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 “This edition 
marks a 
milestone as 
the largest to 
date, with 9 
articles covering 
pertinent 
industry and 
academic-related 
issues.”
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1 As per Global Sustainable Investment Review (GSIR) 2016, at the start of 2016, total of $22.89 trillion of assets were professionally managed based on SR principles. 
On the other hand, as at end Q1 2017, total Islamic funds under management reached $70.9 billion (Islamic funds: Gearing Up, MIFC – 2017).
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“The findings 
indicate no 
association 
between 
ethical identity 
disclosures 
and Islamic 
banks’ financial 
performance”
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“US dominated 
the bond 
market 
with the 
outstanding 
US bond 
debt at 
approximately 
$35.2 trillion”

1 https://en.wikipedia.org/wiki/Bond market
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By:

Mirzet ŠeHo 
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“Islamic 
banks rely 
heavily on 
debt-based 
contracts” 
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The Practice of
Musharakah Mutanaqisah at

Malaysian Islamic Banks:
An Empirical Review

By:

Prof Dr Zulkarnain 
Muhamad Sori

Prof Dr Shamsher 
Mohamad

Alam Asadov
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“The MM 
contract uses 
concepts of 
Musharakah 
(partnership), 
al-Bay (sale) 
and Ijarah 
(lease)” 
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1 With effect from 01st January 2018, MFRS 9 will supersede MFRS 139. Reporting of equity instruments would be affected due to failure to comply 
with the ‘Solely Payment of Principles and Interest’ test as required by the standard. As a result, the regulators are looking for the best solution 
for this dilemma. Based on our other research, we recommend that the reporting of equity based instruments should be done through ‘Fair Value 
Through Profit and Loss’ by having a separate item labeled as Investment in Musyarakah.
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2 Due to the Shariah compliance requirement of Islamic banking business, the term ‘Financing, Advances and Other Financing’ is used as a 
variation of the original classification of ‘Loan and Advances’ as stipulated in MFRS 139.
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“MM financing is 
a contract 
of partnership 
to jointly 
own an asset 
between a 
customer 
and an IB.” 
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Assist Prof Dr 
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By:

 Dr Zaheer Anwar
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1 Responsible Investing Hurt Investment Retunns? Available at: http://funds.rbcgam.com/_assets-custom/pdf/RBC-GAM-does-SRI-hurt-
investment-returns.pdf.
2 IFSB (2015) Islamic Financial Services Industry Stability Report 2015: IslamicFinancial Services Board. Available at: http://www.ifsb.org/docs/
IFSB%20Islamic%20Financial%20Services%20Industry%20Stability%20Report%202015_final.pdf.
3 USSIF (2016) Report on US Sustainable, Responsible and Impact Investing Trends, Washington: US SIF Foundation. Avaailable at: http://www.
ussif.org/content.asp?contentid=40.
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The Islamic
Social Finance
& Investment

Imperative
By:

Assist Prof Dr 
Ziyaad Mahomed
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The rapid growth of global Islamic wealth and asset 
management has contributed to the establishment 
of a niche market based on the Islamic finance 

paradigm of interest-free, transparent, profit and loss 
sharing and mutually beneficial contracts. However, 
Islamic wealth and finance has been criticized for 
converging into conventional practices rather than its 
core principles of socio-economic empowerment and 
justice. The capitalist attributes of profit maximization 
without the ethical and moral boundaries has pervaded 
this industry that was supposed to espouse the ethical 
and socio-economic tenets as its value propositions for its 
future growth and survival. There is an emerging trend of 
Islamic social finance and investments imperative in the 
industry to meet the growing global demand for ethical 
investments.

We are in a new era in Islamic finance, driven by a global 
appetite for socially responsible and ethical investment 
created by the hype from the UNPRI 61 and the more recent 
UNSDG 172. Reports by the World Economic Forum in 
2011 and ‘SRIs & the case for Islamic Investment Funds’3 

in 2015, indicate that a paradigm shift in investment 
mindset is observable through divestments from fossil 
fuels to the funding of ethical, sustainable and good 
governance corporations. Between 2012 and 2014 alone, 
responsible investment grew by 76% in the United States, 
to approximately USD6.57 trillion or +-20% of all assets 
under management. Doing ‘good for the society’ seems 
to be the new investment mantra, where community 
investment is also on the increase (54% growth observed 
between 2010 and 2014 in the US). Rising income 
inequality and mass migrations due to natural disasters, 
war and political crises have increased substantially over 
the last decade and the need to do good for the society. 
Therefore there is a need for sustainable measures (i.e. 
investing responsibly in real economic activities that 
are sustainable and socially responsible) to provide a 
more balanced socio-economic balance to mitigate this 
growing socio-economic crisis.

Arguably, the two most significant trends of increasing 
application of advanced technology and the interest in 
sustainable investments have significantly contributed to 
the global growth of Islamic social finance and investments. 
Regulations that defines the parameters of application are 
now in place to enable the success of these initiatives by 
capable participants. Their impact on the Islamic finance 
sector has been primarily positive as the social impact and 
real economy-linked transactions provide clear evidence 
of socio-economic empowerment and justice.

Islamic Wealth Management going ‘Green’
The global move towards SRI (socially responsible 
investment) and ESG (ethical, social and governance) 
investment has supported the triple bottom line 
measurement for responsible companies. 

The Islamic finance philosophy of a sharing economy 
envisages a financial system that supports a real economy 
rather than creating an unsustainable, superficial wealth 
cloud from a financial system that is created in and of 
itself. In this quest for socio-economic balance and reduced 
income inequality, the most recent trend is marked by the 
rise of sustainable banking that places people and planet 
before profits. As humanity is becoming more aware of the 
impact of its use of resources and short-term wealth goals, 
ethical finance and investment is increasing exponentially 
(more than 30% of global assets are in SRI at the beginning 
of 2017). Islamic finance and banking is based on an ethical 
premise and therefore expected to significantly support the 
emergence of value-based banking and intermediation over 
the next 5 to 10 years. 

Earlier efforts in ethical investment raised the ire of return-
seeking investors as ‘ethical’ was synonymous with welfare 
handouts, translating into the sacrificing of returns for 
the benefit of ‘doing good’. In fact, research indicates that 
performance of ethical investment post-2007 has been 
either on par or better than traditional investment. A 
Sharpe-adjusted return comparison attests to this:

Sharpe Ratios Overall Islamic/Ethical Market

1 The Six United Nations Principles for Responsible Investing
2 The Seventeen United Nations Sustainable Development Goals
3 Published by the Centre for Islamic Asset and Wealth Management at INCEIF
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It seems that investing responsibly is actually profitable, 
even in the short-term. The spin-off over the longer term 
is significantly profitable as the economy grows and more 
participants populate various strata of the financial power 
index, ultimately generating more wealth and prosperity 
for all.

Value-Based Intermediation
Markets are beginning to respond to calls for financial 
services that are responsible and provide positive socio-
economic impact. For example, the environmental 
organization Greenpeace, documents their youtube 
campaign exposing Banco Santander’s loans of GBP400 
million to a logging company expanding its operations in 
Indonesia. After 3 million views in just 2 days and subsequent 
public protest, the bank announced within 48 hours that it 
would no longer lend to the company and that future lending 
would be based on new sustainability objectives. 

Malaysia’s value-based intermediation strategy, driven by 
Bank Negara Malaysia (regarded as a global exemplar in 
the dual-banking system) is expected to move the Islamic 

finance industry into the next phase of sustainable, long-
term economic development. The industry is expected to 
intensify its distinction and personify its existence through 
value-based intermediation or VBI. Built upon the pillars 
of entrepreneurship, community empowerment and self-
governance, VBI promotes innovation, efficiency and 
transparency in a substantive ecosystem. Since Islamic 
finance already echoes these principles, it is a natural 
vehicle for the sustainable and socially responsible 
finance paradigm. 

Islamic Social Finance 
The more traditional methods of Islamic social finance 
have a long history of contributing to the development of 
Islamic nations. Zakat (alms-giving), waqf (endowment) 
and sadaqah (voluntary charity) have been used to provide 
for the basic means of livelihood for the poor and destitute 
albeit in a mostly informal structure. However, it is 
envisaged that the future application of these instruments 
will be exceedingly sophisticated, addressing the existing 
challenges in calculation, poor collection mechanisms 
and inefficient distribution channels. The skepticism that 
zakat payers and waqf donors justifiably emphasize can 
be dealt with using advances in technology such as the 
blockchain approach. It is now not difficult to imagine that 
zakat payment for example, can be calculated and made 
using smart apps that would present options to payers 
based on their personal preferences. For example, a zakat 
payer that would like to see his/her funds being utilized for 
specific projects, emergency relief or water and sanitation 
may be presented with several initiatives from various 
reputable NGOs, together with an independently assessed 
benefit or efficiency rating. Then using token technology, 
payees would be linked via unique id’s to the system, with 
potential to verify that ownership has been transferred 
(a requirement in zakat) and that the funds have been 
disbursed correctly. This has the potential of reducing 
bottle-necks in zakat distribution and ensures that the 
deserving recipients benefit from these contributions. It 
also encourages NGOs to enhance the efficiency and the 
socio-economic impact of their projects.

International organizations such as the IFRC (International 
Federation of Red Cross and Red Crescent Societies) 
and UNDP (United Nations Development Program) are 
actively considering Islamic finance solutions to mitigate 
the funding gap for social development and emergency 
relief. With regards to research and thought leadership in 
Islamic finance, the International Centre for Education in 
Islamic Finance based in Malaysia (INCEIF), has actively 
embarked on initiatives to encourage policy change to 
directly impact the social well-being of the society by 
utilizing Islamic finance percepts. 

Islamic wealth management is at an opportune time 
to actively pursue sustainable investments and social 
finance in consonance with the global resurgence towards 
a more equitable socio-economic existence, the core 
principle of Islamic social finance. We hope that Islamic 
social finance will significantly contribute towards a 
more holistic approach in mitigating the global income 
inequality gap and gradually migrate into a paradigm of 
human excellence rather than just human survival. 

CIAWM 201731



CIAWM 207832



By:

Prof Dr Shamsher 
Mohamad

Assist Prof Dr 
Ziyaad Mahomed

CIAWM 201733



1 This list is not exhaustive, however: Bangladesh, Nepal, Kyrgyzstan, Ecuador, Bolivia and Algeria have prohibited the use of Bitcoin.
2 This is referred to as ‘Proof of work’.
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3 It is generally accepted that prohibited items such as alcohol and pork do not hold value 
4 Mejelle, Art 126
5 http://www.themajlis.info/21923/bitcoin-not-currency 
6 http://lightuponlight.com/blog/fatwa-on-bitcoin-by-monzer-kahf/
7 http://www.ensonhaber.com/din-isleri-bitcoin-caiz-degildir-dedi.html

CIAWM 201735



Taha Karaan (Mufti) (South Africa)
Darul Iftaa, DUZ (South Africa)
Monzer Kahf (Professor)
Siraj Desai (Mufti) (South Africa)

Darul Ihsan (South Africa)

A S Abu Ghuddah (Shaikh) (Syria)

Diyanet (Turkey)

Majlis al Ulama (South Africa)
Wifaqul Ulama (UK)
(8 Scholars of the United Kingdom)
Haitham al Haddad (Shaikh)(UK)
Darul Iftaa, Deoband (India)
Shawki Allam (Mufti) (Egypt)
Magdy Ashour (Egypt)
Assim al Hakeem (Saudi Arabia)

Permissible (Mubah)

Abstain until further 
clarification acquired 
(Mamnoo’)

Abstain/impermissible 
(Mamnoo’) but not 
outright prohibition 

Un-Islamic at this time 
(Mamnoo’)

Prohibited
(Haram/Tahreem)

Based on istilah (social concurrence) and ta’amul 
(common usage) that it is maal, allowing owning, 
trading, etc. However, not necessarily currency.

May be linked to a pyramid scheme;
Even if determined as currency, should not be a means 
of one’s livelihood as jurists allow trade of currency as 
necessity only.

Excessive uncertainty (gharar);
Security risk (khatar);
It is unlike currency which is regulated, legal tender.

Excessive gharar;
Can easily be used in illegal activity. 

Not currency since it is not legal tender;
Current decentralized validation (mining) based on 
gambling (Wifaqul);
Highly unstable, making it too risky; 
Trading digital currency is like trading trades (Deoband);
Funds terrorists (Ashour).

Summary of Shariah verdicts by end January 2018

8 http://english.ahram.org.eg/NewsContent/3/12/286399/Business/Economy/Bitcoin-trading-is-unlawful-pursuant-to-Islamic-Sh.aspx
9 https://www.alaraby.co.uk/english/news/2018/1/4/egypts-grand-mufti-issues-fatwa-against-bitcoin
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PhD in Islamic Finance (by coursework and dissertation)
A graduate of Damascus University with a Bachelor’s in Economics, 
Mazhar completed two diplomas in Islamic Funding and English language 
both in 2008. He then completed the Charted Islamic Finance Professional 
program and a Master’s degree in Islamic finance from INCEIF. The 
title of his research is Financial Performance & Macro Effect of Takaful 
Companies vis-à-vis Economic Growth. 

He is currently working as Senior Lecturer at Universiti Kuala Lumpur 
(UniKL Business School). 

Mazhar Hallak Kantakji 2015 Scholar
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PhD in Islamic Finance (by coursework and dissertation)
Obtained his Bachelor in Economics from Damascus University in Syria, 
he pursued 2 Masters’ degrees both in Financial Markets from The Arab 
Academy for Banking and Financial Sciences in Jordan and Islamic Finance 
at INCEIF. His research topic is Determinants of Sukuk Credit Rating and 
Stock Market Reaction during the Shariah Governance Reform Period.

Mahmoud AlHomsi 2013 Scholar

PhD in Islamic Finance (by coursework and dissertation)
Obtained his Bachelor Degrees in Economics and Islamic Revealed 
Knowledge and Heritage from International Islamic University of Malaysia 
(IIUM) and he pursued his Master of Science in Finance in the same 
university. He is currently pursuing his PhD at INCEIF with the research titled 
The Effects of Financing / Loan Portfolio Diversification on Performance: 
Evidence from Islamic Banks 

Mirzet Šeho 2017 Scholar
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ROUNDTABLE DISCUSSION
MALAYSIA AS A GLOBAL HUB FOR FUND ADMINISTRATION
(Industry Key Players)1
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FOUNDATION OF ISLAMIC FINANCE
CONFERENCE (FIFC) 20172

Accounting Issues in Islamic Finance Industry 25th – 26th September 2017
Lancaster University,United Kingdom.
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FIRST ROUNDTABLE DISCUSSION
WITH SECURITIES COMMISSION
MALAYSIA A GLOBAL HUB FOR FUND ADMINISTRATION
(Regulators)3

13th November 2017 25th – 26 Securities Commission, Kuala Lumpur th September 2017

SECOND ROUNDTABLE DISCUSSION WITH 
SECURITIES COMMISSION AND MALAYSIA 
INTERNATIONAL ISLAMIC FINANCIAL CENTRE (MIFC)
MALAYSIA A GLOBAL HUB FOR FUND ADMINISTRATION
(Regulators)4

14th December 2017 Sasana Kijang, Bank Negara Malaysia, Kuala Lumpur 

CIAWM 201741



MALAYSIA:
The Potential Hub for Global Islamic Fund
Administration Conference
Proposed date and venue:
28 March 2018 I Sasana Kijang, Bank Negara, Kuala Lumpur

1
WORKSHOP ON FINTECH:
ITS IMPACT ON THE ISLAMIC FINANCE INDUSTRY
Proposed date and venue:
August / September 2018

2
FOUNDATION OF ISLAMIC
FINANCE CONFERENCE 2018
A collaboration between Sunway 
University and INCEIF
Proposed date and venue:
October 2018

3

FORTHCOMING EVENTS IN 

2018
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