreticalframeworkandhypothesis.Resultshows
lowcashWaqfawareness,andahighlevelofreligiosityamongthemicroentrepreneursofNigeriaon
CashWaqfforperceivedmicroentrepreneurshipdevelopment.Itisarguedinthisresearchthatthereis
apositiveperceptiontowardCashWaqf,byMuslimandnon-MuslimmicroentrepreneursinNigeria
forentrepreneurshipdevelopment.

Section 4
Crowdfunding and Islamic Finance

Chapter 17
CrowdfundingFrameworkinIslamicFinance.................................................................................... 307

Hasnan Baber, Woosong University, South Korea

Crowdfundinghasbeena topic in limelight for the last fewyears.Crowdfundingplatformsare the
intermediarieswhichconnectthecontributorswithfundraisers.Crowdfundinghasstarteditsjourney
intraditionalfinancehowever;itsattributesandcharacteristicsaremuchalikewithIslamicfinancing.





WhilethesameconceptwillbeappliedtoIslamicfinance,theremustbeaproperframeworkwhichwill
guidetheIslamiccrowdfundingplatformstoraisefundsforShari’ahcomplaintprojectsasperIslamic
laws and regulations. This chapter provides different outlooks of crowdfunding and illustrates how
differentIslamicfinanceinstrumentsandproductscanbeusedinCrowdfunding.Thechapterprovides
frameworkforprocessofcrowdfundingcampaignswhichwillbecomplaintwithShari’ahregulationunder
thesupervisionoftheShari’ahbody.Attheendofchapter,twocrowdfundingplatformsarediscussed
whichdoesnotclaimtobeShari’ahcomplaintbutcanberoadmapforIslamiccrowdfundingplatforms.

Chapter 18
FinancialSustainabilityofSMEsThroughIslamicCrowdfunding.................................................... 321

Maizaitulaidawati Md Husin, Azman Hashim International Business School, Universiti 
Teknologi Malaysia, Kuala Lumpur, Malaysia

Razali Haron, International Islamic University, Malaysia

RecentyearshavewitnessedthegrowthofIslamiccrowdfundingfromitsmereexistencetosuccessfully
distinguishing itself from conventional crowdfunding. The concept of crowdfunding is known as a
practiceoffundingaprojectorventurebyraisingsmallamountsofmoneyfrommanypeople,typically
viatheInternet.Theconceptofcrowdfundinghasgainedpopularityworldwideasanalternativesource
offinancing,especiallyamongsmallbusinesseswhichincludesmallandmediumenterprises(SMEs).
AsSMEscontinuouslyfacelackoffinancingwhichmayhindertheirbusinessgrowth,itisprojectedthat
theemergingcrowdfundingmodelmayhelpsolvethisproblemwhileatthesametimesustainSMEs’
financialsuitability.Inthischapter,theconceptofIslamiccrowdfunding,crowdfundingmodels,the
benefitsandweaknessesofcrowdfundingforSMEs,theapplicabilityofcrowdfundingtowardsdriving
financialsustainabilityinitiativesforSMEsandissuesforfutureresearcharediscussed.

Chapter 19
CashWaqfCrowdfundingModelforSMEs....................................................................................... 338

Rashedul Hasan, INTI International University, Malaysia
Abu Umar Faruq Ahmad, King Abdulaziz University, Saudi Arabia

SmallandMediumEnterprises(SMEs)playavitalroleintheeconomicgrowth.However,theindustry
hasbeenfacingchallengesduetolackofaccesstofinanceamongentrepreneurs.Thischapterexplores
alternativefinancingplatformsforSMEsandproposesspecificsolutionstothecreditriskofSMEs.
Authorsusedastructuredliteraturereviewapproachtoanalyserelevantpublicationtoprovideevidence
ontheapplicationofcashWaqfasaviablesourceofIslamicfinancefortheSMEsector.Thedonation-
based cash Waqf model for SME financing is developed under the lens of stakeholder theory and
Maqasidal-Shari’ah.ThemodelisexpectedtoprovidegreaterinsighttoWaqfinstitutionsontheirrole
tooperationalisetheconceptualmodelinfosteringthegrowthofSMEsandchangetheperceptionof
stakeholdersaboutthedynamicsandpotentialofcashWaqfineconomicdevelopment.

Section 5
Shari’ah Compliance and Governance

Chapter 20
Shari’ahComplianceasaMatterforFinancialPerformance............................................................. 355

Md. Harun Ur Rashid, International Islamic University, Bangladesh
Md Hafij Ullah, Coventry University, UK
Faruk Bhuiyan, Macquarie University, Australia





Islamicbanksmustcomplywith theShari’ah rulings fullyas it is the foundationof Islamicbanks.
However,thelevelofShari’ahcomplianceisnotthesameamongtheIslamicbanks.Similarly,despite
performingwell, thefinancialperformancesof Islamicbanksdiffer fromeachother.Therefore, the
chapterexplorestheassociationbetweenfinancialperformanceandShari’ahcompliance.Thechapter
usedboththeprimaryandsecondarydata.Theprimarydatawascollectedthroughsurveying300bank
executivesfromsixfull-fledgedIslamicbanksoperatedinBangladeshwithastructuredquestionnaire
onShari’ahcompliance,whereasinformationonfinancialperformancewereextractedfromtheannual
reportsofthesamplebanks.Descriptivestatisticsandregressionanalysiswereusedtoanalyzethedata
andconcludethefindings.ThefindingsshowthatShari’ahcompliancehasapositiveandsignificant
impactonthefinancialperformancewithrespecttothetotalliabilitiesandtotalassets.

Chapter 21
ThePracticeofMultipleShari’ahBoardDirectorshipandFiduciaryDuties.................................... 372

Abd Hakim Abd Razak, Ajman University, UAE

ThischapterexaminesthelegalparadigmoftheapplicationofmultipleShari’ahboarddirectorship
practicefromthecommonlawcontextofdirectorialfiduciaryduties.Itemploysthecriticallegalstudies
approachtoanalysetheprinciples,legislations,caselaws,policies,andguidelinesintheUnitedStates,
EuropeanUnion,theUnitedKingdom,IrelandandGermany.Thisstudyscrutinisesthepolarityofviews
concerningthepragmaticMasyaqqah(necessity)surroundingthepracticeindiscussion:theMasyaqqah
thatencouragesandonethatdiscouragestheapplicationofthepracticeandplacestheseagainstthetwo
predominantdirectorialfiduciarydutiesunderthecommonlawsystemnamely,thedutytoactbonafide
andinthebestinterestofthecompany,andthedutytoavoidconflictofinterest.Whilstthepractice
hasproventobenefitIslamicfinancialinstitutions(‘IFIs’),thefindingsalsonoticethesubstantialrisks
it could inflicton the IFIs’businessoperations; somewhichcould seriouslydamage theirShari’ah
complianceassurance.

Chapter 22
TheStatusofShari’ahSupervisoryBoard(SSB)inShari’ahGovernanceStructure........................ 406

Hayathu Mohamed Ahamed Hilmy, South Eastern University of Sri Lanka, Sri Lanka
Rusni Hassan, IIUM Institute of Islamic Banking and Finance, International Islamic 

University Malaysia, Malaysia
Seyed Mohamed Mohamed Mazahir, South Eastern University of Sri Lanka, Sri Lanka

Shari’ahSupervisoryBoard(SSB)isthesalientfeatureofShari’ahgovernanceuponwhichtheentire
operationofIslamicFinancial Institutions(IFIs)dependsforvalidations.Thischapterexamines the
statusofSSBinthecontextofShari’ahgovernanceinSriLankanIFIs.ThepositionofSSBhasbeen
examinedinthreedimensions,namelyappointment,qualificationsofSSBmembers,andtheenforcement
oftheirdecisions.Thequalitativemethodofresearchandthegapanalysishavebeenappliedtofindthe
gapbetweentheguidelinesissuedbyAccountingandAuditingOrganizations(AAOIFI)andIslamic
FinancialServicesBoard(IFSB)andtheactualpracticesofSSB.Somegapswerefoundinthepractice
ofSSBintheabovementionedthreeareasthougheachIFIhassetupSSBinstitutionallyatmicrolevel.
TherecommendationsareputforwardtoenhancetheSSBpracticesinSriLankanIFI,whichisthe
significantcontributionofthischapter.





Chapter 23
IslamicGoodGovernanceforWaqfInstitutions:AProposedFramework........................................ 424

Rusni Hassan, IIUM Institute of Islamic Banking and Finance, International Islamic 
University Malaysia, Malaysia

Fatimah Mohamad Noor, IIUM Institute of Islamic Banking and Finance, International 
Islamic University Malaysia, Malaysia

Thischapterdiscusses theconceptofgoodgovernancein thecontextofWaqf institutionsasapart
oftheirprocessofrevitalization.Thestudyisqualitativeandexploratoryinnature,wherebyalibrary
researchmethodwasusedbyaccumulating, identifying,andreviewingexisting literature.Basedon
thisinformation,furtheranalysiswasperformedforthepurposeofconceptualizingtheIslamicGood
GovernanceFramework forWaqf Institutions.However, thediscussion is limited to the conceptual
discussion of good governance in the context of Waqf institutions. This chapter proposes that the
frameworkofIslamicgoodgovernanceforWaqfinstitutionsshouldbebasedontheprinciplesofTawhid
(oneness of Allah), ‘Adalah (justice), Mas’uliyyah (accountability), Amanah (trust), Shura (mutual
consultation),Taqwa(Allah-consciousness),Hisbah(enjoiningvirtueandavoidingevil),andMaqasid
Shari’ah(objectivesofShari’ah).

Volume II
Section 6

Risk in Islamic Finance

Chapter 24
RiskandIslamicFinance:AMisconceptionCorrected..................................................................... 441

Zubair Hasan, The Global University of Islamic Finance, Malaysia

Thediscussionsonrisk–itsbearing,sharing,ortransfer–haverecentlyassumedprominenceinIslamic
financeliteratureinthewakeofdevastationsthe2007-2008financialcrisesunleashedacrossnations.
IslamicscholarswerequicktoclaimthattherewasnoimpactofthecrisisonIslamicbanksbecausethey
workedonarisk-sharingprinciple.Incontrast,mainstreaminstitutionssufferedbecausetheyworkedon
adifferentplank–thetransferenceofrisktootherparties.ThisChapterarguesthatneitherthecurrent
practiceofIslamicbankingsupportsrisksharingasitssoleprinciplenordoitsfutureprospectsdepend
onit.ThepropositiononlyseekstoputIslamicfinanceonanon-existenttrajectory.Itclarifiesconfusion
regardingthepropositionandsomeofitscorollaries.Contextually,itdealswithmeasurementofrisk,its
relationshipwithreturntocapital,anditsdistributionalequitability.ThefocusoftheChapterisrather
restricted.Itdoesnotdealwithvarioustypesofrisksthebanksfaceintheirfinancingactivitiesorwith
issuesinriskmanagement.

Chapter 25
OperationalRiskManagementofIslamicBanks............................................................................... 455

Mahfod Aldoseri, Griffith University, Australia
Andrew C. Worthington, Griffith University, Australia

ThischapterinvestigatestheoperationalriskmanagementandpracticesofIslamicandconventional
banksinSaudiArabia.AuthorsemployasampleoffourIslamicandeightconventionalbanksanddata
gatheredthroughanovelquestionnaireadministeredtoseniorofficersandmanagerscarryingoutrisk





managementactivityacrossfiveaspectsofoperationalriskmanagement:(i)understandingrisk,(ii)
riskmanagement,(iii)riskassessmentanalysis,(iv)riskidentification,and(v)riskmonitoring.The
resultsdemonstratethatalloftheseplayanimportantroleindeterminingthequalityofoperational
riskmanagement.However,riskassessmentanalysisandriskmonitoringare themost influential in
determiningtheoverallqualityofoperationalriskmanagementinbothconventionalandIslamicbanks.
Overall,conventionalbanksinSaudiArabiaarebetterthanIslamicbanksatoperationalriskmanagement
practices,suggestingtheneedforcarefulplanningandstrategizing,soundrecruitingandtrainingpolicies,
andprudentmonitoringofcapitaladequacybyregulators.

Chapter 26
DocumentationforRiskMitigationinIslamicTradeFinancing........................................................ 471

Shaikh Hamzah Razak, International Centre for Education in Islamic Finance, Malaysia
Imran-Firdauz Abu Bakar, Sinar Harapan Management, Malaysia
Zainal Abidin Mohd Tahir, Export-Import Bank Malaysia, Malaysia

Riskmitigationisoneofthekeyelementsintradefinancing.Theuseofdocumentsrepresentsoneof
themaintechniquesbybanksinmanagingrisksintradefinancing.Thesedocumentsplayanimportant
roleinfinancing,insuring,andguaranteeingthebankingoperations.Islamicfinance,ontheotherhand,
utilizesvariousasset-basedcontracts.IslamicfinancialinstitutionsinMalaysiatendtoreconcile,using
acombinationofthesecontracts,toreplicatetheconventionalbankingtechniques.Thesecanbeatodds
withtheconventionaltradefinancingconceptthat“banksdealwithdocumentsandnotwithgoods”.
Hence,theundertakingsmayraiseconcernsregardingShari’ahsuitability.Thischapterexaminesthe
challengesfacedintheusageofdocumentscoveringallriskincludingShari’ahriskmanagementin
Islamictradefinancing.

Section 7
Islamic Capital Markets

Chapter 27
EfficientMarketHypothesisforIslamicCapitalMarkets................................................................... 489

Hakan Altin, University of Aksaray, Turkey

Thisstudyhastwoimportantfindingsfirstly,thetheoreticalresultsrelatedtotheefficientmarkethypothesis;
andsecondly,theresultsofapplication.Thetheoreticalresultsshowthatifthemarketpriceofanasset
includesalltheinformationthatinfluencesitsprice,thenthatmarketisanefficientmarket.According
totheefficientmarkethypothesis,investorscannotearngainsabovethemarketreturn.Sincestockshare
pricesareunpredictable,itisassumedthatwhentheinformationthatthemarkethadalreadybeenexpecting
isfinallyannounced,thestocksharepriceswillnotchange.Thatisbecausethisannouncementdoesnot
containanyinformationthatcanchangetheprices.Theresultsobtainedfromtheapplicationshowthat
theexistenceofabnormalreturnisvalidforIslamicStockMarkets.Therefore,thefindingsmediateagainst
theefficientmarkethypothesis.However,whenthesizeofabnormalreturnsisobserved,theresultsare
almostequaltomarketreturns.Thisfindingsupportstheefficientmarkethypothesis.Islamicstockmarkets
areintegratedwiththeworldatleastasmuchasthenon-Islamicglobalmarketsare.Islamicstockmarkets
acttogetherwiththenon-Islamicglobalmarkets.TherisksandreturnsthattheIslamicandnon-Islamic
stockmarketsprovidetotheinvestorsareveryclosetoeachother.Inconclusion,theefficientmarket
hypothesismaintainsitsexplanatorypowerforbothIslamicstockmarketsandnon-Islamicglobalstock
markets.Islamicmarketsoffernewinvestmentopportunitiesonaglobalscale.





Chapter 28
DualLegalFrameworkinIslamicCapitalMarkets:IssuesandProblems......................................... 524

Rafikoddin Riyajoddin Kazi, North Maharashtra University, India

Themainfeatureoftraditionalfinancialsystemisthatitconsiderseconomicaspectsofthetransactiononly.
Thissystemsupportstheeconomicdevelopmentandnotthewelfareofhumankind.However,exceptfor
theIslamicfinancialsystem,nootherfinancialsystemstoodinfrontofitasaviablealternativesystem.
MalaysianIslamicfinancialsystemhasmadetremendousprogressincreatingsoundIslamicFinancial
system.However,thehistoricalaspectofthiscountrywhichhaspassedthroughIslamicandtraditional
financial system has its own advantages and disadvantages. Despite having mix and heterogeneous
culture,itsucceedsincreatingIslamicFinancialSystembasedonduallegalsystemtosatisfytheneedsof
multi-culturalfactors.Duetoadoptionofduallegalsystem,severallegalissueshavearisen.Thischapter
shedslightonsomemattersrelatedwiththeadoptionofduallegalsystem.Thechapterisconceptualin
natureandthemethodadoptedistheintensivesurveyofliterature,therebyalltheinformationhasbeen
gatheredfromthesecondarysources.

Chapter 29
CorporateGovernanceandPerformanceofShariah-CompliantCompanies..................................... 547

Mustafa Bin Mohd Hanefah, Universiti Sains Islam Malaysia, Malaysia
Muhammad Iqmal Hisham Kamaruddin, Universiti Sains Islam Malaysia, Malaysia
Rosnia Masruki, Universiti Sains Islam Malaysia, Malaysia
Mohd Marzuki Ismail, Universiti Sains Islam Malaysia, Malaysia

Thischapterexaminestherelationshipbetweencorporategovernancepracticesandfirmperformance.
ThecharacteristicsoftheboardofShari’ah-compliantcompaniesinconsumerproductscounterofBursa
Malaysiawereexaminedagainstthefirm’sperformanceusingdatafrom77companiesfrom2014to
2016.Basedontheresultofmultipleregression;boardsize,Muslimchairman,andMuslimdirector
haveaweakpositivecorrelationwiththeperformanceofthefirms.However,directorswithShari’ah
backgroundseemtohaveanegativecorrelationwiththeperformanceofthefirms.Thefindingsofthe
chapterwouldbeveryusefultotheregulatorstoimprovetheMalaysianCodeofCorporateGovernance
(MCCG).Thefindingsalsohelptofillthegaponscarceliteraturethatstudytherelationshipbetween
thecorporategovernancepracticesinvolvingMuslimcharacteristicsandperformance.

Section 8
Islamic Financial Products: Mudarabah

Chapter 30
Cost-EfficiencyAnalysisofMudarabahCompanies.......................................................................... 568

Hadia Sohail, University of Management and Technology, Pakistan
Noman Arshed, University of Management and Technology, Pakistan

Theeconomicsystemrecognizestheroleofthefinancialsystemasanimportantcoginitsmachinery.
Severaltheoreticalandempiricalstudieshaveevidenceditscontributingroletotheeconomy.Withinthe
overallfinancialsystem,theIslamicfinancialsystemensurestheincreaseinproductivityofcapitalas
wellasinthesynchronizationbetweentheincomesoftherichandthepoor.Mudarabahcompaniesstay
attheforefrontoftheIslamicfinancialsystem.Theirknowledge-intensiveapproachhelpstheallocation
ofresourcesinlong-termventuresand,becauseoftheirparticipation-basedsetup,theycantheoretically





causeatrickle-downeffectviatheirredistributionprocessfromtheborrowertothelender.Practically,
though,thisrequiresthefinancialinstitutessuchasMudarabahtobecost-efficient.Thischapterexplores
specificallyhowefficientMudarabahcompaniesofPakistanare in termsofcostminimization, and
investigateswhetherdifferentdimensionsofintellectualcapitalcanimprovecostefficiency.

Chapter 31
UsingMudarabahforMicro-EnterprisesofRefugees........................................................................ 593

Omar Kachkar, Ibn Haldun University, Istanbul, Turkey

ThischapterexaminestheprospectsandchallengesofusingtheMudharabah(profit-sharingpartnership)
instrumenttoextendmicrofinancingtorefugeesinmicroenterprisesupportprograms.Accordingtothe
literature,manyMuslimrefugeesvoluntarilyexcludethemselvesfrommicrofinanceprogramsduetothe
elementofinterestthatisstrictlyprohibitedinIslam.MudarabahasaShari’ah-compliantmodeoffinance
representsonepotentialinstrumentthatcomplieswiththereligiousteachingsofMuslimrefugeesand
couldassistinthefinancialinclusionofmanyofthem.DespitetheinherentrisksofMudarabahsuchas
moralhazardandadverseselection,somesuccessfulstoriesareremarkablyencouraging.Thischapteris
proposingamodelforamicroenterprisesupportprogrambasedonMudarabah.Thechapterconcludes
thatMudarabahisaviablemodeoffinanceprovidedthatbestpracticesinimplementingMudarabahas
wellasmicrofinanceprogrammesarewelladoptedandobserved.

Section 9
Islamic Financial Products: Takaful

Chapter 32
InnovationinTakaful:TheMusharakataanBusinessModel............................................................. 623

Najmul Hussein Rassool, International Islamic Financial Services Ltd, Mauritius & 
University of Technology, Mauritius

Takaful,analternativetoconventionalinsurance,isbasedonShari’ahprinciples.Itisfoundedonthe
conceptofta’āwun,whichmeans“mutualassistance”.ThepracticeofTakafulistoprovideparticipants
financialsecuritybasedonmutualresponsibilityandassistance.TheprimaryobjectiveofTakafulisnot
tomaximizeprofitsasinconventionalinsurancebutrathertohelpparticipants—inaspiritofsolidarity—
tofacewell-definedrisks.Despiteitssteadygrowth,theTakafulindustryfacesmanychallenges.The
coreissueremains,thestructureandapplicationoftheTakafulbusinessmodel.Thischaptercritically
analyzesthemainbusinessmodelsandproposesaTakafulbusinessmodelthatmatchestheexpectations
ofboththeshareholdersandtheparticipantsinlinewithShari’ahrulesandprinciples.Themodelis
structuredonMusharakahprinciplesatboththeshareholderandparticipantlevelsandhasbeentermed
“TheMusharakataanBusinessModel.”

Chapter 33
AnAnalysisofDeterminantstoChooseFamilyTakaful................................................................... 642

Imran Mehboob Shaikh, University of Malaya, Malaysia
Kamaruzaman Noordin, University of Malaya, Malaysia

Thischapterexaminesthedeterminantsthatinfluencethecustomer’sadoptiontowardstheuseoffamily
Takafulschemebyextendingthediffusionofinnovation(DOI)theoryinthecontextofPakistan.The
publishedworkalliedtoTakafulstudiesandDOIwasreviewed.Totalof282respondentswhoarenon-





usersoffamilyTakafulproductwereusedforthepurposeofprimarydatacollectionthroughconvenience
sampling.Thecustomer’sadoptiontowardsIslamicinsuranceisdeterminednotonlybyperceivedrelative
advantageandperceivedcompatibilitybutalsobyawarenessandreligiousbelief.Perceivedcomplexity,on
thecontrary,turnsnottobeapredictoroffamilyTakafuladoption.Furthergender,ageandeducationlevel
donotmoderatethefamilyTakafuladoptionbythecustomers.Thisresearchlikeothershavelimitations
intermsofsamplingmethodusedandonlycoversonecityofPakistan,namely,Karachi.Furtherstudies
needtobeconductedinothercitiesaswellwithalargepopulation.Diffusionofinnovationtheoryis
notusedinthecontextofPakistanduetoscarcityintheliteratureonempiricalstudies.Therefore,the
authorextendsthediffusiontheoryofinnovationinthecurrentwork.Further,thischapterwillbeauseful
referenceguidefortheacademicians,operatorsofTakafulbusinessandfutureresearchers.

Chapter 34
CorporateSocialPerformanceofTakafulOperators.......................................................................... 663

Amirul Afif Muhamat, Universiti Teknologi MARA, Malaysia

ThischapterdiscussestheTakafuloperators’corporatesocialperformancewhichhasbeengivenlimited
attentioninpreviousstudiesascomparedtofinancialperformance.Inaddition,essentialfeaturesof
Takafuloperators likestructureandmodelsarepresented.Theseaspects influence thewayTakaful
operatorsperformtheirsocialobligationswhichcanbecategorizedintoseveralcomponents:CSR1,
CSR2,andCSR3,whicharecollectivelyreferredtoasCSP.BeingIslamicfinancialinstitutions(IFIs),
theTakafuloperatorsareexpectedtoachievethesocialandfinancialobjectives.

Chapter 35
TakafulinMalaysia:Emergence,Growth,andProspects.................................................................. 681

Monther Eldaia, Universiti Sains Islam Malaysia, Malaysia
Mustafa Bin Mohd Hanefah, Universiti Sains Islam Malaysia, Malaysia
Ainulashikin Binti Marzuki, Universiti Sains Islam Malaysia, Malaysia
Saddam Shatnawi, Universiti Sains Islam Malaysia, Malaysia

TakafulisanIslamicinsurancecontractintroducedtosubstitutetheconventionalinsurancewhichhas
beenprecludedbynearlyallMuslimscholarsasitencompassesthecomponentsofgharar(uncertainty),
maysir(gambling),andriba(usury).ItsfeasibilityisevidencedafternumerousFatwaswereissuedby
FiqhacademiesandUlamainitssupport.Takafulisfoundedonthebasisofcooperationandmutual
aidasitisbroadlyusedinthecommercialsector.TheTakafulbusinessoperationisregulatedbythe
codesofShari’ahandbyotherlaws.ManymodelssuchastheWakalahmodel,Mudharabahmodel,
andtheamalgamationofMudharabahandWakalahmodelshavebeenappliedintheTakafulcorporate
operation.ThischapterexplicatestheexistingimplicationsandfutureprospectsoftheTakafulindustry
inMalaysia.ItoffersareviewonTakafulindustryinMalaysiaandemphasizesissuesandchallenges,
opportunities,andrecommendations.
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Islamic Financial Products: Sukuk

Chapter 36
Sukuk:HistoryandDevelopment....................................................................................................... 704

Essia Ries Ahmed, University of Nizaw, Oman
Aminul Islam, Universiti Malaysia Perlis, Malaysia
Fathyah Hashim, Universiti Sains Malaysia, Malaysia





ThechapterreviewsanddescribesthehistoryanddevelopmentofSukuk.Itstartswiththebasicconcept
ofSukuk, itshistoryand thebasic foundationsofSukuk inShari’ah.Thechapteralsooutlines the
sourcesofShari’ahandtheconceptofIjtihad.BasicprinciplesoftheIslamicfinancialsystem,andthe
conceptofdebtandequityinIslamarealsodiscussed.Finally,thechaptercontinueswithanoutlineof
thedevelopmentoftheSukukmarketandthetypesofSukukstructures.

Chapter 37
EconomicandSocialImpactsofSovereignSukuk............................................................................ 732

Magda Ismail Abdel Mohsin, International Centre for Education in Islamic Finance, 
Malaysia

Ishraga Khattab, Sudan Academy for Banking and Financial Sciences, Sudan
Mhd Osama Alchaar, International Centre for Education in Islamic Finance, Malaysia

Thischapterexplores theeconomicandsocial impactsofsovereignSukuk inSudanand itsunique
challenges.Thefirstofitskind,thisresearchcollectedprimarydatafromdifferentgroupsofinvestors
ofSudanesegovernmentalSukuk.Adoptingaqualitativeapproach(interviewquestionsandopenand
closed-ended surveys), four sets of questions were distributed to four groups (individual investors,
institutional investors,governmentofficials,andacademics).Thesurvey found thatdespiteSukuk’s
influenceinactivatingtheeconomyandfinancialmarkets,andencouragingsavingsawareness,themarket
inSudanisfacingmanychallenges.Accordingly,itisrecommendedthatSukukissuancesshouldappeal
toawideraudienceincludingretailinvestors.Theensuingsystem,whichcouldlikewisebeadopted
byothercountries,wouldgeneratemoreliquidityfordevelopmentprojectsandmayprovehelpfulfor
developedSukukmarkets.Additionally,evolvingcapitalmarketswouldenhancetheeconomicandsocial
impactofgovernmentalSukuk.

Chapter 38
SocialImpactSukukforMigrants:AnInnovativeSolution............................................................... 752

Mohsin Ali, Taylor’s University, Malaysia
Hasanul Banna Oravampurath, International Centre for Education in Islamic Finance, 

Malaysia
Mahomed Ziyaad, International Centre for Education in Islamic Finance, Malaysia

Thischapterexaminestheeconomicimpactofthemigrants’returntoKerala,IndiaduringtheGulfoil
crisis2014-2016.Manymigrantsreturnedtotheirhomelandduringthecrisisbecausetheycouldnot
findworkintheMiddleEast.TheKeralaeconomyconfrontedthisasoneofthebiggestthreatswhich
directlyaffectedtheeconomy.AlmostUSD900millionhadbeenbroughttothehomelandasremittance
fromNon-ResidentialKeralites(NRKs)workinginGulfcountries.Butthereturnofalargenumberof
NRKsdecreasedtheremittancesto10-15%.ThischapterproposesSocialImpactSukuktosupportthe
migrantswhoarebacktotheirhomelandsfromGCCcountries.Dataandinformationarecollectedfrom
primaryandsecondarysources.ThisstudyprovidespolicyimplicationsforKeralastategovernmentto
examinetheimpactofreturningNRKsissueandafeasiblesolutionfortheirimmediaterehabilitation.

Chapter 39
SukukasanInfrastructure-FinancingTool......................................................................................... 770

Ahliddin Malikov, Westminster International University in Tashkent, Uzbekistan





AlthoughmanystudieshavestressedpotentialbenefitsofusingSukukforfundinglarge-scaleinfrastructure
projects, several technical, legal, andpoliticalobstacles that are encounteredbynewsovereignand
corporate issuers, investors,andShari’ahboardsremain largelyunexplored.This researchevaluates
theopportunities,barriers,andpotentialrisksforfutureSukukissuancesthatareproposedforfunding
large-scaleinfrastructureprojectsindevelopingcountries.Apurposivesamplingmethodwasemployed
toconductin-depthinterviewswithseveralIslamicfinanceexpertsinsupportofthequalitativedata
analysis.Usingthemaximalvariationandsnowballapproach,theresearcheridentifiesthekeychallenges
forlarge-scaleSukukissuancesandprovidesusefulinterpretationsthatcancontributetotheexpansion
ofSukukstructuresforawiderinternationalinvestorbase.

Chapter 40
SukukasanAlternativeSourceofPublicDebt.................................................................................. 788

Rukhsana Kalim, Lahore University of Management and Technology, Pakistan

Publicdebtisaprimesourceofgovernmentrevenuetofinancebudgetdeficit.Developingcountries
havebeenrelyingonpublicdebttocatertheneedsoffiscalexpenditure.WiththeemergenceofIslamic
bankingandfinanceacrosstheglobe,MuslimgovernmentshaveintroducedSukuk(IslamicBonds)
togeneratefundsbythegovernmentstomeettheirexpenditure.Thepresentstudyaimstodiscussthe
possibilitiesofintroducingSukukasanalternativewayoffinancingpublicexpenditureinPakistanby
replacingotherconventionalmodesoffinancinginthefuture.Thestudywilldiscusstheviableoptions
availabletotheGovernmentofPakistantoofferSukukinsteadofbondsasameansofraisingfunds
fromabroad.

Section 11
Contemporary Issues in Islamic Finance

Chapter 41
DisputeResolutionintheIslamicFinanceIndustry........................................................................... 804

Camille Paldi, Ethical Finance Forum, USA

AuniqueandindependentlegalframeworkisimportanttoeffectivelyadjudicateIslamicfinancedisputes,
Sukukbankruptcies,andTakafuldisputes.Currently,thesedisputesarebeingadjudicatedincommon
lawcourtsorineffectivearbitrationcentreswhereoftentheIslamicfinancetransactionisinadvertently
convertedintoaconventionaltransactionduetothecommonlawnatureofthedisputeadjudication.In
thischapter,aframeworkisproposedforIslamicfinancedisputeresolutionintheformoftheDubaiWorld
IslamicFinanceArbitrationCentre(DWIFAC),DWIFACJurisprudenceOffice,theSukukBankruptcy
Tribunal(SBT)andtheTakafulTribunal(TT).

Chapter 42
Shari’ah-BasedFinancialIntermediation........................................................................................... 834

Abdulazeem Abozaid, Qatar Foundation, Qatar

Financialintermediationisthecoreofthebankingbusiness,asitsroleistomediatebetweentheowners
of surplus fundsand those inneedoffinance, sharing thegeneratedprofitwith the funds’owners.
However,financialintermediationdoesinvolvesomeeconomicrisksintermsofconcentrationofdebt
infinancialinstitutionsandthepossibilityoftheinabilityoffinancedclientstorepaytheirdebts.When
thishappens,financialcrisesareinevitable,asitoccurredin2008.Islamicfinancedoesnotdifferinthis





regardfromitstraditionalcounterparts,becausetheconcentrationofdebtsalsoholdsontheconceptof
Islamicinstitutionalfinance,andthepossibilityofcollectivedefaultispossibleaswell.Thestudytreats
theissueoffinancialintermediationanditsrisksfromMaqasidiaspectusinghomefinanceasapointof
comparisonbetweenconventionalhomefinancewithIslamichomefinanceintermsoftheireconomic
effects.Thestudyeventuallyproposesamodelforhomefinancingthatisfreeofthesecautions.

Chapter 43
FinancialReportingofIslamicFinancialInstitutions:ComparativeAnalysisofAAOIFIand
IFRS.................................................................................................................................................... 854

Mezbah Uddin Ahmed, International Shari’ah Research Academy for Islamic Finance 
(ISRA), Malaysia

Thischapterelucidatestheargumentsforandagainstdifferentialapproachpertainingtofinancialreporting
amongstIslamicFinancialInstitutions(IFIs).Thechapterhasidentifiedadditionalobjectiveswhichthe
AccountingandAuditingOrganizationforIslamicFinancialInstitutions(AAOIFI)aimstoachievein
comparisontoInternationalFinancialReportingStandards(IFRS).Thechapterhasalsoidentifiedthe
globaladoptionstatusforbothAAOIFIFinancialAccountingStandards(FAS)andIFRSStandards,
aswellasthedifficultiesfacedinadoptingAAOIFI’sFAS.Thischapteroffersillustrativeexamples
ofAAOIFI’sFASandIFRSapplicationstohelpinprovidingamuchbetterunderstandingintermsof
similaritiesanddifferencesintheapplicationofthesetwosetsofstandards.

Chapter 44
ArtificialIntelligenceandBlockchain-DrivenIslamicCapitalMarkets............................................. 874

Hazik Mohamed, Stellar Consulting Group, Singapore
Norhanim Mat Sari, Putra Business School, Malaysia

Newinnovativedigitalandadvancedtechnologiesaretransformingthewayweaccessanduseexisting
financialproductsandservices.Fintechisbecomingdisruptivemoreandmorebylatestandadvanced
technologiessuchasblockchain,cloudcomputing,bigdataanalysis,InternetofThings,robo-advisors,
and artificial intelligence. This chapter discusses the crucial innovation, structural and institutional
developmentforfinancialtechnologiesinIslamicFinance.Theblockchainproposesanewoperational
design, where all actors within the capital market can work from common ledgers, with collective
datasetsinalmostreal-time,andsupportingoperationswhicharemorestreamlined.Thesystemwill
also incorporate fraud-detection and compliance enhancements, where applicable. This conceptual
chapteralsoassessesthekeyfeaturesoftheAIandblockchainarchitectureandprotocoldevelopments.
ItidentifiesareaswhereAIandblockchaincanbringsubstantialtransformationalchange,whileatthe
sametime,identifiessomeofthemajorbarrierstoadoptionwithinthecapitalmarkets.
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