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[bookmark: _Toc435139076]Executive Summary

CSR, or corporate social responsibility, has been a focus of many financial institutions in recent years; for example the Co-operative bank, who refuse to provide services to (or invest in) companies that use animal experimentation or produce tobacco. It has proven to be very successful in a market with enormous consumer scrutiny.

 However, CSR is not a new concept in the world of finance. Islamic Banking, as an extension of Islamic Economics, is CSR seen through the lens of Islam. As the main economic aim of Islam is to support the poor and destitute, Islamic financial institutions (IFIs) provide support by 12 month interest free loans known as Qard Al Hasana. In addition, as it is not permissible to pay or receive interest, savings are rather profit and loss sharing initiatives; there can be no guarantee of a rate until the performance of the investment is known. 

As such, Islamic and conventional banking institutions view CSR very differently. It is a useful tool in gaining brand popularity and custom in western society, but is seen as a religious duty by practising Muslims. However, ethical banks such as the Co-op and Triodos operate in a similar manner to IFIs, just with different ethical and moral obligations. 
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[bookmark: _Toc415423801]2. Introduction

CSR, or corporate social responsibility, is defined by the European Commission as:

“a concept whereby companies integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis.”(European Commission, 2002)

CSR, therefore, has made business practices in banking evolve considerably in the last 50 years. Such practices include an increase of green investments from the financial sector, shared profits as dividends in co-operative banking, and profit and loss sharing in Islamic banking. 
[bookmark: _Toc415423802]3. CSR Overview 

CSR has shaped the landscape of the financial sector for several reasons. Firstly, in an increasingly competitive environment, people are more likely to shop around for the best deal - banks strictly following CSR are more likely to provide a better service to their clients. Pressure from environmental and social action groups have made banks be more thoughtful in their investments, to avoid alienating their more environmentally or socially conscious customers. 

As a result of adopting CSR practices, many corporations have enjoyed better brand recognition and sales; on the flip side, businesses which have lagged behind in implementing CSR practices have lost market share to competitors that have. In a survey of over 150 executives from the Middle East about positive CSR implementation, over 90% presumed it would increase reputation, over 80% thought it would attract new customers, and over 70% thought it would increase market share. (Visser, W., et al. 2015)

The Co-operative Bank, for example, does not provide financial services to companies involved in animal experimentation and tobacco. Partially because of its ethical policy, deposits held with the bank went from £1 billion in 1992 to £6 billion in 2002. (Crane, A., et al. 2008)

The work of Archie Carroll has influenced much of the western view on CSR and its implementation; Carroll’s CSR pyramid states that businesses have economic, legal, ethical and philanthropic obligations, and they are in that order of importance. (Carroll, A.B., 2016)
[image: ]Figure 1: Archie Carroll’s CSR Pyramid. (Carroll, A.B., 2016)
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Despite Islamic Finance being widely regarded as a new idea, it has its roots in Islamic Economics, which itself traces back to the middle of the 7th century. (Mohammed, N., 2015) The principles of Islamic Economics are guided by the rules of Islam; both religious (Sharia) and secular law have separate stipulations.

In Sharia law, it is prohibited to charge or receive interest, which is known as Riba or usury. (Chintaman, S.A., 2014) It is also forbidden to set a fixed rate of return for an investment, regardless of the performance of that investment. (Iqbal, M., and Abbas, M., 2006) 

In regard to the secular side, it ensures that moral, ethical and social values are upheld. As the Qur’an calls for those considered to be poor to be supported, there are non-profit loans (known as Qard Al Hasana) of a 1 year duration offered to those in need, for example if someone is sick or planning to study in university.  (Chintaman, S.A., 2014) Money may not be invested in companies that produce goods or services considered impure or forbidden, such as alcohol, pork, arms and gambling. (Warwick-Ching, L., 2010) As a predetermined rate of interest is forbidden, a solution has been found in profit and loss sharing initiatives. The bank shares risk with its client when any investments are made, and the return is fixed to the performance of the market being invested in. (Shawamreh, C., 2013) (Hafsa Orhan Astrom, Z., 2013)

[bookmark: _Toc415423804]4.1 Benefits and Drawbacks of being an IFI

Because of these practices, Islamic financial institutions (IFIs) have been almost untouched by recent financial crises. (Pesendorfer, J. and Lehner, O.M., 2016) This is likely because of the minimisation of risk that results from Islamic Banking procedures, such as profit and loss sharing. In addition, IFIs see less money withdrawn during financial crises in comparison to conventional banks, while also benefiting from increased deposits during that time.  (Farooq, M. and Zaheer, S., 2015) Another inherent strength of IFIs is that many of those practising Islam may find that Islamic banking is the only acceptable form of financial service available to them. (Imam, P.A. and Kpodar, K., 2015) Conversely, some non-Muslims may not understand the premise behind Islamic banking and could be discouraged from investing with them. (Migdad, A.M., 2017)


IFIs cannot make a multitude of investments that are viable options for a western bank. Any speculation is seen as a form of gambling, and therefore it is forbidden. The lack of high-risk high reward investments has significant benefits, such as stability during crises as mentioned above, although IFIs cannot accumulate profits as easily as a result. Clients of IFIs tend to benefit because of this, as such banks must invest more in their clientele due to lack of other options. There are more loans from IFIs to their clientele than conventional banks during financial crises (Farooq, M. and Zaheer, S., 2015), perhaps due to the differing Islamic interpretation of social responsibility. However, IFIs may suffer from the increased pressure on them to provide social funding. (Migdad, A.M., 2017)

While western banks offer a fixed rate of interest for savers, it is not an option for IFIs. Some consumers are put off by a fluctuating interest rate based on the market, instead opting for the security of a fixed rate. (Loo, M., 2010) IFIs that co-exist with conventional banks are subject to market pressure to simulate their behaviour, especially as they are usually much smaller in terms of turnover. As IFIs constitute a small amount of the sector in which they operate, there is pressure on them to match those returns. (Aysan, A.F. and Ozturk, H., 2018) (Alqahtani, F., 2018)

Surprisingly, Al Rayan, a UK based Qatari bank which offers Islamic Banking services, offers an expected rate of 1.60% for a one year ISA, and 2.17% for a 12 month fixed term savings account, (Al Rayan, 2019) while UK based conventional bank Barclays offers 1.00% for a one year ISA and 0.8% for a fixed rate bond. (Barclays, 2019) This may be because of very low interest rates set by the Bank of England, which is 0.75% at this time. Also, Al Rayan asks for £1000 as a minimum deposit, while Barclays only asks for £1 or more. On this evidence, Islamic banks may be a more attractive investment opportunity when interest rates are low.

[bookmark: _Toc415423805]4.2 Suggestions for IFIs

As IFIs base their CSR engagement on the teachings of the Qur’an, they are lagging behind in other issues that have become apparent in recent history. Ethical banks, such as the Co-op Bank and Triodos, have worked towards better gender diversity in the boardroom, while focusing on sustainable banking. Only small amounts of IFIs participate in ‘microfinancing’, (Khan, T. and Mohomed, A.B.R.N., 2017) which in itself would support the community at large. Making progress in these three areas would certainly improve profitability and public perception of IFIs. As the Islamic financial sector grows, it could also increase its philanthropic efforts outside of their home countries; Africa seems like a very good target of such efforts, as there are countries in Africa with an Islamic majority population that would be good markets with potential clients.
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Islamic and western financial institutions have very different approaches to CSR, and therefore engage with the concept in very different ways. IFIs view CSR as an extension of Islamic morals and ethics, and therefore hold the notion that they are responsible those considered poor and downtrodden in society. (Chintaman, S. A., 2016) Many passages from the Qur’an mention charity and social welfare as an obligation of those practising Islam, as well as proper stewardship of the environment. (Yusuf, M.Y. and bin Bahari, Z., 2015). Therefore, the main economic aim of Islam is improving the living standards and wellbeing of the human population (Migdad, A.M., 2017)

Some conventional banking institutions in the west invariably see CSR as a method of attracting custom and setting themselves apart from the competition, and set apart some of their profits to donate to charities. Some schools of thought within economics also influence CSR implementation by conventional banking institutions. Some western economists such as Milton Friedman rubbished the idea of corporations having social responsibility, instead proposing that they should act in their own interest and that their responsibility is purely one of profit. (Wagner-Tsukamoto, S., 2018). Some western banks have followed this philosophy to extremes, such as when HSBC accepted money from Mexican drug cartels; the resulting fine of $1.9 billion and tarnishing of their brand influenced short to mid-term profitability. 

Ethical financial institutions like the Co-operative Bank and Triodos operate much more similarly to IFIs, going further in their pursuit of CSR engagement by refusing to invest in companies who deal in immoral or unethical produce. Co-op Bank set out their vision in a ‘Corporate Ethical Policy’ covering 5 areas; Human Rights, International Development,
Ecological Impact, Animal Welfare, and Social Enterprise. (Chew, B.C., et al. 2016) This is remarkably similar to the ethos of Islamic banking, which focuses specifically on social welfare, charity and environmental issues. The implementation of CSR by Co-operative bank also takes into account the wellbeing of animals and that of the global community, where IFIs focus more on the countries in which they operate and in the human populations that inhabit them. 
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