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financial inclusion. Islamic finance, in his opinion, should be 
active in taking risks that others won’t to encourage entrepre-
neurship. The lack of progress in this area has disappointed 
although some of the regulatory issues holding the industry 
back are understandable. 

The key point is that Islamic finance cannot just expand its 
market share in an existing market and has to look towards 
areas not being served. The government and industry are 
responsible for creating an enabling environment. Islamic 
banks could focus on infrastructure finance, and even move 
more dramatically into making a conscious decision to target 
economic development and poverty alleviation as a market 
segment. With Islamic finance, it is not just smart business 
but it is a moral obligation. 

Asked by Sayd Farook how an institution could embed this 
social responsibility within itself and also make it financially 
sustainable, Dr. Ali highlighted the example from Al Baraka 
Banking Group where it looks at social responsibility in four 
areas. One of these areas is philanthropy but it is limited to where 
it can be most effective. The other three areas are economic 
opportunities, qard al-hasan and giving a time commitment 
to socially responsible initiatives. 

In order to make the changes implementable, however, it 
has to be included in the fundamental business process of 
the bank like the articles of association. One way it has been 
implemented by Al Baraka is through the credit application 
process which covers the social benefits including job creation 
alongside more traditional metrics. They prefer to work more 
with companies with a higher social impact and have made it 
durable by including it within the credit application. 

Shifting from a single institution perspective to an industry-wide 
one, Al-Awar asked why there hadn’t been as much emphasis 
placed on working with global ethical initiatives in the past and 
asked AAOIFI’s Deputy Secretary General Khairul Nizam what 
it would take for standards-setting bodies to include additional 
ethical criteria. Nizam highlighted the existing Corporate Social 
Responsibility (CSR) standards that AAOIFI includes as one 
of its (non-binding) governance standards which provides, for 
example, recommendations for policies that Islamic financial 
institutions should have in regards to zakat collection and 
SME development. 

While setting up policies is the first place to turn to incorporate 
additional ethical criteria, it will take more encouragement for 
more institutions to agree to adopt the existing CSR stand-
ards and fully disclose their performance in a CSR report. In 
order to expand the adoption of these standards and expand 
into other ethical screens, he suggested setting a definition 
of sustainability reporting including assessing the economic, 
environmental and social costs of an institution. Once the policy 
is set, it provides specific items to report upon. 

Returning to the development of standards, AAOIFI’s Nizam 
said that the organization is focused on and needs to continue 
to work more on encouraging adoption of these standards, 

both with investors who provide the impetus for reporting as 
well as with stock exchanges. With emerging markets such 
as South Africa, Mexico and Malaysia leading in sustainability 
reporting, the stock exchanges serve as one source of influence 
to expand adoption of CSR policy and disclosure reporting. 

Omar Selim discussed the differences between Islamic criteria 
and those from other sustainability and faith-based orientations. 
The UN Principles for Responsible Investment (PRI) and Global 
Compact provide the most similar approach because like the 
Islamic screens, they target specific areas that are automatic 
exclusions. The difference is in what is being excluded where 
the PRI but not the Islamic screens target human rights, labor 
law, environment and anti-corruption. 

One of the ways that these alternatives have defined them-
selves is in focusing not just on financial returns, which is 
something that Islamic finance could do if it took a different 
label than ‘Islamic’, said Tariq Al-Sudairy. With the Islamic 
label, people expect to get the same performance. If the label 
were ‘responsible’ or ‘prudent’ banking, it would be easier to 
communicate that there is not the same expectation of short-
term performance. Some of the short-term underperformance, 
if it existed, would not be a ‘piety gap’ but an investment in 
long-term sustainability. 

Dr. Ali added that along these lines, if you are not making 
a difference in people’s lives, it isn’t as durable. However, 
you have to do something on the ground in order to make 
a discussion of the labeling important. Dominic Selwood, 
the General Counsel for Arabesque Asset Management 
agreed and said the focus should shift to being based less on 
rules and more about values. Rather than focus on the legal 
rules and enforceability, Islamic finance needs to work around 
consensus and vision which require data. 

The data for the ESG and SRI space show that incorporating 
these extra factors in investment decisions not only doesn’t 
detract from performance but drives outperformance. To 
support this contention, he pointed to a meta-analysis study 
(PDF) jointly commissioned by Arabesque Asset Management 
which found economic benefits from adopting strong sustain-
ability practices. Within the Islamic context, Sohail Zubairi 
pointed to the efforts in Dubai Islamic Bank to institutionalize 
the distribution of zakat and purification of tainted income. 
Instead of directly disbursing it, they work with charitable 
organizations, a model which could be further centralized. 

However, Zubairi thinks there are other areas to consider like 
how distributions to depositors are calculated. Rather than fo-
cusing on matching the conventional interest-based benchmark, 
he suggests looking more closely at whether the distribution 
between the bank and depositors is fair. Another area where 
Islamic financial institutions could look to expand their ethical 
impact is in services they provide to other organizations. 

As an example, Zubairi highlighted the work DIB had done 
with an Islamic relief organization developing a fund for micro, 
small and medium sized businesses where DIB is developing 
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the structure and documentation for a qard fund and may help it 
expand also into products that are capable of generating profits. 

Form discussions of how Islamic finance could incorporate more 
ethical activities, there remained a distinction between ideas 
that incorporated Western-originated ESG or SRI screens and 
those that focus on highlighting the distinctiveness of Islamic 
finance. Mohammed Nadeem Aslam, head of the Islamic 
Banking Division at Bank Muscat, said the focus shouldn’t be 
on the label but on the vision which should start with identifying 
problems with conventional banking. The solution should look 
to Shariah and use existing institutions within Islam like zakat 
and sadaqa to remove the problematic areas. 

Khalid Howladar disagreed with the idea that the label didn’t 
matter and highlighted the challenges of moving beyond the 
GCC and other core markets. The way to expand will be to 
shift the focus to the values that make Islamic finance what it 
is. Ahmed Al-Gebali agreed that the label could be a barrier 
and pointed to the experience of the Islamic finance program 
within the MBA at the Rotman School of Management at the 
University of Toronto which grew from a few Muslim students 
in the first year to a much more diverse group of students 
who may perceive too much focus on the ‘Islamic’ label as a 
statement that they are ‘other’. Alternatively, using a label like 
‘ethical’ implies that others are not ethical. 

Following along Al-Gebali’s point about being concerned with 
the brand and the label, Rehan Pathan, suggested that a label 
should not be Shariah-based but should be something inclu-

sive. However, it is challenging to position as ‘ethical’ because 
what is ethical to some will not be to others. The branding 
process should start with the idea of finding a minimum level 
of what is ethical, Shariah-compliant and socially responsible. 
It is not an expensive change but it is a branding process that 
demands attention. 

Al-Jabri agreed that it was not a dramatic change to add ESG 
criteria to the Islamic criteria and did not change the invest-
ment universe much. Muneer Khan, a Partner at Simmons 
& Simmons suggested that it would be valuable if Islamic 
asset managers teamed up with leading asset managers to 
jointly develop products, even if it did not immediately make 
sense in terms of remuneration. The benefit will be bigger by 
bringing the Islamic finance sector into the awareness of the 
ESG/SRI sector. 

The point of all of these efforts, Harris Irfan argued, was that 
actions speak louder than words but it takes time to build 
relationships with institutions that tend to be nervous about 
adopting new practices. A product that he saw as valuable 
in improving the value proposition from Islamic finance is 
asset-backed (ABS) sukuk like the one issued by FWU which 
involved a ‘drag-and-drop’ structure of a portfolio of takaful 
transactions into a vehicle. 

The FWU sukuk provides an example of how, in contrast to 
the divergence between the financial and real economy before 
the 2008 crisis, Islamic finance retains a greater link to the real 
economy. Besides ABS, it would help if some of the commodity 
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murabahah and sale-leaseback structures were replaced with 
‘real’ wakalah on ‘real’ businesses to differentiate Islamic finance 
because it is easier to communicate that there is something 
‘real’ and ‘ethical’ about it that conventional finance lacks. 

Proceeding along a similar argument, Sohail Zubairi explained 
that when he explains Islamic finance to others it starts with 
the structures and explanation of why they are different, why 
there is a change. This lets you show a difference without 
changing the name. Sohail argued that there is beauty in the 
‘Islamic’ name and changing it may be perceived as hiding the 
underlying source of ethics which he said provided a universal 
ethical way for handling money. 

Badlisyah Abdul Ghani agreed and pointed out that Islamic, 
ethical, socially responsible and impact investing are all subsets 
of a much larger industry. The Islamic label is appropriate 
because that is the market that they are serving. More impor-
tance should be placed on moving forward on the commercial 
value of the business. 

On the issue of transparency and reporting, Nida Raza, the 
Director of the Islamic Finance Centre at Ernst & Young, 
argued that it should not take requirements for Islamic financial 
institutions to share information. The industry is young and 
institutions are all trying to grow as equal stakeholders and 
should give transparent information. 

Jamil Jaroudi, CEO of Bank Nizwa, highlighted the historical 
basis for using transparency to grow, pointing out that trade 
was one of the major forces driving adoption of Islam across 
Asia centuries ago and could be again today if it is practised as 
it should be, which includes being transparent. As discussed 
earlier in the session, this transparency needs common stand-
ards and Ahmed Al-Gebali highlighted the benefit that would 
come from an advisory body that pulls together the Islamic 
finance infrastructure organizations like the AAOIFI, CIBAFI 
and IFSB with the multilateral development banks through an 
advisory committee. 
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Islamic banks signed up for Equator Principles 
(project finance)

1 
Islamic financial institution signed up to UN Global 
Compact 

Source: Business Insider, Global Sustainability Investment Review 2012, Thomson 
Reuters’ State of the Global Islamic Economy Report 2013, Equator
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