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1.0     Introduction 

The experience of Islamic finance in Europe, the GCC and Malaysia may have been quite 
different from many African countries. While more advanced economies have greatly 
contributed to the rapid growth of Islamic finance especially through investment banking and 
corporate banking, Africa is still trying to identify where the competitive advantage lies. As 
retail banking pushes its way to gain market attention, the realisation to grow exponentially 
may be heavily dependent on large ticket transactions. Then Africans ask for the application 
of the Maqasid al Shariah (achieving communal good life and human wellbeing) in Islamic 
finance in a bid to reduce the poverty challenge. 

The Islamic finance industry has maintained a yearly average growth of about 15% making it 
the fastest growing financial model in the world. Petro-dollar from the GCC, the consistent 
innovation of Malaysia and the interest of the UK have contributed heavily to the growth of 
the industry in the last 20 years. This exponential growth is largely due to activities in the 
sukuk market, Islamic fund management and the real estate market. Investors in the Middle-
East also found a good destination for their Shariah-compliant investment in London while 
India, China, Indonesia and Turkey are gaining much grounds in the industry. The further 
spread of newer jurisdiction is bound to bring increased innovation and global acceptance of 
the proposition. While the UAE has attracted the world to its real estate market, South Africa 
and Nigeria call the world’s attention to their huge emerging markets. As the industry seeks 
to set new average growth of 20-30%, centralised strategic plan would be imperative where 
major industry and regional players collaborate more in a bid to achieve better growth. This 
planning would then need to be arranged in the form of strategic partnership and 
collaboration where areas of competitive advantages are explored. This means more 
syndicated murabaha (mark-up sale) and direct project funding especially in emerging 
economies are considered. A market-led growth strategy built on the foundations of alliance 
among Islamic banks which allows for trade lines and dollarized sukuk should be given 
priority. This means multilateral and state guarantees for large projects and transactions are 
integrated in the implementation plan – making it truly integral. A major factor is also the 
standardisation of products, contracts and even fatwa so that new players can be quick in 
adding value to the industry through new business transactions. The question of whether 
Islamic finance has delivered based on expectation would be appraised based on different 
jurisdictions. In Africa, over 70 percent of its one billion people still live below the poverty 
line. The interest here would be based on how much infrastructural and household poverty 
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has been truly reduced through the Islamic finance proposition in Nigeria. In the same vein, 
the consistently cited untapped Shariah sensitive consumer base globally need respite. 
Phenomenology approach or practical perspective into the acceptance of Islamic finance finds 
its weight on benefits to users of the products. It is this benefits that dissolves the illusion 
about the franchise. More so, strategic alliance with other Islamic financial institutions, 
concentration on firms and country’s competitive advantages, and emphasis on developing 
economies that are promising may just be the secret that would rapidly grow the industry. 

2.0     Exponential growth in the Islamic finance industry  

2.1     Sukuk market  

More than 20 countries around the globe have issued either corporate or sovereign sukuk, 
with Malaysia, Saudi Arabia and United Arab Emirates as the leaders in this area. Total Islamic 
finance asset grew from USD 1.6 trillion in 2013 to USD 1.8 trillion in 2014. This growth was 
mainly driven by Islamic banking which accounted for an average of 74% of total Islamic 
finance assets in 2012 to 2014 1. 

In 2011 global sovereign sukuk issuance was the highest amounting to USD57.47 billion 
followed by the banking sector raising USD8.27 billion of sukuk. Other sectors that issued 
sukuk in 2011 included  water and power, energy, oil and gas  amounting to USD3.54 billion, 
USD3.05 billion and USD2.9 billion, respectively. In 2014, the UK issued GBP 200m sovereign 
sukuk which was oversubscribed, thus GBP2.3billion was raised. Malaysia lead the sukuk 
market due it her product sophistication. It operates the world’s largest sukuk market. Its 
total issuance from the year 2000 to December 2011 is USD 182.85 billion. In 2014, Sukuk 
outstanding in Aisa was USD 188.4 billion, USD 95.5 billion in the GCC with only USD 1.3 billion 
in Sub-Saharan Africa. In 2015, South Africa issued sovereign sukuk of USD 500million, Cote d 
Ivorie and Senegal issued average of USD 200 million each while Nigeria plans to achieve same 
before the end of 2017. Global sukuk issuance by sector in 2014 shows that government 
issued 61.4%, financial services issued 21.5%, power and utilities was 7.2% while real estate 
accounted for 4.38%2. It may be observed that Luxembourg Sovereign sukuk of USD271.7 
million was oversubscribed 2 times; Goldman Sachs USD500 million corporate sukuk was 
oversubscribed 3 times; and South African USD500 million sovereign sukuk was 
oversubscribed 4.4 times. In the same light, Emirate of Sharjah sovereign sukuk of USD750 
million and DIP Sukuk Limited of 300 million were oversubscribed 10.5 and 13 times 
respectively.3 

The sukuk market has indeed been the major growth-driven element in the Islamic finance 
market. Malaysia has led the world in this area because it allows sukuk on the basis of bai’ 
bithaman ajil (debt securities), bai’ dayn (sale of debt), and bai’ inah (debt creation) which the 
Middle-East and GCC disallow. Istisna (manufacturing sale) has bai’ dayn (sale of debt) during 
secondary trading; monetary receivables in the case of murabaha (mark-up sale) prices as 
well as goods receivables under salam (future sale) contract are used in Malaysia4. 
Mudarabah (partnership) and musharakah (joint venture) sukuk are clearly non-debt but they 
                                                           
1 ICD/Thomson Reuters, 2015:26 
2 IFSB 2015:19 
3 Islamic Financial Service Industry Stability Report 2015, page 48. 
4 Dusuki, A. W. et al. 2013. Islamic Financial System: Principles & Operations. Kuala Lumpur, Malaysia: 

International Shari’ah Research Academy for Islamic Finance. Page 10-18. 
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do not protect capital of investors and do not also guarantee fixed income for investors. Africa 
prefers to keep this market simple by adopting ijarah-based sukuk which is also globally 
acceptable more because it represents tangible assets instead of pure debt. The State of Osun 
sukuk in 2013 was oversubscribed by about 14 percent, thus N11.4billion (USD 66million) was 
raised rather than NGN10 billion (USD 60 million) that was issued. While the UK sovereign 
sukuk enjoyed foreign inflow of capital from the Middle-East and Asia, Nigeria did not, or 
hardly did. The Islamic Corporation for the Development of the Private Sector (ICD), a member 
of the Islamic Development Bank (IDB) Group supported Senegal, Cote d’ Ivoire and South 
Africa with their sovereign sukuk while Nigeria is also being considered for such. What Africa 
then needs is for foreign firms to invest in its sukuk and other portfolios. This would greatly 
help in closing the infrastructure deficit gap in Nigeria. Aside infrastructures, Nigeria needs to 
issue shorter term sukuk with 3-6 month maturity. This instrument will help create liquidity 
for Islamic financial institutions in the country. It will be worthwhile to consider agricultural 
commodities in this regard. It would also be interesting to implement an effective commodity 
exchange in the country which would give much desired avenue for short term investments. 

2.2     Islamic fund management, money market and infrastructure   

Islamic asset management provides liquidity needed to fuel the economy by allocating capital 
to firms based on their capital requirement while ensuring Shariah-compliance. This area has 
substantially contributed to the Islamic finance industry even though it should be able to do 
much more. The Muslim world constitutes 25 percent of global population but only controls 
2 percent of global banking asset5. Thus, Islamic DJ World Equity Index has just 2,578 stocks 
compared with 7,246 in the DJ World Equity Index. Market capitalisation in the Islamic equity 
market is USD23.2 trillion covering 58 countries in just 10 sectors. Number of Islamic mutual 
funds have risen from just 576 in 2007 to 1,065 in 2013. In terms of fund penetration in local 
capital market, Muslim countries are still behind the other nations. UK, France and Brazil show 
91.1%, 71% and 46.5% respectively while Malaysia, Saudi Arabia and Qatar show 28%, 5.8% 
and 0.1% respectively6. Nigeria only have 3 Shariah-compliant equity funds with barely 23 
screened equities out of over 200 listed securities. On the other hand, South Africa seem to 
have a lot more companies engaged in Islamic fund management and has the most matured 
financial system in Africa. It is also observed that money market and sukuk are at the forefront 
of the industry’s middling growth. A breakdown of Islamic banking asset globally shows that 
financing asset constitute 65%, investment asset is 11%, and liquidity asset is 16% while other 
assets is 8%. On the deposit side, all Islamic bank deposit constitute 65% while other liabilities 
and equity constitutes 35%7. A case of one of the Nigerian Islamic banking window shows that 
over 95% of the liability are being generated by Muslims while over 80% of fund uses are non-
Muslims. It was also observed through phenomenology research that creation of risk asset in 
Nigerian Islamic banks are always very difficult especially due to knowledge gap amongst 

                                                           
5 AZ Fund, 2014   

http://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapId=34815795nance News. 2014. 

Report 2014. IFN. (Accessed 25 October, 2015) 

 
6 http://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapId=34815795nance News. 2014. 
Report 2014. IFN. (Accessed 25 October, 2015) 

 
7 ICD/Thomson Reuters 2015:47. 
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stakeholders aside ineffective technology or non-availability of efficient technology. To 
further accelerate growth in the industry particularly in Africa, real estate investment would 
gradually become the cash cow. For example, Nigeria has housing deficit of 17 million units 
and over N60 trillion (USD300 billion) is required to close this gap at the minimum. Nigeria 
has the largest economy in Africa with a GDP of USD568 billion and will require huge 
infrastructural investment as shown in table 1.0 below. The country’s GDP is expected to hit 
USD 4.9 trillion in 2050 and would be as big as Brazil or India in GDP terms. Foreign investment 
in housing and infrastructure through the Islamic finance option would further accelerate 
annual industry growth. 

Table 1.0 Nigeria infrastructure project 

Sector Number USD million 

Road and bridges 46 16,475 

Power plants and transmission grids 24 13,782 

Airports 11 2,848 

Rail 7 5,288 

Industrial construction 5 2,470 

Ports 4 7,015 

Oil & gas pipelines 3 10,500 

Commercial construction 2 12,600 

Water 2 103 

Others NA 24,000 

Total 104 95,081 

Source EY in Zawya, 2014 in Draft SEC Alternative Finance Product Master Plan8. 

3.0 Accelerating the growth of Islamic finance to build market share 

3.1     Partnership with other Islamic financial institutions 

Accelerating the industry growth from 20-30 percent would require lots of collaboration 
between countries and firms. The Islamic world do not have defined trade triad like the EU, 
US and Japan while the BRICS are also evolving a new development bank to further facilitate 
trade. In 2009, the 57 OIC countries accounted for 7.2 percent of world total output (GDP) 
and just 10.3 percent of world total merchandise export. OIC needs to further strategies 
within the context of the theory of competitive advantage aimed at defined economic growth 
and development. The International Islamic Trade Finance Corporation (ITFC), a member of 
Islamic Development Bank have made efforts to provide trade lines to Islamic banks and more 
recently showing a lot more interest in Africa and Sterling Bank non-interest banking window 
was given USD25 million trade line in 2014. Virtually all OIC countries are developing 
economies if measured by size of merchandise trade. Developing economies sent almost half 
of their total merchandise exports to other developing economies in 2013. About 35 per cent 
were exported to developing Asia, 6 per cent to South and Central America and the Caribbean, 

                                                           
8 The table was contained in the initial draft SEC alternative finance product masterplan. This details may not 
be in the version on SEC website. 
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6 per cent to the Middle East and 4 per cent to Africa9. Africa’s food import excluding fish is 
over USD 35 billion yearly10 aside other non-food items making the market huge in terms of 
required trade lines to finance these business activities. More trade activities are needed 
within OIC countries and this can only be achieved where Islamic banks give more trade lines 
to others. Restrictions on trade lines should be flexible enough rather than restrict them to 
certain regions while a lot of focus can be given to commodity trading in Africa. Nigeria is a 
huge market and strategies should adopt import substitution approach thereby buying less 
goods from aboard. It will then be wise to have independent power projects within industrial 
estates aside other basic infrastructures that would reduce overall production cost for 
entrepreneurs. In fact, entrepreneurs should only move into rented or leased industrial space 
with their machines and start production immediately. Export promotion approach within the 
context of state-led development of certain products and produce should then be prioritised, 
while, also allowing market forces of certain goods to take place. The Islamic finance industry 
can be used to achieve such economic development path of this semi-controlled development 
approach.  

3.2     Direct investment  

Investable funds from the GCC are quick to place them in Europe and the US. Malaysian sukuk 
are considered where ijarah (lease), mudaraba (partnership) and musharaka (joint venture) 
contracts are used. For the industry to achieve accelerated growth, foreign funds in the form 
of commodity murabaha (sale) or syndicated murabaha would be required from GCC financial 
institutions into other OIC economies to scale up business transactions. Three of the MINT 
economies are Muslim majority countries which may serve as sound destination for such 
direct line of financing. Islamic Corporation of the Development of the Private Sector, a 
member of Islamic Development Bank Group (DB) has been playing a major role in this respect 
and extended USD30 million to Sterling Bank non-interest banking window in 2015 and would 
be considering additional revolving line of financing. The level of business transactions in 
Nigeria is so huge that there are several untapped opportunities which could further help the 
Islamic finance industry to hit the 20-30% growth rate in a short while. 

3.3     Equity in other Islamic banks 

Gradual foreign direct investment via internalisation would mean that large Islamic banks can 
take equity in other Islamic financial institutions abroad. They would also provide technical 
partnership in this respect. This will close the technical capacity gaps in the industry and allow 
rapid growth to occur. It will also provide much needed liquidity to finance projects in other 
jurisdictions. Practically, the Central Bank of Nigeria (CBN) makes it mandatory for Islamic 
banks to have technical partners for the first three years of operation which may be very 
expensive. Direct equity is expected to help Islamic banks reduce cost while having foreign 
expertise on ground to assist with product and process development. More so, these foreign 
firms would also avail better liquidity to these banks.  

3.4     Guarantees 

                                                           
9 https://www.wto.org/english/res_e/statis_e/its2014_e/its2014_e.pdf (Accessed 25 October, 2015) 

10 Africa Progress Report. 2014. Grain, Fish, Money: Financing Africa’s Green and Blue Revolutions. Africa 
Progress Report. Page 82. 

Electronic copy available at: https://ssrn.com/abstract=3409052

https://www.wto.org/english/res_e/statis_e/its2014_e/its2014_e.pdf


Page 6 of 10 
 

Market share can also be built where larger Islamic banks provide “bank guarantees” to other 
Islamic banks in order to allow them do more transactions. This is even more important for 
sukuk, real estate investment portfolios and other restricted projects – either private sector 
or government projects. Islamic Development Bank (IDB) syndicated facility, sukuk or a 
structured wakala arrangement would give investors much more confidence than just the 
state government or other local companies guarantee such projects.  

3.5     Dollar denominated sukuk 

Like the UK sovereign sukuk that was oversubscribed over 10 times, sukuk in other developing 
economies can only achieve this where Islamic international banks help local ones to package 
and sell dollar denominated sukuk in a manner that will attract foreign investors. Guarantees 
and good global rating will also help these sukuk to achieve expected result. 

3.6     Standardisation of products and contracts 

Three standardization bodies – Accounting and Auditing Organisation for Islamic Financial 
Institutions (AAOIFI), Islamic Finance Standard Board (IFSB) and the International Islamic 
Financial Market (IIFM) had guided the industry quite effectively in the last 25 years but may 
need to be harmonised into just one like the Basel Committee. Islamic finance contracts and 
product structures need to be standardised which would allow more players in the market 
and would further lead to swift growth of the industry. In Nigeria, Islamic financial institutions 
spend so much time drafting Islamic finance contracts with delays in approvals by the Shariah 
Boards known as Advisory Committee of Experts (ACE) of the institution and that of apex 
institutions known as Financial Regulation Advisory Council of Experts (FRACE). It would have 
been more interesting to see the apex financial institutions have vanilla contracts for all non-
interest11 banks to adopt just like the Bank of Pakistan. Islamic financial institutions may then 
seek for approvals for contracts that are not vanilla and basic. This issue alone slows down 
the growth of the industry since Islamic financial intuitions would only be able to present 
minimal products to customers. More so, capacity is still rather low and everyone has only 
began to learn the practical application of the financial model. 

4.0    Meeting the expectations of Islamic finance 

4.1     The retail market and financial inclusion 

In a survey of more than 65,000 adults from 64 economies12 with significant number of 
identified Muslims show that Muslims are less likely to have a formal account or save in formal 
financial institution. In Nigeria, 45 million adult Nigerian are financially excluded13 and 
majority of them are identified Muslims. While 30.5 million adult Nigerians are interested in 
Islamic banking products, the industry has less than a million customers. This shows that many 
are not yet encouraged to have Islamic banking accounts or invest in mutual funds. Limited 
product knowledge, uncompetitive product pricing, and customer dissatisfaction may be 
                                                           
11 In Nigeria, the word Islamic cannot be used by bank, thus the acceptable name by the CBN is Non-Interest 
Banking. 
12 http://www.bloomberg.com/research/stocks/private/snapshot.asp?privcapId=34815795nance News. 2014. 

Report 2014. IFN. (Accessed 25 October, 2015) 

13http://www.efina.org.ng/our-work/research/access-to-financial-services-in-nigeria-survey/efina-access-to-

financial-services-in-nigeria-2014-survey/ (Accessed 25 October, 2015) 
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responsible for this global trend. The growth of the retail segment is then heavily dependent 
on finding realistic solution to these issues. On the other hand, Islamic financial institutions 
need to be more innovative are should consider more investing activities which allows them 
make use of their excess liabilities rather than wait for customers to seek for financing or risk 
assets. This then means that simple murabaha, classic istisna, salam, mudaraba and 
musharakah should be explored. In other words, Islamic financial institutions should create 
real utility or real wealth with such liquidity. They may however avoid taking inventory risk 
especially in perishable commodities, electronics, bare land and assets that may be difficult 
to sell at a good price in the near future. 

4.2     Achieving the Maqasid al Shariah in poor countries 

The primary objective of Islam is the achievement of the Maqasid al Shariah which seek to 
achieve communal wellbeing and human good life. Unlike Western Europe, the GCC and 
Malaysia with sound economic environment, poverty is dominant in virtually every Muslim 
dominated countries. Half of Africa’s one billion population are Muslims out of which over 70 
percent live below the poverty line. Africa’s 13 percent of world population only produces 1.6 
percent of global GDP. About half of Africa’s poor live in Nigeria, Tanzania, Ethiopia & DRC – 
three of these economies are Muslim populated countries. Global share of children out of 
school was 39 percent in 1999 and 50 percent in 2010; and 23million children attend classes 
hungry while the continent will account for 80 percent of world’s extreme poor by 203014 . 
Even though sub-Saharan African countries grew by 6 percent in 2013 about 250 million 
people live on $1.25-$2.5 per day. Islamic finance must then seek to reduce the poverty 
challenge in this region if it must make sense to Africans – thus, meeting the objectives of the 
Maqasid al Shariah. In Nigeria, income inequality has worsen since 2000. The Gini coefficient15 
increased from 0.48 in 1991, 0.51 in 1995 and 0.60 in 2000. Relative poverty measure shows 
an increase from 54% in 2004 to 71.5%. Absolute poverty measure increased from 54% in 
2004 to 61% in 2011 while the popular Dollar per day measure has been flat at 62.8% as 
shown in table 2 below16. Further analysis by region shows that financial exclusion and 
poverty is highest in Muslim populated regions. The proposed achievement for Islamic finance 
is to see to the reduction of those living in poverty by creating entrepreneurial opportunities 
supplemented with zakat and waqf. 

Table 2.0  Poverty Numbers with 2011 Estimates     

                                                           
14 Africa Progress Report. 2014. Grain, Fish, Money: Financing Africa’s Green and Blue Revolutions. Africa 
Progress Report. Page 82. 
 
15 “The Gini Coefficient then presents information about inequality such that the bottom 10 percent get about 
10 percent of the income, the bottom 20 percent get about 20 percent of the income and so on until the Gini 
coefficient is zero meaning there is no inequality. If the whole of a nation’s income goes to one person, this 
means the Gini coefficient would be one or perfect inequality. This Gini coefficient is the ratio of the line of 
absolute equality and the entire area under the line. Stiglitz (2013:28-29) observed that more equal societies 
have Gini coefficients of .3 or below while most unequal societies have Gini coefficients of .5 or above. This 
measure is able to explain the spread of income or expenditure but cannot explain increase or decrease of 
individuals or persons in poverty (NBS, 2012).” 
This is an extract from the article ‘Measuring Inequality from Africa’s Largest Economy’, page 5-6. 
16 Oshodi, B. A. 2015. Measuring Inequality in Africa's Largest Economy. Paper Presented at the 80th 
International Atlantic Economic Society Conference in Boston, USA. 8-11 October, 2015. Page 7-9. 
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 2004 (%) 2010 (%) 2011 (%) 

Estimated population (millions) 126.3 163 168 

Relative Poverty 54.4 69 71.5 

Absolute Poverty 54.7 60.9 61.9 

Dollar Per Day 62.8 61.2 62.8 
Source: National Bureau of Statistics, 2010 

5.0 Accelerating the growth of Islamic finance 

5.1     Wealth creation through partnership 

The global use of the primary principle of Islamic finance of mudarabah (partnership) and 
musharakah (joint venture) is less than 5 percent for risk asset creation. This may have 
obstructed the formation of real wealth creation from genuine entrepreneurial proposition. 
The end of the Second World War saw the emergence of the Silicon Valley in the USA, ‘supply 
lending finance’ in Germany and Japan which helped to propel entrepreneurial activities. This 
was combined with a unique state intervention arrangement in terms of equity capital in 
order to see that such enterprises grew and matured until they became independent. Except 
Sudan that support SMEs with partnership intervention funds, such may be quite rare in OIC 
countries. In Africa for example, 90 percent of companies are micro businesses; 8 percent are 
small enterprises; 1.5 percent are medium enterprises while large corporation constitute only 
0.5 percent of companies. The 98 percent in the micro and small business segment have 
generally been ignored since they are largely unable to meet the conditions of accessing 
finance. Financial inclusion in OIC countries have been unable to address poverty reduction 
strategies while people cite religious reasons for not using financial institutions17. The industry 
then needs to also focus on venture capital (VC) and private equity (PE) in a manner that 
benefits customers. Waqf (endowment) fund may be considered for this proposition. Nigerian 
Islamic financial institution are yet to adequately explore genuine partnership arrangement 
since their deposits are mainly based on qard, mudarabah and wakala (agency). When they 
start to enjoy waqf fund from high net-worth individuals and grants from international 
organisations, then it would become easier to venture into risky micro-finance propositions.  

5.2     Focus on customer benefits   

There is clear evidence globally that non-Muslims are willing to use Islamic finance where it 
benefits them. In Malaysia, more Chinese use the products than indigenous Malaysians. Some 
key promoters of Islamic finance in the UK are English while in Nigeria the major users of risk 
assets are non-Muslims. A phenomenology research approach or knowledge from practical 
experience from 2009 – 2015 in Nigeria shows that customers are concern about the real 
benefit the industry offers as a precondition to patronise Islamic finance. Branding and selling 
Islamic banking products therefore need to focus on overall benefit to customers considering 
that Shariah-compliance is expected. This will help promote the industry faster. 

Conclusion 

The future of Islamic finance and the industry’s ability to limp along existing level of 15 
percent or grow exponentially is dependent on greater collaboration among Islamic financial 
institutions. This means they will have to leverage on their competitive advantage while 
supporting each other with trade lines, direct investment and issuance of guarantees for 
                                                           
17  
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projects. A major necessity include the creation of dollar denominated sukuk that would 
attract foreign investors and provide Nigeria with funds for infrastructural projects. In the 
same vein, Islamic finance regulators, contracts and products need to be harmonized to 
further standardize the industry. Poverty in Nigeria is still very high while inequality widens. 
Tackling this would require the use mudarabah and musharakah contracts to generate wealth 
while also paying some attention to micro and small businesses. This is expected to further 
highlight the customer benefit of this mode of finance and all inclusive industry growth would 
be achieved. 
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