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Preface
Innovation Arabia 8, was held under the patronage of His Highness Sheikh Hamdan Bin
Mohammed Bin Rashid Al Maktoum, Crown Prince of Dubai and President of HBMSU.
Innovation Arabia 8 took place in the Address Hotel, Dubai Mall, in Dubai during the period 16
to 18 February 2015. The main theme of this year conference is “Innovate, Collaborate, and
Differentiate: Honouring the Past, Treasuring the Present, and Shaping the Future”. This
theme reflects the belief that, innovation is the path towards growth, progress and a better
tomorrow for the Arab World. Innovation Arabia is a scientific refereed event where thought
leaders, academics, and the professional community searching to exchange ideas, discuss
trends, solutions and challenges in the development of sustainable economies and societies
in the Arab World through innovation. Innovation Arabia will feature four important tracks:
• Quality and Business Management
• Smart Learning
• Health and Environment and
• Islamic Banking and Finance
The main objectives of Innovation Arabic are:
1. To discuss theoretical and applied research related to innovation in quality, elearning, Islamic Banking and Finance and Health and Environment.
2. To analyse current issues and challenges facing the Arab World and the role of
innovation in creating sustainable development.
3. To provide a forum for exchange of research ideas and practices and the creation of
new ideas to assess the current state of knowledge and development of the discipline
in theory and practice.
4. To provide an environment for free discussion of new concepts, research
developments, and applications in innovation in quality, e-learning, Islamic Banking
and Finance and Health and Environment.
One important purpose of the conference was to highlight the significance of innovation to
enhance the UAE and the Arab world’s economic competitiveness. Innovation Arabia was the
outcome of our belief that, innovation is the path towards growth, progress and a better
tomorrow for the Arab World. Innovation Arabia should help to capitalize on the successes
and the potential of this community.
This conference represented a small step forward, by giving scholars, researchers, thinkers
and practitioners the opportunity to share thoughts, debate issues, exchange knowledge and
create consensus on the ‘future’ and what might or might not happen.
The conference featured many other activities including many formal and informal
networking opportunities including an exclusive gala dinner, bringing together researchers,
industry leaders from international organizations, local and regional government entities and
the corporate sectors and NGOs to discuss and address trends, solutions and challenges in the
development of sustainable economies and societies in the Arab World through innovation.

Professor Nabil Baydoun
Chair, Innovation Arabia 8, 2015
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Research Papers
Islamic banks and Conventional banks within the recent
global financial crisis: Empirical evidence from the GCC
region
Mohamed Chakib KOLSI
Department of Accounting, Emirates College of Technology, UAE
Fatma ZEHRI
Department of Accounting, College of Economics and Administrative Sciences, Al
Imam Mohammad Ibn Saud Islamic University, Saudi Arabia
Abstract
The current global financial crisis has revealed many failures of the conventional banking
system. However, this context of turbulences has presented the Islamic banking system with a
great opportunity to introduce its fundamental methods and principles inspired from the Islamic
Shariaa law. The aim of this study is to check the impact of the current global financial crisis
on Islamic banks compared to conventional ones based on accounting ratios. First, we
introduce 26 financial ratios in the stepwise Logit model to determine whether it is possible to
distinguish between the two kinds of banks in the international context based on bank’s
financial characteristics. Using a sample of Islamic banks, we show that accounting ratios are
good discriminators between Islamic banks (IBs) and conventional banks (CBs) in the
international context. In fact, during the crisis, Islamic banks are more profitable, less efficient
and less risky than conventional ones. Second, results obtained from Logit regression show that
Islamic banks are more stable and immunized against the crisis 2007-2008 due to the
requirements of the Shariaa law.

Keywords: Financial crisis, Islamic banks, Conventional Banks, Risk, efficiency, profitability,
asset’s quality.

1 Introduction
Recent global financial crisis (2007-2008) has highlighted the role of Islamic banking
and finance as an alternative to conventional banks and capital markets. Many studies
argued that IBs are immunized against the negative effects of the financial crisis 20072008, others signed that IBs perform better during this period and are less risky than
CBs. This crisis is commonly viewed as the worst since the Great Depression of
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1930s.This disaster led many economists as well as academics to reconcile the
soundness of the market-based system. In fact, this disaster has seized up money
markets and led to a precipitous decline in stock values and bank failures (Enron 2001,
Lehmon Brothers 2008). Nervous anxiety was raised about the fate of both the global
economy and the current financial system (Chapra, 2008).

In this context of turbulences, a number of experts, Medias and officials of IBs
confirmed that those banks have not been affected by the global financial crisis, and
that any effect would be limited due to the nature and specificity of the Islamic Banking
principals derived from the Shariaa requirements. Numerous researches attribute the
causes of credit crisis to the lack of proper regulation, integrity, ethics and transparency
(Riaz, 2009). Furthermore, this credit crunch has also highlighted the fragility of
capitalism and the free-market economy. On the other hand, a number of Islamic
economists (Siddiqui, 2009; Chapra, 2009, Shahid, 2009) continually refer to the global
economic crisis as a result of variable interest rates (Riba) from the great depression to
the crisis in the western countries. But most part of these researches is conceptual or
narrative, so there is a lack of empirical evidence determining the impact of the global
financial crisis on IBs compared to CBs.

The aim of this paper is to determine the impact of the global financial crisis on
IBs compared to CBs based on bank’s financial ratios related to profitability, efficiency,
asset-quality, liquidity and risk indicators. For this purpose, we have collected 110
observations 51 IBs and 59 CBs operating in different countries around the world
during the period 2005-2008 (the pre-crisis period and the crisis period it self). Based
on accounting ratios for both kinds of banks, the stepwise Logit regression model shows
that IBs are on average immunized against the current crisis compared to CBs.

Many motivations have guided our research: First, the global financial crisis
highlighted the role of Islamic financing as an alternative to CBs and capital markets
since many authors argued that IBs are immunized against the negative consequences
of such crisis. However, such arguments lack empirical evidence and are mainly based
on financial experts’ points of view. Second, while Olson and Zoubi (2008) used a nineyear period (2000-2008), we split the period under study into two sub periods: the precrisis period (2005-2006) and the crisis period itself (2007-2008). Such procedure
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allows us to better understand the impact of the current crisis on IBs financial
statements and related ratios. Third, many studies related to the Islamic Banking sector
have focused on three main issues: (1) corporate governance structures “Shariaa
Supervisory Board” including Hassan and Chachi (2008), Rahman (2009), (2) the
compliance with International Islamic Accounting Standards (AAOIFI) Maurer (2010),

Vinnicombe (2012), Sarea (2012) and (3) the extent to which IBs manipulate their
reported earnings Zoubi and Al Khazali (2007), Quttainah et al (2011). However, fewer
studies undertake an empirical comparison between the two kinds of banks during the
financial crisis.

The reminder of this paper is organized as follows: first, we present a review of
the literature and hypotheses development (Section 1). Second, we display our sample,
data collection and the research design (Section 2). Then, we discuss our results
(Section 3). Finally, we conclude our paper and give some insights for future research
(Section 4).

2 Islamic banking and the current global financial crisis: Literature review and
hypotheses development
This is in the month of September 2008 that many analysts and historians describe as
Black September that the real disaster began. The shock was announced on Monday, 15
September with the bankruptcy of Lehman Brothers, fourth largest U.S. investment
bank, the selling of Meryll Lunch for $s50 billion. The disaster was extended to
Monday, 22 September when we witnessed the fall of stock prices on Wall Street that
has closed to (-3.27%).

The origin of the current financial distress is certainly the famous subprime
crisis. In fact, all start on the U.S. market for mortgages called subprime in early 2007
when loans were made to householders with low incomes and low credit rating, which
would not normally have access to a mortgage. In bank accounting, the liability of the
client towards the bank is considered an asset (loans). Therefore, any document derived
from such liabilities is explained as an asset-backed security (ABS). The mortgage
loans are also a liability and therefore they are eligible to deriving the securities from
them. Such securities are called the mortgage‐based securities (MBS).
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Once they are created, ABS and MBS can be traded in active market, just as any
other asset. The aim of such trade is that the bank wants to retain acceptable level of
liquidity. The process was engineered by Special Purpose Entities (SPE) consisting of
off-balance sheet entities of the bank. By pooling assets it was thought that risk would
be diversified. The financial market and the investment banks need another derivative
added to securitization to transfer loan risk off-balance sheet. This result in a specified
process called hedging. One of the common hedging tools is the credit default swap
(CDS). In brief, it means that the bank repackages the risk in loans and loan securities
into a hedge to be sold to another entity in the market, who wants to operate with risk
and earn some profit. Speculation is particularly evident in the notion of CDSs, which
are totally unregulated financial instruments. The formation of the speculative
instruments and intense speculative activities have soared the assets significantly higher
than there is money to cover it. Rating agencies have also played a deeper role during
the subprime crisis. These companies have a role to assess the risk of investments
through a note. These agencies are accused of giving higher notes to "subprime" and
are suspected of conflict of interest when they are paid by the companies they rate.
The Islamic financial sector, relatively new player1, has not been totally
immunized against the current crisis consequences. While several aspects of the Islamic
banking model inherently provide insulation from the crisis, the financial markets and
real economies of the Muslim world are clearly impacted by the global recession. At
the same time, the crisis reinforces the relevance and merits of Islamic financial
principles worthy of deep examination by both the global financial community and
Islamic bankers themselves.

While experts worldwide continue to debate potential solutions, there is a
remarkable level of consensus as to the key causes of the financial crisis. Three key
causes can be identified: first, excessive lending to (and borrowing by) households,
corporations, governments, and funds. Second, opaque financial securities, including
overvalued securitized debt instruments and finally, weakness on governance
structures, at both institutional and individual levels.

1

First Islamic banks were Islamic Development Bank (IDB) created in 1973 in KSA and Dubai Islamic Bank created in 1975.
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2.1 Excessive lending to (and borrowing by) households, corporations, governments,
and funds.
Islam’s prohibition of usury or riba was clearly violated in the cases of subprime
mortgage and unsecured (e.g., credit card) lending. The higher rates of interest involved
in credit card lending (particularly in the case of payment delay) and in certain floatingrate subprime mortgages would qualify as riba or usury from most perspectives.

The prohibition of riba in Islam is understood to help prevent oppression and
exploitation of money needing people. In one form of pre-Islamic lending, for example,
borrowers would remain perpetually in debt due to high compounding interest rates that
were applied at each period of repayment. Under such structures, it became extremely
difficult for the borrower to climb out of debt and regain his financial freedom. If the
borrower is able to sell the asset at/or above the amount of principal owed, he escapes
the debt with a profit. If not, he takes a principal loss in addition to the cost of servicing
the debt.

2.2 Opaque financial securities, including over rated securitized debt instruments
A second major cause of the current crisis is the rise and spread of opaque financial
securities, and especially securitized debt instruments with inaccurate credit ratings
(CDS, CDOs, MBS). These instruments spread the exposure to subprime lending
through “toxic paper” that invade the financial system but is difficult to identify. The
uncertainty regarding where the toxic paper is being held has made the consequences
more severe and deeply impaired trust among financial sector participants.

Securitized debt caused financial damage by two means. The first, which is a
challenge inherent in the sale of debt, was the separation between the originator of the
debt and the second party left holding the credit risk. When debt is sold, the originator
is not the one bearing the ultimate repayment risk (the holder of the credit risk). The
incentives of the two parties are not completely aligned. The originator is intent on
selling the loan and collecting his fee, whereas the ultimate holder of the risk is exposed
to the solvency of the borrower. This misalignment of incentives has been apparent
during the crisis. The second source of damage was the frequently inaccurate rating of
securitized debt instruments. Financial engineers packaged loan books of different risk
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qualities and managed to position them as high-quality (AAA) rated instruments when
in fact these securities were more risky. Buyers of these securities, looking at the
ratings, believed that default risk was minimal, whereas in fact, the risk was substantial.

Opaque financial instruments are not allowed under the Shariaa principle
prohibiting gharar (uncertainty). Islamic standards of transparency require clarity on
what is being bought and sold (generally a tangible asset must be clearly identified and
priced). For example, to sell “the contents of one of three boxes” without disclosing the
contents would be deemed a case of gharar or excessive uncertainty. The prohibition
of gharar does not mean that all risk-taking is prohibited. In turn, risk is essential in
Islamic contracts if one wishes to secure a reward. The Shariaa’s prohibition of the sale
of debt is arguably the clearest mechanism by which a major cause of the crisis may
have been averted. In fact, it is noteworthy that Islamic alternatives to the conventional
mechanisms of pooling financial securities are still in the early stages of development.

2.3 Weak governance structures
Governance structures have largely been accused of being one major contributing cause
of the financial crisis including external auditor and the board of directors’
independence2, Rammal and Parker (2010). Among those frequently cited are
managers’ compensation bonus schemes that generously rewarded executives for shortterm gains while shareholders suffered in the long term. Another major cause was
inadequate risk management and risk reporting systems, by which shareholders and
even managers were not provided a clear picture of the financial risks being undertaken
by their firms. Third, financial experts and academics have pointed out potential
conflicts of interest between rating agencies and the owners of assets they rate. Thereby,
agencies are paid by the selling of those assets, so their incentive is to portray risks as
minimal in order to enhance pricing.

Apart from these general principles, Islamic financial principles offer a concrete
enhancement to corporate governance in the form of Shariaa governance systems. The
prevalent practice in the Islamic finance industry is for Shariaa review to be undertaken
by an independent Shariaa Committee composed of specialist scholars named Shariaa

2

Such deficiencies were clearly cited and solved by the disclosure of the Sarbanes Oxley Act SOX (2002).
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Supervisory Board. Members must have deeper knowledge in Shariaa principals,
financial products and capital market mechanisms.

2.4 Hypotheses development
A review of previous researches shows the existence of an important flow of literature
focusing on the conventional banking industry and financial crisis, while another flow
has for aim to explain general Islamic financial principles (Zaher and Hassan 2001).
However, fewer researches undertake an explicit comparison between IBs and CBs.
Some of these researches have used financial ratios. Given the differences between the
two kinds of banks, an important question may be raised which is how can we
distinguish between them using only accounting and financial ratios. Olson and Zoubi
(2008) introduced twenty two ratios of IBs and CBs in a stepwise Logit model during
the period 2000-2008. Results show that proxies of bank characteristics such as
profitability ratios, efficiency ratios, asset-quality indicators, and cash/liability ratios
are good discriminators between Islamic and conventional ones in the MENA region.
According to the growing interest for the Islamic banking sector in the context of crisis
worldwide, it will be worthwhile to test this question out of the MENA region both
before and during the crisis period.

Karim and Ali (1989); Samad (1999); Rosly and Abu Baker (2003) and Olson
and Zoubi (2008) used financial ratios to compare IBs to CBs. Karim and Ali (1989)
suggested that during periods of expansion in an economy it is suitable for IBs to obtain
funds from depositors rather than shareholders. Return on equity (ROE) with the
requirement of risk sharing should be higher for IBs than for CBs. Rosly and Abu Baker
(2003) examined six financial ratios for Islamic and Mainstream banks in Malaysia for
the period 1996-1999. They found that return on assets (ROA), profit margin (PM), and
net operating margin (NOM) is more relevant and higher for IBs than for CBs. Kabir
(2006) argued that IB’s profitability ratio respond positively to the increase in capital
and negatively to loans ratios. The results also indicate the importance of consumer and
short-term funding, non-interest earning assets, and overhead in promoting banks’
profits. Olson and Zoubi (2008) argued that IBs have been more successful than CBs in
terms of revenue efficiency and accounting profitability. Hasan and Dridi (2010) showed

that during the crisis period 2008, change in profitability was more favorable for IBs
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than CBs. Rehman et al (2013) argued that IBs are more profitable and more efficient
than CBs based on non-linear classification techniques

However, Nienhaus (1998) examined separately financial statements of IBs
operating in different countries. He concluded that IBs are less profitable than
conventional ones. Moreover, Samad (1999) used a group of financial ratios to compare
the performance of the Malaysian IBs over the period 1984-1997 relative to a group of
eight CBs. He found a low growth of loans under profit & loss sharing principal (PLS).
Assuming that the first scenario is more likely to happen, our first hypothesis can be
stated as follows:

Hypothesis 1: Islamic banks are more profitable than conventional banks.
Rosly and Abu Baker (2003) examined six financial ratios for Islamic and Mainstream
banks in Malaysia for the period 1996-1999. They found that the operating efficiency
ratios and assets utilization ratio are statistically lower for IBs than for CBs. Yudistira
(2004) used data-envelopment analysis to show that 18 IBs are less efficient than CBs.
The inefficiency may be due to lack of economies of scale due to the smaller size of
IBs, or it may arise because customers of IBs are pre-disposed to Islamic products
regardless to their cost. Moreover, Olson and Zoubi (2011) found that IBs are less cost
efficient than CBs but more profit efficient. The lack of efficiency may be due also to
the recent history of Islamic banking sector compared to conventional one, or it can be
explained by the fact that customers of IBs are prone to Islamic products regardless of
cost (Yudistira 2004). Merchant (2012) also concluded that IBs were less efficient
during the crisis period. Rahman et al (2013) concluded that the overall efficiency
concept is more pronounced for IBs than for CBs. Previous studies allow us to state our
second hypothesis:

Hypothesis 2: Islamic banks are less efficient than conventional banks.
Samad (1999) suggested that IBs are relatively less risky compared to a group of eight
CBs over the period 1984-1997. During the financial crisis, CBs used excess offbalance sheet Vehicles and various derivatives and toxic products for gain purposes,
while these products present higher risk than managers assessed. Olson and Zoubi
(2008) suggested that greater risk may explain the higher profitability of IBs. One of
the important Shariaa pillars is the interdiction of gharar or excess of uncertainty. Such
12 | P a g e

concept implies more risk control and information asymmetry avoidance. Another
important principal consists of asset backed securities which means that any financial
product must be represented by a real or tangible asset. Kabir (2006) argued that IBs’
loan portfolio is heavily biased towards short-term trade financing. As such, their loans are low
risk and only contribute modestly to the bank profits. Assuming that Samad (1999), Rehman

et al (2013) findings are more likely to occur; our final hypothesis can be stated as
follows:
Hypothesis 3: Islamic banks are less risky than conventional banks.

3 Research design
As we stated earlier, the objective of this research is to distinguish between IBs and
CBs in the context of the current crisis based on accounting and financial ratios and
then to determine the impact of this financial crisis on IBs compared to CBs.

3.1 Data and sample selection
Our sample consists of two kinds of banks; IBs and CBs. Most of the IBs operate in the
GCC region, while most of the CBs operate in US. In fact, GCC IBs adopted the
AAOIFI standards whereas CBs pertaining to our sample use FASB standards or IASB
framework. Whenever possible, we downloaded annual reports directly from the
website of each bank. These annual report include the income statement, statement of
change in stockholders' equity, the balance sheet, the cash flows statement, and the
notes to the financial statements. Using Zawya database, Hasan and Dridi (2010) used
a sample of IBs and CBs derived from eight countries including: Jordan, Bahrain,
Kuwait, Malaysia, Qatar, Saudi Arabia, Turkey and UAE for the period 2007-2010.
However, comparison among those countries will be difficult due to major differences
between those markets and related accounting rules. Merchant (2012) used a sample of
17 IBs and 10 CBs derived from the GCC region for the period 2008-2011 (the crisis
period 2008-2009 and the post crisis period 2010-2011) and CAMEL testing factors.
As shown in Table 1, we handy collected 110 bank-year observations for International
banks operating in different countries for the period 2005–2008.Ten annual reports,
among them, 4 prior to 2005, 2 prior to 2006, 2 prior to 2007 and 2prior to 2008, were
not readily available. Our final sample contains 26 banks (15 conventional and 11
Islamic) for 2005, 28 banks (15conventional and 13 Islamic) for both 2006 and 2007,
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and 28 banks (14 conventional and 14 Islamic) in 2008. To avoid the effect of other
uncontrolled external economic factors, we use cross sectional estimation method in
order to estimate regression coefficients rather than the time series procedure. However,
the data set excludes multinational banks that have Islamic windows (e.g. HSBC,
Deutsche, Citicorp, and BNP Paris-bas) as they cumulate both characteristics and can
bias our results.

Conventional banks have adopted the financial accounting rules established by
the International Accounting Standards Board (IASB) while Islamic banks use the
financial accounting rules established by The Accounting and Auditing Organization
for Islamic Financial Institutions (AAOIFI). Those accounting standards are derived
from the faith of Shariaa principles3. There are some differences between AAOIFI
standards and IAS standards, such as the more stringent disclosure requirements
imposed on conventional banks and prohibition of some activities under AAOIFI
standards. So, it would be possible to make meaningful comparisons between the
accounting ratios of CBs and IBs.

3.2 Research variables
In our research we used twenty-six accounting ratios derived from Hassoune (2003) ,
Olson and Zoubi (2008) on the one hand and a dummy variable noted Crisis on the
other hand. Kabir (2006) used financial ratios that fall into four categories: asset quality
ratios (loan loss provision divided by gross loans), capital ratios (equity divided by
total assets), operational ratios (interest and noninterest revenues divided by average
assets), and liquidity ratios (loans divided by total assets). Hasan and Dridi (2010) used
four key indicators: profitability, lending, assets and ratings. Merchant’s (2012)
CAMEL factors fall into five categories: capital adequacy (equity to total assets), asset
quality (loan loss reserve), management quality (cost to net income ratio), earnings
(ROA and ROE) and finally liquidity (net loans to total assets). The 26 financial ratios
used in our study are defined in Table 2. They fall into five general categories:
profitability, efficiency, asset quality, liquidity, and risk ratios. Olson and Zoubi

3

There are mainly four principals: (1) The Prohibition of interest ‘Riba’ or usury. (2) The Profit and Losses Sharing
principal “PLS”. (3) The Interdiction of Gharar or uncertainty (information asymmetry) and finally (4) the
interdiction of illegal activities or Haram. The aim of Shariaa in this regard is to promote ethical investments that
again do not negatively affect people and society.

14 | P a g e

(2008) used 22 accountings variables but their research was limited to the MENA
region; whereas our sample deals with a broader international perspective including
banks operating in different regions. We also split our research period into two sub
periods: the pre-crisis period and the crisis period itself.

The variable Crisis is a dummy variable which takes the value of one for the
crisis period (2007-2008) and zero before the crisis (2005-2006). Accordingly, we have
two axis of comparison: IBs vs. CBs and the crisis period vs. the pre-crisis period.

There are some differences in calculating some ratios for IBs. To explain these
differences between IBs and CBs, Turen (1995) suggested that “The risk level of an IB
is the combined effect of the three new principals governing those institutions namely:
deposit holders are replaced by equity holders, interest payments to depositors are
converted into profit and loss sharing and loans to customers are transformed into
capital participation”4. Most of the other variables are defined in the same way for both
categories of banks. However, net income for IBs includes conventional net income
before taxes, plus Zakat, which is a tax on idle or surplus wealth. Interest income and
expenses are replaced by commission income and expenses. Finally, investments in
Mudharaba, Murabaha, and Musharaka are essentially equivalent to loans and
advances.

In our research, we first use a descriptive statistic analysis to determine the ratios
that allow us to better distinguish between the two kinds of banks. Subsequently, we
will carry out logistic regressions to distinguish between the two types of banks and
assess the impact of the current crisis. The results are discussed in the next section.

4 Discussion of the results
4.1 Descriptive statistics and univariate analysis
Tables 4-6 display descriptive statistics for both kinds of banks. We respectively use
profitability, efficiency, risk, asset quality and liquidity ratios. The last column of each

4

Cited by Olson and Zoubi (2008).

15 | P a g e

table shows the results of a t-test for equality of means5 between the Islamic and
conventional group of banks for each of the 26 financial ratios. The test statistic and
degrees of freedom are calculated assuming equal, rather than unequal, variances 6.
Overall, 19 ratios have means that are statistically different between the two kinds of
banks. Four ratios are significant at the 10% level where as 15 ratios are significant at
the 5 % level. The significance of some ratios differs from the two periods (e.i the crisis
period and the pre-crisis period).

4.1.1 Profitability indicators
As shown in table 4, four ratios (ROA, ROE, ROD and NOM) are higher for IBs during
the period 2005-2008. Only the ROSC ratio was smaller for IBs but not significant at
conventional levels .The ROA is of 3.6% for IBs but only 2.0% for CBs. The difference
is also not significant. ROE (which is the Net Income divided by capital equity) is
approximately 25.11% for IBs versus 11.21% for CBs and the difference is significant
at the 10% level. When comparing the two periods, we found that during the crisis,
ROE is larger for IBs and the difference is significant at the 5% level. However, during
the pre-crisis period the difference was not significant.

Profit margin (PM) computed as net income divided by revenues) is larger for
IBs and the difference is significant at the 10% level. During the pre-crisis period the
PM was smaller for IBs with 23.12% vs 32.4% for CBs but the difference was not
significant at conventional levels. However, during the crisis IBs became more
profitable with 126% vs. (-103%) for CBs and the difference is significant at 10% level.
This shows the interest according to IBs during the crisis. The ROD (net income divided
by total average deposits) is larger for IBs and the difference is significant at the 5%
level. Another measure of profitability, the net operating margin (NOM), is larger for
IBs relative to CBs and the difference is significant at the 10% level. During the crisis
the difference is significant at the 5% level. Overall, profitability ratios show that during
5

The use of parametric tests is legitimate as the normality assumption is not violated for our sample. We check for
normality using the Kolmogrov-Smirnov test for normality.
6
The test statistic (t) is approximately the same as for the simple case of equal variance where both samples are
assumed to come from the same population. Hence, t=(x1-x2)/√ [(S12/ n1) + (S22 /n2)] where x1 and x2 are the means
of a financial ratio for conventional banks (group 1) and for Islamic banks (group2), s1 and s2 denote standard
deviations, and n1 and n2 are the number of observations for each group of banks. Degrees of freedom for the test
statistic are adjusted downward and critical values increase as the difference between the variances of the two
samples increases.
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the financial crisis, IBs are more profitable than CBs and the difference is significant at
conventional levels.

4.1.2 Efficiency indicators
Table 5 shows that operating income to assets (OIA) which is operating income divided
by average total assets is significantly larger for IBs at the 10% level. However, Asset
turnover (ATO), which is sales or commission revenues divided by average total assets,
is significantly smaller for IBs at the 1% level. Moreover, Interest income to expenses
(IIE) which is net interest revenues minus interest expenses divided by average total
loans and advances is significantly smaller for IBs at the 1 % level. The net non interest
margin (NNIM) is significantly larger for IBs at the 10% level. Finally, the net interest
margin (NIM) is significantly smaller for IBs at the 5% level.

The lower efficiency level for IBs can be explained by the fact that while
conventional banks are dependent upon interest income earned on loans; IBs are less
dependent upon the Islamic equivalent fees and commissions. IBs obtain a larger
portion of net income from non-interest equivalent sources. The descriptive statistics
for efficiency ratios revealed no differences in term of significance between the two
periods.

4.1.3 Risk indicators
As shown in table 6, all risk proxies (except deposit to assets DTA) have significant
differences between the two kinds of banks for the full period. The risk ratios indicate
significant differences in operational characteristics. The total liability to equity ratio
(TLE) has the largest t-statistic among all of the ratios (6.1217) and is smaller for IBs
at the 1% level. This result can be explained by the fact that IBs must keep more equity
relative to liabilities compared to conventional ones. IBs have higher equity relative to
deposits (ETD) than conventional banks (2.45 versus .3022). The difference is
significant at the 10% level and may suggest greater risk for IBs. The retained earnings
to total assets ratio (RETA) is statistically smaller for Islamic banks at the 10% level.
IBs tend to distribute profits following by Zakat rather than retain them.

The retained earnings to total assets ratio (RETA) suggests that IBs may be less
risky than CBs (.0079 vs. .394). Total liabilities to shareholder capital (TLSC) are
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significantly lower for IBs due to the greater reliance upon initial shareholder capital in
IBs and real tangible assets. This makes the denominator larger and as a result the TLSC
ratio smaller for IBs. By definition, this ratio suggests that IBs are less risky than CBs.
The equity multiplier (EM) is smaller for Islamic than for CBs and significant at the
5% level. Since ROE=ROA×EM, this ratio illustrates that IBs use deposits as a type of
leverage to achieve a higher ROE. Smaller equity multiplier ratio suggests lower risk,
since that risk related to assets is shared with depositors. The risk is reflected in a higher
(but not statistically significant) return on deposits (ROD) for IBs. During the period of
crisis EM and TLSC are smaller for IBs but not significant. IBs retain more equity
relative to assets than conventional ones. During the period of crisis EM and TLSC are
smaller for IBs but the difference is not significant at conventional levels.

4.1.4 Asset-quality indicators and liquidity ratios
Hasan and Dridi (2010) argued that IBs have maintained stronger asset growth
compared to CBs in almost all countries. On average, IBs’ asset growth was more than
twice that of CBs during 2007–2009. This strong asset growth indicates that IBs’
market share is likely to continue to increase so regularly. As for asset-quality indicators
Table 7 reveals some additional differences between Islamic and CBs. The APL
(allowance for loan loss divided by total loans) ratios are significantly smaller at the
5% level for IBs. CBs still maintain higher reserves for bad debt losses, this is because
the bad loans called subprime in which CBs were committed during the crisis period.
Alternatively, IBs may be operating with greater risk because they maintain smaller
contingency reserves for bad loan-like products. The (WRL) ratio (which is the writeoff of loans during the year divided by the average total loans and advances is smaller
for IBs and the difference in means is significant at the 5% level. However, during the
crisis WRL is smaller for IBs at the 1% level. This result explains losses supported by
CBs during the crisis. Table 8 shows that the liquidity ratios (CTA and CTD) are
significantly different between the two kinds of banks. IBs keep more cash relative to
deposits and total assets with a 1% significant level as they are not committed in the
use of toxic subprime and off-balance sheet items that have generated significant
liquidity shortage during the crisis period.
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4.2 Multivariate analysis
To determine the impact of the global financial crisis on IBs compared to conventional
ones, we run a Stepwise Logit Model. For the 26 likely financial ratios (j=1, 2... 26),
the Stepwise Logit model selects the n statistically significant ratios or variables (Vj)
that help to distinguish between the two kinds of banks.

Stepwise regression lets us to develop an optimal equation for predicting a
dependent variable pattern from a set of independent variables. To further explore the
relationship between the financial ratios for the two kinds of banks, we run a logistic
regression using the 26 financial ratios for each year in the data set. The dependent
variable is a dummy variable taking one for an Islamic bank and zero for a conventional
bank. Some of the 26 variables are not significant in distinguishing between the two
types of banks, and some combinations of variables are higher correlated.7 Recognizing
and adjusting for potential multi-colinearity problem, Stepwise regression is used to
form a parsimonious predictive regression providing the probability (Pi) ranging from
zero to one that a given bank is Islamic rather than conventional. The process of
including additional variables ends when all of the relevant variables have been
included or when it is not possible to make a statistically significant reduction in -2 Log
Likelihood using any of the variables not yet included. Forward and backward8
elimination procedure and comparison of the results lead us to the following four main
variables explanatory model:
Logit (Bank=1) = 29.36 +12.56 ROEi - 298.45 IIEi - 229.995 APLi - 1.27 EMi + εi
(1)
(5. 79)

(1.86)

(-3.66)

(-2.19)

(-2.81)

Pair wise correlations based on Pearson coefficients show that no variable is
higher correlated with another (the highest coefficient is 6.57%). The decision to accept
or reject a variable is based on the likelihood ratio or Wald criterion (z-statistics). The

7

For example, since net interest income plus net non-interest income equals net income for a bank, only one of them
(NIM or NNIM) can be included in any single Logit regression model. Similarly, the operating-income portion of
PM, OIA, and OER creates problems when all three variables are simultaneously included in the model.
8

Farward selection method involves starting with no variable and tests the addition of the variable that improves
the model. Whereas backward selection involves starting with all the candidate variables and delete the variables
that improve the model until no improvement is possible.
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higher the value of the Wald Criterion for a given variable, the higher its explanatory
power for the dependent variable. The model is globally significant with a chi2
probability = 0.000 and all coefficients have the expected sign.

The increase of the Return on Equity (ROE) for one unit increases the
probability that the bank is Islamic rather than conventional for 12.5 units. The positive
coefficient for ROE confirms our expectations in Hypothesis 1 suggesting that IBs are
more profitable than CBs (Hasan and Dridi 2010) and therefore, shareholders of such
banks enjoy higher returns. If Interest Income to Expenses (IIE) increases for one unit
than, the probability that the bank is Islamic rather than conventional decreases for
298.5 units. The negative coefficient (-298.5) for IIE confirms that interest income to
expenses are higher for CBs rather than for Islamic ones; supporting Hypothesis 2 that
IBs are less efficient than CBs because IBs have no interest income and prohibit the
practice of usury. The lack of efficiency for IBs can be interpreted as a supplementary
risk supported by those institutions. In fact, under The PLS principle and the
interdiction of usury, IBs support an additional cost unlike CBs which have guaranteed
the payment of interest and do not bear any risk with their clients. Based on the fact that
efficiency is to achieve goals with less cost, we attribute the lack of efficiency for IBs
by incremental costs incurred by them prohibiting the receipt of a fixed interest and
choosing to share the risk with their customers.

The increase of the Adequacy of Provisions to Loans (APL) for one unit
decreases the probability that the bank is Islamic rather than conventional for 230 units.
The negative coefficient related to APL reflects the smaller reserves for loan losses in
IBs. Lower reserves may reflect lower probabilities of default risk for Islamic products.
However this ratio reflects larger reserves for bad loans in CBs. This result explains
well the context of the crisis in which CBs were committed to subprime loans. So, they
must retain more reserves to support the high risk of insolvency. The increase of the
Equity Multiplier (EM) ratio (which is total assets relative to shareholder equity) for
one unit decreases the probability that the bank is Islamic rather than conventional for
1.27 units.

The negative sign of equity multiplier EM related to risk suggests that IBs are
less risky than conventional ones because of their reliance on shareholder capital and
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tangible assets or ABS. Since return on equity ROE=ROA×EM, this ratio illustrates
that IBs use deposits as a type of leverage to achieve a higher ROE. Smaller equity
multiplier ratio suggests smaller risk, this type of leverage means the risk is also shared
with depositors. So, our third hypothesis suggesting that IBs are less risky than CBs is
confirmed.

4.3 Additional sensitivity checks
To control the impact of the current global financial crisis 2007-2008 on IBs compared
to conventional ones, we introduced in our Logit model a dummy variable named Crisis
which takes the value of one if the estimation period is the Crisis period and zero
otherwise. In fact, we split the period under study into two different sub periods. The
first sub-period (2005-2006) there was no specific circumstances. However, during the
last two years (2007 and 2008), it was a context of turbulences for numerous economies
and financial markets including US, European and Asian markets. Thus, discriminators
ratios between the two kinds of banks should be different from one period to another.
To further explore the relationship between the accounting ratios of the two kinds of
banks in the context of the current financial crisis, we make adjustments and
reorganizations for model (1), which leads to the following model:
Logit (Bank= 1) = 14.223 + 12.91 ROEi - 260.893 IEEi + 17.126 LRi - 2.27 TLEi + εi
(1.95)

(1.74)

(-2.84)

(1.66)

(2)

(-4.21)

After running forward and backward logistic regression iterations, model (2) is
the best explanatory for the period 2007-2008 (i.e. the crisis period). No variable in this
model is more than 28% correlated with another. To analyze the impact of the crisis
2007-2008 on IBs compared to conventional ones, we make comparisons between
model (1) and model (2).

The coefficient related to the profitability ratio ROE is a good discriminator
between the two types of banks in model (1) as in model (2). However, we note an
increase of the coefficient related to ROE during the crisis period (12.91 in model (2)
vs. 12.5 in model (1)).This result confirms again our predictions in that IBs are more
profitable during the crisis period than conventional ones.
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The indicator of efficiency IIE is also a good discriminator between the two
types of banks. The negative coefficient of IIE shows that IBs are less efficient than
conventional ones. However, we note an increase of the coefficient of this ratio during
the crisis period (-261 in model (2) vs. -298 in model (1)).The efficiency level of IBs is
higher during the period 2007-2008. This result, contrary to our predictions, indicates
that IBs are more efficient during the crisis.

The asset quality indicator (LR) ratio which is total loans and advances divided
by total assets is a good discriminator between the two types of banks during the crisis.
The positive coefficient of LR ratio (+17.126) shows that during the crisis, the increase
of LR for one unit increases the probability that the bank is Islamic rather than
conventional for 17.126 units. This result highlights the bigger interest granted to IBs
in the context of the current crisis compared to conventional banking system. The
subprime crisis has revealed many failures in the conventional system and many
financial markets’ actors around the world became interested in Islamic banking
products and give up numerous conventional banking products, which in turn explains
the increase in demand for Islamic loans and products.

The risk indicator (TLE) ratio defined as total liabilities divided by stockholders
equity is a good discriminator between the two kinds of banks during the crisis. The
increase of TLE for one unit decreases the probability that the bank is Islamic rather
than conventional for 2.271 units. The negative coefficient (-2.271) of this ratio means
that IBs are less exposed to financial distress during the crisis. We also notice an
increase of liabilities and related risk for CBs during the current crisis. Our last
hypothesis is thereby confirmed.

Finally, the negative coefficient of the risk discriminator (EM) in model (1) is
higher than the risk discriminator (TLE) in model (2) (-1.27 vs. -2.27), confirming that
IBs are less risky during the crisis 2007-2008. In fact, IBs retain more equity and
tangible assets than CBs. Moreover, during the crisis, the liabilities of CBs have
increased due to the insolvency of the subprime mortgages.

This result is coherent with different analyses of financial experts and
economists suggesting that Islamic banking sector is not affected by the current crisis
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and immunized against this disaster due to conformity to the Shariaa (Islamic law)
prescriptions. In fact, of Islamic banking principals such as prohibition of dealing with
derivatives, usury and speculative assets has served to protect Islamic banks from the
adverse effects of the economic crisis.

However, our overall results show a decline in performance indicators of IBs
during the year 2008 although they comply with Shariaa prescriptions. So, we can
conclude that, in spite of their resistance to the shock 2007, IBs cannot be totally
immunized against the indirect effects of the global financial crisis. This may be also
explained by the fact that the Islamic banking system constitutes a part of the
international economic system and thus it cannot be disconnected from the global
financial sphere problems.

5 Summary and limits
The aim of this paper was to determine the impact of the current global financial crisis
on IBs compared to conventional ones based on accounting ratios. Since IBs operate
under Shariaa principles, we first raise the question whether accounting ratios can
distinguish between the two types of banks in the international context based mainly on
Olson and Zoubi (2008) findings.

Our empirical results indicate that measures of bank characteristics such as
profitability ratios, efficiency ratios, asset-quality indicators, and risk ratios are better
discriminators between Islamic and CBs, in the international context. Based on
financial characteristics on the one hand and the time condition variable named Crisis
on the other hand, we have analyzed the impact of the current financial crisis on IBs
compared to conventional ones.

As expected, IBs have been unaffected by the crisis 2007-2008 owing to the
prudent policies of Islamic banking derived from Shariaa law. In fact, the pillars of
Islamic finance have served to maintain the stability of Islamic banking system and
protect it from any financial debacle.

First, the interdiction of charging any interest Riba serves to avoid any artificial
creation of money. Second, the PLS principle creates an interest agreement between the
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bank and depositors on one hand and between the bank and investors on the other hand.
Under the PLS system, the relationship between the creditor and the debtor is
harmonized since the profit's share of each is directly related to the project success.
Another guiding principle of Islamic banking concerns moral and social values
(supporting poor persons). However, the origin of the current crisis is the fact that CBs
have supported higher variable interest rates to poor’s.

Our study presents some limitations. First, it is based only on accounting ratios
derived from financial statements, so we did not include market-based variables to
distinguish between IBs and CBs. Another limitation, common to the most of the
prediction studies, is that the selection of the variables was not based on any economic
theory. Although this study is considered as time comparative, the observation period
is relatively short. So, future researches should include market-related variables and
extend the observation window to include the post-crisis period. Moreover, researchers,
regulation authorities and financial market intermediaries must focus on challenges
facing the internationalization of the Islamic banking system.
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Abstract
The practice of dual financial system; whereby Islamic financial system co-exist alongside the
more established conventional financial system, poses many challenges to the Islamic financial
institutions, particularly, in the application of Mudharabah deposits. Unlike conventional
banking where returns are fixed and predetermined upfront, Shariah requires returns to be
dependent on the performance of the underlying assets. This exposes Islamic banks to displaced
commercial risk, withdrawal risk and reputational risk. One of the common practices to resolve
this problem is profit smoothing techniques using profit equalisation reserve (PER) and
investment risk reserve (IRR) or hibah. Nevertheless, these profit smoothing techniques have
been criticised as unfair to depositors. So how do Islamic banks determine the profit or loss to
be shared with mudharabah investment account holders (IAHs)? How are these risk pools
managed to ensure justice and fairness to all IAHs? Who has the authority to decide how much
is to be set aside for the PER and IRR? Can the Islamic banks use the funds set aside for PER
and IRR for their operations? Are Islamic banks entitled to profits earned from the mobilization
of these PER and IRR funds or do these profits have to be returned to the IAHs? What lessons
can be learnt from the current practice in Malaysia and Pakistan? In the absence of any
established international standards or guidelines, the practice of mudharabah risk pool
management and profit and loss computation and distribution are at the discretion of the
Islamic banks. This variability of treatment in practice means depositors do not have a say on
how their funds are mobilised by the Islamic banks. Poor transparency on how the actual profits
or loss are computed and allocated between the Islamic bank and IAHs could result in injustice
and negatively impact the reputation of the Islamic finance industry. This paper critically
examines the frameworks for mudharabah risk pools management and profit and loss
computation and distribution in the case for Malaysia and Pakistan. Findings from the result
of the analytical assessment have implications for policy makers and regulators. This paper
enhances existing literature and contributes to furthering academic knowledge and facilitate
empirical research in this area of Islamic finance for practitioners, academia and policy
makers.
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1.0

Introduction

The global Islamic finance industry reached approximately USD$1.9 trillion in assets
as at 1H2014 with the value of global Islamic banking assets estimated USD$1.53
trillion, having recorded a CAGR of 17.4% between 2008 and 2013 (KFH, 2014). The
growth spurt in Islamic Finance is mainly driven by the growing interest from nonMuslim countries and newly emerging Muslim economies such as UK, Luxembourg,
Ireland, France, Indonesia, Egypt, Turkey, Nigeria and South Africa. This is backed by
the growing trend towards a more socially-responsible financial system following
numerous banking scandals, financial crises, coupled with changes in demographics of
banking customers, improvements in financial education and preferences. Islamic
Finance is often viewed as an alternative financial system with underlying principles of
profit and loss sharing (PLS) and the prohibitions of interest (riba), excessive
uncertainty (gharar) and gambling (maysir), which are considered more sociallyresponsible, equitable and sustainable (Rajak, 2014).

The fundamental role of the financial system is to create value for the economy
by facilitating economic activity such as consumption, investment and infrastructure
building. The financial sector does not exist to create value for itself directly, but as a
conduit to economic prosperity, to promote effective allocation of resources such as
capital and labour, to spur investment activity and to manage financial resources. The
accelerated growth of the existing financial sector, dwarfing the growth rate of the real
economy (Assa, 2012), has resulted in a decoupled and vulnerable financial system
(Turner, 2010).

Islamic Finance, with its underlying principle of PLS, is less

susceptible to “financialisation” since it is genuinely backed by real economic
transactions (Othman et al, 2012).

Adoption of PLS contracts would increase the value and resilience of Islamic
banks to financial shocks because reward-sharing element in PLS is related to the risksharing between the transacting parties i.e. bank as the capital provider and customers
(on the asset side), and this risk is passed on to the liability side (shared to the
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investment account holders (IAH)) (Abdul-Rahman et al, 2014). The application of
Mudharabah deposits poses challenges to Islamic banks operating in a dual financial
system as Islamic banks have to compete with conventional banks. Unlike conventional
banks where principal amount is guaranteed and returns are fixed and predetermined
upfront, Shariah requires returns to be dependent on the actual performance of the
underlying asset and the principal amount of mudharabah deposit is not guaranteed,
instead is exposed to business risk. Thus, Islamic banks are exposed to displaced
commercial risk, withdrawal risk and reputational risk in the event the returns offered
are not comparable to conventional banks. This paper examines the profit and loss
distribution and Mudharabah pool management frameworks from the perspective of
Malaysia and Pakistan. Initial findings indicate that the national regulatory framework
on mudharabah risk pool management in Pakistan is too flexible, and this might result
in unfairness to the IAHs. On the other hand, the Malaysian regulatory framework is
rigid which might have problems of acceptability. We propose to take a middle of the
road solution, whereby, the regulatory framework should provide sufficient guidance
on computation and allocation of profits while improve transparency and fairness to
IAHs.

This paper is divided into 5 sections. Section 2 outlines on the development of
Islamic Finance and its progress in Malaysia and Pakistan. Section 3 analyses the issues
and challenges of mudharabah deposit account and liquidity management for IBs.
Section 4 compares and contrasts the profit computation and allocation, and
mudharabah pool management framework in Malaysia and Pakistan. Section 5 reviews
the implications if a similar profit computation and allocation and pool management
framework is adapted for the Islamic asset management industry. Initial findings
indicated that the national regulatory framework on mudharabah risk pool management
in Pakistan is too flexible, and this might result in unfairness to the IAHs. On the other
hand, the Malaysian regulatory framework is rigid which might have problems of
acceptability. We proposed to take a middle of the road solution, whereby, the
regulatory framework should provide sufficient guidance on computation and
allocation of profits while improve transparency and fairness to IAHs. Finally, the paper
concludes that while there is an absence of internationally established standard or
guidelines for profit computation and allocation and pool management of profit sharing
investment account, the efforts by national regulators in both Pakistan and Malaysia is
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a step in the right direction. The introduction of risk pool frameworks both by national
regulators in Pakistan and Malaysia is most welcomed as it provides an improvement
to the current situation, with increased transparency and fairness to IAHs. However, the
disclosure requirements in both frameworks do not extend to certain areas deemed
important for better IAHs’ decision making. Further research is needed to study the
short comings and suggest improvements for future frameworks. This methodology in
determining profit computation and allocation used in Islamic banking could also be
extended to the Islamic asset management industry as an alternative to NAV. However,
further research is needed to look into this area.

2.0

Development of Islamic Finance

2.1

Malaysia

The development of Islamic Finance in Malaysia was on a gradual approach spanning
over a period of 30 years, focusing on establishment of key financial institutions
accompanied by enabling laws and regulations. With the establishment of Lembaga
Tabung Haji (Pilgrimage Board) in 1969, an Islamic savings institution, Islamic
Finance took root in Malaysia. The first full-fledged Islamic bank, Bank Islam Malaysia
Berhad, was established in 1983, backed by the Islamic Banking Act 1983. In 1993,
Bank Negara Malaysia (BNM) introduced interest free banking scheme (later known
as Islamic Banking Scheme) which enabled conventional banks to operate Islamic
banking windows. The interbank Islamic money market was established in 1994 which
enabled Islamic interbank cheque clearing system based on Mudharabah principle
where the deficit of the clearing account of one IFI will be funded by the surplus funds
from other IFIs or by BNM. Under the Mudharabah interbank investment mechanism,
IFIs can raise funds to meet short-term funding needs based on profit sharing
investments. Later, in 1997, the National Shariah Advisory Council (SAC), authority
for the application of Islamic law for the purpose of Islamic banking, takaful and other
Islamic financial services business was formed. The SAC serves as reference point for
Shariah rulings in court proceedings on Islamic banking and finance cases. In 1999,
BNM introduced the concept of Islamic banking subsidiary, enabled Islamic windows
to become full-fledged Islamic banks. This marks the start of dual banking system in
Malaysia (Rudnyckyj, 2014). Subsequently, other key enabling institutions were
established such as the International Islamic Financial Market (IIFM), in 2002, to
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facilitate mobilisation of foreign capital in accordance to Shariah principles and
stimulating the creation and trading of Islamic financial instruments; the International
Islamic Liquidity Management Corporation, in 2010, with the aim to create and issue
short-term Shariah compliant financial instruments to facilitate effective cross-border
Islamic liquidity management and enhance cross-border investment flows, international
linkages and financial stability of the Islamic financial system; Islamic Corporation for
the Development of Private Sector, an interbank player for Islamic money market,
sukuk and Islamic foreign exchange market, in 2014.

2.2

Pakistan

Pakistan took a very different approach from Malaysia in the development of Islamic
Finance.

The initial efforts of the 1960s-1970s translated into country-wide

transformation of the financial sector into non-interest based financial system during
the 1980s (Ayub and Mohamed Ibrahim, 2013). However, in 1984, the Federal Shariah
Court declared that the PLS banking system, as then practised in Pakistan, was found
to be an interest based banking system, mainly using bai al-inah and bai al-dayn
principles (Ilyas, 2014). The failure was attributed to lack of a proper Shariah
compliance mechanism and enabling policy environment. For example, the Banking
Companies Ordinance 1962 did not distinguish between Islamic banking from
conventional banking; and poor planning by the central bank in developing the Islamic
banking system. From 2001 onwards, the State Bank of Pakistan (SBP) decided to
promote Islamic banking in a gradual manner and parallel to the conventional banking
system in line with best international practices (SBP, 2014). In November 2002, the
Banking Companies Ordinance 1962 was amended to pave the legal procedure for
Islamization of the financial system in parallel with the existing conventional banking
system. Consequently, in 2003, SBP issued the first full-fledged Islamic banking
licence to Meezan Bank Limited under its policy for promotion of Islamic banking.
Subsequently, SBP issued licences to 4 other commercial banks, namely, Dubai Islamic
Bank, Bank Islami Pakistan, Burj Bank Limited and Al-Baraka (Pakistan) Limited.
Other existing conventional commercial banks were invited to apply for establishment
as full-fledged Islamic banks in the private sector or to set up subsidiaries and
standalone branches (SBP, 2014). This marks the start of a dual banking system in
Pakistan. On the external front, Pakistan also joined as an active member of the leading
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international Islamic financial institutions such as Islamic Financial Services Board
(IFSB), the Accounting and Auditing Organisation for Islamic Finance (AAOIFI) and
IIFM (SBP, 2014). The new government established under 2012 General Election have
taken some concrete steps to accelerate the Islamization process and have given a 5year strategic plan 2014-2018 to attain the objective under the leadership of the SBP
(Ilyas, 2014). The strategic plan focuses on initiatives necessary for improving public
perception of Islamic banking and promoting it as a distinct and viable system to
address the financial services need of the public and business community. This
objective is to be achieved by creation of an enabling policy environment that ensures
Shariah governance and compliance; creating awareness and capacity building while
developing the market (SBP, 2014).

2.3

Development of Islamic Finance After 30 years

From monthly BNM and SBP bulletins (2014), as at end of 2013, the Islamic banking
assets of Malaysia comprises of 25% of total banking assets compared to Pakistan
where Islamic banking assets constitutes only 10% of total banking assets. On the other
hand, the Islamic banking market share of total deposit accounts in Malaysia stands at
23% compared to Pakistan where market share is still at the infancy stage of 10%. It is
evident that by taking very different developmental approaches, after a period of more
than 30 years, the results between Malaysia compared to Pakistan are very different.
Malaysia is seen as a pioneer with a well-developed Islamic Finance industry while
Pakistan still has a long way to go before the Islamic banking industry is comparable to
that of Malaysia. According to Thompson Reuter (2014) Islamic Finance Development
Indicator (IFDI)9, Malaysia ranked 1st, scored a rating of 93.18 compared to Pakistan
which ranked 8th with a rating of 34.39. Both countries had IFDI rating well above the
global average score of 10.34.

3.0

Mudharabah and Liquidity Management Challenges

3.1

Challenges of Dual Banking System

9

The IFDI is a composite weighted index that measures the overall development of the
Islamic finance industry by assessing the performance of all its parts in line with its
inherent faith-based objectives. It is a global level composite indicator with selected
national and industry component level indicators.
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In a dual banking system, the application of Mudharabah contract between IAH and IFI
poses a distinct risk that requires adherence to strong risk management governance and
a high degree of transparency. Unlike conventional deposits where the interest rate is
fixed at the point of placement of the deposit, the rate of return (ROR) of Mudharabah
contract can only be ascertained at the end of the investment period (Ayub and
Mohamed Ibrahim, 2013). Consequently, the Mudharabah contract exposes the IFIs to
the impact of cyclicality of returns generated from the performance of assets funded by
the IAH; the stability of the rates of return to the IAH over the period of investment;
and level of a particular IFI’s competitiveness within the Islamic Finance industry and
against the conventional banking industry (BNM, 2011).

In order to maintain comparable rates of return to conventional banks, IFIs are
exposed to withdrawal risk and displaced commercial risk (DCR) (Nu Nu Htay and
Salman, 2013). DCR refers to the risk arising from the assets managed on behalf of the
IAH which may be borne by the IFI’s own capital, when the IFI foregoes part or all of
its share of profits on the IAH funds, and/or make transfer to IAH out of the
shareholders’ fund investment profits as a result of commercial and/or supervisory
concerns in order to increase the return to the IAH (BNM, 2011). In essence, IFIs
displace the credit and market risk losses from IAH to themselves by paying a return
that exceeds the actual return that was supposedly to be earned by the IAH on the assets
based on the contractual profit sharing ratio (PSR). The ‘higher’ ROR paid to the IAH
is given at the expense of the profits belonging to the IFI’s shareholders. Withdrawal
risk arises from IAH, being rational decision makers, might decide to withdraw the
Mudharabah deposits if ROR is lower than comparable interest rates offered by
conventional banks.

There are several techniques in the management of DCR used to smooth rate of
returns paid to depositors: i) forgo part or all of the IFI’s share of profits as mudarib to
the IAH by way of varying the percentage of profit taken as mudarib share in order to
increase the share attributed to the IAH; ii) transfer IFI’s current profits or retained
earnings to the IAH on basis of hibah; iii) establish a profit equalisation reserve (PER)
by setting aside amounts from the profits before allocation between the IAH and IFI;
and iv) maintain an investment risk reserve (IRR) by setting aside amounts of profits
attributable to IAH after deducting the IFI’s mudarib share of profits (BNM, 2011).
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3.2

Issues of PER and IRR

The practice of smoothing returns to depositors have been criticised by some scholars.
Firstly, smoothing of returns are seen to be counter to the spirit of PLS principle
encouraged by maqasid Shariah as the depositors’ risk sharing element is removed and
returns are fixed. Secondly, determination of the right amount to be withdrawn from
the PER for distribution is controversial, in particular, does the bank have full discretion
to decide how much can be used to boost the depositors’ share of profits or is there a
set of formula that have to be followed? Thirdly, what is the acceptable level of PER
which IFIs can recognise in its books and how long can PER be maintained in the books
before being distributed to depositors? Fourthly, can the IFIs mobilise the PER funds
for its operations and if so, can the IFIs keep the profits generated from the PER funds
or must it be distributed to depositors as well since it partly belongs to depositors?
Finally, not all bank customers will continue to maintain their deposit with the bank
indefinitely.

PER is allocated based on current portfolio but profit may not be

distributed and shared with depositors within the same period, the bank may withhold
some of the profits into PER for smoothing of future shortfalls in returns. Some
customers will leave the bank before this re-distribution and new customers who enter
may benefit from the enlarged pool of funds in PER. This is an injustice to the
customers who had invested and withdrawn their deposit from the bank before redistribution of profits as they did not receive the full actual profits they are entitled to.

3.3

Issues of Profit Sharing Ratio and Weightages

Another problem encountered by IFIs is the difficulty to compute and distribute profit
and loss due to lack of uniformity within the Islamic banking industry in determination
of PSR between IFI and IAH and weightages assigned to various categories of
depositors in terms of size and allocation of assets to various pools of funds (Ayub and
Mohamed Ibrahim, 2013). The inequitable distribution and averaged weightages
utilised in the computation results in injustice to depositors and negatively impacts the
integrity and reputation of the Islamic banking industry.

The most common profit distribution method adopted by IFIs in Malaysia is
known as weighted method (WM) which use the weighted average ratio, applied on the
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assumption that long-term deposit placement give more opportunity for the IFI to
generate higher profits. This is in contrast to the classical Mudharabah contracts
practised in earlier times where profit reflects the underlying business risk of the
investment. In present Islamic banking practices, application of WM method gives
emphasis to the investment period rather than to the nature or activity of the investment.
The amount of profit which depositors receive is determined by the tenure of deposit
placement; the longer the tenure, the higher the profit. This may not represent reality as
high profits may be earned in a short period of time since profit earned is based on the
performance of the underlying asset financed. In principle, the ROR of Mudharabah
should vary as different investments carry dissimilar degrees of business risks
(Shaharuddin, 2010).

3.4

Issues of Mudharabah

The computation and distribution of profits for Mudharabah business can only occur
after the liquidation of the business (classical practice) or closing of the books of the
business at year end. In the event that the depositor withdraws their funds before
maturity date, profit or loss determination is problematic due to the uncertainty. Ayub
and Mohamed Ibrahim (2013) pointed out that contemporary jurists have accepted
“constructive liquidation” of assets by determining market value of comparable nonliquid assets as a proxy for liquidation of Mudharabah business, which is deemed
Shariah compliant.

The problem is also exacerbated by the fact that depositors are free to open
Mudharabah investment account at any time throughout the year (Shaharuddin, 2010).
So new investment accounts will be added to an existing Mudharabah pool with consists
of existing investment accounts which other customers deposited at an earlier date.
Siddiqi (1983) suggested that Islamic banks can have specific dates for opening of
investment account so that one investment is distinguishable from another and any
profit could be distributed more accurately. Nevertheless, having fixed dates to open
investment accounts is not practical for modern banking practices. A possible solution
is proportionate tagging of the underlying assets or business to the investment accounts
in the specific pools.
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The issue of “depositor consent” also arises as in reality depositor does not have
any negotiation power in determining the PSR with the IFIs at the commencement of
the investment account. The negotiation process is being advocated by classical jurists,
however, the current practice is really a “take it or leave it” scenario (Shaharuddin,
2010). All the decisions regarding PSR and ROR are determined by the IFIs. It seems
that standard form contract is acceptable by Shariah scholars in the context of modern
banking practices since banks are not expected to negotiate terms with every single
depositor (Ayub and Mohamed Ibrahim, 2013). Nonetheless, the rights of depositors
are better protected with a higher level of transparency in financial reporting by IFIs,
especially on information pertaining to where deposit funds are invested and how much
profit or loss was made from the investment (Shaharuddin, 2010).

3.5

Issues of Liquidity Management

The application of PLS also induces liquidity challenges within IFIs. In the absence of
guarantees of the nominal value of deposits, the Islamic banking system can better resist
the impact of banking crises (Khan, 1986) because PLS intermediation is characterised
by less monetary expansion compared to debt finance (Siddiqui, 1992), so the limited
money creation reduces exposure to liquidity risks. However, financing based on equity
increases the IFIs vulnerability to risks (Qureshi, 1984) while financing based on real
assets tends to lengthen the liquidity differential (Al-Monayea, 2012). The mismatch
between assets and liabilities maturities exposes IFIs to liquidity risks. Liquidity
management of IFIs are constrained due to religious considerations and nature of
products. Additionally, the limited infrastructure and liquidity risk management tools
available further hinders liquidity management of IFIs compared to conventional banks
(Jedida and Hamza, 2014).

4.0

Mudharabah Pool Management: Pakistan vs Malaysia

4.1

PER and IRR

The practice of PER and IRR is recognised and validated by AAOIFI (AAOIFI, 2008),
IFSB (IFSB, 2010), SBP (SBP, 2012; 2013) and BNM (BNM, 2011) as one of the
methods to ensure IFIs are competitive with conventional banks while protecting IFIs
from DCR, withdrawal risk and reputational risk and as a means to mitigate the
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fluctuation of rates of return and to reduce risk of paying profits out of equity in periods
when actual profits are lower than expected (Nu Nu Htay and Salman, 2013).

SBP (2012) caps monthly contribution into PER up to 2% of net income and
accumulated balance of PER should not exceed 30% of IFI’s equity with 50% of PER
balance reflected as liability and the balance 50% as reserves in the books of the IFI.
IFI may forgo up to 60% of its mudarib share as hibah to meet the market expectation
in case of lower than expected returns. IFI is also to gradually phase-out practice of
offering special hibah to priority customers. Special hibah is capped up to 2% over and
above the actual return earned by the depositor based on performance of the pool and
respective weightages. IFI may contribute up to 1% of the profit available for
distribution to depositors after deduction of mudarib share into IRR. IRR is reflected
as liability in IFI books. The funds of PER/IRR could only be invested in Shariah
compliant SLR eligible securities and the returns earned on these funds will also be
credited into the PER/IRR account. The portion of PSR for IFI as Mudarib is capped at
no more than 10% for managing PER/IRR. The process flow for the computation and
distribution of profit for Pakistan is illustrated in Chart 1. The type of direct expenses,
write-offs and losses of investments that are allowed by SBP are explained further in
Section 4.3.1.
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Chart 1: Process flow for computation and distribution of profit in Pakistan

Source: SBP (2012)

BNM introduced a guideline for PER and IRR in 2004 which allowed IFIs to
save up to 15% from profit gain and in some circumstances, up to 30% (Nu Nu Htay
and Salman, 2013). However, with the introduction of Islamic Financial Services Act
(IFSA) 2013, BNM prohibits the practice of profit smoothing and disallowed IFIs to
use PER and IRR. IFSA 2013 was intended to pave the way for the development of an
end-to-end Shariah compliant regulatory framework which provides a comprehensive
legal framework from licensing to the winding up of IFIs (Miskam et al, 2013).
Subsequently, BNM has issued new guidelines on Investment Account (BNM, 2014),
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ROR framework (BNM, 2013) and rates of returns (BNM, 2014) to outline the new
methodology on computation and distribution of profits under Mudharabah investment
accounts. The new guidelines are to provide a level playing field for all IFIs and provide
terms of reference for market players by setting a minimum standard to calculate the
rate of returns and determine distribution of profits while providing an efficient
assessment mechanism for regulators on the profitability, prudential management,
transparency and fairness of IFIs (BNM, 2014).

BNM issued on 16 October 2001 and later updated on 13 March 2013 the new
ROR framework, as part of efforts to standardize the method of calculation of ROR for
IB industry. The need for the new ROR framework arises from contractual relationship
in IB, particularly mudharabah (profit sharing) contract between the depositors and the
IBs. Under the mudharabah contract, a depositor that deposits his funds with the IB also
assumes the role as capital provider. The IB assumes the role as the entrepreneur where
it will invest the depositor’s funds. Profits accrued from investment and financing are
shared between the depositor and the IB based on pre-agreed PSR. Losses, if any, will
be borne by the depositor, except in cases where there is evidence of negligence by the
IB in managing the depositor’s funds. A standard calculation of the ROR is imperative
to ensure that depositors will receive their portion of the investment profits in a fair and
equitable manner. The new ROR framework also seeks to address information
asymmetry between the IB and its depositors by enhancing the level of transparency of
Islamic banking operations. The underlying principle of the framework is that all
deposits accepted by the IBs shall only be utilised in the provision of finance (financing,
advances and loans), investment in securities, inter-bank placements and other business
prescribed by the Bank that complies with Shariah. In other words, the deposits cannot
be used or utilised in other than these activities such as acquisition of fixed assets and
investment in subsidiary or associate companies.

Following enactment of IFSA 2013, BNM issued a new set of ROR guidelines
on 14 March 2014. IAH and IB share the profits from the investment assets according
to the agreed terms of the investment account: (a) where the investment account is
structured based on mudharabah and musharakah, a PSR is applicable to determine the
share of profit between the IAH and the IB; or (b) where the investment account is
structured based on wakalah bil istithmar, a wakalah fee and performance incentive fee
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(if applicable) may be paid to the IFI whilst the residual profit belongs to the IAH.
Losses, if any, will be borne by the IAH, except in cases where there is evidence of
negligence by the IB in managing the IAHs’ funds.

4.2

Pool Creation and Management

SBP issued a circular (2012) on instructions for profit and loss distribution and pool
management with the objective to improve transparency and standardise the profit
computation and distribution practices of the industry while safeguarding the interests
of depositors. The circular covers the creation of the pool of funds, identification and
allocation of pool for income and expenses, profit and loss allocation between depositor
funds and IFI equity, PSR, IRR, audit and disclosure requirements.

Pool management refers to the systematic creation of one or more pools for
different categories of Mudharabah deposits in accordance to risk-reward expectation
of depositors (SBP, 2012). In practice, IFIs shareholder funds are pooled together with
the depositors’ pool into one pool. IFI is mudarib while IAHs are rab al-mal under
Mudharabah contract. IFI as mudarib is entitled to a share of profits from deposit pool
based on predetermined PSR.

The SBP circular (2012) requires well-defined profit and loss distribution and
pool management framework for the creation of one or more pools of assets to be
financed by different types of Mudharabah deposits, for example, individual, corporate
or financial institution. Details that need to be specified include objectives, investment
strategy and risk characteristics of each pool. The basis for allocating different types of
deposits to different pools and assigning weightages to each deposit category of a
particular pool must be defined clearly. The Mudharabah deposits can be invested in
earning assets such as financing and investment but is prohibited from non-trading,
fixed or other assets such as land, building, furniture fixtures, computers and IT systems
(SBP, 2012). Investments in real estate is allowed if properties are for trading and form
part of inventory of investee companies. For example, bank invests through financing
of a property development project. The IFI as mudarib is responsible to finance all such
costs or assets from its own sources or equity. IFIs are allowed to co-mingle its own
equity with the deposits and can use such deposits as its equity for the purpose of profit
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and loss computation and distribution. Each pool to be created and managed by the IFI
is to be treated as a virtual enterprise having its own assets, liabilities, income and
expenses, which are identifiable, balanced and verifiable at all times (Ayub and
Mohamed Ibrahim, 2013).

Separate transaction records for each pool are to be

maintained and separate pool is to be created for foreign currency deposits (SBP, 2012;
BNM, 2014).

The IFSA 2013 distinguishes investment account from Islamic deposit, where
investment account is defined as Shariah contracts with no principle guarantee feature
for the purpose of investment. The funds of IB classified into: (a) Restricted funds:
These funds, either short-term or long-term, are to be managed separately, where the
utilisation of the funds is identified and matched with specific funds.

Specific

investment deposits (SID) fall under this category; (b) Unrestricted funds: These funds
are co-mingled and managed on a pool basis. The utilisation of these funds are not
identified nor matched with any specific funds. Current, savings, general investment
and special general investment deposits fall under this category. BNM requires IFI to
manage the Mudharabah investment account (both restricted and unrestricted funds) on
a dedicated basis which means funds are managed separately in accordance to the nature
of the Shariah contract including the loss-bearing feature and the relevant investment
mandate with identified underlying assets as shown in Chart 2 (BNM, 2014). IFI must
not manage investment account on a “pooled basis”. Managing investment account
funds on a pooled basis means the investment account funds are combined according
to the nature of the Shariah contracts used, where there is explicit consent from the fund
provider for the IB to use the funds for the IB’s own income generating activity. Such
funds include Islamic deposits based on wadiah, qard, or tawarruq which can be
managed on a pooled basis with shareholders’ funds as illustrated in Chart 2.
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Chart 2: Dedicated funds and pooled funds

Source: BNM (2014)

However, IFI may use unrestricted investment account in dedicated funds
together with general pooled funds to partially fund the investment asset which require
sizable funding. The investment asset may consist of a single asset or a portfolio of
assets of similar and/or different type, for example, trade financing, house financing
and securities. The IFI may allocate funds from a dedicated fund, except for restricted
investment account funds, with another dedicated fund and/or pooled fund through
proportionate tagging (BNM, 2014). The proportionate tagging is to be applied to
determine the allocation of income generated by the investment assets to the respective
investment account funds as illustrated in Chart 3.
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Chart 3: Proportionate Tagging for Sizable Funding

Source: BNM (2014)

4.3

Computation and Distribution of Profit and Loss
4.3.1

Income and Expenses

The allocation of income and expenses to different pools are to be made on pre-defined
basis and accounting principles and standards. Both SBP (2012) and BNM (2014)
allows direct expenses to be charged to the pool, which includes depreciation of Ijarah
assets, cost of sales of inventories, takaful expenses of pool assets, stamp fee or
documentation charges, brokerage fee for purchase of securities/commodities and
impairment / losses due to physical damages to specific assets in pools. However,
general and specific provisions created for non-performing financing or diminution in
the value of investments under prudential regulation is to be borne by IFI as mudarib.
Write-off of financing and losses from sale of investments may be charged to the pool
along with other direct expenses. If losses incurred due to negligence/ misconduct or
breach of contract by IFI, the losses on financings or investments are to be borne by IFI
and not allowed to be charged to the pool.

4.3.2

Profit Sharing Ratio and Weightages

PSR between depositors and IFI is predetermined before the beginning of deposit
period. SBP (2012) capped mudarib PSR to not exceed more than 50% of the
distributable profit after deduction of PER as illustrated in Chart 1. The weightages to
different categories of deposits in a pool is assigned based on parameters or criteria
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defined in the pool management framework. The maximum weightage to Mudharabah
deposit of any nature, tenure and amount must not exceed 3 times of the weightages
assigned to savings deposit (SBP, 2012). The limits or capping set by SBP does not
distinguish between restricted and unrestricted pools. The capped limits are applicable
across the board for all types of pools. In contrast, BNM’s guidelines distinguished
between the restricted and unrestricted pools and outlined different treatments for each
type of pools.

Due to the problems highlighted earlier and resultant injustice to depositors, the
application of WM method is prohibited by BNM following IFSA 2013. Based on the
new guidelines of investment account and ROR by BNM (2014), a separate
computation table is maintained for each pool/ fund to determine the net distributable
income. Chart 4 illustrates a sample computation table.

Chart 4: Computation Table

Source: BNM, 2014

With the prohibition of weightages in the determination of distributable profit, PSR is
the sole determinant for the distributable profit to depositor and IFI (BNM, 2014). IFI
is to accrue the net distributable income in accordance to applicable accounting
standards and terms of the investment account by using the actual method: recognise
actual ROR for a particular month, or average accrual method: recognise average actual
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ROR of the preceding months according to the tenure of deposit (BNM, 2014). A
distributable table is used to determine the net ROR.

Chart 5 shows a sample

distributable table.

Chart 5: Distributable Table

Note: ADA = Average Daily Amount
Source: BNM, 2014

4.3.3

Disclosure Requirements

SBP (2012) requires certain information to be disclosed in the notes to the financial
statement which includes the number and nature of pools maintained with their key
features, risk and reward characteristics; avenues/sectors of economy/business where
Mudharaba based deposits have been deployed; parameters used for allocation of profit,
charging expenses and provisions with a brief description of their major components;
mudarib Share (in amount and Percentage of Distributable income); amount and
percentage of mudarib share transferred to the depositors through Hibah; profit rate
earned vs. profit rate distributed to the depositors during the year. Chart 6 illustrates
disclosure of information from Meezan Bank, Pakistan. In addition, IFIs are required
to disclosure on their website and notice board of each branch the information
pertaining to percentage of Mudarib Share for period concerned and at least two
previous periods in each category of deposits; weightages assigned to each category of
deposits for period concerned and at least two previous periods; the actual
monthly/periodic profit/loss distributed to each category of deposits during last 2 years;
PER and IRR policies.
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Chart 6: Allocation of Income and Expenses to Remunerative Depositors’ Pool

Source: Meezan Bank Limited, Annual Report 2013

On the other hand, BNM guidelines on investment account (2014) requires
disclosure of information in relation to ROR of the respective investment account funds
as part of its board rates, and display information of investment period from which the
ROR are based on; types of investment account funds; PSR for investment accounts
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based on mudharabah or musharakah; and ROR (in percentage) for respective
investment account funds. The ROR reflects the net ROR to the IAH based on the
preceding month’s net ROR declared and distributed to the IAH. Chart 7 and Chart 8
illustrates disclosure requirements in the notes of the financial statements.
Chart 7: Movement in the Investment account in the Notes to Accounts

Chart 8: PSR, ROR and Performance Incentive Fee in Notes to Accounts

Source: BNM (2014)
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Together with the improved disclosure in financial reporting as required in the
new BNM guidelines, the computation and distribution methodology would contribute
to better transparency, fairness and governance. The improvements in governance will
be further enhanced through a more rigourous Shariah audit framework which is
expected to be issued by BNM.

However, it is worth noting that such disclosures requirements by both national
regulators BNM and SBP are the minimum and does not really indicate how the IAHs’
funds are utilised and the actual returns earned nor actual expenses deducted before
profit is computed and distributed to IAHs. Without these additional essential
information, IAHs are not equipped with the necessary information to make informed
decision when participating in such investments especially in risk assessment of the
investments and if corresponding indicated returns are commensurate for given level of
risk. Clearly, there needs to be further improvements in disclosure of information for
better decision making by IAHs. Further research is needed to study the short comings
and suggest improvements for future frameworks.

5.0

Implication for Islamic Asset Management: NAV vs Profit Sharing

5.1

Islamic Asset Management and NAV

The asset management industry uses net asset valuation (NAV) model to determine the
pricing of dollar value of one share of a fund. It is calculated by totalling the value of
the fund’s holdings plus money awaiting investment, subtracting operating expenses
(liabilities) and dividing by the number of outstanding shares. The NAV is the price per
share an open-ended mutual fund pays when units are redeemed or sold back (Loader,
2007).

5.2

Issues of NAV

Mispricing often occurs with the valuation of funds’ portfolio due to difficulties in
determining the daily changing value of underlying assets such as securities, bonds and
derivatives. Some of these assets are illiquid and thinly traded with gaps without any
exchange of these instruments that makes determination of the value of the instrument
inaccurate. Hence, the NAV computed by the fund manager may not be reflective of
the true value of the underlying portfolio of assets (Loader, 2007).
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The NAV is a snap shot value of the fund and is not an indication of
performance. This is because many funds are constantly paying out distributions of
income and capital growth. Open-ended funds also fluctuate in terms of amount under
management due to daily changes in the number of shares held by investors. The NAV
of open-ended mutual funds are computed daily based on the closing market price of
the securities in a fund’s portfolio. Mutual funds pay out all their income and capital
gains. As a result, changes in NAV do not really reflect actual performance of the fund
since it does not include gains and distributions.

A total returns is a more

comprehensive measurement of the fund’s performance (Loader, 2007).

It is also found that NAV fails to account for non-synchronous trading in the
fund’s underlying securities. This results in predictable changes in NAV, which lead to
exploitable trading opportunities (Chalmers, Edelen and Kadlec, 2001).

5.3

NAV vs Profit Sharing

Since Islamic asset management industry also manages risk pools similar to that of IFIs,
the profit sharing risk pool model may be adapted to determine the profit computation
and allocation to investors. This methodology seems to be more Shariah compliant,
transparent, equitable and fair to investors compared to NAV method. Further research
is needed to look into this methodology as an alternative to NAV.

6.0

Conclusion

In the past, the computation and allocation of profits has been opaque and variable
among the Islamic banks which have led to injustice to IAHs. The findings indicated
that the national regulatory framework in Pakistan to be too flexible and this might
result in unfairness to the IAHs. On the other hand, the Malaysian regulatory framework
is rigid which might have problems of acceptability. We proposed to take a middle of
the road solution, whereby, the regulatory framework should provide sufficient
guidance on computation and allocation of profits while improve transparency and
fairness to IAHs. Nevertheless, the introduction of risk pool frameworks both by
Pakistan and Malaysia is most welcomed as it provides an improvement to the current
situation, with increased transparency and fairness to IAHs. However, the disclosure
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requirements in both frameworks do not extend to certain areas deemed important for
better decision making by IAHs. Further research is needed to study the short comings
and suggest improvements for future frameworks. The risk pool management and profit
computation and distribution used for IAHs in Islamic banking could also be extended
to the Islamic asset management industry as an alternative to NAV. However, further
research is needed to look into this area.
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Abstract
Sukuk (Islamic bonds) is an integral part of Islamic economics and finance. It is an excellent
source of funding for governments or companies who are craving for Shariah compliant tools
which can foster the economic growth. The governments around the globe have taken deep
interest in issuing and promoting Sukuk as the mainstream financial tools and the government
of UAE particularly Dubai government has taken the lead in ensuring the emirate being one of
the first adapters of Sukuk development in order to diversify its economy. This paper aims to
examine the impact of Sukuk development in diversifying UAE economy as the UAE possesses
nearly 10 per cent of the world’s total reserves, and there is no doubt that oil will continue to
provide the income for both economic growth and the expansion of social services for several
more decades. The purpose of this research is to highlight the impact of Sukuk issued by Nasdaq
Dubai on the UAE economy as one of the fastest growing financial products in Islamic
Financial Institutions (IFIs). Finally, this research will analyze the potential of making Dubai
as the centre of Islamic economics in line with the vision of Dubai government and foreseeable
of economy growth opportunities in the Dubai Expo 2020.

Keywords: Sukuk, UAE Economy, Financial Products, Economic Growth, Diversification and
Securitization

Introduction
This research paper aims to study the impact of the fastest growing product in Islamic
finance and its role in developing UAE economy. Sukuk (Islamic bond) is an alternative
to interest bearing investment certificates or fixed income securities as it is Shariah
compliance product. Sukuk offer investors a means of subscribing to certificates which
give them a right to receive a share of profits generated by an underlying asset that is
capable of being traded on the secondary market (Dubai International Financial Center,
2009). Due to this, Sukuk has become a very attractive product to sovereign and
corporate issuers alike. They have used sukuk to get into a wider range of financing
sources because of the increasing sophisticated financing and investment purposes. The
usage of the word “sukuk” can also be traced back to the classical commercial Islamic
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literature. It was used to refer to the certificates for goods or groceries as the method of
paying the salaries of government officers. These officers could later redeem such
certificates according to their day to day consumption of goods or groceries.

In the wake of a rapidly growing Islamic economy, recent years have witnessed
a surge in the issuance of Islamic capital market securities (Sukuk ) by corporate and
public sector entities amid greater demand for alternative investments. As the Sukuk
market continues to develop, new challenges and opportunities for debt managers arise
as structured finance instruments are receiving increasing attention owing in large part
to enabling capital market regulations and financial innovation aimed at establishing
greater inclusiveness of Shariah compliance. This few lines will seek to explain and
analyze Definition of Sukuk development. The paper will analyse the NASDAQ Dubai
Sukuk structure, and will provide the details steps of impact of Sukuk in developing
UAE economy.

Definition of Sukuk
Sukūk (plural of sakk), frequently referred to as “Islamic bonds”. it is an Arabic word
referred to as ‘certificates’, ‘Islamic bonds’ and ‘Islamic security’. But a more accurate
translation of the Arabic word would be Islamic investment certificates. The distinction
being that, at its simplest, a bond is a contractual debt obligation whereby the issuer is
contractually obliged to pay to bond holders on certain dates. However, the process of
pooling assets or issuance of the certificate is called (Taskik) Islamic Securitization.
The Basel II defined securitization as “a structure with at least two different stratified
risk positions or tranches that reflect different degrees of credit risk, where credit risk
of an underlying pool of exposures is transferred in whole or in part”. It is also the
process of gathering a group of debt obligations such as mortgages into a pool, and then
dividing that pool into portions that can be sold as securities in the secondary market.

According to Suleiman (1998) securitization is the process of pooling assets,
the process of packing them into securities, and the process of distributing securities to
investors. As Islamic financial Institutions are more concerned with the Islamic
acceptable of the securitization business, their focus is more on the content of the Sukuk
or package rather than the process of packaging. Therefore, they tend to ensure that the
assets in the package – and not the package alone are Shariah compliance.
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The IFSB(2009) in its standard on Sukuk, defined Sukuk as certificates
representing a proportional undivided ownership right in tangible assets, or a pool of
predominantly tangible assets, or a business venture (such as a muḍārabah). These
assets may be in a specific project or investment activity in accordance with Sharī`ah
rules and principles.

However, Sukuk are certificates of equal value representing undivided shares in
ownership of tangible assets, usufruct and services or (in the ownership of) the assets
of particular projects or special investment activity. Zohra Jabeen defined Sukuk as
asset-based investments where the returns from the underlying assets. The underlying
assets may be ijarah, Murabahah, Istisna’ or a combination of these.

From the above definition the standard makes it clear that Sukuk must be backed
by assets that are subject to Shariah compliant contract for example, an ijarah contract
similar to a conventional lease. Furthermore, the standard makes it clear that the Sukuk
documentation must demonstrate that any income arising must be derived from the
underlying activities for which the funding has been used, and not simply comprise
interest. The Sukuk must be backed by real underlying assets and these assets must be
compatible with the Shariah principles. However, there must be full transparency as to
rights and obligations of all parties.

It could be stated that securitization is the process of transforming an illiquid
asset into a marketable security thereby rendering it liquid by the deployment or
reaction of some market mechanism. Thus, borrowers in this way have access to the
capital markets or and lenders are able to liquidate their positions and opt for better
investment opportunities.

It is important to clarify that, based on the definition of Basel II, there are great
differences between the system of securitization in conventional financial institutions
and Islamic financial institutions. For example, in the conventional system the tradable
certificates or securities are issued out of interest-based loans in which case they are
called promissory notes. Alternatively, they are issued for the raising of funds without
any underlying facility or transaction in which is called bonds.
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Difference between Sukuk and Bonds
The principal difference between Sukuk and conventional securitization (bonds) is that
sukuk leads to the creation of Islamic Promissory Notes (IPN) or it requires the
existence of an underlying financial asset. For example, Shariah encourages the
documentation of contracts, after which these documents can play the role of securities
and thereby become financial assets. Thus, a security cannot be considered as totally or
completely separable from the assets it represents which means that there are no Sukuk
without first being a contract.

In this context, Sukuk certainly cannot be used as a means of raising funds
simply with the issue of a document without any underlying assets, as it is in the
conventional bonds issue. In the issuance of zero-coupon bonds, for example, the bonds
are issued, under the system of Sukuk, prior to the receipt of proceeds, i.e., creation of
debt. Furthermore, conventional investors in corporate and government bonds hope to
capitalize on favourable developments in interest rates. Capital gains are accumulated
when fixed-rate bond prices rise as variable market indices fall. The legitimacy of
Sukuk structures in the Shari’ah lie in the fact that they do not take advantage of interest
rate movements.

Investing in Sukuk issuances involves the funding of trade or production of
tangible assets. Sukuk are directly linked with real sector activities. Hence these will
not create short-term speculative movement of funds and potential financial crises.
Sukuk investors have an inherent right to information on the use of their investments,
nature of the underlying assets and other particulars that would otherwise be considered
redundant in conventional investments. This will help introduce discipline in the
market.

It appears from the above analysis that there are two major or principal criteria
in the creation of Sukuk. First there must not be any interest rate attached to it, be it
fixed interest or floating interest. Secondly, it must arise out of an underlying Islamic
transaction. However, the following step is that to discuss some aspects of enhancing
the competitiveness of Sukuk structures by overcoming some of the undesirable
underlying risks. Therefore, we will like to explain Sukuk al-ijarah, its features and
steps to be follow in the documentation of this Sukuk this structure.
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Parties in a Securitization Structure
A key principle of Islamic finance is that financing schemes should be asset backed. In
the context of a Shariah-compliant securitization structure, this means that some degree
of ownership in the underlying assets should be transferred to the Issuer (rather than a
mere assignment of the cash flows). A transfer of absolute registered title in the
underlying assets is not necessary and would prohibit securitizations of Middle Eastern
assets as legislation in a number of Middle Eastern countries bars non-resident entities
from purchasing or leasing certain locally domiciled assets and local entities from
issuing debt securities.
Assets in Sukuk securitization
Assets in Sukuk structure must comply with Shariah, the assets being securitized must
themselves also comply with Shariah that is, they must not offend the rules and
principles of Shariah, such as being a securitization of pools of interest bearing loans,
being uncertain in nature or being a securitization of prohibited items such as alcohol,
pork, gambling or illicit activities). In addition, the relationship between an underlying
obligor and the originator should fall within one of the accepted Islamic financing
schemes e.g Murabahah, Mudarabah, Ijarah and Istisna'a.

For example, when

structuring a Shariah-compliant mortgage securitization, the underlying assets must be
Shariah-compliant mortgages usually structured around Ijarah (the typical Islamic
mortgage structure) or Istisna'a (mortgages over properties that are being constructed).
The Shariah requirement is that the assets back securitization must linked to ownership
of the Asset.
Transfer of rights in Sukuk
The transfer to the issuer (from the originator) of a package of rights similar to
ownership that allows the issuer to participate in the revenues generated by the
underlying assets this is a general Shariah consensus that ownership of an asset is
possible under a sale transaction. Most of the contemporary Shariah scholars in Islamic
finance are satisfied that the risk and reward associated with the Sukuk assets is vested
with the issuer of the sukuk certificates, the Shariah scholars are also generally satisfied
that the structure is conform with Shariah rules and principles. However, it is imperative
that sufficient documentation is made to establish the actual transfer of ownership of
asset. This principle has apparently been upheld in almost all the sale and lease-back
sukuk structures so far executed. While appropriate purchase agreements were
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executed, the common practice has been to transfer only the beneficial title in the assets
as opposed to actual legal title, but different sukuk structures raised different Shariah
point of view regarding to risks and rewards of ownership of the assets based on the
following:


In sukuk Ijarah, the owner of leasehold rights of an asset to be acquired and
subject to lease contract may sell the usufruct of such an asset through sukuk
issues (sukuk manfaa ijarah), and sukuk owner wishing to undertake specific
services may mobilize the cost of such services by pre-selling the services and
their expected benefits through sukuk issued (sukuk milkiyat al-khidmat).



The risks go to the originator in sukuk al Ijarah based on their agreement in the
beginning of the contract (‘Aqd) this is originated from the Shariah principle: al
muslimun ala shurutihin (the Muslims are bind by their conditions). The same
rule also apply to sukuk al-salam, sukuk al-istisna’a and sukuk al-murabahah.



But it is differed in sukuk al mudarabah whereby the entrepreneur (mudarib)
with a good business idea but without capital or little capital may mobilize
sufficient fund for a proposed business/ project from capital providers through
sukuk issues (sukuk al-mudaraba). The sukuk holders share in the risks and
rewards of the mudarabah.



The same thing applies to sukuk al musharakah, it is observed in sukuk
musharakah where the owner of a business partnership may seek capital
participations into the partnership through sukuk issues (sukuk al-musharaka).
The sukuk holders share in the risks and rewards of the partnership.



Shariah scholars have differing views on sukuk al wakalah which means that
the capital may be raised through sukuk issued to acquire certain assets or goods
or services which are then entrusted to an agent (wakil) for management of the
same on behalf of the owners (sukuk al-wakala). The sukuk holders here take
the risk of the underlying assets or goods or services and are entitled to any
profits generated from the same.



On the control of assets the contemporary Shariah scholars in Islamic finance
anonymously agree that special purpose vehicle has the right to control and
manage the assets or control of the assets
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NASDAQ Dubai Sukuk Structure
NASDAQ Dubai is the international financial exchange in the Middle East. It allows
companies to benefit from a unique investor pool that combines regional and
international wealth, making it a globally unique platform for companies to raise money
and for investors to find exciting opportunities. Dubai bridges the east and west and
excels in areas such as trade, transport, tourism and real estate as well as financial
services. In NASDAQ Dubai, it brings together the best of international standards with
regional knowledge and understanding, supporting the growth of listed companies in
the region and beyond.
The exchange’s broad investor base sets it apart from others. As well as
investors in the UAE and the region, those in the US, Europe, Asia and elsewhere can
easily trade its securities. This gives its listed companies instant recognition and
visibility around the world, supported by the international NASDAQ brand name.
Company owners have freedom to raise capital in the way that suits them. They can
choose the price at which to sell shares in an IPO, and keep control of the company
afterwards. Underpinning the exchange is a regulatory framework that is second to
none, giving confidence to issuers and investors alike that their interests are being
looked after.

As a leader in innovation, NASDAQ Dubai offers a wide product
range. Companies can raise capital through shares, Sukuk and bonds. Exchange-traded
funds, derivatives, exchange-traded commodities as well as Real Estate Investment
Trusts (REITs) can be listed and traded too. NASDAQ Dubai is ideal for many types
of companies, from family businesses to conglomerates, government entities and high
growth businesses.

NASDAQ Dubai Sukuk al Ijarah Structure
Most of the sukuk issuances in the UAE which have impact on its economy are sukuk
al ijarah, Sukuk al Musharakah and Sukuk Mudarabah. The lease or lease back
agreement should be executed separately from the initial asset purchase agreement and
according to Shariah the two should be conditioned one upon the other. Any such
conditionality of entering into the purchase of the assets so as to lease them back to the
seller is not acceptable to the majority of Islamic jurists based on the hadith of the
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prophet “the prophet peace be upon him prohibited sale and (overriding) condition”.
This equated to two agreements in one.

Sukuk al Ijarah is divided into purchase agreement, lease agreement, service
agreement and purchase undertaking. This sukuk is based on property right to some
other benefit based on the agreed price. Sukuk al Ijarah is generally issued on a sale and
leaseback arrangement of real estate. This type of sukuk is generally a popular structure
with sovereign issuers. The proceeds from the sukuk are generally applied by the issuer
to purchase real estate from the Originator and then the issuer leases it back to the
originator. The Originator accepts to repurchase the real estate upon maturity or early
settlement at the original purchase price. It is required by Shariah law for the issuer to
undertake the major maintenance of the asset. However, most of the times an Obligor
is appointed to take charge of those activities on behalf of the issuer (IFSB, 2009). The
Sukuk issuance by the IDB, through NASDAC Dubai platform, serves as an excellent
and promising example for future arrangements. The prospectus contained clear and
precise Shari’ah considerations outlined by numerous leading scholars and it involved
an innovative portfolio combination of Ijarah, Murabahah and Istisna projects (see
figure 1). Also, returns were not ambiguously related to market benchmarks but were
agreed upon a fixed rate of return on the relevant contracts and assets. However, some
of the corporate and sovereign Sukuk prospectuses have come under increased scrutiny
for their Shariah suitability. The predominant feature of several of the prospectuses is
the floating rate return distributed to the Sukuk holders.

Figure 1: NASDAC Dubai Sukuk al-Ijarah structure (DIFC, 2010)
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NASDAQ Dubai Sukuk Mudarabah Structure
This sukuk is divided into Mudarabah agreement and purchase undertaking. This is a
cooperation agreement between the two parties; investors and managers of capital. This
sukuk is an investment sukuk which denotes the common ownership of equally valued
units in the Mudarabah equity. The holders of the Sukuk al Mudarabah are the suppliers
of capital. They would own shares in the Mudarabah equity and its returns according to
the percentage of ownership share (NASDAC Dubai 2011). The holders of Sukuk
Mudarabah holds the right to transfer ownership by selling the deeds in the securities
market.
Figure 2: NASDAQ Structure of Sukuk al- Mudarabah (DIFC, 2009)

NASDAQ Dubai Sukuk Musharakah Structure
This type of Sukuk is divided into Musharakah agreement, management agreement, and
purchase undertaking. This usually involves two parties cooperating to install a capital
for motivation. One of the structures that is popular among corporate issuers is Sukuk
al-Musharakah. This was until the Accounting and Auditing Organization for Islamic
Financial Institutions ruling on Sukuk at the beginning of the year 2008(NASDAC
Dubai 2011). These rulings have prohibited the use of nominal value Purchase
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undertakings in such sukuk. In Sukuk al-Musharakah, the subscription proceeds are
contributed by the issuer to enter a joint venture with the Originator who contributes
either his own capital/asset or makes a contribution of some type. The profits are shared
between the Issuer and the Originator based on an agreement. However, Shariah
requires that any losses should be shared between them according to the ratio of capital
contributed (NASDAC Dubai 2011). See the figure below for more details.

Figure 3: NASDAQ Structure of Sukuk al- Musharakah (DIFC, 2009)

Impact of Sukuk in Developing UAE Economy
It has been estimated by Standard and Poor that 20 percent of investors who are willing
to invest billions would now opt for an Islamic financial product spontaneously over a
conventional financial product with similar risk-return profile. This means that there
has been an increasing amount of use of the Sukuk. This is especially common in the
United Arab Emirates and other GCC countries. In the year 2006, Sukuks worth $20
billion have hit the market. They were in varied structures and sizes. The companies
have started to seek methods to diversify their sources of financing with Sukuk. Even
though Sukuk have been actively used by companies in Kuwait, Bahrain, Saudi Arabia,
and Qatar. Although in 2006, Malaysia has led the Sukuk issue market. NASDAQ
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Dubai had issue sukuk which has impact on the UAE economy. There have been a wide
range of purposes for sukuk structures and they are evolving rapidly based on the needs
and demands of issuers and investors.

They could be simple sale and leaseback structures like the $1 billion Dubai
Department of Civil Aviation Sukuk which was issued in the year 2004, or it could be
the $2.53 billion trust finance Sukuk structure issued by Aldar Properties in March 2007
which demonstrated the flexibility of Islamic finance principles (NASDAQ Dubai,
2014). Sukuk have been used to raise corporate finance for acquisitions or working
capital purposes. There are several examples which show that Sukuk has evolved into
a diversified, internationally acceptable instrument.

Due to the development of sukuk market, the UAE economy has transformed to
become more diversified and is more driven by private sector. NASDAQ Dubai has
used sukuk development to diversify the UAE economy in creating a platform for the
global financial capital market with the hope to make UAE a center for Islamic
economy. The presence of the deep and liquid sukuk market offers stability to the
financial system in this highly competitive environment. It is also proven that sukuk
can be implemented during the economic downturn. One of the examples for this was
in 2005, the World Bank has issued a Sukuk or Islamic bond for the redevelopment of
Acheh after the tsunami of 2004 (Zeti Akhtar, 2010).

Sukuk NASDAQ Dubai and its impact on UAE Economy
NASDAQ Dubai is a leading venue for the listing of Sukuk and bonds. Dubai being the
third largest Sukuk venue globally, it currently has a listing of a total nominal value of
USD 24.05 billion. The exchange intends to expand its role as a global centre for Sukuk
listings, in line with the Dubai government's intention to be the international centre of
the Islamic economy. The following are the list of Sukuk issued by NASDAQ which
helps the United Arab Emirates economy:
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Table 1: List of sukuk in NASDAQ Dubai

List of Sukuk in NASDAQ Dubai
1. Al Shindagha Sukuk Limited (flydubai)
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.

Alpha Star Holding Limited (Damac Sukuk)
Dar Al-Arkan Sukuk Company Ltd Trust Certificates 2016
Dar Al-Arkan Sukuk Company Ltd Trust Certificates 2018
Dar Al-Arkan Sukuk Company Ltd Trust Certificates 2019
DEWA Sukuk 2013 Limited
DIB Tier 1 Sukuk Ltd.
DIFC Sukuk Limited
DIP Sukuk Limited
DP World Sukuk Limited
EIB Sukuk Company Ltd Trust Certificates 2017
EIB Sukuk Company Ltd Trust Certificates 2018
Emaar Sukuk Limited Trust Certificates 2016
Emaar Sukuk Limited Trust Certificates 2019
EMG Sukuk Limited
GEMS MEA Sukuk Limited
Hong Kong Sukuk 2014 Ltd - 144 A
Hong Kong Sukuk 2014 Ltd - Reg S
ICD Sukuk Company Limited Trust Certificates 2020
IDB Trust Services Limited Trust Certificates 2015
IDB Trust Services Limited Trust Certificates 2016
IDB Trust Services Limited Trust Certificates 2017
IDB Trust Services Limited Trust Certificates 2018
IDB Trust Services Limited Trust Certificates 2019
IDB Trust Services Limited Trust Certificates Sept 2019
JAFZ Sukuk (2019) Limited
MAF Sukuk Ltd
Medjool Limited (Emirates Airline)
RAK Capital
Sharjah Sukuk Ltd
SIB Sukuk Company III Limited

Based on the list of sukuk above, there is no doubt that sukuk issue by NASDAQ
Dubai has impact on UAE economy. A good example of this is the Dubai Islamic Bank.
Dubai Islamic Bank issues Sukuk which is an Islamic bond; the Bank is a global leader
in managing Sukuk that covers assets from aircraft to property. It uses many types of
Sukuk that includes Murabahah, Istisna, Ijarah, Musharakah and Mudarabah (DIB,
2014).
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The Sukuk Ijarah employed by the Bank is a lease contract between the Bank
and the customer where the former is the lesser and the latter is the lessee. This contract
is maintained for a certain period of time and the title of the property is transferred to
the customer at the end of the period if the bank receives all payments properly. The
period typically includes 3 to 7 years. Thus, the Bank helps its customers to lower their
capital expenditure by acquiring the required machinery on leases instead of buying it.
(DIB, 2014).

The Sukuk finance instruments of the Bank in 2013 are AED 2,807,603,000.
The agreements are Shariah compliant. In 2008, one of the Bank’s subsidiaries issued
a convertible Sukuk that meets the Shariah requirements by expecting a profit of 4.31%
per annum. It was listed on NASDAQ Dubai which was completely redeemed in the
month of January 2013. A non-convertible Sukuk also issued in 2008 in the form of
Trust Certificates which were listed on NASDAQ Dubai which was completely
redeemed in the month of July 2013. The profits that were identified on these Sukuk
are expected to pay quarterly in arrears (Dubai Islamic Bank, 2013). In 2012, Trust
Certificates were issued by the Bank by expecting 5.15% profit per annum. The profits
that were identified on these Sukuk are expected to pay semi-annually in arrears. These
were listed on Irish Stock Exchange that will mature in 2017. Dubai Islamic Bank
issued Tier 1 Sukuk amounting to AED 3,673 million (DIB, 2013). Tier 1 Sukuk is a
continuous security and does not have any fixed date for its redemption. Tier 1 Sukuk
is listed on the Irish Stock Exchange and callable after the six years of period by the
Bank in 2019. The net proceeds of the Bank are invested in the form of Mudarabah.
The expected profit is 6.25% per annum and payable semi-annually (DIB, 2013).

Conclusion
The market for Sukuk is now maturing and there is an increasing momentum in the
wake of interest from issuers and investors. Sukuk have confirmed their viability as an
alternative means to mobilize medium to long-term investments from a huge investor
base. Different Sukuk structures have been emerging over the years but most of the
Sukuk issuance to date has been Sukuk al-Ijarah, since they are based on the undivided
pro-rata ownership of the underlying leased asset, it is freely tradable at par, premium
or discount. Tradability of the Sukuk in the secondary market makes them more
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attractive. Although less common than Sukuk al-Ijarah, other types of Sukuk are also
playing significant role in emerging markets to help issuers and investors alike to
participate in major projects, including airports, bridges, power plants etc. this paper
concluded that the sukuk issuance by NASDAQ Dubai has an impact on the UAE
economy. This is as a result of the development of sukuk market, which has transform
the UAE economy into a more diversify and driven by private sector. This in turn
creates a platform for the global financial capital market in supporting initiatives by
Dubai Government to make UAE a center for Islamic economy.
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Abstract
The recent financial turmoil has had a dramatic impact in the business world. The collapse of
the financial systems all around the world has forced the businesses to look for alternatives to
the traditional interest based financing and seek more dependable, risk free financing which
eradicates the vulnerability and instills long term stability so that businesses do not have to
suffer from going out of operation. This urgent need of stability in the financial systems all
around the world has seen a surge for Islamic finance. Sukuk or Islamic bonds which is an
integral part of Islamic Financing can be an excellent source of funding for companies who are
craving for risk free, cost effective finance which can foster the growth. Despite the apparent
benefits of Sukuk the potential is far from being realized. The dream of Sukuk as being the main
stream finance as far from realized. There have been numerous reasons for the phenomena,
like government regulations, nature of the market etc. Governments all around the world have
taken a deep interest in promoting Sukuk as the mainstream financial tool. The government of
Dubai has taken the lead in ensuring the emirate being one of the first adapters of Sukuk
development. It has gone to the extent of striving to make itself as the hub of Islamic bonds for
the world. The foreseeable growth opportunities like the Dubai Expo 2020 and a host of other
groundbreaking investments make it an ideal opportunity to kick start the Sukuk development.
Despite the developments and the strong support from the Government, Sukuk has not been
able to realize its full potential and is still nowhere near to challenging the traditional bonds.
Purpose –The purpose of this paper is to examine and highlight one of the fastest growing
Islamic financial product in UAE particularly in Dubai which is Sukuk (Islamic Bonds).
Design/methodology –This paper focuses on Islamic bond issues and aims to identify the
barriers which are effecting the prospects of Sukuk in Dubai, identify the risks, challenges
associated with Sukuk and suggesting methods which can be used to eradicate those problems
which are preventing the mass adaption of sukuk .
The value/Contribution –The value of this research is to study on depth Sukuk development
and provides different case studies of Sukuk in Nasdaq Dubai.
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Introduction
The aim of this project is to study the concept of one of the fastest growing product in
Islamic finance in Dubai which is Islamic bonds commonly referred as “Sukuk”. Due
to the high level of increase and prevalence of sukuk in the Islamic finance industry in
the recent years, the word sukuk has been made synonymous with the Islamic capital
markets. This is an alternative to interest bearing investment certificates or fixed income
securities and is compliant with Shariah. This has led to the product being commonly
referred to as “Islamic bonds” because of its ability to offer Islamic investors a means
of subscribing to certificates which give them a right to receive a share of profits
generated by an underlying asset that is capable of being traded on the secondary market
(Dubai International Financial Center, 2009).

Due to this, Sukuk has become a very attractive product to sovereign and
corporate issuers alike. They have used sukuk to get into a wider range of financing
sources because of the increasingly sophisticated financing and investment purposes.
The usage of the word “sukuk” can also be traced back to the classical commercial
Islamic literature. It was used to refer to the certificates for goods or groceries as the
method of paying the salaries of government officers. These officers could later redeem
such certificates according to their day to day consumption of goods or groceries.
(Dubai International Financial Center, 2009).

The project involves the concept of Sukuk, history, types of Sukuk, financial
criticism involved with Sukuk, Sukuk issuances in Dubai and globally, and market
development, NASDQ Dubai, Dubai International Finance Centre, core weaknesses
and challenges of Sukuk, Sukuk Shariah problems, risks of Sukuk and difference
between conventional bonds and Sukuk. The project includes case study and
conclusions as well.

Concept of Sukuk
Sukuk or Islamic fixed income securities have become large over the past 15 years and
at present they became an important asset class. There are many objectives to these
products. They let organizations raise capital in a Shariah-compliant way, increase the
investor base and at the same time offer investment opportunities to new groups. Due
to the fact that they are relatively new, Islamic securities can be structured in several
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increasingly complex methods. The result is that many new products are being
consistently developed and introduced (Zin, et al., 2011).

Due to this, it is important to stay conversant with the important principles of
structuring Islamic securities. One way to define sukuk is to consider it as certificates
of equal values which denotes an undivided interest in the ownership of an underlying
asset, service, investment, or usufruct. With this concept, sukuk has the benefit of being
supported by assets (Zin, et al., 2011). This gives the sukuk holder or investor a level
of protection which may or may not be available in traditional debt securities.

Moreover, unlike the traditional debt securities which reflect debts or loans on
which interest is paid, sukuk can be structured based on innovative applications of
Islamic principles and concepts. However there are some similarities for sukuk with
conventional debt securities. The main similarity is that they are both similarly
structured based on assets that generate revenue. The fundamental revenue from these
assets denote the source of income for the payment of profit on sukuk (Zin, et al., 2011).

When it comes to tradability of sukuk in primary and secondary markets, (Abozaid
and Al-Jarhi, 2010) have placed some rules and conditions. The first and foremost is
that sukuk must be issued only against some kind of tangible assets and not against cash
or debts. The following are the rules that must be followed for the tradability of sukuk
at the time of issuance in primary as well as secondary market (Zin, et al., 2011):
1. In case of sukuk being issued against specific assets or services, the issuance
means that the sale of these assets to the sukuk holders for money should be
based on the present value of assets. This makes the sukuk tradable.
2. However, if sukuk is issued against described assets or services to be
manufactured or constructed in future, the issuance then implies the sale of these
assets to sukuk holders in exchange of money. In this case the sukuk is not
tradable until the assets or services are delivered.
3. If sukuk is issued for the sake of using the proceeds to gain some assets rather
than against assets or services, then until those assets or services are purchased,
sukuk does not become tradable.
4. In case of mixture between ‘ayn and dayn, then the sukuk issuance must be
dominated by the ‘ayn than dayn.
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Definition and History of Sukuk
The word sukuk is the plural of the word ‘sakk’. The word means “certificate” or “order
of payment”. There is documental evidence that the word ‘sakk’ has been used in the
early Islamic caliphates. During the pre-modern period, the Muslim societies used
sukuk as forms of papers which represented financial obligations from trade and other
commercial activities (Saeed and Salah, 2014).

There was proof for written instruments of credit in the earlier theoretical legal
works. These written instruments are commonly found in the genizah documents.
Genizah documents are those documents which were stored in the Middle Eastern
mosques and synagogues. This is due to the fact that the word “God” was written either
in Arabic or Hebrew and, therefore, the merchants would hesitate to destroy such
documents (Saeed and Salah, 2014).

Genizah documents of Cairo are found to contain fragments which suggested
the existence of ‘sakk’ in the 12th century CE. The money orders found during that time
are close to the modern cheques. These money orders consisted of the sum to be paid,
the order, the date, and the name of the issuer (Saeed and Salah, 2014).

At the time of Middle Ages, sakk was used to make a written vow to pay for
goods when they were delivered and it was used make sure payment was done for goods
when they were delivered. This technique was used to avoid the transportation of
money through dangerous places.

Due to this, the sukuk were transported across several countries and were spread
throughout the world. The Jewish merchants in the Muslim countries have spread the
concept of sakk to Europe. One of the most interesting results of the transport of sukuk
is that it has become a source of inspiration for the modern concept of cheque. Even
though the concept of cheque seems to have a British background, the word cheque
seems to be derived from the Arabic word ‘sakk’ (Saeed and Salah, 2014).

Products and Types of Sukuk
Theoretically, sukuk are certificates of equal value which denote the undivided pro-rata
ownership of tangible assets, services or usufruct (Simmons and Simmons, 2010). In
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theory, it is important for sukuk to denote underlying assets which are tangible as
opposed to a debt. However, there have been sukuk issuances where the fundamental
assets are a mix of cash and tangible assets. There are also cases where the issued sukuk
is convertible and exchangeable (Zin, et al., 2011).

There are several other techniques in which sukuk can be structured. Sukuk
generally means a partial ownership in a debt, asset, business, investor, or project.
While on the other hand, a conventional bond is a promise to repay a loan. Recently,
hybrid sukuk has been introduced.

Ijarah Sukuk
Figure 1 Structure of al-Ijarah Sukuk (Dubai International Financial Center, 2009)

This sukuk is divided into purchase agreement, lease agreement, service
agreement and purchase undertaking. This sukuk is based on property right to some
other benefit based on the agreed price. Ijarah sukuk is generally issued on a sale and
leaseback arrangement of real estate. This type of sukuk is generally a popular structure
with sovereign issuers. The proceeds from the sukuk are generally applied by the issuer
to purchase real estate from the Originator and then the issuer leases it back to the
originator. The Originator accepts to repurchase the real estate upon maturity or early
settlement at the original purchase price. It is required by Shariah law for the issuer to
undertake the major maintenance of the asset. However, most of the times an Obligor
is appointed to take of those activities on behalf of issuer (Zin, et al., 2011).
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Mudharabah Sukuk
Figure 2: Structure of al- Mudharabah Sukuk (Dubai International Financial Center, 2009)

This sukuk is divided into Mudharabah agreement and purchase undertaking.
This is a cooperation agreement between the two parties; investors and managers of
capital. This sukuk is an investment sukuk which denotes the common ownership of
equally valued units in the Mudharabah equity. The holders of the Mudharabah sukuk
are the suppliers of capital. They would own shares in the Mudharabah equity and its
returns according to the percentage of ownership share (Zin, et al., 2011). The holders
of Mudharabah Sukuk holders hold the right to transfer ownership by selling the deeds
in the securities market.

Musharakah Sukuk
This type of Suku is divided into Musharakah agreement, management agreement, and
purchase undertaking. This usually involves two parties cooperating to install a capital
for motivation. One of the structures that is popular among corporate issuers was AlMusharakah Sukuk, This was until the Accounting and Auditing Organization for
Islamic Financial Institutions ruling on Sukuk at the beginning of the year 2008 (Zin,
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et al., 2011).

These rulings have prohibited the use of nominal value Purchase

Undertakings in such sukuk.

When it comes to al-Musharakah sukuk, the subscription proceeds are contributed by
the issuer to enter a joint venture with the Originator who contributes either his own
capital/asset or makes a contribution of some type. The profits are shared between the
Issuer and the Originator based on an agreement. However, Shariah requires that any
losses should be shared between them according to the ratio of capital contributed (Zin,
et al., 2011).
There are other types of Sukuk that exist such as Istisna’a Sukuk, Murabahah
Sukuk, Sukuk al-Salam, hybrid Sukuk etc. (Zin, et al., 2011).

Financial Criticism
Even the concept of interest is prohibited in Islamic finance, profit and return on capital
is allowed and even encouraged. The financial system of Islam is based on the concept
of profit/loss sharing to avoid ‘Riba’ (interest). Sukuk is generally criticized because
many people fail to understand the concept of returns on sukuk. As a result of such
criticism, sukuk has been modified and tweaked to attract more investors.

Sheng and Singh have explained that people are concerned about how effective
an economic system which does not have any interest payments is. However, sukuk
allows profits on capital and enterprise. Sheng and Singh have stated that this system
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based completely on equity finance is completely viable and it might be more stable
than a part-debt financed conventional system (Sheng and Singh, 2011). The previous
criticisms about the nature of sukuk and its return have led sukuk to follow the bonds
return structure.

Another important point in criticism of sukuk is its issuance process. Not only
is it a complex process, it is also considered a very expensive process. This is a very
big issue that hinders the development of sukuk.

Using a study from the Asian Development Bank, Vizcaino talked about this
issue. The study has found that in Asia, the cost of issuance of a sukuk is still
considerably higher than the issuance cost of conventional bonds. This problem of cost
has stayed even though there is a considerable growth of Islamic finance in countries
like Malaysia and Indonesia.

Vizcaino has a given a justification for this. He stated that due to the lack of
familiarity with the complicated nature of sukuk structures, higher advisory fees will
be issued for prospective issuers. Furthermore, the ADB has stated that investors tend
to demand higher yields due to the limited trading activity in secondary markets for
sukuk.

However, in the GCC region, the cost is more affordable. Vizcaino has stated
that in the Gulf countries, the average issuance cost between sukuk and conventional
bonds have little to no difference. In some cases, it is found that it was cheaper to issue
sukuk instead of conventional bonds. The reason for this he continued is because that
sukuk has become mainstream in most Gulf countries especially Saudi Arabia. Another
reason is that demand from cash rich institutional investors generally exceeds supply
(Vizcaino, 2014).

Sukuk issuances and Market Development
It has been estimated by Standard and Poor that 20 percent of investors who are willing
to invest billions would now opt for an Islamic financial product spontaneously over a
conventional financial product with similar risk-return profile. This means that there
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has been an increasing amount of use of the Sukuk. This is especially common in Gulf
countries and Malaysia (Kantakji.com, n.d.).

In the year 2006, Sukuks worth $20 billion have hit the market. They were in
varied structures and sizes. The companies have started to seek methods to diversify
their sources of financing with Sukuk. Even though Sukuk have been actively used by
companies in Kuwait, Bahrain, Saudi Arabia, and Qatar, Malaysia has led the Sukuk
issue market in the year 2006. The country had a share of about 60 percent. 2006 also
witnessed the first Sukuk that has originated in United States. In the year 2007, it was
clearly found that United Arab Emirates, especially Dubai, has taken the lead in Sukuk
Market (Kantakji.com, n.d.).

There have been a wide range of purposes for sukuk structures and they are
evolving rapidly based on the needs and demands of issuers and investors. The
issuances of sukuk have a wide range. They could be simple sale and leaseback
structures like the $1 billion Dubai Department of Civil Aviation Sukuk which was
issued in the year 2004, or it could be the $2.53 billion trust finance Sukuk structure
issued by Aldar Properties in March 2007 which demonstrated the flexibility of Islamic
finance principles (Kantakji.com, n.d.).

Sukuk have been used to raise corporate finance for acquisitions or working
capital purposes. There are several examples which show that Sukuk has evolved into
a diversified, internationally acceptable instrument.
One of the most famous Sukuk is the German Sukuk (Saxony-Anhalt Sukuk). In the
year 2004, a 100 million euro sukuk has been issued in the federal state of Saxony
Anhalt in Germany. This sukuk was structured as Sukuk Al Ijara. This is about the
Federal Republic of Germany guaranteeing the debts of Saxony-Anhalt (Kantakji.com,
n.d.).

Due to the ruling of AAOIFI, the issuance of Sukuk which are not based on ijara
has been limited. Due to the global financial crisis and the stagnation it has resulted in
lending predictability has stifled structural innovation. The market of Sukuk has also
experience its first defaults. Kuwait’s Investment Dar, East Cameron Gas Company
(the first sukuk issued by a US-based company), and Saudi’s Saad Trading are some of
76 | P a g e

the first defaults. These defaults have created many opinions on how sukuk holders
would be compared to creditors generally, keeping in mind the pro rata ownership of
sukuk assets. However, most of the commentary on this subject seems to overlook the
commercial intention which is that sukuk ownership is mainly aimed at getting a return
and redemption of sukuk investment while being Shariah compliant.

Since the time of financial crisis, there seems to be some important
developments. Due to the conditions of the 2009 economy, the sukuk world has
experienced its first ‘buy back’. If, at a significant discount on the issuance amount,
sukuk are traded on the secondary market, there will be an opportunity for obligors to
take commercial benefit. Even though it is common in conventional capital markets to
have buy-back bonds, the Dubai Islamic Band sukuk buy-back was first of its kind
transaction for the sukuk market. This transaction has proved that sukuk market can
have liability management considerations which are compliant with Shariah (Ali,
2011).

Moreover, Due to the development of sukuk market, the economy has
transformed to become more diversified and is more driven by private sector. The
presence of the deep and liquid sukuk market offers stability to the financial system in
this highly competitive environment. It is also proven that sukuk can be implemented
during the economic downturn. One of the examples for this was in 2005. The World
Bank has issued a sukuk or Islamic bond for the redevelopment of Acheh after the
tsunami of 2004 (Zeti Akhtar, 2010).

Global Sukuk Issuances
The global Sukuk issuance in 2009 is $24 billion. 62.1% of global Sukuk was created
in Malaysia. The global Sukuk rose year after year and grew 1114% in the first quarter
of 2010 by reaching $4.7 billion (Oxford Business Group, 2010).

The volumes of independent Sukuk has been increasing notably for the last three
years as the governments of Asia, GCC and Africa are controlling the enhance demand
for Sharia compatible assets (Augustine, 2014).
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The global issuance in the first half of 2014 has beaten the second quarter 2014
issuances by reaching $66.2 billion which is 8.2% more than that of the same period
previous year. In the second quarter of 2014, $35.1 billion new sukuk investments were
issued. GCC, Malaysia, Turkey, Pakistan and the UK have contributed in this majorly.
With its debut issuance of GBP200mln sovereign sukuk, UK became the world’s first
non- Organization of Islamic Cooperation (Rasameel.com, 2014).

As per the estimation of Moody, the issuance of global Sukuk in 2014 will
surpass the previous years and reach around $70 billion. The independent Sukuk
issuance will reach $30 billion. These will have more share in global sukuk markets
which is higher than that of conventional bond markets. The international Sukuk
issuance at the year-end 2013 was $65 billion out of which 29 percent was the issuance
of governments (Augustine, 2014).

Saudi Arabia set a record with issuance of $10.5 billion in 2013 which is
followed by another $10.3 billion issuance from January 2014 to July 2014. Strong
demand from investors and growing finance opportunities led to this enormous growth
in issuance. With its constant growth in Sukuk issuance, Saudi Arabia remained in the
second place after Malaysia (Augustine, 2014).

Due to US dollar currency peg and more financing needs, the governments of
Dubai, Abu Dhabi and Sharjah started to issue more Sukuk investments in the
international market actively. Majority of issuances are from borrowers that are related
to government. With all these issuances, the global issuance has reached more than
$26.8 billion of Sukuk and enhanced the interest of global investors that issued
sovereign sukuk (Augustine, 2014).

Sukuk Issuances in Dubai
The Sukuk market in Dubai has observed the lengthiest tenure of GGC in 2014 worth
$750 million (Rasameel.com, 2014). In 2009, $1.25 billion sovereign sukuk was issued
by the Dubai Islamic Bank with a maturity of five years. The issuances reached $52.23
billion in 2010 which was followed by a record-issuance of $84.92 billion in 2011. The
NASDAQ Dubai has been listing with increasing number of Sukuks over the years. In
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2012, $650 million Sukuk was dual listed on both NASDAQ Dubai and Irish Stock
Exchange which was priced at 7% (Oxford Business Group, 2014).

NASDAQ Dubai
The NASDAQ Dubai is located in the Dubai International Financial Centre (DIFC). It
is regulated by the Dubai Financial Services Authority (DFSA). It provides the issuer
with an access to deep pool of regional or international liquidity. It helps in creating an
efficient mechanism for disclosure of company information which is widely available
to the investment community at large (NASDAQ Dubai, n.d.).

Plans are being made by NASDAQ Dubai to open a platform on which investors
can trade sukuk and also conventional bonds. The trades will be automated to get routed
for settlement and Euroclear Bank. Initially the tradable securities will consist of at least
12 sukuk and bonds which are listed in the exchange with a nominal value of 10.9
billion dollars. This platform will be opened and gradually developed in coming weeks.
It will be available to institutional and high net worth investors (NASDAQ Dubai,
2013).
Dubai International Finance Centre
DIFC (Dubai International Finance Centre) is the world’s newest international financial
centre. The centre aims to have the same standards and reputations as New York,
London and Hong Kong. This Centre is mainly aimed at serving the huge region
between Western Europe and East Asia. From around the globe many high level firms
have been attracted to DIFC since its opening in September 2004. Dubai International
Financial Exchange (DIFX), a world class stock exchange has opened in September
2005 (Uaefreezones.com, n.d.).
Various sectors of financial activity are focused on by DIFC. These include Banking
Services, Capital Markets, Insurance and Re-Insurance, Asset Management and Fund
Registration, Islamic Finance and Professional Service Providers etc.

The following are the main functions of Registrar of Companies:
It can incorporate/register or dissolve entities in DIFC. It will store the data related to
DIFC entities which are delivered under the compliance of applicable laws and
regulations. It can also make this information available to the general public. All
applications submitted prospective DIFC registrants are advised by the Registrar of
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Companies staff. They always receive, review and process new applications
(Uaefreezones.com, n.d.).

Right from the launch in 2004, the Dubai International Financial Centre (DIFC)
has been growing steadily. According to March 2013 Global Financial Centres Index,
it was classified as a global contender alongside Beijing and Moscow. The example set
by DIFC has been observed by Casablanca which seeks to follow Dubai in hopes of
attracting foreign investment and bulge bracket financial institutions (Wharton, 2013).
The investment arm of the company running Dubai’s financial free zone, DIFC
Investments has aimed to raise as much as $700 million. They aim to do this by issuing
a sukuk which will help repay existing debt and also fund the development of real estate.
The company has aimed to finish this ijara structure deal by the end of October. Ijara is
the common leasing arrangement generally used to structure Islamic bonds.

In May 2012, DIFC took out a $1 billion syndicated loan with Emirates NBD
acting as financial adviser. The debt has been coordinated by Standard Chartered. Other
participants in this loan include Dubai Islamic Bank and Noor Bank.

The proceeds that come from this issue will be used to refinance the loan of
approximately $650 million that remains. The remainder will be earmarked for
investment in real estate by the DIFC (Reuters, 2014).

Since 2004, the growth of DIFC has been rising very fast becoming the top
banking hub of the Middle East. In the first half of 2014, the number of register firms
operating in the DIFC has jumped by 7 percent. This made the number of registered
firms 1,113. Even with such growth, DIFC has not come close to competing with the
likes of Luxembourg, Dublin and the Cayman Islands as a top domicile for funds. The
heavily increasing financial markets and rising incomes in the Gulf might suggest that
there could be a fund management hub that could develop in the region (Reuters, 2014).

Case Study
Dubai Islamic Bank is taken for case study. It is one of the major banks in Dubai that
is growing rapidly in the region and across the world with more than 400 branches.
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Dubai Islamic Bank issues Sukuk. It is an Islamic bond. The Bank is a global leader in
managing Sukuk that covers assets from aircraft to property. It uses many types of
Sukuk that includes Murabaha, Istisna, Ijara, Musharika and Mudaraba (Dubai Islamic
Bank, 2014).

Dubai Islamic Bank
Dubai Islamic Bank (DIB) issued $1 billion Tier 1 Sukuk in 2013. Middle Eastern banks
constitute 38% in this, Europe 29%, Asia 29% and the remaining 4% from US offshore.
33% of this Sukuk was bought by banks, 32% by private banks, 29% by fund managers,
5% by hedge funds and 1% by others. The issuance was mainly aimed to strengthen the
Tier 1 base of Dubai Islamic Bank and growth in opportunities as well.
The structure of Sukuk was Mudaraba which was similar to Tier 1 Sukuk issued by
Abu Dhabi Islamic Bank in 2012. In this, the Trustee and DIB enter into Mudaraba and
invest in the general business activities of the bank. The structure involves neither
purchase undertaking nor sale undertaking.

While issuance, the Trustee on behalf of investors enters into Mudaraba
agreement with DIB. Under this, it is agreed to invest these proceedings into the general
business activities of the bank. Except in the non-payment event, generally the
Mudaraba profit is distributed in the ratio of 99:1 to the Trustee and DIB. In other
words, 99% of attributable profit is distrusted to the Trustee and 1% is distributed to
DIB.

If the profit is more than that is attributable to the Trustee, then the surplus is
retained by DIB and transferred to the reserve. The dissolution is done at the sole
discretion of DIB, but generally it is 6 years from the date of issuance. If the Mudaraba
capital is more than that of that returnable to the Trustee, then it continues the Mudaraba
capital in and waives final liquidation. However, all this depends on the sole discretion
of DIB as it has to discrete to the liquidation of Mudaraba.

Emirate Airlines
Emirate Airlines issued $1 billion amortizing Sukuk for a period of 10 years in 2013.
The book order exceeds $3.2 billion from more than 130 accounts out of which 85%
are from Middle East, 7% from Europe, 5% from Asia and the remaining 3% from US
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offshore. 73% of this was bought by banks, 19% by funds, 5% by private banks and 3%
by central banks.
The Sukuk is significant for its largest deal, average life of 4.9 years and payment
schedule amortisation. Structurally this is voucher-based Sukuk. Unlike other tradable
sukuk structures, this does not involve any physical assets. This type of structure is very
suitable for Airline operators and Emirates was the first airline operator to adopt this
type of sukuk structure and asset.
While issuance, on behalf of investors, the Trustee purchases certain rights from
Emirates and pays the purchase price in Sukuk proceedings. Emirates works as agent
of Trustee, sells passenger tickets, and pays the sale proceedings to the Trustee. At
dissolution, Emirates can purchase the outstanding rights from the Trustee to redeem
the Sukuk.

The Core Weaknesses of the Sukuk Market
So far, the issuance of Sukuk has been concentrated on Malaysia and Middle East.
Other than that Sukuk occupies very small position in other capital markets. Sukuk has
certain limitations. There are no frequent sovereign issues in Sukuk market. Most of
the investors in the market normally hold the Sukuk investments till the maturity. As a
result, there will be no secondary market for Sukuk. This is due to lack of adequate
supply of Sukuk investments. Hence, the investors find it hard to replace a new Sukuk
investment in their portfolio if they sell it. Lack of liquidity also affects the Sukuk
market (Bennett and Iqbal, 2011).

The complexity of Sukuk structure is another limitation. For instance complex
set of cash flows are prepared to achieve Shariah compliance. Highly complex products
are difficult to value and unwind in case of a default. Lack of uniformity across various
jurisdictions is next limitation. Issues about legal certainty is another limitation in
Sukuk market. That means, the enforceability of Islamic finance contract in other
jurisdictions remains an open question. Hence, a contractual obligation risk will arise
(Bennett and Iqbal, 2011).

Challenges of Sukuk
The main difference between a conventional bond and Sukuk issuance is that a tangible
asset is required for the Sukuk issuances. The recognition and separation of the pool of
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assets that produce income which is compatible to Shariah to issue Sukuk is one of the
main challenges associated with Sukuk market. Internet based securities like credit
cards or normal mortgages used in conventional financing are not considered as
acceptable assets under Shariah. So far, the popular assets used for Sukuk issuance are
tangible assets or lands and properties. Movable assets like motor vehicles, and
commodities are also considered as eligible assets to issue Sukuk. But, the problem is
the limitation of eligible assets for Sukuk issuance (Al-Amine, 2008).

Sukuk buy and hold culture
Another issue which is generally not discussed much is the Sukuk buy and hold culture.
Harvey and Cosgrave discussed this issue in their paper. They have stated that logical
outcome for this is that Islamic investors are unable to purchase enough Sukuk. Due to
the supply/demand imbalance, sukuk holders are generally unable to trade out of a
position because of the fear of not being able to find another sukuk they can invest in.
Due to all these reasons, the common culture amongst sukuk holders in Middle East is
to buy and hold sukuk till their maturity (Harvey and Cosgrave, 2012). The buy and
hold culture is another indirect reason which created the issue of liquidity.

Sukuk Sharia problems
Many sukuk issuers tend to bend the law of Shariah in order to make them more
attractive for people who invest in conventional bonds. Most of the Sukuk available in
the market are not Shariah compliant. Moreover, the concepts or risk and profit sharing
are violated by them. Due to incorporating these sukuk with the same characteristics of
conventional bonds, the sukuk issuers have tried to make sukuk prevalent in both
Islamic and conventional markets. (Usmani, 2009).

Risks of Sukuk
Risks generally tend to have adverse effects on the competitiveness of an asset’s
pricing. The process of Sukuk generally creates higher exposure to certain market and
financial risks.

Market Risk
There is a clear and primary difference between market risk and other types of risk
factors. These risks are defined as the risks which occur on instruments which are traded
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in well-defined markets (Heffernan, 2003). There are two types of market risks. They
are: general or systematic risks and firm specific or idiosyncratic.
Systematic risks are those risks which can arise due to governmental and economic
policy shifts. On the other hand, idiosyncratic risks can arise because of the various
firm specific instruments which are priced out of correlation with other firms’
instruments. Interest rate risks, foreign exchange risks, equity price risks and
commodity risks are all part of Market risk (Ahmed, 2011).

Foreign Exchange Rate Risk
These risks stem out because of the unfavorable exchange rate fluctuations which will
definitely have an effect on foreign exchange positions. If there was a case of
divergence between the currency of denomination in which the sukuk funds are
accumulated, and the unit of currency in which the assets of sukuk pool are
denominated, the sukuk investors would likely face an exchange risk (Ahmed, 2011).

Credit and Counterparty Risk
Credit and counterparty risk are related to the chance that an asset might become
irrecoverable due to a default or delay in settlements. If the relationship between two
parties has a contractual arrangement then there is a chance of counterparty risk. This
means that there is a chance that the counterparty might retract on the conditions of the
contract. As a result of this risk, there can be a sharp decline in the value of a bank’s
assets (Ahmed, 2011). Due to the nature of the Islamic financial instruments which
became the foundations of the sukuk asset pool, the nature of credit and counterparty
risks in Isamic finance are unique.

Operational Risk
There are several number of other risks which are related to the operation of sukuk. The
operational risks of sukuk are very similar to the risks in conventional bond markets.
They are called operational risks because they are related to the structure of the
issuances rather than the fundamental Islamic principles (Ahmed, 2011).

Difference between Conventional Bonds and Sukuk
Conventional bonds are issued by government and corporations. These are long-term
instruments related to debt. Sukuk are Islamic bonds which represent a certain
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proportion of ownership of an asset for a certain period of time. Both risks and returns
associated with underlying assets are passed to Sukuk holders. The return from
conventional bond is pre-decided. The return from Sukuk is anticipated from
underlying asset. Issuance of Sukuk means selling of an asset but the issuance of
conventional bond indicates the borrowing of money to that extent. In other words
Sukuk issuer is the seller of the asset whereas the conventional bond issuer is the
borrower (Afshar, 2013).

Both Sukuk and conventional bonds provide periodic income. Capital
appreciation is possible with Sukuk instruments. That means investors can obtain more
returns on their capital which is invested in Sukuk. The return on conventional bonds
is fixed and cannot change under any circumstances. Like the return, risk is more with
Sukuk. The assured return is guaranteed on their invested capital to Sukuk holders
whereas the conventional bond holders would have to receive the specified amount at
maturity. The relationship in Sukuk instruments is a seller and buyer relationship
contrary to the borrower and lender relationship in conventional bonds (Afshar, 2013).
Sukuk returns can be either fixed or variable whereas the returns on conventional bonds
are fixed.

The risks of both also have certain differences. Conventional bonds are
susceptible to call risk due to fluctuations in market interest rates whereas the Sukuk
are not subject to this type of risk. Both are subject to business or financial risk in the
event of a default of an issuer. But their remedial measures are different. In the event
of a financial risk, conventional bond holders have no option other than to recourse for
the unpaid amount with the issuer most of the times by a law suit. Hence, it is difficult
for the bond holders to estimate the extent of amount to be recollected and time frame.
But in Sukuk, the holders have to recourse to the asset. So there is no need to recourse
with the default individuals and it is safer than conventional bond in this aspect (Afshar,
2013).

Both Sukuk and conventional bonds are susceptible to liquidity risk and
exchange rate risk. However, the exchange rate risk is lesser for the Sukuk assets that
are short-term. Conventional bonds yield lesser than inflation rate when they are
affected by it (Afshar, 2013). Whereas the increased inflation rate increases the market
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price of Sukuk assets in the market which is undeniably considered a return rather than
a loss.

Interest rate risk is applicable to conventional bonds whereas Shariah risk arises
from the violations of provisions of Shariah is applicable to Sukuk assets. Sukuk assets
are prone to operational risk which reveals the revenue loss due to interruption in
obtaining the benefits from the underlying assets. Price risk is also applied to Sukuk
assets which arises from the fast deprecation due to damage of asset or over usage of
asset. However, the main Sukuk risk is that the violations of the six standards that were
set by the AAIOFI in 2008. Hence it is recommended that Sharia scholars must consider
the pre and post compliance of Sukuk with the standards of Shariah to avoid the
invalidation of these assets later (Afshar, 2013).

Conclusion
Sukuk is an Islamic bond which is widely accepted in the Middle East region. But the
Sukuk should be compatible with Shariah guidelines. Each year, the market for Sukuk
is constantly increasing. According to Standard and Poor approximately 20% of
investors are willing to invest in Sukuk.

The Sukuk of Dubai Islamic Bank is studied under case study. It is one of the
leading banks in Dubai which manages sukuk effectively. The assets under sukuk
varies from aircraft to property. The Sukuk instruments issued by the Bank are
compatible with Shariah guidelines.

However, Sukuk market has certain challenges which need attention. Lack of
primary market is the main issue associated with Sukuk. The liquidity issues due to buy
and hold culture associated with Sukuk is another limitation for Sukuk. The complex
structure of Sukuk make it difficult to evaluate the assets especially in situations of
default.

Due to the ruling of AAOIFI, the issuance of Sukuk which are not based on ijara
has been limited. Sukuk market is also experiencing its first defaults. The issues of
sukuk in Dubai primarily involves the enforcement as the concepts of trust and
beneficial ownership are not accepted under UAE law. Another problem is that they
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have to deal with outdated laws. Lack of uniformity across various jurisdictions and the
legal certainty issues are some other challenges. If these are solved, Sukuk will have a
significant amount of global market.
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Abstract
Statement of the Problem: The global financial crises and its coupling effect in various
countries has soured the balance sheet and paralyzed the financial health of the industries
across the globe. This resulted in collapse of many large banks and financial institutions
around the world. The paper revolves the diagnosing the financial health of the firms and their
health indicators related with banking and finance using Multinomial Logistic Regression
Analysis.
Significance and relevance of the work: The United Arab Emirates takes the lead in the MENA
region, moving up to 12th position this year in global competiveness report 2014 - 2015. At the
same time, the country has successfully won the bid for Expo 2020 and its strong driver toward
reforming have anchored many initiatives to enhance competitiveness. This paper holds its
relevance in the light of boosting investment in the country where the banks and the financial
institution are main source of financing and investment decision.
Description of research method: The research is using Multinomial Logistic Regression
Analysis; in order to diagnose the financial health in banking industry. The dependent variable
is financial health probability. The financial institution is considered healthy if and only if the
whole moderating variables (unhealthy symptoms) are positive (net operating cash flow, net
operating working capital+ total loans and EBITDA), according this criterion, the data is
divided into 8 classes, one healthy and 7 classes for unhealthy cases. The independent variables
are only accounting information based on CAMEL+C Model (Capital Adequacy, Assets
Quality, Management Efficiency, Earning Ability and Liquidity Volatility plus Cash Flow
Stability).

The Statistical method of Multinomial Logistics Regression is applied over a
sample of 23 listed national financial institutions (FI) and two unlisted Islamic banks,
the listed FIs consist of 16 conventional banks, 4 Islamic banks and 4 financial firms
and covering a span of nine-year period (2005-2013) which includes pre and post period
of recession. That sample is constructed like that; due to lack of failure records and the sample
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of the Islamic Banks is few to build a model. To focus on Islamic Banks after building the model,
two unlisted Islamic Banks are added to the sample as a validation sample. This paper is a
descriptive paper aims to make an inquiry about the financial health of the few selected
financial institutions in UAE after recession of 2008.
Results: The total 199 observations 91 FIs are in unhealthy situation, overall is 54% of the FIs
are in the state of good health. Year 2008 records the lowest health percentage with 0% in
Dubai. The significant financial ratios are: Debt Ratio, Total Loans to Total Net Assets and
Net Cash Flow to Gross Income, theses drivers build the model with high accuracy rates
(overall accuracy rate (classification and prediction) is almost 78%, Type II error which
reflects the highest cost 8% and NPV 86%) and the model is statistically significant and reliable
one.

Table 2: Final Sample and Health Status
Tota

Cases

2005

2006

2007

2008

2009

2010

2011

2012

2013

C8/Healthy

10

10

13

3

16

13

10

17

16

108

54%

Unhealthy

9

9

8

18

7

11

14

7

8

91

46%

Total

19

19

21

21

23

24

24

24

24

199

Healthy %

53%

53%

62%

14%

70%

54%

42%

71%

67%

60%

33%

67%

50%

0%

40%

40%

0%

33%

50%

38%

Islamic Banks
Healthy %

l

Conclusions: The results find that UAE banking industry has attained salvation from the crisis,
specially last two years 2012 and 2013 furthermore the research represents significant, reliable
and robust model with accuracy rates exceeds 80% (Sensitivity 92% and F1 [Harmonic mean
between recall and precision] 82%). Re-considering the unhealthy symptoms criteria to reflect
more reliability and obeying the practical experience in FIs financial assessment.
Keywords: Financial Crisis Salvation; Financial Health diagnosis; Multinomial Logistic
Regression Analysis

Introduction
The performance of the banks to some extent can be analyzed by the various financial
indicators and a different ratio from the company is annual finances. The financial
statement need to translated into interpretation in the form of the ratios, which is widely
used in the assessing the trends, performance and future growth of the company’s. The
objective of this paper is to apply statistical methods to analyze the financial
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information and related dataset to develop a model which will classify financial health
of the Islamic banks into categories of financial competence. The research is using
Multinomial Logistic Regression Analysis; in order to diagnose the financial health in
banking industry then dissect the Islamic Banks for assessing the model. The dependent
variable is financial health probability. The financial institution is considered healthy if
and only if the whole moderating variables (unhealthy symptoms) are positive (net
operating cash flow, net operating working capital+ total loans and EBITDA),
according this criterion, the data is divided into 8 classes, one healthy and 7 classes for
unhealthy cases. The independent variables are only accounting information based on
CAMEL+C Model (Capital Adequacy, Assets Quality, Management Efficiency,
Earning Ability and Liquidity Volatility plus Cash Flow Stability).

The United Arab Emirates takes the lead in the MENA region, moving up to
12th position this year in global competiveness report 2014 - 2015. At the same time,
the country has successfully won the bid for Expo 2020 and its strong driver toward
reforming have anchored many initiatives to enhance competitiveness. This paper holds
its relevance in the light of boosting investment in the country where the banks and the
financial institution are main source of financing and investment decision. The ideas
expressed in this paper will help in introspection the real health of the financial sector
and the information will be helpful to all the stakeholders.

The global financial crises and its coupling effect in various countries has
soured the balance sheet and paralyzed the financial health of the industries across the
globe. This resulted in collapse of many large banks and financial institution around the
world. The vault of many large banks depleted and the financial institutions were
regressed and arrested the channelizing of money in the market. All this resulted in
grave financial crises and waltz the financial firms into distress. With the passage and
time and continuous convalescence the dark phase of slug and recession was over but
it has tremble the confidence and interest of the financial players. The paper revolves
the diagnosing the financial health of the financial institutions and their health
indicators related with banking and finance using Multinomial Logistic Regression
Analysis instead of

the traditional one, Binary Logistic Analysis. Also after

constructing the model from 23 listed national FIs (150 observations from 191
observations), 8 observations regarding two unlisted Islamic banks are added to the
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sample to test the model validation with Islamic banks focusing; and that due to the
data amount and availability.

Literature Review
As this paper faces an absence of failure databases, Multinomial logistic regression is
used to predict categorical placement in or the probability of category membership on
a dependent variable based on multiple independent variables (Ravi Kumar & Ravi,
2007).; where the dependent variable will be categories of financial health levels.
Logistic Regression is useful for situations in which it is required to predict the presence
or absence of a characteristic or outcome based on values of a set of predictor variables.
Logit is similar to a linear regression model but is proficient to models where the
dependent variable is dichotomous. The predictor values from the analysis can be
interpreted as probabilities (0 or 1outcome) or membership in the target groups
(categorical dependent variables). By observation, the probability of a 0 or 1 outcome
is a non-liner function of the Logit (Nepal, 2003).

Professor Edward Altman had represented Z-Score Model in 1968 and is
considered the pioneered model of corporate failure/bankruptcy prediction, using
Multivariate Discriminant Analysis (MDA). The main advantage of the MDA approach
to predict corporate failure is its ability to reduce a multidimensional problem to a single
score with a high level of accuracy; where MDA combines information from
multivariate independent variables (e.g. ratios) into a single score that is used to classify
an observation into either of two a-priori and mutually exclusive group. Then Joseph
Sinkey had used MDA in banking sector by 1975.

Logistic Regression Analysis (LRA/Logit)
Logistic Regression coefficients can be used to estimate odd ratios for each of the
independent variables in the model. Logistic Regression helps to form a multivariate
regression between a dependent variable and several independent variables (Lee et al.,
2007). Logit is a statistical model calculated based on natural logarithm of the odds
ratio; where the problem reality is not linear to have just one equation to classify
between healthy and distressed financial institutions (Martin, 1977). The Logit generic
equation as following:
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Pj = 1/ (1+ EXP (-Yj))

(1)

Yj = A0+A1*X1+A2*X2+…+An*Xn

(2)

Where:
Pj: the Logit output for corporate/bank ( j) (the probability of health)
Yj: the equivalent to MDA score
X1 to Xn: set of independent variables
A1 to An: regression coefficients and A0 is the intercept of Yj

Daniel Martin in 1977 had introduced the conditional Logit in the area of
banking before James Ohlson in 1980, who is considered from pioneers of corporate
financial distress prediction. Consequently, Logit model combines several financial
institutions attributes into a Logit output that indicates the probability of failing. A bank
is classified as failed or non-failed if its Logit output is below or above a priori chosen
cut-off probability respectively. In addition, the coefficients in a Logit model indicate
the relative importance of the independent variables. Logit models can also include
qualitative variables expressed as nominal data (e.g. 1 = male). Finally, Logit models
enjoy a degree of non-linearity because of the model’s logistic function. Logistic
regression describes the relationship between a dichotomous response variable
(success/failure) and a set of independent variables. The independent variables may be
continuous or discrete with dummy variables. Logit does not require the restrictive
assumptions regarding normality distribution of independent variables or equal
dispersion matrices nor concerning the prior probabilities of failure as required in
MDA, (Martin, 1977 and Ohlson, 1980)

Multinomial Logistic Regression Analysis (LRA/Logit)
The dependent variable in reality is not just two levels; so (Johnsen, & Melicher,
1994) had introduced the Multinomial Logit analysis in the area of corporate financial
distress prediction. Recently (Tsai, 2012 and Almonayirie & Dubey 2014) had
compared MN-Logit and Bi-Logit, where the MN-Logit is useful when we have more
than two health/unhealthy categories (failed, slightly failed and non-failed) or
unavailability of failure database as in the Middle East generally.
The MN-Logit generic equation as following:
Prj= Max (P0j to Pij)
P0j = 1/ (1+ (e ^ Y1j) +...+ (e ^ Yij))
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Pij = (e ^ Yij) / (1+ (e ^ Y1j) +...+ (e ^ Yij))
Yij = Ai0+Ai1*X1+Ai2*X2+…+Ain*Xn
Where:
Prj the Logit output for corporate/FI (j) (the probability of health) represents one of
(i+1) categories
Yij the equivalent to MDA score
(X1 to Xn) set of explanatory variables
(Ai1 to Ain) are regression coefficients and Ai0 is the intercept of Yij (logistic
function per each class except the reference class)

UAE Studies
The concerning UAE banks, prediction models and crisis effects are:


Al Zaabi, 2011, investigated the emerging market (SME) Z-score model
(Altman's Z-Score) to predict bankruptcy major Islamic banks in the UAE, the
main concern that Z-score is built based on the US data and for non-financial
corporate.



The first model for UAE banks is introduced by Zaki et al.,2011, explored the
best statistical method for assessing the probability of financial distress and
covering period of 2000-2008. But the model can't be applied on any data out
site the sample; where the failure records absence obligates the research to put
unhealthy symptom criteria threshold based on the median value.



The authors of this paper (Almonayirie & Dubey, 2014) had introduced the
second approach, as a dual-classification scheme (both Regression Analysis:
Multinomial and Binary), where this paper is utilize the Multinomial Regression
Analysis results and dissect the Islamic banks only.

Research Methodology
The Sample
According to the UAE Central Bank (mid of 2014), the UAE had 51commercial banks,
of which 23 are national banks and the remaining 28 are foreign banks. The main
sample will be 23 financial institutions (14 in Abu Dhabi and nine in Dubai) (16
conventional banks, four Islamic banks and three firms) which represent listed national
financial institutions (according to banking sector that declared by UAE Securities and
Commodities Authority), The main sample observations will consist of financial ratios
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that extracted from the financial reports (annually basis) of which published in UAE
stocks URLs (Abu Dhabi Securities Exchange and Dubai Financial Market),covering a
nine-year span (2005-2013), which includes pre and post period of recession.

As this paper is concerning about Islamic Banks and due to the data volume, 8
observations will be added to the main sample to increase the validation sample.

The Dependant Variable and Moderating Variables
The research is utilizing statistical method (MN-Logit) as (Almonayirie & Dubey,
2014); in order to diagnose the financial health in banking industry. The dependent
variable is financial health probability, contrary of the most of literature that seeking to
represent the distress probability.

Based on (Zaki et al.,2011) , (Lee et al., 2003) and (Abou El Sood,2008): the
financial institution is considered healthy if and only if the whole moderating variables
(unhealthy symptoms) are positive (net operating cash flow, net operating working
capital+ total loans and EBITDA). According this criterion, the data is divided into
eight categories, one healthy and seven categories for unhealthy cases. Where the FIs
are considered as financial corporate (Almonayirie & Dubey, 2014)

Table I MVs and DV Relation
Classes

Net Operating Cash
Flow

EBITDA

Net Operating Working Capital +

Target

Total Loans

Output

Class 8

Positive

Positive

Positive

Healthy

Class 7

Positive

Positive

Negative

Unhealthy

Class 6

Positive

Negative

Positive

Unhealthy

Class 5

Positive

Negative

Negative

Unhealthy

Class 4

Negative

Positive

Positive

Unhealthy

Class 3

Negative

Positive

Negative

Unhealthy

Class 2

Negative

Negative

Positive

Unhealthy

Class 1

Negative

Negative

Negative

Unhealthy

The Independent Variables
The independent variables are only accounting information (financial ratios) based on
CAMEL+C Model (Capital Adequacy, Assets Quality, Management Efficiency,
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Earning Ability and Liquidity Volatility plus Cash Flow Stability). (Almonayirie &
Dubey, 2014)

According to the literature in banking, banking supervision has been
increasingly concerned due to significant loan losses and bank failures from the 1980s
till now, (AIA,1996), (UFIRS, 1997) and (FIRS, 2009)

In the light of the banking crisis in recent years worldwide, CAMEL is a useful
tool to examine the safety and soundness of banks, and help mitigate the potential risks
which may lead to bank failures, (Dang & Stenius, 2011) and (Kumar et al., 2012).
Cash flow ratios which have predictive power will be used too (Mazouz et al., 2012).
The below table has been constructed after reviewing studies (Shaffer, 2012), (Prasada
et al., 2012), and (Hong & Wu, 2013), in different settings.

Table II: The IVs
C

Capital Adequacy

1

Capital Risk

Total Equity / Total Assets

2

Equity Capital to Total Assets

Total Capital / Total Assets

3

Advances to Assets

Total Loans / Total Assets

4

Debt Ratio

Total Liabilities / Total Equity

A

Assets Quality

5

NPLs to Total Equity

Provisions for Loans / Total Equity

6

Provisions for Loans Loss Ratio

Provisions for Loans / Total Loans

7

Total Credit To Total Net Assets

Total Loans / (Total Assets - Total Loans)

M

Management Efficiency

8

Profit Margin to Gross Income

9

Efficiency Ratio

E

Earning Ability

10

Return on Assets (RoA)

Net Profit / Total Assets

11

Return on Equity (RoE)

Net Profit / Total Equity

L

Liquidity

12

Customer Deposits to Total
Assets

Net Profit / Gross Income
(Operating Expenses + Depreciation Provision Loss) / Gross Income

Customer Deposits / Total Assets

13

Loans to Deposit

Loans to Customer / Customer Deposits

14

Current Ratio

Current Assets / Current Liabilities

C

Cash Flow Ratios
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15

Cash Flow to Sales

Net Cash Flow / Gross Income

16

Cash Flow to Current Liabilities

Net Cash Flow / Current Liabilities

17

Cash Flow to Liabilities

Net Cash Flow / Total Liabilities

18

Cash Flow to Assets

Net Cash Flow / Total Assets

Research Hypotheses
After collecting the total sample, Multinomial Logit model is created by using IBMSPSS ver. 20, and according to (Schwab,2007) guidelines, then investing the following
hypotheses verification.
Hypothesis 1:“UAE banks has attained salvation from last financial crisis”
Hypothesis 2:“UAE Islamic banks would have best interpretation of UAE baking
industry”

Testing Criteria
Basically, Table IV is testing criteria, which based on accuracy rates measures that will
be calculated after constructing the confusion matrix (Table III).

Table III: The Classification Matrix
Tested
Actual

Healthy

Unhealthy

(1)

(0)

Healthy (1)

TP

FN

Unhealthy (0)

FP

TN
N

Total Sample

Table IV: The Accuracy Rates Measures
Measure
β
CCR
Sp
NPV

Description

Calculation

Type II Error (the costly one)

FN / (FN+TP)

Correct Classification Rate

(TP+TN) / (TP+TN+FP+FN)

Specificity

TN / (TN+FP)

Negative Predictive Value

TN / (TN+FN)

F1(Se,

Harmonic Mean between Recall and

PPV)

Precision (Positive Predictive Value)

MCC

Matthew's Correlation Coefficient

(2*TP) / ((2*TP)+FP+FN)
((TP*TN)-(FP*FN)) /
√(TP+FP)*(TP+FN)*(TN+FP)*(TN+FN)
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Kappa

2*((TP*TN)-(FP*FN)) / (N*(FP+FN))+(

Cohen's Kappa Coefficient

2*((TP*TN)-(FP*FN)))

Where:


N is referring to the total sample (observations).



TP is True Positive: refers to number of correctly classified healthy FI.



TN is True Negative: refers to number of correctly classified unhealthy FI.



FP is False Positive: refers to number of incorrectly classified unhealthy FI.



FN is False Negative: refers to number of incorrectly classified healthy FI.

Results
After collecting the sample and calculating the MVs, the following Table V is showing
obtained sample structure. And as following tables, the sample has not have category
number 5 (Cat. 5), also most of year 2008 observations due to negative net operating
cash flow (16 observations) and Cat.4 has the highest existing (30.37% of the total
sample).

Out of the total 199 financial institution 91 firms are in unhealthy situation
overall close to 54% of the firms are in the state of good health. Obviously the year
2008 (the recession year) has the highest rate of unhealthy observations. After building
the MN-Logit, the overall CCR is 77.89% with validation accuracy rate 75.71% and
the statistically significant driving financial ratios are: Debt Ratio (Total Liabilities /
Total Equity), Total Credits to Total Net Assets (Total Loans/ (Total Assets-Total
Loans)) and Cash Flow to Sales (Net Cash Flow / Gross Income).

Table V: The Total Sample (By Years)
2005

2006

2007

2008

2009

2010

2011

2012

2013

Total

Cat.

1

0

0

0

0

1

0

0

0

0

1

0.50%

Cat.

2

1

0

0

1

0

1

1

2

0

6

3.02%

Cat.

3

0

0

0

1

0

0

1

0

0

2

1.01%

Cat.

4

8

7

5

14

0

8

8

3

6

59

29.65%

Cat.

5

0

0

0

0

0

0

0

0

0

0

0.00%

Cat.

6

0

2

3

2

4

2

4

2

2

21

10.55%

Cat.

7

0

0

0

0

2

0

0

0

0

2

1.01%

Cat.

8

10

10

13

3

16

13

10

17

16

108

54.27%
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Total

19

19

21

21

23

24

24

24

24

199

52.63%

52.63%

61.90%

14.29%

69.57%

54.17%

41.67%

70.83%

66.67%

Table VI: The Total Sample (By Groups/Types)
Dubai (10)

Abu Dhabi

Financial Firms

Islamic Banks

Conventional Banks

(15)

(3)

(4)

(16)

Cat.

1

0

0.00%

1

1.47%

0

0.00%

1

1.47%

0

0.00%

Cat.

2

4

5.88%

2

2.94%

0

0.00%

1

1.47%

5

7.35%

Cat.

3

1

1.47%

1

1.47%

0

0.00%

1

1.47%

1

1.47%

Cat.

4

20

29.41%

39

57.35%

10

14.71%

12

17.65%

37

54.41%

Cat.

5

0

0.00%

0

0.00%

0

0.00%

0

0.00%

0

0.00%

Cat.

6

18

26.47%

3

4.41%

4

5.88%

13

19.12%

4

5.88%

Cat.

7

1

1.47%

1

1.47%

1

1.47%

0

0.00%

1

1.47%

Cat.

8

24

35.29%

84

64.12%

9

37.50%

14

33.33%

85

63.91%

68

131

24

42

133

H

24

84

9

14

85

D

44

47

15

28

48

Table VII: The Model Measures
Out-

In-Sample w/o

In-

Entire The

Sample

Outliers

Sample

Sample

N

49

139

150

199

TP

21

78

78

99

TN

16

37

37

56

FP

9

19

29

35

FN

3

5

6

9

12.50%

6.02%

7.14%

8.33%

CCR

75.51%

82.73%

76.67%

77.89%

Sp

64.00%

66.07%

56.06%

61.54%

NPV

84.21%

88.10%

86.05%

86.15%

77.78%

86.67%

81.68%

81.82%

52.84%

64.14%

53.70%

56.52%

MN-Logit

Type II
Error

F1(Se,
PPV)
MCC
Kappa

51.24%

62.59%

50.82%

54.43%

Table VIII: The MV Existence
2005

2006

2007

2008

2009

2010

2011

2012

2013

Total
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NOCF

9

7

5

16

1

9

10

5

6

68

NOWC+TL

1

2

3

3

5

3

5

4

2

28

EBITDA

0

0

0

1

3

0

1

0

0

5

Table IX: The Islamic Banks Sample

Ca
t.
Ca
t.
Ca
t.
Ca
t.
Ca
t.
Ca
t.
Ca
t.
Ca
t.

2005

2006

2007

2008

2009

2010

2011

2012

2013

1

0

0

0

0

1

0

0

0

0

1

2

0

0

0

1

0

0

0

0

0

1

3

0

0

0

0

0

0

1

0

0

1

4

2

0

0

2

0

2

2

2

2

5

0

0

0

0

0

0

0

0

0

6

0

1

2

1

2

1

3

2

1

7

0

0

0

0

0

0

0

0

0

8

1

2

2

0

2

2

0

2

3

3

3

4

4

5

5

6

6

6

33.33

66.67

50.00

0.00

40.00

40.00

0.00

33.33

50.00

%

%

%

%

%

%

%

%

%

Total

Total
2.38
%
2.38
%
2.38
%

1

28.57

2

%
0.00

0

%

1

30.95

3

%
0.00

0

%

1

33.33

4

%

4
2

Table X: The MVs Existence of the Islamic Banks Sample
2005

2006

2007

2008

2009

2010

2011

2012

2013

Total

NOCF

2

0

0

3

1

2

3

2

2

15

NOWC+TL

0

1

2

2

3

1

3

2

1

15

EBITDA

0

0

0

0

1

0

1

0

0

2

Table XI: The Correct Classification Frequencies Distribution of the Islamic Banks Sample
0%-

15%-

60%-

14.99%

59.99%

100%

2005

0

2

2006

0

2007

0

Healthy

Healthy

Unhealthy

0

1

1

50%

0

1

1

0

100%

0

2

2

0

100%

Percentage
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2008

0

3

0

0

3

0%

2009

1

0

2

2

1

67%

2010

0

3

2

2

3

40%

2011

1

2

0

0

3

0%

2012

0

2

1

2

1

67%

2013

0

1

1

2

0

100%

The model has been created and the correct classified sample that resulted from
the model which is similar to the origin one and the financial health probability
frequencies distribution that represent the entire-sample correct classification. Tables
are reflecting the story of the last crisis:


According to (Zaki et al.,2011) UAE Central Bank and the UAE government
interfered in order to support the unhealthy banks and it is obviously from fake
health status in years 2006,2007 and 2009 and this support couldn't overcome
the recession year 2008.



Years 2010 and 2011 is a transition period from recession and unhealthy status
to steady state status with moderated financial health probabilities.



By years 2012 and 2013, the first hypothesis is accepted as the results are aimed
to that where the distribution had returned back to be advocate like year 2005,
the healthy one.



The second hypothesis is not accepted where the Islamic Banks have the lowest
health percentage. It returns back to the MVs, more than 50% of observations
that have negative net working capital plus loans has been obtained from Islamic
Banks, this variable represent the FI functionality.



Dubai's FIs had been affected more than Abu Dhabi's FIs during the financial
crisis



Nine from twelve healthy correct classified observations of Islamic Banks have
probability greater than 60% and seven from twelve unhealthy correct classified
observations have probability less than 15%.

Conclusion
The results find that UAE banking industry has attained salvation from the crisis,
specially last two years 2012 and 2013 furthermore the research represents model with
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accuracy rates exceeds 80% and the statistically significant financial ratios are (Debt
Ratio, Total Loans to Total Net Assets and Net Cash Flow to Gross Income). The
second hypothesis is rejected as the Islamic Banks have the lowest health percentage
and it depends on the MVs criteria. The method aims to ascertain the maximum entropy
from crises situation. This paper is a descriptive paper, aims to make an inquiry about
the financial health of the few selected financial institutions in UAE after recession of
2008 that hit hard the regions and economies across the globe.

Future Work
From the results and conclusion, the future work could be as the following:


Adding symptoms (e.g. equity change and retained earrings); to reduce the MVs
aggressiveness which appears in Islamic Banks case.



Using quarterly basis observations to articulate the seasonality effect and
increase the accuracy rates



Create models for each bank class (Commercial banks, Islamic banks, ...etc)



Applying "Neuro-Logit" (Almonayirie, 2015) as an innovative Logit and trying
to reduce the Logit limitations too.
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Appendix: The Coefficients of the Model and the Fitting Tests
Table A

Category

IVs

B

Sig.

-3.956

.394

VAR00004

.058

.914

VAR00007

-1.360

.221

VAR00015

-5.602

.001

Intercept

-7.282

.122

VAR00004

.378

.456

VAR00007

.091

.920

VAR00015

-4.033

.018

Intercept

-1.639

.086

VAR00004

.065

.640

VAR00007

.322

.079

VAR00015

-3.215

.000

Intercept

-2.793

.011

VAR00004

.597

.001

VAR00007

-2.109

.003

VAR00015

-.186

.653

-9.828

.113

VAR00004

.161

.834

VAR00007

1.027

.044

VAR00015

.561

.763

Intercept
2.00

3.00

4.00

6.00

Intercept
7.00

The reference category is: 8.00.
Table B
Effect

Likelihood Ratio Tests
Chi-Square

df

Sig.

Intercept

17.689

5

.003

VAR00004

16.175

5

.006

VAR00007

28.618

5

.000

VAR00015

71.100

5

.000

Table C Pseudo R-Square
Cox and Snell

.604

Nagelkerke

.692

McFadden

.450
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Islamic Environmental Ethics
Riham R. Rizk
Durham Business School

1.0 Introduction
In recent years critical and interdisciplinary research has significantly challenged the
predominantly technical and a-political view of business and accounting. This has led
to growing consensus that the most valuable insights are gained from studying practices
in the organisational and broader social settings in which they operate, i.e. their cultural
context. The environmental challenges facing businesses today, however, respect
neither political nor religious boundaries. As such, the development of a ‘Universal’
environmental ethic (see Nasr, 1992; Callicott, 2001) must be correspondingly
multicultural. It is because environmental problems cross cultural boundaries that
coordination and coherence is needed among global sustainability agendas and
initiatives. A prerequisite to coordination is understanding and appreciation of ‘the
Other’ (see Said,1997; Kamla et al, 2006) potentially leading to a better understanding
between Islam and the West and helping avert the threatened ‘clash of civilisations’
(Williams and Zinkin, 2010; Dsouli et al, 2012). This paper aims to contribute in that
vein.

When applied to the natural environment, a lack of awareness and
understanding of Shari’ah prescriptions, is not limited to the West. Empirical studies
of Muslim majority countries (e.g. Rice 1999, 2006; Nasr, 2003; Hamed, 2005) find
low levels of environmental awareness in general and even lower levels of the use of
the environmental ethics of the Shari’ah in environmental movements, despite evidence
of an important association between tradition or religiosity and pro-environmental
behaviour in both the private and public spheres (Rice, 2006). For the Islamic world as
a whole, however, a lack of confidence in governments to provide solutions to
environmental issues is noted as they are seen more part of the problem than the solution
(Hamed, 2005; Rice, 2006). Many of these same governments have faced varying
degrees of civil unrest since the dawn of the Arab Spring in early 2011. Revolutionary
calls for bread, freedom, social justice and the search for solutions beyond government
further motivate this piece.
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On the 20th anniversary of the Rio Earth Summit, we aim finally to make a
critical contribution to widening debates on the social and environmental role of
organisations; in particular Islamic Financial Institutions (IFIs) who claim Shari’ah
compliance as the base of their legitimacy.

Drawing throughout from key Islamic texts and relevant prior literature, the
structure of the paper is to elaborate and discuss key principles of relevance and
delineate an Islamic environmental ethic there from. Exploring implications for the
operations of self professed Islamic institutions, we conclude with recommendations
for further conceptual and empirical investigations into the green credentials of Islamic
organisations.

2.1 The Origins of Islamic Ethics and Guiding Principles
The Shari'ah, wherein Islamic ethics are embedded, has four sources: a) the Qur'an,
which expresses the work and will of Allah; b) the Sunnah, the body of customs and
practices based on the words (hadiths) and deeds of Muhammad (pbuh) and elaborated
on by scholars; c) Islamic law, which draws on the first two sources and is solidified by
consensus of the jurists; and d) an individual's own conscience when the path has not
been clarified by the first three sources (Lubis, 2000). Additionally, interpretive
jurisprudence (ijtihad) and deduction by analogy (qiyas) are mechanisms argued to
offer necessary flexibility to address the changing needs of dynamic societies.

In a seminal investigation of the principles underpinning Islamic social and
economic life, Naqvi (1981) identifies four elements considered by many scholars to
be key aspects of the Islamic approach in matters of human life and interaction (e.g. AlQaradawi, 1985, 2000; Beekun, 1997; Rizk, 2006; Kamla et al, 2006; Rizk, 2008a;
Williams and Zinkin, 2010). The four principles of Tawheed (unity), responsibility,
equilibrium and free will are discussed below.

Tawheed-Unity
Most discussions of the phlosophical pllars of Islamc Shari’ah begin with the principle
of Tawheed. Unity is understood to have two interrelated meanings in Islam. First and
foremost, the oneness of Allah: the universe is a connected whole, with Allah standing
as a unifying principle outside of creation. Implicit herein is the equality ‘of all of
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creation in the worship of their Creator and the respectful recognition of the
interdependency and interconnectedness between all (Lubis, 2000). An individual finds
his or her place in the whole through an acceptance of the Qur’anic prescriptions that
reference and govern social behaviour and interaction.
Despite consensus of Islamic scholars on the centrality of the Tawheed
principle, little has been written on the epistemological methodology of Tawheed and
its
application to modern organisations. One notable exception is the growing literature on
the corporate governance of IFIs (e.g. Chopra, 1992; Choudry and Hoque, 2004).

Balance-Equilibrium
Stemming from the concept of Tawheed, equilibrium is first noted as balance in nature,
with all God’s creations understood to be in balance, having been created in a measured
way : ‘Verily, all things have We created in proportion and measure’ (Quran 54: 49).
The equilibrium principle is further understood to be all encompassing. Social existence
requires the maintenance of a balance between many, often conflicting needs and
desires, e.g. those of the individual and those of the community; balance between
religious knowledge and engagement in practical worldly affairs; balanced patterns of
consumption, etc. The equilibrium should ‘not be transgressed at any level, whether at
that of the harmony of nature or in the spheres of human justice, morality or commerce
. . . the principle of balance, measure and moderation is all-pervasive . . .’ (Hobson,
1998, p. 41 as cited in Lubis, 2000). The property of equilibrium therefore is more than
a characteristic of nature; it is a dynamic characteristic that each Muslim must strive for
in his/her life. In an organisational setting, it would manifest in decisions regarding
balance of stakeholder interests (Beekun and Badawi, 2005), economic pursuits and
social goals, etc.

Trust and Responsibility
Responsibility stems from a recognition that accompanies self-consciousness. Humans
are responsible, as khalifah, (expanded on in the proceeding section) for the care of the
Earth as vicegerents of God. This entails a broader understanding of the concepts of
human trust and responsibility, inseparably linked in Islam. Personal responsibility is
seen to be realized in the function of intellect or aql (reasoning). In all circumstances,
the onus is on Muslims to act in accordance with their understanding (itjihad):
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Truth is to be found in growing into an understanding of the teachings and
practice of Islam, and the power of al Aql (the intellect) via the application of
reason is the path prescribed for that growth. The rational, knowing part of the
soul links man to Allah; the truth of this link is what forms the being of humans
(Naqvi, 1981).

Free Will
The Islamic understanding of free will concerns the power to act. Such a conception of
free will is conditioned by recognition that each person has a limit, so a person’s power
to act is limited by that person’s capacity. The personal limitations of each human being
are that person’s manifest destiny. The individual human task is to seek to achieve this
upper limit. The doctrine of human responsibility is formulated in terms of power, not
of freedom; it is capability to do, not freedom to choose; it is of capacity to do what is
required, not the freedom to decide for oneself what is desirable or right, as that is
already known in the Qur’an and in conventional understandings of Shar’iah law.
Individual responsibility is determined according to how far one can move along a
predestined path.

These guiding principles, argued to be the core of the Islamic model, have
numerous implications for corporate behaviour. The proceeding discussions apply and
expand on the principles with reference to key Islamic sources and relevant prior
literature.

2.2 Guardianship of the Planet
In the Qur’an, Islam’s primary authority in all matters of individual and communal life,
as well as theology and worship, and in the teachings and example of the Muhammad,
preserved in a literary form known as hadith, there is much with which to construct an
authentic Islamic environmental ethic. The Qur’an tells of an offer of global trusteeship
that was presented by God to the Heavens, the Earth, and the Mountains (Quran 33:72),
who refused to shoulder the responsibility out of fear. Humankind seized the
opportunity and bore the “amana” (trust), but were “unjust and very ignorant” but were
guided by God through mercy in bearing the responsibility of the amana. The Qur’an,
however, is clear that Allah is the ultimate holder of dominion over creation (e.g., 2:107,
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5:120), and that all things return to Him (24:42) and are thus accountable each in their
own ways.

In Islamic thought, it is believed that Adam, the progenitor of the human race
and Islamic prophet-was appointed khalifa or guardian of the planet Earth. By
extension, every man and woman inherits the power and responsibility in relation to the
planet and all its life forms. “We have honoured the children of Adam and carried them
on land and sea, and provided them with good things, and preferred them greatly over
many of those we created” (17:70). A khalifa is one who inherits a position or trust,
holding it responsibly and in harmony with its bestower. He does not violate the trust.
The verbal root of khalifa is khalaf, which means, “He came after, followed,
succeeded”. Ironically, it can also mean ‘be at variance with, offend against, violate or
break a rule, command or promise’ as depicted in the following Quranic verse:

And lo! Your Sustainer said to the angels: Behold, I am about to establish
upon earth a khalifa. They said: Will you place on it such as will spread
corruption and shed blood whereas it is we who extol your limitless
glory, and praise you, and hallow thy name? Allah answered: Verily, I
know that which you do not know (2:30).
Of the nine times the word khalifa and its plural are found in the Qur’an; seven
times it is used in conjunction with the prefixed fi’-al-ard- or “on earth” . In each case,
it refers to a person, people, or humanity in general, to whom God has entrusted part of
His power on earth. The term has been variously translated into English as a successor,
deputy, viceroy, and trustee or steward (Lubis, 2000, Kamla et al, 2006). In light of this,
it is unsurprising that in Islamic thought, humanity is not thought of as a mere friend of
the earth but rather, its guardian (Al-Qaradawi, 2000). Although we are equal partners
with everything else in the natural world, we have added responsibilities. In this
context, a concept unique to man is amana or trust. Allah offers amana to the heavens,
to the earth, to the mountains - to the rest of creation - who all refused; only mankind
was foolish enough to accept it.
“Verily, We did offer the amana to the heavens, and the earth, and the
mountains; but they refused to bear it, yet man took it - for, verily, he has always
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been prone to tyranny and foolishness” (33:72).

A trust entails one who entrusts and a trustee. Allah offered the trust to man, the
trustee who accepted the responsibility. Man accepted the amana by choice and relative
free will - and gained thereby the capacity to live for good or evil. As khalifa on earth,
man must fulfil that trust placed on him by God, by acting justly in accordance with
God’s laws, or be false to that trust and perpetuate tyranny and injustice against God’s
earth and His creation.
“For He it is who has made you khalifa on earth, and has raised some of
you by degrees above others, so that He might try you by means of what
He has bestowed on you. And thereupon We made you Their khalifa on
earth, so that We might behold how you act (6:165).

This is confirmed by part of a hadith, in which Prophet Muhammad is reported
to have said: The world is sweet and green, and verily Allah has installed you as khalifa
on it in order to see how you act. The privilege of humankind’s stewardship of the earth
comes with a profound responsibility for the protection and care of other living species,
considered by the Qur’an to be “peoples or communities” (ummas; 6:38). The Prophet
is reported to have said: All creatures are God’s dependents and the most beloved to
God, among them, is he who does good to God’s dependents.

Islamic community principles and broader notion of accountability are therefore
suggestive of a system of informing and disclosing to the Umma that is explicitly
orientated to the public interest (Istislah), here seen integral to the safeguard and
cultivation of the environment. This has inevitably, and often in vane, lead researchers
to expect high levels of pro-environmental behaviour and disclosure on the part of self
professed Islamic institutions (e.g. Haniffa, 2001;.Maali et al, 2005; Haniffa and
Hudaib, 2007). These principles also have wider governance implications due to the
overlap with notions of stewardship.
2.3 The Environmental Crisis in the Qur’an
The Qur’an paints a picture of a khalifa who is a trustee on earth responsible and
accountable for his conduct towards his fellow humans, creatures, and the Earth itself.
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Created to serve and worship God, by acting in harmony with God’s laws, thereby
fulfilling His trust and gaining His pleasure. Abusing God-given power and or violating
the laws or trust bring only destruction and severe loss in the afterlife.
The consequence of violating the trust is attested to in the Qur’an through the
frequent recounting of the histories of the people of ‘Ad and Thamud. Both were
powerful tribes in their respective times and lands: ‘Ad was “endowed abundantly with
power” and Thamud were “settled firmly on earth” - who having arrogantly abused the
power given to them by Allah were destroyed by an environmental catastrophe. Strong
parallels between these stories and the contemporary organisation – so firmly settled on
Earth and truly endowed with devastating power– can be drawn; with particular
reference perhaps to financial institutions during the most recent global financial crisis.

As a social creature, man has both ecological and biological needs for water,
food, shelter, community and nature, similar to all other living creatures on earth. As
such, needs to utilise the earth’s resources to secure these basic needs. There are clearly
potential conflicts of interest between spiritual and material needs, man and nature, man
and man. In this regard, numerous references in the Quran remind humanity to the
observe the balance:
“The All-Merciful has taught the Qur’an. He created man and He taught
him the explanation. The sun and the moon to a reckoning, and the stars
and trees bow themselves; and heaven - He raised it up and set the
balance. Transgress not in the balance, and weigh with justice, and skimp
not in the balance. And earth - He set it down for all beings, therein fruits
and palm trees with sheaths, and grain in the blade, and fragrant herbs.
Which of your Lord’s bounties will you deny?” (55:1-12).

It is a test of the amana that humankind passes on to future generations these
resources. There is no Qur’anic sanction of the use by one group of people over
another, so that no power may control the resources of the Earth for its own sole use.
All peoples, as well as all other creatures on the planet, have an equal right to benefit
from these resources. Similarly, all future generations have an equal right to God’s
bounty (Al-Qaradawi, 2000). The use of the earth’s resources ought to be in
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accordance with our material and spiritual needs, the needs of all other creatures, now
and in the future, so that we do not jeopardise the planet itself. These and other basic
tenants of sustainable development can be found in the teachings of Islam.
“And you devour the inheritance (of others) with devouring greed” (89: 19). A crime
not without its consequence.. Muhammad (pbuh) is reported to have said: If any one
deprives an heir of his inheritance, Allah will deprive him of his inheritance in Paradise
on the Day of Resurrection.

In contrast to basic human instincts, Islam also preaches moderation and
preservation. On moderation in all things the Qur’an reads: For, the true servants of the
Most Gracious are they who ... whenever they spend are neither wasteful nor niggardly,
but remember that there is always a just mean between these two extremes” (25:63).
“And We have willed you to be a community of the middle path” (2:143). “

In the sayings and practices of Muhammad (pbuh), Muslims find the
embodiment of Qur'anic guidance. In another hadith, Muhammad (pbuh) urged the
active pursuit of moderation: Practice moderation, and if you can’t practice it perfectly,
then strive towards it as far as possible. Thus, ideally, all actions should be guided with
the spirit of moderation: from consumption and production, to the use of natural
resources. For moderation is balance, and it’s opposite disturbs this balance: “And the
sky has He raised high, and has devised (for all things) a balance, so that you (too, O
men) might never transgress the balance: weigh, therefore, (your deeds) with equity,
and do not upset the balance! (55:7-9). These principles of moderation, balance and
conservation are the core of sustainable development and provide a framework for
discernment, without which there would arguably be no limits to waste, extravagance
or greed both individual as well as corporate.

This raises serious questions regarding the compatibility of large scale
construction projects, industry concentration of funding, risk management practices and
other operations of IFIs with the true spirit of the Shari’ah and the principles of balance
and moderation.
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2.4 Islam and Nature
Throughout history, Muslim scholars developed legislation regarding animal rights,
urban growth, bodies of water, forests, wildlife, land use, and other aspects of the
management of Earth’s finite natural resources (see Izzi Dein, 1990; Nasr, 1992; Lubis,
2000). At the height of Islamic civilisation, laws required the establishment of
conservation areas within which development was strictly prohibited in order to
safeguard natural resources. These areas often bordered wells, rivers and canals to
protect water sources from pollution. Additionally, pastures, woodland, wildlife and
forests could not be privately owned or monopolized as they were deemed public
property to be managed by the state for the common good of all. There are numerous
reported hadiths on reforestation and land reclamation, for example:
“If a Muslim plants a tree or sows a field and men and beasts and birds eat
from it, all of it is charity on his part.'; Whoever plants a tree and diligently
looks after it until itmatures and bears fruit is rewarded. Whoever brings dead
land to life, that is, cultivates wasteland, for him is a reward therein” ; “When
doomsday comes, if someone has a palm shoot in his hand he should plant it.”
(see Muslim, 2000).

The world is undoubtedly more complex now than it was over fourteen hundred
years ago when the industrial revolution had not yet taken place and the earth's
resources not yet strained to current levels. Certain Islamic environmental laws
formulated at the height of Muslim civilization may now appear inadequate and
simplistic. The challenge for modern Islamic scholars will be to illuminate the
ecological principles of the Qur'an as they apply to contemporary environmental issues
(Izzi Dein, 1990; 2000; Lubis, 2000). "Corruption has appeared on land and sea as an
outcome of what men's hands have wrought: and so He will let them taste the evil of
some of their doings, so that they might return to the right path. " states Qur'anic verse
(30:41), implying destruction of the natural environment follows from immoral and
unethical use of natural resources. Climate change has been argued in this light as the
earth’s attempt to regain balance following the human assault against it (Al-Qaradawi,
2000; Lubis, 2000).

Muslims envisage heaven as a beautiful garden, described in numerous verses
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in the Qur’an, where the saved will enjoy the company of generations of devoted
servants who have been similarly rewarded with a blessed afterlife. If life on Earth were
preparation for eternal life in heaven, then the care and protection of the natural
environment would seem appropriate training for the afterlife. Whether one plants a
tree or invests in an environmentally sound way of life for the sake of her/hisposterity,
serving Allah through stewardship reflects His guidance, mercy and generosity
described throughout the Qur’an.
“Do you not observe that God sends down rain from the sky, so that in the
morning the earth becomes green?” (22:63).

The colour green is regarded by numerous scholars (e.g. Al, Qaradawi, 2000;
Kamla et al, 2006) as the most blessed for Muslims and, together with a profound sense
of the value of nature, provides a charter for a green movement that could become the
greatest force yet known in Islamic history, a “green jihad” appropriate for addressing
the global environmental crisis (Afshari, 1994).

Beyond specific accounting applications noted in the growing literature on
disclosure (e.g. Kamla et al, 2006, Arsalan, 2007; Haniffa and Hudaib, 2007; Dusuki,
2008) and governance (e.g. Cone, 2003; Lewis, 2005; Rizk 2008b; Safieddine, 2009),
the centrality of the Shari’ah concern for the environment would lead us to expect the
same of organisations claiming to be Shari’ah based or compliant. Rather than mere lip
service to minimal environmental initiatives, as suggested by empirical evidence (e.g.
Haniffa, 2001; Maali et al, 2005; Rizk, 2006; Haniffa and Hudaib, 2007) a more
prominent role in core business operations is envisaged with environmental impact
assessments featuring as key lending criteria. Economic activity is governed by the
halal - haram code and is tempered or restricted in the wider interests of society.
Incumbent on the Islamic organisation is a duty to not only protect the environment
from harm through its own policies and processes, but an added obligation on IFIs as
financiers of new projects. Implicit in the Islamic injunction to ‘command right and
forbid wrong’ (see Cook, 2001) is a duty on IFIs to proactively seek out and encourage
green projects, not merely abstain from funding environmentally detrimental ones. In
other words, an affirmative corporate environmental agenda that moves from mitigating
harm to reinforcing corporate strategy through environmental developments and social
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progress (Porter and Kramer, 2006). Given the geographical concentration of IFIs and
their prominent stakeholders, funding for initiatives in renewable energy sources, for
example, could contribute greatly to the economic sustainability of the Middle East in
the post oil era; a key but as yet under addressed regional concern. In taking on
functions traditionally the domain of governments, a more robust conception of the role
of private enterprise is herein embraced.

3.0 Concluding Remarks
“God has created the world and the universe perfect in proportion,
measure and balance as a life-supporting system. (67:3,4). All the elements
in the universe are interdependent and connected, and have a value to each
other, over and above their value to humans; for humans need the earth in
order to exist, but the earth has no need for humans (40:57). Indeed the
earth and what it contains is a means of subsistence for all creatures, not
only for humans” (15:19,20).

These verses stress the fact that each single element in the environment plays an
essential part in the sustenance, maintenance, and preservation of the whole. In other
words, the function of all created things is to serve creation itself, i.e. all created things
have an ecological function. A further function of creation is to service humans. God
has passed the whole of creation to humans by virtue of the trust placed on them
(45:13). In summary, all creation has a hierarchical function or value: An inherent value
as things-in-themselves; an ecological value as integral parts of the whole; and a
utilisation value to humans. The whole of creation - being the work of one Originator works within a defined pattern. Another verse in the Qur’an refers to the heavens and
the earth as extensions of God’s throne, further reinforcing the idea that creation was
designed to function as a whole. Each of its complementary parts, including humanity,
plays its own self-preserving role, and in so doing supports the rest.

Qur'anic verses describing nature and natural phenomena outnumber verses
dealing with commandments and sacraments. Of more than 6,000 verses, some 750, or
one eighth of the Book, exhort believers to reflect on nature, to study the relationship
between living organisms and their environment, to make the best use of reason and to
maintain the balance and proportion God has built into His creation. The earth's
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resources land, water, air, minerals, forests are available for humanity’s use, but these
gifts come from God with certain ethical restraints imposed on them. We may use them
to meet our needs, but only in a way that does not upset ecological balance and that
does not compromise the ability of future generations to meet their needs. The Islamic
approach to the environment is holistic. Everything in creation is linked to everything
else; whatever affects one thing ultimately affects everything. Man was created from
the essence of nature and so is inextricably bound to it.

Because of its ability to think and and reason, humanity has been made trustee
or steward of God on earth. Nature is created on the principle of balance, and as steward,
it is humanity's responsibility to ensure that our actions do not disrupt this balance.
Stewardship invests humans with a moral responsibility in safeguarding God's creation.
Stewardship requires that humans learn to live in harmony with, rather than work
against nature. Man can detect God's "signs" in all the natural phenomena that surround
him and should, therefore, observe them better to understand "God's way," the Qur'anic
term for "laws of nature". Thus "in the change of the wind" , "in the succession of night
and day", "in the mountains towering above the earth”, “in the hives of the bees and
the flight of the birds, " in the springs that gush forth from within the earth”, "in the
water that comes down from the sky, giving life to the earth after it had been lifeless,"
"in the wonder of the seed," ", and numerous other Qur'anic verses, God reminds
humanity that there are "messages for those who reason and think ".

Every created thing has inherent value, an ecological value, and a utilisation
value for humankind both as spiritual sustenance and material resource. Humankind’s
rights over nature are rights of sustainable use based on moderation, balance, and
conservation; future generations have a similar and equal right. Nature’s rights over
mankind include protection from exploitation, degradation and destruction. Greed,
affluence, extravagance, and waste are considered tyranny against nature and a
transgression of those rights (Lubis, 2000). The Qur'an teaches that human need cannot
justify transgressing the equally legitimate needs of other species. "Mastery of nature",
with its implied one-sided benefits for man, is a concept foreign to Islam. Inherent in
Quranic teaching is the notion that ecology is farsighted economics; that in the deepest
sense, ecology is religion (Denny et al., 1998b; Rizk (2008b).
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With an estimated $700 billion in assets under management, and annual sector
growth of 10-12%, in many ways IFIs have become ‘too big to ignore’ (Imam and
Kangni, 2010). The global rise in Islamic capital markets necessitates a more critical
understanding of the values underpinning the Islamic economic system. Developments
in social and environmental responsibility have arguably only come from increased
societal and stakeholder pressures (see Gray et al, 1996; Porter and Kramer, 2006; Rizk,
2006). Perhaps it is time to start asking some difficult questions of the environmental
standards of organisations flying an Islamic flag. If there is to be a ’green jihad’, then
IFIs need to be on the front lines. As stakeholders in the global village, it is also
incumbent on us all to file in behind them.

It is hoped that in the true spirit of Islam, this contribution encourages debate,
reflection, understanding, Ijtihad and a greater sense of individual and collective
responsibility for our planet.
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Religion, Culture and Organizational Behavior
Nabil Baydoun
Hamdan Bin Mohammed Smart University, UAE

Our understanding of the relationship between national or societal culture and
organizational behavior has improved immeasurably since the latter part of the
twentieth century. So much so that most managers these days would recognize its
potential significance for their day-to-day work, although they would probably have
more difficulty specifying how precisely cultural influences might manifest themselves
in their organizations, or how to accommodate such influences in their management
practices. There are many possible reasons for this. One is that the knowledge generated
by social science researchers takes time to be converted into sufficiently understandable
forms for it to percolate down to practitioners. Another is simply that, despite the
considerable advances made in recent years, in certain settings our ability to construct
comprehensive and compelling accounts of societal culture is limited by the usually
Western scientific frameworks which are brought to bear on the subject, that is, by our
theoretical frames of reference or our world views.

A significant omission in many Western discussions of culture is religion.
Perhaps because in the West religion has been in decline for fifty years or more and
scientific rationality has been in the ascendancy (e.g., Argyle & Beit-Hallahim, 1975),
Western-inspired research on culture has tended towards measurable scientific
dimensions which can be used as benchmarks within and across cultures. Among the
most widely received examples are the dimensions devised by Hofstede (1980) which
attempt to measure a culture’s preferences concerning authority, uncertainty, gender
roles, collective behavior and ‘Confucian dynamism’(Hofstede & Bond, 1988). From
the many empirical studies that have been done using such dimensions, we now know
that societies differ widely on these factors and that this knowledge is highly relevant
to the understanding and management of organizations (e.g., Hickson & Pugh, 1995).

In societies where religion no longer features prominently in the national
psyche such dimensions may be sufficient for a reasonable picture of societal culture
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to be constructed. On the other hand, in societies where formal religion is ascendant
and constitutes a significant part of people’s lives and the meanings they attach to
them, as is the case in virtually all Islamic societies, then the Western approach is
deficient. In the Islamic Shari’ a there are no, or few, distinctions made between the
state and society. The institutions of the state and of religion are one, and are therefore
more powerful and all-embracing in their effects on culture and meaning. Islam is
therefore not just a religious institution. It is inseparable from all of the affairs of
believers. Religion and culture go hand in hand. It has been argued that religion can
provide insight into the behavior of individuals in a society, and that understanding
religion in an important component of understanding the culture of a nation. The
connection between religion and culture in general has been discussed by Gilkey
(1981, p. 20)
“…every society has a religious substance which it shares and expresses in all aspects of its
cultural life and in which we participate insofar as we are member. Culture and religion have always
been closely interrelated. Every religion expresses itself in the form of its cultural settings, and culture
reflects a “religious substance,” that is, exists out of an ultimate point of view or sets of beliefs”.

Religion is all pervading (Cambridge History of Islam, 1979). Its tenets provide
much of the foundation for the legal systems of governance as well as for the moral
codes which guide individual and group behavior. It follows from this that Western
discussions of national governance are deficient for similar reasons (e.g., Blunt, 1995;
UNDP, 1995b, 1996b; World Bank, 1993, 1994).

In such settings, accounts of culture (or governance) which consist only,
or largely, of secular scientific dimensions such as those mentioned above are
merely skeletal. They lack the richness and depth necessary to approach a full
understanding. Moreover, we suggest that knowing about both the secular and
the religious aspects of Islamic cultures adds more to our understanding than
just the sum of the constituent parts.

Accordingly, in this article we set out a number of Islamic religious tenets which
have a clear bearing on organizational behavior. In so doing, we of course recognize
that the extent to which Islamic religious tenets are followed will vary considerably
between individuals. However, our argument is that in Islamic societies such influences
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will be more pronounced and therefore of greater significance for organizational
behavior than in other settings.

Islamic Percepts of Business Ethics
While Islam is not alone among religions in the references it makes to businessrelated matters, it is distinctive in the extent to which its percepts address directly and
in detail the conduct of business. As we demonstrate more fully below, Islam makes
specific mention of such questions as interest, property ownership, profit, and
speculation.

Islam is unusual also in the strength of its directives concerning the desirability
of community-oriented, as opposed to individualistic, behavior. Islam is unequivocal in
its advocacy of the welfare of the group over the individual and the merits of long term
investments in social capital over short-term returns to the individual. This feature of
Islam anticipates the emergence in Western social philosophy of a stream of thinking
which is increasingly critical of open market approaches to economic management
which emphasize monetary growth at the expense of other, more qualitative, aspects of
the quality of life. In the West, this line of thinking has been fueled by the weight of
evidence in the industrialized countries which demonstrates that, despite continued
GDP growth, real incomes for the vast majority of workers have actually fallen over
the past twenty years and income disparities between rich and poor have increased. For
example, in the 1980s in the USA all of the earnings growth accrued to the highest paid
20% of the workforce - an astonishing 64% of this went to the wealthiest 1% of the
population. At the same time, the income of the average Fortune 500 chief executive
officer increase from 35 to 157 times that of the average worker (Thurow, 1996). This
is a world-wide phenomenon - for example, in Brazil the income share ratio between
the highest and lowest 20% of income earners are about 32 to 1; in Panama the ratio is
30 to 1; and in Guinea-Bissau it is 28 to 1 (UNDP, 1996a). The cynical view would be
that it is only since this ‘chicken’ has come home to roost (in the West), however, that
these issues have been accorded the attention that, for some time, they have deserved.

Islamic religious percepts are clearly antithetical to the doctrines of capitalism,
whose currents are seen by Islamic states to threaten the social, cultural and religious
fabric of their societies. As suggested above, it is becoming increasingly apparent in
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the industrialized countries that these are legitimate concerns - in addition to the already
mentioned reductions in wealth for the majority, massive and irreversible damage to
the environment is powerful testament to this. Indeed, the resurgence of Islam coincides
not just with the collapse of communism, but also with a growing sense of the
limitations for sustainable human development of unfettered markets and, possibly,
capitalism itself.

The coincidence of these developments, and the fact that in many ways Islam
promotes the very things that are seen to be deficient in capitalism, adds another
dimension of interest to the study of Islam. Our discussion in this paper of Islamic
percepts of business is therefore both a description of them and implicitly, an analysis
of their compatibility with the latest Western thinking concerning such notions as
sustainable human development and ‘ruthless’ growth (UNDP, 1996a; UNDP, 1996b).
The tenet of social responsibility in Islam motivates business people to act ethically in
their day-to-day activities. In these circumstances, the business conduct of followers
should be based on true, just and fair principles. For instance, information disclosed
about companies’ activities and their impact on society at large must be accurate,
complete, reliable and free of bias and it must reflect equitable treatment of the parties
involved (see also Mawdudi’s, 1986)

The practice and conduct of the followers of Islam ought to be based on the
Islamic Shari’ a and its ethical norms. The importance of religion in Muslim societies
and the recent resurgence there, suggests that the impact of religion on behavior should
not be ignored. Failing to recognize the importance of religion in these societies may
lead to false evaluation of the determinants of organizational behavior as if these are
neutral and transcend cultural and religious boundaries.

The unique characteristics of an Islamic society shape much of the conduct of
organizations within that society. For instance, organizations must be established with
the objective of serving both the owners and the society at large. All its operations must
be in accordance with the Islamic Shari’ a. It must not deal with anything that comes
under the heading of unfair trading (see also Baydoun et al. 1999). It must be
transparent to all the parties involved. Its accountability goes beyond the owner(s). All
people involved are accountable to God for what they are entrusted with (see below).
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For Islamic organizations the Islamic Shari’ a must be their reference point from which
all past, current and future practices are derived and tested.

Islam brings with it a certain world view and a set of ethics (Gilkey, 1981).
This creates a distinctive perception which followers attempt to fulfill during the
course of their life times. While other cultural factors may undergo changes as a
result of economic and political influences the fundamentals of Islam do not change
and envelope all aspects of life (Abdullah and Siddique, 1986). Therefore, high
morals are central to Islamic business conduct. This differs from the Western attitude
towards business ethics which adopts the position of a would-be honest individual in a
basically corrupt world (Gambling and Karim, 1991).

Abdel-Magid (1981) argued that the corporate reporting environment in the
Muslim World is characterized by political, economic and social forces different to
those found in the west.

The Place of Business and Commerce in Islam
Commerce is afforded a highly honored place in Islam10, so much so that how
it should be conducted, that is, what is lawful (halal) and what is prohibited (haram) is
laid down in Islamic Shari’ a (Hamid et al., 1993). The strong interest in commerce,
and its legitimacy, stem from the fact that the Prophet Mohammed was himself a
successful businessman (Luqmani, Quraeshi & Delen, 1995). Moreover, “(He) was
reported to have exhorted His followers to take up a variety of economic activities,
including trade, farming, horticulture, and animal husbandry” (Arif, 1991). This fact
clearly adds considerable religious weight to the principles governing the conduct of
business people.

Governing principles of commerce and business in Islam are derived from three
major sources. Of paramount importance is the Qur’an which, among other things,
requires followers to keep proper records of their indebtedness: “Believers, when you
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contract a debt for a fixed period, put it in writing. Let a scribe write it down fairly....and
let the debtor dictate, not diminishing the sum he owes” (Qur’an, 2: 282). The Qur’an
prohibits interest (riba), waste and avarice, and all activities that might be included
under the heading ‘unfair trading’ (e.g., Qur’an, 2: 282; 2: 275; 9: 34 & 35). Islam also
requires the payment of zakah11 which is based partly on wealth and partly on profits
derived from trading (Qur’an).

The second source of guidance is the Al-Hadith, which contains the teachings
of the Prophet Mohammed. The third is the Jurisprudence, or the judgments of Muslim
jurists on issues not specifically regulated by the Qur’an or Al-Hadith. These sources
make up Islamic Shari’ a, or law.

Interest (riba)
One of the strongest Islamic tenets is that the charging or receipt of interest is
strictly forbidden. Wealth should not be used to generate interest. The grounds given
for this include reference to the undesirability of the concentration of wealth in the
hands of a minority and associated concerns about the possible negative effects on the
disparities between rich and poor (Tomkins & Karim, 1987).
The Qur’an (2: 275) is unrelenting in its condemnation: “Those that live in riba
shall rise up before God like men whom Satan has demented by his touch; for they
claim that riba is like trading. But God has permitted trading and forbidden riba”.
Interest is also forbidden “because the potential for a borrower to invest money and
earn a profit introduces an unacceptable speculative element into the business
undertaking...Injustice is presumed to arise wherever there is a guaranteed and fixed
return to one party (in this case the lender), but an uncertain and variable return to the
other (the borrower)” (Hamid et al., 1993, p. 143).

The prohibition of interest is partly due to its violation of the principle of social
justice which underlies all economic activities in Islam. There should be no reward
without effort. Reward derived solely from interest based transactions is therefore ruled
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out. It is unacceptable because it entails a transfer of wealth from the economically
weak to the economically strong leading to a concentration of wealth in the hands of
rich and economically powerful people (Baydoun and Willett, 2000). The prohibition
of interest has become the central factor, distinguishing Islamic banking from
conventional banking. The operation of Islamic banks relies on the profit and loss
sharing concept which effectively transforms these banks into equity-based firms (see
also Gambling and Karim, 1986).

The implication of the prohibition of riba in Islam is that the profit and loss
sharing concept becomes central to forms of business organizations. ‘Justice is the
sharing of risk and the fair division of gains and losses’ (Hickson and Pugh, 1995, p
192) Gains and losses should therefore be borne equally by the parties involved in
business deals. Also, the prohibition of interest is expected to encourage money owners
to contribute to economic activities. This is encouraged in Islam as it promotes the
accumulation of wealth through hard work (e.g. Gambling and Karim, 1991; El-Ashker,
1987): ‘the essence of Islamic finance is that money should be used to some productive
purpose, and that investment activity should be in the forms of a partnership; in which
the provider of capital as well as the entrepreneur, shares in the risks and rewards of a
venture. According to this approach, money must not be treated as a commodity; it
must be used productively, and not simply feed on itself.

In an Islamic economy the alternative to interest bearing instruments are the profit
sharing instruments which incorporates mainly Mudarabah (profit sharing with
cooperation) and Musharakah (equity participation). The abolition of interest, the
institutions of Mudarabah and Musharaka, the institution of wealth tax, Zakat, and the
elimination of waste, israf constitute the minimal number of instruments needed for
the Islamic economy.

Profit and the Accumulation of Wealth
The accumulation of wealth per se is acceptable in Islam - indeed encouraged so long as it is put to uses which result in acceptable forms of economic development.
Islam considers the search for lawful earnings to be a ‘bounden duty’ (Qur’an 3: 174).
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Economic development in the Islamic sense of the word is growth characterized
by equity and justice. It is a community wide oriented growth. The Western sense of
economic growth however looks at improving the well being of the society at large as
a secondary objective (see for example Nafziger, 1990, pp 8, 9; Baydoun and Willett,
1995). From an Islamic point of view, economic development is perceived as achieving
equal distribution of wealth as well as increases in production or national income. ElAshker (1987) refers to the argument of the Fourth Successor (d.661) ‘that the optimally
just distribution of income in the process of economic development is the one in which
the increase in an individual’s wealth is not accompanied by a decrease in another’s
(Nahg-al-Balagha)’. That is the central faith of a truly Islamic economy. In this
fundamental respect the Western approach to economic development is at variance with
Islamic teaching.

Monopolization of wealth is not acceptable in Islam because it results in social
imbalance (Qur’an 59.7). The West’s concern with growth per se as opposed to growth
with equity is a clear departure from the Islamic perspective to growth where the human
side to growth is central.

Speculation and hoarding may harm economic development (e.g. Tomkins and
Karim, 1987). In Islam ‘excessive’ profit is viewed as tantamount to exploitation. This
is contrary to capitalist views, which hold that high profit levels or return on investment
indicate efficiency in the use of resources. The intent in Islam is towards moderation
and the sharing of wealth with those less fortunate. Individuals are responsible for the
well-being of the community (Luqmani, Quraeshi and Delene, 1980). Therefore, money
must be used to provide benefits that should result in betterment for the community at
large. It is stated in the Qur’an (9:34, 35) Proclaim a woeful punishment to those that
hoard up gold and silver and do not spend it in God’s cause’. The Zakah and the
Islamic law of inheritance are designed to ensure a wide and equal distribution of wealth
(Baydoun and Willett, 1997).
As stated earlier, profits and losses are to be shared justly: “Justice is in the
sharing of risk and the fair division of gains and losses” (Hickson & Pugh, 1995, p.
192). ‘Excessive’ profit is viewed as exploitation. Precise guidance as to the meaning
of ‘justice’ and ‘excess’ in these contexts is not available however. This is left to the
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judgment of the individual, his/her conscience and the person relationship with God.
Gambling and Karim (1991, p 120) states “The Shari’ a requires ‘just wages’ to be
paid, and ‘just prices’ to be charged. The just wage is whatever is necessary to maintain
the worker in an appropriate station of life, including the ability to support dependents,
and meet the liability to zakah. The just price is whatever is necessary to cover the
expected average cost of production and distribution, including just wages to
employees, just prices to suppliers, and a just reward to the proprietors.”
The principle of ‘Tawhid’ indicating ‘oneness’ with God is central to the Islamic
belief. It has been interpreted as the Unity of God and God’s creation, which is the
manifestation of God’s power in the universe. It has also been interpreted to mean
‘equality’ of all people in society. That is, the faithful should strive to create a society
based on ‘Tawhid’ that is ‘brotherhood’, ‘unity’ and social and economic ‘equality’
among all (Valibeigi, 1993).

Social Accountability
The great advantage that a religious code, actually followed, has over a secular
one is that it governs thought, intention and motivation as well as action. The fear of
God’s punishment encourages the believer to exercise ethical and moral behavior.
Indeed, the code of Islam like that of Christianity and Judaism is based, in this respect
at least, on an identical conception: ‘the all-seeing eye and all-recording hand of God,
the divine authority of the moral code, and the ultimate equalization of virtue with
happiness by post-mortem punishments and rewards’ (Baydoun and Willett, 1997,
Durant, 1959, p. 360). Islam is built upon the pillars of justice (adl) and goodness
(ihsan) whereby followers undertake to establish such justice and goodness. The
Shari’ a laws and behavior that Islam strives to realize are directed toward this end.

The decision making and accountability processes of those following the
Islamic religion are largely shaped by the Islamic Shari’ a. The Shari’ a specifies the
meaning and the way of achieving accountability. According to Shari’ a, people are
individually accountable for their actions during their lives on the Day of Judgment.
Under Islam the rights of private ownership are ultimately subordinated to God (Qur’an
6:165; 57:7). All resources available to individuals are in the form of trust. Individuals
are entrusted to what they have been given by God from goods, property, talents etc.
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i.e. they are only vice-regents to God. The extent to which individuals may use what
has been entrusted to them is specified in the Shari’ a. All possessions are held in a
stewardship capacity. As with other religions, the success of individuals in the life
hereafter depends upon their performance in this world (Baydoun and Willett, 1997,
2000). The Islamic principle of Khilafa requires individuals to be personally
responsible for what is done with the resources entrusted to them. This principle,
together with the principle of Shura, which requires them to consult with those affected
by their organizations, makes it a duty upon them to take a personal interest in the
management of their organizations. This, according to Gambling and Karim (1991, p
69) requires Muslim managers to have a hands-on, day to day approach to management.
The interests of those affected by the operation of the organization and its decisions are
safeguarded by the Islamic principles of adalah (justice) and shura (consultation). It is
the duty of those in authority to consult with the parties affected by their decisions
(Gambling and Karim, 1991, p 113).

In a business enterprise, both management and the providers of capital are seen
as being accountable for their actions or inactions both within and outside their
company. This means that the providers of finance, while benefiting from the use of
their capital must keep its use within the rules laid down in the Shari’ a. In pursuing
their economic goals individuals are encouraged, through the principle of Tazkiyah, to
work for the betterment of the ummah (the community at large). Accountability in this
context means accountability to the society or the public at large.

In this account of Islamic religious tenets having a bearing on organizational
behavior and business, we have attempted to demonstrate their significance for a fuller
understanding of the cultural environments of business in Islamic societies.
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Abstract
Like other GCC governments, Dubai’s government has been responsible for housing citizens
since the discovery of oil in the UAE in the 1960s, through both supply-side (building directly)
and demand-side (providing consumer financing or grants for home buyers) interventions.
However, The Mohammad Bin Rashid Housing Establishment's (MBRHE) lending activities
face two major challenges, namely decreased funding and lack of liquidity despite rising loan
portfolio. Simultaneously, given delays in the repayment of housing loans, MBRHE has been
observing the need for more financial planning among the UAE citizens. In this context, this
paper examines “Mathkoor” Home Saving Scheme, which MBRHE launched in response to
these challenges. Although the scheme is not sustainable without government support, it could
potentially reduce the reliance on government subsidy in addition to offering other benefits,
like promoting a saving culture, offering borrowers a larger amount of money to build or buy
a better home, and improve collection rates, because the borrowers' habits have already been
tested during the saving phase. Shedding light on this initiative is critical because ideas that
succeed in Dubai could potentially spread across the GCC region, with the potential of
alleviating some of the housing challenges faced by all GCC countries.

Keywords: Dubai, Home Saving Scheme, The Mohammad Bin Rashid Housing Establishment,
Citizen Housing, Financial Literacy

I.

Introduction

As part of their broad objective to distribute oil wealth, All Gulf Cooperation Council
(GCC) governments have dominated the delivery of housing for citizens through a
combination of noncash (land, completed housing units, and utility subsidies) and cash
housing subsidies (grants and interest-free loans), as outlined in Table 1.
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Table 1: Government Tools to Support Housing for Citizens
Countries
Bahrain
KSA
Kuwait

Noncash Subsidies
Land
Making land available for housing
either through land grants or through
developing housing communities on
allocated land.

Oman

Countries
Oman
UAE

Cash Subsidies
Cash Grants
To repair, or expand a house given
to those with limited income.

Kuwait

To rent

Bahrain

Loans
Interest free housing loans to buy,
build, repair, or expand a house,
ranging in value from USD 52,000
in Oman to USD 350,000 in Qatar
with a repayment period ranging
from 25 up to 35 years in Qatar.
(how about UAE?)

Qatar
UAE
Bahrain
KSA
Kuwait
Oman

Granted Housing
Housing grants to needy groups
including families with limited
income, families with special needs,
and
divorced,
widowed,
or
unmarried women.

KSA
Kuwait
Oman

Qatar

Qatar

UAE

UAE

Bahrain

Bahrain

Subsidized Rental Housing
Apartments developed by the
government and rented out to
eligible families at subsidized rates.
Utility Subsidies
Subsidizing water and electricity.

KSA
Kuwait
Oman
Qatar
UAE
Source: Government Housing Authorities

However, most housing authorities in the GCC are unable to meet the increased
demand for housing services associated with local population growth (excluding noncitizens) due to a combination of the following challenges:


Lack of coordination between different government entities;



Lack of clear housing eligibility and priority rules;



Budget constraints;



Limited supply because authorities are largely acting as the sole developers;



High cost of projects because value engineering tends to be absent from many
government project reviews;
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Limited legal action against defaulters, which increases the effective subsidy
cost of housing.

This has resulted in extensive waiting lists for government housing services, as
shown in Table 2. Naturally, low to moderate incomes families have been the most
impacted by the delays.

Table 2: Waiting Period/Lists for Government Housing Services
Saudi Arabia

Around 15 years for land and 10+ years for a government loan

Kuwait

Up to 8 years for a loan and 20 years for a house

Bahrain

Waiting period (how many years)? 50,000 on Ministry of Housing's waiting list

Dubai

Waiting period (how many years)?11,000 on Mohammed Bin Rashid Housing
Establishment's waiting list

Source: Government Housing Authorities

Most GCC governments are actively seeking to address the shortage in housing
for citizens through a number of measures, including:


Setting up new champions of housing, such as the recently established
Ministry of Housing in KSA and the Abu Dhabi Housing Authority;



Reforming existing policies;



Increasing governments’ production of housing;



Exploring Public Private Partnership (PPPs).

Within this context, this paper will examine the “Mathkhoor” Initiative (savings in
Arabic) launched by the Mohammad bin Rashid Housing Establishment (MBRHE) in
October, 2014. Its significance is twofold. First, beyond addressing the shortage of
housing for citizens, the initiative aims to deepen the culture of saving and financial
planning in Dubai. Second, since Dubai has pioneered many projects and policies in
the region, such as diversifying its economic base and allowing foreigners to own
property, new initiatives that prove successful in Dubai could spread to other cities in
the region.

The paper is structured as follows: How about Section I? why start with Section II?
Just call it by the title of each subtitle e.g The Lending Chakkinge (II) , which provides
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an overview of MBRHE's services and explains its main lending challenges, The
Borrowing Challenge (III), discusses the need for a stronger saving culture among UAE
citizens, Section IV examines the “Mathkoor” initiative and its significance, and finally
Section V concludes.

II.

The Lending Challenge

Like other GCC governments, Dubai’s government has been responsible for housing
citizens since the discovery of oil in the UAE in the 1960s, through both supply-side
(building directly) and demand-side (providing consumer financing or grants for home
buyers) interventions. The government also provides assistance with maintenance,
repair and expansion projects, as summarized in Table 3.
Table 3: Government’s Role in Housing for Citizens
Land & Zoning
Granted land

Supply Side

New Housing
Builds directly

Existing Housing
Maintains or rebuilds old housing

Assists citizens in
financing and resources
Demand Side

No activity

Interest-free loans

Interest-free loans and grants

Source: The Mohammad Bin Rashid Housing Establishment

In particular, MBRHE is the main supplier of houses and housing related
services. According to MBRHE's estimates, 74% of citizens from Dubai depend on
MBRHE's services. Founded in 2006, MBRHE began its operations with an initial
capital of AED 12 billion to provide appropriate housing to the nationals of Dubai
through three mechanisms: (i) developing residential communities; (ii) providing
interest free loans; and (iii) providing land and housing grants. The paragraphs below
will focus on MBRHE's lending activities to which the Home Savings Initiative is
closely related.
MBRHE provides three types of interest-free loans to all eligible12 applicants whose
monthly income ranges between AED 10,000 and AED 70,00013:
a. A maximum loan of AED 750,000 for constructing a house with an
independent contractor according to the beneficiary’s personal specifications;

12

All eligibility requirements are included in Appendix A.
13
Those earning above AED 70,000 are only eligible for a residential plot.
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b. A maximum loan of AED 750,000, for purchasing a completed housing unit
from MBRHE. Since all of the houses built by MBRHE cost at least about AED
900,000, as shown in Table 4, applicants have to cover the additional value of
the house in excess of AED 750,000 either using their own resources or by
borrowing from commercial banks.
Table 4: Range of Villa Sizes and Cost
Unit

Size (m²)

Cost (AED '000)

3 bedroom

2,675 – 4,080

869 – 1,568

4 bedroom

3,849 – 4,697

1,269 – 1,646

5 bedroom

4,800 – 5,426

1,673 – 2,009

Source: Mohammad Bin Rashid Housing Establishment

c. A maximum loan of AED 300,000 for expanding or maintaining existing
homes.
The payment duration for all types of loans ranges from 5 to 25 years depending on
the income of the applicant, as shown in Table 5. Since its establishment in 2006 till
the end of 2013, MBRHE has approved 13,076 applications14, as detailed in Figure 1.

Table 5: Loan Term Based on Monthly Salary
Salary (AED)

Monthly Installment

Loan Term (Years)

10,000 – 14,999

2,500

25

15,000 – 24,999

3,125

20

15,000 – 34,999

4,167

15

35,000 – 59,999

6,250

10

60,000 and more

12,500

5

Source: Mohammad Bin Rashid Housing Establishment

14
Not all these approvals have been executed. They may have been delayed for many reasons,
including unavailability of serviced land to build a house, delays in infrastructure, or delays in
construction.
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Figure 1: Number and Type of approved Services (2006-2013)
5,000
4,000
3,000
2,000
1,000
0
Construction
Loans

Land Grants

Loans for MRHE Government
built houses Housing Grant

Other

Source: Mohammad Bin Rashid Housing Establishment

Since only UAE nationals with a monthly income of AED 30,000 can finance a
house using loans from the local banks, as shown in Table 6, many UAE nationals turn
to MBRHE for assistance, especially public-sector workers, whose pay is typically
lower than private-sector wages. In fact, public employees represent about 60% of
MBRHE's applicants. As a result, by 2011, a total of 16,289 nationals have registered
housing applications at MRHE – roughly 36% of the total Dubai citizen households.15

Table 6: Monthly Income Needed to Finance Housing using Commercial Banks*

Monthly
Income

30% of
Monthly
Income

Amount
Allocated
to Housing
Per Year

Number
of Years
to Save 1
million
AED

Age
when
savings
reached

Loan
Value +
Profit

Monthly
Installment

Are they
able to
finance
housing?

7,000

2,100

25,200

40

60

Unable

10,000

3,000

36,000

28

48

Unable

15,000

4,500

54,000

19

39

Unable

20,000

6,000

72,000

14

34

25,000

7,500

90,000

11

31

Unable

30,000

9,000

108,000

9

29

Able

35,000
10,500
126,000
8
28
Source: Mohammad Bin Rashid Housing Establishment

Able

2,000,000

8,333

Unable

*Assumptions: Price of house is AED 1 million, start of career at 20, In case of bank
lending, the interest rate

is 5% for 20 years

However, MBRHE’s lending activities face two major challenges:

15

The total number of UAE nationals in Dubai is 180,000. Since 4 is the average household size according to
MBRHE, the total number of households is about 45,000.
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a. Limited government funding. The growing population, the rising costs per
home, and even the rising customer expectations have led to a net spend rate
much higher than anticipated when MBRHE was founded only six years ago.
The government had launched MBRHE with an initial capital of AED 12
billion, to be disbursed at a rate of AED 1 billion annually over a 12 year
period.
b.

Lack of liquidity despite rising loan portfolio. MBRHE started its business
cycle with cash from the government, and then as MBRHE has been making
loans, it has been using the cash to create assets – namely, loans receivable
from customers who have bought or built homes. Consequently, the balance
sheet has shifted from being cash-heavy to being cash-light. At some point,
however, MBRHE will run out of cash, not because it is failing but because it
has been successful, and needs to turn its loans back into cash potentially
through securitization or otherwise liquefying through a secondary-market
mechanism.

Figure 2: Distribution of Loan Portfolio by Type

Source: Mohammad Bin Rashid Housing Establishment

III.

The Borrowing Challenge

As shown in Figure 3, out of the total 8,720 MBRHE customers, 94% are overdue by
at least one payment. Even more problematic, 41% are overdue by more than 90 days,
and a handful, 14 customers, have not made a payment in 36 months.
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Figure 3: Overdue Payments to MRHE

12-18 months
3%
6-12 months
9%

3-6 months
22%

18+ months
7%

1-3

Source: Mohammad Bin Rashid Housing Establishment

The delays in payments to MBRHE are symbiotic of the need for more financial
planning in the UAE. Indeed, in June 2012, total UAE household debt was recorded
at over USD 114bn, which translates to USD 95,000 of debt per household. Strategic
Analysis, the firm which conducted the research, found that household debt was the
most prevalent with youth of the UAE, with many becoming class conscious and
indulging in luxury purchases to maintain their perceived social status. A poll
conducted by the firm showed that 60% of UAE citizens spend a quarter or more of
their monthly income on debt repayment obligations alone, posing a threat to
consumption expenditures. Further, 48% have monthly loan repayment obligations that
exceed their financial ability, eventually resulting in default (Arabian Gazette, 2013).

Similarly, according to the UAE's 2014 Savings Index, 84% of Emiratis view
their savings as inadequate for the future. Among Emiratis who save 77% of those
polled do not believe their current savings are adequate for the future, while only 3%
consider their savings 'more than enough' for their future (National Bonds Corporation,
2014).

The need for a deeper saving culture is common among GCC countries, where
welfare states with large public spending, generous subsidies, low-cost or free public
services and the provision of public sector jobs, may have created dependency on the
government as well as expectations of it. Unintentionally, such incentive schemes may
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have discouraged young citizens from taking sufficient responsibility for their own
lives.

Nevertheless, there seems to be a growing interest in savings, with 74% of
Emiratis keen on increasing their savings. In addition, general savings bank accounts
are especially popular with Emiratis and are used by 65% of them (National Bonds
Corporation, 2014).

To address the need for a deeper saving culture, the government has launched several
initiatives. For example, the UAE government launched the Debt Settlement Fund with
an initial budget on AED 10 billion to mark the 40th national day on December 2, 2011.
By March 2014, the debt of 2,700 Emiratis were settled. Under this agreement, all banks
are required to cooperate and write-off half the amount of debt that is in dispute. In
return, banks get closure on a debt that is stuck in litigation. Also, Al Etihad Credit
Bureau (AECB), the federal government company mandated to implement and operate
a credit reporting system across the UAE, has recently began issuing credit reports to
UAE citizens and residents to help individuals to understand their debt levels and have
a clearer picture of their financial obligations.

Other entities have been complementing the government's initiatives. Many banks,
including the Abu Dhabi Islamic Bank, Al Hilal Bank, Mashreq Bank, Emirates NBD,
and HSBC have launched financial literacy initiative to re-educate people in the
wisdom of being prudent through financial planning. Similarly, the Emirates
Foundation for Youth Development has launched Esref Sah (Spend Right), a financial
literacy program aimed at young people between the ages of 15 and 35 to help prevent
the next generation from being indebted.

IV.

“Mathkoor” Initiative

In this context of increasing pressure on MBRHE's budget and the need for a stronger
financial planning culture among UAE citizens, MBRHE launched the “Mathkoor”
initiative in October 2014. Although, MBRHE is the first housing agency in the region
to launch such an initiative, many other countries have been experimenting with such
schemes for a long time.
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Origin of home savings schemes
Home savings schemes originated in 1775 with the establishment of Kettley's Building
Society in Birmingham primarily in response to the need for urban housing in growing
cities as workers flocked to cities to meet the growing demand for factory jobs created
by the First Industrial Revolution16. Skilled workers with high incomes were looking
for home ownership opportunities amidst rising real estate prices and their inability to
meet the down payment and repayment conditions of traditional lenders (Mason, 2001).

People joined these societies by subscribing to shares in regular monthly
installments, which made them all part owners. Periodically, the society held a lottery
to see who would receive a loan to buy a home. Members who received the loan, had
to make their monthly payments in addition to an added interest on the loan, as
illustrated in Figure 4. In turn, the interest and any fines and initiation fees constituted
a profit distributed to the members of the building society as dividends. The building
society typically terminated their operations when all members had taken out loans and
repaid their loans (Mason, 2001).

Over the years, the terminating model became unattractive as societies began to
pay interest to investors who did not require a home as they gradually became financial
institutions that received additional funding from the government and trustees and took
in savings and paid out interest to savers while using the funds to lend members directly
to build or buy their homes, thus replacing the terminating model (Whitehead, 2008).

16

England's previous experiences with land buyers and friendly societies set the stage for Building
Societies. In the early 17th century, merchants with excess capital formed land buyers' societies in the
English Midlands, where they bought large plots of land that they subdivided and sold directly to farmers,
who up until then where renters from British elites. Later on, in the late 1600s, the Friendly Society
movement appeared in British Midlands, where working-class men and women made regular
contributions to a common fund to help cover the costs of old age, sickness or the aid of widows and
orphaned children (Mason, 2001).
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Figure 4: The Four Stages of the Savings Scheme

Source: The Association of Private Bausparkassen.

As their number grew, the government continued to heavily regulate building
societies through constraining their activities to building and owning homes, restricting
their ability to distribute profits, intervening in setting the interest rate below market
(Whitehead, 2008).

In the deregulated financial market after 1980, building societies were
integrated more closely into the overall financial system, while remaining highly
specialized mutual institutions. By 2010 over 1,700 societies existed with more than
600,000 members and assets in excess GBP 75 million. However, the number of
building societies in the UK has since then decreased to about 51 due to demutualization
and mergers, as a result of asset impairment and decreased lending resulting in the
aftermath of the financial crisis (Eurofound, 2010).

As building societies in the UK evolved, their basic concept gradually spread to
another parts of the world, as illustrated in Table 7. Naturally, each country adapted the
basic ideas of the system to suit its specific economic, cultural, and legal context.

Table 7: Founding of Building Societies in Different Countries
Country
Great Britain
USA
Australia and New Zealand
Germany
Brazil
Austria
France

Year
1775
1831
1840
1885
1904
1925
1928
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Denmark, Norway, Sweden, Belgium, Netherlands
Croatia
India
Romania
China
Source: German Bausparkassen, 2010

1939
1998
2001
2004
2004

Application in Dubai
MBRHE launched “Mathkoor” (savings in Arabic) in October 2014 in cooperation with
National Bonds Corporation PJSC, a Sharia’a compliant saving corporation that allows
citizens and noncitizens to purchase national bonds. The initiative will be fully rolled
out in two phases. During first phase lasting till March 2015, the Mathkhoor service
will be optional, after which it will become mandatory and a prerequisite for accepting
loan applications. Subscribers to the service are required to make a monthly payment
of AED 2,500 to a saving account at the National Bonds Corporation. Mathkhoor saving
scheme funds are calculated without the inclusion of interest for the subscribers or
interest on the borrowers. The product is Sharia compliant and offers the following
incentives to subscribers instead of interest:
a. Their application will be given priority, and applicants will be fully aware of
the progress of their application and the date of major milestones in the process;
b. The option of a bigger loan;
c. A longer MBRHE loan repayment tenure.
The followings are the four major steps of the application process:
a. Applicants submit a Mathkoor application to the National Bonds Corporation;
b. The National Bonds Corporation reviews the application based on MBRHE's
eligibility criteria outlined in Table 8;
c. Applicants make monthly contributions to the scheme through direct salary
deductions, automatic withdrawals from account, or automatic withdrawals on
the credit card.
d. After 3 to 5 years the applicant receives the loan, including any additional
rewards. For example, those who contribute AED 2,500 per month for 5 years,
receive the amount they saved, AED 150,000, in addition to a maximum loan
amount of AED 800,000 to be repaid over 25 years, instead of the standard AED
750,000 loan to be paid over 25 years.
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Table 8: Mathkoor Initiative's Eligibility Criteria
Applicants must fulfill the following criteria:
 Hold a UAE passport;
 Be younger than 60;
 Be married;
 Be an employee of a public or private company with a salary ranging between AED 10,000
and AED 70,000;
 Neither the applicant nor their spouse had previously benefited from the Dubai or the federal
government housing services;
 In addition to the above criteria, Emirati woman applicants must have been married to their
non-Emirati husband for at least five years and have at least two children with passports
issued by the Dubai government;
 In addition to the above criteria, divorced women must prove their marital status and custody
of their children;
 In addition to the above criteria, widows must prove their marital status and support for their
children;
 Applicants can submit their application without fully meeting the above criteria provided
they fulfill this criteria at the time of loan disbursement.

The initiative will achieve the following main objectives:
Providing subscribers with several options: First, they will be able to exit the
saving program or settle the loan early without any penalties. Second, after repaying
their loan, subscribers could reenroll in Mathkoor, after a specified period of time, to
save for a repair and maintenance loan. Third, those who participate in the saving
program will be better off when it is their turn to receive their free interest loan, since
they will receive the money they saved in addition to the loan amount, which will enable
them to buy or build a better house.
Reducing reliance on government subsidy: Mathkoor will create an annuitystyle cash inflow to match MBRHE's need to make annuity style cash outflow
payments. As Figure 5 shows, based on a monthly installment of AED 2,500 to
Mathkoor and a loan value of AED 750,000 plus the AED 30,000 saved by the
subscriber at the end of each year, Mathkoor funds could reduce reliance on government
subsidies by 4% annually, resulting in a cumulative reduction of 40% by end of year
10.
Moreover, among the applicants for the AED 750,000 housing loan, 25% of
them could be financed by the saving scheme itself starting from the sixth year and this
percentage could increase to a maximum of 67% when the program matures and the
first batch of borrowers start exiting after fully repaying their loan, as illustrated in
Figure 6.
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Figure 5: Accumulated Percentage of Subsidy Reduction Using Mathkoor
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Figure 6: Percentage of Loans that could be Financed by Mathkoor
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Improving financial literacy: By forcing applicants to save, the initiative will
encourage applicants to manage their finances, plan ahead, and become active members
in managing their housing needs.
Improving the collection rate: Moreover, the initiative will improve MBRHE's
collection rate since subscribers will be tested for their seriousness in repaying their
housing loans by passing the saving filter.

V.

Major Challenges

Despite the above discussed advantages, the initiative faces two major challenges:
It is financially unsustainable without government funding. Given that the
product is Islamic and does not charge interest, there will always be a need for
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government funding in the current form of the program. However, as discussed above,
the level of government funding is decreased from the current 100% level.
Are citizens ready to commit to a saving plan? Although one of the major
objectives of the program is to improve financial literacy and planning among citizens,
their commitment to this saving program remains to be seen, given that novelty of the
scheme.

VI.

Conclusion

As discussed above, in its most basic form, Mathkoor initiative promised to deliver
many benefits to MBRHE and its clients. Moving forward, the saving scheme could be
commenced when a new Emirati child is born and parents encouraged to make deposits
on behalf of their children, with a match from the government. Alternatively, savings
scheme could be funded through employers' payroll deductions, to enable employees
to accumulate assets, including down payments for housing through employer assisted
saving scheme.

However
complement

they

other

evolve,

recent

to

innovative

be

effective

MBRHE

saving

initiatives

schemes
such

as

will
loan

outsourcing and early repayment discount, in addition to the future loan
securitization program. These demand side initiatives coupled with supply
side initiatives, such as engaging private developers and expanding the range
of

housing

offerings,

will

undoubtedly

improve

MBRHE's

efficiency,

develop in the customers the positive habits of self-restraint and respect for
property, and will hopefully be replicated by other housing authorities in the
region.
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Appendix A

MBRHE's Housing Loans Eligibility Criteria

The monthly income of the applicant should not be less than AED 10,000;

The house should be utilized within three months from the date of handing over to the
applicant;

The borrower may act jointly with his first degree relative (wife, husband, son, father
or mother);

Conditions for male applicants:
- Married, whatever his age is; or
- Single, 21 years at least.

Conditions for female applicants:
- Married to a UAE national and holding a passport issued from the emirate of
Dubai;
- Widow with children, who can provide court-certified proof that she supports
the children;
- Divorced with children, who can provide court-certified proof that she
supports the children;
- Widow or divorced and without children, provided that:
Three years have passed since the death of her husband and her age is not less
than 35 years;
Three years have passed since the divorce from her husband and her age is
not less than 35 years;
Once or both of her parents are deceased and she has no house to
accommodate her.
Housing Grants Eligibility Criteria:

Beneficiaries of housing grants include low-income families, divorced women and
people with special needs;

The monthly income of the applicant must be less than AED 10,000, excluding the
wife's income;

All other eligibility criteria are the same as those for housing applicants.
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Appendix B
Sample Properties Developed by MRHE
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Abstract
Corporate governance is a crucial issue that is being addressed widely by regulators and
capital market participants around the world. The global financial crises emphasized the
important role of boards of directors in managing risk. Theoretically, it can be argued that
good corporate governance implies good risk management. Different corporate governance
codes indicate that effective risk management is one of the main responsibilities of board of
directors. However, the evidence from prior studies that examined the relationship between
corporate governance characteristics and risk management is mixed.
The current study aims to contribute to the literature by providing empirical evidence from
banking sector of the association between risk management and corporate governance
characteristics namely role duality, board size and percentage of nonexecutives. It uses data
from financial institutions in the Gulf countries over the period from 2003 till 2012. Non
parametric regression; Quantile; and panel data analysis have been used to test the hypotheses
and the proposed model. Overall, our findings suggest that role duality and board size are
negatively associated with the risk management. On other hand the percentage of non-executive
members on the board was found to be insignificant.
Keywords: Corporate governance, risk management, Islamic and conventional banks, GCC
countries.

1.

Introduction

Corporate governance is a crucial issue that is being addressed widely by regulators and
capital market participants around the world. The global financial crises emphasized
the important role of boards of directors in managing risk. Theoretically, it can be
argued that good corporate governance implies good risk management. Different
corporate governance codes indicate that effective risk management is one of the main
responsibilities of board of directors. The issue of corporate governance and risk
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management have received great attention in financial institutions. However, while
much of the focus in corporate governance literature has been on corporate governance
systems in highly developed countries, there has been much less discussion of corporate
governance institutions in emerging capital markets (Mueller, 2006). One of underlying
questions in this regard is about the appropriateness of western concepts and systems;
such as codes of corporate governance, in developing countries.

The expression corporate governance carries different interpretations and its
analysis also involves diverse disciplines and approaches (Keasey et al., 2005).
Corporate governance is the system by which business corporations are directed and
controlled. The structure of corporate governance identifies the rights and
responsibilities of corporate participants and specifies the rules and procedures for
making decisions on corporate affairs. In addition, corporate governance ensures that
all major stakeholders receive reliable information about the value of the firm and
motivates managers to maximize firm value instead of pursuing personal objectives
(Luo, 2005). Anand (2005) points out that the concept of corporate governance
continues to expand and suggests that a more appropriate definition of corporate
governance includes additional components such as disclosure of board composition,
including the number of independent directors on the board; composition of various
committees of the board; and separation of chair of the board and CEO.

It is generally accepted that risk management practices need to be supported by
good corporate governance practices especially in complex industries such as banking.
Generally, risk management is considered as one of the key aspects of corporate
governance and the ultimate responsibility of effective risk management is held by the
board of directors. Without direct support and involvement from the board it is
impossible to make risk management effective (Abdul Rahman et al. 2013). The boards
of several banks were blamed for inefficient risk management practices before and
during the financial crises (Ingley and Walt, 2008).

Furthermore, Islamic finance model has some features that differentiate it from
the traditional finance model. Among these features are risk sharing and risk pooling.
It might be thought that such characteristics make the Islamic finance model less risky,
this thought may be enhanced by the evidence from the literature of the superiority of
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the Islamic model during the period of financial crises. However, the International
Monetary Fund indicates that Islamic finance has its own unique set of risks which can
be equivalently risky as the conventional finance (Cihak and Hesse, 2008). Moreover,
using some risk management instruments is prohibited in Islamic banks due to Shari'ah
compliance. This suggests that Islamic banks may face more risk as a result of such
limited ability to deal with risk (Elgari, 2003). Such unique risks of Islamic finance
need more research to be well understood. Risk management in Islamic banking is still
an under-researched area of study (Abdul Rahman et al.; 2013)

Recently the risk management literature in financial institutions has been
expanded to include explanatory factors such as corporate governance characteristics
and ownership structure. While majority of studies in risk management literature focus
on banks in highly developed countries, less discussion of risk management and
corporate governance institutions has been taken place in developing countries.
Moreover, Abdul Rahman et al. (2013) indicate that there is no empirical study that
explores the relationship between governance and risk management process and the
subsequent effect on the significance of good governance on the effectiveness of risk
management practices. The current study aims to fill this gap by providing empirical
evidence of the association between corporate governance and risk management in
banks industry using sample from the Gulf countries over the period from 2003 till
2012.

The next section presents the literature review and hypotheses development.
Section 3 presents the research methodology followed by results and discussion in
sections 4. Conclusion is presented in section 5.
2.

Literature review and hypothesis development

One implication of the increasing attention to corporate governance is the growing
amount of academic research. Recently, an increasing number of studies combine two
streams of the literature, risk management and corporate governance. Tandelilin et al.
(2007) investigate the relationship between corporate governance and both of risk
management and bank performance. They provide evidence of negative relationship
between corporate governance and risk management. However, they report that the
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relationship between corporate governance and risk management is sensitive to type of
bank ownership. Moreover, bank performance was found to be negatively associated
with risk management.

In Hong Kong, Christopher and Yung (2009) conclude that banks with larger
size of board of directors and with a lower level of related-party loans tend to perform
well. The extent of related-party loans is a key consideration for effective corporate
governance practices. High levels of related-party lending may signal to the market that
the corporate governance policy of the bank is unhealthy. This will adversely affect the
reputation of the bank and damage its performance.

Cheung (2010), conclude that the quality of corporate governance appears very
significant in explaining future company returns and risk. Good corporate governance
is associated with both higher stock returns and with lower unsystematic risk and vice
versa. However, Tsorhe et al. (2011) conclude that board strength does not have
significant impact on capital risk, credit risk nor liquidity risk. They report that there is
no statistical difference between the strengths of bank boards in Ghana and that board
strength does not have significant impact on capital risk, credit risk nor liquidity risk.
Rachdi and Ben Ameur (2011) investigate the relationship between board
characteristics; performance (Return on Assets and Return on Equity) and bank risk
taking (Z-score) in Tunisian banks. They conclude that a small bank board is associated
with more performance and with more bank risk-taking, the presence of independent
directors within the board of directors affects negatively the performance, but has no
significant effect on the risk-taking, a lower CEO ownership is associated with lower
performance.

Aebi et al. (2011) argue that banks have to significantly improve the quality and
profile of their corporate governance and risk management function in order to be well
prepared to face a financial crisis.
Tarraf and Majeske (2011) investigate the relationship among corporate
governance, risk taking and financial performance at bank holding companies (BHCs)
during the financial crisis of 2008. While the paper did not find a significant relationship
between corporate governance and risk-taking level, it shows that BHCs with lower
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risk performed better than BHCs with higher risk during the crisis. The results suggest
that risk taking contributed to the financial crisis.

Ranti and Samuel (2012) report a negative relationship between board size and
bank financial performance in Nigeria. Moreover, larger board were found to be less
effective than smaller boards because increase in board’s size occurs with increase in
agency problems. The authors recommend that a smaller board size (6 and 8) for better
financial performance of banks in Nigeria.

Minton et al. (2012) indicate that financial expertise among independent
directors of U.S. banks is positively associated with balance-sheet and market-based
measures of risk. While financial expertise is weakly associated with better
performance before the crisis, it is strongly related to lower performance during the
crisis. Overall, the results are consistent with independent directors with financial
expertise supporting increased risk-taking prior to the crisis.

Ismail (2012) explores the perceptions and role of internal auditors in the audit
of risk management in Egyptian banks. The study concludes that the majority of
Egyptian conventional banks are employing a framework of risk management to
identify and manage properly the various risks. Moreover, he provides evidence of
strong association between the type of bank ownership and the quality of the risk-based
audit procedures; private and joint-venture banks have higher quality. Internal auditors
see themselves capable of playing a larger role in the audit of risk management
framework rather than outsourcing experts such as certified public accountants. If
outsourcing is employed, internal auditors prefer an independent risk management
consulting firm to audit risk management in banks.

Hassan (2013) uses a sample of 84 Islamic and conventional banks from
Bangladesh, Bahrain, Malaysia Pakistan, Saudi Arabia, the United Arab Emirates, and
United Kingdom over the period of 2006-2009 to investigate the relationship between
corporate governance and risk-taking. He conclude that the corporate governance and
financial disclosure indices emerged as the key driving forces for risk-taking for Islamic
banks.
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Abdul Rahman et al. (2013) examine the effects of governance on both risk
management process and risk management practices in addition to the impact of risk
management process on the risk management practices of Islamic banks in emerging
economies. They indicate that banks may lack experience in the effective application
of risk management.

Stulz (2014) conclude that the success of risk management in performing its
functions depends on the corporate environment and its ability to shape that
environment. However, while better risk management should lead to better risk taking,
there is no reason for a bank with good risk management to have low risk.

Quaresma (2014) analyzes the relation between the quality of corporate
governance practices and the financial performance of international listed banks. This
research concluded that there is a significant relation between best corporate
governance practices and financial performance of studied banks.
Kumah, (2014) examines the degree to which banks in Ghana use risk management
practices and corporate governance in dealing with different types of risk. The result of
the study indicated that board of directors, senior staffs and not all staff are actively
involved in risk management and the most important types of risk facing the sampled
banks are credit risk, operating risk, solvency risk, interest rate risk, and liquidity risk.

In view of the prior results the current study tests for a significant association
between corporate governance characteristics and risk management. Specifically, we
test the effect of board characteristics; namely board size, role duality, percentage of
nonexecutives, CEO turnover, gender diversity and the existence of audit committee
and risk committee. In addition we examine the association between governmental
ownership and risk management. The main hypotheses of this study are presented
below:
H1: There is a significant relationship between corporate governance and risk
management in GCC banking sector.
H2: There is a significant relationship between governmental ownership and risk
management in GCC banking sector.
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3.

Research Design

The following points show the sample, data collection, the model, the definitions and
measurement of dependent and independent variables.

Sample and Data Collection
To test the hypothesis of the current study, we use data for all banks in the gulf countries
over the period from 2003 to 2012. We collect our data from the Bank Scope data base
and the annual reports of selected banks. Originally, 102 banks of GCC banking sector
have been selected to be tested. However, we excluded central banks (6 banks) due to
the unique nature of such banks that differs from the nature of other banks. Moreover,
3 banks from Bahrain and UAE were excluded due to merger and acquisition. The final
sample consists of 90 banks with 900 observations after excluding 3 banks more due to
unavailability of required data.

To examine the association between corporate governance and risk
management, we employ the following model:
RM = β0 + β1Bsize + β2Nexc + β3Rdual + β4Audcom +β5Riskcom +
β6CEOturn + β7Gender + β8Govown + β9Banksize + β10btype +
β11Fincris + β12 ROA + ε

Dependent Variable
The dependent variable in this study is risk management (RM). We use Non Performing
Loan (NPL) as a proxy for risk management. Non-performing loan ratio (NPL) is a
ratio of non-performing loan to total loans. This ratio reflects the managerial risk-taking
behavior relative to bank’s resources. The higher NPL ratio, the more risk that bank
takes in its operations and investment. Therefore, it is recommended to keep this ratio
within acceptable level. Some central banks require banks to maintain their NPL less
than 5%, for example Indonesia. NPL is used as a proxy of risk management in previous
studies, for example Altunbas et al (2000); Tandelilin et al (2007) and Epure and
Lafuente (2012). Following the literature we use NPL ratio as a proxy for risk
management. Moreover, we use Capital Adequacy Ratio (CAR) as a second proxy of
our dependent variable; risk management.
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Independent Variables
The current study classifies independent variables into three categories the first is
corporate governance characteristics; board leadership, board composition and board
size. The second is ownership structure; governmental ownership. The third is bank
characteristics as control variables which include bank size, bank type: commercial or
Islamic, profitability, and financial crises: before and after 2008. Table (1) includes the
definition and measurement of each independent variable.

Table 1: Definition and measurement of variables
Variable
Dependent RM:
NPL
CAR
Independent
Bsize
Nexc
Rdual
AudCom
RCom
CEOturn
Gender
GovOwn
Banksize
Bank Type
Finan Cris
Roabp

4.

Definition

Measurement

Non-performing loan
Capital Adequacy
ratio

Non-performing loan to total loans.

Board size
percentage of nonexecutives
Role duality
Audit Committee
Risk Committee
CEO turnover
Gender
Governmental
ownership
Bank size
Bank type
Financial crisis
Return on Assets

The total number of the members on the board
Ratio of non-executive directors to the total number
of directors on the board.
1 if CEO is the chairman and 0 if otherwise.
1 if there is audit Committee and 0 if otherwise
1 if there is risk Committee and 0 if otherwise.
1 if it is the first year of CEO, 0 if otherwise.
1 if there is female on the board, and 0 if otherwise
1 if government owns more than 50% and 0 if
otherwise.
Logarithm of total assets.
1 if Islamic bank and 0 if otherwise.
1 if before 2008, 0 if otherwise
Net income / Total assets

Results and discussions

The current study uses STATA statistical computer package to analyze and test the
hypotheses. We use Longitudinal / panel data analysis to address the association
between dependent variable; risk management, and independent variables;
characteristics of board of directors and governmental ownership.

Descriptive Statistics
Table (2) presents the descriptive statistics of the independent variables. As indicated
in the table, the average of board size is 8.69, there is a wide range having a minimum
and maximum of 3 and 15 members respectively. The mean of the percentage of
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nonexecutive members on the board is 91% which is high. As indicated in panel B, the
mean of role duality, as a dummy variable with minimum 0 and maximum 1, is 0.04
which means that chairman and CEO in 4% of the sample are the same. Moreover, the
table shows that in 18% of the observations governmental ownership is more than 50%.
Panel B shows that 83% of our sample has audit committee and 75% of the sample has
risk committee. These high percentages can be explained by the nature of banking
sector as a regulated industry. Furthermore, table (2) indicates that 90% of boards of
our sample is dominated by male which is consistent with the culture of gulf countries.
69% of the sample is commercial banks while 31% is Islamic banks.

Table 2: Panel A: Descriptive for Regression Variables
Variable

Mean

Min.

Max.

S.D.

Skewness

Kurtosis

Board size

8.693333

3

15

1.955956

-0.17697

3.350372

Non-executives

0.913889

0.25

1

0.121388

-2.91137

14.55028

Profitability

0.101067

-1.36

0.7

0.163044

-3.25167

26.31152

Bank size

8.424833

2.49

12.81

2.311955

-0.18538

2.152578

Panel B: Descriptive Statistics of Dummy variables (N=900)
Variable
1

N
35

%
4

0

865

96

Audit Committee

1
0

747
153

83
17

Risk committee

1
0

678
222

75
25

CEO turnover

1
0

74
826

8
92

Gender

1
0

93
807

10
90

Governmental ownership

1
0

160
740

18
82

Bank type

1
0

280
620

31
69

Financial Crisis

1
0

450
450

50
50

Role duality
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However, the figures in table (2) indicate that some variables are skewed which
need more attention during the analysis process. Before running regression analysis we
started with regression diagnostic using STATA to employ a number of graphical and
numerical methods. For multicollinearity we used correlation coefficients and variance
inflation factors (VIF) with tolerance values. Table (3) provides Pearson correlation
coefficients between dependent and independent variables. In addition, the results of
VIF and correlations coefficients confirm that there is no multicollinearity. Regarding
The Variance Inflation Factor (VIF), Gujarati (2003) indicates there is no problem if
the VIF is less than 10, others suggest that that the value of 5 can be used as a rule of
thumb (Groebner et al.; 2005). In the current study, the maximum VIF is 1.46 and the
mean VIF is 1.19. Therefore, there is no an unacceptable level of multicollinearity in
the current study.

Multivariate analysis
Using several approaches is recommended to ensure that the results are not method
driven but are robust across methods. To test our model, we run three types of
regression analysis; pooled OLS, Quantile and panel data regression. Robust regression
analysis such as Quantile regression is an example of techniques that focus on
minimizing the sum of absolute residuals not the sum of squared errors as in OLS.
Contrary to the classical regressions techniques and M estimators that deal with variable
means, Quantile regression focuses on the median. It is more robust against possible
outliers; skewed tails; and heteroscedasticity (Buchinsky and Hahn,1998; and Koenker
and Hallock, 2001). The results of the three regressions methods are presented in tables
(4) and (5).
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Table 3: Pearson Correlation
Bank
CAR

Bsize

Nexc

Rdual

AudCom

RCom

CEOturn

Gender

GovOwn

banksize

Type

CAR

1

Bsize

-0.1326*

1

nexc

0.009

0.1003*

1

Rdual

-0.0522

0.058

-0.0439

1

AudCom

-0.1370*

0.2664*

0.0564

-0.0467

1

RCom

-0.012

0.0421

-0.039

-0.1915*

0.4478*

1

CEOturn

-0.1135*

-0.0275

0.0034

-0.0393

0.0601

0.0399

1

Gender

0.0634

0.1466*

0.0619

-0.0683*

0.1536*

0.0672*

0.0313

1

GovOwn

-0.0122

-0.0906*

-0.0271

-0.0935*

-0.0836*

0.0301

-0.0757*

-0.0624

1

banksize

-0.4982*

0.2398*

-0.002

-0.0748*

0.0535

-0.1237*

0.0055

-0.1525*

0.1624*

1

Bank Type

0.1924*

0.0367

0.0784*

0.1255*

-0.1303*

0.0226

-0.0089

-0.1729*

-0.1869*

-0.1031*

1

FinCris

0.0498

-0.0114

0.0256

0.0287

-0.1449*

-0.2320*

-0.2022*

-0.011

0

-0.0741*

0

FinCris

ROA

NPL

1

ROA

0.1430*

-0.0137

-0.1063*

0.0183

-0.1219*

-0.1146*

-0.1940*

0.0047

-0.0208

0.0565

0.0357

0.2292*

NPL

0.0472

-0.1161*

0.0037

-0.0486

0.1022*

0.0783*

0.0211

0.0062

0.0543

-0.3089*

0.0007

1
-

-0.013

0.019

1

* Correlation is significant at the 0.05 level (2-tailed).
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Table 4: Regression results

OLS
NPL

Coef.

Quantile
P>t

Coef.

Panel
P>t

Coef.

P>z

Board size

-0.00382

0.072

-0.00048

0.814

0.001312

0.558

Non-executives

-0.00997

0.750

-0.00890

0.769

0.012618

0.823

Role duality

-0.04938

0.016

-0.03628

0.063

-0.14039

0.000

Audit Committee

0.05844

0.000

0.00335

0.772

-0.0205

0.622

Risk Committee

-0.01860

0.076

-0.00452

0.652

-0.04302

0.204

0.00125

0.936

0.00723

0.594

-0.06413

0.000

-0.02375

0.030

0.00822

0.513

0.014785

0.613

0.03497

0.001

0.02014

0.044

0.052744

0.000

Bank size

-0.01751

0.000

-0.00970

0.000

-0.04889

0.000

Bank type

-0.00128

0.907

-0.00413

0.623

0.081815

0.000

0.00144

0.865

-0.00589

0.455

-0.02834

0.105

-0.08929

0.175

-0.07341

0.003

0.628524

0.004

0.24341

0.000

0.15579

0.000

0.688089

CEO turnover
Gender
Government ownership

Financial crisis
Profitability
_cons
R²

0.000

0.1461

Pseudo R²

0.0525

Wald chi2(12)

2457.22

Prob. > chi2

0.000

Table 5: Regression results

OLS
CAR

Quantile
Coef.

Panel

Coef.

P>t

P>t

Coef.

P>z

Board size

0.001312

0.600

0.000127

0.958

0.001312

0.558

Non-executives

0.012618

0.758

0.053053

0.141

0.012618

0.823

Role duality

-0.14039

0.000

-0.05847

0.012

-0.14039

0.000

Audit Committee

-0.0205

0.382

-0.02013

0.143

-0.0205

0.622

Risk Committee

-0.04302

0.036

-0.02513

0.035

-0.04302

0.204

CEO turnover

-0.06413

0.000

-0.02889

0.075

-0.06413

0.000

Gender

0.014785

0.565

-0.01189

0.427

0.014785

0.613

Government ownership

0.052744

0.000

0.052698

0.000

0.052744

0.000

Bank size

-0.04889

0.000

-0.02431

0.000

-0.04889

0.000

Bank type

0.081815

0.000

0.04654

0.000

0.081815

0.000

Financial crisis

-0.02834

0.046

-0.0164

0.075

-0.02834

0.105
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Profitability

0.628524

0.000

0.416732

0.000

0.628524

0.004

_cons

0.688089

0.000

0.403565

0.958

0.688089

0.000

R²
Pseudo R²

0.3381
0.1513

Wald chi2(12)

2457.22

Prob. > chi2

0.000

As shown in the table (4), there is a negative relationship between non-performing loans
(NPL) as a proxy of risk management and characteristics of corporate governance except the
existence of audit committee and CEO turnover. The three regression support that role duality
has a significant negative relationship with NPL but at different significant levels. Furthermore,
Table (5) shows that the parametric and nonparametric regressions employed in the current
study support the negative significant association between role duality and CAR as a proxy of
risk management. For the board size, table (4) shows that it was negatively significant with
NPL at 10%. However, quantile and panel data didn’t support this result. The results in table
(4) and (5) show that there is no significant relationship between the percentage of
nonexecutives on board and risk management measured by NPL and CAR. With regard to audit
committee, the results in table (4) and (5) show no significant association for the existence of
audit committees with CAR and NPL, except the pooled OLS regression which shows that NPL
has a positive significant relationship with audit committee at 1%. Moreover, table (5) indicate
that risk committee has negative significant association with CAR and NPL at 5% and 10%
respectively. This result suggests that the existence of risk committee helps in reducing NPL
and CAR and therefore highlights the role and importance of such committee in risk
management. There is a weak evidence of the association between CEO and turnover and the
gender variable. Based on the above discussion we can accept the first hypothesis of association
between corporate governance or board characteristics and risk management in financial
institutions in gulf countries. However, more research is needed to explore other factors of
corporate governance.
With regard to the second hypothesis, the results in table (4) provide evidence of a strong
positive association between the percentage of governmental ownership and risk management
measured by NPL under the three regressions employed in the current study. In the same way,
table (5) provide another evidence of a strong positive association between the percentage of
governmental ownership and risk management measured by CAR. These results raise a
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question of the risk management framework and practices in CGG banks. Based on our results,
we can accept the second hypothesis of positive association between governmental ownership
and risk management.
Furthermore, the results of table (5) suggest a strong positive association between bank
type and capital adequacy ratio (CAR). Bank type was found to have a positive significant
association with CAR; not NPL. This suggest that Islamic banks have capital adequacy ratio
higher than conventional banks.

5.

Conclusion

The current study investigated the association between corporate governance characteristics
and risk management. Specifically, it focuses on board characteristics; namely board size, role
duality, nonexecutives, CEO turn over, gender, the existence of audit committee and risk
committee. Moreover, it examined the relationship between governmental ownership and risk
management. Using sample of 900 observations from banks in The Gulf countries, the results
provide evidence of negative significant association between role duality and risk management.
The same with the existence of risk committee. However, the results suggest that there is no
significant relationship between risk management and the percentage of nonexecutives on the
board or CEO turnover. Furthermore, we found a positive significant relationship between
governmental ownership and risk management. The results suggest that Islamic banks have a
positive significant association with risk management measured by capital adequacy ratio.

The results and the limitation of the current study suggest future research to explore the
relationship between risk management and other types of ownership structure such as
institutional ownership. Future research can focus on risk management framework and practices
in Islamic banks as such banks have its own risk.
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The Challenge for Human Capital Development in Muslim
Countries: The Case of Dubai
Fadi Al Sakka
UAE University, UAE
Abstract
The United Arab Emirates (UAE) stretches from the base of Qatar’s projection into the Arabian Gulf
along the coastal area of the Arabian Peninsula to Oman, occupying a total surface area of about 83,600
sq. km. It has a population approaching 7.5 million of which about 12.5% are UAE nationals (Emiratis),
the remainder being expatriate workers from more than 120 countries worldwide. The majority of the
population are Muslims. The seven Trucial States of Abu Dhabi, Dubai, Sharjah, Ajman, Umm al
Quwain, Ras al Khaimah and Fujairah united as a federation in December 1971 to become the United
Arab Emirates, in response to the withdrawal of British military protection from the region. (United
Arab Emirates National Bureau of Statistics, 2011).
This paper presents an overview of the main challenges faced by Dubai as a Muslim country in
developing human capital especially with the increasing phenomena of establishing free zones and
attracting multi-nationals establishments. The article begins with a brief discussion of the UAE
economy, which is a country abundant in oil as a natural resource. Then the article moves its attention
to Dubai as a standalone case which has a limited natural supply of oil. This explains why Dubai
realised the necessity for economic development through diverse channels and its policy over the last
30 years of establishing strategic cluster-specific free zones. Establishing free zones requires inflow
capital characterised by Dubai’s various programs to attract foreign direct investment (FDI) as well as
building the nation’s skilled workforce. For that reason the article then embarks on providing a review
of the human capital development efforts which are taking place.
The information presented sheds light on characteristics of the education system, followed by an
explanation of the workforce structure, status in the International Innovation Index, and the country’s
Knowledge Economy Index. The article concludes that Dubai exploits the free zone notion as one of the
significant channels in building a non-oil dependent economy. However, the question remains: to what
extent do firms within the special economic zone fence contribute to human capital development and
what challenges they face in a Muslim culture. This paper hypothesis that most of the variables within
Muslim countries drive human capital development positively except the culture of avoidance and
collectivism
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1. United Arab Emirates Economic Setting: Oil and the Need for Skilled Workforce
By holding 36% of the world’s oil reserves and 18% of the world’s gas reserves, the Gulf
Cooperation Council (GCC) countries play an important role in the global economy. The GCC
countries are responsible for 20% of the world’s oil production and 8% of global gas production
(Figure 1). Most of the GCC countries generate high revenue from exporting oil and gas
reflected in a considerable growth in GDP for the past three decades (except Bahrain which
diversified its economy to become an important financial centre attracting the region’s petrodollar income). It is perceived though that fossil energy is not a sustainable resource, which
creates a challenge to oil-dominated economies. Therefore, the GCC countries began to look
for progressive ways to build their economic development to move away from an oil- controlled
economy. (Economic Intelligence Unit, 2011)
Figure (3.2) GCC Energy Outlook, Source: Economic Intelligence Unit, (2011)
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The United Arab Emirates is a major player in the GCC, due to its abundance of natural
resources. Oil revenue plays an important role as the most substantial vehicle of growth for the
last three decades. Surprisingly, debates are rising about the UAE’s exploitation of oil revenue
in long term investment rather than short term spending. Sachs and Warner (1999, 2001)
attempt to address the question of whether countries achieve or fail to receive economic gains
from their natural resources to cover the high cost of industrial advancement. By means of the
regression estimation technique, Sachs and Warner (2001) find proof of inverse relationships
between countries with rich natural resources and economic growth over the period 1970-1990.
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Empirical evidence from selected Latin American countries that are abundant in natural
resources shows non primary export is proven to be a failure in those countries, (Sachs and
Warner, 1999). On the contrary, for a period of 20 years after the discovery of a resource, these
countries witness a shift in the original economic sector demand focusing primarily on
exporting those resources to the interracial market. Sachs and Warner (1999, 2001) regard this
behaviour as a curse rather than a gift and it has been called the Dutch Disease. Countries with
the Dutch Disease tend to grow slower than poorly resourced countries. This can be attributed
to the low level of backward and forward linkage of natural resources to various existing
economic chains. Other reasons include the common observation that countries spend the
revenue generated on infrastructure and the service sector rather than investing in long term
sectors such as manufacturing. This induces also the low concentration on domestic human
capital development since there is no need for technical know-how required for creativity and
innovation (Research and Development). Although data is not available, but based on
observation and common ground, Sachs and Warner (1999) cluster the GCC countries under
the same group as Latin American countries which are highly dependent on natural resources,
concentrate on the service sector rather than manufacturing, are dependent on imported
technology and sophisticated products, and whose policy makers give low priority to domestic
human capital development.
The UAE’s gross domestic product (GDP) climbed to AED 992.805 billion in 2009
(AED is pegged to US$ at a rate of US$ 1= AED 3.68). Table 3.1 shows that non-financial
corporations played an important role by contributing 92.22% to the total GDP and 63.29%
excluding crude oil and natural gas revenue. This is followed by the financial corporations and
government services sectors contributing 7.24% and 4.82% respectively. Oil and gas obviously
stays at the top of the economic sector with its share of 28.93% followed by wholesale, retail
trade and repairing at 13.45%, construction 11.81%, real estate 10.75% and manufacturing
10.11%.. Abu Dhabi and Dubai are the two main emirates, Abu Dhabi the heavily oil dependent
emirate contributed 60.08% in 2009 with almost half of its domestic GDP (48.74%) generated
from fossil energy. Although Dubai was the second major contributor to the national GDP in
2009 at 29.63%, most of its domestic GDP comes from the wholesale and retail trade and
repairing services at 32.48%, (UAE National Bureau of Statistics, 2011).

171 | P a g e

Figure (1) United Arab Emirates Gross Domestic Product (GDP) in AED billions
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UAE Gross domestic product (GDP) at constant 2000 market prices.
Source: United Arab Emirates National Bureau of Statistics, (2011)

As a GCC member country, the UAE employs every effort in establishing various
economic sectors to support the economy. Economic data indicates that the UAE achieved
substantial growth in GDP between 2000 and 2010. GDP increases on average 7.73% from
AED 257.979 billion in 2000 to an estimated AED 504.788 billion in 2010. The UAE attempts
to afford its population a social welfare structure which is not only the best in the region but is
also comparable to many developed countries in the world. GDP per capita has increased from
USD 21,680 in 2000 to an estimated USD 39,980 in 2010. The UAE population having a high
GDP per capita enjoys a variety of products and services imported from all over the world. This
issue creates substantial challenges to the UAE as highly dependent on imported products and
technologies and spending a significant portion of its national income on them, (Economic
Intelligence Unit, 2011)
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Table (1): Gross Domestic Product by Economic Activity and Emirate, 2009 (Million AED),
Emirate
Sectors

Abu
Dhabi

Dubai

Sharjah

Ajman

Umm Al
Ras Al Fujairah
Khaimah
Quwain

Total

Sector
Contribution
to GDP

Non-Financial Corporations Sector
- Agriculture, Livestock and Fishing
- Mining and Quarrying:

563,156
5,953
274,494

264,489
435
5,422

53,479
1,145
6,608

12,425
200
0

1,838
206
0

12,344
1,032
973

7,880
610
1,086

915,611
9,581
288,583

92.22%
0.97%
29.07%

* Crude Oil and Natural Gas

274,494

6,605

0

0

685

0

287,206

28.93%

0
5,490
317
2,009

0
208
120
107

288
3,436
696
461

1,086
1,491
253
825

1,377
100,345
23,818
117,270

0.14%
10.11%
2.40%
11.81%

1,605

260

2,018

1,204

133,555

13.45%

280

85

258

257

20,702

2.09%

776

290

1,241

1,108

92,482

9.32%

1,390
358
510
862
210
122
1.40%
13,885

449
113
34
410
106
74
0.23%
2,314

1,893
336
1,688
1,986
280
560
1.59%
15,738

766
280
756
988
160
454
0.94%
9,330

106,685
22,587
71,842
47,809
4,266
46,722

10.75%
2.28%
7.24%
4.82%
0.43%
4.71%

992,805

100%

5,422
0
35,494
4,575
32,501

* Quarrying
0
3
- Manufacturing Industries
42,359
11,867
- Electricity, Gas and Water
15,877
1,980
- Construction
76,333
5,034
- Wholesale & Retail Trade and
34,212
85,916
8,340
Repairing Services
- Restaurants and Hotels
7,838
10,184
1,800
Transport,
Storage
and
43,208
41,807
4,052
Communication
- Real Estate and Business Services
49,888
41,741
10,558
- Social and Personal Services
12,991
6,414
2,095
Financial Corporations Sector
30,665
33,839
4,350
Government Services Sector
23,130
16,744
3,689
- Domestic Services of Households
1,503
1,209
798
(Less : Imputed Bank Services)
22,019
22,123
1,370
Emirate Contribution to GDP
60.08% 29.63% 6.14%
Total
596,434 294,158 60,946
Source: United Arab Emirates National Bureau of Statistics, (2011)
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Dubai, the second major emirate in the UAE, realises that a manufacturing sector is
important for any economy to achieve growth. It is argued that industrialisation creates job
opportunities and stimulates forward and backward linkage to other sectors. Nevertheless
Dubai’s main concentration on the service sector which is far larger than other sectors, implies
that the UAE suffers to a degree from the “Dutch Disease”. The inadequate raw material, tiny
population, lack of skills, and small size of domestic market create significant challenges in
fostering development in sectors that are highly dependent on them. For that reason, the idea
of establishing economic free zones to attract multinational enterprises (MNEs) rises to the
surface as a proper solution to many of those challenges facing the UAE in its diversification
journey. By setting up free zones and attracting cluster-specific industries, it is believed that
economic growth and diversification are to be achieved as the result of externalities initiated
from the zone establishments, (Sachs and Warner; 1999, 2001).

2. Perceptions of Skills Development Efforts in the UAE
This section sheds light on the UAE education system, national innovation, knowledge
economy efforts and workforce structure which constitute a country’s human capital.
Dubai’s Strategic Plan 2015 is institutionalised to sustain economic growth through
many initiatives but mostly through building a knowledge economy. Education, knowledge,
and skills enhancement characterises the plan in order to enable the UAE nationals towards
acquiring the required abilities to take over building the aimed diversified economy. In terms
of economic development, Dubai strategises to sustain 11% GDP growth per annum, to
increase real GDP per capital to AED 162,000 by 2015, “to increase productivity by 4% per
annum, to create new sectors of strength with sustainable competitive advantage, and to
promote innovation to develop new sectors and increase productivity. To excel in human
capital is an essential strategic thrust in order to prepare the workforce for the high-value,
knowledge-driven economy which requires attracting and retaining highly skilled employees
as well as improving UAE nationals’ qualifications”, Government of Dubai (2014).

2.1 Characteristics of the UAE Education System
Countries pay close attention to production factors for any future economic growth. Thanks to
its oil, the UAE prospers in building a considerable sovereign wealth accumulated since oil
extraction began in 1937. Surprisingly, the UAE’s performance stays modest in the other two
production factors - technology and human capital. Expenditure on tertiary education per
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student is considered extremely low, compared to other similar developing countries in the
region such as Singapore. For example, UAE public spending on education is estimated to be
0.9% of total GDP in 2008 compared to Singapore’s 2.8% for the same year, (World Bank,
2011). The inadequate investment in education in the UAE compared to other similar countries
indicates a lack of interest both by Government and citizens.

Muysken and Nour, (2006) debate that in order to achieve economic growth, GCC
countries are building their strategy to revolve around three components: economic
diversification, technological development, and labour market reform. Interestingly, most GCC
countries share in common their dependence on imported technology, a basic education system,
and exhaustive dependence on unskilled expatriate labourers with severe skills mismatch.
Although the UAE enjoys a substantial income, the proportion of GDP expenditure on
education, investment in research and development and application for patents remain the
lowest among similar countries. Muysken and Nour, (2006) discovered that the education
system fails to provide sufficient learning. This is in line with the excessive proportion of
unskilled workers mainly in the private sector. The study results indicate serious barriers that
should be overcome by the GCC in order to diversify economic sectors and position themselves
among the developing countries in the near future.

The UAE education system comprises two groups: public and private. A significant
amount of UAE nationals attend public education institutes which use the Arabic language as
the main medium of teaching, with a strong emphasis on Islamic studies. On the other hand,
most of the expatriates attend private schools relevant to their religion, language, cultural and
educational needs. Gaad, Arif and Scott (2006) used a systems framework approach to examine
the UAE education system, components, goals and effectiveness. Interviews were held with
three significant groups - teachers, supervisors who evaluate the curriculum delivery, and the
undersecretary who oversees the development of text books. The research results indicated a
lack of alignment between education system development, delivery and evaluation. There is a
clear disconnection between the development and delivery of the education system in the UAE.
Teachers do not realise the national goals of the system and the subjects they are teaching. Also
it was found that there were no indicators that proper evaluation was taking place.
Coincidental with the publication of this paper, the Ruler of Dubai, HE Sheikh Mohammed bin
Rashid Al Maktoum decreed in 2006 the creation of the Knowledge and Human Development
Authority (KHDA) to oversee the private education sector in Dubai, including early childhood
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education centres, schools, higher education providers and training institutes, with the aim of
developing the education and human resource sectors in the Dubai emirate to the level of
international standards and best practice.

Private schools offer learning opportunities using various curricula to match the
multinational demands of the Dubai workforce. The majority of secondary schools (51) follow
the British teaching system followed by USA based system (31 schools). Twenty-one schools
follow the Indian curriculum, 51 fall under the UAE Ministry of Education syllabus, and 6
schools teach the International Baccalaureate (IB). There are 12 schools teaching other
curricula such as French, Pakistani, Filipino, Japanese, Russian, and German. The report
published in 2011 by the KHDA ranks Dubai’s private schools on the basis of various criteria
(KHDA, 2011). This report indicates that out of 136 private schools 16 are rated unsatisfactory,
65 are acceptable, 49 are good and only 6 are outstanding. Only 3% (6,177 students) attend
outstanding schools, 41 % (76,183 students) attend good ones compared to 51% (95,562
students) and 5% (9,983 students) who attend acceptable and unsatisfactory schools
respectively. (KHDA, 2011) It is interesting that half of current students are attending
acceptable and unsatisfactory schools. This may be due to the high fees imposed by good and
outstanding schools.

When it comes to higher education (HE), Dubai differentiates itself from other emirates
and countries in terms of quantity and type of higher education institutes. Dubai has witnessed
an interesting growth in higher education, reaching 52 different institutes with almost 40,000
students in 2010. The majority of HE institutes are the hosted branch campuses of various
international providers. The Dubai education model evolved around student demand due to the
transitional secondary education with 220,000 students and 13 different curricula in 2010. The
Dubai model is built around the notion that there is no need to travel abroad to seek higher
education while it is possible to bring branches of world universities under the same roof. As
a result, five different free zones in Dubai contain higher education institutes to meet that
demand. These are: Dubai International Financial Centre, Dubai Healthcare City, Dubai
Knowledge Village and Dubai International Academic City, and Dubai Silicon Oasis. Enrolled
students in free zone higher education institutes reached 38% of total students in 2010 while
43% are studying outside the zone, and 13% attend the Federal universities. (KHDA, 2010)

176 | P a g e

Remarkably, in 2010, 42% of the 394 programs offered by higher education institutes
were business, followed by 19% society, law and religious studies. Figure (3.4) shows that
business programs are the most popular among the other academic fields. Engineering (9%),
information technology (6%), health and medicine (3%), architecture and construction (2%)
are the other major subjects. What is more surprising is in 2010 only 1% of students were
enrolled in tourism and hospitality, in a country where the major non-oil GDP is derived from
tourism and hospitality. Both the courses offered and the choices made by students demonstrate
a modest interest in fields that require technical knowledge and numerical abilities. Also the
policy makers show a significant decrease in their attention to education, which results in this
mismatch between education outcome and economic demand, in agreement with the findings
of Muysken and Nour, (2006).
Figure (2): Fields of Study in Dubai Higher Education Institutes 2010,
45%
40%
35%
30%
25%
20%
15%
10%
5%
0%

42%

19%
9%

7%

7%

6%

3%

3%

2%

1%

1%

Source: (KHDA, 2010)

2.2 The UAE Innovation Index
The UAE lags behind many countries in the Innovation Index calculated by The Economist
Intelligence Unit (2011). This index distinguishes between the country’s output in terms of
patents granted, and input in terms of direct and indirect drivers of innovation. According to
this index, the direct drivers of innovation are research and development expenditure, quality
of research, workforce education and skills, and ICT infrastructure, while the indirect drivers
are the political environment, market opportunities, economic policy environment and
regulatory environment. If the UAE is willing to invest in human capital, then it is a major

177 | P a g e

concern that policy makers should pay attention to whilst thinking of building a future
competitive economy.

Table (2): GCC Ranking in Innovation Index among 82 Countries

Country

2002-2006

2004-2008

2013

Bahrain

50

60

67

Kuwait

35

37

50

Oman

N/A

N/A

80

Qatar

57

51

43

Saudi Arabia

41

42

42

43

40

United
Emirates

Arab

of

38

Source: The Economist Intelligence Unit Limited, 2009; Dutta, S. and Lanvin, B, 2013)

2.3 United Arab Emirates situation in World Knowledge Economy index.
Recent research shows a strong link between economic growth and knowledge. According to
the World Bank calculated Knowledge Economy Index (KEI) and Knowledge Index (KI), the
UAE achieved a modest rank compared to 146 countries across the world.

The KEI

encompasses the four pillars whilst the KI comprises only pillars 2 and 4. The first pillar is the
‘economic and institutional regime’ which is the country’s ability to afford incentives for the
use of existing and new knowledge and support for entrepreneurship. The second pillar is
‘education and skills’ that indicates people’s need for knowledge and skills to share and
practice. The third is ‘ICT infrastructure’ that shows the country’s ability to keep abreast of
current technology. The fourth is ‘innovation system’ which refers to the country’s ability to
come up with new technological research and development, availability of think tanks,
universities, consultants and other development organisations. Although the UAE enjoys high
revenue from exporting fossil energy, it is an interesting finding that the UAE ranks moderately
in this index. This interesting result indicates the UAE’s moderate level to build human capital
which is a necessary recipe for any future required economic growth, (The World Bank
Institute, 2009).
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Table (3): The Knowledge Economy Index and Knowledge Index: GCC Ranking Among 146
Countries

Country
Bahrain
Kuwait
Oman
Qatar
Saudi
Arabia
United
Arab
Emirates

Knowledge
Economy
Index
(KEI)
49
52
66
44

Pillar 1:
Knowledge Economic Pillar 2:
Index (KI) Incentive Education
Regime
56
48
60
59
51
76
79
40
86
45
42
67

68

73

58

45

44

47

Pillar
Pillar
4:
3
:
Innovation
ICT
40
46
76
27

80
70
71
48

80

52

86

79

21

46

Source: (The World Bank Institute, 2009)

2.4 UAE Workforce Structures
Like most of the GCC countries, the UAE has unique characteristics in terms of being highly
dependent on immigrant expatriate labour. Government bodies exert efforts to support the UAE
nationals through various nationalisation programs termed “Emiratisation”. Private firms that
show interest in recruiting, developing and retaining UAE nationals (Emiratis) usually get
special treatment. However most of those efforts do not succeed in attracting Emiratis to work
in private firms. Instead most, if not all, prefer to work in government and semi-government
entities because of the attractive salaries, incentives, working hours and flexible environment.
(Forstenlechner, 2010)

Emiratis are in the minority both in the total workforce as well as in population
(Government of Dubai, 2014; UAE Ministry of Economy, 2011). The private sector offers the
majority of jobs; 63% of the total workforce is in private organisations compared to 8% in
Federal government, 11% in local government, and 4% in joint local-Federal organisations.
The percentage of Emiratis is estimated to be 12.5% of the total population, while the remainder
consists of expatriates who live under residency visas mainly attained through employment
sponsorship. The share of expatriate workers is estimated to be 90% of the total workforce.
Expatriate workers are attracted to the country by the development plans aimed to turn it into
the business hub of the Middle East. Most expatriate workers are considered as having limited
skills and a low level of education. Workers who are educated to secondary school level or
equivalent formed 78.9% of the workforce in 2005 compared with 21% who hold a university
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degree or equivalent. Immigrant workers travel to the UAE mainly from basic economic
conditions countries; therefore they accept relatively low pay, long working hours, and
hardships in terms of labour legislation. However, Emiratis cannot compete with the low paid
expatriates, and they prefer to look for job opportunities in the public sector where employment
conditions are better, (Forstenlechner, 2010).
Table (4): UAE Population and Workforce Structure,
Year

Population

2005
2009

3,305,849
5,066,000

Total
workforce
2,559,668
3,263,000

Employed

Unemployed

2,479,880
3,137,000

79,788
126,000

Unemployment
Rate
3.1%
3.8%

Source: (UAE Ministry of Economy, 2011)

Table (5): Employed Population (15 Years and Over) by Age Group, Educational Status and
Sex, Census Dec. 2005
Below and Above Percentage
University Ratio
10.18%
15.31%
78.92%
12.77%
16.71%
23.94%
4.62%

Total
252512
379750
316714
414367
593790
114460

21.04%
14.58%
1.84%
10.18%

361610
45704
973
2479880
Source: UAE Ministry of Economy, 2011)

Educational Status
Illiterate
Read and Write
Primary
Preparatory
Secondary and Equivalent
Above Secondary and below
University
First University Degree and
Equivalent
Postgraduate Degree
Not Stated
Total

3. Dubai Special Economic Zones: The Journey to Drive a Cluster –Specific Economy
With limited oil reserves, low skilled labour and an inadequate education system, the
Government of Dubai realises that human capital development is an essential ingredient to
achieve economic growth. Attracting foreign direct investment (FDI) is perceived to be an
important stage to progress in achieving that goal. Nevertheless, Dubai comprehends that FDI
needs to be poured in the right strategic cluster-specific industries and this is where the notion
of cluster-specific free zones becomes dominant in each strategic move to transform the
economy. Industry skills, technical know-how, process innovation and modern technologies
are believed to be transferred to the domestic market by means of various channels of

180 | P a g e

interaction with multinational companies. (Muysken, Nour, 2006; Government of Dubai, 2014;
Porter, 1998)

3.1 Dubai: Foreign Direct Investment Role in Driving Economic Activities
Oil has been the main driver for economic activities in the UAE for the past 30 years, mainly
in Abu Dhabi. However, Dubai has a limited oil supply and takes continual measures to drive
economic activities by establishing modern infrastructure, road and transportation,
communication, and quality services offered by government bodies. Dubai understands that
attracting foreign direct investment (FDI) can be beneficial and is a good solution to drive nonoil economic activities and to instill the right skills and technical know-how within its currently
low skilled workforce. Dubai adopts the school of thought that favours FDI and believes that
it can enhance access to modern technologies, adoption of innovation in production processes
and therefore efficiency in productivity. For that reason, Dubai takes measures to align all
efforts which entail trade openness, infrastructure development and institutional quality to
encourage FDI inflows, (Government of Dubai, 2014; Porter, 1998).

Table (6): Dubai, FDI per Economic Activity
2007
Value
million
Economic Activity
FDI
Value
Financial Services
20,615
Real Estate and Business Services
12,056
Wholesale and Retail Trade
11,248
Construction
12,138
Manufacturing
1,729
Mining and Quarrying
1,275
Transport,
Storage,
and 847
Communication
Restaurants and Hotels
1,275
Social and Personal Services
384
Total
61,566
Source: Dubai Statistics Centre, 2011

2008
AED Value
million
FDI
FDI
Share % Value
32.7
28,994
19.1
18,698
17.8
13,835
19.2
12,194
2.7
1,823
2.0
1,275
1.3
1,257

in

2.0
0.6
100

Growth
in

AED

FDI
Share%
38.2
24.6
18.2
16.1
2.4
1.7
1.7

1,029 1.4
399
0.5
79,503 100

Percentage
40.6
55.1
23.0
0.5
5.4
0.0
48.4
-19.3
4.1
29.1

3.2. Dubai Free Zones and Economic Transformation
Dubai’s oil reserves constitute only 1/20th that of Abu Dhabi’s reserves, and the emirate
underwent a major makeover in its economic structure during the past three decades, moving
from fishing and pearling to tourism, and shipping, financial and service sectors. Dubai
succeeded in planting the image of a relaxed free city with multi-billion dollar luxury projects,
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although it was historically famous as the trading hub for pearls and textiles. Dubai’s economic
transformation may be attributed to many ambitious initiatives such as the dredging and
refurbishment of the Creek, establishing Jebel Ali Port the biggest man-made dock in the
Middle East, and laying the foundation of 24 various cluster-specific free zones. The notion of
free zones developed following the successful launch of Jebel Ali Free Zone in 1985. (Matly
and Dillon, 2007).

The introduction of special economic zones in Dubai contributed significantly to a
fundamental leap in economic growth. Jebel Ali was the pioneer zone established in Dubai
1985 with a considerable doubt that such an initiative might not succeed. Now almost every
Emirate in the UAE has one special economic zone at least following Dubai free zones business
model. For example:


Dubai: Jebel Ali Free Zone, Dubai International Financial Center, Dubai Metals and
Commodities Centre, Gold & Diamond Park, DUCAMZ, Dubai Aid City, Dubai Auto
Parts City, Heavy Equipment & Trucks FZ, Mohammad bin Rashid FZ, Dubai Internet
City, Dubai Media City, Knowledge Village, Dubai Outsourcing Zone, International
Media Production Zone, Dubai Health Care City, Dubai Humanitarian City, Dubai
Airport FZ, Dubai Silicon Oasis, Dubai Carpet FZ, Dubai Flower Centre FZ, and Dubai
Textile Village.



Abu Dhabi : Abu Dhabi Free Zone, Masdar, TwoFour54



Sharjah: Airport Free Zone, and Hamriyah Free Zone;



Ajman: Ajman Free Zone



Ras Al Khaimah: Ras Al Khaimah Free Zone



Umm Al Quwain: Umm Al Quwain Free Zone



Fujairah: Fujairah Free Zone.

The introduction of special economic zones in the UAE and especially Dubai has a unique
impact on the economy and incentives compared with other existing free zones. In order to
establish a firm in the UAE, the commercial law mandates that it should have a local sponsor
with an ownership comprising 51Emirati versus 49 foreigners. Foreign direct investment is
hesitant to flow to any country with such a commercial law. The formation of special economic
zones in Dubai helps to attract FDI in form of Multinational establishments who are willing to
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inject funds with a piloted law which provides firms the right to 100% ownership. (Hejmadi,
2004).

All Dubai free zones in common offer relaxed immigration rules, labour regulations, 100
percent tax holiday, and free repatriation of capital and revenue. Free zones offer different types
of license, each according to the zone planned sectors. Only companies with a trade license can
operate inside the zones and outside with the domestic market. Currently there are 32 free zones
in the UAE of which 24 are located in Dubai. This indicates their importance to Dubai, and its
Government’s devotion to such a perception as the vehicle for economic transformation toward
a cluster-specific economy. (Government of the UAE, 2011). The following tables reveal that
in 2010 Dubai zones accounted for 33% of total imports and 68% of total exports compared
with 23% of total exports and 68% of total import activities in 2009. Jebel Ali Free Zone’s
share was 71% and 74% of total free zones imports and exports respectively followed by Dubai
Airport Free Zone’s shares at 16% and 15% of total free zone imports and exports. (Dubai
Customs, 2011).

Table (7): Dubai Total Trade 2009 and 2010
2009

Value (AED)

%
By
Valu
e

2010
Shar
e of
Total Value (AED)
Trad
e

Share
% By of
Value
Total
Trade

Growth
09 VS
10

363,671,228,2
60

63 %

67%

14%

67,961,631,66
4

12%

32 %

30%

144,023,303,3
11

25 %

DIRECT TRADE
IMPORTS

318,519,560,8
91

65%

68%

EXPORTS

52,420,103,15
1

11%

31.8
%

117,558,829,6
70

24%

REEXPORTS

TOTAL
488,498,493,7
DIRECT
13
TRADE
FREE ZONE TRADE

100
%

65%

575,656,163,2
35

23%

100.0%

63.8%

18%

IMPORTS

152,097,978,0
34

58%

32%

180,447,338,2
07

56%

33%

19%

EXPORTS

112,041,165,2
73

42%

68%

142,671,707,3
50

44%

68%

27%
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TOTAL
FREE
264,139,143,3 100
35%
ZONE
07
%
TRADE
CUSTOMS WAREHOUSE TRADE
IMPORTS
EXPORTS

940,622,328
565,373,339

63%

0.2%

38%

0.3%

TOTAL
CUSTOM
S
100
1,505,995,668
WAREHO
%
USE
TRADE
TOTAL
754,143,632,6
TRADE
87
Source: Dubai Customs, (2011)

0.2%

323,119,045,5
57

2,716,676,585
690,594,305

3,407,270,890

100%

36%

22%

80%

0.5%

189%

20%

0.3%

22%

100.0%

0.4%

126%

902,182,479,6
81

20%

Table (8): Dubai Free Zone Trade by Location during 2010.
Location
Dubai Airport Free Zone
Dubai Multi Commodity Center (DMCC)
Dubai Healthcare City
Dubai Internet City
Dubai Logistic City
Dubai Media City
Dubai Silicon Oasis
Dubai Cars And Automotive Zone (DUCAZ)
Dubai International Financial Centre
Jebel Ali Free Zone
Grand Total

Import
Value ( AED )
30,643,609,113
14,793,298,236
55,016,791
389,183,721
442,409,785
648,096,805
113,401,423
962,287,209
3,943,694,868
128,456,340,254
180,447,338,207

Export
Value ( AED )
21,652,724,235
11,103,335,481
22,392,632
41,227,292
225,734,972
92,114,156
26,786,986
788,252,675
3,898,977,082
104,820,161,838
142,671,707,350

Source: Dubai Customs, (2011)

4. Perceived Determinants of Human Capital Indicator in Islamic Countries’ Free Zones
This section introduces the discussion on the perceived determinants of the human capital
development in Dubai’s special economic zones. Determinants are classified into two: A. Firm
Specific and B. Free Zone Specific

4.1 Firm Specific Determinants
These are the determinants which are related directly to the firms operating within the special
economic zones fence.
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a) Firm’s Specification (Type and Size)
Porter (1990) argues that multi-national establishments have a positive impact on human
capital development. It is seen as an important variable in determining the Human Capital
Indicator. Also the volume of the capital invested (FDI) would be another variable to explain
positively how firms are willing to invest in their people to maintain a considerable amount of
return on their capital invested.
b) Firm’s Performance
Firms’ performance in terms of revenue generated per employee is argued here to be another
variable that would impact positively the HCI. The debate is that firms, in order to generate a
considerable amount of revenue, need to have high calibre employees to raise the productivity
rate better than using the same resources and machinery. (Engman et al, 2007). Crook, et al
(2011) discuss the relationship between human capital and firm performance measures using a
meta-analysis technique to analyse 66 studies with 68 samples involving 12,163 observations.
The results of the analysis leave “little doubt” of the human capital significance to firms’
positive financial growth. In this stream of thought, firms should develop, retain, and hunt for
the business-specific knowhow which has invaluable role in firms’ performance as well as the
targeted competitive edge. Human capital is essential to firms in order surpass others and
achieve success.
c) Firm’s Level of Research and Development
Romer (1990) argues that firms have an incentive to invest in research and development (R&D)
activities to continually introduce new creative and sophisticated products that will sustain or
generate a greater profit, and if firms have chosen to do that, then employees are trained to use
the new sophisticated machinery that will produce the new product, therefore it can be argued
that the level of R&D undertaken by firms positively influences human capital development.

4.2 Special Economic Zones Specific Determinants
These are the determinants related directly to the special economic zones themselves.

a) Special Economic Zones: Level of Clustering
The level of clustering within the zones is to have a positive impact in determining the human
capital indicator (HCI). This is in line with what Porter (1990) does argue that clustering in any
economy would impact its human assets growth and development.
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b) The Culture of Muslim Arab Countries
Hofstede (1980) argues that societies which rank high in those two dimensions, usually do not
accept change easily, and are very risk averse. Decisions are not reached quickly;
accountabilities are distributed to more than one person, so that no one takes the blame if
anything goes wrong. People are not willing to take risks and move into the future on their
own. They prefer that others such as regulatory bodies lead them and secure the future. Human
capital development requires moderate to high risk individuals who are willing to learn,
upgrade their skills, and take risky decisions; these are the characteristics of individualistic
societies. This study hypothesises that high scores on those two national cultural dimensions
negatively influence the human capital development indicator.

c) Knowledge Spillover
The SEZ’s platform induced knowledge spills over, bringing technological improvements and
skills development to the domestic market. Most SEZs were found to be economically efficient
and generating returns well above the estimated level. SEZs were a significant source of
employment in the observed countries and in some cases zones were also able to promote local
entrepreneurship. Conversely, as countries further develop their industrial capacity, market
advantages given by zone programs as well as the opportunity costs of labour in SEZs tend to
shrink. Without effective long-term linkages with the domestic economy through profit
generation for local shareholders, continued national interest in zone programs is considered
likely to be lost (Engman et al, 2007).

5. Summary
This article described Dubai’s position in human capital development and the role of special
economic zones in attracting foreign direct investment. Having a limited oil supply, Dubai is
taking serious measures to diversify its economy by building cluster-specific economic sectors.
The major challenges faced by Dubai are the small population, high dependence on low skilled
labour, an inefficient education system, and the mismatch between education outcome and
strategic economic sector needs. In order to overcome these challenges, Dubai has adopted the
notion of special economic zones to attract multinational companies and accelerate domestic
human capital development through the spillover effect. With almost 32 current special
economic zones, it is believed that human capital has been developed throughout the last 3
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decades of operations. However, there is a strong need to measure the extent of human capital
development as a result of Dubai’s investment in special economic zones.
The outcome of this paper on the main challenges of human capital development in
Muslim countries within the context of special economic zones can theorised mainly by two
sets of variables. The first set is firm specific which are: type, size, performance and the firm’s
level of research and development. The second set of variables is: zone specific which are the
level of clustering within the zone, knowledge spillover, and the culture of avoidance and
collectivism. Most of the variables are hypothesised to drive human capital development
positively except the culture of avoidance and collectivism.
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معايير تحديد المصارف الوقفية
آالء عادل العبي
امللخص
هذه دراسة أتصيلية جتمع بني التأصيل والتفريع ملعايري حتديد املصارف الوقفية يف نظام الوقف اإلسالمي  ،فمما ال يكاد خيفى على أحد مدى أمهية
حتديد املصارف الوقفية ودوره عند توجيهه لتطوير اجملتمعات املعاصرة اليوم لذلك جاءت هذه الدراسة بعنوان ( :معايري حتديد املصارف الوقفية).
وتكمن مشكلة البحث يف احلاجة لتحديد معايري توجيه املصارف الوقفية للمسامهة بذلك يف تطوير اجملاالت الوقفية وتوجيهها على حنو يساهم يف
خدمة جمتمعاتنا املعاصرة،واحلاجة لتطبيق واقعي يبني الواقع العملي للوقف ويعرض التجارب لالستفادة منها وتقومي أدائها ومن مث تنزيل القواعد
واملقاصد الشرعية على هذه الوقائع واملستجدات ،للمسامهة بذلك يف تطوير اجملاالت الوقفية ،وتتلخص أهداف البحث يف التعريف ابملصارف الوقفية،
وكذلك إبراز اهم املعايري اليت يقوم عليها حتديد مصارف األوقاف ،مع بيان مدى اهتمام الشريعة بنصوص الواقفني ،وحدود العمل ابملصلحة والعرف
وضوابط توجيهها ذلك يف خدمة املصارف الوقفية ومن مث بيان التطبيق العملي على ذلك من كالم الفقهاء .أما عن أمهية املوضوع فترتكز يف إبر ُاز بعض
التجارب الوقفية لالستفادة منها وفق دراسة تقييمية حماولةً إلبراز الدور اإلجيايب للرتكيز عليه واكمال جوانب النقص من وجهة نظر الشريعة اإلسالمية ،
وإبراز اإلعجاز العلمي للشريعة اإلسالمية يف جانب محاية املال العام ومنع الوسائل املفضيه للمفاسد الدينية والدنيوية  ،وكذلك يف احلاجة إىل إنزال
القواعد واألصول واملقاص د الشرعية على ما يستجد من وقائع ومستجدات يف واقعنا املعاصر .وأخريا يف احلاجة خللق وسائل التعاون املشرتك بني
مؤسسات الوقف واجلمعيات اخلريية وتكثيف اجلهود يف داخل الدولة وخارجها لتحقيق التنمية املرجوة .وابلنسبة لعالقة موضوع البحث يف مؤمتر
الصريفة والتّمويل اإلسالمي هبدف توفري الفرصة للمشاركني بتبادل اخلربات
إبداعات عربية فإن ذلك يظهر جليا لكون املؤمتر يبحث يف موضوع ّ
واملعارف يف هذا اجملال ،فكان موضوع الوقف من أهم املواضيع املطروقة يف هذا جمال التمويل اإلسالمي ،و تنتظم هذه الدراسة يف عقد الدراسات
النوعية واليت ستعتمد على املناهج العلمية التالية :املنهج االستقرائي والتحليلي :وذك جبمع املادة العلمية من املصادر األصلية وحماولة التتبع واالستقصاء
ما أمكن وتوثيق أقوال العلماء وأدلتهم يف معايري صرف الريع وذلك من املصادر األصلية املعتمدة يف ابهبا دون االعتماد على املراجع الوسيطة يف نسبة
األقوال ،ومنهج النقد واملقارنة والرتجيح.وذلك بتناول اآلراء الفقهية واملقارنة بينها ونقد اآلراء املرجوحة مث التوصل للرأي الراجح بعد دراسة أدلة كل
قول ،واملنهج االستنباطي وذلك من خالل استنباط معايري حتديد املصارف الوقفية.وقد توصلت الباحثة يف هذه الدراسة إىل أن للمصارف الوقفية :هي
اجملاالت واجلهات اليت تنتفع من األصول املوقوفة تنفيذا لشرط الواقفني ،وأن املعايري اليت حتدد املصارف الوقفية هي شرط الواقف واملصاحل العامة،
وأصلت لقواعد تفسري شروط الواقفني من خالل اعتبار العرف ومقاصد الواقفني.
هذا ما تيسر مجعه وصلى هللا وسلم على قرة العني ومهجة القلب حممد وعلى آله وصحبه أمجعني  ..وهللا من وراء القصد واحلمد هلل رب العاملني .
الكلمات املفتاحية :الوقف؛ مصارف الوقف ؛ املصلحة ؛ شرط الواقف ؛ معايري الصرف.
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املقدمة
بسم هللا ،واحلمد هلل ،والصالة والسالم على قرة العني ومهجة القلب حممد بن عبدهللا ،وعلى آله وصحبه ومن وااله.
وبعد! فإن موضوع الوقف اإلسالمي من املوضوعات اليت حظيت ابهتمام العلماء والباحثني ،وكثرت التساؤالت بشأنه ،بل إن اجملتمعات غري
اإلسالمية فضال عن اإلسالمية بدأت تتسابق يف دراسة هذا العلم وتدريسه وتبنيه خلدمة جمتمعاها واالستفادة منه يف التعامالت املالية واالقتصادية .وال
زالت املكتبة اإلسالمية حباجة إىل املزيد من الدراسات يف جمال الوقف اليت قد تدفع عجلة النمو والتطور يف بعض الدول اإلسالمية.
وملا كان موضوع املصارف الوقفية من املواضيع املستجدة اليت كثرت االستشكاالت والتساؤالت حوهلا كان من األمهية مبكان الوقوف على هذه
املستشكالت ابلتخرجيات الفقهية ،والسعي لتطوير الوقف ودعم دوره يف التنمية ،وايصال املصارف الوقفية ملستحقيها ،ومنع التصرفات اجلائرة واخلاطئة
اليت تعرقل سري املصارف الوقفية ،وذلك استجابة لنداءات وصيحات املؤسسات اإلسالمية وفق توجيهات العلماء املتخصصني  ،وهللا من وراء القصد،
وهو املستعان ،وعليه التكالن.
املبحث األول
التعريف ابملصارف الوقفية
املطلب األول :يف التعريف ابملصارف الوقفية لغة:
ف املال :أنفقه قال ابن فارس :وتصريف َّ
الدر ِاهم يف البِياعات كلِّها :إنفاقُها 17والصرف: :لغة مفهوم املصارف
وصَر َ
ص ِر ُ
َم ْ
ف :مفرد ومجعه مصارفَ ،
ف فيه.1820الدفع
وتصريف الشيء تدبريه وتوجيهه ،يقال صرف األمر أي دبره ووجهه 19وقيلَّ :
صَّر ُ
الص ْر ُ
ف ما يُتَ َ
و املصرف من االنصراف ومكان الصرف وبه مسي البنك مصرفا  ،وهو قناة لصرف ما ختلف من املاء بعد اكتفاء األرض21
املطلب الثاين :يف التعريف ابملصارف الوقفية اصطالحا:
ومفهوم املصارف اصطالحاً :اجلهات اليت تصرف فيها األشياء.
عرفها الدكتور أمحد احلداد أبهنا ( :احلساابت احملددة اليت جيمع فيها من املال الوقفي من جمموع الواقفني لغرض حمدد من عمل خري خاص أو عام ،وله
تنظيم إداري وقانوين وحماسيب وله شخصية

اعتبارية كالوقف)22

أوهي (اجملاالت واجلهات اليت تنتفع من األصول املوقوفة تنفيذا لشرط

الواقفني)23.

17.)343

معجم مقاييس اللغة البن فارس (/3
 .القاموس الفقهي لغة واصطالحاً ،السعدي أبو جيب ،ص ،210ومعجم لغة الفقهاء ،حملمد رواس ،ص18403
املعجم الوسيط (19)513 /1
احملكم واحمليط األعظم (20)303 /8
املعجم الوسيط ( ،)513 /1العامي الفصيح من إصدارات جممع اللغة العربية ابلقاهرة (21.)3 /14
احلداد ،أمحد عبدالعزيز القاسم .املدخل الشرعي إلطار املصارف الوقفية وإشكالياها ،ورقة مقدمة ملؤمتر ديب 22.
دوابة ،أشرف ،األسس الشرعية واالقتصادية للمصارف الوقفية  ،ورقة مقدمة ملؤمتر ديب(23. )4
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املبحث الثاين
املعايري اليت حتدد املصارف الوقفية
املطلب األول :شرط الواقف:
الفرع األول :تعريف شرط الواقف:
شرط.الشرط لغة يقوم على ثالثة أحرف هي الشني والراء والطاء وهو ابلتسكني إلزام الشيء والتزامه
أمرا أي اشرتطه عليه وألزمه َّإَّيه يقال َ
عليه ً
ِ
24
وشَر َط
.لَهُ أ َْمراً  :الْتَ َزَمهُ َ
. 25وأما يف االصطالح :فهو وصف ظاهر منضبط  ،مكمل ملشروطه يلزم من عدمه العدم ،وال يلزم من وجوده وجود وال عدم لذاته
وأما الوقف فقد سبق تعريفه ولعل أفضل تعريف لشرط الواقف هو ما عرفه به علي احلكمي( :أبنه ما تفيده وتشتمل عليه صيغة الوقف من القواعد اليت
يضعها الواقف للعمل هبا يف وقفه من بيان مصارفه وطرق استغالله وتعيني جهات االستحقاق وكيفية توزيع الغلة على املستحقني وبيان الوالية على
الوقف واالنفاق عليه وحنو

ذلك)26 .

أو هي ( :اخراج الواقف لوقفه على وجه معني من خالل حتديده لشروط تنظم حتديد أوجه الصرف أو بيانه للمستحقني أو حتديده لشروط النظارة
والوالية على الوقف واإلنفاق عليه).
الفرع الثاين :مكانة شروط الواقفني يف الشريعة اإلسالمية:
الشريعة اإلسالمية حترتم شروط الواقفني وتعتربها مامل أتت مبا خيالف الشرع ،وقد ثبت عن عمر رضي هللا عنه أنه أوقف وقفا وشرط فيه شروطا ولو مل
جيب إتباع شرطه مل يكن يف اشرتاطه فائدة .27حىت أن بعض العلماء عد ترك العمل بشرط الواقف من الكبائر يقول ابن حجر  -يف معرض كالمه عن
 28 ،الشروط يف الوقف -معلال سبب اعتبار خمالفة شروط الواقف من الكبائر (ألن خمالفته يرتتب عليها أكل أموال الناس ابلباطل  ,وهو كبرية ) .
وذلك ألن الوقف قربة اختيارية يضعها الواقف فيمن يشاء  ،وابلطريقة اليت خيتارها  ،وله أن يضع من الشروط عند إنشاء الوقف ماال خيالف حكم
الشرع  ،والشروط اليت يضعها الواقف جيب الرجوع إليها  ،وال جيوز خمالفتها إذا مل ختالف الشرع ،أو تنايف مقتضى الوقف ،إذ إن شرط الواقف كنص
الشرع كما يقول

الفقهاء29.

(24)٣٠٩

الفيومي ،املصباح املنري
 .ابن قدامة ،روضة الناظر
احلكمي ،علي عباس ،شروط الواقفني وأحكامها ( – )5حبث مقدم لندوة الوقف يف الشريعة اإلسالمية وجماالته -وزارة األوقاف والشئون اإلسالمية – السعودية 1423-ه 26.
بن قاسم  ،عبد الرمحن بن حممد بن قاسم العاصمي احلنبلي النجدي ،حاشية الروض املربع ،الطبعة األوىل  1397 -ه (27.)547 /5
الزواجر عن اقرتاف الكبائر (28)264/1
املوسوعة الفقهية :ج ، 44ص29 132
(25)١/٢٤٨
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اّلل( :-شرائط الواقف معتربة إذا مل ختالف الشرع ،والواقف مالك  .له أن جيعل ملكه حيث شاء ما مل يكن معصية).30
قال الكمال ابن اهلمام -رمحه َّ
وقال القرايف ( :وجيب اتباع شروط الواقف -وقاله الشافعي وأمحد -فلو شرط مدرسة ،أو أصحاب مذهب معني ،أو قوما خمصوصني لزم ،ألنه ماله ومل
أيذن يف صرفه إال على وجه خمصوص ،واألصل يف األموال العصمة ولو شرط أن ال يؤاجر مطلقا أو إال سنة بسنة أو يوما بيوم صح واتبع الشرط).
31الواقف مل ُخيرج ماله إال على وجه معني ؛ فلزم اتباع ما عينه يف الوقف من ذلك الوجه) .وأيده ابن القيم بقوله( :
الفرع الثالث :معىن قول العلماء  :شرط الواقف كنص الشارع:
كثرياً ما يعرب الفقهاء عن مدى اعتبار الشريعة لشرط الواقف بقوهلم" :شرط الواقف كنص الشارع على خالف فيما بينهم يف معىن هذه العبارة
هل شرط الواقف كنص الشارع يف الفهم والعمل أو يف الفهم دون العمل أو يف وجوب العمل به دون الفهم.
لكنهم اتفقوا 32على أن حدود العمل بشرط الواقف مامل خيالف الشرع فإذا خالف أصول وقواعد الشريعة فال يعتد به .قال ابن حجر اهليثمي
اّلل :-إن قلت شرائط الواقف مراعى كنص الشارع .قلت  :حمل مراعاته حيث مل خيالف غرض الشارع.33
الشافعي -رمحه َّ
اّلل( :-فالصواب الذي ال تسوغ الشريعة غريه عرض شرط الواقفني على كتاب هللا سبحانه وعلى شرطه فما وافق كتابه
وقال ابن القيم-رمحه َّ
وشرطه فهو صحيح وما خالفه كان شرطا ابطال مردودا ولو كان مائة شرط وليس ذلك أبعظم من رد حكم احلاكم إذا خالف حكم هللا ورسوله ومن
ورد فتوى املفيت وقد نص هللا سبحانه على رد وصية اجلانف يف وصيته واآلمث فيها مع أن الوصية تصح يف غري قربة وهي أوسع من الوقف وقد صرح
صاحب الشرع برد كل عمل ليس عليه أمره فهذا الشرط مردود بنص رسول هللا ص  -فال حيل ألحد أن يقبله ويعتربه ويصححه).

34

بل إن شيخ اإلسالم ابن تيمية نقل اتفاق املسلمني على تكفري جاعل شروط الواقف كنصوص الشارع يف وجوب العمل هبا فقال  :وإما أن
جتعل نصوص الواقف أو نصوص غريه من العاقدين كنصوص الشارع يف وجوب العمل هبا ،فهذا كفر ابتفاق املسلمني ،إذ ال أحد يطاع يف كل ما أيمر
اّلل
اّلل كانت ابطلة . 35به من البشر  -بعد رسول َّ
اّلل كانت صحيحة ،وإن خالفت كتاب َّ
  ،والشروط إن وافقت كتاب َّمث انقسمت أقواهلم تبعا لذلك إىل ثالثة أقوال :
القول األول :أن شرط الواقف كنص الشارع يف وجوب اتباعه والعمل به.

30.

فتح القدير 200/6
 (.ابن القيم ،إعالم املوقعني
فتح القدير(  ،) 200/6والبحر الرائق (32.)265 /5
 ،مواهب اجلليل(  ، )33/6هناية احملتاج(  ،)376/5وحتفة احملتاج(  ،) 256/6اعالم املوقعني ( ،) 96/3واإلنصاف ( .)56/7
فتاوى ابن حجر( 33.)342/3
ابن القيم ،حممد بن أيب بكر أيوب الزرعي أبو عبد هللا ،إعالم املوقعني عن رب العاملني ،حتقيق  :طه عبد الرءوف سعد ،دار اجليل  -بريوت 34.)315 /1(. 1973 ،
جمموع فتاوى شيخ اإلسالم ابن تيمية( 35.) 48/31
(31236/1
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وممن نص على ذلك اخلرشي من املالكية يف شرحه على خمتصر خليل ،وصاحب مطالب أويل النهى من

احلنابلة.36

القول الثاين :أن شرط الواقف كنص الشارع يف الفهم والداللة ،ال يف وجوب العمل به واتباعه.
وممن نص على ذلك شيخ اإلسالم ابن تيمية ومشس الدين ابن القيم.
فقد قال ابن تيمية" :واملقصود إجراء الوقف على الشروط اليت يقصدها الواقف ،وهلذا قال الفقهاء :إن نصوصه كنصوص الشارع .يعين يف
الفهم الداللة ،فيفهم مقصود ذلك من وجوه متعددة ،كما يفهم مقصود الشارع".37
وقال ابن القيم ( :وأما ما قد هلج به بعضهم من قوله .شروط الواقف كنصوص الشارع .فهذا قد يراد به معىن صحيح ومعىن ابطل ،فإن أريد
أهنا كنصوص الشارع يف الفهم والداللة ،وتقييد مطلقها مبقيدها ،وتقدمي خاصها على عامها واألخذ فيها بعموم اللفظ ال خبصوص السبب ،فهذا حق
من حيث اجلملة .وإن أريد أهنا كنصوص الشارع يف وجوب مراعاها والتزامها وتنفيذها ،فهذا من أبطل الباطل ،بل يبطل منها ما مل يكن طاعة هللا
ورسوله ،وما غريه أحب إىل هللا وأرضى له ولرسوله منه ،وينفذ منها ما كان قربة وطاعة كما تقدم ).38
القول الثالث :أن شرط الواقف كنص الشارع يف الفهم والداللة ويف وجوب إتباعه والعمل به.
يقول ابن عابدين –رمحه هللا" -قوهلم شرط الواقف كنص الشارع أي يف املفهوم والداللة ووجوب العمل به فيجب عليه خدمة وظيفة أو تركها
إن مل يعمل ،وإال أمث ،السيما فيما يلزم برتكها

تعطيل".39

هذه األقوال يف تفسري عبارة أن (شرط الواقف كنص الشارع) يضيق اخلالف فيها حىت يكاد أن يكون لفظيا  ،فمن حيث الفهم والداللة يف
اجلملة يكاد يكون هناك اتفاق وكذلك يف وجوب العمل به إذا مل خيالف الشرع ومقتضى عقد الوقف فال خالف يف ذلك على التحقيق.
فيكون الرأي الصحيح أن عبارة (شروط الواقف كنص الشارع) يف الفهم والداللة وكذلك يف وجوب العمل به ؛ ما دامت تلك الشروط
صحيحة ومل ختالف مقاصد وأصول الشريعة .أي أنه يتبع يف فهم شرط الواقف وتفسريه القواعد األصولية اليت جيب حتكيمها يف تفسري نص الشارع،
وكذلك جيب احرتامه وتنفيذه كوجوب العمل بنص الشارع ألنه صادر عن إرادة حمرتمة نظري الوصية وهذا مقيد أبنواع الوقف ففي الوقف نوع ابطل ال
يعمل به ،ونوع صحيح حمرتم ولكن جتوز خمالفته عند االقتضاء ،ونوع حمرتم مطلقاً ال جتوز خمالفته حبال وهذا هو الذي تطبق عليه هذه

القاعدة40.

فيكون نص الواقف معتربا وفق ضابطني مها عدم خمالفة شروط الواقف للشرع فال حيلل حراما أو حيرم حالال ،وأن ال تكون شروط الواقف

36.312/4

شرح اخلرشي على خمتصر خليل  .92/7مطالب أويل النهى يف شرح غاية املنتهى
الفتاوى
إعالم املوقعني 38.187 – 186/4
39
الدر املختار مع حاشية ابن عابدين .575/3
الزرقا ،شرح القواعد الفقهية (40)/
37.98/31
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منافيا ملقتضى عقد الوقف من حتبيس األصل وتسبيل الثمرة.
وما أمجل ما قاله السبكي 41يف وزاد ابن تيمية وتلميذه ابن القيم –رمحهما هللا -أن مامل يكن فيه قربة فال جيب التزامه وال تضر خمالفته.
معرض كالمه عن قول العلماء (شرط الواقف كنص الشارع) حيث قال( :الفقهاء يقولون شروط الواقف كنصوص الشارع وأان أقول من طريق األدب :
شروط الواقف من نصوص الشارع لقوله صلى هللا عليه وسلم( :املؤمنون عند

شروطهم)42.

الفرع الرابع :قواعد تفسري شروط الواقف:
مسألة تفسري شروط الواقف من املسائل اليت جيب االنتباه إليها والرتكيز عليها فقط حصل يف ذلك خلط كبري عند بعض الباحثني فنجد من يفسر
شروط الواقف دون ربطها أبلفاظ الواقف أو يفهم أشياء وينسبها لقصد الواقف دون دليل وهذا مما البد الوقوف عليه (فنحن إذا اتبعنا املصلحة اليت
يتوخاها الواقف حسب فهمنا فسوف يكون عندان فقه جديد بعيدا عن الدليل وهل حنن مسئولون شرعا عن نص الواقف ؟ أو مسئولون عن قصده
الذي نتصوره حنن ونستنبطه ؟ مث أال ميكن القول أبن األلفاظ اليت تكلم هبا الواقف هي الكاشفة عن قصده فنلتزم هبا وال نتجاوزها ؟ إذا كان هناك
غرض للواقف مل تكشف عنه األلفاظ كما يزعم  ،فما هو الضابط له ؟ )
يقول ابن القيم -رمحه هللا ( :-والذي يقضى منه العجب التحيل على خمالفة شرط الواقف وقصده الذي يقطع أبنه قصده مع ظهور املفسدة والوقوف
مع ظاهر شرطه ولفظه املخالف لقصده والكتاب والسنة ومصلحة املوقوف عليه حبيث يكون مرضاة هللا ورسوله ومصلحة الواقف وزَّيدة اجره ومصلحة
املوقوف عليه وحصول الرفق به مع كون العمل احب اىل هللا ورسوله ال يغري شرط الواقف وجيرى مع ظاهر لفظه وإن ظهر قصده خبالفه وهل هذا إال
من قلة الفقه بل من عدمه فإذا حتيلتم على إبطال مقصود الواقف حيث يتضمن املفاسد العظيمة فهال حتيلتم على مقصوده ومقصود الشارع حيث
يتضمن املصاحل الراجحة بتخصيص لفظه او تقييده أو تقدمي شرط هللا عليه فإن شرط هللا أحق وأوثق)
نص غالب العلماء على أن عبارة الواقف إذا كانت صرحية وواضحة فيجب االلتزام هبا وتطبيقها وال جيوز االحنراف عنها لكن إذا كانت العبارة غامضة
أو حتتاج لقرينة لتوضيحها فإن العلماء سلكوا يف تفسريها معايري معينة ،حيث أن األلفاظ اليت يتداوهلا الناس غري مقصودة لذاها ،بل ابعتبارها وسيلة
للتعبري عن مقاصدهم ونياهم ،لذلك وجب على طلبة العلم واملتخصصني يف الوقف أن يبذلوا يف ما يف وسعهم الستغالل القرائن املوصلة للمقاصد
والغاَّيت اليت قصدها املتكلم من كالمه حيث أن اللفظ الواحد قد يكون له معىن يف وقت مث ال يكون له نفس املعىن يف وقت آخر  ،يقول ابن قيم
اجلوزية" :إن هللا وضع األلفاظ بني عباده تعريفاً وداللة على ما يف نفوسهم ،فإذا أراد أحدهم من اآلخر شيئاً عرفه مبراده وما يف نفسه بلفظه ،ورتب
على تلك اإلرادات واملقاصد أحكامها بواسطة األلفاظ ،ومل يرتب تلك األحكام على جمرد ما يف النفوس من غري داللة فعل أو قول ،وال على جمرد
ألفاظ مع العلم أبن املتكلم هبا مل يرد معانيها ومل حيط هبا علماً ...فإذا اجتمع القصد والداللة القولية أو الفعلية ترتب احلكم"  .وقال- :رمحه هللا:-

شرح القواعد الفقهية للزرقا (ص41)301 :
سنن أيب داوود ()304/3ح رقم 423594
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"يقول ابن قيم اجلوزية" :إن القصد روح العقد ومصححه ومبطله ،فاعتبار املقصود يف العقود أوىل من اعتبار األلفاظ ،فإن األلفاظ مقصودة لغريها،
ومقاصد العقود هي اليت تراد ألجلها"  .لذلك صارت ألفاظ الواقف ختضع للقواعد التالية عند تفسريها :

أولا :العرف:
يعد العرف من أهم الوسائل املساعدة على معرفة مقصود الواقف من اللفظ ،يقول شيخ اإلسالم ابن تيمية –رمحه هللا ( :-إن لفظ الواقف ولفظ
احلالف والشافع واملوصي وكل عاقد حيمل على عادته يف خطابه ولغته اليت يتكلم هبا ; سواء وافقت العربية العرابء ; أو العربية املولدة ; أو العربية
امللحونة ; أو كانت غري عربية وسواء وافقت لغة الشارع ; أو مل توافقها ; فإن املقصود من األلفاظ داللتها على مراد الناطقني هبا ; فنحن حنتاج إىل
معرفة كالم الشارع ألن معرفة لغته وعرفه وعادته تدل على معرفة مراده  ,وكذلك يف خطاب كل أمة وكل قوم ; فإذا ختاطبوا بينهم يف البيع واإلجارة أو
الوقف أو الوصية أو النذر أو غري ذلك بكالم رجع إىل معرفة مرادهم وإىل ما يدل على مرادهم من عادهم يف اخلطاب ; وما يقرتن بذلك من
األسباب)  .وأكد على ذلك ابن عابدين –رمحه هللا -بقوله" :لفظ الواقف واحلالف وكل عاقد حيمل على عادته ولغته وافقت لغة العرب أو ال ،ويدل
على ذلك أيضاً أن الكالم العريب على اختالف لغاته إمنا وضع للتفاهم والتخاطب ،والشك أن كل متكلم يقصد مدلول لغته ،فيحمل كالمه عليها
وإن خالفت لغة احلاكم والقاضي ابعتبار قصده...فحمل كالمهم على غري لغتهم صرف له إىل غري معناه ،وال جيب مراعاة األلفاظ اللغوية والقواعد
العربية إال يف القرآن واحلديث"
فيفهم مما سبق أن بعض األلفاظ هلا يف أصل اللغة معىن معني لكنها قد تشتهر يف عرف جمموعة من الناس مبعىن آخر غري الذي وضعت له يف أصل
اللغة حىت أصبحت هذه املعاين اجلديدة هي املقصودة عند استخدامها من تلك األلفاظ وهذا ما يسميه علماء األصول ابحلقيقة العرفية وهي اليت عرب
عنها اآلمدي بقوله( :هي اللفظ املستعمل فيما وضع له بعرف االستعمال).
يقول الزرقا" :إن كل متكلم حيمل كالمه على لغته وعرفه ،فينصرف إىل املعاين املقصودة ابلعرف حني التكلم ،وإن خالفت املعاين احلقيقية اليت وضع هلا
اللفظ يف أصل اللغة ،ذلك ألن العرف الطارئ قد نقل تلك األلفاظ إىل معان أخر صارت هي احلقيقة العرفية املقصودة ابللفظ يف مقابل احلقيقة
اللغوية ،فلو صرف كالم املتكلم إىل حقيقته اللغوية دون العرفية اليت هي معناه يف عرف املتكلم ،لرتتب عليه إلزام املتكلم يف عقوده وإقراره وحلفه
وطالقه وسائر تصرفاته القولية مبا ال يعنيه هو ،وال يفهمه الناس من كالمه"
اتفق مجهور العلماء على وجوب اعتبار عرف الواقف و مقصوده من الكالم لكنهم اختلفوا تبعا لذلك فيما إذا دار اللفظ بني احلقيقة العرفية والوضعية
و الشرعية فأيهم أحق ابلتقدمي- ،واحلقيقة الوضعية :هي اللفظ املستعمل فيما وضع له أوال يف اللغة ،وأما احلقيقة العرفية اللغوية :فهي اللفظ املستعمل
فيما وضع له بعرف االستعمال اللغوي  ،وأما احلقيقة الشرعية :فهي استعمال االسم الشرعي فيما كان موضوعاً له أوالً يف الشرع .-
والصحيح عند مجاعات من األصوليّني :أن اللفظ حيمل على احلقيقة الشرعية ّأوالً إن كانت له حقيقة شرعية ،مث إن مل تكن شرعية محل على العرفية،
ترجحت بغلبة االستعمال فإن احلقيقة اللغوية مرتجحة أبصل
مث اللغوية .وعن أيب حنيفة :أنه حيمل على اللغوية قبل العرفية ،قال :ألن العرفية ،وإن ّ
الوضع.
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فذهب بعض العلماء إىل تقدمي احلقيقة الشرعية واللغوية:
حيث قال اإلمام السبكي –رمحه هللا :" -ولو كان فهم العوام حجة مل يُنظر يف شيء من كتب األوقاف  ,وال غريها مما يصدر منهم  ,ولكنا ننظر يف
ذلك  ,وجنري األمر على ما يدل عليه لفظها لغة وشرعاً سواء أعلمنا أن الواقف قصد ذلك أم جهله  ,وما ذاك إال أن من تكلم بشيء التزم حكمه ,
فصل يف
وإن مل يستحضر تفاصيله حني النطق به" .وتبعه الزركشي يف البحر احمليط حيث ذهب إىل تقدمي احلقيقة الشرعية أوالً  ،مث العرفية  .لكنه َّ
موضع آخر وبني أنه إذا مل يتعلق ابلعرف الشرعي حكم فيُقدم العرف عليه ؛ فال حينث عنده من حلف ال أن ال أيكل حلماً فأكل مسكاً وإن مساه هللا
تعاىل حلماً ؛ فرأى تقدمي عرف االستعمال على عرف الشرع  ،ألن فيه تسمية مل يتعلق هبا تكليف معلال أبن اإلنسان إمنا يؤاخذ مبا نواه وفعله .لكن
تعلق حكم بعرف الشرع فإنه يُقدم العرف الشرعي على عرف االستعمال؛ كما إذا حلف أال يصوم فإنه مل حينث إال ابلصوم ابملعىن الشرعي -
إذا ُ
ابإلمساك ابلنية يف زمن قابل للصوم ، -وال حينث مبطلق اإلمساك ؛ وإن كان صوماً لغة .
وذهب بعض العلماء إىل اعتبار عرف الواقف واستعماله وتقدميه على احلقيقة الشرعية ؛ ألن كالم الناس يف عقودهم وإنشاءاهم إمنا تدل عليه
مقاصدهم  ،فال تكون لغة الشارع أو عرفه دليالً على مقاصدهم.
ولعل تفصيل الزركشي مجيل يف هذا الباب فتقدم احلقيقة العرفية مامل يرتتب عليها حكم فإذا تعلق به حكم فتقدم احلقيقة الشرعية حينئذ.
والعرف املقصود هنا هو العرف املطرد زمن صدور الوقف ،وليس العرف الطارئ بعده ،ألن ما كان يف زمن الواقف كان مقصودا له .فلو قال وقفت
على من يدرس يف املدرسة الفالنية جلأان يف تفسري وحتديد من يدرس فيها العرف املطرد يف زمن الوقف .وليس للعرف املضطرب اعتبار فيجب أن
يكون العرف مضطردا ولو عند فئة أو طائفة معينة .أما إذا كان املفهوم مما يتغري بتغري الزمان واملكان فريجع فيه إىل عرف الزمن احلايل كالوقف على
الفقراء فما كان يعد به الفقري فقريا يف السابق قد ال يعد به فقريا يف الوقت احلايل.

صور اعتبار العرف وتفسري نصوص الواقفني:
ف على طلبة العلم ويف مصطلحه  ،أو عرفه الدارج عند اإلطالق أن العلم هو كل ما نفع الناس يف دينهم ودنياهم جاز إعطاء
من َوقَ َ

-

طالب العلوم البحتة النافعة لألمة من وقفه  ،ولو كان العلم يف الشريعة واصطالح الفقهاء يُطلق على علوم الكتاب والسنة .
الربُط ؛ فإنه جيوز هلم إنزال الضيف املدة اليسرية ؛ ألن العادة جرت
تسويغ االنتفاع لغري املوقوف عليه يف املدة اليسرية ؛ كأهل املدارس و ُ

-

بذلك ؛ فدلت العادة على أن الواقف يسمح يف ذلك.
عدم احلاجة إىل إذن الناظر اخلاص يف استعارة الكتاب املوقوف ؛ إذا جرت به عادة  ،وأن العرف املطرد يف زمن الواقف إذا علمه يكون
مبنزلة شرطه ؛ فيُتَّبع ذلك .

اثنيا :مقاصد الواقفني:
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-

اتفق الفقهاء على اعتبار شروط الواقف فإذا اتضح مقصود الواقف من خالل لفظه وجب اعتباره وااللتزام به فإذا مل يتضح املقصود رجع يف تفسريه إىل
العرف ،فإذا مل يوجد عرف متبع اجتهد ملعرفة مقصود الواقف من الوقف من خالل القرائن.
يقول ابن القيم -رمحه هللا":-جيوز التخصيص بقصد املتكلم وابلقرائن يف كالم الواقفني واملوصني واملقرين واألميان ،بل يف كل كالم للمكلف يرتتب عليه
أمر شرعي ،ألن الكالم إمنا يرتتب عليه موجبه لداللته على قصد صاحبه فإذا ظهر قصده مل جيز له أن يعدل عنه إىل عموم كالمه وإطالقه ،ومجيع
األمم على اختالف لغاها تراعي مقاصد املتكلمني وإرادهم وقرائن كالمهم"
ويقول اإلمام مالك -رمحه هللا" :-فإذا عرب احملبس عما يف نفسه من إرادته بلفظ غري حمتمل وقفنا عنده ومل يصح لنا خمالفة نصه وإذا عرب عما يف نفسه
بعبارة حمتملة وجب أن حنملها على ما يغلب على ظننا أنه أراده من حمتمالت لفظه مبا يعلم من قصده"
وجيب مراعاة مصلحة الوقف وإحداث ما يغلب على الظن أنه لوكان الواقف حيا وعرض عليه لرضيه واستحسنه .مع ضرورة وجود القرينة اليت تدل
على قصد الواقف سواء كانت هذه القرينة مبنية على العرف أو املصلحة أو داللة حال الواقف ،حىت ال يبىن األمر على اهلوى والتشهي أما إذا ترك
استنباط مقاصد الواقف دون قرينة فسيأيت ذلك بفقه جديد بعيد عن الدليل.
وقد قسم الدكتور عبدهللا الديرشوي مقاصد الواقفني إىل ثالثة مستوَّيت:
األول :مقصد بعيد ويعىن به طلب األجر والثواب من هللا وهو الغاية األساسية من الوقف ،فكان من أهم مسات الوقف أتبيده والتصدق بثمرته ولوال
هذا املقصد للجأ الواقف إىل صدقات التطوع األخرى فرعاية هذا املقصد ضروري.
الثاين :مقصد قريب ويعىن به الغرض املباشر للواقف ،مثل أن يوقف الواقف على طلبة علم من مذهب معني فيكون قصده طلبة هذا املذهب دون
غريهم وهذا املقصد ضروري ألن الواقف نص عليه وشرطه.
الثالث :مقصد وسط بني املقصدين السابقني وهو على درجات وحيث أمكن األقرب من املقاصد مل ينتقل لألبعد فلو اوقف على طلبة املذهب احلنفي
يف اإلحساء ومل يوجد طلبة هذا املذهب يف املدينة نفسها انتقل للمدينة اجملاورة وإن مل يوجد انتقل لطلبة املذاهب األخرى.
واألمثلة على تفسري مقاصد الواقفني من كالم الفقهاء كثرية :
-

نص العلماء على أنه إن تعارضت عباراتن يف كالم الواقف إحدامها تقتضي حرمان بعض املوقوف عليهم واألخرى تقتضي عدمه فاألقرب
إىل مقاصد الواقفني أهنم ال يقصدون حرمان أحد من ذريتهم.
وكذلك اذا تعارضت عباراتن يف كالم الواقف ومل ميكن اجلمع بينهما فإنه أيخذ ابآلخر منهما ألنه يفهم من تعارضهما أن الواقف أراد

-

العمل ابلشرط املتأخر وتغيري األول.
وقال بعض العلماء ميتنع نقل املاء من السقاَّيت اليت توضع يف الشوارع ومل يعلم فيها قصد الواقف ألن األقرب إىل مقاصد الواقفني أهنا

-

للشرب فقط.
يقول النفراوي املالكي" :لو وقف ماء على الغسل والوضوء فيجوز للناظر أن ميكن العطشان يشرب منه  ،ألنه لو كان حيا ملا منع من
ذلك"
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-

-

وكذلك لو شرط الواقف يف حتبيسه للكتب أال يعطى طالب العلم إال كتااب بعد كتاب ،قالوا إذا احتاج إىل كتابني يعطى إذا كان الطالب
مأموان ألن ظاهر شرط الواقف أنه أراد حفظ الكتب.

الفرع اخلامس :تغيري شرط الواقف
تغيري شرط الخيلو أن يكون يف إحدى ثالث حاالت كالتايل:
أوال :تغيري الشرط من أعلى إىل أدىن ،فهذا الجيوز ملا فيه من إضرار ابملوقوف عليهم ،ولوجوب العمل بشرط الواقف.
اثنيا:تغيريه من مساو إىل مساو  :وهذا أيضا الجيوز لوجوب العمل بشرط الواقف ولعدم جواز خمالفة الشرط دون املصلحة املتحققة,
اثلثا:تغيريه من أدىن إىل أعلى :فهذا أجازه بعض العلماء عمال ابملصلحة وفق ضوابط معينة كأن يوقف شخص على طلبة العلم فيحتاج الناس إىل
املال للجهاد والتفصيل والتأصيل لذلك يف املطلب التايل.
املطلب الثاين :املصاحل العامة
الفرع األول :تعريف املصلحة
املصلحة لغة :من الصالح ،واملصلحة واحدة املصاحل ،واالستصالح :نقيض

االستفساد43،

وأصلح الشيء بعد فساده :أقامه ،واملصلحة :الصالح،

أصلَ َح يف عمله :أتى مبا هو صاحل انفع.
والنفع؛ وصلح صالحاً وصلوحاً :زال عنه الفساد؛ وصلح الشيء :كان انفعاً ،أو مناسباً؛ يقالَ :

44

و أما املصلحة اصطالحا:
فقد عرفها اإلمام الغزايل وابن قدامة- 45رمحهم هللا:-أبهنا عبارة جلب املنفعة ودفع املضرة ،وفصل اإلمام الغزايل يف ذلك بقوله "ونعين ابملصلحة:
احملافظة على مقصود الشرع ،ومقصود الشرع من اخللق مخسة :وهو أن حيفظ عليم دينهم ،ونفسهم ،وعقلهم ،ونسلهم ،وماهلم ،فكل ما يتضمن هذه
األصول فهو مصلحة ،وكل ما يفوت هذه األصول فهو مفسدة ودفعه مصلحة.
يستقل العقل بدركه على حال".46
وقال الشاطيب هي" :ما فُهم رعايته يف حق اخللق من جلب املصاحل ،ودرء املفاسد على وجه ال
ُّ
وعرفها د .عبدهللا الرتكي أبهنا الوصف الذي يكون يف ترتيب احلكم عليه جلب منفعة للناس أو درء مفسدة عنهم. 47
الفرع الثاين :العمل ابملصلحة يف الشريعة اإلسالمية:
ومراعاة املصلحة مما جاءت به الشريعة اإلسالمية وراعته  ،والشرع إمنا قام على مصاحل العباد يف العاجل واآلجل.

الصحاح :مادة '' صلح ''  ،384 383 /1القاموس احمليط 43.243 / 1
ابن منظور ،لسان العرب (44.)516/2
روضة الناظر ،ص 45.169
االعتصام 46362/2
أصول مذهب اإلمام أمحد ،ص 47.413
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تقرر يف السابق إذا اتضح مقصود الواقف من خالل لفظه وجب اعتباره وااللتزام به ،فإذا مل يتضح املقصود رجع يف تفسريه إىل العرف ،فإذا مل يوجد
عرف متبع اجتهد ملعرفة مقصود الواقف من الوقف من خالل القرائن ،فإن مل يتوصل ملعرفة مقصد الواقف من لفظه فإنه يعمل ابألصلح للوقف
واجملتمع.
فمنهم من قيد ذلك يف حالة الضرورة ومنع التصرف يف شرط الواقف ونصه يف وقد اخذ العلماء اجتاهني يف مسألة حكم إعمال املصلحة يف الوقف
عني الوقف ومصرفه ،وسائر شروطه بال ضرورة وهذا قول أكثر أهل العلم أن األصل احرتام شرط الواقف فإن تعذر ذلك عمل ابملصلحة وفق ضوابط
ومن العلماء من اعترب املصلحة وتوسع فيها بل وقدمها على نص الواقف إذا ما دام حتقق النفع للجهة املوقوف عليها ،أو كان يف املصلحة أجراً معينة.
يقول ابن تيمية -رمحه هللا ( :-وجيوز تغيري شرط الواقف إىل ما هو أصلح منه؛ وإن اختلف أعظم للواقف .وممن اشتهر هبذا القول ابن تيمية والشوكاين
صرف إىل اجلند
( .ذلك ابختالف الزمان؛ حىت لو وقف على الفقهاء والصوفية واحتاج الناس إىل اجلهاد ُ
واألدلة يف جواز إعمال املصلحة يف الوقف كثرية منها:
 مارواه البخاري ومسلم عن عائشة –رضي هللا عنها -قالت:قال :رسول هللا –صلى هللا عليه وسلمَّ ":-يعائشة لوال أن قومك حديثوا عهد بشركهلدمت الكعبة فألزقتها ابألرض وجعلت هلا اببني اباب شرقيا واباب غربيا وزدت فيها ستة أذرع من احلجر ،فإن قريشا اقتصرها حيث بنت

الكعبة"48.

وجه الداللة :قال شيخ اإلسالم ابن تيمية -رمحه هللا ( :-ومعلوم أن الكعبة أفضل وقف على وجه األرض  ،ولو كان تغيريها وإبداهلا مبا وصفه واجباً :
فعلم أن هذا جائز
فعلم أنه كان جائزاً  ،وأنه كان أصلح  ،لوال ما ذكره من حداثن عهد قريش ابإلسالم  ،وهذا فيه تبديل بنائها ببناء آخر ُ ،
مل يرتكه ُ ،
يف اجلملة  ،وتبديل التأليف بتأليف آخر هو أحد أنواع اإلبدال)49
 مارواه جابر بن عبدهللا –رضي هللا عنهما " :-أن رجال قام يوم الفتح فقالَّ :يرسول هللا ،إين نذرت هلل إن فتح هللا عليك مكة أن أصلي يف بيتاملقدس ركعتني ،فقال–صلى هللا عليه وسلم" :-صل هاهنا" ،مث أعاد عليه ،فقال":صل هاهنا" مث أعاده عليه":فقال شأنك إذن".
وجه الداللة :القياس على النذر فكما جاز إبدال النذر خبري منه فكذلك جيوز إبدال الوقف خبري منه عمال ابملصلحة.
 -ماثبت عن الصحابة –رضي هللا عنهم -أهنم غريوا بناء مسجد النيب –صلى هللا عليه وسلم -أبمكن منه للمصلحة الراجحة يف

ذلك50

48.

رواه البخاري (  ) 1509ومسلم ( ) 1333
جمموع الفتاوى ( ) 244 / 31
املناقلة ابألوقاف(50.)101
49.
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غريا صورة الوقف للمصلحة ،بل فعل عمر ما هو أبلغ من ذلك حيث حول مسجد الكوفة
 ما ثبت عن اخللفاء الراشدين -كعمر وعثمان -أهنما ّ51القدمي فصار سوق التمارين وبىن هلم مسجدا آخر يف مكان آخر.
 التفريق بني معقول املعىن وغري معقول املعىن ،فيجوز إعمال املصلحة يف معقولة املعىن دون التعبدية غري معقولة املعىن حيث أن األصل يف العباداتالتسليم واإلذعان فيما مل تعرف حكمته ،والوقف ليس من التعبدَّيت اليت ال يعقل معناها ،لذا يربط التصرف يف أموال الوقف ابملصاحل الراجحة فَتُتبع
مصلحة الوقف ،ويدار مع املصلحة حيث كانت فيكون بذلك تطوير الوقف على قدر كبري من املرونة ألنه ليس عمل تعبدي حمض غري معقول املعىن
حىت جيمد وال يتغري بتغري الظروف.
 القياس على التصرف يف مال اليتيم للمصلحة لقوله تعاىل ":وال تقربوا مال اليتيم إال ابليت هي أحسن" األنعام .152: -قالوا كما أنه الينكر تغري األحكام بتغري الزمان فكذلك الينكر تغري اجلهات املوقوف عليها بتغري األزمنة واختالف

احلاجات52.

الفرع الرابع :ضوابط العمل ابملصلحة يف الوقف:
وعلى كل اجتاه من االجتاهني السابقني سواء مت اعتبار املصلحة كمصدر اثين إذا تعذر فهم قول الواقف أو بتقدمي املصلحة الراجحة على نص الواقف
فإهنم اجتهدوا يف وضع ضوابط تنظم العمل ابملصلحة حىت ال تضيع شروط الواقفني حبجة العمل ابملصلحة  ،يقول الشيخ عبدهللا بن بيه ":فليست كل
مصلحة عارضة ميكن أن تزعزع أركان الوقف وتصرف أبلفاظ الواقف عن مواضعها وحترك الغالت عن مواقعها" 53وميكن اختصار هذه الضوابط يف
اآليت:
-

نصا من الكتاب أو السنّة أو اإلمجاع أو القياس .ألن القرآن والسنة هم األصلة وال مصلحة إال يف اتباعهم ،والناس
أن ال ختالف املصلحة ّ
ختتلف يف أفهامها وما يتومهه فالن من الناس مصلحة قد خيالفه فيه غريه أو قد تظهر له مفسدته فيما بعد فالعمدة واألصل هو الكتاب
والسنة فما وافقهما ولو يف اجلملة يعترب وما خالفهما فال يعتد به.

-

أن تكون املصلحة مالئمة لتصرفات الشارع.

يقول د .حممد أبو زهرة" :واحلق فقهيًّا أن شروط الواقف حترتم وتصان طاملا كانت يف تناغم واتساق مع القواعد الشرعية ومن جهة ،ومع مقاصد
54ومرامي الوقف من جهة أخرى ،وإال تسلب عنها هذه القدسية واالحرتام".

ابن تيمية ،تقي الدين أبو العباس أمحد بن عبد احلليم بن تيمية احلراين ،الفتاوى الكربى ،حتقيق حممد عبدالقادر عطا  -مصطفى عبدالقادر عطا ،دار الكتب العلمية ،الطبعة األوىل 1408ه 1987 -م (،)429/5
وانظر بن بيه ،عبدهللا ،أثر املصلحة يف الوقف ،جملة جممع الفقه اإلسالمي التابع ملنظمة املؤمتر االسالمي جبدة (.)494/13( )139 /12
الضوابط الفقهية املتعلقة ابلوقف التوجيري(52.)91
املرجع السابق (53)157 /12
أبو زهرة ،حماضرات يف الوقف ،دار الفكر العريب ،القاهرة1971 ،م ،ص  136وما بعدها؛54
51
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عز الدين بن عبد السالم رمحه هللا  " :ومن تتبّع مقاصد الشرع يف جلب املصاحل ودرء املفاسد  ،حصل له من جمموع ذلك اعتقاد أو عرفان ،
يقول ّ
نص و ال إمجاع وال قياس خاص ؛ َّ
أبن هذه املصلحة ال جيوز إمهاهلا  ،و َّ
َّ
الشرع يوجب
فإن فَ ْه َم نفس ّ
أن هذه املفسدة ال جيوز قُرابهنا  ،وإن مل يكن فيها ّ
"55ذلك
-

أن تعود على مقاصد الشريعة ابحلفظ والصيانة.56

يفسر اإلمام القرايف –رمحه هللا – العالقة بني مقاصد الشريعة ومفهوم املصلحة على أهنا عالقة تضمن ،أي أن مقاصد الشريعة حتيط مبفهوم املصلحة
وحتتويه أي أن املقاصد هي وعاء

املصاحل57.

ظن أنه أصل خامس فقد أخطأ ؛ أل ّان رددان املصلحة إىل حفظ مقاصد الشرع  ،ومقاصد
ويقول اإلمام قال َّ
الغزايل – رمحه هللا تعاىل  … " : -من ّ
الشرع تعرف ابلكتاب والسنة واإلمجاع  .فكل مصلحة ال ترجع إىل حفظ مقصود فُ ِه َم من الكتاب والسنة واإلمجاع  ،وكانت من املصاحل الغريبة اليت ال
شرع  ،كما أن من استحسن فقد شرع  .وكل مصلحة رجعت إىل حفظ مقصود
تالئم تصرفات الشرع  ،فهي ابطلة مطَّرحة  ،ومن صار إليها فقد َّ
شرعي علم كونه مقصوداً ابلكتاب والسنة واإلمجاع ؛ فليس خارجاً من هذه األصول "...مث قال –رمحه هللا":-وإذا فسران املصلحة ابحملافظة على
مقصود الشرع  ،فال وجه للخالف يف اتباعها  ،بل جيب القطع بكوهنا حجة  ،وحيث ذكران خالفاً فذلك عند تعارض مصلحتني ومقصودين  ،وعند
" 58ذلك جيب ترجيح األقوى
-

أن يكون القائمون على حتديدها هم أهل الفقه والدين والعلم ابلشريعة.

-

أن تكون بناء على طلب الناظر أو املوقوف عليهم وتنفذ حبكم القاضي أو احلاكم ألن القاضي هو الذي يقدر احلاجة.

يقول الطرسوسي" :وأما إذا مل يشرتطه فقد أشار يف السري إىل أنه ال ميلكه إال القاضي إذا رأى املصلحة يف ذلك وجيب أن خيصص برأي أول
القضاة الثالثة املشار إليه بقوله عليه الصالة والسالم(( :قاض يف اجلنة وقاضيان يف النار))  ،املفسر بذي العلم والعمل لئال حيصل التطرق إىل
إبطال األوقاف كما هو الغالب يف زماننا".59
-

أن تكون املصلحة حقيقة وليست ومهًا أي أن يغلب على الظن أهنا جتلب نفعا للوقف أو املوقوف عليهم أو تدفع ضررا عنه.

يقول اإلمام الشاطيب -رمحه هللا " :-فاملصلحة إذا كانت هي الغالبة عند مناظرها مع املفسدة يف حكم االعتياد فهي املقصودة شرعاً ،ولتحصيلها
وقع الطلب على العباد ليجري قانوهنا على أقوم طريق وأهدى سبيل" ،مث يقول" :وكذلك املفسدة إذا كانت هي الغالبة ابلنظر إىل املصلحة يف
حكم االعتياد فرفعها هو املقصود شرعاً وألجله وقع

النهي"60.

55.69

عز الدين عبد العزيز بن عبد السالم ،قواعد األحكام يف مصاحل األانم،دار الكتب العلمية،
اجليزاين ،معامل أصول الفقه ،معامل أصول الفقه عند أهل السنة واجلماعة ،دار ابن اجلوزي ،الطبعة اخلامسة1427 ،
حيث قال( :وموارد األحكام على قسمني ،مقاصد وهي املتضمنة للمصاحل واملفاسد يف أنفسها ،ووسائل وهي الطرق املفضية إليها ،وحكمها حكم ما أفضت إليه من حترمي وحتليل57.)...
(56.)238/1

(58.)179

الغزايل ،حممد بن حممد ،املستصفى ،دار الكتب العلمية1413 ،ه 1993/م
اإلسعاف،
الشاطيب ،املوافقات60 30
ص59.32
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ويقول العبدوسي" جيوز أن يفعل يف احلبس ما فيه مصلحة له مما يغلب على الظن حىت كاد أن يقطع به أن لو كان احملبس حياً وعرض عليه ذلك
لرضيه واستحسنه".61
-

أال تعارضها مصلحة أرجح منها أو مساوية هلا ،وأال يستلزم من العمل هبا مفسدة أرجح منها أو مساوية هلا ،بل البد أن تكون املصلحة
أكرب.

فال تقدم احلاجيات أو التحسينيات على الضرورَّيت ،وكذلك تقدم املصلحة العامة على املصلحة اخلاصة  ،و املصلحة املتيقنة على املصلحة الظنية،
واملصلحة الدائمة على من املنقطعة ،و املصلحة املتعدية على القاصرة.
الفرع اخلامس :األمثلة على استعمال املصلحة يف الوقف:
األمثلة على استعمال املصلحة يف الوقف من كالم الفقهاء كثرية منها على سبيل املثال :
-

مسألة ما لو شرط الواقف أن ال تؤجر داره أكثر من سنة ،والناس يف عادهم اليرغبون يف استئجاره سنة ،أو كانت الزَّيدة أنفع للموقوف
عليهم أفىت األحناف جبواز خمالفة شرط الواقف

-

للمصلحة62.

وذهب بعض فقهاء املالكية إىل جواز بيع الدور املوقوفة للحاجة لتوسيع طريق مث يشرتى مبنها دور
و مثال ذلك أيضا ما لوشرط الواقف عدم عزل الناظر مث تبني أنه غري أهل فيعزل عمال

وتوقف63.

ابملصلحة64.

وسئل اإلمام أمحد -رمحه هللا -عن مسجد يراد حتويله ملكان آخر للمصلحة ،فقال :إن كان الذي بىن املسجد يريد أن حيوله خوفا من لصوص ،أو
يكون موضعه موضعا قذرا فال أبس أن حيوله .وبنفس ذلك ذلك أجاب عندما سئل عن املسجد ضيقا اليسع أهله فأجاب جبواز أن جيعل إىل موضع
أوسع منه ،وهذا عمل

ابملصلحة65.

اخلامتة:
بدأت الباحثة البحث يف التعريف ابملصارف الوقفية ،والوقوف على املعايري املعتربة يف حتديد هذه املصارف ،وفق دراسة أتصيلية عصرية تواكب
البحوث األصيلة واملعاصرة يف آن واحد.
مث انتقلت للكالم عن طريقة تفسري نصوص الواقف من خالل العمل ابلعرف وفهم مقاصده ،مث التأصيل لقواعد تغيري شرط الواقفني وختمت
الباحثة البحث يف بيان دور املصلحة يف حتديد املصارف الوقفية واألمثلة التطبيقية على ذلك ،وقد بذلت الباحثة جهدها يف هذه األسطر ،فإن كان من
توفيق فتلك منة من هللا تعاىل وفضل منه ،وإن كانت األخرى فاستغفر هللا العظيم ،وآخر دعواان أن احلمد هلل رب العاملني.

(61.)140/2

شرح ميارة على حتفة احلكام
ابن جنيم ،زين الدين بن إبراهيم البحر الرائق شرح كنز
النوادر والزَّيدات (63.)83/12
رد احملتار (64)387-382/4
جمموع الفتاوى (.)216/31
الدقائق62.266،

65
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املصادر واملراجع
ابن اهلمام ،كمال الدين حممد بن عبد الواحد السيواسي ،فتح القدير ،دار الفكر.
ابن تيمية ،تقي الدين أبو العباس أمحد بن عبد احلليم بن تيمية احلراين ،الفتاوى الكربى ،حتقيق حممد عبدالقادر عطا  -مصطفى عبدالقادر عطا ،دار
الكتب العلمية ،الطبعة األوىل 1408ه -
ابن جبري ،حممد بن أمحد بن جبري الكناين األندلسي ،رحلة ابن جبري (،بريوت :دار بريوت للطباعة والنشر ،ط.)1
ابن دقيق العيد ،حممد بن علي بن وهب القشريي ،شرح األربعني النووية يف األحاديث الصحيحة النبوية( ،بريوت :مؤسسة الرَّين ،ط،6
1424ه 2003/م).
ابن عاشور ،حممد الطاهر ،مقاصد الشريعة اإلسالمية( ،تونس :الشركة التونسية للتوزيع ،ط1978 ،1م).
ابن فارس ،أبو احلسني أمحد بن فارس بن زكرَّي ،مقاييس اللغة( ،بريوت :دار الفكر ،د.ط1399 ،ه 1979/م).
ابن قيم اجلوزية ،حممد بن أيب بكر بن أيوب بن سعد مشس الدين ،إعالم املوقعني عن رب العاملني ،دار اجليل  -بريوت .1973 ،
ابن منظور،حممد بن مكرم بن منظور األفريقي ،لسان العرب( ،بريوت :دار صادر ،ط.)1
ابن جنيم ،البحر الرائق شرح كنز الدقائق ،دار الكتب العلمية بريوت – لبنان ،الطبعة االوىل  1418ه 1997 -م.
ابن جنيم ،زين الدين بن إبراهيم ،البحر الرائق شرح كنز الدقائق ،دار الكتاب اإلسالمي
أبو جيب،السعدي ،القاموس الفقهي لغة واصطالحا( ،دمشق-سورية دار الفكر املعاصر1408ه 1998،م).
أبو زهرة ،حماضرات يف الوقف ،دار الفكر العريب ،القاهرة1971 ،م
أبوغدة ،عبد الستار ،وشحاتة ،حسني ،األحكام الوقفية واألسس احملاسبية للوقف( ،الكويت :األمانة العامة لألوقاف ،د.ط1998 ،م).
أثر املصلحة يف الوقف ،جملة جممع الفقه اإلسالمي التابع ملنظمة املؤمتر االسالمي جبدة
أمحد ،أمحد جمذوب ،إيرادات األوقاف اإلسالمية ووظيفتها يف إشباع احلاجات العامة( ،اخلرطوم :ندوة دور األوقاف اإلسالمية يف اجملتمع اإلسالمي
املعاصر( ،د.ط)1415 ،ه 1994/م).
أفندي ،علي حيدر خواجه أمني ،درر احلكام يف شرح جملة األحكام( ،بريوت :دار اجليل ،ط1411 ،1ه 1991 /م).
بشري ،حممد الفاتح حممود ،اقتصادايت وإدارة الوقف( ،القاهرة :الشركة العربية املتحدة للتسويق والتوريدات ،د.ط2011 ،م).
بن حجر ،محد بن حممد بن علي ،حتفة احملتاج يف شرح املنهاج ،املكتبة التجارية الكربى مبصر لصاحبها مصطفى حممد 1357 ،ه  1983 -م.
بن سيده ،بو احلسن علي بن إمساعيل ،احملكم واحمليط األعظم( ،بريوت ،دار الكتب العلمية –الطبعة :األوىل 1421 ،ه  2000 -م).
بن قاسم  ،عبد الرمحن بن حممد بن قاسم العاصمي احلنبلي النجدي ،حاشية الروض املربع ،الطبعة األوىل  1397 -ه
بن قدامة ،أبو حممد موفق الدين عبد هللا بن أمحد بن حممد ،روضة الناظر وجنة املناظر يف أصول الفقه على مذهب اإلمام أمحد بن حنبل ، ،مؤسسة
الرَّّين الطبعة الثانية 1423ه 2002-م

سن ،معامل أصول الفقه عند أهل السنة واجلماعة ،دار ابن اجلوزي الطبعة اخلامسة.1427 ،
اجليزاينَّ ،
حس ْني بن َح ْ
حممد ْ
بن َ
احلداد ،أمحد عبدالعزيز القاسم .املدخل الشرعي إلطار املصارف الوقفية وإشكالياهتا ،ورقة مقدمة ملؤمتر ديب لألوقاف.

احلطاب ،مشس الدين أبو عبد هللا حممد بن حممد بن عبد الرمحن  ،مواهب اجلليل يف شرح خمتصر خليل ،دار الفكر ،الطبعة :الثالثة1412 ،ه -
1992م.
احلكمي ،علي عباس ،شروط الواقفني وأحكامها– حبث مقدم لندوة الوقف يف الشريعة اإلسالمية وجماالته -وزارة األوقاف والشئون اإلسالمية –
السعودية 1423-ه .
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احلكمي ،علي عباس ،شروط الواقفني وأحكامها –،السعودية 1423-ه حبث مقدم لندوة الوقف يف الشريعة اإلسالمية وجماالته -وزارة األوقاف
والشئون اإلسالمية.
الدهلوي ،أمحد بن عبدالرحيم العمري ،حجة هللا البالغة( ،بريوت :دار املعرفة للطباعة والنشر).
دوابة ،أشرف ،األسس الشرعية والقتصادية للمصارف الوقفية  ،ورقة مقدمة ملؤمتر ديب لألوقاف.
(عمان األردن :دار وائل للنشر ،ط1996 ،1م).
الرفاعي ،خالد الوزاين ،مبادئ القتصاد الكلي بني النظرية والتطبيقّ ،
الرملي،مشس الدين حممد بن أيب العباس أمحد بن محزة شهاب الدين ،هناية احملتاج إىل شرح املنهاج ،دار الفكر ،بريوت1404 ،ه 1984/م.
السرطاوي ،فؤاد ،التمويل اإلسالمي ودور القطاع اخلاص( ،األردن :دار املسرية ،ط1420 ،1ه 1999/م).
شلتوت ،د/حممود ،اإلسالم عقيدة وشريعة( ،القاهرة :دار الشروق ،ط1400 ،10ه 1980/م).
صاحل كمال ،دور الوقف يف النمو القتصادي ،حبث مقدم إىل ندوة حنو دور تنموي للوقف( ،الكويت :وزارة األوقاف والشئون اإلسالمية1993 ،م).
الطرابلسي ،إبراهيم بن موسى بن أيب بكر ابن الشيخ علي ،اإلسعاف ىف أحكام األوقاف( ،مصر :املطبعة اهلندية ،ط1320 ،2ه 1902/م).
العامل ،د .يوسف حامد ،املقاصد العامة للشريعة اإلسالمية( ،الرَّيض :املعهد العاملي للفكر اإلسالمي ،ط١٩٩٤ ،2م).
عالء الدين أبو احلسن علي بن سليمان املرداوي ،اإلنصاف يف معرفة الراجح من اخلالف ،دار إحياء الرتاث العريب.
الغزايل ،أبو حامد حممد بن حممد ،املستصفى من علم األصول ،حتقيق :حممد األشقر( ،بريوت :مؤسسة الرسالة ،ط1417 ،1ه 1997/م).
الفريوزآابدى ،جمد الدين أبو طاهر حممد بن يعقوب ،القاموس احمليط ،حتقيق :مكتب حتقيق الرتاث يف مؤسسة الرسالة( ،بريوت :مؤسسة الرسالة للطباعة
والنشر والتوزيع ،ط1426 ،8ه 2005/م).
الفيومي ،أمحد بن حممد بن علي ،املصباح املنري يف غريب الشرح الكبري( ،بريوت ،املكتبة العلمية) .
قلعجي ،حممد رواس ،معجم لغة الفقهاء(،األردن ،دار النفائس ،الطبعة :الثانية 1408 ،ه  1988 -م).
ِ
حسن بن علي بن َعبد احلميد( ،الرَّيضَ :د ُار ابن
القنَّوجي ،أبو الطيب حممد صديق خان بن حسن بن علي احلسيين ،الروضة الندية ،حتقيق :علي بن َ
القيِّم للنشر والتوزيع ،والقاهرةَ :دار ابن عفَّان للنشر والتوزيع ،ط1423 ،1ه 2003/م).
القونوي ،قاسم بن عبد هللا ،أنيس الفقهاء يف تعريفات األلفاظ املتداولة بني الفقهاء( ،مطبعة كتب عربية).

الكبيسي ،حممد عبيد عبدهللا ،أحكام الوقف يف الشريعة اإلسالمية( ،بغداد :مطبعة اإلرشاد ،د.ط1397 ،ه 1977 /م).
املبارك ،حممد ،نظام السالم اإلقتصادي( ،بريوت :دار الفكر ،ط.)3
جمموعة مؤلفني  ،املوسوعة الفقهية الكويتية ،وزارة األوقاف والشئون اإلسالمية – الكويت.
مدكور ،على أمحد ،مناهج الرتبية أسسها وتطبيقاهتا( ،بريوت :دار الفكر العريب ،د.ط١٤٢١ ،ه٢٠٠١/م).
املرتضى الزبيدي ،السيد احلسيين ،اتج العروس من جوامع القاموس ،حتقيق :علي هاليل( ،الكويت :دار اهلداية للطباعة والنشر ،د.ط1966 ،م).
مصطفى ،إبراهيم /الزَّيت ،أمحد  /عبد القادر ،حامد النجار ،حممد  ،املعجم الوسيط(،مصر ،القاهرة ،جممع اللغة العربية ،مكتبه الشروق الدوليه،
.)2004
النفراوي ،أمحد بن غامن بن سامل بن مهنا شهاب الدين األزهري املالكي ،الفواكه الدواين على رسالة ابن أيب زيد القريواين( ،بريوت :دار الكتب العلمية،
ط1419 ،1ه 1997/م).
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