ucts that have equity rather than debt characteristics.
Some of the keenest African custom for Islamic products is in countries like South Africa, where Muslims are
a small minority, as it provides Muslims with a way of
affirming their cultural heritage. Hamza Farooqi, who
heads South Africa’s CII Holdings, a diversified business group, has gradually been moving his own and his
company’s finances from conventional banks to Absa’s
Islamic division. CII Holdings asked Absa to help finance
the first “dry” five-star hotel in Cape Town.

23.7. Islamic retail
banking: Nigeria
Nigeria is not only the most populous country in West
Africa, with a population of 150 million people, of
whom about 65% are Muslims, but it is also the largest
economy.258

La Carte (insurance provider), Groupe Poulina Holding
(a group of companies that covers the agricultural, food,
industrial and service sectors), Groupe TTS (tourism
services group), Groupe Délice-Danone (an agro-food
company), Groupe UTIC (distribution) and Groupe
Bouchamaoui.
Zitouna’s authorised capital is US$ 22.8 million. It was
granted a banking licence by the Central Bank of Tunisia
in January 2009 and was expected to open in early November 2009. However, due to some technical problems with the computer network the official opening
has been postponed to March 2010.
All banking products and services offered by Zitouna
will be fully Shari’a-compliant and will focus on lending and deposits. They will be based on various PLS
mechanisms, including murahaba, ijara, mudaraba and
musharaka.

In response to the demands by Nigerian Muslims to
have a bank that meets their religious, moral and ethical aspirations, concerted efforts are in progress by a
number of corporate bodies, individuals and Islamic organizations to achieve this goal. And with the release
of the regulatory frame work of Islamic banking by the
Central Bank of Nigeria in February 2009, all is now set
for the first Islamic bank in Nigeria to commence full
commercial operation as soon as possible.
JAIZ Islamic Bank is the first fully fledged Islamic bank
in the country and its Managing Director, Alhaji Mohammed Mustapha Bintube, recently confirmed that the
bank will now commence full operations in Nigeria before end of 2009.

Islamic banking and financial services currently has a
presence in over 75 countries worldwide; these include
the secular countries of Europe, North America and
South East Asia.

Nigeria is one of the largest and richest of the African economies. Its Islamic financial sector is expected
to flourish within two years, after the Central Bank of
Nigeria passed legislations permitting the establishment
of Islamic banks in the country in 2009. This legislation
is expected to have a significant impact on growth in
Islamic banking in this part of Africa.
Some countries, such as Nigeria, with almost 70 million
Muslims and a booming banking sector should be fertile
ground.

These actions indicate a cautious but systematicddd
approach by Indian policy makers in allowing Islamic financial products and services in the country. Many play-

Banque Zitouna, a fully-fledged Islamic bank, is to open
at the beginning of 2010. Its head office will be situated
in Les Berges du Lac, near the country’s capital, Tunis.
The chairman of the board of directors is Mohamed
Sakhr El Materi, a well-known businessman in Tunisia
and the owner of Princesse El Materi Holding, which
specialises in the automotive industry, cruise and port
management, real estate and media broadcasting. He is
also a son-in-law of Tunisia’s current president, Zine El
Abidine Ben Ali.
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Road to Islamic
Finance in India
India too, having sensed the momentum and industry
buzz globally, has got off the ground with its own activity. Indian regulators, unlike much earlier when they
were averse to entertaining anything vaguely ‘Islamic’,
have started to look at the positive side of such an undertaking, and have allowed schemes that lay claim to
Shari’a compliancy. Figure 113 below gives us a glimpse
of the important actions that the Indian Government
and its important institutions have taken most recently.
These actions are seen to have important ramification
for the Islamic finance business in the country.

23.8. Islamic retail
banking: Tunisia – Zitouna
case study

258
Pop. Data - 2009 CIA
World Factbook

Chapter 24

Princesse El Materi Holding will have a 51% stake in
the new venture. Other shareholders include Groupe
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ers from the private sector have come up with Shari’acompliant products abroad as well as in India. A leading
private sector player has created an entire vertical for
distributing Shari’a-compliant products. Financial institutions like HSBC, Benchmark, TATAS, Taurus, UTI, Kotak, Reliance, Bajaj Allianz, all have some kind of Shari’acompliant product already available in the market or in
the pipeline.

24.1. The potential of
Islamic finance in India:
Muslims constitute 13.4% of India’s total population - In
absolute terms this number translates into the second
largest Muslim population in the world, after Indonesia.
One current official estimate puts this figure close to
175 million Muslims. 60% of this population is below
the age of 25 and over 35% of them live in urban areas;

YEAR

ACTION
Establishment of Anand Sinha Committee under the Reserve Bank of India for studying Islamic
financial products
Appointment of Justice Rajinder Sachar Committee to report the social, economic and educational
status of Muslim community of India
Raghuram Ramrajan Committee recommends Islamic banking for financial inclusion of Muslim
community in India
Government of India calls for bid in connection with reconstruction of National Minority
Development Finance Corporation (NMDFC) on Shari’a principles
SEBI permits India’s first Shari’a-compliant Mutual Fund
SEBI permits India’s first Shari’a-compliant Venture Capital Fund
GIC (Re), a government of India owned company, appoints TASIS for Shari’a advisory
Government of the state of Kerala announces the launch of an Islamic Investment company

2005
2005
2008
2008
2009
2009
2009
2009

Figure 113: Indian Government action for the Islamic finance development
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thus making Muslims, India’s youngest and most urban
community. Economically, Muslim communities in India
are least dependent on agriculture which is the major
source of income for about 65% of India’s total population. One area where Muslims are noticeably absent
from is the financial sector of the country.
Prominent studies and reports have shown that the participation of Muslims in the financial system of the country is minimal. The most comprehensive of these reports
(Sachar Committee) has reported that almost 50% of
the Muslim population is excluded from the formal financial sector. In other studies, it was discovered the
participation of Muslims in the financial sector is even
lesser than their participation in India’s most prestigious government service (Indian Administrative Services
(IAS)). According to a report by the country’s Central
Bank (Reserve Bank of India), the credit deposit ratio
of Muslims stands at 47% against the national average
of 74%. Due to this factor alone, Muslims lose around
Rs.63,7000 million annually (approximately US$13 billion). Another important study that focuses on the remittance coming from Middle East to the Indian State of
Kerala, highlights that annually about Rs125000 million
(US$ 2.5 billion) is sent back by the Muslim diaspora.
A great majority of this money either lies idle in bank
accounts (more popularly known as 786 accounts) or
is invested in real estate and jewellery. These findings
indicate the aversion that Muslims have with the current
interest based financial system.

24.2. History of Islamic
finance in India:
The endeavour of Indian Muslims to run financial institutions in strict accordance with their religion is well recorded. Many economic historians have purported that

COMMUNITIES
Hindus
Muslims
Sikhs
Christians

%POPULATION
80,46
13,43
1,87
2,34

the conscience of Muslims in avoiding interest is deeply
rooted in their struggle against colonial forces. The assertion made is that as the struggle for independence intensified so did the desire to have an economic system
free from any kind of un-Islamic element.

tion (LPG) had opened new vistas of opportunities for
them. Most recently we see the entry of Non Islamic
corporates into the country’s Islamic financial business
(for more details please refer to Islamic finance history
table below).

There are three distinct phases of Islamic finance movements in the country. During the first phase in the
1920s, we find articles on Islamic economics, riba and
related issues appearing. By the 1930s, this effort intensified and manifested itself in the shape of books on the
subject. In the 1940s, these efforts further increased and
several books were written. It was during this period
that Islamic economists appeared on the scene. Until
this time, the subject was only tackled by the Ulema and
religious leaders.

24.3. Islamic finance
options in India

Running parallel to the academic efforts at the time was
the practical application of these teachings in real life.
Two major objectives of this effort were to hold poverty alleviation programmes and to provide interest-free
loans to the needy. The first organised attempt to provide interest free loans was found in 1920 during the
Aasfia Era of Government in Hyderabad, when employees of the department of Land Development started
an institution called Anjuman Imdad-e- Bahmi Qard Bila
Sood, (Association of Mutual Cooperation for Interestfree Loan).
The third phase started in the 1980s, when Muslims
started to venture into profit oriented businesses under the Shari’a principles of musharaka and mudaraba.
This was made possible for three reasons; firstly, by this
time, they had gained some expertise through successfully running non-profit financial businesses; secondly,
the Islamic financial movement had gained momentum throughout the Islamic world and; thirdly, the new
economic policy initiated in the early 1990s that had
focused on liberalization, privatization, and globaliza-

POPULATION
BELOW 25 YEARS

52,99
60,28
50,61
49,48

% OF URBAN
POPULATION

26,14
35,74
26,59
34,00

The public in India is demanding the development of
Islamic finance in India. As previously mentioned, the
development of Islamic financial institutions had started
quite early, but due to certain legal and bureaucratic impediments, these efforts could not grow beyond a certain limit. Those that did grow could not sustain themselves for long. We will discuss Islamic finance options in
India under three heads: banking, finance company and
capital market.

24.4. Islamic banking in
India

Figure 117 shows the number of financial companies in
the country. A close analysis will reveal a decline in the
overall sector. Islamic finance is no exception. Major regulatory hurdles affecting the Islamic finance business are:

Nowadays, there are numerous Islamic institutions in
India that are lobbying the government to allow for
Islamic banking. Certain developments in the Islamic
finance space have added to the speculation and excitement. Nevertheless it remains a fact that unless certain
regulatory concessions are given, Islamic banking will not
flourish in India. The main hurdles are mentioned below:
Inability to accept deposits from the public based on
profits, i.e., a post facto determined return,
Compulsion to deploy a substantial portion of the deposits raised as interest based investments with the
government in the process of complying with Cash Reserve Ratio (CRR) & Statutory Liquidity Reserve (SLR)
requirements,
Prohibition of trading, and
Denial of permission to invest to any significant extent
HISTORY OF ISLAMIC FINANCE IN INDIA

Year
Muslim
Community
Initiative

Access of Bank Credit for Indian Muslims
12

Profit
Oriented
Institutions

10
7.4

6

NonMuslim
Entry

4
2

0.5

0
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% of Deposit

Figure 115: Access of bank credit for Indian Muslims
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1920
Academic Writings initially started
Work
in reaction to colonial
system of interest based
finance.
Later on Ulema started
focusing on Islamic
economic, principles
and system and its
distinctiveness from
capitalist and socialistic
systems.
Non-Prof- AnjumanImdad-e-Bahmi
it Institu- Qardh Bila Sud, 1923,
tion
Hyderabad

13

8
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% of Credit disbursed

24.5. Islamic finance
company
This is generally the preferred route of Muslims who
want to run their businesses on Shari’a principles. However, the large scale regulatory changes that took effect
in the late nineties, have taken the sheen off this lucrative option. Since then, most Islamic finance companies
have either closed shop or reduced their operations to
a substantially micro level. Many of the regulatory hurdles that an Islamic bank faces in India are now applicable to Islamic finance companies as well. Not surprisingly, throughout the last decade, we only find a single
Islamic finance company which has adopted this route
– and this company too is working at a very small scale.

Figure 114: Population classification

14

in any business other than that of interest based lending
and related businesses.

1930
Islam Ka Iqtisadi
Nizam (Economic
System of Islam),
Maulana HifzurRahman Seoharvi,
1938
(First book level
treatment of the
subject)
Patni Cooperative Credit
Society, 1939,
Gujarat

Public deposit
No permission to accept deposit without indicating a
rate of return in advance.
Acceptance of public deposit is linked with the netowned fund of the company, which further reduces the
capacity of the company to expand its operation.
Ceiling on rate of returned to be offered and period of
deposit acceptance.
Biased Tax System
Present tax system is highly biased in favour of debt
financing.
Stamp duties, service charges and other such levies
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Islam and the Theory of Interest, A
R
Anwar Iqbal Qureshi, 1946
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Islami Maashiat (Islamic
Economics), Syed Manazir Ahsan T
I
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E
Naiem Siddiqui, 1948
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E
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[Migration of
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of intellectuals,
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to Pakistan
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academic &
practical efforts
in India.
Large scale
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Islamic finance
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the country]

1960
Contemporary
Literature on
Islamic Economics
(A Landmark
Survey on Islamic
economics
literature).

1970
1980
Prof. MILLION
Siddiqi left India
to join King Abdul
Aziz University

Banking Without
Interest, M.N.
Siddiqi 1969
Muslim Fund Deo- Muslim Fund
band, 1961
Najibabad, 1971.
Toor Baitul Maal,
1966,

1990
Establishment
of the Indian
Association for
Islamic Economics.
Starting of Islamic
Economics Bulletin
and Islamic
Economics paper
at Aligarh Muslim
University

2000
IBF.net
(Islamic finance
courses).
Al Jamia Al Islamia,
Shantapuram,
Islamic finance PG
Diploma.
AMU Committee
on Islamic Finance
Courses
Aasra Coopretive
Credit Society, 2001

Baitun Nasr 1973
Barkat Group, 1983
Al Ameen, 1986
Al Barka Finance
House, 1989

Proliferation of
Islamic finance
companies
followed by
tragic losses and
closure of several
companies. (19961999)
Tata group
launches India’s
first scheme
targeting Muslim
community’s
religious
sentiments, 1996

Alternative Investments and Credit
Ltd, 2000.
Emergence of Islamic stock broking
firms, 2004.
UTI,
Reliance,
Taurus,
Bajaj Allianz,
Benchmark,
Kotak,
Kerala Government
(KSIDC)

Figure 116: History of Islamic finance in India
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that fall under the waqf act or related to the performance of Hajj.

make Islamic compliant instrument unviable.

450

Prohibition of investments

Prohibition to invest in unquoted shares; and
Requirement of finance companies to maintain at least
15% of their public deposits into commercial banks.
Low public trust
Public trust in the Islamic finance company route is quite
low because of failures of several prominent Islamic finance companies in the country.

24.6. Capital markets
As of now this is the most preferred route adopted by
Shari’a-compliant investors in India. In the post Shari’a
screening scenario India has become one of the preferred destinations for Shari’a compliant investors. Even
the most conservative screening process would throw
at least a thousand stocks which are compliant under
the Shari’a screening process. The following chart gives
a glimpse of Shari’a-compliant stocks in India at its two
stock exchanges namely Bombay Stock Exchange (BSE)
and National Stock Exchange (NSE). Qualifying stocks
come from various industries such as Steel, Automobile,
Pharmaceuticals, IT, Consumer goods, Cement, petroleum, hydroelectricity etc.

“While interest-free banking is provided in a limited
manner through NBFCs and cooperatives, the Committee recommends that measures be taken to permit the
delivery of interest-free finance on a larger scale, including through the banking system. This is in consonance
with the objectives of inclusion and growth through
innovation. The Committee believes that it would be
possible, through appropriate measures, to create a
framework for such products without any adverse systemic risk impact.”
(Raghuram Rajan Committee, Chapter 3: Broadening
Access to finance Page 35)
Looking at overall developments at private, governmental and international levels it can be expected that very
soon, India will be formally opening its economy to the
Islamic finance business, for which many Indian institutions in the private sector have started to prepare.
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Prohibition to invest more than 10% of Net Owned
Fund in real estate;

An important committee which submitted its report
to the Indian government about India’s future financial
structure has mentioned Islamic banking in the following
paragraph;
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Figure 118: Shari’a-compliant stocks in India
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24.7. Conclusion
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Economic Development Zone (EDZ)
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Bearys Global Research Triangle
Velcan Hydro Electric
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Energy City of India
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Figure 119: Islamic finance projects in India

The Indian government is showing an interest in the
Islamic finance business, and this is reassuring. Various
players in the corporate sector have launched Shari’a
compliant products and several state governments are
looking at exploring and capitalising on Shari’a-compliant
financing options. The Ministry of Minority Affairs is keen
to bring its financing arm - National Minority Development Finance Corporation (NBFC) under the Shari’a
rules and regulations, and they are further looking to
strengthen Shari’a compliance of various Islamic activities
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Figure 117: Number of financial companies in India
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