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ABSTRACT

Islamic finance has made its first steps in Canada; however, there is still a lack of
Islamic financial products in the country. The Muslim community still struggles
nowadays in finding retail-banking products that do not contravene their religion. In
fact, there are some Islamic financial institutions in Canada; however, these face many
challenges as to the legal and regulatory framework of the financial system. The
literature has proven that for the success of Islamic finance it has to start from the
Canadian banks that have full support from the government and a well established and
powerful presence in the country; in the current legal and regulatory framework of the
Canadian banking system represents an obstacle as to the offering of Islamic retail-
banking products in Canadian banks. This research deeply delved in the study of the
Canadian legal and regulatory framework and found that there are various issues and
challenges faced by Islamic Financial Institutions in Canada as well as different issues
and challenges that impede Canadian Banks from offering Islamic Retail-Banking
Products. As a result, some amendments need to be made in this framework for the
offering of Islamic retail-banking products in Canadian Banks, the most important
ones being in the Bank Act as well as some other amendments. These amendments
were analyzed in details in this research and it is recommended that Canadian
authorities and policy-makers take them into consideration in order to satisfy the
needs of the Canadian Muslim Community.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Canada welcomes immigrants from all over the world and Muslim immigrants are not
left apart in this immigration process. The Muslim community in Canada is increasing
at a fast pace to the point that Islam makes the second largest religion in the country
just after Christianity (Edward, 2011). The main reason why Canada is a safe, secure
and homelike country of immigration is because it respects and accommodates the
needs and backgrounds of its immigrants in terms of culture and religion. However,
Muslims are finding hardship when it comes to financing their major needs such as
homes and vehicles because they can rarely find an institution that deals in
transactions that can be considered Shariah-compliant (El Hammaoui, 2012; Tahmina,
2013).

Canada is the second largest country in the World. The number of Muslims in
Canada amounts to more than 1,400,000 in 2017 making Islam the second largest
religion in the provinces of Ontario, Quebec and in Canada itself (Tahmina, 2013).
Furthermore, according to statistics, the Muslim population in Canada doubles every
ten years. With a population of 8% of Muslims in the city of Toronto and 6% of
Muslims in the city of Montreal which are respectively the biggest and most important
cities in the provinces of Ontario and Quebec respectively, the need for Islamic retail-
banking products is on the rise in order to satisfy the needs for this population
according to the requirements of their religion (Edward, 2011). There were some
attempts in the past to offer Shariah-compliant retail-banking products; however these

companies faced several difficulties because of the existing legal, regulatory and



taxation frameworks. Some institutions decided to offer home financing but the
restrictions present impediments to its implementation (EI Hammaoui, 2012). These
institutions are mainly based in Toronto. In Montreal, only one Islamic institution
under the name of Qurtuba offers Shariah-compliant home financing; however, its
limited capital inhibits its ability from satisfying the big demand of its customers
(Qurtuba, 2020). When approaching policy-makers, they are either reticent because
they do not believe in religious financial practices or they ignore the elements of
implementing Islamic finance due to potential policy impediments (Edward, 2011).
This thesis first looks into the Islamic financial products that are currently
available in the Canadian market. It then looks into the issues that are faced by the
current financial institutions offering Islamic retail-banking products. Finally, the
research investigates the gap present in the Canadian law that is impeding banks from
offering Islamic retail-banking products, the requirements of the introduction of the
Islamic retail-banking products in the Canadian market, as well as the amendments

needed to be made in the regulatory and legal frameworks for this purpose.

1.2 RESEARCH QUESTIONS

1. What are the issues and challenges faced by institutions offering Islamic
retail-banking products in the Canadian legal and regulatory framework?

2. What is the gap in the Canadian legal and regulatory framework impeding
Canadian banks from offering Islamic retail-banking products?

3. What are the amendments required in the current legal and regulatory
framework for the offering Islamic retail-banking products in Canadian

banks?



1.3 RESEARCH OBJECTIVES

1. To explore the issues and challenges faced by institutions offering Islamic
retail-banking products in Canada in terms of legal and regulatory
framework.

2. To analyze the gap in the Canadian legal and regulatory framework
impeding Canadian banks from offering Islamic retail-banking products.

3. To suggest amendments required in the legal and regulatory framework for

offering Islamic retail-banking products in Canadian Banks.

1.4 PROBLEM STATEMENT

Presently, Islamic retail-banking products are offered in Canada by non-bank financial
institutions such as cooperative societies and private companies (Edward, 2011).
Despite the good will and efforts put in opening Islamic financial institutions in order
to offer such products, these institutions often face difficulties not only because of the
restrictions in the Canadian financial laws, regulations and policies but also because of
the lack of capital and the competition they have to face next to the big and successful
Canadian banks (Chaudhry, 2011). These difficulties make these institutions much
less attractive to Muslims who live in Canada and who are in dire need of Shariah-
compliant retail-banking products. These Muslims face hardship when they plan to
buy a house or a car or even when they open accounts in conventional banks. Most of
them do not own these necessary assets because of their religious requirements, and
those who possess them often have the guilt feeling of breaking the divine laws due to
their dealing with interest in acquiring the assets (EI Hammaoui, 2012).

On the other hand, Canadian banks are currently not allowed to offer Islamic

retail-banking products because of the difference in requirements between the



conventional and Islamic retail-banking products in terms of laws and regulations
(Goud, 2009; Edward, 2011). The main difference is that the principal source of
income from the conventional products is the interest whereas the one from Islamic
products is profit. Similarly, the conventional products are offered through the
principle of loan whereas the Islamic products are offered through the principle of
business (Alharbi, 2015). All these requirements are treated differently in the
Canadian law; and in the current legal and regulatory framework of the banking
system, Islamic retail-banking products have no place (Tahmina, 2013).

Dean & Schwindt (2014) mention that for any entrant be it a bank or a product
to make an entry to a country like Canada, it has to face two challenges: the legislation
barrier and the product differentiation barrier. They explain that the legislation barrier
is represented by the difficult and lengthy procedures and regulations to follow. For
instance, a bank can wait several years before getting a charter to open in Canada; two
applications for Islamic banks have already been submitted next to the Office of the
Superintendant of Financial Institutions in 2007 but they still did not receive any reply
(Goud, 2009) and this is still the case in 2019. As per the differentiation barrier, a new
bank or a new product in a near-bank will have to confront the already well-
established banks that have the privileges of convenience and safety (Dean &
Schwindt, 2014). The privilege of convenience can be seen in the presence of the
major banks and their branches in every corner of the Canadian big cities, while the
privilege of safety can be seen in the trust that Canadians put in the big and large
banks because of their good reputation and success.

Dean and Schwindt (2014) mention that some types of institutions such as the
big banks are granted unique benefits which are difficult to challenge. Thus, they

conclude that instead of offering a new product in a new financial institution, it would



be more realistic to encourage the dominating banks to offer that new product and to
empower them to strive for the public interest.

The literature strongly suggests that the best way to introduce an Islamic retail-
banking product in Canada is through the big banks where there is in fact a legislation
barrier, that is tackled in this thesis, but where the product differentiation barrier is
absent (Dean & Schwindt, 2014). For all the reasons mentioned above, this study
investigates the potential of introducing Islamic retail-banking products in Canadian
banks by assessing the amendments that need to be made in different Canadian laws

and regulations in order to make this introduction possible.

1.5 LITERATURE REVIEW

The Literature Review of this thesis contains seven parts: Islamic Finance in the West,
Islamic Finance in Canada, Muslims in Canada, Canada’s Interest in Ethical
Principles, Legal and Regulatory Frameworks of the Canadian Banking System,

Taxation and the Requirements for the Establishment of Islamic Finance in Canada.

1.5.1 Islamic Finance in the West

Islamic Finance is a growing industry all over the world; be it in Muslim countries or
non-Muslim countries (Casper & Ait Allali, 2017). Even though the market is
relatively small compared to its conventional counterpart, Lalani et al. (2015),
Chaudhry (2011), Alexakis and Tsikouras (2009) and Lynn (2009) acknowledge that
Islamic Finance is growing in a better and faster way than the conventional one. The
growth rate of Islamic Finance is evaluated at 15% per year, as on 2015, which is
double the conventional growth rate (Lalani et al, 2015). Furthermore, the Islamic

economic bloc became the fourth after the United States, China and the European



