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Abstract

The general aim of the research was to evaluate the challenges faced by Islamic banks in Kenya. The main features of the Islamic Banking:

i. Profit and loss sharing (Musharakah). The Islamic Bank pools investor’s money and assumes a share of losses on a mutual agreed ratio. the
profit and losses.

ii.Shared Risk between the parties involved in any financial transaction are shared by both financial institutions and depositors saves on a mutual
ratio.

iii.Prohibition of Usury, exploitation gains made in trade or business this include interest.

iv.Prohibition of Gharar. The word Gharar means uncertainty, hazard or risk, Gharar can arise when the claim of ownership is unclear or
suspicious. For example, of Gharar in modern finance include futures and options contracts which have dates of delivery in the future.

v.Prohibition of Gambling or speculation behaviors.

vi. No involvement in prohibited industries such as Gambling, alcoholic beverages, pornography and others that are haram

vii.Payment of Zakat (a compulsory charity on wealth and earnings to be distributed to the less fortunate), Waqf (an endowment made by a
Muslim to a religious educational or charitable cause) and Sadaqah (voluntarily giving to charity).

Keywords: Gharar (Uncertainty), Riba, Maysir, Musharakah.

INTRODUCTION

Population and Sampling Design The purpose was to find pivotal challenges facing the Islamic

Banks from the population opinions, identifying different
opinions. Even with the current environment the Islamic Banks
should business with the principles of Islamic law as this is the
key differential from other Conventional Banks. The Islamic
Banks should keep reviewing their products on a continuous
basis to align them to the market needs both internal and
external training of staff. To achieve the study, the researcher
adopted a descriptive research design, this design adopts the
suitable research design hence it facilitates the highlights of the
challenges as guided by the research objectives. The
questionnaire and interviews were meant to collect primary
data from the respondents. The data collected was coded
statistically and analyzed using Statistical Package for Solid

The study focus at university students, Islamic Bank
Customers, Islamic Bank employees and Muslim Scholars

Sampling Technique

Implementation of Probability Proportional Size (PPS)

Respondent  University students  Bank customers  Scholar/Imam

45 45 20

Data Collection Methods

The Data combination of quantitative and qualitative methods

implemented in the study with the aim of providing
comprehensive Data. Interviewing the participants in depth,
getting more precise information

Conceptual Framework

The independent variable of the study will therefore comprise
of the economic socio-cultural, Belief and also political. The
choice of an Islamic Banking by the customer in Kenya will be
dependent variable of this study.

Research Design

A Descriptive survey design was adapted in describing the
phenomenal behavior. The Questionnaire used in collection of
information from participants detailing the scope of products
commonly used in Islamic Banks in general.
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Scientists (SPSS) and Microsoft Excel. The presentation was
done using charts, tables and figures to get accurate findings.
The study reveals not all Islamic products are used in the
Islamic Banks. The study also reveals that Islamic products are
fairly attractive to clients.

The main challenges affecting the Islamic Banks in Kenya,

e Lack of Regulatory and legal framework remains as the
main challenge Sections of the Central Bank of Kenya Act
and the Banking Act were noted to be contradictory with
the Sharia law hence challenges the ability of Islamic Bank
in Kenya to comply with the Sharia law. Inessence, the
unique nature of the Shariah compliance from a financial
perspective strikes challenges, that current regulation such
as the Banking Act (Cap 488) and the Central Bank of
Kenya Act (Cap 491) the CBK Act do not sufficiently deal
with. The Kenya Deposit Insurance Corporation Act 2012,
which aims to protect depositors of troubled Banks such as
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The Chase Bank, is equally not well suited to cater
depositors of Banks that provide Islamic Banking products,
as well as Conventional Banking as deposit premiums from
Account holder of purely Islamic financial products are not
segregated from premiums of regular deposit holders. The
premiums from Islamic Banking products would need to be
aligned to the Takaful Insurance Model which is an Islamic
alternative to conventional insurance and also emphasizes
avoidance of riba, maysir and Gharar. The need for a
regulatory framework has become eminent based on the
fact that International Banks offering Islamic products are
keen on breaking into Kenyan financial market in order to
exploit the full potential of Islamic Banking, the recent
entry of Dubai Islamic Bank, which is one of the largest
Banks in the United Arab Emirates, now operating in
Kenya.

The Divergent opinion on the Sharia compliant, liquidity
management

e Lack of Islamic financial colleges to promote and train
students and employees working in Islamic financial
institutions, hence the Islamic Banking struggling coping
with unskilled human resources which lack service
delivery, few Islamic banking products in the market
comparing with Malaysian Islamic financial products.

Customer awareness and limitation of Islamic products in the
market, lack of aggressive marketing, and the Muslims
scholars and Imam’s not involved. Despite having high
population of Muslims in the Republic not added advantage.

e Lack of Islamic Digitalized system which offers innovative
products and services in line with Shariah

There is lack of Shariah Advisory Council of Kenya which
reinforces the role and functions of Shariah Advisory Council
as the Authority for the ascertainment of Islamic law for the
purposes of Islamic financial business supervised and
regulated by the Bank. The Shariah Advisory Council assumes
a pivotal role in ensuring consistent application of Shariah
Rulings by the Islamic financial institution in Kenya. The
Shariah rulings to ensure end-to end Shariah Compliance in
product structuring and implementation of their financial
Activities.

e Lack of standard financial contracts and products can be a
cause of ambiguity and a source of dispute and cost.In
addition, without a common understanding on certain basic
foundations, further development of banking products is
hindered

There is no proper mechanism of transparency and disclosure
to the public in order to ensure consumer protection as
provided by Shariah

I. Shortage of experts in Islamic banking: The supply of
trained or experienced bankers has lagged behind the
expansion of Islamic banking. The training needs affect not
only domestic banks, both Islamic and non-Islamic, but
foreign banks as well.

II. Absence of accounting (and auditing) standards pertinent to
Islamic banks: Uncertainty in accounting principles
involves revenue realization, disclosures of accounting
information, accounting bases, valuation, revenue and

expense matching, among others. Thus, the results of
Islamic banking schemes may not be adequately defined,
particularly profit and loss shares attributed to depositors.

III. Lack of uniform standards of credit analysis: Islamic banks
have no appropriate standard of credit analysis. Similarly,
there is a widespread training need involving related
aspects such as financial feasibility studies, monitoring of
ventures, and portfolio evaluation.
Potential conflicts with central banks: Islamic banks have
been established as separate legal entities; therefore, their
relationships with central banks and/or other commercial
banks are uncertain. Problems may be further aggravated
when an Islamic bank is established in a non-Muslim
nation like the case of Kenya, and is subject to that nation's
rules and requirements.

V. Instruments that meet the demand of specific investment
requirements: One of the biggest challenges facing
institutions is the provision of short-term investment
instruments. Several institutions.

IVv.

Recommendations

In Republic of Kenya, all banks offering Islamic banking
system have established their own separate Shari’ah Advisory
Board to oversee and ensure consistent application of Shariah
Rulings to their respective banks on Islamic banking system. In
principle, Shari’ah Boards have the authority to impose their
viewpoint, but logistic considerations do not permit timely
vetting and/or monitoring of all banking operations. I
recommend CBK to put in place a policy to establish a national
Shari’ah Advisory Boards which will consist of well versed
Islamic Finance Professors to oversee Islamic banking
operation in Kenya. Conventional banking system in Kenya
are compelled to have a uniform financial reporting standard
thus mixing their funds that are both conventional and Islamic
compliant. In view of this, Muslim customers are discouraged
to bank with such conventional banks, as it is not acceptable in
terms of shari’ah. Therefore, I recommend CBK to allow such
conventional bank to have separate financial reporting
index.Set up Islamic Financial College to have strong skilled
human resource and deliver . Lack of qualified Islamic banking
personnel is another major setback in Kenya. Further training
and Islamic finance education should be given to bank
personnel to up skill them to offer quality service and
appropriate advice to bank customers. I recommend Islamic
banks to initiate International Islamic finance conferences,set
up call for research papers organize regular training and
workshops by inviting well-versed Islamic scholars to educate
bank personnel about Islamic banking and financing.Also
recommend the CBK on the regulatory Acts so as to
accommodate the Islamic Banking system.The Banks should
introduce outreach programs to rural areas.
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