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EDITORIAL
Keeping the Faith
An ancient Roman cried out in despair many
millennia ago O Tempora O Mores. But to each
his own, to some it is the best of times, to some the
worst of times.
The same holds true of our economic life. When
the times are good we are happy, spend more and
give more, when it's a bit down, we become tightﬁsted, dim-witted and pass the bug to others. In
fact there is a school of thought that holds that
human psychology has a lot to do with economic
downturns and depressions. Think about it!
This is why we need to strike a balance in our
lives, not the least in our economic lives. Islam
shows us the way to do it, if only we could reﬂect
on its teachings. As always it is the faith of the
middle way. It is the faith that condemns the
miser while at the same time calling spendthrifts
the brothers of the devils. It is the faith that
permits trading and proﬁt-making within
reasonable bounds while warning usurers to take
notice of war from God!
But how many of the faithful today stick to this
golden rule? How many bankers have we, who
under the garb of Islamic banking introduce
products that are essentially conventional,
showing no pity for the small man while
aggrandizing the rich, who put their monies into
big lucrative businesses but turn away the small
man from making a decent living by providing
him just a pittance from their coffers?

Editor in Chief - Asiff Hussein
Layout & Design - Nimry Marikkar
Marketing & Circulation - Anfas Anees
No 4, Collingwood Place, Colombo 06, Sri Lanka.
Phone: +94 11 7395090-3

How many have we today who want sure returns, but
are not willing to take the risk? This is why many
good Muslims today feel that Islamic Banking today
may be sticking to the Word of the Law but is a far cry
from its True Spirit!
It is in such a context that I was taken up by Daud
Vicary's contribution to this issue 'A Duty of Care'
where he highlights the need for the industry to
redeem its true Islamic spirit. Daud's encounter with
a man who helped set up the ﬁrst Islamic bank in
Malaysia and his selﬂess devotion to teaching him
the principles of Islamic Finance so impressed him
that it set him on the path to Islam itself. He told Daud
(David at the time) that it was his 'duty', a response
which evolved into his paper 'A Duty to Care' which
we hope our readers will reﬂect upon.
As Daud points out the duty of care leads to the
concept of Risk Sharing, which is inherent in Islamic
Finance, as indeed in all aspects of Human activity.
Effective leadership with a Duty of Care leads to
social cohesion. This means involving people,
sharing risk, sharing costs and gains with all
stakeholders, thereby creating a culture of trust
among people. Looked at it in a different way this is
the fundamental Golden Rule “Do unto others as you
wish that they do to you”.
How true. Such indeed are those who have kept the
faith!
Asiff Hussein
Editor-in-Chief
Islamic Finance Today

Islamic Finance Today is a monthly magazine exclusively
dedicated to Islamic Finance & Banking published by Pioneer
Publications (Pvt) Ltd. It contains a variety of interesting
articles including exclusive interviews, news and views on
various aspects of the industry.
No part of this publication may be reproduced in any form
without the prior written permission of the publisher. Views
expressed in this publication are not necessarily those of the
publisher.

Rakaan Kayali

The Coming Revolution
by Rakaan Kayali
Rakaan Kayali is the author of the “Practical Islamic Finance”
blog and creator of the “Practical Islamic Finance” YouTube
channel. He was the only student in his graduating class to receive
the honour “With Distinction in Finance” for research he did and
published at the Ohio State University entitled “The viability of
Islamic ﬁnance as a substitute for interest-based banking”.
And when he [Moses] came to the well of Madyan, he found there a
crowd of people watering [their ﬂocks], and he found aside from
them two women driving back [their ﬂocks]. He said, "What is your
circumstance?" They said, "We do not water until the shepherds
dispatch [ﬁnish watering their ﬂocks]; and our father is an old man"
So he [Moses] watered [their ﬂocks] for them; then he went back to
the shade and said, “My Lord! Truly, I am in need of whatever good
that You bestow on me!”
Then one of the two women came to him walking with shyness. She
said, "Indeed, my father would like to reward you for having watered
for us." So when he [Moses] came to him [the father] and told him
the story [of why he escaped Egypt], he said [the father], "Fear not.
You have escaped from the wrongdoing people."
One of the women said, "O my father, hire him. Indeed, the best one
you can hire is the strong and the trustworthy."
He said [the father], "Indeed, I wish to wed you [Moses] one of my
two daughters, on [the condition] that you serve me for eight years;
but if you complete ten, it will be [as a favour] from you. And I do not
wish to put you in difﬁculty. You will ﬁnd me, if Allah wills, from
among the righteous."
(Quran 28:23 - 27)

Did you catch it? The aforementioned verses from the generous Quran
describe a consumer ﬁnancing product that could help millions of
people across the globe escape interest-bearing debt and enter more
equitable ﬁnancing arrangements.
You see, Moses, after having escaped Egypt with nothing more than
the clothes on his back, had only one asset: the work he could do in the
future. After earning credit for helping water the ﬂock of two women
with no expectation of return, his future labour became a compelling
buy for
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their father. The father, seeing that Moses wasn't married and didn't
have money to pay the typical dowry of marriage, offered to purchase
the prophet's future labour for 8 years with the dowry he would
typically expect from a groom marrying his daughter. The result is that
Moses received the ﬁnancing he needed to get married while the father,
described as an “old man”, received the labour of the younger stronger
Moses.
Viable Financing Arrangement
Today, societies largely comprise of these same groups; Younger
people whose most valuable asset is their future income stream and
older people who have accumulated wealth but are nearing or have
passed the end of their productive years.
So now a question suggests itself: why not use the ﬁnancing
arrangement Moses used to match the needs of these two segments of
society? Why not offer a product wherein people receive ﬁnancing in
return for committing their labour to the ﬁnancier. It is obviously not
practical for people to commit all their labour or work directly for their
ﬁnancier, but they can commit a small percentage of the fruits of their
labour (their income) for a ﬁxed period of time to their ﬁnancier.
So what would this look like?
Suppose Adam just graduated college and needs $25,000 in ﬁnancing
to buy his ﬁrst car.
An investor estimates Adam will earn $60,000 annually over the next
ﬁve years.
Assuming the investor is targeting a 6% annual return, he offers Adam
$25,000 in return for an 11% share of Adam's income for the next 5
years in which he is working.
If the investor's prediction of what Adam will earn turns out to be spot
on, the investor will achieve its target return of 6% annually. On the
other hand if Adam's income turns out above or below the $60,000
prediction, the investor will earn above or below the 6% respectively
and may even lose money.
One may argue that in my example Adam and his ﬁnancier are
receiving money from one another during the life of the contract
whereas Moses and the father never actually received any money from
each other and therefore the analogy isn't valid. Remember however
that money is simply a medium of exchange.
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It's an intermediary used in trade to avoid the inconveniences of a pure
barter system. It just so happens that in the example of Moses and the
father, pure barter was possible because of the coincidence of needs.
Moses wanted to get married and the father needed the prophet's
physical help. If Moses and the father did not have a coincidence of
needs and decided to use a medium in their exchange, nothing about
their transaction would be fundamentally different.
Since the arrangement I am describing involves investing in the
income-earning potential or human capital of the ﬁnanced, I like to call
these arrangements “Human Capital Investments” or HCI for short.
Some will hear the words “income sharing” and have a visceral reaction
to reject the idea. They often feel uncomfortable with the idea of
committing a percentage of whatever they earn because they don't
know how much money they will end up paying. But the truth is,
whether one realizes it or not, everyone commits a percentage of what
they earn when they receive ﬁnancing.
The problem with debt is that the percentage of income owed changes
unfavourably for the indebted. When the indebted earns less money,
since debt payments are ﬁxed, the percentage of income owed
increases. Conversely, when income rises and the indebted can afford to
pay more, the percentage of income they owe decreases. On the other
hand, with Human Capital Investments, the percentage of income owed
is ﬁxed while the payments are variable. Therefore, when you can
afford to pay more you owe more and when you can afford less you owe
less. The latter seems like a much more sensible approach to ﬁnancing
and one that is in line with Islamic values.
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Human Capital Investments
Aside from payments that are designed to stay affordable, Human
Capital Investments guarantee the well-being of the ﬁnanced and the
ﬁnancier are always in alignment. With HCI, the only way the ﬁnancier
does well is if the ﬁnanced does well and earns a lot of income for
themselves. Alternatively, the ﬁnanced cannot cause the ﬁnancier to do
poorly without reducing their own income.
This dynamic is absent with interest-bearing debt; often lenders will
wish default on borrowers in order to foreclose on collateral and
sometimes borrowers will purposefully default on their obligations if
the asset they purchased becomes worth less than what they owe. These
dynamics of competing interests which are present in debt are
completely absent in Human Capital Investments.
Further still, HCI has the advantage of ensuring that people are living
within their means. When the amount of ﬁnancing one can receive is
directly tied to an objective estimate of what they will earn in the future,
it's much more difﬁcult for people to overburden themselves with
ﬁnancial obligations.
One of the problems with debt is that people often have unrealistic
expectations for how much they are going to earn in the future
(especially college students with no real world experience). This
causes them to take out more debt than they can possibly afford and
consequently they end up living a good portion of their lives trying to
dig themselves out from the hole of debt they dug themselves in.
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On a societal level, the burden of ﬁnancial stress harms people's
health, relationships and destroys families. Substituting debt with a
product that is designed to provide affordable payments will reduce
the burden of ﬁnancial stress on society. This means less money spent
on divorce, marriage counseling, and family services along with
lower rates of theft, illness and crime.
Leading the Way
I encourage Islamic ﬁnance practitioners to think about Human
Capital Investment implementations and how they can use this
product to service their clients. HCI avoids many of the pitfalls of
other “Islamic” ﬁnancing products which deviate from the proﬁt-andloss sharing principle underlying Islamic ﬁnance.
HCI is a product that you can convincingly make an argument for and
distinguish easily from traditional interest-bearing debt; not just in
form and ceremony but in substance as well. And it's a product that
can earn the ﬁnancier a healthy return that is at least on par with any
other alternative investment out there.
With all its advantages and wide range of possible implementations,
Human Capital Investments have the potential to cause the biggest
ﬁnancial revolution the world has seen in a very long time. Muslims
and non-Muslims alike can beneﬁt from using Human Capital
Investments with Muslims having the added religious motivation to
replace interest-bearing debt with this product.
So now the question becomes: shouldn't Islamic ﬁnance lead the
effort to spread this product across the globe? It seems only ﬁtting that
it does.
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The Pulse of Ethical Business

