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Introduction & Contents

The Islamic Finance Roundtable 2017 features three 
experts from around the world. In this roundtable 
our chosen experts explore the potential impact of 
Brexit on London’s role as a western hub for Islamic 
finance. We discover compliance issues or potential 

pitfalls that firms need to be cautious about. Other 
highlighted topics include: risk management, growth 
prospects, trading gold and Sustainable Development 
Goals. Featured countries are:  UAE, United Kingdom 
and United States.

Editor In Chief

James Drakeford

1. The UK hosted the first stand-
alone Islamic financial institution in 
the EU and has the highest value of 
Shariah compliant assets of any non-
Muslim country. Will its decision to 
leave the European Union impact its 
position as a ‘western hub for Islamic 
finance’? 

2. Can you talk us through the 
regulatory and tax landscape in 
relation to Islamic finance in your 
jurisdiction?

3. Have there been any recent 
regulatory changes or interesting 
developments?

4. Are there any compliance issues or 
potential pitfalls that firms need to 
be cautious about?

5. Can you detail the risk 
management challenges, such 
as fiduciary risk and displaced 
commercial risk, which are inherent 
in Islamic finance?
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6. What growth prospects exist for 
Islamic Finance offerings in non-
traditional markets?

7. Can you outline the new Shariah-
compliant rules for trading gold?

8. How will the decision by the 
Accounting and Auditing Organisation 
for Islamic Financial Institutions 
(AAOIFI) and the World Gold Council 
to approve the usage of gold in 
financial and investment transactions 
impact (i) Islamic Finance and (ii) the 
gold industry?

9. Are there any new asset types and 
classes we should be monitoring?

10. How can Islamic Finance play a 
role towards achieving Sustainable 
Development Goals?

11. What key trends do you expect 
to see over the coming year and in 
an ideal world what would you like to 
see implemented or changed?
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O Byrne: Expertise, creativity and the ability to take 
advantage of changing circumstances have played a 
tremendous role in the development of financial ser-
vices in the UK. The strategy to establish London as the 
world centre for the Islamic finance industry is further 
testament to this, as is the fact that the UK became the 
first western country to issue a Sukuk in 2014, attract-
ing orders of GBP 2 billion. Employing more than 1.1 
million people in the UK, the broader financial services 
sector is enormously important to the wider economy, 
and is an area that the UK Government needs to protect 
in the Brexit negotiations. While the outcome of those 
negotiations is unclear, we believe it is certain that the 
industry will be able to adapt once more to changing 
circumstances. 
 
The UK does indeed have many advantages, including 
the global rather than European-centric nature of Is-
lamic finance. This is somewhat different from the po-
sition in the UK’s broader financial services industry 
where EU passporting is vitally important. However, 
the UK is not the only country seeking to establish a 
strong Islamic finance sector – Germany, Luxembourg 
and Spain are also making progress. Many people feel 
that the underlying principles of Islamic finance can 
help it play a role in the stabilisation of the financial 
system. These factors are among the main reasons why 
Islamic finance assets grew at double digit rates dur-
ing the past decade. With an industry estimated to be 
around $3 trillion it is little wonder that other countries 
want to grab market share.

In summary, we believe that the expertise, creativity 
and adaptability inherent in financial services in the 
UK will help it keep its position as a ‘western hub for 

Islamic finance’, as long as a pragmatic approach to ne-
gotiations is taken and complacency is avoided.

Jaffer: London has made no secret of its ambition to 
position itself as the leading hub for Islamic finance 
outside Malaysia and the GCC. The UK’s importance 
as a centre for Shariah-compliant finance dates back 
to the early 1990s, when the first Islamic mortgages 
were made available to house-buyers in Britain. To-
day, there are six fully-fledged Islamic banks in the 
UK, and a total of 20 lenders offer Islamic financial 
products and services, more than any other Western 
country.

A recent briefing published by the law firm K&L Gates, 
notes that “for those who seek to engage with Islamic 
Finance and attract Islamic-compliant investment to 
the UK, there are opportunities in the upheaval.” This 
note points out that Islamic Finance has never been 
governed by EU law in the UK or elsewhere, adding 
that “the UK has one of the most Islamic friendly legal 
environments with the most legislation of any of the 
EU countries to assist Islamic Finance from a political 
and tax perspective.” There are also cultural, social and 
educational ties that may play a role in sustaining the 
continued growth of a vibrant and innovative finan-
cial services industry in the UK, which are applicable 
to Islamic finance. Over 60 institutions in the UK offer 
Islamic finance courses while 22 universities offer de-
gree programmes specialising in Shariah-compliant fi-
nance. It remains to be seen whether Brexit will weaken 
or strengthen the UK’s pre-eminence as an educational 
centre for the financial services industry in general and 
for Islamic finance in particular. 

Another reason for optimism about the UK’s role as a 
hub for Islamic finance in a post-Brexit environment 
is the strength of its commercial links with non-EU 
countries in Asia, Africa and elsewhere with robust 
growth prospects in Shariah-compliant finance. As the 
Alternative Investment Managers Association (AIMA) 
commented soon after the referendum, Brexit “will en-
able the UK to take opportunities to negotiate and sign 
free trade agreements with other key financial and non-
financial jurisdictions globally – potentially including 
the provision of financial services.”

One area where London has clearly strengthened its 
bona fides as a financial centre servicing borrowers, 
lenders and investors from beyond the EU over the 
last 12-18 months is in green financing and socially 
responsible investment (SRI). This is in turn likely to 
strengthen its credentials as a hub for Shariah-com-
pliant finance, given the growing recognition of the 
common ground shared by the SRI and Islamic finance 
movements. 

1. The UK hosted the first stand-alone Islamic financial institution in the EU and 
has the highest value of Shariah compliant assets of any non-Muslim country. 
Will its decision to leave the European Union impact its position as a ‘western 
hub for Islamic finance’? 
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Vogel: There are no United States laws specifically ad-
dressing Islamic finance, and financial institutions offer-
ing Islamic finance products are governed by the same 
federal and state laws and regulations as those offering 
conventional instruments. Islamic finance in the U.S. is 
market-driven: rather than support or promote Islamic 
financial products, federal and state regulators respond 
to applications and inquiries from Islamic financial 
institutions (IFIs) wishing to offer Islamic financial 
products on a case-by-case basis. The Federal Reserve 
has been helpful in organising forums to discuss with 
prospective issuers and investment bankers alternative 
ways to advance and grow Islamic finance. Only two 
rulings have been issued by the Office of Comptroller 
of the Currency (OCC, approving an ijarah and a mu-
rabahah structure for home mortgages and other retail 
financial products. IFIs in the U.S. are state-chartered 
entities subject to state laws regulating corporate gover-
nances and banking and insurance operations. 

Despite a paucity of U.S. legislation and judicial deci-
sions, Islamic finance structures and deposit accounts 
have been developed and are being used in the U.S. by 
balancing Islamic finance concepts with legal issues, 
such as ownership, liability, taxation, real estate trans-
fer taxes, bankruptcy and securities laws. Unlike most 
European countries, the U.S. has not changed its fed-
eral income tax law to accommodate Islamic finance. 
Moreover, most states have not amended their real es-
tate and property tax laws, such that in an ijarah trans-
action, for example, real estate transfer taxes apply to 
both the initial and the subsequent transfer transaction, 
which makes these transactions often more expensive. 
In addition, there has been no clear ruling by the IRS 
as to how “profit” should be treated in Islamic financ-
ings, and whether it should to be treated the same as 
“interest”, that is to say as income to the recipient and a 
deductible expense to the payor.

2. Can you talk us through the regulatory and tax landscape in relation to Islamic 
finance in your jurisdiction?

Jaffer: The UAE and the emirate of Dubai have always 
been the leaders and pioneers in the Islamic finance in-
dustry, with the establishment of the first Islamic bank 
in the world in the 1970s. The UAE is to establish the 
world’s first Shariah-compliant trade bank to bolster 
its ambition to be the centre of the Islamic economic 
world. The new bank would specialise in international 
trade and commodity finance. 

Emirates Trade Bank will be the first of its kind, a global 
Shariah-compliant bank exclusively offering integrated 
trade and international commodity financing solutions 
through leveraging and mobilising the infrastructure 
and logistics ecosystem of the UAE.

The bank will fulfil Dubai’s strategic goal of supporting 
the Islamic financial sector and integrating investments 
from this domain towards doubling UAE trade flows, 
which stood at about Dh1.4 trillion in 2014, by 2020. 
It will enhance trade finance between countries in the 
Arabian Gulf region, in central Asia and in Africa, and 
will be a new source of liquidity for trading between 
Islamic countries. “The value of the global Islamic 
economy last year was recently put at US$1.9 trillion 
by Thomson Reuters. Global trade in halal food alone 
is expected to approach $2tn by 2020, it also estimated.

Vogel: Although 2015 and 2016 were relatively quiet 
years for Islamic finance in the United States, energy 
continues to build. Following a fatwa from the Assem-
bly of Muslim Jurists of America – in which a group 
of scholars declared pretty much every Islamic finance 
product currently offered in the U.S. unacceptable and 
non-Shariah compliant – retail mortgage providers 
have by-in-large regrouped and begun to move for-

ward again. One real estate firm has made a substantial 
commitment to developing real estate projects in the 
U.S. and has been repositioning a large amount of of-
fice space in the Chicago suburbs. Other large Islamic 
finance projects include the financing of community 
centres and other New York City real estate.

With the improving U.S. economy, small enterprise fi-
nancing is also increasing, although this is constrained 
by the size and number of institutions that provide such 
financing. Most SME financing is still tied to real estate 
assets, although there has been more activity in financ-
ing heavy equipment and companies in the halal food 
sector. There has also been a growth in syndicated SME 
financing. 

On the investment firm level, there are now more than 
half a dozen Shariah-compliant funds publicly-trad-
ed in the U.S. Abraham’s River, a proto-Islamic bank, 
which launched in 2015 and is structured as a financial 
institution for non-interest-based finance, is modeled 
after an Islamic bank. This bank is currently only avail-
able to accredited investors, and is still working to clear 
certain U.S. securities law hurdles to build its portfolio 
assets with a small investor group.

Finally, the Malaysia/U.S. Chamber of Commerce con-
tinues to hold its Annual Islamic Finance Conference 
in Washington, D.C., titled “Islamic Capital Market: 
Inroads Into the U.S.”, in the hopes of expanding asset 
generation and securitisation by U.S. issuers. This is in 
part an outgrowth of Islamic finance seminars being 
held at Drake University in Iowa, home of the Principal 
Financial Group, the parent of CIMB Principal Islamic 
Asset Management in Malaysia.

3. Have there been any recent regulatory changes or interesting developments?

The Federal Reserve has been helpful 
in organising forums to discuss with 

prospective issuers and investment 
bankers alternative ways to advance 

and grow Islamic finance.
- John Vogel
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O Byrne: While Islamic finance has grown consistently 
over many years, the industry is still nascent in many 
ways. For example while global regulations exist for 
other forms of financial services, the same level of stan-
dardisation has not taken place in Islamic finance. As 
the interpretation of Shariah laws may differ in differ-
ent countries, firms operating across borders are faced 
with a unique risk of unintended non-compliance, 
which could lead to heavy financial losses for the bank. 

In addition to complying with Shariah laws, banks 
must ensure compliance with local regulations. Here 
too there are challenges for example, in Saudi Arabia, 
it is mandatory for Islamic Banks to send data qual-
ity reports to both the Saudi Arabia Monetary Agency 
(SAMA) and the Saudi Credit Bureau (SIMAH). In 
other jurisdictions such as the United Kingdom and 
Turkey a single supervisory framework applies to all 
banks. In some jurisdictions such as Malaysia, Pakistan 
and Sudan, Islamic banks are not permitted to pub-
lish financial statements unless the Shariah board has 
signed off on the Shariah compliance of those financial 
statements. These are just a few of the considerations 
that firms in Islamic finance need to take into account.

Vogel: A principal challenge facing Islamic financial 
providers in the U.S. is offering products that conform 
to both Islamic religious doctrine and state and federal 
banking regulations. The same stringent licensing and 
supervision standards that are applied to conventional 
institutions apply to financial institutions offering Is-
lamic banking and financial services. For example, the 
National Bank Act of 1864, which prohibits banks from 
the purchase, holding of legal title to or possession of 
real estate to secure debts due for a period exceeding 

five years, presents an obstacle to U.S. financial institu-
tions wishing to offer Shariah-compliant lending ser-
vices. This conflict was resolved in part by the OCC’s 
interpretive letters approving certain ijarah and mura-
bahah structures for home mortgages and retail finan-
cial products. 

In addition, Shariah law screening requirements impose 
significant limitations on proposed Islamic-financed 
investments, for example, with respect to amounts of 
interest income and accounts receivable permitted in 
any target.

Any organiser of a Shariah-compliant bank in the U.S. 
faces the challenge of introducing new business prac-
tices to regulators, satisfying regulatory requirements 
for significant capitalisation, and satisfying the require-
ment that such bank must reasonably expect to achieve 
and maintain profitability. Particularly since there are 
no meaningful conflicts between generally-accepted 
accounting principles in the U.S. and AAOIFI-promul-
gated Shariah-compliant accounting standards, there 
is no reason why a well-managed legally capitalised 
and profitable Islamic banking institution could not be 
chartered nationally in the U.S. to operate in a Shariah-
compliant manner. 

While certain types of murabahah and ijarah financing 
are permissible, musharakah and mudarabah would 
appear to violate federal regulations preventing com-
mercial banks from engaging in partnerships or owning 
common stock. In response, the OCC has recognised 
that a commercial bank may take “as consideration for 
a loan a share in the profit, income or earnings from a 
business or enterprise of a borrower”. This means that, 

even though commercial banks are restricted from 
making true equity investments, the opportunity tech-
nically exists to structure an equity return from a loan 
transaction while avoiding reliance on interest. In ad-
dition to commercial banks, U.S. credit unions follow a 
communal/partnership model consistent with Islamic fi-
nancial theory. Savings associations also are able to enter 
into joint ventures and own property through subsidiary 
servicing companies. These institutions not only have 
ready access to real estate financing through mudarabah 
and ijarah financing, but limited joint venture possibili-
ties are available to savings associations through the used 
musharakah and mudarabah transactions.

But additional regulatory challenges remain. For ex-
ample, deposits structured according to profit and loss 
sharing are not permitted in the U.S. because they must 
be insured by the FDIC, which invests solely in fixed-
income interest-bearing securities. While SHAPE Fi-
nancial Corporation has developed a modified deposit 
product offered by University Bank so that principal is 
guaranteed and the deposit holders share only in bank 

profits, not losses, the depositor who accepts full pay-
ment in the case of a loss realised by the bank may not 
be in compliance with Shariah law.

The restrictions placed on the range of permissible in-
vestments that commercial banks may hold constitute 
another regulatory challenge. Banks must limit their 
investments to fixed-income, interest-bearing securi-
ties, which are prohibited by Shariah. Moreover, in or-
der to comply with consumer credit laws, commercial 
banks must make numerous disclosures in a manner 
that does not always fit within the principles of Islamic 
finance. For example, The Truth and Lending Act re-
quires banks to make advance disclosure of annual per-
centage rates which are inapplicable to Islamic financ-
ing by reason of its prohibition against interest rates. 
Moreover, an Islamic financial institution that wishes to 
finance the purchase of a car or a home under a muda-
rabah or ijarah structure may face additional hurdles if 
state laws require the institution to qualify as a licensed 
leasing company or auto lender.

4. Are there any compliance issues or potential pitfalls that firms need to be 
cautious about?
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O Byrne: Islamic finance uses a unique banking model, 
based on the profit-sharing principle, to reward deposi-
tors that invest in investment accounts or demand de-
posits. As a result, Islamic Banks have risk challenges 
which are different from those that conventional banks 
encounter.
 
Fiduciary risk is one such element, which arises when 
an Islamic finance company fails to perform in accor-
dance with the explicit and implicit standards applicable 
to its fiduciary responsibilities. This may be interpreted 
as a breach of contract by the Islamic bank and may 
lead to the risk of facing legal action from depositors 
and shareholders. For example, a lower rate of return 
than the market could lead to fiduciary risk when the 
depositors interpret the lower returns as mismanage-
ment of funds by the Bank. Structuring of investment 
contracts to highlight liability for such loss is of prime 
importance to manage the fiduciary risk.
 
Since Islamic finance is primarily based on sharing of 
profits and risks, an Islamic bank may have to forgo 
some of its profits to the depositors to prevent withdraw-
als in case of lower returns. This risk, better known as 
displaced commercial risk, may lead to huge commer-
cial loss if a large number of depositors want to withdraw 
their deposits. Similarly, if there is any doubt regarding 
a specific transaction not being Shariah-compliant, the 
bank will have to forgo all the profits from that trans-
action to charity. Such unique characteristics of Islamic 
finance have led to complexities in the way Islamic banks 
safeguard their business against such losses.

Vogel: The risk management challenges that Islamic fi-
nancing faces in the U.S. fall into four categories: Sha-

riah law compliance issues, legal and tax issues, regula-
tory issues, and market-related risks. 

i. Shariah law compliance issues
There are a number of Shariah law challenges due to 
the lack of standardization of rules and regulations and 
documentary forms used in his Islamic finance struc-
tures. There is little predictability and no precedential 
value of decisions as to subsequent transactions. There 
is a lack of qualified Shariah scholars in the world, and 
there often occur conflicts of interest, inconsistent fat-
was and unpredictable and inconsistent court rulings. 
The assets susceptible to Islamic financing are not suffi-
ciently diverse and it is clear that Islamic finance trans-
actions must go beyond real estate in order to be attrac-
tive on a global basis. 

ii. Legal and tax issues
There is an intrinsic conflict between applicable local 
law (particularly in a real estate transaction) and Sha-
riah law and principles, compounded by the applica-
tion of U.S. or British common law to many complex 
Islamic finance transactions. The tax status of transac-
tions is often unclear, even in those European coun-
tries which have modified their VAT and other tax laws 
to accommodate Islamic finance. With respect to the 
enforceability of Islamic finance documents, there are 
no established courts for Islamic finance litigation and 
governing law of a transaction must be that of a country 
or state and cannot be Shariah law. It is uncertain, de-
pending upon whether a transaction is “asset-based” or 
“asset-backed”, whether the shareholders/investors in a 
transaction will have direct access to the underlying as-
sets in the case of a default or bankruptcy. 

iii. Regulatory issues
It is unclear whether or to what extent the registration 
and prospectus delivery requirements of U.S. securities 
laws apply in the case of a sukuk, for example. As not-
ed earlier, U.S. banking laws and regulations prescribe 
certain types of Islamic financing. The inconsistent and 
often unclear regulations of AAOIFI and IFSB and the 
strict capital requirements of Basel 3 make risk man-
agement more difficult. 

iv. Market-related risks
Finally, the market risks attendant to any Islamic financ-

ing include the general illiquidity of Islamic finance 
structures, the lack of a secondary market for resale of 
Islamic finance instruments, generally higher costs for 
an Islamic financed transactions, and the absence of fi-
nancial and operational risk management in many Is-
lamic finance institutions. In addition, in the United 
States, there is a widespread “Islamaphobia” and a seri-
ous danger in that many associate Islamic financing with 
Jihadism. Thus, it may be more appropriate to refer to 
this type of financing as “alternative financing” (as in the 
UK) or “participatory financing” (as in Turkey). 

5. Can you detail the risk management challenges, such as fiduciary risk and 
displaced commercial risk, which are inherent in Islamic finance?
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O Byrne: Clearly Islamic finance will continue to grow 
as the underlying Muslim population grows, but it is 
also increasingly attractive to others in search of more 
“ethical” forms of investing. The underlying principles 
of Islamic finance are seen by many people to be more 
attractive. Little wonder then, that the demand for Sha-
riah-compliant banking reached an all-time high last 
year in the UK according to Al Rayan Bank, which re-
corded a 449% increase in Islamic savings since 2012. 

Islamic finance is growing 50% faster than the tradi-
tional banking sector in the UK. The risk sharing fi-
nance models offered by Islamic finance are considered 
socially responsible by many in the UK. This coupled 
with strong government support, reflected in actions 
such as the creation of the Islamic finance task force, 
the removal of double tax on Islamic mortgages, the re-
form of arrangements for issues of debt and the exten-
sion of tax relief on Islamic mortgages to individuals as 
well as corporates has resulted in the UK becoming a 
gateway to Islamic finance in the west.

Jaffer: An area of the real economy where Shariah-
compliant finance and investment could support more 
inclusive growth is in the property sector. Islamic mort-
gages, in particular, have made impressive headway in 
the UK over the last decade. Germany, too, is regarded 
as offering substantial potential for growth in the mar-
ket for Islamic home loans. The country’s first Islamic 
bank, a subsidiary of Kuveyt Turk, opened its doors for 
business in 2015, and local specialists identify home 
lending as a potential dynamic source of growth for the 
bank. Although the total accumulated wealth of Ger-
many’s 4.3 million Muslims is estimated at about €25 
billion, only 8% are home-owners, compared with a na-
tionwide average of 42%. Shariah-compliant banks op-
erating in Europe have also identified student accom-
modation as a promising growth area. For example, 
the London-based investment bank, Gatehouse Bank, 
which specialises in Shariah-compliant products and 
services, recently announced the acquisition of Foun-
tainbridge, a student accommodation property located 
in Edinburgh.

6. What growth prospects exist for Islamic Finance offerings in non-traditional 
markets?

O Byrne: Gold is a Ribawi item as per Islamic texts and 
any Ribawi item must be sold by weight and measure 
only. Under Shariah laws, Islamic investors can trade 
in gold if it is backed by physical gold. However, gold 
cannot be traded for future expected value or for specu-
lation since the price is volatile and may involve pay-
ing or receiving interest. This uncertainty has restricted 
many Islamic investors, limiting their investments to 
gold jewellery and coins.

The new Shariah Gold Standard announced by AAO-
IFI in collaboration with the World Gold Council and 
Amanie Advisors gives clear guidelines for use of gold-
based products in Islamic finance. Investors can now 
invest in:

i. Vaulted Gold
ii. Gold Savings plans

iii. Gold certificates
iv. Physical gold ETFs
v. Gold mining shares (within Shariah pa-

rameters)

Gold can now be used as an underlying asset in transac-
tions, which could lead to a variety of new investment 
products. Islamic investors will be able to use gold bul-
lion products and platforms that offer physical delivery, 
allocated and segregated gold ownership.

7. Can you outline the new Shariah-compliant rules for trading gold?

Although the total accumulated wealth 
of Germany’s 4.3 million Muslims is 

estimated at about €25 billion, only 8% 
are home-owners, compared with a 

nationwide average of 42%.
- Sohail Jaffer 
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O Byrne: The new Shariah Gold Standard created by 
AAOIFI and the World Gold Council (WGC) will pro-
vide 1.6 billion Muslims in the world (25% of global 
population) greater access to the gold market. 

Up to late 2016, Islamic investors had fewer Shariah 
complaint investment options such as equities, real es-
tate and Sukuk (Islamic bonds). WGC data shows that 
in the last eight years, all major Islamic asset classes 
(REITs, the Takaful index, the Dow Jones Islamic Equi-
ties Index and the Dow Jones Sukuk Index) have un-
derperformed compared to gold. The new Shariah Gold 
Standard allows Islamic investors to invest in vaulted 
gold, gold savings plan, gold certificates, physical gold 
ETFs and gold mining shares. Since physical gold will 
be an underlying asset in such instruments, it will give 
investors greater access to liquid Shariah compliant 
instruments. With increased coverage, the Islamic fi-
nance market is expected to increase from current USD 
2 trillion to USD 5 trillion by 2020.

Currently, gold spot prices are mainly governed by 
the London market & COMEX (Chicago Mercantile 
Exchange). Both these markets mainly operate on 
speculations which do not require physical gold as an 
underlying asset. Under the Shariah Gold Standard, 
there will be a greater emphasis on physical gold due 
to which its demand is expected to surge sharply in 
the short term. Various reports suggest that if Islamic 
Finance Institutions were to allocate just 1% of their 
assets to new gold products (which they will due to 
higher returns as compared to other investment prod-
ucts), the demand for physical gold will surge by at 
least 500 tonnes per annum. This will lead to increase 
in gold prices and could change the dynamics of the 
gold market. Gold bullion will be more appealing to 
Islamic banks due to Basel III rules that require banks 
to have higher liquidity and better asset quality and 
low counterparty risk assets such as physical gold in 
allocated and segregated storage.

8. How will the decision by the Accounting and Auditing Organisation for Islamic 
Financial Institutions (AAOIFI) and the World Gold Council to approve the usage 
of gold in financial and investment transactions impact (i) Islamic Finance and (ii) 
the gold industry?

Jaffer: As the recent Paris talks on climate change 
[COP21] have emphasised, investment in infrastruc-
ture across the world will need to respect more rigor-
ous environmental standards if irreversible damage to 
the planet is to be prevented. The result is that socially 
responsible investment (SRI) is expected to play an in-
creasingly prominent role in financing infrastructure 
development worldwide over the coming decade. 

Given the similarities between SRI and Islamic finance, 
there is a growing recognition that Shariah-compliant 
structures are likely to make an important contribu-
tion to sustainable or ‘green’ infrastructure financing. 
Already, a number of notable initiatives have been 
launched aimed at encouraging the growth of green 
Shariah-compliant instruments. Foremost among these 
was the creation in 2012 of the Green Sukuk Working 
Party (GSWP) by the Clean Energy Business Council 
(MENA), the Climate Bonds Initiative and the Gulf 
Bond and Sukuk Association (GBSA). This working 
group, which brings together experts in project devel-
opment, environmental standards, capital markets and 
Islamic finance, aims to promote the use of Shariah-
compliant products to invest in projects designed to 
address the challenge of climate change.

Another significant landmark in the evolution of the 
market for the Shariah-compliant green capital market 
was the launch in August 2014 of the SRI sukuk frame-
work by the Securities Commission Malaysia (SC). 
Originally announced in the 2014 budget, the Malay-
sian initiative is part of the SC’s Capital Market Master-
plan 2 to promote socially responsible financing and in-
vestment among both institutional and retail investors.

Beyond renewable energy developments such as wind-
farms, Islamic finance could play a central role in sup-
porting investment across a wide range of social infra-
structure projects, such as schools, hospitals and re-
tirement homes. It is accepted that Shariah-compliant 
finance is fully compatible with the principles of public-
private partnerships (PPP), and elements of financing 
mechanisms such as joint ventures (Musharaha), prof-
it-sharing structures (Mudharaba), cost-plus financing 
(Murabaha) and leasing (Ijara) could all be applied to 
social infrastructure investment. 

Sukuks have already demonstrated their credentials as 
financing instruments for ethical initiatives. In Decem-
ber 2014, for example, the International Finance Fa-
cility for Immunisation (IFFIm), for which the World 
Bank acts as treasury manager, launched a $500 mil-
lion sukuk, the proceeds of which were used to finance 
projects for the Global Alliance for Vaccines and Im-
munisation (GAVI). The strength of investor demand 
for this transaction, which was oversubscribed by 1.4 
times, underscores the potential of Islamic finance to 
support transactions used for similar ethical purposes.

Vogel: Notwithstanding the difficulties that Islamic 
financing faces, particularly in countries such as the 
U.S., there are some positive signs of the development 
of Islamic finance offerings in certain nontraditional 
markets. These include crowd-funding (shekra), micro 
finance, renewable energy and other “green” projects, 
private equity and hedge fund investments, the Ha-
lal food Industry, the financing of infrastructure and 
heavy equipment, and increasing Islamic financing of 
the health and health management industries. In addi-
tion, while real estate remains the primary asset class 

9. Are there any new asset types and classes we should be monitoring?he new Shariah Gold Standard 
allows Islamic investors to invest in 

vaulted gold, gold savings plan, gold 
certificates, physical gold ETFs and 

gold mining shares. 
- Daragh O Byrne
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underlying most Islamic financing transactions around 
the world, aircraft and maritime assets are increasingly 
attractive assets to Islamic finance, particularly given 
the strong U.S. dollar and low oil prices. 

Recently, we have seen the issuance of the first export 
credit agency-guaranteed sukuk, as well as number 
of other innovative structures including a sukuk-

wakalah program and a fixed-term deposit account 
offered by a Middle Eastern financial institution. The 
increased recognition and use of derivative securities 
and similar techniques in Islamic finance transactions 
is an important step in furthering the integration of 
Islamic finance and conventional finance in interna-
tional trade and finance.

O Byrne: One of the key challenges recognised by 
the UN in achieving Sustainable Development Goals 
(SDGs) is in mobilising the resources needed to effec-
tively implement and achieve the SDGs by 2030. Along 
with traditional development finance, many countries 
have also started exploring alternative and innovative 
financing options like Islamic finance due to its fair and 
transparent approach.

According to the Boston Consulting Group, Islamic 
Banking follows a stringent set of principles, aims to 
be socially and ethically responsible and embraces high 
transparency and shared risk. It is due to these funda-
mental principles that Islamic finance is expected to en-
able an environment, which helps achieve Sustainable 
Development Goals. We believe that Islamic finance 
could help achieve SGDs such as financial stability, in-
clusion and shared prosperity and strong infrastructure 
growth in the following manner:

•	 Financial stability and inclusion: As a 
result of greater financial discipline and 
supervision exercised in Islamic finance, 
lower risk can bring greater financial 
stability in the global financial system. 
For example, Islamic finance mandates 
the financier to share the risk of the un-
derlying transaction thereby making it 
important for financial institutions to 
conduct their due diligence before ex-
tending credit.

•	 Infrastructure development: Sukuk (Is-
lamic bonds) have been successfully 
used to fund large infrastructure proj-

ects in the last decade and can be used 
to bridge the infrastructure finance gaps 
in developing countries. 

Jaffer: The ethical, environmentally sustainable and 
community welfare principles underpinning Islamic 
finance holds huge potential for funding green and sus-
tainable projects including renewable energy, waste to 
energy, geothermal, wind farms, forestry, health and 
education.

The recent initiatives undertaken by the Governments 
in the Developing world, the World Bank, United Na-
tions, Bank Negara Malaysia, Islamic Development 
Bank, and the Clean Energy Business Council have all 
made significant contributions to raising the aware-
ness of global issuers, investors and service providers. 
In February 2016, Moody’s reported that Green Bond 
issuance for 2016 could exceed US$ 50 billion.

The Islamic Development Bank, Bank Negara Malay-
sia, and enlightened Governments in MENA and Asia 
need to work together with international agencies like 
the World Bank and UN in more effectively engaging 
and developing this important initiative.

Islamic finance’s participation in Energy projects in-
cludes Saudi Aramco, UAE’s Dolphin Energy and 
Petronas of Malaysia. The MENA region is looking to 
considerably boost the proportion of electricity gen-
erated from solar energy. The Istisna-Ijara structure is 
favoured by international lenders to finance renewable 
energy projects.

10. How can Islamic Finance play a role towards achieving Sustainable 
Development Goals?
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O Byrne: One of the key challenges in Islamic bank-
ing across the globe is that the regulatory and super-
visory framework for Islamic finance does not exist in 
many countries. These frameworks are still developed 
primarily for conventional finance. This is due to lower 
economies of scale and higher dominance of conven-
tional finance over Islamic finance. As a result, Islamic 
financial institutions in western countries face signifi-
cant risks due to Shariah non-compliance. 

Going forward, as the adoption of Islamic finance in-
creases in the western countries, it is expected that 
there will be better regulatory harmonisation across 
the countries for Islamic finance. In the future, it will 
be critical for organisations defining standards for con-
ventional and Islamic finance to work together. Islamic 
financial technology solution providers such as Nucleus 
Software will play a key role in offering solutions, which 
help organisations cater for their dynamic business re-
quirements and are flexible in adapting to the evolving 
regulatory requirements worldwide. 

Jaffer: Islamic banking and Islamic finance are expect-
ed to hugely benefit from fintech and block chain tech-
nologies that will help to simplify transactions involv-
ing complex structures.

According to the World Islamic Banking Competi-
tiveness Report 2016 by EY, Islamic banks still have a 
lower customer penetration in mobile banking com-
pared to conventional banks and the digitisation ef-
forts need to catch up.

The Middle East’s banking sector has been relatively 
slow in adopting deep and transformative digitisation 

compared to its global peers, according to recent sur-
vey of corporate banking customers worldwide by the 
Boston Consulting Group (BCG). Globally, a growing 
number of banks are expanding their digital offerings 
well beyond a basic web presence. A recent BCG study 
showed that over the next five years, corporate banks 
that remain digital laggards could see profits drop by 
as much as 15-30% relative to their digitally fast-mov-
ing competitors.

Vogel: Since 2000, Islamic banks have become a force 
to reckon with. Capital has grown from $200 billion in 
2000 to over $3 trillion dollars in 2017, and is expect-
ed to grow to over $4 trillion by 2020. While Islamic 
finance constitutes only 5-6% of the global financial 
system, it is rapidly growing and is expected to grow 
19.7% annually through 2020. All international banks, 
including those based in the U.S., offer either Islamic 
subsidiaries or Islamic lending windows. 

On the other hand, “Islamaphobia” in America is a ma-
jor concern and significantly restricts the rise of Islamic 
banking in the U.S.; several major Islamic banks have 
been accused of funding terrorism. There continue to 
be substantial challenges in providing transparency in 
Islamic financings, notwithstanding the efforts of the 
Islamic Finance Services Board (IFSB) and the Ac-
counting and Auditing Organization for Islamic Finan-
cial Institutions (AAOIFI) established to promote and 
enhance the soundness of Islamic banks and to issue 
accounting, governance and documentary standards. It 
is critical that these institutions continue to strengthen 
their standards and that countries implement central 
Shariah boards with a broad range of scholars to avoid 
conflicts of interest and lack of transparency. 

The political and financial turmoil around the world 
has caused severe dislocation in conventional and Is-
lamic financial markets in developed and developing 
countries. This dislocation has required a considerable 
amount of “financial engineering” in many national 
economies– including oil-producing countries – and 
has exposed the difficulties in integrating Islamic and 
conventional finance. While this disruption is unlikely 
to end in the near future, the continued growth of Is-
lamic finance will depend on increasing education and 

awareness regarding Islamic finance – what it is and 
what it is not; increasing confidence in the sustainabil-
ity of Islamic finance; the increased standardization of 
rules and template documentation governing Islamic 
finance transactions; and the meaningful training of 
Shariah scholars and legal and accounting practitioners 
able and willing to develop and implement innovations 
in the application of Islamic finance principles to a rap-
idly changing world and its financial needs.

11. What key trends do you expect to see over the coming year and in an ideal 
world what would you like to see implemented or changed?


