“Gapital has to be
Accountable for its
Moral Footprint”

Ashfaaq Aboobaker, Head of Investments at Stewards
Investment Capital

Ashfaaq Aboobaker, Head of Investments at Stewards Investment
Capital, explains how fund managers assess companies and

financial instruments for Shariah compliance, the standards used in

the screening process and the range of products available. He also
discusses performance, the relationship between Shariah principles and
ESG investing, and the factors investors should consider when assessing
a Shariah-compliant fund.
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Shariah-compliant investing is a
framework based on Islamic law that
requires investments to avoid riba, or
interest; gharar, meaning excessive
uncertainty; and activities prohibited
under Shariah, including alcohol,
tobacco, weapons and gambling. Unlike
conventional finance, Islamic finance
requires returns to be linked to genuine
economic activity, shared risk and
ownership of underlying assets, rather
than generated solely through interest
or speculative transactions.

The process combines qualitative
sector screening, which excludes
companies whose core activities

are prohibited under Shariah, with
quantitative financial-ratio screening.
The standards commonly applied

are established by the Accounting

and Auditing Organization for Islamic
Financial Institutions (AAOIFI) and the
Islamic Financial Services Board (IFSB),
international bodies that bring together
Shariah scholars from different schools
of thought to develop and oversee
Islamic finance guidelines.

Under these standards, fund managers
assess indicators such as a company’s
total debt, interest income and
receivables relative to its market
capitalisation. A stock is excluded
when any of these ratios exceeds

the prescribed thresholds. Because
companies’ financial positions and
market valuations change over time,
portfolios are monitored continuously
rather than reviewed only through an
annual audit, allowing assets that no
longer meet the required standards to
be removed promptly.

The range of available products
extends well beyond equities. Sukuk,
which are structured around ownership
of underlying assets rather than
conventional debt, can provide fixed-
income-like exposure. Murabahah and
ijarah structures are used in property,
asset and trade financing, while Islamic
real estate investment trusts provide
access to the property market.
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Investors may also consider Shariah-
compliant exchange-traded funds,
private-equity vehicles, commodity
funds and gold-backed savings
products. Green sukuk are an expanding
segment, combining Shariah principles
with environmental and broader ESG
objectives.

The evidence consistently challenges
that assumption. Because Shariah
screens exclude highly leveraged
companies and sectors prone to
boom-bust cycles, Islamic equity
indices have historically shown lower
volatility during market downturns.
During the 2008 global financial crisis,
many Shariah funds outperformed their
conventional benchmarks precisely
because they held no toxic mortgage-
backed securities. Over the long term,
the performance gap is inexistent and
in certain market environments, Shariah
funds have delivered meaningful
advantages and better risk adjusted
performance.

Shariah principles and ESG objectives
share several points of convergence,
particularly their emphasis on avoiding
harm, promoting transparency and
strengthening corporate accountability.
The two frameworks differ, however, in
their treatment of certain activities and
financial structures. Shariah-compliant
investing prohibits interest-bearing
financing and excludes sectors such as
conventional financial services, defence,
alcohol, tobacco and gambling. An
ESG-labelled fund may therefore
include companies that would not
meet Shariah screening requirements.
Shariah compliance offers a distinct
ethical investment framework
supported by a long-established body
of Islamic jurisprudence.

Shariah-compliant investment products
are open to both Muslim and non-
Muslim investors. Their appeal extends
beyond religious considerations,
particularly because they emphasise
governance, restrict exposure to highly
leveraged companies and prohibit
purely speculative activity. In markets
such as the UK, Malaysia and the UAE,
a growing proportion of investors in
Shariah-compliant funds are non-
Muslim. While the framework originates
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in Islamic law, its focus on disciplined,
asset-backed and transparent
investment can appeal to a broader
range of investors seeking portfolios
aligned with ethical principles.

Four factors are particularly important.
First, investors should assess the
credibility, regulatory status and
experience of the investment manager.
Second, they should verify that the
manager applies recognised Shariah
guidelines throughout the investment-
selection process and limits the
portfolio to compliant assets.

Third, investors should review how

the fund treats any incidental interest
income. Where such income arises,

the manager should have a clear
purification process under which the
non-compliant amount is identified and
removed from the fund's returns.

Finally, the fund’s fee structure should
be examined carefully, including entry
and exit charges, management fees
and any other costs that may affect
net performance. A reputable manager
should be able to explain these points
clearly and provide the relevant
documentation.

Global markets are being shaped

by heightened volatility, elevated
valuations and greater participation

by highly leveraged retail investors,
sometimes with limited consideration of
underlying economic value or broader
social impact.

Capital has to be accountable for

its moral footprint and responsibly
deployed. In this environment,
Shariah-compliant investing
provides an established, scalable
and ethically grounded framework. It
has demonstrated resilience during
periods of financial stress, has grown
to represent trillions of dollars in global
assets and continues to develop
through instruments such as green
sukuk and impact-aligned structures.

For investors seeking to grow their
wealth without compromising their
values, Shariah-compliant investing
offers a disciplined approach that
connects financial returns with real
economic activity and responsible
capital allocation.
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