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“Islamic banking ana finance is ‘

underdeveloped in India, due largely to
political sensitivities, but current global
conditions may change this landscape.
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“Experts at the Treasury Department
have been learning about the important
features of Islamic banking.”

Robert Kimmitt,

(The US Deputy Secretary ‘qw
of the Treasury)
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“Sensible risk management is built into
Shariah-compliant financial structures, as
the Islamic finance institution pays special
attention to both the asset being
financed and the individual receiving the
funds.”

Dr. Karen Huni-Ahimed,
(Assistant Professor of Finance &
Management, DePaul University)
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Founder, Waornborough Asset

“Almost every discussion of financial
affairs these days needs to have some
mention of the sub-prime crisis and the
accompanying credit crunch, and a
discussion of Islamic finance is no
different. Could the sub-prime types of
problems occur in the Islamic finance
space?”

Isam Salah C}
(Senior Finance Partner, 4
King & Spalding's New York & Dubai offices) ‘}‘\.

“"Opportunity often rises out of chaos.
That has never been more true than it is
today in the international financial
markets. However, creating Middle East
investor confidence in American-based
projects will depend on U.S. business’
ability to establish and maintain a
reciprocal level of trust built on
transparency, collaboration, harmonized
cross-cultural contracts and clear systems
of operational control.”

Dr. Steven R. Watts |1
(President, Zurich Global -
Consulting Group) |
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i i i By Karen Hunt-Ahmed
During his opening remarks at the y Karen Hunt-Ahme

Islamic Finance World Summit in
New York last October, Mike
McMillen challenged us to consider
how our industry will move forward
and develop in today’s market and
in the future. He urged us to

engage in constructive seif- ,,g
criticism and to assess the .
industry’s strengths and o
opportunities as we face the . '
challenges of building a world-class g
industry based on combining the g
principles of international finance Pl
and Shariah law. I wouild like to use
this opportunity to step back and
reflect on the industry as a whole
and to think about how we can
establish the solid authenticity of
an ethical Islamic finance industry
in the global marketplace.

INVES




v e ———

Di: Karen Huni-Ahimed 1s-Assistant Professor of Finance and
Management at DePaul University. Before receiving -her PhiD.
Jfrom The University of Chicago, she worked in le banking sector
in Chicago and for Shuaa Gapital in Dubei. She 35 curréntly
teaching Islamic Finance “and Business Eilics -at BelPail
Unwersity’s Gollege of Conunerce and-is alsoon the advisory com-
muttee of DePaul’s Center for Financial Services.




0¢

-me.Com = {anuary

a

www.slamic

coverstory

Although there is
justice, there i
entran il

s I attend and speak at various industry con-
Afercnces around the world, I am always
struck by how many people define the industry as
being in its “infancy’” and remark about the indus-
try’s “youth” as a way to think about how to struc-
wre and market Shariah-compliant products
globally. Itis helpful to think about the industry as
being an “infant” as we work out the kinks and
establish a solid base of current and potential
practitioners and innovative financial products.
However, although I am always happy to hear the
industry being described as “young” (it was, after
all, established in my lifetime), I would like 10 posit
that the industry has actually moved past its infan-
cy stage and may now be considered an “adoles-
cent.”

Adolescence is a time during which a person (or
an industry) must look to the future and figure out
what kind of adult he or she wants to be. It is a
time for consolidating the values learned from
family and society and deciding which of those
values to integrate into the psyche in order to for-
mulate a meaningful and successful approach to
life. In other words, an adolescent asks: “Who do
I want to be when I grow up?” It is time for us as
an industry to step back and reflect on who we
want to be when we grow up.

During my research into the Islamic finance
industry in the GCC countrics and in the United
States, I have had the privilege of talking to
numerous industry executives. The overriding
theme I have uncovered in these conversations 1s
that of social justice, the dimension of Islamic
finance that I think 1s most crucial to establishing
the worldwide legitimacy of the industry. From its
inception, the Islamic finance industry has been
built on the concept of Adalah, or social justice.
The goal of Islamic finance is to maintain “bal-
ance, distributive justice and equality of opportu-
nities” amongst all people, as Sheikh Muhammad
Taqi Usmani has written,

However, although there is a lot of talk about
social justice, there is less action as we become
entranced by the big-money, internationally rec-
ognized decals. Much attention has becn paid to
proving that investing in Shariah-compliant prod-
ucts is a worthy and profitable investment choice.
This s good. This is necessary, even, to put our
industry on the worldwide map of legitimate and

powerful investment alternatives in a competite
world market. We absolutely need to focus on
high-profile opportunities as one way of authent-
cating our industry.

However, it is time to authenticate our industry
from another angle: that of grassroots economic
development. Remembering and paying homage
to the critical principle of Adalah will not only
solidify the industry’s legitimacy in the interna-
tional financial markets, it will provide us with the
competitive advantage we need in order (o prove
ourselves a worthy and viable alternative to con-
ventional financial management. Islamic finance
is most definitcly based on ethical investment. In
today’s marketplace, that is our competitive
advantage.

Ethical Investinent Strategy

Now we must ask two questions: “What have we
done to position ourselves as an ethical investment
vehicle?” and “What can we do to take the indus-
try to the next level of maturity as an ethical
industry?” To answer the first question, we have
begun to build a strong base of cthical investment
strategies. Rushdi Siddiqui and his colleagues at
Dow Jones miroduced the first Islamic Index
screening process for stocks in 1999, Now virtual-
ly all of the major rating agencies have a compa-
rable index. Interested investors can turn to one of
hundreds of funds to meet their personal Shariah-
compliant investing needs. Most, if’ not all, Islamic
{inancial institutions (IFls) collect and distribute
zakat. Business models promoting environmental-
ly and ethically sustainable business practices fit
naturally into the Islamic finance industry’s com-
mitment to purifying and improving upon a con-
ventonal business model.

Now that the industry has established its creden-
tials both as an ethical business model and - no
less importantly — as a powerful and flourishing
financial market, it is time for us as researchers
and practitioners to take a more active role in
building sustainable economic development mod-
cls that will benefit underserved and underbanked
populations in our own communities. I am not
talking about giving away money or distribution
of zakat funds - although they may certainly be
used for what [ am proposing — but of investing in
growth opportunities that will build and sustain
our communities in good and bad economic
times.

One way to assist communities in developing a
business base is to offer microfinance opportuni-
ties for entrepreneurs. Grameen Bank is the lead-
ing example of this kind of program that offers
small amounts of interest-based, or conventional,
financing to entreprencurs in less-developed com-
munities around the world. Shariah-compliant
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% S and our broader community  at the
© stsstoots level is exacty what s needed (o buld
Josuong sustamable cconomic environment for

B futre, Secure business and property owner-

” sSip provides stability and sustainable economic
owth and can senve o insulate a COMMIIL

Hiom the dev astatimg cffects ol economic crises.
lhlhic risk management is built into Shariah
“mpliant financial structures. as the  slamic
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""‘ iasset being financed and the individual receiv-

the funds. This makes the Islamic inance
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relge R a profitrmaking investmentyehicle. The kind ol

model a sound and stable way o mitgate the risks
inherent in small businesses so that we might
avoid undestrable situatons such as the subprime
mortgage crisis that is deemed to be responsible
for our current situation. Our investment into
community development will not only make us
“feel good.” but Is @ smart business strategy com-
pletel in line wath our industny s stated compeu-
tive achantage of Adalah.

Su. et us keep doing what we arve doing: strength-
emng the Islamic linance industry by innovation
and growth in high-profile investing. And let us
vest some ol our prospertty into building an cco-
nomically viable commumty at all income levels
and in all communities. One of the great
strengths ol our mdustry 1s the close attention we
pav o fairness and equality. Indeed, those are twao
of the princples upon which our mdusty was
built. Owr currem ask as adolescents is o ke a
good look at our lounding principles and decide
who sve want to be when we grow up. We are well
On our way Lo being a great competitive, cthical
alternauve to comventdonal finance. Ounly when
we have moved oward. providing justice for all
will we traly be able to say we are a legitimate.
mature anc grown-up mcustry with a orub ethical
competilive advantige,
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