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EDITORIAL TEAM

Professor Humayon Dar
Editor-in-Chief
Professor Humayon Dar is Executive Chairman of
Edbiz Consulting Limited, and Founding Chairman of
Global Islamic Finance Awards (GIFA). He is a leading
spokesman for the Islamic financial services industry,
and has played lead roles in a number of global
initiatives for the development of Islamic finance. As
an Islamic financial innovator, he has helped a number
of banks and financial institutions in developing
cutting-edge products such as Islamic derivatives and
structured products, Shari’a-compliant short selling
and structuring of Islamic hedge funds. His most
recent contribution to the Islamic financial industry
is the first-ever Islamic Socially Responsible Investing
– SRI – screening methodology. He is an Editor-inChief of Islamic Finance Review (ISFIRE) – a quarterly
magazine published by Edbiz Consulting from London.
Professor Dar holds a BSc (Hons) and MSc (both
in Islamic Economics) from International Islamic
University in Islamabad, where he studied with a
number of top Islamic jurists and Muslim thinkers. He
also has an MPhil and PhD (both in Economics) from
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Cambridge University, where he conducted research
on Islamic finance. His post-doctoral research has
focused exclusively on Islamic economics, banking
and finance. Professor Dar also sits on the Board of
Directors of Arab British Chamber of Commerce – a
high-level body supported by the British government
and the governments of the Arab countries. His other
BoD memberships include Finance Accreditation
Agency, setup by Bank Negara Malaysia and Securities
Commission Malaysia.
He has sat on Shari’a Boards of several institutions,
including Hong Leong Islamic Bank, Allianz Global
Investors, Shari’a UMEX and many more. He also sits
on Shari’a Board of Arabesque, a London-based asset
manager, and of Abu Dhabi Commercial Bank in the
UAE.
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Dr. Sofiza Azmi

Rizwan Malik

Editor

Editor

Dr. Sofiza Azmi joins Edbiz Consulting as CEO after
serving as Director, Strategy, Policy & Research at the
Asian Institute of Finance (AIF), Malaysia. Prior to that
she was the Head of the Director General’s Office at
Labuan Financial Services Authority (Labuan FSA),
Malaysia, and a Research Fellow at the International
Centre for Education in Islamic Finance (INCEIF). She
holds a PhD in Corporate Finance from the University
of New England, Australia. She obtained her Master
of Science in Corporate Finance and Bachelor of
Science in Business Economics from the University
of Salford, UK. She is a prolific writer and has written
numerous articles in Islamic finance, which have been
published internationally. She is the co-author of the
book entitled “Islamic Finance and Banking System:
Philosophies, Principles & Practices”. Translated into
the Russian and Mandarin languages, her book is
being used as a textbook at numerous universities
worldwide. She is a recipient of Global Islamic Finance
Awards (GIFA) in 2012 and 2014.

Rizwan Malik is a passionate advocate of Islamic
banking and finance with a keen interest in Islamic
equities, fund management and indices. As a
consummate professional with extensive experience
in strategy and relationship management, Mr. Malik
has been instrumental in the development and
execution of successful campaigns promoting services
offered by Edbiz Consulting and has managed different
international projects. He has developed strong
ties with international organisations and leading
practitioners in the industry built from extensive
travels and meetings. Having completed a master’s
degree in banking and finance, he joined BMB Islamic
as an Associate. His rapid career progress at BMB
Islamic led to his move to Edbiz Consulting as Head,
Business Development and Strategy. In addition to
his managerial tasks, he has profound experience
in Shari’a review of Islamic funds and indexes where
he liaises extensively with Shari’a scholars, fund
managers and present Shari’a reports on a regular
basis. Mr. Malik is responsible for global operations at
Edbiz Consulting and oversees its activities in the UK
and Bahrain.
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Foreword

FOREWORD
Edbiz Consulting and Labuan International Business
and Financial Centre (Labuan IBFC) are pleased
to present to you the inaugural Islamic Wealth
Management Report, a valuable compilation of
analyses and insights from some of the most brilliant
and influential thought leaders in the Islamic wealth
management industry.

The introduction of the Labuan Islamic Financial
Services and Securities Act 2010 – the world’s first
omnibus legislation governing all Shari’a-compliant
businesses in an international business and financial
centre – provides a greater degree of comfort and
certainty to businesses and investors as it covers
every aspect of Shari’a-compliant financial services.

Coming from Asia Pacific and beyond, these
distinguished contributors put pen to paper to
highlight issues revolving around wealth management
within an Islamic context, and discuss the global
trends, strategies and implications affecting the
industry today.

Labuan IBFC is also backed by its own Shari’a
Supervisory Council, which reviews the compatibility
of proposed financial instruments to Shari’a
requirements, as well as advises the Labuan Financial
Services Authority on the development of Islamic
jurisprudence principles.

The publication of this report is timely considering
that growing investor demand and evolving market
dynamics for more Shari’a-compliant solutions
has resulted in the need for a more nuanced
understanding for those looking to cater to their
clients’ sophisticated and diversified investment
appetite.

The jurisdiction also added another feather on its
cap when it was officially recognised for Best Islamic
Finance Offering at the Wealth Briefing Asia Awards
2014 in Singapore, as testament of the jurisdiction’s
active efforts in promoting Islamic finance, especially in
wealth management.

There is no better time for Labuan IBFC to share its
success story in this area.
Described by The Economist as “the world’s most
important Islamic finance centre”, Malaysia has made
advanced strides in developing the Islamic financial
market.
This achievement no doubt extends to Labuan IBFC as
well, which today is Asia’s only mid-shore jurisdiction
with conventional and Islamic wealth management
solutions.
Malaysia’s established Islamic finance ecosystem,
coupled with Labuan IBFC’s conducive legal and
regulatory environment for Shari’a-compliant
businesses, has paved the way for the jurisdiction to
expand its range of products and solutions to become
an Islamic wealth management hub in the region.
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Without a doubt, Labuan IBFC has been steadily
attracting clients and businesses looking for
Shari’a-compliant versions of private trusts and
foundations to meet both their private wealth and
business succession needs. The bar was raised even
higher recently with the introduction of the Labuan
international waqf foundation, which is the first Islamic
foundation that utilises the concept of waqf and is
aimed at the international market.
We are indeed honoured to have received the
invaluable support of highly regarded industry experts
for the inaugural issue of this report, and would like
to put on record our gratitude to all contributors for
making this report a success.
It is also hoped that this collaboration will encourage
more insights and thoughts to further drive the Islamic
wealth management industry to greater heights.
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Chapter 1

Islamic Wealth Management
in a GLOBAL CONTEXT
Edbiz Consulting
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Introduction
Global wealth is highly concentrated, with the top 1%
owning more than the rest of 99% population in the
world. The top 1% of the global population include
those who have US$798,000 in total assets (cash
plus other assets, including the house the person is
living in) 1. Obviously, this is only an indicator of wealth
concentration and not the wealth held by High Net
Worth Individuals (HNWIs) who should have at least
US$1 million in investible cash2 . A major focus of this
report is on wealth held by HNWIs and governments,
although the mass affluent will not be completely
ignored. In particular, we shall focus on Islamic wealth
and its management in the context of fast growing
global Islamic financial services industry.
Islamic wealth in this report refers to the stock of
wealth held by Muslim high net worth families and
individuals, the investible surplus cash held by the
Muslim-owned businesses and Islamic financial
institutions, and the investible cash held by sovereign
wealth funds (SWFs) set up by the governments of
the countries comprising Organisation of Islamic
Cooperation (OIC). This estimate of Islamic wealth

includes both the private and public segments, unlike
some other definitions that use the wealth of HNWIs
only to calculate wealth, and in this sense are actually
estimates of the private wealth. To be consistent with
other wealth estimates and its classifications, this
report makes a distinction between Islamic wealth and
the Muslim HNWI wealth; the latter being the wealth
by Muslim HNWIs, excluding the stock of money with
Muslim-owned businesses and governments and
wealth of the emerging mass affluent segment.
Many wealthy Muslims find most investment
opportunities inconsistent with their beliefs and,
hence, are not optimising their financial prosperity.
This indirectly implies that lack of Shari’a-compliant
wealth management solutions is a drag on Islamic
wealth. As capital markets are considered to be an
effective engine of growth in wealth in USA and Europe
– the two regions with the largest concentration of
wealth and its growth – under-developed wealth
management practices in the Muslim world are not
helpful for growth of Islamic wealth.

1. Global Wealth Report 2014.
2. Some banks put a higher threshold for an individual to be considered a HNWI. For example, Emirates Investment Bank and its Wealth
Insight Report use a threshold of US$2 million for HNWIs.

US$1
million
HNWIs

US$30
million
UHNWIs
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Although in general HNWIs are
those with at least US$1 million in cash
available for investing, different banks
and financial institutions use their own
definitions. Some private banks may put
a higher threshold for considering an
individual to be a HNWI.
UHNWIs are those with US$30 million in
investible funds.
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Muslim Demography – A Potential Source of Growth in
Islamic Wealth
There are various estimates of global Muslim
population, ranging from 1.6 billion (Pew Research
Centre) to 2.08 billion (www.muslimpopulation.com).
According to these estimates, Muslims account for
23% to 28% of the mankind. Whatever be the health
of these estimates, it is realistic to assume that every
fourth person on the planet is Muslim. However, vast
majority of them happens to be amongst the poorest
in the world. An estimated 40% of the population
in the OIC block lives under the poverty line. This
segment of the Muslim population is certainly of no
interest to this report.
Asia hosts the largest number of Muslims in the
world, which is about 30% of the total continental
population. In terms of proportionate continental
Muslim population, Africa has the largest percentage
of Muslims in any continent, with Muslims accounting
for over half of the continental population. In other
parts of the world, Muslims are in small numbers and
even smaller proportions. Table 1 provides estimates
of inter-continental Muslim population.
It is clear from Table 1 that Islamic banking and finance
(IBF) has real relevance to the top three continents, i.e.,
Africa, Asia and Europe. The bulk of Muslim population
lives in these regions, and HNWIs, Islamic financial

institutions and governments therein should have
interest in Islamic wealth management.
There is a growing middle class in the Muslim world,
of which the upper sub-segment called the mass
affluent, may potentially be relevant to Islamic wealth
management. Islamic wealth management and private
banking is at best at an initial stage in most of the
countries with significant Muslim populations.
Like most developing countries with under-developed
capital markets, one asset that has been used in
the Muslim world by the mass affluent for wealth
management is the real estate. Most Muslim HNWIs
have diversified businesses but almost all of them
have significant exposure to the sector.
Wealth management is a rudimentary business in
the Muslim world. A culture of professional wealth
management has yet to develop fully, although some
banks offer wealth management products and premier
banking services to their wealthy customers.
However, with the increase in the mass affluent class,
there is huge scope for asset and wealth management
business in the Muslim world. Given that Islamic
banking and finance is fast assuming mainstream

Table 1: Inter-continental Muslim Population (in million)
Total Population

Muslim Population

Percentage

Africa

1,096.6

581.6

53.0

Asia

4,320.0

1,389.5

32.2

Europe

739.3

56.2

7.6

North America

469.1

8.0

1.8

South America

488.5

2.1

0.4

Oceania

38.0

1.8

0.7

7,151.5

2,039.2

28.5

Total

Source: http://www.muslimpopulation.com
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importance in a number of countries in the OIC,
Islamic wealth management and private banking
business is expected to flourish in the decades to
come.
An increasing number of Islamic banks have already
started offering Islamic wealth management solutions
to their high net worth clients, and with the patronage
of government bodies and sovereign wealth funds
(SWFs), this practice should further flourish. While

the likes of Khazanah Nasional Berhad in Malaysia
are already well-established patrons of Islamic wealth
management practices and institutions, it is expected
that other government bodies (like central banks)
and government-linked institutions will come into the
fold of Islamic finance in general and Islamic wealth
management in particular.

Islamic Wealth in a Global Context
Islamic wealth is estimated to be US$11.3 trillion, which
is only a fraction of the global wealth of US$107.3
trillion 3 . The private wealth held by HNWIs stood at
US$57.83 trillion at the end of 2014, and can easily
reach the mark of US$60 trillion by the end of 2015 4 .
Muslims are the second largest faith group holding the
global wealth, trailing Christians. Muslim HNWIs hold
an estimated US$3.35 trillion, which is less than 30%
of the total Islamic wealth. The remaining 70% is held

by Muslim businesses, Islamic financial institutions,
the mass affluent, and by the governments in the OIC
block.
Figure 1 presents Islamic wealth in a global context
in terms of total population and GDP and their
comparison with the Muslim population and the OIC
GDP.

Figure 1: Islamic Wealth in a Global Context
Muslim Population

Muslim Wealth

25%

The OIC GDP (PPP)

15.7%

Global GDP (PPP)

5.8%

9.17%

Global GDP

Muslim HNWI Wealth

The OIC GDP (PPP)

Global Population

10.5%

Global Wealth

Muslim HNWI Wealth

Source: Edbiz Consulting
3. Global Wealth Report 2014, published by Credit Suisse, estimates the size of global wealth to be US$263 trillion, which is significantly higher
than the figure quoted by Net World Worth. The discrepancy is primarily because of the definition of the wealth and its threshold levels. The
Net World Worth focuses on the HNWIs and SWFs, while Global Wealth Report also includes the mass affluent segment of the market.
4. This estimate is based on the World Wealth Report 2014, which reported US$52.62 trillion held by HNWIs by the end of 2013. As the CAGR
in HNWI wealth during 2008-13 has reportedly been 9.9%, our estimates are reasonable and realistic.
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The following key messages emerge from Figure 1:
 Muslims do not share global wealth proportionate to
their share in the global population;
 Muslims own only about US$1 in every US$10 owned
by wealthy individuals, institutions and governments;
 In terms of income generation, the OIC countries
contribute less than 10% of the global GDP (in terms of
real prices) and over 15% in terms of GDP purchasing
power parity (PPP);
 Muslim HNWIs own less than 6% of the global HNWI
wealth; and
 Given that the income generation (GDP) in the Muslim
world is more or less the same as the Muslims’ share
in the global wealth, there will not be any dramatic
increase in the Islamic wealth in the short to medium
run.

Following are the key points emerging
from Figure 2:
 The largest amount of Islamic wealth
originates from the Middle East and
North Africa (MENA) region, and within
it is clustered in the six countries
comprising the Gulf Cooperation
Council (GCC);
 In terms of the leading countries
in terms of Islamic wealth, Turkey,
Indonesia and Saudi Arabia stand out;
 ASEAN region holds special
significance in terms of incidence
of Islamic wealth; the second
wealthiest Muslim country, namely
Indonesia, is located there, and the
most developed country in terms
of Islamic capital markets and asset
management, i.e., Malaysia, is a key
member of ASEAN;
 The third most important region
with respect to origination of Islamic
wealth is Africa, which may come
as a surprise to many who are not
familiar with the African continent and
the dynamism of income and wealth
inequalities therein;
 It must be noted that a significant
proportion of wealth in Indonesia
belongs to non-Muslims (i.e., the
ethnic Chinese business families);
 Despite a very long Iran-Iraq war
followed by debilitating financial
and economic sanctions, Iran holds
substantial Islamic wealth; and
 A very significant proportion of the
Islamic wealth actually originates from
the non-Muslim world.
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Global Wealth (in billions)

(US$107,300)

Wealth

Islamic Wealth

in Non-Muslim Countries

in Non-Muslim Countries

(US$96,033.5)

(US$1,126.7)

Islamic Wealth in the OIC Countries

(US$10,139.9)

Islamic Wealth

in the MENA Region

(US$3,895)

(US$1,000)

Islamic Wealth

in the GCC Countries

(US$2,337)

(US$934.8)

Islamic Wealth

in the OIC Countries other than MENA Region

(US$6,224.9)

Islamic Wealth

Islamic Wealth

(US$1,747)

(US$1,000)

(US$950.0)

(US$400.0)

(US$647.0)

(US$157.0)

in the AESAN Countries

(US$750)

in Africa

(US$187.0)

(US$187.0)

(US$490.8)
(US$150.0)
(US$257.1)

(US$163.6)
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A Focus on MENA and the GCC
Simon Kuznets’ inverted U-shaped curve representing
the hypothesis that with economic growth country’s
inequality level initially increases and then decreases
after reaching certain average income level has
found support in countries with large populations
(50 million upwards) but the countries with small
populations tend to have more equal income and
wealth distribution. The countries in the MENA region,

particularly in the GCC tend to have better income
and wealth distribution than what Kuznet’s hypothesis
would otherwise suggest.
Combined, the six GCC states have a population of
around 48.67 million, roughly half of Egypt’s total
population.

Table 2: Distribution of Muslim HNWIs and UHNWIs in the GCC
Population
(Million)

Total Wealth
(US$ billion)

Number of
UHNWIs

Wealth per
UHNWI
(US$ million)

Saudi Arabia

28.82

934.8

3,160

295.7

Kuwait

3.37

303.8

2,130

142.6

Qatar

2.17

257.1

2,340

109.9

Bahrain

1.33

163.6

580

235.5

UAE

9.35

490.8

3,060

160.4

Oman

3.63

187.0

570

328.1

Total

48.67

2,337.1

570

197.4*

Countries

* The figure represents average wealth per UHNWI in the CGG
Source: WWR 2014; Various Others; and calculations by Edbiz Consulting

Muslim HNWI Wealth
It is interesting to note that there are not very many
Muslim HNWI reported in the global rich lists like
Forbes’. There are only two Muslims listed in the Top
50 Billionaires List of Forbes, namely Prince Alwaleed
Bin Talal Al Saud (ranked 34) and Azim Premji (ranked
48). This is a clear indication of the fact that global
wealth is acutely concentrated outside the Muslim
world. Table 2 presents the thirteen Muslim billionaires
included in the 500 richest people in the world. Out
of these thirteen, four come from Saudi Arabia and
another four from the non-Muslim countries, namely,

Russia, India, USA and Ukraine. Two are UAE nationals
and one from Turkey and Egypt each.
While it may not surprise many to observe Muslim
HNWIs located in USA and India, it is certainly
interesting to see that many wealthy Muslim families
come from the countries like Russia and Ukraine.
Malaysia is an important exclusion from the list, given
that it stands at second position in Islamic Finance
Country Index (IFCI) 5 . The number one country on IFCI

5. IFCI is an annually published index that ranks 45 countries of the world in terms of their leadership role in the global Islamic financial services industry. The full list of IFCI countries can be found in the annual editions of Global Islamic Finance Report (GIFR).
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is Iran, which itself is not represented in the list in Table
2. However, Saudi Arabia – number 3 on IFCI ranking – is
adequately represented in Table 2. But the most striking
feature of the table is the fact that a very significant
proportion of Islamic wealth is actually located outside
the Muslim world. More than 41% of the Muslim HNWIs
are based in the non-Muslim countries, which accounts
for almost 40% of the wealth reported in Table 3.

A very significant
proportion – more than 40%
– of Islamic wealth is actually
located outside the Muslim
world.

Table 3: Top 13 Muslim Billonaires
Name

Country

Forbes Ranking

Worth (US$
billion)

Saudi Arabia

34

22.6

India

48

19.1

Russia

71

14.4

Saudi Arabia

116

10.8

Ukraine

201

6.7

1.

Prince Alwaleed Bin Talal Al Saud

2.

Azim Premji

3.

Alisher Usmanov

4.

Mohammed Al Amoudi

5.

Rinat Akhmetov

6.

Abdullah Bin Ahmed Al Ghurair &
Family

UAE

220

6.4

7.

Majid Al-Futtaim

UAE

230

6.2

8.

Shahid Khan

USA

360

4.5

9.

Murat Ulker

Turkey

369

4.4

10.

Prince Sultan Bin Mohammed Bin
Saud Al Kabeer

Saudi Arabia

405

4.1

Egypt

418

4

Saudi Arabia

497

3.5

Russia

497

3.5

11. Mohamed Mansour
12. Mohamed Bin Issa Al Jaber
13. Iskander Makhmudov

Source: Forbes

Islamic Sovereign Wealth
Given that not all the wealth owned by governments of
the Muslim countries is invested in a Shari’a-compliant
way, one may divide it into Islamic sovereign wealth
and the wealth held by Muslim sovereigns. Islamic
sovereign wealth is the share of total wealth held by

Islamic Wealth Management Report 2016

governments of the Muslim-majority countries in
the OIC block, which they have already invested in
Shari’a-compliant way or which is available for Shari’acompliant investments. This segment of Islamic
wealth is invested directly by governments or through
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central banks that are responsible for foreign exchange
reserve management. Wealth held by Muslim sovereigns and
governments, which is invested conventionally is significantly
larger than the Islamic wealth held by such sovereigns. We
estimate this portion of the Muslim wealth to be about US$5.6
trillion.

Islamic Wealth Held by SWFs and Other
Government Bodies
SWFs
Kuwait Investment Authority (KIA)

Muslim HNWIs in
South Africa
Muslim population in South Africa
is very devout. It is one of the few
Muslim-minority countries where
Muslims on average are more affluent
than the local communities (other
than the white minority). According
to the South Africa Wealth Report
2015, Muslims are the fastest growing
millionaire group in the country. This
brings an opportunity for Islamic
wealth managers to tap the Muslim
HNWIs. The asset managers like
Crescent originate from South Asia,
and the success of their business
relies on the HNWI Muslim wealth in
South Africa, other African countries
and even in UK.
Out of 23,400 HNWIs and 285
UHNWIs living in Johannesburg only,
a significant proportion is Muslim. In
fact, Muslims are clustered in three
big cities – Cape Town and Durban
being the other two.

KIA is the world’s first and the oldest sovereign wealth fund.
Since its inception in 1953 with a bank account in London, it
has been dubbed as an intriguing black box. No one knows
the exact AUM of KIA and our preferred estimate is US$120
billion 6 .
In the recent past, KIA has started investing directly in the
real estate projects and one should expect to witness its
involvement in more Shari’a-compliant investments, as the real
estate is deemed more in line with Shari’a requirements.
Qatar Investment Authority (QIA)
Founded in 2005, QIA has emerged as an aggressive SWF with
huge appetite for trophy projects. It has become as one of the
most visible investors in the London property market, with
investments in Harrods, Shard and the Olympic Village.
With estimated AUM of US$170 billion, QIA is expected
to grow its assets to US$200 billion in the near future. As
one can guess from the portfolio of its investments that
include Barclays Bank, Credit Suisse, Banque International
Luxembourg and Marimax, QIB invests in a conventional way
but its large exposure to property makes him a potential player
in IBF.
Abu Dhabi Investment Authority (ADIA)
Founded in 1976, ADIA is one of the largest SWFs in the world,
with AUM in excess of US$800 billion.
Other SWFs include:
 Khazanah
6. Sovereign Wealth Institute estimates AUM of US$550 billion at the end of
2014. According to Bader Mohamed Al-Sa’ad, managing director of KIA, it holds
US$120 billion directly in its world-wide investments. We estimate includes
that the total wealth held by the government of Kuwait is US$425 billion, which
includes the reserves held by the central bank.
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Islamic Wealth Held by Central Banks in the OIC
Foreign exchange reserves held by central banks in
the OIC countries should be considered as part of the
Islamic sovereign wealth.

Investible Funds Held by IBFIs
The global size of the Islamic financial services industry
is US$1.984 trillion7. Many Islamic banks and financial
institutions (IBFIs) offer wealth management solutions
to their wealthy clients (HNWIs and the mass affluent).
However, Islamic private banking is a relatively new
phenomenon that has to go a long way before it is
deemed a significant activity within the global Islamic
financial services industry.

Mass Affluent Wealth
The mass affluent segment of the market is becoming
of an increased focus in banking and financial services
industry, with high street banks now offering premier
banking services to their wealthy clients.

As mentioned in the Introduction, those who have
about US$800,000 in the form of movable and
immovable wealth own about 51% of the global wealth.
This means that a growing proportion of wealth is now
distributed among the mass affluent social strata.
Given this, any analysis of wealth management cannot
afford to ignore the premier customers of banks.
Estimates of the total wealth held by the mass affluent
Muslims is US$2.25 trillion out of which only a fraction
comes under management of IBFIs.

Why Does Only a Fraction of Muslim
Wealth is Invested in a Shari’a-compliant
Way
Out of over US$11 trillion, only a fraction is invested
in a Shari’a-compliant way. This begs the multi-million
dollar question. Why?
Governments, the central banks and SWFs in the
Muslim world invest only in the highest quality
instruments that are not available in abundance in
the Islamic financial markets. There is shortage of
supply of high quality Islamic assets, creating a supplydemand mismatch.

Islamic Wealth Management – A Preview
Many wealth managers would dispute the use of a
term like “Islamic wealth management” – or IWM in
short because. According to them, the fundamental
principles of wealth management are universal,
applying to persons of all faiths. Wealth management
involves integrated financial services incorporating
financial planning as well as portfolio management as
part of comprehensive advisory and management of a
client’s wealth.
Whether it is just nomenclature or a matter of identity,
it cannot be denied that there is growing focus on
wealth management in the global Islamic financial
services industry. It must be clarified that although
Islamic wealth management reflects an Islamic identity,
it can be practised by anyone – Muslims and nonMuslims alike.
IWM is the process of creating and building wealth,
and preserving or protecting the same, in accordance

with Shari’a principles. The distribution of the
accumulated wealth is also part of IWM.
The process involves the creation of wealth through
(inter alia) a business, profession or trade and/or
savings with financial institutions, the investment
of the wealth created to generate returns, the
protection of wealth through risk management, takaful
and trusts, and the distribution of wealth through
gifts (hiba), wills and trusts. The range of activities
comprises financial analysis, Shari’a-compliant asset
and securities selection, investment planning and
on-going monitoring of investments, as well as estate
planning, tax planning and retirement planning.
The following are important considerations in Islamic
estate planning:
 It is important to ensure Islamic injunctions

regarding one’s properties and financial

7. Reported in Global Islamic Finance Report 2015 (GIFR).
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obligations are fully carried out, including
outstanding debts, dependents’ expenses and
zakat payments;
 It is necessary to achieve one’s objectives with

regard to one’s assets and belongings in ways
which are in accordance with Shari’a principles;

 It is vital to ensure expeditious distribution of the

estate to one’s heirs; and

 It should also be ensured to minimise unnecessary

legal costs, protracted legal proceedings and
payment of taxes.

Given that the total size of the global Islamic financial
services industry is no more than US$2 trillion, a major
chunk of the Islamic wealth is still outside the domain
of Shari’a-compliant banking and finance. This is a
main reason that Islamic private banking has been
slow in emergence and development. Setting up of
full-fledged Islamic private banks, e.g., Faisal Private
Bank in Geneva, has not been successful. Similarly,
private wealth management departments of a number
of Islamic banks around the world have not been
entirely successful.
Having said that, the premier banking services offered
by Islamic banks to the mass affluent segment of the
industry are popular and growing in size and AUM.
Internationalisation of IWM
Although relatively under-developed as compared
with other sub-sectors in IBF, IWM has tremendous
potential for growth. The current situation of limited
supply of IWM products driven can be changed by
product innovation and development, expansion
of markets and investor base, strengthening of the
supporting infrastructure, and generating greater
level of confidence. The effectiveness of these growth
drivers, nevertheless, is premised on the industry
achieving further internationalisation that is wellentrenched and sustainable, which in turn, requires
concerted and conscientious efforts and collaboration
among the interested parties across the various
jurisdictions to create an enabling environment
within which cross-border selling of IWM products
can truly flourish. It is therefore incumbent upon all
stakeholders in the Islamic finance industry in general,
and Islamic asset management industry in particular,
to contribute towards realisation of this common
objective.
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Should IWM be Defensive or Offensive?
Given the disparity between the size of the global
Islamic financial services industry (around US$2 trillion)
and the magnitude of global Islamic wealth (over
US$10 trillion), should IWM attempt to tap the Islamic
wealth only (a defensive approach) or it should rather
aim at attracting wealth from any where (an offensive
style), as long as the holders of the wealth agree to the
principles of Islamic finance and are in fact willing to
manage their wealth in a Shari’a-compliant way?
This is a general question that has triggered a lot of
debate on the strategic aspects of IBF.
The approach of “Islamic wealth management for all”
has implication for its branding.
If it is to be developed as a product range appealing to
all – irrespective of their faiths – then it should have a
secular branding.
IWM as an Islamic brand can have a universal appeal
only if Shari’a compliance by itself adds value and that
it leads to better performance.
IWM and Value Addition
Wealth distribution can be developed as a
cornerstone of IWM. While wealth acquisition and
accumulation during economically active part of
lifecycle of an individual, and management of it to
maintain a given lifestyle is an important aspect of
IWM, it is equally important to plan for distribution of
wealth and its transfer to others, after one’s death.
This latter aspect should be the distinguishing feature
of IWM. Establishment of awqaf and the financial
products offered by Islamic banks to raise money for
their operations could be an important aspect of IWM.
Management of zakat money for social welfare should
also be an important aspect of IWM. In this respect,
it is vital to understand psychological foundations of
human behaviour, and appropriate products should
be developed to combat human fears, which include:
 Uncertainty over the assets/capital;
 Uncertainty of income;
 Health related uncertainties; and
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 Inter-generational considerations like concern for

the welfare of children and family after the client’s
death.

IWM products should aim at addressing a
comprehensive range of needs of their clients, with an

aim of risk reduction for the lifecycle of the wealthy. In
this respect, the role of waqf and Islamic foundations
should be explored, with a view to develop these
historical institutions into modern vehicles of IWM.

Malaysia’s Role and Position in IWM
Malaysia is the most developed jurisdiction for IWM,
with a comprehensive regulatory framework for IBF,
including a special focus on Islamic asset management.
While Kuala Lumpur boasts to have one of the largest
concentration of Islamic asset management business

in the Muslim world, Labuan – its offshore jurisdiction
– has emerged as the most active destination for
wealth management in the OIC block.

Editor’s Note
There are a number of resources available
on global wealth, including:
 World Wealth Report, published by
Capgemini
 Global Wealth Report, published by
Credit Suisse
 GCC Wealth Insight Report, published
by Emirates Investment Bank
 The Wealth Report, published by Frank
Knight
 South Africa Wealth Report
In addition, J. Safra Sarasin Group has for
a few years been publishing a report on
Islamic wealth management but these are
no more than briefs on the topic, lacking
in-depth analysis and comprehensive
coverage.

Islamic Wealth Management Report 2016

25

Shari’a Perspective on Wealth and Its Management

Chapter 2

SHARI’A PERSPECTIVE on
Wealth and Its Management
Dr. Muhammad Qaseem
Renowned Shari’a Scholar
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This chapter at the start of Islamic Wealth Management Report should be
considered as a note of caution and advice from a renowned Shari’a scholar,
Dr Muhammad Qaseem, who contributed it as a reminder for the wealthy and
their wealth managers. The chapter makes little distinction between earning
livelihood and wealth accumulation, as the principles of wealth accumulation
and earning livelihood remain by and large the same. The readers will find this
chapter useful before proceeding to the other chapters that discuss technical
aspects of Islamic wealth management.
Shari’a is the name of the entire body of the
knowledge based on and derived from the Holy Quran
and the traditions of Prophet Muhammad (peace be
upon him). Being the only complete code of life, it has
clear instructions and teachings on every aspect of
life. These teachings are different from man-made laws
and philosophies because they are from the Creator of
mankind who knows best what is good for the entire
humanity, without any discrimination on the basis of
race or colour, and loves to guide them to the path of
prosperity and submission to His teachings, which are
valid for all times to come.
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It is noteworthy that in the backdrop of the recent
financial crises in the West and the failure of the
prevailing economic system to address the root
causes of these catastrophic events, a lot of people
including non-Muslims have shown keen interest
in learning about Islamic economic and financial
systems to see if they could provide the required
solutions. In this context, this chapter explains the
Shari’a perspective on wealth, its acquisition and
management, comparing the same with the Western
economic system’s concepts in certain areas, and
attempts to address some of the misconceptions in
this regard.
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Shari’a Perspective on Wealth
People’s deeds and actions are, consciously or
unconsciously, based on and inspired by their faith
and world-view, which serve as the guiding principles
for them in their lives. Muslims are no exceptions as
all the teachings of their faith are rooted in the belief
that Allah is the Creator of the entire universe; He
has created everything with a purpose and He will
hold mankind accountable on the Day of Judgment
for their beliefs, sayings and actions and reward
or punish them accordingly. This is because in this
grand scheme of Allah Almighty, man has been given
a unique position as the vicegerent of Allah Almighty
on the earth. Therefore, as Allah’s servant and agent,
he is required to fully submit to Him and comply with
all His orders. To enable man to accomplish this noble
mission and get the desired reward, Allah Almighty has
equipped him with some necessary faculties and skills
as well as certain instincts.
One of those instincts is the ingrained love of wealth,
which is absolutely necessary for man’s survival for
the purpose for which he has been created and as the
driving force that pushes him to earn his livelihood
and thus, ensures continuity of the human race.
The following verses of the Holy Quran refer to this
human love for wealth:

And they (people) love
wealth greatly. (Suratul Al Fajr)

a.

And verily he (man) is in great love of wealth.
(Suratul Adiyat)

b.

And they (people) love wealth greatly.
(Suratul al Fajr)

This instinct, like any other human instinct, cannot
be left unbridled. Rather, to achieve its purpose- for
which Allah has bestowed it on humanity- and to
ensure that it does not lead to chaos and anarchy,
nor does it lead mankind away from its real destiny,
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man’s love for wealth has to be properly nurtured,
polished, controlled, and channelized in the right
direction. To that end, Shari’a has laid down elaborate
rules and given comprehensive teachings, whereby
Muslims are required to subject this love to the love
of Allah and His Messenger and use their wealth as a
tool to achieve a greater cause, and not as something
to be sought merely for itself. Islam has made zakat
an obligation and spending in the way of Allah under
various conditions a Shari’a requirement. It has also
encouraged generosity and spending for the welfare of
people as a great act that could attain Allah’s pleasure
and open the doors of heavens for the doer. All these
teachings undoubtedly polish this instinct and remove
the ills that could arise from the unbridled love of
wealth to the extent that it would lead one away from
the path of Allah.
Knowledge of the reality of wealth and its status in
man’s life will undoubtedly help him in his efforts to
rein in his unlimited love for it. To that end, Islam has
explained in very unambiguous terms the nature
of wealth and its relationship with man, giving
comprehensive guidance about what he should do
and what he should refrain from with regard to his
property. It has made it clear that man is not the
absolute and real owner of whatever property he

And verily he (man) is
in great love of wealth. (Suratul
Adiyat)
apparently owns; rather he has been given his share of
the wealth in trust by Allah (as amana), which obviously
carries with it certain responsibilities. Consequently,
man should regard wealth as a tool to achieve Allah’s
pleasure by using the same in line with His commands
and for the purpose for which He has created it.
To that end, Islam has given its followers detailed
instructions on how they should earn their wealth and
how they should spend the same.
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With the firm belief of responsibility about the wealth
as a God-given trust and not a luxury to be enjoyed
as per the wishes of its holder, no one would strive
to acquire unlimited wealth beyond his capacity. To
the contrary, they would confine themselves to only
that much wealth which they believe they can handle
(by discharging the related responsibilities to get the
promised rewards in this world and the Hereafter,)
as no sane person would like to burden himself with
responsibilities that outweigh the corresponding
benefits. Also, since the real objective is to lead a life
of submission and obedience to Allah, if that objective
is achieved with little wealth that is pure and blessed,
one should consider himself triumphant and be
grateful to his Lord. To the contrary, if someone has a
big fortune but he is struggling with the miseries and
worries that usually accompany enormous wealth and
lead man away from his real destination, then he is
definitely on the losing side. Islam has tried to drive
home this meaning that too much wealth may create
a class of arrogant snobs who take to the path of
disobedience of Allah and rebellion against the moral
values.
From this discussion, it becomes quite obvious that
Shari’a regards that wealth which is gained lawfully and
spent in line with the teachings of Allah for one’s own
needs and for the welfare of the humanity at large as
a divine blessing. The Prophet (peace be upon him) is
reported to have said, “One shouldn’t envy another
person for anything that he has been given except for
two blessings: one is the blessing of the knowledge
of Quran where the person recites it day and night,
and the other is the blessing of wealth where the
person spends it continuously in the way of Allah”. This
hadith also refutes a very common misconception
with regards to seeking wealth as an act incompatible
with piety and virtuousness or something that Shari’a
looks down upon. Had this been the case, Allah would
have saved His pious servants from worldly wealth,
but to the contrary, the Holy Quran tells us that the
Prophet Sulaiman, one of the great messengers of
Allah, was given immense wealth, which he used in
the way of Allah. Similarly, it has been mentioned
in the Holy Quran that the broken wall repaired by
the Prophet Khidzer belonged to the orphans of a
pious person who had hidden, before his death, a
treasure for his children underneath it. It is also a
well-known fact that some of the great companions
of the Prophet Muhammad (peace be upon him), like
Uthman Bin Affan and Abdul Rahman Bin Auf, were
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extremely wealthy; to the extent that the latter almost
singlehandedly equipped half of the Muslim army for
the battle of Tabuk. This reality has been summed up
in a hadith which states that pure wealth in the hands
of a pious servant of Allah is a great blessing.
Wealth may also be a necessary tool for protection of
one’s faith, honour and values. The Prophet (peace be
upon him) is reported to have said that there is hardly
any gap between poverty and kufr (disbelief), which
means that the abject poverty of the destitute and
the down-trodden may be exploited to change their
faith, as they may be tempted with worldly benefits by
those who want them to renounce their religion. It is in
such a context that the Prophet (peace be upon him)
has said that a day would come where people would
not benefit but from their wealth (as people would
stop helping their brethren in need on humanitarian
grounds).
On the other hand, if wealth is gained through Shari’a
repugnant means, or spent in violation of Allah’s
commands, in any avenues and ways that have been
prohibited by Shari’a , then it is a curse whose owner
shall be punished in this world and in the Hereafter.
Allah told His Prophet (peace be upon him) that he
should not be overawed by the vast fortunes and
numerous children that the hypocrites were enjoying
as He wanted to punish them with the same in this
world; so this seemingly great blessing will turn into
a source of punishment and misery. Moreover, in a
hadith, the Prophet (peace be upon him) curses those
who worship dirham and dinar, which means that they
are not utilizing it as a resource should be used - for
their own benefit and for the welfare of others - as
commanded by their Lord, rather they treat it as their
master. In another hadith, it has been reported that
one’s property, for which zakat is not paid, would turn
into a venomous viper on the day of judgment, biting
its owner repeatedly, and telling him that I am your
property and I am your treasure.
In the light of these teachings, one may conclude that
blessed wealth would help its owner get closer to his
Lord, while an ill-gotten fortune would be a headache
and a source of misery and pain for its holder,
leading him away from the remembrance of Allah and
submission to His orders. In other words, when wealth
acquisition becomes the prime objective of man’s life,
turning it into the ultimate goal rather than a tool to
discharge his God-given duty, it turns the holder into a
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cursed slave of his wealth, leading him away from the
servitude to his Lord.

‘earning one’s livelihood through halal is an obligation
after fulfillment of the obligatory acts of worship.’

Shari’a Principles for Wealth Management

We all know that certain Islamic acts of worship such
as zakat, hajj and jihad cannot be carried out without
adequate financial resources. Therefore, for a Muslim
to be able to worship his Lord in a befitting manner, it
is imperative to earn enough not only to fulfill his own
needs but to also be able to serve the cause of Shari’a
in those acts of worship that require spending.

Shari’a teachings on acquisition and management of
wealth are all-embracing and comprehensive. Islam
guides its followers not only on how wealth should be
acquired, but also on how it should be protected and
managed, and how it should be spent and disposed off
in a manner that would comply with the commands of
Allah.

Shari’a Teachings on Wealth Generation
and Acquisition
A Shari’a maxim states that if something is a
prerequisite for an obligation it becomes an obligation
itself. Accordingly, since it is an obligation to feed
yourself and those who are dependent on you, and
to protect their faith and honour, then it follows
that striving to earn what is sufficient for a Shari’acompliant and honourable life is also an obligation.
Similarly, another Shari’a maxim states that what
leads to an impermissible act becomes impermissible
itself. Therefore, if someone has no source of income,
it would be impermissible for him to sit idle and
abstain from trying to earn his livelihood in a Shari’acompliant way, as such inaction would most probably
compel him and his dependents to resort to Shari’a
repugnant acts such as begging, theft etc. in order
to fulfil their basic needs of food, clothing, shelter
etc. Based on these two maxims, it can be concluded
that Shari’a makes it obligatory upon the Muslims to
acquire at least that much wealth which is necessary
for the fulfillment of their duties and responsibilities
as servants of Allah, and which protects them from
committing any haram (impermissible) act. This
meaning has been highlighted in a famous hadith
(although it has not attained the highest degree of
authenticity, but it is acceptable) which states that

This is why we find innumerous Shari’a teachings
encouraging Muslims to engage in ways and means
of creation and acquisition of wealth. The Prophet
(peace be upon him) is reported to have stated that
a truthful trader shall be raised with the prophets on
the Day of Judgment, which signifies the status of their
profession in the eyes of Islam when they comply with
its teachings. Similarly, the Prophet (peace be upon
him) has emphasized the significance of physical work
undertaken to earn one’s livelihood, rather than being
an end user and depending on others for his basic
needs. He has stated, “Nobody has ever eaten a better
food than what he earns through his own work, and
the Prophet of Allah Dawood used to eat from what he
gained with his own hands.” The Holy Quran tells us
that the Prophet Musa worked for the Prophet Shoaib
for ten years against an agreed compensation.
The Prophet (peace be upon him) has also encouraged
his followers not to leave sources of production
idle. He is reported to have said that whosoever can
cultivate his land should do so, and those who cannot,
would better give their land to their brethren for
cultivation. This advice clearly shows Islam’s emphasis
on proper utilization of the available resources, which
should serve as a great lesson for any nation or
community that aims to achieve economic self-reliance
and a welfare society.

The merits of the Islamic financial model, which is asset based
and geared towards equity participation vis-a-vis debt financing could
be appreciated in a better way after an in-depth analysis of the factors
responsible for the 2008 global financial crisis and the recent fiasco of
Greece’s debt restructuring.
30
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merits of the Islamic financial model, which is asset
based and geared towards equity participation
vis-a-vis debt financing could be appreciated in a
better way after an in-depth analysis of the factors
responsible for the 2008 global financial crisis and
the recent fiasco of Greece’s debt restructuring.
Implementation of the Islamic finance model will
stop, to a great extent, the unnecessary disputes,
grudges and the sense of deprivation that the
borrowers start developing against the creditors
after enjoying the debt. The example of Greece’s
reaction against Europe and other creditors is an
eye opener.

Some of the important Shari’a rules and principles
that define the perimeters of Shari’a-compliant wealth
acquisition are as follows:
a.

Trading is lawful, provided the minimum Shari’a
compliance requirements such as consent of the
parties, their knowledge of the counter-values,
their capability to deliver the same, and payment
of both or at least one of the counter-values on
the spot etc. is ensured.

b. Shari’a has prohibited excessive levels of
uncertainty which convert a transaction into
an act of speculation and gambling instead of a
genuine financial transaction; such as when both
the counter-values are deferred or when someone
sells an asset that he does not own and possess.
c.

f.

Islam also emphasizes the right of people to
equal opportunity and a level playing-field when
it comes to economic activities. The Holy Quran
has made it clear that the wisdom behind some
of its financial teachings is to ensure that the flow
of capital should not be confined to the rich only.
This is because in such a case, those rich or superrich groups would try to strengthen their grip on
the sources of capital by excluding others and
erecting barriers to stop their entry, while Islamic
teachings aim at financial inclusion. Therefore, it
is the duty of the state to ensure that capital is
made available to all those who contribute to the
real economic activity. It should also make sure
that no discrimination is allowed nor is any undue
advantage provided to one party at the expense
of others. All forms of monopoly, cartelization
and any other acts that aim to eliminate healthy
competition and force small players out of the
market have to be eradicated. This is because all
these unjust acts are not only detrimental to the
interests of the aggrieved parties but are also
damaging to the interest of the public at large, and
Shari’a does not allow any act that is injurious and
harmful to others.

g.

Islam also encourages direct transactions
between the producers and the consumers in
a bid to ensure provision of the basic needs at
affordable prices. That is why it has prohibited
the intervention of intermediaries (the Prophet
(peace be upon him) prohibited city inhabitants
to sell the goods of the desert dwellers in the city)
who do not add any value; rather they inflate the
prices which have to be paid eventually either by
the consumers or skimmed from the margins of
the producers. In both cases, healthy economic

All financial contracts which do not fulfill one or
more of the essential terms and conditions for
Shari’a compliance, or stipulate any terms that
are in conflict with the nature of those contracts,
have been declared void. Shari’a also emphasizes
that these contracts should be balanced in terms
of stipulating the rights and obligations of the
contracting parties.

d. Prohibition of riba, which is primarily the interest
paid against loans in lieu of the time for deferred
payment, is a cornerstone of Shari’a teachings to
stop exploitation and profiting without taking the
relevant risk, as the Prophet (peace be upon him)
has prohibited earning profit from a transaction if
its risks have not been borne.
e.

According to Shari’a principles, extending a loan to
a person in need is an act of charity, which should
be done at no cost to the borrower; therefore any
premium charged on a loan is prohibited as it is a
form of riba. It is because of this charitable nature
of loan and the impermissibility of charging any
premiums over it that it cannot be used as tool of
financing. Islam, on the other hand, has prescribed
a myriad of contracts and products for financing
purposes, with each contract having special
features and unique characteristics suitable for a
special area of commercial activity in line with the
purpose for which the finances are raised. These
financial products aim to direct capital towards
real economy with more focus on equity financing
rather than debt-financing, which is usually
obtained for non-developmental expenditure. The
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activity is adversely affected because the prices
skyrocket or producers who are working on thin
margins in order to deliver cheaper goods to the
consumers, are forced out of the market.
Compliance with these rules of Shari’a on acquisition
of wealth could be ensured easily if the following
basic concepts and moral values of Shari’a are kept
in mind:
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i.

That wealth is an amana and trust from
Allah, and hence must be acquired and
spent as per His commands.

ii.

That a Muslim should not be greedy
in seeking wealth as he would be held

responsible for any transgression or breach
of the limits. Rather, he should be content
with his share in the provisions of Allah and
should make concerted efforts to discharge
his responsibilities with regard to the same.
iii. That quality and purity of wealth matter
more than its quantity. With baraka (blessing
from Allah), meagre resources may enable
one to achieve, due to piety in acquisition
and spending of those funds, such great
excellence and huge rewards that may
not have been possible for him with huge
resources that are not blessed in the eyes of
Allah.
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Shari’a has made acquisition of the necessary level
of wealth an obligation, and allowed its followers to
gain more through Shari’a-compliant means; however,
this should not degenerate into a blind pursuit of
money. Rather, it has to be carried out within the
legal and moral boundaries of Shari’a to avoid chaos,

anarchy, and even oppression that could result from
unchecked pursuit of unlimited wealth. If all the rules
are complied with and it is ensured that no form
of exploitation has been committed, nor have any
limits been crossed or rights usurped, only then, the
acquired wealth shall serve its real objective.

Shari’a Teachings on Protection of Wealth
Wealth as a trust from Allah must be protected. To that
end, Islam has made protection of Shari’a-compliant
wealth one of the main five primary objectives that
Shari’a teachings aim to achieve, namely: protection of
faith, reason, life, honour and wealth. Shari’a has also
prescribed tough punishments for thieves and those
who usurp others’ properties. In the same context,
fighting against burglary or highway robbery has been
equated with jihad, where the Prophet has declared a
person killed in protecting his property as a martyr.

extravagant and bent upon wasting and destroying his
wealth, the judge will bar him from any kind of disposal
of his property and appoint an administrator who
would take care of his property on his behalf.
Shari’a also requires those who are taking financial
decisions on behalf of others, such as guardians
on behalf of minors or agents on behalf of their
principals, to take only such decisions which are prime

Wealth as a trust from Allah must be protected. To that end, Islam
has made protection of Shari’a-compliant wealth one of the main five primary
objectives that Shari’a teachings aim to achieve, namely: protection of faith,
reason, life, honour and wealth.
Shari’a has also declared the act of usurping anybody’s
property or taking his money without his permission
or an established right as haram. One can sell to or
buy something from another party only through a fair
bargain, or take his money against a delivered service,
or enjoy a gift given by a person with his free will and
discretion. Bribery, extortion, cheating, excessive
profiteering above the market rate by duping the
buyers, and such other ways of devouring others’
property without a rightful claim has been prohibited
by Shari’a.
Similarly, it is unlawful to waste one’s money by
spending it excessively for no personal benefit or
welfare of the society. The Holy Quran has called
such spendthrifts brethren of Satan and Shari’a has
given instructions about how to deal with people
whose financial decisions are detrimental to their
interests. In the light of these teachings, if it is
established in a Shari’a court that someone is not fully
mature to handle his financial affairs or he is foolishly
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facie in the favour of the owners and in line with the
fiduciary responsibility of the agents. Any decisions
by such agents which are clearly detrimental to the
interests of the principals; such as giving loans or
gifts from the assets of the children by their parents,
or sale of a principal’s asset by his agent at lower
than market price by a customarily unacceptable
margin, is regarded as a breach of trust and an act
of misconduct, with the perpetrator being held
responsible for the loss.
According to Islam, if a crime goes unpunished in this
world for any reason such as non-detection by the
law enforcing agency or due to rampant bribery in the
system or malfunctioning of the judicial system for any
other reason, the culprit shall not escape the wrath of
Allah in this world and His punishment on the Day of
Judgement. This serves as a strong deterrence against
illegal money grabbing and an additional layer of
protection for people’s property in an Islamic society.
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Shari’a Teachings on Growth of Wealth by Trading and
Investment
If someone has a big fortune, but does not engage
in prudent investment or trading, his wealth will be
wiped out one day. The need to spend from the same
for one’s personal expenses and for Shari’a dictated
financial obligations such as payment of zakat etc.
will eat away that fortune if proper measures are
not taken for its growth. Therefore, it is safe to say
that by stipulating these financial obligations, Islam
has indirectly encouraged its followers to deploy
their wealth in prudent investments. The aim of such
investments should be to contribute to creation
of economic activity and to generate halal profit in
order to protect the capital from being eroded by
expenditure and devaluation in this age of fiat money.
We have already mentioned how Islam prompts its
followers to work for acquisition of wealth within
the Shari’a limits and for proper utilization of the
resources to cater to the needs of mankind. The
Prophet’s (peace be upon him) glad tidings for truthful
traders and his praise for physical and manual work
highlight Islam’s focus on the creation of wealth and
services, ensuring that the Muslim community can
produce the means of its livelihood, rather than

34

depending on others for its basic needs. The Prophet
(peace be upon him) has encouraged his followers to
either cultivate their land, or lend it to someone else
who can do that. Also, gold and silver, if not put to use
has been taxed through zakat, which implies that they
should be used for economic growth rather than for
hoarding.
Islam condemns hoarding of money with no intention
to use the same. In the Holy Quran, one attribute of
a condemned character is that he amasses money
and keeps counting it. The inference here is that he
is a mean and tightfisted person, because he does
not utilize his wealth for the purpose for which Allah
has created it, which is to either spend it for his own
benefit or the welfare of the society or invest it in
order to generate healthy economic activity.
It is pertinent to note that all the rules and principles
of Shari’a for financial contracts - as highlighted above
under the heading of acquisition of wealth - are also
applicable in case of trade and investment for growth
of wealth.
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Shari’a Principles on Consumption of Wealth
This is one of the most neglected areas of wealth
management, as people generally tend to believe that
the owner of an asset has the absolute right to use or
abuse it, or even destroy it if he so desires. Man-made
laws may have given man such a free rein, but to the
contrary, Islam by stating that wealth is a trust in the
hands of its holder has eradicated the root cause of
such an attitude and, therefore, he has no right to
abuse or destroy it. Rather, he is under obligation to
act in accordance with the commands of his Lord who
has bestowed this trust upon him. In a hadith, it has
been stated that a person’s accountability process
would not be finished on the day of judgment until
he is questioned about how and wherefrom he has
gained his wealth and how and in what ways he has
spent the same. This must make anybody who desires
to gain unlimited wealth think twice before making any
efforts to attain such wealth that he does not need
nor does he have the capability to utilize the same as
per the commands of his Lord to save himself.
Further, Islam has made it clear that one’s real
property is what he uses for himself, or spends in

Islamic Wealth Management Report 2016

the way of Allah and gets its reward in the Hereafter
because that is the wealth that he will benefit from.
Anything that he leaves behind goes into the hands of
others. The Prophet (peace be upon him) is reported
to have said, “A person claims that this is his property
and that is his asset, but the fact of the matter is that
his property is what he has eaten and finished or the
clothes that has worn till they have become torn and
tattered, or what he has given in the way of Allah and
retained its reward. The rest he will leave one day to
other people”. In fact, by spending in the way of Allah
the wealth is really protected as it secures the same
from all usurpers and prying eyes, saving it for a day in
which one would be in dire need of every single penny
of it.
This hadith highlights the fact that money is a tool,
and if it is not put to use for the purpose for which it
has been created, it is useless. That is why Islam has
condemned hoarding money, as it is nothing but greed
and miserliness which is a characteristic not worthy
of any sane person. It is like a person who hoards coal
for the winter, but does not use the same during the
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biting cold of the winter, or someone who is always carrying a
big load of books on his back without reading them to gain the
wisdom that they may impart.
With regard to consumption, Islam has instructed its followers
to tread the middle way; hence, the golden rule is to avoid both
the extremes of being tight-fisted as a niggard or wastefully
extravagant. The Holy Quran has given explicit instructions on
moderation in expending. This is the best wealth management
policy as one will be able to manage their wealth only when
they learn the art of managing their expenses. It becomes
possible when one keeps their requirements limited and stops
desiring more and more of the luxuries of life which will not
only ruin them financially but will also turn them into a lazy and
less productive person.
Consumerism - as is in vogue in the West today - cannot
flourish without duping people through mass media that they
need all those unnecessary luxury (and even harmful) goods
and services that they are better off without in reality. This
runs contrary to the teachings of Islam not only because it
promotes extravagance but also because it is mostly deceitful.
Reining in greed for more, sharing one’s extra resources with
the have-nots (and not dumping or burning them as is the case
today in the capitalist world) and the sense of responsibility
to avoid wasting the precious resources created by Allah for
the entire humanity, have to be inculcated in mankind if we
seriously want to save humanity from financial crises and wars
which are mostly staged and fought for commercial reasons.
The journey to global peace shall become less bumpy if
financial justice and equitable distribution of the resources are
ensured.

The Holy Quran has
given explicit instructions on
moderation in expending.
This is the best wealth
management policy as one
will be able to manage their
wealth only when they learn
the art of managing their
expenses.
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Wasting one’s money by spending in unlawful activities is
undoubtedly haram, but exceeding the required limits even in
lawful matters is considered to be extravagance and as such
impermissible. In the light of Shari’a principles, one should
keep his expenses within the limits of what is required to lead
a reasonably comfortable life, allowing him to concentrate
on Allah’s worship and His obedience. Any expenses beyond
that would fall under the category of luxury which one should
generally abstain from; however, he may allow himself to
enjoy the same sometime provided he has Shari’a-compliant
resources for it (not through borrowing as promoted through
consumerism in the West), but should make sure that he
does not get accustomed to a luxurious lifestyle. He must
also ensure that while enjoying such luxuries, his intention is
not to show off or indulge in any kind of snobbery, which are
obviously prohibited in Shari’a.
As per Shari’a principles, even if someone wants to spend for
a noble and charitable cause, one is not encouraged, rather
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not allowed to commit his entire fortune (the ruling
differs from person to person based on the level of his
training of self, and a few cases reported in the history
of Islam such as the story of Abu Bakr Al-Siddique
are exceptions for those who are fully prepared for
the consequences and as such not applicable to
everybody) as that may lead him later to seek financial
help from others or even beg people, which is not
permissible in Shari’a . Hence, any act that has a big
probability of leading to such a situation would also
not be permissible. It has been reported on authority
that the companion Ka’b was advised by the Prophet
(peace be upon him) to keep a part of his property
when he offered to spend his entire fortune in the way
of Allah.
With regard to spending, another golden rule is that
one should comply with the spending priorities set by
Shari’a , by spending first on himself, his immediate
family and dependants within the permissible limits
and in a moderate way, and then paying zakat and
fulfilling his other financial obligations. Thereafter,
he should spend a share of his wealth on his other
relatives, as Shari’a gives them a right on his wealth.
A Muslim should also set aside a portion of his wealth
for the poor, the destitute and the down-trodden as
they also have a right to his wealth. Only after he is
sure that he has carried out all his financial obligations,
it is recommended that he should seek to spend
in all other available avenues of charitable causes.
This is because it would be sheer stupidity to ignore
one’s financial obligations and pretend to spend for
philanthropic reasons.
Islam has devised waqf (trust) as a model for durable
and sustainable charitable institutions, which would
ensure that the trust creator would get the reward

for as long as the trust/waqf continues generating
income and benefiting the society after he passes
away. It is important to note that a large number of
Islamic institutions for the welfare of society in the
fields of education, health and general care for the
down-trodden owe their existence, throughout Islamic
history, to the institution of waqf.
It is also important that one should plan for his future
when he would not be able to work and earn for any
reason. Therefore, he should save a portion of his
wealth as a precautionary measure for the rainy days
so that he and/or his dependents are not forced to
seek assistance from others. The story of the pious
person who had hidden a treasure before his death
for his children in the Holy Quran highlights the
significance of such savings in the eyes of Shari’a .
To complement the Shari’a teachings on how to
use wealth, the Holy Quran has given elaborate
instructions about how to distribute the assets
left behind by a deceased amongst his heirs. One
of the apparent objectives behind those elaborate
instructions is to ensure that the accumulated wealth
over his life period is distributed amongst those who
usually play a direct or indirect role in its acquisition.
Although Shari’a gives the owner the right to gift his
wealth to any person in a Shari’a-compliant manner
during his life (but before he starts suffering from an
illness that would prove to be his death warrant), it
does not allow him to write a will in order to leave his
assets after his death to unrelated people or even
animals and deprive his own children and relatives
from their due rights. With its explicit rules on
distribution of the property of the deceased against
his will, Shari’a reaffirms the concept of wealth as a
trust from Allah Almighty and not the absolute asset of
the holder.

Conclusion
In the light of the points discussed in this chapter,
it is absolutely clear that Shari’a regards wealth as
a trust from Allah to its holder who would be held
accountable on how he earns and how he spends
the same. As such, it is a tool that can be beneficial if
it is in the hands of the pious servants of Allah who
comply with His orders in using the same, but it would
turn into a source of misery and a cause for rebellion
against His commands if it is in the hands of the
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wicked and evil-doers. To know its reality and ensure
its proper use, Islam has given detailed instructions on
its acquisition, protection and consumption, leaving
nothing to man’s own wishes and whims. Compliance
with these rules shall not only guarantee his success,
as well as peace and tranquillity in this world, but will
also ensure that he gets the promised rewards in the
Hereafter.
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This chapter further explains some of the points discussed by Dr. Muhammad
Qaseem in the previous chapter. While the previous chapter was primarily on
Shari’a guidelines around wealth and its management, this chapter brings in an
economic dimension to the discussion. Focusing on the acquisition, preservation
and the use of wealth for purchasing goods and services and other amenities
and luxuries of life, the authors argue that the observed small fraction of
Islamic wealth in a global context is consistent with the Islamic emphasis
on acquisition and spending of wealth. Islamic wealth management in this
framework is inherently ethical in nature and scope. This chapter is contributed
by World Bank’s Global Islamic Finance Centre, with three main authors,
namely Mustafa Tasdemir1, M. Murat Cobanoglu2 and Dr Zamir Iqbal3 .

Introduction
Growth prospects of Islamic wealth management
industry are driven by a number of factors such as
organic liquidity driven by stable oil prices, younger
and more affluent population, and the increasing
number of interest-sensitive investors who until
recently lacked proper Shari’a-compliant opportunities
to manage their wealth (Jaffer, 2013). There was also a
significant surge in the personal wealth in the Middle
East region that still constitutes the largest market for
Shari’a-compliant finance. As per the estimates of this
report, the global wealth stands at US$107.3 trillion,
with Islamic wealth in the MENA region reaching
US$3.8 trillion (see Chapter 1).
Islam encourages its adherents to preserve and
grow wealth. Islam has prioritized preserving and
conserving wealth as one of the five main necessities
in the schema of broader objectives of Islam. These
include the preservation of religion/faith, soul, mind
and intellect, progeny and wealth/property. It is
important to understand that classical Islamic texts
use the word ‘maal” to refer to wealth, which means
all things which are capable of being owned, and is
divided into corporeal and usufruct. If possession is
not possible for something, it cannot linguistically be
regarded as maal. For example, alcoholic beverages
and interest-based financial products cannot be

deemed as Shari’a recognized wealth. Hence, even a
Muslim actually owns such Shari’a repugnant assets,
they will not be counted towards Islamic wealth.
Islam puts utmost importance to wealth management
on a micro and macro level. On an individual level, the
wealthy are required to to prepare guidelines on how
they want to distribute their assets before and after
the death (e.g., will-writing and establishment of trusts
or awqaf). On a macro level, there are fiscal tools
that allow the state to ensure efficient utilization and
distribution of wealth and other available resources.
Thus, managing and planning Islamic wealth is deemed
important in ensuring social welfare and public
interest.
Wealth management includes financial services
incorporating financial planning as well as portfolio
management as part of comprehensive advisory
and management of a client’s wealth. Islamic wealth
management has emerged as part of Islamic finance
and broadly shares the features and advantages of
conventional wealth management. However, Islamic
wealth management differs from conventional
counterpart because it has to adhere to certain
prohibitions such as interest, gambling, excessive risk
and uncertainty.

1. Financial Sector Specialist, Global Islamic Finance Center, World Bank.
2. Financial Sector Specialist, Global Islamic Finance Center, World Bank.
3. Lead Financial Sector Specialist, Global Islamic Finance Center, World Bank.
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Islamic approach to wealth takes into account social
justice. Social justice requires sharing rewards
as well as losses in an equitable fashion among
borrowers and lenders and that the process of wealth
accumulation and distribution in the economy be fair
and representative of true productivity. The Islamic
economy is an ideal system in which individuals
benefit from a broad array of economic freedoms,
including the right to private ownership and the liberty
to trade at freely negotiated terms.
There is an emphasis on the importance of circulation
of wealth in any community in order to ensure social
justice. For this purpose, society should take relevant
measures guaranteed that wealth does not circulate
among a privileged few and restrict the overall
benefit of prosperity to a small, privileged group of
rich people, continuing to make the concentration of
wealth worse and more skewed. In this respect, Islamic
law of inheritance is important, which ensures that the
wealth is distributed amongst the heirs in an equitable
way. However, if a wealthy individual does not want
their wealth to be distributed in accordance with
the proposed inheritance schema, individual right of
ownership is recognized in Islam. In such a case, there
is a need to actively manage wealth throughout the
lifecycle of an individual.

As adequately explained by Muhammad Qaseem
in this report, accumulating wealth is a legitimate
activity in Islam. If accumulated wealth is managed in
accordance with the Islamic principles, it is expected
to bring positive externalities in the form of additional
blessings for the society. Islam prohibits waste,
overspending, and ostentatious and opulent spending
in the utilization of one’s wealth, and encourages gifts,
donations, philanthropy and zakat. These injunctions
ensure that the benefits of one’s wealth are not limited
to an individual or a family but the whole society
benefits from it.
Wealth management is also crucial on a macro level,
as without having access to adequate resources
on a long-term and sustainable basis, a state may
find itself in difficult fiscal positions to undertake
projects of social significance. In the context of many
contemporary Muslim-majority countries whose major
source of income and wealth is natural resources
(especially oil and other fossils), it is absolutely
imperative to manage sovereign wealth in such ways
that the adverse movements in prices of natural
resources do not grossly disturb government budgets
and consequently general business environments in
these countries – something that is relevant to the
current situation in the GCC countries, which are
currently facing historically low oil prices. Ibn Khaldun

Success in wealth accumulation is very much dependent on asset
allocation strategies to minimize risk and maximize returns on accumulated
wealth by diversifying the portfolio.
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– one of the most celebrated social scientists of all times –
refers to the role of wealth in a macroeconomic context as
follows:

Wealth provides the resources
that are needed for ensuring justice and
development, the effective performance of
its role by the government, and the wellbeing of all people. Wealth does not depend
on the stars, or the existence of gold and
silver mines. It depends rather on economic
activity, the size and division of labour, the
largeness of the market, incentives and
facilities provided by the state, and tools,
which in turn depend on saving or the
surplus left after satisfying the needs of the
people.
Although macroeconomic aspect of wealth management is not
a focus of this report, the above reference is certainly relevant
to sovereign wealth management, which is also an important
consideration in conventional wealth management.

Factors Affecting Wealth
Management
Acquisition of Wealth
Wealth accumulation is probably the most important aspect of
wealth management, as without having wealth its management
becomes redundant. Acquisition of wealth involves both
amassing new wealth and growing an existing stock of wealth.
In practice, there is no distinction between the two, as they are
intertwined. The baseline objective of wealth accumulation is
to preserve accumulated wealth under all circumstances.
Factors affecting wealth accumulation fall under four
categories: externalities, legitimate commercial activities,
dealings in prohibited goods and services, and ethical factors.
A windfall in the form of a gift or share in inheritance requires
no effort. However, it is absolutely important to manage
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orphans’ estates in the most efficient and ethical
way – something that has been heavily emphasized
in the Holy Quran. Other external factors that have
contributed significantly to the growth of HNWI
population in a number of countries, including many
in the OIC block, include exponential increase in prices
of some of the assets (e.g., the real estate). Increase in
wealth in such a manner does not require significant
management. However, there are many families and
institutions that made the best out of the price hike in
the real estate through a number of strategies.
Wealth management is absolutely important in the
wake of decrease in prices of some fo the assets (e.g.,
the current downturn in the oil prices). Such external
factors must be taken into account while acquiring
new assets as part of wealth portfolios.
Success in wealth accumulation is very much
dependent on asset allocation strategies to minimize

risk and maximize returns on accumulated wealth
by diversifying the portfolio. Shari’a-compliant
asset management has emerged as an important
segment of the wider asset management industry.
Compared to previous decades, there has been
significant progress in Islamic asset management in
the last 15 years. It is expected that increase in the
supply of Islamic financial management products
and services will help in Islamic wealth accumulation
on an individual as well as national level. This will
certainly add to the global size of Islamic wealth and
the Islamic wealth management industry. Now that a
number of Islamic indexes have been developed and
are reported frequently by the service providers, and
a huge Shari’a universe of stocks exists, one should
expect further inflow of HNW wealth into Islamic
finance. Furthermore, other asset classes like sukuk
and takaful are also becoming increasingly more
accessible.

It is expected that increase in the supply of Islamic financial
management products and services will help in Islamic wealth accumulation
on an individual as well as national level. This will certainly add to the global
size of Islamic wealth and the Islamic wealth management industry.

Preservation of Wealth
Islam views wealth or property as a precious gift
that Allah has given to human beings to enhance the
quality of their life. The issue regarding the wealth in
Islam is not only about its ownership and distribution
where some people own abundantly (the have) and
the others only pose a few (the have not), but also
about the management and attitude towards it.
Preservation of wealth is important for wealth
continuity and its accumulation. The preservation of
wealth can be divided into two parts. The first part
affirms its elements and establishes its foundation
while the second part keeps away actual or probable
disharmony. The first part includes: (1) work to cover
one’s own and family needs; and (2) prohibition
against fatalism, indolence, and laziness. The
second part involves prohibition of extravagance,
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theft, robbery and other crimes, indulgence in riba/
interest, and confiscating others’ wealth unlawfully.
Preservation of wealth, therefore is inherently ethical.
Islamic tax regime aims to maximize revenue collection
by implementing tax system that has lowest cost and
improving tax compliance among taxpayers. Taxation
has, therefore, legal and economic incentives and
implications, as compared to moral and spiritual
incentives in the case of zakat. Modern taxation
merely looks at the compliance of a citizen to his or
her country’s laws and regulations. Despite the fact
that taxation is a social obligation without having
special sense of gratitude to Allah or to obtain
nearness to Allah, it has to be borne in mind that as a
citizen in a particular country, Muslims are also obliged
to pay relevant religious taxes.
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Consumption of Wealth
Consumption may be the most critical stage in wealth
management. Islam sets three main principles for
consumption. These are: (i) consumption of lawful
things, (ii) consumption of pure and clean things,
and (iii) exercise of moderation in consumption. First
principle dictates that a believer can only spend for
things which are halal – lawful and permitted. Given
that an Islamic consumption basket is truncated,
excluding alcohol, narcotics, gambling, and luxuries,
etc., it ensures preservation and accumulation of
wealth. Second principle leads to consumption of
goods and services that are environment-friendly and
are not against social policy of Islam. The last principle
of consumption requires moderation in expenditure
which means that one should avoid excessive
spending beyond the needs.
The concept of needs has utmost importance for
Islamic approach to consumption of wealth. As a
safeguard towards a just distribution of wealth and
combating hardship and poverty, Islam dictates
mutual social responsibility among Muslims. Needs
are classified into three categories in Islam. The first
category is of necessities of life like food, clothing,
shelter, education, healthcare and so on. What would
improve the quality of the necessities are categories
under complements. Third category covers the good

and services that accord the consumer social status or
recognition.
For Islamic wealth management, the most relevant
category is the third one. Given the detailed guidelines
on conspicuous consumption, Islam ensures that the
high-end goods and services are used in moderation.
Hoarding and circulation of wealth is another
important issue in Islamic wealth management and
consumption of wealth. In order to consume without
borrowing one needs to accumulate wealth. On the
other hand, Islam does not allow its adherents to
hoard the wealth but instead recommends that wealth
must not circulate among the wealthy only, which
requires that human beings must devise and uphold
systems that achieve fair distribution of wealth and
avoid unjust concentration.
Zakat is one of the most important institutions
that facilitate the circulation of wealth and avoid its
concentration. The goal of zakat is to redistribute
wealth from the well-off to the most under-privileged.
Wealth can also be redistributed through charity,
voluntary contributions and interest-free loans.
Another institution directly relevant to wealth
management in Islamic finance is waqf.

Conclusion
In academic writings, there is huge emphasis on
morality of wealth and its management for the benefit
of a wider spectrum of stakeholders in a society
rather than just the immediate owners of wealth.
While this may have relevance to political debate,
wealth managers and private bankers have a distaste
for such arguments. As practitioners and technical
experts in the field of Islamic wealth management,
Islamic financial institutions are involved in offering
Shari’a-compliant solutions to HNWIs, UHNWIs and
sovereigns.

The countries that have experienced significant
development and accumulation of wealth have also
done so parallel to the broader population rising
above poverty and enjoying higher standard of living.
In the process not only the middle class has expanded
as the largest class, but also the asset/capital
ownership has spread widely. Islamic perspective on
wealth cannot focus on merely wealth accumulation
and management without finding ways to spread
asset/capital ownership.

This inaugural Islamic Wealth Management Report
covers a spectrum of issues in Islamic wealth
management. This chapter focused on some
methodological issues in acquisition, preservation and
utilization of wealth in an Islamic context.
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But seek, with the “wealth” which Allah has bestowed on thee, the
home of the hereafter, nor forget thy portion in this world; but do thou good,
as Allah has been good to thee, and seek not (occasions for) mischief in the
land: for Allah loves not those who do mischief. — Al Quran, 28:77

Introduction
Through out history, people with different
cultural beliefs and religious values have viewed
entrepreneurial behaviour with varying degrees of
legitimacy (Dana 2010). Aristotle (384–322 BC), one
of the leading figures of Greek philosophy and the
founder of the field of logic, viewed entrepreneurial
behaviour as unnatural and therefore not a
legitimate activity for “citizens”; even as slavery
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and the inherent inferiority of women was seen as
natural (Aristotle 1924). Becker (1956) explained
that some cultures consider business an unholy
occupation. More recently, Enz, Dollinger and Daily
(1990) identified different value orientations among
various communities, and concluded that value
orientation might be an important component
in entrepreneurship. Some cultures simply value
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entrepreneurial activity more than do others (Dana
1995), and empirical evidence suggests that some
religions are less conducive to entrepreneurship than
others (Dana 1995b; 2010).
At the individual level of analysis a direct connection
is beginning to emerge on the role of religion in
entrepreneurial behaviour (Dana 2010; Davis 2010).
Williams and Zinkin (2007) found that religious
individuals tended to hold broader conceptions
concerning the social responsibility of businesses
than non-religious individuals. Regardless of
whether a person is religious, it can be argued
that individuals are influenced by cultural values
propagated by religions (Inglehart and Baker 2000;
Fam, Waller, and Erdogan 2004). As suggested by
Anderson, Drakopoulou, Dodd and Scott (2000), it
seems reasonable to assume that religion has an
impact upon the legitimization of enterprise, despite
secularization.
The same is true with regards to earning a living
and wealth creation. Different religions have as their
foundation different views on wealth acquisition.
Christianity has two opposing streams. One stream
of reasoning carries forth the view that wealth
and materialism is an evil to be avoided and even
combatted (Cobb, 2007). At the other end is a view
that casts prosperity and well-being as a blessing from
God. The other stream views wealth as a blessing from

God and a sign of his “favor” (Miller, 2007). Buddhism
views wealth as an attachment that can prevent
you from achieving “enlightenment” (Loy, 2001).
Judaism views poverty in a negative light and wealth
accumulation as a desirable end state (Jacobs, 2009).
According to Mirza (2014) Islam points to the matter
of livelihood as inseparable from being alive as a
human being. The Quran states: “The earth will be
your dwelling place and your means of livelihood for a
time” (Quran 2:36; see also 7:24). This verse addresses
Adam and Eve, but it is applicable to all humankind
for all times. The Quran further says that our means
of livelihood is given by God: “It is we who have placed
you [humankind] with authority [or ability] on earth,
and provided you therein with means of fulfillment
of your life [ma’ayash]: small are the thanks you give”
(Quran 7:10). Similarly, “And [We] have provided you
therein means of subsistence for you [humankind] and
for those whose sustenance you are not responsible”
(Quran 15:20).
The Prophet Muhammad (peace be upon him) clearly
emphasizes the importance of working and earning
a livelihood in the following words: “To strive to earn
a livelihood through the right means is an obligation
after the obligation of prayer,” and “Bread earned by
one’s own labor (or effort) is the best of earnings”
(Siddiqi, 1972).

Entrepreneurship and Wealth Creation
There are many means by which one can earn a
living. However the path to the greatest wealth
creation is through entrepreneurship. During the
7th century, when the religion of Islam was birthed,
people were not referred to as “entrepreneurs”.
The word “entrepreneurs” and its associated term
“entrepreneurship”, derive from the French verb
“entreprendre”. According to Traduction Dictionnaire
Collins Francais - Anglais (http://dictionnaire.
reverso.net/francais-anglais/entreprendre) the verb
“entreprendre” means; to undertake; to launch; to
begin. Arguably, contemporary scholarship about
entrepreneurship is based in the work of economist
Joseph Schumpeter (1883-1950). Schumpeter
postulated, “that the main agents of economic growth
[leading to wealth creation] are entrepreneurs who
produce new products, new methods of production,
and other innovations that stimulate economic
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activity” (Barringer and Bluedorn 1999 p. 422). Cohen
and Levintal (1990) make a linguistic distinction
between entrepreneurs and entrepreneurship.
“Entrepreneurship” is the action of being an
“entrepreneur”: one who undertakes innovations.
According to Cohen and Levintal, innovation within the
context of entrepreneurship is the development of
new customers value through solutions that meet new
needs, inarticulate needs, or old customer and market
needs in value adding new ways.
Kent, Saxon, and Vesper (1982) define
entrepreneurship “as the creation of new business
enterprises by individuals or small groups, with the
entrepreneur assuming the role of society’s major
agent of change, initiating the industrial progress that
leads to wider cultural shifts”. Hayward, Shepherd, and
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Griffin (2006) take a more minimalist view of entrepreneurship
and simply view it as “new venture creation”.
On the other hand Katz and Green (2009) posit that it is
innovation that distinctively makes a business entrepreneurial.
However, if we limit entrepreneurship only to products,
services or goods that are truly novel we cut out a large
swath of startup businesses, as they are more imitative
than innovative (Katz & Green 2009). Stevenson and Jarillo
(1990) offer a definition of entrepreneurship that has
taken on currency, based on number of citations, in the
entrepreneurship scholarly community: “The process by which
individuals – either on their own or inside organizations –
pursue opportunities without regard to the resources they
currently control” (p. 23). Stevenson’s and Jarillio’s definition
puts the focus on entrepreneurship as the pursuit of
opportunity regardless of organizational context or the novelty
of the opportunity.
Using the definition of entrepreneurship offered by Stevenson
we open up the world of entrepreneurship to include
those solo projects, which may only involve an individual
working part-time, and enterprise building activities that
may involve creating jobs for a large number of people. But
in order to distinguish entrepreneurship from employment
this article focuses on ownership as the basis to call one an
entrepreneur (Katz & Green 2009). Thereby, allowing anyone
who is a small business owner, or works for himself or herself
instead of others, to be considered an entrepreneur. And it
is entrepreneurs, according to research sponsored by the
Enterprise Research center, that have the highest household
wealth.
While entrepreneurs make up less than 20% of the workers
in the US they account for two-thirds of the millionaires, with
an average household net worth of US$3.7 million (Stanley &
Danko, 2010). While precise data on the religious affiliation of
millionaires is hard to come by, indications are that Muslims are
the second largest religiously self-identified group of wealthy
entrepreneurs, right behind Christians and ahead of Hindus
and Jews respectively (Frank, 2015).

Islamic Context of
Entrepreneurship and Wealth
Creation
There are two main sources that form the basis for Islamic
thought; the Quran and the sayings and traditions of the
Prophet Muhammad (ahadith) (Muthhari, 1985). The Quran
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…On earth will be your dwelling place and your means of livelihood
for a time — Quran 2:36

…to men is allotted what they earn, and to women what they
earn. But ask God of His bounty, for God has full knowledge of all things —
Quran 4:32

It is We (God) who have placed you with authority on earth, and
provided you therein with means for the fulfillment of your life… — Quran 7:10

And say: Work (‘amal), soon will God observe your work… —
Quran 9:105

We have made the night and the day… that we may seek bounty from
your Lord… — Quran 17:12

It is out of His Mercy that he has made for you the night and day that
you may rest therein and that you may seek of His bounty; in order that you
may be grateful — Quran 28:73
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is seen as more than just a book of guidance for
Muslims; it is experienced as the literal word of God.
And where it is not clear what those words mean
Muslims look to the sayings or actions included in the
ahadith for interpretation of the meaning of verses
(Beekun and Badawi 1999). Khan (1994), referencing
the Quran and hadith, states that:
God, according to the Islamic view, has created the
universe for the benefit of all human beings. God has
made the resources of this earth available to man who
has the responsibility to make use of them, to mold
them, and to transform them according to his needs
(p.3).
The Islamic worldview advanced by Khan clearly
puts humankind in an activist role in shaping their
destiny. Humans are responsible for pursuing
opportunities; regardless of the resources they
currently control, to meet their needs. Ergo, one
could argue that the Islamic view articulated by Khan
places entrepreneurship as the preferred economic
behavioural model for Muslims.
In the Quran there are clear references to the “work”
one does and the “wealth” or “bounty” that one is
expected to seek.
The verses on left page make it clear that Muslims are
expected to work for a living and that work is seen
as an activity that is consistent with God’s will and
has moral value. The verses referenced state that
God created the night so that one can rest in order
to seek God’s bounty during the day. Additionally,
the creation of wealth is seen as God’s bounty, grace
and goodness. Interestingly, the Quran also states;
“That man can have nothing but what he strives for”
(Quran 53:39). This theme runs through the Quran
with both spiritual and secular implications. Related to
the theme of this article, a person is expected to work
for economic success in this life. In fact, those who
beg, or engage in other parasitic lifestyles, without
extenuating circumstances, are roundly chastised in
the sayings (ahadith) of the Prophet Muhammad (Khan
1994). To not work, when one is able, is seen to be in
defiance of God’s law and the resulting poverty from
not working is seen to lead one to kufr (denial of God’s
teachings) (Asad 1980).
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In addition to the disapproval of not working Islam
teaches the dignity of engaging in labor to support
oneself:
It is better for anyone of you to take a rope and cut the
wood (from the forest) and carry it over his back and
sell it [as a means of earning a living] rather than to
ask a person for something and that person may give
him or not (Sahih Bukhari Volume 2, Book 24, Number
549).
It is this hadith that brings us most clearly back to the
entrepreneurship framework offered by Stevenson
and Jarill (1990). The Prophet Muhammad (peace
be upon him) clearly states it is better to pursue
an opportunity to provide for oneself regardless of
the resources presently under one’s control than to
depend upon someone to provide for you.
In addition to providing for oneself, entrepreneurial
behaviour is meant to benefit the person in providing
means to lead a more virtuous life and benefit the
community in helping to support good works (e.g.,
giving in charity to those in need or helping to build
a mosque). Wafica Ali Ghoul (Dana 2010) sums up
the behaviour of a Muslim entrepreneur as follows:
‘’respecting the fundamental values of Islamic Shari’a ,
which balance the interests of society and individuals.
These values include fairness, non-exploitation of
the poor, moral responsibility, accountability, and
equity in financial dealings’’ (p.273). The pursuit of
entrepreneurial success is not to be performed as a
means of self-aggrandizement, but is to be engaged in
as a “spiritual” act in communion with those who help
one to be successful and this includes the community
at-large (Said, Sachs, and Sharify-Funk 2004; Beekun
and Badawi 1999). Individuals are seen as the
“stewards” of the “gifts” given to them by God (Said,
Sachs, and Sharify-Funk 2004; Beekun and Badawi
1999). Management of that stewardship extends
beyond financial success of the firm and into helping
society be better.
The Prophet Muhammad (peace be upon him) is an
exemplar for Muslims for entrepreneurial behaviour.
This proposition can be made on several bases. The
first is that Muslims see the Prophet Muhammad
(peace be upon him) as the model for all human
behaviour (Beekun and Badawi 1999). Additionally,
the Quran makes this explicit in sura al-ahzab (The
Confederates): “Ye have indeed in the Messenger of
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Allah an excellent exemplar for him who hopes in Allah
and the Final Day. And who remember Allah much”
(Quran 33:21).
Ali and Liu (2004) make the point that before
Muhammad Ibn Abdullah was recognized as the
prophet of Islam, he was recognized as a businessman.
Adas (2006) makes a similar point regarding the
entrepreneurial nature of the Prophet Muhammad,
both before and after he received his calling to
prophet hood. It is these observations, along with
the a’hadiths and Quranic verses that support the
proposition that the Prophet Muhammad is to serve
as the exemplar for entrepreneurial behaviour. It could
be argued that his example extends into all areas of
commerce and economic activity (Abdas 2006; Ali and
Liu 2004; Ayub 2007; Haq 1995).
When a person of any religious background
undertakes a business venture, or engages in social or
private activities, specifically constructed to conform
to the mandates of that faith, it is reasonable to
conclude that the person is trying to please the deity
(deities) on which the religion is constructed. Islam, by
nature of its extensive system of jurisprudence, more
so than most religions, seeks to place human activity
under the rubric of divine guidance. For Muslim
entrepreneurs who are trying to set up enterprises in
conformity to their religious doctrine they attempt to
be consistent with Shari’a (Islamic principles of living).
By setting up enterprises consistent with Shari’a ,
the Muslim entrepreneur hopes that these entities
will allow them to achieve their economic goals while
aiding their spiritual development (Dana 2010). In
fact, the word Islam (submission to God) and Muslim
(one who submits to God) by their very nature require
following of Shari’a , even as there is disagreement on
various aspects and interpretation of Shari’a (Faruqi
and Faruqi 1986). While following Islamic principles
may not serve as the sole motivation for one being
an entrepreneur, it clearly shapes the nature of
entrepreneurial practice of observant Muslims.
It is not only the entrepreneurial practice that
brings a Muslim into conformity with Shari’a , it is

Conclusion
In the book “Five Pillars of Prosperity: Essentials of
Faith-Based Wealth Building” Dr. Mirza makes the
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how the resulting economic gains from enterprise
formation are used. The Islamic worldview holds
wealth cannot be horded. It is to be circulated
within the community to improve the economic well
being of all (Iqbal and Mirakhor 2007). The needs of
society must be a consideration for both enterprise
formation and economic dispensation (2007). Haq
(1995) explains that the idea of enterprise formation
and entrepreneurial behaviour within the Islamic
community as being motivated by the concept of fard
al kifayah (lit. the obligations of sufficiency).
Fard al kifayah comprises all the socially obligatory
duties that must be performed by the Islamic
community (Ummah) under all circumstances until
a sufficient level is reached (Qaradawi 1980). This
specifically extends to entrepreneurial activity, as
Muslims are required to establish the necessary
industries and professions, for the viability of the
communities in which they live (Haq 1995; Qaradawi
2001). Haq (1995) extends his analysis of fard al kifayah
as not just the obligation to form businesses to help
the Ummah, but also the resulting employment and
spreading of resources (financial and otherwise) as a
social obligation.
Based on the information above, Table 1 offers
reference points to examine the behaviour of Islamic
entrepreneurs. In this context, the entrepreneur
serves as steward, Prophet Muhammad (peace
be upon him) is the exemplar of entrepreneurial
behaviour, source of wisdom is the Holy Quran,
motivation for entrepreneurship is submission to God,
and finally, the primary concern of an entrepreneur
should be social welfare.

Table 1: Entrepreneurial Model
Muslims Follow
1.

Entrepreneur

2.

Exemplar

3.

Source of wisdom for
Entrepreneur

4.

Motivation for
Entrepreneurship

5.

Primary Quality of an
Entrepreneur

Steward
Prophet Muhammad
The Quran and
hadith
Submission to God’s
will
Concern for community

Islamic Wealth Management Report 2016

Entrepreneurship and Wealth Creation within an Islamic Context

case that Islam promotes entrepreneurial behaviour,
especially as a means of wealth building. Mirza (2014)
supports this assertion with numerous references
from the Quran and hadith including; “for a Muslim,
today should be better than yesterday and tomorrow
should be better than today”. From its early roots
Islam was tied in to entrepreneurship, as the first wife
of the Prophet Muhammad (Khadija bint Khuwaylid)
was a merchant; an entrepreneur if you will (Katz and
Green, 2009). She was also the first convert to Islam.
It was Khadija’s wealth that supported the Prophet’s
mission and allowed him to spread the message of
Islam in its formative years (Faruqi and Faruqi 1986;
Armstrong 1993). He was known for always charging
fair prices and never hoarding any goods. Because of
this, the people of Mecca dubbed him Al-Sadiq and AlAmin (the Truthful and Trustworthy).
Abdur-Rahman ibn Auf, an early believer and
Companion of the Prophet, was born in Mecca and
became a Muslim when he was thirty years old. He
then migrated from Mecca to Medina, where he
started his business and soon became the wealthiest
merchant in Medina.
Uthman bin Affan, the third Caliph, learned to read
and write at an early age, and as a young man became
a successful merchant. His generosity had no limits.
On various occasions, he spent a great portion of his
wealth for the welfare of the Muslims, for charity, and
for equipping the Muslim armies. That is why he came
to be known as ghani, meaning “generous”.
Imam Abu Hanifah (d. 767 C.E./148 A.H.), founder of
the Hanafi school of law, was born into a family of
tradesmen. He earned his living through trade and
used his earnings to meet the needs of his students.
He gave much to charity. Every Friday he would
distribute twenty gold coins to the poor for the benefit
of his parent’s souls.
The Islamic worldview places compliance with God’s
ordinances and support for the community as the
bases for economic activity. Social obligation takes
precedence over individual needs and the benefit to
the community must be considered in the formation
of enterprises (Khan 1994; Haq 1995). Hence, while
the nature of businesses owned by Muslims may
on the surface look the same as businesses owned
by non-Muslims (e.g. dental offices, supermarkets,
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restaurants), it is the exemplar, source of wisdom,
underlying motivation and economic framework that
distinguishes the Muslim entrepreneur.
With the development of information technology
and the growth of the internet as a marketplace,
it is becoming easier for more people to become
entrepreneurs. As this entrepreneurial trend grows, it
is essential that people of faith take leadership roles as
entrepreneurs. The world needs business owners who
can ensure the call of God as the help build and lead
society through faith-based businesses.
One reason the world needs people of faith to engage
in business and wealth creation is because their faith
guides their ethics. The business practices of Muslim
entrepreneurs must be above reproach, because they
are obligated to follow the business principles outlined
in the Quran:
 Do not engage in bribery or dishonesty

(Quran 2:188)

 Deal justly in business or trade (Quran 38:24)
 Document and witness agreements (Quran 2:282)
 Do not engage in fraud or deception or mis-

measurement (Quran 83:1-3)

 Give everyone his due share (Quran 4:53)
 Do not engage in hoarding or exploitation

(Quran 10:58)

 Be kind (Quran 5:13)

For Muslims it is not just the wealth that is
accumulated that identifies them as successful, it is
how the money was made. The Prophet Muhammad
emphasized ethics in business. He urged Muslims
to be truthful in all business dealings, to honor their
promises, to negotiate honestly, and not try to lower
the value of goods by berating another’s merchandise
nor inflate the value of their own goods through
exaggerated claims. He told Muslim entrepreneurs not
to avoid payments they owe, and when others owe
them to not make it difficult for debtors to repay them.
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Global Factors Affecting Global Wealth

Terminology and Coverage
In national accounting systems, the national wealth (or
net worth of the total economy) is defined as the total
value of non-financial assets of a country plus the net
financial assets with respect to the rest of the world. If
this definition is applied in analogy to the world, then
global wealth would be the aggregate total value of the
non-financial assets plus all non-debt financial assets
of all national economies. The creation of a debtbased financial asset (e.g. by issuing a bond) creates
simultaneously an asset for the holder of the security
and a liability for the issuer, and the addition to the
net wealth is zero if the wealth positions of all holders
(positive) and issuers (negative) are aggregated. This
is so for a global balance sheet, but it is different
for national accounts which only capture the wealth
position of residents of a particular country (who may
hold securities issued abroad or may have issued
securities which are held by non-residents).
If “global wealth” would be understood in analogy to
national wealth as defined by national accounting,
it would primarily be a phenomenon of the real
economy and comprise a very wide range of different
items in private or public ownership such as land,
buildings, machinery, and natural resources1. Such
a type of global wealth and the factors affecting it
are very different from what is typically analysed in
Global Wealth Reports (GWRs) published by global
consultancy firms, wealth management companies
and private banks2 . The national accounting view of
global wealth (in analogy to national wealth) comprises
all wealth assets of the whole economy irrespective of
the legal or economic status of the wealth holder. In
contrast, the GWRs are interested in the wealth of only
one sector of the economy, namely the household
sector3 .

On this level of (dis)aggregation of the economy,
national accounts should provide data for the
following wealth items (OECD 2013):
 Non-financial assets: owner-occupied dwellings

(principal residence, other owner-occupied
dwellings and other real estate) 4 , consumer
durables (particularly vehicles), valuables 5 , and
intellectual property and other non-financial
assets 6 . Only few statistical offices can provide
data on all these items. This lack of data enforces
de facto a reduction of “non-financial assets” to
real estate in international comparisons.

 Financial assets: Currency and deposits, bonds

and other debt securities, net equity in own
unincorporated businesses, shares and other
equity, mutual funds and other investment funds,
life insurance funds, pension funds, other financial
assets. GWRs usually summarise this detailed list
in two or three groups only, for example (1) bank
deposits, (2) securities (debt- and equity-types), (3)
insurance and pensions.

 Liabilities: owner-occupied residence loans,

other investment loans, consumer durable loans,
consumer credit loans and other liabilities. This
differentiation of household liabilities is not
common in GWRs. Instead, all liabilities are treated
as one block for the calculation of the net worth.

When GWRs present figures for the “total wealth” of
the “world”, these are figures for the net wealth of
the household sector. International comparisons of
household wealth are plagued by incomplete and
unreliable data. Both international organisations
such as the OECD and publishers of GWRs try to
supplement national account statistics by survey

1. See United Nations et al. 2009. Although the range of assets is very wide, items which cannot be owned and transferred (under existing
laws) are excluded, in particular human capital and “natural assets that that are not considered as economic assets (e.g. air, river water)”; European Commission 2013, lit 7.19.
2. The following GWRs are freely accessible: Allianz 2014, Boston Consulting Group 2014, Capgemini and RBC Wealth Management 2015,
Credit Suisse 2014a, 2014b, EY 2014, Frank Knight 2015.
3. National accounting systems break down the total economy into institutional sectors: (1) non-financial corporations, (2) financial corporations, (3) general government, (4) households, (5) non-profit institutions serving households, (6) rest of the world.
4. Not all GWRs include owner-occupied real estate in their definition of non-financial assets.
5. “Valuables are defined as goods whose primary role is as stores of value. Examples are precious stones and metals, fine jewellery, works of
art, antiques, and stamp and coin collections.” OECD 2013, p. 112.
6. “These include intellectual property products (e.g. literary or artistic originals, or computer software), and contracts, leases and licences that
meet the conditions for treatment as assets (e.g. marketable operating leases allowing a tenant to sub-let a building, or tradable licences and
permits to undertake specific activities).” OECD 2013, p. 69.
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results7. The OECD had launched an initiative for the
improvement of the quality and consistency of wealth
data in 2011. This led to the “OECD Guidelines for
Micro Statistics on Household Wealth” (OECD 2013).
The Guidelines shall supplement the aggregate wealth
data of the System of National Accounts (United
Nations et al. 2009) which lack information on the
intra-sectoral distribution of the household wealth.
While the OECD (2015a) tries to close data gaps for
households also at the bottom of the wealth pyramid,
the publishers of GWRs are focussing predominantly
on the top, i.e. on high net worth individuals (HNWIs).
The geographic coverage of the OECD is primarily
restricted to its member states, while the GWRs try to
cover the whole world. They have to estimate data on
the size of wealth, its structure and the distribution
for a large number of countries, and even if GWRs
use the same initial database they may end up with
different results because of different estimation
models. Diverging figures can also result from different
reference units (e.g. individuals or households) and
sometimes from different definitions of wealth items
For example, principal residences or positions vis-àvis insurance companies and pension schemes are
excluded from the list of wealth items in some GWRs.
This may not be a serious issue for comparisons
within the group of HNWIs as these items are either

considered to be rather similar (residences) or
irrelevant (insurance and pension claims) for HNWIs.
However, these items are the major wealth items for
households at the bottom of the pyramid, and their
inclusion or omission will impact the relative wealth
position of different groups. Finally it should be
noted that GRWs differ in the definition of HNWIs or
millionaires and billionaires which may confuse nonexpert readers 8 .
The interest in the wealth of the bottom and the top of
the pyramid has grown recently as it became apparent
that over the last couple of years the inequality in the
distribution of wealth has increased substantially and
rapidly and more pronouncedly than the inequality
of income. After WWII the share of the top 1% or 10%
of the population in total household wealth showed
a decreasing trend in countries such as the United
Kingdom 9 or the United States10 up to the 1980s. Then
it started to increase, and the increase accelerated in
the 2010s, i.e. after the recovery from the 2007-2009
financial crisis. One GWR estimates “that the lower half
of the global population collectively own less than 1%
of global wealth, while the richest 10% of adults own
87% of all wealth, and the top 1% account for almost
half of all assets in the world.” (Credit Suisse 2014a,
p. 13).

Some Statistics on Global Wealth11
Size: The total global household wealth in mid-2014
is estimated at US$263 trillion (at current exchange
rates) which is 20% above the pre-crisis peak in 2007.
The 2014 average wealth per adult of US$56,016 was
only 7% higher than in 200712 .
Regional Structure: The wealthiest region is North
America with 34.7% of global wealth, closely followed

by Europe (32.4%). The following ranks are Asia-Pacific
[excluding China and India]13 (18.9%), China (8.1%),
Latin America (3.5%), India (1.4%), and Africa (1.1%).
The regions with the highest wealth growth 2000-2014
were India, Latin America, Africa, and China. North
America, Europe and Asia-Pacific (excluding China and
India) are lagging behind14 .

7. For example, the GWR of Frank Knight (2015) is largely a presentation of results of a customer survey.
8. For different estimates of the number of millionaires and billionaires see Frank 2015; on more general methodological and data issues see
Credit Suisse 2014b, OECD 2013, chapter 4, and Allianz 2014, pp. 54-55.
9. Atkinson 2015, p. 156.
10. Credit Suisse 2014b, p. 29.
11. These statistics are quoted from the publications other than IWMR.
12. Unless a different source is quoted, all figures in this section are taken from or calculated on the basis of data provided by Credit Suisse
2014a, 2014b.
13. Because of their population size, China and India are not included in the Asia-Pacific region but treated separately.
14. Inflation and resulting depreciations of the national currency can have a strong impact on growth figures as can be illustrated by the example of Turkey and New Zealand. The wealth per adult grew 2000-2014 in Turkey by more than 400% at constant exchange rates, while the rate
was only 110% for New Zealand. However, at current exchange rates Turkey’s growth rate dropped to 80% while New Zealand’s growth rate
soared to 320%.
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Ranking: The top 5 countries in terms of average
wealth per adult by mid-2014 are Switzerland
(US$581,000), Australia (US$431,000), Norway
(US$359,000), United States (US$348,000), and
Sweden (US$333,000). A ranking by median wealth
pushes countries with lower levels of wealth
inequality to the top: Australia (US$225,000), Belgium
(US$173,000); Italy (US$142,000), France (US$141,000)
and United Kingdom (US$131,000); the median wealth
of the United States is only US$53,000.
Growth: “The growth in real financial assets, i.e.
nominal financial assets less the general rate of
inflation, was much lower than the growth in nominal
financial assets virtually across the board.” (Allianz
2014, p.10). The countries with the highest growth in
average wealth per adult at current exchange rates
2000-2014 were New Zealand, Australia, Indonesia,
China, and Malaysia, while the top performers at
constant exchange rates were Turkey, Indonesia,
Vietnam, Pakistan, and India (with China close behind).
Two conclusions can be drawn: “The positions of
individual countries in the global wealth league table
are sensitive to exchange rates versus the US dollar”15 ,
and developing countries in Asia-Pacific are catching
up fast (although the regional average is levelled down
by a stagnating wealth in Japan).
Composition of Wealth: Financial assets amount
to 54% of the total (gross financial and non-financial)

wealth per adult globally, but this share can be as
high as 69% in North America or as low as 36% in
Latin America (Europe 44%) 16 . The financial assets
are composed globally of 26% bank deposits, 38%
securities, and 31% positions vis-à-vis insurance
companies and pensions schemes (and 2% others) 17.
However, national or regional asset structures differ
considerably from the world average: The shares of
bank deposits range from 13% in North America to
59% in Eastern Europe (32% in Western Europe).;
securities from 17% in Japan to 54% in North America
(27% in Western Europe), and insurance and pension
claims from 14% in Eastern Europe to 38% in Western
Europe (31% in North America) 18 . The non-financial
assets are mainly real estate. The available statistics
do not allow a more detailed breakdown on the
national level for most countries (and hence also not
for regional groups of countries). The composition of
wealth differs not only between countries but also
within one country between types of households.
For example, for households with medium wealth,
residential property, bank accounts and insurance
claims may be the dominant forms of wealth while
HNWIs have invested most of their higher wealth in
securities and prime commercial property. In such
a setting the HNWIs benefit from booming stock
markets and rapidly rising prime real estate prices,
shifting the distribution of wealth further in favour of
the richest individuals and households.

Wealth Creation
In principle, net wealth can grow by
 an increase of the volume of wealth objects,
 an increase of the prices of wealth objects,
 a decrease of liabilities,

Or a combination of these alternatives. Since global
household wealth is growing but household debt

is not decreasing (except in the United States), the
growth of wealth must be due to an increase of the
volume and/or price of the wealth objects.
The logic of accounting implies that the domestic
household sector can increase the volume of wealth
objects only if it disposes of fresh (additional) money:
If existing money is used to buy a wealth item from
another household or from another sector, this does
not increase the net wealth: If the object is bought

15. Credit Suisse 2014a, p. 8. “Between mid-2013 and mid-2014, total global wealth grew by 8.3% when measured in current US$ but by 7.0%
when calculated using constant US$ exchange rates.” Ibid., p. 8.
16. Figures for mid-2014; calculated from Credit Suisse 2014b, p. 94.
17. Figures for 2013; see Allianz 2014, pp. 21, 25.
18. Additional data have been generated by interviews and questionnaires for HNWIs. For example, Capgemini and RBC Wealth Management
(2015, p. 15) asked HNWIs about the composition of their financial assets and found that the global structure in 2014 was 26.6% cash and
cash equivalents, 24.8% equities, 18.7% real estate (excluding primary residence), 16.4% fixed income securities, and 13.5% alternative investments (including structured products, hedge funds, derivatives, foreign currency, commodities, private equity).
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cash, the new wealth object substitutes the existing
wealth object “money”. If the object is bought on
credit, the household sector does not give up money
but carries a new liability which equals the purchasing
price of the new object. In neither case the net wealth
changes. Apart from benevolent one-sided crosssectoral transfers, the only way to increase the volume
of wealth objects is via fresh money.
Fresh money can flow into the household sector from
other sectors as wages of employees or profits of
entrepreneurs. This inflow of fresh money (= current
income) can be spent for consumption (= outflow from
the household for non-wealth goods and services),
for the purchase of wealth assets, or held cash or on
deposits accounts.
Those parts of the fresh money that are not spent
for consumption in the same period are household
savings which increase the net wealth of the
household sector. Wealth enhancing savings can be
 spent to purchase wealth assets from non-

household sectors (such as bonds previously held
in the financial corporations sector or real estate
from the non-financial corporations sector),

 paid into a deposit account (which is defined as a

wealth item), or

 kept cash under the mattress (which is also a

wealth item).

When savings are withdrawn from deposit accounts in
a later period to finance consumption (e.g. a vacation
or the lifestyle after retirement), then the household
wealth decreases. As households withdraw funds in
every period to finance consumption, savings do not
increase the household wealth by the full amount of
the savings but only by that amount which exceeds
the withdrawals of the same period. But irrespective
of this, it can be said that households increase their
wealth by savings, and that the size of the increase
varies with the volume of savings.
As new household wealth objects originate from
savings, it is obvious that the level and growth of
the income of the household sector is an important
factor that the affects global wealth. A frequently
used income measure is the GDP per capita on which
distribution data are available for many countries. The
relationship between income distribution and wealth
distribution is strong enough to be used “to provide
a rough estimate of wealth distribution for 135 other
countries, which have data on income distribution but

19. The link between income and wealth distribution is also used in analyses of Allianz (2014, pp. 42, 120 with reference to Davies et al 2009).
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not on wealth ownership.” (Credit Suisse 2014b, p. 5).19
One GWR identified for 2013 the GDP growth of 5.2%
and the increase of the savings rate by 5.9% as the

main drivers for newly created financial wealth of
approx. US$4.1 trillion (Boston Consulting Group 2015,
p. 5).

Factors Affecting Global Wealth via Income Growth
In a globalised world, the national income of one
country and its growth is affected by the income
level and growth trends of many other countries
and by business cycles at home and abroad. Global
interdependencies affecting global wealth are not only
analysed in GWRs but also in macroeconomic analyses
and forecasts of international institutions such as IMF
(2015) or OECD (2015b). Frequently quoted factors
affecting the growth of the GDP per capita and via
savings the level and distribution of wealth are the
following:
 the national savings ratio and the efficiency of

the financial sector to transform savings into
productive investments,

 the savings behaviour which is not only sensitive

towards interest rates and inflation, but also
influenced by political decision that affect the need
of savings such as modifications of social security
systems (e.g. requiring more private provisions
for an adequate level of retirement income) or
education systems (e.g. a move from free to paid
higher education),

 the economic performance of major trading

partners, 20

 political stability at home and in the region (and to

a lesser degree globally),

 demographic trends such as population growth

and rising longevity (creating particular issues
for wealth in ageing societies) or changing family
structures (with different household sizes and
lifestyles),

 the participation of women in the labour force,
 inheritance laws (which may facilitate or hinder

the undivided transfer of personal wealth to a
single heir) and inheritance taxes, philanthropy
of HNWIs (e.g. the transfer of wealth to charitable
foundations),

 tax policies (directed at corporate, capital gains,

inheritance, progressive income, and estate taxes),

 public housing programmes (with incentives

to increase home ownership of low income
households).

 trends of real wages and important input prices

such as energy resources,

Factors Affecting Global Wealth via Asset Prices and
Investment Behaviour
The GDP and its growth alone cannot explain
observable trends in global wealth.
 The ratios of household net wealth to disposable

income increased for a period of 15 years (19942009) in five G7 countries by 12% to 66% 21. This
implies that the value of wealth grew considerably
faster than income (or decreased less than income
in years of contraction). This cannot be explained

by an increase in the volume of wealth objects
alone. Instead, rising prices of wealth objects must
be taken into consideration.
 The global net worth per adult increased

continuously from 2000 to 2007, but then dropped
by 15% during the financial crises. In 2012 it had
reached again the pre-crisis level22 . The drop
in wealth was not caused by the destruction of

20. Due to its size, rapid growth and huge foreign exchange reserves the economic performance of China is a major theme in many analyses.
21. Canada, France, Germany, Italy, and UK; see Credit Suisse 2011, pp. 100, 108.
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wealth objects but by a fall of asset prices, and the strong
post-crisis recovery is mainly due to rising prices.
A GWR calculated that the increase of the value of existing
financial assets by US$15.2 trillion in 2013 was driven by
the equity performance which improved by 20.6%. This
was enough to over-compensate the weak bond and cash
performance (of -0.6% and 0% respectively) (Boston Consulting
Group 2014, p. 5).
There is a general agreement on the major factors responsible
for the financial asset price boom of recent years, namely
 the persistent low interest environment caused by

monetary policy (quantitative easing),

 the meagre returns safe investments , and
 the increased readiness of financial institutions to take

higher risks.

The search for yield in this environment boosted the demand
for stocks and drove stock prices upward. The driving forces in
this scenario were firms of the financial corporations sector.
It is a noteworthy finding of a GWR that the actors in the
household sector behaved somewhat different and not
primarily yield driven. In spite of rising stock prices, households
particularly in Europe and Japan reduced their equity holdings.
Because of the weak performance of bonds and the reduction
of the equity positions, the growth of the financial household
wealth is only due to higher stock prices and valuation gains of
the existing portfolios.
Households placed their savings in bank deposits although
interest rates were historically low and factually negative (as
the inflation rate exceeded the interest rate) 23 . Investment
decisions of households are seemingly not primarily driven by
a search for yield but by more complex investment objectives
such as a combination of loss avoidance (in view of high stock
prices), nominal capital protection, and risk-minimized liquidity.
A preference of the average households for safety and liquidity
may have been the motive behind the strong inflow of money
into the asset class “insurance and pension claims” with
relatively low yields.

22. Credit Suisse 2014b, p. 20.
23. “Bank deposits have benefited the most from the increasing preference for
liquidity over the past few years. … Despite rock-bottom interest rates and value
losses in real terms, most savers, especially in developed countries, once again
handed over a large part of their savings to banks last year. In western Europe,
for example, bank deposits remain the most popular form of investment.”
Allianz 2014, p. 20.
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For HNWIs real estate was an attractive asset class
because prices in prime locations in international
cities such as London, Paris, and New York increased
substantially. But for the average households,
residential property was not a high-yielding asset as
the markets for middle class houses had returned to
normality after the bursting of the real estate bubble
before the financial crisis.
The big question is whether the factors which have
affected the global wealth in recent years will also be
effective in the foreseeable future. “The combination

of unusual stock market growth, robust housing
markets and favourable exchange rate movements
is unlikely to be repeated soon, so future prospects
for wealth are more muted. Indeed, they may well
be negative if the downward trend in interest rates
in recent years goes into reverse, and asset prices
begin to fall.” (Credit Suisse 2014a, p. 13). But the Bank
for International Settlements (2015, p. 6) strikes a
different note: “Interest rates have never been so low
for so long …Yet, exceptional as this situation may be,
many expect it to continue. There is something deeply
troubling when the unthinkable threatens to become
routine.”
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This chapter explicates the issue of factors affecting Islamic wealth in the
Muslim countries, discussed in Chapters 1 & 5 in a methodological context. The
reference here is to the prices of oil – a commodity that is a driving force behind
wealth accumulation in a number of Muslim-majority countries. Petrodollars
are also assumed to have a direct link with the growth in Islamic banking and
finance. Therefore, this chapter has huge relevance to the understanding of
dynamics of Islamic wealth management.
The idea of a link between oil prices and Islamic
wealth would seem to make intuitive sense given the
prominence of oil producers among the countries
characterized by sizeable Islamic populations. This
connection is particularly obvious in the case of the
Gulf Cooperation Council (GCC) member states, which
are all oil exporters and include one-third of the
12-country membership of the Organization of the
Petroleum Exporting Countries (OPEC) – Saudi Arabia,
the UAE, Kuwait, and Qatar. OPEC recently announced
that Indonesia would rejoin the organization in
December. Indonesia is not treated as an OPEC state
in the current analysis. Overall, a majority of OPEC
members are predominantly Islamic countries. In
addition to the GCC members, these include Algeria,
Iran, Iraq, Libya, and Nigeria (roughly 50% Islamic).
Kazakhstan is another one of the top 20 oil producers
globally with a predominantly Islamic population.
The connection between Islamic populations and
Islamic wealth, of course, is not direct. After all, only a
fraction of the global Muslim population make use of
Islamic finance, although the figure is expected to rise.
Moreover, some of the key oil producers now have
much higher levels of penetration of Islamic finance
than others. The GCC countries, which have – along
with Malaysia – been at the forefront of developing

the Shari’a-compliant financial industry, head the list.
According to estimates made by the Islamic Bankers
Association and Edbiz Consulting, the aggregate size
of the Islamic banking and finance industry has grown
from US$639 million to US$1,984 billion between 2007
and 2014. The Islamic oil producers with the largest
Islamic finance sectors in 2014 were Iran (US$530
billion), Saudi Arabia (US$339 billion), the UAE (US$144
billion), Qatar (US$111 billion), Kuwait (US$107 billion),
and Bahrain (US$27 billion). The list of the ten largest
Islamic financial sectors includes four oil net importers
– Malaysia (US$249 billion), Turkey (US$69 billion),
the UK (US$43 billion), and Indonesia (US$49 billion).
The combined Islamic finance industry of all other
countries is worth US$316 billion. With the exception
of Iraq (US$13 billion) and Brunei Darussalam (US$12
billion), these countries are not significant oil net
exporters. In aggregate terms, therefore, oil net
exporters accounted for a total of US$1,283 billion
of Islamic assets, or just under two-thirds (64.7%)
of the total. Of course, the performance of some of
these Islamic financial sectors is not purely linked to
domestic growth drivers as they also attract significant
inflows from other economies. Hence, for instance,
Islamic asset managers in London or Malaysia are
likely to benefit from oil-induced increases in wealth in
other economies.

Identifying the Links Between Oil Prices & Islamic Wealth
A number of factors influence the relationship
between oil prices and Islamic wealth. Chief among
them are the following:

Current Account Position
Higher oil prices boost the current account positions
of oil exporters. This increases the wealth of the
sovereigns, which almost invariably derives a
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substantial proportion of their revenue from oil
exports in these countries. According to estimates by
the Institute of International Finance, the total foreign
assets of the GCC countries rose five-fold between
2001 and 2011 alone, from US$0.5 trillion to US$2.5
trillion. In practice, the main beneficiary institutions
tend to benefit either the sovereign wealth funds of
these countries or the central bank reserves.
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The sovereign wealth funds (SWFs) of the GCC
economies (along with their counterparts in other
economies with similar profiles) have seen a
substantial build-up in their holdings during the recent
years of high oil prices. The total assets of sovereign
wealth funds globally rose by a record US$1 trillion
in 2014 to a total of US$7.1 trillion. According to the
Sovereign Wealth Fund Institute, some US$4.3 trillion
of this total is dependent on oil and gas. Following an
estimated 12% average annual growth in their assets
over the past five years, SWFs are expected to see a
deceleration to 4% this year as a result of the recent oil
price correction.

in countries with relatively developed Islamic finance
industries. For instance, the Abu Dhabi Investment
Authority (ADIA) this year announced that it would
handle more of its investments in-house. The
proportion is already estimated to have risen from
25% in 2013 to 35% in 2014. The Kuwait Investment
Authority (KIA) has reportedly taken similar steps and
has, among other things, set up a unit to invest in
infrastructure. Such a focus is likely to increase relative
exposure to Islamic economies and assets, not least
due to the major infrastructure boom underway in the
GCC. Many of the Islamic financial institutions in the
region are active players in the process.

Of course, not all, or indeed even most, of the holdings
of SWFs have gone into Islamic assets but it seems
safe to assume a positive correlation between the
two. This is partly due to the increased domestic and
emerging market bias of these and other institutions,
which is likely to have benefited Islamic assets more
than their traditional profile which was heavily skewed
toward the West. For instance, leading GCC SWFs
appear to have significantly boosted in-house assets
management during the global economic crisis.
Other things equal, this is likely to result in at least a
somewhat greater focus on local and regional assets

If high oil prices are a key driver of wealth creation
in many oil exporting economies, the opposite is
naturally also true. We have repeatedly seen a pattern
where lower oil prices have substantially reduced
transfers to SWFs and in a number of cases led to
net transfers back into government coffers. Many
sovereign funds posit a minimum oil price below
which transfers from the government to the SWF
are no longer made. Similarly, many countries have
introduced provisions for governments to claim a
percentage of the annual receipts of SWFs. A recent
example in point of this dynamic is Saudi Arabia

Following an estimated 12% average annual growth in their assets
over the past five years, SWFs are expected to see a deceleration to 4% this
year as a result of the recent oil price correction.
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which in March reported a 4.7% YoY drop in its net
foreign assets to US$691 billion, a level last seen in
July 2013. In 2008-9, lower oil prices are estimated to
have reduced the aggregate value of SWFs globally by
US$150 billion to US$4 trillion.
Lower oil prices tend to have a benign impact on
net oil importers. However, their weight among the
main centers of Islamic finance is less than that of oil
exporters. Moreover, the link between the current
account position of these economies and the oil price
tends to be much less strong than it is among the
leading oil exporters. While oil may be an important
import, it tends to be one of many. Moreover, the
connection between the current account position and
sovereign wealth is typically much less direct.

Fiscal Implications
There has traditionally been a clear positive correlation
between the oil price and government spending in
most oil-exporting economies. For instance, in the
GCC, government sectors are historically quite large
and primarily funded from oil exports. Under this
model, higher oil prices typically trigger increases
in government spending. In the case of recurrent
spending, this tends to benefit public sector salaries
and benefits, thereby boosting the savings and
disposable incomes of citizens. In the case of capital
spending, such increases create multiplier effects
through sectors such as construction and finance. In
either case, the impact on private wealth creation is
positive.
Government spending tends to be subject to a
ratchet effect so that lower oil prices typically contain
the growth of government spending in these oildependent fiscal systems (barring countercyclical
efforts), rather than actually reducing it. Hence, the
impact of oil price increases on sovereign and private
wealth is likely to be much greater than that of oil price
decreases.
Oil importers usually have fiscal systems that are less
influenced by the oil price, although higher oil prices
normally exert a negative effect on overall economic

activity. Hence, lower oil prices should produce a
positive wealth effect and boost the disposable
incomes of the population.

Indirect Effects
Higher oil prices tend to have a range of positive
indirect effects in oil exporting economies. They
generally boost liquidity, enhance economic
confidence, and encourage spending and investment.
Conversely, oil price corrections tend to undermine
confidence and increase both investor and lender
caution. The 2008-9 crisis in the GCC serves as an
extreme example of a global crisis having a major
adverse effect on private wealth through disruptions
that both depressed the oil price and hit the regional
asset markets.
In oil importing economies, the opposite tends to be
true. Lower oil prices boost the external position and
disposable incomes. They generally tend to have a
positive impact of investor and consumer confidence.
In practice, of course, a multitude of factors can
underpin oil price variations and these causal factors
can be much more important in determining the
overall economic impact than oil price dynamics in
isolation. Weak oil prices can be the result of weaker
demand for oil. To the extent that this is consequence
of weaker aggregate demand, the stimulating effect
of lower oil prices even in importer nations is likely to
pale in comparison to the broader economic malaise.
Similarly, oil prices tend to be inversely correlated
to the US dollar. The recurrent speculation in recent
years of US tightening has engendered period of dollar
strength which have typically thrown up a multitude
of challenges for oil import-dependent emerging
markets. Especially in countries with current account
vulnerabilities, this tended to translate into capital
outflows and downward pressure on the currency
which has often forced monetary policy makers
to react through tightening. In some markets, this
downward influence of lower oil prices inflation has, by
contrast, allowed central banks to stimulate economic
activity through monetary loosening.

Oil is Only Part of the Story
While oil is an important driver, especially of sovereign
wealth in key Islamic economies, the development of
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Islamic finance has been influenced by a multitude
of factors, such as regulation, convergence, and
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diversification. Many of them are largely independent
on oil prices. Islamic finance is a relatively young
industry and is still typically amidst a relatively early
stage of convergence-style extensive growth. For
instance, countries such as Oman and some of North
African economies are seeing strong growth in Islamic
assets now that regulation has explicitly permitted –
typically fairly recently – Shari’a-complaint structures
and products. For instance, Oman was the last GCC
economy to adopt formal regulations for Islamic
finance in 2011 and has since then issued two Islamic

assets. They are typically at an early stage of their
growth trajectory in countries with the largest Islamic
financial sectors. In some cases, the global economic
crisis enhanced perceptions of Islamic finance as a
safer alternative due to its principles-based nature
and strong aversion to leverage. This has strongly
stimulated interest also among conventional
institutions and investors.
Of course, one important driver behind the growth of
Islamic wealth has been the concentration of Islamic

While oil is an important driver, especially of sovereign wealth in key
Islamic economies, the development of Islamic finance has been influenced by
a multitude of factors, such as regulation, convergence, and diversification.
banking licenses. Sub-Saharan Africa is beginning to
see more and more activity in Islamic finance and is
generally viewed as having significant potential for
rapid growth in this area. New growth from a low base
is also materializing in countries ranging from the
former Soviet Union to China and India. Developing
largely from scratch, Islamic finance in these countries
is still to an extent driven by pent-up demand as
people switch to their preferred option which has now
become available or develop a better sense of the new
offerings.
Islamic finance is also benefiting from new investors
or deliberate diversification by existing investors
looking for new types of exposures. For instance,
the growth of the takaful industry as an alternative
to conventional insurance has created a growing
class of institutional investors that can only invest in
Shari’a-compliant assets. In many countries, they are
likely to experience strong growth due to favourable
demographics, new regulations, or internationally low
insurance penetration levels which are expected to
grow swiftly. Pension, social insurance, and provident
funds in many economies are growing rapidly and
become increasingly active as investors in Islamic

finance in rapidly growing emerging economies. Both
the GCC and South East Asia, as well as economies
such as Turkey, have benefited from growing investor
interest as institutions and even individuals have
sought to diversify their assets and to enhance their
returns at a time when yields in the West have been
at historically low levels. At the same time, many of
these “Islamic” markets have benefited from greater
integration in the global economy as well as easier
access as a result of better technology, improving
regulation, and more attractive products. In the GCC,
for instance, the exchanges of the UAE and Qatar are
now included in the MSCI Emerging Markets Index
which should drive new inflows of institutional money.
Saudi Arabia this year made it possible for qualifying
foreign institutions to invest directly on Tadawul. Such
steps are likely to stimulate interest in the Middle East
and North Africa wider region as well.
Similarly, the growing sophistication and increased
product offering of Islamic financial institutions is likely
to increase their relative appeal ad competitiveness
vis-à-vis conventional players. For instance, Bahrain
has for several years seen much faster growth in
Islamic finance than in conventional finance.

Supply-side Indicators
Growing Islamic wealth is likely to have been an
important driver in stimulating increased activity in
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Islamic products, such as sukuk. While sukuk issuance
has benefited from increased standardisation and
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Global Sukuk Issuance
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Even more generally, we can see that Islamic finance has developed at a brisk pace in many oil-exporting
economies. However, a comparison of the average annual growth rates of the sector in the ten largest centers
of Islamic finance does not point to a particularly strong or obvious correlation between oil wealth and the
development of Islamic finance.

CAGR of Islamic Banking and Finance, 2007-2014 (%)
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While it is clear that Islamic finance
has tended to grow strongly in key
oil exporting nations, the same
pattern has been observed in
several other jurisdictions as well.
The average annual growth rates
appear to have at least as much
to do with the young age of the
industry and enabling regulatory
changes as they do with oil price
variations.
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a growing pool of experience, the attractiveness of
the asset class has also reflected strong pent-up
demand. The favourable terms available in the assets
class appear to have induced many issuers to opt
for sukuk rather than conventional bonds in recent
years. For instance, GCC institutional investors have

been very active in buying sukuk, which remain one
of the easiest ways of gaining exposure to leading
government-related or blue chip corporate issuers.
Access to this asset class has further benefited from a
growing number of sukuk funds.

Evaluating the Data
Both conceptually and on the basis of a great deal
of anecdotal evidence, we would expect to see a
relationship between oil prices and Islamic wealth.
What does the available data tell us? Below is a
comparison of the dynamics of the Brent benchmark
price for oil with the data on the size of Islamic finance
as compiled by the Islamic Bankers Association and

Edbiz Consulting for Global Islamic Finance Report
2015. Any meaningful statistical analysis of the data is
complicated by a host of methodological issues, not
least the shortness of the series. What is presented
below, therefore, are merely indicative high-level
snapshots.

The Average Annual Brent Oil Price (US$ per barrel) and Total Islamic
Banking and Finance (US$ billion)
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What we can observe from a direct comparison
between the size of the Islamic banking industry and
the oil price is something of a study in contrasts.
While oil prices throughout the period under review
have remained at a historically high level, they have
experienced considerable volatility. The 2008-2011
cycle is particularly pronounced and something of
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2012

2013

2014

Brent

replay is being observed since late 2014. On the other
hand, Islamic finance globally has continued its steady
onward march with limited disruptions, even if the
pace of growth has varied somewhat. This contrast
becomes even more evident from a comparison of
year-to-year differences during the period.
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Y/Y Change in the Brent Oil Price (US$ per barrel) and Y/Y Change in Islamic
Banking and Finance (US$ billion)
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In this case, a tentative relationship can be observed
more clearly. In general, a drop in the oil price has
tended to be followed by a deceleration in the growth
of Islamic finance. A precipitous oil price correction
in 2008-2009 was followed by a slowdown in the
growth of Islamic finance from an annual increment
of 25.6% in 2009 to a much more moderate 10.1%
in 2010. Another deceleration in the pace of growth
became evidence in 2013 as oil price growth once
again turned negative. Islamic finance expanded by
20.3% in 2012, but this pace subsequently dropped to
11.0% in 2013 and 9.4% in 2014. To the extent that it
is possible to extrapolate from this pattern, we would
almost certainly expect to see a further pronounced
slowdown in 2015 as the average annual oil price is
likely to be markedly below the just under US$100 per
barrel seen in 2014.
Somewhat paradoxically, limiting this analysis to the
GCC countries produces a strikingly different picture.

dBrent

The GCC countries, of course, along with Malaysia,
have been at the forefront of developing Islamic
finance while also being significant oil exporters.
The graph suggests that the oil price correction in
2008-2009 was followed by a much more long-lasting
slowdown in the growth of Islamic finance in the GCC
than was the case globally. This is likely to be at least
partly linked to the systemic impact the onset of the
financial crisis had on regional real estate markets
as well as the incipient sukuk market. Many Islamic
financial institutions had heavy exposures to real
estate and had been instrumental in driving the
growth of the market prior to 2008. This dynamic
was reversed when the market was hit by as sharp
correction, most notably in the case of the UAE.
Concurrently, regional financial regulators took a
number of steps to weaken the link between the
financial sector and real estate in order to manage
systemic risks.

A drop in the oil price has tended to be followed by a deceleration in
the growth of Islamic finance.
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Y/Y Change in the Brent Oil Price (US$ per barrel) and Y/Y Change in Islamic
Banking and Finance in the GCC Excluding Oman (US$ billion)
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In contrast to the global Islamic finance industry, the
sector in the GCC has not been hit at all to date by
the reversal in oil price growth since 2013. This is
likely partly reflective of the success in putting Islamic
finance in general, and the regional sukuk markets
in particular, on a sustainable growth path since the
2008 crisis. Moreover, some of the regional financial

dBrent

sectors also benefited from inflows of deposits and
investments from other parts of the Middle East
during the “Arab Spring”. The recent dynamics of the
sector appear robust and it can likely be expected
to display considerable resilience in the face of the
current oil cycle. Nonetheless, matching the 22.8%
growth seen in 2014 is likely to be a tall order.

Concluding Remarks
Firm conclusions of links between oil price
variations and the development of Islamic finance
are complicated by the fact that the Islamic
finance industry remains relatively young. It is still
experiencing robust convergence-style growth, both
as a result of its growing geographic footprint and
thanks to its increasing maturity and sophistication.
This in turn tends to translate into new and better
products as well as growing suite of services, partly
as a result of more and better enabling regulation,
and the growing willingness of new institutions to
develop their offerings in this space. Nonetheless,
as numerous as the qualifications overshadowing
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this analysis are, it seems fairly clear that oil prices
both have been, and will remain one of a number of
key drivers of the development of Islamic finance, in
particular in countries where oil is an important part
of the economy.
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Life is never dull in the cut and thrust of global
financial markets, but life is about to get even more
exciting as we begin to exit the post crisis low rate
environment that most of the world has been enjoying
for a number of years now.
Geopolitically, over the past 5 years the world has also
witnessed a proliferation of regional conflicts, some
of which have blown up to impact on the global stage
and affected markets. One commentator recently
pointed out that conflict are springing up at a faster
rate than they are being solved which is unusual.
In addition, there has been a precipitous slide in oil
prices, which is now being accompanied by falls in
other key commodities. Social issues plague nations
almost everywhere across the globe with Eastern
European ‘Balkanisation’ being repeated elsewhere
be it Kurds looking for autonomy, the Basques or the
Scots.
Against this backdrop, the global economy has limped
along and is slowly showing signs of improvement. Low
interest rate medicine is still the prescription of the
day. The crucial questions that we face today are what
happens next and how will this affect the investment
landscape and wealth management.

As we move toward the final months of 2015, we see
challenges surfacing already in the shape of lower
oil/commodities in general, uncertainty in China and
impending rises in US rates. The latter is one of the
most important (and indeed talked about) events of
the last few years.
Globally, it is worth noting that not all countries are
on equal footing. Japan remains mired in a super low
growth environment and continues to battle against
the destructive powers of deflation. Europe seems
only recently to have realised that quantitative easing
(QE) is the answer and have embarked on this path in
earnest. Whilst initially the money multiplier seemed
broken as banks failed to lend and liquidity went into
real assets, there have been signs that this is changing
and that European fortunes are slowly turning.
It is in the US that we believe the most important
change is occurring and this will have a profound effect
on prices, behaviours and wealth management. We
are no longer talking about if rates will rise but when.
During Q4 2015 or Q1 2016 looks likely according to
market consensus which will mark the end of a bull
market in bonds that one could argue from the chart
below (which shows the 10 year Treasury yield) has
lasted for 34 years.

During Q4 2015 or Q1 2016 looks likely according to market consensus
which will mark the end of a bull market in bonds.
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At its peak in 1981, the bond market yield sat at
around 16% and the bond market structure was
such that the duration (sensitivity to interest rate
changes) of a portfolio was 4 and the yield 17%.
This is a crucial point as rises in interest rates were
partially compensated by current income such that
bonds usually looked OK even when rates rose (as a
reminder of bond math, if the US curve rose by 1% in
1981 over a year you would lose approximately 4% in
capital and gain 17% in income leaving you net 13%).
Over the last three decades we have seen global bond
holdings become the darling of the investment world
as rates have come down and produced solid returns
for pension funds, insurance companies and sovereign
wealth funds alike. However there is a problem. Rates
are now looking like they will head higher and the
bond markets have changed. Current income now
stands at 2% and duration at 7. This means that for
the same 1% rise in the curve, investors will lose in the
region of 7% as bond prices fall and are only partially
compensated by the income of 2%. So the same 1%
move in rates in 1981 that left you up 13%, would
today leave you with a loss of 5%.
We believe that the multi-decade love affair with
bonds will start to fade. It will take time for the
numbers to feed through but fast forward a few
years and a low to negative return environment
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will start to feed through to investment and asset
allocation models. It is likely that volatility of rates will
also increase meaning that asset allocators will be
looking at output that is less favourable for traditional
fixed income. Underlying clients will naturally be
disappointed at sub-par returns and will look for
solutions. For many it is simply not an option to buy
equities as the need for relative stability and income
will remain. We believe that we will see the rise of
an asset class that has been on the margin of the
investment world and under allocated to. Increasingly
badged ‘alternative credit’, this asset class provides
the all-important income demanded by clients with
relatively low volatility (in some cases much lower than
traditional bonds). The icing on the cake is that they
have no negative interest rate sensitivity in that they
are priced off LIBOR rather than fixed rates. The catch?
They tend to be less liquid which will affect the way
that they are managed and offered by asset managers
to investors.
Two clear examples of alternative credit are trade
finance and loans, both of which are able to be
produced in a Shari’a-compliant format. The former
is ostensibly commodity financing and the latter has
been around for a number of years on the margins of
investment world in the form of ijara, for example.
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So How Do These Two Investment Areas Work?
Trade Finance
Trade finance is an ideal alternative to traditional
fixed deposits. They are essentially credit risk based,
income driven products with extremely short
tenors and low volatility. A trade finance portfolio is
designed to offer clients an investment vehicle that
behaves like a deposit, paying comfortably above
the rates of 1, 3, 6, and 12 month bank deposits. The
objective of the portfolio is to generate income whilst
providing protection against rising interest rates and
preserving capital, thus providing a hedge against
macroeconomic trends. Trade finance transactions
are resilient during economic turmoil and therefore
rank as some of the lowest form of credit risk. Deals
are often referred to as “preferred payment for
essential goods”. As pricing is often in relation to
LIBOR this nascent asset class provides a measure of
protection in a rising interest rate environment and
versus inflation. Displaying minimal correlation with
other asset classes, trade finance products also offer
important diversification benefits and thereby improve
the risk/reward profile of broader fixed income and
multi-sector portfolios.
Historically, global commercial banks have leveraged
off their presence in local markets and links with
multinational manufacturers to dictate how the
market has developed and how deals are priced.
The regulatory capital environment has changed.
Opportunities are opening up for non-traditional
players such as asset managers or non-banking
institutions seeking to enter the sector. The volatile
global economy and relatively low margins have led
many banks to pause. Commercial banks are under
pressure to pull back, and while the majority of small
to medium enterprises may hold multiple banking
lines, a preference for diversification is leading new
players to set up non-banking lines such as the trade
finance funds launched in recent years. Allocating
to the trade finance asset class in a low interest rate
environment responds to GIB (UK)’s clients’ need for
enhanced yield.
The Gulf and Asia are major players in trade finance,
with significant opportunities especially in Asia leading
to a surge of activity. These regions together generate
around US$8 trillion of trade financing flows, and
according to some estimates about US$2 trillion of
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that is in Asia, making it a massive and growing market.
Islamic trade finance in particular is booming with new
markets, new players and new products expanding
its horizons and impressing its investors. In the
UAE, whether conventional or Islamic, trade finance
is particularly popular with companies that import
materials or have clients from outside the region. New
players are moving into this fast growing segment.
For example in Indonesia, a country long targeted by
foreign players for its natural resources and Islamic
finance opportunities, the Islamic Trade Finance
Corporation (ITFC) has joined with local players to
boost the sector.

Loans
Loans are also an ideal alternative to traditional fixed
income investment classes. They typically offer a fixed
spread over a base rate that changes periodically
based on economic and market conditions. In contrast
to most other fixed income asset classes, senior
loans typically pay a floating rate of interest plus
an additional margin to compensate for credit risk
hence can be considered as a longer term inflation
hedge. Loans also benefit from rising interest rates.
Further advantages are principal protection through
a preferred legal and structural or security ranking;
priority repayment in the event of a default; higher
average recovery rates, no duration risk as rates are
set every three months and lower price volatility.
The Islamic market does need to do a number of
things for these alternatives to be credible:
1.

Supply side - The supply of assets to buy is
still relatively scarce. Banks are still the main
originators of Trade Finance and Ijara exposures
and have historically wanted to keep hold of
the asset. Going forward balance sheets will be
examined more closely as the capital requirement
of holding onto this exposure becomes more
onerous over time. We have started to see on
the conventional side already, banks getting in
touch and looking to sell down loan exposure to
free up balance sheets to get the all-important
capital relief ahead of regulatory changes. Banks
now prefer the ‘originate and distribute’ model
rather than the more traditional model of originate
and hold. Capital requirements hit Islamic and
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conventional institutions alike so we should see this
phenomenon also appear on the Islamic side.
2.

Demand side – investors are still largely unaware of the
benefits of these asset classes and the industry needs
to spend more time and energy to educate institutional
investors and retail alike of the pros and cons.

3.

Asset managers – most managers are simply not
equipped from a process or expertise perspective to offer
these products and much time and effort needs to be put
in to improve buy side knowledge and expertise in order to
match clients’ needs with suitable product suites.

The above asset classes will become more prominent as the
next few years progress. Once rates have normalised and
people return to bonds, there will still be a place for alternative
credit as clients realise that there is now more than one
solution for a clients seeking low volatility income provision,
and crucially very low interest rate sensitivity.
As a final word, we do not want to leave anyone feeling too
depressed, our macro take is that now QE has been removed,
the Federal Reserve will begin its tightening path in Q4 or at
the latest Q1 2016. This tightening will be well managed and
gradual with the Federal Reserve highly sensitive to growth
and inflation disappointments. While the emergency reasoning
for a low interest rate environment has been removed, the
Federal Reserve is likely to continue to err on the side of
caution, preferring to see more growth and a little inflation
rather than preside over a slide back into a lower growth
trajectory or deflation. The lessons learnt from the Japanese
experience are still fresh in the minds of policy makers and
also a bit of inflation would not hurt the US given the size of
the stock of government debt.
What that means is that we do not expect an absolute
bloodbath in the markets, but a period of indigestion is likely
and sub-par returns will push investors toward alternatives.
There is an old English proverb that says ‘necessity is the
mother of all invention’ to which I will add ‘bond math does not
lie…’

We believe that the
multi-decade love affair with
bonds will start to fade.
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Chapter 8

KNOWLEDGE, ATTITUDE
AND PRACTICES
Edbiz Consulting

A global survey on knowledge of Islamic wealth
management amongst individuals and their attitudes
towards it – demand side analysis – and practices of
Islamic wealth management – supply side perspectives
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Edbiz Consulting conducted a global survey of knowledge, attitudes and practices
of Islamic wealth management to assess demand for Islamic wealth management
services, and to compare such demand with supply of such services, with a view to
identify demand-supply gaps.

Methodology of Survey
A detailed questionnaire was designed to capture various aspects and levels
of knowledge and understanding of Islamic wealth management amongst the
respondents who were drawn from a database of 10,000 contacts from the address
book built by Edbiz Consulting (“Edbiz database”) over a period of 15 years by its
employees during their professional careers in Islamic banking and finance (IBF). As
the contacts in the Edbiz database are expected to have some kind of affiliation with
IBF, it is fair to assume that the respondents had some prior knowledge of IBF, if not of
Islamic wealth management. Thus KAP study assesses knowledge and understanding
of Islamic wealth management amongst those who have prior exposure to IBF.
It was decided to send out questionnaires to 5,000 contacts randomly selected from
the Edbiz database. After repeated reminders, we were able to generate response
from 100 respondents. In addition, we had 50 responses through structured
interviews with the industry practitioners to capture the supply side situation.

Data Description
Admittedly, the sample was highly based in favour of the male, as there was almost no
representation from the female (98 out of 100 respondents were male). Similarly, all
the respondents happened to be Muslims.
The sample was also highly educated, as all the respondents had at least a
masters degree. Respondents came from all management positions, from the lower
middle management (13%), middle management (21%), upper middle management
(44%), and top executives like CEOs, CFOs and CIOs were 22%.
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Figure 1: Geographical Representation of the Respondents

OTHERS

ASIA

12%

45%

EUROPE

1%

1%

7%
AFRICA

AUSTRALIA
& NEWZEALAND

3%

1%

MENA REGION

30%

Although our intention was to draw our sample from all over the world with equal proportions,
majority of the respondents came from Asia and MENA. About one-fourth of the respondents
came from other regions.

Figure 2: Age Profile of the Respondents
60 Plus
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Majority of the respondents came from 41-60 age bracket (61%). There was none from the 60+
age range, which was primarily due to the choice of the universe of the database that contained
only those in full-time job or economically active. 30% of the respondents were either 40 years
or less; and 9% decided not to disclose their age.
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Figure 3: Users of Islamic and Conventional Wealth Management Services
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It is interesting to note that 35% of our sample had never used Islamic wealth management
services at the time of the survey or before that in the past. Another 13% of the respondents
had never used the wealth management services offered by an Islamic financial institution
(IFI), although 9% of them had used Islamic wealth management services offered by a
conventional bank. This means that almost half of our respondents (48%) had never used
wealth management services offered by an IFI. Only one-fifth of the respondents can be
categorised as purists, i.e., those who only used Shari’a-compliant wealth management services
offered by an IFI. More than one-third (35%) of the respondents happen to be floaters, i.e.,
those who used Islamic and conventional wealth management services offered by Islamic and
conventional wealth managers. Apparently, these respondents chose wealth management
services only if they happen to be comparable in terms of their risk-return profiles and were
indeed agnostic to whether such services were Shari’a-compliant or not. This is an important
observation, as more than half of those (nearly 54%) who used wealth management services
fall in this category. 9% of the users of wealth management services never used Islamic wealth
management services.
Further analysis of those who never used wealth management services reveals that only a
fraction of them (7% of 35; or 5% of the total sample) possibly do not use wealth management
services purely for religious reasons. Some of them either had too little wealth to hire services
of a wealth manager or preferred to manage their wealth by themselves. However, a significant
proportion did not give any particular reasons for their lack of demand for wealth management
services.
Islamic Wealth Management Report 2016
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Figure 4: Non-users of Wealth Management Services
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Figure 5: Users of Swiss Wealth Management Services
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In our sample, there were not very many respondents who disclosed that they had ever used
wealth management services by wealth managers like Swiss private banks. A vast majority
(69%) had never dealt with a Swiss private bank or a wealth manager. It happens to be the case
that all those who used wealth management services by a Swiss bank had dealt with only one
bank, that is, Credit Suisse.
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Figure 6: Have you Heard of Labuan?
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Although only a fraction of our respondents use offshore Islamic wealth management services
offered by Swiss banks and financial institutions, 54% of them have heard of Labuan and it
being a centre of excellence for Islamic management. Labuan is regarded as the leading Islamic
wealth management services provider. In a follow-up telephonic survey, the respondents were
asked to rank their perceptions of the most and least trusted offshore jurisdictions for Islamic
wealth management. The poll was topped by Geneva with 27% respondents revealing their
preference for it as the most trusted offshore jurisdiction for Islamic wealth management.
Interestingly, 15% of the respondents considered Labuan as the most trusted offshore
jurisdiction for this purpose. Cayman Island was revealed to be the least trusted offshore
jurisdiction (see Table 1).
It must be noted that all those who voted for DIFC as the most trusted jurisdiction were located
in the GCC, and those who showed their preference for Labuan came from Malaysia. This
indicates that there is a definite local bias in case of these two jurisdictions, which may imply
that there is a need to further market these two jurisdictions beyond the regions in which they
are located.
Furthermore, all those who preferred Labuan as the most trusted jurisdictions ticked sukuk,
Islamic wealth management structures, conventional wealth management structures, takaful,
Islamic banking, ijara and Islamic funds as the services for which Labuan is known.
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Table 1: The Poll of Most and Least Trusted Offshore Jurisdictions for
Islamic Wealth Management
S. No.

Most Trusted

%

S. No.

Least Trusted

%

1.

Geneva

27

1.

Cayman Islands

37

2.

Dubai International
Financial Centre (DIFC)

21

2.

British Virgin Islands

33

3.

Luxembourg

19

3.

Guernsey

11

4.

Dublin

18

4.

Jersey

10

5.

Labuan

15

5.

Singapore

9

Why GENEVA remains the most trusted jurisdication for
Islamic wealth management despite the apparent failure of
Islamic wealth management in Switzerland?
It is not surprising that Geneva tops the
trust chart of Islamic wealth management.
However, it is curious that Islamic wealth
managers based out of Geneva and other
cities in Switzerland have failed to attract
any meaningful business from Muslim
HNWIs and UHNWIs. Faisal Private Bank is
an obvious Geneva-based casualty in Islamic
wealth management. There are other swiss
conventional banks (e.g., Credit Suisse, J. Safra
Sarasin, and Allianz Global Investors, etc.) that
have attempted to tap the Islamic wealth but
have not met any meaningful success. Many
industry observers believe that such players
have faced a distribution puzzle for selling into
Islamic market, despite having a jurisdictional
advantage.
The offshore jurisdictions in the Muslimmajority countries, on the other hand, should
have home advantage, as most of the Islamic
banks and other financial institutions find
it relatively easier to distribute their Islamic
financial products across different income
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brackets and wealth classes. For example,
Dubai Islamic Bank (DIB) is the most trusted
brand in Islamic banking (ISFIRE, November
2014). This can partially be explained with
the help of its long history and visibility
in the global Islamic banking market. DIB
operates in multiple jurisdictions, including
UAE, Pakistan, Jordan and Sudan, either as a
direct DIB brand or through its subsidiaries
or the companies in which it has substantial
shareholdings. It also has its presence in DIFC.
Other offshore jurisdictions like Labuan can
target such players to operate their Islamic
wealth management businesses from therein.
The likes of CIMB and Maybank are obvious
choices for Labuan but it has to expand its
marketing campaign to include big Islamic
players from other markets as well. In this
respect, targeting the global players like HSBC,
Citibank and other such players may not be
a sustainable approach, as such banks are
at best opportunistic and are first to exit
whenever there is a sign of slowdown in the
Islamic financial services industry.
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Knowledge of Islamic Wealth Management Services
Table 2 provides ample evidence that all
the respondents were fully aware of the
basic wealth management services (both
Islamic and conventional). However, there is
relatively less awareness of the Islamic wealth

management services that are uniquely
Islamic, i.e., banca takaful, inheritance advice,
Islamic structured products, Islamic trusts or
awqaf and Islamic foundations.

Table 2: Have You Heard of the Following Services Offered by Islamic or
Conventional Private Banks?
Conventional Financial
Services

%
Response

Islamic Financial
Services

%
Response

1.

Deposit account

100

1.

Deposit account

100

2.

Foreign exchange services

100

2.

Foreign exchange
services

100

3.

Fixed deposit account/
TDR

100

3.

Fixed deposit account

100

4.

Foreign currency account

100

4.

Foreign currency
account

100

5.

Investment account

100

5.

Investment account

100

97

6.

97

7.

6.
7.

Structured products/
deposits
Remittances/Cash
transfer

Islamic Structured
products/deposits
Remittances/Cash
transfer

59
95

8.

Banca insurance

84

8.

Banca Takaful

11

9.

Cash management
services

95

9.

Cash management
services

81

10.

Lockers

100

10.

Lockers

100

11.

Succession planning

91

11.

Inheritance advice

59

12.

Wealth/investment
advisory

100

12.

Wealth/investment
advisory

100

13.

Portfolio management

100

13.

Portfolio management

58

14.

Trust formation

51

14.

Islamic trust/waqf
formation

22

15.

Private Foundations

21

15.

Islamic Foundations

0
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There is no doubt that Islamic wealth
management remains at an early stage of
development, and there is not sufficient
awareness of it and the supply-side players
amongst those who are interested in IBF.
Almost 9 in 10 respondents reported that
they had not heard of any Islamic private
bank. Those who actually reported that

they were aware of an Islamic private bank
mentioned of Faisal Private Bank in Geneva, a
bank that has for some time exited the market
(see Table 4 for a list of the most trusted and
the least trusted Islamic banks, according to
a survey conducted by the London-based
ISFIRE magazine).

Table 3: Which Services Did You Use in the Past?
Conventional Financial
Services

%
Response

Islamic Financial
Services

%
Response

1.

Deposit account

58

1.

Deposit account

41

2.

Foreign exchange services

34

2.

Foreign exchange
services

23

3.

Fixed deposit account/
TDR

11

3.

Fixed deposit account

10

4.

Foreign currency account

55

4.

Foreign currency
account

49

5.

Investment account

32

5.

Investment account

35

9

6.

77

7.

6.
7.

Structured products/
deposits
Remittances/Cash
transfer

Islamic Structured
products/deposits
Remittances/Cash
transfer

1
56

8.

Banca insurance

0

8.

Banca Takaful

0

9.

Cash management
services

1

9.

Cash management
services

0

10.

Lockers

46

10.

Lockers

56

11.

Succession planning

6

11.

Inheritance advice

0

12.

Wealth/investment
advisory

7

12.

Wealth/investment
advisory

1

13.

Portfolio management

13

13.

Portfolio management

11

14.

Trust formation

0

14.

Islamic trust/waqf
formation

0

15.

Private Foundations

0

15.

Islamic Foundations

0
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Table 4: The Poll of Most and Least Trusted Islamic Banking Brands
Which Islamic Banks the People Trust and Distrust Most?
S. No.

Most Trusted

%

S. No.

Least Trusted

%

1.

Dubai Islamic Bank

77

1.

HSBC

66

2.

Kuwait Finance House

71

2.

Standard Chartered

63

3.

Al Rajhi Bank

66

3.

Citi Bank

52

4.

Bank Islam Malaysia
Berhad

60

4.

Faisal Bank

44

5.

Albaraka Bank

59

5.

Public Islamic
(Malaysia)

39

6.

CIMB Islamic

53

6.

Al Salam Bank Bahrain

22

7.

Qatar Islamic Bank

53

7.

Noor Bank

21

8.

PT Bank Muamalat
(Indonesia)

52

8.

Al Rayan Bank UK

19

9.

Meezan Bank

51

9.

CIMB Islamic

15

10.

Abu Dhabi Islamic Bank

50

10.

Al Hilal Bank

13

Technical Note: The results are based on a total sample 1,011 respondents from the countries where the above listed
banks operate. In different categories, the number of respondents differ. For example, 77% of 323 respondents whose
ranking included Dubai Islamic Bank (DIB) chose DIB as their number one choice in terms of the most trusted Islamic
banking brand. The data are based on personal conversations with the respondents in informal environments. As part
of our methodology, the respondents were not informed that their opinions will be counted as part of a poll.

Supply-side Perspective
Our global survey included 50 structured
and semi-structured interviews with some of
the leading practitioners and experts in the
Islamic financial services industry. Most of the
supply-side respondents presented a gloomy
picture of the Islamic asset management
industry in general and Islamic wealth
management in particular. Summary of such
interviews is given below:
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25

% of the respondents opine that
Islamic wealth management will
remain an activity on the fringe
of Islamic financial services industry as long
as sovereign wealth funds in the Muslim
majority countries remain heavily invested
in the conventional products offered by the
mainstream financial institutions.

Islamic Wealth Management Report 2016

Knowledge, Attitude and Practice

23

% of the respondents observe
that the governments in all the
Muslim countries have followed
a duality whereby they have ensured not
to invest any meaningful wealth in Shari’acompliant products while encouraging the
private sector to go Islamic. This has not been
helpful in developing a vibrant Islamic wealth
management industry.

19

% believe that there is no credible
leadership in the Islamic financial
services industry, which has a
direct impact on the slow development of
Islamic wealth management and private
banking. “There is a definite trust deficit when
it comes to managing wealth in a Shari’acompliant way.”

18

% of the respondents were of the
view that convincing Muslim HNWIs
to invest in a Shari’a-compliant

way was the hardest job. According to this
view, “Islamic banking and finance is primarily
a grassroots level activity; the wealthy is the
least interested in IBF.”

15

% of the supply-side respondents
believe that absence or lack of
regulatory framework for Islamic
inheritance, awqaf and Islamic foundations
was a major hindrance to the development of
Islamic wealth management.

13

% of the respondents believe
that the lack of products for
philanthropy in Islamic wealth
management is a major reason for the relative
smaller AUM in the industry.

50

% of the respondents were of the
view that all the above reasons
were significant contributing
factors to the relative slow development in
Islamic wealth management.

Summary and Conclusions
The global survey suggests that Islamic wealth
management industry, as a subset of Islamic
asset management or on its own, has a long
way to go. It remains highly under-developed.
Islamic wealth management literacy is very
limited on an individual, institutional and
industry level. The institutions offering Islamic
wealth management services remain small
and have little appetite for research and
development in the field. Without committing
substantial resources, it will be difficult for
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any one player to tap into the Shari’a sensitive
Muslim HNWIs and UHNWIs who by and large
remain customers of Islamic retail banks.
Islamic retail banks are the net beneficiaries
of the customs of the Muslim affluent, HNWIs
and UHNWIs who in most cases are not
chasing returns but are rather content with
parking their money in a Shari’a-compliant
product, even if it does not offer attractive
returns.
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Chapter 9

TAXATION ISSUES
in Islamic Wealth Management
Wealth management has been defined as “a practice
that in its broadest sense describes the combining of
personal investment management, financial advisory,
and planning disciplines directly for the benefit of
high-net-worth clients.”1 Islamic wealth management
is the provision of wealth management services in a
manner that is consistent with Islamic principles as
interpreted by Shari’a scholars.

The above definition is applicable globally. However
tax law is always jurisdiction specific. Accordingly,
this chapter outlines some generic taxation issues
that need to be taken into account in the provision of
Islamic wealth management services, and provides
specific illustrations of how they are dealt with in one
jurisdiction with a relatively advanced system for
taxing Islamic finance, the United Kingdom, to provide
some pointers as to how other jurisdictions should
treat those issues. However, it does not attempt to
survey the tax treatment in other jurisdictions.

Taxation of Estates and Inheritances
Assisting the client with their estate planning is
normally an integral part of wealth management.
A will is almost always desirable, as otherwise the
jurisdiction will impose its own rules of intestate
succession if the client dies.

For Muslim clients, there will often be a conflict
between the way they wish to draw up their will and
the way the jurisdiction taxes estates and inheritances.
The UK’s tax law illustrates this conflict.

1. Financial Times Lexicon http://lexicon.ft.com/Term?term=wealth-management accessed on 5 July 2015.
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Islamic Rules of Succession
The Quran 4:11-12 sets out specific rules of
inheritance:
CONCERNING [the inheritance of] your children,
God enjoins [this] upon you: The male shall have the
equal of two females’ share; but if there are more
than two females, they shall have two-thirds of what
[their parents] leave behind; and if there is only one
daughter, she shall have one-half thereof.
And as for the parents [of the deceased], each of them
shall have one-sixth of what he leaves behind, in the
event of him having [left] a child; but if he has left
no child and his parents are his [only] heirs, then his
mother shall have one-third; and if he has brothers
and sisters, then his mother shall have one-sixth after
[the deduction of] any bequest he may have made, or
any debt [he may have incurred]. As for your parents
and your children - you know not which of them is
more deserving of benefit from you: [therefore this]
ordinance from God. Verily, God is all-knowing, wise.
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And you shall inherit one-half of what your wives leave
behind, provided they have left no child; but if they
have left a child, then you shall have one-quarter of
what they leave behind, after [the deduction of] any
bequest they may have made, or any debt [they may
have incurred].
And your widows shall have one-quarter of what you
leave behind, provided you have left no child; but if
you have left a child, then they shall have one-eighth
of what you leave behind, after [the deduction of] any
bequest you may have made, or any debt [you may
have incurred].
And if a man or a woman has no heir in the direct
line, but has a brother or a sister, then each of these
two shall inherit one-sixth; but if there are more
than two, then they shall share in one-third [of the
inheritance], after [the deduction of] any bequest that
may have been made, or any debt [that may have been
incurred], neither of which having been intended to
harm [the heirs]. [This is] an injunction from God: and
God is all-knowing, forbearing.
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Without attempting to consider all possible
circumstances, if a woman has both a husband and
children, under the Islamic rules of succession ¼ of
the estate will pass to the widower, while ¾ will pass to

other inheritors. If a man has both a wife and children,
his wife will inherit 1/8 while 7/8 will pass to other
inheritors.

UK Inheritance Tax law
The taxation of estates in the UK is governed by the
Inheritance Tax Act 1984. Very briefly, estates below
£325,000 suffer no inheritance tax. However, estates
larger than that suffer inheritance tax at 40% on the
excess over £325,000. As one might expect there is a
complex system of exemptions and relief for certain
types of asset, and leaving part of the estate to charity
can reduce the inheritance tax on the remainder of
the estate. The details are beyond the scope of this
chapter.
However, a key point is that provided the spouse is not
domiciled outside the UK, IHTA 1984 s18 (1) specifies
an unlimited exemption for inheritances passing to
a surviving spouse. The impact is illustrated below
where a husband dies leaving an estate of £10 million
which is allocated in accordance with the Islamic rules
of succession.
£3.37 million of inheritance tax is suffered. If instead
of applying the Islamic rules of succession the entire
estate had been left to the widow, no tax would have
been charged. Obviously on the widow’s later death
tax may be payable, but that death might not take
place for many years.

Mitigation of UK Inheritance Tax Liability
The details of UK inheritance tax planning are beyond
the scope of this chapter. However, there are a
number of measures which can mitigate the above
consequences. For example:
 The husband could hold part of his wealth in

the form of assets that suffer a reduced or zero
inheritance tax rate, such as business property.

 The husband can give away some of his wealth

during his lifetime to those individuals who will
inherit in the event of his death. Such gifts are
normally exempt from inheritance tax if the donor
survives for seven years after the gift.

Other Jurisdictions
Each jurisdiction where the client holds assets needs
to be considered separately to consider taxes on
death, and also to consider whether any local rules on
inheritance might over-rule the disposition the client is
planning in his or her will.

Estate
Total estate
Allocated to widow

(1,250,000)

£1,250,000
—

(8,750,000)

(325,000)

Taxable amount

8,425,000

Tax payable
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—

8,750,000

Exempt from tax

Rate of tax

Tax

£10,000,000

Tax
Allocated to others

Allocations

40%

£3,370,000

£3,370,000
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Investments
HNWIs will typically hold a range of investments. In
conventional finance language, these are likely to
include cash deposits, fixed interest securities, real
estate, commodities, directly held equities and equity
funds, insurance products to provide risk mitigation
or to provide tax favoured investments, and pension
products.
Most of the above investment products have Shari’acompliant variants or analogues. In many cases,
depending upon the jurisdiction, the Shari’a-compliant
variants may give rise to taxation issues that do not
arise with the equivalent conventional product. The
broad reason is that the taxation systems of the
jurisdictions concerned were developed over an
extended period in an environment of exclusively
conventional finance. In many cases achieving
economic results similar to those of conventional
finance but using Shari’a-compliant transactions
causes additional tax costs to arise.
In the case of UHNWIs, the wealth management
advisor may find himself structuring investment
transactions in jurisdictions where Islamic finance

has not previously been present and where the
jurisdiction’s tax administrators may not have
developed any tax rules for the taxation of Islamic
financial transactions.
Some examples are given in the discussion below.

Cash deposits
The conventional transaction is straightforward.
The client makes a deposit with a bank, either for a
fixed period of time at a fixed interest rate, or for an
indeterminate time with interest being paid at a rate
which varies over time in line with market interest
rates.
Most jurisdictions have well developed tax law
covering the taxation of conventional banks, and
the taxation of interest earned from banks either by
domestic depositors or by foreign depositors.
The Islamic analogue is a profit and loss sharing
investment account, illustrated diagrammatically
below.

Figure 1: Bank Profit and Loss Sharing Investment Account
using Mudaraba Contract

Cash Investment
Bank/
Mudarib

Investor
Agreed share of profits: investor
bears losses
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Islamic banks typically offer savings products in the
form of profit and loss sharing investment accounts,
which at least conceptually are exposed to the risk of
loss but where the customer participates in the profits
made by the bank from the use of the customer’s
money.

 What is the nature of the economic return paid

to the investor? Should this be taxed as a share of
business profits, or as passive investment income?

 Are the payments to the investor deductible for

the bank?

 If the investor is located outside the jurisdiction,

A common contractual form is a mudaraba contract,
as illustrated above.
In a mudaraba transaction, the investor (the depositor
in the bank) provides cash to the bank (acting as
mudarib) to invest that money in a commercial
venture, with the bank as mudarib managing that
commercial venture. Typically, in the case of a bank
the commercial venture will consist of the full range
of its operating assets, both finance facilities made
available to customers and financial assets held in the
bank’s treasury operations to ensure that the bank
has sufficient liquidity to repay its current account and
savings accounts customers when required.
If there are profits from the bank’s operations, those
profits are shared between the bank and the customer
on an agreed basis. Typically, the customer obtains a
return similar to market interest rates while the bank
keeps any excess return as a reward for organising the
transactions.
Generic Taxation Issues
The transaction summarised above gives rise to a
number of taxation questions. For example:

do the bank’s activities as mudarib (a form of
agent) cause the investor to have a taxable
presence (normally called a “permanent
establishment” in international tax vocabulary) in
the jurisdiction where the bank is located?

The Approach of the United Kingdom
The UK first legislated for this transaction in Finance
Act 2005, and the law is now contained in Income Tax
Act 2007 s564E for the taxation of individuals and
in Corporation Tax Act 2009 s505 for the taxation of
companies. Very briefly for all tax purposes the bank is
treated as paying interest to the investor. Furthermore
the activities of the bank (if located in the UK) are
not treated as causing a non-UK investor to have a
permanent establishment in the UK.

Fixed Interest Investments
The typical conventional fixed interest investment is a
bond having a specified maturity and a fixed interest
rate, issued by either a public authority or sovereign
government, or issued by a company. While bonds are
not considered to be Shari’a-compliant, over the last
fifteen years sukuk has developed as an asset class
offering similar economic characteristics, as illustrated
below:

Figure 2: Sukuk Based on Ijara Transaction
Issue s
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The investment goal in the above transaction is for
the Investors collectively to provide US$100 million
to a company, here called “Owner” for a fixed period
of time, say five years, and to receive a fixed annual
payment of US$5 million as an economic return. This
is achieved by Owner selling a building to a Special
Purpose Vehicle (SPV) owned by a charity, and then
renting the building at a fixed annual rent of US$5
million per year. SPV pays for the building by issuing
fractional ownership certificates (known as “sukuk”)
to the Investors. Each year when Owner pays rent to
the SPV, the SPV passes on the rent to the Investors
in proportion to their ownership of the sukuk. After
five years, the Owner will repurchase the building for
US$100 million, which the SPV will similarly pass on to
the Investors who own the sukuk.
Generic Taxation Issues
Many taxation issues need to be considered when
structuring such a sukuk transaction. For example:
 Is the sale of the property by Owner to SPV and

at the expiry by SPV to Owner subject to taxes
on capital gains, recapture of tax depreciation
previously allowed, or real estate transfer taxes?

 Is the SPV taxable on the rent received? Does it

receive a tax deduction for its payment to the
sukuk investors?

an interest paying security; thereby ignoring the legal
form of the transaction which is a fractional ownership
interest in the building.
The overall consequence is that the UK treats the
sukuk transaction in basically the same way as it would
treat Owner issuing an interest paying bond to the
Investors. Furthermore provided the sukuk is listed on
a stock exchange, it should be treated for withholding
tax purposes in the same way as a eurobond, so no
UK withholding tax should be suffered.

Leasing of Assets
For HNWIs, the wealth manager may be engaged in
structuring leasing transactions over assets such as
shipping containers, aeroplanes or real estate, either
as a way of synthesising investments paying a fixed
rate of return or as a way for the investor to have full
economic exposure to the assets concerned.
The leasing of such assets normally constitutes a
business. Accordingly taking into account the location
of the investor, the assets and the wealth manager,
it is important to be aware of the risk that the wealth
manager’s activities on behalf of the (foreign) investor
may cause the investor to have a taxable presence in
the country where the wealth manager is based and
where the wealth manager enters into the leasing
transactions on behalf of the HNWI.

 Are the payments by the SPV to the Investors

subject to withholding tax? If they are, do the
jurisdiction’s double taxation treaties apply to such
payments?

 If an investor sells his holding of sukuk to a new

purchaser, what is the nature of that transaction?
Is it treated as the sale of a fractional interest
in the building and therefore subject to the
jurisdiction’s real estate transfer tax?

United Kingdom Approach
Subject to compliance with some tightly drawn
legislation in Finance Act 2009 Sch61, the sale by
Owner to the SPV and by the SPV back to the Owner
are disregarded for the purposes of the taxation of
capital gains, recapture of tax depreciation and the
UK’s real estate transfer tax which is called Stamp
Duty Land Tax. The SPV suffers no tax costs as its
receipt of rent is matched by tax relief for its payments
to the Investors. The Investors are taxed as if they held
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Each jurisdiction will have its own rules to determine
what kind of activities by an agent (the wealth
manager) cause the principal (the HNWI) to have a
taxable presence for business tax purposes, and many
countries will have an exemption for the activities of
investment managers. However the detailed legislation
needs to be kept under constant review on a country
by country basis.
Collective Investment Schemes
UHNWIs will normally own their investments directly,
either making their own investment decisions or hiring
the services of an investment adviser. However, less
wealthy individuals will often use collective investment
schemes as a more cost effective way of achieving
investment diversification combined with professional
investment management.
Accordingly, Islamic wealth managers need to be
equipped to select from the universe of available
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collective investment schemes, and may even find
themselves creating new collective investment
schemes to meet clients’ needs.

 Private equity funds – collectivising investment in

leveraged buyouts.

 Hedge funds – collectivising aggressive investment

strategies such as short selling.

In conventional finance, collective investment schemes
(using the definition in its general sense) cover a very
wide range as illustrated below:

Some of the above are straightforward to set up
in a Shari’a-compliant way. For example, the main
requirements for a Shari’a-compliant equity fund is
selecting shares that themselves are Shari’a-compliant
and making suitable arrangements for the holding
of cash awaiting investment. Others, such as hedge
funds, are more challenging, although there are some
providers offering Shari’a-compliant versions.

 Money market funds - collectivising short term

deposits and short term commercial paper.

 Bond funds – collectivising fixed interest

investments.

 Equity funds – collectivising the ownership of

shares.

Taxation of Collective Investments Schemes
Generally

 Commodity funds – collectivising the ownership of

physical commodities.

A generic collective investment scheme is illustrated
below.

 Venture capital funds – collectivising investment in

early stage businesses.

Figure 3: Collective Investment Scheme
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The investors will typically be located in multiple
jurisdictions. It is commonplace for non-US investment
managers to exclude US individuals from becoming
participants of collective investment schemes due
to the onerous regulatory and tax rules imposed
by the USA. Apart from this, investment managers
will typically have no control over who becomes an
investor in the collective investment scheme, and must
assume that they are located in multiple jurisdictions.
The domicile of the investment manager will typically
be chosen taking into account a combination of
non-tax factors (political stability, the regulatory
environment, availability of banking, legal, taxation
and custody services, etc.) and taxation factors (the
tax treatment of the individuals who work for the
investment manager, the taxation of investment
management companies etc.).
The domicile of the collective investment fund itself
depends partly on regulatory issues and partly on
taxation issues.
From a regulatory perspective, the European Union
(EU) is a very large market. Once an investment fund
is certified as complying with EU Directive 2009/65/EC
of 13 July 2009 on the coordination of laws, regulations
and administrative provisions relating to undertakings
for collective investment in transferable securities
(commonly known as UCITS IV): it can be marketed
throughout the EU. Perhaps even more importantly
qualifying under UCITS IV is often regarded by
investors located in other non-EU jurisdictions as an
indicator of quality. Accordingly, even investments
primarily targeted at non-EU investors may be
structured to be UCITS IV compliant.
The choice of domicile for the collective investment
fund requires striking a balance between two
objectives which will often conflict:
1. The desire to avoid taxation inside the collective
investment fund. It is clearly undesirable for the
collective investment fund to suffer taxation on
gains when it buys and sells investments. Similarly
it is desirable to choose a location which does not
tax income received by the collective investment
fund.
2. The underlying investments, here Investment
A, Investment B, etc. may be located in many
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jurisdictions. Those jurisdictions will typically levy
a withholding tax on income paid to the collective
investment fund. If the collective investment fund
is located in a low tax or zero tax jurisdiction
(a “tax haven”) then the jurisdiction where the
investment is located is likely to apply its maximum
withholding tax rate. A collective investment fund
located in a tax haven will not be able to benefit
from any reduced rate that the paying jurisdiction
may allow under its double taxation treaties.
UK Taxation of Collective Investment Schemes
As one of the world’s leading financial centres, the
UK has a fully developed regime for the taxation
of collective investment schemes. For brevity, this
chapter discusses only the taxation of authorised
(authorised and regulated under the terms of the
Financial Services and Markets Act 2000) open
ended (schemes where new interests are created or
cancelled in response to investor demand, so that the
price per ownership unit always corresponds to net
asset value) collective investment schemes, namely
authorised unit trusts and open ended investment
companies. The following comments summarise the
basic principles the UK follows.
The collective investment scheme itself is taxed as if it
were a company but with specific variations. Of these,
the most important is that the collective investment
scheme is not subject to tax on capital gains. That
allows it to sell and buy investments such as shares
or real estate without suffering tax. Otherwise, there
would be a risk of the capital gains being taxed twice:
once when the collective investment scheme sold the
asset, and a second time by taxing the investor when
he sold ownership units in the scheme, since the value
of those ownership units would have been increased
by the gains made by the fund.
Collective investment schemes are not subject to
tax on UK source company dividends, and such
income when distributed to investors is taxed in their
hands in the same way as company dividends. With
regard to dividends from overseas, the UK has one
of the world’s largest collections of double taxation
agreements which helps to minimise the impact of
withholding tax in the overseas countries from which
dividends are paid to the UK.
Collective investment schemes are subject to tax on
interest income, but receive a deduction for interest
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distributions to investors which effectively cancels out
the tax liability of the scheme leaving the investors
taxable on the interest distribution.
The UK typically taxes UK resident investors on the
income they receive from collective investment
schemes, and charges them with capital gains tax
when gains are made from selling ownership units in
the collective investment scheme. However for certain
types of non-UK collective investment scheme, if the
scheme does not have the appropriate status with
the UK tax authorities, (it needs to be a registered

“reporting fund”) gains made from selling ownership
interests will be treated as ordinary income which is
subject to tax at a higher rate than capital gains. The
provisions are too complex for further discussion in
this chapter.
UK tax law specifically provides for the taxation of
Islamic financial instruments by specifying that income
from investments that qualify under the “alternative
finance arrangements” provisions (the UK’s tax code
for Islamic finance) are treated as interest paying
investments for taxation purposes.

Concluding Comments
In wealth management, it is always essential to keep in
mind the taxation provisions of three jurisdictions:
1. The country where the underlying assets
are located. This country is likely to charge
withholding tax on payments of income out of the
country, and may charge tax on gains made on the
sale of assets located in that country.
2. The country where the wealth manager
is located. This country’s rules need to be
monitored to ensure that the activities of the
wealth manager do not cause the investor (if
not resident in that country) to have a taxable
presence in the country. Furthermore if a
collective investment scheme is created in that
country, (or in another country), the taxation of the
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collective investment scheme itself needs to be
analysed.
3. The country where the investor is located.
This country is likely to tax income received by the
investor and gains made from selling investments.
Furthermore some countries have relatively
penal tax codes applicable to certain types of
collective investment scheme. For example the
UK’s treatment of non-UK collective investment
schemes which do not qualify as registered
reporting funds.
Accordingly, the merits of any form of wealth
management strategy need to be assessed on a
post-tax basis, requiring detailed consideration of
the applicable tax rules in addition to considering the
investment merits of the proposals.
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This chapter will look at the state of the Islamic asset management industry.
It will question whether enough is being done to offer investment products
that genuinely meet the investors’ needs. And it will demonstrate that the
next generation of Islamic asset management will be built on the integration
of Environment, Social, and Governance (ESG) information into the Islamic
investment process. In reaching this conclusion, it will demonstrate that such
an approach will bring Islamic investing in line with innovations in conventional
investing, and also bring Islamic asset management closer to the spirit of Islam.

Muslim Population and Islamic Funds
One of the most common perceptions in relation to
Islamic wealth management is that, globally, Muslim
wealth — including the sovereign wealth funds of
Islamic countries — is not being invested into Islamic
funds. This should be a wakeup call to Islamic fund
managers.

The Muslim demographic is ’one of the largest
identifiable market segments in the world’. And this
is set to continue. The Pew Research Centre projects
that the Muslim population — which are comparatively
youthful — will grow from its current size of 1.6 billion*
to 2.76 billion by 20501.

* This report, however, prefers to use 2.04 billion as an estimated figure for global Muslim population, as stated in Chapter 1.
1. Pew Research Centre, The Future of World Religions: Population Growth Projections, 2010-2050, http:// http://goo.gl/RLZcD1, accessed
07/2015.

One of the most common perceptions in relation to Islamic wealth
management is that, globally, Muslim wealth — including the sovereign wealth
funds of Islamic countries — is not being invested into Islamic funds. This
should be a wakeup call to Islamic fund managers.
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At the same time, Boston Consulting’s Global
Wealth Report 2015 observes that private wealth
in the Middle East and Africa — regions which are
predominantly Muslim — is approximately US$9
trillion2 . It also states that private wealth in the Asia
Pacific region (excluding Japan) rose to US$47 trillion
in 2014. This is relevant given that the Pew Research
Centre has reported that in 2010 a staggering 61.7% of
the world’s Muslims are from the Asia Pacific region.
Whilst a direct link between these Muslim population
and regional wealth figures cannot be accurately
made, it is self-evident that Muslims currently hold a
significant amount of private and public wealth globally
(see Chapter 1). Yet despite such a large potential
market, the Islamic asset management industry is
estimated to be only slightly above around US$157
billion, of which only US$60 billion worth of funds have
some meaningful size3 . The conclusion is that only
a very small proportion of Muslim assets are being
invested in an Islamic manner.
If one were only to consider total banking assets
located in the top eight Islamic finance countries —
UAE, Malaysia, Saudi, Qatar, Kuwait, Bahrain, Indonesia
and Turkey — Thomson Reuters estimates latent
demand for Islamic funds to stand at US$73.8 billion,
based on the assumption that Islamic mutual funds
should account for 18% of total Islamic investable
funds, rather than the current figure of 8.7%.
Moreover, this is actually a conservative figure when
one bears in mind that the ratio of mutual funds to
total investable funds in developed markets like the
US, Canada, and the EU is as much as 36%. The million
dollar question which has therefore beset the Islamic

wealth management industry for the past decade
is why more assets held in countries where Islamic
finance is widely practised are not being invested into
Islamic funds.
There are two common responses. First, that Islamic
funds do not offer any real diversification from
conventional funds in terms of investment strategies.
Second, that Islamic funds perform poorly compared
to their conventional counterparts.
The Thomson Reuters report states that performance
of Islamic funds from 2008 to 2014 has been volatile,
with a cumulative performance of 2.32% in 2014 4 , and
the same report states that Islamic equity funds have
yet to outperform their benchmarks since 20115 .
This compares highly unfavourably with the
conventional mutual funds industry. A recent study
by Goldman Sachs of 248 large cap equity mutual
funds with a combined US$730 billion of assets under
management (AUM) finds that 43% of the funds
outperformed the S&P in 2015 6 .
Added to this is a problem of the lack of regional
diversification. Of the 278 Islamic equity funds listed
on Morningstar — with the exception of three funds
invested into the US healthcare, US mid cap, and US
large cap sectors — most of the top 10% performing
funds based on daily total returns (over five years
annualized) are invested into the GGC and Saudi
markets7. Within this top performing bracket, the
largest fund has about US$860 million in AUM, and
only invests in Saudi equities. The rest of the funds

The million dollar question which has therefore beset the Islamic
wealth management industry for the past decade is why more assets held in
countries where Islamic finance is widely practised are not being invested into
Islamic funds.
2. Boston Consulting, Global Wealth Report 2015: Winning the Growth Game, 2015.
3. Edbiz Consulting, Global Islamic Finance Report 2015, p. 43.
4. Ibid, p. 38
5. Ibid, p. 41
6. Business Insider UK, Most Mutual Funds Still Can’t Beat Their Benchmark, 2015, http://goo.gl/3OvSeM, accessed 07/2015
7. Morningstar, Sharia Compliant Equity Funds List, 2015, accessed 07/2015
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within this pool lack size, with only four having AUM
exceeding US$100 million.
These figures reveal that there is no real geographical
diversification amongst the top performing Islamic

funds, and that the assets managed within this bracket
are relatively small. There is quite plainly a dearth
of large Islamic global equity funds offering strong
performance.

Islamic Benchmarks
Another problem is the benchmarking of Islamic funds,
which are overwhelmingly benchmarked against an
Islamic index, with the Dow Jones, FTSE, and MSCI
Islamic indices being the most popular.
Research comparing the performance of Islamic
indices vis-à-vis conventional indices has shown
common and consistent results. Hussein examined
the performance of Islamic indices from 1996 to 2003,
and found that Islamic indexes exhibited positive
abnormal returns throughout entire bull periods,
but underperformed their non-Islamic counterparts
during bear market periods 8 . Hassan and Girard (2011)
examined the performance of seven Islamic indices
and compared these against seven conventional
indices including the MSCI All Country World Index
(MSCI ACWI) from January 1996 to December 2005,
with 1996 to 2000 representing a bull period and 2001
to 2005 representing a bear period. They found that
during the bull period, Islamic indices returned an
average of 13.51% per annum compared to 8.27% per
annum for the conventional indices, while during the
bear period, Islamic indices returned an average of

0.58% per annum as compared to 2.42 % per annum
for the conventional indices9.
This research exhibits consistent results, confirming
industry perception that Islamic indices have a natural,
exaggerated performance bias during bull runs
whilst showing poor performance in bear markets. In
other words, Islamic funds are prone to suffer poorer
performance than their conventional counterparts
during a market downturn. Therefore, benchmarking
against an Islamic index is neither an accurate
representation of the opportunity cost of investing in
an Islamic fund nor an optimum gauge against which
to measure performance.
As a result of all the above, there is a popular
perception that despite the increasing number of
Islamic funds in the market, they do not offer real
diversification, are more expensive, and do not
perform as well as their conventional peers. Perhaps it
is therefore not surprising that Muslim assets are not
being channelled into Islamic funds.

Developments in ESG
The failure to convert Muslim wealth into Islamic
assets under management should be set against a
background in which the Islamic finance industry has,
within the last decade, embraced change in an effort
to increase the popularity and size of the industry. It
has set up institutions and established codes of best
practice including Shari’a standards and template
documentation in order to spur industry growth and
promote the globalisation of Islamic finance. However,
despite catalyzing growth in other sectors of Islamic
finance, these changes have not assisted with bridging

the large supply and demand gap between Muslim
assets and Islamic funds.
When considering the investment strategies of
Islamic funds, and especially Islamic equity funds, it
is notable that the strategies mainly differ in terms of
industry, geography, and asset exposure, while the
underlying Shari’a screening processes undertaken
by Islamic fund managers and their service providers,
using exclusionary screens, have remained relatively
unchanged over the past three decades. This suggests

8. K Hussein, Islamic Investment: Evidence from Dow Jones and FTSE Indexes, 2005, http://goo.gl/SzBYcf, accessed 07/2015 and K Hussein,
‘Ethical Investment: Empirical Evidence from FTSW Islamic Index’, Islamic Economic Studies 12 (1), 2004, August, pp. 21-40
9. M Hassan and E Girard, ‘Faith-Based Ethical Investing: The Case of Dow Jones Islamic Indexes’, Networks Financial Institute – Indiana State
University, 2011
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that the industry has been complacent, and has failed to keep
up with the conventional asset management sector.
For example, the socially responsible investment industry has
undergone major and seismic changes in recent years. It has
moved away from restrictive ‘exclusionary’ strategies using
negative screening and embraced new Environmental, Social,
and Governance (ESG) data, which is becoming available as a
result of new regulatory and voluntary reporting requirements,
changes in corporate governance, and financial innovation. The
level and quality of information on sustainability that is now
being made available is unprecedented, and fund houses and
data managers are starting to utilize this data in developing
advanced and sophisticated investment strategies using ESG
factors.
Alongside this development, there has been a shift in the
attitudes of investors with regards to the importance of
investing in a sustainable manner. A global survey of 163
institutional investors in 2014 revealed that 89% of institutional
investors believe that non-financial performance information
played a pivotal role in their decision-making at least once in
the previous year10 .
At the same time, global sustainable AUM has increased many
fold. According to a recent study by the Global Sustainable
Investment Alliance (GSIA), global sustainable AUM grew by
over 60% from 2012 to 201411. This is compared to a mere 15%
growth in total global AUM during the same period.
Such large inflows of assets is due to a change in attitudes,
perception, and practices amongst five key forces: reporting,
regulations, stock exchanges, companies, and investors.
The success of large corporates like Coca-Cola12 , Marks &
Spencer13 , and FedEx14 in producing significant savings from
ESG has helped promote the sustainability agenda, and there
is an increasing belief that business plans and operations

10. Ernst & Young, Tomorrow’s Investment Rules: Global Survey of Institutional
Investors on Non-Financial Performance, 2014, http://goo.gl/FwOsQQ, accessed
07/2015
11. Global Sustainable Investment Alliance, Global Sustainable Investment
Review, 2014, http://goo.gl/XAMc8C, accessed 07/2015
12. Coca-Cola Sustainability Report, 2013-2014, http://goo.gl/BSJtsx, accessed
07/2015 (Coca-Cola has been improving water efficiency in its manufacturing
process, every year since 2004. In 2013, it used 2.08 litres of water per every
litre of product produced. This compares to the ratio of 2.12 litres in 2012 and
2.70 litres in 2004).
13. Marks & Spencer Plan A Report, 2015, http://goo.gl/Yy8Jhe, accessed
07/2015 (Marks & Spencer has made net benefits of GBP£625 million through
its Plan A sustainable strategy, from 2007 to 2015. In 2014/2015, the net benefit
was GBP£160 million compared to GBP£145 million in 2013/2014).
14. FedEx, FedEx Releases 2014 Global Citizenship Report, http://goo.gl/xvXlNg,
accessed 07/2015 (FedEx saved 100 million gallons of jet fuel or US$US$270
million in 2014 as a result of its FedEx Fuel Sense program)
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which incorporate a sustainability strategy deliver
financial benefits. Tellingly, a 2014 study from
Accenture and the UN Global Compact revealed that
93% of CEOs surveyed believed that ESG issues would

be ‘important’ or ’very important’ to the future success
of their business15 . These are the types of seismic
changes which need to be reflected in the Islamic
investment industry.

Solution
The sustainable investing landscape has undergone
extensive changes in recent years. Fifteen G20
countries — accounting for about 78% of global
GDP — are currently implementing regulations and
guidelines for sustainability reporting, exclusions,
and ESG considerations, into the corporate business
process.
There are an increasing number of non-financial
disclosure and reporting initiatives building across the
globe, such as the Global Reporting Initiative (GRI),
the Sustainability Accounting Standards Board (SASB),
and the Integrated Reporting Council (IIRC). Last year
alone, 4,730 companies published their sustainability
reports based on the GRI: a 16-fold increase from
2004.

The recent developments within the ESG investing
space are an opportunity for Islamic fund managers
to take advantage of the data revolution and offer a
more robust stock screening and selection process
whilst providing exposure to global stocks, thereby
offering not only geographical diversification, but
also a fundamental change to the approach to equity
selection. A more robust equity selection process
which fully integrates sustainability issues would
also reflect the objective of Islamic law, which aims
to establish justice, eliminate prejudice, and alleviate
hardship amongst mankind.

15. Accenture and UN Global Compact, The UN Global Compact-Accenture CEO Study on Sustainability, 2014, https://goo.gl/CewHfH, accessed
08/2015
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In the last two decades Environmental, Social and
Governance (ESG) and Shari’a-compliant investing
have been the two fastest growing areas of finance
and showed resilience during the global fiscal
turbulence especially when compared to the nearcollapse of other in-vestment categories.
The growth of ESG and Shari’a-compliant investing
is mostly demand-driven. Both these approaches
are generating avid interest across global financial
markets, driven by institutions that are increasingly

devoting more resources to them. They both aim to
create real value to the economy by providing real jobs
that complement real growth of businesses, leading to
sustainable economic development.
It is our view ESG and Shari’a-compliant investing
share many similar features and commonalities. In
addition, we envision that these two very important
investment methodologies could build on each other’s
success when integrated into a single umbrella, given
how they both have transparent structures.

Common Ground
While conventional finance has always been driven by
the effort to maximize risk adjusted returns, Islamic
and ESG investors have an additional goal to ensure
that financial market activity is compatible with
investors’ ethics. Both sets of investors not only seek
financial returns but economic sustainability.
ESG has become an established investment approach
for global investors, stemming from a growing
realization among investors that the incorporation of
such criteria into the investment process to reduce
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risk, drive performance, and identify investment
opportunities can have a positive influence on the
financial performance of companies — particularly
over the long-term.
The purpose of Shari’a-compliant investing is to
improve living conditions and well- being, establish
social equity, and prevent injustice in trade relations.
In its application, waste and excessive consumption
are deemed unacceptable. These elements closely
resemble those of Socially Responsible Investing (SRI):
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keen focus on sustainable development, creation of
wealth for society, and improvement in the quality of
life.
Both ESG and Shari’a-compliant investment
approaches demand that the businesses chosen for
investment are socially useful, non-detrimental to
humanity, and comply with humanist ethics. Both
practice ethical exclusions as part of their investment
rules, and their common list of forbidden sectors
include alcohol, gambling, tobacco and weapons businesses that are condemned or deemed harmful
for man and society.
Although the principles of Islamic finance date back
several centuries, its practice in modern financial

markets has only been recognized in the 1980s, and
it took until the start of this century for it to gain a
meaningful share of global financial activity. By most
estimates, the total volume of Islamic financial assets
has grown by 15% to 20% annually in the last two
decades, and now exceeds US$1.65 trillion.
Similarly, ESG coalesced as a recognized investment
strategy in the 1980s, and only gained significant size
in the last two decades especially after then United
Nations Secretary-General Kofi Annan announced the
United Nations Principles of Responsible Investing
(UNPRI) in 2006. The total volume of assets held by
explicitly ESG investors is estimated to have increased
by more than 30% since 2005, and now exceeds
US$21.4 trillion*.

From Negative Screening to Impact Screening
Often called ‘negative screening’, the most common
strategy of ESG is the very clear avoidance of
businesses that fail to meet investors’ ethical and
moral standards. In the last decade though, ESG
investors have actively explored positive ‘impact
screening’ techniques — an active search for
businesses that have proven their beneficial social or
environmental impacts. This proactive approach also
negates criticism directed towards ‘green-washing’:
impact investors are looking to fund efforts that
achieve specific and measurable change, and do not
rely on marketing themselves as environmentally
friendly when in fact their environmental, social and
governance criteria are not very strict.
Negative screening ensures that Shari’a-compliant
investors do not invest in activities or structures
prohibited by Islam, but these investors do not
necessarily have an opportunity to support activities
they believe in. The concept of development in Islam
has three dimensions - self, earth and society - and all
three dimensions assign heavy responsibility (or lack
of it thereof) on individuals and society. If balanced
development is defined as progress, positive or impact
screening could open up many new doors for the
Islamic investor by uniting investments that generate
measurable positive social impacts.

When ESG is integrated into financial analyses,
various ethical criteria are brought into the
mainstream financial industry, and they help close
the gaps between conventional, Islamic and ethical
investments.
Based on a confluence of research, performance and
demand in this field, at SEDCO Capital, we are not only
Shari’a investors but also ESG-compliant. In July 2014,
SEDCO Capital became the first Shari’a-compliant and
first Saudi Arabian asset manager to be a signatory to
the UNPRI.
In public equity SEDCO Capital have launched four
ESG/Shari’a-compliant funds with AUM of more
than US$550 million. In private equity, among other
responsible investment activities, SEDCO Capital are
the Shari’a advisor to a Brazil-focused timberland
fund, which emphasizes sustainable development
of commercially managed timberland in Brazil. In
real estate, SEDCO Capital are the anchor investor in
India’s leading sustainable green research complex in
Bangalore.
Moving forward SEDCO Capital aspires to deploy
Shari’a /ESG investment platforms across all our asset
classes and investment strategies and take the total
AUM under a combined umbrella of ESG and Shari’acompliant investments to more than US$850 million.

* 2014 Global Sustainable Investment Review – by Global Sustainable Investment Alliance
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ESG and Shari’a-compliant investing merged —
Prudent Ethical Investing (PEI) is a term created by
SEDCO Capital that brings together the ESG and
Shari’a-compliant methodologies under one umbrella.
While these disciplines are responsible in nature,
Shari’a adds the “Prudence” element into the equation,
serving for calculated asset-backed financing risks and
stronger long-term performance (see chart below).

While it only allows up to 33% of capital, Shari’acompliant investing made it possible not only to
outperform the conventional index, but also to be
more resilient to shocks and market fluctuations.
An example has been seen post-global financial
crisis of 2008, where clearly under these conditions
both Investment methodologies outperformed the
conventional index.

Crossover and Convergence
Despite an obvious association between Islamic
finance and ESG — in their history, figures, definitions,
developments, methods and challenges — there
has been very little or almost no formal interaction
between the two. Although the financial community
now concurs that the two are compatible, many
people think that there cannot be natural links,
because they do not employ the same expertise, or
target the same clientele.

in order to adhere and conform to Islamic principles.
Arguably, the most important aspect that Islamic
financial institutions should look to learn from ESG is
its familiar engagement with managers of companies
and stakeholders to encourage them to embrace
responsible practices.

The ongoing success of Islamic finance and ESG may
not seem correlated today, but financial experts,
research centers, ratings agencies, non-governmental
organizations (NGOs) and regulators can easily
consolidate the two approaches to make it so much
more cohesive as to be corroborative.

Green development funds which specialize in specific
infrastructure assets, and sustainability funds which
invest in businesses involved in waste or water
management may not have Shari’a-compliance at
their core, but have the potential to hold vast appeal
for Islamic investors. On the other hand, many Islamic
funds already meet the strictest criteria of the ESG
investor who remains unaware of or misinformed
about Shari’a-compliant investing.

Islamic finance can easily adapt many methods used
in ESG with broader concepts standing to be modified

Values-based investing will be an industry game
changer, as Islamic finance is not only seen as a

During the economic crisis,
both Shari’a and ESG
investment showed
more resilience to shocks

Throughout the entire monitored period, both ESG and Shari’a
have out performed the conventional Index
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veritable point of convergence between the East and the
West, but also within and inside Islamic societies, in particular
secularist movements in countries affected by the Arab
Spring. Shari’a-compliant products that focus on producing
specific, socially positive impacts could be another vehicle to
bridge the gap between conventional and Islamic finance by
attracting non-Muslim SRI investors into the Islamic finance
market.
Greater acceptance of Islamic financial products among nonMuslims can only be spurred by the continued growth of ESG
among conventional investors. As long as both approaches
do not have any conflicts, they are not only compatible but
also complementary, and the integration of ESG criteria
offers additional ethical and financial value, notably by
limiting risk.
All SEDCO Capital funds that are both ESG and Shari’acompliant encourage best practices in governance and
responsible investing, and above all, we hope these set an
example for our peers in the Shari’a and non-Shari’a spheres,
so that we all move equitably in the direction of sustainability.
ESG-Islamic crossover products will definitely make a market
appearance if investors call for it, but the current level of
compatibility suggests that eventually, there may not even be
a need for separate products.
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This chapter discusses the importance of takaful in putting together wealth
management solutions. These solutions are explained at two levels; one for
wealth managers advising their clients, and the other, takaful companies as
clients seeking the right Shari’a-compliant avenues to invest.
The chapter assumes that the reader is aware of how takaful is structured
and differs from conventional insurance in terms of eliminating or minimizing
maisir (gambling) and gharar (semblance to game of chance and uncertainty),
the basis of tabarru’ (the act of donation of contributions for collective benefit
of participants), how interest or riba is dealt with, and the various models of
takaful that are followed in different jurisdictions ranging from separate or
combined contracts of wakala and mudaraba to waqf and cooperative Islamic
insurance models.
A common fallacy is when takaful, or for that matter an
Islamic wealth management solution, is seen merely as
“a product” through conventional screens. Instead, the
starting and end points ought to be about a system
that is deeply rooted in what is good for society as
a whole. It is therefore essential that in discussing
takaful solutions for wealth managers in the context
of Islamic finance, it is put in the context of ethical
dimension of what wealth is all about and how it
needs to be protected within the bounds of the ethical
dimension.

The dimension of social justice and equality lies firstly
in the fairness of opportunity to generate wealth
according to our ability and then to share it through
our social responsibilities, including zakat which is
an integral part of the act of wealth sharing and its
distribution.

Another point to bear in mind for wealth managers is
that it is not just for individuals and businesses that
they need to consider takaful solutions for protecting
and preserving wealth, but in a wider role to find
investment solutions for funds generated by takaful
companies in Shari’a-compliant assets.

The drivers of wealth creation in the ethical dimension
of Islamic finance are, among others, the following:

The ethical dimension comes from a set of principles
and doctrines, which defines the purpose of existence
of people making up the society and the relationship
between the Creator and society. This is encapsulated
in a code of conduct that differentiates between the
spiritual and material life, and for the latter, it is about
the toil and struggle made for a productive labour to
earn a just reward. This reflects the social justice of
rewards to be commensurate with our genuine toil on
the one hand and knowledge and understanding that
we seek and aspire for, that gives us the ability to work
and excel.
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The creation and use of wealth has strong ethical
social dimensions. When life ends, all ends, but the
sum total of our wealth remains behind, and gets
shared or needs to be shared.

1. The use of money as “real and tangible” capital
and not “potential” capital, recognizing the time
value of money and economic values devoid of
interest or riba;
2. Ways in which borrowers and lenders share
financial risks and rewards based on 1 above;
3. Economic activity built on fairness and
productivity that does not harm society and
environment;
4. Transactions that avoid speculative dealings,
hoarding, and extreme uncertainties; and
5. Contracts that must have clarity and transparency.
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Wealth that gets created, driven by the above
parameters, upholds social responsibility. The returns
that are generated out of this economic activity have
positive benefits for the society through promotion of
healthy business environment and ambience.

back risk. Takaful solutions help businesses to manage
complex risks associated with global supply chains.
With financial protection of takaful, businesses need
not keep large precautionary capital reserves. They
can free their resources for more productive use.

The utilization of wealth for the overall benefit of
society requires us to look at the inherent risks that
can destroy wealth and therefore how these risks
ought to be managed. This provision of financial
security and protection is why takaful must be
an integral part of the thought process on wealth
preservation.

At the people level, takaful minimizes financial
dependence of individuals on families and
communities in case of adverse events. The social
dimension of takaful extends to poor families and
communities who lack means for protecting their
meagre sources of livelihood.

Takaful plays an important economic and social role
as it is structured on the principles of cooperation
for people and businesses. It is a mechanism for
sharing inherent financial risks within pools of specific
risks built from contributions of those seeking
financial protection and managed on sound scientific
techniques by the wakeel, i.e., the takaful provider.
At the business level, takaful promotes trade and
economic activity and contributes to capital formation
by collecting takaful contributions in building capital to

Takaful, like insurance, works well in protecting the
insured only when risk pools are large as it is the law of
large numbers that provides value in return for smaller
contributions of individuals and businesses. The sum
total of the pooled contributions becomes large and
gets invested as reserves and provisions for future
claim payments. Reserves pertaining to general takaful
are for one-year contracts and therefore invested
generally in more liquid assets compared to family
takaful contracts that are about long-term protection
and savings. There is usually a long lag between when
contributions are pooled and invested and when
the insured events occur, triggering claims pay out.

The utilization of wealth for the overall benefit of society requires
us to look at the inherent risks that can destroy wealth and therefore how
these risks ought to be managed. This provision of financial security and
protection is why takaful must be an integral part of the thought process on
wealth preservation.
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These reserves are invested in capital markets for a
long period and therefore family takaful risk pools are
much better prepared than other types of investor
categories (banks, services, institutions) to ride out
short-term financial market fluctuations.
The risk sharing DNA of takaful means the surplus
is distributed amongst the insured population when
there is sustained profit streams (i.e., when total
claims paid over a period of time after allowing for
expenses and future reserves are less than the total
contributions paid for that period, plus an element of
investment return on invested assets). This “surplus
sharing” is one of the characteristics of the system of
takaful; it is one of the main differentiating features
of takaful from conventional insurance, the latter
operating on the basis of “risk transfer”.
By accumulating large pools of capital invested in
real assets and Islamic financial instruments, takaful
industry fosters capital formation. Takaful assets are
not like assets of other Islamic financial institutions.
Ideally these need to be matched in size and maturity
on the liability side that ranges from liquid and semiliquid secure assets to equities, real estate, sukuk and
other longer term Shari’a-compliant instruments.
The risk consideration for wealth managers would
be the types of risks affecting wealth, income and
livelihood of HNWIs, shareholders, directors, partners
and proprietors of SMEs, entrepreneurs and owners
of businesses. These risks generally fall in the following
categories:
1. Business Risks: Risks to physical assets and
activities that affect wealth of an individual or a
business, like property, transportation, business,
construction, engineering projects, trade etc.,
2. External Risks: Professional and third party risks
(law suits etc.) affecting businesses, projects and
trade, and
3. Personal Risks: Health and life risks and
associated liabilities of wealth utilization during
prolonged life spans in retirement and estate
planning for unsettled debts, inheritance taxes
and duties at death. Such planning is so critically
important during our lifetime when we have
the ability to find solutions instead of leaving
behind problems after death that adversely affect
dependents and others.
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Takaful solutions to cover such risks are divided into
three categories:
a. General takaful, for protection of physical assets;
b. Protection & savings, for risks at individual level in
case of death and disability; and
c. Medical expense protection, for sickness and ill
health.
It has to be said that takaful industry is still evolving,
and a comprehensive solution may not be readily
available from a single takaful provider, especially for
businesses where large capacity is needed to insuring,
for example in sectors such as oil, energy, and aviation
etc. However, there are underwriters for “special
risks” entering the Shari’a-compliant space now. Many
such risks that are not offered by takaful companies
directly can be arranged through such special risks
underwriters.
Some of the takaful solutions for preserving wealth
are described as follows:
a. For Businesses and Public/Private Industrial
and Infrastructure Projects
Financial protection is needed for risks to physical
assets and loss of income resulting from damage to
these assets. Takaful products that provide protection
for such risks are for motor, property, trade, shipping,
engineering, construction, operations of businesses
in manufacturing, industry and agriculture and
protection of infrastructure projects such as rail,
roads, dams, energy etc. It also covers third party
risks, professional indemnity, business interruption,
terrorism, cyber hacking etc.
This is the most critical segment concerning
businesses and how it affects wealth of business
communities and national economies. The risks
covered here are easier to understand (compared to
risks for individuals), protecting essentially the physical
assets, business projects and associated activities.
Despite this being the most developed segment
in takaful, there is a huge gap within the Islamic
finance industry, where new projects worth
billions of dollars funded on Shari’a-compliant
basis get insured conventionally through global
relationships of financiers, international brokers and
insurers/reinsurers.
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This is to the ultimate detriment of Islamic finance
itself as a whole. We stand to lose out collectively if
we fail to include takaful in business financing deals
of Islamic finance and infrastructure projects. With
this half-hearted support, takaful industry will not be
able to build capital formation to the same extent that
exists in the conventional financial services industry
and insurance.
Islamic wealth managers and investment bankers
have a part to play in helping to bridge this gap. They
need to address such issues at the time of putting
together Shari’a-compliant financing terms of such
projects; to insist protection through takaful coverage.
One genuine reason to go for conventional insurance
by lead managers is the lack of capacity of takaful
companies to underwrite large risks and inferior
security of some takaful providers, being new and still
going through a process of stabilisation and financial
maturity. On the other hand, if takaful companies
are never invited to tender for such projects, they
will never be able to move forward and find ways of
harnessing their resources and capital in building
capacity and financial security.
b. For the Well-being of Individuals and Families
The key driver for seeking a solution is “family
protection”. Chart 1 illustrates takaful products,
addressing risks that might affect our ability to save
due to disability or death, solutions for building a
savings fund for life-cycle milestones (funding for
education, wedding, hajj and retirement), longevity
risk of having to dip into one’s life savings from living
longer than expected (pensions annuity products),
and paying for medical expenses for sickness and
major illnesses.
A pure protection policy on its own provides an
amount of money (sum insured) to cover business
liabilities or a hedge against erosion of personal
wealth. This availability of funds at the time of dire
need helps the dependants to continue the lifestyle
they had become accustomed to as the insured,
the main breadwinner, passes away or suffers a
debilitating illness or injury impacting his or her ability
to earn. The proceeds from such products also have
the additional attraction of being exempt from taxes in
tax jurisdictions.
The amount to be insured has to be commensurate
with wealth to be protected. This financial
underwriting is essential in justifying the amount of
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cover genuinely needed to avoid misuse and fraud.
An example of estimating sum to be insured can be
assessed along the following lines.
The magnitude of one’s worth is based on one’s
ability and capacity to generate and build wealth
during one’s lifetime; our lifetime is linked to average
life expectancy according to the conditions in places
where we spend most of our lives.
Chart 2 illustrates how our average life spans have
improved over the years from 1960 to 2012 for USA
(69.8 to 78.7 years), UAE (52.2 to 77.0 years) and Saudi
Arabia (45.7 to 75.5 years), an improvement of 9 years
in USA, 25 years in UAE and 30 years in Saudi Arabia
over a period of 50 years.
Consider a 35-year old high net worth individual or
an SME business partner in the UAE with monthly
tax-free income of just over AED150,000 (equivalent
to US$0.5 million) per annum. The life expectancy in
UAE is around 77 years. His earning capacity from
business is to earn US$0.5 million per year for at least
until retirement and then to make provisions to have
a means of enjoying same level of income for another
15, 20 or more years. Considering average number
of years is 42 from age 35 to age 77, the total earning
ability (the worth) would be around US$21 million. To
this can be added an average increase for each year
based on growth of future earnings and inflation.
An increase of around 2.5% for each year can add
another US$14 million to arrive at potential worth of
US$35 million. This is of course hypothetical but gives
a ballpark figure of what one should aim for in making
provisions. No doubt, several factors affect the ability
to generate this worth. What amount can be the right
amount to insure will be a function of financial and
medical underwriting as well as Shari’a considerations
of the element of unknown in such assessment.
While there is a good range of products available
for protection, savings and medical expenses, the
development of good Shari’a-compliant annuity
products is hampered due to limited availability of
long-term, secure income, marketable instruments
such as sukuk. A good generous pensions provision
by the GCC governments has been one factor of why
private pensions have lagged behind, but this is fast
changing due to demographic and economic shifts
taking place in these countries, including the end-ofservice unfunded liabilities in the private sector of the
growing expatriate population.
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Chart 1: Lifetime Protection Solutions for Individuals, HNWIs, SME’s
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Chart 2: Life Expectancy Improvement
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Chart 3: Life Expectancy Improvement
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Small and Medium Sized Enterprises
A segment that would be of particular interest to
wealth managers is that of SMEs.
The SMEs are exposed to great business risk if they
do not have protection against loss of a key person
within their business enterprise. This is in addition to
the normal protection that their businesses need in
protecting their physical assets (premises, stock and
vehicles).
What the SMEs also need to protect is the human
asset on which their business depends so much, and
if left unprotected it can potentially ruin their business
in future. Such “key persons” (like business owners,
managing directors, CFOs or sales managers) have
skills and expertise that make them invaluable to
the business and therefore difficult to be replaced.
Their absence becomes the biggest challenge to
the profitability of the business and even to its very
existence. Their loss can adversely impact the ability of
the surviving business partners in paying out business
liabilities and sustaining continuation of the business.

Types of Solutions for SMEs:
a. Protection for the Key Person
Loss of key person can hit the business with loss of
profit, business disruption from reduced sales, and
cost of recruiting and training capable resources in
trying to bridge the gap. The solution is for the key
person to take family policy that can also include
additional risks of critical illness.
b. Protection for the Business
One major risk for SMEs is that if one of the business
owners is diagnosed with a critical illness or dies,
the business’ ability can be compromised to repay
a financial debt or a personal guarantee and the
business’ profitability is exposed to huge risk. The
financing bank will normally want to secure its
financing exposure and may require them to take
control of the business assets to do that. This can
adversely impact business’s sustainability. The
solution is to take a business protection cover that
provides liability protection, enabling the business
to repay money owed if the key person dies or is
diagnosed with a critical illness.
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c.

Protection for Partners

This is about how the surviving partners can be
financially secure if a business partner or major
shareholder dies. When that happens, the family of
the deceased partner is likely to inherit his or her
share of the business and the surviving partners may
struggle to find the funds to buy out the family’s share.
The “partner protection solution” allows surviving
partners to keep control of the business, while
providing the family of the insured key person with the
much-needed financial security.
Chart 3 illustrates the importance of insurance
industry to the investment world, making available
huge amounts of money to be invested.
At the end of 2013, UK insurance market held £1.8
trillion of assets, of which £1.68 trillion (93%) was held
by life companies selling long-term savings and life
insurance products.
Approximately 45% to 50% of assets invested were
in equities and unit trusts, 40% in public and private
debt, around 5% in property and another 5% in
alternative investments including liquid assets.
This reflects asset profile of a developed conventional
insurance market dominated by reserves from longterm savings and life insurance, and also the free
reserves (that are not needed to back insurance
liabilities); the latter can be invested more freely but
prudently beyond the statutory limits. Compare this
with profile of insurance companies in the UAE in
Chart 4. Investment in the real estate is much more
pronounced and although it does not show split
between shares and bonds, a large part of it would be
in equities.
It should be noted that the above mix does not
reflect mix of investment portfolios of individual
insurance/takaful companies. That mix would be a
little different with variations according to liability
profile and how this impacts capital and reserves.
Local regulatory investment limits also affect this mix.
A range of asset mix is illustrated in Chart 5.
There is still a shortage of Shari’a-compliant assets
that are ideally suited for insurance liabilities. An
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Chart 4: Investments of UAE Insurance Companies
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Chart 5: Typical Asset Mix of a Mature Takaful Portfolio
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times there remains continual flow of insurance
premiums with predicable liability outflows, enabling
them to hold or even buy assets that may be
temporarily undervalued during downturn of capital
markets.

insurance/takaful company needs to be able to pay
claims, but the claim incidence and magnitude of
claim is not known at the outset. The security of the
invested assets is therefore paramount.
In takaful, there is preference for assets with low-risk
and secure returns of income and capital, including
sukuk. Equities are essential to improve overall
returns. For life takaful and pensions, equities become
a focus to the extent of customer expectations built
out of benefit illustrations for 5 to 20 years or so.

This is illustrated in Charts 6, 7 and 8, showing the
position in Europe, compared with UAE and Saudi
Arabia; the two major insurance markets of the GCC.

Established takaful companies, same as established
insurance companies, provide long-term funding via
the capital markets. They can also play a significant
role in supplying long-term funding to governments for
infrastructure projects, to private equity for innovation
and direct financing to SMEs for development of
businesses and economies.

The Tadawul All Share Index in Chart 7 reminds
us of the heady days of 2003 to 2005, with the
roller coasters that followed well into 2008. But the
insurance industry premiums and reserves continued
to rise, although there have been several other
factors, such as pricing inadequacies in the face
of fierce competition, that weakened the ability of
insurers to be as active in the capital market as the
European insurers.

As takaful is still a small subset of insurance, takaful
industry together with insurance, plays a stabilizing
role in periods of market stress. In counter-cyclical

The UAE insurance/takaful market has shown similar
trend but with much higher penetration in the life
family protection market than Saudi Arabia.

Chart 6: Insurance as Stable Source of Funding: Europe Insurance
Premiums and Eurostoxx Index: 2006 - 2012
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Chart 7: KSA Tadawul All Share Index
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Conclusion
Takaful industry has the capability of delivering
superior performance compared to the GDP growth
of a country, provided there are conditions conducive
to its growth and development. This should be
seen in the context of the fact that takaful growth
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has far lagged behind the growth of Islamic finance
with the exception of few examples. Investors and
entrepreneurs who have put together their capital
into takaful ventures must do much more to support
takaful growth. They need to orchestrate better, and
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Chart 8: Dubai Financial Market General Index
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demand better mobilization of the engines of Islamic
finance in making protection through takaful, directly
or indirectly, a must in any and all programs of Islamic
wealth management. The current state of accepting
conventional insurance solutions for Islamic finance
needs an innovative disruption by the boards and
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management of both the takaful companies as well as
Islamic banks and funding organizations.
The product solutions are there, and the Islamic
finance industry needs to align its energy in
demanding solutions from takaful companies if any
are missing.
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Introduction
It is frequently noted by many research houses,
academic studies and in-house publications of
global institutions that the Islamic finance market
has witnessed exponential growth, particularly in
its principal markets of Asia and the Middle East. All
agree that Islamic assets are now almost at the US$2
trillion mark, of which 73% resides in Islamic banking.
Furthermore, it is the only segment of the global
banking market that has demonstrated growth over
the past decade.
Concomitant with this development, there has been
a shift in the Muslim demographic towards the
young and relatively well educated in the traditional
markets where Islamic banking has taken root. This is
combined with the emergence of an affluent middle
class with higher levels of disposable income than
previous generations. Many in this group, typically
referred to as mass affluent, move rapidly into the
HNW segment and are far more aspirational in their
outlook. This has resulted in an ever increasing
demand for Shari’a-compliant investment products.
Wealth managers focusing on the key markets of
many OIC member countries, particularly in the
GCC and increasingly in Asia, have been inundated
with requests for products that are reflective of this
demand. According to our estimates, the HNW market
in the GCC alone is US$2.33 trillion in wealth (see

Chapter 1). Consequently, many wealth managers
are using this opportunity to incorporate ethically
designated conventional portfolios that comply with
Shari’a precepts.
Interestingly, this has afforded wealth managers the
opportunity to market Shari’a-compliant products as
part of a wider ethical portfolio to a broader client
base and not just Islamic investors. As is the case in
the banking or wholesale market, where conventional
institutions are now active market participants in
syndicated murabaha or sukuk transactions, so too it
would appear that Shari’a-compliant offerings will, in
time, be part of the mainstream of products offered to
the mass affluent and the HNWIs.
Currently wealth management activities globally
are usually undertaken by banks, private banks,
investment boutiques and independent financial
advisory firms. Many Islamic banks have drawn on this
pool of talent to resource their own nascent wealth
management operations in the hope that locally based
Islamic wealth management expertise will evolve over
time, negating the need to avail expertise from abroad.
As shown in Chapter 1, the global Muslim population
reached 2.04 billion in 2014, with the majority living
in Southeast Asia, the Middle East and North Africa.
Middle East and African private wealth increased
11.6% to US$5.2 trillion in 2013. This increase came

In the Far East Asia, Labuan has emerged as the most credible
contender for the top slot in Islamic wealth management.
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as Middle Eastern economies, particularly in the
GCC bounced back, driven by higher oil prices and
increased government spending on infrastructure
projects. About 18% of households in Qatar (the
richest nation in terms of per capita income) hold
more than US$1 million in investable assets.
Ironically though, 70% of GCC-based wealth is invested
abroad rather than in the region, which presents a
major opportunity and a challenge for Islamic wealth
managers. The growth of Islamic wealth management
as a business can be regarded as a logical extension
of the overall development of the Islamic market,
predominantly in the GCC but increasingly in Asia
as well as Europe. In Europe, for example, London
and Switzerland now compete with Luxembourg in
the wealth management sector. In the Far East Asia,
Labuan has emerged as the most credible contender
for the top slot in Islamic wealth management.
In the GCC, although Saudi Arabia is viewed as the
largest market for Shari’a-compliant offerings, Dubai
is fast becoming a centre for wealth management
activities. In the Asian region, Singapore is competing
for this position, targeting specifically the HNW Muslim
markets of Malaysia and Indonesia. However, Labuan
remains the leader in this niche field. Many of these
jurisdictions have important attributes, such as welldeveloped regulatory frameworks, no capital controls
and above all, easy access to liquidity in a multicurrency environment. However, before we proceed
to discuss liquidity options for wealth managers in the
Islamic space, it may be worthwhile to understand
what wealth management in general involves and
ascertain how the current Islamic market is addressing
this important and growing segment.
The primary purpose of any wealth management
portfolio is, first and foremost, to provide clients a plan
to ensure a level of capital and income accumulation
in the long term in line with their lifestyle aspirations
and expectations. Furthermore, the wealth manager,
working together with accountants and lawyers,
provides guidance on estate planning so as to ensure
a degree of security for the next generation within a
cultural context and in keeping with Shari’a precepts
should this be a requirement of the client. Hence,
the role of wealth managers is to provide investment
ideas and facilitate the development of a portfolio
that optimizes occasionally competing and conflicting
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goals in terms of liquidity, risk and return criteria, risk
profiling and currency diversification.
Unlike conventional wealth managers who benefit
from a variety of tools to mitigate some of the risks
associated with investing in the longer term, IWM
involves developing an Islamic universe in light of
restrictions imposed Shari’a precepts to ensure
that what is available is Shari’a-compliant when
constructing an optimal portfolio for their clients. The
typical portfolio of many HNW clients in the Islamic
space usually contains a variety of investments in
property and private equity, which tend to be longer
term and largely illiquid, and murabaha investments at
the shorter term, liquid end.
Constraints from a Shari’a perspective in terms of
asset allocation strategy together with limitations
on the use of hedging or leverage techniques to
enhance yield, present Islamic wealth managers with
challenges over and above those experienced by their
conventional counterparts. This, it should be said, is
more prevalent in the fixed income area rather than
in equities in the Islamic space. However, there have
been promising developments in this regard both at
the client and institutional level.

Funds
In the global wealth management arena, the
major component of many portfolios tends to
be investments in a variety of funds to reflect
diversification, liquidity, return criteria and risk
tolerance. Perhaps not surprisingly, in the Islamic
sector, where as was previously alluded to, offerings
have been in relatively illiquid real estate or private
equity type investments. Hence, Islamic wealth
managers found that investment in funds as an asset
class offer similar characteristics to those of a portfolio
in the conventional space, i.e., liquidity, diversification
and risk tolerance.
Whether targeted at the mass affluent, the HNWIs or
indeed a Family Office (which is increasingly becoming
the focus of wealth managers and institutions),
there are now a plethora of Shari’a-compliant funds,
which have grown in tandem with the Muslim wealth
market. Initially established to tap into the institutional
Islamic market and to provide much needed scale,
diversity and liquidity; this asset class has now
gravitated to the wealth management space as banks,
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both conventional and Islamic (using their asset
management arms), have begun to increasingly focus
their attention to this segment.
According to the Islamic Financial Services Board
(IFSB), Islamic assets under management (AUM) grew
at a CAGR of 9.4% for the period from 2008 to 2012.
In 2013, despite a challenging global macroeconomic
environment, the sector posted a 10.2% increase
over the previous year. Total AUM of Islamic funds
are estimated at US$73.7 billion distributed across
approximately 1,000 funds. Although this represents
less than 5% of global Islamic assets, it nonetheless
demonstrates the enormous growth potential of this
market.
Additionally, 2014 saw the lowest number of liquidated
funds since 2008. Total size of new funds launched

increased to US$2.27 billion from US$1.52 billion in
2013, representing a 49% rise. In the MENA region
alone, 23% of sukuk issued have been “converted”
to sukuk funds, which are then sold or traded within
the market. By domicile, almost 70% of Islamic funds
are held in Saudi Arabia and Malaysia. Approximately
40% of funds outstanding are domiciled in these
two jurisdictions due in part to an accommodative
regulatory environment and a propensity to issue in
local currency complimented by a large investor base,
particularly in Saudi Arabia. Additionally, the admission
of foreigners to trade on the Saudi Stock Exchange is
viewed as a game changer. It is the hope of the Saudi
authorities that within the next two years, they will
join Qatar and the UAE as part of the MSCI index. The
Saudi Stock Exchange (the largest and most liquid in
the region) considers most of its stocks and funds to

By domicile, almost 70% of Islamic funds are held in Saudi Arabia and
Malaysia. Approximately 40% of funds outstanding are domiciled in these two
jurisdictions due in part to an accommodative regulatory environment and a
propensity to issue in local currency complimented by a large investor base.

70%

Islamic funds are held
in Saudi Arabia and
Malaysia.
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be Shari’a-compliant, something which Malaysia also
boasts about.
With respect to Islamic asset allocation; equity
funds, money market and sukuk funds account for
approximately 65% of total allocations with an almost
equal spilt between them. It is often difficult to
differentiate strictly between sukuk funds and Islamic
money market funds as there is often a co-mingling

of these two asset classes. Whilst historically, Islamic
investments were directed towards Shari’a-compliant
equity funds, there is now a discernible change with
more than half of all current outstanding funds being
either in sukuk funds or, more broadly, Islamic money
market funds. In the current climate of low oil prices,
there is an ever-increasing risk-aversion culture among
investors.

This year, for the first time, money
market funds have overtaken equity funds.
Other significant asset classes include both
commodities and real estate. From a wealth
manager perspective, and since liquidity
challenges are more apparent in the fixed
income space; investments in a sukuk fund can
contribute to diversification of a portfolio.
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This year, for the first time, money market funds have
overtaken equity funds. Other significant asset classes
include both commodities and real estate. From
a wealth manager perspective, and since liquidity
challenges are more apparent in the fixed income
space; investments in a sukuk fund can contribute
to diversification of a portfolio. This is because such
funds are typically structured to satisfy investor
appetite for broadening geographical exposure,
liquidity, and accessing investment grade paper.
The investment parameters of each fund are clearly
defined in the fund prospectus and will typically target
a minimum investment of 70% to 80% of total fund
assets in sukuk paper. The remaining fund assets will
be invested in cash equivalent structures (such as
murabaha) in order to provide fund managers with the
liquidity profile sought by the underlying investors.

the UK became the first European country to issue
a sovereign sukuk, closely followed by Luxembourg.
Other new entrants to the market included Hong
Kong, Senegal and South Africa.

The fund prospectus will also define the maximum
and minimum percentage exposures permitted
for each underlying risk asset class, i.e., AAA/AA
rated paper etc., as well as the level of exposure to
different geographical regions and the nature of the
issuers. This is to ensure that investors understand
the levels of risk exposure that will be assumed in
advance of committing to investment. Sukuk funds
have benefitted with regard to investment flows as
they offer what many investors perceive to be a safer
investment. With the increase in demand for sukuk,
more sukuk specific funds are and will be launched,
given their geographical diversification across new
markets.

In Asia, reports suggest that Indonesia, Malaysia and
Hong Kong may soon be joined by the Philippines
and South Korea as potential issuers of sukuk. All
of these developments are taking place against a
background of tightening monetary policy across
global markets and an apparent softening of appetite
for emerging market investment in general. The ever
improving regulatory framework to support Islamic
finance coupled with increased issuance of sukuk
by sovereigns has now provided the meaningful
benchmarking that was previously lacking.

Although sukuk funds were able to recover following
the financial crisis in 2008, producing alpha returns
throughout 2009 and demonstrating resilience since
then; performance has been reflective of that offered
by the fixed income conventional markets. As more
countries and corporates issue sukuk, this will increase
availability and access to the HNW market in terms
of tenor mix, geographical spread and yield profile.
The sukuk market has become the fastest growing
segment of the wider Islamic finance market, having
witnessed an annual growth rate of more than 40%
between 2005 and 2012.
The last two years have seen strong, consistent sukuk
issuance statistics, with sovereign issues continuing to
dominate the landscape. Of particular note is the everincreasing number of non-Muslim countries entering
the sukuk market, some for the first time. In 2014,
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The variety of jurisdictions declaring an interest
in sukuk issuance will undoubtedly add to the
diversification of this form of financing away from
the GCC and Southeast Asia. However, the markets
like Malaysia will remain central to the development
of the sukuk market. Turkey has capitalized on the
changes made to its local regulations with each of
the participation banks having entering the market
with sukuk. Also looking to make their debut in the
sukuk market are no less than five additional African
countries; namely Tunisia, Morocco, Mauritania,
Nigeria and Kenya.

Furthermore, the rolling issuance by Malaysia’s
International Islamic Liquidity Management
Corporation (IILM) of high quality, short dated sukuk
have served to further expand the universe of options
for Islamic wealth managers. From an Islamic wealth
management perspective, sukuk funds, being an
offshoot of the continuing general issuance of sukuk,
are beginning to offer Islamic investors increasing
diversification in terms of geography, volume, tenor,
currency and value. This trend will continue and,
more importantly (given the diverse jurisdictions of
issuance), provide the much-needed liquidity that
may have eluded investors in the past. This provides
investors with a more balanced and diversified
portfolio of Islamic assets.

The markets like Malaysia will
remain central to the development of
the sukuk market.
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Islamic wealth managers have additional layers of “screening” to
consider on top of the normal risk and compliance parameters. Shari’a
compliance is paramount and because of this additional challenge, Islamic
wealth managers at times feel somewhat at a disadvantage in comparison to
their conventional counterparts.
136
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Equities
Shari’a-compliant equities do not typically
demonstrate the same supply and liquidity dynamics
or attributes of the sukuk or murabaha market. As
an asset class, equities provide sufficient depth that
allows for the prospect of liquidity and risk re-profiling
whether by geography, industry or region. Combined
with Shari’a screening and well developed indices
around the world, this asset class has been a principal
focus of the Shari’a-compliant investment space and
can quite easily compete with conventional equities
but with an ethical bias.
By virtue of the liquidity of stock markets around the
world relative to sukuk or direct investments, there
are numerous opportunities for further growth of
this market for Islamic wealth managers if this is an
asset class that suits the portfolio requirements of

the investor. Returns can be generated by accessing
pockets of growth within regions, sectors or themes.
The volatility inherent in listed equities can be
managed through asset allocation or diversification.
Although this asset class is easily accessed (with
minimum structuring) and easily liquidated if there is
an urgent cash requirement, most recent indications
showed that Islamic investors have a proclivity for
fixed income like Shari’a instruments rather than
equity based ones. Much has to do with the current
economic environment, where low oil prices appear
to have prompted investors to adopt a tentative
attitude and remain in cash or near cash instruments.
Undoubtedly, sukuk and murabaha funds have been
the biggest beneficiaries of this stance.

Challenges and Opportunities
For wealth managers, the liquidity conundrum will
continue to be a challenge. But as the asset pool
widens and becomes more diversified and global in
nature, so too will the options and tools available to
Islamic wealth managers through constant innovation
and Shari’a consultation. Currently, conventional
wealth managers have access to sufficient hedging
instruments and mechanisms to optimize a particular
portfolio. In contrast, Islamic wealth managers have
additional layers of “screening” to consider on top
of the normal risk and compliance parameters.
Shari’a compliance is paramount and because of this

additional challenge, Islamic wealth managers at times
feel somewhat at a disadvantage in comparison to
their conventional counterparts.
Despite this, IWM’s have successfully demonstrated
that although Islamic wealth management activities
and more particularly funds, suffer from a lack of scale,
depth and track record etc., the lower leverage of a
Shari’a-compliant portfolio translates into a portfolio
with lower risk and volatility. This has resonance with
both the Muslim wealth community as well as the
conventional wealth market.

Passporting
A constant theme in the Islamic wealth management
space has been the lack of uniformity in the
interpretation of Shari’a-compliant investments across
jurisdictions. This has been a major challenge for
wealth managers offering a suite of products that
may be Shari’a-compliant in one jurisdiction but not in
another. In this sense, the concept of passporting is a
welcome development to partly address this issue and
to try and drive economies of scale through a wider
investor base with a perceived access to liquidity.
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Though still a novel concept in Islamic markets,
passporting has taken root among ASEAN countries.
In theory, Shari’a-compliant funds from Malaysia could
be accessed in Thailand. Similarly, a fund created in
Brunei could be accessed in Singapore. Should the
fund passporting drive be extended beyond ASEAN,
it could have profound implications in markets such
as Hong Kong, where Shari’a-compliant investing has
not yet grown despite their recent issuance of two
successive and successful sukuk. Hong Kong’s position
as a gateway to mainland China will dramatically
change the dynamics of Shari’a-compliant investing
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in Asia. Passporting could have a similar impact,
should the GCC decide to promote this form of cross
selling. Hence passporting has considerable, positive

implications for Islamic wealth managers and could
provide access to the much needed additional liquidity
across the globe.

Distribution Channels
Another issue that remains a concern for wealth
managers is that of distribution channels. Currently,
wealth management products are distributed through
the wealth management arms of banks, private
specialist banks and financial advisory firms. Few,
if any, are distributed through dedicated Islamic
wealth management boutiques. Operations of these
boutiques are typically loosely partnered with private

banking firms in the more mature markets of Europe,
or focused around niche segments such as private
equity or real estate. Part of the explanation for
this is that Islamic wealth management has been a
relative newcomer and it is hoped that over time,
Shari’a-compliant boutiques will emerge offering a
full spectrum of services serving the Muslim wealth
requirements worldwide.

Conclusion
A well-diversified portfolio of Shari’a-compliant funds
offers the best solution for Islamic wealth managers
in terms of liquidity and risk return dynamics, these
being two of the key criteria focused upon by Islamic
wealth managers when attempting to construct a
balanced portfolio. Accordingly, because of the preeminence of sukuk funds in terms of volume and
accessibility across various jurisdictions, these funds
are currently considered to be the most versatile
asset class. Islamic wealth management is a relative
new entrant in the Islamic space but as the mass
affluent sector matures, Shari’a-compliant solutions
will also evolve in tandem with this growth. Shari’a
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standardization across jurisdictions, training and
retention of Islamic wealth managers, sufficient
distribution channels and product innovation; all form
part of the ecosystem that will enable the structuring
of a well-managed Shari’a-compliant portfolio and
facilitate the broadening of liquidity management
solutions for this ever evolving market.
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Though still a novel concept in
Islamic markets, passporting has taken root
among ASEAN countries. In theory, Shari’acompliant funds from Malaysia could be
accessed in Thailand.
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Wealth management departments became a common
sight in most commercial conventional and Islamic
banks by the late 1990s. Banks offered special
products to HNWIs, and each financial institution
developed its own definition of a HNWI. In an
environment of low interest rates, such HNWIs were
looking for higher yields but preferred to channel
their money though their trusted banker. UHNWIs
were targeted by private bankers. Private banks spun
off from being mere departments of large banks to
subsidiaries in their own right, governed by a unique
set of regulations. Wealth management departments,
however, remained within the ambit of a commercial
bank’s regulatory environment. A customer with
a US$100 balance would qualify as a normal retail
customer, a customer with US$10,000 in an account
would be a priority customer, and banks would refer
such customers to their asset management groups
or other companies within the same corporate
group. Customers with balances of say US$100,000
and above may be offered wealth products and be
assigned to a special relationship manager. Customers
with US$1,000,000 would be typically assigned a
private banker. These customers would be offered
additional products, such as currency investments,
opportunities to invest in stock markets, opportunities
to invest in fixed income instruments, alternative asset
classes and even real estate.

However, typically a banking licence limits the
investment opportunities granted to a bank for their
depositors. A vanilla bank simply mobilises deposits
on the liability side of its balance sheet and uses
these funds (after setting aside statutory reserves)
to fund assets that by and large are receivables
created by selling assets on credit, leasing assets, or a
combination of both.
The balance sheet above reflects the positions of a
vanilla Islamic bank. What is important to understand
that equity is offered by shareholders as a buffer for
unexpected losses, whereas impairment charges
are deducted from profits to cover expected losses
associated with the business of credit. A detailed
discussion on these topics can be found in Contracts
and Deals in Islamic Banking by Kureshi and Hayat.
Deposits mobilised under the contracts of wad’ia,
wakala, qard and even mudaraba are guaranteed by
Islamic banks, and protected under deposit takaful
schemes. Due to this stipulation of guaranteeing
deposits, regulators control how Islamic banks can
utilise the money of depositors. Financing is extended
to “credit worthy” clients and collateral is secured to
protect the money fund providers from credit events.

Figure 1: Balance Sheet of a Vanilla Islamic Bank
Liabilities

Assets

RATE

UNDERLYING
CONTRACT

DEPOSITS

Financing Assets

UNDERLYING
CONTRACT

RATE

3%

Wadiah

Current Accounts 60,000

Credit Card Financing 10,000

Qard UJR IBRAH

22%

3%

Qard

Savings Accounts 20,000

Auto Financing 20,000

Ijara

7.00%

3%

Wakalah

Savings Accounts 10,000

Home Financing 30,000

5.00%

4%

Commodity
Murabaha

Demishing
Musharikah

Fixed Deposits 10,000

Murabahah
Working Capital

6.00%

guranteed by deposit insurance

Business Financing 35,000
Secured by collateral

Statutory Services 3,000
Equity 10,000
Expense
3,170

Total Liabilities + EQUITY
11,000

Cash 2,000
Short Term Sukuk 10,000
5.00%
Total Assets 110,000
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Shareholders equity is not used to finance assets, but
is used to purchase short term, A rated, liquid assets
that can be quickly converted to cash to cover losses
and liquidity crunches.
The Islamic bank earns a spread from the profit it
earns on selling assets on credit or leasing them, in
our example this is US$7,200 – US$3,170 = US$4,030.
The Islamic bank will deduct further expenses
of salaries, facilities, fixed assets and taxes, and
the residual is then distributed to shareholders
as dividends or ploughed back into the business.
Assuming that the Islamic bank is left with US$1,500
after meeting all other expenses and taxes, this
reflects a return on equity of 15%.

However, depositors, the main fund providers, only
earn a maximum of 4% on their funds. Customers
seeking higher returns may then approach our Islamic
bank for higher returns. In the vanilla bank described
above fund providers, have no control over the kind
of clients their money is used to finance. In fact under
Customer Privacy Laws, funds providers cannot by
law know the other fund providers or the recipients of
financing. Depositors also have no control over Islamic
banks credit policies, credit screening methodology
or monitoring systems. Typically retail customers are
handled by the consumer banking department of an
Islamic bank, whereas institutional customers are
managed by the corporate banking division.

Structured Products, Customers, Product Developers and
Regulators
Structured products are Over The Counter (OTC)
products, they are often customized to meet the
specific risk-return profile of individual customers.
Customers have some control over how their funds
are channelled, and what kind of assets their money
can fund. For instance if a customer with US$10 in the
bank instructs the bank to finance the government of
Greece by buying Greek sukuk, assuming regulatory
relaxation, an Islamic bank can do exactly just that.
This product and its price would be structured
individually for such customer. It would be developed
under a wakala contract where an Islamic bank acts
like an agent (like an asset manager) and invests the
moneys of the customer at his or her request in an
asset class of his or her choice. What is important to
understand is that the funds may not be guaranteed
by the Islamic bank in this case and also may not come
under any country’s deposit takaful scheme.
Structure products allow, fund providers a one
window shop to invest in such financing arrangements
that may not be the typical business of the bank,
in equities, in fixed income sukuk, in currencies, in
futures, in commodity futures, indexes, options, and
even real estate. Each asset class offers its own risk
profile and customers are allowed to pick an asset
class or a combination of asset classes. The higher the
risk associated with an asset, the higher the return.
Thus, the customer base of structured products is
typically rather more sophisticated and cognizant of
financial analyses than the normal retail or commercial
banking customer. In fact most Islamic banks must
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inform the central banks of their jurisdictions of
the profiles of the customers who have purchased
structured products to ensure that complicated
products are not being offered to unassuming
depositors.
As structured products typically involve capital
markets instruments, structured products come
under the ambit of not only a central bank but also
of the capital markets regulator or the securities
commission of a country. Structured products thus
must be approved not only by a central bank but
also the SC, not only for their structures but also for
their target customer markets. In the case of Shari’acompliant structured products, the Shari’a committee
of the Islamic bank, the central bank and the securities
commission must endorse the underlying products.
Finally, given the complexity of structured products,
they are typically developed not by the retail banking
product teams, but by the investment banking
product teams. Branches of Islamic banks then serve
as distribution channels for these products. These
products are typically owned by various product
managers, and at times it is difficult to identify what
department is responsible for the performance of the
product as a whole. This is a corporate governance
issue here and not the subject of this chapter.
Now that we have some understanding of the
background we can investigate certain structured
products.
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Vanilla Equity Product
A vanilla product would simply invest in pools of
equities based upon their risk-return profiles. Different
stocks behave differently in different economic
environments. The risk associated in investing in
a stock is a measure of the volatility of the stocks
returns and its deviation from its mean. These
analyses range from rather simple statistical analysis
of a stocks past performance to complex models
that predict future levels. Such simple calculations
as mean, standard deviation, variance, co-variance,
correlation coefficient, beta, along with the Capital
Asset Pricing Models are used to determine riskreturn models. Equities are pooled according to their
risk-return profiles. Stable stocks often do not vary
far from the mean either above or below the average
price of a stock (in industry language – 52 week
average). Such stocks although offer limited capital
gains opportunities and most returns come from
dividend payouts. Investors are merely required to
predict the frequency and volume of dividends over
a holding period and discount them back to come up
with a fair value of their asset choice.
Volatile stocks offer higher returns possibilities as
well as a potential for greater losses. The down side is

hedged with such trading techniques as short selling
a portion of the portfolio, put options or stop loss
orders, but these instruments add to the cost of the
transactions.
Investment banks may simply purchase stocks for a
client, a pool of stocks according to risk profiles, or
invest in actual indices such as the KSE Shari’a 100 or
Dow Jones Shari’a Nikkei 200. The actual purchases of
the stocks are made through an asset management
firm and a broker. Investment banks may develop
varieties products with different upside benefits
coupled with downside losses.
For instance a product may offer capital guarantees
but a maximum return of 5% over a holding period,
or 95% capital guarantees with an upside of 7% and
a maximum loss of 5%. Other combinations may not
offer capital guarantees at all and upsides of 20% to
30%.
Investment banks then act as an agent of their client,
and earn an agency or wakala fee executing the
transactions, much like an asset management firm.

Equity Linked Product
Alternatively, an Islamic bank may offer returns
that use a particular index as a benchmark only.
In this event an Islamic bank mobilises deposits
from customers, and offers returns linked to the
performance of a Shari’a-compliant index, like the
KLCI Shari’a Index for instance. The Islamic bank may
invest the funds mobilised in the normal financing
activities of the bank, or may even invest the funds in
more risky assets such as binary options, or foreign
currency options, and hope to generate more returns
from these activities than the benchmark index. The
difference between the Islamic banks returns from
their trading activities and the benchmark, are the
profits for the bank. These products are typically not
capital guaranteed, and require the customer to place
funds with the bank for at least one financial quarter if
not a full year.

asset classes which has been a rather controversial
issue in the industry.
Figure 2 illustrates the returns experienced by an
equity or a pool of equities over a period of 4 quarters.
In the first quarter the index increases by 8 points,
in the second by one additional point to reach 1009.
In quarter 3, the index reaches 1034, with a dramatic
increase and in quarter 4, the index hits 1048. A
structured product can offer a variety of returns to the
customer based upon the behaviour of the underlying
index or asset class. For instance a quarterly payout
may be linked to a quarterly performance. Say if
the equity price or index appreciates by 5 points in
a quarter, the product will offer a return of 5% per
annum, and if the index appreciates by only one point
the product will offer no returns.

Certain structured products offered by Islamic banks
even link returns to non-Shari’a-compliant indices and
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Figure 2: Returns Linked to Equities
Index Levels
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Figure 3: Equity Linked Variations
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Other combinations may look at the performance
of the index or equity class for the full period of 4
quarters and offer a payout of say 7% if the index rises
by 20 points from the base period.
A 5 year callable structure offered by certain Islamic
banks offer a payout only after 5 years and that too
if the index hits a certain level at least an x number
of times during the life of the product. For every year
that an index fails to hit a certain level, the product
discounts returns by 3%. So lets say a product offers
15% over a 5 year period, with payouts at the end of
the five year period and holds a benchmark level of
say 1030, payouts may be as follows. The product may
be so structured that for every year the index crosses
1030, the product offers 15% returns, but for every
year the index falls below 1015, the product offers on
2% returns. If in any given year the index hits both
levels, the product will offer 7% returns. For levels
between 1015 and 1030, the product will offer 10%
returns if none of the barriers are reached. Figure
3 illustrates how a certain equity behaves, with the
upper bar being crossed in Year 2 and Year 4, but the
lower barrier also crosses in Year 1, Year 2 and year 4.
Thus returns, for Year 1 would be 2%, for Year 2 they
would be 7%, for Year 15% and for Year 4 again 7%.
What is obvious in these products is that Islamic
banks do not necessarily invest in the asset classes
whose returns they mirror or benchmark, as this
would just earn them an agency fee. They would have
to invest moneys in a host of other assets that may
outperform their benchmark or alternatively may
even under-perform their benchmark. A complex
combination of options are used to hedge risks, and
this brings us into another controversial world of
options. Under the Shari’a, options are developed
cot under the law of contracts but under the ambit
of promissory undertakings or wa’ad. In a option, a
purchase or sale of an asset is contingent upon an
event, typically changes in the prices of the asset
upon which one party issues a counterparty an
option to buy or sell. A counterparty promises to
purchase the underlying asset, but is not obliged to
do at a future time, for a specified price. The seller
of an option is however required to make good, in
the event the buyer exercises his or her rights. As
there is no transfer of ownership of an asset when
the agreement is entered upon, the agreement is not
recognized by contract law as interpreted by Shari’a
scholars. For a detailed exposition on options the
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reader is asked to refer to Financial Engineering in
Islamic Finance, the Way Forward, A Case for Islamic
Derivatives by Hayat, Kureshi and Mukhsia. Further, a
promise to buy/sell, in the conventional universe, or
an option, carries its own consideration, i.e., price and
enforcement. It is a promise and can only be enforced
where legally a promise is considered legally binding.
In the world of common law, a promissory estoppel
is referred to in the following words. “In a contractual
setting, the parties can say or do things that induce
the other to act to their detriment. Undertakings that
induce reliance may be enforceable via the doctrine
of promissory estoppel (also known as equitable
estoppel), even absent consideration of formality.
Promissory estoppel is one application of the broader
equitable principle of estoppel which is a “principle of
justice and equity’.
A structured product involving the sale of an option
or purchase of an option requires the permissibility
of an option agreement, the pricing of an option
agreement, a liquid market to trade the contract and a
Shari’a-compliant counterparty. We shall go into some
more details here when discussing Dual Currency
Investment Account–i.

Sukuk and Alternative Asset Class Linked
Structured Products
Similar products can be developed by merely
changing the benchmark asset class. It can be the
performance of sukuk, 3 month mudaraba rates on
interbank placements, returns on Shari’a-compliant
commodities like gold, oil, aluminium etc. Returns
can be benchmarked to real estate prices, Shari’acompliant indices, prices of currencies or any other
Shari’a-compliant asset. Payouts would be linked to
the behaviour of the prices of these asset classes.

Dual Currency Investment-i
This product is on the shelf of several Islamic banks
in Kuala Lumpur. The product is marketed as a dual
currency option plan, but regrettably the risks are not
clearly made clear to clients. The product is rather
simple in itself, but before we explain the product we
want to develop some background. Any commercial
banks that deals in foreign currency, buys and sells
currencies for their clients and for their own book.
Let us assume a Malaysian customer wishes to buy
US$10,000 and the exchange rates between both
currencies is US$1 = MYR3. This rate is communicated
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on Reuters ticker board, and now even on google and
yahoo finance websites. However, when the customer
approaches the bank for the purchase, the bank will
always quote a price like US$1=MYR 3.05. The bank will
take MYR30,500 from the customer, but will actually
only pay MYR30,000 to the seller of the dollar, making
a tidy exchange income of MYR500. The DC-I products
claims to allow customers to choose their own price,
say US$1=MYR3.02. A currency pair is chosen by a
customer, it can be US$/Yen, Yuan/US$, MYR/SingUS$
or any other such pair, and an exchange price or
exercise price is selected by the client. Assuming the
Islamic bank we are referring to is XYZ Islamic which is
a subsidiary of XYZ conventional.

If at the end of 90 days, the exchange rate between
the US$ and the MYR is US$1 = MYR3.04265, and the
bank exercises the call option to buy ringitts from the
client for US$1=MYR3.02, then the bank can opt to sell
US$ and buy the MYR30,426.50 payout owed to the
customer. To buy MYR30,426.50 at a rate of US$1=MYR
3.02 (the exercise price) the bank will cough up
US$10,075. If the bank sells this sum back for dollars
at market rates where US$1 = MYR3.04264, these
MYR30,426.50 will only get the bank US$910,000. The
bank would make a loss on this transaction of US$75
and thus choose not to exercise the option and the
customer walks away with MYR30,426.50 in 90 days or
a profit of MYR226.50.

Now, the client will appoint XYZ Islamic as its agent to
conduct certain transactions. XYZ Islamic will write a
call option on the currency pair, allowing the buyer
of the option to choose whether to convert the base
currency (US$) into MYR or not. The client deposits,
MYR30,200 with XYZ Islamic. The bank contracts
to offer a 3% return on the deposit in 90 days or
US$10,000 in cash to the client, depending on the
movements in US$/MYR exchange rates. Thus, either
the customer will get back MYR30,200 + MYR226.50
= MYR 30,426.50 or the customer will get US$10,000.
Just as a note the two amounts are equal at an
exchange rate of US$1 = MYR 3.04265, an appreciation
in the value of the US$ by .75% in 90 days. Let us not
forget, the strike price is thus, US$1 = MYR 3.02.

However, if the exchange rate takes a reverse stride
and is US$1=MYR3.01, then let us see what happens.
If the bank exercises the call option at the exercise
price of US$1=MYR3.02, and buys MYR30,426.40, the
bank will have to pay, US$10,075 as before. The bank
then uses these ringitts to buy dollars, at market rates
of US$1=MYR3.01, and with MYR30,426.50 is able to
buy US$10,108.47 from the open markets making a
profit of US$10,108.47 - US$10,075 = US$33.47. The
customer on the other hand will have US$10,075 in
their account which will have a market price of only
MYR30,325.75. In this regard, the customer only made
a profit over principal of MYR125.75, a full loss of MYR
100.75 from the previous scenario.

XYZ Islamic sells the call option to a counterparty,
which can be the conventional parent bank, or could
be a Shari’a-compliant asset management company or
counterparty. The price of the option is added to the
customer’s deposit of MYR30,200. Let us assume this
is MYR100. Now the customers balance has become
MYR 30,300, and the bank needs to cough up an
additional (30,426.50 – 30,300) MYR126.50 to pay to
the customer. However, the sale of the option exposes
the client to performance risk.

If the exchange rate fall to US$1=MYR 2.95, the bank
will end up with US$10,314.067, and the customer
with, MYR 29,721.25. In this latter scenario, the
customer stands to even lose some of the principal
invested in the product.
Ultimately, it is the bank that decides in what currency
the customer gets paid and not vice versa. This is not
fully explained to customers unfortunately.

Dual Currency Commodity Murabaha
Many commentators feel that given Islamic finance is
developed on a framework of sale transactions, this
restricts the opportunities for product development.
On the contrary in a right tax and legislative
environment, we feel this actually opens up the door
for product development.
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Tawarruq and commodity murabaha are two
structures most readers would be familiar with. The
structure involves a sequence of sale transactions,
that result in cash flows that can resemble a fixed
deposit or a fixed term loan.
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The structure involves 3 or more parties and allows
a customer to make a purchase of commodity in one
currency, say US$, and then sell the same commodity
to the bank on credit for a price in Euros. This price €1
= S1 + LIBOR. The bank would then sell the commodity
for US$1.

The structure allows a customer to deposit in US$,
and be paid back in €. The Islamic bank would have
to hedge their positions in US$ to € to ensure the
payment to the depositor in Euros would not be at a
loss.

Customer
Fund
Provider
Commodity Broker B

STEP 1

STEP 3

Customer makes
Bank Agent to Buy
Commodity

STEP 4

Sale 2

Sale 3

Customer sells
commodity to Bank for
Credit Price €1 + LIBOR
payable in 90 days

Bank sells
commodity to Broker
B for Spot price US$1

ISLAMIC BANK

Commodity Broker A
STEP 2

Sale 1
Bank buys commodity
on behalf of Customer
from Broker A for
Spot price US$1.
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Chapter 15

EMPLOYEE BENEFITS
PLANS in the GCC
Sohail Jaffer
FWU Global Takaful Solutions
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Retirement is a journey, rather than a destination,
and in most economies, it is one that will become
progressively longer as life-expectancy levels rise.
It is axiomatic that comfort and security should be
priorities for all individuals undertaking this journey.
For too many retirees, however, the journey is one that
continues to be characterised by financial insecurity
arising from insufficient savings to cover rising healthcare costs and other day-to-day expenses. According
to the New York Times, in the United States, “almost
half of middle-class workers, 49%, will be poor or near
poor in retirement1.”

There are several drivers of increased financial
anxiety among retirees, which are as applicable to
the prosperous economies of the GCC as they are to
Europe and the US. The first is that in an era of low
inflation and interest rates, it is becoming increasingly
challenging for retirees to generate a reasonable
income from their investments. This is especially
true for relatively low-risk savings vehicles such as
bank deposits, money market funds and government
bonds, where quantitative easing (QE) has in some
cases pushed yields into negative territory.

Inadequate Long-term Financial Planning
Another cause of heightened financial insecurity
in retirement arises from poor long-term planning
during professionals’ working lives, often twinned with
unrealistic assumptions about the value of individuals’
savings. According to a Towers Watson survey
published in 20132 , savings rates among employees
in the Middle East and North Africa (MENA) are
alarmingly low, with a quarter of survey respondents
indicating that they save nothing at all, and more than
half (55%) putting aside less than 10% of their income.

Towers Watson notes that these findings may be a
reflection of the inclusion of Egypt and the Levant in
the survey. “However, when we look at only the GCC
countries we still see this pattern,” says the Towers
Watson analysis. “Over a fifth do not save anything,
and almost half save less than 10% of their earnings.
This contradicts the impression that residents of the
GCC save a significant proportion of their income and
is surprising given the prolonged global economic
uncertainty.”

Figure 1: Percentage of Income Saved
7%
5%

0% (no savings)
28%

1% - 9%
10% - 19%

5%

20% - 29%
30% - 39%
40% - 49%
50% or more
9%

19%

27%

Source: Savings & Retirement Attitudes Survey, Towers Watson, 2013
1. New York Times, July 21 2012.
2. Savings & Retirement Attitudes Survey, Towers Watson, 2013.
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Figure 2: Total Value of Savings

5%
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Less than $5,000
45%

$5,000 - $10,000
$10,000 - $20,000

6%

$20,000 - $30,000
$300,000 - $50,000

9%

$50,000 - $100,000
$100,000 - $200,000
$200,000 or more
6%

10%

13%

Source: Savings & Retirement Attitudes Survey, Towers Watson, 2013

Savings rates are higher among expatriates in the GCC,
according to the Towers Watson data. But its survey
still found that almost one in five (20%) expatriates
save nothing at all.
Among those in the GCC who do put aside a part of
their income for retirement, the amounts saved are
modest. According to the Towers Watson survey, 45%
of respondents have savings of less than US$5,000,
while 13% have between US$5,000 and US$10,000,
and 10% have nest-eggs of between US$10,000 and
US$20,000.
These private savings are inadequate to cover
employees’ expectations of their retirement income.
In its most recent UAE retirement survey 3 , HSBC found
that on average, pre-retirees expect their retirement
savings and investments (excluding pensions) to last
for 12 years. “With pre-retirees expecting to fully retire
at age 60 and a typical life expectancy in the UAE
of 76 years, there is a four year ‘gap’ where they will
be solely reliant on any state, employer or personal
pension provisions they may have,” says the HSBC
analysis.

Limited Incentives for Long-term Savers
A further, related driver of financial worries among
the retired is inadequate provision of a retirement
income by governments. Or it is a function of a
legal and regulatory framework that fails to provide
sufficient incentives for companies to provide for
their employees, or for individuals to save for their
retirement.
For expatriate workers in the GCC, which make up
the bulk of the local labour force, retirement coverage
from employers has traditionally been restricted to
one-off payments when employees leave. Under the
current UAE labour law, for example, which dates
back three decades, employees are entitled to an
end of service benefit (ESB) if they have completed
one or more years of continuous service. The size of
this benefit or gratuity varies, based on the length
of service, and is linked to an employee’s basic
salary but excludes non-salary items such as travel
allowances and bonuses. On average, ESBs in the GCC
equate to one month’s base salary for every year of
employment.

3. The Future of Retirement: A Balancing Act. UAE Report, HSBC 2015
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A number of recent studies have suggested that
these end of service benefits in the UAE as well as
the broader GCC are inefficient and inadequate on a
number of levels. Foremost among their inefficiencies
is that they have historically been unfunded, which
has left them vulnerable to cash flow shortages.
Increasingly, companies are making more formal
funding arrangements to cover ESB payments,
although according to a recent Towers Watson survey,
the vast majority of ESB programmes are unfunded4 .

Why End of Service Benefits are a Poor
Relation to Pension Plans?
Even fully-funded end of service schemes, or those
provided by employers with strong and dependable
cash flows, can look unappealing to employees
compared with secure long-term pension plans. Today,
many companies in the GCC are responding to this by
offering enhanced ESB schemes to employees as a
means of attracting, retaining and rewarding the best
talent. Nevertheless, according to a study published
in February 2015 by Zurich International Life, the
vast majority of employees in the UAE continue to

regard the end of service benefit as an inadequate
mechanism for saving for retirement.
Over 80% of the 1,000 UAE-based employees
polled by Zurich International indicated that the
final payment is not sufficient to cover the costs of
retirement. The result is that many employees plan
to use their ESB for other purposes, with 24% of the
respondents to the Zurich survey saying they would
reinvest the money as a deposit to buy a property.
Others said they planned to use it to pay off debt
(22%), settle school fees or other large bills (8%)
or to splash out on a holiday or large luxury item
(7%) 5 . Zurich says that it is a cause for concern that
the majority of UAE employees appear to have no
long-term retirement plans in place. It adds that the
country’s population, and in particular its expatriate
workforce, may be heading towards a “retirement
funding time bomb” as a result.
Zurich’s conclusion is that there needs to be a
significant shift in attitudes to promote a long-term
savings culture in the UAE, and that employers can
help to foster this cultural shift by encouraging
employees to save for their retirement.

Demographic Pressures
This will be especially relevant for the economies of
the GCC as demographic pressures start to build.
Much of the economic success of the region in recent
years has been built on the dynamic growth of the
working age population in the 15-64 age bracket,
which grew by 25% in the UAE and by more than
35% in Qatar between 2000 and 2015, according to
Moody’s 6 . Today, all Gulf countries have a very low
share of people classified as elderly (aged 65 or above)
of just 0.5% of the population. This is projected to rise
across the region over the next 15 years, reaching 7%
in Saudi Arabia, for example, by 2030. While this is
still very low compared with greying economies such
as Japan, it will create added budgetary pressures
and increase the need for individuals to make better
provisions for their retirement.

Encouraging individuals to make larger and more
realistic provision for their retirement will also become
increasingly necessary as an ageing population
makes more exacting demands on health services
throughout the region. In a report published in 20077,
McKinsey & Co forecast that the six members of the
GCC would face “an unparalleled and unprecedented
rise in demand for health care over the course of the
next two decades.” McKinsey added that total health
care spending in the region would rise from US$12
billion in 2009 to US$60 billion in 2025. “No other
region in the world faces such rapid growth in demand
with the simultaneous need to realign its health-care
systems to be able to treat the disorders of affluence,”
the report cautioned.

4. Towers Watson Global Health & Group Benefits launch event, May 11 2015.
5. Arabian Business.com, February 23 2015.
6. Gulf News, August 7 2014.
7. Gulf Cooperation Council Health Care: Challenges and Opportunities, McKinsey & Co, www.weforum.org
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A number of countries in the MENA region have
responded proactively to these anticipated pressures
by introducing mandatory health care insurance
initiatives. Abu Dhabi launched its new scheme in
2006, Qatar and Saudi Arabia amended their health
insurance regimes in 2013, and Dubai’s mandatory
health insurance law, which will cover all employees
by 2016, came into effect in January 2014. As with the
incentive of enhanced ESBs, companies throughout

the region are increasingly recognising that there
is a range of identifiable benefits to be derived
from offering their employees more secure health
insurance. According to a recent Towers Watson
survey8 , most firms in the region believe there is
a “strong relationship between the provision of
healthcare benefits and engagement, productivity and
absenteeism.”

Figure 3: How the UAE Employees Plan to Use Their ESB?
Put towards funding retirement
17%

22%

Deposit to buy property
Pay oﬀ debt
Pay school fees/other large bills

7%

Holiday or large luxury item
Other

8%

22%

24%
Source: Arabian Business.com, February 23 2015 (UAE survey by Zurich International)

The Role of Pensions in National Development
Building a more attractive and sustainable savings
environment has the potential to play a key role in
national development in the GCC. On balance, the
region has been very successful in recent years in
creating a social and physical infrastructure as well as
a legal and regulatory regime that is highly appealing
to expatriate professionals. This is essential, given the
Gulf’s reliance on expatriate labour, which, according
to the latest HSBC expatriate report 9 , generally
regards a move to the Middle East as a “short-term
venture, not an opportunity to settle down.” This
makes employers in the region more vulnerable to
volatility and scarcity of the highest quality human
resources than competing regions in Asia, Europe and
North America.

A number of indicators attest to the appeal of the Gulf
in general, and the UAE in particular, for expatriate
workers and their families. In the 2014-2015 World
Economic Forum’s competitiveness index, the UAE
leapfrogged countries such as Denmark, Canada and
New Zealand to rank 12th, up from 19th the previous
year. In the infrastructure ranking, meanwhile, the
UAE is now third worldwide, with only Hong Kong
and Singapore adjudged to have a more efficient
infrastructure.
The UAE is now also placed 2nd for quality of air
transport infrastructure, 9th for quality of education
(ahead of Germany, Australia and the UK) and 3rd for
the effects of taxation on incentives to work. For the

8. Towers Watson Middle East Healthcare Survey 2014/15.
9. HSBC Expat Explorer Report, 2014.

152

Islamic Wealth Management Report 2016

Employee Benefit Plans in GCC

Figure 4: UAE’s Competitiveness
Quality of air transport
infrastructure
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Source: World Economic Forum Global Competitiveness Report 2014/2015

time being, this gives the UAE a significant competitive
advantage in recruiting the world’s best professionals:
it ranks 3rd for the capacity to attract talent, and 6th
for retaining talent.
The GCC’s capacity to attract and retain the best
people is principally a reflection of the salaries paid
in the region, which are in turn a reflection of the
commodity-rich economic profile of the Gulf. GCC
employers are also recognised for the generosity of
the allowances and benefits they provide for their
employees. The most recent GCC Allowances and
Benefits survey undertaken by Aon Hewitt, based on
an analysis of 90 companies throughout the region,

Islamic Wealth Management Report 2016

found that children’s education allowances have
increased “dramatically” in the Gulf, and are now as
high as US$15,000 per child in Qatar and Kuwait. Qatar
also leads the way in housing allowances, which have
remained stable over the review period. According to
the Aon Hewitt data, housing allowances range from
US$25,000 to US$63,000 in Qatar, and are between
US$23,000 and US$59,000 in UAE. On average,
housing allowances equate to around 25% of basic pay
in the GCC.
Beyond education and housing allowances, GCC
employers also provide generous transportation and
home leave benefits for their employees as well as
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their spouses and children, which are also regarded as
essential for expatriate staff.
As Aon Hewitt comments in its report, it has yet to be
seen if the recent decline in oil prices will lead to a fall
either in salaries or additional allowances offered to

employees in the GCC. For the time being, however,
it is self-evident that the very generous remuneration
and allowances packages offered by employers in
the GCC have made an important contribution to the
region’s economic success. More specifically, they have
helped to underpin the rapid expansion of the region’s
financial services industry.

The Importance of Pension Plans for Expatriates in the GCC
Many analysts believe, however, that if this success is
to be sustained, countries such as the UAE will need to
provide more durable, long-term pension provision for
expatriates. In a report published in 200910 , which is
still applicable today, Booz & Co identified the absence
of this provision as a potential stumbling block for the
future expansion of the financial services industry in
Dubai. Its analysis described pension systems in the
GCC as “remarkably generous”, but cautioned that
they were also “inherently unstable”. More specifically,
the Booz report warned that “by not including foreign
workers in their pension systems, the GCC countries….
miss a significant opportunity to strengthen their
financial markets.”
Making formal pension schemes available to
expatriates strengthens financial markets in several
ways. As well as helping to attract and retain the
best professionals, it is a sound way of ensuring
that surplus liquidity is recycled in domestic capital
markets, rather than remitted to the employee’s
home country. This is especially relevant in economies
such as those in the GCC that are overwhelmingly
dependent on expatriates. In the UAE, for example,

almost 90% of the eight million population are
overseas workers11. It has been estimated that
constraints of the local financial system leads the
majority of these foreign workers to send up to half of
their salaries home12 . Unless these shortcomings are
addressed, the volumes of remittances will increase,
according to data published by the Dubai Statistics
Centre. This forecasts that over the next few years, the
number of UAE nationals is forecast to decline further,
falling to just 5% of the population by 202013 .
As long as the GCC could expect to depend on income
from commodities, exploring ways of discouraging
liquidity from being remitted overseas was not a
priority. It is increasingly recognised throughout
the region, however, that diminishing long-term
oil reserves will mean that economies will need to
diversify away from commodities, which will call for
the more efficient recycling of local liquidity. This
is why Saudi Arabia, for one, has recently chosen
to liberalise its capital market by allowing foreign
institutions to invest in its stock market. As Barings
commented in response to the news of the opening
of the market14 , “the financial sector continues to

As the financial sector continues to grow in Saudi Arabia, it
is expected to increase use of pensions and mutual fund products as
individuals save for retirement. A fully functioning equity market would
clearly be beneficial for capital allocations and management of liabilities as
well as estate planning.
10. Booz & Co: The Case for GCC Pension Reform: From Sinking to Sustainable, 2009.
11. Daily Telegraph, February 8 2013.
12. The National, January 8 2014.
13. Gulf News, April 13 2015.
14. Barings press release, July 23 2014.
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grow in Saudi Arabia, [and] we will see increased use
of pensions and mutual fund products as individuals
save for retirement. A fully functioning equity market

would clearly be beneficial for capital allocations and
management of liabilities as well as estate planning.”

Innovations in the Market for Retirement Schemes in the UAE
To assist corporates with enhancing their employee
retention, FWU partnered together with a leading
licensed life takaful operator in the UAE and developed
a “Defined Contribution” retirement savings plan;
where both employers and employees can contribute.
Innovative features include built-in life protection,
Shari’a-compliant multi-manager investment strategies
and a digital application allowing easy enrolment and
account maintenance.
Another recent landmark for the development of
retirement schemes for expatriates is the innovative
Wealth Builder Plan by the National Bank of Abu Dhabi
(NBAD) and RBC Corporate Employee and Executive
Services (RBC cees). Launched in February 2013,
this is the first pension and savings arrangement for
expatriates to be operated by a UAE bank. According
to RBC cees15 , “the plan has been specifically designed
for domestic and multinational companies which
employ expatriates and are seeking to increase their

return on human resources investment by attracting,
rewarding and retaining skilled employees.”
“Typically,” cees adds, “UAE companies have found it
hard to compete with developed markets to retain
talent. In terms of remuneration and benefit packages,
UAE companies generally have offered higher cash
salaries rather than combining cash with share options
or other long-term incentives. The Wealth Builder
Plan looks to redress the balance and support a
competitive total reward strategy.”
Employees, meanwhile, are offered the opportunity
to save a significant part of their salary into a safe
and secure product, and can withdraw 100% of
their savings when they leave, because there are
no minimum participation timescales. Additionally,
employees have access to real-time, online valuations
and can switch between investments at the click of a
mouse.

The Growth of DC-based Pension Plans in the GCC
More broadly, many companies are already
responding to the need to attract and retain talent
by offering enhanced end of service benefits in the
form of separate defined contribution (DC) pensions
or savings plans. Towers Watson has been monitoring
the growth of these supplemental plans for several
years, publishing its Middle East End of Service
Benefits Survey each year since 2010. “While there
have been some fluctuations year on year, having run
the survey for five years now, we see a steady trend
of supplemental retirement or savings plans being
made available to more employees,” notes the 2014
survey16 . “The proportion of companies offering a DC
plan to all employees has increased from 34% to 48%
between 2010 and 2014, while fewer companies make
a retirement or savings plan available only to certain
employee groups.”

This increase will be welcomed by external consultants
such as the World Bank, which in 2012 was reported
to have recommended the establishment of pension
funds for expatriate employees to the Dubai
Department of Economic Development. Dubai has
responded constructively to this proposal. Together
with Deloitte, the Dubai Economic Council (DEC),
an advisory body established by the Government
of Dubai, has recently drafted a report identifying
a number of policy recommendations aimed at
securing and enhancing Dubai’s sustainability and
competitiveness17. These include the introduction of a
state pension scheme for highly skilled expatriates, the
extension of visa durations and a provision allowing
some professionals to secure visas without a local
sponsor.

15. http://www.rbccees.com/pdfs/NBAD-Mailer-220213.pdf
16. Towers Watson, End of Service Benefits in the Middle East, 2014.
17. http://www2.deloitte.com/content/dam/Deloitte/xe/Documents/finance/me_DEC_%20Report_23122014.pdf
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A pension scheme modelled on the highly successful
systems developed in the Far East, advises the
Deloitte/DEC report, could result in expatriates staying
in the Emirate longer and investing their savings locally
rather than abroad. “Singapore and Hong Kong have
introduced state pension schemes for expatriates
with the aim of retaining human capital and savings
within the country,” the report notes. “Hong Kong’s
Mandatory Provident fund extends to expatriates who
are given permission to work in Hong Kong for more
than 13 months, while Singapore’s Central Provident
fund extends only to expatriates with permanent
residency.”
The DEC’s proposals to make the visa regime more
flexible, according to the report, would encourage
greater integration of expatriate professionals into
the local economy. Extending visa durations to 10
years – versus two to three years today – would allow
Dubai to follow in the footsteps of Singapore, says the

Deloitte/DEC report, where “granting 10 year visas has
positively influenced the consumption and investment
decisions of the migrant population towards the
domestic economy.”
For regional financial centres such as Dubai, the
promotion of a more developed pension fund industry
would also help to develop its credentials in asset
management in general, and more specifically in the
fast-evolving Islamic fund management sector. The
establishment of a central provident fund modelled on
the Singapore or Hong Kong template and managing
its assets in accordance with Shari’a-compliant
principles would represent an important step forward
for Dubai’s financial services sector. One local fund
manager has been quoted as saying that encouraging
expatriates to invest in a Shari’a-compliant scheme
would “multiply growth in assets under management”.
“You could easily see 50 to 100 per cent growth [in]
UAE,” this investor said18 .

The establishment of a central provident fund modelled on the
Singapore or Hong Kong template and managing its assets in accordance with
Shari’a-compliant principles would represent an important step forward for
Dubai’s financial services sector.

Conclusion
Led by the UAE, the economies of the GCC have
taken important steps in recent years towards
creating more efficient retirement savings schemes
for expatriates. However, more could be done to
safeguard and support national development, and
to foster deeper and more liquid capital markets,

by providing expatriates with secure, long-term
defined contribution pensions and savings schemes.
A protracted period of low oil prices may be the
incentive GCC governments require to accelerate the
process of pension reform.

18. www.thearabianpost.com November 29 2013.
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Chapter 16

A NOTE ON PRIVATE BANKING
in the Middle East
Dr Hatim El Tahir, Director Islamic Finance Group and Leader of Deloitte ME Islamic Finance Knowledge
Centre shares his insight into the prospects of Islamic private banking in the Middle East, especially the GCC.
Private banking in the Middle East-Asia has developed
into a mature market with well-established private
banking hubs and high growth potentials. This
is particularly true in the Arab Gulf region. Since
the 1960s, Lebanon developed a well-advanced
private banking services sector and was referred
to as Switzerland of the Middle East. In the 1980s,
Bahrain emerged as an offshore banking center, and
more recently Dubai is contemplated as an Islamic
investment and wholesale banking hub. In the Far
East, Labuan has emerged as an international financial
centre, challenging its more developed neighbor
Singapore, and has started attracting significant
volume of business falling in the realm of Islamic
wealth management. A number of institutions from

the Middle East have also started showing interest
in establishing business in Malaysia in general and in
Labuan in particular.
In this context, the Islamic wealth landscape continues
to change at a rapid pace. Organizations that grew out
of the family business are evolving into sophisticated
wealth and investment managers. Family offices
in the Gulf region and elsewhere in the Middle
East are now adopting more formal governance
structures, realigning their organizational structures,
implementing risk management strategies, embedding
more rigorous internal controls, and introducing upto-date technology solutions.

In the Far East, Labuan has emerged as an international financial
centre, challenging its more developed neighbor Singapore, and has
started attracting significant volume of business falling in the realm of
Islamic wealth management.
The HNWIs and UHNWIs in the gulf region are set to
grow in number and wealth holdings in the coming
years and remain the most attractive segments in
the long run. Globally, the number of millionaire
households, i.e., HNWI population in the Middle East
grew by 16% between 2012-20131.
However, in order to rapidly gain market shares and
capture additional margins, Islamic wealth managers
in the region can also consider targeting the mass
affluent client segment by proposing a diversified

Sharia’-compliant service offering.
Nevertheless, Saudi Arabia, United Arab Emirates,
Kuwait and Bahrain, are well-established centres for
fund distribution and wealth management. Bahrain
has a thriving funds’ industry established since the
1980s, with the first Bahraini-domiciled fund being
launched in the Kingdom in 1984. Bahrain is, in fact,
home to the region’s largest range of funds – 2,827
registered funds at April 2014. Of these, 92 are
Bahraini-domiciled schemes and 41 are Islamic funds2 .

1. Capgemini, 2014.
2. Central Bank of Bahrain Report, 2014.
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Unlike other oil-rich neighbours, Bahrain’s limited
natural resources have encouraged policy-makers to
look elsewhere for growth, especially in the financial
sector. The financial sector is the largest single
employer in Bahrain, with Bahrainis representing over
66% of the workforce. Overall, the sector contributes
17% of Bahrain’s gross domestic product (GDP),
making it one of the key drivers of growth in the
country.

Favourable Regulatory Environment

Bahrain as a Competitive Marketplace
Bahrain is a Gulf cross-border hub for Islamic wealth
management. The status of Bahrain as a Middle East
cross-border hub is one of its major advantages
and a key location factor in the global Islamic wealth
management landscape. Bahrain continues to position
itself as a global specialist in the Islamic financial
industry and the Central Bank of Bahrain continued to
enhance regulatory and business environments in the
country.

Historically, the Central Bank of Bahrain had constantly
strategized the country’s position as a regional Islamic
financial centre. Its Collective Investment Undertakings
(CIUs) rulebook is one of the best in the region
and matches with international best practices. The
financial regulator adopted good governance and code
of ethics standards. Other regulatory environment
also features:

 Long term presence: the major international

 Low and competitive tax regime (both on personal

More generally, and in order to rapidly grow this niche
market in the region, Islamic wealth managers can also
consider targeting the mass affluent client segment
by proposing a diversified Sharia’-complaint service
offerings. This strategic choice can help grow the
Islamic assets under management (AUM). On the other
hand, focusing on the UHNW and HNW segments
represents a long-term choice for private banking
players who will need to adapt their services to satisfy
their clients.

and corporate level);

 Absence of exchange controls or restrictions on

capital flows;

 Friendly business and developed financial

environment; and

 Proximity to various Gulf private banking markets,

e.g., the largest economy of Saudi Arabia.

private banks have for years been active in the
Gulf.

 The Arab Gulf is relatively less affected by the

global financial crisis, hence the on-going creation
of wealth, despite the recent oil price drop and
geopolitical risks.

The Outlook for Private Banking in the Region
Breakdown of Global Islamic Financial Assets
by Market Segment 2014

Breakdown of Global Islamic Financial Assets
by Market Segment 2014
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In many ways, traditional players have been
established for years now in key markets. New market
players are joining and are set to introduce innovative
Sharia’-compliant wealth management solutions.
In this context, global tier one private banks, Swiss
Boutique and other European private banking
institutions are setting foot-print and expanding
their service offering to cater for Islamic wealth
management.
A number of factors will strengthen the shaping of this
niche industry in the region:
 Addressing regulatory compliance requirements in

an efficient manner

 Improving financial infrastructure and operating

models

 Product development and marketing strategies to

attract migration of assets invested in Europe and
the USA

 Growth strategies to operational efficiencies
 Defining a target-appropriate geographical

footprint (geographical footprint optimization)

 Defining proper product and service range and

coverage

 Defining appropriate and best communication

channels

 Defining new pricing models
 Upgrading staff skills sets

Conclusion
Bahrain in the GCC and Labuan in the Far East are two
important centres of Islamic wealth management, and
there is a definite need to create institutional links

Islamic Wealth Management Report 2016

between the two to offer a geographically diversified
choice to the Islamic HNWIs and UHNWIs for high
quality Islamic wealth management solutions.
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GIFA
MILLION
DOLLAR
CAMPAIGN
“Edbiz Corporation is pleased to announce GIFA Million
Dollar Campaign to set up an Islamic Finance Scholarship
Programme to support studies and research in Islamic
banking and finance“

 info@edbizconsulting.com
 www.edbizconsulting.com

Introduction:
Islamic Bankers Association (IBA) is a new international industry representative body for practitioners of
Islamic banking and finance. It is officially incorporated in United Kingdom, with its registered office in
London. The IBA membership is open to individuals and corporates, and aims to become the largest
industry representative body for Islamic banking and finance in the world.

Membership categories include:
Corporate Membership: For all Islamic banks and the institutions offering Islamic financial services – IIFS
(Annual Fee: £3,500)
Associate Corporate Membership: For all businesses that offer their services to Islamic banks and IIFS
(Annual Fee: £5,000)
Individual Membership: For all the employees of Islamic banks and IIFS, with work experience of a period
of five years or more (Annual Fee: £100)
Young Professional Membership: For all the employees of Islamic banks and IIFS, with work experience of
a period of less than five years (Annual Fee: £50)
Associate Individual Membership: For any professional whose application is endorsed by at least one
existing member of IBA (Annual Fee: £100)
Islamic Bankers Association is a non-profit organisation, registered in England and Wales as a company limited by guarantee, and
does not offer any financial products and as such is not regulated by Financial Conduct Authority.

If interested in becoming a member, please get in touch with Khuram Shehzad on:

+44 (0) 20 3617 1089 or kshehzad@edbizconsulting.com

Edbiz Consulting Limited

c/o Edbiz Corporation Limited
305 Crown House, North Circular Road, Park Royal,
London, NW10 7PN, United Kingdom.
Tel: +44 (0) 20 3617 1089
Email: info@edbizconsulting.com
Website: www.edbizconsulting.com

