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If Absa Group, South Africa’s largest retail banking group, had any doubts about the potential for an Islamic banking offer, they must have been quickly quietened. Absa Islamic Banking recruited 12 000 customers in the first six months of operation, demonstrating, as Ahmed Moola, Managing Director of the new division since March 2006, says, that the demand was most certainly there. 

The take-up of the new Shariah-compliant offerings was helped by the fact that Absa, which is owned by Barclays, has the largest national branch and ATM footprint in South Africa as the only niche Islamic bank in operation in South Africa prior to the launch of Absa Islamic Banking had only four branches and no ATMs, Mr Moola says. "As awareness grows and confidence in the Shariah compliance of Absa has become a given, annual growth rates are now in triple digits, admittedly off a low base," he says.

Customers had few, if any, quibbles about the fact that Absa group itself was not an Islamic company. "Islamic law requires that the product or transaction be in compliance with Shariah guidelines. It does not require that the seller of a product be Muslim, or that its other services also be Islamic," Mr Moola says. 

"Absa Islamic Bank has not only developed Shariah-compliant products but it has adopted an end-to-end Shariah process. All our products and detailed embedded processes are approved and certified by the Absa Islamic Banking Shariah Supervisory Board, comprising eminent scholars in the field of Islamic banking, Mufti Ashraff Qureishi, Dr Yunoos Osman, and Sheikh Tauha Karaan

"The Muslim community in South Africa is very close-knit and relies a great deal on information from people that they trust. The executive committee team are well known and trusted individuals, as are the members of the Shariah Supervisory Board. This, together with the confidence felt by South Africans in the Absa brand, builds confidence in the offering."

Absa certainly did not rush into offering Islamic banking, even though, with an estimated one million to two million Muslims in South Africa, making up two to four per cent of the population, there clearly looked to be a market. "Shariah-complaint product development, particularly in a country that is not governed by Shariah law is a slow and meticulous process," Mr Moola says. "The actual products, the back office processes and the end to end customer experience all require approval by the Shariah Supervisory Board. In addition all products must comply with local banking regulation, local laws and with Absa’s risk and governance procedures." Governance and the role of the Shariah Supervisory Board "are critical," Mr Moola says. "Without total confidence in the Shariah compliance of every aspect of our offering, we would not be an Islamic bank. It’s not a competitive advantage is it the starting point of everything we do."

Absa Islamic Banking is an active member of both AAOIFI (the Accounting and Auditing Organization for Islamic Financial Institutions) and the Islamic Financial Services Board (IFSB). "We regard bodies like these that set benchmarks and drive global standards as a vital part of driving positive development and important for building confidence in our brand," Mr Moola says. "While there is not an international Shariah Supervisory Board yet, I believe that Islamic banking is moving towards global harmonisation. Certainly in South Africa, all of those companies offering Islamic financial services agree on the Shariah principles that guide them." 

The plan Absa adopted when it launched its Islamic banking division was to introduce fairly simple Islamic-based products to begin with and move on from there once the market had proved accepting, "It made sense to start with the basic products that everyone needs and then move on to develop products that were demand driven, such as an Islamic Fixed Term Deposit or Islamic Commercial Property Finance," Mr Moola says.

After only two years in business, the percentage of total Absa business represented by the Islamic banking division is still small both the triple digit growth rate makes Islamic Banking a very attractive market for the group. Now Absa is moving from "vanilla" Sharia banking to "innovative" Sharia banking. "When Islamic banking began in the 1970s, it was initially seen as an exotic, niche offering," Mr Moola says. "The major international banks began discovering that, without an Islamic banking offering, there were some important pieces of business for which they could not compete. Many international banks introduced what we refer to as vanilla offerings – products that were Shariah-compliant versions of the same kind of basic offering that you would expect from a conventional bank. In the fourth decade of Islamic banking, with the international growth rate of Islamic banks at 26.7 per cent, the product development process has become consumer-driven, with innovative thinking being applied to the development of new products that were not previously available from Islamic banks."

One of the new products that has been launched in South Africa is Takafol – Shariah-compliant insurance. " While Takafol is a relatively new offering in South Africa, it has already developed a solid client base," Mr Moola says. "It makes sense for a customer using Islamic vehicle finance to purchase a car, to then insure it using Takafol. Takafol South Africa is underwritten by Absa Insurance Company and is an important new element of the Absa Islamic Banking customer offering."

The launch of an Islamic division did not just mean educate potential clients to its availability: Absa also had to educate its own staff, and inform and reassure its traditional clients, on the staff side, "the education process is continuous," Mr Moola says. "Absa is committed to Islamic banking so a great deal of effort has been put into educating Absa staff members. We are showcased regularly in internal media in addition to the formal training programmes. Provided the right skills for a particular discipline exist, the Islamic aspects can be taught. A number of key positions at Absa Islamic Banking are held by non-Muslims."

On the customer side, "some members of Absa’s traditional client base questioned the decision by the bank to offer Islamic banking but it was a tiny minority," Mr Moola says. "We always emphasise the fact that Islamic Banking is truly an alternative choice and that it is a choice open to all customers, regardless of their faith." Indeed, Absa sees a role for Islamic financial services outside the purely Islamic community.  "More and more non-Muslim people are taking advantage of the alternative offered by Islamic banking. They are generally attracted by the transparency related to costs, the fact that interest rate fluctuations do not affect cost and by the ethical nature of the investment choices," Mr Moola says.

Since all of Absa Islamic Banking's initial products were retail products, "the majority of our customers are personal bank customers," Mr Moola says. However, business clients are increasing: "We are growing our commercial customer base through the development of a range of offerings that respond to the needs of this client group."

The success of Absa Islamic Banking has brought great interest from Barclay's top echelons. Mr Moola is a member of the Barclays Islamic Banking Management Committee and he and his executive committee team at Absa Islamic Banking were asked by Frits Seegers, Chief Executive of Barclays Global Retail and Commercial Bankingwing, to lead his special project this year, which focuses on Islamic Banking as an opportunity for the Barclays Group.

Mr Seegers had put together a group of MBA students from the University of Chicago Graduate School of Business to study the opportunities in Islamic banking opportunity for Barclays. Mr Moola and his team went to Dubai earluier this year to take the students through the strategy of setting up an Islamic bank, the process of getting operations running smoothly and the Shariah requirements that are critical to setting up an Islamic banking operation. The Absa Islamic Banking executive team also acted as a source of advice and information for the students as they prepared their final recommendations at the end of the project. 

Other Islamic banking offerings from rival financial institutions are now on their was, something Mr Moola says he is happy to see: "While we can never be complacent, we welcome the inevitable competition from other major local banks. We see it as positive: the more Islamic banking offerings there are, the more the sector will be entrenched as part of the local banking system. 

"Absa Islamic Banking has a good head start on the other major banks, and niche banks cannot compete on footprint, access and technology. The opportunities offered by the Muslim population of Africa are particularly exciting. An important part of the African opportunity is providing banking for the currently unbaked. A faith-based offering has a far better opportunity of achieving this."

Indeed, Absa is doing its bit to support the wider growth of Islamic banking. "Absa Islamic Banking is committed to skills development," Mr Moola says. "We spearheaded an initiative with the Banking Sector Education Authority and the other major banks, to develop training material in Islamic banking. We have also presented training sessions for postgraduate students at the University of Cape Town Graduate School of Business, in addition to the Chicago GSB MBA students. During November we will be running a three-day training course in building an Islamic banking offer on Mauritius. I am regularly approached to share skills at conferences, locally and internationally."

The current financial crisis is having less impact on Shariah-compliant financial institutions than on their conventional rivals, Mr Moola says: "Shariah Law forbids investment in companies with a gearing of more than 30per cent. This has proved a powerful protection mechanism for Islamic banks. The fact that interest rate fluctuations do not affect Islamic banking customers has also been very positive. In the current downturn, Islamic banks internationally are suffering far less."

For the future, Mr Moola says, "Absa Islamic Banking will soon have a full service offering so that our customers do not need the services of a conventional bank in any area of their financial management. Consumer demand will grow the product range way beyond what we are currently even thinking about. This will happen with continued strict compliance with the principles of Islam, and I hope to see the establishment of an international Shariah Supervisory Board that will drive consensus on all aspects of Shariah related to financial service.

