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EDITOR’S NOTE

Assalamualaikum wbt,

INCEIF has always aspired to be the reference point and knowledge leader in
Islamic finance regionally and globally. Despite the periodical lockdown, INCEIF
continues to improve the quality of our academic programmes, coupled with active
and aggressive research efforts by our faculty members.
We are honoured to have Prof Dr Shamsher Mohamed and Prof. Dr Zulkarnain Mohd
Sori to share their thoughts on the impact on emerging and developing economies ,
post covid-19 Pandemic in ‘In Person’ column. We also have our dedicated Emeritus
Prof Dato Dr Ariff discussed on how to take the Islamic Banking to the next level
under “From Faculty’s Table Column”. Beside Prof Ariff, we have Dr Ziyaad Mahomed,
writing on the overview of Zakat in the Central Asia. Lastly , we are honoured to have
our postdoctoral fellow, Dr Shinaj Valangattil wrote on a conceptual framework for
MSME sector in his article titled “Covid 19 and MSME Resilience: Time to Tighten
the Nexus between for-Profit and non-profit oriented organisation”
Last but not least my gratitude for all the players who have played key roles in
making this issue of IF HUB a reality, both directly and indirectly. We would also like
to thank the readers for the feedback provided.

Assoc. Prof. Dr. Baharom Abdul Hamid
baharom@inceif.org

ON EMERGING AND DEVELOPMENT ECONOMIES
INTRODUCTION
Humans are social creatures that live based on
interaction with one another, including economic
activities and pandemics that brings unpredictable
negative social and economic impact. The Covid-19
Pandemic has now reshaped globalization and
transformed the industrial society into an Information
and digital society. This third-wave (Toffler, 1984)
is mark by the widespread use of internet-based
information technology, digital service industries
with artificial intelligence as the driving of economic
and social development.
Meanwhile, Covid-19 has also shown a big gap
between large companies with substantial market
capitalizations such as Microsoft, Apple, Alvabhet

By Prof. Dr. Shamsher Mohamed &
Prof. Dr. Zulkarnain Muhamad Sori
(INCEIF)
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THE IMPACT
THE COVID-19 PANDEMIC
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and Face book in the developed economies
that survive the Pandemic. Similarly, in
Emerging and Developing countries,
their small-medium enterprises that forms
the back-bone of their economy are also
surviving this pandemic better than other
businesses.
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This paper analyzes the effect of this longlasting pandemic on the developing and
emerging economies. Covid-19 pandemic
was detected in 2019 in Wuhan in China
and then spread to Hong Kong and then
other countries, as it has considerably
broader reach in terms of numbers of both
countries and people affected than other
virus-related disasters. This broader reach
is explained by the increased integration
of the global social and economic supply
chain linkages so entrenched in the
globalized ecosystem since 1980s (Hassan
et al. 2020).
There have been several large-scale virusrelated disease outbreaks since 2000, such
as including Severe Acute Respiratory
Syndrome
(SARS)
(2002-03), Swine
Flu (2009-10), Middle East Respiratory
Syndrome (MERS) (2012-13), Ebola
(2014-15), and Zika (2016), but Covid-19
have beaten them all by affecting the
economy and financial systems of almost
211 countries, with more than 100 million
diagnosed and 2.0 million deaths at the

point of writing this article (December 2020).
The previous virus-related pandemics had
a relatively high mortality but low infection
rates compared to Covid-19 that is highly
contagious but relatively less fatal but
generating greater economic losses due
to its prolonged persistence (Verikios et al.,
2011).
COVID-19 has had major economic
consequences for the affected countries.
The direct impacts on income due to
premature deaths, workplace absenteeism,
and reduction in productivity has created
a negative supply shock, with a significant
decline in manufacturing productivity due
to global supply chain disruptions and
closures of factories. For example, China
the second largest economy on the globe
experienced a 54 % decline in its production
index since February 2019. In addition
to the impact on productive economic
activities, the pandemic has transformed
the consumers spending behaviour
mainly due to decreased income and
household finances, as well as increase in
the propensity to save in fear of uncertainty
on the longevity of the epidemic. Service
industries such as tourism, hospitality, and
transportation have suffered significant
losses due to reduction in travel and low
demand for their goods and services,
causing an estimated loss of to $314 billion

Figure 1: Major Economic Impact due to
Pandemic Covid-19

Income decline
Changes in consumer
behavior
Widen the gap between
large companies

Sources: Owner’s Illustration

and more to come until travel restrictions
are lifted.
Global financial markets have not been
spared by the effects of COVID-19 spread.
As the numbers of cases started to increase
globally, mainly through the US, Italy, Spain,
Germany, France, Iran, and South Korea, the
world financial and oil markets significantly
declined. Since the start of the year, leading
U.S. and European stock market indices (the
S&P 500, FTSE 100, CAC 40, and DAX) have
lost a quarter of their value, with oil prices
declining by more than 65% as of April 24,
2020.

IMPACT ON EMERGING MARKET
AND DEVELOPING COUNTRIES

In most of these labour-intensive
economies, the necessitated measure of
social distancing has caused economic
disruption through closure of factories
and increase in unemployment. Since the
pandemic is global, the export-oriented
economies suffer greatly as importing
countries reduce their imports due to

IFHUB 2020 - Issue 2

This economic impact of this pandemic
is more severely felt mainly in more than
115 emerging and developing economies.
These economies are more vulnerable
and suffer high fatality rates from disease
outbreaks because of pre-existing low-

quality health care systems and poor access
to water and sanitation services, relatively
high rate of existing medical conditions
among the populace, and limited
resources to effectively manage any form
of pandemic. In emerging and developing
economies, weak social safety nets in these
economies magnify the economic impacts
of pandemics for lower-income households,
as low-income workers typically have
limited savings to buffer income shocks,
and work in environments where the risk
of infection is high. It is expected that there
will an increase in extreme poverty globally
by at least 15 percent or roughly 84 million
people, mainly from emerging economies
(World Bank Report, June 2020).

5

decrease in demand for goods and services.
This decline in demand for goods and
services further aggravates the decline in
economic activities and consequently affect
the financial system due to the reduction in
demand for investment capital. Stimulus
package by government coupled with
emergency assistance for both individuals,
business, and government development
expenditure will to a certain extent slowdown the economic decline but will not
be able to sustain the decline for long as
no economy has unlimited resources to
sustain these emergency
measures.

policies so far are to address the short-term
consequences, as the global recession is
expected to be deeper and longer than
expected. For example, the Malaysian
government has provided short-term
financial assistance packages to businesses
to help them through this challenging time.

The closure of factories and production of
goods and services, have impoverished
these countries and jeopardize their growth
and gains from the recent decades and
has significantly impacted on widening the
income inequality gap and
deepening the disparities
The standard
of wealth between the
rich and the poor in both
operating
emerging and developing
procedure (SOPs) economies.
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The standard operating
procedure
(SOPs)
for
mitigating
this
crisis
requires social distancing,
for mitigating
For example, IMF Blog
wearing
masks,
and
this crisis requires (29 October 2020)
frequent sanitizing the
social distancing, documented that the
hands have adversely
average Gini coefficient
affected the economic
wearing masks,
for emerging Market and
sectors that require close
developing economies is
and frequent
socialization such as the
expected to rise to 42.7,
hospitality, tourism, hotel,
sanitizing the
which is comparable to the
public transportation, food
hands have
level in 2008, during the
services, financial sector
adversely affected global financial crisis.
and related businesses (Joo
et al., 2019; Siu and Wong,
With the global economy
the economic
2004). This has resulted
under
lockdown,
sectors
in lay-off or workforce
governments are pursuing
and necessitated these
emergency fiscal measures
economies to provide whatever affordable
to mitigate the short-term effects of drastic
financial support from the scarce resources
interruptions to the normal income,
available and further stretched their debt
credit, and spending patterns among
burdens (Kose et al., 2020). This has
businesses and households. Though these
aggravated the predicament of these
measures are politically expedient, the real
economies by not only eroding the living
effectiveness of these measures depends
standards of the poorer section of the
very much on the extent of pre-existing
population and set back decades of
vulnerabilities such as the levels of leverage,
economic development but also resulted
the dependence on large external financing
in lower foreign direct investment; increase
needs, and the level of existing political,
unemployment, retreat from global trade,
social, economic and financial structural
supply and financial linkages. With no
issues (Huidrom et al. 2019).
immediate solution in sight, and the only

There is a significant slump in consumer
spending globally due to loss of income
due to unemployment and the uncertainty
of the length of the pandemic. On average,
it is forecasted that gross public-debtto GDP ratio for developed nations is
expected to rise from 105 percent in 2019
to 132 percent in 2021, due to substantial
prolonged deficit spending due to urgent
fiscal measures supporting households
and firms to buffer the economic adversity.
It is forecasted to reduce global output by
more than 12 trillion dollars and 40 million
fatalities before a safe and effective vaccine
is developed and exported globally by end
of 2021 (Foreign Affairs, October 2020).

ECONOMICS EFFECT
The pandemic has shown the risk of
overdependent on global supply chains
that a break-down due to the pandemic
has caused unimaginable economic
disruptions globally. For example, when
China being the second largest exporter of
auto parts and consumer electronics was
hit the pandemic and had to close factories
to control the contagion, this caused
automobile sector in the US, Japan, South

Figure 2: The Economic Impact of the Pandemic Covid-19 towards
Developing and Emerging Countries

Global Supply Chains

The Pandemic has caused unimaginable
economic disruptions due to overdependent
global supply

High Unemployment, Economic
& Social Distress

The significant adverse effects on financial market have
led to economic and social distress

Robotization in Manufacturing
Robotization facilitates the inward movement
momentum of manufacturing

Sources: Owner’s Illustration
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This paper briefly overviews the vulnerability
and predicament of the emerging and
developing economies due to the Covid-19
pandemic. The paper is divided into 6
sections. Section 1 provides an overview
of the pandemic, Section 2 provides brief
on the possible economic effects, and
Section 3 explains some strategies to

mitigate the pandemic in both developed
and developing economies, and Section
4 postulates the possible scenarios of
changes happening in the post-crisis
period in these economies and Section 5
explains the geopolitics of developing and
manufacturing effective and safe vaccine
on the global scale and the possible ways to
make it happen. Finally, Section 6 concludes
with a brief summary and possible lessons
learned from this global pandemic.
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Korea and many Asian countries to close
their production outlets until the Chinese
supply of parts resumed few months later.
Though the economic impact of the
pandemic has been global, the developing
and emerging economies have to bear
a greater brunt developed economies.
Most of the emerging and developing
economies that relied heavily on oil revenue,
global trade, tourism, or remittances from
abroad, and commodity exports are badly
affected. For these economies, despite
the burden of constrained resources, high
political uncertainties and underdeveloped
financial, social and economic infrastructure
to deal with such glossal challenge, the
immediate politically expedient measure by
most governments was to provide health,
financial and social safety nets from their

weak fiscal positions, further dampening
their long-term growth prospects and living
standards. The significant adverse effect on
their financial markets have weakened the
market confidence, reinforced the loop
of fear, fire sales, capital shortfalls, margin
calls and credit contractions and mass exit
of investment capital (Ma, Rogers, and
Zhou, 2020).
This closure of factories has caused
high unemployment and economic and
social distress in the effected economies.
The natural reaction to these changed
conditions for business and trade, firms all
over the globe are now innovating ways to
diversify their supply chain and trying to
locate production facilities nearer to home,
to allow them to better manage pandemic
related adversities on their economies.

This inward movement of
manufacturing facilities
to mitigate the risks of
supply chain disruption
will not only take time
but need a coordinated
government support

STRATEGIES TO MITIGATE THE
IMPACT OF COVID 19
With the current shut down on economic
activities initiated by the physical mitigation
measures, policymakers have implemented
relief programs of an unprecedented
scale that focus on support for health care
systems, expanded social benefit programs,
and measures to help firms and households.
Developing countries like Malaysia provide

Figure 3: Possible Measures to Cope with the Pandemic

Financial Support from
Goverment (Moratoriun)

Improving Governance to Ensure
the Economy Activities are Implemented

International Organization (World Bank)
must Provide Financial Support

Sources: Owner’s Illustration
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Another development is the robotization
of manufacturing facilities to facilitate
the inward movement momentum of
manufacturing facilities for mitigating the
adversities of the globalized supply chains
and labour problems. Unlike developing
and emerging markets, these measures are
actively initiated by developed countries
that have the financial resources to be the
first-movers. For example, in the European
Union alone, 2.6 trillion dollars have been
allocated as state-aid in various member
countries to facilitate these necessary
changes. However, the empirical evidence
(reported by the Economist, October 2020)
covering 64 countries suggests that though
the ability of the supply chains to keep
working in crisis times (robustness) is weak

but they have greater ability to bounce back
(resilience) from the weak positions. This
is supported by the IMF data that shows
that the actual decline in trade is only 10
percent compared to earlier forecasted of
13 to 32 percent. This inward movement of
manufacturing facilities to mitigate the risks
of supply chain disruption will not only take
time but need a coordinated government
support. Governments can facilitate these
measures by shortening and diversifying
the supply chains through digitalization
of production facilities and services and
training high-skilled workers to augment
the application of these new technologies,
and revising the regulatory infrastructure to
support these new developments.

9

financial support for the most vulnerable
sector of the society and have arranged
a mandatory moratorium period for
borrowers from financial institutions to
defer the outstanding payment for period
of six months (April to September 2020) for
individuals, retail, and small and medium
enterprises. These measures ease the
financial burden and enable households
to have higher disposable income to buy
necessities and slow-down the economic
decline.
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Once the crisis is over, a set of comprehensive
reforms will be required to boost the longterm growth prospects of these economies
by first improving governance to ensure
all planned projects to revive the economy
activities are implemented efficiently and
improving the business environments to
attract more direct investments, expanding
investment in education and public health.
Hopefully, more pragmatic and affordable
international
comprehensive
financial
packages will be considered for these
nations and reinstate the global trade,

More pragmatic and
affordable international
comprehensive financial
packages will be
considered for these
nations and reinstate the
global trade, investment
and financing supply
chains
investment and financing supply chains.
Financial support will be required from the
intranational organizations (like IMF and
World Bank). Ideally, these intranational will
take a new norm to help these economies

not only finance but develop and manage
their economic plans to help them recover
quickly and reinstate themselves into the
global trade, investments and finance links.

WHAT IS EXPECTED OF THESE
ECONOMIES IN THE POSTPANDEMIC PERIOD?
There are now new norms as most people
will work from home, hold real-time faceto- face meetings and discussions through
various choice of online technologies
(like Zoom or Microsoft Team) other
technological
based
communication
systems from different geographical areas
and countries. The education system
in schools and universities will now be
conducted full time online programs
with lower costs for students and greater
financial burden for educational outfits to
invest in the technological infrastructure.
Even shopping for food and essentials
will be on-line based. This new mode of
working environment will reduce overall
costs of travelling, refreshments, rent and
utilities but will require greater investment
in high grade communication technology
to stay competitive. Quality of hardware
and software will be upgraded to provide
high quality internet connection throughout
the nation as well as globally, that will now
provide better educational facilities for the
rural poor students that have been deprived
of such quality education. Students at
remote area in Sabah, for example, don’t
have to climb to the tree top for a better
connection.
The new norm will increase the level of
competency and work efficiency, properly
guided by a set of new governance
and performance guidelines. Employer
will require to develop a revised
work
performance-based
evaluation
as compared to the old time-based

performance. Health and security services
will still operate on the normal mode in
compliance with strict mitigation measures
as these essentials are important for public
health and safety.
In the post crisis, it is expected that most of
the emerging and developing economies
will address the economic damage of
prolonged economic depression by
pursuing macroeconomic policies and flow

credit to households and firms to restore
international confidence. These economies
need to diversify their economy and pursue
trade policies that promote diverse exports,
infrastructure investment to enable private
sector competition, effective regulation to
avoid market concentration, and support
for innovation through research and
development and embrace technological
developments
to
stay
competitive
(Ruch 2019).

Figure 4: The Economic Expectation Post-Pandemic Period
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Once the crisis abates and the global
economy stabilize, the recovery in the
developed markets is expected to have
spill over effects on these developing
economies
through
increased
real
incomes, lower inflation and interest rates,
and the expansion of energy-intensive
and technological based activities. This
will increase per capita incomes and living
standards, reduce poverty and mitigate
income inequality gap in the long-term.
Recovery in all economies and business
opportunities will rise as all economies will
work towards recovery. These economies
will need to get ready and search for
opportunities to increase demand their
products globally, and simultaneously, to
increase job opportunities to restart the
economic recovery.
IFHUB 2020 - Issue 2
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Possibly, creative destruction of current
investment capital to replace productivityenhancing changes will necessitate
investments in new and more technologically
advanced capital and to train more highly
skilled workers (Bloom 2014). Moreover,
destruction of old capital will provide
opportunities for environmentally friendly

These economies will
need to get ready and
search for opportunities
to increase demand
their products globally,
and simultaneously, to
increase job opportunities
to restart the economic
recovery
new investments, especially if these
initiatives are part of the structural reforms
(Strand and Toman 2010). Consistent with
the efforts to restore healthy and safe
environment and overcome the climate

change (in the name of modern living)
dilemma as promoted by the United Nation
who unveil the road map called Sustainable
Development Goals 2015-2030. There are
lots of business opportunities in the 17
SDG’s goals and 169 targets such as no
poverty, zero hunger, good health and wellbeing, quality education, gender equality.
The work from home culture that was
necessitated by contagion mitigating
measures will induce greater investment
into communication technology causing
structural changes in the labour market
due to significant portion of permanent
job loss and increase demand for onlinebased businesses and e-commerce.
Investment in the hardware (mostly end
user perspective) and software such as
apps (business application; government
services application) will incur high
development costs but better chance of
long-term survival. Also, since it is expected
that since greater number of people will be
connecting online, firms will employ anyone
with internet connection irrespective of his
or her location.
The social distancing could be a blessing in
disguise as it will necessitate investments in
more efficient business practices, including
robotics and digital technologies such as
artificial intelligence, facilitating investment
in human and physical capital. This will
require development of research and
development capabilities; encouraging
reallocation of resources toward more
productive sectors; fostering technology
adoption and innovation; and promoting
a growth-friendly macroeconomic and
institutional environment (World Bank
2020). In fact, social distancing encourages
the use of technology in payment system
like less usage of paper and coin money
(research found that paper and coin
money carries large number of germs and
potentially act as vectors of transmissible
disease).

The necessitated use of new technologies
will require an improved quality and
effectiveness of governance that will
consequently improve the business
climate, improve labour and product
market flexibility, and strengthened legal
systems and property rights, foster effective
competition, and address inequality and
set the foundations for more effective
adjustment to adverse events (Anbarci,
Escaleras, and Register 2005).
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The pandemic necessitated the closing of
both public and private educational outfits
due to the SOPs required to mitigate the
spread of the pandemic, such as caused
disruptions in the mode of their operations
as
face-to-face
delivery
becomes
constrained. Also, the policy on travel ban
and border closure limit students and
potential students (as well as the constraints
on initiatives by marketing & promotion
staff, for example, going out on marketing
and promotion mission) from entering the
country to pursue their study at the local
institutions of higher learning.

Prolonged closures of the institutions in
the education sector will not only cause
income losses, but also lasting setbacks
to human capital development and
accumulation necessary for economic
prosperity (UNESCO 2020; Wang et al.
2020). Learning from the Ebola epidemic
in West Africa in 2014 suggests that school
closures were associated with higher
dropout rates and wider gender gaps in
educational attainment (UNDP 2015). In
most developing economies, there will large
rate of school dropouts and pressure on
the labour markets as youngsters scramble
for low skilled jobs for their economic
survival. Consequently, with little chance to
find a job and no financial assistance, will
contribute to increase of social problems
among the younger generation. Therefore,
it is necessary for governments to take
proactive measures to continuously support
this sector through properly thought-out
policies to ensure continuous development
of essential human capital for economic
growth and prosperity.
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THE GEOPOLITICS IN VACCINE
DEVELOPMENT
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There is a need for developing a safe and
effective vaccine that can be exported
globally.
Comparing
with
previous
pandemics, Covid-19 is tougher as it deals
with global connectivity and no country
has a total control over the supply chains,
but are heavily interdependent. Given the
global reach of this pandemic, it requires
international cooperation and coordination
among the developed nations, especially
those with the necessary resources and
infrastructure capabilities to develop
an effective vaccine. Currently,
most
developed nations that have potential
vaccine development capabilities are in
denial of the need for global cooperation in
an entrenched interdependent ecosystem
and trying to find an effective solution on
their own.
Imagine, even if America wants to develop
a vaccine on its own, this will be challenging
as the supply chain for the active inputs for
the vaccine are controlled by China and

India. In fact, China supply more than 60
percent of antibiotics and pain killers to
America and the EU and most of the virusrelated research is outsourced to India.
Even if effective vaccines are developed, the
rich countries will have the first opportunity
and priority to supply it to their own people,
as they are already competing to block any
exports and lock-in complete access. For
example, in June this year, the United States
bought all the supply of remdesivir, the first
drug proven effective against Covid-19,
leaving none for UK, EU and the rest of the
world (Osterholm and Olshaker, 2020).
This is not only morally and ethically
reprehensible but not in the health interest
of every country on the globe. The lack
of global coordination will not only make
the vaccines more expensive through the
bidding process by rich economies but
also cause unprecedented humanitarian
sufferings in the emerging and developing
economies, and intensify the resentment
against the rich economies for hoarding
the vaccines. These resentments will

cause emerging economies to retaliate by
disrupting the supply chains and cause
unnecessary delay to develop effective
vaccines.
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honour their responsibilities, for example,
the rich economies not totally acting in their
self-interest and emerging economies not
disrupting the supply chains in facilitating
the manufacturing the vaccines. One
For example, there are currently 160
possibility is to undertake the agreement
candidate vaccines against the new
through an established international forum
covid-19 virus in development with 21
such as the G20 and/or G7 trade and health
clinical trials. Some of these vaccine
ministers. It must be agreed upon that the
candidates use a compound extract of a
vaccine manufacturing countries will have a
soapbark tree from Chile
priority in the number and
(Elke Weber, 2020), which
allocation of doses needed
The rich nations
is processed in Sweden
to achieve a critical public
and eventually supplied
need to be
health objective, especially
to
the
manufacturers
cognizant that in for their front liners, and the
in the rich economies.
rest of the supply must be
Imagine, if Chile retaliate
this globalized
exported globally. It must
by halting the export of
also be agreed upon that
world, crossthis adjuvant, this will delay
the vaccine for the poor
border supply
the vaccine production
economies must be free or
until
an
acceptable
chains of this
heavily subsidized, and the
alternative adjuvant is
need to utilize the current
nature are not
found. In summary, vaccine
available supply chains
development
process
only important
channels to distribute the
requires an international
in facilitating the vaccines.
coordination and global
production of
cooperation for their own
To reduce the risk for
survival. The rich nations
effective and safe early signatories, it must
need to be cognizant that
be agreed upon there
vaccines
for
all
in this globalized world,
must be a minimum
cross-border supply chains
but also ensuring number of vaccine
of this nature are not only
committed to
a fair distribution producers
important in facilitating
the agreement before
of the vaccine
the production of effective
it become enforceable.
and safe vaccines for all
Since, even when a safe
globally.
but also ensuring a fair
and effective vaccine is
distribution of the vaccine
produced, there will be risk
globally.
of failures or health injuries especially those
with pre-existing conditions that might make
Bollyky and Bown, (2020) suggests that
manufacturers liable to pay compensation.
one way to resolve this selfish dilemma
Consequently, manufacturers will not
is to have an effective Covid-19 trade
commit to any global allocation plan unless
and investment agreement among all
there is some way to indemnify them from
countries. They postulate that even with
such risks. Global users have to bear the
an international agreement in hand, there
risk if the vaccines do cause injury and are
is no way to ensure that the signatories to
subjected to compensation claims. This
the agreement will be able and willing to
international agreement must ensure that

15
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all cross-border supply chains must not be
disrupted, and there must not be any form
of supply restrictions of related materials
for manufacturing countries.

inability to generate enough cashflows
to address this widening gap of wealth
inequality and declining social mobility
imposed by the pandemic.

Having some sort of agreement between
countries is certainly a positive towards
finding an effective global solution to the
current pandemic, but more important
is the recognition of the importance of
interdependence and the need for effective
coordination of efforts. This requires each
country to the signatory to have effective
leadership committed to the agreed cause,
a competent state infrastructure to ensure
support to commitments and social trust of
the citizens on the mutual benefits to such
a commitment and support their leaders. In
reality, what will eventually happen, if such
an agreement is possible, only time will tell.

For emerging and developing economies
that depends on trade, tourism and
commodity exports, and their corporate
and public debts are predominantly in US
Dollars, suffer from currency depreciation
and inflation that makes it more difficult to
cut interest rates to pursue fiscal policies
to address both the short-term and longterm measures. Their limited capability
to borrow for emergency need has led
most developing economies into financial
turmoil and resort to external financial
support from transnational organizations.
For example, to date, IMF have lent out 89
billion dollars to these countries during this
pandemic period through various currency
swap lines and cashing out treasury bonds,
basically to revive and shore up confidence
in these economies.

CONCLUSION
Overall, developed economies has also
cut interest rates and unleashed liquidity
measures to prevent credit crunch,
bankruptcies and massive lay-offs to stop
an economic recession. Buying massive
amount of treasury bills to provide the
liquidity to the financial sector by central
banks in developed nations has dampened
the yields on most government bonds
to almost zero, thus boosting consumer
spending. The stock markets became bullish
due to higher demand for technologybased stocks, buying-back shares by firms
to sustain share prices and distribute funds
to shareholders and to increase value of
stock options.
The low interest rates have led to higher
asset prices and contribute further to
wealth inequality gap, as only those with
cash have the ability to purchase the assets.
Social cohesion which is so essential for
maintaining social stability is at risk as
younger generation are frustrated by their

Developing economies with strong
leadership need to embrace and cope with
the necessary structural changes in the
economy, business, technology and the
expectations of the society to survive in this
reshaped globalized world. Governments
must cooperate to lift regulatory constraints
for sharing and application of advance
technology in the economy, and allow
for greater cross border flow of data
to lift barriers to trade, and encourage
technological
innovation
in
health,
economic and education sectors.
Governments must be prepared to initiate
fiscal stimulus not only to financially
support the needy, create jobs through
infrastructural projects and developing
Small and Medium (SMEs) scale businesses
that form a strong foundation of most
developing economies. The distribution of
benefits from these initiatives is expected
to first flow to those with technological

skills and related technical education,
until these economies make their digital
economy more competitive with better
regulations and firm commitment towards
long-term economic plans supported by
strong political leadership.
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Finally, developing economies will need
to embrace new technologies but will
face challenges in the new normal era.
The challenge for developing countries
is that digitalized industries may cause
new problems such as increasing
unemployment, uniformity and accuracy
of population data and how to control this
data with population size. Technology has
become so fundamental, no matter how
big or small the company is, if the company
has innovation and mastery of technology,
it is likely to survive in this pandemic
crisis. There is no need for complicated
technology with a large amount of capital,
but simple application of technologies to
facilitate living comfortable in this new era.
It means now it is the time to unlock the
Industry of 4.0.
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TAKING
ISLAMIC
BANKING
TO THE NEXT LEVEL
THE PROGRESS
Without a doubt, Islamic banking has come of age,
having been around in modern times for more than
four decades. Globally, Islamic banking accounts for
trillions of dollars in assets, having grown at a blazing
double-digit pace on average. However, the growth
of the Islamic banking industry has decelerated
somewhat in recent times, due partly to its enlarging
base, and partly to its slackening dynamism.

By Prof Emeritus Dr Mohamed Ariff
(INCEIF)

Be all that as it may, no one can deny that the industry
has made considerable inroads since its inception
and made its presence felt wherever it exists. Islamic
banking has projected itself as one premised
on financial justice with an accent on financial
inclusiveness, real-sector connectivity, fairness, risk

sharing, and ethical and moral values, all
of which would contribute to its financial
stability. The industry has also gained
much international recognition, with the
World Bank, the International Monetary
Fund (IMF), and the Bank for International

Settlement (BIS) showing growing interest,
especially in the aftermath of the 2007-08
global financial crisis which had exposed
the vulnerability of conventional banking to
financial upheavals.

Figure 1: The Progress of Islamic Banking Industry

The Islamic Banking Industry
has received much international
recognitionfor its resiliency toward
financial upheavals.

Global total Islamic Banking asset as
at 2019 was USD 1.99 trillion.

Source: Author’s Illustration

THE SHORTFALLS
Nonetheless, the Islamic banking industry
is beginning to show signs of fatigue and
runs the risk of reaching a plateau where it
may just stagnate. There have been much
talk among the academics in recent times
that the Islamic banking industry is stuck in
the initial stage of product differentiation
for too long. The reference here obviously
revolves around the similarity of the
Islamic products to their conventional
counterparts, the only differentiating factor
being the shari’ah compliance. Technically
speaking, from an Islamic perspective,
there is nothing wrong with such product
differentiation so long as the products
meet the stringent shari’ah standards. So, it

appears that the industry practitioners are
too comfortable, if not too complacent, with
the status-quo to aspire for something far
greater. This seems to be the case especially
where the Islamic industry is dominated by
the Islamic subsidiaries of conventional
parents. Product innovation, if any, would
come from the parent banks, with their
Islamic subsidiaries again differentiating or
Islamizing the new conventional products
again through shari’ah compliance.
The critics tend to associate the first stage
of the development of Islamic banking with
‘product differentiation’ and the second
stage with ‘product innovation’, making
a clear distinction between a ‘shariahcompliant product’ of Level One and a
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‘shariah-based product’ of Level Two. To
the practitioners, however, this distinction
is meaningless, because both are equally
Islamic in the sense that both meet the
shariah requirements. Be that as it may,

it is pertinent to underline that there is an
important, albeit subtle, difference between
‘shariah-compliant’ and ‘shariah-based’
products. For, these may well be equal in
letter, and yet differ greatly in substance.

Figure 2: The Importance of Innovation in Islamic Finance
To enhance the value chain with
dynamism and sustainability

To stay competitive in the market

To differentiate between Islamic
and conventional products
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Source: Author’s Illustration

Any industry that lacks innovation tends
to stagnate. If necessity is the mother of
inventions, by the same token, innovation
is the mother of rejuvenations. An industry
that constantly innovates will continue to
move up the value chain with dynamism
and sustainability. Innovation is absolutely
necessary to remain competitive, in the
absence of which the industry would
become obsolete and fade away.
Islamization of conventional products
represents an easy way out for Islamic
banks in the beginning, but it cannot take
the industry to greater heights. For shariah
compliance is not costless, as it adds to the
costs, which makes the shariah-compliant
substitutes more costly and hence less
competitive.
The purpose of product innovations in any
industry is not only to add more variety and

provide more options for the customers
or clients or consumers, but also to offer
products that are more competitive with
lower costs and/or better quality. Seen in
this light, in the Islamic banking industry, the
shariah-based products of Level Two would
be more competitive than the shariahcompliant products of Level One, by saving
the cost of Islamization of conventional
products, to say the least, not to mention the
built-in additional risk-sharing and caring
features. More importantly, the marketing
of shariah-based products, in Level Two,
would help erase the current misconception
in the minds of the skeptics that the shariahcompliant products are basically same as
their conventional counterparts, and that
the difference, if any, is largely cosmetic,
coated with Arabic terminology.

To be sure, taking the Islamic banking
industry to the next level is not just about
product innovation only. For the industry to
flourish and grow, Islamic banking must be
seen by the West as a viable alternative to
conventional banking. There were initially
much misgiving and apprehension in the
West about Islamic finance and banking,
partly due to prejudices associated with
Islamophobia and partly due to ignorance.
In the aftermath of the 9/11 infamy and the
Islamic State (ISIS) insurgency, some in the
West had even thought that Islamic banking
was a conduit for financing terrorist activities.
Although such negative perceptions have
receded more recently, thanks partly to
recognitions and endorsements from the
World Bank, IMF, and BIS, there is still a
severe lack of understanding of Islamic
finance in the global financial markets.
For starters, the Arabic terms used for
the various deposit and financing modes
are confusing not only to the non-Muslim

clientele but also to most Muslims who
can only read but not understand the
Arabic language. Islamic banking can be
made more user-friendly, if the industry
can come up with English and French
equivalents for these instruments, which
would be more comforting not only to the
non-Muslims but also to the non-Arabic
speaking Muslims who account for over
two-thirds of the Ummah. This would be the
first step towards making Islamic banking
a promising alternative to conventional
banking internationally.
Second, the distinction between Islamic
banking and conventional banking is
somewhat blurred in Level One, mainly
due to the fact that both are cast in the
mould of commercial banking, and partly
due to the dismal disconnects between
theory and practice within Islamic banking.
For instance, the term murabaha (for
commercial transactions) is a misnomer, as
Islamic banks only provide trade financing
with no involvement in other services
associated with murabaha transactions, in

IFHUB 2020 - Issue 2

THE NEED FOR WIDER APPEAL

21

which case the profit margin charged would
smack of riba or interest. Likewise, the term
mudarabah (for profit-sharing with no losssharing deposits) is also a misnomer as
the practice has blatantly deviated from its
paramount principle that the mudarib takes
no wage in the event of a loss, as his share
of the profit constitutes the wage for his
efforts, whereas in practice Islamic banks
take wages in the form of fixed and variable
charges, in addition to profit sharing.

society at large). Seen in this light, the wide
hiatus that separates Islamic banking from
conventional banking becomes glaringly
obvious. To maximize profits, conventional
banks tend to externalize costs and
internalize revenues, thereby shifting and
transferring risks. Such practices, however,
fly in the face of maqasid al-shariah and
maslaha.
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The use of tawarruq (commodity buying
and selling for personal loan) is also
problematic, as it only serves to create an
artificial façade of real-sector connectivity,
with the client buying a commodity at ‘ask
price’ with bank financing and immediately
selling it as ‘bid price’, to seal the loan, to
circumvent riba. What is more, Islamic
banks seem to provide no more than lip
service to risk sharing, as they tend to be
either risk-averting or risk-shifting like
their conventional peers, with musharakah
(profit- and loss-sharing investment) taking
a very low profile in the bank portfolio.
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THE SHADOW OF CONVENTIONAL
BANKING
The perception that Islamic banks, in
many ways, resemble conventional banks
stems from the fact that all of them are, by
design, commercial banks, subscribing to
the behavioral norms that have evolved
over more than 400 years of conventional
banking. Islamic banks which made their
debut more recently, some 40 years ago,
tend to use the conventional banks as their
benchmark in pricing their products and
in dealing with risks and returns. The root
of the problem is that, while conventional
banks operate on the overriding principle
of profit maximization, Islamic banks are
ostensibly guided by maqasid al-shariah
(shariah objectives) and maslaha (benefits to

Practitioners tend to justify or rationalize
profit maximization by viewing it as a
value-neutral, and not as a value-loaded,
concept. To them, profit maximization is
all about efficiency, as profit maximization
is not possible in the absence of efficiency.
In textbooks, a firm maximizes its profit
by equating marginal cost with marginal
revenue, which will translate to ‘normal’
profit under perfect competition where
average revenue equals marginal revenue,
which in turn is no more than an interesting
theoretical possibility. Thus, in theory, profit
maximization may not be associated with
abnormal profit. In the real world, however,
‘perfect competition’ is extremely rare; and

even ‘near-perfect competition’ with highly
elastic supply and demand conditions is
no more than an aberration. Instead, the
market place is dominated by monopolistic
and oligopolistic firms, which are price
makers, and not price takers. Such firms
can continue to maximize their abnormal
profits, thanks to supply rigidities, barriers
to entry and price-inelastic demand. To be

In commercial banking, the returns to the
depositors, who play a pivotal role, pale
in comparison with the returns that accrue
to the shareholders. Only in the case of
the European cooperative banks do the
depositors get much higher returns by
virtue of the fact that the depositors are also
the shareholders. It is a moot point if Islamic
banks would have behaved differently had
they been cast in the mould of the European
cooperative banking.

THE LEVEL-TWO ASPIRATIONS
sure, financial institutions do not fit into the
textbook description of businesses earning
just normal profits. In Islam, profit is lawful,
while profiteering is not.
Islamic banks tend to mimic conventional
banks in a profit-maximizing fashion, quite
unlike the European cooperative banks
which are more ethical, more caring and
more inclusive. In theory, Islamic banking
and cooperative banking have much
more in common, in comparison with
conventional banking. Maximizing the
returns to the shareholders has become
an overarching feature of modern
financial corporate culture everywhere.

Currently, there is hardly any innovation
going on in the Islamic banking industry.
As mentioned above, innovation, if any,
originates in the conventional parent banks
and spills over to their Islamic subsidiaries,
while the wholesome banks would just go
with the flow. Only innovations can usher in
new ‘shariah-based’ products that will meet
the changing needs of the clientele in a costeffective and competitive manner, which is
possible only if Islamic banking can break
away from the clutches of conventional
banking. Islamic banking is unlikely to
demonstrate or display its uniqueness as
long as it continues to stay in the shadow of
conventional banks.
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In the dual-banking systems, conventional
banks do exert considerable, albeit subtle,
influences on how Islamic banks conduct
their business, given their stronghold on
the Islamic banking industry through their
Islamic windows or Islamic subsidiaries.
In some jurisdictions, Islamic subsidiaries
of conventional banks with much larger
branch networks hugely outnumber
wholesome Islamic banks. It is unsurprising
to see these Islamic subsidiaries adopt their
conventional parents’ business practices or
norms. In other words, the Islamic banking
industry is firmly under the shadow of
conventional banks.
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The latter cannot jive
with maqasid al-shariah
and maslaha that
underscore the primacy
of the wellbeing of the
community at large
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Thus, taking Islamic banking to the next
level means moving away from the shadow
of conventional banking which is beholden
to profit maximization. The latter cannot jive
with maqasid al-shariah and maslaha that
underscore the primacy of the wellbeing
of the community at large. It is in this sense
that conventional banking and Islamic
banking, like water and oil, just cannot mix
neatly. In contrast, there is considerable
affinity between the cooperative banking
principles and the shariah values, with the
notable exception of the presence of riba
in one and the absence of it in the other.
Therefore, taking Islamic banking to the next
level could also entail bold experiments,
reshaping Islamic banking in the mould of

the European cooperative banking. What is
more, when Islamic banking is able to assert
its uniqueness convincingly, it will be widely
recognized as a potent rival to conventional
banking the world over.
A cynical description of a typical conventional
bank is one that lends the client an umbrella
(credit facility) when there is no rain, only to
be snatched away from the client when it
starts raining. Admittedly, in fairness, this is
no more than a crude caricature, but it does
carry an important message that the interest
of the shareholders always matters most
to conventional banks, all else taking the
back seat. In reality, conventional banking
has been moving somewhat closer to the
shariah ideals, thanks to the mitigating
or moderating role played by the central
banks through regulations and oversights.
In Malaysia, a good example is the recent
moratorium on loan servicing in the midst of
the Covid-19 lockdown, to ease the financial
burden of the borrowers. In Europe, the
European Central Bank (ECB) is taking a
boldly unprecedented move, directing all

banks not to pay dividends in the financial
years 2019 and 2020 or buy back shares
during the pandemic, so that the conserved
capital can be used to support households,
small businesses and corporate borrowers
and/or to absorb losses on existing
exposures to such borrowers.

UNLOCKING THE POTENTIAL
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Islamic banking has made considerable
progress in the last four decades and
grown at double-digit rates, confounding
the skeptics. While its track record is thus
far fairly impressive, there are growing fears
that the Islamic banking industry might lose
traction, unless it can rejuvenate itself. The
crux of the problem relates to the strong
influence conventional banks have over
Islamic banking, which has led to Islamizing
the conventional products and adopting the
conventional banking practices and norms
that were crafted primarily to ensure high
returns for their shareholders. It appears
that the industry has firmly anchored itself

deep into the initial stage, with no chance
of scaling up any time soon, unless the
industry has the will and the skill to unleash
itself, so that it can move away from the
shadow of conventional banking. Only then
can it unlock its potential to market itself
as an alternative to conventional banking
globally, with innovative products that
are truly more caring with distinctive risksharing features. To have greater appeal,
the industry has to be user-friendly with
English and French nomenclatures for their
products. The wholesome Islamic banks will
have to move into the driver’s seat to steer
the industry, for the Islamic subsidiaries
of conventional banks are likely to remain
shackled to their conventional parents.
Since there is so much in common between
Islamic banks and cooperative banks, they
can learn from each other. Thus, taking
Islamic banking to the next level will also
entail remodeling the institution itself.
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ZAKAT IN THE
‘STANS’:

a review of the Kazakh
and Uzbek Zakat Model

INTRODUCTION
Central Asian nations have been independent for
almost three decades since the collapse of the Soviet
Union in 1991. Colloquially known as the ‘stans’, these
Muslim-majority nations (more than 85% Muslim)
include Kazakhstan, Uzbekistan, Kyrgyzstan, Tajikistan,
and Turkmenistan with a collective population of
approximately 72 million1. Religious practices are
slowly emerging after decades of religious censorship,
with at least a generation having lived under Soviet
socialism. Economically, these Central Asian countries
have suffered setbacks from the COVID-19 shock,
emanating from an over-reliance on commodities
By Asst Prof Dr Ziyaad Mahomed
(INCEIF)

1
“Демографическая ситуация” (PDF). Statistika
qo’mitasi, Retrieved 01 March 2021.

such as oil revenue, migrant labour, low
levels of diversification and inefficient social
protection (UNDP, 2020). Existing Islamic
social finance solutions such as zakat, waqf
and sadaqah have been largely ineffective
in supporting those economically impacted.
This is due to several reasons, including the
absence of formal structures for collection

and distribution of Islamic social funds,
limited public trust in existing institutions
that manage it and a lack of awareness of
the instruments available. This brief article
explores the situational analysis of zakat as
an instrument of Islamic social finance in two
Central Asian countries – Kazakhstan and
Uzbekistan - and recommends strategies

Figure 1: Challenges for Islamic Social Finance in Central Asia
Absence of Formal Structures for Collecting
and Distributing Islamic Social Funds
Limited Public Trust in Existing Institutions
Lack of Awareness of the Islamic Sosial
Finance Instrument

for fund mobilisation to enhance socioeconomic support and social protection,
especially during times of crisis.
It was expected that the macroeconomic
impact of the pandemic would be relatively
short-lived (ESCAP, 2020). Unfortunately,
second and third waves continue to strike
in 2021, leaving vulnerable Central Asian
nations in economic lurch. Apart from
Turkmenistan2, ESCAP (2020) reports that
at least half of the declines in growth were
caused by lockdowns in these nations
and were not due to prevailing social
conditions. This indicates that the pandemic
has caused significant situational poverty
and has as a result, entered a vicious circle
of slower consumption, leading to lower
growth, closing of businesses, loss of jobs
and then further reduced consumption and
2
The country has not recorded
Covid-19 cases.

so on. With wealthier nations struggling to
control the pandemic, humanitarian aid and
economic support has also contracted as
major donor countries focus on supporting
their own internal crises.
In Kazakhstan for example, energy revenues
account for almost half of its GDP. The
colossal decline in oil prices in March 2020
(below zero for the first time in history)
caused a severe impact on GDP, causing
the government to increase interest rates by
2.75% to 12%, and spending significantly
to stabilize the local currency, the Tenge.
The Kyrgyz, Tajik and Uzbek markets
were better off due to their reliance on
gold exports rather than oil. However, all
these undiversified economies have more
seriously exposed themselves to potentially
large declines in growth if struck by ‘angled’
shocks.

IFHUB 2020 - Issue 2

Source: Owner’s Illustration

27

KAZAKHSTAN’S ZAKAT MODEL
Background

IFHUB 2020 - Issue 2

28

The Republic of Kazakhstan holds the
title for being the largest landlocked
country in the world. The Kazakh
population was almost 19 million
in 2019 (World Bank Development
Indicators, 2020), with more than
70% of the population identifying
themselves with Islam. Like former
Soviet countries, Kazakhstan has
been experiencing a cultural revival
since independence. Between 2002
and 2017, more than one thousand
mosques were built in the country
(IRTI, 2017). In 2005, the country’s
largest mosque was opened in the
new capital, Nur-Sultan (formerly
called Astana), with a capacity of
7000 worshippers. However, often
more than double this amount attend
Friday prayer weekly.
Kazakh law separates the state from
religion. The organization called the
‘Spiritual Administration of Muslims
of Kazakhstan’ (SAMK), manages
religious affairs in the country and is
supported by the state. IRTI’s Islamic
Social Finance Report (2017) notes
that no Central Asian countries have
zakat regulation, though they may
have internal systems that manage
zakat. For example, they note that
Kazakhstan introduced the Kazakh
Muftiate in 2011 as part of the SAMK.
The SAMK’s Charter indicates that
it is guided by the Constitution of
the Republic Kazakhstan, the Civil
Code, the Law on Non-Commercial
Organisations, the Law on Religious
Activity and Religious Association
and other legislative acts. Zakat is also
managed through the organization.

Zeket Fund
The ‘Zeket Fund’ was established
by the SAMK in 2011, and has
prioritized zakat beneficiaries based
on low-income categories, payment
to religious leaders, education,
training, and publications. SAMK
disclosure indicates that funds were
used mostly for salaries of religious
leaders and mosque repairs (IsDB,
2017). A brief analysis indicates
that not much zakat is collected
(US$152,000 over the first two years)
and any effective distribution is
limited to the funds received. As part
of their mission, the organization is
aware of the lack of understanding
of zakat in the country and have
therefore included the need for
propagation of zakat awareness, its
significance, and its importance as
the third pillar of Islam. The fund is
one of the few in Central Asia that
has an organizational structure of
support, documented principles
of the fund, good governance and
an audit committee that reviews
the accounts periodically. This also
means that the organization discloses
the collection and distribution of the
funds from each of the 19 regions
within the country.
The Zeket Fund was also instrumental
in
providing
support
during
pandemic under a campaign called
‘Give Hope to Life’3. Through the
campaign, the fund sponsored 255
artificial lung ventilation devices that
were delivered to local hospitals. In
addition, more than 200,000 families
received food kits and medical
3
https://www.kazinform.asia/en/
spiritual-directorate-of-muslims-donates-255ventilators-to-hospitals_a3676446 . Retrieved
01 March 2021.

face masks through the SAMK. This
coordinated effort emphasizes the
need for organizationally managed
philanthropy with strong governance
systems in order to maximize socio
economic impact during crisis.
5-Year Islamic Finance Masterplan
The Astana International Financial
Centre
(AIFC)
in
Kazakhstan
launched a five-year Islamic Finance
Masterplan in 2020, outlining the
development of a national zakat
management centre, with branches in

major regions (AIFC Islamic Finance
Masterplan, 2020). The objectives
include promotion and awareness
of zakat rules, developing zakat
regulation, developing zakat fintech
solutions, improved competency
for zakat administrators and a more
effective governance mechanism
to ensure accurate and reliable
reporting. This Masterplan can serve
as a model for other countries in the
region in the development of their
own zakat management systems.

Figure 2: Challenges for Islamic Social Finance in Central Asia

To position
the AIFC as an
internationally
vibrant Islamic
marketplace

To increase
Islamic
financial
assets at
least by up
to 3-5% of
total financial
assets by
2025

To strengthen
financial
stability and
sustainability

To increase
financial
inclusion

29

Sources:Islamic Finance Masterplan for the Republic of Kazakhstan 2020-2025

ZAKAT MANAGEMENT IN
UZBEKISTAN
Background
Uzbekistan is the most populous
Muslim-majority country in Central
Asia (96.3% of 32.5 million are Muslim
(Pew Research, 2019)), with a long
history of traditional Islamic practice
(Oybekovich, Shah, Ayaz, 2017). The
country boasts a strong history of
contributing to Islamic culture and
scholarship from the most respected
Hadith Masters, Imam Muhammad
bin Ismail Al Bukhari and Imam Al
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Establishing Kazakhstan as a
regional Islamic finance hub to accelerate
national economic growth and promote shared prosperity

Tirmidhi, astronomers, Ulughbek and
Al Bairuni, Qutham ibn Abbas (the
cousin of the Prophet Muhammad
(pbuh)), ibn Sina and countless
others. It revels in a 1,400-year history
of Islamic culture and knowledge,
restricted only occasionally due to
presiding powers. Since 1992, it once
again regained its independence
and may be said to be on the path
of Islamic cultural revival. It came
as little surprise that the capital city,
Tashkent, was named ‘the cultural
capital of the Islamic world’ in 2007
(Moscow News, 2007).
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Historical Zakat Management in
Uzbekistan
The zakat system in Central Asia
dates to the arrival of Islam in the
7th century, lasting to before the
Russian conquest in the mid-19th
century (Oybekovich, Shah, Ayaz,
2017). Becker (2004) documents
that the Islamic governate known
as the Bukhara Khanate (16th to
18th century) and then the Bukhara
Emirate (1785 to 1920) based in
Uzbekistan, was a strong Muslim
state in Central Asia that had a wellmanaged zakat system. Becker
(2004) notes that the Government
officials, such as Kush-begi and his

ministers, the divan-begin (finance
minister and treasurer) and his
subordinate the zakatchi-kalan (in
Bukhara Emirate) or zakatchi (in
Kokand khanate) administered the
Zakat system. Two main zakatchi
were given specific areas to manage
zakat collection and distribution.
The zakatchi were responsible for
administering the western and
eastern part of the Bukhara Emirate,
with more than 30 subordinates in
the districts.
The importance of the zakat collectors’
location was along the Great Silk
Road trade routes which connected
Russia, India and Afghanistan that

imposed on the goods for export
to various parts of the world and
traded in Central Asia (Oybekovich,
et al., 2017). Each caravan was
required to visit the Zakatchi, giving
an exact amount and destination
of the goods. The owner of the
caravan dealt with the Zakatchi who
calculated zakat based on 2.5% of
the whole amount of the goods to
be exported. Famously, the Zakatchi
provided a receipt to the owner of
the caravan for him to use as proof
payment in case he encountered
other collectors on the way.

The Status of Zakat in Uzbekistan

Oybekovich, et al. (2017) documents
the method of zakat on trade in
the Khanate and Emirate period
of Uzbekistan and note that zakat
on trade was the most common
type of zakat collected. Since the
Great Silk Road routes crossed the
cities of Bukhara, Samarkand, and
Tashkent, these became strategic
points connecting East and West
for centuries. Zakat on trade was
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passed through Central Asia, making
zakat on movable property common.
Zakat collected on trade articles,
livestock and land produce were
among the most popular in Central
Asia (Oybekovich, et al, 2017).

Uzbekistan gained independence
on 31st August 1991 and like
Kazakhstan, began to return to its
roots by reviving Islamic practice
(Yovkoshev, 2018). Yovkoshev (2018)
notes that in the late 1980s, during
the weakening of the Soviet Union,
Uzbekistan began experiencing a
revival of Islamic practices, spurred
by national identity, the traditionally
spiritual Uzbek culture and Islamiccivilizational history of over 1,400
years. With the collapse of the Soviet
Union, religious freedoms allowed
for Muslims to pray in public and
continue their ritual worship without
hinderance. It may be deduced that
unfortunately, Soviet rule (1922
to 1991) had severely impacted
traditional
zakat
management
amongst other religious practices
for an entire generation of Uzbeks.
Our assessment indicates that zakat
collection and distribution has been
confined to informal practices due to
the absence of zakat institutions or
state intervention since Soviet rule.
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Zakat Potential
A survey of the literature indicates
that there is little to no evidence on
the potential of zakat in Uzbekistan.
The annual Islamic Social Finance
Report published by the Islamic
Development Bank in 2017, focused
on zakat and waqf in Central Asia.
The report covered Kazakhstan and
Kyrgyzstan amongst four others,
based on the availability of data.
Uzbekistan was not covered in the
report due to the unavailability of
data. This is concerning as Uzbekistan
is the most populous Muslim country
in the region and the second largest
economy after Kazakhstan (World
Bank Development Indicators, 2020).
IFHUB 2020 - Issue 2
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The potential for zakat in Muslimmajority
countries
has
been
estimated to be up to US$1 trillion
per year, based on a percentage of
GDP (World Bank and IsDB, 2016).
Applying this same estimate for
Uzbekistan, a potential amount
of US$1 billion may be available
annually. With this estimate, the

country is expected to reduce its
poverty burden which was 14%
before the pandemic (World Bank,
2020), and impact its inequality gap.
Therefore, the lack of documented
zakat and the unavailability of data
presents a risk of significant social
finance leakage in the country. It
becomes imperative for an organized
zakat management system to be
implemented, especially for the
recording of data and then, the
measurement of zakat impact to
social welfare.

Opportunity for Zakat-led socioeconomic support
Economic uncertainties caused
by Covid-19 have been significant
for Uzbekistan. A UNDP-led study
in 2020 reports that 85% of small
businesses were forced to close in
March 2020, with income for the selfemployed falling 67% (UNDP, 2020).
Although Uzbekistan has effective
social programs in place, the funding

of social security programs has been
insufficient due to the magnitude
of the economic downturn. Islamic
social finance instruments would
therefore be crucial in providing
additional social funding to support
existing shortfalls. Zakat, for example,
can provide this support through
effective wealth redistribution. In
the absence of zakat management
structures for collection, distribution,
and disclosure, this social finance
tool has largely been ineffective in
Uzbekistan.

For social trust to be improved,
an effective, transparent zakat
model is required, without direct
government
involvement,
that

Recent
developments
in
the
collection of zakat through digital
platforms have been encouraging.
The CLICK and the Wakf Charitable
Public Foundation project was
launched in 2018 under the auspices
of the Muslim Board of Uzbekistan
to facilitate online zakat payment
(Uz Daily, 2018). Through fintech
solutions, the zakat management
may benefit from speed of processes
and extended coverage over the
short term. However, without an
ecosystem for Islamic social finance
to be more effective, independent
initiatives may be in vain. Establishing
a zakat management system through
institutions may be considered
more effective for collection and
distribution of zakat in the country.

1. Zakat Modelling Considerations
for Central Asia
Documented studies indicate that the
key areas for zakat management include
capacity-building, transparency, and
strong governance (Zainal, Basaruddin, Yusuf, & Omar, 2016; Mustafa,
Mohamad, & Adnan, 2013).

i.

Capacity-building:

Mustafa et al. (2013) document
that educating people about zakat
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The
opportunity
for
reviving
zakat to a formal management
structure would require a strong
awareness of zakat concepts, what
it applies to, trustworthy collection
and transparent disclosure of its
use. Social trust of government
organisations has been low. This
can be attested to for example, by
the corruption perception index. In
2020, Uzbekistan was ranked 146
of 180 countries in the corruption
perception
index
according
to
Transparency
International
(Transparency.org, 2020), grouping
it amongst countries perceived to
be the least transparent in the world.
Professional zakat management by
specialized institutions may extend
the benefits of collection through a
transparent management system,
thereby reducing overspending,
double payments and controlling
corruption (Migdad, 2019).

integrates international governance
and disclosure benchmarks. Zakat
is public money and its role as the
third of five fundamental pillars of
Islam further emphasizes the need
for transparency and credibility.
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is necessary for effective zakat
management as many Muslims
lack even the basic knowledge of
zakat. Zakat knowledge in Central
Asia may be limited to the Islamic
scholars. Although the Scholars may
have the theoretical knowledge
learned through academia, the
lengthy disconnect with the rest
of the Muslim world may have
created a gap in the knowledge of
contemporary rulings addressing,
for example, productive zakat
and zakat for investments. Zakat
institutions that implement learning
and development strategies would
need to ensure that both the scholars
and the public are constantly
increasing their knowledge on
zakat, for its effective management.
IFHUB 2020 - Issue 2
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ii. Transparency:
To gain public confidence in the
management of zakat funds, zakat
agencies must ensure transparency
by disclosing all their activities
and distribution methods. Ibrahim
(2015) documents that zakat in
Indonesia and found that many zakat
payers preferred to pay to local
communities. This is probably due to
social ties, transparency, ease of use,
and the identification of the poor by
zakat payers. A study by UNDP in
2017 found that Indonesians have
increasingly preferred the national
zakat institution, even though many
continue to distribute privately.
This preference may be attributed
to the high levels of transparency
and disclosure offered by BAZNAS,
thereby enhancing social trust and
public confidence. This is therefore
an essential element of a successful
zakat management system.

iii. Oversight
Other literature has documented
that Muslim charitable organizations
have been accused of supporting
terrorism,
especially
in
the
aftermath of 9/11 (Freedman, 2010).
Aal Marayati (2004) warns that
it is unfair to condemn Muslim
charities as supporters of terror
globally because many donations
from Muslim countries have played
vital roles in poverty alleviation
throughout the world. Further,
strong oversight and governance
can ensure that this does not occur
and provide transparent reporting
as evidence of the same. Therefore,
a clear governance mechanism will
be essential for zakat management
in Central Asia.

CONCLUSION
Documented research on effective zakat
management in Central Asia is scarce and
even non-existent for some (e.g. Uzbekistan).
The economic shocks resulting from the
pandemic have forced many in the region
into situational poverty. If left unchecked,
this may easily regress into chronic poverty,
undoing the significant growth that these
countries have experienced over the last
decade. Existing social programs have
limited the impact of economic loss.
Unfortunately, the situation is dire in many
parts of the region, and additional support
is required. Central Asians enjoyed some
of the longest histories of effective zakat
management, through trade along the
Great Silk Route. Since the collapse of the
Soviet Union, they have an opportunity to
revive this history and once again empower
their nations with Islamic social finance
instruments.
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TIME TO
TIGHTEN
THE
NEXUS
BETWEEN FOR PROFIT AND
NON PROFIT ORIENTED
ORGANISATIONS

By Dr Shinaj Valangattil Shamsudheen
(INCEIF)

The announcement of countrywide lockdown in
response to the COVID-19 surge dragged the MSMEs
sector in Malaysia to an unexpected experience,
where no one had prior knowledge to handle the
unprecedented pandemic. Economic slowdown along
with border tensions had further worsened the survival
of the MSMEs in Malaysia. The extended lockdown
harmed the supply of finished goods, procurement
of raw material, and availability of employees to
work in production and supply processes. Studies
have shown that disruptions caused by the Covid-19
pandemic have impacted MSMEs’ earnings to a great
extent where micro and small enterprises faced the
maximum heat, mainly due to liquidity crunch. Both

financial and non-financial institutions in
Malaysia have already employed several
remarkable initiatives that assist MSMEs to
face the challenges during the difficult time.

These include mandatory initiatives guided
by regulatory authorities and voluntary
initiatives announced by respective financial
and non-financial institutions.

Figure 1: Supports provided by financial institution in Malaysia for MSME sector
09

Expansion of iTEKAD programme
The iTEKAD programme, which was launched in May 2020, combines social ﬁnance instruments such as zakat, sadaqah and waqf with the provision
of microﬁnancing, structured training and mentorship. These instruments will empower micro-entrepreneurs from the B40 segment to generate
sustainable income and achieve ﬁnancial resilience.

08

Targeted Repayment Assistance Program
For those who have lost their jobs, and for individuals and SMEs whose incomes have been affected by the
pandemic, all banks continue to stand ready to provide support to borrowers that need assistance.

07
06
05

SME Automation and Digitalisation Facility (ADF)
To incentivise SMEs to automate processes and digitalise operations to improve
productivity and efﬁciency.

Agrofood Facility (AF)
To increase food production for Malaysia and for export purposes.

All Economic Sectors (AES) Facility
To enhance access to ﬁnancing for SMEs and to support growth.

03

Micro Enterprises Facility (MEF)
This facility will be increased from RM300 million to RM410 million to support microenterprises including gig workers on
digital platforms and the self-employed. The facility is for working capital and capital expenditure.

02
01

High Tech Facility – National Investment Aspirations (HTF-NIA)
The RM1 billion facility is aimed at supporting high-tech and innovation-driven SMEs affected by COVID-19 to recover and revitalise
the nation’s innovation capacity. Financing rate of up to 3.5% per annum is offered for ﬁnancing without guarantee or up to 5% per
annum inclusive of guarantee fee (with guarantee coverage by Credit Guarantee Corporation Malaysia Berhad (CGC).

Targeted Relief and Recovery Facility (TRRF)
The RM4 billion facility is for affected SMEs in the services sector. Offered at a rate of up to 3.5%, TRRF will be available through participating
ﬁnancial institutions, with guarantee coverage by Credit Guarantee Corporation (CGC) or Syarikat Jaminan Pembiayaan Perniagaan (SJPP).

Sources: BNM, Bank Islam and Owner’s Illustration

The prompt measures taken by these
institutions aimed to relieve the burden
on MSMEs that were affected by the
pandemic. The supports for the MSMEs by
far are remarkable. However, the supports
and financial aids offered by the institutions
within the industry are fragmented. Hence,
more cohesive collaborations between the
industry players and institutions (whether
it is a for-profit organisation or non-profitoriented-organisation) are required, rather
than supporting the MSMEs independently,
in order to allow MSMEs to have enough
liquidity in ensuring fast recovery of the
economy in the short term. As such, the
current accessibility toward financial aids

for the MSMEs should be revisited. Malaysia
can be considered as one of the few
countries that has an organized system for
Islamic social funds (Zakat, waqf, sadaqah).
As for Zakat fund for example, it has been
systematically managed (collection and
distribution) by the state religious councils
respectively. In terms of charity, Malaysia
is a good example for establishing and
supporting quite number of successful
non-government organisations (NGOs)
that are focusing on social welfare and
development which are also entrusted to
manage quite significant amount of charity
funds. Therefore, based on this premise, it
is worth to explore the idea of leveraging
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Disaster Relief Facility 2021
To alleviate the ﬁnancial burden and assist in the resumption of business operations of SMEs affected by the recent
ﬂoods in districts identiﬁed by Agensi Pengurusan Bencana Negara as ﬂood disaster areas.
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the Islamic social finance ecosystem to
support the MSME sector in Malaysia which
is the backbone of Malaysian economy.
Currently, apart of the Central Bank of
Malaysia, the SME Financing Ecosystem is

well supported by a number of specialized
financial institutions namely, Development
Financial
Institutions
(DFIs),
Credit
Guarantee Corporation (CGC) and venture
capital companies.

Figure 2: SME Financing Ecosystem
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Sources: Bank Negara Malaysia

THE CONCEPTUAL FRAMEWORK
This article proposes a conceptual
framework of supportive ecosystem
for the MSME sector in Malaysia where
both for-profit and non-profit-oriented
organisations could play a vital role. While
for-profit organisations have limitations
in providing financial assistance to the
MSMEs as their primary objective is profit
making, non-for profit organisations can
be more proactive in aiding the MSMEs.

However, lack of professional skills or
competency of non-for profit organisations
have created a negative impact on their
effectiveness of their actions. Hence, the
collaboration of for-profit organisation via
contributing their professional skills and
other infrastructural facilities may contribute
to a better ecosystem for the development
of MSMEs. It is believed that by tightening
the nexus between these organisations can
complement each other for a sustainable
support for the MSME sector in Malaysia.

Figure 3: Proposed Conceptual Framework for MSMEs
NEXUS

COMMERCIAL
BANKS

SME BANK

. Subsidized Financing
. CSR Funds
. HNWIs (Charity,
WAQF, ZAKATª)
. Institutional ZAKATb

. Subsidized Financing
. CSR Funds
. Institutional ZAKAT

CREDIT GUARANTEE
CORPORATION (CGC)
. Special and Lenient
Guarantee
Arrangements
. CSR Funds
. Institutional ZAKAT

NOT-FOR-PROFIT
ORGANIZATIONS

INSURANCE
COMPANIES

ZAKAT
INSTITUTIONS

. Insurance Protection
with Subsidized
Premium
. CSR Funds
. Institutional ZAKAT

. ZAKAT Funds from
different Statesc

WAQF/ENDOWMENT
INSTITUTIONS
. Dedicated WAQF
funds from different
states (Property and
Cash WAQF)

SADAQAH/CHARITY
ORGANIZATIONS
. Dedicated Charity
Funds from Various
Organiztions

IFHUB 2020 - Issue 2

PROFIT
ORGANIZATIONS
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GOVERNANCE AND
MONITORING COMMITTEE
Consist of Relevant
Representatives from Proﬁt
and Non-Proﬁt Organizations,
other Associations and
Regulators

MONITORING AND ADVISORY

ASSET MANAGEMENT
ENTITY

MONITORING AND
SELECTION CRITERIA

FUNDS AND OTHER
SERVICES

REPAYMENT OF COMMERCIAL
FINANCING

MSMEs

a., b. Amount authorized by the Zakat authorities for distribution
c. Only for Asnaf

Source: Owner’s Illustration

Figure 2 portrays the conceptual framework
in supporting the development of the
MSMEs. the framework suggests threepronged approach which involves the
participation of ; a) for-profit organisations
(Commercial banks, SME bank, Credit
guarantee
corporations,
insurance
companies, etc.), b) non-profit-oriented
organisations (Zakat institutions, Waqf/

Endowment institutions, Sadaqah/ Charity
organisations, etc.) on the supply-side as
well as c) MSMEs. The classification of the
stakeholders into profit-oriented and nonprofit-oriented organisations is based on
the mission of the organisations.
Although some of the organisations that
have been classified as non-profit-oriented

organisations are involved in profit-making
activities, the main purpose of establishing
respective organisations is not profitmaking but for the welfare and development
of the society (specific or general). While,
for-profit organisation contributes via its
corporate social responsibilities (CSR) fund
and institutional Zakat fund (the portion that
has been approved by Zakat authorities for
the disbursement) in general, commercial
banks particularly contribute fund in
the form of commercial financing with
subsidized rate and from the HNWIs in the
form of financing, waqf/endowments as
well as Zakat.
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SME bank provides fund and financing
under the wide variety of special schemes.
This can be zero financing or financing
with subsidized rates. Apart from these
financing facilities by SME Bank, credit
guarantee corporation provides guarantee
services those SMEs is lacking credit quality
or creditworthiness with a marginal rate
and reduced formalities. Insurance/takaful
companies can play some important role
by providing protection with subsidized
premiums by which MSMEs can be
protected from unforeseen calamities. The
non-profit-oriented organisations i.e. Zakat
institutions, Waqf/Endowment institutions,
Sadaqah/ Charity organisations contribute
some portion of their Zakat, Waqf/
Endowment, and Sadaqah/ Charity funds,
respectively.

The funds and other services from the
for-profit and non-profit organisations
are managed by an asset management
entity that is appointed and monitored by
Governance and Monitoring Committee
which is formed by the representatives of
for-profit and non-profit organisations as
well as other relevant organisations (e.g.
Association of Islamic Banking Institutions
Malaysian (AIBIM), State Religious Councils
(SRCs)) and regulators. The committee is also
responsible to monitor the performance of
the MSMEs.
The asset management company manages
the funds by facilitating the flow of the
funds and other investment services to
the eligible MSMEs. This entity also will be
responsible in assisting the Governance
and Monitoring Committee to measure the
impact created on both MSMEs and society
from this arrangement. The selection of
the asset management company will be
done by the Governance and Monitoring
Committee that is exclusively formed for
this arrangement. The MSMEs payback the
profit-sharing/interest of financing back to
the asset management entity in return to
the finance received from the respective forprofit organisation. Consequently, the asset
management entity passes the respective
amount to the profit organisations.

CONCLUSION
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To conclude, it is worth to note that the
financial assistance provided to MSMEs
by for-profit organization are limited and
it is confined to their strategic objectives.
Comparatively, the non-profit organization
on the other hand are lacking of technical
expertise, particularly financial expertise
i.e.
asset
management,
investment
management, impact measurement etc.
The proposed conceptual framework
brings these organisations with different
expertise to complement each other
and contribute towards sustainable
development of the MSME sector while
achieving respective strategic business
objectives.
The proposed framework,
however, requires some validation through
the market intelligence study where the
study will evaluate the market readiness of
and the market appetite of the supply and
demand side respectively.
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