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THE PLACE OF FINANCE IN ISLAM
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GLOBAL CHALLENGES: SDGS
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836 million people still 
live in extreme poverty

Globally, one in nine 
people in the world today 

(795 million) are undernourished

More than six million 
children still die before their 
fifth birthday each year

103 million youth 
worldwide lack 
basic literacy skills

Water scarcity affects more 
than 40 per cent of the 
global population and is 
projected to rise

One in five people still 
lacks access to modern 
electricity

The gap in income 
and wealth is 
widening

828 million people live in 
slums today and the number 
keeps rising

Source: UN Sustainable Development Goals Webpage



WHAT IS ISLAMIC FINANCE

In brief, Islamic finance is: 

• A financial system which is founded based on 1) moral principles and 2) It is 
backed by a set of legal rules (Shariah) to guide the behavior of the economic 
agent i.e. the user.  

• The ultimate objectives of the system  are to achieve balance between market 
incentives i.e. shareholders value maximization and philanthropic motives i.e. 
fulfilling all the social responsibilities.  

• The system is founded to promulgate the economic development and social 
justice through the principle of risks and rewards. In other word, the parties 
that involve in the transaction should be able to understand the overall 
philosophy that no return or profit shall be obtained without assuming certain 
level of risks. 

• Islamic financial system stress on the needs of the finance to be tightly 
integrated with real economic activities. 
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Growth

• US$ 2 trillion by 

Design (1 T in 34 

years and 1 T in 

the last 6 yeas)

• growing 50% 

faster than 

Traditional 

Banking

Profitability

• Average ROE of 

12% for top 20 

Islamic Banks 

Customers

• A minimum of 25% 

of the world’s 
population
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Current 

Outlook

Asset Growth

17%

ROA

1.6%

Customers

+70 million

Islamic Financial Service Industry - Overview

Countries

92+
Institutions

900+

Strategic 

Needs

Increase Focus on 

Financial Inclusion
Solutions for liquidity 

management

Create a sustainable framework 

for continues development 



Corporate 
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Financial 
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Islamic Financial Services Ecosystem
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ISLAMIC FINANCE IS 
COMPREHENSIVE SYSTEM FOR 
SOCIETY 
• Islamic financial system is a comprehensive system, capable of 

serving the full spectrum of the society.

• It has appropriate tools and mechanisms to mobilize funds to serve 
the needs of the society. 

• Islamic social finance consisting of microfinance, Zakat, Awqaf, 
Sadaqah and Qard Hassan is capable of helping the 
underprivileged and have-nots through various economic 
development activities with the ultimate objective to reduce gap 
between the rich and the poor.

• The groups with bankable or with more wealth such as the mass 
retailers, high net worth individuals and corporates, the funds from 
these groups can be mobilized through various Islamic financial 
institutions.



ISLAMIC FINANCE DEVELOPMENT IN 
BANGLADESH

Islamic Finance promotes financial inclusion through risk-sharing financial 
instruments and through specific instruments of redistribution of wealth

20% of the total banking sector (public and private) in Bangladesh is Islamic 
with only 11% banking outlets

Bangladesh holds 11th position in Islamic banking in World Islamic banking 
assets

35% of World Islamic banking customers reside in Bangladesh (13 million 
out of 38 million) (Ernest and Young)

Islami Bank Bangaldesh (IBBL) contains 50% of the global Islamic microcedit
(CGAP, 2013)

Islamic banks have invested 28% of their total investments in SMEs
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KEY INTRINSIC PRINCIPLES OF THE 
ISLAMIC FINANCIAL SYSTEM
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USAGE OF MONEY
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To help

Guarantee, 
No extra

Loan

Guarantee

No extra

Saving

Extra

No 
guarantee

Invest



THE RIBA EQUATION
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Extra Gua. Riba



RIBA PROHIBITED 

Intuitive description

• “Earning money from money” or interest, is prohibited. 

• Profit created when ‘money’ is transformed into capital via effort is 
allowed. 

• Some forms of debt are permitted 

• Debt must be linked to ‘real transactions’, and not for purely speculative 
purposes
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RIBA PROHIBITED 

Linkage to ‘market failures’?
•A real return for real effort is emphasised (investments cannot be 
‘too safe’), while speculation is discouraged (investments cannot be 
‘too risky’). 
• This may have productive efficiency spillover benefits (‘positive 
externalities’) for the economy through linking returns to real 
entrepreneurial effort.
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“too safe”
Real return 
based on 

effort
“too risky”



FAIR PROFIT SHARING
Intuitive description
•Symmetric profit-sharing (eg. Musharakah) is the 
preferred contract form.

•It provides effort incentives for the manager of the 
venture, while insuring the investor and management have 
a fair share in the venture’s realised profit (or loss). 

Linkage to ‘market failures’?
•Aligning management’s incentives with those of the 
investor may (in contrast to pure debt financing) once 
again have productive efficiency spillover benefits for 
the economy, through linking realisable returns to real 
entrepreneurial effort.
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NO UNDUE AMBIGUITY OR UNCERTAINTY 

Intuitive description

• This principle aims to eliminate activities or contracts that are gharar, by 
eliminating exposure of either party to excessive risk. 

• The investor and manager must be transparent in writing the contract, 
must take steps to mitigate controllable risk, and avoid speculative 
activities with high levels of uncontrollable risk

Linkage to ‘market failures’?
• This may limit the extent to which there are imperfect and asymmetric 
information problems as part of a profit-sharing arrangement. 

• For example, informational problems might provide the conditions for 
opportunistic behaviour by the venture (moral hazard), undermining 
investment in all similar ventures in the first instance. 
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HALAL VERSUS HARAM SECTORS

Intuitive description

• Investing in certain haram sectors is prohibited (e.g., alcohol, 
armaments, pork, pornography, and tobacco) since they are 
considered to cause individual and/or collective harm.

Linkage to ‘market failures’?
•Arguably, in certain sectors, there are negative effects for society 
that the investor or venture might not otherwise take into account 
(negative externalities). Prohibiting investment in these sectors might 
limit these externalities
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Islam And Poverty Eradication
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 Islamic principles of poverty alleviation are based on the Islamic views of

social justice and the belief in Allah Almighty.

 Islamic approach involves a holistic approach with set of anti-poverty

measures:

Poverty Eradication Scheme of Islam

Positive Measures Preventive Measures Corrective Measures

Income Growth

Functional Distribution 

of Income

Equal Opportunity

Control of Ownership

Prevention of

Malpractice

Compulsory Transfer:

Zakah

Recommended Transfer:

Charity

State Responsibility

Source: A. M. Sadeq, 1995, Poverty Alleviation: An Islamic Perspective.



Estimated Zakat in Bangladesh

 In study conducted in 2008 for CZM, we 

found that the total estimated zakat 

collection in 2006 was 12,760 crore taka. 

If we assume this grows 6% (average 

annual GDP growth for the last few years), 

then the total zakat collection in 2015 will 

be taka 22,000 crore taka
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Zakat and ADP in Bangladesh

 In another of my study shows that, if properly 
collected and distributed, zakat funds can replace 
the government budgetary expenditures ranging 
from 21 percent of ADP (annual development 
program) in 1983-84 to 43 percent of ADP in 
2004-2005. 

 These funds can be used for other developmental 
and social expenditures. Zakat should be included 
as a poverty alleviation instrument in the five-year 
developmental plans of Bangladesh.  
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THE 2030 SDG GOALS

The 2030 Agenda 

17 goals and 169 interlinked targets

Over the last two decades the landscape of development has been rapidly 
changing. 

This has been clearly marked by the pivotal agreements made in 2015: the 2030 
Agenda on the Sustainable Development Goals and the Addis Ababa Agenda for 
Action on Financing for Development.

We have made significant progress on development on the MDGs, but our ambitions 
have increased, and we still have challenges that remain. 



THE 2030 SDG GOALS

Our ambitions have increased not just because we have 17 SDGs to address 
-- nine more than the 8 goals of the MDGs; and not just because we must 
extend our reach to end poverty in all its forms everywhere. BUT because 
we have committed ourselves to implement development in a fully 
integrated way across our goals.

This requires us to work in new innovative, inclusive and coordinated ways 
across the institutions of government as well as across a range of traditional 
and non-traditional development partners, which includes the private sector, 
civil society organizations, academia, youth and local community. 



FUNDING NEEDS OF SDG

• Developing countries face $2.5 trillion annual investment gap 
in key sustainable development sectors, 2014 UNCTAD 
report estimates

• Bangladesh requires an additional investment of up to $94 
billion annually to achieve the sustainable development goals 
(SDGs), according to World Bank Estimate



WHAT CAN ISLAMIC 
FINANCE BRING TOWARDS 
SDG’S

Firstly, Islamic finance has all the tools or instruments that 
promotes risk sharing for more effective resource allocation. 

Second, Islamic finance also has the instrument to promote 
domestic resources mobilization. 

Finally, unlike the conventional finance which disintegrate the 
social aspect of the finance like donation from the mainstream 
finance, Islamic finance recognizes the importance of enabling 
social welfare tools as part of the mainstream Islamic finance 
stream (Awqaf) in complementing the other Islamic finance 
industry. 

• Islamic finance is able to play a more comprehensive financial 
intermediation role in promoting the SDGs as its foundation is 
based on moral and social preference of the society.     



ROLE OF  ISLAMIC FINANCE IN 
SUPPORTING THE SDGS

• We can group all the funding activities of SDG into three board 
categories as follows:

1. Finance for Social Development: to raise or mobilize funds to finance 
the social aspect of the society, for example, we should be able to 
raise sufficient funds to finance any program related to fighting 
poverty and hunger. 

2. Financing for Infrastructure Development: Sizeable amount of funding 
is needed in developing any infrastructure related projects, for 
example Padma Bridge, requires huge funding. 

3. Financing to promote innovation to achieve efficiency: refers to the 
funding requirements that are needed for any innovation activities. 
Innovation entails high risk and return. Islamic risk-sharing financing 
techniques fills this requirements



Core characteristics of impact investing

Investments intended to create positive impact beyond financial return

Provides capital 

… to generate 
measurable  positive 

social and/or 

environmental impact

Business 

designed with 

intent…

Expect financial 

return on 

investment



COMPREHENSIVE ISLAMIC FINANCE 
SOLUTIONS IN SUPPORTING SDGS 

Category Number of SDGs Islamic Finance Mechanism 

Financing for Infrastructure 

Development

8 SDGs (SDG 4, SDG 7, SDG 9, SDG 11, SDG 

13, SDG 14, SDG 15, SDG 17)

Raising wholesale funding mainly from 

1. Sukuk programme

2. Islamic Syndicated financing

Finance for Social Development 6 SDGs (SDG 1, SDG 2, SDG 3, SDG 5, SDG 

8, SDG 10)

Islamic Social and Financial Inclusion 

1. Zakat

2. Waqf

3. Islamic Microfinance

(including Microtakaful)

Financing to Promote Innovation in 

Achieving Efficiency

6 SDGs (SDG 6, SDG 7, SDG 8, SDG 13, SDG 

14, SDG 15)

Equity based structure is more suitable in 

promoting innovation such as

1. Islamic Private Equity

2. Islamic Venture Capital

3. Equity Funds

4. Crowdfunding

Islamic finance can act as complementary financing tool for SDGs



A FUTURE STRATEGY FOR ISLAMIC FINANCE 

•Communication Gap: Misconceptions, 
misunderstandings and misplaced notions about 
Islamic Finance must be removed through 
awareness and advocacy program.

•Trust gap: Social Business and Impact Investing 
should be emphasized to remove tensions among 
the stakeholders of the Islamic finance industry.

•Innovation Gap: Balance between Macro and 
micro maqasid should be maintained, the so 
called form versus substance (financial 
engineering).

•Talent Gap: A new brand of scholars who are 
well versed in Islamic jurisprudence and secular 
financing techniques and mechanisms must be 
nurtured
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Communication 
Gap

Trust Gap

Innovation Gap

Talent Gap



EPILOGUE

“The most worthy of earnings are those of the 
merchant who, if they are spoken to, do not lie, 
if they are trusted, do not betray, if they 
promise, do not fail, if they buy, do not 
condemn, if they sell, do not extol, if they owe, 
do not delay and if they are owed, do not 
press.” (Al-Hadith)
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