1- Executive Summary

The objective of this report is to provide readers with insight regarding the Corporate Social Responsibility (CSR) principles and their application in Islamic Banking Institutions using the available literature. It also engages a comparative analysis to establish the differences in implementation of CSR practices between Islamic and Western Banks. CSR refers to a recently popularized phenomenon demanding corporations to share in solving complex social issues by contributing towards short and long-term community development projects. The literature established that Islamic banks are founded upon Shari’ah laws, which fully supports the CSR principles. Apparently, previous lack of CSR recognition had posed significant challenges in the operations of the Islamic Banks as they were unable to disclose CSR activities during financial reporting. Recently however, governments and other institutions are seen to support Islamic banks. This is evidenced in the Al Rayan bank which has engaged different innovative changes owing to changes in regulations and tax policies in the United Kingdom. 
Further, the Islamic Banks are also considered to lack the appropriate structures for standardization of CSR activities, but appropriate measures have been put in place to mitigate such short-comings. Compared to the Western Banks which are not obligated to engage CSR practices, Islamic Banks are acknowledged to be better place in planning and implementing CSR practices owing to the religious obligations demanding for the support of social wellbeing. However, the popularity of CSR and the need for profitability and sustainability is regarded as the key aspects that may prompt Western Banks to engage such practices. The control of such practices within the Western Banks is deemed to remain unachievable for the moment. 
Corporate Social Responsibility (CSR) in Islamic Banking Institutions

2- Introduction 
Evolution in the business world has led to the development and adaptation of diverse concepts generally aimed at enhancing performance and leading to sustainability. The Corporate Social Responsibility (CSR) concept was developed around 1960, but was basically familiar only to scholars until in the recent past. CSR is a mechanism through which business corporations engage their resources for the well being of the surrounding environment. In other words, it is a strategic approach that firms employ in their operations to support ethical, social-friendly, and community-based development aspects focused on the benefit of the society (Panigrahi & Sukla, 2016, p. 159). This report will utilize available literature to provide insight on the implication of CSR concept within Islamic financial institutions.
3- Why has CSR become increasingly mainstream in business activity in recent years?

CSR has gained tremendous popularity in the recent past and its global prevalence indicate a significant potential in promoting business profitability and sustainability. With the availability of diverse options through which firms can fulfill their social obligations, development of organisation units for CSR purposes within organisations has become common. In addition, research indicates evidence of the establishment and growth of specialised institutions that provide advice and assist in the strategic planning and implementation of both short and long-term sustainable community-based programs within national borders and globally (Wang, et al., 2016, p. 534). This is done to provide all individuals within the community equal opportunities for economic and social development. Arguably, the CSR concept has assisted corporations in redefining their objectives. Conventional business mission was based on shareholders’ value and justification of relativity between core operations and financial outcomes (Durrani, 2016). In the contemporary business however, such missions are driven by strategic mechanisms aimed at conceptualising corporate social obligations, and the complex perception and appraisal of communal good.       
The pyramid of CSR is used to explain different levels of responsibilities corporations owe to different parties. The economic responsibility forms the base of the pyramid upon which the rest are placed (Carroll, 2001, p. 40). It demands that corporations have a basic responsibility to be profitable in order to meet owners’ expectations. The second level requirement is legal responsibility. In essence, the society is governed by a set of rules and regulations that must be obeyed, failure to which punishment is awarded. Corporations thus have to follow specific rules and regulations as provided (Zabin, 2013, p. 76). Ethical responsibility takes the third level on the pyramid, and requires corporations to be just, fair, and right to all in order to avoid causing harm to their surroundings. This is achieved through observing of values and norms within the community to maintain a balanced relationship (Wagner-Tsukamoto, 2015, p. 8). Finally, philanthropic responsibility rests at the top of the pyramid and requires corporations to remain as good citizens, and to contribute their resources towards improving the community quality of life. 

4- The benefits and challenges that an Islamic financial institution may face in implementing.

CSR Compared to conventional banks, the Islamic banks are founded on Shari’ah Law concepts which prevent them from operating on interest-based deposit and lending approach. Theoretically, Islamic banks are considered to encompass economic activities including social wellbeing and economic development as guided by the Islamic provisions, injunctions, ethic, and jurisprudence. Consequently, the Islamic banks are founded on profit and losses sharing principles, which comply with the Islamic religion teachings, aimed at easing burdens benefiting the less fortunate (Mallin, et al., 2014).
Islamic banks are inherently responsible for promoting CSR principles under four major pillars including the environment, marketplace, the workplace, and the community. Fulfilling such obligations is beneficial to the Islamic banks especially because it assists in being compliant to the Shari’ah law which is the basic foundation for the establishment of the Islamic financial institutions (Abbas El Hussein, 2018). Secondly, observing balance in CSR principles under the four pillars is beneficial to the bank because, it would earn the trust and support of its employees and the surrounding communities. This would result to the improvement of the Islamic banks’ performance (Platonova, et al., 2018, p. 156), which would play a significant role in maintaining positive performance even during economic hardship periods. Thirdly, the CSR practices in the current business world provide opportunities for innovation such as close engagement with employees and customers to understand and meet their needs (Rexhepi, et al., 2013) and learning new approaches to solving problems from the local community (Anon., 2016). By engaging in properly managed CSR practices, Islamic banks would enjoy the benefits associated with innovation.

There are several challenges regarding the implementation of CSR practices within the Islamic banks practices (Bakar & Md Yusof, 2016). Apparently, the shareholders anticipate for a smooth running of the business and creation of value through service improvement and brand creation. Such objectives may hinder adequate achievement of CSR practices as a balance would require to be achieved. For the CSR practices to be implemented, proper management of resources must be considered. Lack of adequate resources like funds, and or staff with inadequate awareness of CSR principles may challenge such implementation which may be improved through awareness creation using educative programs (Khan, 2013). Finally, harmonization of Islamic banks operating procedures to include CSR practices has also remained a challenge.

Islamic banks have in the recent past worked towards implementing changes to support the implementation of CSR practices. As Al-Rayan ban report indicates, the bank has engaged several changes including use of innovation to provide services to both Muslims and non-Muslims alike, customer education, introduction of Shari’ah compliant student funds, introduction of home financing scheme, and Sukuk sovereignty promotion (Leach, 2015). In addition, there are several evidenced changes in regulations including in taxation regimes since 2003, and the creation of a leveled playfield for Islamic banks and other conventional banking institutions. As the first stand-alone Shari’ah compliant bank, Al Rayan received its FSA License in 2004. Some of the modern services it provides include discretionary portfolio services, children banking accounts, Islamic will writing services, on-line banking and cloud based sales and marketing among others (Leach, 2015).                     
5- Engagement with CSR practices of Islamic finance banks and Western banks.


   As previously mentioned, Islamic religious principles which supports equity, fairness and justice governs the operations of Islamic banks making it easier for the institutions to apply CSR practices currently (Hazlina Wan Jusoh & Ibrahim, 2016). The Islamic law supports the engagement of ethical moral economy principles, which are aimed at sharing with the less privileged in the community to improve their lives (Nor, 2016, p. 4). This provision is closely linked to the CSR concept, making it easier for the institutions to establish proper structures for CSR implementation (Elasrag, 2015). Previously however, the institutions are acknowledged to have engaged in such activities, but avoided public disclosure and reporting in the accounting reports. Notably, this has changed over the last few years, where Islamic banks are demanded by their regulatory institutions to disclose any CSR activities in their financial reports (Sujana, 2015). Islamic States are also acknowledged of potentially turn CSR practices into law in the near future. For example, the UAE countries have proposed the development of legal policies making it compulsory for all institutions to engage in CSR practices within the region. 

Comparatively, the engagement of CSR practices between Barclays Bank and Al Royal Bank of Scotland and Zurich indicate corresponding innovation owing to the need to meet customer needs and expectations (Kostyuk, et al., 2011). Apparently, the controls of CSR activities within the Islamic institution emanate come from Shari’ah Supervisory Board (SSB), while that of western banks emanate from their own self regulations. The SSB demands for CSR activities disclosure (Su’un, et al., 2018), while western banks report the same to attract consumer attention.   
6- Conclusion 


In conclusion, the Islamic banks may be regarded as having been practicing CSR concepts since their inception owing to the religious requirements demanding them to contribute towards the improving the state of the less fortunate in society. However, the standardization of the bank structures is necessary for a universal harmony in operations. On the other hand, the Western banks are expected to engage proactive measures in order to enjoy the benefits attributed to the engagement of CSR practices. 
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