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The Implication of Globalization for Islamic Finance

Discussant: Yahia Abdul-Rahman*
The paper presents a good review of the current developments in the Islamic “Riba-Free” Banking Industry and the impact of and challenges created by globalizations. However, it lacks definite recommendations and conclusions that would benefit the business.

The following are issues that needed elaboration and emphasis:

The emphasis of the paper has been on existing activities that are captured by mega banks in Europe (mostly) and the US. The questions are: 

Is Islamic Banking only for the Muslims? I believe that it should be a movement that is designed along the Sunnah (tradition) of all prophets, including prophets Moses, Jesus and Muhammad (S), who have all captured people’s imagination when they prohibited the renting and hoarding of money (Riba) using a rental rate called interest, as revealed by God. I believe that Riba-Free banking should take an historic turn to focus on serving communities of all people of all ethnicities, religions, backgrounds, skin color and national origin.

Is Islamic Banking goal to gather the assets of the Muslims and invest them mostly outside their country? I believe not. Islamic Banking should reinvest the assets of all people of all backgrounds back in their communities to create job opportunities, economic prosperity and to help improve the living standards of each community, one community at a time. Our vision of Riba-Free banking in the US is to open up Riba-Free service centers next to every Masjid, every church, every synagogue, every Hindu temple and every Buddhist temple everywhere in the world.

Is the Only Reason for People to Use Islamic Banking only to fulfill God’s commandments? I believe not. It should be competitive, better defined, clearly contrasted to the Riba banks and it should offer socially responsible, asset-based, ethical and meaningful services based on the belief that credit and financing are human rights. Doing so will lead to God’s acceptance and fulfillment of His commands to all His prophets.

What has been the Contribution of Mega Banks’ involvement in Islamic Banking? Frankly, there are two positive contributions, these are: (i) Creating international credibility to the business (and that is debatable by many in light of exchanging the word interest with words like: index, profit, fees, mark-up and service charge used by many if not most of these banks), and (ii) Training young bankers in the field. However, there are many negative contributions, these are: (i) Most mega banks try to force Islamic Banking models into fitting existing Riba models. These is a major complaint by many of the young Islamic bankers I talked to and did business with in many countries in Asia, the Middle East, Europe and the US and they are asking; so, what is the difference? (ii) Most of these mega banks do not risk their own capital, unless in cases that would fit the foreign policy guidelines, strategies and objectives of their country of origin. The syndication costs, fees and commissions charged by these banks would render many financing schemes uneconomic from the beginning, (iii) Most of the activities of mega banks have been in asset gathering and in investing outside the country of origin. It is interesting to note that the Dow Jones Islamic Index came at the peak of the stock market, the new fad of hedge funds are now popular because they sell and the syndications are usually done for financing, leasing and/or dealing in production that originates outside the communities to benefit the productive economies outside and to grow the ever increasing consumerism among Muslims, and (iv) No retail services for the middle income and lower middle income households that would provide a complete financial plan for the average citizen and his/her household. In effect. Islamic banking of the 20th century and so far in the 21st has been for, to and in between the rich and affluent (in contrast with what the Holy Qur’aan advised us against – Chap. 59 Al-Hashr, Verse 7 (Ka’I La Takoon Doulatun Bayna Al-Aghniya’ie Minkum..- . There are very few Islamic banks that are designed t cater to a poor fisherman who needs a simple fishing tool that costs $500 or help design a safe and conservative investment portfolio for a humble widow that has no safe regular income, while others who are enriched by gathering their assets pay, invest and lose up to 50% of their investment by investing in an ill-devised one dimensional investment portfolio.

What is the ultimate motivation of the Islamic Banking Movement? I do not believe that it is only profit. It is simply winning paradise as an indication of God’s acceptance. My question is: Is that the motivation of the mega banks?

Globalization is not only coming but it is here and most likely will grow. Our duty as Islamic Bankers and professionals, not politicians, is to find ways and means to use the tenets of globalization to make Islamic Banking a global movement. For example, if mega banks want to open up and own banks in the Muslim and other developing countries (and they will eventually succeed in doing so), then we can use the same rule to open up Riba-Free Banking units in the rest of the world. It is also important to note that it is always wise to choose descriptive nomenclature not “name tags with the word Islamic!”. For example: Riba-Free Faith-Based Banking, which attracts all in contrast to Islamic Banking that polarizes the movement and creates negative impulses that limit the markets as mentioned in the paper in page 1 “..is a limited niche activity.” It is not what we claim and say, it is (as Prophet Muhammad said) what is entrenched deep in our hearts as believers and is manifested by our deeds.

Faith-Based Riba-Free Banking has an historic opportunity to be presented as a humble alternative to the Riba system after bubbles and scandals, which created loss of  trust with the public. Following are quotations by John Plender: Going off the Rails: Global Capital and the Crisis of Legitimacy as regarding the Riba system:

How can capitalism be in a crisis if there is no realistic alternative to it? Systemic competition since 1989 was not between Capitalism and socialism but between the different varieties available in the world. My question is: are we, in the Riba-Free Banking Business able to bring people a glimpse of hope?

The series of corporate scandals (Enron, WorldCom & AOL to mention a few) has left the Anglo-American capital market model like the Asian crony capitalism that provoked so much criticism after the financial maelstrom of 1997-98. My question is: Can we in the Riba-Free Banking Movement generate qualified Riba-Free bankers who are not only committed to abide by local laws but also by the real meaning of halal and haram?

Worse, the Anglo-American concept of shareholder value has been so devalued that, paradoxically, it shares something important in common with the old Soviet system. My question is: Do we have an alternative for this?

Since the 19th century, capitalism in the English-speaking world has, in terms of company law, put shareholders at the heart of the system. Yet, the reality, since ownership became increasingly dispersed in the 20th century, was that corporate managers called the shots not the shareholders.

The Riba-Free Faith-Based Banking Movement should publicize the contrast between two views (Global Civil Society: The Path Ahead by David Korten et al, 12/03/02.); the Worldview of Community and the Worldview of Empire

In the worldview of Community (the foundation of all faiths and made crystal clear in Madinah and the rest of the history of Islamic Civilization), the world is a place of creative opportunity best realized through cooperation and equitable sharing of power and control of resources. This worldview gives rise to the faith-based democratic impulse. 

The worldview of Empire, the world is an inherently hostile and competitive place. In the world of empire the only choice life offers is to be a winner or be a loser, rule or be ruled. Trust, compassion, and cooperation are for fools and cowards. By the logic of empire smartest, toughest, and most rational players have both the right and duty to seize and hold power by whatever means available to impose peace and order on the unruly in the interest of all – a service for which they believe they are justly rewarded with wealth and power. The worldview of empire gives rise to the authoritarian impulse.

Globalization was Presented as A Downside Challenge to Islamic Banking Institutions because they have to Comply with International Banking Standards required by BIS, World Bank, IMF and (not mentioned) US and UK Banking Regulators:

In my view as an American Riba-Free Banking Executive these requirements should be followed and more than met by our institutions if we were to gain credibility and to compete in the global markets.

Islamic Banks should ideally operate on a 100% reserve requirement. The reasons for many qualifications raised by international regulatory institutions are the mixing between investment banking on one side and retail, commercial and developmental banking activities, on the other side, in Islamic Banks. This problem has to be resolved as soon as possible if Islamic Banks were to continue to compete and grow internationally.

There was a brief mention about the Shari[ah advisors and Boards. It is believed that the current model of having a Shari[ah Board paid by the Banking institution to decide if what the bank does is Shari[ah compliant or not is considered both legally and Shari[ah -wise as blatant conflict of interest that can present serious legal liability in most Western laws, especially in the US. It is believed that the Malaysian model presents better solution by having a standardized Board elected to act at the National Bank level.

The paper did not include any thing about the real grass root popularization of LARIBA (since 1987) in the United States in serving the home financing needs after signing with Freddie Mac (2001) and Fannie Mae (2002) and the dedicated education efforts to the regulators, the universities and communities in at least 32 states of the USA. LARIBA, with the help of no Islamic Bank is now serving a portfolio of a little less than $100 million beginning with very humble but community-owned capital and investments.

The paper did not discuss the new movement that, in my view, is the real important historic development that will show the real contrast of the Riba-Free System with the Riba system. This is the movement of introducing the Gold Dinar as another currency in addition to the US dollar, the Euro, the Pound Sterling and the Japanese Yen, as a solution to the problem of fiat money. An introductory presentation on the subject is attached (Dr. Yahia Abdul-Rahman paper on the subject is attached in PowerPoint presentation)

In addition, here are some specific points that need to be raised regarding some statements stated in the paper:

The paper states that the “Islamic” funds invested internationally are $200 billion. In fact I have been reading and hearing numbers ranging between $80 billion and $300 billion. I wish that we conducted an academic documented research on the real amount with documented sources, the instruments these funds are invested in, the countries where these funds are invested and the motivation used for gathering these funds (for example, is it fear of wars, greed or prudence?).

It is stated that the Chinese Malaysians prefer to use Islamic Banking windows. The question is: What is the motivation? Why do they prefer it to the Riba system? A study needs to be documented.

Page 5 – “Al-Baraka/The International (typo- as Institutional) Investor, TII was put on hold. In fact, it was cancelled.

There was no mention about the almost $400 million bond deal issued by the Islamic Republic of Iran.
I agree with the statement: “Islam, and Islamic finance in particular, has a message to spread, and global networks are arising for this purpose. It is the spread of ideas rather than mere money that is the greatest challenge, but one that presents hope for Muslims.”

The paper states (p.3) “ Armour distinguishes between wealth, which is social, and riches, which are personal. Accumulation of riches builds personal barricades that divide society. Accumulation of wealth strengthens civil society and results in increasing power and influence by collective groups.” The question is: Under which category would we place the Islamic Banks of today. 

I was surprised for the author not to include one of the grass root based Kuwait Finance House (KFH) and the Abu-Dhabi Islamic Bank (ADIB) and its activities and success story.

Page 5 – “, the Islamic banking sector may still be protected by its knowledge of Muslim clients and its unique product offerings” – and page 16: “Islamic finance extends choice, and enables Muslims internationally to conduct their financial affairs in a manner that is consistent with their beliefs and values”, again we need to expand the market to include people of all faiths.

P. 5 – “The close correlation between the London Inter-bank Offer Rate (LIBOR), which refers to Euro-dollar transactions, and for example, the Saudi Inter-bank offer rat”. We need to be firm in our efforts as Riba-Free bankers to completely disengage the thinking of all people starting with Riba-Free Bankers in terms of interest; i.e. the rental rate of money. In the Riba-Based system our slogan should be: SAY NO TO RIBA!

P.6 – Can you elaborate on how dismantling of foreign exchange controls will create additional opportunities for Islamic Banks, as stated? A study of what happened in the Asian crisis of 1997/98 and the Malaysian Government successful response (now used by the IMF and is taught as case study in many ivy league universities) is a case in point to question this conclusion.

P. 8 – “Arguably because investment deposits with Islamic banks are not guaranteed, they have to be treated differently from conventional bank liabilities, necessitating less capital cover’ – That is where we should segregate investment banking activities, which exposes capital to risk and regular Riba-Free banking activity where capital is guaranteed but return fluctuates.
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