






Consumer Protection in Islamic Finance

Presented at the
13th Islamic Financial Stability Forum on
Consumer Protection in Islamic Finance

Cairo, 12 April 2016

Prof. Dr. Volker Nienhaus



Aims of Financial Consumer Protection 1

(systemic) 
financial risks

Sharīʿah non-
compliance

prudential
and product 
regulation,
safety nets

Sharīʿah 
governance 
framework

overlap with conventional finance unique to IFSI

protection of consumers against

conduct 
regulation, 

complaint/dispute 
handling

unsuitable 
products,

unfair treatment

type of
risk

type of
inter-
vention



Aims of Financial Consumer Protection

(systemic) 
financial risks

Sharīʿah non-
compliance

prudential
and product 
regulation,
safety nets

Sharīʿah 
governance 
framework

overlap with conventional finance unique to IFSI

protection of consumers against

conduct 
regulation, 

complaint/dispute 
handling

unsuitable 
products,

unfair treatment

type of
risk

type of
inter-
vention

challenge for "secular" 
or "neutral" regulators

extended mandate

2



Policies and Theories of Financial Consumer Protection 3
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Basel III, LoLR, 
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Neoclassical and Behavioural Economics and Finance: Theories and Policies  4
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findings:
• customers = consumers + retail 

investors ("Islamic behaviour"?)
• information asymmetries
• incentives for mis-selling
• limited information-processing 

capacities
• psychology vs. knowledge
• cognitive biases (emotions, 

overconfidence, etc.)
• herd behaviour

policy objectives:
• improved financial capabilities
• consumer information and advice
• consumer education (long-term)
 "empowerment"

main
themes

imperfect markets,
limited capabilities 

and skills, 
cognitive biases
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• receivership

• deposit 
insurance
• transfer of 

long-term 
contracts
• bail-outs

• disclosure in 
plain English
• comparability 

of pro-ducts 
(league tables)
• awareness & 

education 
programmes
• financial 

consumer 
advice bodies

• recommended 
standards
• simple 

financial 
products
• compulsory 

standards
• ban on 

products 
(temporary, 
partial)

• rules for 
financial 
advice
• restrictions to 

marketing/ 
distribution 
• liability for 

advice
• consumer-

centred 
incentive 
structures

• communication
• flexibility
• financial 

services review 
platform
• complaints 

handling and 
dispute 
resolution 
(ombudsman)
• access to courts

fair treatment
damage 

containment

realm of 
intervention

strategic
objectives

instruments

central
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treasury
regulator
agencies/bodies
courts/lawyers

main actors:

systemic 
stability
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IFSB-10:
• commensu-

rate system
• Sharīʿah 

board
• fit & proper
• ISCU, ISRU
• understand 

legal/regul-
atory
Sharīʿah 
framework

conventional regulations: 
relevant, but not always 

easy to adapt:

• generic advice for suitability 
of products

• comparison of products: 
Islamic/Islamic and 

Islamic/conventional
• complexity of products
• form (trade) and substance 

(financing)

specific 
issues

• deposit business
• financing business



Unrestricted Profit Sharing Investment Accounts (UPSIA) 7

(systemic) 
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Sharīʿah non-
compliance

Sharīʿah 
governance

= voice of IAH??

protection of investment account holders (IAH) against

type of
risk

instru-
ments

unique to IFSI

unsuitable 
products,
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disclosure (regulation?):
• profit calculation
• profit smoothing
• investment policy
• investment risk

differences UPSIA / CIS?

• regulatory capital 
(IFSB 𝛼), arbitrage?

• deposit guarantee?
• incentives for more 

risk taking by bank?



Unrestricted Profit Sharing Investment Accounts (UPSIA) 8

(systemic) 
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Sharīʿah non-
compliance

consumer protection (CP) in financing transactions against

type of
risk

instru-
ments

unique to IFSI

unsuitable 
products,
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• specific product bans
• from voluntary to 

mandatory flexibility: 
Ibrā' clause

• limited flexibility of 
trade-based finan-
cing contracts

• suitability of Sharīʿah
contracts for retail customers?

• CP in "grey" capital 
markets: Islamic 
crowdfunding
• dispute resolution
• damage containm.
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