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Japan and Islamic Finance  

 
Islamic Finance is on the Horizon of the Land of the 

Rising Sun. 

 

 

Camille Paldi, CEO of the Franco-American Alliance for 

Islamic Finance, while on a trip to Tokyo, Japan 

commented that Japan is an emerging Islamic finance 

powerhouse and East Asian hub for the billion dollar 

Islamic finance industry. Japan has traditionally been 

known as an economic powerhouse and East Asian Tiger 

and therefore this Islamic finance role is fitting with the 

image of Japan as an economic and financial giant. In 

addition, the sword exterior and chrysanthemum interior of 

Japan (The Sword and the Chrysanthemum) is quite 

conducive to the soft interior of Islamic finance, which is 

being played out in an extremely competitive global 

marketplace. The competition for investments from cash-

rich Gulf and Asian investors is fierce. However, with 

Japan’s discipline and hard work ethic, Paldi is confident 

that Japan can become a major player in the Islamic 

finance industry. In addition to the Japanese government, 

the Japanese keiretsu, similar to the South Korean 

Chaebol, are interested in issuing sukuk to raise capital for 

Japanese businesses and to increase their competitiveness 
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in domestic and global financial markets. Islamic finance is definitely on the horizon of the Land 

of the Rising Sun.  

 

According to Tariqullah Khan, Japan’s interest in Islamic finance began in 2005. Khan explains 

that Japanese financial institutions cooperated with Islamic financial institutions in Malaysia and 

the UAE as a means of indirect expansion and that Islamic finance has been used as a method to 

attract investment from Islamic investors into Japan. The first sukuk was issued by Aeon Credit 

Services in Malaysia in 2007. Next, in 2010, Nomura Investment Company issued sukuk in US$. 

In 2012, Toyota Motor Corp. sold USD$88 Million of sukuk in two offers via its unit Toyota 

Capital Malaysia Sdn. due for maturity in May 2015. In 2014, Bank of Tokyo-Mitsubishi UFJ 

(Malaysia) Bhd, a member of the financial group that is part of Japan’s biggest lender by market 

value, set up a $500 million multi-currency sukuk program and is also considering the world’s 

first yen denominated sukuk.  

 

In 2007, Japan amended FIEL, which is the Financial Instrument and Exchange Law and in 2008, 

the Banking and Insurance Business Law was amended enabling subsidiaries of Islamic IFI’s and 

banks to engage in Islamic financial transactions in Japan including ijarah and murabahah sukuk. 

In 2009, the rules were changed so that interest income would be tax free when an overseas 

sovereign fund invested in Japanese bonds or deposits. In addition, in 2011, the Asset 

Securitization Act was amended so that the ijarah sukuk would be considered as a special bond 

type beneficial interest issued by SPT or the Specified Purpose Trust. Before this reform, when a 

Japanese company issued sukuk to foreign investors, the distribution of profits of sukuk were 

subject to a 15% withholding tax while conventional bonds remained at 0% tax. Now, tax 

exemption is given to foreign investors who purchase bond type beneficial interests, which are 

quasi-bond beneficial interests of a specified purpose trust (SPT). The SPT was established under 

the Asset Securitization Law, which is the basis for the issuance of sukuk in Japan. Next in 2011, 

Japan tailored the tax system to the issuance of special bond type beneficial interest. In 2013, the 

Sunset Provision was enacted, creating a tax exemption for the distribution amounts of sukuk 

received by foreign investors and exempting registration tax on the repurchase of the real estate 

for the same sukuk, thereafter expired on that same day. In sum, Japan allowed the income of 

foreign investors to be tax exempt and initiated tax reform for the special bond type beneficiary 

interest; issuance, including exemption of income; withholding tax on profit distributions and 

gains on redemption, property registration, and acquisition tax. Japan has taken the necessary 

legislative and regulatory steps to make the East Asian Tiger Islamic finance and sukuk ready. 

 

Japan is a member of the IFSB Islamic finance regulatory body and has agreements with the 

MIFC or Malaysia International Islamic Financial Centre in Malaysia and through JICA or the 

Japan International Cooperation Agency with the ICD or Islamic Corporation for the Development 

of the Private Sector to receive technical assistance in the issuance of sukuk. Camille Paldi can be 

reached at camille@faaif.com.  
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Cordoba, Spain Hosts World Islamic Economic 

Forum Roundtable and Halal Congress 

 

 
 

Spain Looks to Islamic Finance and the Halal Industry. 
 

 

FAAIF CEO, Camille Paldi, participates in the WIEF Roundtable on March 23, 2015 and the 

Cordoba Halal Congress produced by Instituto Halal on March 24-26, 2015 in Andalusia, Spain. 

The Islamic Finance and Halal events attracted investors, professionals, academics, and students to 

the Andalusia region in an effort to assess the opportunities and business potential for the Islamic 

finance and halal industries in Cordoba, Andalusia, and Spain. Many topics were discussed 
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including Islamic Finance and Banking, What is Halal?, Halal as a Positive Concept, Distribution 

and Logistics, International Standardization of the Halal Market, Prospects for Investment and 

Trade in Spain’s Halal Industry, Halal Tourism in Spain, Halal in the Andalusian Context: A 

Proposal for the Meeting of Cultures and Religions in the XXI Century, Halal Developments, New 

Halal Initiatives, Halal in the Media, and the Correlation Between the Halal and Islamic Finance 

Industries.  

 

Paldi explained to the international audience how to promote synergy between the Islamic finance 

and halal industry by describing how Islamic finance may be used to finance a halal meat 

production plant. A halal meat processing plant may be financed with an istisna’a sukuk. Istisnáa 

is a pre-delivery financing instrument used to finance projects where the commodity is transacted 

before it comes into existence and where price is paid in advance, in instalments, or on delivery. 

Project financing can be undertaken through an Istisna’a contract whereby funds are advanced to 

pay for the supplies and labor costs by an Islamic bank. Once the project is completed, the 

advances are repaid from the revenue derived from the project. To introduce bonds based on 

istisna’a, a parallel istisna’a contract is generally used where by the financier enters a contract 

with a subcontractor who actually builds the facility being financed. In the istisna’a model, a 

tender and bid process is utilized where the public authority or private company commissioning 

the project provides details of the specifications and timing of the schemes. The financier then sets 

these out in the tender documents. Bids are subsequently invited from contractors who will specify 

how they intend to sell completed parts of the project over time and the amount of each payment 

instalment expected. These instalments will include an element of profit over the construction 

costs. As the financier is expecting a stream of payments over a specified period, sukuk 

certificates can be issued based on the income expected. It should be noted that as the deferred 

price certificates represent debt obligations, they cannot be traded for cash at below face value in a 

secondary market. They can, however, be used to purchase goods or services whose price is equal 

to the face value of the certificate. The purchase price of the goods may be less than the deferred 

price as this represents a trading transaction.  

 

Takaful may be utilized to cover risk of loss due to injury or death of halal animals and to convert 

halal animals that have become non-halal animals back to halal animals. Takaful may also be 

offered as employee health and accident coverage and pension/401K plans.  

 

Salam may be used to purchase the animal feed and other items. Bai salam means a contract in 

which advance payment is made for goods to be delivered later on. The seller undertakes to supply 

some specific goods to the buyer at a future date in exchange of an advance price fully paid at the 

time of contract. Quality and quantity should be specified and the commodity should be freely 

available in the market.  

 

The halal meat business may opt to organize on musharakah or mudharabah basis. Musharakah is 

a relationship between two parties or more that contribute capital to a business and divide the net 

profit and loss pro rata. All providers of capital are entitled to participate in management, but not 

necessarily required to do so. The profit is distributed among the partners in pre-agreed ratios, 

while the loss is borne by each partner strictly in proportion to respective capital contributions. 

The Mudharabah is a contract with one party providing 100 percent of the capital and the other 

party providing its specialized knowledge to invest the capital and manage the investment project. 

Profits generated are shared between the parties according to a pre-agreed ratio. If there is a loss, 

the first partner "rabb-ul-mal" will lose his capital and the other party "mudarib" will lose the time 

and effort invested in the project. The profit is usually shared 50%-50% or 60%-40% for rabb- ul-

mal.  
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The plant may also consider murabahah financing and tawarruq. Murabahah is a type of sale 

contract under which payment of all or part of the purchase price is deferred for an agreed period. 

The price may be payable by instalments or in one lump sum at an agreed date. The Islamic bank 

acquires goods or an asset from a third party and having acquired ownership, sells them onto the 

end purchaser under a murabahah agreement. The price payable by the end purchaser will be the 

original cost price of the goods plus an agreed profit for the bank, which rewards the bank for 

taking the risk of ownership of the goods. In tawarruq, a customer buys an asset from an Islamic 

bank at a marked up price to be paid at a later date and quickly sells the asset to raise cash.  

 

If every Muslim in the world spent USD$1 per da y on halal food, the total would amount to 

approximately USD$584 billion per year. There is potential for great correlation between Islamic 

finance and the halal industry in terms of financing, completing the halalness of the product or 

service, profit-maximization, and stabilization and expansion for both the halal and Islamic 

finance industries. Each industry can provide a source of stability for the other. Camille Paldi can 

be reached at camille@faaif.com. 
 

 

MIHAS Promotes Malaysia as a Halal Hub 
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Malaysia’s Global Halal Summit takes place in Kuala Lumpur, Malaysia from April 1 – April 4, 

2015.  

 

FAAIF CEO Camille Paldi participates in MIHAS 2015 in Kuala Lumpur, Malaysia. In 2004, 

when Malaysia launched its first Malaysia International Halal Showcase (MIHAS) in Kuala 

Lumpur, the then Prime Minister Abdullah Ahmad Badawi in his speech declared that establishing 

Malaysia as a global halal hub was a major priority for the government and that MIHAS was the 

largest halal trade expo to be held anywhere in the world (aside from Gulfood in Dubai, UAE). 

Halal products and services in Malaysia cover a wide range of products that extend from food and 

beverage to accommodation, attire, insurance, financial products, cosmetics, and personal hygiene. 

As of June 2011, Malaysia’s halal industry was estimated to be worth MYR 56 billion a year 

whereas the global market was estimated at US2.5 trillion.  

 

Malaysia’s global halal hub concept aims to create opportunities for small and medium 

enterprises, or SME’s, to penetrate the halal markets in the Middle East, OIC countries, and 

globally. Shockingly, in 2011, Deputy Minister of Trade and Industry, Mukhriz Mahathir, 

announced that Native Malays held only 30 % of the 4787 halal certificates so far issued by 

JAKIM in the food and beverage industry. In reality, the halal industry is dominated by non-

Muslims and non-Muslim countries producing halal food and beverages for export. This is despite 

the fact that being certified halal could be a ticket to growth outside of Malaysia. The reason for 

these figures may include the cost associated with halal certification in Malaysia. It costs up to 

MYR 2,000 to get a two-year certificate for each product. The market potential is huge for halal 

products especially in ASEAN, the Middle East, and China and therefore, more steps should be 

taken to enable the Native Malaysian population to access affordable halal certification from 

JAKIM.  

 

As part of its global halal hub policy, the Malaysian government has taken measures in both its 

Second Industrial Master Plan (1996 – 2005) and the National Agricultural Policy (1998-2010) to 

support the industry through the creation of a number of halal parks in the country. Halal parks are 

an effective instrument in clustering a big part of a halal value chain geographically in a country. 

Next to clustering advantages such as shortening of supply chain, cost reductions, innovations, 

etc., halal parks can create a strong base for halal food products and allow enforcing of a common 

halal standard more efficiently (Kamali: The Parameters of Halal and Haram in the Shariah and 

the Halal Industry, 2013). Camille Paldi can be reached at camille@faaif.com. 

 

 

 

The Islamic Finance Industry Must Harmonize 

Financial Reporting 
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An Islamic Perspective of Accounting, Finance, Economics and Management (IPAFEM) 

Conference takes place in Glasgow, Scotland, United Kingdom April 7-9, 2015. 

Camille Paldi, FAAIF CEO, participates in IPAFEM 2015 in Glasgow, Scotland. Paldi described 

the inconsistent and incoherent financial reporting practices used by Islamic banks today and 

suggested that the industry adopt the KFH (Bahrain) B.S.C.(c) Public Disclosure Report as a 

template to be used across the Islamic finance industry. The report can be easily found on google. 

Paldi explains that banks across the industry use different accounting methods and reporting 

techniques and that this leads to confusion, inconsistency, non-transparency, and possibly a 

misleading representation of the true financial health of the IFI. Paldi emphasizes that the special 

nature of Islamic banking requires tailored standards in order to promote full disclosure and 

transparency of the IFI. 

 

Conventional accounting standards such as IFRS do not equip Islamic banks with the necessary 

degree of disclosure and transparency in light of Islamic modes of finance, as risk exposures of 

assets vary according to different types of contracts and the mode may be used for sale or finance, 

which would result in different reporting implications. Furthermore, there are many rules in the 

Shari’ah, which the IFI must abide by, which may affect reporting requirements. General 

disclosures unique to IFI’s are information about the Shari’ah Advisory Board, policies on zakat, 

policies of profit distribution with Investment Account Holders, disclosures on prohibited earnings 

and disclosures of concentration of asset risks involving unrestricted investment accounts. Many 

gaps in disclosure occur due to use of conflicting standards. 

 

Furthermore, in general in Islamic banks, capital adequacy and the use of regulatory capital are 

governed by the Basel Committee on Banking Supervision rather than the standards issued by 

AAOIFI and the IFSB. However, Islamic finance standards are required to regulate deposits based 

on Wadi’ah (guaranteed safe custody) or Qard Hassan (interest free loan) contracts, which are 

reported as liabilities in the balance sheet and are not taken into account by Basel Standards. As 

Islamic banks do not use the IFSB and AAOIFI standards for capital adequacy, the capital 

adequacy percentages may not truly reflect the bank’s capital structure and stakeholders cannot 

truly assess whether capital structure decisions were made to maximize shareholder equity. 

Camille Paldi can be reached at camille@faaif.com. 
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FAAIF participates in Microfinance Training held by Al Huda CIBE and IRTI on April 11-

12, 2015 in Dubai, UAE.  

 

 

 

FAAIF participates in World Takaful on April 13-14, 2015 in Dubai, UAE. 
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Upcoming FAAIF Events 

 

Islamic Finance for Lawyers, Milan, Italy, June 15-16, 2015.  

Islamic Finance for Lawyers, The Hague, Netherlands, August 17-18, 2015.  

Shari’ah and Islamic Finance, London, UK, August 24-25, 2015. 
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