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General Basics of Islamic Financial Services

To put common aspects into a nutshell:



24.06.2019 5

Potential and Need: Islamic Services in Germany

Meanwhile, there live more than 5 ½ Mio. Muslims 
in Germany, with a rapid growing tendency. There is 
to confirm, that a lot of them are really needed. In 
this group are around 100.000 persons, which 
established own enterprises successfully. The quote 
of own real estate runs to 10 % (in the whole 
country: 40 %). 

This frame could make Shariah-compatible 
products of finance in Germany very interesting.
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Potential and Need: Islamic Services in Germany

Interesting: the German “Mittelstand” – this is:

• little; up to 9 employees/ less than 1 Mio. € annual turnover

• middle: 10 - 49,9 employees/ 1 to 50 Mio. € annual turnover

All German SME’s together produce around 40 % of 

national GNP and nearly 70 % of all employees earn 

their the daily life (= 28 Mio. persons).



Excursus – Historical Development

Corresponding situation: Co-operative banks in 
Germany

Concept of co-operation based on self-help as well as
mutual support of the members

Initial steps among farmers such as acquiring a new
tool, machine, seed etc.
Eventually idea of providing loans and other
financial services to the rural area



Excursus – Historical Development

Volks- und Raiffeisenbanken 

These were initiated in the mid-19th century by Mr. Raiffeisen and Mr. 
Schulze-Delitzsch.
Today, there are more than 800 credit institutions in Germany with
total assets of more than 1000 billion € and 170000 employees.

http://upload.wikimedia.org/wikipedia/de/a/ab/Volksbank_Logo.svg
http://upload.wikimedia.org/wikipedia/de/a/ab/Volksbank_Logo.svg


Excursus – Historical Development

The  Shariah-compliant concept of risk-sharing and co-operation is
also reflected in the set-up of credit unions and co-operative banks. 
Clients are usually members of the bank and thus participate in ist 
development.
Basics of corporate governance are in place due to the fact, that every
member has a voting right to elect e.g. the management board and 
transparency. 
The co-operative institutions maintain solidarity within their
association (BVR) in case of financial difficulties of any member.  



(Islamic) Banking in Germany, Running Supervision

ÁApprox. 2,800 employees 

ÁRegulation of approx.

- 1,500 credit institutions (u.a. KT Bank)

- 700 financial services institutions

- 530 insurance enterprises

- 30 pension funds

- 150 investment companies

- 300 leasing companies

- 150 factoring institutions

The BaFin is fully financed by the supervised institutions and enter-

prises (cost allocation and fees); the household is about € 345 Mio. p.a..

Bonn

Frankfurt/ M.
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Not to forget: MoU between SEO and BaFin

.
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Islamic Financing Services – Sukuk

Experience with “Islamic bonds” (sukuk) in Germany

×The State of Saxony-Anhalt initiated a sukuk in 2004. 

×Presumably the first European/ Western issuer of a sukuk

× Issue through the Dutch foundation “Stichting Sachsen-
Anhalt Trust” on 13 August 2004

× Lead Arranger: Citigroup Global Markets Ltd. 

Co-Lead Manager: Kuwait Finance House



Islamic Financing Services – Sukuk

Features of Saxony-Anhalt’s sukuk

×Issue size: 100 million € 

×Maturity: 5 years

×Legal status: “bearer trust certificate” / floating rate note

×No interest ˅ but the return is bound to the 6-M EURIBOR 

(six-month European-interbank-offered rate), cash flow 

originates from rental payments for the premises leased    

(Ijara Head Lease Agreement) “asset-backed”

×Rating by Standard & Poor’s AA-, Fitch Ratings Ltd. AAA

×The “Stichting” is sort of a trustee of State-owned real 

estate while the user leases the land. The State remains the 

legal owner of the estate while the “Stichting” can exploit it. 



Islamic Financing Services – Sukuk

Distribution of Saxony-Anhalt’s sukuk

×Reviewed by the Citi Islamic Bank Shari’ah Board

× Road show in the Middle East

×Approach of 60 bankers and potential Arab investors

×Denomination of the Certificates: 500.000 €  

×Listing on the Luxembourg Stock Exchange www.bourse.lu

and Kuwait Stock Exchange 

http://www.bourse.lu/
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Islamic Financing – Prospectus Regulations

In Germany, there are indeed some financial 
instruments in use, which are accepted according 
Shariah . Basis of this are the German prospectous
regulations.

Some large French banks offer in Germany 
certificates.

Some German major banks and insurance com -
panies use “Islamic windows” in U.A.E., Indonesia 
and Malaysia.
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First Islamic Banking in Germany

In Germany, there works a first Muslim operating 
credit institution –this since March 2015:
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First Islamic Banking in Germany 

As people can read on the homepage: “The KT 
Bank AG is the first bank in Germany and the 
Eurozone, which introduced comprehensive 
financial products and services according to the 
ethical, sustainable and transparent Islamic 
banking principles. 

We are pioneers of an unique business model and 
we welcome retail and corporate customers of all 
world views. Our mission is to become the leading 
socially responsible and first choice house bank for 
the Muslim community as well as for all customers 
who are interested in ethical investments.” 
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First Islamic Financing in Germany

A diverse and innovative financial product and 
services portfolio for retail and corporate clients 
has been implemented successfully, adhering to 
cutting -edge technological standards. 

As Germany’s first Islamic bank, Kuwait Türk 
Bank offers today a comprehensive portfolio of 
Islamic financing and investment products and 
services according to the value -conscious, so-
cially responsible and transparent principles of the 
Islamic banking sector .



Another Aspect about Islamic Banking in Germany

Murabaha

Financing of e.g. real estate (or s.th. like a car) 

First of all the bank purchases the item of interest 
and thereafter resells it to the customer who pays in 
installments. Again the overall price has been agreed 
upon in advance. 



Another Aspect about Islamic Banking in Germany 

Question of the tax regime

The financing of real estate in the manner mentioned
above may cause harmful double taxation (stamp duty, 
property transfer tax).

UK and France amended the tax laws in order to clear
double taxation. In Germany works the way of a silent
partnership …



Other Islamic Products

Issue of Islamic Products by German commercial banks

Example: Deutsche Bank AG

×Establishment of the credit centre “International Loans & Agency 

Services”, also providing Shar’ia-compliant products

mutual funds certificates



Islamic Services – Takaful

See: corresponding situation in Germany

Versicherung auf Gegenseitigkeit VVaG, i.e. mutual insurance

Unlike conventional stock corporation no pressure to spread
profits among external shareholders

http://upload.wikimedia.org/wikipedia/de/2/21/HUK-Coburg_logo.svg
http://upload.wikimedia.org/wikipedia/de/2/21/HUK-Coburg_logo.svg


Islamic Services – Re-Takaful

- Just like in the Non-Muslim world there is a market-need for re-insurance 
services. These services are named Re-takaful. That literally means a 
guarantee to the guarantee. As well as in a lot of other business activities 
there is again the aspect of mutual co-operation.

Re-Takaful operates in KL since 2007
based on wakala (modified mudharabah)

- The commercial way of insurance service that means the individual servic of 
a conventional insurer to the client is – according to Sharia - forbidden. The 
interpretation is that conventional insurance services are deemed to be like 
betting. 

http://www.munichre.com/de/homepage/default.aspx
http://www.munichre.com/de/homepage/default.aspx


Islamic Services – European Passport

The European Directives on Banking and Capital Market allow for trans-

European activities of credit institutions and other financial services 

actors.

ütargeting in the moment just of 30 European States (EU + EEA) 

üinteresting also for “third country issuers” – dealing with harmonised 

rules across Europe (without several authorisations); e.g.



Islamic Financial Services – European Passport

The European Passport would facilitate the process of
tapping the market tremendously.

Usually the authority of the host country does not 
reopen the scrutiny procedure.

Based on mutual trust the host authorities accept the
decision of the EU counterpart.



The European Economic Area (June 2019)

http://upload.wikimedia.org/wikipedia/commons/e/e1/European_Economic_Area.svg
http://upload.wikimedia.org/wikipedia/commons/e/e1/European_Economic_Area.svg
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Outlook: Islamic financing in Germany

In the field of licensing and the later on running 
supervision there is not to forget the aspect of the 
financial product‘s check. 

Islamic finance is a young field of research as well 
for German universities. 

There are several very good motivating and hopeful 
examples like Iran, U.A.E., Oman, Malaysia, Singa-
pore and Indonesia for taking a target-leading and 
indeed a fruitful perspective.
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Latest developments in Islamic financial services

Thank you for your attention! 

Dr. Johannes Engels
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D–60439 Frankfurt/ M.
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