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C o m m e n t 

Dual B a n k i n g S y s t e m in P a k i s t a n 
Pakistan has a chequered his
tory in the implementation of Is
lamic banking. It was therefore 
encouraging to hear the State 
Bank Governor of Pakistan, Dr 
Ishrat Hussain, saying that a dual 
banking system would be intro
duced imminently. With the an
nouncement of this new policy, 
present banks will have two op
tions; they can either establish a 
full-fledged subsidiary for Islamic 
banking or open special windows 
for Islamic banking at their 
branches. 

Dr Ishrat said that in pursuance of 
the Supreme Court verdict of De
cember 1999, the government had 
established Commissions and 
Working Groups to formulate rec
ommendations for the movement 
towards a complete system of Is
lamic banking. He said that efforts 
in this regard had only partly suc
ceeded to the extent that Pakistan 
was able to devise a parallel sys
tem of Islamic banking but there 
were many difficulties in the way 
of complete conversion. 

A Pakistan delegation that visited 
several countries in the quest to 
find out how Islamic banking could 
be introduced in Pakistan. Their 
conclusion was that Pakistan 
should introduce a dual banking 
system which had a better chance 
of success and which would oper
ate side by side with conventional 
banking. 

The delegation identified 14 points 
which they thought hindered the 
development of a complete Is
lamic banking system. The issues 
related to conceptual, legal, and 
operational difficulties including 
the development of Shariah com
patible products, services and 
training. A perusal of this report 
gives the impression that the dele
gation was more interested in 

highlighting the difficulties in intro- ing conditions in Pakistan, 
ducing Islamic banking rather than 
outlining concrete steps to imple
ment Islamic banking. 

For over half a century, Pakistan 
has been clamouring for an Is
lamic system. If the Pakistani 
banking community was serious 
and committed enough to the con
cept of an Islamic financial system 

Points highlighted by the Pakistani 
delegation 

I. Inadequate legal framework for Is
lamic banks. 
2.Inadequate regulatory and accounting 
framework for Islamic banking. 
3. Ineffective enforcement of contracts 
and inefficient system for early recovery. 
4.lneffective code of conduct for profes
sionals. 
5. Absence of Shariah audit in financial 
institutions. 
6. Absence of Shariah supervisory 
boards in banks. 
7. Non-availability of Shariah compliant 
government securities. 
8. Lack of research and development in 
the field of Islamic finance and econom
ics. 
9.Inadequate training to the staff of SBP 
and other commercial banks. 
10.Disoriented education system devoid 
of Islamic principles. 
I I . Lack of public awareness about Is
lamic economic system. 
12.Adoption of free market economic 
(capitalistic) policies. 
13.Social and cultural factors. 
14.Weak political resolve of successive 
governments for Islamisation of econ
omy. 

A country which can produce peo
ple who are experts in nuclear 
technology, efficiently run interna
tional financial organisations can 
certainly utilise their talents in 
making a positive contribution in 
this area as well. Clear commit
ment to constructive dialogue and 
practical goals are required. In
stead of going abroad and then 
coming up with the report that Is
lamic banking has many pitfalls, 
the delegation should have con
centrated on how the issues can 
be settled. They should have led 
the way and guided other Muslim 
countries and should have been 
torchbearers for the Islamic finan
cial system. 

Perhaps there is still hope. Dr Ish
rat Husain has recently reaffirmed 
the central bank's full commitment 
and support to introduction and 
spread of Islamic banl<ing system 
in Pakistan. He has said, "we 
have set up legal and regulatory 
framework to promote Islamic 
banking but what we need is sup
porting market infrastructure and 
skills development". 

We look forward with great inter
est to see how these words are 
translated into action. 

it could have from the very begin
ning attempted to have resolve 
these issues in a positive way. It is 
striking that other countries, for 
example Malaysia, have success- The editor w e l c o m e s your 
fully overridden the constraints v i e w s and c o m m e n t s for 
and are now witnessing a record publication in New IHorizon 
growth in this sector. 

What is required is therefore 
greater imagination and resolve in 
evolving the system to suit prevail-

Please email to 
comment@islamic-banking.com 
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IMF W o r k i n g Paper 

Islamic Financial inst itut ions and Products in the Global 
Financial System: Key issues in msk Management and Challenges Ahead 
By V. Sundararajan and Luca Errico 

The provision and use of finan
cial services and products that 
conform to Islamic principles 
pose special challenges for the 
Identification, measurement 
and monitoring of underlying 
risks. Effective risk manage
ment in Islamic financial Insti
tutions has assumed particular 
importance as they endeavour 
to cope with the challenges of 
globalisation. This requires the 
development of not only a 
more suitable regulatory frame
work but also new financial in
struments and institutional ar
rangements for providing an 
enabling environment for Is
lamic finance. 

Several general factors currently 
make the operation of Islamic 
banks riskier and/or less profit
able than conventional banks, in
cluding: (1) underdeveloped or 
nonexistent inter-bank and money 
markets, as well as government 
funding instruments; (2) limited 
availability of and access to LOLR 
facilities; and (3) legal uncertain
ties and limited market infrastruc
ture, which limit contract enforce
ability and the availability of hedg
ing instruments and techniques. 

There is an urgent need, there
fore, to strengthen systemic li
quidity arrangements and ena
bling infrastructure for Islamic fi
nancial institutions by further de
veloping liquid markets in 
Srtar/a/7-compatible government 
borrowing instruments and central 
bank instruments, as well as re

lated central bank operations. In 
this context, the recent approval 
of an agreement for establishing 
the International Islamic Financial 
Market (IIFM) is a welcome devel
opment. The IIFM is envisaged to 
play a facilitating role for the de
sign and issuance of Islamic in
struments by governments and 
large corporations based on 
guidelines approved by a global 
Shariah Supervisory Committee 
to be established by the IIFM's 
Board for the purpose of ensuring 
that all instruments traded at the 

IIFM are compliant with Islamic 
principles. 

The critical importance of a 
strong disclosure regime in Is
lamic banking has to be backed 
by high-quality and internationally 
acceptable accounting standards 
for Islamic banks. Adequate 
transparency requires that finan
cial information disclosed by Is
lamic banks be reliable, consis

tent, and comparable across time 
and similar organizations. To pro
tect the public confidence, annual 
financial statements should be 
audited by independent reputable 
professionals. These characteris
tics are exactly the same as 
those prescribed in the concep
tual framework of the Interna
tional Accounting Standards 
(IAS). In this regard, the continu
ing progress made by the Ac
counting and Auditing Organiza
tion for Islamic Financial Institu
tions (AAOIFI) to develop ac
counting standards aimed at ren
dering the financial statements of 
Islamic financial institutions more 
comparable, for example with re
gard to the timeliness of in
come/loss recognition, and trans
parent has been a significant 
achievement. 

AAOIFI has thus far issued a 
range of accounting standards for 
key Islamic financial instruments 
and related provisioning and dis
closure practices. The organiza
tion has also issued standards for 
auditing and governance of Is
lamic financial institutions. These 
standards are gradually gaining 
wider acceptance: they are cur
rently mandatory in Bahrain, Su
dan, and Jordan. They are also 
being implemented as guidelines 
by the Monetary Agency of Saudi 
Arabia. Finally, these standards 
are the ultimate goal of a conver-
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gence process initiated by IVlalay-
sia; plus they underpin accounting 
standards in Indonesia and Qatar. 

A lack of adequate legal frame
work, including with regard to in
solvency regimes, as well as a 
relatively weak legal infrastructure 
supporting financial transactions, 
can raise operational risk and un
dermine market development. 
Further development of the legal 
framework and the associated re
duction in legal uncertainties will 
very possibly contribute to reduc
ing operational risk, while enhanc
ing risk-management capabilities 
of Islamic financial institutions. In 
particular, it is especially important 
to step up efforts aimed at over
coming unresolved fiqhi (Islamic 
jurisprudence) issues that have so 
far delayed or even impeded ade
quate institutional development in 
many countries. The most impor
tant unresolved fiqhi issues in
clude the following questions of: 
(i) late settlement of financial obli
gations; (ii) the nature of a PLS 
partners' liability, limited or unlim
ited, with respect to third parties; 
(iii) the permissibility of different 
types of lease contracts; (iv) the 
permissibility of the sale of debt 
through securitization; and (v) 
hedging and financial engineering. 

Key Challenges Ahead 

To help ensure sound and sus
tainable development of Islamic 
banking in the future, on April 21 , 
2002, in a meeting held in Wash
ington, DC, at the sidelines of the 

IMFAA/orld Bank Spring Meetings, Promote good practices in risk 
the central bank governors of management in the industry 
Bahrain, Indonesia, the Islamic through research, training, and 
Republic of Iran, Kuwait, Lebanon, technical assistance. 
Malaysia, Pakistan, Saudi Arabia, 
Sudan, and the United Arab Emir- The establishment of the IFSB is 
ates and senior officials from the a milestone in the recognition of 
Islamic Development Bank and the growing significance of Islamic 
the AAOIFI agreed to establish a financial institutions and products 
new organization—the Islamic Fi- globally. The achievement of its 
nancial Services Board (IFSB)— ultimate objectives crucially de-
to promote good regulatory and pends on further progress in ad-
supervisory practices and uniform dressing some of the technical 
prudential standards for Islamic issues outlined in the previous dis-
financial institutions. That decision cussion; the harmonization of the 
followed extensive consultation legal and regulatory frameworks 
coordinated by the IMF with the (in addition to accounting stan-
collaboration of the Islamic Devel- dards) governing Islamic financial 
opment Bank and the AAOIFI. institutions and their governance; 

and the development of adequate 
The IFSB will be based in Kuala instruments, markets, and market 
Lumpur, Malaysia, and will com- infrastructure to support their op-
plement the efforts of the AAOIFI erations, as noted previously. In 
while maintaining close ties with fact, these may be viewed as the 
other bodies being set up to pro- key challenges lying ahead, 
mote Islamic financial instruments 
and markets. To help strengthen This harmonization, while suppor-
and harmonize prudential stan- five of global financial stability, 
dards, it is envisaged that the should also be conducive to effec-
IFSB will also: tive prudential supervision of Is

lamic financial institutions in their 
Set and disseminate standards home countries, and facilitate a 

and core principles—as well as sustained international expansion 
adapt existing international stan- of Islamic banking. The develop-
dards—for regulation and supervi- ment of adequate instruments, 
sion, consistent with Shariah prin- markets, and market infrastructure 
ciples, for voluntary adoption by are also factors essential to facili-
member countries; tate risk management and enable 

Islamic banks to successfully 
Serve as liaison for and promote compete with conventional banks 

cooperation with other standard in the global financial system, 
setters in the area of monetary 
and financial stability; and Therefore, it is crucial for the 

IFSB to play a strategic role as the 
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IMF W o r k i n g Paper 

catalyst for promoting discussion 
at the international level on a wide 
array of Islamic banking, financial, 
and legal matters, encompassing 
not only technical and regulatory 
issues, but also broader policy 
and market development issues. 
The IFSB should become the cen
ter of competence for designing 
appropriate solutions to the many 
challenges that the global capital 
markets pose to institutions oper
ating in an Islamic environment, 
as well as for promoting wider ac
ceptance of the standards and 
good practices necessary to im
plement these solutions. In carry
ing out these tasks, the IFSB 
should establish a close partner
ship with concerned national su
pervisory authorities and central 
banks, the AAOIFI, the Interna
tional Financial Institutions, and 
relevant market participants. 

The New Basel Capital Accord is 
a welcome development for Is
lamic banking. Indeed, it offers a 
timely and important opportunity 
for the IFSB to play its part in the 
ongoing efforts to strengthen the 
international financial architecture. 
That is because the new Capital 
Accord is expected, inter alia, to: 
Better reflect banks' true risk. The 

proposed changes to the risk-
weighting methodologies, espe
cially the acceptance of internal 
rating systems and the focus on 
operational risk, would go a long 
way toward making the new Ac
cord more compatible with and 
meaningful for Islamic banks. As 
argued in section II, Islamic banks 
themselves are best poised to 
evaluate the degree of risk of their 
own portfolios and operations on 
the basis of their thorough knowl

edge of own business structures, 
including the mix of PLS and non-
PLS assets, and to ensure the 
adequacy of capital and loss-
offsetting reserves to cushion 
against operational risk. 

Adapt the supervisory regime. 
Supervisory guidance should re
main essential, and its scope and 
content should be influenced by 
the quality of internal governance 
and risk management by banks 
themselves. Several countries 
have begun strengthening super
visory regimes for Islamic banking 
through a separate legal frame
work in some cases and a special 
regulatory focus in others. The 
core element of these efforts 
should include clear identification 
of risks; treatment of similar risks 
in a similar manner across all in
stitutions and business units; and 
adequate supervisory guidance 
and oversight to ensure effective 
internal monitoring and control. 
These efforts could be further 
strengthened, and practices har
monized, based on international 
cooperation through the IFSB. 

Enhance market discipline by en
couraging sound disclosure of 
policies: As argued in section III, 
this aspect is crucially important 
for a sustained growth of Islamic 
banking, especially with regard to 
the riskier (but more truly Islamic) 
PLS modes of financing. In addi
tion, the heightened focus on mar
ket discipline should fit well in the 
Islamic approach to the sharing of 
financial risks between banks and 
borrowers on the one hand and 
depositors and banks on the 
other. 

In sum, the IFSB could become a 
key instrument of financial stability 
and market development for Is
lamic banking. In this connection, 
the IMF, in collaboration with other 
International Financial Institutions, 
could continue to play a facilitating 
role by helping promote the 
IFSB's goals through the provision 
of technical assistance, as well as 
through the dissemination of stan
dards and good practices in the 
context of its financial sector sur
veillance work and other relevant 
activities. 

* An Extract from an International 
Monetary Fund working paper 
presented at a conference on 
"Risk Management in an Islamic 
Financial System" organized by 
the Iran Banking Institute, Central 
Bank of the Islamic Republic of 
Iran, Tehran. 

The authors of the working paper, 
V. Sundararajan and Luca Errico 
are in the Monetary and Exchange 
Affairs Department of the Interna
tional Monetary Fund, USA 
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DIFC 

DUBAI J N T t R N A T l O N A L 
F I N A N C I A L CENTRE How DIFC w i l l help regenerate an ent i re region 

By J a m e s Hume 

This write up is based on a presentation made by the author at the Institute of Islamic Banking 
& Insurance on the 12*'' December 2002. His presentation was on the role of the DIFC (Dubai 
International Financial Centre) as an emerging center for Islamic banking and insurance in the 
Middle East. James Hume is the Managing Director of Dubai International Financial Centre. 

Now, more than ever, the region of which Dubai is a hub needs to realise its full financial potential. Now, too, the 
region is at last in a position to take its financial destiny into its own hands. 

A number of developments are coming to fruition at the same time to make the launch of the Dubai International 
Financial Centre an entirely feasible though ambitious venture:-

Islamic finance has emerged in the banking landscape as an entity in its own right 
The deregulation of key sectors of the regional economies means that the appetite for privatisations will grow 
Private sector companies can see the benefit of broadening their capital and ownership base 
The management of pension funds is being outsourced 
Globalisation and developments in IT mean that skills that have been jealously guarded in world centres such as 

Wall Street, 
London and Hong Kong have become more easily transferable. 

We are not developing the DIFC as a "zero sum game" in which, if some centres gain, other must lose. We in
tend to pursue a "good neighbour" policy, so that others in our region will gain as we do from the attraction of 
global capital and its dispersal in the financing of regional businesses and developments. 

Our proposition includes the location of the DIFC very firmly in the mainstream world of onshore - not offshore -
finance. Although our tax structure will be extremely competitive, the establishment of world class regulation is 
just as important to today's multi-national enterprises, who know their reputation depends on locating in a jurisdic
tion trusted by the global financial community. The legislation on which the DIFC is being based will thus make a 
feature of transparent disclosure because opaque accounting only serves the interests of old-fashioned owners 
rather than modern investors. That is a classic "flight to safety" reason which explains why - until now - local as
sets have usually been held and invested outside the region. When the money comes home, prospects for eco
nomic growth and job creation will be transformed. 

DIFC's value-creating characteristics include:-
familiar, market proven and internationally recognised laws and regulation 
an independent regulatory authority run by internationally renowned regulators working closely with the other ma
jor global jurisdictions 
a transparent operating environment pursuing best global practice 
full commitment from a Government with a track record of delivering largescale international projects 
a well developed infrastructure with all the necessary professional support services 
transactions denominated in dollars and euros 
100% capital cross-border liquidity with no currency risk 
an environment friendly to businesses and friendly to the families of business incomers. 

A major feature is likely to be its role as a global market place for Islamic financial institutions. For investors it will 
offer a growing ability to diversify out of non-interest bearing deposits. It will offer fund managers increased po
tential to manage securitised investments held for Islamic institutions and retail investors. For product develop
ers, the growth of the DIFC as a market place for Islamic finance will be an encouragement to create a broader 
range of financial instruments and products to meet increasing demand for short term liquidity. -

The expertise that has been developed in relation to Islamic financial institutions in the last five or six years is im
pressive. More than 200 serious institutions operate a market which has long since passed the $200 billion vol
ume mark. 

The creation of a regional specialist hub in the DIFC will help Islamic finance to be recognised as the major force 
in international finance which it has truly become. 
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I s l a m i c F i n a n c e in t h e U K 

Att i tudes of Muslims in the UK Towards is iamic Finance 
By Dr Humayon A. Dar, Loughborough University 

Introduction 

Islamic finance is now posi
tioned permanently in the UK. 
Both the electronic and print 
media have regular features on 
faith and finance, which is an 
evidence of growing interest in 
Islamic banking and finance. 
Although, there is currently no 
full-fledged Islamic bank in the 
country but a number of finan
cial institutions offer Islamic fi
nancial services to the British 
Muslims as well as to the Mus
lims in the international capital 
markets, primarily in the Middle 
East. Islamic Investment Bank
ing Unit [IIBU] of United Bank 
of Kuwait offers Islamic mort
gages to Muslims, mostly lo
cated in the south of England. 
It has recently started offering 
these products to Muslims in 
West Midlands through West 
Bromwich Building Society. 
iHilal Islamic Financial Ser
vices has for some time been 
trying to market Islamic finan
cial services to the high net 
worth Muslims in the country. 
HSBC, a major high-street 
bank, is expected to offer Is
lamic mortgages to Muslim 
households and businesses, 
while a newly-establish Charity 
Bank is developing Shariah-
compliant products for Muslim 
charitable organisations in the 
country. 

In fact, there is a growing reali
sation among Muslim scholars 
that Islamic financial products 
should be structured and mar
keted so as to target ethically 

motivated non-Muslims who 
find it unethical to support an 
interest-based financial sys
tem. Supply of Islamic financial 
services depends on the as
sumption that Muslims strongly 
believe in the Quranic prohibi
tion of interest [riba]; otherwise 
there would be no demand for 
any such service. 

S u r v e y 

We, at Loughborough Univer
sity, have for some time been 
involved in investigating the 
behaviour of Muslims in mat
ters related to economy and 
finance. There are two aspects 
to this empirical work; the first 
is to examine the operations of 
Islamic financial institutions 
around the world; and the sec
ond is to explain the attitude of 
the Muslim community - both 
businesses and individuals - to 
Islamic finance to see how they 
are reaching and using Islamic 
finance, what their level of un
derstanding is, and what needs 
to be done to educate them as 
to what constitutes an Islami-
cally acceptable behaviour in 
relation to their monetary mat
ters. 

This article provides summary 
results of a recent survey con
ducted in the central England 
[the East Midlands] to deter
mine the demand for Islamic 
finance. We selected two ar
eas, Leicester city and 
Loughborough town. Leicester 
was chosen because the city 
poses the potential demand for 
Islamic finance, as it is one of 

the few British cities with a sig
nificant ethnic population of 
which the Muslim population is 
quite visible. In fact, it is poised 
to be the first British city to 
have an ethnic majority by 
2010. Loughborough was se
lected to see if there was a sig
nificant difference of perception 
of Islamic finance amongst 
Muslims living in small towns. 

Our previous surveys, like 
many others conducted by 
market research organisations, 
suggested that there was great 
fervour amongst Muslims in the 
UK for Islamic finance. Never
theless, we found it quite para
doxical in the wake of collapse 
of Halal Mutual Investment 
Company in 1990s and rela
tively low response to the Is
lamic mortgages at present of
fered by IIBU. This trend con
tinues as we do not observe an 
overwhelming response to an 
otherwise excellent marketing 
endeavour by iHilal Islamic Fi
nancial Services. This leads 
one to believe that although 
there is great enthusiasm to
wards Islamic finance in this 
country, there is a need to as
sess effective demand for Is
lamic financial services. This is 
important for possible future 
establishment of a full-fledged 
Islamic bank in the country - a 
late start is always better than 
a hasty entry and equally rapid 
exit. 

Our survey reveals that over 90 
percent Muslims in the UK reject 
interest-based finance and an 
overwhelming majority would con-
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COMMENT 

sider switching to a Shariah-
compliant alternative. However, 
this is a misleading response, as 
not all of them may actually have 
financing needs. Simple banking 
services [like current accounts 
and fee-based services like trans
ferring money abroad] are already 
provided by a number of financial 
institutions in Shariah-compliant 
ways. Our survey points out that 
only a small proportion [5 percent] 
of Muslims in Leicester city hold 
funds in interest-bearing saving 
accounts. About 90 percent hold 
current accounts with high street 
banks. This may be interpreted to 
mean that majority of Muslims 
choose to have current accounts 
instead of saving accounts, as 
they find it Shariah-repugnant to 
receive interest. While this may be 
true for some high-income Mus
lims, the low-income Muslims may 
not actually have demand for sav
ing accounts. Incidentally, 90 per
cent of respondents in Leicester 
city earn less than £20,000 per 
annum, with 78 and 44 percent 
earning less than £15,000 and 
10,000, respectively. The low-
income trend is reflected by the 
occupations of the respondents: 
26 percent of the respondents are 
industrial workers and other 29 
percent self-employed. The re
spondents from Loughborough 
town show a similar picture: 83 
percent of them earn less than 
£25,000 per annum. This observa
tion should be taken seriously by 
those who have been led to be
lieve that the UK Islamic mortgage 
m a r k e t is ' w o r t h b i l -
lions' [according to a recent BBC 
report]. While there certainly is a 

potential demand worth billions, 
tapping this potential may not 
prove as easy as one would ex
pect. 

Demanders or potential users of 
Islamic financial services can be 
divided into four categories in or
der of their importance. 

1) Conservative educated Mus
lims with stable sources of income 
[primarily second/third generation 
Muslims 

2) Liberal educated Muslims 

3) Muslim professionals who have 
recently immigrated to the UK 
from Muslim countries 

4) Conservative less educated 
Muslims 

Although we consider the conser
vative educated Muslims as the 
most important demanders of Is
lamic financial services, they hap
pen to be the most critical of some 
aspects of Islamic finance. In par
ticular, there is a practical opposi
tion to the use of Murabaha-based 
Islamic financial products. Islamic 
economists and Shariah scholars 
may have to take quite a long time 
to convince the conservative Mus
lims of Shariah compatibility of 
Murabaha-based financing. Manzil 
Murabaha, an Islamic mortgage 
offered by IIBU, is a living exam
ple of the negative response a 
Murabaha-based Islamic financial 
product may attract. 

Liberal educated Muslims are 
equally good potential demanders 

of Islamic financial services as the 
conservative educated Muslims. 
There is a slight difference be
tween the nature of the demand 
by the two groups though; while 
the former is not willing to pay any 
premium for Shariah-compliant 
Islamic financial products, the lat
ter is willing to pay extra for their 
religious inclination. But as the 
conservative Muslims tend to 
scrutinise the products [to ensure 
their strict Shariah-compatibility] 
as compared to the liberals, the 
net demand by the two groups is 
not significantly different. An impli
cation of this behaviour is that 
while Islamic financial institutions 
may increase the demand for their 
products by increasing awareness 
among liberal Muslims, the con
servative Muslims' confidence can 
only be won by way of improving 
Shariah-compatibility of Islamic 
financial products. 

There is a growing number of 
Muslim professionals, in process 
of settling permanently in this 
country, who are not willing to 
compromise on their religious eth
ics. Such Muslims find it extremely 
objectionable to buy a property on 
an interest basis. Unlike the sec
ond and third generation Muslims 
in the UK, the recently immigrating 
Muslims find no precedence of 
interest-based home financing in 
countries of their origin. For exam
ple, in a country like Pakistan, al
though institutions like House 
Building Finance Corporation 
have existed for long but their 
practical relevance is insignificant 
as a vast majority of population 

10 New Horizon December 2002 Shawwal 1423 



I s l a m i c F i n a n c e in t h e U K 

save a priori to build their own 
houses. Borrowing for home build
ing has never been a popular 
choice for a number of reasons, 
including corruption and bribery. 
Consequently, home financing as 
it is in practice in the UK is virtu
ally non-existent in most Muslim 
countries. 

Our latest survey confirmed our 
previous finding that less edu
cated Muslims, even though they 
appear to be conservative, are 
least interested in Islamic finance. 
This is an important observation 
as such Muslims are in a majority 
in this country. Islamic financial 
institutions or other institutions 
providing Islamic financial ser
vices should be aware of this 
trend as ignorance of this may in
cur negative consequences for 
their marketing campaigns. The 
indifference of such Muslims to
wards Islamic finance can be 
gauged by the fact that even 
Imams of mosques in areas heav
ily populated by less educated 
Muslims hold interest-based mort
gages and appear unconcerned 
with the Quranic prohibition of in
terest. 

It must be noted that the indiffer
ence to Islamic finance amongst 
relatively less educated Muslims 
is not unique to Muslims in the 
UK; it merely represents the atti
tude that British Muslims have 
brought with them from countries 
of their origin. As a vast majority 
of Muslims in the UK originate 
from South Asia, one may con
clude that masses of Muslims in 

this country look at Islamic finance 
much the same as the Muslims in 
India, Pakistan and Bangladesh. 

Interestingly, we have found that 
Arab Muslims tend to be more 
aware of, and hence interested in, 
Islamic finance. They are also will
ing to pay a higher price for a 
Shariah-compliant financial prod
uct. Thus it is important to look at 
the ethnic mix of Muslim popula
tion before starting a new Islamic 
product in Western countries. 

Although we do not have conclu
sive evidence but our interviews 
with individuals and leaders of 
Muslims charitable organisations 
lead us to believe that an ordinary 
Muslim looks at an Islamic finan
cial institution as a social enter
prise - a not-for-profit organisa
tion. Rightly or wrongly, an ordi
nary Muslim is puzzled by profit 
motive of an Islamic financial insti
tution. While many of them under
stand the merit of profit and loss 
sharing, they are confused by 
heavy reliance on profit and profit-
making by Islamic banks and in
vestment companies. This neces
sitates at least a couple of things: 

[i] increasing financial literacy 
among Muslims, particularly with 
reference to Islamic finance; and 
[ii] initiating debate on creating an 
Islamic bank with a not-for-profit 
status. As regards the first step, a 
few organisations have already 
started providing training to 
Imams of mosques in matters re
lated with money and banking. 
There is also an encouraging de
velopment regarding the second 

point. Recently, the first not-for-
profit bank has started its opera
tions in the UK. The Charity Bank 
is the first of its kind of bank that is 
a bank as well as a registered 
charity. Given its unique structure 
and operations, it is regulated by 
the Charity Commission of Eng
land and Wales and Financial Ser
vices Authority. There is quite a lot 
that Muslims can learn from this 
experience for further develop
ment of Islamic banking and fi
nance. 

To sum up, there is great potential 
demand for Islamic finance in this 
country, which needs to be tapped 
by aggressive marketing amongst 
masses. Exclusive reliance on 
high net worth Muslims has a lim
ited scope for Islamic finance that 
has a bright future if it is made to 
appeal to the masses. Elitism, oth
erwise, will gradually die down. 

Dr Humayon Dar is a Lecturer in 
Islamic Economics at Loughbor-
ougti University and a Programme 
Director of MSc Islamic Econom
ics, Banking and Finance. He is 
also a Non Executive Director of 
Charity Bank. 
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Press Re lease 

N e w S c h o l a r F rom M a l a y s i a t o J o i n D o w J o n e s I n d e x e s S l ia r i ' a l i Boa rd 

Dow Jones Indexes announced that Dr. Mohd Daud Bakar will join the Dow Jones Islamic Market Index 
Shari'ah board as a scholar on Islamic law from Malaysia. 

Dr. Bakar is an associate professor in Islamic law and deputy rector, Student Affairs and Disciplines, at the 
International Islamic University Malaysia. His areas of specialization include Islamic Legal Theory, Islamic 
Banking and Finance, Islamic Law of Zakat and Islamic Medical Law. 

Currently, Dr. Bakar is a member of the Shari'ah Advisory Council of many financial institutions in Malaysia 
and around the world, including the Central Bank of Malaysia, Securities Commission of Malaysia, Interna
tional Islamic Financial Market in Bahrain, Accounting and Auditing Organization for Islamic Financial Institu
tions in Bahrain and HSBC (Malaysia). 

"Malaysia is one of the leading markets for innovation and Islamic investing, and having expertise from such 
a highly accepted scholar is an important addition to our Dow Jones Islamic Index Shari'ah board," said David 
Moran, president of Dow Jones Indexes. "Dr. Bakar brings to the board extensive knowledge and experience 
in Islamic and Shari'ah law internationally." 

Dr. Bakar said: "Shari'ah compliant products are gaining global appeal as investors look for alternative in
vestment strategies that fit the guidelines of their faith or personal beliefs, whether they be religious or social. 
I am pleased that Dow Jones Indexes recognizes the contribution of Malaysia as an important Shari'ah com
pliant marketplace and has chosen me as an advisor." 

The Shari'ah Board of Islamic scholars counsels Dow Jones Indexes on matters relating to companies' com
pliance. Special care is taken to ensure that all securities selected for the Dow Jones Islamic Market Indexes 
are acceptable to the scholars under Shari'ah Law. 

Currently, the Shari'ah board is composed of Shaykh Abdul Sattar Abu Ghuddah of Syria, Shaykh Justice 
Muhammad Taqi Usmani of Pakistan, Shaykh Nizam Yaquby of Bahrain, Shaykh Dr. Mohamed A. Elgari of 
Saudi Arabia and Shaykh Yusuf Talal DeLorenzo of the U.S. 

Rushdi Siddiqui, director Dow Jones Islamic Index commented - 'We hope that with the expansion of the 
Board to include Dr. Bakar, we may start the process of harmonizing the Shari'ah standards for equity invest
ment between the Gulf/Pakistan and SE Asia, led by Malaysia.' 

Dr. Elgari, a member of the Shari'ah board, welcomed the appointment of Dr. Bakar. ""I believe this will be an 
excellent move," Dr. Elgari said. "Dr. Bakar will prove to be an asset to this board, as he is for the other 
boards of which he is a member. I am glad we will be working together."The Dow Jones Islamic Market In
dexes were created for people who wish to invest in accordance with Islamic investment guidelines. The Dow 
Jones Islamic Market Indexes track Shari'ah compliant stocks from around the world, providing Islamic inves
tors with comprehensive tools based on a truly global investing perspective. Currently, the Islamic Market 
family comprises 34 indexes. At the core is the Dow Jones Islamic Market Index, a broad index that covers all 
of the world's major regions and leading market sectors. 

Dow Jones Indexes is a premier global provider of investable indexes, including the Dow Jones 
Averages, the Dow Jones Global Titans 50, the Pan-European Dow Jones STOXX Indexes, the 
Dow Jones Asian Titans 50, the Dow Jones Sector Titans 30, the Dow Jones Country Titans In
dexes. Dow Jones Indexes is part of Dow Jones & Company, which publishes the world's most v i 
tal business and financial news and information. 
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I s l a m i c F i n a n c i a l O r g a n i s a t i o n s 

is lamic f inancial inst itut ions are s m a l l f i s h in an o c e a n 
f u l l o f shar lcs 

By Dr H u m a y o n A. Dar, from conventional banks. commensurate with their levels 
L o u g h b o r o u g h Un i ve rs i t y of j h e y were detained 

The Islamic Development in boundaries inflicted with un-

Islamic financial institutions ^^""^ established to pro- necessary conflicts between 

have been faced by many im- non-interest bearing f i - them. They are not ruling with 

peding factors in the Islamic ^° member countries for the same Islamic teachings. 

Countries. Factors that limited development projects. It was 

the scope of their products in- ^ '^^ entrusted to develop trade This has deterred possible 

elude-Most of the Islamic gov- between member countries, changes into Islamic shari'ah 

emments do not rule in accor- t ° ^^e large gap in wealth to replace the man-made laws, 

dance with the Islamic between Islamic member coun- so that Islamic Economic Plan-

Shari'ah; Islamic Countries fol- '̂ ^ ^ ' ^ ^ ' ^ ^ ^as not ning could appear in the hori-

low non-Islamic conventional achieved its expected results, zon. 

economic planning; their finan- ^^e past two decades, IDB We could conceive from the 

cial regulations are based on ^as been the best candidate to above facts that since there is 

capitalistic economic systems become Islamic Central Bank, no economic independence in 

and it relies on conventional ^be Islamic countries, current 

banking as one of the strong ' ^ ' ^ ^ ^ i ^ countries are the rich- Islamic financial institutions are 

financial sectors; Islamic bank- countries in the world. Due small fish in an ocean full of 

ing emerged from individual to the lack of independent con-s/7ar/cs. 

efforts or groups who were al- ^roi over their natural resources 

lowed by these Islamic govern- reserves, decisions affect- Islamic countries could draw 

ments to operate as minority '"9 9'°bal economy are made their own economic strategy 

groups; few Governments who the users of their resources, and free themselves from the 

supported Islamic Banking are ^^^^^ ^ ' ' ^ ^ producers IMF and the World Bank, which 

still running conventional bank- "^^^^ decisions to maintain are serving the interests of few 

ing in parallel, a matter, which ^heir economic strength nor countries in the world, 

created dual system; there are transfer of technology. What 

no strong Islamic Research ^^^ '^ Islamic rich countries do Some of the suggested steps 

Centres, whereby all Islamic ^beir brotherly poor coun-are as follows:-

countries could resort to for tnes then? 
new products and staff training; K ingdom of Saud i Ara -
there is no Islamic Central ^ue to the above political and bia d e c l a r e s J e d d a h and its 
Bank, where Islamic countries pressures. Islamic s u r r o u n d s a s " Is lamic Free 
could keep their reserves in or- governments were not able to ^ o n e for F m a n c i a l Inst.tu-
could keep their reserves in or technoloaical transfer " "^^-^ administra-
der to establish independence ^^^^^^ technological transfer ^.^^ organizat ion of 
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c o n t i n u e d 

Is lamic Countr ies . 

The Is lamic Development 
B a n k is p r o m o t e d to 
" Is lamic Centra l B a n k " , 
where all Is lamic countr ies 
could keep their r e s e r v e s 
and deal with other parts of 
the world through this C e n 
tral Bank. 

All Is lamic countr ies with
draw their reserves from the 
IMF (in Spec ia l Drawing 
Rights) and deposi t it in the 
Is lamic Central Bank in 
" Is lamic Dinars - G o l d " 
The Is lamic Central Bank 
takes over all Central B a n k s 
in Is lamic countr ies in form
ing monetary pol ic ies and 
international trade settle
ments (Exports/ Imports) . 

Central B a n k s in member 
countr ies to act a s b r a n c h e s 
and limit their activit ies 
within their respect ive c o u n 
tries. 

All Is lamic countr ies unify 
their cur renc ies into Is lamic 
Dinars "Gold" and s u b s c r i b e 
in the IMF a s one unit with 
mult iple r e p r e s e n t a t i v e s . 
IMF to accept " Is lamic Di
nars" a s a unit of a c c o u n t 

for r e s e r v e s . Is lamic c o u n 
tries to have the option of 
keeping S p e c i a l Drawing 
Rights or maintaining their 
current a c c o u n t in Is lamic 
Dinars . 
All exports from Is lamic 
countr ies to be paid in Is 
lamic Dinars . 
Is lamic Dinars not to have 
"Parity rate" but to have 
market rate in a c c o r d a n c e 
with the Go ld Bul l ion Mar
kets. 

After achieving such goals, Is

lamic Financial Institutions shall 

easily be formed and all Muslim 

countries shall be cleaned of the 

Riba and usury ridden commer

cial activities that is currently ruin

ing their countries. 

These suggestions are reason

able, and it could easily be 

achieved if all Islamic countries 

could unify to become an eco

nomic block which has a say in 

this world. However, a dream 

like this is far fetched under the 

current circumstances, where 

most of the reserves for future 

generations of Islamic countries 

are deposited in Europe or in the 

USA - with all corporate failures 

and misrepresentations in their 

audited financial statements. 

The decline in value of invest

ments from the Islamic countries 

in the USA shall be reflected in 

the US economy and not their 

respective countries, because 

such future generation reserves 

were not included in the financial 

records of most of these coun

tries. 

If Islamic Oil Producing Coun

tries were not hostages of their 

own God-given wealth, they 

would not have worried to de

velop a financial system through 

which they could cover the trade 

deficits of their brotherly Islamic 

countries that resulted from the 

high oil prices. Islamic countries 

do feel each other, but there are 

barriers obstructing them from 

helping each other. Most of the 

big banks in the western world 

seriously started studying Islamic 

Banking. The rate at which their 

research is advancing demon

strates that they may one day 

come up with Islamic Banking 

modules which will be acceptable 

to all Muslim investors. Then 

Investments from the Islamic 

countries could never be repatri-
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ated, and the dream of establish

ing Islamic Central Bank, or form

ing Islamic economic block would 

not be realized in the foreseeable 

future. 

Some of the advantages of form

ing such Islamic block include: 

To make the Islamic Shari'ah as 

the laws governing their lives and 

wealth; 

To make Islamic solidarity and 

deter all the risks individual Is

lamic countries are suffering or 

exposed to; 

To secure their say in the United 

Nations, such as claiming their 

rights to "Veto" like any members 

or groups; 

To assume responsibility of main

taining peace in this world 

through Islamic teachings; 

To establish moderate methods 

of using all resources inter

changeably in the Islamic coun

tries first, them to the other world; 

To preserve the future genera

tions' reserves in the Islamic 

world to guard against economic 

sabotages. 

To establish advanced research 

centres for the advancement of 

science and technology. 

Omar Jama Ali, has a 

banking and auditing 

background, he was Asst. 

G.M. AlAhli Bank of Ku

wait - Dubai Branch, prior 

to that he was the external 

auditor with the Kuwait 

Auditing Office - Bader 

AlBazie. He holds an MBA 

from America. 
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I s l a m i c B a n k i n g C o n f e r e n c e s 2 0 0 3 

21st & 22nd January 2003 
2nd Islamic Finance Summit 
Theme; Achieving growth through dedicated innovation 
Venue: The Langham Hilton, London 
Organisers: Euromoney Seminars in association with The General Council for Islamic Banks and Fi
nancial Institutions 

27th & 28th January 2003 
Islamic Finance - an alternative financial system: global opportunities & challenges. 
Abuja, Nigeria 
Venue: Nicon Nuga Hilton Hotel, Abuja, Nigeria 
Organisers: Institute of Islamic Banking & Insurance London and Ahmed Zakari & Co, Nigeria 
www.islamic-banking.com 

23 - 25 February 2003 
The International Islamic finance Forum. 
Venue: Crown Plaza Hotel, Dubai, UAE 
www.iiff.net 

2nd - 3rd March 2003 
Adapting to a Rapidly Changing Regulatory & Financial Environment. Manama, Bahrain 
Venue: Diplomat Radisson S A S Hotel, Bahrain 
Organised by: AAOIFI, Bahrain Monetary Agency & the World Bank 
www.islamicconferences.com 

17th - 18th March 2003 
Capital Intelligence (CI) "Bank Analysis & Ratings" Seminar /Workshop: 
Seminar: Bank Analysis & Ratings 
Venue: Limassol, Cyprus 

www.ciratings.com 

3rd - 4th April 2003 
Islamic finance and the war on terrorism. 
London, UK 
Organised by: Institute of Islamic Banking & insurance in conjunction with The Royal United Services 
Institute for Defence Studies (RUSI). 
Venue: Whitehall, London 
wvw.islamic-banking.com 

5th-16th April 2003 
Non-Bank Financial Institutions: Islamic Alternatives. 
KL, Malaysia 

21st-23rd April 2003 
Fifth International Conference on Islamic Economics & Finance - Sustainable Development & 
Islamic Finance in Muslim Countries 
Manama, Bahrain 
www.islamicconferences.com 

April 2003 
Takafol - Islamic Insurance - unleashing the global potential. London, UK 
Institute of Islamic Banking & Insurance, London 
www.islamic-banking.com 
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N e w s M o n i t o r 

Bahrain 

Kuwait Finance House opens sub
sidiary in Bahrain 

The Bahrain subsidiary of Kuwait 
Finance House (KFH), a full-
fledged Islamic commercial bank 
with a capital of $100 million, has 
been established. 

Sheikh Ahmed bin Mohammed Al 
Khalifa, governor of Bahrain Mone
tary Agency (BMA), inaugurated 
the subsidiary and pointed out that 
KFH is one of the largest Islamic 
financial institutions in the world, 
with assets in excess of $7.3 bil
lion. 

The bank's operations span the en
tire range of Islamic banking opera
tions, including Murabaha and 
leasing activities, trade, project and 
consumer finance, direct invest
ments, real estate investments and 
treasury operations. 

Kuwait Finance House - Bahrain is 
KFH's first wholly-owned subsidiary 
outside Kuwait. The bank holds a 
65 per cent stake in Kuwait Turkish 
Evkaf in Turkey. 

KFH - Bahrain, which is the second 
Kuwaiti bank to establish opera
tions in the kingdom, has initially 
created 48 jobs, all of which have 
gone to Bahrainis. 

Bahrain's financial sector currently 
comprises over 300 banks, insur
ance companies and other financial 
institutions, representing a blend of 
local, regional and international 
names. 

"These institutions play an increas
ingly important role in directing the 
Gulf's concentration of capital re
sources into profitable avenues of 
investment," said Sheikh Ahmed. 

AAOIFI and World Bank to host con
ference 

A conference on Islamic banking 

and finance is being held by the 
Accounting and Auditing Organisa
tion for Islamic Financial Institu
tions and the World Bank with the 
support of the Bahrain Monetary 
Agency, under the theme 'Adapting 
to a Rapidly Changing Regulatory 
and Financial Environment'. It will 
be held in Bahrain on March 2nd 
and 3'̂ '' 2003. 

An impressive speaker line-up in
cludes Bahraini Minister of Fi
nance, three central bank gover
nors, top officials from various 
regulatory authorities and leading 
industry representatives. Over 350 
delegates from around the world 
are expected to attend. 

Professor Rifaat Abdel Karim, sec
retary general of AAOIFI, said: 
"Given the changing regulatory en
vironment that Islamic banks are 
facing, with amendments to the 
Basel Accord and the establish
ment of the Islamic Financial Ser
vices Board (IFSB), there is a need 
to address issues relating to the 
Islamic financial services industry." 

Meanwhile, with trade between Is
lamic countries being no more than 
9-11 per cent, there is considerable 
potential to substantially grow this 
level, senior officials suggested. 

The Islamic Development Bank 
could have a big role to play in fos
tering closer links and boosting in-
tra-regional trade flows, particularly 
in the private sector, they noted. 

Islamic banks outpace conventional 
banks 

The Standard & Poor's Ratings 
Services (S&P) announced that the 
growth rate of Islamic banking ser
vices has outpaced that of 
'conventional' banking during the 
past decade, making it one of the 
most dynamic areas in international 
finance. This announcement was 
made in the light of an analyses on 
the creditworthiness of Islamic fi
nancial institutions, made in a pub
lished report - Classic ratings ap

proach applied to Islamic Banks 
despite industry specifics. 

The annual growth of Islamic finan
cial institutions (IFIs) has been an 
estimated 15 per cent worldwide 
over the past 10 years, and is ex
pected to accelerate in the foresee
able future. "Although sometimes 
complex. Islamic financing struc
tures follow the same basic princi
ples as non-Islamic ones," explains 
Standard & Poor's credit analyst 
Anouar Hassoune. 

Standard & Poor's consequently 
analyses IFIs on the same basis as 
non-Islamic financial institutions, 
using the same set of criteria and 
the same rating methodology. "On 
the whole. Islamic banks are not 
more or less creditworthy than con
ventional banks of similar size and 
profile," added Hassoune. 

Nonetheless, Islamic banks do ex
hibit certain singular characteristics 
that influence their credit profile. 
"The positive factors that Islamic 
banking bring in terms of profitabil
ity, cheap and stable deposits, and 
customer loyalty, tend to be offset 
by weaker liquidity, greater concen
tration risks, and less rigorous 
regulatory, accounting, and disclo
sure frameworks," says Emmanuel 
Volland, a co-author of the report. 

The most significant IFIs are active 
in the Gulf region, where Standard 
& Poor's rates Al Rajhi Banking 
and Investment Corporat ion 
(BBBpi), and has assigned an A-
rating to Bahrain's issue of Islamic 
l e a s i n g b o n d s . 

Islamic banks have also built a 
strong presence in Malaysia, where 
Standard & Poor's has assigned a 
BBB+ rating to the $600 million 
Sharia-compliant trust certificates 
(called sukuk) issued by Malaysia 
Global Sukuk Inc. Standard & 
Poor's also rates the Tunisia-based 
'takaful' (insurance) company B.E. 
S.T. Reinsurance Co (BBB-), a 
member of the Dallah Al Baraka 
Islamic group. 
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Bahrain seeks to exploit asset 
leasing potential 
Bahrain is eyeing a multi-billion 
dollar market as it develops leasing 
business in the Kingdom and the 
region. 

The Bahrain Monetary Agency 
(BMA) has developed a special 
licence for leasing activity, in 
recognition of the tremendous 
growth potential of this line of 
business. 

The new licence detaches the 
leasing business from banking 
activity, which will significantly 
facilitate the development of this 
asset class. 

"Until now, leasing business has 
been largely conducted by banks 
and financial institutions and, 
hence, has been regulated by BMA 
as part of an institution's overall 
financial activities," said BMA 
licensing and policy director Ahmed 
Abdulaziz Al Bassam. 

Under the new leasing licensing 
criteria, leasing may be conducted 
on conventional basis or along 
Islamic principles. 

On the Islamic side, BMA 
recognises two types of leasing: 
Ijara, under which the legal title to 
the leased asset does not pass to 
the lessee at the end of the lease, 
and Ijara Muntahia Bittamleek (or 
Ijara wa Iqtina), where the legal title 
does pass to the lessee. 

Under the licensing criteria, leasing 
companies, both conventional and 
Islamic, are required to maintain a 
minimum paid-up capital of $5 
million. 

"We are, at present, considering 
appl icat ions of two leasing 
companies, one conventional and 
one Islamic," said Mr Al Bassam. 

He said asset leasing remained an 
under-utilised finance option in the 
Middle East but its growth potential 
was tremendous. 

The global leasing industry has 
grown from $40 billion to $500bn in 
the last 20 years, with almost one-
third of leasing transactions taking 
place in the transport sector. 

The Middle East accounted for just 
10 per cent of the worldwide 
leasing market. In the future, 
however, the region is expected to 
become a rich source for asset 
leasing. 

Many of the region's governments 
are moving away from the 
traditional practice of owning, 
controlling and funding strategic 
industries, such as util it ies, 
shipping companies and airlines 
and are, increasingly, seeking to 
better manage their balance 
sheets. 

Leasing also has an important role 
to play in the privatisation process 
by reducing reliance on outright 
purchases and vendor financing. 

The Middle East aviation industry 
alone offers a lucrative $63bn 
market over the next 20 years. 

"Our strategy is to facilitate the 
conduct of leasing business from 
Bahrain, as we seek to develop 
various asset classes," said Mr Al 
Bassam. 

"This will add to the diversity of fi
nancial services offered from the 
Kingdom." 

Kuwait 
Fitch Ratings Assign Stable Out
look for KFH 

Fitch Ratings, the international rat
ing agency, has assigned Long-
term, Short-term, Individual and 
Support ratings to Kuwait Finance 
House (KFH) of 'BBB+', 'F2', 'C 
and '2' respectively. The rating Out
look is Stable. 

The bank's ratings reflect its strong 
domestic franchise, the bank's 
shareholding structure, through 
which potential support would be 
f o r t h c o m i n g , t o g e t h e r w i th 

consistently strong profitability, low 
cost funding and adequate 
capitalisation. The bank enjoys a 
competitive advantage since it is 
the only Islamic bank operating in 
Kuwait. This gives the bank access 
to a set of unique customers who 
want to bank in accordance with 
Sharia'a principles. 

These factors are balanced by 
potential concerns over the 
proposed change in banking 
regulations which will permit other 
local commercial banks to offer 
Islamic banking services as a 
separate activity and relatively high 
exposure to property financing in a 
small market Performance has 
been stable over time and benefits 
from the bank's Islamic principles 
whereby it has access to a strong 
customer deposit base. Asset 
quality is sound with relatively low 
levels of impaired loans and ample 
reserve coverage. Core lending 
activities are funded by a growing 
and stable customer deposit base 
and the bank remains adequately 
capitalised. 

Kuwait Finance House was 
incorporated in the State of Kuwait 
in 1977 by a government decree 
and is the only licensed bank in the 
state that operates under full 
Islamic principles. The Government 
of Kuwait holds a 45.54% 
sha reho ld ing in the bank, 
represented by the Kuwait 
Investment Authority (KIA) with 
26.16%, the Public Authority for 
Minor Affairs with 10.69% and the 
Kuwait Awkaf Foundation with 
8.69%. The remaining 54.46% is 
widely held by local investors. As 
an Islamic bank the bank provides 
a broad range of products that 
comply with Islamic Sharia'a, with a 
dominant franchise in automobile, 
consumer durable and property 
financing. Operating through 27 
local branches supported by a 
modern distribution network, KFH 
has built up a 20% market share of 
deposits and 19% share of loans. 
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N e w s M o n i t o r 

Real Estate based Islamic money 
fund launched 

The Investment Dar launched a 
real estate-based Islamic money 
fund in Kuwait with a capital rang
ing between KD 5 million and KD 
50 million. 

The new Dar Real-Estate Fund, 
open to citizens and expatriates, 
will deal in real estate transactions 
involving the purchase and sale of 
houses, apartment buildings, shop
ping centres in Kuwait and other 
GCC states. "The fund's objective 
is to generate attractive medium 
and long-term real estate invest
ment opportunities that would gen
erate sizable returns at low risks," 
Abdulrahman Al-Dawood, senior 
investment manager, disclosed. 

The Investment Dar is the largest 
Islamic retail finance and invest
ments company in Kuwait, with a 
capital of KD 25 million and a 
shareholder's equity of KD 36 mil
lion After two years of preparations 
and studies; it launched the first 
real estate fund ever developed by 
an Islamic consumer finance com
pany in Kuwait, Al-Dawood said. " 
TID's operations are according to 
Shariah since we have a commit
tee to follow up all the Islamic mat
ters of the agreements, contracts 
and others and it is the same team 
of the Shariah board of the KFH". 
Investors who are interested in the 
Islamic view of investment can par
ticipate in this venture. 

In spite of the Burgan Bank (BB), 
the Kuwait Finance house (KFH) 
Investment's turn in the new fund, 
Al-Dawood added, "Their role is to 
market the fund through their 
branches. This fund is for Kuwaitis 
and expatriates are also welcome 
to invest. They can visit any Bur
gan Bank or KFH branch and get 
subscription form and the material 
needed". 

Al-Dar Real Estate is an Islamic 
real estate Investment fund in com
pliance with the provision of the 

Islamic Shariah. Al-Dawood said: 
"We manage the fund and the mini
mum investment is 1000 units or 
multiples where the value of each 
unit is one dinar". 

Al-Dawood added, "After one year 
operation, anybody can redeem 
their money. Now all nationalities 
can participate in this fund locally 
or outside. But for those interested 
outsiders; they should make sure 
of their legal papers like visa and 
others". 

The subscription will close on 
January 31, 2003. The aim of such 
a real estate fund is to adjust a 
saving plan for families; especially 
60 per cent of the investments will 
take place in Kuwait and the re
maining 40 per cent in the GCC 
countries. "Every month three spe
cialized offices evaluate the asset 
of each investor," he added. 

Since the whole Gulf area is pass
ing through political instability; Ad-
nan Al-Musallam, the vice chair
man and the managing director of 
TID said: " This is the right time for 
investments. We can see that 
whenever there is a political prob
lem in the area, the Kuwait Stock 
change goes up". 

Al-Musallam asserted that "the Ku
waiti investor looks beyond precari
ous present conditions." 

United Arab Emirates 

HSBC Middle East issues new 
protected investment fund 

HSBC is offering the Pan-
European Protected Fund, its 
fourth in the Shariah compliant 
Amanah Principal Protected Fund 
series. The new fund offers full 
capital protection and exposure to 
one of the fast growing economic 
sector. 

The Fund is available through in
vestment advisory services at 
HSBC branches in selected Middle 
Eastern markets. Subscriptions will 

close on January 31, 2003 and the 
minimum investment amount is 
$5 ,000 . 

The Fund is designed to achieve 
medium-term capi ta l growth 
through a diversified portfolio strat
egy, as well as offering a 100 per
cent principal protection at matur
ity, regardless of the performance 
of the equity markets. Capital 
growth will derive from exposure to 
a carefully selected basket com
prising some of the major Euro
pean companies selected by the 
HSBC financial specialists. 

The Fund will diversify its exposure 
across a number of sectors, taking 
exposure to both companies with 
current high dividend yields and 
companies engaged in sectors 
which are projected to grow at pre
mium rates in the long-term, irre
spective of short-term economic 
trends. 

All HSBC Amanah Funds are struc
tured by the Dubai-based HSBC 
Amanah Finance team in co
ordination with the HSBC Shariah 
Supervisory Board, to ensure com
pliance with Shariah investment 
pr inc ip les. 

HSBC Bank Middle East is the 
largest and most widely repre
sented international bank in the 
Middle East with 31 branches 
throughout the United Arab Emir
ates (UAE), Oman, Bahrain, Qatar, 
Jordan, Lebanon, and the Palestin
ian Autonomous Area including an 
offshore banking unit in Bahrain. 
This extensive regional coverage is 
strengthened by another member 
of the HSBC Group, HSBC Bank 
Egypt, and by its associate compa
nies. The Saudi British Bank and 
the British Arab Commercial Bank. 
In addition to its Middle Eastern 
network, the Bank has a branch in 
London and a representative office 
in Tehran. 
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When you have a vision in the world of Islamic 
investment, others cannot keep up with you. 

Al-Tawfeek Company 
For I n v e s t m e n t Funds L i m i t e d 

Dallah Tower, Palestine St., P.O. Box 6854. Jeddah 21452, Saudi Arabia 
Tel.: (966-2) 6710000 Fax: (966-2) 6719020 

www.altawfeel<.com 

ur objective is to search out tlie best international 

investment oportunities for our customers and then 

select just those that can be verified as compatible 

with Shariah Law. 

We then tal<e the most advanced banking systems 

and technologies in the world and adapt them for use 

with Islamic Investment instruments. The result is a 

level of service that we believe matches anything in 

the industry has to offer. 




