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FOREWORD
The Djibouti Islamic Finance Country Report provides insights into the remarkable 
achievements recorded by the country, making its mark in the global Islamic finance 
industry. The report provides a thorough and valuable country analysis, both at 
conventional and Islamic finance levels. 

Situated in the Middle East and North Africa (MENA) region, Djibouti serves as the bridge between 
the Arab Islamic world and the African continent. It has registered robust economic growth over the 
years. The country welcomed Islamic banking in 2006 with the establishment of an Islamic bank 
branch. Since then, the concept of Islamic finance spread quickly and got fully embraced by the 
populace. Today, three full-fledged Islamic banks are operational in the country. Islamic banking 
assets constitute about 17 percent of the banking industry. This is a remarkable achievement, 
especially compared with other countries that introduced Islamic finance earlier, where Islamic 
finance assets constitute a smaller percentage of total banking industry assets. In addition, the 
indicators for Islamic banks are remarkable. While non-performing loans for the three Islamic 
banks average 3 percent, the figures for conventional banks are in double digits. 

This report calls for a re-design of the overall institutional framework, developing a national 
strategy to enhance human capacity in Islamic finance, and inducing greater sensitization of 
Islamic finance, both within and outside Djibouti. This will encourage potential investors to enter 
the Islamic finance industry. Industry players feel that there is a limited supply of labor force in 
Islamic finance. This limits the ability to explain Islamic finance concepts and Islamic products and 
instruments to the public. Furthermore, existing Islamic financial institutions compete in recruiting 
Islamic finance experts. Against this background, this report not only asks the right questions but 
also proposes a way forward to reinvigorate teaching in Islamic finance. 

The report also identifies potential opportunities for Djibouti, such as the development of 
Takāful industry. Considering the positive attitude of the population towards Islamic finance, the 
development of Takāful could greatly complement the strong and rapid development of Islamic 
banking in the country. Moreover, Djibouti, with a history of trade, and with more than 90 percent of 
the population being Muslim, is an ideal place to develop a center for halal industry in the region. 
In the quest to meet the increasing infrastructure investments, coupled with the growing financial 
needs in meeting the Sustainable Development Goals (SDGs), Djibouti has huge potential to 
issue Ṣukūk once the enabling regulatory framework is put in place. This will ultimately help in 
addressing the infrastructure funding gap, reducing excessive external borrowing, creating jobs, 
reducing poverty and increasing Djibouti’s ease of doing business. 

It is, therefore, with profound pleasure that I present the Djibouti Islamic Finance Country Report. 
I hope the report avails you with the necessary information to better understand the current and 
future state of Islamic finance in Djibouti.
 

Dr. Sami Al-Suwailem 
Acting Director General
Islamic Research and Training Institute
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EXECUTIVE SUMMARY

The birth of Islamic banking in the Republic of Djibouti in 2006 has changed the economic dynamics 
of the country. The Djiboutian economy has registered robust growth in recent years, averaging 
at the rate of 6.5 percent annually. Islamic banking assets grow at an average rate of 20 percent 
annually. Islamic finance represents 17 percent of Djibouti’s banking market. Domestic prices are 
relatively stable with an annual inflation rate of 3 percent in 2017. Djibouti has a currency board 
which has served the country well. It has a fixed exchange rate to the US dollar. The external 
international reserves are at a comfortable level with above three months of imports cover. 

Despite the high economic growth and a relatively small population size of less than a million 
inhabitants, poverty and unemployment remain high. The unemployment rate is about 40 percent, 
while 41 percent of the population live below the poverty line. The debt situation continues to be 
of great concern with the country having a large portfolio of external debts. Over the past years, a 
number of large investment projects were mostly financed by external borrowing, notwithstanding 
the large foreign direct investment inflows (FDIs), mainly from China and rents from the military 
base.  

Djibouti’s economy is driven by the service sector. The financial sector also plays a pivotal role in 
the economy. The banking industry, comprising conventional and Islamic banks, dominates the 
financial sector. There are 11 banks, of which eight are conventional and three Islamic. Islamic 
banking started in 2006 and is now growing rapidly. As of today, the asset size of Islamic banks 
has reached 50 billion Djiboutian franc. Islamic banks assets have grown by 20 percent. The 
assets, deposits and loans of Islamic banks have grown by 20, 15 and 14 percent respectively. 
The financial sector indicators for Islamic banks remained stable. The average Non-Performing 
Loans (NPLs) for the Islamic banks is 3 percent.  Islamic banks are also highly liquid. 

A Center of Islamic Finance

Djibouti is strategically located, and is poised to be the Center of Islamic Finance in the world. 
There is strong potential for Islamic finance to grow further in the country, given the strong and 
positive reception from the population and support from the political leadership towards Islamic 
finance. The president of Djibouti, the minister of finance, the governor of the central bank of 
Djibouti and other key government officials are committed to transforming Djibouti as an Islamic 
finance center and hub for the African continent and the Middle East. This is further reinforced and 
demonstrated by the annual Islamic finance conference organized by Djiboutian authorities. This 
conference brings together practitioners and scholars of Islamic finance from around the globe to 
discuss and share experiences in Islamic finance. Furthermore, with more than 90 percent of the 
population being Muslim, the country is well placed for the growth of Islamic finance. Djibouti has 
a young population, which will further drive growth in Islamic finance. In addition, the country has 
successfully established various religious committees and centers, namely the National Sharīʿah 
Committee, Zakāt Center, and Salaam and Arab Academy to foster conformity to Sharīʿah 
principles. The National Sharīʿah Committee, located at the Central Bank, advises and informs 
the central bank of the conformity of Islamic financial products and operating procedures of Islamic 
financial institutions as prescribed by Sharīʿah. The Zakāt Center, which comprises of Sharīʿah 
board members of Islamic affairs, shape Islamic finance in Djibouti by issuing jurisprudential 
rulings. They also preach Islamic finance and guide people in their day-to-day financial dealings, 
and participate in radio programs where they talk about Islamic finance. The Salaam and Arab 
Academy helps in meeting the human resources need of the country through academic and 
professional training. 

Islamic banking assets growth forecast

Based on the positive attitude and perception of Islamic finance of the population, coupled with 
strong leadership commitment, Islamic banking assets are forecast to grow by more than 20 
percent by the end of 2018. To achieve continuous growth in Islamic banking going forward, the 
commitment from the leadership and positive attitude of the public on Islamic finance need to 
be accompanied with the necessary regulatory framework and guidelines in support of Islamic 
banking instruments, products and Islamic financing. Djibouti’s Islamic banking system will greatly 
benefit from cross-synchronization of Islamic standards, procedures and practices. 

Challenges 

Despite the significant achievements registered by Djibouti in Islamic finance, there are some 
challenges. Islamic finance is not well diversified at the geographical, sectoral and commercial 
levels. About 80 percent of Islamic bank branches offering Islamic financial services are located 
in the city of Djibouti, the country’s capital city, with very little presence in the rural areas. 
Considering the importance of the Muslim faith to Islamic finance, the rural populations should 
have been the major target for Islamic banks. Another limitation for Islamic finance is lack of 
adequate regulations, although notable work has been done. There is also a need to enhance 
communication to sensitize the population on the benefits and the characteristics of Islamic 
finance. Islamic finance in Djibouti is facing a widespread perception that banking operations in 
the country do not conform to Sharīʿah.  There is also lack of standardization of Islamic finance 
practices. Because of variations in the rulings of the different schools of Islamic thought, Islamic 
finance risks operating in a heterogeneous way. Moreover, Islamic banks in Djibouti tend to mimic 
conventional banking intermediation. 

In Djibouti, two products, namely Mushārakah and Murābaḥah, account for two-thirds of the 
Islamic banks financing. For Islamic banks to realize their full potential, they need to expand and 
diversify their financial services by providing Istisna, Ijara, and Salam products.  There is also 
the need to develop non-banking instruments, such as Islamic insurance (Takāful) and project 
financing through Ṣukūk, to reap the benefits that come with these instruments. However, for 
these instruments to become operational, the necessary legal framework needs to be in place. 
In developing the Islamic finance industry in Djibouti, the Islamic Development Bank (IsDB) has 
played a role in helping the government of Djibouti to set up a regulatory framework by providing 
technical assistance. 
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1. What is your vision for Islamic finance in 
Djibouti?

First of all, it should be remembered that, like 
the other African economies, our country's 
economy is experiencing strong growth during 
the last decade, with a GDP growth rate of 7% 
in 2017. This performance is achieved thanks to 
strategic planning and effective policies. These 
results are more particularly the fruit of our 
strategic vision of development, which relies on 
a services economy offering high added values. 
The second important part of our development 
strategy is the promotion of a sound, performant 
and efficient financial system. Our vision of 
Islamic finance is within this part. As you may 
know, the Republic of Djibouti has established 
since 2011 a legal framework favorable to the 
development of the financial system in general 
and that of Islamic finance in particular. Thus, 
from two conventional banks in 2006, the 
banking sector of the country accounts today 
for 11 banking institutions including three with 
are Islamic banks.
We also aim to become, in our sub-region, 
the first country to promote the development 
of Islamic finance as evidenced by the 
organization of the annual International Summit 
of Islamic Finance in Africa since 2012.

2. What do you think Islamic finance can 
bring to Djibouti?

Today there is no doubt that the weight of 

Islamic finance in global finance is growing 
and that this finance has potential for the 
future of any economy in terms of stability and 
profitability.
The Republic of Djibouti is a small and sparsely 
populated country with very limited natural 
resources. But the infinite Grace of Allah has 
placed it on one of the busiest shipping routes, 
at the confluence of three continents.
Taking advantage of this geostrategic location, 
we made the bet to make Djibouti a strategic, 
commercial and financial hub. We have 
translated this ambition into a development 
program entitled "Djibouti Vision 2035". It 
is a long-term vision that aims to build the 
architecture for a sustainable and harmonious 
economic and social development.
Over the last 15 years, we have embarked on 
an economic development plan based on the 
most modern and competitive transport, energy 
and communications infrastructures possible, 
and all these projects attract a multitude of 
economic actors who are very keen to provide 
funding.

In this changing environment, Islamic finance 
offers many advantages over conventional 
financial products. Its prohibition of interest 
and the requirement that investments be linked 
to the real economy, as well as its approach 
of sharing profits and losses, attract a large 
number of people who, for cultural or religious 
reasons, are excluded from the conventional 

INTERVIEW WITH HIS EXCELLENCY 

ISMAIL OMAR GUELLEH 
President of the Republic of Djibouti

 

financial system. As a result, it improves 
financial inclusion; the increase of the rate of 
the banked observed (from 7% in 2007 to 25% 
in 2017) since the arrival of Islamic banks is a 
proof of this.
Islamic finance also offers attractive financing 
methods without jeopardizing financial stability. 
In addition, the risk-sharing principle in which 
Islamic banks operate helps to strengthen 
financial stability, which is itself a necessary 
condition for the stability of the economic 
system, which ultimately promotes economic 
growth.

In sum, there are many solutions that can 
enable Djibouti and various components of 
Djiboutian society to find a considerable new 
breath with the arrival of this finance. But 
this can only be done effectively if Islamic 
finance evolves into an appropriate enabling 
environment, characterized by a level playing 
field with its conventional counterpart, and 
has an adequate regulatory framework and 
effective partnerships.

3. What are the challenges for the 
development of Islamic finance in Djibouti?

The main obstacle to the development of Islamic 
finance remains regulation, but Djibouti has 
already made notable progress in this area. A 
major challenge remains linked to the need for 
communication to make the population aware 
of its benefits and characteristics.
The Islamic financial industry also faces many 
risks; some of them are specific to it. The major 
risk lies in the perception of a lack of conformity 
to Sharīʿah by the banks in their operations. The 
fierce competition among Islamic banks may 
push them to open the doors to the temptations 
of complacency over the application of Sharīʿah 
principles.
The second risk is the lack of standardization 
of Islamic finance. There would not be one 
Islamic finance, but many ‘Islamic finances’ 
with a risk of having a heterogeneous system 
due to the normative competition between the 
four schools of thought of Islam.
However, in Djibouti like any other African 
country, the Islamic finance sector faces the 
same problem, namely that most of the activities 
tend to reproduce conventional banking 
intermediation. Thus, Murābaḥah is the most 
used tool while Mushārakah and Muḍārabah 
(products based on the sharing of losses and 
profits) as well as Ṣukūk are less used. As a 

result, Islamic financial institutions do not take 
sufficient advantage of these attractive benefits 
that Islamic finance can bring through its 
innovative tools.
To fully reap the benefits of this innovative 
finance, the regulation and proliferation of 
Islamic products are essential to allow healthy 
liquidity of the markets and thereby promote 
the interest of consumers and investors.

4. What are the prospects for Islamic 
finance in Djibouti?

The growth potential of Islamic finance in Africa 
is significant due to the large Muslim community 
living in the continent, to the dynamic growth of 
the economies and to improved regulation in 
key markets.
Africa is decidedly very courted. After China, 
it is now Islamic finance that seems to be 
interested in the African continent, as it appears 
for countries of the Maghreb and Egypt, South 
Africa, and through the states of the former 
French colonial empire.
The main objective of Djibouti is to consolidate 
and expand the shinning of the financial center 
by paying particular attention to the revision 
and updating of the regulatory texts. 
The banked share of the Djiboutian population 
is still weak. In fact, in 2017, 25% of the 
Djiboutians have a bank account. Islamic 
microfinance can also meet the financing needs 
of the most financially excluded populations. 
To this end, Djibouti faces the challenge of 
increasing the financial and societal inclusion 
of its population through these institutions.
In the long term, the establishment of Islamic 
financial products and services can promote a 
favorable environment for the mobilization of 
new resources. Individuals (private households 
and small businesses) can expect to invest 
their money in investment accounts or demand 
deposits consistent with the Sharīʿah principle. 
Companies can find new sources of financing 
to raise funds, either to increase their capital 
or to make their liquidity profitable. Finally, it 
is possible to take advantage of the financial 
windfall of investors and Islamic banks in the 
Middle East, through bond issues (Ṣukūk) to 
finance major infrastructure projects in a context 
where the cost of external debt is becoming a 
burden for many economies.
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Central Bank of Djibouti: 

The main objective of the Central Bank of Djibouti is to ensure the convertibility of the national 
currency, the Djibouti Franc, created in 1949. Freely convertible and linked to the US Dollar by a 
fixed parity, the Djibouti Franc draws its stability from the foundations of its currency-board type 
system.
Its principle of operation is simple: Each Djibouti Franc issued must be fully covered by a deposit 
in US dollars with one of the correspondents in New York. In this way, the Central Bank of Djibouti 
is responsible for the management of the country's official foreign currency reserves to guarantee 
a broadly positive coverage rate for its programme. As for the purchase of currencies, it is free 
and is done against the simple deposit of Djibouti Francs.
This lack of exchange control and a strict and controlled application of the regulatory and 
prudential provisions of credit institutions have made Djibouti an attractive and secure dynamic 
financial place where the operators of the Sub-region lodge their main operations. 
The financial sector, profiting greatly from the strength of the country's economic growth for several 
years, is experiencing a strong expansion. The number of active financial operators continues to 
increase and the country now has 11 commercial banks, a state fund for SME/SMI financing, 3 
microfinance institutions and 20 exchange and money transfer offices. 
To support the development and modernization of the financial sector, the national authorities 
have begun a revision of the banking and financial legislation since 2011, in order to adapt it to 
the expectations of the financial hub.

EXCLUSIVE INTERVIEW
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CHAPTER 1
School children on their way to school in Djibouti.
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Robust economic growth 

The economy of Djibouti has shown a 
robust growth in recent years, recording 
an average of over 6.5 percent year-on-

year from 2014 to 2017, with the real GDP 
forecast to grow at 7 percent in 2018 and 2019. 
The strong growth is due to several factors: 
public sector investments namely railroad to 
Ethiopia, construction of new ports(1)  and water 
pipeline from Ethiopia, foreign direct investment 
inflows largely from China, the rent from foreign 
military bases and its strategic geographic 
location. Figure 1.1 shows economic growth 
in Djibouti and comparator countries (Eritrea, 
Ethiopia(2), Somalia and Sudan). With the 
exception of Ethiopia , Djibouti’s economic 
growth continues to outpace the comparator 
countries over the medium term.

There are prospects for the economy to 
grow stronger due to major reforms under 
the Vision Djibouti 2035. The aim of the 
vision is to “transform the country into a 
logistics and commercial hub for the whole 
of East Africa and turn the country into a 
middle-income economy”. The vision targets 
annual GDP growth rates of 7.5 - 10 percent, 
increased per capita income in three folds 
and increased employment opportunities. The 
vision comprises of five main pillars: (i) peace 

(1) According to IMF 2016 Article IV, the new ports consist of multipurpose 
port of Doraleh, Port of Goubet, Port of Tadjourah, and Crude oil Terminal of 
Damerjog. 

(2)  It should be noted that although Ethiopia is a neighboring country to 
Djibouti and considered as a comparator country, it is an outlier due to its 
population size and economic status as compared to the other countries.

and national unity, (ii) good governance, (iii) 
economic diversification, (iv) human capital 
development, and (v) regional integration. 
To implement this reform, the country has 
launched several infrastructure investment 
projects, many of which are externally financed. 
However, the external financing could pose 
greater risk on the country’s public external 
debt position(3). 

Even with the high economic growth rate, 
however, the country is subject to high risk of 
debt distress. Going forward, the economic 
growth may be impacted by lower productivity 
investment than expected from investment 
in ports and railway projects, slowdown in 
international trade, economic slowdown in 
China and Ethiopia and the continuous tension 
in the region which could result in mass inflows 
of migrants from Yemen. 

Sectoral contribution to GDP

Despite changes in the economic activities 
in Djibouti in recent years, sectorial rankings 
in terms of contributions to GDP remained 
broadly unchanged over the past five years. 
The service sector contributes more than 
70 percent of GDP. According to Djibouti 
Bureau of Statistics, the share of services, 
industry and agriculture to GDP in 2017 is 

(3)  32 percent of the external debt was owned by the central government, while 
68 percent consisted of government-guaranteed debt of public enterprises 
of which 77 percent is owed to China’s Exim Bank. In addition, many of the 
existing loans are concessional (IMF 2016 Article IV report).
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Figure 1.1: Except for Ethiopia, Djibouti’s growth outpaced comparator countries

Source: International Financial Statistics, IMF and IMF 2016 Article IV
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74.1, 22.3 and 3.6 percent respectively. The 
service sector is  dominated by transport, 
storage and communication, wholesale and 
retail, hotels and restaurants, and general 
government services. Figure 1.2 shows that 
the share of transport and communication 
to GDP is 27 percent, wholesale and retail 
trade, hotels and restaurants contribute 18.6 
percent to GDP. While finance, real estate and 
business services contribute 14.4 percent to 
GDP, general government services contribute 
11.2 percent to GDP. In the industry sector, 
construction and electricity, gas and water 
contribute 13.4 and 5.3 percent to GDP 
respectively, while manufacturing and mining 
and quarrying contribute 2.9 and 0.2 percent 
respectively. The agriculture sector, which 
constitutes agriculture, forestry, fishing and 
hunting, contributes 3.5 percent to GDP. 

Stable inflation

Figure 1.3 compares the Consumer Price 
index (CPI) with countries in the East Africa 
region. It can be seen from the figure that 
Djibouti has one of the lowest inflation rates 
year-on-year from 2014 to 2017 among the 
comparator countries.  The low inflation rate 
could be attributed to low inflation importation 
from the United States given that the country is 

in a currency board exchange rate regime and 
has fixed or pegged the Djibouti franc to the 
US dollar. Going forward, inflation is expected 
to remain low due to moderate world food and 
commodity prices.  Consequently, headline 
inflation is expected to be at a moderate rate in 
the medium term.

Monetary aggregates increased sharply from 
6.5 percent to 19.0 percent annually in 2014 
and 2015 respectively. However, from 2016 
and 2017 broad money increased by 8.0 and 
8.7 percent respectively. It is also projected to 
increase by 8.3 percent in 2018. The net foreign 
assets(4)  grew faster than net domestic assets  
(5)for the period 2015 – 2017 (IMF, 2016 Article 
IV). Money velocity declined from 1.2 percent 
in 2014 to 1.1 percent in 2015 and remained at 
this rate until 2017. It is projected to increase to 
1.2 percent in 2018 going forward. This could 
be because of increase in economic activity 
due to infrastructure investment in the ports 
and railways to Ethiopia. 

Credit to the private sector: Figure 1.4 
reports that the 12-month percentage change 
in credit to private sector grew in 2014 and 

(4)  It comprises of central bank and commercial banks

(5)  It comprises of central bank and commercial banks

Figure 1.2: Sectoral share of GDP (in percent)

Source: Djibouti Bureau of Statistics and IRTI staff calculations
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2015 by 8.6 and 7 percent, respectively, with 
a declining trend since then. However, credit 
to the private sector as a percentage of GDP 
is projected to grow in the double digits from 
5.5 percent in 2017 to 16 percent by the end of 
2018. This could be because of the investment 
boom and greater confidence in the economy, 
driven by external investments.

The low credit to private sector can be attributed 
to unfavorable business environment, smaller 
size of the private sector, fewer registered 
private enterprises and the predominance of 
informal activities. 

According to the World Bank’s 2018 Doing 
Business report, Djibouti is ranked 154 out of 
190 countries with very low scores in terms 
of getting credit, enforcing contracts, and 
access to electricity. Therefore, until there is 
considerable improvement in the business 
environment, credit to private sector will 
remain a challenge. Furthermore, government 
and non-government enterprises compete for 
credit with the private sector resulting in the 
“crowding-out” of the private sector (See Figure 
1.4). Notwithstanding these developments, the 
increasing trend of Non- Performing Loans 
(NPLs), from 21.8 percent in 2016 to 22.8 
percent in 2017, present a challenge for the 
financial sector. 

Central government finances

The budget deficit is estimated at 16 percent of 
GDP in 2016 representing a decline compared 
to 22 percent of GDP in 2015. The major 
infrastructure investment projects, namely 

the ports, railways and water pipelines exert 
pressure on public finance(6) . According to IMF 
Article IV report, in 2016, revenue collection 
remained relatively strong. However, non-tax 
revenue and grants fell below expectations. 
On the one hand, tax revenues exceeded 
projections; on the other hand, non-tax 
revenues fell below projections by 1.5 percent 
of GDP due to lower dividend transfers by 
the port operator because of an ongoing 
dispute with the government. Further delays 
in disbursements led to a significant revenue 
shortfall in grants by 1.8 percent of GDP. In 
2016, Djibouti central government’s tax to 
GDP ratio was 31.3 percent of GDP, and this 
far exceeded the average for other comparator 
countries at similar levels of development.

However, international trade tax is below that 
of sub-Saharan Africa. Given Djibouti’s trade 
history and its position as a “trade hub” for 
Middle East and Africa, the authorities need 
to work on reforming this sector to reap the 
benefits of the country’s strategic location. 
One possible area of reform is to eliminate 
or reduce tax exceptions as these exceptions 
increase inequality.  

Furthermore, to match the revenue shortfalls, 
the authorities embarked on spending restraint 
in 2016. The authorities curtailed domestic 
capital expenditure and reduced spending on 
transfers. They also embarked on curtailing 
the wage bill with a hiring freeze (no new net 
recruitment) in all sectors except education 

(6)  The central government budget definition does not include two major 
projects, the water pipeline and railroad undertaking by pubic enterprises.
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and health sectors. However, there were 
expenditure overturns in goods and services 
mainly because of security related spending 
due to fragility of the region. Furthermore, 
interest payments increased, amounting to 
1.4 percent of GDP in 2016, because of debt 
service payments assumed by the budget 
on external loans for the railroad and water 
pipeline projects. 

Domestic and external arrears continue to 
mount. Domestic debt arrears continues to 
remain at 0.5 percent of GDP because of 
one-month wage bill arrears accumulated 
over the previous years.  The authorities’ plan 
is to reduce these arrears gradually over the 
medium term. 
Some progress was made in clearing external 
debt arrears in 2016. For example, outstanding 
arrears to India, which was 0.6 percent of 
GDP as of end-2015, was cleared under a 
restructuring arrangement. Notwithstanding 

this improvement, external debt arrears 
remained at 0.7 percent of GDP mainly due to 
debt owed to Iran, Belgium, Italy, and Spain(7) 
. As a result of this commitment, short term 
arrears amounted to 0.2 percent of GDP, which 
was owed to Arab Development Fund and India. 
Figure 1.5 shows panels of central government 
finance and debt situation of Djibouti.  

(7)  The arrears owned to Iran amounted to 0.3 percent of GDP and that owned 
to Belgium, Italy, and Spain accumulated to 0.2 percent of GDP as a result of 
suspension of payments pending the conclusion of negotiations to convert the 
related debts into development projects. 

Debt level remains high

According to the World Bank and the IMF 
Sustainability Assessment (DSA) exercise 
conducted during IMF 2016 AIV consultation 
mission, Djibouti continues to be at high risk of 
debt distress. All debt sustainability indicators(8) 

(8)  The ratios are Debt to GDP, debt-to-exports, debt-to-revenue, debt 
service-to-exports, debt service-to-revenue.

are above their thresholds for a long period.  
The exercise further revealed that the risk of 
distress worsened, while debt-to-GDP ratio 
widened from 50 percent at end of 2014 to 
85 percent of GDP at end of 2016 mainly 
due to disbursements from contracted loans. 
Furthermore, large parts of the debt consist 
of government-guaranteed public enterprise 
debt, which represents a contingent liability to 
the government. According to the DSA results, 
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 Total tax 
Revenue

Personal 
Income tax

Corporate 
Income Tax

Goods and 
Services Tax

International 
Trade Tax

Djibouti 31.3 3.4 3.6 4.3 3.4
Sub-Saharan Africa 16.8 2.7 2.5 3.6 4.2
Middle East and 
Central Asia

12.7 1.7 3.5 3.2 1.2

Table 1.1: Regional comparison of central government tax revenue with Djibouti 
(percentage of GDP)

Source: IMF 2016 Article IV and country authorities 
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solvency and liquidity risks are high and have 
increased since 2015. In addition, debt service 
falling due will increase substantially over the 
next couple of years, putting the country’s debt 
at unsustainable levels, because revenues 
may not perform as expected, and this would 
reduce the country’s capacity to repay its debt.

External sector developments

The current account deficit of the Djibouti 
economy widened due to large investment 
related to imports. According to IMF 2016 
Article report, the external current account 

deficit increased to 32 percent of GDP in 2015 
before going down to 29 percent of GDP in 
2016.  Although, there was high exports growth, 
the increase in imports of investment goods 
resulted in the large deficit. This deficit is mainly 
financed through public sector borrowing 
related to infrastructure projects and foreign 
direct investment (FDI) inflow. The currency 
board coverage remains at a comfortable level. 
In 2014 and 2015, the ratio of reserves to base 
money is estimated to have reached 110 and 
107 percent respectively. From 2016 to date, 
the currency board coverage remains at 109 

percent and it is projected to remain at that 
level over the medium term (see Figure 1.6). 

According to the IMF’s exchange rate 
assessment applying the EBA-lite 
methodology(9), the exchange rate was 
overvalued by 1.2 percent in August 2016 
year-on-year, which is broadly in line with the 
macroeconomic fundamentals. Moreover, 
the currency board arrangement assisted in 
reassurance of confidence and enhancing 
predictability in international transactions. In 

(9) External Balance Assessment (EBA) methodology replaces the Consultative 
Group on Exchange Rate (CGER) method.  EBA methodology and External 
Sector Report (ESR) provides a multilaterally consistent assessment of largest 
economies’ external sector position and policies. The main difference between 
the two methodologies is that EBA introduces a distinction between positive 
analysis and normative evaluation as well as incorporating more policy l 
variables and fundamentals in the external sector assessments. The EBA is 
only limited to exchange rate and current account assessments but it includes 
capital flows and reserve adequacy. EBA-lite methodology introduced in 2014 
is an extension of EBA assessments to be used by non-EBA countries.

addition, it should be noted that the current 
account sensitivity to changes in exchange 
rate is relatively low due to the fixity of the local 
currency to the US dollar. The main sources of 
exports are the use of port services by Ethiopia 
and services and rents from a foreign military 
base. Also, the high dependence on imports for 
food and fuel as essential commodities results 
in the low-price elasticity of imports. 

International reserves continue to remain 
strong and at comfortable levels. Between 
2014 and 2017 the average months of import 
cover was greater than 3.4 months. However, 
there was a drop in gross international reserves 
in 2015 but it picked up in 2016 and 2017. The 
peak period of reserve cover occurred in 2017 
but thereafter it is projected to fall as funds for 
the main investment projects slowed down.  
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Figure 1.6: Djibouti: External sector current account deficit, currency board and 
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Source: IMF, 2016 Article IV

Indicator Rank in 2014 
(189 countries)

Rank in 2017 
(190 countries)

Rank in 2018 
(190 countries)

Ease of doing business 160 171 154
Starting a business 127 172 115
Getting electricity 144 172 169
Getting credit 180 181 183
Enforcing contracts 163 184 175

Indicator Djibouti Eritrea Ethiopia Somalia Sudan
Ease of doing business 154 189 161 190 187
Starting a business 115 184 174 187 181
Dealing with construction 
permit

84 186 169 186 178

Getting electricity 169 187 125 187 187
Registering property 168 178 139 150 181
Getting credit 183 186 173 186 177
Protecting minority investors 96 172 176 190 177
Paying taxes 108 148 133 190 66
trading across borders 159 189 167 160 178
Enforcing contracts 175 119 68 110 81
Resolving Insolvency 73 168 122 168 168

Table 1.2: Doing Business Indicators: Djibouti 
Doing Business Djibouti

Table 1.3: Doing Business Indicators: East Africa including Djibouti 

Source: World Bank Doing Business (2014, 2018)

Source: World Bank Doing Business 2018
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improve the country’s human capacity to meet 
an increasing need for skilled workers. 

Foreign Direct Investment

Djibouti has been on the receiving end of huge 
FDI inflows. The main sources of Djibouti 
investment boom are finance through foreign 
loans and Foreign Direct Investment (FDI) 
flows. According to IMF Article IV report, from 
2011 to 2014, FDI financing outpaced foreign 
loans. However, in 2015 and 2016, foreign 
loans overshoot FDI financing. It is projected 
that FDI financing will continue to outpace 
foreign loans financing from 2017 going 
forward. Furthermore, the large current account 
deficit is financed mainly through borrowing 
and FDI. According to the IMF Article IV report, 
from 2014 to 2017, average FDI to GDP is 9.2 
percent. From 2017 the ratio of FDI to GDP is 
in double digits and is projected to remain high. 

The Doing Business Indicators

From the World Bank’s Doing Business 
Indicators, Djibouti’s rank has improved from 
171 to 154 in 2017 and 2018 respectively. 
As shown in Table 1.2, Djibouti ranked best 
in resolving insolvency (73). However, it 
needs improvement in access to credit (183), 
enforcing contract (175) and getting electricity 
(169). 

Using data from World Bank 2018 Doing 
Business Indicators report, Djibouti is the best 
performer as compared to the four comparator 
countries in the region(10)  (see Figure 1.7).  

Djibouti has not only outpaced these countries 
in the overall doing business ranking but led 
in some of the indicators such as ease of 
doing business and starting a business (see 
Table 1.3). Djibouti made starting a business 
less costly by exempting new companies 
from professional license fees and reducing 
fees to register a business and publish the 
notice of commencement. Similarly, Djibouti 
made obtaining a construction permit easier 
by reducing the cost of concrete inspection 
and by implementing decennial liability for 
all professionals involved in construction 
project. Hence, these major reforms improved 
Djibouti’s ranking. The World Bank report also 
underscores that Djibouti is part of the 10 

(10)  Four countries, namely Eritrea, Ethiopia, Somalia and Sudan, are used 
as comparator countries for the following reasons. First, they are all located in 
East Africa, they share borders and to some extent they are in a fragile region. 
Second, Djibouti borders with Ethiopia and has a railroad and water pipeline. 
Third, Djibouti is a trade hub for many of the countries in the region; it serves 
as a major re-exports center for neighboring countries such as Ethiopia, 
Eritrea, Somalia, and Sudan.

economies that have shown the most notable 
improvement in doing business in 2018.  

Nevertheless, Djibouti needs major reforms. 
These include improving access to credit, 
increasing electricity generation, and enforcing 
contracts. It is therefore important for Djibouti 
to implement policies in lowering lending rates, 
revamping the electricity sector and enhancing 
the enforcement of contracts. There is a need for 
a major reform in establishing credit reference 
bureau, greater private sector participation, 
macroeconomic stability, and greater financial 
inclusion. The government may also explore 
other sources of generating electricity supply, 
such as renewable energy, to expand the 
availability of electricity supply. There is also 
the need to enhance the business legislative 
systems particularly in enforcing contracts. 

Conclusion and policy 
recommendations

Djibouti’s economy has registered robust growth 
over the years. However, it faces challenges 
to maintain inclusive growth, reduce poverty 
and enhance employment. It is recommended 
to diversify and broaden the revenue base by 
taxing the informal sector and improving on 
other non-tax revenues. Furthermore, there 
is need for reducing high levels of domestic 
and external debt to a sustainable level and 
for the government to borrow only on highly 
concessional terms.  

The government should embark on structural 
reforms that will focus on diversifying the 
economy, reducing the dominant role of the 
public enterprises and public corporations 
in the economy, and boosting private sector 
engagement. In addition, there is the need for 
a reform agenda to strengthen human capital 
and financial institutions.

Finally, the government needs to be more 
proactive in pushing for the regional and global 
integration agenda. Djibouti has started moving 
in the right direction in taking advantage of her 
geographic position in East Africa. The country 
is strategically located and needs to further take 
advantage of the river transportation system. 
Furthermore, Djibouti needs to increase and 
strengthen partnerships with multilateral 
institutions such as the Islamic Development 
Bank, African Development Bank, World 
Bank, and the International Monetary Fund to 
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1) Why do you think Islamic finance is 
suitable for Djibouti?

Djibouti is a country with a 90% Muslim 
population that was colonized by the French 
who have established conventional banks that 
have kept the monopoly from 1977 (year of 
independence of Djibouti) to 2006.

There are several stages for the arrival of 
Islamic finance in Djibouti. First, there is a need 
to break the duopoly in the banking system 
in Djibouti, which was made up of 2 French 
banks  that dictated their law with respect to 
the interest rate, the conditions of access, 
etc. We thought it was a blocking factor for 
the Djiboutian economy and then focused on 
how to break this duopoly. We found that the 
regulation constituted the first obstacle in the 
sense that it only allowed the establishment of 
type A banks (European and American banks) 

and de facto excluded Islamic banks. In our 
reflections we realized, through our exchanges 
at the annual meetings of the Islamic 
Development Bank (IsDB), that Islamic banks 
can serve the Djiboutian economy and that 
they should be attracted. Then we began the 
revision of the texts, in 2009, with the support of 
the partners including the IsDB. This work was 
finalized in 2011, with the adoption of a Law 
for Islamic Finance and a Law for Conventional 
Banks. The Law on Islamic finance has been 
completed as time goes with Instructions.

To sum up, there are religious and economic 
reasons for Djibouti›s interest in Islamic 
finance.

2) What are the main elements of the 
legislative and regulatory framework of 
Islamic finance in Djibouti, and how does it 
relates to the conventional one?

Ahmed Osman Ali, Governor of the Central Bank of 
Djibouti since January 2013, holds a Master›s degree 
in Economics and a Diploma of Advanced Studies in 
Banking Economics obtained in France.
Before joining the Central Bank in the late 1980s, Mr. 
Osman began his career in the field of higher education 
where he was successively Professor of Economics at 
the Lycée Tours and the EcoleSupérieure de Gestion 
from Tours from 1985 to 1989. Mr. Osman began his long 
and successful career at the Central Bank as Controller 
General of Operations at the National Bank of Djibouti and 
Head of Mission of the Department of On-site Banking 

Supervision from 1989 to 1997.
During this period, Mr. Osman led the reform of the financial center with the adoption of regulatory 
texts (Statutes of the Central Bank, Banking Law, Islamic Finance, Development of Microfinance), 
the reorganization and strengthening of the Central Bank’s missions (supervision, AML/FT, etc.), 
the conduct of negotiations with the Bretton Woods Institutions.
Since 2013, Mr. Osman has made significant reforms to transform the financial system 
(modernization of the national payments system, improvement of the credit information system, 
introduction of leasing, establishment of a guarantee fund for SME financing, establishment of 
a national sharia committee, etc.). He has organized since 2012 the African Summit of Islamic 
Finance, organized each year by the Central Bank of Djibouti.

INTERVIEW WITH HIS EXCELLENCY 

AHMED OSMAN ALI 
The Governor of the Central Bank of Djibouti
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The economic development in the Republic 
of Djibouti is closely linked to the role played 
by banking institutions. With the development 
of Islamic finance, it has become essential to 
question the mechanisms (operation, products, 
governance) to be put in place so that Islamic 
banks can achieve their objectives in terms of 
efficiency and performance. They contribute to 
the development of savings and investment. 
So the questions were:
- What mode of governance must be put in 
place so that the Islamic bank can support the 
development of the financial and economic 
systems?
- What are products and services Islamic banks 
should offer to serve a growing economy?

In this regard, the Djiboutian economy has set 
up, as of 2011, a body of legislation to frame 
this area of activity.  To this end, we can cite 
the Act No. 116/AN/ 11/6th L, relating to the 
establishment of Islamic Banks in Djibouti, 
which determines the establishment of Islamic 
finance in the country. A law supported by 
the Instruction 2012-01 on the conditions of 
establishment of Islamic banks, which defines 
the opening terms of these institutions. These 
two regulations were followed by a series of 
Instructions on Islamic finance products that 
they can offer to their clients, including:
• Instruction 2012-02 on Murābaḥah 

operations carried out by Islamic banks,
• Instruction 2012-03 relating to Muḍārabah 

operations carried out by Islamic banks,
• Instruction 2012-04 on Mushārakah 

operations or investment by Islamic banks,
• Instruction 2012-05 concerning the 

operations of Ijārah Tashghīlīyah and 

Ijārah Muntahiyah bi-al-Tamlīk,
• Instruction 2012-06 relating to Istiṣnāʿ 

operations, and
• Instruction 2012-02 relating to the 

operations of Bai ‹Salam.
 
This legal corpus in accordance with the 
principles of Sharīʿah regulates licensed 
Islamic banks activities in Djibouti. On the other 
hand, it should be noted that if the principle and 
the modus operandi of conventional banks are 
determined in the Banking Act No. 119/AN/ 
11/6th L, the Islamic banking Act No. 116/AN/ 
11/6th L sets bridges between the two types 
of activities and determines the principle of 
the practice of banking products within the 
conventional banking system.

Thus, Article 10 of the Islamic banking Act, 
relating to the establishment of Islamic banks, 
states that: “A ba4nk wishing to open one or 
more new windows dispensing Islamic banking 
products or wishing to turn windows practicing 
until then the conventional banking business 
into windows dispensing Islamic banking 
products known as «Islamic windows», must 
comply with the regulatory provisions published 
for this purpose.”

To this end, Instruction 2012-01 on the 
conditions of establishment of Islamic banks, 
which defines the opening terms of these 
institutions, specifies in its Article 8 and the 
following «that pursuant to Article 9 of the 
Banking Act, the practice of Islamic finance by 
the conventional bank must be duly authorized 
by the Central Bank of Djibouti. The Islamic 
window is a division within a conventional bank 

This Global Islamic Finance Award ceremony as "Central Banker of the Year 
2018" represents for us a testimony and recognition by the international Islamic 
financial community of the immeasurable efforts undertaken by the Djiboutian 
authorities and the Central Bank of Djibouti in the development of Islamic 
finance. 

This award is an invaluable encouragement that will help strengthen our 
determination to unleash the economic and strategic potential of Islamic 
finance in Djibouti in particular and in Africa in general.

“
”

that exclusively provides services and products 
compatible with the principles of sharia law.»
Thus, it remains possible to combine the two 
Islamic and conventional finance activities in 
strict compliance with the principles enacted 
by Sharia.

3) How are you organized at the Central 
Bank of Djibouti (CBD) for the regulation 
and supervision of Islamic banks?

Islamic banks are subject to the same 
obligations (prudential rules, capitalization 
thresholds, Capital Adequacy Ratios (CAR), 
etc.) as conventional banks. They also have a 
very comfortable level of capitalization, with a  
CAR of 13.4% at the end of 2017 and a low 
exposure to bad debts, with a non-performing 
loan rate of 5.7% at the end of 2017 ( against 
13.3% for the entire sector). Islamic banks are 
expected to adopt all the provisions of the two 
leading international bodies in Islamic finance, 
the AAOIFI and the IFSB.

In order to improve the control of Islamic finance, 
a National Sharīʿah Committee has been set 
up within the Central Bank. The purpose of 
this Committee is to advise and inform the 
Central Bank of the conformity of the financial 
products and operating procedures of Islamic 
financial institutions as prescribed by Sharīʿah. 
This Committee addresses in particular to the 
Central Bank of Djibouti its opinion on:

• the validation of the Sharia governance 
framework of Islamic financial institutions,

• the conformity of Islamic products with 
Sharia, and

• Sharia audit reports of Islamic financial 
institutions.

4) What are the major initiatives taken by 
the Central Bank in favor of the Islamic 
finance?

Under the high patronage of the President of 
the Republic, Ismail Omar Guelleh, the Central 
Bank of Djibouti organizes every year since 
2011, the African summit of Islamic finance, a 
forum dedicated to the development of Islamic 
finance in Africa. More than 350 top Islamic 
finance executives and central bank governors 
from several countries are taking part to this 
summit.
Since November 2015, the CBD has a National 
Committee of Sharia «CNC», composed of 

experts in Islamic law and finance, responsible 
for overseeing the regularity and compliance 
with Sharīʿah Islamic financial products in 
Republic of Djibouti.

Since 2016, Djibouti has an Arab Academy 
of Financial and Banking Sciences dedicated 
exclusively to the promotion of education and 
training in business, banking, financial sciences 
and information technology. On May 15, 2017, 
under the patronage of His Excellency Ismail 
Omar Guelleh, President of the Republic 
of Djibouti, a ceremony for the launch of the 
French translation of the Sharīʿah standards of 
the AAOIFI was organized in partnership with 
the CBD and the Arab Academy of Banking 
and Finance (AABFS).

5) What are your specific objectives in 
relation to the development of Islamic 
finance in Djibouti?

Convinced that the Islamic finance system 
can make important contributions to savings 
mobilization and financial inclusion, the 
Government of Djibouti has established a 
robust legal framework to facilitate a healthy 
and sound expansion of Islamic finance in the 
country. The advent of Islamic finance has 
been designed to respond to a real need of 
the local market by integrating in the financial 
circuit customers who want to have services in 
accordance with their religious ethics.

Since 2006 and the opening of SABA Islamic 
Bank, the first financial institution to be granted 
an Islamic banking license by the Central 
Bank, Islamic banks have steadily grown and 
now represent about 17% of the Djiboutian 
banking market while their assets grow at an 
average annual rate of around 20%. While the 
Islamic finance industry still has considerable 
development potential, maintaining such 
a pace of expansion necessarily requires 
greater structuring of the sector as well as a 
diversification of its commercial offer and its 
customers portfolio. 

6) What does Islamic finance bring to 
Djibouti?

In the last ten years, the number of banks 
has grown from two institutions to ten, three 
of which are Islamic. The latter are now an 
integral part of the country›s economic and 
financial landscape: their cultural proximity and 
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willingness to support the productive sectors 
have enabled them to capture 16% of banking 
sector assets in a few years of activity.
To date, three banks are active in the niche 
of Islamic finance (SABA Islamic Bank, East 
Africa Bank and Salaam African Bank), and are 
fully dedicated with their 10 branches. Since 
the launch of the first bank dedicated entirely 
to Islamic finance activities in 2006, the assets, 
deposits and loans of this part of the banking 
sector (expressed in local currency) have 
grown at average annual rates of 18%, 15% 
and 14%, respectively.

7) How do Islamic banks compare with 
conventional banks in financing the 
economy (e.g. SMEs financing), in terms of 
solidity and profitability?

In terms of weight, the assets of Islamic 
banks have reached 50 billion FDJ today 
and represent 16% of total banking assets, 
against only 1.2% in 2006. Deposits collected 
by these banks, recorded an annual increase 
of 20%, and currently represent 13.2% of all 
deposits, while the volume of loans granted is 
in the proportion of 11.2% of the total banking 
system. Islamic banks are also helping to 
improve banking services, and hold 23% of the 
number of bank branches, 25% of the number 
of bank accounts and 40% of the number of 
ATMs.
These good results and their prospects also 
sharpen the appetite of conventional banks, 
some of which project to open Islamic windows 
within them. In terms of profitability, the Islamic 
banks posted performances comparable to 
those of the entire banking sector with, at the 
end of 2016, a ROA of 0.9% (against 1.1% for 
the entire sector) and a ROE of 12% (versus 
11.9%).

According to the estimates, Islamic banks could 
concentrate up to 30% of the banking assets 
by 2020, compared to 17% currently. However, 
in order to take full advantage of its potential, 
this market segment must necessarily be 
structured and diversified at the geographical, 
sectoral, and commercial levels (range of 
products offered).

8) What are the challenges to the 
development of Islamic finance in 
Djibouti?

The Islamic finance industry is also 

insufficiently diversified at the geographical, 
sectoral, and commercial levels. The city of 
Djibouti concentrates nearly 80% of bank 
branches offering Islamic finance services. 
In general, they have very little presence in 
regional territories. Moreover, given their more 
general attachment to the Muslim faith, rural 
populations are undoubtedly a prime target 
for Islamic banks. Two products (Mushārakah 
and Murābaḥah) alone accounted for two-
thirds of the financing granted by Islamic 
banks in Djibouti. To realize their full potential 
and maintain their rate of expansion, they 
will need to expand their range of financial 
services, including through the larger-scale 
development of Al Istiṣnāʿ, Al- Ijārah, Al-Salam. 
Instruments of non-banking institutions are 
not yet developed such as Islamic insurance 
(Takāful), project financing / infrastructure 
(Ṣukūk Bonds).

In an objective analysis, far from any other 
ideological or political calculation, the Islamic 
economy in general and Islamic finance in 
particular could provide solutions to certain 
problems, among other alternatives. Indeed, 
Islamic financial institutions could provide a 
favorable framework for the mobilization of 
internal and external resources. They can 
capture internal resources that were hoarded 
in the form of cash in safes, jewelry etc.  The 
great enthusiasm experienced by SABA Bank 
at the opening of its doors in 2006 from small 
savers is the proof. Subscribing to «Ṣukūk» 
from a serious issuer could guarantee a 
profitability far from that offered through money 
market investments.

The main issues and challenges to substantially 
increase Islamic finance in Djibouti relate to the 
mobilization of significant financial resources 
brewed by this industry. It is the same in 
Djibouti because the presence of Islamic 
finance is limited for the moment to the banking 
sector. Thus, the horizons to explore concern 
in particular:

• The issuance of Ṣukūk, with as a 
preliminary the establishment of a legal 
framework. Ṣukūk promotion is essential 
to support the government›s investment 
program, while at the same time meeting 
private sector investment needs.

• The promotion and growth of Takāful 
insurance in collaboration with the Ministry 
of Finance,

• Islamic microfinance, currently at the 
experimental stage, deserves to be 
enlarged to support the process of banking 
the low-income populations,

• The signing of partnership agreements 
with private sector development support 
institutions, such as the Islamic Corporation 
for the Development of Private Sector 
(ICD), is a potential opportunity to promote 
the growth of SMEs / SMIs.

9) What are the prospects of Islamic 
finance in Djibouti?

The Head of State, Ismail Omar Guelleh, in his 
inaugural speech emphasized the importance 
of the potentialities and opportunities of Islamic 
finance for the African continent, whose 
expansion has continued to grow in recent 
years. In this sense, the President of the 
Republic said: "The finding for the moment, is 
that its great delay in the development of this 
sector is damaging for Africa in view of the 
growing interest of the Western countries to the 
same question".

Islamic finance has seen a lot of progress in 
its home base, in the Middle East and South 
East Asia, and has also penetrated Western 
markets. Recent studies show a net increase 
of 15% per year, since asset volumes exceed 
2000 billion US dollars of which only 1% is 
currently housed in Africa. In Africa, where 50% 
of the world›s Muslim population resides, the 
prospects are promising despite the low rates 
of banking but we expect a doubling of these 
rates by 2017, and Djibouti is not left behind 
because we are recording a clear progression 
even if much remains to be done.

10) Is there any prospects for issuing 
Ṣukūk in Djibouti?

Djibouti plans to enter into a relationship with 
a specialized institution to issue sovereign 
Ṣukūk but as a first step, we will put a legal and 
regulatory framework. We contacted the IsDB 
to put in place a general strategy to develop 
Islamic finance.

11) Is there any prospect of establishing 
Takāful companies in Djibouti?

Djibouti promulgated a law on Islamic insurance 
in June 2012, and its implementing decree was 
adopted in October 2014. The purpose of this 
legal framework is to provide the country with 

texts defining the organization and regulation 
of Islamic insurance activities in the territory of 
Djibouti.

12) Are there training or awareness 
programs on Islamic finance in Djibouti?

The Central Bank is a member of IFSB, IsDB, 
CIBAFI and AAOIFI and benefits from the 
training programs of these Islamic reference 
institutions.

13) What are Djibouti›s international 
ambitions in Islamic finance?

Since 2006, Djibouti has been at the forefront 
of Islamic finance on the continent. Djibouti 
wants to become the hub of Islamic finance. It 
is for this reason that Ismail Omar Guelleh, the 
President of Republic, received, on September 
6, in Astana, capital of Kazakhstan, the Global 
Islamic Finance Award (GIFA), for the year 
2017. He was rewarded for the establishment 
of a general business environment that is both 
an incentive and a specific one for Islamic 
finance.

In just over 10 years, the size of the financial 
landscape of Djibouti has grown strongly, 
following the arrival of the first Islamic banking 
institutions, from Yemen or Egypt. In addition 
to contributing to the country's announced 
ambitions to become a sub-regional hub 
in commercial and financial matters, these 
establishments also help improve the country›s 
banking rate, which grew in recent years from 
5% to 20%.
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The financial sector landscape includes 
a large network of branches of foreign 
exchange and money transfer agencies, 

with 17 agencies approved by the Central Bank 
of Djibouti.

Djibouti features no active capital markets or 
fixed income markets. The country received no 
sovereign rating from any of the three major 
credit rating agencies. The national pension 
system, based on a pay-as-you-go system, is 
comprised of three pension funds: one for civil 
servants, one for retired military personnel, 
and one covering employees from the private 
sector and public enterprises.

A complete overhaul of banking regulations, 
carried out in 2000, 2005, and most recently 
in 2011 modernized the financial sector. The 
sector now meets national and international 
standards in relation to capital ratios, risk 
management, the fight against money 
laundering and financing of terrorism, and 
Islamic finance, all of which have helped 
consolidate the credibility of the Central Bank 
and the return to sustainable development 
within the banking sector.

Notwithstanding the quick extension of the 
banking system as of late, access to financial 
services stays inadequate in Djibouti. The level 
of banking penetration remains unobtrusive. 
Under 20 percent of Djibouti grown-ups hold 
a deposit account with a bank and less than 8 
percent have access to a loan account in 2014. 
Outstanding deposit came to 82 percent of GDP 
though outstanding loans from commercial 
banks, albeit expanded as of late, just reached 
32 percent. Only 4 percent of adults could 
obtain a loan from a formal-sector financial 
institution in 2011, while 18 percent of adults 
had obtained credit from their circles of family 
or friends. Access to credit is one of the main 
constraints for formal sector enterprises. Only 
5 percent of formal-sector enterprises have 
access to bank financing. Djibouti lags behind 
many other countries in the region in terms of 
number of bank accounts, bank branches and 
ATMs. 

The financial sector of Djibouti has developed 
significantly since mid-2000s and that was 
largely bolstered by the large amount of trade. 
Growth in the banking sector began in the 
last decade. Djibouti’s banking sector, which 
features both Islamic and conventional banks, 

has grown sizably with the arrival of new 
banks bringing the number of institutions to 11, 
compared with only two in 2006.  The banking 
sector accounts for 97 per cent of financial 
assets and 10 per cent of GDP. Authorities are 
also working closely with banks to address the 
issues of access to finance and further expand 
their range of financial products and services, 
such as automated teller machines (ATMs), 
Islamic products, and products for small and 
medium-size enterprises. 

The financial sector is characterized by 
a substantial prevalence of banks and 
insufficient diversification among institutions 
and financial instruments. The banking sector 
is by far the main component of the financial 
sector, accounting for more than 95 percent 
of the sector’s total assets and 106 percent of 
GDP. While the sector is dominated by the two 
largest banks, representing nearly 67 percent 
of its total assets, the share of these banks is 
decreasing as a result of competition from new 
banks

Banking is entirely under the supervision of 
the Central Bank of Djibouti, while the capital 
of local banks is majority owned by foreign 
groups. Djibouti today can thus boast of 
having a healthy and reliable banking center 
fully connected to the international banking 
sphere, and able to provide all banking 
services, both locally and internationally via a 
large network of foreign correspondents. The 
Djiboutian financial sector, with total assets 
of 265 billion FD or 102 per cent of GDP, has 
not been affected by the international financial 
crisis. The insurance sector, regulated by the 
Ministry of Finance, consists of only two large 
corporations.

Djibouti’s financial soundness 
indicators (FSIs)(1)  

Djibouti’s FSIs show mixed results (see Table 
2.1). The period averages show significant 
deterioration in earnings and asset quality, 
greater than capital adequacy and liquidity 
end-of-period figures. According to the prompt 
corrective action (PCA) framework, supervision 
should be enhanced for higher PCA ratings, 
with banks that report a rating above three for 
any of the PCA components to be subjected 
to intensive supervision. Given the level of 

(1) Average non-performing loans for the three Islamic banks is 3 percent.
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deterioration in some FSIs, the aggregate PCA 
ratings for the banking sector have worsened in 
2015 and early 2016 for asset quality, earnings 
and profitability (see Table 2.1). 

Assessing the banking system as whole, the 
industry’s PCA rating over time confirms that 
asset quality and profitability deteriorated 
significantly in the past year. Moreover, it 
supports the view that credit risk is the key 
risk facing the Djibouti banking system today. 
The PCA rating for asset quality of 5 remained 
unchanged since 2013. Furthermore, the 
number of banks exceeding maximum single 
borrower limit have been trending upward. 
Nearly, all banks in the industry have exceeded 
the maximum single borrower limit in 2014. The 
upward trend in the number of banks exceeding 
the maximum single borrower limit implies that 
defaulting of a single borrower on its debt could 

pose risk in the banks concerned. 

Given this background, increasing supervisory 
resources are a cause for concern. Based on the 
PCA thresholds, the banking systems require 
intense supervision for at least two of the PCA 
components. Although the CBD may increase 
the staffing of the supervision department, the 
deterioration in banking sector conditions calls 
for additional and more qualified staff. The ratio 
of number of supervisors to a bank needs to 
be increased to at least to a minimum of three 
supervisors per bank. This will give enough 
room to step up the intensity of supervision 
and increase the frequency of on-site visits 
consistent with the PCA framework.

To enhance responsible credit facility, the IMF 
2016 Article IV has recommended setting up 
guarantee fund to facilitate access to finance 
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Figure 2.1 : Recent developments in Djibouti’s banking sector

Source: CBD data, IMF, and IRTI staff calculations

for small companies. Similarly, given the 
evolution of Islamic banks in the country, the 
establishment of Sharia Board for Islamic 
banking is a notable initiative. To ease transfer 
of funds, increase money in circulation and 
facilitate financial inclusion, the CBD launched 
projects to promote mobile banking service. To 
strengthen supervisory role, the CBD plans to 
develop electronic payment procedures and 
modernize the credit information system. To 
instill a healthy banking system, the CBD ought 
to undertake the following reforms:
• strengthening risk-based banking 

supervision and the enforcement of 
prudential ratios, 

• introducing a CAMELs bank rating system, 
• introducing a minimum reserve 

r e q u i r e m e n t , 
• establishing a bank resolution mechanism 

and corrective action, 

• improving loan classification, writing off 
unrecoverable loans, and increasing 
provisions, and 

• establishing recapitalization strategy for all 
banks.

The banking system seems to have relaxed 
credit management standards, as evidenced 
in a sharp rise in non-performing loan (NPL) 
ratios. The NPLs are not only in double 
digits but they are also continuously trending 
upwards. NPLs increased from 14.5 percent in 
2013 to 21.8 percent and 22.8 percent in 2015 
and 2016 respectively. Furthermore, with NPL 
growth outpacing credit growth and profitability 
declining since 2014, regulatory capital did not 
keep pace (see Figure 2.1). 

Despite standing at 13.1 percent, the aggregate 
capital adequacy ratio (CAR) far exceeds the 
regulatory minimum of 8 percent. The fact that 

Indicator 2013 2014 2015 2016 *
Capital adequacy
  Regulatory capital to risk-weighted assets 9.6 10.7 11.0 13.1
     PCA Rating 1 1 1 1
  Tier 1 capital to risk-weighted assets 9.6 10.7 11.0 13.1
Asset quality 
  Nonperforming loans to gross loans 14.5 18 21.8 22.8
     PCA Rating 5 5 5 5
 
Earning and profitability
  Return on assets ROA 1.2 0.7 0.4 0.4
     PCA Rating 3 4 4 4
  Return on equity (ROE) 28.5 15.7 9.8 6.8
  Interest margin to gross income 67.4 61.2 64.7 66.4
  Non-Interest expenditures to gross income 59.1 56.3 65.8 79.5
 
Liquidity
  Liquid assets to total assets 64.6 60.4 60.5 63.8
     PCA Rating 1 1 1 1
  Liquid assets to short-term liabilities 110.8 94.5 91.5 92.8
  Liquid assets to demand and saving deposits 251.6 266.9 273.7 348.2
  Liquid assets to total deposits 82.3 79.9 77.5 81.8
* Data for 2015 and 2016 are averages for the quarters. Data for 2016 covers only two quarters.

Table 2.1: Djibouti: Financial Soundness Indicators (All Banks, Periods Average in 
Percentage)

Source: CBD data, IMF, and IRTI staff calculations
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NPLs show no significant decline is a cause 
for concern and attention. Although NPLs 
for the industry is in double digits, NPLs for 
Islamic banks average 3 percent. The recent 
separation of financial sector indicators for 
Islamic and conventional banks is a remarkable 
achievement.  

On liquidity risk, given the small population of 
Djibouti and the high degree of competition 
for large deposits from public enterprises and 
public corporations, banks are vulnerable to 
funding liquidity shock from sudden aggressive 
large depositors’ withdrawals. Furthermore, 
most of the banks are foreign banks which 
are vulnerable to a parent bank funding shock 
should banking sector or economic conditions 
in the country of the parent bank deteriorate. 

For operational risk, there is a limited human 
resource base in Djibouti. With a large expatriate 
presence in the work force, banks intensely 
compete for qualified staff, significantly 
increasing operational risk through increasing 
overhead costs and loss of expertise. 

Djibouti’s banking sector is liquid, profitable, 
and generally well capitalized. The banking 
sector is generally solid, with a solvency ratio 
above 10 per cent. The rate of bad loans has 
continued to decline over the last five years 
while the provisioning rate was increased up 
to 67 per cent.

Despite a high level of liquidity in the banking 
system, increased competition between 
banks, and growing demand for credit, access 
to financial services, and particularly to bank 
financing, is still limited for most of individuals 
and small and medium-scale enterprises 
(SMEs). The level of bank financing for small 
and medium-scale enterprises is still quite low, 
representing only 12 percent of total credit 
allocated to enterprises. Collateral is required 
for 84 percent of loans in Djibouti compared to 
79 percent in lower middle income countries, 
and on average 228 percent of the loan value 
is required as collateral. Certain requirements 
constrain access to credit, such as the 2 percent 
fee for the registration of collateral for mortgage 
loans and another 2 percent fee for the release 
of collateral. Most SMEs are situated in the 
informal sector and are excluded, de facto, 
from access to bank credit as they cannot 
provide banks with the required documentation 
(administrative, tax, and financial records) or 

the required collateral. Almost two-thirds of 
an estimated population of 10,000 enterprises 
operate in the informal sector.

Credit to GDP and deposits to GDP—which 
amounted to 32 percent and 82 percent 
respectively in 2014—are rough indicators of 
financial depth. However, the high levels of 
credit and deposits to GDP contrast with the 
low level of financial inclusion, indicating a high 
level of concentration among a few individuals 
and enterprises. Indeed, as a result of the 
banking system liberalization, credit to the 
private sector has significantly increased from 
DF 33.9 billion in 2007 to DF 90.3 billion in 
2014. The high level of concentration among a 
few clients leads to exceed the single borrowing 
limit by all banks.

The constraints that limit access to financial 
services are found on both the supply and 
demand sides. On the demand side, obstacles 
to access are connected primarily to absolute 
poverty at 22 percent of the population, and to 
unemployment, which affects around half of 
the active population. Increased competition 
among banks has led to easier conditions 
for opening accounts, even though costs 
of holding and using accounts are still an 
obstacle, particularly for the low-income 
sector. The scope of the informal sector leads 
to widespread use of cash in transactions and 
limits the use of banking services.

On the supply side, while the liberalization 
of the banking system has led to improved 
financial intermediation, the latter is still fairly 
limited. The gap is still substantial between 
average lending and deposit rates, which are 
respectively 13 percent and 3 percent. In the 
light of the fairly low levels of inflation and the 
low cost of funds, the cost of credit substantially 
reflects banks' risk premium. Banks apply high 
lending rates and require substantial collateral 
owing to the significant risk of default associated 
with small and medium-scale enterprises as a 
result of information asymmetry, deficiencies 
in the credit reporting system, lack of credit 
histories, and the absence of reliable financial 
statements. 

Banks' capacity to grant medium and long-term 
financing is constrained by the structure of 
their resources of which 75 percent are short-
term deposits. Two thirds of credit granted by 
banks is for short-term financing. Moreover, 

the absence of an interbank market and a 
lender of last resort require banks to maintain 
a liquidity surplus to cover their clients' needs 
and potential losses. Less than 40 percent 
of the funds collected are re-injected into 
the economy in the form of credit, and the 
remaining is generally placed abroad. 

The level of financial inclusion in Djibouti 
remains low, as most of the adult population 
and small and medium-scale enterprises do not 
have access to financial services. The financial 
sector is largely dominated by banks, whose 
business is concentrated with a few economic 
players. To broaden financial inclusion, in 
order to promote inclusive growth with a view 
to reducing poverty, it will be necessary to 
strengthen financial infrastructure, develop the 
microfinance sector, and improve economic 
formalization.

The liberalization of the banking system has 
promoted the establishment of Islamic banks, 
targeting customers wishing to comply with 
Sharia laws. Three Islamic banks were created 
but the emergence of Islamic banks has not 
led to a diversified supply of Islamic financial 
instruments yet.
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Islamic finance in the African context

Although Mit Ghamr's experience and the 
first Takāful company took place in Africa, 
it is important to recognize that for a long 

time sub-Saharan Africa has remained on the 
sidelines of the dynamism of Islamic finance as 
illustrated by its weak market share of 1.5% of 
the global Islamic finance assets. 

However, this situation is changing with the 
awareness of many African countries of the 
potential of Islamic finance to contribute 
significantly to their development. The 
IFDI 2017 report estimates the number of 
institutions offering Islamic financial services in 
sub-Saharan Africa to be 77, with the banking 
sector comprising 44 institutions.

Apart from Sudan, whose financial system is 
entirely Islamic, many African countries have 
issued Ṣukūk since 2012. These include the 
Gambia, Nigeria, Senegal, South Africa, Côte 
d'Ivoire, Togo and Morocco. Others, like Mali, 
Tunisia and Kenya, are in the process. From 
the regulatory point of view, several African 
countries have recently taken major initiatives 
to put in place a regulatory framework adapted 

to the specificities of Islamic finance. Morocco, 
in 2015, issued the law regulating the activities 
of participating(1)  banks in the country. Already 
in 2017, five participating banks have received 
their license to begin operations. In West 
Africa, the Central Bank of West African States 
(BCEAO), which is common to the 8 member 
countries of the West African Economic and 
Monetary Union (WAEMU), started the release 
of new Instructions to regulate Islamic finance 
activities in WAEMU countries since March 

(1)  In Morocco, the term ‘participating banks’ are used instead of ‘Islamic 
banks’.

2018. It should be noted that Coris Bank, 
headquartered in Burkina Faso, has opened 4 
new Islamic finance windows in Mali, Senegal, 
Benin and Côte d'Ivoire, in addition to its first 
Islamic window in Burkina Faso. The list of 
countries that have developed their regulatory 
framework for Islamic finance in recent years 
also includes Uganda, Kenya and Djibouti. We 
will return more widely to the case of the latter 
country.

In the field of education and awareness, more 
and more training programs in Islamic finance 
are being set up in various African countries. In 
Nigeria, there exists an institute dedicated to 
Islamic finance at Bayero University in Kano. 
In North Africa, apart from conferences and 
seminars, several universities and business 
schools have set up master's degree programs 
in Islamic finance. In West Africa, the African 
Center for Advanced Studies in Management 
(CESAG), the BCEAO Business School, 
and ICD signed in 2016 a Convention for 
the establishment of the West Africa Islamic 
Finance Academy (WAIFA). The MBA courses 
of this Academy started in October 2017. In 
East Africa too, similar initiatives have been 
taken in Kenya and Djibouti.

The African Development Bank (AfDB) sees 
the industrialization of Africa as a necessary 
condition for ending poverty and creating 
jobs for the 12 million young people entering 
the labor market every year(2) . However, this 
industrialization requires the realization of 
financial inclusion, putting in place adequate 
financing mechanisms for agriculture and 

(2)  African Development Bank. 2018.  Africa's infrastructure: Great potential 
but little impact on inclusive growth.
Abidjan, Côte d’Ivoire. Available at: https://www.afdb.org/fileadmin/uploads/
afdb/Documents/Publications/2018AEO/African_Economic_Outlook_2018_-_
EN_Chapter3.pdf

Table 3.1: Breakdown of Islamic finance assets by sector and region 
(billion dollars, 2017)

Source: IFSB 
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SMEs and the development of infrastructure. 
For this, Islamic finance could be of great utility 
in helping African countries to take advantage of 
its potentials and instruments that have shown 
their effectiveness over the last decades.

Evolution of Islamic finance in Djibouti

The year 2006 marks a turning point for Islamic 
finance in Djibouti with the establishment of the 
first Islamic bank in this country, Saba Islamic 
Bank. Despite the absence of legal provisions 
permitting Islamic financial transactions, 
the regulatory authorities had nevertheless 
tolerated the opening of this bank whose 
activities were regulated by the banking law of 
that time which was designed for conventional 
banks. The door opened by Saba Islamic Bank 
was soon entered by other Islamic banks 
that came to settle in Djibouti. Thus, in 2008 
Salaam Islamic Bank came into existence. 
In 2009, Dahabshiil Bank International S.A. 
(which became East African Bank, since 2015) 
was set up by Dahabshiil FZCO Company. A 
year later, Egyptian investors set up Shoura 
Bank. By end of December 2010, three of 
the 11 banks in Djibouti were Islamic. This 
enthusiasm for Islamic finance attracted the 

attention of the Djiboutian authorities who 
began to work on a new regulatory framework 
for the banking sector. Consequently, new 
regulations for Islamic banking were adopted 
in 2011.

The Islamic finance industry in Djibouti still has 
limited scope. The industry mainly includes 
the Islamic banking sector and there is a small 
Islamic microfinance sector that accounts for 
less than 1% of total industry assets. Even 
though there is a Takāful (Islamic Insurance) 
Law, there is still no Takāful company. There 
is still no market or legal framework for the 
Ṣukūk.

Islamic banks in Djibouti

The Islamic banking sector has been growing 
steadily. As of end 2017, three of the 11 banks 
operating in the country were Islamic banks 
and their market share accounts for 21% of the 
total banking assets. The untapped demand 
of a large Muslim population, the low financial 
inclusion and the introduction of new Islamic 
banking regulations have contributed to the 
growth of the Islamic banking sector. The 
country’s Islamic banking sector is dominated 

Components 2015 2016 2017

Interbank operations 19,082 21,432 41,840
Receivables on Treasury & CBD 7,044 7,575 10,918
Customer financing 11,329 12,219 16,871
Fixed assets 5,095 5,389 5,479
Others 15,018 14,459 16,435
Total 57,568 61,074 91,543

Table 3.2: Uses of funds by Islamic banks, 20152017- (in million DJF)Doing

Source: Central Bank of Djibouti (CBD)

Total Proportion in %

Households 7 044.176 40,7
Productive private sector 10 292.524 59,3
Productive public sector 0 0,0
State 0 0,0
Others 0 0,0
Total 17336,7 100

Table 3.3: Financing granted by Islamic banks in 2017 by category of clients (in FDJ 
million)

Source: Central Bank of Djibouti (CBD)

by Djiboutian stakeholders.

In order to accelerate growth Islamic finance in 
Djibouti and Africa as a whole, the Djiboutian 
government is cooperating with other African 
countries to offer Islamic finance products 
and build the capacity of Islamic financial 
institutions. Djibouti has been hosting the 
annual Islamic Finance Summits (IBSA) to 
promote Islamic finance in the region.

Financial Profile of Islamic banks

The bulk of assets of Islamic banks are 
composed of predominantly Murābaḥah and 
mudaraba modes of finance. Other products, 
such as salam, Istiṣnāʿ, ijara, and Mushārakah, 
are not adequately developed. 

Islamic banks are liquid as shown by the 

volume of the interbank operations. According 
to the Central Bank, Islamic banks use a 
number of liquidity management instruments, 
including interbanking Mushārakah and 
interbank Muḍārabah, as well as Commodity 
Murābaḥahs. Islamic banks mainly use 
international financing, rather than the 
interbank market, in case of need for liquidity.

The share of interbank operations increased by 
95% from 21,432 million DJF in 2016 to 41,840 
million DJF in 2017.
Islamic banks’ financing are more oriented 
towards private sector (7,044 million FDJ in 
2017). No public institution has benefited from 
Islamic banks. 
The following chart shows the distribution of 
Djiboutian Islamic banks' financing by category 
of clients. It shows that East African Bank holds 
the largest portfolios in terms of customer 

Components Total Proportion in %

Mining, petroleum, gas & other extractive industries 593,4 4
Manufacturing industries 483,04 3
Buildings and public works 5518,72 32
Transport 3500,28 20
Trade 5108,8 29
Others 2132,52 12
Total 17336,7 100%

Table 3.4: Islamic banks financing by sectors in 2017 (in million DJ F)

Figure 3.1: Distribution of the Djiboutian Islamic banks financing by catagory of clients, 
in 2017

Source: Central Bank of Djibouti (CBD)

Source : Authors, based on CBD data
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financing, while Saba African Bank holds the 
smallest share.

On the breakdown by sectoral financing 
activities, Islamic banks seem to gear towards 
buildings and public works (5,518 million DJF), 
transport (3,500.2 million DJF) and trade 
(5,109 million DJF).

Only EAB (East African Bank) is present in all 
sectors identified in Table 3.4, while the other 
2 banks did not finance in 2017 the sectors of 
mining, oil, gas and other extractive industries, 
and manufacturing industries (see Figure 3.2). 
This could be explained by the structure of the 
Djiboutian economy, which is itself dominated 
by the services sector, which accounts for more 
than 70% of the GDP.
Discussions with the Islamic banks reveal that 
the Murābaḥah is the most used concept for 

customer financing. This is especially true for 
Saba African Bank. For East African Bank, 
Murābaḥah financing represents 85% of the 
portfolio, followed by Ijara financing (10%) and 
Mudaraba financing (5%). Salaam African Bank 
seems to stand out with a portfolio comprising 
30% Mudaraba and Mushārakah financing. 
As part of its Corporate Social Responsibility 
(CSR) policy, Salaam African Bank has 
earmarked $ 5 million for zero-interest loans 
(Qarḍ Ḥasan).

The liabilities of the consolidated balance 
sheet of Islamic banks include mainly customer 
deposits consisting largely of currents, while 
the investment accounts are quite limited. The 
absence of long-term borrowing is due to the 
lack of capital markets and could also be an 
obstacle to banks' ability to finance long-term 
projects.

Figure 3.2: Distribution of the Islamic banks financing by sectors, in 2017

Source : Authors, based on CBDa Source: Authors, based on CBD data data
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Components 2015 2016 2017

Treasury deposit 0 0 866
 Interbank operations 10 812 8 363 16 064
Customers deposits 37 009 42 375 59 340
Equity 6 065 6 789 9 731
Others 3 682 3 547 5 542
Total 57 568 61 074 91 543

Table 3.5: Sources of funds of Islamic banks, 2015 - 2017 (in million DJF)

Source: Authors, based on CBD data

At the end of the 2017 financial year, the Islamic 
banks collected from their customers 59.34 
billion DJF. This comprised of 65% of their 
total assets which registered a 40% increase 
compared to 2016. Investments received 
from other financial institutions recorded a 
significant growth of 92% amounting to 16.064 
million DJ F. Islamic banks have continued to 
strengthen their level of equity, which rose from 
6.789 million DJ F in 2016 to 9.731 million DJF 
in 2017 which represent an increase of 43 %. 

Comparative analysis of the performance of 
Islamic and conventional banks in Djibouti
Islamic banks in Djibouti have only been 
there for a decade while conventional banks 
have a century-long presence in the country. 
Therefore, any comparison between the two 
should be treated in this context. 

Table 3.6 shows that Islamic banks (which are 
only 3 out of the 11 banks in the country) have 
made significant progress in terms of scope 
and access to financial services. Thus, from 
2013 to 2017 the market share of Islamic banks 
increased from 16% to 36% ATMs ownership, 
from 28% to 33% branches, 42% to 50% for 
the number of bank accounts. This reflects 
the significant contribution of Islamic banks 
to improving financial inclusion in Djibouti as 
indicated by the rate of banked population that 
rose from 10% in 2006 to 25% in 2017.
Islamic banks have also managed to increase 
their market share both in terms of total assets 
and in terms of deposits mobilization. In 2013, 
the total assets of Islamic banks was 34,448 
million DJF, or 17.7% of the total banking 
assets. In 2017, their assets are estimated 
at 91,543 million DJF, representing a market 
share of 20.9%. A similar development is noted 

2013 2014 2015 2016 2017

Number of ATM Islamic banks 5 5 10 10 29
Conventional banks 26 38 43 52 51

Number of branches Islamic banks 5 5 10 10 12
Conventional banks 13 17 18 18 24

Number of accounts Islamic banks 34 448 24 063 24 689 27 062 80 396
Conventional banks 47 521 69 909 87 575 80 327 81 699

Table 3.6: Access to banking services

Source: Authors, based on CBD data

Source: Authors, based on CBD data
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Source: Authors, based on CBD data
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Figure 3.4: Deposits collected by banks in Djibouti (in million DJF)

for the mobilization of deposits as well as for 
the financing.

Deposits collected by Islamic banks increased 
from 30,087 million in 2013 (14.4%) to 59,340 
million in 2017 (16.6%). The financing granted 
by Islamic banks has increased from 7,799 
million in 2013 to 16,874 million in 2017, 
corresponding to a change in their market 
share from 10.2% to 16.5% respectively. 
However, it is worth noting that despite their 
good performance in terms of access to 
financial services, collection of deposits and 
granting of financing, Islamic banks in Djibouti 
are outperformed by conventional banks in 
most of other financial performance indicators, 
over the period considered (2013 - 2107).

Indeed, Islamic banks have outperformed 
conventional banks only on the Non-
Performing Loans indicator, for which they 
have maintained a rate of less than 4% over the 
period considered, whereas for conventional 
banks the rate is around 20%. However, for all 
other indicators (except CAR), the performance 
of Islamic banks is generally lower than that of 
their conventional counterparts.

The  average profitability of the Islamic 
banks over the period considered is 0.58% 
and 6.53% for Return on Assets (ROA) and 
Return on Equity (ROE) respectively, while for 
conventional banks, ROA and ROE is  0.74% 
and 12.14% respectively. This relative low 

profitability of Islamic banks can be explained 
by the low loan – deposit ratio that has never 
exceeded 32.35% during the last 5 years.  
Compared to the performance of Islamic banks 
globally, the conclusion remains the same: 
Djiboutian Islamic banks need to improve the 
management of their assets to be at the same 
level as their conventional counterparts. The 
average transformation ratio for the global 
Islamic banking industry for 2017 stands at 
85%. It is remarkable to note that Djiboutian 
Islamic banks are better capitalized than 
Islamic banks globally; similarly, their NPL 
is lower than that of Islamic banks and even 
that of European banks, which suggests their 
relative stability.

Ṣukūk in Djibouti

There is still no Ṣukūk market in Djibouti. 
However, the government is very interested 
in the Ṣukūk issue to finance infrastructure 
projects. Interviews with bank executives also 
revealed that one of the 3 banks has a Ṣukūk 
issuance project. This interest explains the 
efforts made by the Government of Djibouti 
to establish a legal framework for the Ṣukūk 
market with the assistance of the IsDB.

Takāful in Djibouti

Like the Ṣukūk, Takāful is a potential demand 
in the Djiboutian financial system. Since 2014, 
Djibouti has an Insurance Law that supports 

Takāful. However, to date there is still no 
Takāful company in the country.

2013 2014 2015 2016 2017

Regulatory capital/
Risk-weighted assets 
(CAR)

Islamic banks 14.24 10.69 11.35 13.48 11.34

Conventional banks 10.07 10.52 11.43 13.77 15.62
Return on assets 
(ROA)

Islamic banks 0.59 1.16 0.42 0.29 0.42

Conventional banks 0.88 0.78 0.65 0.81 0.61
Return on Equity 
(ROE)

Islamic banks 7.06 12.07 4.60 3.03 5.90

Conventional banks 15.49 12.84 10.59 12.87 8.91
Non-Performing 
Loans/Financing

Islamic banks 0.69 2.50 3.22 3.95 3.06

Conventional banks 15.97 18.84 21.47 23.05 20.50
Total credit  
(excluding interbank) 
/ Customer deposits

Islamic banks 28.11 31.01 32.35 28.63 27.93

Conventional banks 40.02 40.95 41.81 38.56 36.61

Table 3.7: Some Financial Performance Indicators % 

Source: Authors, based on CBD data

CAR (%) NPL (%) ROA (%) ROE (%)
Islamic banks (3) 9.82 5.2 1.71 14.72
World top 200 banks 12 n.a. n.a. 11
World top 1000 banks 6.5 n.a. 0.85 13.04
EU banks 15.7 4.5 0.45 7

Table 3.8: Some Financial Performance Indicators for Banks Worldwide, in 2017

Source : Adapted from IFSB, 2018

3. Based on a sample of 18 countries representing over 95% of the global 
Islamic banking assets as of June 2017.
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Flagship Article 

RISK MITIGATION IN Muḍārabah AND Mushārakah 
FINANCING
A CASE STUDY IN SALAAM AFRICAN BANK

Mr. Jama Hersi Abdi holds a degree in Business Administration from Indian Ocean University 
(1999) in Somalia and participated in many international and local seminars. He is currently 
the Deputy General Manager of Salaam African Bank Djibouti. Prior to this position, he was 
an educationist and researcher, and worked in different institutions. He was Chairman of Saxo 
Relief Organization (1991-1993), Head of International Relations Department of Btelco (1997-
1998) and General Manager of Almazeed Communications Dubai (2002-2008). 
Mr. Jama joined Salaam African Bank in 2008 and since then held different managerial positions. 
He held the positions of Investment Manager (2009 – 2014) and Human Resources Manager 
(2009 – 2013). In September 2014, he was appointed for the current position of Deputy General 
Manager of Salaam African Bank, Djibouti. 

Salaam African Bank is a fully-fledged Islamic 
bank headquartered in Djibouti, the capital of 
the Republic of Djibouti, and commenced its 
operations in 2008. The founding shareholders 
envisioned a bank that meets the region’s 
need for a pioneering bank offering Sharīʿah-
compliant and innovative services. 

Salaam African Bank offers various Islamic 
products like Murābaḥah, Mushārakah, 
Muḍārabah, Ijara and Istiṣnāʿ. Although 
Murābaḥah is the dominating product used by 
Islamic banking sector in Djibouti, Muḍārabah 
and Mushārakah contracts are also widely 
used financial instruments in Salaam African 
Bank. 
A Muḍārabah contract is based on a 
partnership in which one partner is the financier 
(the investor) and the other partner (working 

partner) manages the financier’s investment 
in an economic activity while Mushārakah 
contract is similar to a joint venture. It allows 
equity participation by the parties, who finance 
a project in agreed proportions in either cash 
or kind, and hence partners share in the profits 
and losses of the joint venture business. 

Although both Mushārakah and Muḍārabah 
contracts bear high risks than other Islamic 
financing products, fortunately Salaam African 
Bank succeeded to advocate these products in 
Djibouti and beyond. Clear processes to follow 
and strong financing decisions consistent 
with the project under investment contributed 
to mitigate risks associated to any business 
invested. Small and medium scale businesses, 
which are a major group among the bank's 
clientele, play a major role in this sector. 

Mr. Jama Hersi Abdi 

The customer has to present a feasibility study 
of the project clearly stating the business 
purpose, operational capability, and economic 
substance of the proposed project including 
the assessment of cost and all expenses and 
thereby the bank determines the viability of the 
Mushārakah or Muḍārabah business/project.
 
On the other hand, Mushārakah and Muḍārabah 
business partners (whether individuals or 
companies) undergo full evaluation of their 
backgrounds when it comes to personality, 
discipline, credit payment as well as prestige 
among society whereby the bank checks 
thoroughly creditworthiness and reliability of 
the client’s track record with bank or other 
banks in place. Moreover, to reduce more risk 
exposures of Muḍārabah contracts, applicants 
provide to the bank a collateral which is 
redeemable  only and if the fund manager 
acted negligently and violated the terms of the 
agreement. 

To further mitigate risks, Salaam African 
Bank established customer supporting team 
dedicated to assisting clients in setting up 
both appropriate accounting systems and 
administrative procedures that help them run 
day-to-day operations of the business. Such 
systems and procedures are reviewed on 
regular basis in order to take on time remedial 
actions and stimulate growth of the business. 
Salaam African Bank also does training and 

self-start programs for its customers so they 
can know how they manage their projects and 
how to mitigate future risks. 

In conclusion, we believe that both Muḍārabah 
and Mushārakah financing contribute to the 
well-being of the partners as well as to the 
socio-economic issues by reducing poverty 
and creating jobs. To give the Islamic banks a 
complete shape, there is no other alternative 
but to implement, practice and popularize the 
Muḍārabah and Mushārakah modes. Salaam 
African Bank will continue to emphasize the 
success of these financing products in its 
investment portfolio and grow its finances in 
that direction.
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Saba Africa Bank is a limited company 
established with an ambitious vision to ensure 
leadership in the banking sector in Djibouti, 
taking advantage of our experience as the 
first Islamic Bank established in Djibouti, as 
a branch of Saba Islamic Bank, founded in 
2006. We have, in this regard, developed an 
integrated strategy aimed in particular at:

• Contributing effectively in supporting 
national economic and social development 
by attracting resources and funds and 
investing them in priority strategic 
development projects, such as investing 
in the housing sector, which is one of the 
most important priorities in the country's 
strategic plan for the coming years, in 
addition to funding other development 
sectors.

• Following the technological evolution and 
development of banking services to meet 
the needs of current and future customers, 
with a vision of developing the level of 
service in the Djiboutian banking sector, 
and to place it to comparable levels in 
developed countries.

• Focusing on training and capacity 
development of staff by training and 
strengthening their capacities and skills.

In addition, at the banking level, we offer all 
banking services with a focus on:

1. Attracting and exploiting the financial 
resources of various sectors in accordance 
with Sharīʿah instructions and rules.

2. Financing diversified economic, 

Flagship Article 

SABA AFRICA BANK AND ISLAMIC FINANCE IN 
DJIBOUTI

Mr. Abdulrakeb Farea Ali Salim 

Mr. Abdulrakeb Farea Ali Salim holds a master’s degree in Financial Markets from the Arab 
Academic for Financial Banking Science in 2007. He also holds a bachelor’s degree in 
Accounting from Sana’a University in 1995. 
He is currently the General Manager of Saba African Bank, Djibouti. Prior to this position, he held 
various positions at Saba bank such as manager of Djibouti branch and manager of the main 
branch. He was the chairman of the Board of Directors of Yemen Financial Services company 
from 2012 to 2014. From 2009 to 2011, he was the vice chairman of the Board of Directors 
of Yemen Financial Services company. He served as a member of the Board of Directors of 
Construction Company, Sana’a. He held the position of secretary of Board of Directors and 
manager of General Manager’s Office, Saba Islamic Bank, Sana’a in 2001-2017 and 1998-2000 
respectively. He was also a human resource manager, Ministry of Education office, Sana’a from 
1990 to 1995. He attended English language training in International Canadian College, Toronto, 
Canada. He also had training in planning and controlling banking budgets in Cairo, Egypt. 

commercial sectors and also particulars 
through the Islamic financial products 
(Murābaḥah, Istiṣnāʿ, Ijara, etc.);

3. Investing in real estate through the 
construction of residential cities, targeting 
the different social categories, which 
contributes to solving the problem of 
housing in the country

4. Providing various banking services (letters 
of credit, guarantees, remittances and 
other banking services).

The current state of Islamic finance in 
Djibouti

We can say that after more than 12 years of our 
presence as the first Islamic bank in Djibouti, 
in addition to the presence of two other banks 
that share our mission in the same field, the 
experiment has succeeded and is developing. 
Islamic banks have reached a large part of 
different categories of society with its various 
diversified financing products, achieving 
around 20% of the financing volume in the 
banking sector.

Islamic banks have also been able to effectively 
contribute to support the small and medium-
sized enterprises sector and to meet the needs 
of the large portion of society, preferring to 
deal with the banks that offer their services in 
accordance with Sharia, which served to fight 
against poverty and improve the income level 
of the most disadvantaged classes of society.

Islamic Ṣukūk

Since we are talking about the impact of Islamic 
banks in different areas of development, we 
stress the importance of promoting one of 
the most important instruments in the field of 

employment and development, namely the 
Islamic Ṣukūk. They are considered as one 
of the important instruments to provide the 
resources to execute development projects 
and support the economy, and they are one of 
the most important tools of effective monetary 
policy to manage and place liquidity.

It is important, to understand the importance of 
Ṣukūk, to know that the total value of the Ṣukūk 
issued amounts reached $ 97.7 billion in 2017, 
achieving a growth rate of 45% compared to 
2016. This makes Islamic banks in Djibouti 
face a new challenge to introduce Ṣukūk in 
collaboration with the government in order to 
find appropriate and priority areas for action, 
allowing the Islamic Ṣukūk to finance and 
revitalize them. The issuance of Islamic Ṣukūk 
in the Republic of Djibouti will have a significant 
impact on the economic development of 
the country as well as on banks, financial 
institutions and investors.

In conclusion, we need to mention the 
importance of sharia-compliant cooperative 
insurance companies, which are the other 
complementary part of Islamic finance. The 
role of such companies in the economy and 
development is important, as we cannot work 
in an ideal and integrated way without them. 
We intend to develop this type of cooperative 
insurance within our objectives at Saba Africa 
Bank in cooperation with some Islamic banks 
and investors. We hope that it will see the light 
of day soon.
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Regulatory and supervisory framework 
of Islamic banks in Djibouti

The regulatory framework for Islamic 
finance in Djibouti consists of the Islamic 
finance Law (Law No. 116 / AN / 11 / 6th 

L) which is completed by 7 Instructions, but 
also by the Banking Law (Law No. 119 / AN 
/ 11 / 6th L). Indeed, the second paragraph 
of the first Article of the Islamic Finance Law 
stipulates that: "Except as otherwise provided 
in this Law, Islamic banks are subject to all the 
legal and regulatory provisions applicable to 
credit institutions in force in Djibouti".

The Islamic Finance Law defines Islamic 
banks as "banks whose status include the 
obligation not to contravene, in the operations 
they undertake, the precepts of the Islamic law 
(Sharia), including the prohibition of collecting 
or paying interest ". This definition is to be read 
in conjunction with the definition of banking 
provided by the Djiboutian banking law, which 
defines bank operations as consisting of: "the 
receipt of public funds, the granting of credit or 
commitment by signature and the provision or 
management of means of payment."

According to the Islamic Finance Law, Islamic 
bank can be: i) an independent bank, ii) a 
subsidiary of a foreign Islamic bank, or iii) 
a window of a conventional bank. Deposit 
accounts and investment accounts are dealt 
with directly in the Islamic Finance Law while 
financing products are subject to specific 
instructions. To date, the following instructions 
on financing products have been published:
• Instruction 2012-02 on Murābaḥah 

operations carried out by Islamic banks,
• Instruction 2012-03 relating to Muḍārabah 

operations carried out by Islamic banks,
• Instruction 2012-04 on Mushārakah 

operations or investment by Islamic banks,
• Instruction 2012-05 concerning the 

operations of Ijārah Tashghīlīyah and 
Ijārah Muntahiyah bi-al-Tamlīk,

• Instruction 2012-06 relating to Istiṣnāʿ 
operations,

• Instruction 2012-02 relating to the 
operations of Bai 'Salam.

Licensing of Islamic banks

Instruction 2012-01 specifies the conditions 
required to obtain license for an institution 
wishing to do Islamic finance. Taking into 

account the conformity of the bank's activities 
with Sharia is certainly the condition that 
fundamentally distinguishes the licensing of 
conventional banks from that of Islamic banks. 
Thus, to offer Islamic financial products, the 
Islamic bank must necessarily have a Sharia 
Committee to verify the compliance of the 
bank's transactions with the precepts of Sharia.

According to Instruction 2012-01, a conventional 
bank wishing to open an Islamic finance window 
must take, in addition to the establishment of a 
Sharia Committee, certain other measures to 
ensure the conformity of the activities of the 
window with Sharia. This includes ensuring the 
administrative and financial independence of 
the window in relation to the rest of the bank. At 
the same time, the capital of the window must 
have a licit (halal) origin and must not be less 
than 30% of the minimum capital required for 
conventional banks (i.e. 300 million DJ F).

Investment accounts

In accordance with international standards, 
in particular those of the IFSB, restricted or 
unrestricted investment accounts receive 
special treatment and are not subject to the 
mandatory reserves provided for by the General 
Banking Law. In addition, Islamic banks have 
an obligation of periodic information vis-à-vis 
the holders of investment accounts.

There is no adequate consumer protection 
framework for the clients of the Islamic banking 
system as well as the conventional banking 
system ones. Consumers are protected by 
general civil law, which does not include 
any specific provision relating to Islamic 
banks. Islamic banks are subject to the same 
disclosure requirements as conventional 
banks, with the exception of the requirement 
that the Sharia Committee publish a report 
regarding the state of compliance of the bank's 
activities with Sharia law.

The supervision of Islamic banks by 
the Central Bank of Djibouti 

The supervision of credit institutions is one of 
the missions of the Central Bank of Djibouti 
(CBD). In addition to the type of supervision 
that conventional banks are subject to, Islamic 
banks are subject to a Sharia compliance 
control. There is no entity dedicated exclusively 
to the supervision of Islamic banks, but it is 
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rather two persons from the department in 
charge of the supervision who control the 
Islamic banks. Supervision at the CBD takes 
the form of off-site and on-site controls. 

For the purposes of off-site control, Islamic 
banks send the CBD:
• the balance sheets and the profit and loss 

accounts, every month;
• the prudential ratios, every quarter;
• the annual financial statements;
• And the reports of the external auditors.

These documents will be analyzed by the 
agents of the CBD. As a result of this work, 
the CBD Governor or his representative may 
decide whether or not an on-site bank control 
is appropriate. As noted above, in addition to 
the generic supervision, Islamic banks are 
subject to sharia compliance control by Sharia 
Committee members.

The framework of Sharia governance

The Sharia governance framework includes 
the texts that govern the exercise of the 
compliance monitoring with the rules of Islamic 
finance but also the bodies responsible for this 
control.
In Djibouti, the compliance check is done on 
several levels:

• At the national level, a presidential decree 
set up a National Sharia Committee (NSC) 
in 2015 (see Box 4.1). 

• At the level of the Islamic bank, an 
external control is exercised by the Sharia 
Committee whose implementation is an 
obligation for the bank, according to the 
provisions of the Islamic Finance Law. In 
addition to this external compliance check, 
Islamic banks in Djibouti also have internal 
compliance controllers/auditors.

It should be noted that the Islamic Finance Law 
gives some authority to the Sharia Committee 
through various provisions. First, the members 
of the Sharia Committee are appointed by 
the General Assembly of Shareholders of the 
Islamic bank, on the proposal of the Board 
of Directors. The General Assembly is the 
only one empowered to dismiss a member 
of the Sharia Committee. The decisions and 
recommendations of the Sharia Committee are 
binding on the Islamic bank management. The 
Sharia Committee is responsible for monitoring 

the compliance of the bank's transactions with 
Sharia law. It is composed of at least three 
experts in Islamic law, and in banking and 
financial operations (Article 6).

On the other hand, the NSC, which is set 
up by presidential decree, is established at 
the Central Bank but is independent in the 
exercise of its functions and is financed by 
the state budget. The Committee prepares 
confidential periodic reports for Governor 
of the Central Bank with its assessment of 
the governance structure of Islamic financial 
institutions, the conformity of their financial 
products and procedures with Sharia, and their 
audit. The Committee is headed by a president 
and includes three experts in Islamic law, a 
lawyer and an economist. In order to avoid 
possible conflicts of interest and to guarantee 
the confidentiality of the information, a member 
of the NSC cannot be appointed member 
of a Sharia Committee of another financial 
institution in Djibouti.

By decree N° 2015-320 / PRE, the National Sharia Committee (NSC) was created on 
November 30, 2015 to advise and inform the Central Bank of Djibouti of the conformity of 
financial products and operating procedures of Islamic financial institutions established in 
the country.

The Ministerial Order 2016-741 / PRE of 30 October 2016 completed the establishment of 
the NSC with the appointment of the five members for a period of five (5) years renewable.
The creation of the Committee by a presidential decree reflects the interest of the Djiboutian 
Head of State and the importance of the role of the NSC to support the development of 
Islamic finance in Djibouti and especially to verify the conformity of the activities of Islamic 
banks to the Sharia.

This Committee began its work on February 9, 2017 with the appointment of its President in 
the person of Mr. Ibrahim Ibad Ibrahim, and his Vice President, Mr. Abdourahman Mohamad 
Ali.

Definition

The Committee is an independent body made up of specialists in Sharia and the Islamic 
financial and economic transactions.

It assists the parties involved in monitoring Islamic financial activities and transactions in 
banks and financial institutions to ensure that they comply with the provisions of Islamic 
Sharia and its principles.

Vision

Achieve leadership in the commitment of Islamic finance, which supports the strength of 
the national economy.

Mission

Work with stakeholders to implement Islamic transaction mechanisms to meet the needs of 
the community and contribute to its sustainable development.

Objectives of the Committee

The main objectives of the NSC are:
• assist stakeholders in ensuring compliance of Islamic banks and financial institutions in 

their transactions with Sharia principles; 
• purify the transactions of Islamic banks and financial institutions operating in Djibouti 

from Ribā under the provisions of Islamic law; 
• analyze new products and transactions of banks and Islamic financial institutions, and 

express fatwa; 
• prepare research and studies to enrich and monitor the Islamic approach in the 

economy and financial issues.

Box 4.1: Note on the National Sharīʿah Committee
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The NSC has had meetings with the various 
missions of the Islamic Development Bank and 
the International Monetary Fund on Sharīʿah 
legal aspects. Also, the NSC held weekly 
working sessions with the various Sharia 
Committees of the three Islamic banks in 
Djibouti to exchange reflections and note the 
various observations and requests from the 
Sharia Committees with a view to consolidating 
compliance of Islamic banks with Sharia and to 
promote Islamic finance.

As part of its action plan and capacity building, 
the NSC organized a training workshop on the 
"Fiqh of Islamic Financial Transactions" under 
the patronage of the Governor of the Central 
Bank of Djibouti from 25 to 26 September 2018. 
This workshop was intended for executives of 
the CBD and the banks of the place.

However, it is important to note that, despite 
the commitment of the NSC members to 
carry out the missions assigned to them, 
there is a compelling need for documentation 
and capacity building in the form of training 
on auditing techniques in the field of Sharia 
compliance. This is quite relevant given the 
current dynamism of the theory and practice 
of Islamic finance which calls for a permanent 
updating of the knowledge of the actors to be 
able to contribute to the development of the 
industry.

The regulation of Takāful in Djibouti

There is still no Takāful company in Djibouti, 
but the regulatory framework for Takāful 
operations is already in place. Since 2012, Law 
N° 161 / AN / 12 / 6th L dealing with Islamic 
insurance (Takāful) was passed. In 2014, the 
implementing Decree N° 2014-280 / PR / MEF 
has been published. Title II of the Decree deals 
with compliance control issues, the Takāful 
operational organization and accounting, 
among others.

As for Islamic banks, Takāful companies 
must have a Sharia Committee composed 
of 3 members competent in Islamic law and 
in conventional insurance. The Committee 
is responsible for verifying the compliance of 
the Takāful Company's operations with the 
rules and principles of Sharia. Article 17 of the 
Decree stipulates Takāful's obligation to set up 
an internal auditor who reports to the Sharia 
Committee and is responsible for verifying the 

conformity of daily operations with Sharia.

The Djiboutian Takāful Law endorses the 
hybrid Wakālah-Muḍārabah model for the 
Takāful operations. Thus, Wakālah is used 
for technical management of the insurance 
operations and Muḍārabah for management 
of the investments. Management fees due to 
Takāful for technical management (as Wakil or 
agent) cannot exceed 20% of total premiums. 
With respect to the investment management 
of the members' funds (participants), the 
company's percentage as Muḍārib cannot 
exceed 45% of the profits from the investments.

In line with the Islamic insurance model, 
the Takāful insurance company must keep 
a double accounting scheme, showing an 
absolute separation between two funds: the 
company shareholders’ fund and the members’ 
funds (insured). For each of these two funds, 
the Decree specifies the different income and 
expenditure items as well as the treatment of 
the surplus and the deficit of the insureds fund.

The Law also provides for the establishment 
of a Committee of Members composed of 10 
insured persons who meets once per year to:
• discuss the financial results of the Takāful 

company;
• make recommendations to the Takāful 

company;
• And elect the representatives of the 

members on the Board of Directors.

Islamic finance education in Djibouti

To support the development of Islamic finance 
in Djibouti, the Djiboutian authorities pay 
particular attention to education in Islamic 
finance. In the field of awareness, the major 
initiative taken by the authorities is the 
organization of an annual summit on Islamic 
finance in Djibouti. This summit is in its 7th 
edition this year (See Box 4.2).

Islamic finance in Djibouti started in 2006 with the launch of the first Islamic bank. Islamic 
financial institutions today are growing, becoming more diversified and attracting new 
investors. In addition, Djibouti excels on the economic side with the realization of an 
impressive real GDP growth of 6% in 2016 and in 2017 and with expectations of growth 
of more than 7% over the coming years. Djibouti is also bringing the required support to 
both growth and development of its financial sector, and it is now reaping the rewards of 
the realized reforms aiming at enhancing the business climate and improving financial 
regulations. Islamic finance is an established important constituent of the financial scene in 
Djibouti and a key player in the development of the financial sector.

The Central Bank of Djibouti has established the tradition of organizing an annual Islamic 
Banking Summit that has become a successful international event. The aim of the Central 
Bank in organizing the summit is to play the role of a convener of the conversation towards 
new insights and new ideas for promoting Islamic finance as a key player in infrastructure 
development in Africa and leading the regulatory changes crucial for a promising future for 
African Islamic finance. Its role also involves enabling Islamic finance as a catalyst of trade 
and investment between Africa and the Organization of Islamic Cooperation (OIC) member 
countries and beyond, and Islamic microfinance as a potential for financial inclusion in 
Africa. The Central Bank also explores innovative new opportunities of Fintech in African 
markets and the ways digitalization may reset the financial landscape and achieve economic 
development.

Summit Africa is conceived to be a platform that links Africa to the Islamic financial world. It 
is also a gathering of political and Islamic finance leaders that allows them to evaluate the 
newest Islamic finance market trends, and to discuss and find answers and solutions to the 
most sophisticated challenges the industry is facing, particularly in Africa. It is, furthermore, 
an international environment to build lasting connections, partnerships and customer 
relationships.

The International Islamic Banking Summit Africa played, since its launch, the role of an 
integral advocacy platform that reinforces the steady growth of Islamic finance in Africa, 
giving birth to one of the highest profile summits on Islamic finance in the continent.

The summit mainly focuses on both opportunities and challenges that Islamic banking, 
finance, and investment are experiencing in Africa, as the Central Bank of Djibouti and its 
governor set Islamic finance as an important component of both financial and economic 
system in the country. The summit is held annually under the patronage of H.E. Ismail Omar 
Guelleh, President of the Republic of Djibouti, Head of Government, underscoring both 
interest and commitment to success from the highest political officer in the country. In 2017, 
H.E. Ismail Omar Guelleh won the Global Islamic Finance Award (GIFA) in Leadership, 
as a recognition for his role in promoting Islamic finance in Djibouti and Africa, reaffirming 
Djibouti’s commitment to the successful development of Islamic finance in the region. 

The main focus of the 2017 edition of the summit was how to capitalize on the surge in new 
Ṣukūk opportunities across Africa. Topics discussed also focused on the opportunities and 
challenges that may face unlocking the economic and strategic potential of Islamic finance 
in Africa and the role that Islamic finance may play in boosting trade and investment. The 
summit also discussed the ways to enhance financial inclusion via innovation and the 
different strategies to be employed to harness Ṣukūk to finance infrastructure in African 
countries. 

Box 4.2: Islamic Banking Africa Summit as an advocacy platform
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The International Islamic Banking Summit Africa also focused on the practicalities of Ṣukūk 
in Africa and how Ṣukūk may play a better efficient role in both infrastructure financing and 
SMEs development. African countries are nowadays on the top list of fastest economic 
growing counties (7 out of the 10 fastest growing economies are African). Furthermore, 
the diversity of the growth drivers is increasing, boosted by resource-based construction 
and services sectors. Islamic finance may help provide the key solutions to support the 
funding gaps in Africa, in addition to the enhancement of financial inclusion in the region. 
Furthermore, Islamic finance is providing the government sector alternative financial 
solutions to meet the capital expenditure requirements, leading to stronger and sustainable 
growth of the Islamic finance industry in the region. The summit also discussed the 
innovations and new trends in the industry, particularly the main technology opportunities 
and the information technology trends in Islamic banking.

More than 250 Islamic finance leaders from more than 75 international organizations 
attended the 2017 edition of the summit. Speakers included H.E. Ahmed Osman, the 
governor of the Central Bank of Djibouti; H. E. Paul Muthaura, the CEO of the Capital 
Markets Authority of Kenya; and Mr. Hassan Jarrar, the CEO of Bahrain Islamic Bank. The 
summit also had a high-profile audience of senior decision-makers that included top political 
leaders as well as chief executive officers and managers of Islamic financial institutions.

Box 4.2: Islamic Banking Africa Summit as an advocacy platform  (Continued)

CBD staff, as well as staff of other Islamic 
banks, have been involved in Islamic finance 
training in the form of seminars and workshops 
both inside and outside the country. There 
is still no specialized academic degree in 
Islamic finance. However, at the University of 

Djibouti Islamic finance is taught as a module 
in some programs. The Salaam Center also 
offers seminars and certificates in Islamic 
finance in collaboration with other international 
institutions (see Box 4.3).

Introduction

Salaam Center for Training and Consultancy located in Djibouti is dedicated to providing 
varied practical training to build capacity, knowledge, and skills in order to promote a 
positive behavior of individuals and institutions involved in Islamic banking to cope with 
changes and meet challenges.
Achievements of the Salaam Center 

Since its establishment in late 2017, as the research and training center, Salaam Center 
has been organizing training courses in multiple languages, i.e. Arabic, English, French, as 
well as Somali on the various themes using its rich experience accumulated over the years 
in conducting such courses, at local, national, regional and international levels. A large 
proportion of these courses are in the field of Islamic banking and finance in conformity with 
the vision, mission and goals of Salaam Center. The Salaam Center has been conducting 
training courses on different aspects of Islamic Banking and Finance since 2017 in Djibouti 
for the benefit the society. Over the last year, more than 1,200 participants have benefited 
from its training courses, with an average of 20 participants per session and an average of 
60 training courses per year.   

Box 4.3: Contribution of Salaam Center to the development of the field of Islamic 
banking in Djibouti

Box 4.3: Contribution of Salaam Center to the development of the field of Islamic 
banking in Djibouti        (Continued)

Training programs

The Center conducts different training programs that have been designed to exchange 
experiences and knowledge for various areas like Islamic finance, business administration 
for Islamic institutions as well as intensive courses for the management of the banks. 

Technical training 

In the light of technical developments witnessed by the world, it was necessary for all 
Islamic institutions to cope with this information and technological explosion to develop the 
infrastructure of technologies and software that contribute to the improvement of Islamic 
financial performance.

International exam center

The Center has also facilitated the organization of international certification provided by 
the world’s most famous centers by hosting the tests in laboratories equipped with the best 
international standards.

Role of Salaam Center in Djibouti 

The role of the Center in Djibouti for the growth and development of the Islamic financial 
services industry cannot be overemphasized. The steady growth in various components 
of this sector has created a huge gap between the demand and supply of individuals, who 
possess the necessary knowledge and skills for efficient management of Islamic financial 
institutions. In order to fill the gap, the Salaam Center has played a tremendous role for 
providing many professional certifications with deferent sectors in the Islamic financial 
industry.

Challenges    

The Center has faced challenges with the managements of the Islamic financial institutions 
when it comes to understanding the importance of training. It took too long for the center 
to convince the institutions on the potential positive impact of training. Thus, the Center 
has conducted meetings with the management of these institutions in order to analyze 
and categorize their training needs into themes and priorities and develop relevant training 
programs in the field of Islamic finance.

Expectations 

The mission of the Center is to motivate, inspire, and challenge individuals as well as 
institutions to achieve excellence in the Islamic banking field, and also  to expand the 
knowledge of Islamic banking in Djibouti and the region. The Center also looks for new 
partners, as it is well-known that the cost of international experts in Djibouti is very high. 
Therefore, the center is trying its best to engage with new markets by spreading the benefit 
of the Islamic banking and providing highly professional courses.

Conclusion 

Over the last year, Salaam Center has gained a lot of experiences in providing high class 
training courses on Islamic banking and finance and has been able to forge close liaison 
with national, regional and reputed international institutions and centers of excellence in 
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Perspectives of Islamic finance in 
Djibouti

Islamic finance is becoming increasingly 
integrated into the financial sector in the coming 
years and its impact on the banking landscape 
is already very much felt. With a growth rate 
of 20% per year, Islamic finance has enabled 
the government, local businesses and foreign 
investors to have access to new sources 
of liquidity for the growth of the Djiboutian 
economy. To promote the development of 
finance in Djibouti, the authorities intend to set 
up a series of reforms that include:
• the effective establishment of Takāful 

insurance and Islamic microfinance 
institutions to complete the banking 
landscape through the authorization 
of Takāful insurance and Islamic 
microfinance. Takāful insurance can offer 
diversified product ranges to individuals, 

professionals and businesses;
• the launch of a Ṣukūk to finance current 

projects and limit the deficit and strengthen 
demand in the market; 

• encourage the establishment of 
associations for the promotion of Islamic 
finance; 

• strengthening the partnership with the 
IsDB, which has already made a significant 
contribution to the Djiboutian economy as 
a whole; 

• And the establishment of cooperation 
agreements to strengthen the tools and 
capacities of Central Bank supervisors in 
the field of Islamic finance, particularly in 
the area of technical assistance, training 
and seminars to be signed with IRTI and 
the IFSB.

Box 4.3: Contribution of Salaam Center to the development of the field of Islamic 
banking in Djibouti        (Continued)

implementing its training activities. Some of the institutions with which Salaam Center 
regularly cooperates include: the Central Bank of Djibouti, East African Bank, Salam 
African Bank, Saba African Bank and others. The expectation of the Center is to participate 
in efforts to make Djibouti the hub of Islamic finance in this region of Africa.
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Flagship Article 

SHARĪʿAH GOVERNANCE FRAMEWORK IN EAST 
AFRICA BANK

Mr. Muhammad Kashif, Chief Operating Officer at East Africa Bank Djibouti, achieved success 
with goal orientation and application, whether in product development, implementation of 
projects, banking operations, overall supervision as well as mentoring and initiating training 
and development. He restructured and redesigned policies, country- and organisation-
specific, well suited to the needs and requirements. Previously, he has led Gulf African Bank’s 
product development and Sharīʿah compliance department, where he successfully refined and 
developed banking products, and implemented a comprehensive system for Sharīʿah audit 
and compliance. He started his career in Pakistan with AlBaraka Islamic Bank. He worked in 
credit operations and administration units, launched consumer financing and managed the 
initial portfolio of Ijārah (Islamic leasing) financing. He earned BSc. and MSc. in Economics 
(and Islamic Economics) from International Islamic University Islamabad, Pakistan. He received 
specialized training from the Institute of Bankers Pakistan, Leasing Association of Pakistan and 
Centre for Islamic Economics Karachi.

Sharīʿah principles are the basis for the exercise 
of Islamic finance through the adherence of the 
creed, conditions and principles advocated by 
Sharīʿah. Complete compliance with Sharīʿah 
principles would bring buoyancy to the broad 
community and the financial markets on the 
integrity of Islamic finance manoeuvres.

Compliance with Sharīʿah principles is a critical 
element of non-interest banking and finance. 
A Sharīʿah review and advisory framework 
is imperative in ensuring such compliance. 
An effective Sharīʿah Corporate Governance 
framework harmonizes the Sharīʿah 
interpretations and strengthens the regulatory 
as well as supervisory oversight of the bank.

East Africa Bank (EAB) had 
implemented Sharīʿah governance 
framework with below mentioned 
objectives:

1. To provide a comprehensive guidance to 
the Sharīʿah Supervisory Board (SSB), 
the Board of Directors (BOD), and the 
management of the bank in discharging 
their duties in matters relating to Sharīʿah;

2. To set out the desired role of the bank’s 
shareholders and the management on 
Sharīʿah governance structures, processes 
and arrangements to ensure that all its 
operations and business activities are in 
accordance with Sharīʿah;

3. To define the role and scope of the SSB 
and its members;

4. To instil an additional accountability 
towards Allah Almighty;

Mr. Muhammad Kashif

A sound and robust Sharīʿah governance 
framework is reflected by effective and 
responsible BOD, the management and an 
independent Sharīʿah Supervisory Board 
that is both competent and accountable 
duly supported by a strong internal Sharīʿah 
research capacity as well as active Sharīʿah 
reviews, Sharīʿah audits and Sharīʿah risk 
management process. 

EAB understands the Sharīʿah non-compliance 
risks associated with Islamic finance business 
and the issues relating to such risks, as well as 
the potential implications to the institution. The 
Sharīʿah governance framework of the bank 
comprises the following:

1. A Sharīʿah Supervisory Board with qualified 
members who are able to deliberate on 
Islamic finance issues brought before them 
and to provide sound Sharīʿah decisions;

2. A management which carries out effective 
responsibilities in providing adequate 
resources and capable manpower 
support to every function involved in the 
implementation of Sharīʿah governance, 
in order to ensure that the execution of 
business operations are in accordance 
with the Sharīʿah;

3. Issuance and dissemination of Sharīʿah 
decisions to the relevant stakeholders;

4. Annual Sharīʿah audits verifying that 
the bank’s key functions and business 
operations comply with Sharīʿah;

Role of the Board of Directors (BOD)

1. The BOD is ultimately accountable and 
responsible on the overall implementation 
as well as execution of Sharīʿah 
governance framework.

2. The BOD, upon receipt of any policy 
from the SSB, endorses the same for 
onward execution/implementation by the 
management.

3. The BOD ensures that the management 
has:

 3.1. Put in place an effective communication 
policy among the key functions of the bank 
guaranteeing the need to observe the 
Sharīʿah requirements at all times.

 3.2. Made certain that the SSB’s directives 
are duly observed and implemented by the 
management.

Role of the Sharīʿah Supervisory Board 
(SSB)

1. The SSB directly reports to the shareholders 
of the bank. A report based on cases 
of non-compliance with the Sharīʿah is 
submitted to the BOD and AGM.

2. The SSB is responsible and accountable 
for all its resolutions, views and opinions 
related to Sharīʿah matters. Since the 
Sharīʿah decisions, views and opinions 
truss the operations of the bank, the 
Sharīʿah Board severely deliberates on 
the matters at hand before arriving at any 
decisions.

3. The SSB performs an oversight role on 
Sharīʿah matters related to the bank’s 
operations and activities. This is initially 
attained through the annual external 
Sharīʿah audit.

4. The SSB reviews the products, policies 
and procedures presented by the Bank to 
ensure that the same are compliant with 
the principles of Sharīʿah. The Sharīʿah 
review also covers:

 4.1. Terms and conditions contained in 
various forms, legal and/or financing 
contracts, agreements, etc. used by the 
bank.

 4.2. The product manuals, marketing and 
advertisement material, sales illustrations 
and brochures.

5. The SSB reviews the exertion carried 
out by external Sharīʿah audit in order to 
ensure observance of Sharīʿah principles 
to provide their assessment on the level of 
Sharīʿah compliance in the annual report 
of the Bank.

The independence of the Sharīʿah Board is 
observed at all times for it to play its oversight 
role over the bank without undue influence, 
especially from the management of the bank.

Role of the Management

1. The management is responsible for 
observing and executing Sharīʿah rulings 
and decisions made by the SSB. The 
management is also responsible to 
recognize any Sharīʿah issues and to 
refer the same to the SSB through SSB 
Secretary.

2. The management provides complete and 
accurate information as well as disclosures 
in a timely manner and transparently to 
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enable the SSB to discharge relevant 
Sharīʿah decisions efficiently.

3. The management shall arrange an 
independent expert consultation as and 
when advised by the SSB.

4. The management provides sufficient 
financial resources (budget allocation) 
for the training and development of SSB 
members.

5. The management also avails reference 
materials for SSB.

6. The management provides constant 
learning and training courses to the 
employees of the bank in Sharīʿah and 
finance matters. This is to ensure that 
every function in the bank is adequately 
exposed to the relevant knowledge as well 
as new developments in Sharīʿah related 
matters.

7. In the event the management is notified 
that certain operations are found to be 
carrying out businesses which are not 
in compliance with Sharīʿah, or against 
the advice of its Sharīʿah Board, the 
management:

 7.1. Immediately ceases to seize on any 
new business related to the Sharīʿah non-
compliant business; and

 7.2. Immediately furnishes a plan to 
rectify the state of noncompliance with the 
Sharīʿah, to be duly approved by the board 
and endorsed by the Sharīʿah Board.
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A view of the city of Djibouti.

ISLAMIC SOCIAL 
FINANCE IN 
DJIBOUTI

CHAPTER 5
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The Islamic social financial sector 
(comprising Zakāt, waqf and not-for-
profit institutions) in any country is 

intricately related to the practice of Islam by its 
population. Zakāt, an act of worship and the 
third pillar of Islam, involves a compulsory levy 
on every Muslim above a cut-off level of wealth 
and income. Waqf, at the basic minimum level, 
comprises religious waqf in the form of masjids 
and madrassas for religious education. Thus, 
the strength of the Zakāt and waqf sectors in a 
given society is largely dependent on its level 
of religious awareness and practices. 

Awqāf in Djibouti

Djibouti is known for practicing a moderate and 
tolerant version of Islam since the early ages 
of the religion. Prior to French colonial rule, the 
leadership of the community largely remained 
in the hands of its religious leaders who taught 
religion, as well as administered affairs such as 
marriage contracts, inheritance, and resolved 
conflicts with Sharīʿah law. The Awqāf sector 
in Djibouti provided for Islamic education 
involving memorization of the Quran, the 
Arabic language and Islamic jurisprudence. 
It mainly comprised the Quranic schools, 
known as Madrassas or Mal'amad. The 
colonial rule greatly weakened the authority 
of such traditional community leadership. An 
independent and sovereign Djibouti got its 
constitution in 1992, which declares Islam as 

the state religion. Statistics show an estimated 
99 percent of its 650,000 citizens as Sunni 
Muslims. It is culturally integrated with the 
wider Islamic world through its membership in 
the Organization of Islamic Cooperation (OIC) 
and the Arab League. Its government often 
employs modern interpretations of Islamic 
texts in the creation of national programs and 
policies. The Awqāf in the form of the masjids 
are overseen by the Ministry of Muslim Affairs. 
The Ministry also appoints the Cadi, the senior 
judge of Islamic law in the country. In 2004, 
the Ministry created the High Islamic Council 
(HIC) whose main task is to give guidance 
on religious matters. The HIC is governed by 
a Board comprising the Minister of Muslim 
Affairs and seven consultative members, 
chosen from among reputed Muslim leaders 
and scholars. The HIC controls three important 
services: the High Fatwa Authority, responsible 
for religious solutions to general and specific 
queries; the Da'wa Committee on Islamic 
Orientation, responsible for guiding religious 
education, promoting moderate ideas, and 
improving the performance of Imams; and the 
Mosques Council, responsible for monitoring 
the functioning of mosques. 

There are two major Islamic charities in 
Djibouti. The Africa Relief Committee (ARC) 
is a Kuwaiti NGO which collects funds from 
governments and private donors to redistribute 
in poor Islamic countries. This redistribution 

Year No. of 
Muzakkī

Zakāt Collected in 
Djibouti Franc Zakāt Collected No. of Beneficiaries

2005 20 21,837,477 122.67 2220
2006 56 51,512,445 289.38 5382
2007 79 96,279,417 540.86 8520
2008 116 91,000,000 511.20 8076
2009 122 101,078,361 567.82 8484
2010 160 112,704,500 633.13 8952
2011 131 90,000,000 505.58 7560
2012 112 109,130,747 613.05 4806
2013 100 100,000,000 561.76 6942
2014 109 125,000,000 702.20 8040
2015 156 234,421,764 1,316.89 11,550
2016 135 209,597,920 1,177.44 13,320
2017 122 225,676,850 1,267.76 13,848

Table 5.1: Details of Zakāt collection in Djibouti from 2005-2017
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is primarily through the construction of 
schools and mosques, well drilling, and food 
distribution. The ARC has been in Djibouti for 
seven years. Its latest project is the construction 
of a compound housing an orphanage, school, 
dormitories, sport facilities and a mosque at a 
cost of 3.5 million USD.  The second is a Saudi 
NGO called Al Nadwa or the World Assembly 
of Muslim Youth (WAMY), an organization 
headquartered in Jeddah. This NGO has 
recently taken over management of the boys' 
orphanage in Djibouti. The WAMY has been 
present in Djibouti since 1999. 

Zakāt in Djibouti

In 2004, the Dīwān al-Zakāh Foundation (DZF) 
was set up as the apex national body in Djibouti 
to undertake mobilization and distribution of 
Zakāt. The foundation was created under 
the direct leadership of the President of the 
Republic to serve as an intermediary between 
the benefactors and the different categories 
of vulnerable people throughout Djibouti This 
organization is headed by an executive board 
of nine members. Five of these positions are 
held by members of Djiboutian society with the 
highest charity contributions. The remaining 
four members are chosen for their integrity and 

competence. Zakāt management in Djibouti 
has not involved any public appeal so far to 
contribute Zakāt through the DZF. Some of 
the board members have used the time since 
the organization's creation to visit Persian 
Gulf countries and Sudan to gain experience 
in similar organizations that have existed for 
more than a decade. 

The DZF experienced a steady growth in Zakāt 
collected from year to year since inception. The 
Zakāt collected increased by 10.33 times over 
the period 2005-2017, from 122.67 thousand 
USD to 1267.76 thousand USD (see Table 5.1 
below). 

In 2007, the DZF was entrusted the Orphan 
Sponsorship Program, a national program 
to promote social cohesion. This program is 
supported by a network of volunteers and 
neighborhood committees. It is also supported 
by large companies in the region. During 2015, 
DZF sponsored 1,454 orphans, spending 
about 5000 fd per month per head with an aim 
to triple the number of beneficiaries in near 
future. Subsequently, poor families, elderly and 
disabled people have also been added to the 
type of beneficiaries.
DZF has special relations with institutions and 
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Figure 5.1: Zakāt collected and number of Muzakkī in Djibouti from 2005-2017

Source: IFSB 

similar organizations in the Arab world, which 
also boosts its capacity to intervene with the 
most needy sections of the population. The 
total number of beneficiaries has steadily risen 
from 2,220 in 2005 to 13,848 in 2007, getting 
multiplied over six times. DZF has funded with 
charity funds the construction of two large 
buildings whose rents are intended for orphans 
of the country. DZF has also contributed to 
building capacity of Zakāt institutions in the 
region. A case in point is its active cooperation 
with the Dīwān al-Zakāt of Somaliland, created 
in 2015.

International organizations like the International 
Monetary Fund (IMF) have sought to develop 
the activities of DZF as part of its poverty 
reduction strategy to increase coverage of 

support and assistance of persons living in 
extremely precarious situations. The IMF 
has helped DZF set up a protection and 
integration program that involved (i) increase 
the Zakāt collection, and increase the number 
of beneficiaries, (ii) awareness raising among 
Zakāt donors, (iii) publication of a balance 
sheet of activities to build donor trust, and (iv) 
production of a database of beneficiaries and 
persons assisted through Zakāt, in multiple 
categories, comprising persons without 
resources who are unable to work: orphans, 
handicapped, elderly, divorcees and widows, 
spinsters, and poor families. 

According to Article 4 the resources of the Dīwān al-Zakāh Foundation are generally from:

• Zakāt product provided voluntarily by legal or natural persons.
• Funds collected from Djiboutian and foreign institutions and companies for works of 

public utility.
• Donations, contributions and alms, other than Zakāt, provided by natural or legal 

persons for charitable purposes.
• Subsidy from the state and local authorities.

In terms of the administration of the institution, the project provides for the establishment 
of a board of directors appointed by decree of the President of the Republic (Articles 5, 6 
and 7). According to Article 6, the Board of Directors consists of nine members including 
five members among the big payers of Zakāt and four members selected and chosen 
according to their moral integrity and their competence. Article 7 says that the members of 
the board of directors of the foundation are appointed by a Presidential decree that sets the 
rules for the organization and operation of the foundation and approves its statutes. Dīwān 
al-Zakāh’s Board of Directors elects its Chairman at its first meeting. The term of office of 
the members of the board of the foundation is three years renewable.

Article 8 of the draft is devoted to the attributions and competences of the administrative 
body of the foundation. It asserts that the board of directors of DZF is the supreme body 
of the foundation. It is invested with a general mission of accomplishing the purposes of 
the foundation, the assignment, the supervision and the management of the resources 
of the Zakāt and the property of the foundation according to the precepts of the Sharia. 
He represents the interests of the foundation in court, votes the budget and approves the 
accounts. The BoD:

• Appoints the Director General,
• Designates the auditors,
• Designates the members of Fatwa's internal commission and research,
• Designates the members of the internal control unit,
• Adopts the budget and the annual program of action,
• Approves the annual accounts presented by the Chief Executive Officer,

Box 5.1: Law of Zakāt, Djibouti
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• Outlines the policy for the collection, management and allocation of Zakāt products and 
the property of the Foundation,

• Appoint Zakāt collection and collection commissions, as needed,
• Ensures the proper application of Sharīʿah jurisprudence and procedures manual,
• Amend the statutes and pronounce the dissolution of the foundation.

Articles 9, 10, 11, 13, 14, 15 and 20 set the rules for the functioning of this body, the role 
of its Chairman, its meetings, the cases of replacement of members, the annual financial 
statements, the audit of the Audit Bench and budgetary disciplines, the appointment of 
auditors, the preparation of an administrative and accounting procedures, to the annual 
publication of an administrative and financial report. In addition to this board of directors, 
the text provides for the institution to have the following organs:

• A Director General (Article 12).
• An internal control unit (Article 6).
• A commission of control and research known as Fatwa (articles 17,18,19).

The respective roles and attributions of these bodies are fixed by the provisions of the articles 
cited below. According to Article 17, the Board of the Foundation sets up a commission of 
control and research called Fatwa commission whose mission consists of:

• Issue legal opinions on Zakāt matters,
• Check and monitor the statutes and regulations governing the foundation of Dīwān al-

Zakāh; and ensure compliance with Sharia standards.
• Ensure that the collection, management and distribution of Zakāt resources undertaken 

by the Foundation obey Islamic rules and jurisprudence.

The members of the Fatwa commission and research, whose number is fixed at five, are 
chosen among the learned in Islamic Fiqh and scholars paid in the sciences of Zakāt.

Article 18 says that the Fatwa Commission and the Foundation's researchers choose from 
among the members a President and a rapporteur. The commission meets once every three 
months. It may hold, in case of need, extraordinary meetings convened by its Chairman 
or at the request of the Board of Directors to seek legal advice on the management of the 
foundation. Article 19 requires that the decisions of the Fatwa Commission and research 
shall be notified in writing to the Director General and Board of Trustees of the Foundation.

Article 20 requires that each year, the foundation prepares and publishes an overall report 
on its financial and administrative situation. This report must contain details that are useful 
for informing the public, particularly with regard to its by-laws, the composition of its councils, 
committees, activities and management review.

The final provisions of the draft statutes of the foundation concern the procedure for 
amending the statutes (Article 21), the dissolution and subsequent measures (Article 22) 
and finally the procedure for the adoption of rules of procedure intended to supplement the 
statutory provisions (Article 23).

Box 5.1: Law of Zakāt, Djibouti      (Continued)
Djibouti created a Zakāt infrastructure in the 
form of an institution known as "Dīwān al-
Zakāh" which is a legal entity of private non-
profit law subject to the rules applicable to 
organizations benefiting from recognition of 
public utility. The Dīwān al-Zakāh essentially 
aims to collect, manage and distribute the 
income of the Zakāt to the rights holders, to 
accept and receive donations, grants and 
contributions provided by legal or natural 
persons both inside and outside the country for 
charitable purposes and this, in the framework 
of national solidarity. It is also entrusted with the 
task of sensitizing and mobilizing the population 
by all means and all the appropriate means on 
the importance of Zakāt and the essential role 
it is called to assume in the field of the fight 
against poverty. However, it appears that the 
population of Zakāt payers is still restricted to 
a few donors (Muzakkī) and excludes large 
parts of the population. This is evidenced by 
the fact that just about 122 donors paid Zakāt 
in 2017, increasing from 20 in 2005. The law 
of Zakāt (Box 4.1) mostly comprises provisions 
relating to the constitution and administrative 
aspects of the Dīwān and perhaps needs to 
be strengthened with motivational aspects of 
Zakāt collection from among the population and 
its distribution among the eligible beneficiaries.

Islamic Microfinance in Djibouti

The financial system in Djibouti provides for 
Sharīʿah-based financial products offered by 
its Islamic financial institutions. However, these 
institutions like their conventional counterparts 
tend to exclude large sections of the population 
that are poor and economically inactive. 
In order to effectively address the problem 
of financial exclusion, and consequently 
of poverty, the Djiboutian Government set 
up, through the Agency Djiboutian Social 
Development (ADDS), the Caisses Popular 
Savings and Credits (CPEC), which grants 
conventional financing to the poor. Further, 
Islamic microfinance was seen to address the 
needs of many customers who did not want to 
use conventional microfinance, because of its 
non-compliance with the Sharīʿah principles. In 
order to test the waters, an Islamic microfinance 
pilot project was implemented by the 
government at Balbala with the support of the 
Islamic Development Bank. The Balbala project 
started in 2011 targets five neighborhoods 
from Balbala - Old Balbala, Ward 5, Quarawill, 
Bahache, and Cheick Moussa – with 20 percent 

of funding going to other neighborhoods in 
the city of Djibouti. The program aims to set 
up integrated financial support for the poor of 
the Balbala community and especially for the 
women at home and young people without 
employable skills. According to a recent report(1) 
, about 199 units were financed an amount 
of DF 66 million (USD 372,000) that included 
78 individual women, 67 individual men, 42 
women's solidarity groups and 9 men's groups 
as well as 3 mixed solidarity groups. A total of 
221 women and 103 men benefited from this 
funding. The portfolio is dominated by short-
term financing at 53.94 million FD. Medium-
term and long-term financing account for 8.80 
million FD and 3.25 million FD respectively.

The project involves an array of Islamic 
financial products, such as Murābaḥah, 
Mushārakah, mudaraba, Istiṣnāʿ and Qarḍ 
Ḥasan. The funded projects are in the nature of 
survival projects with a duration of 6-8 months 
and financing up to 300,000 FDJ; agricultural 
projects with a duration of 1 year and financing 
between 300,000 to 1,000,000 FDJ; and micro 
enterprises with a duration of 2 years and 
financing up to 1,500,000 FDJ.

Islamic microfinance in Djibouti faces some 
major challenges. These include, inter alia, the 
absence of an enabling legal, fiscal and social 
framework, shortage of local microfinance 
experts and Sharīʿah experts, scarcity of long-
term resources for the microfinance institutions, 
and disinterest of Islamic banks in moving 
into the microfinance sector. Some of these 
challenges could be met through a strategy of 
mainstreaming the Islamic social finance sector 
and integrating the Zakāt and waqf resources 
for microfinance and economic empowerment 
projects. Further, the importance of developing 
expertise in microfinance as well as Sharīʿah 
matters can be hardly overemphasized.

(1) Mahdi Mohamed Djama, La Microfinance Islamique A Djibouti accessed 
from
https://docplayer.fr/17979950-La-micro-finance-islamique-a-djibouti-mahdi-
mohamed-djama.html
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A view of the city of Djibouti.
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The Islamic Development Bank Group 
(IsDB) was established as South-
South multilateral development finance 

institution in pursuance of the Declaration of 
Intent issued by the Conference of Finance 
Ministers of Muslim countries held in Jeddah, 
Kingdom of Saudi Arabia in Dhū al-Qaʿdah 
1395 H (December 1973). The purpose of 
the Bank, which was formally opened on 15 
Shawwal 195H (20 October 1975 G), is to 
foster the economic development and social 
progress of member countries and Muslim 
communities individually and collectively in 
accordance with the principles of Shari’ ah 
(Islamic Law) to bridge the gap between rich 
and poor member countries.  

Since its inception, the number of IsDB 
shareholders has increased from 22 to 57 
member countries. Over the years, IsDB has 
gradually evolved into a family of institutions, 
currently referred to as the IsDB Group. It 
comprises, in addition to IsDB itself, five 
institutions namely: the Islamic Research 
and Training Institute (IRTI), the Islamic 
Corporation for Insurance of Investment and 
Export Credit (ICIEC), the Islamic Corporation 
for the Development of the Private Sector 
(ICD), the International Islamic Trade Finance 
Corporation (ITFC), and the Islamic Solidarity 
Fund for Development (ISFD). Each of 
IsDB institutions has been established to 
complement the activities of IsDB in specific 
development fields that required specialized 
skills and an organizational and governance 
structure adapted to the nature of the business.

The unique feature of IsDB is that it is the first 
international financial institution to commit 
itself to conduct its activities in conformity with 
the Sharīʿah. As a result, the prohibition of 
Ribā in Islam and the implications thereof have 
motivated certain conceptual and operational 
features which distinguish the IsDB from 
other international development banks. It 
is an institution with a global development 
mandate, an instrument for solidarity, a South-
South organization as all its shareholders are 
developing countries. All IsDB activities are 
Sharīʿah compliant, and IsDB has spearheaded 
the development of Islamic finance and 
economy for human development. 

IsDB’s operations and strategy 

Operations of IsDB cover development-
related fields including financing of projects 
both public and private, trade financing and 
economic cooperation, research and training 
in Islamic economics and banking, insurance 
and reinsurance coverage for investment and 
export credit, technical assistance and capacity 
development, emergency relief, scholarships 
and special assistance to Muslim communities 
in non-member countries, and advisory 
services for public and private sectors.
 
What distinguishes the IsDB from other 
regional and international developmental 
institutions is that it is obliged by its own charter 
to follow the Sharīʿah in all of its functions and 
operations.  The Sharīʿah prohibition of interest 
and the implications thereof have ensured that 
the IsDB has certain distinguishing conceptual 
and operational features. Among activities 
undertaken by IsDB is participation in the equity 
capital of productive projects, investment in 
economic and social infrastructure projects, 
and promotion of foreign trade and raising of 
funds in Sharīʿah-compliant ways.

The total volume of IsDB financing amounted 
to USD 128.7 billion as of May 2018. Out of 
this, USD 43.9 billion (48%) is for financing of 
projects, USD 47.9 billion (51%) for financing 
of trade operations, and USD 0.73 billion 
(1%) for special assistance. All IsDB member 
countries and the major economic sectors in 
these countries benefited from IsDB financing 
and support. 

IsDB has become a well-recognized and 
trusted partner in the global development 
arena. It enjoys an excellent (AAA) credit 
rating from the three major rating agencies, 
which enables it to mobilize resources 
through issuance of Ṣukūk from the market 
at low cost. IsDB has been classified as a 
zero risk institution by the European Union. 
Furthermore, IsDB acquired an observer 
status in the UN General Assembly, and was 
entrusted with the Secretariat of the Deauville 
Initiative for assistance to the countries of the 
Arab Spring for the year 2013. In conducting 
their activities, IsDB entities have close 
cooperation relationships with a number of 
institutions involved in the field of development 
including: OIC General Secretariat and OIC 
agencies, other multilateral development 
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banks, UN development agencies, regional 
development organizations, national and 
regional development funds, and NGOs.

IsDB has also significantly contributed to the 
development of the Islamic financial services 
industry. This contribution encompassed 
several aspects, namely:  helping in the 
establishment of several Islamic banks, Islamic 
leasing companies and Islamic insurance 
companies through equity participation; 
dissemination of Islamic modes of financing 
such as leasing, and Istiṣnāʿ; issuance of 
Islamic Ṣukūk; promotion of research and 
training in Islamic economics and Islamic 
finance; and participation in the establishment 
of  infrastructure institutions and regulatory 
bodies for the Islamic financial services 
industry, including Accounting and Auditing 
Organization for Islamic Banks and Financial 
Institutions (AAOIFI),  Islamic Financial 
Services Board (IFSB), Islamic Rating Agency 
(IIRA), Council for Islamic Banks and Financial 
Institutions (CIBAFI),  Liquidity Management 
Centre (LMC) and International Islamic 
Liquidity Management Corporation(IILM). 

IsDB’s role in the development of the 
Islamic financial sector

IsDB has been spearheading the development 
of the Islamic financial industry and economy.   
It is a distinctive feature of IsDB, as compared 
to other MDBs.  Developing the Islamic 
financial industry is also one of the 8 strategic 
pillars of the IsDB Vision 1440H. The global 
financial crisis of 2008 further boosted the 
adoption and growth of the Islamic finance 
and banking. Global financial hubs such as 
London, Paris, Singapore, Hong Kong are now 
jointly promoting and developing the industry. 
Today, the Islamic finance/banking industry 
is worth more than USD2 trillion, enjoying a 
double-digit growth per year.

To help steer the development of the global 
Islamic financial industry, together with IFSB, 
IsDB through IRTI jointly developed the “Islamic 
Financial Services Industry Development Ten-
Year Framework and Strategies”(1) , in 2007 
and in 2013 completed a mid-term review 
reflecting the recent developments since 2007. 
Besides the hundreds of Islamic economics, 
banking and finance publications produced 

(1) http://www.ifsb.org/docs/10_yr_framework.pdf

by IRTI, the IsDB through IRTI and ICD has 
begun to track the development of the industry 
through sharing of case studies and producing 
a global industry index.

As a global reference center for the 
development of the Islamic economy, IsDB 
interventions can be broadly divided into the 
following categories:
i. Building and supporting the 
development global infrastructure institutions 
like IFSB, AIOFI, CIBAFI, IIRA, LMC, IILM, 
WWF.  It is expected that IsDB shall continue to 
support instituting of new global infrastructure 
institutions for the development of Islamic 
capital market and the non-banking sector 
such as Awqāf, Zakāt, pilgrimage funds, and 
for inclusive financing.  
ii. Advocating the proper application of 
Islamic banking and finance through activities 
such as promoting the harmonization of 
Sharīʿah standards and global connectivity of 
the Islamic banking and finance and capital 
market hubs in Member Countries and non-
Member Countries. 
iii. Supporting the development of the 
Islamic banking and finance industry in member 
countries through policy-regulatory advice, 
human capital development and investment.  
These are undertaken by the various entities 
of IsDB namely through operation financing, 
issuance of Ṣukūk, and investment in Islamic 
banking and financial institutions.

Recognizing the accelerated pace of the 
Islamic financial industry currently, led by 
some of the member countries and global 
industry, a key proposition for IsDB is to 
focus on the reverse linkage aspect i.e. in 
connecting Islamic financial centers in MCs 
to the emerging centers in MCs and non-
MCs. In this context, key challenges that have 
been identified are in liquidity management 
and the harmonization of Sharīʿah and its 
proper application.  Consequently, IsDB is 
also proposing to focus further to enhance the 
linkages between the financing aspects to the 
real economic activities, with a framework for 
the development of Islamic-based economy.  
Member countries such as Malaysia(2)  and 
the United Arab Emirates(3)  are also jointly 
spearheading this effort.

(2)  World Islamic Economic Forum, WIEF Foundation (www.wief.org)

(3)  Global Islamic Economic Summit, Dubai, Nov 25-26, 2013

To further expand the scope and utilization 
of Islamic finance, IsDB is now focusing on 
developing the non-banking sector such 
as Awqāf, Zakāt, pilgrimage funds, and 
mainstreaming further inclusive financing. 
The IsDB is at the forefront of promoting and 
advancing Islamic financial services industry 
through partnership with governments, private 
sector and multilateral financial institutions. 

IsDB continued to facilitate the development 
of the sector by providing technical assistance 
for creating the requisite legal, regulatory, 
supervisory and Sharīʿah frameworks, 
improving access to Islamic finance for 
the poor, developing the Islamic finance 
architecture, supporting Islamic Infrastructure 
Institutions, participating in equity investments, 
and creating a common platform for the 
regulators of the Islamic financial services 
industry to enhance constructive dialogue. In 
addition, the IsDB has launched its IsDB-MDP 
(IsDB Microfinance Development Program) 
to support expanding access to financial 
services to those currently not accessing 
them. The IsDB Group, in collaboration with 
the Islamic Financial Services Board (IFSB), 
the Accounting and Auditing Organization for 
Islamic Financial Institutions (AAOIFI), and 
other Islamic financial institutions, stands ready 
to assist in mainstreaming Islamic finance in 
the ongoing restructuring of the global financial 
system.

The IsDB has also been developing the Awqāf 
sector for charitable purposes. Awqāf is a 
unique tool within Islamic finance, which can 
play a critical role in human development, 
poverty alleviation and building social safety 
nets. Awqāf organizations, by mandate, are 
Islamic charitable entities that carry out a vast 
array of economic, social and cultural activities. 
To address the development needs of the Awqāf 
sector, IsDB established the Awqāf Properties 
Investment fund (APIF) in 2001 and act as 
Muḍārib for the fund.  The objective of the APIF 
is to develop idle Waqf lands and renovate 
existing Waqf buildings, thereby transforming 
them into profit generating assets. IsDB is 
also working towards developing Waqf Law in 
IsDB MCs and non-Mcs in order to create the 
necessary enabling environment to facilitate 
APIF operations. 

IsDB’s intervention in Djibouti 

As of 31 August 2018, the IsDB has approved 
64 operations, where 10 of the operations 
are special assistance, for a total amount of 
US$ 249.09 million (equivalent to ID 
175.75 million).  Of the 64 operations, 43 have 
been completed for a total amount of US$ 
162.01 million (ID 108.51 million). There are 
11 operations in progress with a total approved 
amount of US$ 87.08 million (ID 65.53 million) 
of which 9% has been distributed. 

The performance of the IsDB portfolio has 
improved considerably since 2012. This 
is largely due to the results of a Country 
Portfolio Performance Review (CPPR) that 
was undertaken in January 2012, which 
recommended the closing of six operations 
whose physical works had reached (or were 
close to reaching) completion, the cancellation 
of two Technical Assistance Grants approved in 
2006 and 2007, the re-scoping of one operation, 
and proposals to enhance the implementation 
and performance of future projects.

The government adopted its first Poverty 
Reduction Strategy Paper (PRSP) in 2004 
whose main objectives included the following: 
(i) supporting economic growth; (ii) developing 
human resources; (iii) strengthening social 
safety nets; and (iv) modernizing the 
government and promoting good governance. 
The successor strategy, the National Initiative 
for Social Development (INDS), covered the 
period 2008-2012 and broadly encompassed 
similar strategic priorities as the PRSP. A 
new country development strategy (Growth 
Strategy for Employment Creation) covering 
the period 2015-2019 was published, although 
it is not expected to significantly depart from 
the pillars of the previous strategies as they 
remain pressing and valid binding constraints. 
Specifically its pillars are: (1) growth and 
macroeconomic stability, (2) promoting access 
to basic social services, (3) combatting 
extreme poverty and marginalization, and (4) 
governance.

The IsDB Group’s support to Djibouti will 
continue to focus on food security (agricultural 
and livelihood projects), social sector 
infrastructure (hospitals, health centers, 
primary and secondary schools), and economic 
infrastructure (transport, energy and telecom) 
to boost economic growth that will impact on 
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poverty reduction. Furthermore, considering 
that the country’s new Strategy of Accelerated 
Growth and Promotion of Employment 
(2015-2019) was endorsed in 2015, there 
are discussions and proposal for considering 
the possibility of undertaking an a Member-

Country Partnership Strategy (MCPS) exercise 
for Djibouti in 2018 using the Global Value 
Chain approach as this would maximize the 
overlap between the country’s challenges and 
the IsDB’s strategies.

Mode No. of Amount (in mn) Disb.
%

Operations ID USD ID
Grant TA 19 2.65 3.77 1.85 1.5
Loan 14 52.38 69.50 42.58 29.8
Loan ISFD 2 10.42 15.02 0.00 5.9
Loan LDMC 10 19.96 30.32 0.00 11.4
Loan T.A. 2 0.32 0.34 0.00 0.2
Inst. Sale 4 32.32 44.15 9.14 18.4
Istiṣnāʿ 1 11.84 16.84 11.89 6.7
Leasing 1 41.06 65.00 44.15 23.4
Service Ijara 1 3.10 4.15 0.00 1.8
Total (OCR) 54 174.05 249.09 109.61 99
Special Assistance 10 1.70 2.30 0.00 1.0
Total IsDB 64 175.75 251.39 109.61 100%

Table 6.1: Summary of IsDB operations in Djibouti
Table 6.1A: Distribution by Mode of Finance    Amount in million

Mode No. of Amount (in mn) Disb.
%

Operations ID USD ID
Agriculture 9 10.71 11.10 5.63 6.2
Education 10 19.09 27.07 7.98 11.0
Energy 4 13.62 18.73 13.62 7.8
Finance 2 0.12 0.19 0.07 0.1
Health 16 61.35 84.89 13.23 35.3
Industry and Mining 2 0.29 0.35 0.29 0.2
Information & 
Communication

1 11.84 16.84 11.89 6.8

Public Administration 1 0.15 0.22 0.12 0.1
Transportation 5 50.67 79.68 53.51 29.1
Water, Sanitation & 
Urban Services

4 6.20 10.02 3.27 3.6

Total (Net OCR) 54 174.04 249.09 109.61 100
Total IsDB 64 175.75 251.39 109.61 100%

Table 6.1B: Distribution by sector

In 2016, the Bank approved $60 million for the “Development of National Fund for Social 
Security (NFSS) General Hospitals” project in Djibouti as a prototype for the “Alternative 
Health Financing”. The project is to deal with the growing burden of communicable and 
non-communicable diseases affecting social wellbeing and economic productivity in the 
country. It will increase access to, and improve the quality of, specialized healthcare 
services through the establishment of a 220-bed general hospital. The project will benefit 
about 480,000 inhabitants, including 180,000 NFSS affiliates and 50,000 needy households 
(300,000 people).

Alliance to Fight Avoidable Blindness (AFAB): In 2009, IsDB initiated a program to reduce 
the prevalence of cataract-related blindness, and to improve access to and quality of eye 
health care in member countries, especially in Benin, Burkina Faso, Cameroon, Chad, 
Djibouti, Guinea, Mali and Niger. Following seven years of implementation, AFAB has 
completed its first phase with these results: (i) 244,197 patients received free eye care 
consultations (97% of the initial target), (ii) 49,486 men, women and children were operated 
free of charge and more than 177 medical staff benefitted from training (268% of the initial 
target), (iii) more than $6 million grant resources were raised for this program from partners 
such as BADEA, the Egyptian Agency of Partnership for Development, and the Azerbaijan 
International Development Agency, among others.

In 2016, IsDB, in partnership with the Alliance stakeholders and the Prevention of Blindness 
Union (PBU), formulated the second generation of AFAB to enlarge the geographical scope 
to cover six countries from the first generation (Burkina Faso, Chad, Djibouti, Guinea, 
Mali, Niger) and six new countries (Comoros, Côte d’Ivoire, Guinea-Bissau, Mauritania, 
Mozambique, Togo).  And the new program has been officially launched in 2017. 

Many African countries are lacking in ophthalmologists, infrastructure, and equipment. 
NAB – an NGO founded by a group of volunteer Tunisian ophthalmologists – has organized 
large campaigns to promote eye surgery in many African countries. To confront the backlog 
of cataract operations in Africa, NAB and IsDB began collaborating in 2002 with the first 
campaign conducted in Niger in March 2003. As a result, 3,394 cataract surgeries were 
performed between 2003 and 2007. With the support of NAB, IsDB then decided to create 
the Alliance for Fighting Avoidable Blindness through eight African countries: Benin, Burkina 
Faso, Cameroon, Chad, Djibouti, Guinea, Niger and Mali. The Alliance is a model of South-
South trilateral cooperation, involving IsDB, NGOs and ministries of health, focused on 
cataract surgeries and human resources enhancement. This five-year program enabled 
250,000 consultations and nearly 50,000 cataract surgeries in cities and rural areas. 
NAB visited all of the countries, with the teams performing approximately 29,000 cataract 
surgeries through 80 campaigns.

Box 6.1 : Case 1

Box 6.2 : Case 2

Box 6.3 : Case 3
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The maternal and neonatal health is considered a public health issue in Djibouti. In its 
National Action Plan to Fight Maternal Mortality, the country set as its key targets the 
reduction of the maternal mortality rate to 90 in 100,000 and of the neonatal mortality rate 
to 25 in 1,000 by 2020. To that end, the Djibouti Ministry of Health’s Mother and Child Health 
Centre is cooperating with various partners to enhance access to maternal healthcare 
facilities and sensitize the population to the importance of maternal and child healthcare. 

One of the main challenges facing the country is the improvement of electronic monitoring 
systems and the surveillance of high-risk pregnancy and childbirth. This is due to many 
reasons, including a shortage of the required equipment within maternal and healthcare 
centers and the non-systematic follow up of protocols and standard operating procedures 
to properly manage high-risk pregnancies. In addition, staff involved in public reproductive 
health require an increase in capacity to better manage such situations.

AMCI has provided the expertise, developed by Morocco’s Hospital Ibn Sina and its 
Reproductive Health Centre (RHC), that has over 25 years of experience in the management 
of obstetric and neonatal activities, dealing with about 20,000 pregnancy cases annually. 
Electronic monitoring of high-risk pregnancy and childbirth have taken place at the center 
for many years, with a training toolkit having been developed, customized to Moroccan 
requirements in line with World Health Organization standards.

The RHC institution is recognized at national and regional levels as a maternal health 
resource center. It provides training, including support for other maternal health centers 
in Sub-Saharan Africa, through knowledge exchange. Over 300 training sessions and 
workshops related to women and infant health have been implemented, with more 
than 1,500 health specialists from 22 countries, including representatives from Djibouti, 
benefitting from the training.

IsDB is in continuous dialogue with the government of Djibouti and has supported the 
country’s health sector. The Bank is therefore familiar with the country’s challenges including 
the capacity gaps in maternal health. IsDB has also collaborated with the RHC for many 
years and has funded various training workshops such that the RHC has been identified 
as a provider of expertise in the Morocco’s Member Country Partnership Strategy. Also, a 
Memorandum of Understanding between AMCI and IsDB has been signed to facilitate the 
transfer of Morocco’s experience for the benefit of other regions. Thus, IsDB has been able 
to match the needs of Djibouti using expertise from Morocco. To close the loop, Morocco, 
through AMCI, coordinated and funded a peer-to-peer consultation process to design 
customized solutions to fill the capacity gaps in maternal health in Djibouti. To ensure joint 
ownership, the governments of both Djibouti and Morocco, through AMCI, contributed to 
the project’s financing together with IsDB.

Box 6.4 : Case 4: Maternal and child health in Djibouti

IsDB’s intervention in developing 
Islamic finance in Djibouti 

Technical assistance

Islamic financing is one of the fastest growing 
segments of international finance in the world. 
The Islamic finance industry’s total worth 
across its three main sectors (banking, capital 

markets, and Takāful) was estimated at $2 
trillion in 2017, and global Islamic finance 
assets are forecast to reach $3.5 trillion by 
2021. The volume of annual Ṣukūk issuances 
reached $75 billion in 2016, bringing the 
volume of outstanding Ṣukūk to $318.5 billion. 

In order to have a well-functioning Islamic 
finance sector, it is imperative to ensure an 

orderly development of the sector by building the 
enabling environment, which consists of legal, 
regulatory, supervisory, Sharīʿah governance, 
accounting and auditing, taxation and liquidity 
framework. IsDB has responded to these needs 
by providing technical assistance (TA) grants 
to financial sector regulatory and supervisory 
authorities, ministries of economic affairs /
finance, financial infrastructure institutions, and 
industry participants. This has helped not only 
develop the necessary standards and enabling 
environment for Islamic banking, capital market, 
funds and Takāful sectors but has also helped 
in building the capacity of the TA recipients.  
The TA involves a rigorous diagnostic need-
assessment process through close interaction 
with the TA receiving authorities and the 
wider industry stakeholders to understand 
the existing gaps, the government’s policy for 
adoption or expansion of Islamic finance, and 
to encourage policy dialogue.

The knowledge and support technical 
assistance (TA) will enable responsible growth 
of the Islamic finance industry as an additional 
vehicle for savings, infrastructure financing, 
portfolio diversification, and to promote financial 
inclusion in Djibouti. This will be achieved 
through the development of a regulatory 
framework appropriate for sustainable Islamic 
finance operations and capacity building 
activities for selected regulators and market 
participants in the country.

Three TAs were approved to develop Islamic 
finance industry in Djibouti. The fist one dates 
back to 2009. On 6 December 2009, the 
IsDB management provided a TA grant to the 
Central bank of Djibouti (CBD) to set up a legal 
framework for Islamic banking in Djibouti. The 
amount of the TA is US$ 70,000. This TA was 
used for two purposes: Some portion of the 
TA grant was used for the preparation of the 
legal framework for Islamic banking law. Other 
portion of the amount was used to provide 
training to relevant staff members in CBD. 
With the aid of the TA, an Islamic banking 
law has been drafted and put into effect. As a 
consequence, the Islamic banking industry is 
developing and represents today about 17% of 
the total market share of the banking industry 
in Djibouti. 

IsDB also approved a TA grant to both the 
Ministry of Finance and Economy (MEF) to 
develop Takāful industry in Djibouti and to the 

CBD to set up a legal framework for Takāful 
and Islamic banking in Djibouti, for an amount 
of US$ 115,000.  The consultancy services 
related to the MEF has been completed and part 
of the training component was also completed. 
The portion allocated to CBD is considered 
for cancelation. This TA is mainly related to 
the development of a Takāful industry and the 
reinforcement of the Islamic banks supervision 
capacity of CBD. The second TA, which was 
approved for the Central Bank and Ministry of 
Finance, have resulted in preparing an Islamic 
banking law and a law for Takāful, which both 
need to be reviewed, to take into consideration 
the volume and expansion of the activities of 
Islamic financial institutions in the country. 

IsDB also approved a TA in 2012 for an amount 
of US$ 1 million grant to the Agebce Djibouti 
de Development Social (ADDS) for financing 
microfinance project. More than 75% of the 
amount has already been disbursed. The 
officials in the ADDS are now requesting IsDB 
to provide a TA to transform the microfinance 
unit into a full-fledged Islamic microfinance 
institution. 

In May, 2016, under the request from the H. 
E. Governor, Central Bank of Djibouti, IsDB 
provided TA to assist the CBD to prepare 
a strategy for developing Islamic finance 
industry in the country. This activity covers the 
main sub-sectors of Islamic finance which are 
the Islamic banking, Takāful, Ṣukūk, Islamic 
microfinance, Zakāt and Awqāf. The main 
objective of the TA is to assist the CBD to 
prepare a comprehensive study for developing 
Islamic finance industry in the country. The 
study will cover the main subsectors of Islamic 
finance which are the Islamic banking, Takāful, 
Ṣukūk, Islamic microfinance, Zakāt and Awqāf.  
The scope of the work under the TA will consist 
of the following:

• Assessment of the economy for the 
feasibility of developing a capital market, 
introduction of non-banking financial and 
development institutions.

• Strategy for Islamic finance, studying 
the role of that non-debt financing, 
Awqāf, Zakāt, infrastructure funds, and 
corporations in the overall financial and 
economic development of Djibouti.

• Preparing a strategy study for the 
development of Islamic finance in the 
country with the aim to assess the 
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opportunity for Djibouti to become a 
regional Islamic finance hub. The study 
shall consider the development of all 
Islamic finance sectors. 

• Improve the regulatory and supervisory 
framework for monitoring the activities of 
different sub-sectors of Islamic finance

• Training the members of the National 
Sharia Committee (NSC) and the staff of 
the NSC secretariat and the specialized 
departments such as supervision. 

Capacity building and training 

A number of IsDB MCs, including Djibou on 
Islamic lines. Some of the hurdles in overcoming 
the challenges are weak political ti, are facing 
developmental challenges in strengthening 
their economies and financial sectors will, weak 
institutions, and fewer opportunities for human 
development through education, training and 
learning of best practices. 

IRTI, as a training arm of the IsDB group, 
contributes to developing secure, stable 
and sustainable structures, systems and 
organizations in IsDB member countries. It 
aims at serving the member countries in such a 
way that capacity building becomes responsive 
to their express needs. This is done through 
organizing training programs, orientation 
seminars, and knowledge seminars. Training 
activities at IRTI aim at building and enhancing 
technical capacities of MCs in macroeconomic 
management, private sector development, 
poverty alleviation initiatives and management 
of Islamic economic and financial institutions. 
Of course, some of these programs are offered 
in collaboration with other public and private 
institutions. Table 6.2 provides a summary of 
training programs conducted in Djibouti.

# Title Venue Year/Date Language Collaborating 
Institution

No. of 
Participants

1 Financing 
Small and 
Medium 
Enterprise

Djibouti, 
Republic 

of 
Djibouti

13-17/02/1428H
[03-07/03/2007]

French Direction du 
Financement 

Extérieur, Ministère 
de l'Economie des 
Finances et de la 

Planification Charge 
de la Privatisation

29

2 Management 
of Resources 
of Zakāt and 
Awqāf as tool 
for Poverty 
Alleviation

Djibouti 23-27/01/1430H
[19-23-/01/2009

French Foundation 
Dīwān Zakāt, 

Djibouti

35

3 Workshop on 
Zakāt

Djibouti 10-14/06/1431
[24-28/05/2010]

French Foundation 
Dīwān Az-Zakāt

32

4 Management 
and 
Investment 
of Awqāf 
Properties

Djibouti 02-06/05/1433H
[25-29/03/2012]

Arabic Ministry of Awqāf 24

5 Financing 
Small 
Medium 
Enterprises

Djibouti [7-11/10/2015] French Economic 
Development 

Fund of Djibouti

44

Table 6.2: IRTI training programs conducted in Djibouti 

Doraleh Container Terminal – A 
classic benchmark for Islamic project 
financing

(Contributed by Mian Nazir, Chief 
Executive Officer, Dar Al Sharia Islamic 
Finance Consultancy)

1. Introduction 

Doraleh Container Terminal in Djibouti (DCT) 
is a landmark greenfield public-private 
partnership project finance transaction that 
serves as a classical example of Islamic 
finance demonstrating its readiness to 
embrace complex project financing transaction 
that its conventional counterpart has been 
undertaking for centuries. Despite Islamic 
finance being in its development phase, the 
financing structuring that was used for this 
ground-breaking transaction was innovative 
and had various Sharia nominate contracts 
that were contemporaneously applied thereby 
changing the landscape of Sharia structuring 
in the growing sector of Islamic banking and 
finance. 

Following a successful experience of Qatar Real 
Estate Investment Company Project Financing 
Ṣukūk, the financiers had a clearer vision of the 
structural considerations and the applicability 
of the various Sharia nominate contracts 
that were needed to achieve the commercial 
objectives of the relevant stakeholders. DCT 
project financing was a learning curve for 
everybody and has also served as a rock-solid 
precedent for the Islamic finance industry’s 
ability to satiate the requirements of all relevant 
parties in a project of this scale and magnitude 
within the boundaries prescribed by the 
principles of Sharia. 

As in the case of all project financing 
transactions the financiers had to evaluate and 
balance various competing risks, challenges, 
rewards, uncertainties and other commercial 
considerations. In addition, since the DCT 
project financing was a deal that was being 
structured in accordance with the principles 
of Sharia in a jurisdiction which has not fully 
embraced Islamic finance there were additional 
and unique structural challenges which 
warranted the financiers to diligently assess 
and conceptualize the appropriate structure 
that would be adopted using the requisite 

Sharia nominate contracts. 

Furthermore, the additional challenge of bringing 
all the relevant stakeholders (namely the 
financiers, sponsors, advisers and multilaterals 
from diversified jurisdiction, experience, role 
and expectations) onboard and agree on a 
novel Sharia compliant financing structure 
(using multiple Sharia nominate contracts) was 
nothing less than embarking on unchartered 
territory. All the relevant stakeholders 
coordinated seamlessly to bring the structure 
to fruition driven by the prospective strategic, 
social, economic and capacity building impacts 
of the DCT project. Resultantly, the DCT 
project financing transaction now serves as a 
credible benchmark of Sharia structuring and 
innovation and stands as a true testament to 
the efforts of all relevant stakeholders paving 
the way for further innovation and financial 
engineering in this growing Islamic banking 
and finance sector.

2. Structuring Considerations 

From a transaction structuring standpoint, 
the DCT project financing transaction was a 
complex proposition which did not have Sharia 
structuring precedents that were successfully 
used for similar public transactions of this size 
and scale. Under this transaction four distinct 
sets of the Sharia nominate contracts were used 
as part of the overall Sharia structure to address 
all of the relevant stakeholder considerations 
(which are typical of traditional project finance 
transactions) in a co-financing arrangement 
where both Islamic and conventional tranches 
were running in parallel and in perfect accord. 
The choice of each Sharia nominate contract 
and instrument used in the Sharia structuring 
of this transaction was driven by each of the 
following factors:

• Nature of the concession
• Foreign ownership
• Construction risk
• Cost over-run
• Project cash flow
• Limited recourse
• Funding shortfall
• Market risk
• Political risk
• Payment terms and payment frequencies 

All of the aforementioned were to be managed 
on the backdrop of the Sharia sensitivities with 
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respect to nature of the underlying agreement, 
counterparties relationship and respective 
obligations. It was challenging for advisers and 
the arrangers to identify the critical issues that 
could make or break the transaction and to so 
appropriately to deal with each one of them in 
a Sharia compliant commercially viable and 
legally enforceable manner. 

While reviewing the over-all Sharia structure 
of this transaction it would be pertinent to 
note the complex yet independent rights 
and obligations manifest under each of the 
Sharia nominate contracts and instruments. 
This element of complexity was required to 
accurately address the Sharia, legal and 
commercial considerations comprehensively 
under an innovative Sharia structure, which 
later paved the way for further innovation in the 
Islamic banking and finance industry.

3. Financing Documentation 

The Sharia nominate contracts and instruments 
that constituted the financing documentation 
under this transaction included the following:

• Mushārakah (partnership or joint venture) 
Agreement.

• Istiṣnāʿ (procurement or construction) 
Agreement.

• Ijārah Mawṣūfah fī al-Dhimmah (forward 
lease) Agreement.

• Wakālah (service agency) Agreement.
• Waʿd instruments (promise to sell and 

promise to buy – each on standalone and 
mutually exclusive assets to transfer the 
ownership back to the lessee/sponsor 
to unwind the deal), Waʿd instruments 
(standalone mutually exclusive promises 
to hedge the currency and profit rate 
exposure), 

• Guarantees and collaterals (including 
MIGA Guarantee). 

In order to have a detailed understanding of 
the over-arching operational structure of this 
transaction it would be pertinent to understand 
the rationale behind using each of the Sharia 
nominate contracts and instruments, their 
respective challenges and how the potential 
challenge or risk was addressed or mitigated.

 

4. Structure Diagram

5. Overview of the Financing 
Documentation 

(a) Mushārakah (partnership or joint 
venture) Agreement 

The Mushārakah (partnership) agreement 
was entered into between the investment 
agent, representing financial institutions (as 
one partner) and DCT (the project company, 
jointly owned by the sponsors) (as the other 
partner) as a top leg financing document to 
record and recognize each partner’s cash 
and in-kind contribution, ownership in the 
container terminal project to be constructed 
and developed. 

The purpose of Mushārakah (partnership) 
agreement was to ensure pro-rata ownership 
for the partners (financiers) in the project in 
an acceptable manner in accordance with the 
requirement of the Principles of Sharia and 
applicable law. Nevertheless, it should also 
be noted that the commercial interest of the 
parties could have been addressed by using 
a stand-alone purchase Istiṣnāʿ (procurement) 
agreement instead of the Mushārakah 
(partnership) agreement. 

Since it was a co-financing, the contribution 
attributable to the investment agent, 
representing financial institutions (as partner) 
was in cash (being the requisite cash proceeds 
required for the development) and the 
contribution attributable to the DCT (the project 
company, jointly owned by the sponsors) (as 
partner) was a combination of cash and in-
kind contribution (being the rights, benefits and 
entitlement under the concession agreement). 

The Mushārakah agreement as its evident from 
the terminology contemplates sharing of profit 
and loss in an investment or project between 
the partners which in this case would mean the 
partners, particularly the financiers, taking an 
exposure over and above a standard project 
finance risk. In order to mitigate the inherent 
risk under the Mushārakah agreement, the 
financier chose to introduce the purchase 
Istiṣnāʿ agreement with DCT. The purchase 
Istiṣnāʿ is a purchase agreement between the 
purchaser and the seller (in this case investment 
agent and DCT, respectively) in respect of the 
assets to be procured, developed, constructed, 
assembled and installed in accordance with the 
agreed specification for an agreed purchase 

price and to be delivered on an agreed 
completion date. It should be noted that from a 
structuring perspective one of the most unique 
feature of this transaction was the use of the 
Istiṣnāʿ  agreement in order to transfer the risks 
to the sponsors:

• Construction and responsibility to monitor 
the construction

• Cost over-run
• Delay
• Post default issues

DCT was obligated to procure construction 
and development of the container terminal, 
in accordance with the Istiṣnāʿ agreement, 
and deliver the same to the financiers to the 
extent of their share in the Mushārakah assets. 
In the event of failure to construct and deliver 
the relevant assets, DCT would have been 
obligated to refund the purchase price received 
under the Istiṣnāʿ agreement and as a result 
the financiers would not have any difficulties in 
crystalizing and enforcing the claim for refund 
of the purchase price (the financed amount 
equal to the financier’s contribution to the 
Mushārakah capital) same as any other debt 
claim. 

Without the Istiṣnāʿ agreement the financiers 
would be in the same position as any partner 
in the Mushārakah with limited options in terms 
of enforcing its interests, rights, entitlement 
against the other partners. In a loss scenario 
with no breach, default or misconduct of other 
partner in the Mushārakah, both partners were 
equally responsible to a third-party claimant. 
The Istiṣnāʿ agreement can be successfully 
used by financiers in order to mitigate their 
position during the construction period, 
however, post completion the financiers would 
be responsible to address the ownership 
related risks in the assets such as total loss, 
partial loss and asset performance. Under a 
typical project financing scenario such specific 
types of risks are required to be addressed by 
the financiers. 

(b) Istiṣnāʿ (procurement or 
construction) Agreement.

The purchase Istiṣnāʿ agreement was 
entered into between the Mushārakah entity 
(constituted pursuant to the Mushārakah 
agreement) (as purchaser) and DCT (in its 
independent capacity) (as seller). The subject 
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matter of the sale was a container terminal 
(described by way of specifications) which 
was being purchased by the purchaser from 
the seller for the consideration of the purchase 
price. Under this agreement the financiers to 
acquire pro-rata ownership in the assets (the 
container terminal) following completion and 
delivery of fully constructed container terminal 
(described by way of specifications under the 
purchase Istiṣnāʿ agreement). 

(c) Ijārah Mawṣūfah fī al-Dhimmah 
(forward lease) Agreement.

To ensure a continuous and confirmed revenue 
stream for the financiers in respect of their 
contribution to the project, the financiers 
applied another Sharia nominate contract 
called Ijārah Mawṣūfah fī al-Dhimmah (forward 
lease) in order to ensure that upon the container 
terminal being completed and delivered under 
the DCT will lease the terminal for an agreed 
rental during the tenure of the financing. 
The payment obligation, under the lease 
agreement, was aligned with the cash flow of 
the project and the financiers’ expectations 
in respect of principal (cost) and profit (which 
under the lease agreement is structure is fixed 
and variable rentals). 

The aforementioned forward lease agreement 
provided another level of comfort to the 
financiers in terms of payment obligations of 
DCT thereby reducing the uncertainties that 
the financiers and partners would have to 
live with a Mushārakah partner. The payment 
obligations under the lease agreement found 
an alignment with the security package from an 
enforceability perspective under the applicable 
and governing law. 

(d) Wakālah (service agency) 
Agreement.

A Wakālah agreement (service agency) 
was another customary instrument that the 
investment agent (representing the financiers) 
used to appoint the lessee as a service agent 
to service the assets and to amply provide the 
basis for recovery of the asset service cost 
(maintenance, insurance and taxes to the 
extent applicable in respect of the underlying 
assets) through rental structure under the 
lease agreement. Technically, service agency 
serves as a Sharia compliant technique 
mitigate ownership related risks and an indirect 

indemnity in respect of assets subject matter 
of the asset financing. The service agency in 
an Ijara transaction (regardless of the financing 
format) is an additional and effective risk 
mitigation instrument whereby the financiers 
can easily transfer the asset maintenance 
service to the lessee. 

(e) Waʿd instruments

DCT project financing structure uses Waʿd 
(purchase undertaking and sale undertaking) 
as an effective instrument to unwind the 
transaction at the option and discretion of 
the respective parties in certain pre-agreed 
circumstances. The purchase undertaking 
was meant to allow the investment agent 
(representing the financiers) the ability to 
require DCT to purchase the assets in the event 
of occurrence of termination event (including 
default under the transaction document) and to 
raise a claim for the termination amount equal 
to the outstanding payment obligation under 
the finance document as sale price of the 
assets. The sale undertaking was introduced 
to allow DCT to require the investment agent 
(representing the financiers) to sell the assets 
to them and pre-settle the transaction in certain 
agreed events. 

The DCT transaction also provided an 
opportunity to hedging counterparties to 
successfully hedge certain market risks such as 
rate fluctuation and foreign currency exchange 
risk through an innovative use of Waʿd 
(promises) structure. The underlying promises 
from the respective counterparties were drafted 
to address the peculiar requirements of hedging 
instruments in accordance with the modern 
hedging norms such as loss determination, 
closeout and netting mechanism, etc. 

There were considerable challenges to gain 
general consensus in the use and application 
of Sharia compliant alternatives for hedging 
and derivative since such instruments were 
still subject matter of academic debates among 
scholars and practitioners from the very nature, 
purpose and compliance perspective. Perhaps 
transactions like DCT have been a major 
confidence building exercise for scholars and 
practitioners to achieve a consensus on the 
basic forms of Tahawwut (hedging) instruments 
that are permitted to be used in transactions of 
the Islamic finance industry. 

(f) Guarantees and collaterals 
(including MIGA Guarantee). 

One of the most critical issue which DCT 
transaction has been able to resolve for the 
Islamic banking and finance industry is the 
ability of Islamic multi-structure project and 
asset financing (as highlighted above) to 
align with the security, guarantee and credit 
support instruments of multi-lateral, supra 
national developmental organizations. These 
instruments have been drafted to cover a plain 
vanilla conventional funding arrangement for the 
underlying project, however, given the nature 
of the different Sharia nominate contracts in 
an Islamic project financing transaction these 
instruments might not be able to cater to all 
obligations under the financing documents. 

Of paramount importance under this transaction 
is the support rendered by the Multilateral 
Investment Guarantee Agency (MIGA) of 
the World Bank as they were instrumental 
in understanding the Sharia considerations 
and agreeing to specifically customize the 
MIGA Guarantee. Under the resulting Sharia 
compliant MIGA Guarantee, the payment 
obligations pertaining to the four risks (covered 
under MIGA Guarantee) resulting under each 
set of the Sharia nominate contract in the 
entire financing structure were covered so as 
to ensure that MIGA Guarantee is effective 
in respect of any payment obligation under 
any Sharia nominate contract regardless of 
the nature and level of the relevant Sharia 

nominate instruments.
6. Conclusion 

The DCT transaction rightfully deserves to 
be addressed as the classical benchmark 
for developing innovative solutions and 
instruments to enable Islamic finance to 
confidently compete with its conventional 
counterpart in all areas of banking and finance. 
Ever since the successful closing of the DCT 
transaction there have been various project 
finance transactions across the Middle East, 
South Asia and Far East which have benefitted 
from the DCT experience. 

This transaction has opened up new avenues 
for Islamic finance in project and asset finance 
at all scale, level and complexity which were 
hitherto unprecedented. Indeed, the DCT 
transaction is a beacon of inspiration for 
the Islamic finance industry and all of its 
stakeholders. 
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Djibouti is a comparatively stable 
country in an otherwise volatile region. 
Djibouti’s main competitive advantage 

is its geographical location. It occupies a 
strategically important position next to the 
Bab el Mandeb, a critical maritime checkpoint. 
Djibouti is also a gateway to East Africa, 
handling imports and exports for landlocked 
countries—notably Ethiopia, East Africa’s 
largest and fastest growing economy and the 
economic powerhouse of the region.

Due to its unique location, Djibouti can capitalize 
on the strategic location to spur economic 
development by enhancing trade. Djibouti can 
transform itself into a regional hub for trade 
and logistics by drawing on the experiences 
of other port-based economies, such as 
Singapore and Dubai. To this end, Djibouti has 
launched an ambitious development strategy 
that involves large-scale investments in a 
variety of infrastructure projects, including port 
and transportation facilities, power generation 
and distribution, and water supply.

Furthermore, Djibouti is one of four countries 
that make up the Horn of Africa and the only 
one that has been largely peaceful for the past 
two decades while its neighbors across the Gulf 
of Aden – Somalia, Eritrea, and Yemen – have 
endured conflicts. This has enabled Djibouti to 
emerge as the main military and maritime hub 
in the troubled region.

Djibouti’s Islamic finance industry aims to 
become a regional hub. With an established 
banking system, stable economy and political 
environment, Djibouti is well positioned to 
become a regional hub. 

This report finds that Islamic finance has 
played a prominent role in Djibouti since 
the introduction of Islamic banking in 2006. 
Islamic finance promotes financial inclusion, 
offering alternative vehicles for savings, 
financing, and insurance to segments of the 
population often excluded from conventional 
financial systems. Because most of Djibouti’s 
population is Muslim, the people may not 
accept conventional services because of 
religious concerns. A rapid increase in the 
number of accounts in the Islamic banks over 
the last few years indicates that the further 
development of Islamic finance will broaden 
the variety of available financial products and 
services and increase their acceptance among 

the people. Islamic finance hopes to enrich the 
financial market. Therefore, it aids financial 
development and promotes economic growth. 
Djibouti may consider  building the appropriate 
ecosystem and infrastructure required to 
facilitate Islamic banking flows from the GCC 
and Malaysia. 

1) Improve Sharīʿah Governance 

To improve the Sharīʿah governance 
framework, the government may look into the  
the following: 
1) Establishing greater consistency in Sharīʿah 
governance. This is a critical aspect for 
aspiring Islamic finance hubs, as the model for 
Sharīʿah governance continues to shift globally. 
Whereas Malaysia was nearly alone for 
many years in having a Sharīʿah governance 
system built into its regulatory framework, the 
approach has been growing in popularity, with 
Oman, Morocco, the United Arab Emirates, and 
Pakistan among countries adopting a national 
approach in recent years.
2) Providing centralized guidance on fit 
and proper criteria for Sharīʿah scholars. 
The centralization of authority on Sharīʿah 
compliance oversight in national boards does 
not mean that they are the sole source of 
Sharīʿah oversight in these jurisdictions, and 
individual institutions still maintain their own 
Sharīʿah boards. However, national Sharīʿah 
boards provide some level of market-wide 
consistency in the implementation of Islamic 
finance criteria at institutions. They may also be 
able to advice on fit and proper requirements 
for Sharīʿah board members at Islamic financial 
institutions.
3) Enhancing relevant training and exposure 
to real experience. The current members 
of the Sharīʿah board are lacking adequate 
knowledge on Sharīʿah rules and financial 
transactions and lacking adequate practical 
experience dealing with real-life cases. It is 
important to create channels to train and have 
field visit to a country with a more developed 
Islamic finance industry to improve their 
capacity so that they could contribute more in 
developing the local Islamic finance industry 
with more active participation.

2) Improve public awareness of Islamic 
finance

Awareness of Islamic finance among the 
Djibouti public is wide but not deep. It is 
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important to carry out Islamic Finance 
awareness campaigns focusing on financial 
literacy. The lack of understanding of the 
principles and practices guiding Islamic finance 
can translate into missed opportunities for 
Islamic banks to increase their customer base. 
For example, in addition to the impermissibility 
of interest, Islamic finance is based on rules 
governing speculation, transparency, and the 
protection of different parties in a financial 
transaction. These rules provide tangible 
benefits that may not be apparent to someone 
choosing an Islamic bank simply to avoid 
interest, particularly if there is a cost differential 
with conventional products and services. 

As indicated by the Sharīʿah members and 
Islamic banking staff in Djibouti, the issue of 
higher cost of Islamic financing is an important 
area  in any Islamic finance forum. Therefore, 
it is important to improve public knowledge of 
Islamic finance; a public awareness campaign 
could make significant progress. The most 
effective strategy would primarily focus on 
financial literacy and also on highlighting 
some of the differences between conventional 
finance and Islamic finance beyond the use or 
prohibition of interest-based contracts. Only 
with sustainable and higher the demand for 
Islamic finance, can the Islamic banks grow 
and flourish. A strong Islamic banking sector 
can contribute positively to economic growth 
through enhancing financial inclusion. 

3) Develop human resources 

The development of Islamic finance in Djibouti 
has not been matched with the required 
professional human resources skills. The 
reason for this deficiency may be due to 
insufficient training and practice. Another issue 
is the language barrier. Those who understand 
Sharīʿah and Islamic finance could not converse 
in French and those who are practicing finance 
and banking could not converse in Arabic. 

Therefore, it is important to enhance Islamic 
finance training in Djibouti. The possible 
approaches could be: 
1) Introduce ‘Basics of Islamic Finance’ course 
to the list of electives for students of economics 
in the university; 
2) enhance understanding of methodology 
of Islamic finance and exposure more to real 
experiences, 
3) held more public forum and workshop on 

Islamic finance issues; 
4) to upgrade the current training center for 
studying Islamic finance; and 
5) sponsor students to attend short term 
courses in Islamic finance in other countries 
that are relatively advanced in the subject. 

4) Strengthen the unique proposition 
of Takāful

Djibouti promulgated a law on Islamic insurance 
in June 2012, and its implementing decree was 
adopted in October 2014. However, to date 
there is still no Takāful company in the country. 
The purpose of this legal framework is to provide 
the country with texts defining the organization 
and regulation of Islamic insurance activities in 
Djibouti. The promotion and growth of Takāful 
insurance is mainly the task of the Central Bank 
of Djibouti in collaboration with the Ministry of 
Finance. As a starter, the government may 
develop a single business model and increase 
consumer awareness for Takāful. 

5) Build level playing field 

To motivate and foster the Islamic finance 
industry, it is important to facilitate Islamic 
finance by building a level playing field. 
In addition to the current Islamic banks, 
encouraging a conventional bank to offer Islamic 
products could be a faster way to increase the 
Islamic banking sector. However, the current 
legislation should be amended to provide an 
equal treatment for the Islamic finance industry 
as compared with the conventional banking. 
The most important and salient issues are as 
follows: 
1) Tax and regulatory treatment of Islamic 
financial instruments and products as financial 
services and products. The national legislation 
should permit purchase and sale of property, 
goods and commodities by Islamic banks, 
and treat this not as separate entrepreneurial 
activities but as financial transactions. 
Accordingly, all Islamic financial instruments 
should have equal treatment with conventional 
financial instruments. Overall tax regime 
for Islamic financial institutions should be 
harmonized and brought on equal terms with 
the tax regime for conventional banks. The 
usual property rights registration mechanism 
for Islamic financial instruments should be 
substantially streamlined allowing fast track 
procedures for registration of underlying 
property and assets of Islamic financial 

instruments.

 2) Amending legislation for government and 
quasi-government corporates to allow for 
Islamic banking instruments. This is because 
Islamic banking involves purchase and sale of 
goods, and the existing system makes it difficult 
for Islamic banks to pass through government 
tender and procurement procedures. 

6) Capitalize on the strategic location 
to enhance trade logistics service 

International trade is generally associated with 
economic gains that it creates for the trading 
countries. It promotes specialization and 
economies of scale through access to new 
markets and deepening of the existing ones. 
However, capitalizing on its location and being 
equipped with advance ports facilities, Djibouti 
will become an important port for international 
trade logistics service, so that ships, people, 
goods and that travelling from Asia to Africa and 
Europe can dock here, and this will enhance 
demand for related financial services. 
The advanced ports will allow Djibouti to 
capture a larger share of global and regional 
trade volumes. They will also contribute 
directly to productivity growth because of their 
high degree of automation. In the long run, this 
will shift a large part of Djibouti’s resources 
into higher-productivity services that support 
increased trade. From trans-shipment services, 
to cutting-edge logistics, to financial and legal 
services: these are some of the professions 
that will need to be expanded if Djibouti is to 
become a regional trading hub. This requires 
fostering a larger and more vibrant private 
sector to help reduce high unemployment 
and high economic inequality. It will create 
better opportunities for the next generation. 
As there is a clear and incontrovertible rise in 
the use of Sharīʿah-compliant international and 
commercial financial instruments, banks and 
other commercial entities in Islamic and non-
Islamic countries have been trying their best 
to meet the needs by offering specially tailored 
services in the international market, this will 
contribute to the further development of Islamic 
finance in Djibouti. 

7) Promote halal industry 

The global Muslim population is approximately 
1.65 billion. Aside from Islamic finance, the 
demand for halal food is growing rapidly in line 
with the increasing level of awareness among 
Muslim consumers about halal products. 
Investment opportunities are plentiful for this 
sector. Djibouti could capitalize on its location 
to upgrade its capacity in food processing, 
stocking, docking and re-packaging. If Djibouti 
wants to cater and reach the growing Islamic 
economy worldwide, it should be formulating 
strategy to provide for a halal base of processes 
and operations within the country. The role of 
Islamic banks is very important in the growth 
of halal industry and the concept of halal is 
incomplete without the interest-free financing. 
In this regard, the Islamic banks should play a 
leading role in assisting the halal manufacturing 
SMEs as providing Islamic SME-financing. 
In doing so, the banks should be aggressive 
in promoting competitive Islamic SME-
financing products and introducing more easily 
accessible products to smaller enterprises.
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