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AN APPRAISAL OF ISLAMIC BANKING 
MOVEMENT IN NIGERIA

BY

NOIBI M.A

Abstract
The study intends to expose the various moves made by Nigerian 

Muslims aimed at living by the Shari'ah in their financial transactions. In 
doing justices to it, the study reviews the historical development of 
banking services in the country and also the Islamic stand on Riba 
(interest) and Garar (speculation). It also examines some judicial cases 
aimed at exposing the attachment of Muslims to Islamic financial system 
and moves at realizing it. The various moves aimed at Islamising the 
Nigerian financial system was also traced and recommendations preferred 
towards improving the Islamic banking climate in Nigeria.

1.0 Introduction

The profit and loss sharing (P.L.S) or the non-interest banking system, 
otherwise known as the Islamic banking system, is based on the principle 
of justice and equitable distribution of wealth. It encourages and finances 
only projects that are in consonance with the Islamic legal principle, the 
Shari’ah.' Furthermore, it rejects the notion that the end justifies the 
means and finances projects based on creativity and partnership which 
usually stands as the indemnity. By implication, this is in sharp contrast to 
the conventional banking system which finances any form of business 
activities, in as much as it is profitable by requesting for collateral security 
from its customers, without taking into cognisance its affordability and the 
talents of concerned customers. The Islamic Banking System also 
balances the scale o f capital flow and takes the success and failure in 
conjunction with its partner, a development unfamiliar with the 
conventional banking principle. Nigeria has in the past made several 
attempts aimed at introducing this Islamically acceptable financial system 
but to no avail. At least not in its pristine form. To do justice to this study, 
it is necessary glimpses are made at the Nigeria banking and system, the 
problem of Riba2 (Usury) and Garar1 (speculation) and the various moves 
aimed at actualizing the Islamic banking system in the country.
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2.0 Historical Development of Banking Services in Nigeria
A bank is an organization or a place that provides financial services.4 

The first bank, which operated in the country, was African Banking 
Cooperations. It was instrumented and formed by Messers Elder Dempster 
and Co., which was a shipping company, based in Liverpool in Britain. It 
ran into problems and this promoted it to transfer its interest to Dempster 
and Co. This action later led to the formation of another Bank called 
British Bank of West Africa (BBWA) in 1893 with initial capital of Ten 
thousand pounds. This was later increased to One hundred thousand 
pounds sterling. This Bank was registered in London as a limited liability 
company in 1894 and opened its first branch in the city of Lagos in the 
same year. It opened more branches in some major cities of West Africa, 
such as Accra and Freetown and opened a second branch in Nigeria in 
1990.5

On the establishment of BBWA and spread of its tentacles, another 
bank called Anglo-African Bank was established in 1899 in old Calabar 
by Royal Niger Company otherwise known as UAC. This was established 
in other to favourably compete with BBWA. It established branches in 
Burutum, Lokoja and Jebba. But it was unfortunately sold out in 1912 
when it faced a rigorous but unsuccessful competition from BBWA since 
the latter enjoyed the monopoly of silver from the Royal mint.6

In 1917 Barclays Bank D.C.O. (Dominion, Colonial and Overseas) 
opened Nine branches, early after its established. The Nigeria Banking 
scene was therefore dominated by these two British Banks, namely, the 
British Banks for West Africa (BBWA) and Barclays Bank between 1894- 
and 1933.7

In the year 1949, another bank joined in the financial market. These 
three Banks including the latest, British -  French Bank was mainly to 
render expatriate services in connection with international trade. Their 
services were only limited to Government and expatriate trading 
companies to the detriment and neglect of the development of a Nigerian 
entrepreneurship. These three banks controlled almost ninety percent 
(90%) of aggregate bank deposits from 1914 to early 1930's. Several 
attempts were made at establishing an indigenous bank in Nigeria but 
almost all the efforts proved abortive.8

In 1929, the industrial and commercial bank was established by a 
group of patriotic and determined Nigerians, even though this liquidated 
in 1930 due to under-capitalisation, poor management and aggressive 
competition from the three expatriate foreign Banks. The same group 
again launched another Bank in 1933 which is the National Bank of 
Nigeria Limited and this was actually the first indigenous Bank to survive. 
Also in 1945, Chief Okupe established Agbonmagbe Bank but was taken
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over by the western state government in 1969 and its name changed to 
WEMA Bank. The Nigeria Penny Bank was set up in early 1940's but 
collapsed in 1946 due to mis-management. The Nigerian Farmers and 
Commercial Bank was also established in 1947, Dr. Nnamdi Azikwe 
established the Africa Intercontinental Bank which was one of the banks 
that survived. The Merchants Bank was established in 1952 and closed 
down in 1960. Government records show that between 1914 to 1952 one 
hundred and eighty five Bank (185) were registered, most of which 
registered without commencing operations.9

In a bid by the government to protect the interest of the depositors who 
were always loosing to liquidate banks, a commission of enquiry named 
Patron Commission was set up. Based on its report, the first banking 
legislation was passed in 1952 and in 1958 and a new banking ordinance 
was promulgated to tighten the capital requirements for establishing a 
bank.10 However, in 1957, the first bank to be established after the 
banking crisis of 1940s and 1950s was the Muslim Bank for West Africa 
(Nigeria) Limited. This bank was one of the banks established to correct 
the believe that foreign banks discriminated against Nigerians and it was 
granted license in 1958 with only one branch situated in Lagos." While 
the bank was in operation, it was the only privately owned indigenous 
bank and it was also the smallest in 1963. It was also the only bank that 
was not infiltrated by financial malpractices and bad debts. It was also one 
of the two banks that declared profit in 1962. The Western and Eastern 
regional governments in Nigeria formulated policies to give support to 
indigenous banks. These policies were implemented in all the indigenous 
banks except the Muslim Bank. Even though,, the support granted to 
indigenous banks was more deserved by the Muslim bank. This support 
should be noted contributed to the survival of the other banks.13

Although, the name of the Bank connote that it is largely or wholly 
owned by Muslims and that it has a West African connection. It is not 
known whether its principles were entirely based on Islamic banking.14 
however 10 years of the bank's operation, it license was revoked by a 
ministerial order in 196813 with no declaration of the reason behind the 
revocation of its license. It should be noted that at that time, the 
honourable Minister of finance could withdraw a bank's license if in his 
opinion, the affairs of the institution were conducted or likely to be 
conducted in a manner prejudicial to the depositors' interest. Consequence 
of that, on the 30th June 1969, an order for the winding-up of the bank was 
issued. Unfortunately enough, in 1992, the bank's file got missing at the 
Corporate Affairs Commission, Abuja, Nigeria thereby making further 
investigations almost impossible.16
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Owing to failure of banks in the early 1950's, the power of control of 
banking was vested in the Financial Secretary. This brought about two 
shades of opinion. The Nationalists who were in support of a central bank 
and the Colonialists who felt the establishment of a central bank would be 
a premuature arrangement. In giving a permanent solution to the stated 
problem, three studies were commissioned. The first being the J.L. 
Fisher's report in 1953, the l.B.R.D mission report in 1955 and lastly the 
J.B. Loyne's report in 1957. Fishers report recommended that the financial 
environment did not exist for the establishment of a central bank and there 
were also no expatriates to man it. He also suggested the followings

1) The establishment of development cooperation by the 
government.

2) The issuance of Treasury bills
3) The establishment of an institute by the government to lend to 

co-operative societies
4) The use of post office savings for development purposes.

He equally suggested a three-step plan that would eventually lead 
to the establishment of central bank. These plans were as follows,

1) The transfer of the operations of West African Currency Board 
after which its management would eventually be indigenized 
due to acquisition of enough experience.

2) The establishment of Nigerian Currency Board and separate 
Nigerian Currency to take over Nigeria's share of the West 
African Currency Board (WACB).

3) The establishment of a Bank of issue as the embryo of a future 
central bank.

l.B.R.D. study commissions on its own recommended the 
establishment of a State Bank of Nigeria to take over Banking Control 
functions from the then Financial Secretary. J.B. Loynes. Which was the 
last study group; it favoured the establishment of a Central Bank of 
Nigeria. It was based on the report of this group that the Central Bank of 
Nigeria (CBN) ordinance was promulgated on the 17th of March, 1958 and 
it became fully operational on the 1st of July, 1959. It is to issue legal 
tender, maintain external reserves, promote monetary stability, sound 
financial structure and to serve as banker to other banks in Nigeria banks 
and those abroad.18

3.0 The Question of Riba
Riba is an Arabic word that has its etymological bases in Raba which 

means to increase, to grow, to grow up or to exceed. It is the surplus of 
income, which the lender receives from the borrower, over and above the
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principal amount, as a reward for waiting or parting with the liquid part of 
his capital for a specified period of tiem.

Riba could therefore be named either usury or interest in English 
language. This is so because interest is the rental payment for the use of 
credit by borrowers in return for parting with liquidity by lenders,20 while 
usury is the practice of lending money at excessively high rate of 
interest.21

In the pre-Islamic period, Riba existed in the form, whereby, whenever 
people contracted loans from one another, it was agreed upon between the 
parties concerned that an amount of money would be paid by the borrower 
in excess of the principal after a certain of period of time. It also took the 
dimension of an advance to a person for a specific period of time whereby 
he receives form him a fixed amount of money every month as interest. 
When the time expired, the borrow was asked to repay the debt, if he 
could not repay it he was given an extension in the time for the repayment 
and therefore, the interest was increased.22 This Riba is not compensation 
for labour or price of commodity, but for the time for which principal is 
borrowed. Riba, therefore comprises of three characteristics,23

i) It involves excess or surplus over and above the loan capital,
ii) The condition of the transaction on the payment of pre­

determined surplus, and
iii) The determination of the surplus over and above the capital or 

principal in relation to time.
Allah prohibits dealing in Riba in the Qur’an. Although there are five 

places where the issue has been discussed however the last straw broke 
camels back;

i l l  Ijfclj ± a liLsuai jjjJI IIjlSb V I ^ ' W ' V
??

o! IjJjJt <> La I j j j j  i l l  1j £jI I j i i  Qjill b  "
j j  i l l  Ijjjli I jk i j  pi (jL2 p TiS

U.lj Vj Q>biaj V fS JIji cK JJJ ^  u ! j
du£ (j) p£l jsL  IjSiuaj ^jlj SjuOA Sjiija 9 jlS

O ye who believe, fear Allah and 
give up what remains o f  your 
demand fo r  usury i f  ye are indeed 
believers. I f  ye do it not, take notice 
o f  war from Allah and his 
messenger. But i f  ye return back, ye
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shall have your capital sums; deal 
not unjustly.

I f  the debtor is in a difficulty grant 
him time till it is easy for him to 
repay, but i f  ye remit it by way o f  
charity, that is best fo r  ye only 
knew.25

The verses in question further lay emphasis on the prohibition of Riba 
and warns of war from Allah and the Prophet if those who deal in Riba do 
not desist. This war could take several forms; it could be social, political, 
economic or spiritual. It is a reality that Riba leads to devastation in one 
form or the other.

It further goes on to give the procedures of giving out loans. It states 
that instead of charging interest and insisting that the debtor repays in 
difficulty, the borrower could also partake in the loss as an act of charity.

Prophetic prohibition of Riba left no stone unturned however latent it 
may be in a transaction. The prophet revealed to mankind the grave 
punishment awaiting those who deal in Riba. He is reported to have 
cursed him who takes and him who pays Riba and those who witness and 
transcribe a transaction involving the taking of Riba."6 
He also says concerning Riba as follows;

^  kxij i"u,i ŷa ŜLju Aijl Xic. Ijj

A dirham received as usury is more 
grevious in the sight o f  Allah than 
thirty-six acts o f  adultery27

In another place, he said

IaUjI LAj (jj)» i ntj  Aju.ji,i

Riba has twenty nine gates the least o f  them is
comparable to a man having sexual
intercourse with his mother"

\

The Prophet (SAW) also narrated his dream concerning one who 
deals in Riba when in the state of Barzakh.29 The dream is as follows;

ALFIKR JOURNAL___________________________________________________ VOL 19
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Last night, I  saw two men, who came to me, 
took me by the hand and brought me to the 
Holy Land we went on until we came standing 
in it on the bank o f  the river, there was a man 
with some stones in front o f  him. The man in 
the river came forward and when he was 
about to get out, the man threw a stone at time 
and he went back to where he had been. Every 
time he wanted to come out the man threw a 
stone at him and he went back to wherehe had 
been before. I  asked what this was, and they 
told me to go on ... The man you saw in the 
river devoured usury ... Iam  Jibril and this is 
Malik?°

The Holy Prophet of Islam (SAW) also said that while he was on his 
night journey to the heavens M ira f1 he saw that punishments were being 
melted on some people on account of their actions. He narrated this 
incident by saying;

Some have bellies as big as a house and 
whenever one o f them got up, he was knocked 
down and says, “O Allah, do not let the hour 
(ofjudgement) come”. They are in the path o f  
Pharaoh, who came and trample over them 
while they can do nothing but scream. These 
are the people who devoured usury?2

4.0 The Forbiddance of Speculation, Gharar
This term Gharar denotes a contract between two parties where one 

may exploited by the other either through wrong description or ignorance 
of goods which the seller is not in a position to deliver and or the making 
of a contract which is conditional upon an unknown event. Any such 
contract involving an element of speculation, uncertainty or gramble is 
prohibited under Islamic Law.33
This gets its impetus in the prophetic tradition that;✓

Allah's Apostle (SAW) forbade the called 
'Habatal- Habal' which was a kind o f  sale 

practiced in the pre-Islamic period o f  
ignorance. One would pay the price o f  a she- 
camel which was not born by the immediate 
offspring o f  an extant she-camel?4

192

UNIV
ERSITY

 O
F I

BADAN LI
BRARY



ALFIKR JOURNAL VOL 19

According to some scholars, speculative business which applies to 
the buying goods or shares at low prices and selling them for higher prices 
in the future is considered to be illicit. Similarly, if future prices are 
expected to be lower than the present ones, an immediate sale in order to 
avoid a loss in the future is also condemned.35 The reason advanced for 
this ban is that if allowed, it would promote privacy gains at the expense 
of public interest, thereby creating artificial scarcity which in turn leads to 
inflation. In Shari'ah, it is unlawful to sell against advance payment for 
future delivery. However, as an exemption to this rule, some schools of 
jurisprudence, based on the needs of Muslims, allow such contracts to be 
applied to goods but not to transactions involving currencies, Bayc S- 
'Salam.36 Islamic banks are allowed to carry out future transactions 
involving deferred payment in as much as all the conditions such as price, 
quality and quantity are determined at the time of signing the contract.37

In order to avoid Gharar the following conditions must be 
fulfilled;38

a) Ascertaining that both the subject and prices of the sale exist, 
and are able to be delivered.

b) Specify the characteristics and amount of the counter values
c) Define the date of future delivery, if any.

Another form of speculative transaction, which is closely related to 
Gharar is called May sir . It has its origin in the pre-Islamic game of 
arrow in which seven participants gamble for shares of an allotted price. 
This Maysir was prohibited due to the fact that apparent agreement 
between the parties is in actually the result of immoral inducement 
provided by false hopes in the participants' mind that they will profit 
unduly by the contract. The Islamic jurist extends the prohibition of 
Maysir to cover all speculative contracts, as well as where the obligations 
or advantages or either party are not fully defined at the time of the

40contract.

5.0 The Application of Shari'ah to Financial Transaction
The Islamic banking issue is intimately related to the capacious 

implementation of Shari'ah. It has its foundation in the multifarious 
commands and injunctions of the Qur'an, the Sunnah, and the consensus 
of opinion of the Ulama’. It covers all aspects of a Muslim's life, ranging 
form personal to public, social to political and cultural to economic 
matters. Here we are concerned about its application to some aspects of 
the economic life. In the case of Nigeria, this would necessitate the study 
of application of Shari’ah to financial transactions.
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The courts in Nigeria have upheld and applied the Islamic legal 
system, Shari'ah, to financial transactions, which sought to comply with 
Islamic principles. In the case of Gambo vs Kyariram,41 the Kaduna high 
court, upheld the application of Shari'ah in setting aside a claim for 
interest on a loan, and consequently, ordered the payment of only the 
principal amount. Further, in the case of Sigal vs Koriam,42 the Bomo 
State Shari'ah court of appeal overlued the decision of the trial court and 
stated that, in a Mudarabah43 contract, profit and capital are separate from 
each other and therefore one cannot be substituted for the other. It was 
also ruled that the profit should be ascertained and shared according to 
agreed proportion in their terms of partnership contract. Authorities have 
agreed that the courts in the northern Nigeria, respected the Islamic 
prohibition of interest, but, was seldomly punished44 even though the 
creditor might loose any claim of interest the debtor has agreed to pay.

In some parts of Hausa land, trading was financed through different 
kinds of arrangements. One of such arrangements is Kiralu.45 This 
resembles the musharakah46 arrangement. It involves a dormant 
partnership financing stock trading trip where purchases are made in 
return for a share in the profit.47 Some are of the opinion that the 
prohibition of Riab, also carried force in the territory.48 The explicit 
interest bearing loans among Muslims was very rare as the impact of Islam 
has had a strong influence on the general rejection of interest bearing 
loans.49 The Islamic way of life was thus recognised even if the 
observance was not conscientious. The indigenous Muslim population did 
not have confidence in the occidental banking system. This is partially due 
to Islamic prohibition of interest. In fact this was manifested in rejection 
of the conventional banking system that was introduced in Kano in 1914. 
In fact, researches conducted in 1973 and 1980 showed that, there was still 
a great deal of resistance to interest on the part of Muslim business in the 
city of Kano.50

6.0 The Demand for Islamic Banking
The incessant demand by Nigerian Muslims for Islamic Banking is as 

a result if the universal resurgence of Islam. This aims at making sure that 
Islamic principles remains the guiding torch in the social, political and 
economic spheres of a Muslim's life. There was an increased awareness 
in Islam's revivalist trends between 1970s and 1980s, whereby, Muslims 
became assertive in their demands for the manifestation of their religion. 
The concept of Riba has been identified by conscious Muslims as one of 
the causes of the Nigeria's economic misfortunes.34

The Uthman Dan Fodio University, Sokoto conducted a research in 
1988 so as to obtain the view of Nigerian Muslims as regards the
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establishment of an Islamic Bank in the country.55 It was observed from CBN ask
these researches that majority of the respondents agreed enthusiastically to jn the co
the establishment of an Islamic bank in Nigeria. An investigation business
conducted at another time revealed that, Muslims for religious reasons, investors
refused to accept interest and preferred to maintain interest-free
accounts.56 An emphatic provision for interest-free or Islamic banking in 7 0 R
the country, came about with the promulgation of the Pilgrims jn vj(
Commission Decree of 1989 which authorizes the Pilgrims Commission Muslims
to set up an interest-free Bank.57 Although, nothing was established until while giv
the commission was dissolved. However, Islamic Banking, was ofthede:
introduced in Nigeria, with the promulgation of the Banks and other On tl
Financial Institutions Decree (BOFID) of 1991. Section 9 (2) of this whh the
decree, empowers the Central Bank of Nigeria’s governor, to grant these the Islam
banks exemptions where appropriate. This was followed by the granting Training
of approval for the establishment of the two non-interest Banks, Akida and responsil
al-Barka Bank of Nigeria However, the some of the promoters of al- Islamic
Barka Bank changed it’s name of the Bank to Almas Islamic Group of research^
Nigeria. Unfortunately enough, it could not make up the minimum paid-up Nigerian
capital, which increased, from N50 million to N500 million in 1992. an jsiam
Consequently, the process of licensing was discounted.58 Banks w

Dar-Al-maal Al-lslam (DMI) an Islamic Bank also made attempt at j ajz
establishing an Islamic Bank in Nigeria but for the requirement of the organiza
Nigerian indigenization policy which stipulates that, sixty percent (60%) country :
should be the Nigerian share holding. Consequently, this prevented it from hooked t
achieving its goal, as the financial institution vehemently insisted on ^a(j jnve
controlling 51% of its local subsidiaries.59 Altei

The Banks and other Financial Institutions Decree (BOFID) in cou
addition, introduced some substantial changes to the restriction on Banks numeroi
trading and investment activities. Banks may now engage in trading and Islamica
investment activities, provided, the prior written approval of the CBN is jncje,
sought and granted. The other banking institutions, may also engage in outfits
equipment leasing hitherto, the formerly restricted, with the exemption of Muslims
Merchant banks. They may also acquire more than ten per-cent (10%) of people a
its impaired (by losses) shareholders' fund, but are however, restricted Nigeria
from acquiring more than forty percent (40%) equity interest in the paid howevei
up share capital in any company. However, restriction is placed on the use 
of Islamic, Muslim or Qufanic words in a bank's name, without the prior 
approval of the CBN Governor, at it was in the repealed Banking Act of 
1969.68

Furthermore in December 2003, Jaiz International Bank, an Islamic 
Bank raised 3 Billion naira in contrast to 2.5 Billion naira which the 
promoter targeted. However, no sooner that the Bank raised this did the
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CBN asked for 25 Billion naira to be raised for any Bank to be registered 
in the country. Hence the Bank was deprived the opportunity of starting 
business at all. This development has no doubt weaken the confidence 
investors have in the Bank.

7.0 Recommendation and Conclusion
In view of the Nigerian Banking Regulations and the enthusiasm of 

Muslims at living by their religion in their financial lives, it will be worth 
while giving some recommendations which would assist in the upliftment 
of the desired financial system in the country.

On the governments' part, the Central Bank of Nigeria should partners 
with the Islamic Research and Training Institute (IRTI), a subsidiary of 
the Islamic Development Bank (IDB) to establish an Islamic Research and 
Training Centre in the country. This centre should be charged with the 
responsibility of educating Bankers and other financial system experts on 
Islamic banking and financial techniques. It should also conduct 
researchers on how to localise the Islamic banking techniques within the 
Nigerian culture. Also, the Central Bank of Nigeria (CBN) should create 
an Islamic Banking unit within itself, where the Islamic aspect of Islamic 
Banks will be coordinated.

Jaiz international Bank should with the support of Muslim 
organizations raise more than 2.5 Billion naira required of banks in the 
country as investors have been kept waiting all the while with their funds 
hooked to this Bank. If this is not done, their investment will turn out to be 
bad investment in addition to total loss of hope in it.

Alternatively, Jaiz could form a subsidiary of one of the big banks in 
the country where Islamic banking windows will be operated for 
numerous interested Nigerian Muslims to safe their funds and obtain 
Islamically accepted loans.

Indeed the Nigerian environment, just as it is good for communication 
outfits, is also good for Islamic banking. Therefore unlike what some 
Muslims believe, it is a wise investment which in addition to its providing 
people with the comforts of life, will also lead to bliss in the hereafter. 
Nigeria no doubt is on its way to actualizing this laudable project, 
however all hands must be on deck as it is a collection responsibility.
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