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ABSTRACT

Islamic finance is a fast growing segment of international financial markets.
Deriving its core principles from the Quran and the Sharia, the objective of
Islamic finance is to install a more equitable financial and economic order
that at the same time is transaction-friendly. Thus, Islam could be seen as
a foundation for the inclusion of the ethical and moral dimensions of eco-
nomics and markets. This coincides with rising demand for Islamic financial
products. Indeed, recent years have witnessed increasing efforts to develop
and to institutionalise Islamic capital markets and above all, to make Islamic
finance acceptable (and thus investable) to the mainstream. In this article, I
use the question of legitimacy to explore whether Islamic finance offers an
alternative to the existing international financial order. To this end, I take a
closer look at the knowledge base from which Islamic financial products are
constructed and assessed as well as the emerging international regulatory
framework for Islamic financial markets. I conclude that efforts to expand
the social constituency of Islamic finance to the transnational sphere of global
finance are overly focused on its epistemic legitimation as normal financial
activity. As a consequence, the currently emerging power, knowledge and
governance structures for Islamic finance tend to emulate, and therefore
largely reproduce, the existing global financial order.

KEYWORDS

Islamic finance; financial regulation; Sharia compliance; legitimacy; global
finance.

INTRODUCTION

As the Anglo-America-centered international financial system experiences
its worst crisis since the 1930s, it is only timely to start looking at alter-
natives. Global finance is at the crossroads and the question is whether it
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

will be possible to create a new international financial order based on the
principles of equity (profit- and loss-sharing), mutuality and sustainability,
instead of speculation and the apotheosis of short term profit-making. I will
explore these issues by taking a closer look at Islamic finance, one of the
fastest growing segments of international financial markets. At first glance,
Islamic finance seems to be an appealing alternative to the global finan-
cial hegemony. Rooted in the jurisprudential body of knowledge which is
known as the Sharia and based on the principles of the Quran, the objective
of Islamic finance is to install a more equitable financial and economic or-
der that at the same time is transaction-friendly. Thus, Islamic finance com-
bines both religious principles and consequentialist elements of a wider
appeal. Therefore, Islam could be seen as a foundation for the inclusion of
the ethical and moral dimensions of economics and markets. At the same
time, it cannot be abstracted from developments in the wider political
economy such as an increasingly affluent Muslim middle class, the explo-
sion of oil revenues, and a reorientation towards cultural-religious values.
As a consequence, over the last few decades increasing efforts have been
undertaken to structure Sharia-compliant financial products, to develop
and institutionalize Islamic capital markets and above all, to make Islamic
finance acceptable (and thus investable) to the mainstream.

I will use the question of legitimacy to explore the extent to which Islamic
finance offers a – possibly more equitable – alternative to the existing inter-
national financial order. To this purpose, I take a closer look at the genesis of
modern Islamic financial practice, the knowledge base from which Islamic
financial products are constructed and assessed, and the emerging inter-
national regulatory framework for Islamic financial markets. In so doing,
I will not only trace the development of Islamic finance but also cast light
on the constitution and normalization of what is considered as legitimate
economic activity more generally. My findings suggest that while Islamic fi-
nance challenges Western, more specifically Anglo-American dominance
of the international financial system, at the same time it serves to repro-
duce, to legitimize and thus to further entrench the knowledge structures
that underpin contemporary finance.

The argument will proceed as follows. The next section discusses the
often neglected ethical and moral character of capital markets. It then goes
on to identify the core principles of Islamic finance and how they relate
to different notions of legitimacy. Section 2 gives an overview of the rise
of Islamic finance over the last decades. It suggests that to the extent that
these developments symbolize the emergence of a more multipolar, and in
this sense possibly more legitimate, international financial system, Islamic
finance certainly challenges the existing global financial order. However,
at the same time as Islamic finance more and more engages with the
international financial system, its knowledge base becomes increasingly
dependent on existing structures. This will be discussed in more detail in
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RETHEL: WHOSE LEGITIMACY?

Section 3, where I look at the conflicts inherent to attempting to create and
regulate a mainstream-capable Islamic financial system. Section 4 summa-
rizes key points and concludes with an outlook on the possible futures of
Islamic finance and its potential as a site of resistance and change.

1. CAPITAL MARKETS, ISLAM AND THE QUESTION
OF LEGITIMACY

Contesting the absence (of an explicit articulation) of the ethical and social
dimensions of capital markets is a key theme pervading the more critically
inclined political economy literature. In this literature, the conceptualiza-
tion of capital markets as abstract rational entities that follow objective,
scientific principles is contrasted with the social, cultural and even moral
embeddedness of markets (see e.g. De Goede, 2005; Watson, 2007). These
approaches see capital markets not as natural phenomena but as the re-
sult of historical contingencies, contestation and the emergence of shared
understandings which condition, and are conditioned by, financial prac-
tices. Yet, despite an acknowledgement of diverging practices, for exam-
ple, in pre-capitalist barter economies or in the form of localized exchange
systems, it is often hard to see to what extent these criticisms can, or
even should, be translated into modern financial practice more generally
(Kessler, 2007). While these accounts point to the constitutive legitimation
of global capital markets through ‘scientific’ or – given their intersubjec-
tive grounding – rather epistemic factors such as modern finance theory,
calculative technologies, the work of credit rating agencies and their like,
little attention is paid to what this means in terms of the legitimacy of these
markets, and more generally of the financial order of which they are a part.

Indeed, legitimacy in itself is a rather ambiguous notion. There are var-
ious ways of how legitimacy can be understood, respectively of how it is
seen to operate, and so far surprisingly little work has been done to better
understand its relevance for the wider fields of the ethics and politics of
finance (but see Sen, 1991; Seabrooke, 2006; Palazzo and Rethel, 2008). The
most frequent distinction being made is that between input and output
legitimacy (e.g. Kratochwil, 2006; see also Mügge, this issue, for a critical
discussion). While the former implies that certain procedural standards are
met, the latter emphasizes the quality of the outcomes that are produced.
However, ultimately legitimacy is contingent on processes of legitimation
that constitute certain practices as legitimate and others as not. Therefore,
the construction of legitimacy in itself is a social process, based on the
emergence of sets of shared values and beliefs. Importantly for the further
development of my argument, these can emerge on both epistemic and/or
moral grounds and, as a consequence, processes of legitimation are inher-
ently conflictual. In other words, something can be seen as right on moral
grounds or simply because it is thought to work best.
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

Kratochwil (2006) points out that issues of legitimacy are most acute
when it comes to practical matters. The rise of Islamic finance provides one
such example. As I will discuss in more detail below, Islamic finance lays
claim to both procedural and outcome legitimacy. Furthermore, Reus-Smit
(2007: 164) draws attention to the ‘social constituency’ in which legitimacy
is established. He argues that ‘[w]here one needs legitimacy will depend,
therefore, upon where one seeks to act, and the relevant constituency will
be determined by that realm of [. . . economic] action’. Thus, current efforts
to expand Islamic finance have to speak both to its traditional Muslim
constituency and to the transnational sphere of global finance in which it
seeks to become established. This is underpinned by complex processes
of epistemic legitimation, in terms of conventional financial knowledge,
as well as religious legitimation. Hence, the question of whose legitimacy
ultimately will prevail is a crucial one.

Moreover, Islamic finance is not only an empirical phenomenon that
warrants scholarly scrutiny, but also an intriguing analytical counterfac-
tual. A literature which claims that a different world order is possible
should become more curious about the potential of existing alternatives.
Such an agenda could also support current efforts to expand, indeed,
truly ‘globalize International Political Economy [IPE]’ by looking beyond
its narrow focus on mainly advanced, mainly Western political economies
(Phillips, 2005). In so doing, International Political Economy (IPE) can draw
on a series of recent contributions on Islamic finance in closely related fields
such as anthropology (Maurer, 2002); business, economics and finance
(Warde, 2000; Henry and Wilson, 2004); business ethics (Rice, 1999); eco-
nomic geography (Pollard and Samers, 2007); and law (Vogel and Hayes,
1998).

In contrast to conventional financial practice which seeks its legitima-
tion in the theoretical constructs of modern finance theory and neoclassical
economics, Islamic finance is fundamentally concerned with and very ar-
ticulate about embedded elements of morality and ethics. It derives its
basic principles from the Quran, Islam’s holy book, and the jurispruden-
tial body of knowledge which is referred to as the Sharia. A fundamental
tenet of Islamic jurisprudence is that everything which is not explicitly
prohibited is permissible (IOSCO, 2004: 6). In Islamic finance, the four ma-
jor prohibited elements are riba (unjustified increase; narrowly interpreted
as the paying or receiving of interest), maisir (gambling), gharar (making
profit from uncertainty), and the production and sale of haram (forbidden)
goods and services.

The prohibition of interest is often seen as the sine qua non of Islamic
economic and financial philosophy (Kuran, 1995). It is based on the notion
that ‘making money from money’ is not ethically acceptable and heightens
the concern of using money for productive purposes. This unease with
the ‘moral legitimacy of effortless fortunes’ is not solely a prerogative of
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RETHEL: WHOSE LEGITIMACY?

Islamic economic philosophy (Sen, 1991: 38). Not so much the issue of
lending itself is at stake, but the concept of earning a fixed return without
sharing into the risks of the venture.

Because of its zero-sum character as one party gains from the other
party’s loss, all forms of gambling are forbidden. Furthermore, gambling
contains elements of uncertainty as the outcome of a gamble by definition
cannot be ascertained a priori. The prohibition of profiting from uncertainty
is meant to prevent the taking of excessive risk and the entering into a
commercial venture without sufficient knowledge (Vogel and Hayes, 1998).
In an exchange, this applies to situations where for instance the quality of
the goods cannot be established or where goods cannot immediately be
delivered (e.g. short-selling). However, minor uncertainties are tolerated.
The underlying rationale is that one party should not unfairly benefit from
the other party’s ignorance.

Furthermore, the prohibition of financing sinful products and activities
is meant to give Islamic financial products a morally embedded character.
While in conventional economic theory, the production of and trade in
goods and services is conceptualized as only being subjected to demand
and supply and thus the price mechanism, Islamic economic philosophy
clearly identifies a number of products and activities which are not socially
desirable and thus forbidden. Among these are alcohol, pork-related prod-
ucts, pornography, gambling, prostitution and activities engaging in riba,
maisir and/or gharar such as conventional banking and insurance. Thus,
the market mechanism is complemented by a ‘moral filter’ of what is
socially desirable (Rice, 1999: 346).

These prohibitions have to be seen in the wider context of Islamic eco-
nomic philosophy which contains strong elements of redistribution (as
through zakat, mandatory alms-giving by individuals and firms), the idea
of participatory economic growth, and risk-sharing as the basis of a more
equitable development, together with a certain materiality or transactions
focus as expressed in the sanctity of contracts and property rights. Thus,
Islamic finance bases its claim to legitimacy on the greater social justice of
the outcomes it intends to achieve.

However, at the same time procedural elements play an important role to
ensure legitimacy. In this regard, most important is the operation of Sharia
boards, which are an important mechanism for the Islamic legitimation
of Islamic financial products and services. The Sharia board, in turn, de-
rives its authority from the reputation of the jurists specialized in Islamic
jurisprudence who compose it. However, models of Sharia governance
vary across countries (Aznan, 2007). Usually, Sharia boards operate at the
firm level, advising financial institutions on the Sharia compliance of their
products. However, in a number of countries, for example in Malaysia and
Pakistan, there also exist Sharia advisory councils at the national level,
often established at the central bank, and with whom the final authority
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

rests. These provisions and principles give Islamic financial instruments
and services a distinct character. The remainder of this section briefly out-
lines how Islamic finance compares with conventional finance in the areas
of banking, equity finance and debt finance by discussing some of the
major Islamic financing techniques.

Conventional commercial banks take deposits and make loans. The main
source of bank profits here lies in the interest rate differential as interest
rates on deposits are usually lower than those on loans. The absence of
interest in Islamic finance leads to different models of deposit taking.
Deposits are taken either as demand deposits for safekeeping or as invest-
ment deposits. In the latter – and more common – case, funds are placed
in profit- and loss-sharing investment accounts. These deposits are not
guaranteed. They are used to finance investment projects and depositors
share both the profits and the losses of the venture. Thus, depositors turn
into shareholders, equity financiers. Bank lending to consumers usually
takes the form of murabaha, a sale with an agreed upon profit. Here, the
bank owns the product before transferring it to its client and thus, for a
time, bears the full risk.

In sharing risks and profits, equity finance is by nature participatory.
The two most frequently used instruments/contracts in equity finance are
mudharaba (profit-sharing) and musharaka (profit- and loss-sharing part-
nership). In the former, an investor (e.g. Islamic bank, fund, etc.) pro-
vides finance to an entrepreneur. Both investor and entrepreneur are
entitled to the profits arising from the enterprise, which are shared ac-
cording to a predetermined ratio. However, in case of failure of the
business (unless it is due to the entrepreneur’s negligence) only the in-
vestor bears the loss. The latter type of contract refers to a partnership
where each partner shares in the profits and losses of the venture ac-
cording to their capital contribution. As such, most conventional equity
finance is Sharia-compliant, apart from stocks that finance enterprises
engaged in sinful activities (e.g. casinos/gambling, breweries/alcohol,
conventional banks/riba). Similarly, enterprises that finance themselves
through debt and as such pay interest (engage in riba) are forbidden
investments.

Indeed, as Islamic finance discards conventional debtor–creditor rela-
tionships where risk is only asymmetrically shared, the issue of loan cap-
ital is more complex. Lending is not considered a legitimately profitable
activity and according to Islamic financial principles, only one type of loan
is permissible, qard hassan (literally: good loan), an interest-free loan where
the investor is not allowed to benefit, neither directly nor indirectly, from
the lending relationship. In all other cases, lenders (be it depositors, banks
or portfolio investors) must share in the profits or losses incurred by the
business venture, unlike conventional loans where the borrower has to
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RETHEL: WHOSE LEGITIMACY?

repay principal and interest independently of the success of her project
and can avoid these obligations only through bankruptcy. At the core is
the banning of the risk-free accumulation of capital and the concentration
of wealth in the hands of only a few. Islamic financial philosophy even
provides for a suspension of repayments in case the borrower experiences
financial difficulties. Lenders enter a partnership ‘on the basis of economic
viability and profitability of a project – not on the basis of the creditworthiness
of the borrower’ (Al Harran, 1995: xii, emphasis added).

This makes bond finance an inherently controversial issue in Islamic
finance. Fixed income instruments such as conventional bonds violate the
prohibition of riba and are thus Islamically not acceptable. However, loan
capital can be raised via the issuance of sukuk, often also referred to as
Islamic bonds, typically in the form of claims on assets that generate an
income stream, such as land/rental income or leased assets, and have
been placed in a special purpose vehicle. Sukuk differ from conventional
bonds in three important aspects. First, as Usmani (2007) emphasizes,
sukuk carries genuine ownership of real assets and does not merely offer
its holders the right to a return. Importantly, there exists a specific contract
of exchange (IOSCO, 2004: 35). Second, the return on sukuk is tied to a
real asset. It is based on a real claim. Third, the return of the principal is
not guaranteed. In this, they are profit-sharing instruments. The rationale
here is again outcome-oriented, namely ‘to link the return of an Islamic
contract to productivity and the quality of the project, thereby ensuring a
more equitable distribution of wealth’ (El Qorchi, 2005: 46).

From this reading of Islamic financial practice, two issues in particular
stand out that set it apart from conventional finance: the Islamic notion
of creditworthiness and its social embeddedness. In conventional finance
creditworthiness has come to be seen in purely financial terms, as the
capacity of the borrower to repay the lender; thus the importance, for ex-
ample, of collateral. Although the lender shares into the default risk, her
exposure to the risks of the venture is minimal. In Islamic financial theory,
however, the economic viability of a project and its moral character deter-
mine whether a venture is deemed worthy of credit. This is closely linked
to the second distinctive characteristic of Islamic finance, its commitment
to achieving a socially embedded financial system that includes – if not ac-
tively promotes – ethical and moral dimensions for productive purposes.
Moreover, the social embeddedness of Islamic finance has a second con-
notation. Not only is economic activity – in contrast to the efficient market
model of conventional finance theory – seen as deeply enmeshed in social
relations, but it is also a distinct characteristic of Islamic finance that it
is directly connected to the real economy. In other words, Islamic finance
explicitly serves the purpose to finance real economic activity. It contrasts
sharply with the proliferation of financial claims increasingly detached
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

from the real economy that are a root cause of the current global financial
crisis (see e.g. Lordon, 2007).

As a consequence, core rationales of Islamic financial practice are
markedly different from that of conventional finance. They rest on a
moral/ethical base and the overarching goal is to achieve a socially em-
bedded financial system, which entails a commitment to a financial order
of greater social justice, based on the principles of equity, mutuality and
sustainability. Thus, Islamic finance combines both deontological and con-
sequentialist elements (Sen, 1991). Its legitimacy does not rest only with its
religious dimension but also with its intended outcome and its emphasis on
the social embeddedness of financial activity. However, the concepts and
their meanings on which current Islamic financial practice is based are not
necessarily uncontested, given the many divergent streams within Islamic
legal thought. As Pollard and Samers (2007: 315) point out, Islamic finance
is ‘a project under construction, underpinned by a host of definitional,
language and doctrinal debates’. Furthermore, as Islamic finance moves
towards the mainstream, its ethical principles are increasingly challenged.

2. THE GENESIS OF MODERN ISLAMIC FINANCE

The modern history of Islamic finance can be divided into three periods,
its emergence in the 1970s and 1980s, its consolidation and increasing
internationalization during the 1990s and finally, its takeoff in the early
21st century. During this time, Islamic finance has been transformed from
an alternative economy at the margins to an increasingly normal – or
legitimate – field of financial activity. The question is how the increasing
internationalization and ongoing confrontation with the logics of global
financial market will affect its ethical and social orientation.

The establishment of the first formal Islamic financial institution is usu-
ally dated back to the setting up of a small rural savings bank in Egypt in
1963 (El-Hawary et al., 2004). It was only from the late 1970s onwards that
Islamic banking gained more widespread endorsement by both states and
private actors. Pakistan, Iran and Sudan attempted to create an Islamic fi-
nancial system on the national level and outlawed interest. However, their
integration with the world economy was limited. Thus, more important
for the expansion of Islamic finance in terms of both volume and geogra-
phy was the establishment of Islamic financial institutions in countries that
actively sought integration with the world economy and whose emerging
middle classes provided an increasingly affluent customer base.

After the oil embargo, in 1974 the Islamic Development Bank (IDB)
was established as a multilateral development agency ‘to foster economic
development and social progress of member countries and Muslim com-
munities individually as well as jointly in accordance with the principles
of the Sharia’ (Article 1, IDB Articles of Agreement). This development
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RETHEL: WHOSE LEGITIMACY?

served as a catalyst for the incorporation of Islamic banks (IOSCO, 2004).
A year later in 1975, the first fully-fledged private Islamic bank, Dubai
Islamic Bank, was founded and others, such as Kuwait Finance House in
1977, followed swiftly. In an important difference to earlier experiments
with Islamic finance, their business models were not targeted at poor rural
communities. Islamic finance became a phenomenon of a rapidly expand-
ing middle class that demanded traditional banking services, specifically
consumer finance, offered in a Sharia-compliant way (see e.g. Smith, 2004).
By the mid-1980s, Islamic assets under management were estimated to
amount to approximately US$5 billion (Iqbal, 1997: 42).

The emergence of Islamic finance is closely linked to political and eco-
nomic developments, most importantly the rise of pan-Islamism and the
energy crises of the 1970s and early 1980s (Warde, 2000). Not only did
these crises, for the first time in its modern history, generate investable
funds for the Middle East, but they also stood for an increasing political
assertiveness of the Islamic world against ‘the West’. Kuran (1995: 169–70)
points out that the intellectual movement of Islamic economics should not
be seen as much as being meant ‘to galvanize a radical shift in economic
thought or to unleash a revolution in economic practices [but as a reasser-
tion of] Islam’s importance as a source of guidance and inspiration, and to
reaffirm its relevance to modern life’. In a similar vein, Vogel and Hayes
(1998: 21) note, that ‘the surge in Islamic banking and finance is part of the
much larger phenomenon of Islamic reassertion’. Islamic finance is often
taken as a precedent of Islam’s capability to regulate further aspects of
everyday modern life (Henry and Wilson, 2004). As such, the resurgence
of Islamic finance can be seen as the expression of a ‘self-consciously other’
of economic and social practices (Pollard and Samers, 2007).

However, in subsequent decades Islamic finance moved increasingly
closer to the mainstream. For a short time, sinking oil prices and the First
Gulf War halted the advance of Islamic finance. It depleted currency re-
serves and led to increased international borrowing, and thus dependence,
by Saudi Arabia and other Gulf states at a time of heightened interference
by Western powers in the region’s political and economic affairs. In addi-
tion, Islamic banks in the region lost more than a third of deposits (Vogel
and Hayes, 1998: 8).

Yet, oil prices began to rise again and Islamic finance experienced a new
impetus from the mid-1990s onwards when established Western banks
became increasingly attracted to the growing market. By the mid-1990s,
global Islamic assets amounted to approximately US$150 billion (Standard
& Poor’s, 2008: 8). Citibank opened its first Islamic subsidiary in Bahrain
in 1996. In 1998, HSBC established its global Islamic banking division,
HSBC Amanah. In addition, more and more conventional banks opened
Islamic ‘windows’ and Islamic financial services were also increasingly
provided in Western, non-Muslim countries.1 Simultaneously, following
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

the experience of the Gulf War, Middle Eastern countries increased their
efforts to reverse capital flight from the region to OECD countries by
improving the domestic financial infrastructure (Siddiqui, 2005).

The experiences of this period had significant implications for both the
further development of Islamic finance and its alternative character. On the
one hand, efforts to develop Middle Eastern capital markets can be seen
as an attempt to reduce foreign dependence by creating the capacities to
generate and manage funds domestically and regionally. Thus, during this
period we can discern a desire to use Islamic finance to create a more mul-
tipolar global financial system. This is important, given the lack of capital
formation (and thus development potential) in the Middle East, as well as
the havoc that was wrought to the finances of developing countries more
generally by the recycling of petrodollars through the Anglo-American
banking system. On the other hand, as Islamic finance moves towards the
mainstream, indicated for example by the involvement of major multi-
national banks, it is increasingly exposed to the logics of global finan-
cial markets. Currently, institutions offering Islamic financial services are
very conservatively estimated to outnumber 300 worldwide, to manage
approximately US$500 billion in assets and to operate in nearly 50 of the
World Bank’s member countries (Standard & Poor’s, 2008: 8; 2006: 5).2

The current period of expansion has been dominated by two trends,
the increasing salience of Islamic capital markets and more concerted ef-
forts to institutionalize Islamic finance. Indeed, Islamic corporate finance
and capital market activity have increased significantly, developments that
have been essential for the reconstitution of Islamic finance as a normal,
and thus legitimate, field of economic activity. Equity finance is to a large
extent Sharia-compliant and little effort has been undertaken to create
separate Islamic stock markets. Growth has been spurred by Islamic loan
markets, in particular through the widespread issuance of sukuk. What
started out in 1980s Malaysia as a niche market dominated by govern-
ment paper has since become a big international market for corporate and
sovereign sukuk. As early as 1990, Shell Malaysia, a big multinational cor-
poration issued sukuk. Yet, it took another decade for sukuk issuance to
take off. Middle Eastern Sharia scholars especially were skeptical about
its compliance with Islamic financial principles. Over the last decade, the
global sukuk market has experienced exponential growth from a volume
of under US$340 million in 2000 to more than US$46 billion in 2007 (IIFM,
2008). In less than a decade, more than US$110 billion were raised through
the issuance of sukuk.

Even more importantly, as sukuk is increasingly accepted as regular
financial instrument, it is also used by non-Muslim sovereign and sub-
sovereign borrowers, companies from non-Muslim countries and multilat-
eral development agencies to raise funds (see Table 1). As Islamic finance
adopts more and more of the traditional features of a financial system,
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Table 1 Selected sukuk issuance

Date Issuer Volume

Sovereign, sub-sovereign and multilateral
2002 Government of Malaysia – first global

sovereign sukuk
USD 600 million

2003 Government of Bahrain USD 250 million
Islamic Development Bank USD 400 million
Government of Qatar USD 700 million

2004 Dubai Global Sukuk USD 1 billion
German land of Saxony-Anhalt EUR 100 million
International Finance Corporation RM 500 million

2005 International Bank for Reconstruction
and Development (World Bank)

RM 760 million

Pakistan International Sukuk USD 600 million
2008 The Export–Import Bank of Korea RM 3 billion (Islamic

and conventional)
Corporate
1990 Shell (Malaysia) RM 125 million
2001 Singer (Malaysia) RM 180 million

Kumpulan Guthrie – first global
corporate sukuk

USD 150 million

2003 Nestlé Foods (Malaysia) RM 700 million
2004 Standard Chartered Bank (Malaysia) RM 380 million

British American Tobacco (Malaysia) RM 300 million
Esso (Malaysia) RM 300 million

2005 Emirates Airlines USD 550 million
2006 Dubai Ports Authority USD 3.5 billion
2007 Binariang GSM – so far the largest

sukuk
RM 15.25 billion (USD

4.8 billion)
Tesco (Malaysia) – guaranteed by Tesco

(UK)
RM 3.5 billion (Islamic

and conventional)
East Cameron Partners (US) USD 165.7 million

2008 UMW Toyota Capital RM 1 billion
Selected issues planned for 2009 by country of origin (volume in USD): China
(200 million), Kazakhstan (2 billion), Sri Lanka (5 million), Switzerland
(73 million), Thailand (837 million)

Sources: Cakir and Raei (2007); IIFM (2008); <sc.com.my>.

specifically with regard to capital market finance, it becomes an increas-
ingly legitimate field of economic activity for corporate and sovereign
actors. Nonetheless, as will be discussed in more detail in the next section,
its encounter with the logic specifically of capital markets is not unprob-
lematic.

Another impetus for the development of Islamic financial markets has
been the changing geo-political environment since September 11, 2001. The
US-led ‘War on Terror’ caused increasing disenchantment in the Muslim
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world. Moreover, stringent US anti-terrorist finance and money launder-
ing regulations as well as the often arbitrary persecution of Islamic finan-
cial institutions and funds further alienated Muslim investors who had
parked their funds in the US (Henry and Wilson, 2004). The near-equation
of Islamic banking with terrorist finance in the minds of policymakers fol-
lowing 9/11 led, at least in the early stages, to a very indiscriminate clamp
down on Islamic funds and institutions, many of which were later quietly
exonerated. These developments triggered a reversal of capital flight and
(Middle Eastern) Muslims withdrew their funds to place them in a now
politically safer environment.3

Recent work by De Goede (2007) and Warde (2007) offers striking ac-
counts of how, in the wake of the war on terror, Islamic finance has been
portrayed as shady activities outside the ‘normal’ spheres of financial
practice, ‘underground money’. The ‘othering’ of Islamic finance in po-
litical discourse has ironically led to increased attempts to improve its
financial credibility and to further institutionalize it. To counter claims
equating Islamic finance with terrorism and to comply with new US and
international anti-terrorism and anti-money laundering regulation, efforts
were undertaken to step up the regulation of Islamic finance and to make
Islamic financial markets more transparent. Thus, Islamic finance experi-
enced a big push towards its institutionalization in the wake of the 9/11
attacks.

Hence, recent years have seen a proliferation of new organizations, in-
stitutions and initiatives and the strengthening of existing institutions to
govern Islamic finance. The rise of assets invested according to Islamic
principles has been accompanied by an increasing institutionalization of
regulatory structures for international Islamic finance both on the private
(self-)regulatory and public regulatory level. Yet, the potential effects of
globalization and integration with the wider international political econ-
omy on Islamic finance are not without controversy. Many argue that
Islamic finance tends to be more internationally oriented than conven-
tional finance as ‘Sharia is about universal, divinely inspired principles
rather than national laws’ (Wilson, 2007). However, divergences in Islamic
jurisprudence make it inherently difficult to develop common standards
and best practices. Furthermore, in many countries, Islamic finance, being
a latecomer, has to find its place alongside existing conventional struc-
tures (Warde, 2000). Others see the ‘increased Westernization’ of Islamic
finance as a fundamental challenge (Pollard and Samers, 2007). The ques-
tion arises how the moral, ethical and social orientation of Islamic finance
will be affected in the face of its increasing institutionalization and by the
confrontation with the logics of global financial markets. Moreover, as Is-
lamic finance widens its social constituency to the transnational sphere of
global finance, how does this influence its underlying processes of legiti-
mation?
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3. THE EMERGING INTERNATIONAL REGULATORY
FRAMEWORK FOR ISLAMIC FINANCE

Improving the regulatory framework for Islamic finance and develop-
ing common standards and best practices is seen as paramount for the
industry’s future progress. For Islamic finance, other than conventional
finance, this includes both financial and Sharia governance. The rise of
Islamic finance has not been ignored by the major institutional building
blocks of the conventional financial architecture either. For example, the
Financial Sector Assessment Programs introduced by World Bank and
IMF in 1999 acknowledge issues of Islamic banking (World Bank and IMF,
2005). IOSCO, the International Organization of Securities Commissions,
published in 2004 its Islamic Capital Market Fact Finding Report, which con-
tinues to remain a major reference work for policymakers and financial
regulators, and an update in 2008. However, emerging Islamic financial
markets require developmental efforts that go beyond the expertise and
core competencies of these organizations, although they have begun to
build capacity in this area (see e.g. El-Hawary et al., 2004).

Recent years have seen the emergence of a series of localized interna-
tional bodies that deal with the governance of Islamic finance. The scope
of their activities varies widely, from facilitating the development of Is-
lamic capital and money markets to standard setting and the provision
of training and qualifications. Two organizations that deal with invest-
ment and capital market development more directly are the International
Islamic Financial Market (IIFM) and the Liquidity Management Centre
(LMC). The IIFM is a multilateral institution founded by Bahrain, Brunei,
Indonesia, Malaysia, Sudan and the Islamic Development Bank. Its prin-
ciple objectives are to establish, develop and promote Islamic money and
capital markets. In doing so, it focuses on the provision of infrastructure
and the development of common platforms and standards for Islamic fi-
nancial markets. However, its name is deceptive. No trading occurs via
the IIFM. Instead, it is a state-driven initiative that endorses and promotes
the issuance of sukuk. Also based in Bahrain is the Liquidity Management
Centre (LMC), equally owned by Bahrain Islamic Bank, Dubai Islamic
Bank, Kuwait Finance House and the Islamic Development Bank and set
up in 2002. It offers its services as arranger, manager and placement agent
and gives advice on the structuring and documentation of sukuk. Further-
more, it actively promotes a secondary market for sukuk. However, the
tradability of sukuk is not uncontroversial among Sharia scholars. It is a
clear incident where financial and Islamic legitimation are not necessarily
reconcilable.

More concrete progress has been achieved in the areas of financial re-
porting and prudential standards. Currently by far, the two most impor-
tant organizations working on establishing an international regulatory
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framework for Islamic finance through common standards are the Ac-
counting and Auditing Organization for Islamic Financial Institutions
(AAOIFI) and the Islamic Financial Services Board (IFSB). AAOIFI was
founded in Algeria in 1990 and registered in Bahrain in 1991. It is a standard
setting organization which has so far issued up to 70 standards on account-
ing, auditing, governance, ethics and Sharia. In addition, it offers training
programs and confers qualifications, most importantly those of Certified
Islamic Public Accountant and Certified Sharia Adviser and Auditor. Hav-
ing been set up by the Islamic finance industry, its self-proclaimed role is
that of an ‘interface between market players and regulators’ (aaoifi.com).
Its standards are endorsed by regulatory authorities of the major centers
for Islamic finance, either as mandatory requirements or as guidelines
used by regulators. AAOIFI’s major publications are the Accounting, Au-
diting & Governance Standards for Islamic Financial Institutions and the Sharia
Standards.

IFSB was founded in 2002 and became operational in 2003. Its full
members are the central banks and regulatory authorities of 18 African,
Middle Eastern and Asian countries and the Islamic Development Bank.
In addition, there exists a second and a third membership tier, mainly
consisting of further regulatory authorities and international financial in-
stitutions, and Islamic banks and financial institutions respectively. IFSB’s
major role is the setting of prudential standards to enhance the ‘sound-
ness and stability of the Islamic financial services industry’ (ifsb.org). Its
major publications include the Guiding Principles of Risk Management for In-
stitutions Offering Only Islamic Financial Services (IFSB-1), Capital Adequacy
Standard for Institutions Offering only Islamic Financial Services (IFSB-2), and
the Capital Adequacy Requirements for Sukuk, Securitizations and Real Estate
Investment (IFSB-7).

The problems faced in developing the regulatory infrastructure for Is-
lamic finance bring its inner conflicts to the fore. Regulators have to strike
a difficult balance between ethical-religious and regulatory-financial prac-
tice. The religious legitimation of the rules and decisions of these organiza-
tions is thought to be achieved through the legal advice of Sharia scholars.
AAOIFI, IIFM and LMC have their own Sharia boards with the right to re-
ject or alter proposals. IFSB refers its draft proposals to the Fiqh Academy
of the Organization of Islamic Conferences. Furthermore, AAOIFI and IFSB
both reinforce the Sharia advisory system on the level of the individual
Islamic financial institution through their standards and guidelines.

However, all four organizations face difficulties developing an indepen-
dent knowledge base. Recourse is taken to existing governance structures
and models. As AAOIFI justifies, ‘it is not harmful to begin where others
have ended, if what has been developed by others is beneficial and does
not contradict the Islamic Sharia’ (aaoifi.com; emphasis added). Hence, to
a large extent, template standards from the existing international financial
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architecture are adopted. To give an example, the main task of the IFSB
since its inception has been to develop capital adequacy standards for
Islamic financial institutions. Indeed, this could even be seen as its ma-
jor rationale. In doing so, it has worked closely with the Bank for Inter-
national Settlements and the Basle Committee. Revealingly, Cordewener
(2007) points out that the IFSB’s 2005 Capital Adequacy Standards are ‘pri-
marily based on the BCBS documents with the necessary modifications and
adaptations’. The result complies both with international norms (Basel II)
and with the Sharia. However, fundamental asymmetries of the economic
and social impact of the new capital adequacy rules endorsed by the Basel
Committee are not addressed (King and Sinclair, 2003). This might be
partly due to the fact that currently Islamic international regulatory orga-
nizations prioritize the promotion of the ‘acceptance and integration with
mainstream markets’ (IIFM, no date). Islamic finance is thus reconstituted
as part of the international financial architecture to establish itself as normal
(and hence legitimate) financial practice.

In short, the emerging regulatory framework for Islamic finance re-
produces existing governance structures rather than offering an ethical
alternative. Its emphasis on the preservation of the status quo and the fric-
tionless integration with the global financial system stands at odds with its
proclaimed ethical objectives and, with regard to its legitimacy, comes at
the cost of greater outcome orientation. What is of interest is that to some
extent this development is not externally imposed, but internally driven.
Hence, given the path currently taken, Islamic finance will actually largely
serve to reproduce, to legitimize, and thus to further entrench current fi-
nancial structures, instead of creating a more equitable economic order.
Where the currently emerging governance structures of Islamic finance
differ is in the dominance of non-OECD countries in the constitution of
the relevant bodies. Yet, while this could be taken as a sign for the emer-
gence of a more multipolar global financial order, the effect is marginal
given that these frameworks were originally devised by mainly Western
elites and only made Sharia-compliant in hindsight (see e.g. Tsingou, 2007
for a discussion of the new Basel framework). However, challenges to
the ethical core of Islamic finance do not only arise from the emerging
formal regulatory framework, but also within private power/knowledge
structures.

Two major legitimizing elements and important sources of private epis-
temic authority in the world of global finance are indices (performance
measures for stocks) and ratings (of the creditworthiness of financial in-
struments and entities). They create visibility, credibility and thus investa-
bility for financial products. This is important for Islamic capital markets
and instruments even more so than for many conventional instruments as,
first, they are emerging and thus have had only a limited time span to be
tested and to build a reputation, and second, their ‘guilt of association’ with
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illegal activities such as terrorist finance and money laundering (Warde,
2000).

Indices create a ‘universe’ of investable stock whose performance they
measure. As De Goede (2005: 118, original emphasis) argues, ‘financial
indicators have assumed the role of defining the markets and embodying
their objective movements. . . . financial indices in general and the Dow
Jones in particular create the financial market as a unified, observable, and
measurable phenomenon’. While methodologies of index compilation are
not unambiguous, they basically determine what is – and what is not – a
legitimate part of the market. The major international Islamic market in-
dices such as the Dow Jones Islamic Market (DJIM) Indexes and the FTSE
Global Islamic Index Series (GIIS) are not generic Islamic indices. They re-
flect the constitution of the secular indices compiled by these companies,
from which non-Islamic stocks are then excluded. As the Dow Jones (2007:
5) selection criteria state, ‘[t]he DJIM universe corresponds with the pool of
stocks contained in the Dow Jones Global Indexes. [. . . ] DJIM components
are selected by filtering the index universe through screens for business
activities and financial ratios to remove stocks that are not suitable for
Islamic investment purposes’ (see also FTSE, 2001). Apart from this highly
questionable selection practice, Islamic market indices only measure the fi-
nancial performance of Islamic stock but not its ethical performance. Islamic
stock market indices thus reproduce conventional financial performativity,
neither challenging the methodology of index creation nor the narrow con-
ceptualization of performance as relating only to financial considerations.
And yet, the creation of Islamic indices was an important milestone in the
development of Islamic financial markets. DeLorenzo (2005) argues that
they were crucial for the establishment of Islamic mutual funds which on
their own could hardly have afforded the costs associated with screening
stocks. Within a year of the creation of the first DJIM index, more than 100
Islamic mutual funds were on offer.

Rating agencies, which are another important source of private epistemic
authority in international capital markets, assess an obligor’s capacity to
repay a (bonded) loan and thus support investors to make informed de-
cisions. Years of reputation building give rating agencies the ‘epistemic
authority’ to confer credibility to – and therefore legitimize – financial
products (Sinclair, 2005). Similarly, ratings are in many cases necessary to
create (legal) investability, for example, for pension funds. Moreover, the
role of credit ratings is currently being expanded with the introduction of
the Basel II framework (King and Sinclair, 2003; Tsingou, 2007;). Neverthe-
less, as Sinclair (2005: 65–6) argues, in conventional finance ‘creditworthi-
ness is both a causal belief – being creditworthy means that debt issuers are
likely to repay their debts – and a principled belief, in that placing a priority
on repaying debt is morally right and obligatory’. However, to reiterate,
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a core principle of Islamic finance is that capital should be employed for
productive purposes whilst Islamic economic thinking explicitly allows
for the suspension of debt repayments in adverse conditions. As such, it
seems difficult to reconcile the historical role of rating agencies as repro-
ducers of the ‘debt repayment norm’ with the objectives of Islamic finance
and its ‘productive investment norm’.

By far the two biggest international rating agencies, Standard & Poor’s
and Moody’s have only recently started to rate Islamic financial instru-
ments and entities for their financial creditworthiness. They do not assess
the Sharia compliance of a product. As a recent Standard & Poor’s report
(2006: 35) states, ‘Standard & Poor’s does not form opinions on whether a
financial instrument is in accordance with Sharia principles, but analyzes
creditworthiness in the context of a broad array of capabilities and incen-
tives’. Yet, the major output of these agencies is rating scales. On these, the
financial products assessed by the agencies are ranked according to their
financial creditworthiness, thus making some products more investable
(or cheaper for the issuer) than others. However, in focusing solely on
creditworthiness in terms of debt repayment, rating agencies deny Islamic
financial products their core. From an Islamic point of view, the question
is how deserving an investment is to obtain credit from an ethically re-
sponsible investor. Using financial creditworthiness as an indicator for the
quality of an investment is just a shortcut which essentially does not work
for Islamic finance. In other words, ratings legitimize Islamic products as
investable financial products. Nonetheless, what they do not do is to create
ethical legitimacy. It is solely the financial creditworthiness that is rated,
but not the economic, social and Islamic-worthiness of the project.

Nevertheless, the structural power of rating agencies should not be
underestimated. A recent point of contention among Islamic scholars was
the extent to which sukuk issues are structured in a way that they are
‘rateable’ by the big international rating agencies and how this affects
their Sharia compliance (Usmani, 2007). Central to this were provisions
that guarantee the repayment of the principal and clearly stand in conflict
with Sharia prohibitions. Thus, the concern was that a large number of
sukuk actually was not Sharia-compliant. In February 2008, the Sharia
board of AAOIFI published a document to clarify its position (AAOIFI,
2008). Since then, there has been a significant drop in sukuk issuance,
only partly attributed to the current financial crisis, and a shift to more
conservative lease structures.

What this example shows is the ongoing contestation between finan-
cial and religious norms, which sometimes results in a trade-off between
the increasing institutionalization of Islamic finance and its ethical char-
acter. While temporarily, AAOIFI’s ruling has checked the proliferation of
sukuk structures, there is wide agreement that growth in the market will
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resume, and that rating agencies remain important reputational intermedi-
aries. Hence, the lack of domestic rating agencies in the Gulf Cooperation
Council states puts these markets at a competitive disadvantage to more
institutionalized markets, specifically Malaysia, and increases their de-
pendence on the US-based international rating agencies and their local
subsidiaries. However, the power of the rating agencies is not just a reflec-
tion of US financial hegemony. For instance, while Malaysia probably has
the most mature sukuk market, both domestic rating agencies do not assess
the Sharia compliance of Islamic financial products let alone the extent to
which they meet the Sharia’s ethical objectives. The rationale given is that
all Islamic securities they rate have been approved by the Sharia committee
of the Malaysian Securities Commission and that a separate assessment of
Sharia compliance is thus not necessary. Nonetheless, it is also important
to point out that their rating methodologies have been developed with
reference to the big two. Again, their rankings are inherently problematic
for the Islamic and/or socially responsible investor as creditworthiness
remains restricted to financial aspects.

Indeed, there are incremental efforts to address the issue. The Bahrain-
based Islamic International Rating Agency (IIRA) was set up in October
2002 and started operations in July 2005. It assesses both conventional fi-
nancial creditworthiness and ‘Sharia quality’ (IIRA, 2006). Nevertheless,
it lacks the decades of reputation building on which the other agencies
can look back. Furthermore, Islamic legitimacy and financial legitimacy
are established in separate rating processes. Most importantly, however,
IIRA Sharia quality ratings again focus on procedural elements such as
the composition of the Sharia board, its position within the financial in-
stitution and more general aspects of Sharia compliance (IIRA, 2006).
The score on the Sharia quality rating scale is then dependent on the
degree of conformity (read: compliance) with Sharia requirements and
not on the quality of the outcome (in terms of greater social justice and
fairness).

In essence, what is at stake here are the different perceptions of credit
in conventional and Islamic finance. In conventional finance credit has in-
creasingly been set equal with debt. While Islamic finance could offer the
epistemic foundations for reimagining credit relations, not as debt but as
investment, the way it is currently practiced serves to reproduce conven-
tional notions of creditworthiness in terms of debt repayment capacity. The
result is an incongruity between the outcome-oriented ethical-religious le-
gitimacy which should be at the heart of Islamic finance, and the financial
legitimation which accounting techniques, indices and rating agencies pro-
vide. And the latter prevails.

More generally, what has to be questioned is the knowledge base from
which Islamic financial products are constructed and assessed. Concepts
like mudharaba and musharaka date back to pre-Islamic medieval times.
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Yet, efforts to develop and means to assess modern Islamic financial prod-
ucts and services have largely been modeled after their conventional coun-
terparts, adjusted for an Islamic component. Recent innovation in Islamic
finance ‘focuses on making modern financial instruments compatible with
Islamic principles’ (Warde, 2001). The same seemingly scientific, physics-
oriented principles which arguably furthered the exclusion of moral and
ethical values from conventional finance in the first place are called for by
some advocates of Islamic finance. It is questionable to what extent Islamic
finance will be able to maintain its ‘ethical profile’ and commitment to so-
cial embeddedness with the increasingly abstract nature of Islamic finan-
cial instruments (FT, 2007). The push of Islamic finance to achieve more
credibility and ‘sophistication’ to become an investable alternative for the
mainstream makes it awkwardly dependent on existing knowledge and
power structures. The situation is exacerbated by the actual shortage of suf-
ficiently qualified professionals. Due to a shortage of practitioners trained
in both finance and Sharia, the industry increasingly recruits conventional
bankers, schooled in conventional financial thinking, who are put onto
short courses to be made familiar with Islamic values and financial prac-
tice (Pollard and Samers, 2007: 322).

A further case in point is the involvement of big conventional market
actors such as Citibank, HSBC, UBS, or Deutsche Bank which are becoming
increasingly important providers of Islamic financial products. On the one
hand, this involvement is often deemed necessary to further the fortune of
Islamic finance. This is plainly expressed in a Euromoney publication on
Islamic finance, ‘it is clearly to the advantage of the industry as a whole
to encourage the participation of the global giants because this brings
credibility to the entire sector’ (DeLorenzo, 2005: 8–9). In particular, their
innovative skills and means to invest in the development of Islamic fi-
nancial products are perceived as being highly important for the further
progress and mainstream capability of the industry. On the other hand,
these actors act according to the profit-maximizing principle enshrined in
conventional financial and economic thinking. And again, the question
arises of how this can be reconciled with the primacy of equity – of the
sharing of profit and loss – of Islamic financial philosophy and its distribu-
tive and social goals. Hence, the existing power and knowledge structures
in global finance create an environment in which Islamic finance serves to
reproduce these structures rather than to offer an ethical alternative. This
does not mean that a Sharia-compliant financial system is unattainable. Yet,
it is increasingly becoming a common place that Sharia-compliant is not
necessarily Sharia-based. It remains to be seen whether Islamic finance will
be able to emancipate itself from existing knowledge and power structures
or whether it will end up as the paradox of ‘secularized Islamic finance’, a
reproduction of conventional finance with a few cosmetic changes, Islamic
only in name.

93

D
ow

nl
oa

de
d 

by
 [

B
ro

w
n 

U
ni

ve
rs

ity
] 

at
 2

0:
28

 0
7 

A
pr

il 
20

13
 



REVIEW OF INTERNATIONAL POLITICAL ECONOMY

4. CONCLUSIONS: QUO VADIS, ISLAMIC FINANCE?

Islamic financial instruments and services are characterized by certain fea-
tures – such as the prohibition of riba and the distinction between halal
and haram products and activities – which clearly distinguish them from
their conventional counterparts. Yet, to make Islamic finance acceptable
to the mainstream, it is reconstituted as part of the international financial
architecture. Indeed, current efforts to expand the social constituency of
Islamic finance to the transnational sphere of global finance are overly
focused on its epistemic legitimation as normal financial activity. More-
over, engagement with the question of the legitimacy of Islamic finance is
largely restricted to procedural understandings of legitimacy, namely the
Sharia compliance that is to be ensured by Sharia boards.

However, this is problematic for at least two reasons. First, the govern-
ing structures for Islamic finance exhibit deficits in the inclusiveness of
decision-making processes and their accountability similar to criticisms
of the existing international financial architecture. Islamic finance has cer-
tainly contributed to the development of a more multipolar international
financial system. Yet, the emerging international framework for the reg-
ulation of Islamic finance is quite elusive, both in its membership and in
its centring on state- and industry-sponsored initiatives. The discussions
surrounding the ‘New International Financial Architecture’ debate have
shown that only in providing a more inclusive structure than conven-
tional finance, Islamic finance could be able to position itself as a seri-
ous alternative to the existing financial paradigm. At the same time, the
broadening of participation in the decision-making structures for Islamic
finance will pose new challenges for the relationship between state, society
and Sharia.

Second, the failure to engage substantively with the outcomes of finan-
cial activity, be it in the form of more general debates about the role of
finance in economy and society, or in the form of concrete courses of action
to achieve more socially just outcomes, makes it hard to see how Islamic
finance can truly present an alternative to the current global financial logic.
The current financial crisis might prove to be an important test case for
Islamic finance. So far, it has been thriving in a relatively benign interna-
tional financial climate and has been little exposed to financial distress.
In the existing global financial order, the safeguarding of the stability of
the international financial system is prioritized over equity. This has been
demonstrated, for example, by the bail-outs of the 1990s and again during
the current credit crunch. Will advocates of Islamic finance be able to up-
hold their commitment to equity through the sharing of profit and loss?
Will they actually invoke the suspension of loan repayments? Or will they
seek refuge in mechanisms difficult to reconcile with the principle of loss-
sharing such as deposit insurance and lender of last resort activity? The
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answer to these questions will in turn influence whether Islamic finance
can succeed in encouraging a more responsible lending culture.

So far, the currently emerging power, knowledge and governance struc-
tures for Islamic finance tend to emulate, and therefore largely to repro-
duce, the existing global financial order. Hence, it is questionable whether
Islamic finance – as currently practiced – can evolve into a mainstream-
capable alternative to the existing international financial system, while
still meeting its own ethical pretences. Sharia compliance does not auto-
matically entail the ethical and social objectives of Islamic finance, namely
risk-sharing and participatory economic growth. In other words, input
and output legitimacy do not have to be fully congruent, and hardly ever
are. Islamic finance is a case in point.

However, I would like to end this paper on a note of optimism. Prob-
lematic as Islamic finance is, engaging with it is nevertheless one route
to moving beyond the OECD-centric theoretical and empirical basis of
international political economy. What the discussion of the resurgence of
Islamic finance has shown is how closely it is linked to the events of our
time. As the global financial order itself has entered a period of heightened
uncertainty, Islamic economic thought, with its emphasis on equity, risk-
sharing and participatory economic growth, could offer a fruitful start-
ing point for rethinking and reimagining global finance. At this critical
juncture, it is only timely to abandon the old templates and to critically
search for new ones.
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NOTES

1 ‘Specialized’ Islamic banks are commercial and investment banks structured
wholly according to Islamic principles and dealing only with Islamic instru-
ments. Islamic ‘windows’ are special facilities offered by conventional banks
to provide services to Muslims who wish to engage in Islamic banking (Iqbal,
1997: 43). For example, the Birmingham-based Islamic Bank of Britain was cre-
ated in 2004, and the London-based European Islamic Investment Bank in 2006.
Large conventional banks like Lloyds TSB have opened Islamic windows and
offer specialized products such as mortgage and consumer financing to British
Muslims.

2 Other sources speak of a market size of nearly US $1 trillion of assets (AWSJ,
2007) and operations in more than 75 countries (El Qorchi, 2005).

3 Rushdi Siddiqui, Global Director of Dow Jones Islamic Indexes, estimates
that nearly US$20 billion have been repatriated in the wake of the events of

95

D
ow

nl
oa

de
d 

by
 [

B
ro

w
n 

U
ni

ve
rs

ity
] 

at
 2

0:
28

 0
7 

A
pr

il 
20

13
 



REVIEW OF INTERNATIONAL POLITICAL ECONOMY

September 11th (Hasan, 2004). The large influx of funds to the Middle East led
to a quadrupling of share prices on Gulf Cooperation Council countries’ stock
markets between 2003 and 2005 (IMF, 2006).
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