Islamic banker’s perception regarding regulatory challenges of

Islamic banking in Pakistan

By

Rozeen Shaukat
14006130012

Supervisor
Mahmood Shah Khan

Submitted in partial fulfilment of the requirements for the
MS degree in Islamic Banking and Finance

N
\NSTITUTE OF
\SLAMIC BANKING

Institute of Islamic Banking
University of Management and Technology
Lahore, Pakistan.

May, 2017



CERTIFICATE OF APPROVAL

The thesis entitled “Islamic Banker’s Perception Regarding Regulatory Challenges of
Islamic Banking in Pakistan” by Ms Rozeen Shaukat has been accepted in partial fulfilment
of the requirements for the degree of MS in Islamic Banking and Finance by the Institute of
Islamic Banking, University of Management and Technology, Lahore, Pakistan.

A

Date:

Muhammad Mahmood Shah Khan
Assistant Prof. SBE
Supervisor

Dr. Rukhsana Kalim
Dean
Institute of Islamic Banking

Y. A A
@ @&l Date: 26 Maﬁ -olel?

Dr. Muhammad Naveed Tahir
Assistant Prof. FCCU
External Examiner




DECLARATION

[ hereby declare that no portion of the work that appears in this study has been used
in support of an application for another degree in qualification to this or any other
university or institution of higher learning.

This thesis is a presentation of my original research work. Wherever contributions
of others are involved, every effort has been made to indicate this clearly, with due
reference to the literature and acknowledgement of collaborative research and
discussions.

The work was done under the guidance of my supervisor Muhammad Mahmood
Shah Kahn, Assistant Professor, School of Business and Economics, Former, Director,
Institute of Islamic Banking, University of Management and Technology, Lahore,

Pakistan.

Rozeen Shaukat

In my capacity as supervisor of the candidate’s thesis, I certify that the above

statements are true to the best of my knowledge.

Mahmood Shah Khan



ACKNOWLEDGEMENT

All praises to Almighty Allah, Who gave me the courage, health, and energy to
accomplish my thesis in due time and without His help this study, which required
untiring efforts, would have not been possible.

Motivation, encouragement, guidance, corrections, advices, and overall support are
the key elements required from the supervisor to write and complete a thesis of a
good standard and quality within deadlines. It is a matter of utmost pleasure for me
to extend my gratitude and give due credit to my supervisor, Mahmood Shah Khan.

[ am very thankful to my husband Dr. Muhammad Asif Naveed whose support have

always been with me, he guided me to understand all key elements of research to
complete my thesis within the required time frame.
Acknowledgement would be incomplete without extending my gratitude to all
participants of my study, Shariah advisors, senior and middle managers working in
different Islamic banks, whose immense help in data collection made this study
possible. Moreover, they have been supporting me enthusiastically throughout my
work on thesis.

Last but not least, I extend my thanks to my family for their moral and financial

support and encouragement for the successful completion of my dissertation.

May 2017

Rozeen Shaukat



S#

01

1.1.
1.2.
1.3.
1.4.
1.5.
1.6.
1.7.
1.8.

02

2.1.
2.2.
2.3.

03

3.1.
3.2.

3.3

3.4.
3.5.
3.6.
3.7.

TABLE OF CONTENTS

PRELIMINARY PAGES

Certificate Of APPIOVAL....ooereee e ess s sesssesesssess s
D T=Tod B2 =1 10 ) o OO RO
Statement Of COPYTIGNT. et
JDT=T0 § or= 1w (o) o FO0TE OO
ACKNOWIEAZEMENT ...t rree s seessesseessess s sses st seessnsasees
Table Of CONTENTS......oociereereee e sess s s s s e
LIST Of £aDIES ettt ses s sess s s s s

LIST Of fIUIES et reeeceeces et ses s sess s e s sesss e s s s
LISt Of QNN EXUTES. .. o seeiresiresese e ssesssessssssssssssssssssesssesesesssesssesssssssssssssases

1N 01 = (o S
INTRODUCTION

0L 016 LD T 0 o) o PP
Statement of the Problem...... e
ReESEATCH QUESTION.c.ceieecee ettt seesseesses s s enssees s s s
ReESEATCh ODJECLIVE. ...ttt srse e sens s ensaeees
Definition of abbreviations and terms........ .

Significance of the StUAY ... s
Delimitations of the STUAY ...
Organization of the StUAY ... seesseeseeeseens

LITERATURE REVIEW

Importance of regulation in Islamic banking........cceeeneiseecneennes
Regulatory challenges: A World VIEW.......ocoeoeereeeneneeeneeneeeeeneesenseene
Regulatory challenges in Pakistan..........cccceiiieiiniin e
RESEARCH METHODOLOGY

Design Of the STUAY ...t e sese s sess s s
Method Of the StUAY ...ttt e sens s sesaeens
Population of this StUAY ... reeereeseeeeeseee e sesssess e sseesens
Sample framework of this StUAY.....ccourereereeereer e
SAMPLE fTAME...cor ettt ees s s s sees s ses s s
Instrumentation: QUESTIONNAITE.......ccovecnresr s
Data analysis of this StUAY ..o seeseeeseens

Page#

o 0 N

27
27
28
29
29
30
31



3.8.
3.9.

04
4.1.
4.2.

4.3.
4.4,
4.5.
4.6.
4.7.

4.8.
4.9.
4.10.

4.11.

4.12

413

Available resources of this Study......comrreneeereeneereeeseeseeeese e
Ethical CONSIAeration......c e seeeseessesssesssssse e ssessesssesssssssens

DATA ANALYSIS AND INTERPRETATIONS
| 590 (0 Y6 L6 o u [0 ) s VNPT

Reliability analysis for regulatory challenges and its sub-

0 DD T=) 413 10§ PP
Demographic composition of study participants........cceereenee.
Qualification of the reSpONdents.......ccoorerneereeeneseeeseesseeseeseesessees
Respondents work experience of Islamic banking.........cccoueneeunee.
Designation of the respondents........cc.cccovieeeieiieinin i
Descriptive Analysis of sub dimension........eseeneineesneennes
4.7.1 Scope of regulatory authorities
4.7.2: Development issues with regulatory system
4.7.3: Licensing and authorization

4.7.4: Shariah supervision

4.7.5: Supervisory framework

4.7.6. Institutional harmonization

4.7.7 Information disclosure

4.7.8. Market development

4.7.9: capacity building

Data NOTMAlILY .t sees s sees s sess s nees
Gender and regulatory challenges........oceenreneeeneenseessesnesneseenns
Education and dimensions of regulatory challenges...........c........

4.10.1. Scope of regulatory authorities and respondents’
education

4.10.2. Development issues with regulatory system and
respondents’ education

4.10.3 Supervisory framework and respondents’ education

4.10.4. Institutional harmonization and respondents’
education

Designation and Dimensions of Regulatory Challenges.................

4.11.1. Shariah supervision and designation

4.11.2. Market development and designation’

Correlation of professional experience with overall Islamic

DANKINIG e et ree et seeseess e s s e e et sees e s e e e s s

Key findings of current research and discussions..........oreeeen.

\

32
32

33
33-34

34-36
36-37
37-38
39
40-52

53-58
58-59
60-65

66-68



05

5.1.
5.2.
5.3.
5.4.
5.5.
5.6.

5.7

SUMMARY AND CONCLUSIONS

RESEATCH PUIPOSE....eiereereeereesceeseesers e see s seessessssss s sesss s s s s ssne s
RESEATCH AESIGN.ceuieerieeceereerere e sree s sees s e ssss s sessssess s s s
Development of research inStrument..........ooeoeeneneesseeseeeseeseeeeens
Analysis Of the STUAY ..ot sess s s eees
Recommendations based on key outcomes of the study...............
(0003 0] LD ES] (o) 4 1S3
Directions for future research

REFERENCES AND BIBLIOGRAPHY

RESEARCH QUESTNAIRE

SIMILARITY INDEX REPORT

Vi

75
75
76
76
76-78
78-79
80
81-85
86
90



LIST OF TABLES

Table

Table

4.2.1. Reliability Analysis for Regulatory Challenges Sub-
[0 DD T=) 413 10 4 PP

4.3.1. Demographic Composition Bank Wise Categories.........cccuuereerrerennn.

Table 4.4.1. Qualification of Study PartiCipants.........coreneeeeeeesseensessesssesssesseenens

Table
Table
Table
Table

4.5.1. Respondents Experience in Islamic Banks..........cccocciiiiiiiicnnnnes
4.6.1. Designation of Study ReSpondents........eoeneneesneeseesneessesseesseseens
:4.7.1.1. Scope of Regulatory AUthOTIties.....cccueereenreinersreseesreeseeeseessesseesesssesseeans

:4.7.2.1. Developmental Issue with Regulatory System........cccoceeneerrereene

Table: 4.7.3.1. Licensing and AUthOriZation. ... eeeeeseesesse e seeesessseesees

Table
Table
Table
Table
Table
Table
Table

Table

Table

Table

Table

Table

Table:

:4.7.4.1. Shariah SUPETVISION... e seee s sessses e s e
:4.7.5.1. SUPervisory FramewWOrK.. ... eeecesssessesss e ssessesssesssssssesas
:4.7.6.1. Institutional Harmonization........cu s
:4.7.7.1. Information DiSClOSUIE......ciuuriiermenersiesssesssessse s ssssssssnaes
:4.7.8.1. Market DevelOPmMEnt.. ..o enreereeseesess e seesesssesssesssessssss s sssss
:4.7.9.1. Capacity Building. ..o seesseessesssessssssess s e seeens
:4.9.1. Gender differences in average score of dimensions of IB
regulatory Challenges....... e
4.10. Relationship between respondents’ perceptions about IB
regulatory challenges and their education........coooneneeneencenns
: 4.10.1. LSD Post Hoc Test for Scope of Regulatory Authorities and
respondents’ EAUCAtION. ... e sseesenssesssesssessssssesse s
:4.10.2. LSD Post Hoc Test for Development Issues with Regulatory
System and respondents’ EAUCAtION.....o.overeeereeeceereensessessnesseesseeseneseenns
:4.10.3. LSD Post Hoc Test for Supervisory Framework and
Respondents’ EAUCAtiON.......oureceereeeeeenesee e seessesssessesss s e ssesens
4.10.4. LSD Post Hoc Test for Institutional Harmonization and
Respondents’ EAUCAtiON.......ouceceucenerneiree e seesseessessssess e sessseeans
4.11. Relationship between respondents’ perceptions about IB

regulatory challenges and their designation.......c.cceeeneeeneseesseenees

VI

34
35
37
38
39
41
42
45
46
48
49
50
51
52

59

60

62

63

64

65

66



Table: 4.11.1. LSD Post Hoc Test for Shariah Supervision and Respondents’

D TE] 1 g 4 =1 (o) o DO 67
Table: 4.11.2. LSD Post Hoc Test for Market Development and Respondents’

D TE] (g 4 =1 U0 ) o DO 68
Table: 4.12. Correlation of professional experience with overall IB

regulatory challenges and its sub-dimensions..........cooeeeereennenennn. 69



LIST OF FIGURES Page#

Figure 4.1. Composition of Bank Wise Categories.......coceeureererrrenennn. 36
Figure 4.2. Respondents Experience in Islamic Banks.................... 38
Figure 4.3. Average score of overall scale data based on

‘Regulatory Challenges’........enneineesneeseeeseeseeeseessessenns 53
Figure 4.4. Average score of dimension ‘Scope of Regulatory

F N 0] L0 L= 54

Figure 4.5. Average score of dimension ‘Development issues with

Regulatory SYStem ... reeneeereeeee e seeeseesenens 54
Figure 4.6. Average score of dimension ‘Licensing and

AUthOTIZAtION ... s 55
Figure 4.7. Average score of dimension ‘Shariah Supervision'........ 55
Figure 4.8. Average score of dimension ‘Supervisory Framework’ 56

Figure 4.9. Average score of dimension ‘Institutional

Harmonization ... ssssssenns 56
Figure 4.10. Average score of dimension ‘Information Disclosure’ 57
Figure 4.11. Average score of dimension ‘Market Development'...... 57
Figure 4.12. Average score of dimension ‘Capacity Building'............ 58




ABSTRACT

This current study seeks to investigate the regulatory challenges of Islamic
banking in Pakistan. The research aimed to examine whether or not regulatory
challenges was present among the practitioners of Islamic banking in Pakistan, and
if so which dimensions contributed towards regulatory challenges. This study
research design was quantitative in nature and survey method was used. The
selection of each bank was made through random sampling procedure.

A close ended questionnaire was used to collect data from the practitioners of
Islamic banking working in Lahore. One hundred fifty two questionnaires were screened
for date analysis. Descriptive and inferential statistics were applied for analyzing
quantitative data by using SPSS (Statistical Package for Social Sciences). Descriptive
analysis was done for frequencies, percentages, and graphical interpretation to
make summaries. Data normality was checked and inferential statistics were used to

test the statistical significance between groups of the study.

The study using quantitative technique provided useful insights for factors
causing regulatory challenges among IB practitioners. The study results indicated
that the raise of employment opportunities is a good indicator but the quality to
deal with practical realities of IB, as per Islamic law still challenge for many. For
reliable and timely information the practitioners are required to stay informed for
quality discourse with IB stakeholders. The results determined that practitioners,
having high level of education regarding Islamic banking having more ability to
understand and deal with challenges. Liquidity in banks resulted adequate but the

issue is to manage excessive liquidity. This issue can be resolved by organizing
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[slamic interbank money markets for the utilization of resources, along with
establishing Islamic benchmarks, and tax incentives for investors and this cannot
be done with the support of regulatory government bodies.

The role of Shariah advisors has high importance as he is the one who
procure structure for Shariah compliance activities and resolve issue. Results
reported that performance of regulatory structure can be monitored and evaluated
through proper Sharaih screening and Shariah based auditing. It was suggested
that SBP with the help of Shariah experts should resolve this issue on priorities.

It is imperative to invite and engage academic institutions on board by the SBP
and industry for quality research, products innovation and financial engineering for the
betterment of Islamic banking industry. This action will also result with adequacy 1B
services availability in urban and rural areas. For exceptional results, regular training
of the staff (Shariah professional and banking professional) was highly demanded
through combined efforts of central bank, and academic institution national and
internationally. This effort may result with positive direction for harmony and
standardization of operating procedures, as well as for improved market development of
IB industry in Pakistan.

Serious efforts for the promotion of research culture’ consisting empirical
evidences of the IB industry was highly recommended. An effective and efficient
presence of Islamic banking is recommended along with strong and logical arguments
considering practical approaches to attract the potential customers for Islamic banking

services.
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It is suggested that for development of Islamic banking industry, additional
research on the same topic may also be required and it can also be extended for overall
Islamic banking and finance industry including capital and financial markets.

The study findings will also be helpful researchers, policy makers and
financial institutions to conduct more detailed inquires based on the issues of

I[slamic banking in Pakistan.
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CHAPTER 01

INTRODUCTION

1.1. Introduction

Over a long history of Islamic finance in Pakistan and after its re-launch in 2001,
a viable growth of Islamic finance has raised its importance and a serious
debate on the stability of Islamic finance and banking is in discussion in
Pakistan and all around the globe. National and international bodies of
I[slamic finance are putting efforts to stable the mechanism of Islamic banking
industry. Currently Islamic banking assets reached to USD 2.4 tln (Incief
Industry growth, 2014) globally that is 12% of conventional banking. It is
estimated that nine core markets of Islamic finance are offering Islamic
banking products and services at a large pace including Bahrain, Qatar,
Indonesia, Saudi Arabia, Malaysia, United Arab Emirates, Turkey, Kuwait and
Pakistan respectively (World Islamic Banking Competitiveness Report,
2016).
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