
Islamic Economics Project | Moral Reflections on Economics, Vol 1, No 10, Oct 2021 1 

 

  
(O Prophet!) Tell those of My 
servants who believe that they 
should establish prayer and 
spend out of what We have 

provided them with, both secretly and 
openly, before there arrives the Day 
when there will be no bargaining, nor any 
mutual befriending. [Ibrahim: 38]. 

Messenger of Allah (pbuh) 
said: “No one hoards but the 
sinner.” (Sahih Muslim, Book 
22 on Musaqah, Hadith 

Number 162). 
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a full-fledged banking sector had come 
into being: exchanging gold and silver 
coins and lending money to the 
government and to merchants who were 
able to pay money into accounts in one 
city and draw money in another. These 
drafts had several names – one of them 
was the Persian word ‘cak’ that has come 
down to us as a check.” 
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Research Note 

 

Realist and the Idealist Schools of Thought in Islamic Banking 
 
Salman Ahmed Shaikh 
 
Modern Islamic banking formally began in 

mid-70s. After four and a half decades, 

Islamic banking has spread in many 

countries in Asia, Africa and Europe. In 

many countries, Islamic banking share is 

more than 25%, such as in Brunei, Qatar, 

Saudi Arabia, Kuwait, Bahrain, and 

Malaysia, for instance. 

 

In evaluating Islamic banking, people tend 

to have different thoughts. Some evaluate 

Islamic banking taking the banking and 

finance view where cash flows and their 

timing and values become the significant 

point of contrast. Some take other 

perspectives including legal, accounting, 

economics, and Shari’ah compliance.  

 

In the legal perspective, legal title to 

counterparties in various steps along with 

tax implications become the primary focus. 

In the accounting perspective, financial 

reporting becomes the significant point of 

distinction. In the economics perspective, 

return on investment and cost of financing 

become the distinguishing features. 

 

Moral Reflections on Economics 
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In the Shari’ah compliance perspective, 

adherence to the 

detailed rules of sale, 

lease and economic 

exchange in Islamic 

jurisprudence are given 

most importance. In 

addition to Shari’ah 

compliance, in the 

Maqasid-e-Shari’ah 

perspective, broader concerns of welfare, 

equity and sustainability are given 

important consideration. Thus, when 

people evaluate Islamic banking, they take 

into account various perspectives.        

 

Realists hold the view that Islamic banks 

are commercial financial institutions. Their 

primary objective is to provide Shari’ah 

compliant financing and investment 

solutions to the saving deficient and saving 

surplus units in compliance with Shari’ah 

principles.  

 

Since Islamic banks are commercial 

institutions, they are also responsible for 

safeguarding the interest of shareholders 

and depositors who provide investment 

capital to the bank. They 

are expected to provide 

Halal returns in terms of 

profits to the 

shareholders and 

depositors. Hence, they 

would be expected to 

invest in commercially 

viable contracts in order 

to earn Halal profits for their major 

stakeholders, i.e. shareholders and 

depositors. 

 

Islamic banks operate in a market where 

the leading firm or the group of firms 

practicing interest-based conventional 

banking hold scale and regulatory 

advantage. Islamic banks 

as new entrants with 

small market share and 

facing regulatory 

disadvantages cannot be 

price-setters and cost 

leaders in the beginning.  

 

Thus, what they can 

realistically achieve in the short term is to 

be competitive, liquid, and solvent and 

then penetrate slowly in the market to 

increase their share and efficiency without 

compromising the principles and 

boundaries of Islamic rules of trade and 

lease in which they engage as financial 

intermediaries. 

 

The realists contend that the visionary 

objectives of equitable distribution of 

income will be taken care of in the long 

run by Islamic social finance institutions, 

such as Zakat and Waqf. Islamic banks as 

one part of Islamic finance ecosystem will 

continue to serve the short term financing 

requirements of clients and for which debt 

based Islamic modes of financing are the 

suitable options. There is 

some credence in this 

promise and approach.  

 

In Malaysia and 

Indonesia, Islamic 

microfinance, Zakat and 

Waqf institutions are 

used in social finance. 

The results have been effective to 

complement Islamic banking and bring 

more inclusivity in the Islamic finance 

ecosystem. In the case of Pakistan, 

Akhuwat has proved how Qard-e-Hasan can 

be used to help the poor people on a large 

scale. 

Idealists view that since Islam 

prohibits Riba, Islamic banks are 

also perceived to make a distinct 

mark in their economic impact as 

compared to the economic 

impact of Riba based financial 

contracts. 

The realists contend that the 

visionary objectives of equitable 

distribution of income will be 

taken care of in the long run by 

Islamic social finance 

institutions, such as Zakat and 

Waqf. 
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Nonetheless, idealists view that since Islam 

prohibits Riba, Islamic banks are also 

perceived to make a distinct mark in their 

economic impact as compared to the 

economic impact of Riba 

based financial 

contracts. Early thinkers 

in Islamic finance 

literature built high 

expectations from 

Islamic banks to 

contribute to egalitarian 

income distribution, 

inclusive financial 

products and to achieve 

a reduction in poverty.  

 

The idealist scholars take the view that 

Islamic banking has to strive towards 

making a distinctive socio-economic impact 

in society. They also opine that since 

interest based banking is primarily 

criticized in economic terms for its 

exclusive focus on the richer segments of 

the society and thus creating asymmetric 

access to funds and concentration of 

wealth, the Islamic banks need to be 

different. 

 

Inclusivity, equitable 

distribution of resources 

and socio-economic 

mobility do not 

determine Shari’ah 

compliance or validity. 

However, these visionary 

goals are the aspirations 

of many people in 

academics and public at 

large. Therefore, idealist 

scholars emphasize that Islamic banks need 

to focus more on equity based modes of 

financing which ensure inclusivity of both 

richer and poorer segments of society in 

access to funds and thereby lead to much 

more egalitarian distribution of income. 

 
 
 

 

Viewpoint 

Green Economic Restoration: Role of Islamic Finance 
Prof. Dr. Tariqullah Khan 

Professor, Istanbul Sabahattin Zaim University 
 
SDGs and the Ecosystems Restoration 
Decade 
 
June 5 was the World Environment Day. 
It is very pertinent to note that the 
next ten years will be celebrated by 
the UN as Ecosystems Restoration 
Decade. These are the 10 years left in 
the timeline of UN sustainable 
development goals (SDGs). It signifies 
the basic fact that restoration of the 

ecosystem is the precondition for 
achieving the SDGs. 
 
HDIs and EFs Divergence 
 
SDG 17 is in fact a call for coordinated 
effort by the stakeholders. The other 
16 SDGs are related to two overarching 
global policy themes that have diverged 
historically. These are: a) the UN 
Human Development Index (HDI) and b) 

Idealists view that interest 

based banking is primarily 

criticized in economic terms for 

its exclusive focus on the richer 

segments of the society and thus 

creating asymmetric access to 

funds and concentration of 

wealth, the Islamic banks need 

to be different. 
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Ecological Footprint Indicators (EF). 
The HDI from 0.8 to 1.0 is considered 
the highest to be targeted by all 
countries. All developed and some 
emerging countries like Malaysia for 

example, have achieved this level of 
high HDI. Most of the least developed 
countries have HDI lesser than 0.5. 
Pakistan’s HDI for example, is slightly 
higher at 0.557.

 

 
Figure 1: World HDI and EF mapping 

 
However, what is more concerning is 
that the EF of the developed countries 
and emerging countries is much more 
than their one earth 
capacity.  
 
On the other hand, 
the EF of the least 
developed and 
developing countries 
is within the one 
earth capacity. 
Pakistan’s EF for 
example is 0.79 and 
is lower than its one 
earth capacity. Figure-1 summarizes 
the HDI and EF data for different 

countries of the world signifying this 
divergence between HDI and EF.  
 

Developed and 
emerging countries 
have achieved high 
HDI at the cost of 
depleting the global 
public asset - the 
earth's ecological 
capacity, because 
of waste driven 
growth policies, 
material footprint 
of resource 

extraction, CO2 emissions, 
deforestation, and climate change. 
 

Developed and emerging countries 

have achieved high HDI at the cost 

of depleting the global public asset 

- the earth's ecological capacity, 

because of waste driven growth 

policies, material footprint of 

resource extraction, CO2 emissions, 

deforestation, and climate change. 
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Green Economic Transformation 
 
What is green economic transformation 
(GET)? In Figure-2 we reproduce Figure 
1 to explain the global policy target of 
GET. GET is the realignment of HDI and 
EFs by adopting right policies of 
economic growth within the boundaries 
of the one planet earth. GET is healing 

ecology through economy. Most 
developed countries must drastically 
reduce their EFs, indeed without 
letting their HDIs to suffer. Most of the 
least developed and developing 
countries must enhance their HDIs 
without worsening their EFs by 
exceeding the one earth capacity.

 

 
Figure 2: Aligning HDIs and EFIs 

 
Top Six Reforms We Need to Pursue 
 
GET requires significant reforms in 
many areas. Here we pick six that we 
consider are of critical importance. We 
mention these in context of Islamic 
economics and finance, but these 
points are of general relevance. 
 
1. Adapt a New Economic Paradigm 
 
Aligning HDIs and EFs requires reducing 
material footprint by eliminating waste 
and reducing emissions by green energy 
transition and restoration of the 
ecosystems also requires reforestation 
etc. A fresh approach to dealing with 
externalities is needed. A new cash 

flow accounting is needed by 
incorporating the interests of future 
generations. In short, a new economic 
paradigm, modalities and practices of 
businesses, curriculum and pedagogy 
reforms and upgrading private and 
philanthropic sector strategies, and 
policies, and regulation are required. 
 
Elsewhere, we suggested anchoring the 
new paradigm with zero-waste, zero-
emissions and zero-financialization. 
We urged Islamic finance to adopt the 
Circular Economy paradigm as it is 
consistent with Mizan (universal 
balance), prohibition of Israf (waste), 
Tabzir (extravagances and 
indulgences), Riba (commercialization 

https://www.slideshare.net/tariqullahkhan/healing-ecology-through-economy
https://www.slideshare.net/tariqullahkhan/healing-ecology-through-economy
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of lending and financialization) and 
echo Maqasid of legislation and 
human’s responsibilities in the role of 
stewardship (see, “reforming Islamic 
finance to achieve SDGs” 
 
2. Curriculum and Pedagogy Reform 
 
The foremost critical area of change is 
educational curriculum and pedagogy 
at all levels. At the Hamad Bin Khalifa 
University during 2018, we introduced a 
PhD Program centring on circular 
economy (see “the role of CIS in 
innovating transformative higher 
education pedagogy”). 
 
Graduate programs at Istanbul Zaim 
University are sustainability focused 
and the university has won several 
international awards in this regard. 
Sustainability management and 
reporting must constitute a core part of 
graduate programs in Islamic economics 
and finance to provide the required 
leadership and fill the gap in human 
resources needed for 
the GET. 
 
3. The Ecological 

Footprint of 
Islamic Finance 

 
More than 80% of 
Islamic finance originates from Iran, 
GCC countries, Malaysia, and Indonesia. 
The average ecological footprint of 
these countries is 5.5 earths which is 
extremely high in comparison to the 
safe boundaries of one earth (see here 
for details). As these countries and 
their institutions share greater part of 
the responsibilities towards climate 
change and restoring the world’s 
ecosystem. The countries have already 
recognized the imminent energy 

transition and are working towards 
clean energy technologies, such as 
carbon capturing and clean hydrogen. 
Energy transition will bring 
unprecedented economic 
transformation including product lines 
and supply chains and the resultant 
financial risks. Naturally, all segments 
of Islamic finance must respond. 
 
1. Islamic banking must study value-

based intermediation 
system introduced by Malaysia and 
reflect on the “principles of 
responsible banking” introduced by 
UNDP. There is a race to 
responsibility in the banking 
business which also threatens the 
value proposition of Islamic 
banking which poses strategic 
business risk for Islamic banks. 

2. The Takaful segment must study the 
“Principles of Sustainable 
Insurance” of UNDP and must 
respond to the responsibilities and 
strategic business risk the 

transformation of 
insurance services 
poses. 
3. Funds (insurance, 
pension, mutual, 
reserve etc.,) 
management must 
study and respond to 

the UN “Principles of Responsible 
Investments” and must respond to 
the responsibilities and strategic 
business risk posed as such. 

4. Sukuk (private, parastatal, 
sovereign, and municipal) must 
avoid green washing and make 
genuine attempts to support green 
projects, initiatives, and businesses. 

5. The Islamic commercial and social 
finance (Green Waqf) must 
introduce joint initiatives by 

The foremost critical area of 

change is educational 

curriculum and pedagogy at all 

levels. 

https://www.kau.edu.sa/Files/320/Researches/72810_45967.pdf.
https://www.kau.edu.sa/Files/320/Researches/72810_45967.pdf.
https://www.slideshare.net/tariqullahkhan/sdgs-and-islamic-finance-and-economy
https://www.slideshare.net/tariqullahkhan/sdgs-and-islamic-finance-and-economy
https://www.slideshare.net/tariqullahkhan/sdgs-and-islamic-finance-and-economy
https://www.sustainabledevelopmentindex.org/
https://www.sustainabledevelopmentindex.org/
https://www.bnm.gov.my/documents/20124/761682/Strategy+Paper+on+VBI.pdf/b299fc38-0728-eca6-40ee-023fc584265e?t=1581907679482
https://www.bnm.gov.my/documents/20124/761682/Strategy+Paper+on+VBI.pdf/b299fc38-0728-eca6-40ee-023fc584265e?t=1581907679482
https://www.bnm.gov.my/documents/20124/761682/Strategy+Paper+on+VBI.pdf/b299fc38-0728-eca6-40ee-023fc584265e?t=1581907679482
https://www.unepfi.org/banking/bankingprinciples/
https://www.unepfi.org/banking/bankingprinciples/
http://iesjournal.org/english/Docs/216.pdf
http://iesjournal.org/english/Docs/216.pdf
http://iesjournal.org/english/Docs/216.pdf
http://iesjournal.org/english/Docs/216.pdf
http://iesjournal.org/english/Docs/216.pdf
https://www.unepfi.org/psi/
https://www.unepfi.org/psi/
https://www.unpri.org/
https://www.unpri.org/
https://www.emerald.com/insight/content/doi/10.1108/IJIF-12-2018-0138/full/html
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blending their own specific 
mandates for supporting Green 
SMEs, low-cost green energy 
housing, educational, sanitation and 
other critical services needed for 
green transition. 

6. Regulators must set criteria for 
green businesses, whether SMEs or 
publicly listed companies for 
sustainability disclosures and how 
the businesses are contributing to 
restoring the ecosystem. 

7. IFSB and AAOIFI need to revisit their 
standards. For example, AAOIFI 
needs to go to the extent of setting 
ecological footprint of individual 
contracts and respond to Global 
Integrated Reporting Initiative. The 
IFSB must make PRIs and PRBs as 
part of its concerns 
while setting 
prudential and 
disclosure 
standards. 

 
4. National Green 

Transition 
Strategies 

 
Countries must adopt national 
strategies for circular economy/green 
transition. Most OECD countries have 
already adopted such transitions. The 
European Green Deal and EU Taxonomy 
Regulation for sustainable finance are 
good examples to adapt by countries 
after taking care for their own national 
priorities and realities. The Standing 
Committee for Economic and 
Commercial Cooperation of the 
Organization of the Islamic Cooperation 
(COMCEC) is in best position to take a 
lead in establishing a dialogue with 
countries in this regard. 

 
5. Technology for Green 

Transformation 
 
The use of technology in different 
facets is rightly being highlighted in 
different platforms. AI, Big Data, DLT, 
Fintech and Greentech are all relevant 
indeed. However, the basic focus needs 
to be the GET and ecosystem 
restoration. 
 
6. Apex Strategic Body 
 
Islamic Development Bank Group, 
Islamic Financial Services Board, OIC 
Fiqh Academic, COMSEC, Accounting 
and Auditing Organizations for Islamic 
Financial Institutions, Islamic Financial 

markets, International 
Islamic Liquidity 

Management 
Corporation, The 
General Council of 
Islamic Banks and 
Financial Institutions, 
Islamic Rating Agency 
and International 

Islamic Centre for Reconciliation and 
Arbitration are important institutions 
catering for the architecture and 
infrastructures of Islamic financial 
services. A similar global association 
institution needs to be established for 
Awqaf Organizations. These 
institutions, however, so far do not 
have the culture to talk to each other. 
There are significant opportunities for 
coordination between the institutions 
under the umbrella of a new Apex 
Global Islamic Board, addressing the 
challenges and opportunities of the 
GET. 

 

Regulators must set criteria 
for green businesses, whether 

SMEs or publicly listed 
companies for sustainability 

disclosures and how the 
businesses are contributing to 

restoring the ecosystem. 

 

https://www.worldscientific.com/doi/abs/10.1142/S0217590820420060?journalCode=ser
https://www.worldscientific.com/doi/abs/10.1142/S0217590820420060?journalCode=ser
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Economy in Focus 

Building Nations: Case of Afghanistan 

 
Loans and grants are typically the main 
source of funding for least developing 
nations. They do not have enough 
marketable indigenous resources and 
surplus in the early stages of 
development. Mired by extended 
conflicts and foreign occupation, if a 
country like Afghanistan is left with 
weakly funded government with half of 
the population below the poverty line, 
it can cause severe economic and even 
humanitarian crisis. To deal with the 
current humanitarian and economic 
crisis post-US exit, following are key 
points of consideration. 
 
 
• Ensure political and economic 
stability by offering internal amnesty 
and ending persistent conflicts which 
hurt economy. 
 
• It is important to prioritize 
economic recovery, normalcy, and 
continued socio-economic support to 
the poor population for which the 
government is primarily responsible.    
 

 Retaining good relations with 
neighbouring countries and provide 
strong assurance that Afghanistan’s 
territory will not be allowed to 
become a breeding ground for 
terrorism. 
 

 Engage with countries bilaterally 
and in global political and economic 
outlets and forums to seek 
legitimacy of the government to 
usher more political and economic 
ties and get the foreign reserves 
unfrozen as soon as possible by 

leaving no room for doubt on the 
commitment to pursue stability and 
harmonious governance. 
 

 Provide monetary stimulus to boost 
consumption and investment and 
create employment in public 
projects and seek funding for these 
projects from the rest of the world. 
It is also important to control 
repatriation of foreign currency.  
 

 When the economy is below full-
employment in economic recession, 
monetary expansion will not create 
demand-pull inflation. Increased 
production of essential edibles 
following investment and 
consumption incentives can help in 
checking cost-push inflation.  
 

 Food security needs to be 
emphasized. To avoid glut in 
consumer durables, spending needs 
to be encouraged with extensive 
monetary stimulus and spending 
incentives, such as issuing smart 
debit cards and interest free credit 
cards. 
 

 Resume work on pending projects 
and ensure foreign investors 
security, policy continuity and a-
political treatment.  
 

 Leverage strong relations with China 
and Russia to kick-start 
infrastructure development, energy 
production and mineral extraction. 
 

 Ensure strong governance to reduce 
corruption and build people’s trust 
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and confidence in the regime. It is 
also important to lure expatriates to 
get back to the country and invest 
in its future and to avoid brain drain 
and capital flight. 
 

 Fund education and health by 
actively engaging and inviting global 
health and educational aid to the 
country.   

 

 

Book Review  
 

Title: 
Masla-e-Sood (Problem of 
Interest) 

 

Author: 
Hazrat Maulana Mufti Shafi 
Usmani R.A. 

Publisher: Maktaba-e-Marif  

 

 

This was an important book in the 
modern Islamic economics literature 
from an established and renowned 
Muslim scholar, Mufti Safi Usmani R.A. 
The book also has an appendix written 
by the author’s son Mufti Taqi Usmani, 
who is himself one of the most 
established and celebrated scholar in 
contemporary Islamic studies. 
 
In beginning, the book 
takes up the task to 
define Riba 
unambiguously and 
clearly. It cites several 
early jurisprudential 
works, dictionaries and original sources 
of Islam to spell out a clear definition 
of Riba.  
 
Then, the book mentions and explains 
Qur’anic verses on the prohibition of 
Riba. After that, the respected author 
presents gist of extant Hadith literature 
on Riba which leave no doubt on the 

prohibition of Riba and that this 
prohibition is absolute and not 
concerned with the purpose for which 
loan is taken or the rate of Riba in the 
loan contract.  
 
Through careful analysis of Arab 
history, the respected author explains 
that most of the loan transactions in 

Arab at that time 
were done for 

commercial 
endeavors. Tribes 
used to take loans 
from other tribes for 
business purposes. 

Therefore, it is inconceivable that all 
loan transactions in Arab at that time 
were done for personal needs and that 
Riba prohibition only applies to high 
interest rate charged on emergency 
loans for personal needs. 
 
There is no reason left to allow or seek 
any room for market competitive or 

Riba prohibition is absolute 

and not concerned with the 

purpose for which loan is 

taken or the rate of Riba in 

the loan contract. 
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lower interest rates in loan 
transactions. Consent of both parties is 
a necessary condition for sale, but it is 
not sufficient in itself for an act or 
contract to be deemed permissible. 
Adultery by consent of both individuals 
involved in the act would still be 
deemed impermissible. Buying and 
selling alcohol would still be considered 
impermissible even if both seller and 
buyer willingly consent. 
 
Qard in Islamic 
jurisprudence is a non-
compensatory contract. 
The lender is prohibited 
to demand excess over 
the principal. As per 
Islamic jurisprudence, 
every loan that draws 
benefit includes Riba. 
Several Ahadith mention that lenders 
are asked not to take gifts like fruits, 
meat or take any service like riding the 
borrower’s means of transport. Pious 
people used to even avoid standing in 
shelter setup by the borrower, lest it 
be considered a reciprocal benefit 
connected with the loan transaction. In 
the light of these guidelines, there is 
no room for any rate of interest on the 
premise that it is not exorbitant. 
 
Furthermore, in prohibiting Riba, 
Qur’an categorically only allows taking 
back principal amount. In addition to 
that, several Ahadith categorically 
condemn taking even 1 dirham of Riba 
and Ahadith liken it to the sin of 
committing adultery multiple times. 
One implication is that any extra value 
demanded over the principal using 
interest rate, inflation rate or even 
GDP growth rate in a money loan 
transaction is not permissible since 
loan contract comes under non-

compensatory contracts in Islamic 
jurisprudence. 
 
In describing economic rationale for the 
prohibition of Riba, both the respected 
author and his equally esteemed and 
established scholar son highlight 
concentration of wealth which results 
in interest based banking system.  
 
A great number of small savers deposit 

their surplus savings 
with banks and banks 
use these funds to 
provide loans to small 
elite of large 
capitalists. This way, 
wealth flows from 
many small savers to a 
small number of large 
capitalists. These 

capitalists earn exorbitant profits and 
insure their assets and operations. 
These large capitalists and corporations 
who are the primary beneficiary of 
bank lending cover their cost of finance 
by raising output price if they have to. 
They insure themselves and the 
insurance claim is entertained by the 
insurance company from the insurance 
premiums of common people.  
 
Thus, interest based banking system in 
a capitalistic economy results in 
concentration of wealth. It also has 
negative consequences on market 
competition. When access to finance is 
asymmetric, in most large scale and 
capital intensive businesses, large 
players are able to ward off 
competition. Asymmetric access to 
credit creates a strong barrier to entry 
and hence leading to market 
concentration and its associated 
imperfections and inefficiencies.     
 

Asymmetric access to credit 

creates a strong barrier to 

entry and hence leading to 

market concentration and its 

associated imperfections and 

inefficiencies.     
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Much of this criticism still holds. 
However, ironically, Islamic banking 
practice as of now is not able to create 
much difference in this scenario yet. It 
is providing Shari’ah compliant ways of 
finance. But, at the same time, it is yet 
to reverse and significantly alter the 
above mentioned problems in financial 
capitalism. Therefore, there is need for 
introspection and improve performance 
with regards to:  
 
i) Providing broad access to financing 

solutions and emphasizing on 
critical sectors of the economy, 
such as agriculture and SMEs.  

ii) Promoting genuine equity based 
financing contracts which have 
qualitatively much different socio-
economic implications. 

iii) Developing indigenous mechanism of 
pricing assets in intertemporal 
contracts other than the 
conventional interest rate based 
benchmarks so as to achieve 
significant distinction in form, 
substance and socio-economic 
effects and implications. 

   
 

 

 

 

Research Paper in Focus 
 
 
Paper Title: Monetary Policy for the Real Economic Sector in Muslim Majority 

Countries: A Transitional Solution 
Author:   Ildus Rafikov  
Publisher:  Turkish Journal of Islamic Economics, 8(2), 481 – 499.     
 
The paper discusses reforms in 
monetary policy to reorient it towards 
serving the needs of real economy. It 
focuses on reforms that can be 
introduced in the transitional phase 
since reconceptualising the whole 
monetary system with a reformed 
outlook on nature of currency, mode of 
currency issue, money creation and 
credit creation would take much longer 
time and requires greater political will. 
 
The paper reviews the existing 
literature well even though some 
important studies are missed. The 
paper gives a summary remark that the 
existing literature is inadequate as it 

addresses reforms presupposing an 
Islamic economy in practice.  
 
However, the main suggestions of this 
paper itself are far from adequate and 
quite commonplace. To direct all 
attention towards moral suasion as a 
monetary policy reform is quite 
simplistic and shows that perhaps, we 
do not have any concrete solutions 
other than moral appeal. 
 
Interestingly, the paper suggests the 
use of moral suasion for banks to direct 
credit more towards the real sector of 
the economy, but ignores the role 
played or misplayed by Islamic banks. 
They should not need any moral suasion 
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of the central bank to be focusing on 
small and medium enterprises and 
critical sector of the economy. After 
all, we built the case for Islamic 
banking on the premise that 
conventional banks miss critical sectors 
of the economy and misallocate credit 
to non-essential production or to 
affluent class of the society.  
 
However, as against conventional 
banks, Islamic banks in countries like 
Pakistan have relatively less exposure 
and footprint in sectors like 
agriculture, SME financing and have 
just about no presence in Islamic 
microfinance. 
 
The author undermines financial 
intermediation function of the banks on 
the premise that deposits are primarily 
created through the credit creation 
process. It is interesting to highlight 
the role of credit creation in expanding 
the deposits, but this role should not 
be blown out of proportion to the 
extent of denying the function of 
financial intermediation.  
 
It is true that deposits are also created 
through the credit creation process. 
But, at the same time, households and 
corporations put their surplus resources 
out of income in the form of deposits 
with banks.  
 
The role of income is important. Else, 
if all deposit creation is coming out of 
the credit creation process, then, it 
should not be difficult to solve our 
economic problems through credit 
money creation alone. Banks are 
primarily setup with shareholders’ 
capital and largely depend on deposits 
for conducting their financing or asset 
side operations. When there is crisis, 

‘bank runs’ are common and banks 
cannot unilaterally or arbitrarily create 
deposits out of thin air without there 
being credit demand in the first place.  
 
Therefore, a better way to state is that 
credit money creation in contemporary 
banking system is a decentralized 
process in which not only banks, but 
depositors and firms together 
participate. It is done to make the 
process of monetary expansion more 
elastic and market driven.  
 
The paper argues that central banks 
should promote local banks which will 
focus more attention on critical sectors 
of the economy. This proposal cannot 
be supported in isolation. After BASEL 
III accord, capital adequacy is deemed 
important. In fact, greater the financial 
and economic muscle, greater the 
leverage that central bank has to give 
credit allocation targets. In countries 
like Pakistan, the central bank gives 
target for agricultural credit to the big 
banks and small banks are exempted 
from such directions. 
 
Lastly, Table 2 in the paper is 
potentially misleading and requires 
more careful elaboration. It suggests 
that there is no credit ceiling 
regulation in majority of OIC countries 
taken in the sample. It is not true since 
prudential regulations specify various 
forms of credit ceilings and exposure to 
a particular business and sectors. These 
regulations suggest loan portfolio 
diversification and avoiding large 
exposures to a single client or sector.  
 
Likewise, it is mentioned that there is 
no capital adequacy ratio or liquidity 
ratio requirement. This is not true 
since BASEL requirements are binding 
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across the globe and contains specific 
guidelines on capital adequacy ratio, 
liquidity ratio, net stable funding ratio 
and so on. 
 
All in all, it is important to deliberate 
on fundamental issues first which 
include nature of money in Islamic 
framework, functions of money, 
permissible ways of issuing money, 
manner in which money supply can be 

contracted and expanded, instruments 
to conduct open market and money 
market operations and alternate profit 
rate benchmark along with the 
instrument that can replace interest 
rate and T-bills respectively. It is hoped 
that future research studies will 
deliberate more deeply on these 
important points further. 
   

 

 

Reflections on Who is Muhammad (PBUH) 
 
Who said “Accustom yourselves to do 
good if people do good, and do not do 
wrong even if they commit evil.” (Al-
Tirmidhi) #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Who said “A person who does not keep 
his promise has no religion.” 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He said “Speak that what is GOOD, 
otherwise remain silent” 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 

“Kindness is a mark of faith, and 

whoever is not kind has no faith.” “The 
best of you are those who are best to 
the women.” #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Who was so humble that He would be 
the first to greet anyone He met even 
if it was a child. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
If He could not find food, He would tie 
a stone to his belly to suppress hunger, 
yet showed his gratitude to Allah. 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 

He said “Best among you are those who 
have the best manners and character” 
[Sahih Bukhari] #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Society where girls were buried alive, 
He said “Whoever had two daughters 
and educates them will enter Paradise 
”#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
The man who preached that everyone 
is equal. Race, gender, wealth and 
social status don’t matter. 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
The only man in this universe who was 
known as ‘Sadiq’ & ‘Amin’ even among 
His enemies and the opponents of 
Islam. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
When He was at home and there was no 
meal prepared, He said to his wife: “I 
fast today.” #WhoIsMuhammad ملسو هيلع هللا ىلص 
 

“Which act in Islam is the best?” He 

(pbuh) replied, “To give food, and to 
greet everyone, whether you know or 
you do not.” #WhoIsMuhammad ملسو هيلع هللا ىلص 
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He (pbuh) said, “A true believer does 
not taunt or curse or abuse or talk 
indecently.” [Tirmidhi]. 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
#WhoIsMuhammad ملسو هيلع هللا ىلص He taught us to 
make 70 excuses for our Brothers, 
before we even think about pointing 
fingers. 
 
God’s Mercy on earth. Love, 
compassion, peace, humility 
personified. He who makes us believe 
in humanity. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
A man who was given the opportunity 
to live like a king, yet chose to live 
humbly & went days without food 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
The one who taught that the strong 
person isn’t the one who beats people, 
the strong person is the one who 
subdues his anger #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He prayed in the nights until His feet 
were swollen and said “Should I not be 
a grateful slave”. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Shall I inform you of something that 
holds higher status than fasting, 
praying & giving charity? Making peace 
between people. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He (pbuh) said “None of you is a 
believer if he eats his full while his 
neighbor is hungry.” #WhoIsMuhammad 

 ملسو هيلع هللا ىلص
 
Jews believe Hellfire won’t touch them 
& a non-Jew can’t become Jew. He 
abolished racism & said that Islam is for 
all races #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
From persecution, isolation, insult & 
abuse to become ruler in twilight of 

life. His lifestyle never took any change 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He brought justice, in times of 
injustice. Love, when there was hatred. 
Guidance, when there was ignorance. 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
They stoned him, yet when offered to 
see the wrath of God descend on them, 
he cried: Forgive my people, for they 
do not know! #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He said “I order you to assist any 
oppressed person, whether Muslim or 
not.” #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Those who teased Him physically & 
psychologically by mocking, name 
calling & mutilating His uncle’s corpse 
were all forgiven #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Everyone would’ve taken His word for 
anything, yet He said that if my 
daughter will do a crime, the 
punishment will be same 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
People who persecuted & tried to kill 
Him could have easily targeted His 
personal life, but they called him Sadiq 
& Ameen #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
When His shoes filled with blood, He 
asked mercy of Allah for the people 
who were throwing stones at Him 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Who abolished slavery mindset & said 
“feed them with food you eat yourself, 
clothe them with clothes that you wear 
yourself” #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
In His last grand sermon 1400 years 
ago, He said “Do treat your women well 
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and be kind to them” 
#WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Society where girls were burnt alive & 
father of daughter was cursed, He said 
“father with a daughter has Allah’s 
blessing” #WhoisMuhammad ملسو هيلع هللا ىلص 
 
Was greeted with garbage thrown by a 
lady daily. When she didn’t do that due 
to illness, He went to her home & 
inquired health #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Society where bloodshed was common 
over minor issues, He gave property, 
civil & human rights & regarded them 
as sacred #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Who didn’t miss a prayer to thank Allah 
even in war, peace, feast, exile, travel, 
illness or starvation #WhoIsMuhammad 

 ملسو هيلع هللا ىلص
 
Who enters Medina after persecution, 
torture, social boycott & sees a man 
urinate in mosque & yet forgives the 
man #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Who said 1400 years ago ‘No white 
superior over black’, no ‘Arab superior 
over non-Arab’ #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Society where girls were burnt alive, 
He gave women share in inheritance, 

right to own property, marry & divorce 
with consent #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Whose lifestyle never changed before 
and after political rise of Islam & died 
with almost nothing in wealth and 
inheritance #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He lived modest life, led from front, 
faced persecution before anyone for 
Islam & who didn’t want to be depicted 
or idolized #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Millions in daily prayers pay salute to 
Him yet He didn’t want to be depicted 
since He didn’t want Himself to be 
idolized #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
He was persecuted, exiled, isolated, 
stoned & mocked yet He forgave all 
when He entered in Makkah with 
utmost humility #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
Stoned till His feet were in blood, 
isolated to live in cave & forced to live 
in exile yet He asked Allah’s mercy for 
them. #WhoIsMuhammad ملسو هيلع هللا ىلص 
 
If you admire any of 1.6 billion of us as 
academic, doctors, engineers or artists, 
we are all imperfect & try to follow 
Him #WhoIsMuhammad ملسو هيلع هللا ىلص 
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Market News 
 

 Istanbul Finance Center will be Islamic finance hub: Turkish President (Turkish 

Press, Oct 21). 

 

 $2.2 billion of VBI-aligned financing was channeled by Islamic banks to 235,000 

accounts in 2020 (Euro Money, Oct 20). 

 

 Islamic Banking Software Market to grow by USD 3.88 bn from 2021 to 2025 

(Technavio, Oct 18). 

 

 Global outstanding Sukuk reached USD775.4 billion in 3Q21, 2.8% higher QoQ 

(Bloomberg, Oct 13). 

 

 Sukuk issuance from the GCC, Malaysia, Indonesia, Turkey and Pakistan was 

USD57.3 billion in 3Q21, with the Sukuk share in the total funding mix at 30% 

(Fitch Ratings, Oct 13). 

 

 In Egypt the President has approved a law on the issuance of sovereign Sukuk, 

paving the way for the country’s first sovereign Sukuk (Fitch Ratings, Oct 13).  

 

 In Oman the Capital Market Authority has issued draft Sukuk and bonds regulations 

and received public feedback (Fitch Ratings, Oct 13).  

 

 In Bangladesh the government has provided tax exemptions on the capital gains 

applicable on transferring property to a special purpose vehicle, and vice versa 

(Fitch Ratings, Oct 13). 

 

 Islamic Development Bank gets $1.7 billion via Sukuk (Reuters, Oct 13). 

 

 Qatar established Fintech Circle, a co-working space, and facilitated free 

commercial registration and licensing for the first year of a startup’s operation 

(The Peninsula Qatar, Oct 7). 

 

 Bahrain's Al Baraka Islamic Bank signs Education Financing agreement with 

Kingdom University (Salaam Gateway, Oct 5). 

 

 IIFM launches practical Shari'ah-Compliant solutions for new benchmark Risk-Free 

Rate (Zawya, Oct 4). 
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 Islamic Fintech market projected to reach US$128 billion by 2025 (Techwire Asia, 

Oct 4). 

 

 CIMB wins Best Islamic Bank and Best Bank for SMEs (The Star, Sep 30). 

 

 Afghanistan's banking system is near to collapse (BBC, September 28). 

 

 Investors warming to Islamic Fintechs but big-ticket deals still far away for most 

(Salaam Gateway, Sep 28). 

 

 Takaful sector in GCC faces flat premium growth as digitalization costs rise (Gulf 

News, Sep 26). 

 

 Increasing prospects for M&As in GCC Takaful industry: Moody's (Gulf Times, Sep 

23). 

 

 The global Islamic asset under management (AUM) has grown by 2.3 times over the 

last decade to reach US$140 billion as at the end of 2020 (The Malaysian Reserve, 

Sep 23). 

 

 Bank Nizwa and AAOIFI sign MoU for Islamic finance development in Oman (Times 

of Oman, Sep 22). 

 

 GCC Islamic banks’ retail focus makes them more resilient to COVID crisis (Gulf 

News, Sep 22). 
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Economic and Financial Indicators 
Undernourished People in the Population in Muslim Majority Countries 

Country 
 

 '00–'02  '05–'07  '11–'13  '18–'20 
Afghanistan 47.8 33.3 28.2 25.6 

Albania 4.9 8.8 3.5 3.9 

Algeria 8 6.4 3.3 <2.5 

Azerbaijan 17 2.8 <2.5 <2.5 

Bangladesh 15.9 13.8 15.5 9.7 

Benin 17.2 11 7.9 7.6 

Bosnia & Herzegovina 3.2 <2.5 <2.5 <2.5 

Burkina Faso 22.6 17.1 12.7 14.4 

Chad 38.8 38.4 33.6 31.7 

Côte d'Ivoire 20.4 20.2 21.9 14.9 

Djibouti 42 27.3 20.8 16.2 

Egypt 5.2 6 5.2 5.4 

Gabon 10.7 14.8 17.3 15.7 

Indonesia 19.2 19 9.4 6.5 

Iran (Islamic Republic of) 4.8 5.5 6.2 5.5 

Iraq 22.4 25.1 37.1 37.5 

Jordan 9.7 5.7 8.5 9.5 

Kazakhstan 6.5 6.3 2.8 <2.5 

Kuwait 2.6 <2.5 <2.5 <2.5 

Kyrgyzstan 15.1 9.7 8.1 7.2 

Lebanon 7.8 10.5 14.9 9.3 

Malaysia 2.5 3.4 2.8 3.2 

Mali 16.2 11.9 4.7 10.4 

Mauritania 8.3 8.8 7 9.1 

Morocco 6.3 5.6 4.9 4.2 

Mozambique 36.5 32.4 21 31.2 

Nigeria 8.9 6.7 8.8 14.6 

Oman 12.3 9.6 7.3 8.2 

Pakistan 21.1 16.4 15.9 12.9 

Saudi Arabia 4.9 4.5 5.4 3.9 

Senegal 24 15.5 12 7.5 

Sudan 21.5 17.6 13.4 12.3 

Suriname 11.8 8.8 8.2 8.7 

Tunisia 4.4 4.3 3.1 3 

Turkey <2.5 <2.5 <2.5 <2.5 

Turkmenistan 6.8 4 5 4.1 

Uzbekistan 17.9 12.6 <2.5 <2.5 

Yemen 26.7 26.6 33.3 45.4 

Sierra Leone 50.7 43.7 24.3 26.2 

Togo 31.3 27.2 19.5 20.4 

Source: Global Hunger Index 2021 
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Under Five Mortality Rate (%) 

Country 2012 2019 Country 2012 2019 

Afghanistan 8 6 Malaysia 0.8 0.9 

Albania 1.1 1 Maldives 1.2 0.8 

Algeria 2.6 2.3 Mali 12.1 9.4 

Azerbaijan 3.3 2 Mauritania 9.1 7.3 

Bahrain 0.8 0.7 Morocco 2.9 2.1 

Bangladesh 4.4 3.1 Mozambique 9.6 7.4 

Benin 10.6 9 Niger 10.8 8 

Bosnia & Herzegovina 0.7 0.6 Nigeria 13.2 11.7 

Burkina Faso 11.2 8.8 Oman 1.1 1.1 

Chad 14.1 11.4 Pakistan 8.3 6.7 

Comoros 7.9 6.3 Qatar 0.9 0.7 

Côte d'Ivoire 10 7.9 Saudi Arabia 1 0.7 

Djibouti 7.2 5.7 Senegal 6 4.5 

Egypt 2.6 2 Sierra Leone 14.6 10.9 

Gabon 5.7 4.2 Sudan 7.2 5.8 

Guinea 11.3 9.9 Suriname 2.2 1.8 

Guinea-Bissau 10.3 7.8 Syria 2.2 2.2 

Indonesia 3.1 2.4 Tajikistan 4.1 3.4 

Iran 1.8 1.4 Togo 8.3 6.7 

Iraq 3.3 2.6 Tunisia 1.8 1.7 

Jordan 1.9 1.6 Turkey 1.6 1 

Kazakhstan 1.6 1 Turkmenistan 4.2 4.2 

Kuwait 1 0.8 Uganda 6.8 4.6 

Kyrgyzstan 2.6 1.8 Uzbekistan 2.9 1.7 

Lebanon 0.9 0.7 Yemen 5.5 5.8 

Libya 1.5 1.2     

Source: Global Hunger Index 2021 
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Islamic Banking Statistics Up to Q4-2020 
 

Country CAR 
Gross 
NPF 

ROA ROE 
Net Profit 

Margin 
Cost to 
Income 

Bahrain 17.80 8.30 0.40 4.50 13.80 53.20 

Bangladesh 12.70 4 1 22.90 34.30 55.40 

Brunei 19.20 4.80 1.70 13.60 56.50 45.20 

Egypt 19.01 5.77 2.86 32.30 60.10 26.26 

Indonesia 21.60 3.10 1.50 13 19.90 80.10 

Jordan 22.80 2.20 1.70 17.20 49.40 50.60 

Kazakhstan (2019Q3) 33.30 0.20 1.30 4.50 19.50 34.50 

Kuwait 17.70 1.90 1 10.20 23 30.80 

Malaysia 18 1.30 0.70 9.70 28.70 40.70 

Nigeria 16.80 7.80 3.20 41.70 96.80 37.90 

Oman 14.50 2.20 -0.80 -6.20 -23.40 69.90 

Pakistan 16.60 4.10 2.40 39.20 43.60 49.50 

Palestine 15.20 2.50 0.70 8.50 20.70 69.20 

Qatar (2019Q1) 18.30 1.40 0.40 4.40 38.90 11.90 

Saudi Arabia (2021Q1) 18.60 1.20 2.50 19.80 54.30 45.70 

Sudan 11.50 3.50 3.50 67.70 51.20 49.70 

Turkey 17.80 3.40 1.30 16.60 23.10 36.80 

UAE 20.10 6.90 0.80 6.10 20.40 50 

Source: IFSB Data  

 

 

 

 

 

 

 

 
 
 
 



Islamic Economics Project | Moral Reflections on Economics, Vol 1, No 10, Oct 2021 21 

 

Performance of GCC Indices in Pre COVID-19 and Post COVID-19 Period 
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Call for Papers 
 
Emerald Journal of Economics and Administrative Sciences, Special Issue  
The Impact of the Covid-19 Pandemic on Islamic Finance and Environmental, Social, 
and Corporate Governance (ESG) 
https://www.emeraldgrouppublishing.com/journal/jeas/impact-covid-19-pandemic-
islamic-finance-and-environmental-social-and-corporate 
 
MDPI Journal of Risk and Financial Management 
Special Issue “Islamic Finance II” 
https://www.mdpi.com/journal/jrfm/special_issues/Islamic_Finance 
 
Entrepreneurship, Sustainable Development and Halal Economy 
HBKU University, Qatar 
https://www.hbku.edu.qa/en/CIS-SUST-ESDHE 
 
5th World Islamic Economics and Finance Conference, 29-30 January 2022 
Minhaj University, Lahore, Pakistan 
https://submit.confbay.com/conf/wiefc2022 

 
5th International Conference on Zakat, 22-23 November 2021 
Organized by Puskas Baznas Indonesia 
https://submit.confbay.com/conf/iconz5 

Other Resources on Islamic Economics Project Portal 
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 Researchers Database in Islamic Economics  

 Call for Papers 

 Glossary of Islamic Finance 

 Video Library 
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