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Latest News
Path Solutions continues to lead the Islamic banking software market
Path Solutions ranked 1st Islamic
core banking system provider
worldwide and 4th among the ﬁrst
ﬁve international IT vendors who
achieved record sales performance in 2012 in IBS Sales
League Table 2013.

March 12, 2013 – Path Solutions, the market-leading provider of Islamic core banking
system iMAL, today announced
that UK-based International
Banking Systems (IBS) has
ranked Path Solutions’ iMAL the
world’s No.1 Islamic Core
Banking System and 4th worldwide among Primarily Universal
Banking Systems in its Sales
League Table 2013. Eleven
new clients representing four
geographies selected Path
Solutions’ iMAL Islamic core
banking system in 2012, conﬁrming the company’s success
worldwide as the system of
choice for major Islamic banks.
Mohammed Kateeb, Path Solutions’ Group Chairman & CEO
commented: “The rise in new
bank deals in 2012 reﬂects a
successful year for Path Solutions. It also proves that we
clearly lead the Islamic banking
software market. The world’s
fastest growing Islamic banks

are increasingly adopting Path Solutions’ iMAL for it is the most successful Islamic core banking suite
ever. Our AAOIFI-certiﬁed software
system complies with international
best banking processes as well as
local requirements. As a company,
we differentiate our offering through
higher R&D investment than our
peers. Path is uniquely positioned
in that it provides a single release of
its product every year across all geographies and banking sectors including Islamic, retail, corporate, universal, investment and microﬁnance”.
In addition to new name deals, Path
Solutions has seen strong uptake
from a large number of existing
clients across the Middle East,
GCC and Asia Paciﬁc.
Martin Whybrow, Founder of IBS
and Editorial Director of the IBS
Journal, stated: “Path Solutions is
always a good indicator of how the
wind is blowing in the Islamic
banking sector, albeit now with
heightened competition from traditional conventional banking system
suppliers that have gradually broadened their support for this form of
banking”.

sector has intensiﬁed over the past
few years. The growing demand for
future ready Sharia-compliant software solutions with built-in feature extensibility which deliver customer preference insights and real-time intelligent analytics has been nothing but
positive for Path Solutions. The
company is enjoying an unparalleled
steady market share gains.
iMAL Islamic Banking and Investment
System, Path Solutions’ pioneering
solution suite has been designed
from scratch to address speciﬁcally
all Islamic banking requirements.
iMAL is a user-friendly, integrated,
modularized suite reﬂecting an extensive range of business practices. It
enables a powerful, ﬂexible, serviceoriented
banking
infrastructure
without restrictions and with minimum disruption to banking operations.
The IBS Sales League Table is compiled annually by IBS Intelligence and
is universally acknowledged as the
barometer for international core
banking systems sales. It covers
new-name sales for the period January-December with each entry crosschecked against IBS’s own records
and independently veriﬁed where
necessary.

Competition in the Islamic banking

Message of condolences to People of Djibouti and the Central Bank of Djibouti on the loss of H.E. Mr. Djama Mahmoud
Haid, Djibouti Central Bank Governor
On behalf of Path Solutions’ management and staff, we wish to extend our
heartfelt condolences over the untimely death of the late Djama Mahmoud
Haid, Governor of National Bank of Djibouti. Our thoughts and prayers are with
his family during this difﬁcult time. May Allah bless his soul.
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Latest News
Ahlibank Oman Live on iMAL running on Microsoft Windows
OS and Sybase Database
February 12, 2013 - Path Solutions, the market leading provider of
Islamic banking software, has announced the deployment and
successful rollout of iMAL Islamic core banking system at all the Al Hilal
Islamic Banking Services branches of Ahlibank, one of the leading
banks in the Sultanate of Oman.
Ahlibank’s new Islamic window - Al Hilal Islamic Banking Services
launched ﬁve branches simultaneously and a sixth branch is planned in
Salalah within the next month. The branches are in Samayil, Bahla,
Rustaq, Saham and Muscat.
Al Hilal Islamic Banking Services will provide Islamic banking products
built on the tenants of truth and transparency in banking with the
windows operations being fully segregated from the bank’s conventional
activities.
iMAL was implemented using Microsoft Windows OS and Sybase Software and has enabled Ahlibank Oman to beneﬁt from Path Solutions’
strategic relationship with Microsoft to provide cutting-edge banking
technologies that address today’s industry challenges and tomorrow’s
business opportunities.
“Path Solutions’ iMAL will enable the fast and efﬁcient delivery of customer-oriented Islamic banking products and services whilst ensuring full
compliance with the Sharia guidelines and local regulations. It will also facilitate innovation and increases the bank’s agility and adaptability to
respond to change”, afﬁrmed Abdul Aziz Al Balushi, CEO Ahlibank.

The bank is placing signiﬁcant importance on AAOIFI-certiﬁed technologies to gain a competitive edge by diversifying its business portfolio with
varied activities including retail
ﬁnance, corporate and trade ﬁnance,
and to engage in expansion plans
aiming to become the leader of
Islamic banking services across the
nation.
Alain Abou Khalil, SVP Global Professional Services, Path Solutions commented, “We are delighted to have
partnered with Ahlibank in this
project. The kick-off started end of
2011 aiming at making Ahlibank’s Al
Hilal Islamic Banking Services the ﬁrst
to operate an Islamic window in
Muscat taking advantage of the
unique opportunity created by the
near non-existence of Islamic
banking services in the Sultanate.
The project implementation was completed in an aggressive three-month
schedule, which has been put on
hold for a full year awaiting the obtainment of the Islamic banking license
with the release of the Islamic
banking regulation by the Central
Bank of Oman. Now that the regulation of Islamic banking in Oman has
been released, Ahlibank is currently
Path Solutions’ second customer to
go live on iMAL system running on
modern, open technology”.
Ahlibank Oman is a strategic partner
of both Ahli United Bank (AUB) which
is a leading regional commercial bank
and International Finance Corporation
(IFC), a member of the World Bank
Group.
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Latest News
Successful roll-out of iMAL at Burj Bank replacing
SunGard’s System Access Symbols as Islamic Core
Banking Solution
February 08, 2013 - Multi-award winner Islamic software provider, Path
Solutions today announced that Burj Bank Limited, Pakistan, a key subsidiary of the Islamic Corporation for the Development of the Private Sector
(ICD) Group has gone live on iMAL Islamic Core Banking System in just
nine months across all the 75 branches countrywide replacing legacy
system Symbols from SunGard.
With the successful roll-out of iMAL at Burj Bank, Path Solutions has executed a record core banking replacement for projects of similar size. The
implementation of iMAL, which was a key part of the bank’s transformation initiatives started in May 2012 and was completed on Monday the 4th
of February 2013.
“Prior to Go Live, we had carried out multiple simulation exercises at
country level, ensured validity of data and also ensured that training was
imparted to staff countrywide. This was an error free cut over and a
unique example of seamless migration, given the fact that the team had a
limited delivery time of nine months for migration from Symbols to iMAL which is an implementation in record time never done before”, commented Ghazanfar Siddique, Project Head - Core Banking, Information
Technology at Burj Bank.
In an extract of letter from Ahmed Khizer Khan, the CEO of Burj Bank to
the bank’s key project members, Khan said “This is an amazing achievement, only made possible with the hard work and long hours put in by the
in-house core banking team as well as the provision of excellent training
and support by Path Solutions’ project team”.
Commenting on the migration process, Alain Abou Khalil, SVP Global Professional Services at Path Solutions said, “Burj Bank is a large Islamic
bank with 75 branches and tremendous amount of data to be migrated.
The migration to the new core banking system has been accomplished
on time and on budget within nine-month schedule achieving high level of
customer satisfaction. The new core banking system was rolled out with
a big bang approach and was implemented across the 75 branches in
one go, without any issues. The EOD (End of Day) was also successfully
executed, conﬁrming the accuracy of ﬁnancials”.
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Latest News
About Burj Bank Ltd.
With a vision to be “the Islamic bank of
choice”, Burj Bank (BURJ) has
emerged as a dynamic new player on
the banking horizon of Pakistan. The
bank offers a diversiﬁed range of
Shari’ah-compliant funded and nonfunded products and services aimed
at both individual and corporate customers. The bank also offers investment and corporate advisory services
besides an array of Islamic retail
banking products. The bank has a
Shari’ah Board headed by Prof. Mufti
Munib-Ur-Rehman who is the bank’s
Shari’ah advisor.
Burj Bank has a rich Middle Eastern
background with the ﬁnancial and
technical support of a great institution
such as ICD Jeddah (Islamic Corporation for Development of the Private
Sector) which is the private sector arm
of Islamic Development Bank,
Jeddah. Other major shareholders
include Bank Al-Khair from Bahrain,
Gargash Enterprises from the UAE
and Al-Romaizan from Saudi Arabia.

According to Mitri Karam, Project Director PS at Path Solutions, multiple success factors led to the successful roll-out of iMAL at Burj
Bank. Among them the detailed scoping exercise carried out by both
parties, the exceptional handling of the whole migration exercise, Path
Solutions’ outstanding Project Management and Implementation
Methodologies and experience in delivering core banking projects
and of course the commitment and dedication of Burj Bank and Path
Solutions’ PMO and project teams.
Burj Bank is currently using iMAL Islamic Core Banking Solution for
the following banking operations:
•Branch Automation
•Corporate Internet Banking
•Retail and Corporate Financing
•Collection Management
•Financing Application Management
•ATMs
•Islamic Proﬁt Calculation
•Accounting & Financial Control
•SWIFT and RTGS Transfers
•Reporting.

Burj Bank is the ﬁrst double AA Rated
Bank for Shari’ah Quality in Pakistan.
The Management team of Burj Bank
comprises of recognized banking professionals led by Ahmed Khizer Khan,
the President and CEO of the bank
and is a renowned name in the global
banking industry.
Burj Bank is based on the deﬁning
values of purity and integrity, and the
progressive values of passion and
devotion. It is the bank’s mission “to
provide innovative and efﬁcient Islamic
banking solutions to exceed customer
expectations while optimizing shareholder value”.
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Path Solutions strengthens iMAL system with
the GlobeX Data’s SecurusVault & DigitalSafe
cloud storage solutions

January 29, 2012 - Path Solutions announces a new partnership with GlobeX Data, one of
the leaders in Cloud Storage
technology to enable ﬁnancial
institutions to beneﬁt from
cloud storage solutions.
Founded in 2007, GlobeX
Data, Inc. is an innovative
secure cloud storage technology group incorporated and
based in Geneva, Switzerland.
Active in the secure cloud
storage
industry,
GlobeX
Group built its roots in the
global electronic payment
market and now provides a line
of electronic data management solutions to individuals,
SMEs and government organizations.

Under the terms of the partnership agreement, GlobeX Data
will enable Path Solutions’
clients and prospects to
beneﬁt from cloud storage
technology and solutions for
their data and/or backups
(such as database backups,
ﬁle server content, etc.) using
the SecurusVault storage offering, as well as propose to their
customers and employees the
storing of personal information
(such as PIN numbers, passwords, ﬁnancial accounts, and
conﬁdential ﬁles and documents) using the DigitalSafe
offering.
“We are excited to offer this
new technology to our clients.
As a result of our partnership
with GlobeX Data, Path Solutions will bring a whole new

Latest News

level and type of services to its current
and future clients. This partnership signature is simply a continuation of our commitment to the Islamic banking industry by
complementing our offering with strategic
partnerships”, said Dourria Mehyo, VP
Product Management, Path Solutions.
“Everyone at GlobeX Data is very proud
and excited to offer our products to Path
Solutions’ banking client base and their
retail clients. Having Global 100 as partners, we are simply continuing our tradition of aligning ourselves with the best in
the market, and Path Solutions represents
the best there is in Islamic banking IT.
GlobeX Data’s products are recognized as
global leaders in Swiss-based Cloud
Storage technology and this partnership
represents another validation of this recognition by Path Solutions and its amazing
team”, said Alain Ghiai, CEO, GlobeX
Data.
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Latest News
About GlobeX Data Inc.
GlobeX Data (www.globexdata.ch) has two
main applications for cloud storage:
For the consumer market & micro companies, it offers DigitalSafe; which is a mobile
and Web based secure Cloud Storage application that allows users to securely store and
share their personal information. Users can
create notes to save their PIN numbers, passwords, ﬁnancial accounts, medical records,
travel details, and more. In addition, users
can store conﬁdential ﬁles and documents in
their DigitalSafe account. Swiss privacy and
security is 100% guaranteed!
For SMEs, it offers SecurusVault; which is a
real-time, Cloud Storage based backup platform. Serving SMEs and government organizations, it provides backup, secure sharing,
and archiving in one system. It is geared
towards any industry that requires conﬁdentiality for sensitive information including ﬁnancial services institutions. Swiss privacy and
security is 100% guaranteed!
DigitalSafe & SecurusVault comply with the
following privacy and security standards:

Path Solutions, Islamic Technology
Partner of Oman 2nd Islamic Banking &
Finance Conference
March 20, 2013 - Path Solutions, the global provider of
Islamic banking software solutions, took part as Islamic
Technology Partner in Oman 2nd Islamic Banking & Finance
Conference held on the 17th & 18th of March at Al Bustan
Palace in Muscat.
Hosted under the high patronage of H.H. Sayyid Shihab Bin
Tariq Al Said, Advisor to His Majesty the Sultan and with the
participation of four Arab Governors of Central Banks, the
two-day conference brought together more than 300 high
level participants including industry regulators and analysts,
Sharia and legal experts and world renowned consultants
from the Sultanate and Arab region to explore the challenges
facing Islamic banking in the country.
Path Solutions succeeded one more time in attracting large
numbers of booth visitors. The exhibition featured as well live
product demonstrations to create awareness for iMAL, the
ﬁrst AAOIFI-certiﬁed core banking system and its distinctive
advantages.
Five banks in the Sultanate are currently using iMAL for their
Islamic banking operations.

•The Swiss Federal Act on Data Protection
(FADP)
•The Freedom of Information and Protection
of Privacy (FOIPPA)
•The Personal Information Protection and
Electronic Documents Act (PIPEDA)
•The Health Insurance Portability and Accountability Act of 1996 (HIPAA)
•The Payment Card Industry Data Security
Standards (PCI-DSS)
•All data is stored in a Tier 3 data centre in
Switzerland
•Data centre is ISO 9001:2000 certiﬁed by
SGS
•Data centre complies with SFB commission
•Data centre complies with ITIL® best practices.
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Latest News
Path Solutions, Silver Strategic Partner of WIBC 2012
December 14, 2012 - More than 1,200 industry leaders from 52 countries representing over 260 international and
regional organizations have actively participated in the “19th Annual World Islamic Banking Conference (WIBC)”
which was held at the Gulf Hotel in Bahrain on 9, 10 & 11 December under the theme of ‘Islamic Finance:
Adapting to the New Dynamics of Global Finance’.
Held under the patronage of HRH Prince Khalifa Bin Salman Al Khalifa, the Prime Minister of the Kingdom of
Bahrain and with the ofﬁcial support of the Central Bank of Bahrain, the three-day event was the perfect stage to
discuss critical issues that the global Islamic ﬁnance industry is currently facing and how Islamic ﬁnance can adapt
to the new dynamics of global ﬁnance.
As a Silver Strategic Partner of the event, multi-award winning Islamic banking software provider Path Solutions
has succeeded in showcasing its latest technological innovations at the World Islamic Banking Exhibition that was
inaugurated by Khalid Hamad Abdul Rahman Hamad, Executive Director - Banking Supervision, Central Bank of
Bahrain.
Moreover, the conference was the platform to launch the ninth edition of the WIBC Competitiveness Report, the
world's only original research into the performance and key trends of Islamic banking worldwide.
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Latest News
About Path Solutions
Kuwait-based Path Solutions is a
multi-award winning Islamic banking
software house specialized in the
provision of integrated solutions and
services to the Islamic ﬁnancial
market. The company offers a wide
range of IAS-compliant integrated
solutions covering Core Banking,
Customer Service Management, Investment Banking, Fund Management, Treasury, and Trading in GCC
& Global Capital Markets.
Path Solutions’ ﬂagship product,
iMAL, is built on open architecture,
offers low cost of ownership and

uses established standards such as
HTTP/S and XML. It is also available
as a Model Bank implementation,
with the best practice processes
built-in.
Path Solutions sharply focus on
building quality and excellence in its
product development, delivery, deployment, training and support processes. The company has over two
decades of experience in combining knowledge of banking
markets worldwide with deep expertise of how technology is best
applied in rapidly changing, highly

demanding large-scale environments.
Path Solutions differentiates
itself through its AAOIFI-certiﬁed
software solutions and its strong
implementation track record.
Gartner placed Path Solutions in
its ‘Market Trends’ 2011 report
at the forefront as the ﬁrst IT
service provider for the Islamic
banking industry in regulatory
compliance and technology ﬂexibility and with a solid expertise in
a number of system replacements.

Management Development Plan

Managers need a broad variety of skills: Leadership, communication, negotiation, general business, organizational and technology skills. They need a solid understanding of the industry in which they operate and the structure and functions of the organization. Regardless of their particular area of expertise, they need to clearly understand the organization’s culture, philosophies, policies and procedures.
Having this in mind, Path Solutions’ Corporate Academy is making sure to incorporate all these skills in the
company, through its yearly Management Development Plan. Targeting all branches, the Corporate Academy is
organizing several seminars ensuring that these sessions are well catered to fulﬁll Path Solutions’ needs and requirements. Time Management, Professional E-Mail Writing, Negotiation Skills, Communication Skills and many
other topics are being offered throughout the year and in different Path Solutions’ ofﬁces.
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Ecole De Management, Université
De Strasbourg

Latest News

For more information, kindly send your requests to CorporateAcademy@path-solutions.com

The Ecole de Management - Strasbourg has partnered
with Path Solutions for the year 2012, for another
round of Master’s students in Islamic Finance and
Banking.
The partnership which has started in 2008 focuses on
providing Islamic IT related courses for graduate
students emphasizing on Islamic banking studies.
Islamic Funds and Islamic Treasury related courses
were given by Path Solutions’ Corporate Academy
Manager Sebouh Gurunlian, on the 23rd, 24th and
25th of August 2012 to the French audience. During
these 3 days, the attendees learned how to transform
Islamic banking theories into practical cases using a
powerful IT tool, Path Solutions’ Islamic banking
software iMAL.

Coming from different backgrounds with little knowledge of Islamic banking, the attendees appreciated
the effectiveness and efﬁciency of iMAL. The system,
user deﬁnable and modular in approach, offers total
ﬂexibility and enables users to align with industry best
practices.
The training at Ecole de Management - Strasbourg is
part of several other offered programs by the Corporate Academy: Financial Accounting, Fund Management, Islamic Treasury, Restricted Investment Account,
Trade Finance and Unrestricted Investment Account.
These training schemes required by the different
educational entities and clients are being catered to
match or exceed the set expectations.
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Mr. Kamal Ahmed Taha, Head of IT
NBAD Regional Office - Sudan
We were looking for a pure Islamic solution.
•Why was iMAL chosen?
iMAL is purpose-built Islamic banking
system fully complying with Islamic
banking Sharia principles.

National Bank of Abu Dhabi signed an
agreement with Path Solutions for the
provision of all of iMAL major product
line to support its fast growing Private
Banking and Investment Fund management businesses in Sudan.
Path Solutions was selected because
of its depth of knowledge, reputation
and prestigious user base.
Using iMAL , NBAD Sudan is able to
meet the growing challenges of
today’s ﬁnancial services marketplace,
foremost among these is the increased spotlight on liquidity management and compliance.

•Why did NBAD Sudan decide to implement a new system?
We decided to implement a new
system because:
-The old system was outdated
-The Central Bank of Sudan requested the banks in Sudan to move
to Islamic Core Banking Systems
-To improve and enhance our services to clients.
•What companies/systems did you
look at?
We reviewed various systems at
group level and decided to go for Path
Solutions’ iMAL.
•What were the main criteria?

•How long did the selection last and
when was the contract signed?
The selection process took around
one calendar year and the contract
was ﬁrst signed in NBAD Head Ofﬁce
in 2007.
•When did the implementation begin?
It started in 2007 in the Head Ofﬁce
(ADNIF UAE), and in May 2008 in
Sudan ofﬁce.
•What stage is the project at now?
We went live in October 2008, but
were upgraded to iMAL 12 on 5
August 2012.
•How many stages did it consist of?
It consisted of four stages:
-Path Internal Upgrade Testing
-Functional Testing
-Training on the new features
-User Acceptance Testing.
•Was there a lot of customization of
the system?
Few as we got some changes in TFA
and IIS modules.
•What functionality did the system
cover?
The system covered Customer
Service Management, Trade Finance,
Treasury, Islamic Invest, Fixed Assets
and Accounting for GL, Reporting.

Client Interview
-Sudan National Switch for ATMs
-Sudan SWIFT Interface
-ECC Interface, in progress.
•Did you face problems with the transition?
Yes, we had some issues with
certain outstanding IIS deals with no
proper details and with clients’ signature migration.
•Was the go live a “big bang” or
phased? Is there a parallel run of old
and new systems?
We had only one branch at that
time. We went live with all modules
on the ﬁrst date. There was no parallel run with the old system.
•Did you have any third parties
helping you with the implementation?
No, we just got help from the Head
Ofﬁce.
•Did Path Solutions have an onsite
team?
Yes for four months, on and off.
•What advantages did the new technology bring to NBAD Sudan?
It brought to NBAD Sudan the availability of data, easy reporting, quick
service, fast verifying and approval
process.
•Anything else you’d like to add?
iMAL is a purpose-built Sharia-compliant solution.

•What other systems or applications
was iMAL interfaced to?
It was interfaced to:
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Path Solutions is pleased to congratulate its partners winners of Islamic
Finance news Best Banks Poll 2012 with best wishes for continued success and a bright future in the years ahead!

Best Islamic Bank in UK

Best Islamic Bank in Kuwait

Best Islamic Bank in Sudan

Best Islamic Bank in Syria

Best Islamic Bank in Kenya

Best Islamic Bank in Sri Lanka

Path Solutions is pleased to congratulate Bahrain-based Gulf Finance House (GFH)
on winning the ‘Best Islamic Investment Bank’ award for 2012 by Capital Finance
International.
Receiving this award is a testament of GFH’s commitment to formulate and operate
in proﬁtable niche with an aim to provide unique Islamic investment banking
offerings to its investors and shareholders.
Path Solutions wishes Gulf Finance House continued success and growth in the
years ahead!
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Risk Management With Islamic Derivatives:
Do We Really Need Them? By Salman Ahmed Shaikh

Learn More

Posted on ‘Islamic Economics Project’ on December 31, 2012

Islamic ﬁnance industry assets are
now worth more than $1 trillion. The
industry has shown resilience and
double digit growth even in the face
of global recession.
However, there was much more
expected from them on different
grounds as IFIs built their reputation
and gained acceptance from
masses having promised socioeconomic beneﬁts of an egalitarian
ﬁnancial system based on Islamic
principles.

In currently used debt based modes
of ﬁnancing, an Islamic bank does not
commit a single penny unless the
customer signs the unilateral undertaking, and by way of unilateral undertaking, the customer is bound to
purchase the asset and pay the bank
markup price of the asset which is
calculated using KLIBOR/LIBOR as a
discount rate and using present value
annuity formula. Only when the
customer agrees to provide that undertaking, will the bank think of purchasing the asset.

An Islamic bank basically amortizes all its costs through rentals or markup price. It is acting as a ﬁnancial broker
looking to amortize an investment made. For the same asset or property, the bank will charge higher rentals for
short term lease and lower for long term lease. It is because the bank is willing to amortize all costs and not acting
anything else than being a ﬁnancial broker. The pricing for different tenures mimics the term structure of interest
rates and what enables comparable returns is the provision of locking second leg of transaction in all lease and
trade based contracts using the ‘unilateral undertaking’ which by all means is legally binding.
Islamic banks have now become banks for the rich elite in urban localities and for the businesses which want to
expand their size through ownership of ‘new’ assets. Islamic banks are not for ﬁnancing education, health, microenterprises etc. Their clients are mostly blue chip companies which can obtain ﬁnancing from many other institutions as well.
The so called asset backed nature of ﬁnancing in Islamic ﬁnance deprives one to ﬁnance education, health,
autonomous and necessary consumption. What it ensures is the rent seeking by Islamic institutions that insure
the asset and add this insurance cost in the rentals and Murabaha price to make the receivable as secure as
interest on loan by mitigating price, market and asset risk which is the basic distinguishing feature between trade
and Riba.

Continued on page 15 14
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Learn More
...Continued
While Islamic banks maintain the strategic policy to mimic and copy
conventional ﬁnance products and Islamize them and maintain highest
banking spreads (at 8.4% in Pakistan in 2011) among the major countries
of the world, all economic arguments in favor of Islamic banking are also
equally supportive to conventional banking.
After substantial double digit growth in assets, customer base and proﬁts,
rather than embracing the vision to provide an egalitarian ﬁnancial system
with widespread use of equity ﬁnancing, Islamic banks have now seemingly decided to continue mimicking conventional ﬁnancial paradigm and
offer sophisticated structured products and derivatives.

It is because ﬁnancial intermediation grew in
massive proportion and became increasingly
delinked with productive sector. Financial institutions that were just supposed to be playing a
supportive role to the productive economy got
much bigger and unregulated through shadow
banking practices in the west.
Greed in capitalism is permanent. But, the very
allowance and room to securitize ﬁnancial
obligations and be able to sell them to other
ﬁnancial intermediaries provided the necessary
impetus for being reckless in credit penetration
and pass on the toxic assets later on to others.
Now, what are the lessons to be learnt by
Islamic ﬁnance from all this? First, all product
vetting and engineering must take into account
the fact that entrepreneurial risk is the cornerstone of permissible earnings from any allowable business venture in Islam. This is best
ensured through as direct a ﬁnancial intermediation model as possible. It is hard to ensure it in
a complex nested ﬁnancial framework. This risk
can only be eliminated at the cost of compromising the basic distinctions of Islamic economic
principles.
Second, it is not necessary to use derivatives in
most cases in Islamic ﬁnance. Floating rate
rentals can substitute use of interest rate

To put the issue in right perspective,
ﬁnancial sector earnings increased
manifold in developed markets after
Breton Woods system ended in
1971. These earnings are transaction costs for the productive sector.
Even amidst these high earnings,
the ﬁnancial sector still could not do
its job of matching credible
business sector investors with
limited number of savers. Why?

swaps. Credit Default Swaps (CDS) are not needed in most
cases since almost all ﬁnancial assets credit creation is
backed by real assets and the bank has recourse to them.
It is quite hard to distinguish between hedging and speculation because it depends on intention which is unobservable.
Delivery based trade contracts ensure that the transaction is
not for speculative purposes only. Price hedging can be
ensured through Salam and Murabaha already which are
used for short term ﬁnancing. In long term ﬁnancing as
discussed before, the rentals are mostly ﬂoating. It is advisable to price products based on speciﬁc asset’s market
fundamentals rather than using an interest based benchmark
for all types of asset ﬁnancing. This will not only be better from
a hedging perspective, but is also preferable from an Islamic
perspective.
Third, rather than waiting for the demand side changes,
Islamic ﬁnancial institutions having gained tremendous growth
and penetration in recent past, must offer change from the
supply side. They must begin offering equity ﬁnancing and
follow them up with standardized instruments with equity
contracts as underlying.
For instance, initially established portfolio comprising equity
ﬁnancing assets could pool funds from other institutions and
general public through issuing Musharakah certiﬁcates.
These can not only increase widespread use of equity ﬁnancing, but can also contribute towards better distribution of
income and wealth and horizontal spread of risk and return.
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Meet Path Solutions
AAOIFI Annual Shari’a Conference
Kingdom of Bahrain
15 - 16 April 2013
10th IFSB Summit
Kuala Lumpur - Malaysia
14 - 17 May 2013

You are kindly invited to visit our booth and meet our IT
experts to learn more about how our solutions can
beneﬁt your business. To book a meeting, please
contact our Sales Representatives at
salesteam@path-solutions.com
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