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[bookmark: _Toc4249247]Executive Summary

[bookmark: _Hlk4434889]The purpose of this report was to critically analyse Islamic bans in comparison to Western banks on the implementation of Corporate Social Responsibility (CSR) practices and process. The literature in the report has identified that CSR has become increasingly important for all financial institutes globally. 
Islamic finance and its products are based upon the principles of sharia law and guidance from the Koran which has been identified as an ethical banking practice within the finance sector. However, the literature has identified that Western banks report more on their engagement of CSR compared to Islamic banks although there is evidence that some Islamic banks have CSR initiatives in place to continue its ethical growth and sustainability within the finance sector. 
[bookmark: _Toc4249248]1. Introduction

The aim of this report is to critically analyse the nature and principles of Islamic Finance (IF) and analyse the benefits and challenges that Islamic financial institutions (IFI) could face on the implementation of Corporate Social Responsibility (CSR) practices.   
To meet the aim there are three objectives firstly, to identify the meaning of CSR and how it has become increasingly mainstream within business activities recently. Secondly, to critically analyse IF, the benefits and challenges IFI could face in the implementation of CSR and recommendations will be made to encourage banks to engage with the principles of ethical banking and CSR. Lastly, to critically analyse the differences between the engagement with CSR practices of Islamic banks (IBs) and Western banks (WBs).   
[bookmark: _Toc4249249]2. Main Findings
[bookmark: _Toc4249250]2.1 The meaning of CSR
CSR is a widely known concept for businesses and has been defined as “the social responsibility of business encompasses the economic, legal, ethical, and discretionary expectations that society has of organisations at a given point in time” (Carroll, 1979, p. 500) see figure 1 of Carroll’s CSR pyramid. 
[image: Carroll’s pyramid of CSR]
Figure 1 Carroll's pyramid of CSR source: (Carroll, 1979).
Carroll’s (1979) pyramid of CSR involves the conduct of a business so that it is economically profitable, law abiding, ethical and socially supportive. Whereas Bakar and Yusof (2016) suggests that CSR from an Islamic perspective is an aim to sustain good relationships with Allah, all individuals and the environment.
 CSR has become increasingly mainstream within business activities and is the basis for business ethics (Jamalia & Safadia, 2019) suggests that this is due to a rise in globalisation, the financial crisis, the need for sustainability and an increase in international trade. According to Grayson and Hodges (2004) there are approximately two thousand companies who report their environmental and social influences on a regular basis and in some countries, it is mandatory.
[bookmark: _Toc4249251]2.2.1 Critical analysis of Islamic Finance 
IF has become an increasingly popular concept for financial institutions for the whole world and more westernised countries are moving towards IF (Jamaldeen, 2012). The UK has become the top location and has the most (IBs) the reason for this is because of the negativity caused from the financial crisis and the perceptions of customers on the ethical behaviour of Westernised banks (Ahmed & El-belihy, 2017). 
 IF is naturally ethical due to its principles, goals, rules, the compliance of Sharia law and guidance from the Koran (Aribi & Arun, 2015). Rexhepi and Ramadani (2017, p. 9) suggests that “the main aim of money within IF is to stimulate the economic production, encourage and finance innovation, new ideas, skills and opportunity”. The principles of IF are explained in figure 2.
[image: Image result for islamic finance]









 








Figure 2 The basic principles of Finance Source: (BIMB Holdings Bernad, 2019)
The Corporate Finance Institute (2019) report that IFIs are forbidden to pay or charge any interest (riba) to lenders and borrowers. Secondly, is that no investments in any business who sell or produce alcohol, pork, gambling, drugs or anything else considered as unlawful (haram) within the Sharia law (ACCA, 2018). Thirdly, under Sharia speculation is also forbidden so IFIs can not get involved with contracts where ownership depends on uncertain events in the future (CFI, 2019). Lastly, is the uncertainty of investments and extreme risks in contracts are also banned in IF rules as it is based upon profit and loss sharing (ACCA, 2018). 
[image: ]IBs offer several different products through an ethical banking system which are explained in figure 3. 

Figure 3 Islamic banking products source: (Vendors, TowerGroup Research, 2007)
[bookmark: _Toc4249252]2.2.2 Benefits and challenges that IFIs face when implementing CSR practices and new processes 
The Institute of Islamic banking and Insurance, (2019) report that CSR is an important factor for all IB although suggest that some IFI’s are lacking in the engagement of CSR activities. Baker and Yusof (2016) suggest that there is a paucity in literature in relation to how IFI’s manage CSR strategies while being able to correctly follow the strict Islamic principles however suggested that IBs in Malaysia such as Bank Islam Malaysia Berhad annual report considered themselves to engage in CSR activities such as CSR projects in schools, poverty projects,  the homeless program and paid thirty million worth of zakat (alms-giving) to improve well-being of society. Rexhepi and Ramadani (2017) suggested that being ethical and socially responsible means more to the preferences of customers within Islamic banks than complying with the law.
Sairally (2007) and Lone and Ahmad (2017) identified that there are many debates on the benefits and challenges IFIs face when implementing CSR and has noted that the social objectives of CSR go above and beyond IFIs economic, legal and ethical responsibility  therefore IFIs would struggle to meet them. Others such as (Aribi & Arun, 2015) suggested that IF is widely known as being ethical and socially responsible towards society which evidently is related to the principles of CSR. Although Rexhepi and Ramadani (2017) argues that IBs would face little problems in adopting CSR practices and new processes because whilst it is called something different, the primary objective of Sharia law and Islamic banking is social justice which is also a primary objective of CSR.
IF promotes ethics, fairness and to be socially responsible (Sairally, 2013) however, (Ahmed & El-belihy, 2017) argues that IFIs in the UK such as Islamic bank of Britain and Bank of London and Middle East are lacking in any CSR disclosures and reporting any CSR issues which raises a question if IFIs are following the Sharia law as they are expected to be socially accountable and fulfil full disclosure expectations.
The Islamic principles of social justice and the well-being of society is perceived to be the CSR element of the Sharia law which IBs must follow (Aribi & Arun, 2015) and (Nor & Hashim, 2015) suggests that it would be beneficial for IFIs to adopt and implement new CSR principles in practice as they have the potential to do so, which will continue the success and sustainability of IF. 
A recommendation for the IB sector to encourage IFI’s to engage more with the principles of CSR would be to have it as part of regulation, legislation or policy and make it mandatory rather than voluntary however, it could be time consuming and costly to do (Ahmed & El-belihy, 2017).
[bookmark: _Toc4249253]2.3 Critical analysis of CSR practices of Islamic Banks and Western banks
 IBs are ethical and morally aware due to the principles of the Sharia law (Ahmed & El-belihy, 2017). Aribi and Arun (2015) suggests that profit maximisation for IBs are subjected to the restrictions in Sharia law whereas WBs are operated on an un-ethical banking system based on manmade principles, profit maximisation through interest without any restrictions however when it comes to CSR it is not concerned with profit maximisation (Carroll & Buchholtz, 2009). 
The Al Rayan bank report (2019) on their website that they have received awards such as being the best IB in the UK, excellence in banking and outstanding customer service however there is no evidence of any CSR policies or initiatives although their vision is to be the UK’s first ethical IB. Al Rayan bank offer products such as home finance, current accounts and Zakat payments and investments without charging interest to make profit. According to Lloyds (2019) website they are engaging in CSR and have policies in place, their core mission and values are to promote global economic growth, human progress and are engaging in charitable activities within communities, nations and businesses. Lloyds offer a wide range of products such as investing, car finance, home, travel and car insurance using interest to make a profit.
The Co-operative bank is more ethically orientated compared to bigger banks such as HSBC, Lloyds and NatWest as the Co-operative are the first bank in the UK to introduce a customer led ethical policy. According to The Co-operative (2019)  website the ethical policy is focused around five areas see figure 4. The Co-operative report that they protect the environment including animal welfare, treats customers fairly, support charities and operate with all honesty and transparency through ethical governance. The Co-operative offer products such as loans with interest rates whereas The Al Rayan bank offer finance through equity and no interest but share of risk and profit.

[image: ]
Figure 4 The Co-operative Bank key ethical areas source: (The Co-operative bank, 2019).

However according to Mansoor (2016) there is evidence that there are CSR elements within IBs such as The Meezan bank one of the largest IBs in Pakistan has adopted CSR within its core values and strategies see figure 5. 
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Figure 5 The Meezan Bank's CSR model source:  (Mansoor, 2016).
Meezan Bank (2019) website reports that they have partnered up with organisations to design and implement initiatives and engage in projects within the healthcare and education sectors to improve society and regularly delivers reports, press releases, newsletters and through social media channels on their CSR initiatives and engagement to their community and stakeholders which is stated in the framework in figure 5. Meezan bank offer products such as profit and loss sharing accounts, Rupee, Dollar, Euro and GBP saving accounts, interest-free loans, investment products in compliance with Sharia law and Koran  (Salman & Nawaz, 2018). 
[bookmark: _Toc4249254]3. Conclusion
In conclusion to this report it is evident that the principle of CSR has become increasingly important globally for all financial institutions and not just for IFIs. The principles of Sharia law and guidance of the Koran compared to the principles of CSR are relatively similar both being focused on being ethical and socially responsible (Rexhepi & Ramadani, 2017).    
The literature has identified that IB offer more ethical products compared to WBs however WBs seem to have better CSR policies in place and reporting more frequently although (Mansoor, 2016) suggested that IBs are becoming more aware of the importance of reporting their engagement of CSR and are improving and adopting new CSR initiatives to continue its growth within the financial world.  
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Features of Commonly Offered Islamic Banking

Products

Deposit Products  Concept Features

Wadiah Safekeeping No specific return on funds; banks may periodically distribute
rewards,

Mudaraba Pooled or directed Funds are comingled for bank's general use. Profits are shared

investment with between bank and customers and losses are bome by
profit sharing customers.

Financing Products Ownership Features.

Murabaha Customer Customer and bank agree to bank's profit amount prior to closing.
Typically fixed payment amount that includes bank's profit.

ljara Financier Rent-to-own financing. Payments are based on amount financed
plus variable rent amount,

Musharaka Shared Joint ownership with profit and loss sharing based on percentage
of ownership. Payments change periodically based on share of
ownership.

Hajj Not Applicable Financing of an individual's religious pilgrimage to Mecca;

repayment may use muliple payments or a of single payment

Istisna Financier Financing for future delivery of manufactured goods at a fixed
price that includes a profit for the bank

Salam Financier Financing for future delivery with amount fully paid at contract
signing, typically used for agricuhure
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Ethical products and services

We are a responsible bank that treats customers fairly and we support organisations that make a positive difference for people and the
environment.

Ethical business
We conduct our business with honesty and transparency and we take responsibility for our environmental impacts.
Ethical workplace and culture

We ensure our values and ethics are central to the way we work together for the benefit of our customers.

Ethical campaigning

We campaign for social and economic change, on the issues that matter most to our customers and where we believe we can make the biggest
difference.
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