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ISLAMIC FINANCE AND ITS PROSPECT ON CREDIT FINANCING IN THE
BANGSAMORO LOCAL GOVERNANCE CODE 

POLICY NOTES 

Abstract
In the Philippines, Islamic Finance
(IF) was regulated through the
enactment of Republic Act 11054
“Bangsamoro Organic Law” and
Republic Act No. 11439 or otherwise
known as “An Act Providing for the
Regulation and Organization of
Islamic Banks”. Through these
enabling laws, programs, and
projects of BARMM Local
Government Units (LGUs) relative
to Islamic Financing can be finally
implemented. This can be
accomplished by integrating
Islamic financing activities into
BARMM laws such as in the
Bangsamoro Local Governance
Code (BLGC) and/or other similar
legislations. This position paper
suggests that the inclusion of
Islamic financing focusing on
credit financing can be adopted in
the draft BLGC to expand financial
transactions and opportunities in
the region. 

Islamic finance delivers financial services
in compliance with Shariah-based rules
and regulations. Over decades, it has
evolved from a niche sector to a
significant player in the global financial
sector. This was made possible in the
aftermath of the 2008 global financial
crisis when the Islamic financial sector
was not significantly affected due to its
limited exposure to risky financial
instruments.[1]

In the case of the Philippines, it was one of

the first Muslim-minority countries to

recognize the importance of Islamic finance.

This was enforced when Philippine Amanah

Bank, the country's first Islamic bank, was

awarded a legislative charter (Presidential

Decree No. 264) to cater to the financial

needs of the Muslim population. The bank

was later reformed under the Charter of Al-

Amanah Islamic Investment Bank of the

Philippines (RA 6848).

However, the national government has

made no significant attempt since then to

encourage and accelerate Islamic banking

and finance in the country.[2] Until RA 11054

was signed into law in 2018 and RA 11439 in

2019, respectively. 

Introduction
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These laws create an enabling environment in

which Islamic banking and finance may thrive

in the country. 

Although there are already enabling

environments to implement, develop and

support Islamic financing as an alternative to

conventional financing through the passage of

these laws, it was not yet able to make a

remarkable leap in the financial sector

because it is still in the infancy stage,

particularly in BARMM. 

Thus, one of the various initiatives that the

Bangsamoro government may adopt is to

consider the feasibility of Islamic financing in

crafting BLGC, specifically on its credit

financing provision.

To understand the prospect of Islamic

financing and its application to the

Bangsamoro Local Governance Code (BLGC),

one must first comprehend its enabling

environment, principles, some prospective

products and services, and its general status in

the Philippines setting. From this, it will allow

us to ask, "Is the adoption of Islamic finance in

the BLGC feasible? 

Laws and Regulations 

The enactment of RA no. 11054, or

Bangsamoro Organic Law, was meant to

boost Islamic banking and finance in the

Bangsamoro region, among others. It was

explicitly stated under Article XIII, Section 32 to
34 (Islamic Banking and Finance), which

indicates that: 

The Bangsamoro Government and the National
Government shall review existing market
environment policies, adopt measures to enhance
the competitiveness of Islamic finance products,
and ensure that Islamic financial players are not
inhibited from introducing Islamic financial
products. It shall further promote investor
awareness and acceptance to build a broader
customer and asset base.[3]

Islamic Finance

This provision enables relevant stakeholders

to enhance IF by formulating policies to

increase market competition, introduce

Sharia-compliant products and services, and

raise investor knowledge.

In RA no. 11439, or An Act Providing for the

Regulation and Organization of Islamic

Banks, it enhances the authority to establish

other Islamic banks other than the sole

existing Al-Amanah Islamic Bank (AIB) as

well as by forming Islamic Banking Units

(IBUs) and/or Special Purpose Vehicle (SPV)

within conventional banking window. 

This regulation will authorize the following: 

creation of opportunities for greater financial
inclusion, especially for the underserved
Muslim population, in expanding the funding
base for small and medium-sized enterprises
as well as large government infrastructures[4]

The primary challenge for the development,

implementation, and support of Islamic

finance, which has been the subject of many

studies, will be addressed and strengthened

as an outcome of this regulatory framework,

including the provision of a sustainable and

reliable IF market in the country for a

competitive environment and investors,

broader financial inclusivity, and shariah-

compliant products and services among

others.[5]
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Principles of Islamic Finance 

The principles underpinning Islamic Finance

are broad and emanate from two primary
sources:

Qur’an

Sunnah

1.

2.

Islamic finance principles may include but are

not limited to ownership of everything

belonging to God alone[6], exclusive

ownership rights are rejected, and hoarding

money[7] and debt[8] is condemned and

discouraged by Islam. Islam, on the other

hand, promotes and fosters brotherhood[9],

family empowerment[10], and charity[11] ,

among others. 

Furthermore, Islamic finance is a

prohibition-driven and permissibility-

based business. Two main principles shall
be avoided in the areas of Shari'ah
compliance with IF's products and
services, which are: 

Riba (interest) 

Riba is often interpreted as interest or
usury. 

Gharar (uncertainty)

Gharar, on the other hand, is the notion of
excessive risk from uncertain price, quality,
and ambiguity of the established contract.
[12]. Gharar comes in different forms of
transaction, such as the uncertain delivery
of future products or property that may
cause injustice or deceit to other parties
involved.

Therefore, based on the aforementioned

fundamental principles, can we argue that

Bangsamoro's economic activity is devoid of

interest and uncertainty? The prevailing

financial services are not favorable to the

Muslims inhabiting BARMM given the

Philippines' financial environment that is

predominately interest-based. Also, the

significant financial inaccessibility of the

majority Muslim Filipinos due to lack of

shariah-compliant services and insufficient

collateral, among others. In a nutshell, laws

and regulations mandating the formation of

an Islamic financial system must be

developed and implemented to resolve this

issue. 

Islamic financing offers a broad scope of

products and services that range from

agriculture to manufacturing to the service

sector. The growing global Islamic finance

industry has backed this assertion. Some

Islamic financial products and services
include:

Qard al-Hassan (Benevolent or an
interest-free loan). It is the only type of
loan permissible under the Shari'ah rule.
[13]

Murabaha (cost-plus or mark-up contract)
It is a contract in which the financier buys
an item and sells it to the client with a
markup known to both financier and the
client. The markup serves as a service.[14] 

Istisna (deferred payment).  It is a product  
to which a seller will manufacture the
buyer’s specification and be delivered it at
a specified future date at a predetermined
selling price.[15]

1.

2.

3.

Products and Services 
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The paper's focus on the proposed BLGC is on

credit financing provision about the prospect

of Islamic Finance. Thus, after carefully

reviewing the proposed Bangsamoro Local

Governance Code of 2020 and Republic Act

No. 7160, also known as "An Act Providing for

a Local Government Code of 1991," the author

noted that the provisions of Title IV (Credit

Financing) were similar, with no differences

between the former and the latter. Because

the BLGC's provisions are general in nature

and it encompasses all possible credit

facilities for financing local infrastructure and

other socio-economic development projects,

the author suggests that it is imperative to

accommodate Islamic Financing in its

provision to delineate it from the 1991 Local

Government Code. The inclusion of the

proposed Islamic Finance as an alternative

financing source for the BARMM constituents

will expand more financial transactions and

opportunities. 

Mudharabah (profit-loss sharing). It is where
one contributes to capital, and the other
provides entrepreneurship with a pre-
agreed shared ratio. 

Sukuk is a bond and stock-like character or
security/certificate investment issued by
governments, corporations, or other parties
involved. It is a shariah asset-based rather
than asset-backed security[16]. 

4.

5.

These, among others are the only few of the

existing Islamic financing products and

services that can be modified depending on

the needs and intricateness of the product or

service.

Due to its restrictive regulation, AIB has been

the lone Islamic financial player in Islamic

Banking and finance in the country for

almost fifty (50) years. Thus, it could not fully

implement and develop Islamic banking and

finance. To boost Islamic finance, RA 11439

and RA 11054 were enacted, and it is now

accessible to other financial players within

and outside the country. On a national level,

Bangko Sentral ng Pilipinas (BSP) oversees

the implementation of RA 11439 by issuing

relevant circulars and policies and

conducting training/programs. Some of the

BSP initiatives include the release of Circular

No. 1069[17] and Circular No. 1070[18] in 2019

and the formation of a task force on Islamic

Banking.[19]  In the BARMM region, MFBM

and other relevant stakeholders now have an

initiative through Islamic Finance TWG to

push forward Islamic finance in the region.

[20] Islamic finance in the area is now on its

way to entering the growing global market.

Analysis

“it is imperative to accommodate Islamic
Financing in its provision to delineate it from
the 1991 Local Government Code. The
inclusion of the proposed Islamic Finance as
an alternative financing source for the
BARMM constituents will expand more
financial transactions and opportunities.” 

In the case of access to financial services,

Muslims in the region have no proper access

to formal financial services, either

conventional or even Islamic. The lending

institutions do not even extend to reach the

needy because most of the banks are

situated in the urban cities leaving out the

communities in the rural areas, among

others.[21] 

Islamic Finance in the
Philippines 
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 Thus, the accommodation of Islamic

financing will address the challenge of

interest-free financial transactions, financial

inaccessibility, and an increase in

infrastructure and essential services among

others. LGUs will now have a wide range of

alternatives for providing services to their

constituents through the introduction of

Islamic financial services and products

patterned to the local needs of

Bangsamoro. 

One among these is the adoption of the

Islamic mode of financing in the agriculture,

manufacturing, and services sector. To

better understand this, let’s take the

example of agricultural production on the

Islamic financing concept of Bay Al-Salaam
or contract of sale of goods. 

This had the mechanism of paying for the

goods in advance and the goods being

delivered in the future date where the price

set at the time of contract is known to both

parties. This will benefit the farmers or seller

that requires working capital before the

delivery of goods. It will also ensure the

farmers’ marketability of the goods.

Although the Philippines' Islamic finance

system is still in its infancy stage, the author

proposes that the development,

implementation, and support of Islamic

finance may be accommodated in the

BLGC, notably in its credit financing

provision. 

In addition, the author proposed the

following alternative Islamic financial

products and services for consideration in

the BLGC:

Also, adopting Islamic finance in its

provision was included in the priority

initiatives of Bangko Sentral ng Pilipinas

(BSP) on National Strategy for financial

inclusion 2022-2028, specifically on

enhancing agriculture and MSME financing

ecosystem through the promotion of

Islamic financing. [22] 

Additionally, with the enactment of RA 11054

and RA 11439, the Bangsamoro Government

now has more authority to localize and

address the people's needs. One example is

providing credit financing to local

businesses through the provision of

Murabaha (cost markup) of an item needed

for the improvement of the related business.

This enabling environment will boost the

region's economic growth by enhancing

competition of financial players and

encouraging more investors that are not

only limited to the Philippines but also

foreign investors such as the neighboring

countries in Southeast Asia. 

Furthermore, it will provide financial

inclusion to the underserved Muslim

population, which is deprived by the

collateral scheme of conventional financing

and the religious constraints brought by

prevailing financial services to Muslims. 

Concerning the challenge of financial

inclusion of the Muslims in the region, the

author poses the question, “Are the

Bangsamoro's economic activities devoid of

interest and uncertainty?”. It is a given

reality that the existing financial services in

the region are conventional. 
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From Islamic financing, the alternative to
this is the “Sukuk”. This Islamic financing is
now the prevailing Islamic financial
transaction in the world. Through this, many
investments through the issuance of bonds
can be offered to other Muslim neighboring
countries who opt to invest in the region
through Islamic financing. 

As a caveat, the author does not suggest
that implementing Islamic finance in the
region will be a simple process, as it will
require a whole-of-nation approach. It will
follow the course of thorough research and
consultations. Also, the author does not
imply that the stated recommended
alternative Islamic financial products and
services of the three BLGC provisions
described above be accommodated
individually, but rather that a specific
provision of Islamic finance, in general, be
included. Additionally, Islamic finance is not
only confined to the products above and
services. Several other Islamic financial
transactions might be the subject of a
separate study. 

The world is moving forward with Islamic
finance, and now is the opportunity for
BARMM to join this global movement.
When will we take part in it if the BARMM
won't do it now? The Philippines was at the
forefront 50 years ago but look at where the
country is now. In the rest of the world, the
suggested Islamic financial products and
services are not only a theory; they are
already a reality. 

In section 304 (Loans, Credits, and other
forms of indebtedness of Local government
Units), the provision states that: 

 (a) “LGU may contract loans, credits, and other
forms of indebtedness with any domestic bank and
other lending institutions to finance constructions,
installations…”; (b) “LGU may likewise secure from
any government bank… for the establishment,
development, orexpansion of agricultural,
industrial commercial, house financing projects,
livelihood projects, and other economic
enterprises”; and (c) “Government financial and
other lending institutionsare hereby authorize to
grant loans, credits… to LGUs”. 

This provision implies that local

governments can contract loans/credits

with any domestic bank or other lending

institution to fund structural, economic, and

other development projects. The "Qard al-

Hassan can cover the loan part of this

provision". Although this specific Islamic

financial product requires much study,

many Islamic institutions outside the

country are already adopting it. The

BARMM’s implementation can be a pattern

to the local needs while looking at the

models of other countries' best practices. 

Section 305 (Deferred-Payment and other
Financial Schemes) states that the
“Provincial, city and municipal governments
may likewise acquire property, plant,
machinery…under supplier’s credit, deferred
payment plan, or another financial scheme”.

This section can be referred to as the
concept of “Istisna,” an Islamic finance
product. This scheme is more humane than
its conventional counterpart as both parties
agree upon it on pre-determined future
dates and prices. 

In section 306 (Bonds and Other Long-Term
Securities), it states that 

 …subject to the rules of BSP and SEC,
Provincials, cities, and municipalities are
hereby authorized to issue bonds, securities…
to finance self-liquidating, income-producing
development, or livelihood projects under the
priorities established in the approved local
development plan or the public investment
program. 
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Conclusion and
Recommendation
On the policy issue of adopting Islamic

finance in the proposed BLGC, the author

suggested to consider accommodating

by adding and/or amending a provision of

BLGC specifically on credit financing. This

is in consonance with RA 11054 and RA

11439, wherein, for decades, the

regulations remain the main hindrance in

implementing and developing IF. 

Also, the author acknowledged the

limitations that this position paper is

leaning more on the surface of Islamic

finance and not on the intricacies of how

Islamic finance will operate in the delivery

of services and products to the region. 

However, some products and services

provided by the author for credit

financing included but were not limited

to Qard al-Hassan, Murabaha, Istisna,

Mudharabah, and Sukuk. Nonetheless, the

author particularly recommends the

following:

Consider accommodating by
adding and/or amending a
provision of Article Title IV
(Credit Financing) of BLGC to
accommodate IF and adding
it to the definition of terms.
The adoption of IF will provide
more financial transactions
and opportunities among the
Bangsamoro. This will
increase the economic activity
of the region. 

1

Institutionalize the Local
and/or Regional Shariah
Advisory Council (under
Section 5 of RA 11439) to render
advice and review applications
for Islamic financial services.
The institutionalization of this
council will provide unified
guidelines based on the
internationally accepted
standard (e.g., AAOIFI[23]). This
will also be relevant to the
stakeholders’ compliance with
Shariah. 

2

Adopt the hybrid model of top-
bottom and bottom-top
approach to the Islamic
financing system (e.g.,
awareness campaign, study,
consultations, etc.) as section 16
of RA 11439 states, “The
government shall provide
programs for increased
consumer awareness and
capacity building required by
the expanded Islamic banking
system.” The adoption of this
will be sustainable and
inclusive. The awareness or
education of the populace in
understanding Islamic finance
will contribute to the
development and
implementation of IF. 

3

Strengthen the rule of
Regional Darul Ifta (RDI) on
Islamic Finance. RDI has been
in existence since ARMM, but it
was not fully utilized. The
strengthening of RDI is
essential for the consultative
promulgation of policy
guidelines, procedures, rules,
and regulations. 

4
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