
CSR AND ISLAMIC FINANCE

1. A brief discussion of CSR

Corporate social responsibility (CSR, also called corporate sustainability, sustainable business, corporate conscience, corporate citizenship, conscious capitalism, or responsible business) is a type of international private business self-regulation. While once it was possible to describe CSR as an internal organisational policy or a corporate ethic strategy, that time has passed as various international laws have been developed and various organisations have used their authority to push it beyond individual or even industry-wide initiatives. While it has been considered a form of corporate self-regulation for some time, over the last decade or so it has moved considerably from voluntary decisions at the level of individual organisations, to mandatory schemes at regional, national and even transnational levels.

The concept of corporate social responsibility first appeared in UK, and the development of corporate social responsibility in the west can be traced back to about 100 years ago. At that time, social responsibility was more manifested in simple charity and donation. Among the most famous were the oil tycoon John d. Rockefeller and the steel magnate Carnegie, who are often credited as the pioneers of modern charitable giving.

Since the 1980s, many companies have faced unprecedented external pressure. At that time, labor issues became the focus of social responsibility. The labor protest movement spurred a global discussion of labor rights, and international labor groups began negotiating with multinational companies to hold them accountable for corporate behavior in their supply chains. In the early 1990s, responsible consumption gradually sprouted in the western society. American labor and human rights organizations launched the "anti-sweatshop movement", and the products produced by the "sweatshop" brand were resisted by consumers. In order to maintain their own reputation and business interests, some large enterprises, such as Vomat and Reebok, adopt crisis management by means of formulating social responsibility codes and establishing social responsibility systems. At the same time, many industrial, regional, national, and international organizations have established codes of social responsibility. By the year 2000, there were 246 codes of social responsibility in the world, of which 118 were developed by transnational corporations and the rest by trade associations, multilateral organizations or international institutions. From the perspective of the distribution of code development, Europe and the United States have played an absolutely leading role, and American enterprises even took the lead in incorporating CSR into corporate law.

With the development of economic globalization, after 2000, the development of corporate social responsibility has entered an unprecedented period of prosperity. At this time, the social responsibility of an enterprise, especially a multinational company, has been widely concerned. At the same time, the competition of enterprises has developed from pure product quality and price competition to the stage of overall responsibility competition.

According to incomplete statistics, after 2000, there have been more than 400 kinds of global corporate social responsibility standards. At this time, as a way of information disclosure, corporate social responsibility report is gradually adopted by more and more enterprises. According to KPMG's report on global social responsibility, as of 2008, 197 out of the G250 enterprises have issued independent CSR reports, rising from 52% in 2005 to 79%.In Japan, 90% of the top 100 companies have issued social responsibility reports, ranking first in the world. In the past three years, the fastest-growing countries for CSR reporting were South Africa, Italy, Spain, Canada and France, in that order.

Europe has seen a surge in the number of companies with clear CSR policies in recent years. Meanwhile, the practice of corporate social responsibility has developed significantly. With the growth of the number of enterprises, corporate social responsibility and sustainable development has become a cross-cutting topic into the operation and strategy of enterprises. The report stresses that CSR has a significant impact on six core competencies at the corporate level, which are related to cost structure, human resources, customer perspective, innovation, risk and reputation management and financial performance.

2 Islamic banking 

Islamic banking or Islamic finance (Arabic: مصرفية إسلامية‎) or sharia-compliant finance is banking or financing activity that complies with sharia (Islamic law) and its practical application through the development of Islamic economics. 

Islamic finance generally refers to financial entities created and operated in accordance with the framework of Islamic teachings. The core of the Islamic financial system is to prohibit the collection and payment of interest. What it advocates, such as risk sharing, individual rights and responsibilities, property rights and the sanctity of contracts, etc., emphasizes that capital must involve actual economic production activities and the fair distribution of wealth, and that the invested enterprises should also conform to the principles of social ethics. The core of Islamic finance is Islamic bank without interest. Modern Islamic finance is closely related to Islam. For example, any new Islamic financial product must be approved by the shariah before it can be issued. In addition, in the Islamic world, there will be religious advisory committees at both the national and corporate levels to define the relevant business of Islamic financial institutions, so as to ensure that the business and operation meet the requirements of sharia law.

Islamic finance reflects a strong religious background.

The quran, hadith and sharia are the theoretical basis of Islamic finance. The quran does not make a systematic economic claim for Islam, and related verses are scattered in different chapters. The Koran calls on people to forego interest and forgive and forget about past borrowing.

Islam forbids the charging of interest, but encourages the earning of a profit on a fair deal. It believes that, from the perspective of business operation, the predetermined interest is a kind of cost, it is not considered the consequences of business operation and natural growth, once the loss of the enterprise can not bring any income; An ex post determined profit symbolises the success of enterprise and can bring additional benefits. Social justice requires both the borrower and the borrower to share the returns and losses in a fair way. It also requires that the accumulation and distribution of benefits in the economy be fair.

Islamic finance is based on these rules. Its basic principles include: 1. Risk sharing; 2. Speculation shall be prohibited; 3. The contract is sacred; 4.Investment shall not be used in industries prohibited by Islam.

Islamic Banks and financial institutions is mainly to raise funds, loans and investment, and actually play an investment company, which makes it cannot absorb and buying and selling bonds in the west as a current asset, so in some western countries, Islamic Banks cannot be registered as a fully functional bank, excluded from certain financial activities, and thus lack with general business competition ability of commercial Banks. They have realized that the traditional financial institutions face narrow, less trades, the drawbacks of low liquidity, introduced some new measures: opening can satisfy the customers in high-risk financial markets such as foreign exchange market hedging requirements of trades, try a new business mode of operation, such as resale, paper or new debt investment management, etc. Some Islamic Banks use the Internet to provide customers with a full range of financial services, such as automatic deposit and withdrawal, insurance business, stock trading, e-commerce, access to financial information and financial legal advice.


3. The differences between the engagement with CSR practices of Islamic finance banks and Western banks.

[bookmark: _GoBack]It can be seen from the origin of Islamic finance that Islamic finance needs to undertake important social responsibilities. The concept of conventional Banks could not be recognized by the Islamic teachings, so Islamic Banks were introduced. Therefore, their main social responsibility is to maintain the Islamic teachings, play the role of finance, and promote social prosperity and stability. Dusuki and Abdullah (2007b) believe that Islamic banking is based on three main concepts different from traditional banking. First, Islamic banking is committed to achieving a just, fair and balanced society as envisaged by Islamic economics. Second, Islamic banking is based on the principles of brotherhood and co-operation, as well as share-ownership and shareholding systems. Finally, as a system based on the ethical and moral framework of sharia, Islamic banking is characterized by ethical norms and social commitments. Ahmad and Hassan (2007) pointed out that one of the missions of Islamic bank is to strive to build an Islamic society and create a deepening of religious spirit among the people. The existence of Islamic Banks is based on religious ideas and spirits. Therefore, Islamic Banks must ensure that their activities adhere strictly to Islamic rules. They must ensure that all actions and business activities reflect Islamic principles. Based on these reasons, Ahmad and Hassan (2007) believe that Islamic Banks have more obligations to society than traditional Banks for the following three reasons: 

1. Islamic Banks have a philosophical mission to fulfill. According to the principles of Islam, Allah is the creator and ultimate owner of all resources. People and institutions have an alternative role in society. Islamic Banks, therefore, cannot do as they please, but must combine moral values with economic action.

2. Islamic Banks must strengthen the economic base of societies by extending credit to people of talent and expertise.

3. The aim of the Islamic bank should be to create social harmony based on the concept of Islamic sharing and care in order to achieve economic, financial and political stability. 

The activities and operations of Islamic Banks are based not only on government regulations but also on sharia law. Thus, compared with traditional Banks, which are not subject to such restrictions, Islamic Banks are allowed to operate in a limited manner and conventional Banks can only comply with the law and cannot assume additional religious obligations. Any activities contrary to Islamic values and principles must be avoided. Therefore, Islamic Banks should not invest in companies that violate human rights and damage the natural environment (Ullah and Jamali, 2010).In addition, Islamic Banks are not allowed to finance any enterprise involved in activities related to pork, pornography, tobacco, gambling and alcoholic beverages (Nathan and Ribiere, 2007).Thus, Islamic Banks bring ethical values and corporate social responsibility to banking practices simply because they are required to abide by Islamic law and Shar 'iah, which carry moral values (Kahf, 1999;Dusuki and Abdullah, 2007b).Although the above principles limit the activities of Islamic Banks, they support their core values and activities, foster entrepreneurship, trade and commerce, and bring about social development or benefits (BNM, 2010).Khan(1987) pointed out that these core values are one of the main principles of Islamic banking. Therefore, the contribution of Islamic Banks to CSR practice is important. Zakat's payment obligations also reflect the Islamic bank's commitment and contribution to CSRS. As discussed in the previous sections of this chapter, the payment of days is an important tool for income redistribution. In addition, it contributes to better and more effective national economic development. Thus, in theory, Islamic Banks driven by religious philosophies should have more ethical corporate social responsibility policies than traditional Banks because their activities have additional religious preconditions.


