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ABSTRACT

Islamic financial institutions (IFI) that are governed by shari‘ah principles are
expected to have inherently strong ethical roots such as promoting justice and
avoiding any illegal and unethical elements. Hence, ethics has become a vital
component in order to provide “value” for consumers. Indeed, there are numerous
Qur’anic injunctions and Prophetic guidance concerning ethical principles pertaining
to Islamic finance, particularly those related to the ethics of business transactions. This
research emphasises Islamic revealed guidance by compiling the Qur’anic verses
related to financial transactions using selected exegeses (tafasir). Furthermore, this
research also focuses on how consumers perceive the ethicality of products and
services offered by IFIs. It delineates the importance of ethical finance and the need
for Islamic banking to align with ethical banking. Meanwhile, a quantitative research
methodological approach was adopted in this study by utilising a structured
questionnaire comprised of close-ended questions. The questionnaire was distributed
among I1IUM academic and administrative staff. The research findings show that the
majority of respondents had a positive perception of the ethicality of Islamic finance
products and services. This study also found that Islamic banking should formulate
strategies to educate and offer unique products and services differentiated by
underlying ethical values to increase its appeal to customers. The findings also suggest
that ethics could be considered as a factor that encourages patronage of IFIs. Thus,
this research is expected to assist IFIs to demonstrate their commitment and efforts in
providing added value to customers.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Ethics is a branch of discipline that denotes “the science of conduct”, which is
concerned with two different questions of moral action such as right or wrong, good
or bad, and virtues or vice. It generally deals with a person’s conduct while interacting
with others, and promotes good values and forbids evil.” In Islam, ethics refers to the
divine and science of morality ( ‘ilm al-akhlaq). The Prophet SAW is reported to have
said in one of his hadith that he was sent to perfect the moral characters of human
beings.? In the Qur’an, Allah SWT says that He has perfected the religion and
approved Islam as a way of life for humanity.® This shows that Islam provides
guidelines in all aspects of human life including financial transactions.

Islamic finance is the provision of financial services which comply with
shari’ah-stipulations. This means that the products and services must inherently have
a real economic purpose and are free from short selling (betting against security), and
the payment or receipt of interest (riba), gambling (maysir), or excessive uncertainty
(gharar).* Moreover, ethics has become an important aspect of the financial service

sector to increase its appeal to customers and remain relevant for the societies.

! Abdul Kabir Hussain Solihu, The Islamic Worldview, Ethics and Civilization: Issues in Contemporary
Interdisciplinary Discourse, (Kuala Lumpur: 1HUM Press, 2012), 100.

2 The hadith narrated by Abai Hurayrah. See Al-Hakim, Muhammad ibn ‘Abdullah al-Naysabari, Al-
Mustadrak ‘ala sahthyn, ed. Mustafa ‘Abd al-Qadir ‘Ata’, (Bayrat: Dar al-Kutub al-‘lImiyyah, 1% edn.,
1990), vol. 2, Hadith 4221: 670.

3 Qur’an (Al-Qalam,), 68: 4.

4 Brian Kettell, Introduction to Islamic Banking and Finance, (United Kingdom: John Wiley & Son
Ltd, 2011), 16.



Islamic financial institutions exist in most Muslim countries. Malaysia sustains
its status as the hub for Islamic finance, and the industry has been developing rapidly.®
The Islamic Finance Reports indicate that Malaysia is leading in the global Islamic
finance charge. The data compiled by Islamic Finance Development Indicator 2014
illustrates Malaysia’s total Islamic finance assets at the time, including banking,
Takaful and Sukuk, totalling US$423.29 billion or 25.53% of the global market.®
There are sixteen Islamic banks in Malaysia, ten local Islamic banks and six
international Islamic banks offering Islamic banking schemes.” Unfortunately,
consumer views on the ethicality of the existing products and services are often
overlooked by Islamic banks, although they are among the most important
stakeholders in the Islamic finance industry. Hence, this study will examine the
principles of ethics in Islamic finance mentioned in the Holy Qur’an, while assessing
consumer perceptions on the ethicality of the products and services offered by Islamic
financial institutions.

There are numerous Qur’anic injunctions and Prophetic kadith concerning
ethical principles of Islamic finance, particularly those related to ethics of business
transactions. This shows that Islam acknowledges morality in this pivotal human

activity. Allah SWT says in the Qur’an:

2 22
° i

A 5 58 0% 8T ey i st LB Y T 0l g

O%Liﬁ’:)/ (zi‘; :)@233\ S)L °S} . '5‘3% \}i{:‘jj 'gj (:g;ﬁ

> M. Mahmudi Ali & Shabana M Hassan, “Malaysia: An Indisputable Islamic Finance Hub?” Islamic
Finance News, vol. 10, no. 133, (2013), <http://www.islamicfinancenews.com.> (accessed February 28,
2016).

® IFN Reports, “Malaysian Leads Global Islamic Finance”, Islamic Finance News, <http://www.islamic
financenews.com/news/malaysia-leads-global-islamic-finance-charge>. (accessed March 16, 2016).
7“BNM List of Licensed Banking Institution in Malaysia”, <http://www.bnm.gov.my/index.p
hp?ch=li&cat=islamic&type=IB&fund=0&cu=0. (accessed April 6, 2016.


http://www.islamicfinancenews.com/
http://www.bnm.gov.my/index.p%20hp?ch=li&cat=islamic&type=IB&fund=0&cu=0
http://www.bnm.gov.my/index.p%20hp?ch=li&cat=islamic&type=IB&fund=0&cu=0

You who believe, do not wrongfully consume each other’s wealth but

trade by mutual consent. Do not kill each other, for God is merciful to

you.?

This verse declares that business (al-Tijarah) is the most desirable way to
increase one’s wealth. Sayyid Qutb begins his interpretation of this verse with the
prohibitions against devouring other people’s wealth, and only through trade that
people may gain monetary advantage over one another.®

Another example of how Islam stresses ethics in business can be gauged from
the longest verse in the Qur’an pertaining to the discussion of loans (dayn). The
Qur’an instructs that a book (or contract) is required between two parties involved in a
loan transaction (tadayantum bidayn) for a stated term (ila ajalin musammda)."® This is
emphasised in Islam so as to justly protect the right and interests of humankind.

In addition, the Prophet SAW is reported to have declared war against those
who impose interest on loans; “...cursed all those involved in usury based transactions,
the lender, the borrower, the accountant, and two witnesses, declaring that they were
all equal in terms of nature of the sin.™

In the context of Islamic finance, ethics has become a vital component in the
financial services sectors in order to provide value for consumers.' The products and
services offered by Islamic financial institutions (IFIs) must meet the requirement of
Islamic law, where all transactions are free from any unethical and dubious elements.

In the case of financial ethics, the issues are often addressed as a matter of law rather

than ethics. Ethics in finance is concerned with technical issues including the mix of

8 Qur’an (Al-Nisa,), 4: 29. Abdel Halem, M.A.S. The Qur’an, (Oxford: Oxford University Press, 2005).
All Qur’anic verses in this research will be using this translation

9 Sayyid Qutb, In the Shade of The Qur’an Fi Zilal Qur’an, (United Kingdom: The Islamic Foundation,
2001), 3:113.

19 Our’an (Al-Bagarah), 2: 282.

' The hadith narrated by Jabir. See: Muslim ibn al-Hajjaj, Sakik Muslim, (Bayrat: Dar Ma‘rifah, 11%
edn. 2004), Hadith 4069: 28.

12 Muhammad Adli Musa, “Ethics and Islamic Finance: A Study of Islamic Financial Ethics and
Islamic Banks in Malaysia,” (Ph.D. thesis, University of Melbourne, 2015), 2.



debt and equity, dividend policy, the evaluation of alternative investment projects, and
swaps.™ At some point, ethics should be uncompromisingly infused in the finance
sector to curb corruption, injustice, and exploitation.

By understanding the importance of ethics in Islamic finance in relation to the
products and services offered to consumer, attempts to introduce reforms that would
ensure their ethicality can be pursued. It is clear that in order to attain Allah SWT’s
pleasure, IFIs have to inculcate honesty and patience, and realise that doing business
is not only about profit maximisation, but is a way to benefit mankind.

Therefore, this study aims to examine the ethical principles of Islamic finance
as enunciated in the Holy Qur’an, while assessing consumer perceptions on the
ethicality of the products and services offered by IFIs, and developing guidelines to

improve the ethics in all dimensions of Islamic finance from the Qur’anic perspective.

1.2 PROBLEM STATEMENT

Islamic finance promotes certain ethical values such as prohibitions of unjust
practices, exploitation, and fraud.!* Unfortunately, the current practices of IFls have
been criticised amongst unconvinced Muslims and non-Muslims for their failure to
promote such values to the consumers.' Moreover, the enforcement mechanism with
ethical consideration in IFIs demonstrates the importance of ethics in products and
services of Islamic finance.'® Consumers can create a demand for ethical finance,

which is very important in influencing the supply of ethically infused products and

13 Haron, Abdullah, Musa, Muhammad Adli, & M Shaarani, Ahmad Zakirullah. Ethics in Islamic
Finance, (Kuala Lumpur: Islamic Banking and Finance Institute Malaysia, 2013), 12.

4 Haron, Abdullah, Musa, Muhammad Adli, & M Shaarani, Ahmad Zakirullah, Ethics in Islamic
Finance, 2.

15 Asyraf Wajdi Dusuki, & Nurdianawati Irwani Abdullah, “Why do Malaysian customers patronise
Islamic banks?” International Journal of Bank Marketing, vol. 25, no. 3 (2007): 142 — 160.

16 Haron, Abdullah, Musa, Muhammad Adli, & M Shaarani, Ahmad Zakirullah, Ethics in Islamic
Finance, 131.


http://www.emeraldinsight.com/author/Wajdi+Dusuki%2C+Asyraf
http://www.emeraldinsight.com/author/Irwani+Abdullah%2C+Nurdianawati

services offered by financial institutions. Therefore, this study would be helpful in
providing evidence in developing ethical principles related to financial transactions
based on Qur’anic guidance and perceptions of consumers.

Thus, this study intends to examine the concepts and principles of ethics in
Islamic finance products and services from the Qur’anic perspective and analyse
consumer perceptions on the ethicality of Islamic finance products and services. To
this date, there are a growing body of research on Islamic financial ethics among
employees in Islamic banks; however, no study has been carried out to analyse
perceptions of consumers based on the principles of financial ethics mentioned in the

Qur’an. This gap will be addressed by the current research.

1.3 RESEARCH OBJECTIVES

This research intends to achieve the following objectives:

1. To identify the ethical principles related to business and financial
transactions mentioned in the Qur’an.

2. To relate the Qur’an ethical principles to modern day Islamic finance and
ascertain the ethical norms underlying Islamic finance products and
Services.

3. To analyse consumer perception in relation to the ethicality of the
products and services offered by Islamic financial institutions.

4. To explore technique to improve the ethicality of the products and services

offered by Islamic financial institutions.



1.4 RESEARCH QUESTIONS

This research will attempt to provide answers to the following questions:

1. What are the principles related to business and financial transactions
mentioned in the Qur’an?

2. How ethical principles derived from the Qur’an are related to modern day
Islamic finance and what are the ethical norms underlying Islamic
financial products and services?

3. What are consumer perception in relation to the ethicality of the products
and services offered by Islamic financial institutions?

4. How can Islamic financial institutions improve the ethicality of their

products and services?

1.5 SIGNIFICANCE OF THE STUDY

Islam emphasises on ethics and values in all aspects of human life. There are many
ethical principles mentioned in the Holy Qur’an which are applicable to financial
transactions. This study will analyse these principles from the Qur’anic perspective.
The evaluation of consumer perception on the ethicality of products and services
offered by IFIs will assist them in understanding and taking their perceptions into
consideration. The study will potentially educate consumers about ethical finance,
enhance ethicality of Islamic finance through specific standards, and encourage IFIs to

demonstrate their commitment and efforts in providing added values to consumers.

1.6 LIMITATIONS/SCOPE OF THE STUDY

This study will concentrate on examining ethics in Islamic finance from the Qur’anic

perspective. Selected Qur’anic verses will be the focus of this research in order to



critically evaluate the ethicality of products and services offered by IFIs. In order to
make an assessment of consumer perception, the researcher has selected the
consumers among academics and administration staff of the International Islamic
University Malaysia (IlUM) as a case study. This study will investigate their
perceptions on the selected three Islamic bank branches in IUM Gombak Campus,
which are Bank Islam Malaysia Berhad (BIMB), Bank Muamalat Malaysia Berhad
(BMMB) and Am Bank Islamic Berhad, due to the fact that most (if not all) of them
deal with the banks mentioned. It is expected that their familiarity in dealing with IFIs
will assist in the collection of unbiased information. The data collected will serve as
objective findings in identifying significant issues related to the ethicality of products
and services of Islamic finance, and later offer guidelines for improvement of IFIs

operations.

1.7 RESEARCH METHODOLOGY

The study employs a mixed methods approach: combining both, qualitative and
quantitative methodologies. The main methods of collecting and analysing data will
be as follows:

1. Qualitative Analysis — by critically examining the concept and framework of
ethics in Islamic finance based on the Qur’anic verses that are related to financial
transactions. The existing research works, articles, journals, theses and books are to be
analysed. This is to gain a fundamental understanding of ethics in Islamic finance, and
to assist in understanding its relationship to the ethicality of products and services
offered by Islamic financial institutions.

2. Quantitative Analysis — by surveying consumer perception on the ethicality

and Islamicness of Islamic finance products and services. A structured questionnaire



comprising close-ended questions will be used to conduct the study. The questionnaire
is divided into two sections. Sections 1 contain questions related to the respondents’
background, Section 2 will be divided into five parts: - (i) the general ethics of the
bank, (ii) code of ethics in term of products; (iii) code of ethics in term of services;
(iv) understanding the differences between Islamic and conventional banks; and (v)
disclosure of information in relation to marketing and product rates. The researcher
will use Statistical Packages for the Social Science (SPSS) which officially named as

IBM SPSS Statistics since 2015 to analyse the data.

1.8 LITERATURE REVIEW

There are a substantial number of studies discussing the details of business ethics,
morality in business dealings, and conditions and legislations concerning business
transactions in Islam. However, the discussion is limited to various forms of literature
pertaining to business ethics in Islam, Islamic finance, and consumer perceptions,
which are the main thrust of this study.

Mushtag Ahmad, through his book Business Ethics in Islam," explains the
principles and guidance that the Qur’an lays for Muslims involved in business. He
identifies the Qur’anic concepts of business, which provide insights into the nature of
business from an Islamic perspective. These Qur’anic concepts of business are
discussed in detail in the third chapter of this book. The author mentions three

indicators; the Qur’anic concept in gainful business,’ losing business,” and

17" Ahmad, Mushtaq, Business Ethics in Islam, (Islamabad: The International Institute of Islamic
Thought, 1999).

'8 But those who spend their wealth in order to gain God’s approval, and as an affirmation of their own
faith, are like a garden on a hill: heavy rain falls and it produces double its normal yield: even if no
heavy rain falls, it will still be watered by the dew. God sees all that you do. Qur’an (Al-Bagarah), 2:
265.

19 These are the people who buy the life of this world at the price of the Hereafter; their torment will not
be lightened, nor will they be helped. Qur’an (Al-Bagarah), 2: 86.



maintenance of records®® in terms of reward and punishment, which are directly
related to a brief discussion on the Qur’anic attitude towards tijarah. Meanwhile, the
third chapter underlines the attributes of Allah that are the divinely ordained
principles, wherein those who are involved in business must be conscious of. In the
fifth and sixth chapter, the author establishes four areas of wealth from the Qur’anic
view of wealth; general appreciation, ownership, the concept of kalal and haram, and
the concept of barakah, which are related to the system distribution of wealth and a
healthy economy. After emphasising on infag and methods of distributions, the author
distinguishes the approved and disapproved business conduct as sanctioned in the
Qur’an. It is noted that the explanation of the Qur’anic revelation are too general
without reference to the interpretations of the Qur’an. This study will refine the
Qur’anic concepts of business from tafasir and modern scholarly commentaries.

S.M. Hasanuzzaman, in his book Islam and Business Ethics?', discusses
Islamic ethical values and moral issues that have emerged as a result of the general
decline in faith and practice. He identifies justice ( ‘adl) and benevolence (i4san) as the
most important values which constitute the essential of Islamic business ethics. He
states that Islam visualises market mechanism without any negative impacts on the
interests of others. He also elaborates on the specific issues of criticism such as
advertisement policy, salesmanship, pricing, the interest of trader, and consumer
satisfaction as safeguarded under Islamic law. They are presented as the components
of ethical values in business that the Qur’an and the Prophet SAW have laid down,

which are aimed at training the inner self of man, so as to become a motivation in

20 1f they spend a little or a lot for God’s cause, if they traverse a mountain pass, all this is recorded to
their credit so that God can reward them in accordance with the best of their deeds. Qur’an (Al-
Tawbah) 9:121.

2l Hasanuzzaman, S.M. Islam and Business Ethics. (London: Institute of Islamic Banking and
Insurance, 2003).



abandoning selfishness in favour of social interest. This study would be helpful to
provide evidence in developing the ethical principles related to financial transactions.

Al-gtisad wa Akhlag® (Economics and Ethics) by Rafiq Yunus al-Misr is a
worthy book. The author brought together between Islamic and Western thought to the
knowledge of the readers. This is good exposure to identify the philosophy and
principles of religion between Islamic and Western economy. He states that ethics is
the soul in the economics system. He explains that there are places in the economy
that are morally neutral and can be shared between both systems. However, there are
also other place that are incompatible with Islamic morals that must be reconciled and
avoid that may be ethical in the eyes of the Western perspective. The author
recommends that both Muslims and Western economists to have a sense of
impartiality to determine the ethical aspects in the treatment and investigtions of
certain issues of economy in the scientific approaches.

Another book worth mentioning is The Foundations of Islamic Banking:
Theory, Practice and Education® by Mohamed Ariff. In the first chapter of his book,
he explores the foundations of ethical financial transactions in Islam. He describes the
profit sharing and risk-sharing contract in financial transactions as being ethically
consistent with human welfare. He explains that ethical rules are generally applied in a
wide range of financial transactions (banking, insurance, and investment funds) in
conventional markets. He also stresses that business activities must be guided and
regulated by the concept of oneness and unity of God (tawhid), goodness (i4san), and
trust in God (tawakal). The author discusses three basic values: justice (‘adl), the ban

on interest (riba) and the prohibition of hoarding (i/tikar) as they are related to ethical

22 Al-Misr, Rafi Yunus, Al-lgtisad wa Akhlag, (Dimashq: Dar al-Qalam, 2007).
3 Ariff, Mohamed. In the Foundations of Islamic Banking: Theory, Practice and Education,
(Cheltenham: Edward Elgar Publishing Limited, 2011), 11-49.
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