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The last decade or so has witnessed active discourses and legal debates and updates on the issues and practices of ethics, corporate governance and social responsibility. Regulatory pronouncements, policy directives and intellectual discourses have given serious attention to the importance of ethical conduct in doing business locally as well as in the global framework. Not surprisingly, the curricula for schools and tertiary institutions all over the world have included subjects on ethics and business ethics with the hope that the future generations of corporate citizens will have greater awareness of, and possess the necessary competencies to deal with complexities of ethical issues confronting their functions.
The reasons why ethical conduct is good for business is obvious. Corporate governance and social responsibility standards are among the qualities sought after by investors and potential employees. They are required for those that seek to compete globally. They are indicators of ethical values such as transparency, prudent management, check and balance, oversight and social responsibility, and these values are acknowledged as positive values of doing business anywhere. Most of the world trading countries is way ahead not only in the legal and regulatory framework, but also the enforcement mechanism and quality processes for ensuring punitive and proactive conformity to the highest standards of governance. 

Competition for investments is an important aspect of global economics. Nations and corporations recognized for their governance and potential for creating value and contributing to wealth and growth are well placed to attract investments from areas where surplus funds exist. Besides China, which is almost overheating, India is currently in the sight of foreign investors due to its market size and trained human resource. But more importantly its potential for good governance rests firmly on the existence of the democratic political system with its check and balance as well as the examples shown by the leading corporations like TATA, Goodrich and other home grown global players.

How can Malaysian companies move further up the rankings in the area of governance and be credible competitors in the global arena. The legal and regulatory framework for corporate governance are very much in place and comparable to the best in the global arena. However the practice of   governance and social responsibility is still a step behind and in the process has given Malaysia a rating which is not in tandem with the legal and regulatory efforts that have been made in this regard. That notwithstanding, there  are Malaysian companies that have gained prominence for their ability to compete globally and have been recognized nationally if not regionally for their efforts in promoting governance and social responsibility in areas where they do business. In 2006, companies such as IJM, Public Bank , YTL and  Maybank have received  awards for different aspects of the governance and social responsibility  practices. They are examples for others to follow big or small. It is not their size but their belief and commitment to do business with responsibility that make them successful. They believe in their wealth generating roles, but at the same time they are unwavering in their commitment as corporate citizens to contribute to social and  sustainable development. How their experiences can be shared and translated into the cultures of Malaysian companies is worth exploring.

The focus of this article is to share some thoughts on the challenges and strategies of Islamic financial institutions in developing internationally recognized standards of corporate governance and socially responsibility that is at the same time aligned to the worldview of Islam and the Shariah guidelines there from. The Government of Malaysia is committed to developing Malaysia as a leading player in the area of global Islamic Finanace. The support and incentives given in this regard are notable. The recent Budget announcements are additional indications of the measures being taken to enable these institutions to contribute positively to the development of financial products and services catering to the needs of global customers and investors. The need to develop relevant knowledge, competencies and skills of professionals is one such area where measures are being formulated and some already announced. The regulatory and legal framework with respect to governance and ethical practices of Islamic finance are being continuously updated to ensure well managed companies will be able to compete and grow in tandem with the conventional finance sector. 

The Honorable Governor of Bank Negara , the Central Bank of Malaysia, in her speech on the issue of Corporate Governance in the Islamic Financial services industry, stated that the hallmark of the Islamic financial system lies in the high ethical values that underpins the governance and operations of Islamic finance. According to her, the challenge for Malaysia and similar countries is to promote the adoption of strong and effective corporate governance practices that also facilitates INNOVATION.. The responsibility of the Bank is to promote confidence and stability of the Islamic financial system.

The key areas alluded to in creating a strong foundation for the Islamic financial system includes a regulatory system that is not imposing excessive regulatory burden, yet it demarcates the boundaries for flexible but acceptable practices. The goal of these non burdening policies is to allow for innovation and competition while at the same time demands efficiency and accountability. Those operating under this system are expected to be responsible in the sense that they must exercise judgment based on ingrained values and principles that pervades the entire organizations. Risk are managed and internal controls established not because it is legally imperative but the organizations are made to benchmark their practices with Standards and Best practices provided by the Bank.
Being responsible is not to have events that make the company look good. Social responsibility is not ‘cosmetics’ or public relation oriented, for the press to cheer the company as responsible. This is not responsibility. It is worst than riya’. In conventional parlance it can be labeled as delusional. But with a robust governance processes and structures, coupled with disclosure of material information, investors and shareholders will be able to play their market player roles in deciding where they should commit their funds. They will be fairly treated just as the other stakeholders will be treated, minority shareholders and unrestricted account holders included. To provide them with the right information and to earn their confidence, require well trained personnel who can align their values and expertise with the competitive strategies of the company.
 Governance requires the inculcation of right discipline entailing right conduct at every twist and turn of corporate maneuvers, but the aim being the long term growth and welfare of the stakeholders protected. It follows from the approach mentioned earlier; the emphasis on market discipline as well as self discipline cannot be discounted in order to bring out responsible behavior. The market should be allowed to punish those that supposedly claims noble values, Islamic or secular, but adopts poor strategies or neglects to account for risk and in the process undermines the trust that is given.
Responsibility, based on the above scenario does not have to be labeled as social responsibility as the existence of the company is a social existence, being given the legitimacy to operate for a return but not at the expense of the general welfare of the society. At the minimum the legitimacy should not be license to harm or to betray the trust that has been given to the company. Corporate responsibility involves differing dimensions. They include economic, legal, moral, religious and social dimensions. Responsibility includes among others the recognition of the harmful effect arising from one’s action and to consciously avoid taking such action. It also requires one to do good beside seeking good, to be efficient and productive, ie to create value based on good values, to be law abiding and to respect the right of others. It also includes meeting the expectations of stakeholders. 
With the growing globalization of markets and the effects of global competition, the pressure to meet customers’ and stakeholders’ is increasing. At the same time, the  inter generational issues are becoming increasingly important factors for firms to consider. Carried by the non Governmental organizations the message of sustainable development and conservation of resources is sounding louder. These are being felt even by the financial sectors where investors demand that no financing should be given to logging activities etc.
 In  the present state of accountability demanded of leaders and those empowered to create value, the perception of stakeholders will determine whether or not companies are responsible regardless of companies evaluate themselves. It is on this note that we now look at the case of Islamic financial institutions 
 Governance from Islamic perspective centers on the governance of the self as well as governance as members of the group. A legal person is not covered in the former case. There is no moral or religious conscience that can be garnered except by the people who lead and those who are led within the organization. In similar vein, there is no is no purification except for the souls of individuals within the organization. It is in this context that leadership is the key in determining how values are lived by in Islamic institutions. Leaders are living embodiments of the cultures they desire. The values they display are part of their worldview of Islam and are embodied in their daily decisions and behavior. There is integrity and wholesomeness in terms of their actions, their word and their belief system. Accountability is not only to regulators or the law but more importantly it is the accountability of the servant to his Lord.

 By virtue of this values based leadership, the managing of ethics within the organization will be skewed towards religious ethical values inclusive of spirit and rules of the Shariah.. In the final analysis, the responsibility (taklif) rest with man as he puts on his many hats in discharging his responsibilities. Regardless of his position or role in the organization, he must be guided by the same core values viz being truthful, dependable and trustworthy in discharging his responsibilities. The role of the leader is to establish the right environment or climate for ethical decisions, and to inspire others through his examples. Additionally, his responsibility among others is to formulate and establish the appropriate structure, processes, system, strategies that are integrated and aligned with these values as well as to ensure employment of right staff with the right competencies. One of these competencies is the ethical competency, the practical skills to use values and ethical principles in different situations and contexts with the goal of maximizing the long term value of the organization. This is absolutely necessary for Islamic institutions as they manifest the Islamic worldview and values in discharging their roles and achieve their visions and missions. The translation of these Islamic values in the conduct of business is expected to be the factor that differentiates their ethics and culture from the secular based alternatives. Currently there is no clear evidence that this differentiating factor is already in place. Further studies hopefully will give insights on the characteristics of successful Islamic financial institution.
What is already common known is that good ethics and governance is invariably linked to responsible conduct. In the Islamic perspective, responsibility rest with the individual who is ultimately accountable (mas’uliyyah) to God as His vicegerent. The individual is accountable for being fair and just in his dealings with others He is also accountable for not harming others or violating their rights, and when given responsibility and authority to prevent others especially those under his care from such conduct that would undermine the wellbeing of the community.  Responsibility is not just social; it is religious at the very core. It follows that a well managed and ethical corporation that does not operate contrary to Shariah and the purpose of Shariah is socially responsible. In the case of an Islamic bank, it is obviously not responsible to do business with companies that are involved in haram activities despite their activities being legal. On the other hand it is highly responsible for Islamic financial institutions to invest in the training of employees to be proficient and knowledgeable in related areas of Islamic economics and finance including application of Shariah  in the development and  management of financial products and services. Coupled with the incentives given by the Government as evidenced by the recent budget announcements, it is fair to say that those investing in this area are not only prudent but are actually contributing to the development of the sector and indirectly to the development of the Islamic economy. 
. 
One area that is known but practically lacking in organizations is ethics education or training of subordinates in applying the core values and ethical principles solving problems at their respective levels. Mere exhortations of values will be ineffective if employees are unable to recognize the ethical problems at hand and solve them using those core values and principles. The task becomes more complicated when employees are confronted with the problems that involve competing claims from stakeholders in the exercise of their rights. Ethics training help employees to clarify issues, to get all the facts and to consider all options before acting or deciding. Such ethical training used to be only for managers. In the current environment of empowerment and check and balance, it is equally important that such training be extended to the lower echelons of the organization. Employees need to know how to recognize ethical dilemmas in their day to day decision making process. They need to be familiarized with the reasoning strategies in arriving at the best choice of decisions to adopt. And when they are empowered, they need to be aware of and take the necessary steps to manage the risks that are part of their work. Employees need to know that good character is necessary for ethical decision, but without the proper framework of thinking about ethical issues, they may end up making decisions that are not responsible. Cases of wrongdoing not motivated by ill will are many. The lack of ethical competency is usually the cause of questionable decisions especially when they are made under pressure. Failure to recognize potential ethical problems of apparently ‘straightforward’ decisions, especially when pressured by superiors bent on achieving targets , have led to serious consequences both to the employee and the organization. It is in this area that bank Negara expects the Board of Directors duly chosen to exercise oversight and to provide direction and cascade the company’s core values a the anchor in decision making without losing sight of the direction and the goals. The overarching significance of the Board of Directors functions as council of leaders rather than as rubber stamps of management is only about a decade old. The vicarious responsibility to care for the staff and the community of today and tomorrow must not be lost sight of when looking at bottom lines. 
The establishment of international Center for leadership in Islamic Finance by Bank Negara is testimony to the seriousness of the Bank in getting the right kind of leadership to take up responsibilities of wealth creation.
Training is another aspect of developing an ethical and professional culture . Building a culture requires leadership, time and resources for the values to be internalized by employees. Those organizations choosing to go the shorter route usually rely on enforcing codes of conduct and rule based management. Companies that are merely rule based tend to perceive ethics as legal or regulatory constraints that must be adhered to or conformed with. This is especially evident in an environment where survival is the dominant value and where cheating and unethical tendencies are rampant and require strong controls. However, the culture that develops from this approach tends to be that of reward and punishment. Usually this culture will be associated with the degradation of moral consciousness .In this kind of environment,   misdeeds are ‘realized’ as ‘unethical’ or wrong only when their actions are exposed or punished. Examples include shoddy and uncommitted work,  
Falsified report of sickness, sabotage at workplace to name a few. Responsibility has no significance or meaning to the employees. When rules determine right or wrong, the issue of self governance does not arise. On the other hand values based governance relies on the engrained values that are affirmed and confirmed by the staff as their defining identity and self worth. Through such values self governance and principle based motives work hand in hand with check and balance as well as the respect for rights and responsibilities of others. In this case social responsibility is not for maintaining license to continue operating, but more for building the business through long term mutually beneficial relationship based on contributive justice, that is contributing to the well being of the environment in which business operates even when there is no return in the short run. 
The other aspect of training and education is to develop competent and knowledgeable professionals who are able to carry the field of Islamic finance beyond the current boundaries. The International Center for Education in Islamic finance (INCEIF) is one such institution established under the auspicious of Bank Negara in late 2006. Its flagship Chartered Islamic Finance professional program is a professional qualification that can generate the increasingly demanded corps of competent officers or managers of IFIs to go beyond adaptation but in creating socially balanced financial products that can meet the needs of most ethically conscious investors. At the same time INCEIF  is expected to direct its resources to research that can complement the needs of the Islamic financial industry through its post graduate programs.

Among the areas of research that can utilize and reengineer existing Islamic institutions is the area of cash waqf in mobilizing financial resources that can promote economic activities and provide opportunities of employment and poverty reduction. If successful this tool can be a catalyst for the kind of financing that can promote growth without marginalizing the less fortunate segments of the society. The other area is the development of micro financing as part of the responsibility of Islamic banks in financing the same sector mentioned earlier.
 The challenges for the Islamic financial Institutions in developing high standards of governance and social responsibility are varied and many. Some are already established while others are still in the catching up stage. Some were originally conventional institutions before establishing their Islamic branches or subsidiaries and had established their own unique culture and ways of doing things. It is unfair to expect them to be similar to the conventional approach in terms of goals and achievements of social responsibility  especially when we anchor social responsibility in terms of environment, community involvement and employee welfare. For a start, it is expected that their management should be prudent as well as Shariah compliant. Their ability to satisfy customer needs through quality of services and efficiency cannot be compromised. One of the areas that can be considered important for responsible conduct is actualizing the practice of Islamic finance according to its role as an Islamic economy. Since it is not merely a lender as such, its role in finance is to involve in partnership with others in creating real wealth while at the same time reduce poverty. These are the roles of such financial institutions. It is not in line with the Islamic concept of responsibility if they are passive or do not take the lead in creating wealth as well as distributing wealth. Every such institution can contribute to these programs using its own capacity, resources as well as its own services. For example, they can contribute to research in developing truly Shariah based products that can generate socially productive activities that not only create wealth but also gainful employment opportunities for the community. In the process they should be able to reduce their dependencies on murabaha and bai bithamin ajil financing, save for the small or micro lending services that can be part of their contribution to poverty eradication and hence social wellbeing.
There are other areas that have not been mentioned but deserve attention of Islamic financial institutions. That notwithstanding, the point that needs no belaboring is that governance, social responsibility and ethics from Islamic perspective do not necessarily cover the same territory as in the case of conventional institutions. Islamic economic institutions should take the opportunity of supportive government and regulatory institutions to make an impact on the stakeholders through their ethical competencies, besides directly contributing to real sector development and poverty eradication program not just through charity but through their innovativeness in developing financial products that can benefit the less fortunate. In the final analysis it is how the scenario of Islamic Finance of the future is envisioned, and how that vision is aligned to the worldview of Islam that will determine not only the value added to society but also the ethical import of the practice.
To conclude ,it is necessary to point out that the concept of CSR is not to show that the company is being required to be altruistic for the sake of its image, or to comply with the regulatory requirements even at its disadvantage. It is not even a one shot activity of charity or philanthropy to show a caring organization among others. Whether it is borrowed from the west or it is home grown, it is how the idea becomes a framework that makes the company responsible to govern itself and to be responsible in the process. The development of this framework among the IFIs is the challenge for Bank Negara and the relevant authorities. The right combination of regulations, critical thinking and incentives is the recipe for the future of the Islamic financial industry.
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