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Preface

This book has been born out of the need to further the development in 
Islamic finance. The critique of Islamic finance as limited to a segment 
of society following a specific faith has developed over the years. With 
the growth in the financial sector globally, Islamic finance has shown 
tremendous potential in terms of both growth and resilience.

This book brings to forth new ideas and innovative solutions within 
the paradigm of Islamic finance which the world faces today. The first 
chapter apprises the readers of the status of Islamic finance, bringing in 
facts and figures and highlighting the pitfalls of the recent growth in 
Islamic finance.

The fastest-growing sector of the Islamic finance is the fixed-income 
instrument of Sukuk. With our world facing a challenge of water dep-
rivation, and concerns being raised over what we would leave behind 
in terms of the water supply for our future generations to come, this 
book introduces an innovative Sukuk instrument which addresses some 
of the concerns in terms of financing of water-based projects. With tak-
ing Malaysia as a case study, second chapter argues for the benefits of 
reducing non-revenue water (NRW) in terms of value and solving the 
issue through structuring green sukuk to finance NRW work. With the 
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focus and development of Sukuk structures and innovative instruments, 
the concern of financial mismanagement and defaults has become a 
reality. This book also highlights these challenges by taking the case of 
Villamar Sukuk in trying to decode the nature and causes of the diffi-
culties encountered in quick settlement of defaulted sukuk.

Sukuks are not the only sector raising interest for innovation and fur-
ther inquiry. A thought-provoking proposal is put forward in this book 
which introduces a concept of saving-based Takaful products that can 
help people in Pakistan in planning the future for their children’s educa-
tion. With the global focus on providing quality education to our kids, 
this case study provides some empirical findings which aim to further 
encourage thought and development in the educational sector.

While instrument-specific debates engage readers and practitioners 
across the breadth of this book, taking a break from the tradition, and 
keeping in mind the global nature of the world we live in, a case plan 
on introducing Islamic finance to unchartered territories is presented 
by the author/s through building a case for Islamic finance beyond its 
faith-based association only.

While no discussion is complete without a macroeconomic aspect, 
this book concludes with an insightful article on explaining the role 
of Islamic finance in a multipolar world and the emergence of Black 
Swan events. A strong argument is built on the role of Islamic finance 
by arguing that continuation of debt-based financing regime will not 
necessarily allow the benefits of emerging multipolarity to accrue to 
the world economy. The new system can be more effective with a new 
regime of financing. Indications are that almost all emerging countries 
in Asia are actively considering risk sharing via Islamic finance as a pos-
sible alternative.

Lahore, Pakistan	 Syed Aun R. Rizvi



vii

Contents

Islamic Finance—Local and Global Status	 1
Irum Saba

Sukuk for the Financing of Non-revenue Water  
Management: Malaysia as a Case Study	 21
Kulsanofer Syed Thajudeen

Role of Takaful in Raising Higher Education  
Enrollment in Pakistan	 43
Muhammad Imran and Mohsin Khawja

Ṣukūk Default and Issues in Their Resolution:  
The Case of Villamar Ṣukūk	 65
Salman Syed Ali

Towards a Robust Shariah Screening Criterion for Stocks	 89
Farrukh Habib



viii        Contents

Introducing Islamic Finance in Unchartered Economies:  
The Case of Canada	 121
Baharom Abdul Hamid, Mohsin Ali, Wajahat Azmi  
and Zaheer Anwer

Islamic Finance, in the Age of Black Swans  
and Complexities, for a Multipolar World	 147
Mughees Shaukat and Abbas Mirakhor

Index		  177



ix

Notes on Contributors

Dr. Baharom Abdul Hamid  is currently the Associate Professor of 
Economics at INCEIF. He is also the Director of Research at the uni-
versity. His areas of interest are applied econometrics and economics. 
He can be contacted at baharom@inceif.org.

Dr. Farrukh Habib  is a Research Fellow at the International Shariah 
Research Academy (ISRA). He holds a Ph.D. in Islamic Finance from 
INCEIF and can be contacted at farrukh@isra.my.

Dr. Muhammad Imran  is associated with Institute of Business 
Administration, Karachi, Pakistan.

Dr. Salman Syed Ali  is associated with Islamic Research Training 
Institute (IRTI) at IDB. He has extensively published on Islamic 
Capital Markets and can be contacted at ssyedali@isdb.org.

Dr. Wajahat Azmi  is a Post-Doctoral Research Fellow at INCEIF. He 
holds a Ph.D. in Islamic finance previously and specialized in ethical 
and Islamic funds. He can be contacted at wajahat_azmi@yahoo.com



x        Notes on Contributors

Dr. Irum Saba  is an ex-banking regulator turned researcher. She is 
an Assistant Professor at the Institute of Business Administration in 
Karachi. She can be contacted at isaba@iba.edu.pk.

Kulsanofer Syed Thajudeen  is a doctorol candidate at INCEIF. She 
can be contacted at kulsanofer@gmail.com

Mohsin Ali  is an ex-banker turned researcher. He is currently pursuing 
his Ph.D. in Islamic finance at INCEIF. His area of interest is Islamic 
banking and financial inclusion. He can be contacted at Mohsin.
ali121@gmail.com.

Mohsin Khawja  is associated with Center of Research Excellence for 
Islamic Banking & Finance, Research Institute, King Fahd University of 
Petroleum and Minerals, Dhahran, Kingdom of Saudi Arabia.

Mughees Shaukat  is Head of Islamic Finance, College of Banking and 
Financial Studies, under Central Bank of Oman, Muscat, Oman. He 
can be contacted at mughees@cbfs.edu.om.

Professor Dr. Abbas Mirakhor  is the former Executive Dean, IMF, 
USA, and the first holder of the chair in Islamic finance at INCEIF, Kuala 
Lumpur, Malaysia. He can be contacted at abbasmirakhor@inceif.org.

Zaheer Anwer  is an ex-banker turned researcher. He is currently 
pursuing his Ph.D. in Islamic finance at INCEIF. His area of inter-
est is Islamic banking and financial inclusion. He can be contacted at 
Mohsin.ali121@gmail.com



xi

List of Figures

Islamic Finance—Local and Global Status

Fig. 1 	 Islamic finance status	 10
Fig. 2 	 Breakdown of Islamic finance	 12

Sukuk for the Financing of Non-revenue Water Management:  
Malaysia as a Case Study	

Fig. 1 	 Standard IWA water balance	 24
Fig. 2 	 Market based repayable finance	 31
Fig. 3 	 The NRW loss reduction Green Sukuk The NRW loss  

reduction Green Sukuk can be issued for a period of 20 years.  
The sukuk al-manafa’a- wakalah-ijarah structure consists of the 
following transactions (1) The PAAB incorporates an SPV. The SPV, 
as issuer, issues the sukuk, representing ownership interest in the 
underlying asset, water rights (2) The investors subscribe  
for the sukuk and pay the proceeds to the SPV, as issuer  
(3) SPAN is declared as a guarantor for the investors  
and is under an obligation to make up any shortfall  



xii        List of Figures

restoration amount (4) Wakalah Agreement: The SPV  
hires the water operator as a wakil to undertake the  
oversight of the NRW contractors. The water operators  
receive wakalah fees (5) Ijarah Agreement: The SPV hires the 
contractors to perform the NRW work (6) The water  
operators collect all revenue gained from the NRW loss  
reduction work and pay PAAB. PAAB collects certain  
percentage for the water rights pledged. PAAB then  
transfers the remainder of revenue to the SPV who in 
 turn pays the investors	 37

Role of Takaful in Raising Higher Education Enrollment in Pakistan	

Fig. 1 	 Major barriers to education at different education levels:  
Memon, G.R. “Education in Pakistan: The Key Issues, 
 Problems and The New Challenges” Department of Education, 
University of Karachi, Journal of Management and Social  
Sciences. 2007. Vol. 3, No. 1	 50

Fig. 2 	 Clause on Education in Islamic Constitution  
of  Pakistan. Akram, M. & Khan, F.J.  
“Public provision of Education and Government  
spending in Pakistan”, Pakistan Institute of Development Economics 
(PIDE). 2007. Working paper 40	 51

Fig. 3 	 Distribution of responses to education planning of sample	 55
Fig. 4 	 Distribution of dependence of education of children on finances	 55
Fig. 5 	 Distribution of availability of funds	 57
Fig. 6 	 Distribution of people investment options availed by sample	 57
Fig. 7 	 Distribution of preference for Islamic solutions	 58

Ṣukūk Default and Issues in Their Resolution: The Case of Villamar Ṣukūk	

Fig. 1 	 Sukuk structure	 70
Fig. 2 	 Balance sheets of the trust and the Ṣukūk holders  

at different stages	 77



List of Figures        xiii

Introducing Islamic Finance in Unchartered Economies:  
The Case of Canada	

Fig. 1 	 Islamic banking versus commercial banking  
(% growth of selected variables)	 129

Fig. 2 	 Islamic banking, conventional banking, and GDP growth	 133
Fig. 3 	 Growth of conventional/Islamic banking asset and GDP	 133
Fig. 4 	 GDP growth—QISMUT vs Canada	 134
Fig. 5 	 GDP growth: G7 vs QISMUT	 134
Fig. 6 	 Forecasting of sovereign sukuk in Canada	 139
Fig. 7 	 Forecasting of Islamic mortgages in Canada	 141
Fig. 8 	 Forecasting of Islamic mutual funds in Canada	 141



xv

List of Tables

Sukuk for the Financing of Non-revenue Water Management:  
Malaysia as a Case Study		

Table 1  2014 data from the MWIG	 35
Table 2 � The cost-benefit analysis for NRW loss reduction  

in Malaysia			   36

Role of Takaful in Raising Higher Education Enrollment in Pakistan	

Table 1  GER%—comparison of South Asian Countries1		  49
Table 2  Government spending on education as % of GDP1		  51
Table 3  Spending on education vs total spending1		  52
Table 4  % of education spending on different levels of education1		  53

Ṣukūk Default and Issues in Their Resolution: The Case  
of Villamar Ṣukūk		

Table 1  The ten Ṣukūk in default after the global financial crisis		  68



xvi        List of Tables

Towards a Robust Shariah Screening Criterion for Stocks		

Table 1   Shariah screening criterion Of ASIIP and KMI-30		  93
Table 2   �Examples of selling mixed Ribawi object 
		       and their Shariah rulings	 109

Islamic Finance, in the Age of Black Swans and Complexities,  
for a Multipolar World	

Table 1  Unemployment stats	 161



Abstract  This article apprises the readers on the current status of 
Islamic finance across the world. Islamic finance though nascent has 
grown manifolds in the recent years and has spread across many dif-
ferent jurisdictions. With Pakistan as a Muslim-majority nation, it has 
been at forefront of the efforts and growth of Islamic finance. The arti-
cle provides some insights into way forward for the industry.

Keywords  Islamic banking · Islamic finance · Shariah · Islamic 
windows · Islamic Financial Services Board (IFSB)

1	� Introduction

One of the biggest challenges faced by the world is to have a balanced 
and successful economic system without any financial crisis. Muslims 
of the twentieth century worldwide have been trying to establish  
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a financial system and financial institutions in accordance with the prin-
ciples of Shariah, or Islamic law. In an environment where usually the 
entire financial system, from the sovereign government to financial mar-
kets and small- and large-scale financial institutions (FIs), is inherently 
based on interest, this is indeed a formidable task.

The term “Islamic finance” is often heard of as an oxymoron. The 
listener thinks of Islam as a philosophy that guides one to prepare for 
the life of the hereafter and implies purification from greed and per-
haps even a general disinterest in the pursuit of wealth, prosperity, or 
economic gain. Finance and banking, on the other hand, is to a great 
extent about maximizing shareholder’s wealth, depositors’ savings, 
investors’ returns, corporate culture, and surviving in the extremely 
competitive market. Then, how can a system or organization pertain-
ing to financial industry be Islamic? One way to analyze this question 
is to think about “Islamic” finance as simply “Islamic law-compliant” 
finance—a system which tries to embody the economic and social 
teachings of Islam.

It is sometimes perceived that a religious system of law traditionally 
focuses only on matters pertaining to worship. It may even be conven-
tional, old-fashioned, limited in its use, or at least difficult in widely 
applying it in the complex and dynamic matters of an economy. So 
how can it provide precise, practicable rulings and principles for finan-
cial systems? The fact is that Islamic Law, or Shariah, prerogatives to be 
a “complete code of life,” and though there are elements of flexibility, 
custom, Masalaha al Mursalaha (public benefit), and valid differences 
of opinion in its legal system, it claims to be an applicable system for 
all societies and all times to come. Islamic Law, or the Shariah (mean-
ing a “path” to righteousness), can be subdivided into two broad cat-
egories: Fiqh-ul-Ibaadat (laws pertaining to worship matters) and 
Fiqh-ul-Muamalat (laws pertaining to human dealings). The latter is of 
special relevance to Islamic finance, and it includes Islamic law for valid 
contracts, valid sales, halal (permissible), Makrooh (disliked) and haram 
(impermissible) activities or sources of income, laws relating to inher-
itance, marriage and divorce, relationships, transactions, governments 
and economics, wealth management, modesty and interpersonal inter-
actions, etc. While this is a very broad category, Fiqh-ul-Ibaadat, on 
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the other hand, deals almost exclusively with matters of worship and a 
Muslim’s personal purification and relationship with his/her Creator. It 
includes rules for Salah, fasting, pilgrimage (Hajj and Umrah), prayers 
and invocations, and purification from diseases of the heart such as 
greed, jealousy, pride, anger, and lust Interestingly, the sources of these 
two categories of Islamic law and their methodologies are the same. 
There are, of course, some important matters that fall in an overlap—
Zakat, for instance, is a mandatory charity on all able Muslims and one 
of the five main acts of worship, covered in Fiqh-ul-Ibadat, but its rules 
are much relevant to the economy and Islamic financial systems as well.

Islamic banking is simply a subset of Islamic finance: an industry 
that includes banks, central banks, development banks, financial mar-
kets, Takaful (insurance) companies, asset management companies, 
brokerage houses, research and educational centers, and Islamic capital 
markets. The main objective of Islamic finance is to enable a financial 
system that is stable; fulfills the halal (permissible) economic needs of 
the consumers, corporations, and government in the economy; supports 
the real economy; and leads to an equitable distribution and circulation 
of wealth in the society, while avoiding impermissible activities, trades, 
and transactions. The main impermissible transaction elements accord-
ing to the Islamic Law (Shariah) include Riba (interest), Maisir (gam-
bling), Gharar (excessive uncertainty), and Uqood-ul-Fasida (or invalid 
transactions, such as forward sale, short selling, sale of debt, and sale 
and buy back). A financial institution or a firm that is compliant with 
Islamic law is also forbidden from dealing in any Haram (impressible 
in Shariah) activities or industries, such as alcohol, pork, tobacco, and 
Haram entertainment. Hence, an Islamic financial institution (IFI), or 
a “Shariah-compliant” bank, is simply an institute that meets the eco-
nomic or financial demands of its consumers in a way that does not go 
against the commands of the Shariah.

An Islamic economic system, at least theoretically, strives to achieve 
some greater principal objectives of the Islamic Law with its activi-
ties, modes, rules, and prohibitions. According to the reputed historic 
Islamic scholar, Imam Al Ghazali, the ultimate objectives of Islamic 
Law, or the Maqasid al Shariah (the main Objectives of the Islamic 
Law), can be briefly described as:
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The very objective of the Shariah is to promote the well-being of the peo-
ple, which lies in safeguarding their faith (din), their lives (nafs), their 
intellect (aql), their posterity (nasl), and their wealth (mal). Whatever 
ensures the safeguarding of these five serves the public interest and is 
desirable, and whatever hurts them is against public interest and its 
removal is desirable.1

He lists five elements that Islam attempts to protect: (1) Religion, (2) 
Lives, (3) Intellect, (4) Lineage, and (5) Property, wealth, or economic 
prosperity. Shariah is based on the four main sources of Islamic Law: 
the Quran, the Sunnah (which includes the sayings, practices, and tacit 
approvals of the Prophet Muhammad (Peace be upon him)), Ijma (con-
sensus of the Islamic jurists/scholars on a matter), and Qiyas (analogi-
cal deductions, or juristic efforts/Ijtihad of qualified Islamic scholars on 
a legal matter not explicitly answered in Quran, Sunnah, or Ijma). As 
Islam is a religion that claims to be a complete code of life, the Shariah 
offers its followers commands, prohibitions, and guidelines on beliefs 
(Aqaa’id, e.g., in One God, revealed in books, prophets, angels, Life after 
death, etc.), Worship matters (Ibaadat, such as fasting, prayers, Zakat, 
pilgrimage), and human-to-human dealings (or Muamalat). The latter 
includes matters relating to transactions and economics and finance.

Though Islamic financial institutions are forbidden legally from 
undertaking any transactions that involve Riba or any of the other 
Shariah-prohibited elements, nevertheless, they can use certain modes 
of financing that are prescribed by Islam. These can be summarized into 
profit-sharing modes, leasing modes, and structures based on sale of 
assets (usually for a profit). Shariah compliant modes used in Islamic 
finance worldwide help the financial institutions in generating income, 
investing, or managing their liquidity including the following:

One of the most common modes of financing used by Islamic finan-
cial institutions (IFIs) is Murabaha. This is a kind of sale where the IFI 
sells a customer (firm or individual) a specific kind of asset they require 
(such as a vehicle, machinery, and commodity), that is in its possession. 
As this is a sale and not an interest-based loan, the price of the asset 
is the sum of the original price (which is disclosed to the client) and 
an agreed profit margin. Hence, Murabaha is also called “mark-up sale.” 


