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nder a joint initiative of the Islamic
U Development Bank Group and the
World Bank Group, the inaugural
Global Report on Islamic Finance has been
prepared with a focus on the widening disparity
of global wealth and how Islamic finance can
help in enhancing shared prosperity. This
Report is timely, as world leaders have adopted
the 2030 Agenda for Sustainable Development,
which includes a set of Sustainable Development
Goals (SDGs) to end poverty, fight inequality
and injustice, and tackle climate change by
2030. The Islamic Development Bank Group,
in its 2016235 Strategic Plan, gives priority to
inclusive and sustainable socioeconomic devel-
opment among member-countries within its
role in advancing Islamic finance globally.
Besides imposing social and environmental
costs, severe inequality adversely affects eco-
nomic growth and wealth creation. The ques-
tion that needs to be addressed is how to
minimize the disparity in wealth and enhance
shared prosperity. Given its potential role in
economic development, Islamic finance can
contribute toward achieving these objectives.
Accordingly, the joint initiative of the Islamic
Development Bank Group and the World
Bank Group provides detailed research under
the general theme “Islamic Finance:
A Catalyst for Shared Prosperity.”

Foreword

The Global Report provides a comprehen-
sive overview of the existing status of various
Islamic finance sectors and identifies major chal-
lenges hindering the growth of Islamic finance.
It also identifies policy interventions and tools
for policy makers to leverage the principles of
Islamic finance in an effort to eradicate extreme
poverty and work toward a more equitable dis-
tribution of wealth. The main message of the
Report is that Islamic finance, built on a founda-
tion of social and economic justice, can contrib-
ute to shared prosperity through the principles
of inclusive participation and risk sharing.

The experts from both institutions who
helped create this Report come with vast expe-
rience and technical knowledge and provide
dual perspectives on finance, enabling readers
to connect with the Islamic perspective of
finance. The joint initiative highlights that
there is a lot that we can learn from one
another. We hope that this Report will be the
beginning of a fruitful and productive collabo-
ration among international and multilateral
institutions to serve our global community.

Dr. Ahmed Mohamed Ali

President, Islamic Development Bank Group
September 2016
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Introduction

A lot of Islamic technical terms of Arabic ori-
gin have, over the last few decades, entered the
dictionary of economics, banking, and finance
in view of the rise and spread of Islamic eco-
nomics, banking, and finance worldwide. It is
not possible to collect them all and add them
all to this glossary, however, the most impor-
tant and most used ones are provided here.

A large number of the teachers, practitio-
ners, researchers, and students interested in
learning, practicing, or researching the sub-
jects of Islamic economics, banking, and
finance need to know the meanings of these
technical terms and their proper usage.
Therefore, this glossary has been prepared to
facilitate their tasks. It provides broad, gen-
eral, and precise explanations of the technical
terms used in the literature of Islamic econom-
ics, banking, and finance. Because the terms
were collected and compiled from various
sources, it is difficult to recall or point out
which term comes from which source. Our
thanks and gratitude go to all of those from
whom we benefited in compiling this
glossary.

Glossary

Notes

¢ Usually most of the terms used in this
glossary are preceded by the article al-,
meaning the. The articles are not used
in this glossary, except when it is neces-
sary to keep them, such as al-ghunm
bi al-ghurm or al-kharaj bi al-Daman.
Therefore, words like al-‘adl, for exam-
ple, are written just ‘adl without the
al- article.

e Some Arabic words bearing the same
meanings are pronounced differently.
These are separated by a slash / as in the
case of Qs /0% % ‘arban/‘urbin, mean-
ing down payment.

e Both the singular and plural forms of
some Arabic words are put in the same
entry instead of in two entries. The plu-
ral forms are put between parentheses
after the singular form, as in the case
of de (+&) “alim (‘ulama’) meaning
scholar(s).

e The terms used in this glossary are
arranged alphabetically according to
the second column on the left, titled
“Transliterated as.”
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Arabic original word

Transliterated as

English meanings

Jie
cilke
(1548) %=
(L) ple
(s3a2) doas
(9 dats
(@i de) jae
(252) e
(ulse) 588

aae

(Jsie) Jie
QRO 58E
e
(ws) &

(+138) s
(ssdl) A
Jidi &

pAdy k)

dsad
Clasally gz Al
FESTERA]
oL;i
(bilal) L
(s-Lii’i) sl
A
(1) 023
(Jsal) Jial
cililal
]
(<) &
¥
il
a5 &

‘adl
‘afaf
‘afw
‘ahd (‘uhid)
‘alim (‘ulama’)
‘amil (‘'umala’)
‘amil (‘'ummal)
‘aqar (‘aqarat)
‘aqd (‘uqid)
‘aqidah (‘aqa’id)
‘aqilah

‘aql (‘'uqal)
‘arbun/‘urbin
‘ariyah
‘ayb (‘uyib)

‘ayn
‘ayyinah
ajir (ujara’)
ajr (ujdr)
ajr al-mith!
akhirah
akhlaq

al-ghunm bi al-ghurm

al-hawl
al-kharaj bi al-daman
al-mujazafah
aman
amanah
amin (umana’)
amr
ard (aradi)
asl (usal)
asnaf
athath
ayah (ayat)
barakah
batil
bay' al- murabahah

Justice, equity, fairness

Abstinence, satisfaction with the little one has
Surplus, which is over one’s basic needs
Covenant(s), treaty(ies)

Scholar(s)

Customer(s)

Worker(s), manager(s), entrepreneur(s)
Immovable property(ies), building(s)
Contract(s), agreement(s), bond(s)

Belief(s), creed(s), doctrine(s)

Mutual solidarity between the members of a community
to help those in need

Intellect(s), mind(s)

Down payment

Loan of small items

Defect(s), fault(s)

Tangible (physical) asset

Sample

Employee(s), worker(s)

Salary(ies), wage(s), commission(s), compensation(s)

Prevalent similar wage

Hereafter

Ethics, morals

Earning profit is legitimized by risk taking. Earning is
subject to taking risk.

Ayear

Revenue is subject to liability

Speculation

Security

Trust, honesty, trustworthiness

Trustee(s), trustworthy, honest

Order

Land(s)

Origin(s)

Eligible beneficiaries

Furniture

Qur'anic verse(s)

Blessing

Null, void, invalid

Mark-up sale
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Arabic original word

Transliterated as

English meanings

(e5%) &

£

ﬁﬁﬂlé;

Jal &
(%) &
5583

(i) ) Qi
A piad
o
(s143d) 4,28
(+158) sé
(021 R) pa
e g2k
4US a3k

bay’ (buyi’)
bay* al-‘urbin
bay‘ al-dayn
bay' al-kalt’ bi-al-kalr’

bay* al-salam

bay* al-wafa’
bay* bi al-tagst
bay’ bi al-thaman al-ajil
bay* mu’ajjal
bay“al-‘inah

bayt al-mal
bid‘ah
da‘wah
dalil
daman
darar
dardrah
dardrryat
dayn (duyin)
dhimmah (dhimam)
din
dinar
dirham
diyyah
du'a
dunya
fa'id (fawa'id)
fadl
fadl-al-Allah
falah
faqih (fugaha’)
faqir (fugara’)
fard (fara'id)
fard ‘ayn
fard kifayah

Sale(s)
Sale with down payment
Sale of debt

A sale in which both the delivery of the object of sale and
the payment of its price are delayed. It is similar to a
modern forward sale contract.

Sale in which payment is made in advance by the buyer
and the delivery of goods is deferred by the seller

Buy-back sale, sale and repurchase
Sale with installment payments

Credit sale or sale at deferred payment
Credit sale or sale at deferred payment

Buying an object for cash then selling it to the same party
for a higher price whose payment is deferred so that
the purchase and sale of the object serve as a ruse for
lending on interest

Treasury

Innovation in Islamic rituals
Claim, invitation

Proof, evidence, reason
Guarantee

Harm

Necessity

Basic needs

Debt(s)

Liability(ies), responsibility(ies)

Religion

Dinar (currency)

Dirham (currency)

Blood money (compensation)
Supplication

Life in this world

Surplus(es), excess(es)

Excess, additional, surplus

The bounties bestowed by Aimighty Allah
Prosperity, success

Jurist(s)

Poor person(s)

Duty(ies)

Compulsory duty on everyone
Compulsory duty on everyone if nobody did it
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Arabic original word

Transliterated as

English meanings

uld

.G:.‘é
(c5358) 55

(&aal) Eyoa
(W) 4
(cals) A3l
clala
=
Ha
(a58) G
P
A

(psa)) o34
(i) sie
(J) de
(ps2) e

-

vasE

fasid
faskh
fatwa (fatawa)

figh
figh al-mu‘amalat
fight
fitrah
ghabn/ghubn

ghanimah (ghana'’im)
gharar
gharar fahish
gharar yasir
gharim (gharimin)
ghash
ghasib
ghishsh
hadith (ahadrth)
hadiyyah (hadaya)
hajah (hajat)
hajiyat
hajj
halal
haqq (hugiq)
haram
hawalah
hibah (hibat)
hifz
Hijrah
hikmah
filah (hiyal)
himé
hishah
hukm (ahkam)
‘ibadah (‘ibadat)
‘illah (‘ilal)
‘ilm (‘uldm)
‘inah

‘iwad

Void, invalid
Terminate

Religious verdict(s) made by a fagih-competent
shari‘ah scholar

Islamic jurisprudence
Jurisprudence of transactions
Juristic

Law of nature

Misappropriation or defrauding others with respect to
specifications of the goods and their prices

Spoils of war, booty(ies)

Excessive risk and uncertainty, ambiguity
Excessive risk

Minor risk

Indebted, bankrupt

Taking by force, possess unlawfully
Violator

Deception, fraud

Sayings of the Prophet Mohammed
Gift(s), donation(s)

Need(s)

Basic needs

Pilgrimage

Permissible, lawful, allowed

Right(s)

Not permissible, unlawful, not allowed
Bill of exchange, promissory note, cheque, draft
Donation(s), gift(s)

Learning by heart

Migration

Wisdom, rationale

Trick(s), ploy(s), ruse(s)

Ombudsman, regulation

Ruling, decision

Ritual(s), act(s) of worship

Defect(s), justification(s), reason(s), rationale(s)
Knowledge(s)

Debt buying and selling

Compensation
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i‘arah
i'sar
i'tidal
i'timad
ibahah
ibdal
ibil
ibn
ibn al-sabil
iddikhar
idhn
iflas
ighathah
ihsan
ihtikar
ihya’
ijab
ijarah

ijarah muntahia-bi-tamiik

ifarah wa-igtina’
ijma*
ijtihad
ikhlas
ikhtiyar
ikrah
iktisab
ilgha’
ithaq
iltizam
imam
iman
inabah
infadh
infag
infisal
insan
intifa*
intiqal
iqalah

Lending
Insolvency
Moderation
Approval
Permission
Change
Camels
Son
Traveler
Saving
Permission
Bankruptcy
Relief

Benevolence, compassion, kindness

Hoarding

Reform, revival, restoration

Offer (in contract)
Leasing, rent

Hire purchase

Hire purchase
Consensus

Effort, exertion, diligence, legal reasoning

Sincerity
Choice
Compulsion
Earning
Cancellation

Annexation
Commitment

Leader, guide, ruler
Faith, conviction, belief
Repentance
Enforcement, execution
Expenditure, spending
Separation

Human being

Utilization

Movement, transmission
Dismissal, firing, sacking




XX GLOSSARY GLOBAL REPORT ON ISLAMIC FINANCE

Arabic original word Transliterated as English meanings

Eu.&! igamah Residence, establishment
S igrar Declaration, assertion, testimony
&ﬁ) iqgta’ Deduction
sk iqtina’ Acquisition
Ay igtisad Economics
JGJ} irfaq Attachment, concession
&) irth Inheritance
&) 5 ishtirak Contribution, participation, premium
cﬁia} islah Improvement, reform
aﬁ«l} islam Submission, peace
il israf Wasteful expenditure, extravagance
Jladil isti‘mal Use
el isti‘mar Colonization
S isti’jar Hiring, renting
JIaEk istibdal Exchange
ol istighlal Exploitation
Algatd istihlak Consumption
@4aal) istihqaq Maturity
Gl istihsan Juristic preference, approbation
1AL istijrar Recurring or repeat sale
e istikhlaf Succession
St istilam Receipt
I istimrar Continuity
Ll istinbat Elicitation
cm‘ istislah Improvement, refurbishment, renovation
g liail istisng* Manufacturing contract whereby a manufacturer agrees
to produce (build) and deliver a well-described good
(or premise) at a given price on a given date in the
future
i) istithmar Investment
k] istithna’ Exception
ﬁ'—ﬁ} ithbat Proof, evidence
& ithm Sin
ity itiaf Damage, spoliation
Jad) ittijar Doing business, trafficking
PUVES Jjahalah Lack of knowledge, ignorance
(Bu43) s jahbad, (jahabidah) Financial expert(s)
s jahillyah In the Days of Ignorance
BYES jahl Ignorance, unfamiliarity
A jihad Striving, doing one’s utmost
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CEme

jizyah

Ju‘alah
kafalah
kafil
khalifah (khulafa’)
khamr (khumur)
kharaj
Khasarah (khasa'ir)
Khatar (ma khatir)
khayr
khilafah
khiyanah
khiyar
khiyar al-shart
khiyar al-wasf
khul’
khums
khusran
lazim
lugatah
ma‘dim
ma‘lim
madhhab (madhahib)
mafsadah (mafasid)
majhil
makrih
mal (amwal)
manfa‘ah (manafi’)

maqsad (maqasid al-shari‘ah)
maslahah (masalih) mursalah

mawqif
maysir
milkiyyah
mirath
miskin (masakin)
mithaq

Poll tax paid by members of other religious groups in a
Muslim state for protection of life and property.
Muslims on the other hand pay zakat as part of their
religious obligation to help the poor.

Commission, fee, wage
Guarantee

Guarantor

Leader(s), successor(s), ruler(s)
Intoxicant(s)

Alevy on land use, revenue
Loss(es)

Danger, risk

Good, beneficial
Leadership, succession
Betrayal

Choice, option

Optional condition
Optional specifications
Divorce, separation
One-fifth

Loss, failure

Necessary, compulsory

Found property

Nonexistent

Known, defined

School(s) of Islamic jurisprudence, regime(s), system(s)
Spoiler(s)

Not known, anonymous
Reprehensible, discouraged
Capital, money, property, wealth
Benefit(s), utility(ies), usufruct(s)
Objectives of Islamic Law

General benefits, public interest(s)
Suspended

Gambling

Ownership

Inheritance

Poor, poor people

Charter
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ot
(ebalin) Adalia
(clia jia) Liajlaa
)
s

mithlan-bi-mith!
mithlt
mu‘allaq
mu‘amalah (mu‘amalat)
mu‘awadat
mubah
mudarabah

mudarib

muflis
mufti

mugharassah

muhtasib
mujtahid

mujtama‘ (mujtama‘at)
mukhatarah
Mulamasah
mugqaradah
mugayadah
murabahah
musaqah

musawamah
musharakah

musharakah mutanaqisah
mushtarik
mustahab
mustahiq
mutawallt
mutlaq

Like for like

Similar

Suspended
Transactions

Exchange, compensation
Permissible

A partnership whereby one party (the capital
owner) provides capital to an entrepreneur to undertake
a business activity. Profits are shared between them as
agreed, but any financial loss is borne only by the
capital owner, as his loss is his unrewarded efforts put
into the business activity.

The partner in mudarabah contract providing work,
entrepreneurship, and management

Bankrupt
Jurist who provides legal shari‘ah opinions

Sharecropping between two parties whereby one provides
land, equipment, and shoots of trees and the other
agrees to plant the trees and take care of them in
return for a share in the harvest or the profit

Ombudsman

Legal expert or a jurist who exerts great effort in deriving
a legal opinion

Community, society

Taking risk

Touching

Same meaning as mudarabah

Barter
Mark-up sale, sale at a margin

A sharecropping contract whereby the owner of a garden/
orchard shares the produce with a worker in return for
his services in irrigating the garden/orchard

Bargaining on price, haggling

Partnership whereby all the partners contribute capital for
a business venture. The partners share profits on
pre-agreed ratios while losses are shared according to
each partner’s capital contribution.

Diminishing partnership
Participant

Meritorious

Eligible for recipient of zakat
Manager, director

Absolute
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muzakki

muzara‘ah

muzayadah
nafaqah (nafaqat)
najash

nass
nisab
niyyah
qabd
qabal/qubal
gadi
qgard (qurid)
qgard hasan
gimah (qiyam)
qimar
girad
gisas
giyas
Qur'an
qurid

ra’s al-mal
ru’ds al-amwal

rabb al-mal arbab al-mal

rahn
ramadan
riba
riba al-buyi’
riba al-duyin
riba al-fadl

riba al-nasi’ah/al-nasa’

riba al-qurid
ribh (arbah)
rikaz
rishwah

rizq

Zakat payer

A sharecropping contract whereby one party agrees to
provide land, seeds, and equipment and the other
agrees to do the work needed in return for a part of
the produce of the land

Auction sale, bidding
Expense(s)

Prohibited practice of deceiving and inciting a potential
buyer of goods during the course of pre-sale
negotiations or bidding to secure a greater value
for the goods

Text, scripture

Threshold, exemption limit for the payment of zakat
Intention

Receipt

Acceptance

Judge

Loan(s)

Interest-free loan

Value(s)

Gambling

Another name for mudarabah
Punishment

Analogical reasoning

The sacred book of Islam
Loans

Capital(s)

Capital owner(s)

Collateral, pledge, guarantee

Month of fasting for muslims

Usury, interest

Usury of trade; another name for riba al-fad/
Interest/usury of debt; another name for riba al-nasi’ah
Difference in exchanging two similar commodities
Interest-based lending for the delay in repayment
Interest on loans

Profit(s)

Treasure

Bribe

Sustenance
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rukban
rukn
ruq‘ah
rushd
sadaqah jariyah
sadaqat
sadd al-dharrah

sahabr (sahabah)
salih
sahm (ashum)
sakk (sukdk)
salaf
salah

salam

sanad (sanadat)
sarf
sawm
shahadah
shahn
sharakah
shari‘ah
sharikah (sharikat)
sharikat ‘vqid

sharikat abdan

sharikat amwal
sharikat ‘inan
sharikat milk
sharikat mufawadah

sharikat sanai‘

sharikat wujih

shart
shuf‘ah
shiird

Business traveler
Pillar

Promissory note
Maturity
Perpetual charity
Charity(ies)

Prohibition of a deed that, if permitted, may lead to
another prohibited deed

Companion(s)

Valid; opposite of batil and fasid
Share(s)

Asset-based or asset-backed financial certificate(s)
Loan; another name for salam
Prayers offered by muslims

Forward sale where the price of a specific good is paid in
advance for its delivery at a specified time in the future

Bond(s)

Currency exchange

Fasting

Testimony, certification

Shipping

Partnership

Islamic law

Company(ies), enterprise(s), partnership(s)
Contractual partnership

A partnership company based on the skills of
professionals working together and sharing
the proceeds

Financial partnership

Limited liability partnership
Joint property partnership
Unlimited liability partnership

A partnership company based on the skills of
professionals working together and sharing the
proceed. Same as sharikat abdan.

A partnership company based on the credibility and
creditworthiness of the partners

Condition
Right of preemption
Consultation
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S simsar
FEG suftajah
& i&a sukik
al sunnah
) siirah
Jalad ta‘amul
Qs ta‘awun
(Al ta‘awuni
(wle58) g 58 tabarru‘ (tabarru ‘at)
ad tabdhir
Jsis tadawul
oﬁuﬂ tafwid
bgad tahawwut
lindd tahsinat
Jags takaful
S A takaful ta‘awuni
Oald ta’min
LU tamleek
Al taqlid
s 3 taqws
K5 tawakkul
WY tawarrug
i tawhid
(b 55) (i i3 ta‘wid (ta'widat)
Vs thaman
3 thawab
IEY tijarah
B Ja\ ujrah
3340 ukhuwah
Ll ummah
v ‘umrah

i3y dqiyyah

Middleman, broker

Bill of exchange

Equity-based certificates of investment

Tradition of the prophet mohammed

Qur'anic chapter

Dealing

Cooperation

A principle of mutual assistance

Donation(s), gift(s), charity(ies)

Wastage

Circulation

Authorization

Hedging

Luxuries

Solidarity, mutual support

Cooperative risk sharing and mutual insurance

Insurance

Transfer of ownership

Imitation

God consciousness

Trust in God

The process of buying a commodity at a deferred price,
in order to sell it in cash at a lower price. Usually, the
sale is to a third party, with the aim to obtain cash.
This is the classical form tawarrug, which is
permissible. Organised fawarrug, where the bank
plays both the roles of seller and buyer, is not

permissible according to the majority of
contemporary fugaha’ (jurists, scholars)

Oneness of Allah

Compensation(s)

Price

Reward

Business, commerce, trade

Allowance, commission, fee, salary, wage
Brotherhood

Muslim community

Mini-pilgrimage to Makkah that is not compulsory but
highly recommended. It can be performed at any
time of the year.

Ounce
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‘urf

‘ushr (‘ushir)

usal
usal al-figh
wa'd (wu'id)
wadr'ah (wada’i’)
wajib
wakalah (wakalat)

wakil (wukala’)
wali
waqf (awqar)
wastyah
zabiin (zaba'in)
zakah, zakat

Zakat al-fitr

zakat al-mal

zakat al-rikaz

Zakat al-tijarah

zulm

Custom, common practice

Ten percent of zakat on nonirrigated agricultural produce
payable by the Muslim at the time of the harvest

Origins

Islamic legal bases

Promise(s), undertaking(s)
Deposit(s)

Obligatory, compulsory, mandatory

Agency; a contract whereby one party appoints another
party to perform a certain task on its behalf, usually for
payment of a fee or a commission

Representative(s), agent(s)

Guardian

Endowment(s), foundation(s), trust(s)
Will. bequest

Customer(s)

Obligatory contribution or poor due payable by all Muslims
having wealth above nisab (threshold or exemption
limit)

Poll tax payable on every muslim at the end of Ramadan
(the month of fasting)

An annual levy on the wealth of a Muslim (above a certain
level). The rate paid differs according to the type of
property owned.

Levy on treasure trove
Levy on business
Injustice, oppression, exploitation




10-PoA
10YF

10-YS

AAOIFI

AUM
BMI
BNM

CAGR
CAR
CDD
CIBAFI

CSR
EC
ETFs
FTSE

G-20
GCC
GDP
GEI
GIFR
HQLA

Ten-Year Program of Action
Ten-Year Framework and
Strategies document for the
development of the Islamic
financial sector

10-Year Strategy (Islamic
Development Bank Group)
Accounting and Auditing
Organization for Islamic
Financial Institutions

Assets under management
Broader Market Index

Bank Negara Malaysia (central
bank, Malaysia)

Compound annual growth rate
Capital adequacy ratio
Community-driven development
General Council for Islamic
Banks and Financial Institutions
Corporate social responsibility
European Commission
Exchange traded funds
Financial Times Stock
Exchange

Group of Twenty

Gulf Cooperation Council
Gross domestic product
Government Effectiveness Index
Global Islamic Finance Report
High Quality Liquid Assets

IDB
IDBG

IEI
IFIs
IFSB
IFSIs
IICRA
IIFM
IIRA
IMF
IPOs
IRTI
ISRA
IT
KPIs
MDGs
MENA
MFI
MSCI

MSE

Abbreviations

Islamic Development Bank
Islamic Development Bank
Group

Islamic equity index

Islamic financial institutions
Islamic Financial Services
Board

Islamic financial services
institutions

International Islamic Center for
Reconciliation and Arbitration
International Islamic Financial
Markets

International Islamic Rating
Agency

International Monetary Fund
Initial public offerings

Islamic Research and Training
Institute (Islamic Development
Bank)

International Shari‘ah Research
Academy

Information technology

Key Performance Indicators
Millennium Development Goals
Middle East and North Africa
Microfinance institution
Morgan Stanley Capital
International

Micro and small enterprises
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MSMEs
MTR
NBFIs
NGOs
NPLs
OECD
OIC

OJK

Micro, small, and medium
enterprises

Mid-Term Review of the Ten-
Year Framework and Strategies
document

Nonbank financial institutions
Nongovernmental organizations
Nonperforming Loans
Organisation for Economic
Co-operation and Development
Organisation of Islamic
Cooperation

Otoritas Jasa Keuangan
(Financial Services Authority,
Indonesia)

PCA
PLS
PPP
PRs
RBC
REITs
SAMA

SDGs

SMEs
SRI

UCTs
UN

Prompt Corrective Action
Profit and loss sharing
Purchasing power parity
Pakistan rupees

Risk-based capital approach
Real estate investment trusts
Saudi Arabian Monetary
Authority

Sustainable Development
Goals

Small and medium enterprises
Socially responsible
investment

Unconditional cash transfers
United Nations

All dollar-denominated currency is in U.S. dollars, unless otherwise noted.



here is broad consensus that the objec-

tive of economic development is not

only to boost economic growth but
also to share prosperity with all segments
of society through equitable distribution
of income and wealth. The trickle-down
approach asserts that higher productivity
and industrial advancement lead to higher
gross domestic product (GDP) growth, which
will improve the well-being of all segments
of the society, including the poorest and
most marginalized in a country. However,
recent experience has shown that the imme-
diate impact of such a growth-led policy can
be an undesirable concentration of wealth in
the hands of a few, while the growth benefits
trickle down to the extremely poor only over
a relatively long period of time. Inequality
increased considerably in the aftermath of
the financial crisis of 2007-08. The serious-
ness of the problem is highlighted by a few
striking facts:

* Almost half of the world’s wealth is now
owned by just 1 percent of the population
(Working for the Few 2014).

* The richest 10 percent of the world’s popula-
tion holds 86 percent of the world’s wealth,
and the top 1 percent alone accounts for 46
percent of global assets (Credit Suisse 2013).

Overview

 In the United States, the wealthiest 1 per-
cent has captured 95 percent of growth
since 2009, while the bottom 90 percent has
become poorer (Working for the Few 2014).

There is growing realization that despite
good intentions, development policies have
led to an undesirable imbalance in income
and wealth distribution. Given the significant
evidence of growing inequality, its adverse
effects on economic growth, and its social
costs, among other wide-ranging negative
impacts, there is an ongoing debate as to how
to minimize extreme inequality and enhance
shared prosperity. Much has been said about
the damages of high inequality of income
and wealth to society. It erodes trust, creates
barriers to social mobility for current and
future generations, increases social resent-
ment, undermines effective governance, cre-
ates a “winner-takes-all” society, and breaks
down social solidarity. While income and
wealth inequality undermines economic per-
formance, shared prosperity and economic
performance support each other; there is no
trade-off.

In this regard, several global agencies,
including the United Nations, place an empha-
sis on inclusive and sustainable development
rather than mere economic development.
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The World Bank Group has revised its mis-
sion for the first time in 30 years and has
included promotion of shared prosperity, one
of the two goals, in addition to reducing the
number of people living in extreme poverty.'
Similarly, the new 10-Year Strategy of the
Islamic Development Bank Group (IDBG)
(2016-235) also aims at promoting inclusive
and sustainable socioeconomic development
among member-countries by providing a
leadership role in promoting Islamic finance
globally.

Although the development community’s
concern about growing inequality and the
imbalance in distribution of wealth has led to a
realization that equitable sharing of prosperity
is essential, there is a difference of opinion as
to the approaches to achieve this goal. Islamic
economics and finance provide an alternative
perspective and solution to the development
challenges mentioned. Given the potential
role of Islamic finance in economic devel-
opment, the World Bank Group and IDBG
decided to focus on the topic of “Islamic
Finance and Shared Prosperity” as the general
theme for the inaugural edition of the Global
Report on Islamic Finance (GRIF). This
Report has three main objectives:

e To develop understanding of the theo-
retical foundation of Islamic finance and
shared prosperity

« To review recent development and trends
in various sectors of Islamic finance, such
as banking, capital markets, and social
finance

 To identify policy interventions and tools
for policy makers to leverage Islamic
finance to eradicate extreme poverty and
ensure equitable distribution of wealth.

The Report develops a theoretical frame-
work to analyze the progress of Islamic eco-
nomics and finance based on four fundamen-
tal pillars: an institutional framework and
public policy oriented to the objectives of sus-
tainable development and shared prosperity
in line with the broader objectives of Islam;
prudent governance and accountable leader-
ship; promotion of an economy based on risk

sharing and entrepreneurship; and financial
and social inclusion for all, thereby promoting
development, growth, and shared prosperity.
The risk-sharing and asset-based financing
nature of Islamic finance and its potential
contribution to growth and inclusive prosper-
ity have considerable merit, particularly in
light of the mounting evidence of the negative
effects of debt and leverage on the economy.
For example, two recent seminal works by
Mian and Sufi (2014) and Turner (2015) doc-
ument the strong relationship of household
leverage to financial crisis and instability, and
their adverse effects on economic growth.

Islamic finance, through its core principles,
advocates for the just, fair, and equitable dis-
tribution of income and wealth during the
production cycle and provides mechanisms
for redistribution to address any imbalances
that may occur. Islamic finance’s approach to
redistribution is based on a balanced blend of
income-based redistribution through redis-
tributive instruments and asset-based redis-
tribution through the notion of risk sharing
(dispersion of ownership). The income-based
redistribution approach offers only a partial
solution because it takes the current income
distribution as given and aims at fairer dis-
tribution of future GDP. By contrast, asset-
based redistribution is basically a risk-sharing
approach; it empowers equity participation
by the lower-income groups in the society.
Rewards are shared, but so is risk. Making
the poor direct holders of real assets in the
real sector of the economy reduces their aver-
sion to risk. It also creates positive incentives
for behavioral factors that enhance produc-
tivity (such as trust, truthfulness, and hard
work) through the design of contracts that
reduce or eliminate the difference between
principals and agents and are conducive to
the advancement of the interests of all parties
to a contract (Mirakhor 2015).

Islamic finance is very relevant to the Sus-
tainable Development Goals (SDGs)—the
global development agenda for 2015-30—
which require unprecedented mobilization of
resources to support their implementation.
Because of the transformative and sustain-
able nature of the new development agenda,



GLOBAL REPORT ON ISLAMIC FINANCE

OVERVIEW

3

all possible resources must be mobilized if the
world is to succeed in meeting its targets. Given
the principles of Islamic finance that support
socially inclusive and development-promoting
activities, the Islamic financial sector has the
potential to contribute to the achievement of
the SDGs. Particularly in member-countries
of the Organisation of Islamic Cooperation
(OIC)—where policy makers are challenged
with high levels of inequality and highly
indebted households, firms, and sovereigns—
a solution provided by Islamic finance could
lead to sustainable development and enhanced
shared prosperity. Mobilization of Islamic
financial institutions, capital markets, and
the social sector in promoting strong growth,
enhanced financial inclusion and intermedia-
tion; reducing risks and vulnerability of the
poor; and more broadly contributing to finan-
cial stability and development will be pivotal
in achieving the SDGs in countries with a seri-
ous commitment to Islamic finance.

Despite encouraging developments and a
rich theoretical foundation, there are a num-
ber of aspects where policy interventions
or improvements in policy effectiveness are
needed to develop Islamic finance to boost
shared prosperity. These include enhanc-
ing the harmonization, implementation, and
enforcement of regulations; creating institu-
tions that provide credit and other informa-
tion, which in turn support the provision of
equity-based finance, particularly to small
and medium enterprises (SMEs) and microen-
terprises; development of capital markets and
sukiik (Islamic bond) products to help finance
large infrastructure projects; and regulatory
recognition of products from other jurisdic-
tions to expand the markets through cross-
border transactions.

To overcome challenges and to realize the
full potential of Islamic finance, a serious and
concerted effort by stakeholders is required.
A summary of findings of the Report follows.

Going Beyond Banking

The Islamic banking sector is the dominant
component of the Islamic finance industry.
It has grown exponentially in the past two

decades, accumulating nearly US$1.9 trillion
in assets and spreading across 50 Muslim and
non-Muslim countries around the world.

Financial intermediation through risk-
sharing contracts, as well as financial inclu-
sion by Islamic banks, could contribute to
shared prosperity—provided that Islamic
banks pursue risk-sharing intermedia-
tion and increase the allocation of credit to
the micro, small, and medium enterprise
(MSME) sector. Islamic banking is not typi-
cal conventional banking; rather, it is a mode
of financial intermediation offering bank-
ing and asset management services. Current
practices are restraining its full potential
because of attempts to replicate conventional
banking.

To live up to the ideals of Islamic finance,
Islamic banks face many challenges, rang-
ing from the gap between the prevalence of
debt-based instruments and the aspirations of
financing predominantly through equity and
risk sharing, to the need for increased social
capital, and to the challenges of creating an
enabling regulatory framework. To contrib-
ute to shared prosperity, the Islamic bank-
ing sector should focus on six key areas of
improvement and adopt best practices. These
include the following:

1. Creating an enabling regulatory environ-
ment by supporting consistent regulations,
ensuring consistent implementation of the
Basel III and Islamic Financial Services
Board (IFSB) frameworks, ensuring that
systemic risks in dual banking systems
(conventional and Islamic) are addressed,
and implementing cross-border supervision

2. Introducing innovative risk-sharing prod-
ucts and services, rather than replicating
conventional risk-transfer products

3. Harmonizing shari‘ab governance through
efforts to unify cross-country shari‘ah rul-
ings about Islamic finance, which would
help accelerate the growth of the industry

4. Enhancing the scale of and access to Islamic

finance to include low-income earners

. Improving liquidity and ensuring stability

6. Bolstering human capital and literacy in
Islamic finance.

9]
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Developing Vibrant Capital Markets

Capital markets through equity- and asset-
based finance could play a critical role in
reducing poverty by providing opportunities
for the poor to build assets. Islamic capital
markets are relatively young, but they are the
second largest segment of the Islamic finance
sector after banking. The sukitk market has
grown considerably over the last decade.
Sukiik offer great potential for promoting
shared prosperity because of their suitability
for financing infrastructure, raising funds
for new businesses, encouraging entrepre-
neurship, and supporting economic develop-
ment. Unlike other asset classes, sukitk offer
a hybrid profile between pure equity and
debt, and are thus attractive to a wide range
of investors and finance seekers, again with a
positive potential for shared prosperity.

Development of vibrant capital markets is
the essential ingredient for Islamic finance.
There is the need for incentives to encourage
risk sharing, particularly through the devel-
opment of markets for equity trading. This
is hindered by the perverse tax treatment
that classifies interest as a tax-deductible
expense. In order to create a level playing
field for debt and equity, there is a need to
eliminate the tax shelter on interest pay-
ments. Tax neutrality for sukitk issuers and
investors could further boost the market.
The use of sukitk by governments and gov-
ernmental agencies to mobilize financing is
essential to develop a long-term yield curve
and to develop a corporate sukiik market,
as well as to promote transparency and effi-
ciency of asset pricing.

Promoting the Nonbank Financial
Institutions Sector

International financial systems are realizing
the growing importance of nonbank finan-
cial institutions (NBFIs)—such as housing
finance, leasing, and asset management—
and especially their potential contribution
to economic development. The risk-sharing
and asset-backed nature of Islamic finance
products is more suitable for providing finan-
cial services through NBFIs. This sector is

currently underdeveloped and underutilized
in Islamic finance and therefore should be
given priority by policy makers.

A good place to start is with Islamic
insurance. In addition to providing protec-
tion against risk and uncertainty, takaful
could play a critical role in enhancing finan-
cial inclusion, reducing poverty, achiev-
ing inclusive economic growth, and boost-
ing shared prosperity. Takaful can provide
important benefits to households and firms.
Greater access to financial services for
both households and firms may help reduce
income inequality and accelerate economic
growth. Protection against unexpected
shocks to income and enhanced productiv-
ity through better health for the poor and
vulnerable segments of society through
microtakaful could become effective tools
for combating poverty. With the growth of
Islamic microfinance, especially in member-
countries of the OIC, there is a need to
develop the microtakaful industry to pro-
vide protection against uncertain events and
loss of income.

To attain a robust Islamic NBFI sec-
tor that will promote inclusive economic
development and shared prosperity, certain
requirements must be met, including support-
ive institutions and public policy, responsible
governance and leadership, promotion of risk
sharing and entrepreneurship, and a sound
regulatory and supervisory framework. Seri-
ous supply- and demand-side and legal chal-
lenges must be overcome. Increasing the num-
ber and diversity of Islamic NBFIs, together
with increasing the range of products offered
to various segments, are two major chal-
lenges on the supply side. On the demand
side, low levels of financial literacy about
the products and services offered by Islamic
NBFIs; cultural, social, and physical barri-
ers; insufficient consumer protection prac-
tices; and reputation- and credibility-related
challenges are the biggest obstacles hinder-
ing further improvement of Islamic NBFIs.
A balanced and enabling regulatory and
taxation framework