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Traces the historical milestones of Islamic bankamgl finance into Europe. Showcases the evolutfothe
erudite way of Islamic banking over the years wihibecentrating on active European Islamic finaneekets
i.e. France, Germany and United Kingdom. Also,i@alty analysis the current practices of Islamicaficial
institutions in the said markets. Lastly, idensfisome of the pivotal challenges facing Islamickivanindustry
and its future prospects in the region.
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1. Bank and Banking

A healthy and vibrant economy requires a finansigtem that swiftly moves funds from people whoestv
people who have productive investment opportunifi@sancial sector is considered to be the backlmbramy
country economy. Though the financial system hasmplex structure yet, it channels funds from saer
productive investors through a range of diversifiedtitutions comprising banks, finance and insaean
companies, mutual funds, bond and stock marketsTéterefore financial intermediaries and financrarkets
play a significant role in the economic developnmafrdiny country (Casu et al., 2006).

Financial markets perform the essential economictfan and offer direct finance alternative oppoities for

lenders and borrowers to transact openly (MishRi®07). Financial claims (such as bank deposit atsou
bonds, loans, life insurance policies, money, shagtc.) are generated on such markets where rtderidolds
the borrower’s financial claim and said to holdrafcial asset while, the issuer of the financiaine is said to
have financial liability (Casu et al., 2006; Mishki2007). Majority of the investors prefer shomatelending

with higher returns whereas, borrowers demand teng- cheap liabilities. This leaves the gap, wiieh be

bridged by a bank as they said to be borrowingtshdypically, deposits are low-risk, small-sizedamighly

liquid and lending long — loans are high-risk, Eugjze and illiquid (Casu et al., 2006; MishkinpZ].

1.2. Origin of Banking

Financial intermediaries such as banks are theckufits which make a financial market run betterc@xding to
Mishkin (2007) financial markets will not be able move their funds across the economy without banki
system. The historical roots of banking run deegnking is considered as old as human society. Eorgnce
man came to realize the significance of money adiune of exchange, the obligation of a controlling o
regulating agency or institution was naturally {@omez, 2011).

Gomez (2011) claims that the religious templesricient Babylon were in banking business as earl20£9
B.C. The temples were used to store gold and qifeszrious assets since they were well-built andidensd to

be safe. Furthermore, there are extant recordsamis from 18 century B.C. in Babylon that were made by the
temple priests to merchants at high rates of istere

There is no one agreed upon definition of bankaak® perform different functions across the walrdgeneral,
a bankis said to be a full service intermediary finahamstitution whose core business is to increasmemic
efficiency by endorsing a better allocation of ¢afalie financial resources (Casu et al., 2006). Gdrek performs
such an intermediation function by accepting depdsiurplus capital) from savers and allocating same to
both individuals and corporates with deficit of disn(Casu et al., 2006; Mishkin, 2007). Hence banla i
collecting and paying agent, which deals with mondgnetheless, contrary to the aforementioned Ianki
mechanism, there exists yet another way of banking.
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2. Idamic Finance

Islamic financial system that has emerged in te flaur decades or so offers a different standpminthe said
relationship. Nawaz (2013, p. 226) have opined Ilamic finance can no longer be dismissed assaipa fad
or as an epiphenomenon of Islamic revivalism. Istabanking is one of the most blossoming doctrimethe
global economic system as a result of globalizatnamatic changes in political-economic environtremd
Islamic insurgence — a new generation of Islammarfce which is more innovative and diverse is eingrgs
the doctrine is undergoing a new aggiornamento. false growing awareness about Islamic financiatesys
(Interest-free) has brought strong feelings tol#f@mic financial experts to confront the convenéib(Interest-
based) economic cycle. The Islamic economic systenising as a reliable substitute to the curremnérest
based system. Where an Islamic bank is defined as:

a full service intermediary financial institutiolat abides by the Islamic law which is derived from
Qur'an — the holly book of Muslims and Sunnah (Hagings and actions of the Holly Prophet
Muhammad PBUH). The most prominent features ofmiglafinance are interest-free banking —
collection or payment of interest is not permissibhnd profit/loss sharing based financing.
Additionally, Islamic banks are co-governed by Islamic-religious leaders (advisers) who identifi t
religiously permissible transactions — for instaricdoes not invest in; gambling, alcohol, armansent
tobacco, and pornography and so on and so forthw@=aand Goj, 2013, p. 311).

2.1. An Idamic Standpoint on Banking

The Islamic stance on banking is somewhat diffedstam and money have been rubbed together foe itiam
14 centuries (Plews, 2005), this led Islam to laywn certain rules in connection to the nature oheyand its
use — prohibition of ridatknown as interest in the conventional financigtem) is one prominent example.
However, Muslims are allowed to bank with convemdb(interest-based) financial institutions subjecthe
unavailability of a better (religiously permissipleption. Shariah law — the legal code of Islamic jurisdiction
provides guidance to determine and apply Islamiacjples of finance. All those financial intermedés
seeking to be perceived as an Islamic financialitii®on or conventional banks offering Islamic Barg
facilities through I'slamic-window are obligated to abide by the Shariah law in eohtheir financial activities
(Plews, 2005).

3. Europe and the Erudite way of Islamic Banking

Islam all too often resonates negatively in Européh a great part of non-Muslim public opinion

uncomfortable with Islamic culture and values. $mcand Christian opinion is at best suspicious of
Shariah — the Islamic law, and indeed often antagfan The notion of wanting to apply Islamic

principles to banking and finance is treated wikiegticism if not outright hostility, especially teere

is no concept of Christian or Jewish banking, evfthere are some parallels between Shariah
financial principles and the teaching of the Oldsianent. Yet Islamic finance is thriving in Europe,
and many major European banks perceive it as aitpté opportunity to generate new business
rather than as a threat to existing business (\WiJ2007, p. 1).

During the nineteenth century, most of the Musliwridl was controlled by the colonial powers from tWhest.
These powers brought the Muslim world into a Westerposed economic order for which it was ill-pregzh
(Warde, 2000). In the last decade of nineteenthucgnEuropean commercial banks decided to cateseth
occupied Muslim territories. In an attempt to prexdhe financial transactions related to the SuamaC
construction, Barclay Bank opened a branch in Chmok in 1890s. It is considered to be to be thet fi
commercial bank established in the Muslim worldafisic Development Bank, 2007).

On the other hand, Wilson (2007) maintians thatBEbeopean banks first engaged with the Gulf regibaut a
century ago. In the 1920s, the Eastern Bank — pesser of Standard Chartered Bank proposed a brantie
Island of Bahrain. The permission was subject dlimination of all interest based transactiorsatlis when
the European banks had to encounter demands #onitsffinance. Simultaneously, under the same cimmdit
avoidance of all interest based transactions, #t@oNal Handelsbank of the Netherlands — predecedssBN-
Amro received approval in Saudi Arabia. The bantaldished itself in Jeddah, to provide money exglean
facilities to the Dutch-Indonesian pilgrims. Evénce, the Western financial system has kept Isldmancial
system as dormant (Malit al., 2011). Most of the European and local banks baselde Muslims countries
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were adopted to conventional (interest-based) Iankystem until, the fourth quarter of the twettieéntury.
All the business transactions took place during pleaiod were interest-based, backed by the laghlaaities, as
religion believed to be had no role to play wittie financial system (Wilson, 2007). Nonethelekere¢ have
been a revival of interest of late (Makd al.,2011). The perceptions of European bankers stéotetiange in
the early 1970s, mainly as a result of the ememrg@fdslamic banks in the Muslim world. Dubai IslanBank
became the first fully-fledged Islamic bank to [sablished in United Arab Emirates in 1974, followgy the
Kuwait Finance House in 1977 and the Bahrain Ista@ink in 1978 (Nawaz, 2013).

In a metaphorical way, due to the emergence ofrlisldanking, traffic of financial knowledge transfeetween
East and West have become two-way rather than gimplne sided affair (Wilson, 2007). Banks operatm

the Gulf region have been importing most of the vemtional financial products from their European
counterparts in the past, now the situation hasetlithe other way around. European banks are imgort
Shariah compliant products and services from thelivtuworld, to cater their overseas Muslim cliergs,well

as for the growing Muslim population of Europe. $¢ih (2007) observes that banks operating in Eunape as
much to learn from the Muslim counterparts as taget have from Europe as interdependence replaces
dependence.

3.1 Muslim Population in Europe

According to the Pew Research Centers’ Forum oigieel & Public Life (2011) Muslim population in Eope
has increased from 29.6 million in 1990 to 44.limillin 2010 — about 6 per cent of Europe’s totghyation.
The projected estimate for Muslim population in &e by 2030 is 58 million and it will account fdyaut 8 per
cent of the total population of Europe. Accordinghe report, top three European countries witihdsty number
of Muslims are France (4.7 million, 7.5 per centlod overall population), Germany (4.1 million, & gent of
the overall population) and the United Kingdom (&xilion, 4.6 per cent of the overall populatioegpectively.

4. Shariah in Action: Reflections from European Financial M arkets

The following section analysis the evolution ofalslic banking and finance industry in Europe over yhars.
Historical developments, present market situatiod fature trends in Islamic banking and financ¢hie region
are highlighted. Islamic banking and finance atiéhgi in the leading countries (e.g. France, Gernarty UK)
are discussed in the following section. Additiopalbme of the niche markets for Islamic financeitess are
also identified.

4.1 United Kingdom
London: Western Hub of Shariah-compliant Business

The United Kingdom has been the gateway for Islalgioking to enter Europe (Wilson, 2007). London has
earned itself a status as the leading internatitsheinic financial centre in the West (Baba, 200/lson, 2000).

It has attracted major Islamic banks, partly duthtobreadth of specialist financial services offart also as a
consequence of the exposure of leading British #aokhe Arab and wider Islamic World. Good repotabf
British banks and their depth knowledge of thesekata are amongst those additional factors. Gedbigalby
being near to the Middle East with a convenienttrone is yet another advantage for London over Mexk
(Baba, 2007). In addition to that, there existdamguage barrier either, thanks to the long hisabrtonnections
with the UK, majority of the bankers and businessmigeak English as their second language (Wilso®QR

4.1.1. Development of Islamic Banking in the UK

The success of pioneer Islamic banks in the Gudfore grabbed the attention of many in the West.s€he
Islamic banks were extensively involved in Shagaimpliant trade finance and their success was mainiven
by the sky-high oil prices during the same peridtafde, 2000; Nawaz, 2013). However, it laid theneostones
for Gulf's expertise in Islamic banking and finartmgsiness.

The United Kingdom is the only European countryt thess fully Shariah-compliant Islamic banks. Thare five
fully-fledged Islamic banks operating in the UK, ngorising, one retail Islamic bank and four Islamic
Investment banks.

The UK regulator — the Financial Services Autho(fA) granted first banking license for the IslarBiank of
Britain (IBB) in August 2004 (Islamic Bank of Britg 2013; Kay, 2004; Wislon, 2005). Second bankrapgd
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by the FSA is the European Islamic Investment B@eIkB) on January 2005 (European Islamic Investment
Bank, 2013). In July 2007, FSA approved the thsidrhic bank named the Bank of London and The Middle
East (BLME). Additionally, BLME is also the firsslamic bank authorized by the FSA, to offer itsduats and
service across the European Union state membehnsutibeing physically present in the host courttrpagh —
the EU Passporting. In other words, the EU Pasisgprallows an Islamic bank tgassport its products and
services to an estimated 15 million potential comrs across the EU (FSA, 2007). Fourth approveximisl
bank is The QIB (UK), which got approval in Janu2B08. The last approved Islamic investment bartkes
Gatehouse Bank (GB), which opened its gates ShAtil 2008. All of the aforementioned banks ardiyfu
fledged Islamic banks offering a range of retaill amvestment banking products and services baseshanah
principles.

Additionally, several conventional banks offer atiemsive range of Islamic financing services, raggirom
private banking, mortgages, house and car finantindgslamic project and trade finance, and investme
banking (Baba, 2007). The abolition of double-stadapy in 2003, encouraged many conventional baoks t
offer Islamic finance facilities i.e. HSBC Amanal2004) and Lloyds TSB (2005) are the pioneering
conventional banks to offer Shariah-compliant paigiiand services in the UK (Malig al., 2011; Khan and
Bhatti, 2008; Wilson, 2007). Referring to the inttep of pure Islamic banking in the UK, Wilson (2Q0(. 4)
have opined that “It is a challenge for a new armitsach as the Islamic Bank of Britain to competa imature
market for banking services with the major convamdl banks offering Islamic products, notably HSBC,
through its dedicated — Amanah Islamic financesin and Lloyds TSB”. Yet over the years IFIs h&veen
handling these market pressures quite well angittyiin the market.

4.1.2. Future Outlook of the Britain Islamic FinanMarket

Wilson (2007) is of the view that Islamic bankingshalways been backed up by the ordinary Muslinasthat
development of Islamic finance industry can be réga as a populist movement rather than an inigaftiom
governments — it is with no doubt that retail bawgkdominated the Islamic financial activities (¥¢ih, 2005).
For instance, leading Islamic banks around thedv@@lg. Dubai Islamic bank of UAE, Al Rajhi Bank $&udi
Arabia, Kuwait Finance House, and Bank Islam Makyprimarily offered retail, private and persobahking
solutions (Wilson, 2005). In Europe, Islamic finarttas adopted the same — a bottom up rather tt@mdown
movement (Wilson, 2007).

After the end of colonialism in 1947, many Muslimsgrated or continued residing in Britain. The estied

Muslim population in Britain in 1971 accounted fomillion. The figure speaks for itself. It is eeiadt that there
has always existed a large potential market sizénénUK for Islamic financial services (Malit al., 2011).

There are about 3 million Muslim residents in BritdPew Research Center, 2011) most of whom arésBri
national and have been born in the country. In ggnthe typical Muslim family is twice a size of average
UK family (Wilson, 2000).

Great Britain stands alone in Europe, with fiveyiiédged Islamic banks. Much of the financial saitigs of
these banks are subject to corporate finance amdtiment banking rather than personal or retaikingnas one
(Islamic Bank of Britain) out of five is a retadlamic bank.

Islamic retail banking is primarily focused to aatbe high net worth individuals — the alternategéd of the
bank is to generate large amounts of capital froese individual investors to improve their liquydratios. It
evident from the fact that in an attempt to attthet petro-dollars of Middle Eastern sheikhs, glarhic Bank of
Britain established its office in Mayfair — the ma@xpensive area of London, inhabited by multiiilkires
Muslims who usually, spend their summer in Londgial{k etal., 2011).

Despite the fact that United Kingdom has an actind well-established financial sector in the whleope
nevertheless, most of the financial activities lurgcently, have been subject to the role Londorglabal

financial hub, rather than catering the retail bagleeds of the local Muslim community (Wilson0Z(. Baba
(2007) have opined that London has earned itselfstatus of a global ancillary center for Shariampliant
business booked in London, mainly by those residinthe Muslim countries, especially, the Middleskan
region. London is the third-largest market for isia finance, following the Muslim powerhouses, teldle

East and Malaysia. The first secondary market,ideitthe Islamic world in Sukuk (the Islamic bond)stbeen
established in London. Muslims from across the &anle investing in the UK real estate and in otesets
through this market (Oakley, 2009). All such haddyed facts allow the prediction that the City oindon will

maintain its position as a European hub for IBRhea years to come for two basic reasons. Firstalmse
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London is not yet, threatened by any other Europeampetitor and second, the UK government and the
financial regulators are in full support of Islarfilcance.

4.1.3. UK-Government Initiatives to Promote Islafficance

The effect of the UK Banking Act 1987 brought sosuéft changes at retail banking level. It broughtemd to
the dominance of the big four — Barclays, Lloydsdlsind Bank and NatWest and a consequence extestasil
organizations such as Marks and Spencer, SainsdmulyStandard Life insurance entered into the bankin
business (Wilson, 2000).

In principle, there has been absolutely no objectmthe notion of an Islamic financial institutidtmy the UK
regulators on its patch — as stated by the ChairafidSA (Davies, 2002). Those living in Britain kafull
freedom to choose the way they conduct their coroiaeactivities providing, no conflict with the lawhe
government has a crucial role to play in the suoatality and further development of Islamic bankiagd
finance (IBF) within the United Kingdom. Abolishnteof double stamp duty and the Finance Acts of 2003
2005 and 2006 are amongst those serious steps gkdre UK government to show its commitment tovgard
IBF (Malik et al., 2011). The EU Passporting is yet another milestévsementioned earlier, the FSA (FSA,
2007) authorized Bank of London and The Middle EB&ME) to cater about 15 million Muslims residirng
the European Union (EU) without being physicallggent in the respective countries.

4.2. France

According to some of the commentators France hadattgest Muslim population in Europe, between & to
million, at present (Paris EUROPLACE, 2011). Howewbe recent census conducted by the Pew Research
Center (2011) counts that Muslims in France arer k& million. Majority of the French Muslims are
immigrants primarily, from the former French colesiin North Africa particularly, from the countriasross the
ocean — Morocco, Algeria and Tunisia.

Despite the largest Muslim community with an inciag demand of Shariah compliant services — thadfre
financial sector has little to offer. Although Fofnbanks operating in the gulf region are quitévadn Islamic
banking and finance industry and have strong rivotise region, yet, they seem to have no plansabering the
local French Muslims. One possible reason is thenéhr apprehensiveness about introducing Shariahinaw
their social framework — as religion is not invalvin everyday life (Paris EUROPLACE, 2011; Raufl2)
Thus far, there exists no fully Shariah-complianafcial institution in France though; some coniaal banks
are active in Islamic finance on a limited scalddaionally, few Meddle-eastern based banks suchl &araka
Banking Group, Kuwait Finance House and Qatar IglaBank are offering Islamic finance products ttgbu
their French subsidiaries. However, none of thesi® is yet, active in Islamic retail banking.

4.2.1. Recent Developments and Future Prospedssamfiic Finance in France

Nonetheless, the French authorities are taking sseneus measures as they realize the obvious ibeéf
Islamic financial services for the French banks businesses alike (Hassoune and Haladjian, 2008 Initial
attempt to establish a conductive environment feargh complaint business, the French authoritidsiterité
des marchés financiers (AMF) and Paris Europlace d@proached the AAOIFI (Accounting and Auditing
Organization for Islamic Financial Institutions)dea in the Kingdom of Bahrain. Paris EUROPLACE was
authorized by the Ministry of Economy, Finance dndustry to coordinate the Islamic banking and fiice
development in France. In 2009, it signed a cohtnath AAOIFI, which enacts legal, accounting arndahce
standards for IBF in France (Paris EUROPLACE, 20The AAOIFI is currently working with the French
regulators to translate certain Shariah laws agwdstrds into French language (Schénenbach, 2011).

Additionally, Paris is determined to be the hubl&amic banking and finance outside the Muslim ld@nd to
topple London in Shariah-compliant business (FIZP®12). Furthermore, the French legislation poses no
obstacles specifically, tax implementation on IBfoducts (Schdénenbach, 2011). Hassoune and Haladjian
(2008) are of the view that the nature of French la sufficiently open and flexible. A few give dake
adjustments are required to accommodate Islamémée principles.

The French economy has already gone under recesisioa the beginning of this year. | such tightremoic
conditions, France sees Islamic finance as a resdgtle more than US$1.5 trillion of assets. Therefd-rance’s
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prime interest in Islamic finance is to benefitrfrahis market segment in such a way which couldltés
improved economic conditions in the country. Toifilthis purpose, it has to extend and deepereitdionship
with the Muslim world through improved cooperatiand friendship. Since business is a powerful vector
therefore, one needs to learn the language ofikqréntner to communicate freely, as not alwaysekthem to
speak one’s own (Moody'’s Investors Service, 2009).

4.3. Germany

Germany represents the second highest Muslim ptpuolan Europe. According to the Pew Research Gente
Report (2011) 5 per cent of the overall German faifmn consists of Muslims. A population of 4.2 liih
young Muslims three-quarters of whom are underatpe of 49,majority (74%) considering themselves to be
spiritual, along with a significant rate of savingkich accounts almost the double of the natiomaetage (18%
against 10%) and 35 billion Euro (US$ 50 billiorf) wealth makes Germany a potential market for Istam
Banking & Finance (Booz & Co., 2008; Kern, 2011spEcially this group of the Muslim society standsaa
potential target for Islamic financial products amdvices in Germany.

A keen interest (74%) in Islamic financial produbts been shown by the German-Muslims in a reagney,
while even a higher (94%) interest was shown is¢heervices are provided by a fully-fledged Islatmk
(Booz & Co., 2008). According to the estimatiort® potential for Islamic finance products stands.2athillion
Euros; however, so far less than 5 per cent of@aeman-Muslim community uses Islamic banking prasluc
(Booz & Co., 2008).

Despite the largest and strongest economy in Euvdtie a higher Muslim population in absolute nunsber
Germany, like France lacks way behind than the édnKingdom in Islamic finance business. There isao
single fully-fledged Islamic retail bank active the German financial market, till to date. Causedldast
interest of the German authorities and tax andjlaggry issues, a few structured Shariah-compliatiucts are
available at some of the conventional banks orutjinahe branches of some International Islamic bank

In July 2004, German Federal State of Saxony-Antadted a 100 million Euros through an issuancévef
years Sukuk (Askari, Igbal and Mirakhor, 2009; $tile, 2011; Wilson, 2007). It was the first Western
government issued bond and was heavily marketadeirMiddle East (Ahmad, 2010). Additionally, Detgsh
Bank is actively present in Islamic finance businsisice last three decades with its dedicatedesffacound the
Middle Eastern region including, Bahrain, Egyptu&iaArabia and United Arab Emirates. However, thalbis
not catering the local German Muslims and it isaitve on the Islamic finance side within the doyn

In the most recent event, the German Federal FakBervices Authority (BaFin) authorized Kuveytrku
Participation Bank in 2010 and issued a limitedKirag license to operate in the country. The liceisssubject
to the money transfer only — not a full bankingefise. The prime target is the Turk Muslim poputatibhe
bank has established a representative office inntleim, Germany since early 2011. Under this licetise
bank is authorized to collect investment funds deposits in Germany. Further these funds are wamsf into
profit-and-loss-sharing accounts established imtdrae of the respective investors and depositofsiikey.

4.3.1. Challenges facing Islamic Finance in Germany

Despite the 4.2 million Muslim population, therdstx not a single Islamic bank in Germany. All thasvolved
somehow in Shariah-compliant business are merehcarated on their overseas clients and are least
concerned with local Muslim community needs. Congedly, Islamic finance has failed to make its markhe
German financial market so far. Most of the comratts hold the regulatory authorities responsibléhay are

not showing any flexibility particularly, with regads to the tax relaxation — double stamp duty anesspecific
modes of Islamic finance. As a result the Islanmaricial products appear to be expensive as conipateir
conventional counterparts. The German governmesnishaar not announced any tax relieves to accorateod
Islamic finance unlike the French and the Britaitharities.

4.4. Niche Markets within Europe

Other than these major players discussed aboves #re some niche markets as well for Islamic foeaim
Europe, where Islamic banking does exists in soonm.fi.e. Albania (e.g. Arab Albanian Islamic BaniB
Banking Group), Belgium (Moroccan Chaabi Bank) é&uwlitzerland (Faisal Private Bank). Some additional
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potential markets are Italy, Scandinavian and Eadferopean countries, which are hosting a handsoment
of Muslim communities. However, in synthesizing tidgove discussion, the prime focus of all thosarfaial
institutions be fully-fledged Islamic banks or centional banks witfShariah-windowis to target the wealthy
investors to fulfill their liquidity needs not t@d¢us on the layman. On the other hand, the Europetmorities
are also not that serious about Islamic way of banks they are too busy in tackling the Euro-zorisis. The
effects of the recent financial crisis are stikelly in Europe as many European economies areostifitake i.e.
Greece, Spain, Portugal, Italy and France. Henagmean financial markets including major bankskarsy in
building China-wall against them in order to pratdemselves in case of worst case scenario ancoar@ble to
afford the luxuries such as Islamic banking, atrtteament with UK an exception, which is relativelgrforming
better due the pound as separate currency.

5. Pivotal Challenges Facing Shariah-compliant Businessin Europe

A closer look at the Shariah supervisory boardslbthose Islamic financial institutions operatiimg Europe
stem the fact that same Shariah scholar is advisirigus banks, which are competing in the sameehaf his
evidence that there is an acute shortage or wedledeShariah interpreters or scholars, which isafrthe most
prominent challenge facing Islamic finance indusitnygeneral and European Islamic finance industry i
particular. Before walking the argument furtherisiimperative to define the role of Shariah Susemy Board
within the settings of an Islamic financial institn.

In general, all those financial institutions — Yufledged Islamic banks, Conventional banks or tasoe
companies offering Shariah-compliant products dségated to have their own independent SSB — which
usually, consists of three or more members perntamgsrd members (Schénenbach, 2012; Nawaz and Goj,
2013). The role and responsibilities of these lattlials is discussed in the following section.

5.1. Board of Idlamic I ntellectuals: Duties and Responsibilities

The prime obligations of SSB includes of but natited to; advising on some specific issues witlemrefice to
Shariah. Such advice is needed when the bank & pnocess to engineer a newly financial instrunamt
financial product. Once the initial structure o€ throduct is finalized, the proposal is sent to 388 for their
approval before launching the same into the mgikettell, 2011; Nawaz and Goj, 2013). The apprquakess
consists of several stages and varies from onéutish to another. The duties of SSB is not lirdite the
approval of the product or financial instrumentredponce the bank is in business through an apgr8tariah-
compliant tool, it is the duty of the SSB to clgsalonitor the whole process till end. Shariah aigdjtet another
obligation of SSB to satisfy the stakeholders -t akes not operate as-ewstcompliance medium (Schoon,
2010; Kettell, 2011; Nawaz and Goj, 2013).

Islamic financial institutions have their own in@gwent Shariah Supervisory Board (SSB), which Ugual
consists of three or more permanent members (Ke2@11). However, most of the conventional bankthw
Shariah-window especially, those operating outside Islamic world does not have a permanent SSBh Su
banks hire independent Shariah consultants instéad it is required.

As stated earlier, although the Islamic banking indnce is experiencing an unprecedented rateafth at
present yet, one of the challenges facing IBF itrgius the shortage of Shariah scholars well veise8hariah
matters as well as in modern banking (Igbal andaktior, 2007). Consequently, it is not surprisingdentify
the same person sitting on different Shariah bog&dBoon (2010) justifies this issue as so thah éastitution
may claim strong endorsement to enhance the cligglibf the institution’s practices. Especially the case of
those Islamic financial institutions operating imr&pe. However, the hazard or threat posing sudrdoo
composition is that it creates asymmetric of infation. As such board members have inside informatibich
is not made available to both sides of the tramnsact

Such board composition provokes yet another stractihallenge that is adoption of a comprehensivarigh
standards. For instance, in Europe, France optedhf® AAOIFI standards while Luxembourg is inclined
towards the IFSBI standards (Islamic Financial ®erBoard based in Kuala Lumpur). The systems efGICC
and Malaysia are different in method and judgment#lalaysia, the government assigned a Shariah-tagirt
whose judgments are binding for all Malaysian Istaidinancial institutions. This system avoids diyeg
standards for same products and therefore avogtsisiions on whether or not specific products aai&h-
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compliant or not. While in the GCC, each finandiadtitution chooses its own Shariah-board. As ttiereo
higher authority, judgments can differ dependinghlenscholars sitting on the board.

The Malaysian system is very efficient and easiehandle for companies, the GCC system allows Her t
diversity of opinions to coexist and the possipilitf each company to choose the Shariah-scholaitsthleir
clients trust to be authorities in their field. 8Nizam Yaqubi, one of the top ten Shariah-scholaorld-wide,
stated at th#®Vorld Islamic Finance Conferentkat 90 per cent of all Shariah-judgments are ogrto the same
conclusion and that diversity of the rest is inway a significant problem (Schénenbach, 2012).

Hence, Islamic financial institutions are in neefl 2o standardized Shariah framework. An agreed upon
comprehensive Shariah framework will not only hisliamic bankers to work well in an efficient mandpert it
will also provide a base upon which new standasd¢siamic finance industry as a whole can be dged.

Nonexistence of a comprehensive Shariah frameworthdr exposes Islamic financial institutions ()Fte
Shariah non-compliance risk, which is fatal andqusito Islamic banks alone and reputational rigkictw is
more important for Islamic banks as it is tied e teputation of Islam as well. Therefore, evenrtame used
for Shariah-compliant business — thisl&mic-banking is jeopardizing Islam as a whole, intentionally o
unintentionally. A single misconduct by a bank wilin the reputation of Islam at large and give badhe to
this religion. Thus, a hame switch is suggesteticBl-banking is one of the most suitable subgtinames for
Islamic-banking. Other possible alternatives ineldmit not limited to Welfare-banking, Societal-bisugk and
Community-banking etc. In addition, the languagetesms used to describe various products and motles
Islamic finance are pure Arabic. This creates yuitlaer problem for those with non-Arabic backgroand
understand the tools of Islamic finance. Even dhsmames may appear and sound fascinating, yedstions
demand a language, which is clear and easy to sitadhel. Also, it gives the impression that such tgpe
banking is subject to Muslims alone that makesnisk conservative religion that is contrary to tlesib
teachings of Islam.

The next issues in line is that most of the IFks exclusively focused on catering the high net wartlividuals.
The core concern of these elite investors is to gaiove average returns on investments withouatira their
religious obligations. Hence, the products offeagd tailored according to the needs of each indalidThus,
there is no one uniform policy to be followed. histway, the whole phenomenon of Islamic financenstake
as many products are adopted from conventionalibgrdystem and tailored or labeled as Shariah-ciamipl
As a matter of fact such replication of conventlgmaducts is yet again putting not only Islaminkiag on
stake but Islam as a religion as well. Other cihgiss include minimal disclosure — including intefieal capital
disclosure (Nawaz and Goj, 2013) practices of IRIsich generates asymmetry of information in thekega
and has direct effect on the customer intellectagital (RIC). Due to the limitations set hereisinot possible
to cover all of the issues in the current settingsnetheless, if the effort provokes any potentigdllectual to
address the aforementioned issues then the pugbdisis paper is achieved.

6. Future Outlook of Shariah-compliant Businessin Europe
6.1. Projected Muslim Population in Europe

As projected by the Pew Research Centers’ ForuRadigion & Public Life (2011), majority of the Eypsean
Muslims will keep living in Eastern Europe, however huge increase in Europe’s Muslim population in
absolute numbers is expected to occur in Germargnde, Italy, and the UK and some other countnes i
Western, Northern and Southern Europe (see Figure 1

Figure1: [Insert about here]

This increase will primarily be driven by the conted migration in Western and Northern Europe, wtibe
Muslim population will reach double-digit. For iasice, in 2030 the Muslim population as a percentddbe
total population, in Austria is projected to rea®l3 per cent, Belgium 10.2 per cent, France 10r3cpaet,
Germany and the UK around 8.2 per cent (Pew Resdaeater, 2011). In synthesizing the above argument
despite the aforementioned potential threats fa¢stmic finance business in Europe, there existwight
prospect for Islamic finance. As mentioned earlttg Muslim immigrants will still flow into Europ@n the
coming years whereas the local Muslim populatioralso on the rise. This indicates a future demand f
Shariah-compliant retail and investment products services within Europe. Islamic financial ingiibims need

to come up with such a strategy that is customient@d on retail level and not just focused on high-worth
individuals alone. A combination of both will beetlbest suitable solution, where potential cliemésattracted
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through innovative products and services whiledkisting customers are retained though improveditguaf
services offered.

7. Conclusion

An acute shortage of human intellectual capital@Hliwhich in terms of Islamic finance is the lackveell-
versed Shariah scholars (advisors), is one of thst significant challenges facing Islamic finanoedustry.
Second, there is a need for a comprehensive andastdized Shariah-framework to strengthen the stramf
Islamic finance. Third core issue is the custonoeu$ as most of the Islamic financial institutiqrasticularly
those operating in Europe are exclusively focusedcatering the high-net-worth individuals rooted tive
Arabian Peninsula and ignoring the needs of thosal IMuslims residing in Europe. Thus, Islamic fiogl
institutions need to improve their human intellettoapital (HIC) stock. By doing so, banks will bble to
utilize their structural intellectual capital (SI&hd systems in an efficient manner which will feBuimproved
customer services (RIC) quality.
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Notes

" BANK is derived from the word BANCO which meansastumulation of either stock or money. In 115%hatestablishment of Bank of
Venice, Germans were influential in Italy. Accorglito some commentators, BANK is derived from then@a word BANCK which
means, joint stock funds meaning — a heap or mduatér on, when the Germans occupied major pdtalyf, the word BANCK was
Italianized into BANK. Another believe is that Baiskderived from BANCUS or BANQUE which means a ¢tent refers to the ancient
times, where Jews use to conduct their money exgghbusiness in Lombardy at the market place sitiingenches. In case, if the banker
does not meet the obligations, the same bench wieminto pieces and that led to the origin ofwled ‘bankrupt’ (Gomez, 2011).

" Generally, riba refers to any predetermined payroeer and above the actual capital (Kettell, 201 pther words, any increase in the
principle amount of money charged by the lendestitutes riba (Warde, 2001).

" Islamic religious law primarily, derived from tioly Qur'an and Sunnah (Nawaz, 2013).
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Figure 1. Projected Distribution of Muslims as a Share ol Population (1990-2030)
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