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Abdelilah Belatik
Secretary General
CIBAFI

Welcome to the 33rd issue of the Global Islamic Economics
Magazine (GIEM). As usual, we keep you updated with CIBAFI’s
activities and initiatives and provide you with knowledgeable
observations and analysis in the Islamic Financial Services Industry
(IFSI).

I am delighted to open this issue of GIEM with the news that
CIBAFI, as the global umbrella of Islamic financial institutions,
has successfully launched its ‘Certified Islamic Banker’ training
programme for 50 Senior Bankers from 6 - CIS Countries.

The professional development training programme was held in the
Regional Financial Center of Almaty (RFCA) Academy on 9 — 13
February 2015 in Almaty, Kazakhstan. It was organized by CIBAFI,
supported by the Islamic Development Bank and hosted by the
National Bank of Kazakhstan, the Central Bank of Kazakhstan.
This programme is our response to a number of visits from CIS
officials during last year to our headquarters in Bahrain. The
training programme has welcomed participants from Regulators,
Practitioners, Academia and Scholars, from various countries
such as Kazakhstan, Kyrgyzstan, Tajikistan, Tatarstan Republics,
Russian Federation and Turkey. This undoubtedly highlights the
untapped potential and great interest towards Islamic Finance in the
CIS region.

Indeed, several Central Asian countries, such as Kyrgyzstan,
Kazakhstan, and Tajikistan, have recently introduced the Islamic
banking principles with the primary aim to provide a legal basis for
the development of the industry. In Kazakhstan, the first Islamic
financing has been introduced in 2009, followed by a strong support
by the Government of Kazakhstan through various initiatives.
Recently, Almaty is gearing up to becoming a regional Islamic
finance hub. A tremendous boost to this initiative is the approved
government decree “Road Map on development of Islamic Finance
in Kazakhstan by 2020”.

While the lower house of parliament of Tajikistan has passed the draft
law on Islamic banking in the country on May 14th last year (2014)
and it came into force on August 5th. The Russian Central Bank
is exploring the subject of Islamic banking regulation. The further
development from the industry also shows a strong interest in other



Islamic finance sectors such as securitization. As to Kyrgyzstan, the
country has noted the four stages concerning the development of Islamic
Finance, such as the application of a bill proposing amendments to the
Laws of the Kyrgyzstan and MFC Companion Financial Group CJSC
that began practicing Islamic finance in Osh, Kyrgyzstanin 2013. In
Azerbaijan, the International Bank of Azerbaijan (IBA) as the country’s
largest lender is in the process of launching a separate Sharia-compliant
banking unit, in line with the preparation of an Islamic banking law in
the country.

Responding to the emerging Islamic finance development in the CIS
countries, CIBAFI stepped in to purge the hindrances slowing down
the growth and the diversification of the Islamic finance industry within
the region, and to boost the participants’ ability to identify and meet
the development challenges and to strengthen their skills in order to
achieve measurable and sustainable results in the long term.

Another recent activity of CIBAFI is the Roundtable Meeting of the
Directors of Operations and Investment of Islamic banks co-organised
with the Islamic Development Bank (IDB) on 23 — 24 February 2015,
in Manama, Kingdom of Bahrain. The Roundtable Meeting, themed
“Internationalization Strategies for Islamic financial Institutions”, was
attended by Senior Islamic bankers and international experts from over
15 countries. Meeting was opened by the grace of H.E. Dr. Ahmad
Mohamed Ali, President of the Islamic Development Bank, Mr. Khalid
Hamad Abdulrahman, Executive Director of Banking Supervision,
Central Bank of Bahrain, Mr. Abdelilah Belatik, Secretary General
of CIBAFI and H.E. Dr. Abdulaziz AlHinai, Vice President, Islamic
Development Bank.

The intensive discussions among participants focused on several
issues in the internationalization of Islamic financial institutions
such as heterogeneity of regulations and economic fundamentals,
internationalization strategies, mode of entries, rebranding and
positioning in the host markets, cross-border syndicated financing and
trade financing. The meeting were facilitated by some of the prominent
industry experts such as Mr. Carel Oosthuizen (former IMF), Dr. Hatim
El Tahir (Deloitte), Dr. Philipp Wackerbeck (Strategy&), Mr. Vaquas
Alvi (Ogilvynoor), Mr. Ayman Mohammed (Al Baraka Banking
Group), Mr. Salman Ahmed (Trowers and Hamlins), and Mr. Nazeem
Noordali (ITFC). The outcomes of the discussions have been to promote
the sharing of best practices among Islamic financial institutions in line
with their expansion strategies.
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Résumé.
Le systeme financier mondial et ses diverses composantes ; institutions. marchés financiers et
monétaires. a connu et continue de connaitre beaucoup de turbulences financiéres récurrentes et
croissantes. Ces derniéres ont révélées les faiblesses de ce systeme et ont été pendant longtemps la
cause de lémergence du phénomene de la récession et la baisse des taux de croissance économique.
Un grand nombre de penseurs et chercheurs mettent en cause de ces crises la composition du
systéme financier capitaliste. ses principes. les mécanismes de son fonctionnement et sa nature
génératrice de crises.
Il ne fait aucun doute que le taux dintérét est lun des mécanismes les plus importants du systeme
financier mondial et le premier indicateur de son équilibre monétaire et financier. car il est le
principal moteur de diverses opérations financiéres et un outil important dans les mains des
autorités monétaires pour faire face aux déséquilibres et aux turbulences financiéres. Cependant.
il est considéré par de nombreux intellectuels. y compris les capitalistes. tel 'économiste Hyman
Minsky. comme un outil dinstabilité financiére et une cause de la répétition des crises financiéres et
l'accroissement ainsi que I'aggravation de son impact sur léconomie mondiale dans son ensemble.
Nous tenterons a travers cette communication de montrer le réle du taux dintérét dans la
provocation des crises financieres en nous basant sur I'hypothese de linstabilité financiére de
Minsky. Aussi nous clarifierons certains concepts fondamentaux associés aux taux dintérét et
son role au niveau des marchés et des institutions financiéres et nous exposerons un panorama des
différentes crises financiéres qu’a connu le systeme financier mondial en mettant 'accent sur la
crise financiére mondiale de 2008.
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Introduction

All praise is due to Allah; we praise Him and seek His
guidance. We seek refuge in Allah from the evils of
our souls and our misconduct. Whoever Allah guides
cannot be led astray and whoever He misguides
cannot be guided. I bear witness and testify that there
is no deity worthy of worship except Allah and that
Muhammad (peace be upon him) is His servant and
messenger.

For Muslims in America, employment in the finance
industry is a topic of heated discussion because of the
potential involvement in unlawful practices. Avoiding
these unlawful practices in a capitalist society that
holds interest as one of its economic cornerstones is
an issue of great concern.

The Assembly of Muslim Jurists of America (AMJA)
often receives questions regarding the legality of job
positions in this field and of some of the financial
services offered. This is a strong indicator that there is
a growing sense of religious awareness and devotion
in the Muslim community. The multitude of questions
AMJA receives in this regard also shows that, by
Allah’s grace, the assembly garnishes a great deal of
respect.

In an effort to cater to the Muslim community’s urgent
need for religious instruction regarding employment
in the finance industry, AMJA’s Leadership Council
dedicated the assembly’s 5th annual convention to
addressing its nuances.

Chapter One

An Overview of the Finance Industry

The finance industry comprises an intricate system of
financial services so intertwined that each service can
hardly be assessed independently. To shed light on the
nuances of this industry, this section will assess the
functions of keynote corporations that offer a wide
range of financial services.

Developing a proper outlook on these nuances is
paramount to offering juridical insight. As the scholars
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have expounded, sound judgment is the product
of proper perception. The figh jurist is confined by
the questioner in the sense that his answer is in part
tailored by the framework imposed by the question.
If the jurist has background information relevant to
the question, he can circumvent any misinformation
to which the question may allude.

In theory, one should evaluate insurance, finance,
brokerage and all other services independently.
However, in light of the complexity of modern
economics, assessing each service independent of
its correlatives is a premier challenge. As the reader
will come to realize, it is impractical to find a single
corporation that offers a financial service wholly
independent of adjoining services.

Section One: Insurance

The American Automobile Association (AAA) is
one of the leading insurance corporations. It offers a
number of services including: (autoclubgroup)

1. Home and life insurance

2. Roadside Assistance: This service includes
towing, flat tire and winching services, battery
jump start and replacement services, vehicle
lockout assistance, emergency fuel delivery,
24-hour customer support along with free AAA
maps, tour book guides and TripTik routing
maps. These services are included in the AAA
membership package.

3. AAA Show Your Card & Save member program:
AAA members earn special savings at a multitude
of locations including shopping centers,
restaurants, hotels, car rentals and more.

4. AAA Driver Training & Education program
Auto Loans & Refinancing program (wikipedia)

6. AAA Car Care Plus Facilities: These automotive
facilities provide auto repair and maintenance
services and offer members special discounts.



7. AAA Visa Credit Card: AAA coordinates with
leading credit card companies to provide financial
services to its members.

The services offered by the American Automobile
Association (AAA) are by no means limited to
insurance; they include loaning, finance and a
multitude of other non-financial services.

Section Two: Banking

Bank of America is one of the leading financial
corporations catering to consumer and commercial
needs nationwide. It is also one of the leading
credit card vendors internationally. The following
assessment of its services will provided sufficient
insight into the banking system.

The services provided by Bank of America include:
(BankofAmerica) (wikipedia)

* Account Management: This includes checking
accounts, savings accounts and certificates of
deposit (CDs). Each of these accounts has unique
benefits. However, the important difference
relevant to this research is that checking accounts
are usually non-interest bearing, whereas savings
accounts and CDs accrue a fixed amount of
interest periodically added to the account.

* Insurance: The various insurance policies at Bank
of America are operated by a bank subsidiary
known as Banc Of America Insurance Services,
Inc.

* Credit Card Services: Some types of credit cards
loosely fall under the term, such as Commercial
Prepaid Cards. A Commercial Prepaid Card is a
pre-funded card with a spending limit set by the
amount of money one’s sponsor loads onto the
card. Hence, it doesn’t reflect the technical figh
definition of a loan.

* Mortgage loans:
transactions:

This loan comprises two

1. Financial Lending: The lender, in this case the
bank, purchases the property on behalf of the
borrower and collects the sum total at interest in
an agreement that can be thirty years long.

2. Mortgage agreement: The bank places the
property as collateral for the loan. This
consequently limits the borrower’s ability to sell
or transfer ownership of the property.

3. Another service provided is mortgage refinance
loans, which is to basically replace an existing
debt obligation with another debt obligation.
This is commonly done to reduce the monthly
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payment and, in turn, the property owner agrees
to a longer term.

4. Home Equity: This refers to the difference
between the home’s fair market value and the
outstanding balance of all liens on the property.
There are two different types of equity loans:

*  Home Equity loans: The borrower uses the equity
of his home as collateral in order to receive a loan
with the sum of his equity. For example, if he paid
30% of the home’s value, which has a sum total
of $200,000, he will receive a loan of $60,000 in
return for placing 30% of his home as collateral.

* Home Equity Line of Credit (HELOC): The
lender agrees to lend a maximum amount within a
term where the collateral is the borrower’s equity.
The borrower is not advanced the entire sum up
front, and the loan does not exceed the amount of
the equity.

5. Individual Retirement Accounts (IRAs): With
this account, the bank offers the investor a variety
of investment options. The IRA account holder
accrues his profit by Speculation via a brokerage
firm in the stock and bonds market. These
investment options are regulated by American
law in order to protect the rights of taxpayers and
to facilitate a way to build tax-deferred savings
for retirement (Wikipedia).

6. Mutual Fund: A mutual fund is a common
collective investment option in the United
States that pools money from many investors
to purchase securities such as stocks, bonds and
other money market instruments. The fund is
operated by a portfolio manager who speculates
the money markets with the investments.
The money manager would provide potential
investors with a disclosure document known as
a prospectus that describes financial securities
including material information about a company’s
business, its financial records and its officers
and directors. The prospectus is law-binding
between the investors and the portfolio manager.
There are many different types of mutual funds
with varying degrees of risk (Colombiafunds).
Some mutual funds provide safe financial gains,
whereas others are high risk for investors. These
high risk investments are known as hedge funds.

In return for offering this service, the bank gains a
monthly rate from both the investor’s capital and
profit.

7. Wealth Management: This service incorporates

financial planning, investment advice and other
financial services usually for high-net-worth

www.giem.info 42



Ao D 3 5100 2 O Ge

individuals (HNWIs). The bank offers these free
services to gain the continued investments of its
valued patrons.

8. Personal loans, boat loans, auto loans and aircraft
loans are all interest bearing loans.

9. International Banking: This service includes
issuing traveler checks, which are pre-printed
fixed amount checks for those who prefer not to
carry cash in their travels. Traveler checks can
be canceled immediately if lost or stolen. This
service also includes currency exchange in which
the bank benefits from the difference between the
price of purchase and sale of foreign currency.

It is noteworthy that 90% of the bank’s income is
from its financial activities within the United States.
However, the bank’s international operations actively
purchase international stocks, and that is the source of
the remainder of its income.

Section Three: Mortgaging

Countrywide Financial is a mortgaging company
that offers interest bearing loans. There are two ways
that properties are mortgaged in the United States:
(Wikipedia)

1. Foreclosure: This is a legal process in which the
lender obtains a court order or follows statutory
procedure to sell the asset used as collateral for
the loan. In attempt to recover the balance of a
loan, the lender may foreclose the property if the
borrower defaults on three consecutive payments.
The foreclosure process can be slightly different
from state to state.

2. Deed of Trust: The lender does not need to follow
a legal process or obtain a court order in order
to sell the property. Trust deeds are prevalent in
some states such as California. Foreclosures and
trust deeds are both interest bearing transactions
that involve collaterals.

Countrywide Financial offers the following services:

1. Home Ownership Mortgage Education (HOME)
program: This program educates customers on
homeownership laws and regulations.

2. Refinance

3. Home Equity loans and Home Equity Lines of
Credit (HELOC)

4. Mortgage

5. Reverse Mortgage: This is “a home loan that
provides cash payments based on home equity.
Homeowners normally defer payment of the loan
until they die, sell or move out of the home. Upon
the death of homeowners, the heirs either give
up ownership to the home or must refinance.”
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(Wikipedia) This is usually practiced by retirees.
The presence of interest and gambling and the
uncertainty (gharar) posed by this transaction is
evident.

Section Four: Credit Card Services

In essence, credit cards are issued as a financial
lending tool. There are four major corporations that
have monopolized this field in the United States,
namely Visa Inc., MasterCard Worldwide, American
Express and Discover Financial Services.

Although there are a number of different fees imposed
by credit card corporations, the principle way they
generate revenue is from interest. The following
methods are all included in the credit card agreement:
(Wikipedia)

1. Interchange fees: Basically, when cardholders
purchase merchandise that values $100, for
example, the credit card company pays the
seller only $97 or $98. The rest of the amount
goes to service fees. The interchange rate defers
depending on the credit card company, the state
and the general economic conditions.

2. Credit card companies often issue change of
terms notices that may include higher interest
rates for cardholders, even if they pay before the
deadline.

3. If a cardholder decides to make the minimum
payments for his card balance (which can be as
low as $10-$20) on the due date, an interest rate
will be added to every payment. This is similar
to the agreement in Jahiliyya known as "ambhelni
‘azedk" (i.e. add more and pay later) in which
the borrower would request a payment deferral
and in return he would pay more than the agreed
amount.

4. When the grace period finishes, an interest rate
is added to the cardholder’s balance, even if he
pays it in full.

5. Overdraft fees: If the credit card limit is $1000,
for example, the bank pays the extra amount and
imposes an overdraft fee.

6. A Non-Sufficient Funds (NSF) check is when the
written amount exceeds the available balance,
and in such a case, the cardholder is required to
pay a penalty.

7. Card withdrawals always have an interest rate.

8. Some credit card companies charge annual fees.

9. Currency conversion fees: When a cardholder
makes purchases abroad, the credit card company
imposes higher conversion rates.



Evidently, the only services that may not include
interest (riba) are the interchange fees, annual fees
and currency conversion fees. All other services are
interest bearing loans that are strictly prohibited by
the Qur’an and Sunnah.

Section Five: Brokerage and Financial Advisory
Speculation in the money market is its own practice
in the United States that has separate statutes and
regulations. One of the regulations in the money market
is that an investor must work through a brokerage firm
to attain financial securities. Brokerage firms serve
their investor clientele by researching the markets to
provide appropriate recommendations regarding the
type and time of investments. The stockbrokers also
represent their clients in purchases and sales in the
stock market.

Fidelity Investments is a retail brokerage firm that
offers the following services to its clientele: (Fidelity)

1. Mutual funds

2. Stock Trading: Fidelity speculates the stock and
bonds market with the direct supervision of its
clients. The service provided for major investors
is known as Active Trading.

3. Fidelity Individual Retirement Accounts
(IRAs): This program provides a broad range
of investment options and investment guidance
for retirement planning. These accounts are
not exclusive to employees; one can combine
between an IRA and a 401 (K).

4. 401k Rollover Options: Rollover specialists
assist employees in rolling their 401k from one
company’s plan to another usually for better
investment options.

5. Special financial advisory for high-net-worth
clients (HNWIs).

6. Fixed Income Annuities: This plan helps the client
turn a portion of his income into a guaranteed
stream of income after retirement. There are
specified fees by the company for this service.

7. Fidelity assists businesses in hiring employees
and filing their personal records.

8. The company has investments in hotels, public
transportation, the telecom industry, newspaper
chains and in commercial lumber and building
materials.

9. Life insurance

Section Six: Multi-Service Finance Corporations
In the United States, some of the leading financial
corporations offer a full range of financial services.
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Citigroup is a premier example of this dynamic. This
London based multinational corporation has a strong
presence in the United States and plays a critical
role in finance, investment, financial advisory and
stock market brokerage. The only sector it has left
untouched is insurance. (Wikipedia)

JPMorgan Chase & Co. is an American Multinational
banking and financial services holding company.
(Wikipedia) Historically, this New York based bank
has played a pioneering role in the finance industry. It
is perhaps the third most significant bank nationwide
following Bank of America and Citigroup.

Since Chase bank is indigenous to the United States,
it is perhaps the most suitable case study for multi-
service financial corporations: (Chase)

1. Common bank account options which are
checking accounts, savings accounts and
certificates of deposit (CDs).

2. Issues credit cards

3. The common loans such as home equity loans,
mortgages, automobile loans and student loans.

4. The Chase Insurance Agency offers life insurance
policies.

5. Retirement planning advice, financial advice
on handling property assets and private client
services for high-net-worth individuals.

6. Brokerage services in local and international
stock and bond markets.

7. Three different types of annuities to its customers:

* Fixed Annuity: Under this policy, the bank
guarantees a fixed interest rate to the principal
of the annuitant. The bank makes fixed dollar
payments to the annuitant for the term of the
contract, usually until the annuitant’s death.

e Immediate Annuity: This policy guarantees
that the issuer will make a series of payments.
The payments are according to the sum paid
by the annuitant at retirement regardless of the
bank’s profit from the money.

e Variable Annuity: This policy guarantees
a minimum payment by the issuer that
may potentially increase depending on the
performance of the managed portfolio.

Chapter Summary

After explaining the functions of the various sectors
in the finance industry, the following conclusions can
be made:

1. The services in the finance industry in the
United States are strongly intertwined. It is very
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difficult to disassociate one service from the rest
because in the insurance sector, for example, the
same corporations that issue loans also issue credit
cards. In the banking sector, the banks that offer
insurance also speculate the money market and set
up mortgages. The mortgaging sector also offers
loans for purposes other than buying homes, and
the financial advisory and brokerage sector also
offers advice regarding life insurance.

The dynamics of this industry are not set in stone;
justas there are multi-service corporations, there are
other agencies dedicated to one service. Therefore,
it is difficult to issue a ruling regarding one sector
independent of the other sectors; the ruling must be
general to the entire industry.

Interest is considered a hallmark of capitalist
economic systems; interest is rarely not factored
into the equation.

Any given financial service is either purely interest
bearing such as mortgages, saving accounts,
certificates of deposit, most insurance policies,
refinance and all forms of financial lending (home
equity, student loans, personal loans, annuities,
etc.) or usually leads to interest such as credit
cards. Credit cards are not initially interest bearing,
but they usually involve a great deal of interest.
Most credit card holders in the US usually exceed
the grace period one time or another or otherwise
pay off their credit debts in multiple payments or
overdraft their credit cards. In all of these cases,
the credit card company would add additional costs
to the cardholder’s original balance, and this is the
essence of riba.

Similarly, checking accounts are usually non-
interest bearing in the sense that the bank does not
offer an interest rate for simply depositing money.
However, the problem is that the bank invests
a sizable portion of your deposit to achieve its
endeavors, which do involve interest. Therefore,
the account holder is supporting the bank in its
illicit practice. Although this entails a lesser degree
of unlawful practice because the account holder
is not giving or taking interest, it nonetheless
indirectly supports it.

Référence :

3. There are some financial services that do not

involve interest such as currency exchange and
the issuance of traveler checks. These services
usually are in accordance with the regulations
of monetary exchange in Islamic law. In terms
of currency exchange, the monetary exchange
usually occurs at the time of the transaction. The
profit the bank gains by issuing traveler checks
can be described as compensation for hiring
services (ljara) or Ja’ala .

Also, the fees that credit card companies
charge business owners can also be described
as compensation for hiring services (ljara)
because the credit card companies are providing
the service of delivering the money paid by the
customers via credit card.

Similarly, the fees for issuing a credit card and
annual membership aren’t directly related to the
loan.

Another example of a non-interest bearing
financial service is the 401 (k) Rollover unless it
involves investing the money in interest bearing
companies. In that case, it would be prohibited
from the aspect of supporting unlawful practices,
not because of dealing in interest.

There are non-financial services that indirectly
lead to interest such as the H.O.M.E program,
property management services and retirement
planning. The H.O.M.E program informs
customers of the regulations and statutes in place
for mortgaging homes. Property management
services offer financial advice, and retirement
planning helps customers choose the best IRA
plan.

There are other non-financial services that do
not lead to interest. As previously mentioned,
Fidelity Investments has investments in
telecommunications,  transportation,  hotels,
commercial lumber and building materials and
newspapers, and it also has employment and
payroll agencies. Also, AAA offers driver’s
education, auto repair and membership discount
services.

e This term refers to investment in stocks, property, etc. with considerable risk but offering the

chance for large gains. (Translator)

«  Thisis a non-binding agreement between the buyer and seller in which the compensation is speci-
fied but the job may have unknown variables. It differs from [jara in that there doesn’t need to be
a specific individual hired, the individual is only deserving of the compensation if the task is com-
pleted, and it cannot have a specific timetable. An example of Ja’ala is if one announces: Whoever
finds and returns my lost possession will receive a $100 reward. (Translator)
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Marketing and Promotions of Islamic Credit
Cards: A Case of Malaysian Islamic Financial
Institutions

Credit cards, also known as ‘plastic money’, are one of the most established
contemporary modes of payment in today’s society. By owning a credit card, the
owner would be entitled to a number of benefits such as credit facility, cash advance,
paperless or easy payment, prestige and e-commerce transacting (Billah, 2007). Its
attractiveness lies in granting the cardholder the permissibility of purchasing goods
and services within the credit limit even when funds are low. The Payment Systems
Report published by Bank Negara Malaysia (BNM) or the Central Bank of Malaysia
(CBM) reported that in 2013, payment through credit card is still the most popular
in Malaysia as compared to other card payments such as charge card and debit card.
The statistic in the Report shows that credit card payment accounted for 15.9% of the
total e-payment of 69% in 2013; compared to charge card and debit card which only
constitute for 0.2% and 2.3% respectively.

At present, consumers have the option to either apply for conventional and/or Islamic
credit cards. The difference between conventional and Islamic credit cards is that
conventional credit cards operate on a loan basis and charge interest rates or riba, while
Islamic credit cards do not involve the charging of interest on the money “advanced”
to cardholders. Instead, Islamic credit cards charge profit for every transaction or
payment made under it. The reason for this is that Islam prohibits interest or riba
as stated in the Quran, “And Allah has permitted trading and prohibited Riba” (al-
Bagarah: 275).

Malaysian consumers have started to enjoy the use of Islamic credit cards as early as
2001, when it was first offered by Arab-Malaysian Bank (AmBank). The credit card
was named Al-Taslif card. A year later, Bank Islam Malaysia Berhad announced its
Bank Islam Card. Bank Simpanan Nasional followed suit with its Al-Aiman credit
card (Syahidawati and Nuradli, 2010). The impetus for the introduction of these
Islamic credit cards was said to arise from the need to sustain long-term relationship
with their customer. Therefore, in order to offer them a full range of banking services,
Islamic banks started to offer Islamic credit cards to their customers (Nurbek, 2012).

Compared to Islamic credit cards, which made its presence in the Malaysian market
only in 2002, the conventional credit cards have been established since the 1970s. There
is therefore a need for Islamic banks to catch up with the fast pace of conventional
credit cards. To do so, the Islamic credit card issuers would require a good marketing
strategy to attract and capture a bigger share of the market. However, in doing such
marketing and promotion, the Islamic card issuers are subjected to ethical conducts in
advertising, which is based on a strong foundation of Islamic injunctions (Anwar and
Saeed, 1996). Amongst the ethical issues found in Islamic marketing or advertising
relate to truthfulness, spending behaviour, legitimate and illegitimate products,
publishing ethics and human dignity (Anwar and Saeed, 1996). However, this short
article will only highlight the issues pertaining to spending behaviour in relation to
Islamic credit card promotions by Islamic financial institutions in Malaysia.

Islam promotes moderation and discourages its followers from living an extravagant
and prodigal lifestyle. There are several verses in the Quran, which stipulate guidelines
in spending. It says, “When they spend, they are neither extravagant nor niggardly, but
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hold a just balance between these (extremes)” (25:67). In another verse, “Make
not your hand tied like a niggard to your neck, nor stretch it forth to its utmost
reach, so that you become blameworthy and destitute® (17:29). Also in another
verse it says, “Waste not by excess, for Allah love not the wasters” (6:141).
Similar restriction is found in these verses, “Squander not (your wealth) like a
spendthrift” and, “Surely spendthrifts are brothers of the devils, and the devil is
ungrateful to his Lord” (17:26-27). Taking the cue from these Quranic verses,
Anwar and Saeed (1996) argued that Islamic advertising should not encourage
its consumers to squander money or to take pride in their material possessions.
Hence, having a luxurious lifestyle is discouraged in Islam.

On that premise, a number of observations were made on Islamic credit card
advertisements found on certain Malaysian Islamic financial institutions website.
For example, there was an advertisement on Hari Raya (Eid) promotions
where their cardholders were offered to spend on luxurious items such as High
Definition (HD) television, branded handbag, tableware sets and, etc. This
Islamic financial institution encouraged their cardholders to buy these luxurious
and expensive products on credit. In other words, the Islamic financial institution
is encouraging society to indulge in debt for the sake of getting luxurious items.
Having said that, it must be said here that what constitutes “luxuries” varies
from one individual to another and also varies during different time periods,
depending upon one’s resources, status and profession. It is acceptable if
the consumers who are attracted to these promotions are financially stable.
However, for those who are not financially secure or are poor at managing
their finances, these types of promotions would potentially lead them to take on
unnecessary debt. The impact of “buy now pay later” could adversely affect this
type of customers. Without good financial management, they may end up being
declared bankrupt due to the accumulated credit card debts.

It is worth stressing here the spirit of Hari Raya (Eid) for Muslims. Hari Raya is
a Day of rejoice and gratitude, when Muslims graduate from a spiritual journey.
During the fasting month of Ramadan, Muslims are required to abstain from
worldly desires, exercise self-control and engross themselves in activities,
such as prayer, charity, pilgrimage, etc., that could secure them a better place
in Paradise. However, if Muslims succumb to such Hari Raya promotions, the
objective and purpose of Ramadan would be forgotten and violated. These
promotions may attract people to shop beyond their means and purchase goods
which are not categorized as a necessity. A 2013 survey on Hari Raya spending
behaviour was conducted by imoney.com with the advice of the Malaysian
Credit Counselling and Debt Management Agency (AKPK), an agency of
BNM. The result from the survey shows that more than 10% respondents had
to resort to borrowing money for the purpose of celebrating Hari Raya and 64%
of them had done so by using credit cards (iMoney.my Releases Survey, 2013).
This indicates how spending beyond one’s means could be alarming yet made
easy with credit cards. Therefore, it is observed that such promotions do not
appear to be in parallel with the spirit of Islam by encouraging people to be in
debt through excessive shopping on credit.

Besides the Hari Raya promotions, there were also promotions in the Islamic
financial institutions’ websites that offered holiday packages, including Umrah.
Islam does not object to these types of activities, but in this context, it is viewed
that this type of promotion would only encourage unnecessary spending through
credit. For cardholders who are not in a financial position to spend for holiday
abroad or even performing Umrah, this would result in spending beyond one’s
means. Holiday is for mind relaxation but to take up this holiday package from
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this promotion, the cardholder would inevitably invite a huge financial problem into his or
her life. The same goes for Umrah package promotions. This is made more inappropriate due
to the fact that a certain hadith was mentioned in the promotion that dwells on the reward
of performing Umrah. It states, narrated by Abu Hurairah (RA): Allah’s Messenger (peace
be upon him) said, “From one Umrah to another is expiation for what comes in between,
and “Hajj Al-Mabrur’ brings no reward less than Paradise”. The authenticity of this hadith is
not disputed but including it in an Islamic credit card marketing promotion could be seen as
unethical as it encourages Muslims to unnecessarily incur debt. Aisyah, the Prophet’s wife,
reported that the Prophet (peace be upon him) sought protection from indebtedness during
his prayer (Nazimah, 2011). This is evidence that Muslims must avoid from being in a state
of indebtedness except if there is a need and for the purpose of necessity.

At the macro level, growing consumer debt would inevitably position Malaysia’s economy at
risk. A2013 news article from the Credit Counselling and Debt Management Agency (AKPK)
website reported that Malaysia’s household indebtedness, pushed mainly by credit card and
personal debts, has steadily increased from 75.8% in 2010 to 76.6% in 2011, and to 80.5%
in 2014 (Growing consumer debt, 2013). To overcome the spiraling effect of uncontrolled
and excessive spending through credit card, it is suggested that Islamic financial institutions
should be transparent in their marketing or promotions. They ought to display the real amount
and period of installment and create awareness among their cardholders of the legal impact
if their debts are not settled. This will enable their customers to be duly informed and make
careful spending decisions. Islamic financial institutions should use promotional tools to
project Islamic values and not facilitate unnecessary and unhealthy indebtedness. Excessive
indebtedness must not be promoted as this would not support the objective of an Islamic
economy, which is to meet the demands of societal welfare and socioeconomic justice.
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