
cover the deficit. However, this gives rise to another tricky matter: is the transparency 
of the TO in divulging information about deficits fair? This paper posits that the best 
solution would be to choose alternative models that do not have such issues. The 
findings of this study will be a guide to TOs in selecting the appropriate model for their 
operations. This will be useful to all players in the Takaful industry, including 
academics and potential customers. This paper empirically justifies the issue of Qard 
Hasan in the Mudarabah Takaful model and recommends ways of mitigating any 
associated problems.

The ninth paper examines Ijarah contracts (leases) used by Islamic banks in Pakistan as 
a mode of financing. Ijarah is a financial lease whereby an Islamic financial institution 
purchases the required asset and leases it to the customer for a certain period of time. 
At the end of the leasing tenure, the bank will transfer ownership of the leased asset to 
the client either through a sale agreement or as a gift. An important though problematic 
feature of this arrangement is that the bank requires a down payment as security. Some 
scholars consider the conditional provision of a down payment to be an invalid 
stipulation (bay' bi shart), which is prohibited by Shar ah. To further explore this 
phenomenon, this paper investigates the practices of five Islamic banks in Pakistan. It 
is observed that, for the most part, the banks treat the required advance amount in four 
ways: advance rent, purchase price, hamish jiddiyah, and security deposit. Each of 
these approaches requires different treatment from the perspective of Shar  ah.

The tenth paper looks at the fundamental risks involved in Takaful companies and 
examines how Takaful companies manage these risks in accordance with Sharia law. 
After considering risk management for Takaful companies in general, the paper shifts 
its focus to the specific risks faced by Takaful companies in the Kuwaiti market. Six in-
depth interviews are conducted with senior managers of Takaful companies in Kuwait. 
The results indicate that Takaful companies in Kuwait face a heightened level of 
certain risks due to the Kuwaiti market's current state of development. The paper 
concludes with some proposals for the further development of the Takaful industry in 
Kuwait.

I hope you will find the papers in this issue useful and interesting to read.

M. Kabir Hassan, Editor

Reference: M. Kabir Hassan, M. Fazlul Karim and M. Sydul Karim, "EXPERIENCES 
AND LESSONS OF CASH WAQF IN BANGLADESH AND OTHER COUNTRIES," 
Keynote Address Given at the 2017 Waqf Conference in Dhaka, Bangladesh on 
November 4, 2017

The fifth paper appraises the performance of bulk-carriers as a primary shipping 
segment for Islamic equity investors. Although shipping is a robust growth industry 
comprising 84% of global trade, most Islamic investors have little to no exposure to 
ship finance and investment. Related to this is the fact that 75% of ship lending is debt-
based. This paper conducts an investment analysis of a full population of historical data 
over 20 years to evaluate performance regarding maritime return on investment, IRR, 
net yield, and standard deviation of risk and return. The findings show that while 
earnings are volatile relative to capital market expectations, unlevered tax-free returns 
on bulk-carrier investments outperform other assets. If risk and reward are 
communicated more effectively, Islamic equity investors will realize the benefits of 
equity finance on the basis of profit-sharing. Such an approach is more efficient at 
allocating investible resources than debt finance at interest, thereby increasing 
investment and economic growth.

The sixth paper proposes a new approach to the analysis and measurement of moral 
hazard in investment financing. In the context of a financial contract, the authors 
construct their moral hazard index to measure the tolerable threshold of moral hazard 
risk subject to the entrepreneur's equity share, project capital, expected profits, and 
debt (if it exists). The paper also examines differences in the default probabilities of 
debt and equity contracts, subject to the factors included in the moral hazard index. The 
authors generalize the boundary conditions of this index in quantifying the cutoff level 
of moral hazard risk faced by banks in both profit-loss sharing and mark-up based 
types of contracts. This new moral hazard index methodology complements existing 
customer credit risk rankings used by financial institutions, specifically Islamic banks.

The seventh paper affirms that Islamic banking has become a proven model of banking 
internationally, as it offers stable returns from the perspective of a commercial banks' 
assets and capital. The innovations of Islamic banking enjoy widespread acceptance 
from bankers as well as customers. In Bangladesh specifically, Islamic banks have 
experienced considerable growth in a short period of time. This paper utilizes panel 
data from 2003-2014 to explore the impact of several bank-specific and 
macroeconomic variables on the profitability of all seven Islamic banks in Bangladesh. 
The study concludes that some of the bank-specific and macroeconomic variables have 
a significant influence on the profitability of Islamic banks.

The eighth paper analyzes Qard Hasan in relation to the Mudarabah model in 
Malaysian Takaful practices. The primary data are collected from interviews along with 
the integration of related documents analysis. The Shari'ah Advisory Council (SAC), 
Bank Negara Malaysia (BNM), and AAOIFI resolutions have decided that any deficit 
from Takaful funds due to excess claims must be borne by shareholders of Takaful 
companies such as Qard Hasan. An AAOIFI standard added that Takaful Operators 
(TO) should first utilize all their reserves, with Qard Hasan being the last option to 

The second paper explores the inter-temporal relationships between bank efficiency 
and problem loans as well as financing of conventional and Islamic banks as proposed 
by Berger and DeYoung (1997). The efficiency level and managerial behavior of 
conventional and Islamic banks in Organization of Islamic Cooperation (OIC) 
countries are investigated during the period 1993-2007. The sample is divided into the 
following regions: Asian, African, Middle East, and Turkey. The findings demonstrate 
that cost efficiency is higher than profit efficiency for the sample banks in OIC 
countries. As for the inter-temporal relationships between bank efficiency and problem 
loans and financing, there is no evidence of 'bad luck' for conventional banks, while 
there is evidence of 'bad management' and 'skimping' in all regions except Africa. For 
Islamic banks, however, there is evidence of 'bad luck' in Asia, the Middle East, and 
Turkey, and evidence of 'bad management' in Africa, the Middle East, and Turkey. All 
regions exhibit 'skimping' behavior in Islamic banks. These findings imply that the 
increase in non-performing loans of conventional banks is caused primarily by poor 
management rather than external factors, while the increase in non-performing 
financing of Islamic banks is caused by both internal and external factors.

The third paper examines Islamic education through waqf. Bangladesh is the third 
largest Muslim nation in the world by population. Madrasahs (religious institutions) are 
still the main provider of Islamic higher education there. The history of madrasah 
education in Bengal dates back to the thirteenth century, when Bengal was conquered 
by Muslims. From that time, madrasah education was free, being largely funded by 
waqf. Residential madrasahs provided free boarding and lodging for students and 
teachers. Since the British occupation, however, the madrasah education system has 
been neglected, with the number of people donating waqf land and the number of waqf 
properties both declining precipitously. The lack of patronage has put Islamic higher 
education in Bangladesh in a state of crisis. As Bangladesh is an overpopulated nation, 
the opportunity for land waqf is limited there. Thus, cash waqf is a suitable alternative. 
This paper aims to evaluate the role of cash waqf in the development of Islamic higher 
education in Bangladesh.     

The fourth paper investigates the efficiency of the banking sector of Bosnia and 
Herzegovina (B&H) in order to gain insight into the comparative efficiency of Islamic 
banking versus conventional banking. B&H is a European, non-Muslim majority, post-
conflict, transition country that has seen substantial advancement in its banking sector 
in the last two decades. However, due to B&H's unstable recent history, there has been 
a lack of academic research on its emergent banking sector. The authors measure 
efficiency level using multistage Data Envelopment Analysis (DEA) with an output-
oriented intermediation approach. The analysis covers the period 2002-2015. The 
results reveal that  conventional banks are more efficient than Islamic banks. Moreover, 
larger banks are more efficient than smaller ones. The results also suggest significant 
potential for efficiency improvements in the banking sector as a whole.

Editor's Notes
Poverty is an obnoxious phenomenon of our economic and social systems. We cannot 
blame a single factor for poverty, rather a set of factors jointly derives it. The 
widespread presence of poverty reminds us that there are some malfunctioning organs 
in our social ecosystems that impede justice and equity, resulting in high dispersion in 
income, wealth distribution, and moral values. 

Islam guides us in poverty alleviation based on the principles of justice and equitable 
distribution of wealth. Islam provides practical guidelines for economic problems 
through both market and non-market mechanisms. Islamic finance provides a model 
that identifies individual differences among people not only from the perspective of 
equitable opportunities for all but also from providing other means for addressing 
economic problems.  This presentation takes a deep dive into "Waqf" as a rewarding 
economic system. I present an alternative view of Waqf integrating it as a component 
of the traditional economic system. I explain how Waqf increases aggregate 
consumption, expenditure, and expand national income. A cross-country review of 
current state of Waqf practices is included for comparative analysis. It helps to grasp a 
complete understanding of challenges and issues in Waqf globally. Lack of trust in 
Waqf managers and institutions is the key factor why, despite being the best social 
capital model, the practice of Waqf is relatively low in Muslim majority countries. 
Evidence is there that in many cases financial greed takes over the financial objective 
creating a fear of permanent loss among the endowers. Moreover, investments of Waqf 
fund are not well diversified and not invested properly to generate income to support 
waqf assets. To get the most out of Waqf asset, strategic alignments of Waqf funds and 
stakeholders are necessary at the institutional level. In the final section of this 
presentation, I suggest a comprehensive legal framework that adequately addresses 
major financial, agency, and governance issues pertaining to Waqf. A Waqf friendly 
legal environment coupled with preferential tax treatment for the endowed funds is 
crucial in achieving the intended goal of Islamic finance through Waqf as its vehicle.

The first paper illustrates the types of funds required for building social businesses. 
The structure of the paper as well as the information contained within are informed by 
a thorough analysis of the relevant economic literature. The paper identifies a gap 
between demand and supply of funds. To remedy the lack of supply, the author(s) finds 
10 suitable sources of Islamic funds with two frequencies. The paper concludes that 
Islamic funds are a viable means of developing social business. Thus, it is 
recommended that unlike a Zakat Board, the government should create a special non-
profit institution to procure Islamic funds and channel them to social businesses. This 
study heralds the use of Islamic funds to develop social businesses. 
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