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COMMENT 

ISLAMIC BANKING IN PAKISTAN 

The last issue of New Horizon car
ried news o f the developments in 
Islamic Banking in Pakistan wi th 
Pakistan's central bank playing an 
active role. Looking at the long and 
sometimes rocky history o f Shariah 
compliant banking in that country, it 
is very encouraging that the State 
Bank o f Pakistan has taken a lead in 
making this difficult task a reality. 
Looking back, the Islamization o f 
Pakistan's financial, rather the bank
ing system started way back in 
1977-78. The basic objective herein 
was the elimination o f bank interest 
from the system and to replace it by 
a variant acceptable under Shariah. 

Taking into account the many prob
lems associated wi th this, whether 
through design or by sheer turn o f 
events, the whole process got imple
mented in phases. First the govern
ment controlled specialized banks 
dealing with housing and invest
ment were Islamized in the first half 
of the 1980's at which time the legal 
framework o f the country's financial 
and corporate system was amended. 
By virtue o f this, the interest free 
instrument o f Participation Term 
Certificate was introduced and 
amendments were also made in the 
Banking Companies Ordinance and 
related laws to enable banks to 
switch over to profit and loss shar
ing for banking activities rather than 
interest. In the late 1980's most 
banks converted not only deposit 
returns to PLS but also financing 
modes to mark-up based. A major 
development under this phase was 
the setting up o f Modarabas in 
Pakistan wi th businesses as diverse 
as trading to lease financing. 

The system as implemented was 
accepted by some and challenged by 
others and further deliberations and 
proceedings were undertaken under 
law as wel l as by the SBP to rectify 
the shortcomings in the system. 
Finally in 1999, the Supreme Court 
o f Pakistan decided the issue and 
gave a verdict that the entire finan
cial and banking system was to 

It is imperative ttiat all 
:)artidpants in the 
slamic banking arena 

in the country pool their 
resources and ensure 
the training of present 
and future bankers in 
the true spirit of Islamic 
finance as we I as to 
establish research and 
development facilities 
to enable the Islamic 
finance and banking 
sector to become a 
viable and profitable 
one. 

undergo a drastic change to convert 
to Shariah compliance. As a result, 
the government and the central bank 
constituted specialized teams and 
commissions to devise a road map 
for the conversion. 

The outcome o f the above has been 
that though for the time being con
ventional banks are being allowed to 
operate, the SBP has started issuing 
licenses to (i) new banks that w i l l 
exclusively undertake Islamic 
Banking ( i i ) subsidiaries o f existing 

banks, that wou ld exclusively 
indulge in Islamic modes o f banking 
and ( i i i ) specified branches o f exist
ing banks that would undertake only 
Islamic banking. This strategy has 
proved successful as by 2004, at 
least one full-fledged commercial 
bank was operating in this field and 
five local and foreign commercial 
banks were operating specialized 
branches. In addition other new and 
existing banks have been applying 
for licenses, a few o f which have 
been accepted and licenses issued. 
The SBP considers all such applica
tions in accordance wi th its we l l 
thought out rules and regulations on 
Islamic Banks. 

It has taken twenty-five years to 
finally convert a vision into reality. 
However, not much was done over 
this period to educate present and 
future bankers in the true spirit o f 
the Islamic finance system within 
Pakistan. Religiously minded com
munity has done some commend
able work, however even today the 
banks involved in Islamic finance 
find it difficult to find really knowl
edgeable Islamic bankers. The I I B I 
to date has trained some two hun
dred bankers worldwide, only some 
o f whom are from Pakistan. I t is 
therefore imperative that all partici
pants in the Islamic banking arena in 
the country pool their resources and 
ensure the training o f present and 
fiiture bankers in the true spirit o f 
Islamic finance as wel l as to estab
lish research and development facil
ities to enable the Islamic finance 
and banking sector to become a 
viable and profitable one. 
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ISLAMIC F INANCE 

VISION OF ISLAMIC FINANCE 
Abbas Mirakhor 

Islamic finance has its roots in what the 
Quran refers to as the creed, or ideolo
gy, of Abrahamcentered around the axis 
of the Uniticity of the Supreme Creator 
The axiom of Unidcity constitutes the 
first fundamental principle of Islam; 
among the others are the belief in 
prophethood-particularly in the last one 
of the prophets and messengers who 
serves as the model of perfection to 
mankind-and the belief in the Day of 
Judgment. These axioms and the rules 
of conduct emanating from them in the 
economic sphere were explained in 
Issue No. 139 of The New Horizon 
which can serve as companion to this 
paper. 

Creedal foundation 

Vision of Islamic finance focuses on the 
elimination of debt contracts based on a 
fixed, predetermined rate of return that 
is tied to the amount of the principal 
involved. There are very few rules of 
conduct in the Quran more severe than 
the prohibition of charging such rate; it 
is considered an act of injustice and 
inequity, an act that draws a declaration 
of war from the Creator and His 
Messenger (Quran; Chapter I I , verses 
275-281). This sentiment is shared by 
all Abrahamic traditions. Both the 
Tanach and Talmud prohibit this act. 

The 12th century Jewish scholar 
Maimoides in his commentary, 
Mishneh Torah, declared that when a 
person takes such a rate, he "bites his 
fellow, causes him pain, and eats his 
flesh." This prohibition is affirmed in 
the Book of Exodus as well as in other 
books of Pentateuch. For at least three 
centuries, Christianity considered this 

act as so severe that the offender was 
excommunicated and was refused burial 
in a Christian cemetery upon his death. 

To understand the severity of this act 
requires an understanding of the impli
cations of the first fundamental axiom, 
i.e., the Uniticity of the Supreme 
Creator. This axiom has a crucial corol
lary that forms the basis of all rules of 
behavior prescribed by the Creator for 
mankind toward 
their fellow 
human beings: 
that the One and 
Only Creator can
not but issue one 
and only one cre
ation. The corol
lary of the axiom 
of the Creator's 
Uniticity is the 
unity of His 
Creation. For the 
human collectivi
ty, the Quran 
clearly asserts 
(Quran; Chapter 
31, verse 28; see 
also Chapter 7, 
verse 189; 
Chapter 39, verse 
6; Chapter 4, 
verse I) that all mankind are created 
from one soul (Nafs), and neither their 
creation nor their resurrection is possi
ble other than as one soul (Nafs). 

One important implication is that in the 
human collectivity all bases of differen
tiation between oneself and an "other" 
is obliterated. There is a saying of Imam 
Al i that others are one's brothers and 
sisters either in faith or in creation. A 

Vision of Islamic finance 
focuses on the elimination 
of debt contracts based on 
a fixed, predetermined rate 
of return that is tied to the 
amount of the principal 
involved. There are very 
few rules of conduct in the 
Quran more severe than 
the prohibition of charging 
such rate; it is considered 
an act of injustice and 
inequity, an act that draws 
a declaration of war from 
the Creator and His 
Messenger. 

further implication is that the mode of 
thinking that juxtaposes oneself to an 
"other" violates the fundamental axiom 
of Uniticity. This axiom plus the 
appointment of the Messenger to all 
mankind and the descension of the 
Quran to the humanity give Islam its 
universal and all-inclusive character A 
further implication of the axiom of 
Uniticity is that when one violates the 
rights of another, does injustice to, or is 

iniquitous to another, 
ultimately, one is 
doing so to oneself 

Based on the princi
ple of Uniticity, the 
rules of conduct pre
scribed by the 
Creator are intended 
for the purpose of 
promoting the inte
gration and the unity 
of mankind. Since 
justice is a major 
attribute of the 
Creator, it follows 
that the rules of con
duct prescribed for 
mankind by the 
Creator are also just. 
Noncompliance with 
these rules (see The 

New Horizon, Issue No. 139 for rules of 
conduct in the economic sphere), leads 
to disunity and disintegration in human 
societies. Therefore, violation of these 
rules constitutes injustice. Generally, 
every aspect of behavior is covered by 
the rules of conduct given, in the Quran 
and explained, expounded, particular
ized, and implemented by the 
Messenger in his own lifetime, and then 
applied to new circumstances by Ijtihad 
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(efforts to logically apply the rules to 
new situations). 

As mentioned earlier, among the most 
strictly prohibited behavior is the charg
ing of a fixed, predetermined rate tied to 
the amount of money loaned. One rea
son for this consideration is the fact that 
it violates a prime rule of property 
rights: non-permissibility of creation of 
instantaneous property rights without a 
basis in commensurate work or in legit
imate transfer. When a debt contract is 
entered into, it immediately creates a 
property right claim for the lender on 
the property of the borrower. It shifts 
all the risk to the borrower who wil l be 
obligated to pay the principal and the 
specified return regardless of the pur
pose or the outcome of the transaction. 

At the limit, in a society with a financial 
system fully dominated by debt con
tracts, two distinct classes of lenders 
and borrowers are created, with the risk 
of transactions constantly shifted to the 
latter, leading to a fragmented commu
nity in which one class is always made 
better off while the other always worse 
off, thus moving in the opposite direc
tion (disunity) from that intended by the 
Creator Clearly, this is an injustice. By 
prohibiting debt contracts and encour
aging return-sharing based on the out
come of a transaction, risk shifting and 
impoverishment of a segment of the 
society are avoided in favor of risk and 
reward sharing, which helps in unifying 
members of society. This is the vision of 
Islamic finance: become an instrument 
that promotes the integration and the 
unity of mankind. 

Economic injustice of a fixed, prede
termined rate of return 

Modem justification for the entitlement 
of a money lender to a fixed predeter
mined rate of interest tied to the amount 
of principal centers around the notion 
that interest is a reward for saving. This 

could be valid if, and only if, savings 
are used for investment to create addi
tional capital and wealth. There is, 
however, no clear analytic justification 
according to which the mere act of 
abstinence from consumption should be 
entitled to a reward. 

Indeed, saving may lead to mere hoard
ing or purchasing a financial asset with
out creating an incremental investment. 
Nor is there a sufficiently strong justifi
cation for the argument that interest is a 
price of, or return to, capital. Money is 
not capital and requires the actual serv
ices of the entrepreneur in order to 
transform into productive capital; the 
money lender has nothing to do with 
transforming money into capital or with 
its productive use. 

Theoretical arguments that provided 
justification for a fixed predetermined 
rate of return are based on the notion of 
pure (or own) rate of interest which, it is 
argued, inevitably arises as a conse
quence of difference between the values 
of today's capital goods and those in a 
time period in the future. The fact is, 
however, that the pure rate of interest 
resulting from time factor in valuation 
never enters into calculation of the 
lender and is never paid as such. When 
identifying this pure rate of interest, ref
erence is often made to the rate of return 
on riskless assets, such as those paid on 
high-quality government debts or the 
rate of retum on debentures of highly 
successful corporations. But, this is a 
rate of retum on debt, not on capital 
assets. In fact, the rate charged to high
ly successftil corporations on their debt 
is closely related to their credit worthi
ness. I f these corporations' profits 
decline, their credit worthiness suffers, 
and their debt instruments are no longer 
considered "riskless," implying that 
even a pure rate of interest does not cor
respond to the actual retum on capital 
assets. Even i f the basis for interest is 
the expected difference between the 

present and fijture value of commodi
ties, it makes more sense to allow future 
economic conditions determine the rate 
of return. An amount of money loaned 
is used either to create a debt or a pro
ductive asset. In the first case, there is 
no justifiable reason why the lender 
should receive a retum. 

Furthermore, there is no justification 
why governments should enforce an 
unconditional promise of interest pay
ment on an amount of money loaned 
regardless of the use made of the funds 
or the outcome of the transaction. If, on 
the other hand, the money loaned is 
used to create additional capital and 
wealth, there is no justification why the 
financier should be entitled to only a 
fraction of the exchange value of the 
utility created from the use made of his 
fimds. To do justice, the lender should 
be remunerated to the extent of the 
involvement of his financial capital in 
creating the incremental wealth. Islam 
encourages profits as a retum to entre
preneurial effort and to financial capital. 
What is prohibited is payment of a fixed 
predetermined rate of interest as a 
reward for the mere act of refraining 
from consumption. The lender can con
tract to receive a share of the profit 
because he becomes part-owner of cap
ital and wealth resulting from the com
bination of his financial resources and 
entrepreneurial activities. 

There is a fundamental difference 
between a shareholder and a lender. 
The shareholder is a proprietor of the 
enterprise, liable for its debts to the 
extent of his investment. He shares the 
risks and receives a dividend only when 
a profit is eamed. The creditor, as a 
debenture holder, on the other hand, 
lends money without the risk of owning 
and operating capital goods, and claims 
interests regardless of the profit or loss 
position of the enterprise. It is true that 
a creditor runs a risk, but this is only 
one of solvency of the borrower and not 
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- one of success or failure of the enter
prise. Debt contracts shift all of the lat
ter risk to the entrepreneur, while equi
ty participation spreads the risk. It could 
be argued that, from the economy's 
point of view, the overall level of risk in 
the economy does not vary regardless of 
the mode of financing. 

However, a financial system based on 
debt contracts shifts all risks (those not 
due to malfeasance) related to the out
come of an enterprise to the borrowers. 
In an equity-based financial system, the 
risks are spread. Moreover, when infor
mation is imperfect and when complete 
risk characteristics of all borrowers is 
not possible, a debt-based system 
rations out or excludes groups of bor
rowers from the capital market. 

This happens even though the expected 
retum to enterprises of the excluded 
groups may be higher than those that 
manage to borrow because a debt-based 
system concentrates on the safe and 
well-established borrower. Such out
come cannot possibly be considered 
efficient for the economy as a whole. In 
an equity-based system, on the other 
hand, since participation of financial 
capital is solely based on the expected 
retum to an enterprise rather than on the 
credit worthiness of the borrowers, 
risky but productive investments are 
financed, thus creating higher levels of 
income and employment. 

It should also be noted that, in a debt-
based system, the interest rate obliga
tion enters the cost stmcture of the pro
ducers ex ante as a cost that has to be 
paid, thus leading to lower output (and 
therefore lower employment) and high
er prices. In an equity-based system, 
since financial capital enters an enter
prise as a partner, its retum wil l have to 
be paid ex post after the profit of the 
enterprise is calculated. Therefore, the 
share of the profit due to the financial 
capital does not enter the cost-of-pro-

duction calculations ex ante, hence 
leading to higher output (and employ
ment) at lower price and, thus, enhanc
ing the efficiency of the economy in 
allocating and using its scarce 
resources. 

Property rights argument 

The most compelling reason for prohi
bition of a fixed, predetermined rate of 
retum tied to the principal loaned is 
based on Islam's position on property 
rights and its conception of economic 
justice. Islam recognizes two types of 
claims to property:(a) property that is a 
result of combination of individuals' 
creative labor (physical or mental) and 
resources, and (b) property whose title 
has been transferred voluntarily by its 
owner as a result of exchange, remit
tance of rights of others in the owner's 
property, outright beneficence grants by 
the owner to those in need, and, finally, 
inheritance. 

Financial resources represent the mone-
tarized claim of its owner to property 
rights created by assets obtained 
through either (a) or (b). Lending 
money is, in effect, a transfer of this 
right, and all that could be claimed in 
retum is its equivalent and no more. 
Funds lent can be used productively, in 
which case additional property rights 
claim are created and the lender has a 
right ex post to a portion of that claim. 
I f they are used unproductively and no 
additional income or wealth is generat
ed, the funds-even i f legitimately 
acquired through (a) or (b)-cannot claim 
any additional property rights since 
none is created. The prohibition against 
the usual rate of retum should now be 
clear An ex ante fixed interest payment 
tied to the amount of principal repre
sents an unjustifiable and instantaneous 
claim on the property of the borrower 
the instance a debt contract based on 
such a rate is concluded. Hence its 
injustice. 

Implementation of the vision 

Experience of the last few decades has 
shown the inefficiency of creating an 
Islamic financial system by fiat without 
preparing the ground for its effective 
implementation. The fact is that with
out (i) an Islamic legal and administra
tive institutional infrastracture that pro
tects investors' rights, (ii) an effective 
institutional framework that ensures the 
validity and enforcement of contracts, 
(iii) a well-developed financial market 
that allows clear transmission of signals 
from the real sector of the economy to 
its financial system, and (iv) an efficient 
policy infrastructure that minimizes 
financial repression-keeping the rate of 
retum administratively and artificially 
low-introduction of an Islamic financial 
system by fiat creates inefficiencies and 
imposes costs on the economy that nul
lify the beneficial effects of the finan
cial system envisioned by Islam. 

In today's Muslim societies, all legal 
and institutional distortions and ineffi
ciencies impose prohibitive constraints 
on the effective implementation of 
Islamic finance. The legal systems in 
most Islamic countries are based on 
borrowing from Westem countries with 
additional distortions and inefficiencies 
introduced over past decades. These 
systems are badly in need of reform, as 
are the dismally ineffective protection 
of property and contract rights. 
Administrative interference in most 
aspects of the operations of the econo
my distorts price and rate of retum sig
nals. In an Islamic system, it is the rate 
of retum to the operations of the real 
sector of the economy that determines 
the rate of retum to the financial sector 
In an economy dominated by debt con
tracts, it is the reverse. In an economy 
where government policyand adminis
trative interferences are a fact of life 
and the working of the economy 
depends on massive government owner
ship of enterprises and of financial sys-
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tern, price and rate-of-retum signals are 
inevitably distorted. The resulting inef
ficiencies are fortified by poor legal 
systems as well as by little, or no, pro
tection of property rights and contract 
enforcement. The reforms of the legal 
system, strengthened protection of 
property rights, and enforcement of 
contracts are absolute prerequisites for 
the vision of the implementation of 
Islamic finance. 

In non-Muslim societies where Islamic 
finance exists within a conventional 
system-provided that Islamic financial 
institutions operate in conformity with 
appropriate rules-the vision would sug
gest that higher rates of return to 
Islamic finance would inevitably 
demonstrate its strength. In these soci
eties as the twin revolution in informa
tion technology and in finance make 
equity or asset-based modes of financ
ing more and more attractive, risk 
spreading and retum sharing become 
progressively more effective, providing 
a fertile ground for the growth of 
Islamic finance. 

Vision's solution to the debt problems 

The vision has universal applicability 
and, when implemented, it can benefit 
mankind. To illustrate, consider the 

problem of debt facing emerging mar
ket economies and many developing 
countries. Over the past few decades, 
there have been episodes of systemic 
crises facing the intemational monetary 
system, in one way or another, involv
ing accumulated debt; consequences of 
noncompliance with the mle prohibiting 
interest: a rule shared by Judaism, 
Christianity, and Islam. Each crisis was 
resolved through last-minute emer
gency operations that not only did not 
address its root cause, but, in some 
cases, tended to strengthen the magni
tude of the next one. 

Even after the debt relief operations for 
a number of heavily-indebted poor 
countries, there are still many low-
income countries for whom debt servic
ing is a huge burden. Overall the sus-
tainability of debt of developing coun
tries is a daunting challenge and servic
ing of the debt a major source of impov
erishment. This problem is not limited 
to low-income countries. The emerging 
market economies have witnessed their 
public debt increase sharply since the 
mid-1990s to current average of 70 per
cent of GDP. A sustainable level of debt 
is considered to be no more than 25 per
cent of debt to GDP ratio. Argentina's 
debt has grown from 30 percent of GDP 
in the 1990s to 150 percent of GDP at 

end-2002. In Lebanon, over the same 
period, public debt increased from 50 
percent to 180 percent. The major cause 
of these increases is interest costs con
stituting 5 percent of GDP, or 17 percent 
of governments' total expenditure, 
every year on the average. 

The present debt problems facing a 
major portion of humanity is an injus
tice. Islamic finance has a solution for 
this most pervasive and protracted prob
lem. The resources used to service debt 
every year could be used in reducing 
poverty and improving the living stan
dards of people. Islamic finance avoids 
these injustices by promoting non-debt-
creating flows based on risk and reward 
sharing through equity financing where 
equity holders receive a portion of addi
tional income and wealth that is created. 
Full debt forgiveness creates adverse 
incentives and there is no guarantee that 
countries benefiting would not once 
again accumulate debt. The Islamic 
solution declares all accumulated inter
est payments null and void, and then 
restmctures the principal amount over a 
long period for repayment. The out
come could then be fortified by com
mitment from all participants that finan
cial flows to developing and emerging 
markets would be non-debt-creating, 
equity-based flows. 
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ISLAMIC BANKING 

IMF ON ISLAMIC BANKING 

A senior Intemational Monetary Fund 
official said that efficient and adequate 
banking supervision are needed to help 
develop the Islamic banking sector. 
"Even though various paradigms of 
Islamic banking are in force in different 
countries, a uniform, regulatory and 
legal framework that is supportive of an 
Islamic financial system has to be 
developed," said Stefan Ingaves, head 
of Monetary and Financial Systems at 
the IMF. His remarks came at a seminar 
on Comparative Supervision of Islamic 
and Conventional Finance in Beimt 
recently. 

Ingaves said developing a regulatory 
and supervisory framework is key to 
integrating Islamic markets and intema
tional financial markets. "Appropriate 
capital account liberalization policies 
wil l (also) remain important to ensure 
proper development of an intemational 
inter-bank money market, together with 
adequate and well-managed access to 
intemational capital markets for domes
tic issuers," he said. 

The Basel Committee for Intemational 
Settlements, which issues guidelines for 

conventional banks, has not yet intro
duced policies to supervise Islamic 
banks. To help regulate and supervise 
Islamic banks, nine Islamic countries -
including Saudi Arabia and Iran - start
ed the Islamic Financial Services Board 
in November 2002. 

Islamic banks have expanded rapidly in 
the past decade as more Muslims move 
their money to these banks. But despite 
the growth of Islamic banks in terms of 
assets and investments, some financial 
analysts say Islamic banks must devel
op new supervisory methods which do 
not contradict Islamic principles. 
Islamic banks are now introducing 
products to capture a bigger market 
share. 

"The use of global and regional money 
and capital markets for Islamic finance 
should reinforce the development of 
domestic and regional capital markets 
by attracting foreign investors, as well 
as offering the opportunity for the 
domestic agents to issue securities in 
foreign markets," Ingaves said. Several 
leading Westem banks have already 
introduced Islamic products based on 

the fiduciary law - a process of regula
tions and mles that govern trasts and 
estates, including federal laws and 
model acts being adopted by different 
states. In 2004, Lebanon's Parliament 
and the Central Bank approved a special 
Islamic banking law which was fol
lowed in August by two Central Bank 
circulars on licensing requirements and 
operational guidelines. 

"We have confined Islamic financing 
operations to fully fledged Islamic 
banks, mling out the establishment of 
Islamic financial institutions and 
Islamic windows," Central Bank gover
nor Riad Salameh said during the con
ference. 

The Central Bank set the minimum cap
ital for Islamic banks at $100 million. 
However, in exceptional cases - i f the 
bank requesting the authorization holds 
professional qualifications - the Central 
Council may grant its approval on a 
minimum capital of $20 million, pro
vided some of the conditions are met. 
Islamic banks are now operating in 
more than 50 countries around the 
world. 
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POST GRADUATE 
DIPLOMA COURSE 
IN ISLAMIC BANKING 
AND INSURANCE 
The Institute is pleased to announce that the enrollment on its Post 
Graduate Diploma Course in Islamic Banking and Insurance has 
crossed the 750 mark. Out of these many have already graduated 
and quite a few are on the verge of graduation. 

The majority of the people who enrolled on the 
course are professional bankers, accountants, 
jurists, academics, businessmen and those aspiring 
for a career in the Islamic Banking industry. 

In the rapidly expanding Islamic Banking industry, 
the need for trained and qualified professionals is 
greater than ever before.The course aims to 
equip you with the concept, products and opera
tion of Islamic Banking and Insurance.You can 
secure a bright future in the Islamic Banking and 
Insurance industry by enrolling on the course. 

With over 250 Islamic financial institutions operat
ing worldwide, which are growing at the rate of 
15% annually, the need for trained and qualified 
professionals is greater than ever before. 

E m a i l : d i p l o m a @ i s l a m i c - b a n k i n g . c o m 

Te l : +44 020 7245 0404 F a x : +44 020 7245 9 7 6 9 

C O U R S E CONTENTS 

• Islamic economics 

• Islamic banking 
• Islamic products and Investments 

• Takaful (Islamic Insurance) 
• Islamic banking operations 

i ENROL 
NOW 

For Further Information Contact: 
The Course Coordinator 
The Institute of Islamic Banking and 
Insurance 
16 Grosvenor Crescent 
London SW IX 7EP 
United Kingdom 

T O P QUALITY DISTANCE LEARNING. 
FREE ONE YEAR SUBSCRIPTION TO NEW HORIZON. 
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Islamic financial institutions and 
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bank requesting the authorization holds 
professional qualifications - the Central 
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minimum capital of $20 million, pro
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ISLAMIC FINANCE INDUSTRY IN BAHRAIN 
SHOWS ROBUST GROWTH 
The Islamic finance industry in Bahrain 
has shown a robust growth with equity 
rising to $813 million or 23.52 per cent 
increase in capitalization during 2003, 
the statistical report released by the 
General Council for Islamic Banks and 
Financial Institutions (GCIBFI) has 
said. "The GCC-wide net profits esti
mated at $1. 3 billion or an increase of 
49 per cent and the total assets reached 
the $50 billion during the same period," 
the report said. The report stated that 
Kuwait topped the list in the Gulf 
region in terms of capitalization which 
stood at nearly $11 billion in 2003 or an 
increase of 31.78 per cent. 

"Assets of Islamic banks and financial 
institutions in the GCC countries totaled 
$49.5 billion in 2003, compared with 
$22.5 billion in 1998, representing an 
annual growth rate of 23.9 per cent. 
Growth in 2003 stood at 18.63 per cent 
as compared with the previous year 
Bahrain registered the highest growth 
rate this year at 30.4 per cent while 
Saudi Arabia is still first in the Gulf 
region, with total assets standing at 
more than $19.6 billion accounting for 
39.67 per cent. 

"The Islamic financial services industry 
is surging ahead, making large strides 
and fast advances in the world of money 
and finance, and is proving day after 
day through its strong performance, full 
transparency and ability to innovate that 
it is a strongly and well-established 
financial industry in a financial world 
that is changing and progressing at a 
stunning speed," the report said. "In 
terms of the net profits of Islamic finan

cial institutions in the GCC, the Saudi 
banks top the list, representing 45.33 
per cent, followed by Kuwait with 
31.71 per cent, Bahrain 9.31 per cent 
and the UAE 8.61 per cent and Qatar 
5.04 per cent. Islamic financial institu
tions in the Gulf region 

performed strongly in terms of the net 
profits during 2003, with growth rang
ing between 35 per cent and 65 per cent 
in these countries. Kuwait topped the 
list with 65 per cent although it came 
next to Saudi Arabia in terms of vol
ume," the report said. 

"The industry is now well-positioned to 
become one of the most spectacular 
economic and financial phenomena in 
the current century. It is one of the most 
important financial sectors worldwide 
whose products, services, operational 
engineering and the magnitude of trans
actions take front pages in the news 
media of finance. The industry's devel
opment and growth is confirmed by the 
statistical financial report issued by the 
GCIBFI recently about the Islamic 
banks and financial institutions in the 
GCC countries," the report said. 

Talking about the salient features of the 
report, the GCIBFI Secretary General, 
Dr Ezzedine Khoja, said: "The report 
documents the financial situation of the 
Islamic finance industry in the GCC 
countries through good monitoring of 
the most important financial indicators 
over the past five years - from 1998 
until 2003. Since its inception in late 
2001, the General Council has made 
strenuous efforts to monitor the finan

cial condition of the Islamic financial 
industry and document its indicators 
and information statistically, and this 
has culminated by issuing an inaugural 
edition of the Global Islamic Financial 
Institutions Directory, the first edition 
of which with updates until 2003, 
would be published in due course." 

Dr Khoja said that the current report 
covers Islamic banks and investment 
companies in the GCC. He said that all 
indicators show impressively high 
growth rates and reflect the strong and 
unprecedented growth of the industry 
with average annual growth of paid cap
ital over the past five years from 1998 
until 2003 being 12.28 per cent, growth 
in assets of 23.9 per cent, growth in 
investments being 24.74 per cent, while 
deposits grew by 26.42 per cent and net 
profits by 19.68 per cent. During the 
past five years, current and savings 
accounts in the GCC countries rose 
nearly twenty-fold, totaling more than 
$17 billion by the end of 2003. At the 
same time, restricted and unrestricted 
investment accounts during the same 
period doubled more than two times and 
a half, totaling nearly $22 billion in 
2003. 

"The capitalization of Islamic banks 
and financial institutions in GCC rose 
from $2.1 billion in 1998 to $3.4 billion 
by the end of 2003, reflecting the confi
dence of investors and shareholders in 
Islamic financial institutions. This 
growth is mainly attributed to the entry 
of a large number of institutions to the 
Islamic finance industry as new entities 
or through the rising trend of transfor-
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mation from traditional to Islamic bank
ing. The largest rate of growth in capi
talization over the past five years was 
recorded in Kuwait, with an average 
armual growth of 40 per cent. "Total 
owners' equity of Islamic financial 
institutions in the GCC, stood at$6.8 
billion in 2003 with a growth of around 
12.48 per cent over the previous year 
Kuwait came top with 32.77 per cent 
compared with other countries while 
Qatar topped the list in terms of growth 
during 2003 which registered a rate of 
27.7 per cent. 

"Investments rose form $19.5 billion in 
1998 to $43.5 billion in 2003 with 24.74 
per cent annual growth, while growth in 

2003 compared with the previous year 
is 20 per cent. Islamic financial institu
tions in the UAE registered an average 
annual growth of 60.49 per cent over 
the past five years, while Saudi Arabia 
remained at the forefront in terms of the 
volume of investments, estimated at 
$16.5 billion in 2003, representing 
37.81 per cent of the total investments 
in the Gulf countries, followed by 
Kuwait with investments totaling 
around $12.3 billion. "Deposits totaled 
$39.8 billion by the end of 2003, com
pared with $17.2 billion in 1998, with 
26.42 per cent as average aimual growth 
during the period. In 2003, growth 
totaled 18 per cent compared with the 
previous year. 

Islamic Financial Institutions in the 
UAE recorded an average annual 
growth of nearly 70 per cent during the 
past five years despite the fact that it 
comes third on the list in terms of the 
volume of deposits during 2003, 
accounting for $8.1 billion coming after 
Saudi Arabia with $15.4 billion and 
Kuwait with $10.6 billion. "Net profit 
of Islamic banks and financial institu
tions in the GCC countries rose to $1.3 
billion by the end of 2003 compared 
with $632 million in 1998, with the 
average growth being $19.68 billion 
during the period. Growth rose by 49 
per cent in 2003 against the previous 
year," he said. 

DURRATAL BAHRAIN US$ 120 MILLION SUKUK 
OVERSUBSCRIBED 
It was announced that the US$120 million 
Issue of Islamic Istisna'a Ijarah-based 
Sukuk for the Durrat Al Bahrain project 
has been oversubscribed by US$32.5 mil
lion as reported by the Liquidity 
Management Centre (LMC), the Arranger 
of the Issue, and Kuwait Finance House, 
Bahrain, which equally owns the project's 
development company, Durrat Khaleej Al 
Bahrain, with the Government of Bahrain. 

Underwriting and investment commit
ments of USS 152.5 million have been 
received for the Issue, which starts early 
January 2005 and matures after 5 years 
with an option for early redemption. The 
proceeds from the issue will constitute 
part of the financing facility for the con
struction of the US$1 billion Durrat Al 
Bahrain project - currently the Kingdom's 
largest development project. Bahrain-
based LMC is the Arranger of the Issue, 
which has been underwritten by Lead 
underwriter Kuwait Finance House in 

addition to eleven other leading partici
pating / underwriting banks and institu
tions including: Dubai Islamic Bank, 
LMC, Bahrain Islamic Bank, Islamic 
Development Bank, Emirates Islamic 
Bank, Bank of Bahrain & Kuwait, 
General Organization for Social Insurance 
, Bahrain, National Bank of Sharjah and 
Arab Islamic Bank (Palestine). 

The retum on the Sukuk is 125 basis 
points over 3-months LIBOR payable 
quarterly. Commenting on the announce
ment, Mr. Abdulhakeem Alkhayyat, 
General Manager of KFH-Bahrain said, 
"We are delighted with the response we 
received from banks and institutions 
across the region for this Issue as reflect
ed by the over-subscription. The Durrat Al 
Bahrain project is a unique and com
pelling concept, which will not only see 
the development of a world-class residen
tial and leisure location in Bahrain, but 
will further support growth and expansion 

in the Bahrain economy - a key goal for 
the Kingdom and our Bank ." 

Mr. Ahmed Abbas, Acting CEO of LMC 
commented that, "We are pleased at our 
appointment to arrange, place and admin
ister this Sukuk Issue for the Durrat Al 
Bahrain Project, which has been met with 
an overwhelmingly positive response by 
the market and strong investor demand. 
Further, we have been delighted with the 
support we have received from our share
holders as well as the underwriters and 
other participating institutions. This is an 
economically significant project for 
Bahrain, which we are proud to be active
ly supporting." The Sukuk transaction 
structure was also endorsed by the 
Intemational Islamic Financial Market 
(IIFM). The Sukuk is expected to be list
ed and traded on the Bahrain Stock 
Exchange as well as being traded at pre
vailing market prices, in the over-the-
counter market. 
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THE FIFTEENTH CONFERENCE O N MONETARY 
A N D FOREIGN EXCHANGE POLICIES 

TEHRAN , IRAN 
MAY 16-17, 2005 

"Imperatives (Institutional, Executive and Policy Making) 
for Obtaining an Effective Banking System to 

Reach Macro-Economic Goals" 

Following the previous MBRA's successful Annual Conferences and in an effort to pro
mote scholarly discussions and to tackle the main issues of the Iranian Economy, the 
15th Annual Conference on Monetary and Exchange Policies, entitled "Imperatives 
(Institutional, Executive and Policy Making) for Obtaining an Effective Banking System 
to Reach Macro-Economic Goals" will be held on May 16 and 17,2005 

The outline of the 15th Conference covers various main areas including: 

Privatization and Efficient Banking Systenn. 

Information Technology and Efficient Banking. 

-» Efficient Banking and Necessary Infrastructure. 

-> Efficient Banking System & the Efficiency of Monetary and Exchange Policies. 

-* Globalization, Challenges and Binding Issues. 

Islamic Banking and New Banking Methods and Instruments. 

-+ Banking System in Interaction with Capital Market. 
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Bahrain 
G u l f F i n a n c e H o u s e 
A n n o u n c e s P r i v a t e E q u i t y 
Ex i t f r o m I P C 

Gulf Finance House B.S.C. (GFH), has 
announced its private equity exit from 
the Intemational Franchise Capital Ltd 
(IFC). This move reiterates GFH's com
mitment to maximize returns to its 
investors. During GFH's three-year 
holding period in IFC, it was successful 
in eaming a cumulative retum of 50 per 
cent for its clients. GFH sold the 79.93 
per cent stake in IFC to the reputed 
Bahrain-based Jawad Business Group 
(JBG). The sale agreement was signed 
in Manama, Bahrain by Esam Janahi, 
Chief Executive Officer (CEO) of GFH, 
and Faisal Jawad, Chairman and Chief 
Executive Officer of JBG, in the pres
ence of senior members of the GFH 
investment team and representatives 
from IFC and JBG. 

Detailing the strategy underlying the 
divestment, Esam Janahi, the Chief 
Executive Officer of Gulf Finance 
House B.S.C. said: "GFH has always 
endeavored to pursue a strategy which 
is primarily aimed at investment oppor
tunities that provide high yields to 
investors in an increasingly value-driv
en business environment. "Our success
ful exit from IFC after the three-year 
investment period reflects GFH's flexi
bility, dynamism and innovation as a 
leading Islamic investment bank, as 
well as our commitment to maximize 
returns to investors in our various 
investment vehicles." 

Established in the last quarter of 2001 to 
acquire a controlling stake in a compa
ny engaged in franchise restaurants and 
car rental businesses, IFC has in its 
portfolio well known intemational hos
pitality and service-led brands. 
Emphasizing IFC's performance over 
the past three years, Mr. Janahi ftirther 

added: "The performance of IFC has 
been commendable given the fact that it 
was operating in a fiercely competitive 
market and against the backdrop of 
challenging market conditions in gener
al." During this period, GFH adopted 
various strategies to build IFC's portfo
lio of brands. These included continu
ous monitoring, selective expansion, 
changes in management, and judicious 
asset sales." 

The exit from IFC comes at a time when 
GFH is promoting substantial, land
mark real estate projects in Bahrain and 
other parts of the region. These include 
the landmark USS 1.3 bilHon Bahrain 
Financial Harbour development, and 
the US$600 million A l Areen Desert 
Spa & Resort project, both of which are 
in Bahrain; as well as the recently 
announced US$3.8 billion theme park 
development - Legends - in Dubai. 

M r Janahi further added: "The exit 
from IFC wi l l build confidence among 
our shareholders and investors in our 
track record and strengthen our invest
ment value proposition for the various 
visionary projects that we are embark
ing on." Terming the acquisition as a 
strategic move. 

S u k u k A l - S a l a m S e c u r i t i e s 
O v e r s u b s c r i b e d 

The Bahrain Monetary Agency (BMA) 
has announced that the monthly issue of 
Sukuk A l Salam Islamic securities has 
been oversubscribed. The US$25 mil
lion issue, carrying a maturity of 91 
days, begins on 05th January 2005 and 
matiares on 06th April 2005. 

The expected retum is 2.57%, the total 
tenders received are USD 75,240,000. 
The securities are issued by the BMA 
on behalf of the Government of the 
Kingdom of Bahrain. This is issue No 
44 of the Al-Salam securities. 

India 
D I B P a r t i c i p a t e s in U A E 
T r a d e Exh ib i t i on in Ind ia 

The Dubai Islamic Bank (DIB) partici
pated at the second UAE Trade 
Exhibition in India, which is being held 
currently at Mumbai World Trade 
Centre. More than 10,000 senior deci
sion makers from some 70 UAE-based 
companies have participated the exhibi
tion. The DIB delegates met govem-
ment officials and business leaders at 
the exhibition to discuss opportunities 
that could facilitate trade between the 
UAE and India and ftirther strengthen 
ties between the two nations. 

Saad Abdul Razak, Deputy Chief 
Executive Officer at DIB, said: 
"Enhancing trade links between the 
UAE and India wi l l have a positive 
impact on the development of the 
UAE's economy. The UAE is a major 
player in the worlds re-exports market 
while India has one of the biggest mar
kets in the world. "The bank realizes the 
importance of this trade link and is 
highly supportive of efforts to further it, 
especially since the first exhibition was 
such a huge success and produced unex
pectedly positive responses from busi
nesses on both sides. It led to more than 
$13 billion of contract and trade proj
ects." Saad Abdul Razak led a high-
powered DIB delegation that includes 
M r Wassim Saifi, Senior Vice President 
and head of retail and business banking, 
along with senior officials from DIB. 

Jordan 
A l - A q s a F u n d P ro j e c t s 

The Islamic Development Bank (IDB) 
govemor for Palestine, Jarrar A l 
Qudwa, has announced key outcomes 
from three days of meetings held with 
the beneficiaries in Palestine from the 
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A l Aqsa Fund Projects, according to a 
statement released by IDB. 

The meetings are held bi-annually to 
review progress of the projects current
ly being implemented. A primary out
come from the sessions included the 
agreement from the A l Aqsa Fund and 
the Palestinian National Authority 
(PNA) to cooperate on the Medium 
Term Development Plan that was 
recently produced by the Ministry of 
Planning. Key outcomes of the meet
ings included: The necessity to review 
the status of funds allocated to frozen 
projects, increased attention to human 
resource development, a requirement by 
all beneficiaries or implementing agen
cies to submit an Impact Assessment 
Report to ensure compliance of imple
mented projects with the objectives of 
the fund, the importance of convening 
the consultative meetings on a regular 
basis not exceeding six months and pri
ority to Jerusalem projects in the fields 
of health, housing, education, old city 
renovation and private sector support. 
The Al Aqsa Fund was created at the 
extraordinary meeting of the Arab 
Summit held in Cairo in September 
2000 to provide emergency funding in 
Palestine. 

Pakistan 
S t a t e B a n k of P a k i s t a n 
W o r k i n g to Deve l op S h a r i a h 
C o m p l i a n t B ank ing S e r v i c e s 

State Bank of Pakistan (SBP) Deputy 
Govemor Tawfiq A. Husain said that 
the SBP was working with the govern
ment to develop Shariah compliant 
banking services. He was speaking here 
at the concluding session of a seminar 
on "Islamic banking - A complete busi
ness solution," organized by the 
Institute of Chartered Accountants of 
Pakistan (ICAP) and Meezan Bank. 
Identifying development of resources as 

a serious challenge to the growth of 
Islamic banking, he said the introduc
tion of more Shariah compliant prod
ucts and induction of more Shariah 
advisers was also required for the 
growth of Islamic banking in the coun
try. He said a revolutionary process was 
going to take place in conventional 
banks, especially the SME Bank. 

I s l am i c Money M a r k e t F u n d 
S o o n 

Taslim Kazi, Director Accounts, State 
Bank of Pakistan (SBP), said on 
Monday that central bank has planned 
to start Islamic Money Market Fund. 

Addressing the concluding session of a 
seminar on the topic of Interest-Free 
Islamic Banking and Modem Banking 
System, organised by Pakistan Institute 
of Banking Studies, he said the central 
bank also planned to start Sharia-com-
pliant money market in the country. 

He said central bank had taken concrete 
steps to pave the way for Islamic bank
ing in the country. He suggested to 
bankers and all professionals associated 
with Islamic banking that they should 
strive to lower down the cost of Islamic 
financial products so that more cus
tomers could be lured to the ambit of 
Islamic banking. He said since the risk 
is very high under Islamic banking, the 
bankers wi l l have to work hard to 
bridge this gap. He said for the first time 
in the banking history of the country, 
on-site inspection of monetary transac
tions of Islamic banking is being carried 
out. He said the SBP was committed to 
Islamic banking, but he suggested to 
bankers that they would have to put 
their best efforts for the start of virtual 
Islamic banking so that it could be 
spread all over the world. 

S M Muneer, Vice Chairman of Board 
of Directors of MCB in his presidential 

address said MCB following maximum 
Sharia-compliant Islamic banking. He 
said out of 48 countries of the world 
250 Islamic banks and Sharia-compliant 
financial institutions were working with 
assets of $262 billion and their total 
investment had swelled to $400 billion. 
He said even Bank of England, the cen
tral bank of United Kingdom, recently 
started licensing for Islamic banking. 
The MCB, he said, ready to re-constmct 
its Islamic financial products i f some 
professionals pinpointed some lacunas. 
Advocate Saalam Salam Ansari and 
Saleem Thepdawala, Advocate, 
Supreme Court of Pakistan also present
ed their papers. 

M C B P l ans S ix N e w I s l a m i c 
B r a n c h e s 

The Muslim Commercial Bank (MCB) 
is planning to expand its Islamic bank
ing network and wil l open six more 
branches this year as the Sharia-compli
ant system is getting positive response. 
These views were expressed by S M 
Muneer, Vice Chairman MCB while 
speaking at the inauguration ceremony 
of first Islamic Banking branch in 
Hyderabad. 

Senior Executive Vice President 
Mohammed Shoaib Qureshi, who is 
also head of Islamic Banking Division, 
MCB, was also present on the occasion. 
SM Muneer and noted Islamic scholar 
Dr Ghulam Mustafa Khan inaugurated 
the branch located at Thandi Sarak, 
Hyderabad, where scores of business 
community peoples were also present. 
Speaking at the inauguration ceremony 
at a local hotel, the officials of MCB 
said that the bank started the Islamic 
banking facilities for business and trad
ing under Islamic modes. The vice 
chairman SM Muneer said that MCB 
was the first conventional bank in the 
country which started Islamic Banking 
in year 2003. 
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"Our decision to open Islamic Banking 
also prompted the State Bank of 
Pakistan (SBP) which established a sep
arate department for Islamic Banking 
after receiving the application of 
MCB," he disclosed and lauded the 
services of SBP Govemor Dr Ishrat 
Hussein in this regard. He told the busi
ness community that Government of 
Pakistan also supported for starting the 
Islamic Banking in the country and 
armounced that six new branches of 
MCB Islamic Banking would be estab
lished within current year. He was of the 
view that the system of Islamic Banking 
would soon become common in the 
county as applications of 15 banks were 
already under process with SBP for 
starting Islamic Banking. 

Pak is tan Se l l s $ 6 0 0 m I s l am ic 
Bonds 

Pakistan sold a $600 million Islamic 
bond, more than it had expected for its 
first such issue and the first offshore 
sovereign debt offering from Asia in 
2005, the govemment's top debt officer 
said. The deal is Pakistan's first global 
bond issue since Febraary 2004, and 
wil l be its first of two global debt issues 
this year after it recently ended an IMF 
loan programme. 

Pakistan sold the bonds at par with a 
spread at the tighter end of estimates, 
220 basis points over six-month LIBOR 
(London Interbank Offered Rate). 
Initial price guidance was seen at 220 to 
235 basis points over LIBOR. "We have 
left quite a few investors unsatisfied. 
Initially we had a figure of $500 million 
in our mind, but given a lot of interest 
from the investors we increased the 
size," Dr Ashfaque H Khan, Director 
General of Pakistan's Debt Office and a 
finance ministry adviser, said. Dr Khan, 
who was in London for the sale, said the 
order book grew to approximately $ 1.2 
billion. Citigroup and HSBC are the 

lead managers of the deal. "There are a 
number of Asian borrowers who would 
look to issue Islamic bonds. There are a 
number Asian countries and societies 
that have large Islamic communities 
and this is the way to provide invest
ment opportunities for them," a banker 
away from the deal said. 

In the geographic breakdown of the 
deal, 47 per cent of the issue was sold to 
investors in the Middle East, Khan said, 
while 31 per cent went to Asia and 22 
per cent in Europe. Government backed 
businesses were the biggest buyers at 
24.5 per cent, followed closely by asset 
managers who scooped up 23.45 per 
cent of the deal. Islamic banks bought 
20.3 per cent, followed by 18.3 per cent 
for banks and tmsts, 10.7 per cent by 
private banks, 2 per cent from corpora
tions and 0.8 per cent by insurance com
panies, Dr Khan added. Dr Khan said 
last month that Islamabad would be 
floating another global bond in 2005 
besides the Islamic issue. 

Qatar 
D o h a B a n k t o L a u n c h 
I s l am i c B a n k i n g S e r v i c e s 

The Doha Bank shortly plans to launch 
Islamic banking services, the bank's 
chairman. Sheikh Fahad bin 
Mohammad bin labor A l Thani, 
announced recently. Preparations to 
offer Islamic banking facilities were at 
an advanced stage. 

"Qatar is witnessing an unprecedented 
economic boom which has made the 
country, a favorite investment destina
tion. Our customers are seeking diversi
fied investment options and specialized 
products. As the Islamic banking sector 
is growing steadily, we have witnessed 
an increased demand for products based 
on Islamic principles. "Therefore, to 
serve our customers better, we are plan

ning to create a specialized Islamic 
banking unit, managed by specialists in 
the field. We wi l l offer a comprehensive 
range of products to our customers by 
collaborating with a leading regional 
Islamic bank having vast expertise in 
this field," the chairman, said. 

He said that through this initiative, the 
Doha Bank would attract a large num
ber of customers who earlier were con
strained by the lack of Islamic banking 
products with the bank. "Al l necessary 
preparations such as the infrastmcture, 
policies, procedures and collaboration 
agreements are now at an advanced 
stage. While customers can approach 
any of our branches according to their 
convenience, the Islamic banking prod
ucts and services wi l l be offered by a 
specialized branch, managed by Islamic 
banking experts. 

"This would ensure us to offer a higher 
level of service and proper compliance 
to the Sharia law. This is one of our 
strategic initiatives which is expected to 
grow significantly," he added. 

Q I B S ign I s t i s sna C o n t r a c t 

The Qatar Islamic Bank (QIB) signed a 
QR149m worth Isfissna' Contract for 
the financing of the A l Jazeera Tower, a 
500 hotel-residential flats project locat
ed in the West Bay area. With comple
tion scheduled for August 2006, the 
tower wi l l comprise two basements, a 
ground floor and 36 typical floors, a 
QIB news release said. 

The contract was signed on behalf of 
the bank by Prof Abdullatif A l Meer, 
Acting General Manager, Ahmad 
Mushari, Executive Manager, Domestic 
Investment of QIB, Rajan Malhotra, 
Chief Manager, Chief Manager of 
Larsen & Toubro-Qatar, the contractor 
and Adel Saeed on behalf of the project 
consultant, the 'United Consultants'. 
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Saudi Arabia 

NCB Opens its New Branch 

The National Commercial Bank (NCB) 
has opened its new branch on Prince 
Sultan Street in Jeddah, which reflects 
the new architectural design that is in 
tune with the NCB's focus on Islamic 
banking and its new image. 

NCB Chairman and MD Abdullah 
Bahamdan, who inaugurated the branch 
in the presence of members of the board 
of directors and executives recently, 
said that the new branch counts as the 
ideal bank for the branches of the bank. 
Bahamdan said that the opening of the 
new branch is part of the bank's pro
gram to expand its various distribution 
channels all over the Kingdom. He 
assured that the new branch would offer 
its clients all the banking and financial 
and investment services that comply 
with the rules and regulations of Islamic 
banking work which are approved by 
the Islamic organization at the bank. 
The inauguration of the Prince Sultan 
Street branch is part of the bank's strat
egy to open more branches that offer 
Islamic banking services. 

Abdulhadi Shayif, General Manager of 
the bank, mentioned that "the Islamic 
banking services at NCB include a com
plete group of investment and financial 
products, which NCB had developed, 
and aim to provide for the needs of the 
bank's clients who deal in the financial 
market." The new branch consists of 
three main areas inclusive of a reception 
area, customized for complete electron
ic service so the client can deal with the 
machines for deposits, withdrawals, 
payment of bills and dealing with tele
phone services or NCB services through 
the Internet. The second area is ear
marked for serving Wisam AlAhl i 
clients. This area is equipped with all 
that this sector may need of investment 

services and products. The third area is 
for individual clients and is equipped 
with the latest exhibition methods and 
services, which give the new branches 
its flexibility in dealing with different 
sectors of clients with simplicity and 
ease. 

United Arab Emirates 

Rules and Regulations for 
Islamic Sukuk and Bonds 

Rules and regulations to govern Islamic 
Sukuks and bonds are expected to be 
issued during first week of January 
2005. Abdullah Salim A l Turifi, execu
tive director. Emirates Securities and 
Commodities Authority (ESCA), said," 
Islamic products and sukuks are in great 
demand from investors. Hence it is 
essential to regulate and modernize the 
systems, which determine the opera
tions of these products. The customer 
base of Islamic sukuk and financial 
products is now on a growth trail and 
needs to be put on the right track" 

He said a number of new investment 
products wi l l launched in the UAE 
stock markets in Abu Dhabi and Dubai 
very soon. He said the regulations that 
govern Islamic sukuks and other similar 
products were drawn up with the help of 
Islamic financial experts. 

A l Turifi also confirmed that ESCA 
would open its office in the Dubai Stock 
Market to closely supervise trading 
operations. "Islamic financial services 
and products are generally well suited 
to meet the demands of the modem 
world in terms of rules, regulations and 
systems," he added. He said Islamic 
finance and sukuks have come a long 
way. It has been transformed into a 
global financial industry that is here to 
stay and grow even more in the future. 
He said, "Stock brokers both in Abu 
Dhabi Stock Market and Dubai 

Financial Market wi l l be allowed to 
complete their trading transactions via 
Internet from their offices located out
side the stock markets. We are in the 
process of formulating the legal proce
dures to allow such practice." 

He said, "Scarcity of space in the stock 
markets to accommodate more brokers 
is the main reason that forced us to 
allow brokers to complete selling and 
buying of shares via electronic systems 
from their offices outside the stock mar
kets. This wi l l help many brokers and 
share investors to execute their transac
tions without coming to the stock mar
ket premises, thus saving their time." 

National Bank of Sharjah 
Renamed as Sharjah Islamic 
Bank 

The National Bank of Sharjah unveiled 
its new name and logo wi l l now be 
known as Sharjah Islamic Bank. It is the 
only Islamic bank based in Sharjah. The 
new logo combines traditional Islamic 
calligraphy and contemporary graphics. 

Shaikh Sultan Bin Mohammed A l 
Qassimi, Crown Prince of Sharjah and 
Chairman of the National Bank of 
Sharjah , said: "The significant increase 
of net profit over a year's period under
lines the growth of business in Sharjah. 
The successful conversion to the 
Sharjah Islamic Bank demonstrates the 
vision and commitment of the bank's 
board. Sharjah Islamic Bank is a new 
icon." NBS is focusing on its three core 
businesses, retail, investment and cor
porate banking, all of which made a 
solid contribution to performance. 
Since the conversion, it has increased 
the size of its operations especially in 
corporate financing, international syn
dication and retail business enabling the 
bank to tie up with international banks. 
Hussain A l Qemzi, general manager of 
the National Bank of Sharjah, said; 
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"Starting early in 2004, our bank made 
significant changes with the goal of pro
ducing the most competitive banking 
products available on the market 
according to Islamic banking principles. 
Two components were used in the 
changes, internal reengineering and 
product development processes have 
placed our bank into a position whereby 
we are confident in saying that quality, 
reliability, creativity and simplicity is 
unmatched in the industry." 

As part of the NBS's re-branding 
process products have been improved 
and re-packaged and new products wi l l 
be introduced. The popular Murabaha 
product is a commercial transaction that 
involves the purchase and sale of goods 
promised by an ultimate buyer, with a 
profit margin either as a fixed lump sum 
or a percentage of the initial cost price 
of the goods. 

Abu Dhabi Commercial 
Bank plans Alliance With an 
Islamic Bank 

The Abu Dhabi Commercial Bank, 
which has been undergoing extensive 
restructuring since early 2003, is plan
ning to create an ongoing alliance with 
an Islamic bank. This, according to 
Eirvin Knox, chief executive officer of 
ADCB, wi l l help the bank enter the fast-
growing segment of Islamic banking. 
"There are a couple of banks in the 
country that have Islamic banking win
dows. But we intend to have a foothold 
in this area through a tie-up with an 
existing Islamic bank from either Dubai 
or Abu Dhabi," said Knox. 

ADCB, which has the highest net worth 
of about Dh5 billion, recently entered 
into a strategic alliance with banks in 
other countries such as Lebanon. Knox 
said ADCB does not have immediate 
plans to establish a physical presence in 
other GCC countries. "However, we 

wil l observe what is happening on this 
front and take a decision accordingly," 
he added. 

ADCB faced problems from huge bad 
loans accumulated over the years and 
now it is slowly sorting out this problem 
through concerted recovery initiatives 
and selective write-offs. ADCB also has 
plans to set up three or four branches in 
Dubai and Sharjah, but as Knox noted, 
the bank is finding it difficult to identi
fy proper locations. 

Stating that Dubai is equally important 
to ADCB, Knox said the bank has equal 
sized assets in Dubai and Abu Dhabi, 
although the number of branches in 
Dubai is smaller. The bank which 
launched a debit card recently with 
unique security features and innovative 
incentive characteristics attached to it, 
is working on establishing a separate 
investment banking entity. "We are 
coming out with equity funds and other 
products and this entity wi l l take care of 
such things. Besides, lot of initial public 
offerings (IPOs) are in the line-up," 
Knox said in an interview. 

ADCB has chalked out plans for Indian 
operations comprising two branches 
one each in Mumbai and Bangalore. 
The bank intends to forge an alliance 
with one of the leading Indian banks in 
order to have a better reach in that vast 
market. The bank wi l l be soon launch
ing a number of retail products in the 
market which wi l l include specific ones 
for non-resident Indians (NRIs) also. 

Mashreq Bank to Create an 
Islamic Financial Institution 

The Mashreq bank w i l l create an 
Islamic financial institution in order to 
meet the region's need for Sharia-com-
pliant financial instruments. "The new 
institution wi l l be a financial institution 
and thus does not need a banking 

licence," said Abdul Aziz A l Ghurair, 
CEO of Mashreqbank. He told the new 
entity wi l l be a fully owned subsidiary 
of the bank, and wi l l be capitalized ini
tially at Dh200 million. "The Islamic 
finance segment is growing faster than 
the conventional finance sector. By 
establishing a fully Islamic finance 
company, we wi l l be able to participate 
in the growing market for Sharia-com-
pliant financial instruments," A l 
Ghurair said. He also said the new com
pany wi l l have the option of increasing 
its capital, but at a later stage. Abdul 
Aziz A l Ghurair said the new company 
wil l have the option of increasing its 
capital, but at a later stage. 

Yemen 

Opening of a Major islamic 
Bank in Yemen 

The opening of a major Islamic bank in 
Yemen wi l l be announced shortly with a 
capital of YR 20 billion. A number of 
Gulf businessmen have arrived in 
Sana'a to hold talks with their Yemeni 
counterparts to set up this bank, which 
is expected to become the biggest 
Islamic bank in the market. 

The coordinator, setting up the bank, 
Shihab Al-Azazi, has been quoted as 
saying that the bank would start its 
activities next year, adding that the Gulf 
businessmen expressed their readiness 
to increase the operating capital of the 
bank in the future. He pointed out the 
legal problems that still obstruct major 
investments such as the laws of the 
Central Bank of Yemen, which stipulate 
that the rate of foreign capital invest
ment in a bank in the country should be 
not exceed 60 percent of the total capi
tal of the project. He called the con
cerned bodies in the investment sector 
to help deal with such problems for 
investors in order to stimulate stronger 
investment projects in the country. 
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