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C O M M E N T 

Investment Funds - Room For 
Cooperation 

f T n hcreccntcaseofaLloyd'sofLondon 'name'who had jih 
I invcsuncnt portfolio with a well-known European Bank 

with a mandate including a 15 percent risk factor per year 
and no interest-bearing investments, is both interesting and 
relevant to Islamic banks. 
The Lloyd's 'name' who happens to be a Muslim, according to 
one report, won costs but not damages in a suit brought against 
alleged negligence by the bank for not sticking to his mandate. 
To cut a long story short, the 'name' alleged that the loss on his 
invesunent portfolio for the yciir totalled 29.1 per cent iuid the 
bank subrjcquently "convertcxl everything into cash and put it 
into a fiduciary deposit, - an interest-bearing deposit - therefore 
violating the other half of the mandate". 
The question that Islamic banks should ask themselves is why 
should a Muslim investor, who is obviously keen to invest his 
funds under Islamic banking prollt-and-loss (PLS) principles, 
opt to mandate his investment portfolio to a European Riha-
bank which appciirs to have limited exix;rtise of interest-free 
investments? 
Such devout Muslims ought to be the bread-and-butter clients of 
Islamic banks and yet they ch{X)se otherwise. Is it something to 
do with the image or credibility of Islamic banks, or is it simply 
that old habits die hard and even seemingly devout Muslims trust 
Western banks more? 
NEW HORIZON has always argued about the paucity of a 
marketing and corporate strategy among the major Islamic 
banking groups. Whatever marketing there is, it is at best 
haphazard and unprofessional. Some Muslim clients of Islamic 
banks have complained about the inability of these banks to 
explain clearly and simply the services and pnxlucts which they 
offer. The words 'interest-free' and 'profit-and-loss-sharing' 
also lead to many misundcrstitndings. As such Islamic banks 
have only themselves to blame if they cannot attract their natural 

I client base. 
Thisdcxjsnotmeantliat Islamic banking windows in conventional 
banks do not serve a puqx)sc Ix)lh for Islamic and conventional 
banking. In the long run it will bridge the gap between the two 
and promote greater cix)peration and understanding. Butlslamic 
banking ncals the expertise and organisitlional input of their 
conventional counterj^aas. Banking today cannot be merely 
about ideology and profits. There arc so many other inputs which 
are equally vital - efficiency, R& D, technology and in the case 
of Islamic banking, the welfare and development ethic. 
Thus it is not surprising that in tenns of funds under msuiagement 
and balance sheets, some of the largest entities involved in 
Islamic banking arc not Islamic banks, but conventional banks 
with Islamic banking windows or units such as Citibank, Kleinwort 

Benson, ABC International, and Union Bank of Switzerland. 
Ideologues and cynics no doubt ask, how can conventional banks 
practice and promote Islamic banking? True, every effort must be 
made to keep the bahuice sheet of the Islam ic windows separate from 
tlie rest of the bank. But nowadays Western bankers are so familiar 
with Islamic banking terminology and instruments such as 
Morahaha (cost-plus financing), lijara (leasing), Miuiarafxi (irast 
funding), and Mosharaka (equity financing), that it won't be 
surprising if they set the pace for the development of Islamic 
secondary market instruments. 
The logical step forward would be lor Islamic banks and llicir 
conventional counterparts to get together regularly to exchange 
information, ideas and cooperate in the development of new 
instruments and services. 
Of course there has been some cooperation but this has been mainly 
confined to the usual correspondent banking relations, although one 
or two Islamic banks have reached agreements with conventional 
counierpiirts to bypass the interest factor as fiir as ovcmight deposits 
and funds arc concerned. Others such as Al Rajhi Banking & 
InvestmentCorporation(ARBIC) has asked ANZ to arrange Iskunic 
lease financing for the purchase of an aircraft for Emirates Airlines. 
Others such as Faisal Islamic Bank of Bahrain (FIBB) has Iciid 
managed multi-million dollar syndications for the likes of the 
Cotton and Rice Export Corporations of Pakistan in which 
conventional banks such as Grindlays Biuik, ABC International and 
Manufacturers Hanover Trust have subscribed to in the past. Even 
the Saudi Arabian Monetary Agency (S AMA) has given permission 
IQ a number of conventional banks in the Kingdom to set up Islamic 
investment funds. 
But in Malaysia, c(X)peration has gone even further. In July, 
Malay.sian Finance Minister Anwar Ibrahim opened llie country's 
Islamic banking sector to all financial institutions that are able to 
meet the interest-free blinking scheme (SPTF) guide-lines set by 
Bank Negara. At present many such institutions are in the pr(x;ess 
of implementing Islamic banking SPTFs. 
Bank Ncgara Governor Tan Sri Jaffar Hussein has told NEW 
HORIZON that he is confident that all conventional banks in the 
country will eventually offer Islamic banking services. "Once the 
conventional banks stiirt to open Islamic counters, then this fonn of 
banking will be a force to reckon with. If Western conventional 
banks, with branches incorporated in Malaysia, do not respond and 
have a commitment (to Islamic counters) then they will be left 
behind. 
The mes,sage is clciir, 'adapt or die'. However, itapplies equally to 
Islamic banksand conventional bankseitlieroperaiing in the Muslim 
world or with a liirge Muslim client ba.se. 
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IDB Tries To Reach Out 
^'W^ he Jeddah-based 
X Islamic Development 

Bank (IDB), the largest 
trade and project finance 
institution in the Islamic 
world which also operates 
under Shariah banking 
principles, is to set up its 
first regional office abroad 
since its establishment 16 
years ago. 

The IDE's President Dr Ahmad 
Muhammad AH has announced that 
the office will be based in Rabat in 
Morocco to serve the Maghreb 
countries of Algeria, Tunisia, 
Morocco, Mauritania and Libya. 
The IDE's funding operations in 
the Maghreb have totalled over 
$3.7b since its establishment. 
Dr Ali signed the agreement to set 
up the office with Moroccan Prime 
Minister Abdul Karim Al-Qumrani 
during a visit to the North African 
country in July. Under the agree
ment, the regional office will fol
low-up the implementation of IDE-
funded projects in the region, moni
tor the Maghreb market and beyond 
and gather information for possible 
future investments and funding. 
Morocco, in return, has agreed to 
provide the building for the IDE 
regional office and to treat the of
fice as a diplomatic mission with all 
the advantages afforded to such mis
sions. 
The five Maghreb countries, ac
cording to the latest annual report 
of the IDE, have a total subscrip
tion to the IDE of 398.5m Islamic 
Dinars (IDs), with one ID=One SDR 
(Special Drawing Right) of the In
ternational Monetary Fund. By far 
the biggest subscriber to the IDE of 
the five is Libya with ID 315.3m, 
followed by Algeria with ID 63.1 m, 
Morocco with ID 12.6m, Tunisia 
with ID 5m and Mauritania with ID 
2.5m. 
The idea of setting up IDB regional 
offices outside its home base of 
Saudi Arabia is not new. The late 

Turkish President Turgut Ozal was a keen 
proponent of IDB decentralisation and 
two years ago at the Islamic heads of state 
summit in Dakar in Senegal forcefully 
argued for the institution to increase con
tact with its members by setting up spe
cialist offices in key IDB member regions. 
However, Ozal's argument went even 
further. He stressed that the OIC should 
rethink its economic policy along the lines 
of changes - both in political develop
ments and economic reforms - sweeping 
the world, including some OIC member 
countries. To meet these challenges, added 
President Ozal, the OIC and its organs 
such as Comcec and the IDB needed to 
restructure their priorities and strategies 
to promote intra-Islamic trade which cur
rently stands at a paltry 9.3 per cent. 
Other IDE observers also stress that the 
bank is trying to do too much from its 
base considering its 46 member states are 
spread across a vast geographic expanse. 
These observers stress that for the IDB to 
be more effective as a pan-Islamic devel
opment funding entity, it needs to set up 
regional offices in key areas such as South 
East Asia, which currently has the highest 
GDP growth rate in the world, in Indone
sia, which is the most populous Muslim 
country, in the Near East to cover Paki
stan, Iran, Afghanistan and Bangladesh; 
and perhaps also in Kampala to cover the 
sub-Saharan African member countries. 
To be fair the IDB is paying more atten
tion to some of the challenges it cur
rently faces, such as increasing the share 
of trade between member states, promot
ing counter-trade, and extending export 
credit and investment guarantees. Earlier 
this year, the IDB raised its authorised and 
subscribed capital from ID 2b to ID 6b 
and ID 4b respectively, aimed at "increas
ing the level of effectiveness" of its activi
ties in member states and to offset the flow 
of funds from the industrialised states to 
Eastern Europe and the CIS at the ex
pense of the developing states, several of 
whom are IDB member countries. 
The increased capital, says the IDE, will 
also mean a higher level of financing per 
projectand higher ceilings for loans which 
"will enable the IDB to undertake better 
quality projects and enhance mobilisation 
of resources from co-financiers." 
But the institution still appears to respond 
very slowly to the immediate needs of the 
majority of its member countries. While 
new priorities have emerged and the bank 

is armed with a mandate to raise 
additional resources, it has hardly 
made any inroads in helping to 
alleviate poverty in many of its 
member states through agricul
tural, rural and industrial develop
ment and intra-Islamic trade. 
True, the IDB reflects the politics 
and in-fighting of the Islamic world 
in general, but its officers should 
adopt a far more transparent roie 
and be accountable not only to the 
board of governors but also mor
ally to the Muslim Ummah. In
deed it is a lack of vision and 
transparency and a controversial 
allocation of resources that has 
forced Jacques Attali of the Euro
pean Bank for Reconstruction & 
Development (EBRD) to quit pre
maturely. Perhaps the IDB should 
heed this lesson. 
However, there are signs that the 
IDB is losing its erstwhile coyness 
especially in promoting its activi
ties with regional organisations. In 
July, the bank signed a memoran
dum of understanding with the 
Economic Cooperation Organisa
tion (ECO), made up of Pakistan, 
Iran, Turkey, Afghanistan, and the 
six former Soviet Muslim Repub
lics of Kazakhstan, Turkmenistan, 
A z e r b a i j a n , U z b e k i s t a n , 
Kirghizstan and Tadjikistan. 
Under the memorandum signed by 
Dr Ali and ECO Secretary-Gen
eral Shamsad Ahmed during the 
July Summit of ECO heads of state 
in Istanbul, the IDB will extend 
technical assistance for preparing 
feasibility studies in vital areas of 
development, extend trade and 
project finance, and scholarships 
to students from the Central Asian 
member states to study in Turkey, 
Iran and Pakistan. The IDB will 
also exchange trade and other in
formation with ECO, send a high 
level trade mission to the newer 
ECO member states in Central 
Asia, and will co-finance projects 
with ECO's proposed Trade De
velopment Bank especially in the 
area of transport and communica
tions infrastructure, agriculture and 
food processing and textile indus
tries. 
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F E A T U R E 

Monetary Management 
in an Islamic Economy 

While the fundamental sources of Islam do not provide any direct guidance on the management of money, they are unequivocal in their condemnation of Riba. In this three part series, MOHSIN KHAN formerly of the International Monetary Fund (IMF) Washington and ABBAS MIRAKHOR, currently at the IMF set out to examine the Islamic financial system with a view to establishing a framework for monetary and financial policies. 
rW^ he core of the Islamic economic 

I system is made up of a collection 
of rules and institutions - defined 

by the Shariah - which determine 
economicbehaviour.Thereare additional 
rules, but these are the result of decisions 
taken by authorities in an Islamic society, 
to further the aims of that society rather 
than rules laid down by the Shariah. 
Together, the two sets of rules are 
designed to create a dynamic economy. 
The role of money and monetary 
management in an Islamic economy must 
fit into a cohesive economic system as 
defined by Islam. Because Riba is 
condemned, financial and monetary 
relations in an Islamic system have to be 
organised so as to avoid interest in any 
form. It is this condemnation of interest 
that makes monetary management in an 
Islamic system differ in a very basic, but 
important way, from monetary 
management in the conventional system. 
The Prohibition of Interest 
The Islamic law of prohibition of interest 
is not based on economic theory but on 
religious sources which consider the 
charging of interest an act of injustice. 
From the beginning, however, attempts 
were made to explain the law and 
rationalise its apphcation. 
Early Muslim scholars considered money 
as a medium of exchange, a standard of 
value and a unit of account but rejected its 
function as a store of value for which 
money could be sought as an end in itself. 
Money was considered as an intermediary 
among assets and a mirror, which, just 
like a ruler or a judge, passes judgement 
on, and reflects the value of other 
commodities. Thus, hoarding money was 

considered an act of injustice because it 
was, according to Imam Muhammad Al-
Ghazali "exactly like imprisoning a ruler 
where his ruling cannot be reached". 

Early Muslim scholars considered 
money as a medium of exchange, a 
standard of value and a unit of 
account but rejected its function as 
a store of value for which money 
could be sought as an end in itself. 

Lending with interest was prohibited 
because "whoever uses money in Riba 
practices becomes unjust" since money is 
"not created to be sought for itself but for 
other objects". And since hoarding money 
is unjust, it is meaningless to sell money 
for money except to take money as an end 
in itself. 
Recent Muslim scholars, however, 
emphasise the lack of a satisfactory theory 
of interest. Rather, they view all theories 
as attempts to rationalise the existence of 
an institution which has become deeply 
entrenched in modem economies. In reply 
to the argument that interest is a reward 
for savings, they claim that such payments 
could only be rationalised, from an 
economic point of view, if savings were 
used for investment to create additional 
capital and wealth. 
No Connection Between 
Savings and Investment 
But the answer to the question of 
whether there is an increase in wealth 
corresponding to the savings of the 
individual seldom depends on what he 
does with the money he saves. When an 
individual saves, his saving creates 
either an asset or a debt. But, as a rule. 

he has no power to decide which it will be. 
According to these scholars, in the absence 
of s imul taneous increment of new 
investment, either a debt is created or an 
asset will change hands but there will be no 
increment in wealth. Hence, the mere act 
of abstention from consumption should not 
entitle anyone to a reward. 
In response to the argument that interest is 
justified as productivity of capital, Muslim 
scholars claim that although the marginal 
productivity of capital may enter as one 
factor into the determination of the rate of 
interest, interest per se does not necessarily 
bear any relation to capital productivity. 
Interest, they argue, is paid on money, not 
on capital, and has to be paid irrespective 
of capital productivity. 
When distinguishing between interest as a 
charge for the use of money and as a yield 
from the investment of capital, Muslim 
scholars argue that it is an error of modem 
theory to treat interest as the price of, or 
return for, capital. Money, they argue, is 
not capital, not even representative capital, 
it is only 'potential capital' which requires 
the service of the entrepreneur to transform 
the potentiality into actuality; in short, the 
lender has nothing to do with the conver
sion of money into capital and with using it 
productively. 
To the argument that interest arises as an 
inevitable consequence of the difference 
between the value of capital goods today 
and their value in the future, they respond 
that this only explains its inevitability and 
not its Tightness. 
It explains why borrowers are willing to 
pay interest and why lenders are able to 
charge it. While they do not deny the 
difference of value between present and 
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F E A T U R E 

future goods, they argue that a theory of 
interest based upon this notion is ab
stract to the point of unreality. The so-
called 'pure rate of interest', resulting 
from the time factor in valuation may 
never enter into the calculation of the 
suppliers of funds and it seldom, if 
ever, is paid as such. When forced into 
a position of identifying the 'pure rate 
of interest' the theorists always refer to 
the rates of return on 'riskless assets', 
such as those paid on first rate govern
ment securities or the rate of return on 
debentures of highly successful corpo
rations. This, they argue, is a rate on 
debt and not on capital assets. 
In the case of most successful compa
nies' debentures, rates are determined 
on the basis of the long-term success of 
these businesses, and if these corpora
tions face difficulties and their profits 
decline, the 'pure rate' ceases to exist, 
because their debentures are no longer 
considered 'riskless'. 
Hence, the 'pure rate' is a return on 
debt, and its existence is contingent 
upon past and current profits. Even if 
the basis for time preference is the 
difference between the value of com
modities this year and the next, Muslim 
scholars argue, it seems more reason
able to allow next year's economic con
ditions to determine the extent of the 
reward. 
In summary, Muslim scholars maintain 
that when a person loans money, the 
funds are either used to create a debt or 
an asset through investment. In the first 
case, there is no justifiable reason why 
the lender should receive a return. 
Nor is there any justification, from the 
point of view of social justice, for the 
state to attempt to enforce an uncondi
tional promise of interest payment re
gardless of the use made of the bor
rowed money. 
If, on the other hand, the money is used 
to create additional capital, the ques
tion is raised as to why the lender should 
beentitled to only a fraction(represented 
by the interest rate) of the exchange 
value of the utilities created by his 
money. Justice demands that he should 
be remunerated for the role his capital 
played in creating wealth. 

Necessity of 
Entrepreneurial Effort 
It is argued that Islam does not object to 
profit as a return on entrepreneurial 
effort, and to financial capital, in fact, 
such profit is encouraged. Only the 
principles of identifying money with 
capital and paying interest as a reward 
for the mere act of refraining from con
sumption are refuted by these scholars. 
However, money advanced for trade 
and production can be contracted to 
receive a share of the profit, because 
the supplier becomes part-owner of the 
capital, sharing in the risks of the enter
prise. In this case he is a partner in the 
enterprise and not a creditor. 
There is a vast difference between an 
ordinary shareholder - who is one of the 
proprietors of the enterprise, liable for 
its debts to the extent of his investment, 
and receiving a dividend when a profit 
is earned - and a creditor who is a 
debenture holder, loaning money with
out the risk of owning and operating 
capital goods, and claiming interest ir
respective of the profit or loss of the 
business. It is true that the creditor runs 
a risk, but this risk is not related to the 
profit but to the solvency of the bor
rower. 
Uncertainty of Profits 
Islam permits plenty of leeway in es
tablishing contracts - assuming that the 
terms of the contract are not in violation 
of the Shariah - and is most likely to 
look favourably on any agreement made 
with the consent of the parties involved, 
so long as the shares of each depend 
upon uncertain gains. 
This aspect of the arrangement is cru
cial, since the Shariah condemns even 
a guarantee by the working partner to 
restore the exact amount originally in
vested , not only because it removes the 
element of uncertainty needed to make 
the arrangement acceptable according 
to the Shariah, but also because the 
lender will not be remunerated to the 
extent of the productivity of his finan
cial capital in the resulting profit. If the 
wealth created is to have a higher value 
in a year's time, then the lender (as a 
partner in the enterprise) should be re
warded for the contributions his fi

nances made in creating the wealth. 
Islam, in forbidding interest and encourag
ing the earning of profit, recognizes that 
interest arises from making a loan, while 
profit arises from an investment of capital 
combined with entrepreneurial effort. 
Lending per se does not necessarily imply 
the investment of additional capital, either 
simultaneously or subsequently. Nor does 
it necessarily create an asset. It will only do 
so if the borrower invests successfully, in 
which case the lender is entitled to a re
ward, but if, and the emphasis is on the if, 
he has shared in the uncertainty of profit 
and loss of the enterprise. 
Ban on Interest in Property 
Law 
An alternative explanation of the law pro
hibiting interest and justification of its ap
plication can be provided based on Islam's 
position on individual property rights and 
obligations and its conception of economic 
justice. Islam recognises two types of 
individual claim to property: (a) the prop
erty that is, a result of the combination of 
an individual's labour and natural resources; 
and (b) property whose title has been trans
ferred by its owner as a result of exchange, 
remittance of rights to others, beneficence 
grants by the owner, and inheritance. 
Money represents the claim of the owner to 
property created by assets that were ob
tained either through (a) or (b). Lending 
money, is in effect, a transfer of this right 
and all that can be claimed in return is its 
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F E A T U R E 

equivalent and no more. Interest on 
money represents an unjustifiable crea
tion of instantaneous property rights: 
unjustified because interest is a prop
erty right claimed outside the frame
work of individual property rights rec
ognised by Islam; and instantaneous 
because as soon as the contract for 
lending upon interest is concluded, a 
right to the borrower's property is cre
ated for the lender. 
It is clear that the money lent is used 
either productively in the sense that it 
creates addi t ional weal th , or 
unproductively, in the sense that it does 
not lead to the creation of wealth by the 
borrower. In the latter case, since no 
additional wealth, property, or asset is 
created by the borrower, the money lent 
- even if legitimately acquired - cannot 
claim additional property rights since 
none are created. 
In the former case, when it is used in 
combination with the creative labour of 
the entrepreneur to create additional 
wealth, it also cannot claim any right to 
the incrementally-created wealth be
cause the lender, when loaning his 
money, does not expect a portion of the 
incremental wealth, but a fixed return, 
irrespective of the outcome of the en
terprise; he in fact transfers the right to 
his property to the borrower. 
On the other hand, when the financial 
capital of the lender is used in partner
ship with the labour of the entrepre
neur, the lender's right to his property 
is not transferred and remains intact, 
thus making him a co-owner of the 
enterprise, and his money, which repre
sents past productive labour, has a claim 
and a right in the product it helps create. 
The Islamic Financial 
System 
In accordance with the ban on interest, 
and the encouragement of trade and 
profit, the Shariah has developed two 
forms of financial arrangements: 
Mudarabah and Musharakah. Under 
the provisions of Mudarabah, surplus 
funds are made available by a lender to 
an entrepreneur to be invested in a pro
ductive enterprise in return for a prede

termined share of the profits earned. 
Financial losses are borne exclusively 
by the lender who does not have a role 
in the management of the enterprise. 
The borrower loses only the time and 
effort invested in the venture. This 
profit-sharing arrangement, therefore, 
effectively places human capital on par 
with financial capital. 
In Musharakah, there is more than one 
contributor of funds. The parties invest 
in varying proportions, and have the 
right to participate in the management 
of the enterprise, whilst the profits (or 
losses) are shared strictly in relation to 
their respective capital contribution. 
This arrangement corresponds closely 
to an equity market in which shares in 
a firm are open to the public, banks, 
and the government. 
In transactions where profit sharing is 

not applicable, other modes of financ
ing - including Qard al Hasanah (be
neficence loans), Bai Mua'jjal (de
ferred-payment sales), Bai Salam (pur
chase with deferred delivery), Ijara 
(leasing), and Jo'alah (service charge) 
can be employed. 
Under the Shariah, the freedom of con
tracts provides the parties involved with 
considerable flexibility, making itpossi-
ble to establish numerous forms of fi
nancial transactions and instruments. 
The only constraints are that both par
ties are fully informed of all the details 
of the contract and of course, that the 
contract does not contain interest. 

In next month's issue, the authors 
will discuss how banks and financial 
markets will function under an Is
lamic system. 
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Finding An Appropriate Exchange 
Rate Regime for 

The Islamic Republic of Iran 
BIJAN BINESH AGHEVLI of the International Monetary Fund discusses the Islamic Government of Iran's latest moves to unify their exchange rates and the implications for Iran's economy. 

r 1 1 he issue of an appropriate 
I exchange rate regime for Iran, 

is a crucial one. The recent move 
to unify the multiple exchange rates at a 
depreciated level was a critical step in 
removing entrenched distortions in the 
system and represented an important 
step towards economic reform. While 
the importance of this move cannot be 
over-emphasized, it would be folly to 
think that one single action can correct 
all the long-standing distortions of the 
previous system. It is clear that a 
difficult adjustment period lies ahead 
for the Iranian government. 
Influence of Oil on the 
Economy 
Iran's economy is dominated by the oil 
sector, which is the main source of foreign 
exchange. Oil revenues have comprised 
about 90 per cent of total export earnings 
in recent years. The contribution of the oil 
sector to the budget had been substantially 
underestimated by the ex-official 
exchange rate, but, if converted into 
domestic currency at the parallel market 
rate, oil earnings would also account for 
the bulk of budgetary revenues. 
To the extent that such earnings accrue 
direcdy to the budget, the government is 
the principal agent for the channelling of 
oil resources into the economy. However, 
the budgetary appropriation of oilrevenues 
through a highly distorted system of 
multiple exchange rates, has resulted in a 
significant misallocation of resources. 
To gauge the magnitude of these 
distortions, it is important to review the 
previous multiple exchange rate system. 

Under this system, the total supply of 
foreign exchange was provided in the 
following proportions: three-fifths was 
provided at the highly subsidised official 
rate of about 70 riyals per US dollar; one-
fifth was provided at the less-subsidised 
competitive rate of about 600 riyals per 
US dollar; and the remaining fifth was 
supplied to the market where the floating 
rate moved in the range of 1,400-1,500 
riyals per US dollar. The average 
weighted exchange rate was, therefore, 
about 500 riyals per US dollar, or 
substantially below the floating rate. 
The overvaluation of the official 
exchange rate was partly reflected in a 
simultaneous underestimation of 
government imports and oil revenues in 
terms of domestic currency. This aspect 
of the multiple exchange rate system was 
mainly an accounting phenomenon in the 
sense that a different exchange rate would 
not allow the overall fiscal balance, 
although the undervaluation of foreign 
exchange is likely to have encouraged 
excessive government imports. 
A large amount of oil revenues, however, 
was allocated at the official and 
competitive exchange rates to public 
enterprises engaged in productive 
activities. These allocations represented 
an implicit subsidy that was not reflected 
in the budget. 
The implicit exchange rate subsidies 
provided to public enterprises, have 
created serious structural imbalances in 
theeconomy. Sizeable financial resources 
have been shifted to those activities that 
have been eligible for access to the 

official exchange rate, regardless of thtir 
economic merit. As demand for foreign 
exchange was insatiable at the unrealistically 
appreciated official rate, the GovOTimenthad 
to rely on non-price mechanisms for allocating 
foreign exchange. These mechanisms 
promoted rent-seeking activities and 
corruption. The scale of these unproductive 
activities increased rapidly as expansionist 
fiscal and monetary policies fuelled inflation. 
Pressures on the Economy 
The result was a widening of the gap 
between the official and the floating rates, 
which in turn, raised the implicit real 
subsidies to public enterprises, further 
worsening the fiscal position and setting in 
motion an inflationary cycle. These macro 
economic problems were exacerbated by the 
immense cost of the war with L^q, trade 
sanctions and the freezing of Iranian assets, 
and the weakening of the oil market. 
Ultimately, increased pressure on the 
balance of payments and the associated 
short-term liquidity problems necessitated a 
fundamental reform of the exchange rate 
system. 
Short-term Management of 
Exchange Rate Policy 
An immediate decision that had to be made 
following the exchange rate unification was 
whether to devalue and then peg the rate, or 
adopt a flexible regime. The relative merits 
of these two options are dependent on a 
number of considerations. A pegged 
exchange rate regime, if supported by 
restrictive fiscal and monetary policies, has 
the advantage of providing an effective 
anchor for stabilising post-devaluation 
prices. A viable pegged regime, however, 
requires a comfortable level of international 
reserves to ward off speculative attacks on the 
currency. An underdevaluation would result 
in a deterioration in the external position and 
require further devaluations that would 
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undermine the credibiHty of the pegged 
regime. On the other hand, an over 
devaluation would magnify the initial 
price jump and ignite a wage-price 
spiral. 
In the case of Iran, given the difficulties 
in containing budgetary expenditures 
following the large devaluation, it would 
have been difficult to ensure that 
financial policies would be sufficiently 
restrictive to rule out any further 
exchange rate adjusunents. 
Furthermore,the uncertainties associated 
with the extent of the pass-through of the 
devaluation to domestic prices would 
make it extremely difficult to determine 
the marketclearing exchange rate. In the 
absence of a large cushion of international 
reserves to defend the peg, the initial 
devaluation would have to err on the high 
side, with adverse inflationary 
consequences. 
By contrast, a flexible exchange rate 
regime would obviate the need either for 
large international reserves or for having 
to decide on the correct initial exchange 
rate. Under this system, the exchange 
rate could be adjusted in response to 
market forces. A complete free float, 
however, would have the disadvantage 
that speculative capital flows would give 
rise to volatile exchange rate movements. 
Taking all of these factors into account, 
the policymakers' strategy of adopting a 
managed float following the unification 
appears to have been the most pragmatic 
approach. 
Depreciation of tfie Riyal 
It is interesting to analyse rate 
developments following the unification. 
It could have been argued, that the 
additional supply of foreign exchange 
directed to the floating rate market would 
exceed the additional demand, as many 
importers who previously had access to 
the official rate would have to purchase 
foreign currency at a much higher price. 
Under these circumstances, there would 
be pressure for the floating exchange rate 
to appreciate. In the event, however, the 
floatingratedepreciatedaftertheexchange 
rate unification, as the government 
adjusted the rate in response to 
developments in the parallel market. 
The initial downward pressure on the 
exchange rate reflects a number of factors. 
On the supply side, the removal of the 
official exchange rate has eliminated the 

incentive for a rechannelling of foreign 
exchange through corrupt practices. 
Consequently, the additional supply of 
foreign exchange to the floating market is 
partly offset by the decline in supply 
through unofficial channels. 
On the demand side, there are indications 
that importers may have brought forward 
their purchases because of anticipated 
increases in tariffs owing to delayed 
adjustment of the exchange rate used for 
customs valuation purpxjses. Furthermore, 
demand for foreign exchange has risen 
owing to the concomitant relaxation of 
current account transactions, particularly 
for travel abroad. Finally, uncertainties 
regarding the new exchange rate system 
inevitably gave rise to speculative capital 
flows. These factors have contributed to 
the initial depreciation of the floating 
exchange rate. 

A crucial task following a 
devaluation is the formulation 
of fiscal and monetary policies 
designed to protect the 
improvement in external 
competitiveness. Unless the 
government is determined to 
establish financial discipline, the 
beneficial effects of devaluation 
are short-lived. 

The more recent appreciation of the rate, 
however, suggests that some of these 
factors, particularly speculative capital 
outflows, may have been transitory, 
leading to an initial overshooting of the 
rate. 
Supportive Financial 
Policies 
A crucial task following a devaluation is 
the formulation of fiscal and monetary 
policies designed to protect the 
improvementin external competitiveness. 
Unless the government is determined to 
establish financial discipline, the 
beneficial effects of devaluation are short
lived. On the fiscal side, the elimination 
of the official exchange rate has removed 
an important source of subsidies to 
public enterprises. 
Consequently, many of these enterprises 
are likely to seek explicit budgetary 
support to offset their increased import 
costs (and foregone profits from foreign 
exchange transactions). To the extent that 

a major purpose of the devaluation has been 
to shiftresources away from inefficientpublic 
enterprises, it is critical that such 
enterprises' demand for budgetary support 
be strongly resisted. 
More generally, the devaluation will gready 
increase government oilrevenues in domestic 
currency, as the conversion rate is changed 
from the official to the unified rate. Such a 
revenue increase will intensify pressures for 
increased government spending. To be sure, 
a significant increase in budgetary 
allocations will be required to meet the 
higher domestic costs of government imports. 
However, every effort should be made to 
economise on foreign exchange utilisation on 
the basis of the more realistic pricing of 
imports. It should be remembered that the 
previous overvaluation of the exchange rate 
was a direct result of inflationary financial 
policies. The devaluation will, therefore, be 
successful only if it is supported by a 
significant improvement in Iran's overall 
fiscal position. 
Inflationary Pressures 
A consolidation of Iran's fiscal position will 
greatly facilitate the conduct of monetary 
policy. Nevertheless, the short-term 
formulation of monetary policy is 
complicated by the devaluation-induced rise 
in domestic prices. This upward adjustment 
in prices, which should be separated from the 
underlying rate of inflation, is the main 
conduit for channelling the desired effects of 
devaluation into the economy. 
By raising the price of tradeable goods 
relative to nontradeable goods, devaluation 
shifts aggregate supply in the direction of 
tradeable goods and demand in the direction 
of nontradeable goods, thereby helping to 
improve the external position. 
Given the extent of previous distortions in 
Iran's exchange rate system and the size of 
the devaluation, the price adjustments are 
likely to be sizeable. In the short term, mon
etary policy needs to strike a balance between 
alleviating the contradictory impact of de
valuation and continuing inflationary pres
sures. The devaluation induced price increase 
results in a decline in real balances, and 
domestic demand. The price adjusUnent must 
be taken into account to avoid either a credit 
crunch or an acceleration of the underlying 
inflation rate. However, it must be remem
bered that it is always easier to relax the 
monetary stance, should there be indications 
of a credit squeeze, than to dampen infla
tionary pressures, and so monetary policy 
should err on the conservative side. 
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The experience of other countries un
dertaking large devaluations suggests 
that some output contraction in the 
short-term may be unavoidable, given 
the need to maintain a tight monetary 
stance. However, the impact of a tight 
credit policy on the expansion of the 
private sector would be alleviated by 
ensuring that credit to the public sector 
does not pre-empt private demand. 
Strong fiscal discipline, is, thus, a pre
requisite for avoiding a credit squeeze 
in the private sector. 
While financial policies should be 
geared to containing underlying in
flation, it is equally important that the 
impact of devaluation be passed through 
to domestic prices so that the industrial 
sector can develop new and competi
tive industries and so increase em-
ploymentopportunities. Unfortunately, 
such a restructuring of the economy 
cannot take place quickly, and at the 
same time there will be pressures on the 
government in the shape of an immedi
ate increase in the cost of imports, and 
resistance from those who were reap
ing large rewards from the earlier ex
change rate system. 
The Fixed Versus Flexible 
Debate 
Economic thinking on fixed versus flex
ible exchange rates has tended to con
centrate on the relative effectiveness of 
the two regimes in meeting two objec
tives: maintaining international com
petitiveness and establishing price sta
bility. 
Proponents of fixed exchange rates have 
argued that this regime provides an 
effective anchor for price stability by 
imposing financial discipline on the 
government. Indeed, a case can be made 
that, when the authorities are genuinely 
determined to establish financial disci
pline, a public commitment to a fixed 
exchange rate, enhances confidence and 
facilitates the task of stabilising prices. 
However, it should be emphasised that 
a fixed exchange rate does not in itself 
impose financial discipline. There are 
many examples of countries, includ
ing Iran, which have maintained a 
fixed exchange rate, but have not ad
hered to the requisite financial poli
cies. In these cases, the resulting 
deterioration in external competitive
ness has retarded growth and wors
ened the balance of payments 

position, ultimately forcing a devalu
ation. The more expansionary the 
financial policies, and the longer the 
period of a fixed exchange rate, the 
larger the eventual devaluation. 
A fixed regime, by definition, precludes 
the use of the exchange rate as an in
strument of external adjustment. Con
sequently, when the economy is sub
jected to a shock, the only available 
course of action is to rely on financial 
policies to bring about the required 
adjustment. 
Developing countries are particularly 
vulnerable to sudden shifts in their 
external terms of trade. To the extent 
that these countries are price takers in 
the market for both exports and im
ports, their external terms of trade are 
determined independent of their ex
change rate. In the event of a sharp 
deterioration in the external terms of 
trade, an exchange rate adjustment 
would be required to alter the internal 
terms of trade so as to bring about the 
necessary shift of resources into the 
traded goods sector and correct the 
external imbalance. 
To rely solely on contradictory finan
cial policies to adjust the internal terms 
of trade through a reduction in the price 
of goods not for trading would 
acquire considerable adjustment time 
and would result in a severe recession. 
In contrast the correction of relative 
process through an exchange rate ad
justment would be considerably less 
costly. 

A variant of this argument, is that a 
flexible regime would free monetary policy 
to cope with domestic objectives, leaving 
the exchange rate to deal with external 
imbalance. This argument however, has 
been challenged in recent years. First, the 
experience of the industrial countries with 
floating regimes has demonstrated that, in 
the presence of capital flows, it would not 
be possible to ignore the impact of domes
tic policies on exchange rate movements 
and the current account balance. 
The second point which is particularly per
tinent to the developing countries, is that it 
is not at all clear that under a flexible 
regime, the authorities would effectively 
use their independence in policy making to 
achieve their domestic objectives. Indeed, 
freed from external constraints, the au
thorities may rely even more extensively 
on large fiscal expansion financed through 
inflation tax. 
A compromise would be to adopt a flexible 
exchange rate, but to implement restrictive 
financial policies to ensure that both the 
exchange rate and the domestic prices are 
kept relatively stable. This would provide 
a sound basis for sustained non-inflation
ary growth over the medium term and pro
vide adequate flexibility to cope with ex
ternal shocks. 

Bijan Binesh Aghevli was speaking at 
the third annual seminar of "Monetary 
and Foreign Exchange Policies", held 
in Tehran, in May of this year. 
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The Interest System and Financial 
Instability 
By Dr Mohsen Fardmanesh 

I nstability and financial crises have been latent, if not manifest features of modern capitalist economies. The contained crashes of the Tokyo and New York stock markets since October 1987 are recent reminders of this inherent problem. The reason why these situations do not evolve into a full-scale economic disaster similar to the great depression is, according to the economist Minsky, only due to the combined influence of governments and Central Banks. However, as Dr MOHSEN FARDMANESH points out, this approach overlooks the destructive role of interest in the system. He argues that interest is the fundamental source of instability in a capitalist economy because it ascertains a firms' payment commitments and liabilities irrespective of and before observing their income. 
Both Minsky and Keynes, consider the 
instability of the capitalist economy 
systematic, but they attribute this to 
different factors. Keynes ascribes it to the 
violent nature of the marginal efficiency 
of capital, and Minsky to the perverse 
changes in firms' margins of safety. Both 
explanations, however, overlook the role 
of the interest system in this problem. 
Theory of Financial 
Instability 
Instability in a modem capitalist economy 
depends on the use of extemal funds for 
procuring physical assets and a successful 
"hedge finance" developing into a fragile 
"speculative finance." Under this system, 
subsequent to the rise in interest rates or a 
decline in rates of actual profits, 
bankruptcies arise from the financial 
problems of firms. 
Firms finance the physical assets needed 

for producing goods and services 
internally and externally. External 
financing of the physical assets creates 
for a fum further payment commitments 
against its anticipated receipts and liquid 
assets. By closing the gap between the 
two, which Minsky calls the firm' s margin 
of safety, the firm's managers in effect set 
the probability of its financial viability. 
The instability in a modern capitalist 
economy is rooted in a systematic decline 
in the margins of safety, Minsky argues. 
Initially the margins of safety are such 
that the firms' receipts are sufficient to 
meet their payment commitments in each 
period. Minsky calls for viable debt 
financing of physical assets "hedge 
finance." The use of extemal funds for 
real investment does not stop at the 
successful hedge finance however. 
The resulting expansive market sentiment 
increases investment, capital asset prices, 
and the pace of debt financing. The 
margins of safety grow narrower, and the 
viability of the debt structures become 
less dependant in profits from current 
operations and increasingly more 
dependant on long-term expected profits 
and expected capital gains. 
Thus, the speculative content of finance 
increases, and the successful hedge finance 
develops into a fragile "speculative 
finance." A rise in interest rates or a 
decline in rates of actual profits increases 
the firms' payment commimients and 
liabilities relative to their receipts and the 
value of their physical assets. 
Consequently, the firms'debt-assetratios 
rise rendering certain firms insolvent. 
Crises in one part of the financial market 
echoes through the entire market. 
Perceived margins of safety are revised 
upward by both lenders and borrowers. 
Rapid devaluation of assets follow, debts 

become fragile, and the highly speculative 
debt structures collapse. 
interest as a Fundamental 
Source of Instability 
The economist Lavoie's formulation of 
Minsky's financial instability hypothesis 
establishes that a fundamental source of 
financial instability in a capitalist economy is 
the institution of interest. The leverage ratio-
the share of extemal finance in investment - is 
the indicator of financial fragihty in this model. 
According to Lavoie, Minsky's thesis 
depends on two events: that the economy 
"naturally" moves towards a more fragile 
financial system, and that, under such 
circumstances, interest rates eventually rise. 
Lavoie confirms the occurrence of these two 
phenomena with the two central equations of 
his model: 

g r s u V X ll-x) 

P W A S {1-9) 
where: 
g=the rate of growth of capital 
r= the retention ratio of the firm on gross 
profits 
s= the share of profits in national income 
u= the rate of utilisation of capacity 
v=: the technological capital-capacity ratio 
x=the leverage ratio 
p=the price level 
w=the nominal wage rate 
a= an index of productivity. 
Considering the first equation and assuming 
the technological capacity ratio is constant in 
the short run, Lavoie argues that in an 
investment boom the channels of retention 
ratio, profit margin and leverage ratio can be 
used for firms' expansion. The channel of the 
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capacity utilisation ratio can be used as 
well, but only to its technologically 
determined limit. With the use of the 
channel of leverage ratio for firms' 
expansion, the economy moves towards a 
more fragile financial system in an 
investment boom. 
Considering the second equation, Lavoie 
argues that the use of the channel of profit 
margin for firms' expansion entails a 
period of inflation. He then claims that 
interest rates increase in an investment 
boom. Given the economy has moved 
towards a more fragile financial system, 
the rise in interest rates entails financial 
instability in line with Minsky's thesis. 
An increase in the leverage ratio is essential 
to this thesis. The reason why it renders 
the financial system more fragile is that it 
increases firms' further payment 
commitments in definite amounts while 
their future receipts remain uncertain. It 
is, thus, the institution of interest - the 
fixed nature of the firms' future payment 
commitments and their independence 
from the firms' future receipts - rather 
than a higher share of external finance in 
firms' investments which uUimately 
brings about the collapse of more 
leveraged debt structures. 
In addition, the interest system assures the 
providers of funds the principal and fixed 
interest earnings irrespecUve of the 
performance of the funded projects. 
Consequently, when the entrepreneurs 
follow the expansive (speculative) market 
sentiment in a boom situation, the 
providers of funds, especially the (thinly 
capitalised) financial intermediaries, tend 
to freely finance speculate projects, 
rendering the financial system more 
fragile. 
General Acceptance of 
Interest 
In light of the above, it is surprising that 
almostall economists acceptthe institution 
of interest implicitly. Even Keynes, who 
did have critical views of this institution, 
did not totally reject it or count it as a 
fundamental source of instability in a 
capilalisteconomy.Herejectstheclassical 
- the loanable funds - theory of interest, 
and put forward the liquidity preference 
theory of interest.' 'The rate of interest" he 

concludes "is not the price which brings 
into equilibrium the demand forresources 
to invest with the readiness to abstain 
from present consumption. It is the price 
which equilibrates thedesire to hold wealth 
in the form of cash with the available 
quantity of cash." 
Avoiding Interest 
Nonetheless, in his policy 
recommendations, theconcluding chapter 
of the general theory, Keynes states that 
there are no "intrinsic reasons for the 
scarcity of capital" and, hence for interest 
to exist in the long run, "except in the 
event of the individuals propensity to 
consume proving to be of such a character 
that net savings in conditions of full 
employment comes to an end before 
capital becomes sufficiently abundant." 
He proposes to correct such an event by 
means of communal saving (socialisation 
of investment) through the agency of the 
state. 
Keynes is concerned with a rise in the rate 
of interest primarily because it entails a 
lower rate of investment and hence 
involuntarily unemployment. While he 
considers that a rise in the rate of interest 
may play an aggravating and even an 
initiating role in causing instability in a 
capitalised economy, Keynes suggests 
"that a more typical, and often 
predominant explanation of the crisis is, 
not primarily a rise in the rate of interest, 
but a sudden collapse in the marginal 
efficiency of capital." 
Even though a drop in the marginal 
efficiency of capital, caused by a 
deficiency in effective demand or by an 
adverse supply shock, may initiate the 
instability process, the actual problem 
lies in the interest system. It is the 
independence of the cost of finance -
interest rate - from the productivity of the 
respective debt-financed capital assets, 
and the determination of the interest rate 
before observing the yield, that is the 
institution of 'interest', which renders a 
drop in the marginal efficiency of capital 
destabilising. If the interest rate were 
based on the performance of the funded 
projects, it would always be set less than, 
or equal to the marginal efficiency of 
capital, and a drop in the latter would no 

longer destabilise the financial system. 
Instability Inherent to 
Capitalist Economies 
Keynes and Minsky consider instability and 
financial crises as natural features of modem 
capitalist economies. Their explanations as 
to what causes thisinherentproblem,however, 
overlooks the fundamental role the institution 
of 'interest' plays in causing the destabilising 
discrepancy between firms' payment 
commitments and liabilities on one hand, and 
their receipts and assets on the other hand. 
Lavoie's formulation of Minsky's financial 
instability hypothesis demonstrates that an 
increase in the leverage ratio, which reflects 
a rise in speculative finance, is the crucial 
factor in Minsky's explanation. As argued 
above, the crisis is rooted, not primarily in a 
rise in the share of extemal finance in a firm's 
investments, but in the fixed nature of the 
fum' s future payment commimients and their 
independence from the firms'future receipts. 
It is, thus, the institution of interest rather than 
a higher leverage ratio which ultimately Mngs 
about the collapse of more leveraged firms. 
A review of the general theory indicates that 
a decline in the marginal efficiency of capital 
is the predominant factor in Keynes' 
explanation of instability in modem capitalist 
economies. 
As discussed in the previous section, even 
though a fall in the marginal efficiency of 
capital may start the instability process, the 
root of the problem is to be found in the 
interest system. If the interest rate were based 
on the performance of the funded projects, it 
would be set less than, orequal to the marginal 
efficiency of capital, and a fall in the latter 
would no longer destabilise the financial 
system. 
In sum, the ultimate destabilising factor in a 
capitalist economy is the institution of 
'interest' becauseitdeterminesfirms' payment 
commitments and liabilities independent of 
and prior to observing their receipts. 

Dr. Mohsen Fardmanesh is currently 
teaching at the Department of 
Ecomomics, Temple University, U.SA. 
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Relevance of the Ottoman Cash Waqfs 
to Modern Islamic Economics 
Dr Murat Cizakca 
rW^ he cash Waqf constituted a 
I special category of Islamic 

endowments and played a major 
role in Ottoman Tmancial history, 
facilitating the flow of funds from 
those who were able to save to those 
who needed capital, primarily 
entrepreneurs, but also to members 
of the public. For this reason, the 
cash Waqf is considered to be one 
of the most significant Ottoman 
contributions to Islamic civilization. 
Given its function and contribution, 
Dr MURAT CIZAKCA of Bogazici 
University Istanbul argues, it has 
much to offer modern Islamic 
economies. 
The cash Waqf was basically the estab
lishment of a trust with money, the 
return from which would be utilized for 
serving mankind in the name of God. 
These endowments were approved by 
the Ottoman courts as early as the be
ginning of the 15th century and by the 
end of the 16th, they had become 
extremely popular all over Anatolia 
and the European provinces of the em
pire. Yet, they found little, if ever, 
application in the Arab provinces. 
In a society where health, education 
and welfare were entirely financed by 
gifts and endowments, the cash Waqfs 
carried serious implications for the very 
survival of the Ottoman social struc
ture. Moreover, they were instrumen
tal in the emergence of a legally sanc
tioned and widespread money market. 
Looking at the relative importance of 
these institutions with respect to the 
more traditional Waqf, i.e., the land 
Waqfs, it becomes clear that while the 
cash Waqfs constituted about 16 per 
cent of the Awqaf established during 
the reign of Mehmed the conqueror, in 
the year 1505 the ratio increased to 50 
per cent and by about 1560 they had 
become the dominant mode of endow
ment. 

Legal Background 
The legal issues surrounding the legiti
macy of cash Waqfs are complex and 
have contributed to a long debate among 
jurists. The debate concentrates on 
three issues: endowment of moveable 
assets, problem of perpetuity and the 
danger of Riba when transferring the 
endowment funds. 
Classical Islamic Jurists 
Being devoted Hanefis, the Ottomans 
naturally conducted their affairs within 
the general guide lines established by 
this school of thought. 
The first controversial area was the 
question of moveable assets. Since the 
perpetuity of the endowed asset is the 
essence of any Waqf, in principle, the 
endowment should consist of real es
tate. Howevtr, Hanefi scholars recog
nised three exceptions to this general 
principle. First, the endowment of 
moveable assets belonging to an en
dowed real estate, such as oxen or sheep 
of a farm, was permitted. Second, if a 
relevant Iladeth could be found, and 
third, if it was the established custom in 
the region. 
The third provision was sanctioned by 
Imam Muhammed al-Shaybani who 
ruled that even in the absence of a 
relevant Hadeth, the endowment of a 
moveable asset was permissible. How
ever, according to some sources, even 
tradition was not a required condition, 
as Imam Muhammed had in practice 
approved the endowment of moveables 
in regions where there was no such 
tradition. 
Furthermore, both Imam Muhammed 
Al-Shaybani and Abu Yusuf confirmed 
the endowment of moveables attached 
to real estate. In view of this, it is not 
surprising that there are frequent refer
ences to combined cash/real estate 
Awqaf in the Ottoman records. 
The next problem concerns the defini
tion of a moveable asset, or more spe-

Dr Murat Cizakca 
cifically, can money be considered as a 
moveable asset and therefore be permitted 
as the basis for the establishment of a 
Waqf ? It was Imam Zufer who answered 
this question in the affirmative and ruled 
that the endowment of cash was permissi
ble. 
Zufcr went into details as to how such an 
endowment could be organised: the en
dowed cash could be given as the capital of 
a Mudaraba partnership and the profit 
made would be spent in accordance with 
the general purpose of the Waqf as stated 
in its charter. If the moveable assets en
dowed were not cash, then they could be 
sold in the market and the cash thus ob
tained could be utilised as the capital of a 
Mudaraba. 
Thus, the approval of Imam Muhammed 
Al-Shaybani and Abu Yusuf of moveables 
as the basis of a Waqf, and the fact that 
Imam Zufer considered cash to be a move
able asset and approved of the cash endow
ment, constituted the foundation upon 
which the later Ottoman jurists built the 
structure of the cash Waqf. 
The establishment of cash Waqfs by the 
Ottomans during the 15th century appears 
to have taken place smoothly, and without 
any legal complications. But during the 
next century, when these Waqfs became so 
popular and began to dominate the Waqf 

12 August 1993 NEW HORIZON 



F E A T U R E 

system, the military judge of Rumeli 
(the European provinces), challenged 
the rulings. He was almost immediately 
answered by Sayh al-Islam, Ebussuud 
Efendi, and a fierce debate began, which 
lasted for more than a century. However 
the cash Waqfs continued to enjoy the 
support of the state and were able to 
flourish. 
Relevance of Cash Waqfs 
If an attempt is to be made to gage the 
relevance of the cash Waqfs to modern 
Islamic economics, then many ques
tions surrounding the cash Waqfs, their 
function, relevance and demise must be 
answered. 
First, is the matter of perpetuity, (sup
porters of the cash Waqf arguing that 
these Awqaf had as good a chance for 
survival as any other real estate, and the 
opposition believing that they would 
collapse within a relatively short time). 
Is it possible to look into this problem in 
retrospect and judge which side was 
justified? 
We also need to find out why these 
endowments disappeared so rap
idly, was it because they were 
badly managed or was it due to 
other factors? Also, in what way did 
this institution contribute to the 
process of capital accumulation? 
This question has to be tackled from 
both perspectives, i.e., from the point 
of view of the savers as well as those 
who used the funds. More specifi
cally, did the savers pool their capi
tal to form joint cash Waqfs, or add 
their capital to the akeady existing 
ones? Did the users of capital have 
recourse to several cash Waqfs so as 
to enlarge the available pool of capi
tal at their disposal? Also how were 
funds transferred to the entrepre
neurs or to the public, and how was 
the Islamic prohibition of Riba ob
served? In other words, were criti
cisms of cash Waqfs that they 
violated Islamic law justified? 
And looking to the future, we must 
asktowhatextentcanthecash Waqfs 
can be considered relevant to modem 
Islamic economics? Assuming that 
it is possible to reform these 
institutions, in what ways can they 
contribute to the economies of 
contemporary Islamic countries? 
Would it be possible to initiate a 
process of modernisation of this 

institution whereby the mistakes of the 
past can be avoided and the advantages 
maintained? If yes, what characteristics 
should be avoided and what should be 
kept? 
Cash Waqfs and the 
Problem of Perpetuity 
Since perpetuity is considered to be the 
cornerstone of any Waqf, an analysis of 
the survival rate of the cash Waqfs is 
crucial. Although the Turkish archives 
are extremely rich, some 400 million 
documents are preserved in the Istanbul 
Archive, unfortunately, only a small 
fraction of these sources have so far 
been studied by historians. 
However, according to the Barkan-
Ayverdi study, there were 1139 cash 
and cash/rent Waqfs in Istanbul during 
the period 927-953 (1520-1546). Out 
of these only 324 survived to be included 
in the census of the next period; 953-
986 (1546-1578). But in this period 
138 new Awqaf were established, thus 

bringing the total number to 462. 452 of 
these, survived into the next period; 986-
1005 (1578-1596). In this period 75 new 
Awqaf were founded, thus bringing the 
total number up to 527. Unfortunately, the 
Barkan-Ayverdi study ends here leaving 
us in the dark about the fate of these 527 
Waqfs. 
Fluctuations in Waqf 
Fortunes 
However, even this incomplete data gives 
us some important insights into the 
institution. Due to some obscure reason 
there appears to have been a massive decUne 
in the number of cash Waqfs between the 
periods 927-953/1520-1546 and 953-986/ 
1546-1578. Even so, the Awqaf had 
survived the earlier periods and the newly 
established ones during the period 953-
986/1546-1578, survived more or less intact 
into the next period; 986-1005/1578-1596, 
when the numbers of the newly established 
Waqf increased greatly and it is possible to 
observe an upswing in the overall trend. 
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Just what forces were behind these 
fluctuations are difficult to ascer
tain. But one thing is certain; the 
cash Waqfs do not exhibit a down
ward linear trend and disappear into 
oblivion as Barkan and Ay verdi sug
gest. Instead it is possible to ob
serve cycUcal fluctuations. 
This theory is supported by my own 
research; I have found four Waqf 
consensus belonging to the city of 
Bursa covering the period; 1077/ 
1666 to 1220/1805, the registers; B 
135/150, B 199/423, B211/434, 
B352/736, which indicate that the 
cash Waqfs even at this late period 
were well and alive. 
Unfortunately, it is too early to an
swer the first question. To do so, 
would mean that a continuous series 
of Waqf censuses covering several 
centuries be identified and studied. 
Only then can we judge which side 
of the perpetuity debate was actu
ally correct. 
However, concerning the second 
question, we need to go deeper into 
the management issue. Obviously 
the most fundamental reason for the 
collapse of the cash Waqf was the 
mismanagement of its funds. Such 
mismanagement could have oc
curred in a number of ways; the 
funds could have been usurped by 
unscrupulous managers or entrepre
neurs, or, more likely, the returns 
achieved by these funds could sim
ply have been less than the inflation 
rate. Let us now examine what kind 
of precautions were taken to avoid 
these problems. 
First of all, there is absolutely no 
doubt that a well developed system 
of collaterals and sureties was ap
plied. To give one example: in the 
year 1002/1593 the foundation for 
supporting the mosque of the 
Gurbetler village in the vicinity of 
Bursa was managed by a certain El-
Hat Mehmed. Mehmed transferred 
the funds of the Waqf to 11 different 
individuals. Seven of these had to 
provide collateral and three had to 
present other individuals who stood 
as sureties. 

The only person who did not have to 
provide a collateral or a surety was a 
Mehmed bin Abd-el-Rasul, who was 
probably well known to and trusted by 
the Waqf manager. 
Profits Versus Costs 
Let us now look into the question of the 
rate of return. The Waqf census from 
the year 1181/1767 catalogued under 
the number B 199/423 in the Bursa 
Ottoman Court Registers reveals im
portant information. All the Awqaf 
were registered in this defter accord
ing to a pattern. First comes the name 
of the Waqf, which reveals briefly its 
purpose. Then the name of the trustee 
is stated. The amount of the capital or 
Asl-mal is immediately followed by the 
statement: Murabahafi se ne-i kamile, 
i.e., the rate of return in a full year. This 
is followed by the statement Minha al-
desarif, i.e., the total expenditure of the 
foundation in that particular year. 
Recently, I have been able to collect a 
sample of 69 cases out of the above 

mentioned defter containing some 300 
Awqaf. The statistical details of this sam
ple are as follows: In most cases the annual 
rate of return was preserved for Sadaka, 
which was usually paid as salaries to the 
Muezzin or Imam of the local mosque and 
to those who could read a section of the 
Quran everyday; 22 of theAw^a/enjoyed 
a rate of return greater than the expenses 
incurred; 14 of these had also made profits 
above the expenses in the previous year 
and these profits were added to the 
capital. Thus, it is reasonable to assume 
that in all of the 22 cases the profits would 
be added to the Asl-mal, i.e., capital of the 
foundation in the next year. In all cases the 
rate of return was usually 10 to 12 per cent. 
In eight of the Awqaf there was a merger 
with other foundations and the capital was 
thus increased. 
The vast majority of the cases studied were 
cash Waqfs (61 in total) versus only eight 
combined cash/real estate Waqfs. Thus, it 
is clear that despite the legal debate men
tioned above, the cash Waqfs maintained 
their popularity and continued to dominate 
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the Awqaf system as late as the second 
half of the 18th century. 
Also most of the Awqaf studied were 
utilising their capital in full. That is to 
say, they regularly transferred all of 
their funds to entrepreneurs or mem
bers of the general public. Only four of 
them kept money idle in their safes. 
Concerning the second question, i.e., 
the management of the Awqaf, the fol
lowing conclusions can be drawn: the 
first of which is that these institutions 
were profitable. This is supported by 
the fact that whereas the Awqaf, in 
general, were generating a profit rate of 
10-12 per cent per annum, the rate of 
inflation was less than five per cent 
throughout the 18th century. Thus, 
there is no doubt that the Awqaf were 
enjoying substantial profits, at least in 
the short term. 
The long term profitability, on theother 
hand, is a different story altogether. 
Normally, the long term profitability 
could easily have been ensured by rein
vesting the above mentioned profits 
and adding them to the capital. This, 
however, was not done. As we have 
seen above, the profits or Murabaha fi 
sene-i kamile were distributed to a 
number of individuals who were per
forming certain religious, educational 
or health services, as salaries. Although, 
their work was no doubt of great social 
importance, nevertheless, from the per
spective of the long term survival of the 
institution, such expenditure was un
productive. Consequently, the long term 
resilience of the Waqf was endangered. 
On the positive side, these recipienLs of 
the Waqf income had, in addition to the 
social services mentioned above, an
other very important function. Since 
they were receiving their salaries from 
the profits of the Waqf, they were the 
first ones to notice if there was any 
irregularity in the Waqf management. 
Indeed, there are many cases indicating 
that whenever these individuals sus
pected the trustees of the Waqf em
bezzling funds they immediately noti
fied the courts. In short, the recipients 
not only fulfilled a social service but 
also functioned as a control mecha
nism. 
At this point, one wonders, if there was 
any link between the problem of long 
term profitability and survival and the 
rapid decline in the numbers of cash 

Waqfs observed by Barkan during the 
second half of the 16th century. Al
though the unproductive investment of 
the Awqaf profits could explain a 
gradual decline and disappearance of 
the cash Waqfs over the long term, it 
cannot explain such a rapid disappear
ance as observed by Barkan. 
Move to Real Estate 
Because of this, 1 would like to 
hypothesise that what Barkan ob
served was not so much a disappear
ance of cash Waqfs but rather a 
massive conversion of them into real 
es.\2X& Waqfs or Istibdal. Afterall, the 
period in question was marked by one 
of the most severe inflationary cycles 
in Ottoman history. Faced with an 
inflation of such shocking proportions 
the trustees probably chose the most 
rational avenue open to them; namely 
the conversion of the cash capital of 
the Waqf into real estate. 
Testing this hypothesis requires a thor
ough investigation of the Waqf cen
suses during the inflationary second 
half of the 16th century. Since the 
results of such a comprehensive and 
difficult research will probably take 
years to emerge, let us for the moment 
concentrate on the problem from the 
judicial perspective and determine if 
conversion of endowed assets was per
mitted by the authorities. 
The legal term Istibdal simply means 
the conversion of the endowed asset 
into another type of asset. As such, 
Istibdal is considered as one of the ten 
conditions or Shurut-u ahsere, which 
the founder of the Waqf may dictate 
when he establishes the Waqf. Since 
Istibdal has important implications for 
the perpetuity of the Waqf and because 
it is open to unscrupulous exploitation, 
it has been carefully scrutinised by the 
jurists both before and during the Otto
man era. 
According to the Ilanefi jurists the 
Istibdal procedure may be resorted to, 
if the founder includes Istibdal within 
the original charter of the foundation. 
If the foundation has ceased to become 
profitable or begun to suffer losses and 
thus endangering the perpetuity or if 
there is a convincing argument that 
conversion of the endowed asset would 

enhance the financial situation of the foun
dation. 
It is well-known that Ebu Yusuf had con
firmed this procedure subject to the ap
proval of the judge. This third condition, 
however, was challenged later on by the 
Egyptian jurist Ibn-i Nuceym. Finally, the 
matter was settled once and for all by the 
Imam-i Azam of the Ottomans; Ebussuud 
Efendi in the year 951/1544, who ruled that 
Istibdal would be valid only if approved 
by both the Ottoman Sultan and the local 
judge. Thus, it can be concluded that 
whereas Istibdal could be resorted to with 
relative ease before 951/1544, after this 
date it became far more difficult to do so. 
In this context it is revealing that the rapid 
decline, observedby Barkan, in the number 
of cash Waqfs has taken place in precisely 
this critical period: 1520/1546 and 1546-
1578, thus giving us the impression that 
large numbers of cash Waqfs might, have 
been converted into real estate before 1544 
when it was relatively easy to do so. In the 
next period, that is two years after 
Ebussuud's decision, the decline in the 
number of cash Waqfs suddenly halts, 
followed in the next period by a recovery. 
As for the third question pertaining to the 
process of capital accumulation, we can 
learn the following from the Waqf census 
of 1767 in the city of Bursa. First of all, as 
we have already noted above, out of the 69 
cases examined, eight were mergers of 
Waqfs . Thus, Waqf mergers represented 
a certain type of capital accumulation. In 
this way, not only would the assets of a 
declining Waqf be protected from demise, 
but they would also be utilised to enhance 
the financial power of another. 
As far as the simple citizen is concerned, 
the cash Waqfs provided a substantial 
opportunity for capital accumulation. In 
a society where the deposit banking sys
tem did not exist due to the prohibition of 
the Riba, cash Waqfs must have consti
tuted the only source of capital for the 
ordinary folk. In reality, it seems they have 
successfully performed the most important 
function of the banks, i.e., the diffusion of 
capital from those who have been able to 
accumulate it to those who have not been 
able to do so. 

Dr Cizakca will continue his analysis 
of the Waqf system in next month's 
NEW HORIZON. 
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Book Review 

Banking and Finance Islamic Concept 

Edited by Mtikhtar Zaman 

The International Association of Islamic Banks 
£10.00 
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C onsidering that Islamic 
banking and finance was 
established a mere two dec

ades ago, it is inevitable that there 
should be some confusion about the 
concepts involved and how to go 
about building the necessary infra
structure. Despite the good inten
tions of those involved with setting 
up an Islamic financial system, Is
lamic institutions are having to deal 
with a lack of understanding and 
commitment both within and out
side the Muslim world, as well as a 
lack of government support and po
litical will in some Muslim countries. 
Nor has internal problems such as 
the varying interpretations of the 
Shariah, poor organisational infra
structure, and the appointment of 
managers with little commercial 
banking experience helped the cause 
of Islamic banking. 
Thus the publication of "Banking and 
Finance Islamic Concept" by the 
Karachi-based International Associa
tion of Islamic Banks (Asian region), 
has come at a timely moment. The 
book outlines relevant Islamic teach
ing, addresses wide-ranging Islamic 
formulas for banking and finance, and 
both outlines and attempts to answer 
some of the major objections to Islamic 
banking. 
One of the problems facing Islamic 
banking is confusion over the accept
ability of Riba. In their article on the 
development of the Islamic financial 
system, Dr Naughton of the University 
of Wollongong in Australia and Mr 
Akhtar Tahir of the Pakistani govern
ment, discuss the attitudes of Muslims 
to Riba. 
They define three broad categories of 
opposition: those who consider inter

est to be totally prohibited, those who 
accept that Islam forbids interest but 
due to a lack of viable alternatives, 
continue to save in conventional banks, 
assuaging their conscience through not 
claiming interest payments or distrib
uting them amongst the poor, and those 
Muslims whose major focus is upon 
profits. Naughton and Tahir recognise 
that the real task before the Islamic 
banks is to curb rapacity without elimi
nating the spirit of enterprise and so 
build up the confidence of those Mus
lims who fall into the first two catego
ries. 
The book also makes it clear that there 
is more to an Islamic financial system 
than just the prohibition of Riba. Ac
cording to Mr Muazzam Ali, Vice Chair
man of the International Association of 
Islamic Banks, "no matter what aspect 
of the Islamic economic order is intro
duced, it must base itself on the gM'ram'c 
concept of social justice and so help 
in the establishing of equity, fairness 
and human needs." 

Other pertinent issues addressed include 
the incentive to save in an Islamic system, 
profit sharing, mobilisation of savings, real 
estate, insurance, poverty rural lianks and 
the development of agricultural and cot
tage industries. The book also deals with 
the question of devising acceptable forms 
of bonds, the positive aspects of equity 
financing, and the regulation of banking 
and monetary stability. 
However, the one drawback of the book is 
sloppy editing. Ideas are repeated, and Is
lamic terms are used loosely. Whilst it is 
true that terms common to Islamic finance 
are explained in the articles, a glossary -
and an index - would have made the book 
more accessible to a Western audience. 
The purpose of Islamic finance is to be 
more than just a product of Islamic solidar
ity or a nationalistic response to Western 
values. It is working hard to become a 
serious option for those who want to carry 
out their business activities in accordance 
with Quranic laws. And as such, this 
book is an important contribution to this 
goal. 

A barrister well versed in Islamic banking with extensive practical 
experience offers Islamic banks and financial institutions, advice on 
the structure and documentation of various Islamic modes of financing 
in accordance with the principles of Mudaraba, Murabaha, Musharaka, 
Istisna', Ijara etc. and provides suitable documentation. 

Qazi Abdur Rahman 
Barrister-at-lMW 

c/o The Institute of Islamic Banking and Insurance 
ICIS House 

144-146 King's Cross Road, London WCIX 9DH 
Fax: 071-278 4797 
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Islamic Banking 

Algeria 
Private Bank Offers Islamic 
Banking P lans are underway to 

establish the first private bank 
in Algeria under the name of FIB A. 
The bank will be capitalised at Ad 
lb , with 20 per cent of shares being 
open to the public. 
It is envisioned that the bank will 
operate as an international organisation, 
offering money exchange facilities and 
granting loans, made on both a 
conventional and interest-free basis.-
Republic of Algeria Radio 

Bangladesh 
International Seminar on 
Islamic Common Market W ays and means of giving a 

practical shape to the concept 
of an Islamic Common Market 
(ICM) will be discussed at an 
international seminar to be held in 
Dhaka from November 19 to 21 
under the auspices of the Islamic 
Economics Research Bureau (lERB) 
of Bangladesh. 
The organisers hope that the proposed 
ICM would help increase mutual 
cooperation among Muslim countries in 
the fields of technology and investment 
in particular. 
The themes of the seminar will be: 
a. Current scope for cooperation among 
Muslim countries in the field of U-adc 
and monetary policies with sfxjcial 
reference to OIC efforts; 
b. Rationale of cooperation among 
Muslim countries; 
c. Historical and contemporary 
experience of economic integration; 
d. Prospects for economic cooperation 
between Muslim nations. 

Malaysia 
Interest-free Scheme Open 
to All Banks 

M alaysia's Finance Minister, 
Datuk Seri Anwar Ibrahim 

recently announced that given the 
run-away success of the Interest-free 
Banking Scheme (see last month's 
NEW HORIZON) the government is 
now ready to extend the scheme to all 
banks in the country. 
Nor Muhammed Yakcop, adviser to 
Bank Negara, Malaysia's Central Bank 
said that the interest-free banking 
guide-lines issued by the Central Bank 
gave a detailed explanation of the 
requirements to be met by commercial 
banks interested in adopting the 
scheme. A list also issued by the 
Central Bank outlined a total of 19 
products commercial banks can offer 
under the scheme. 
Among the products listed were: 
current accounts, savings accounts, 
general investment, special investment, 
investment in government issues, 
financing for house purchases, working 
capital, project and asset procurement, 
and interest-free refinancing of export 
credit. 
Other products are interest-free bills of 
acceptance, letters of credit facilities, 
overdraft operational bills, shipping 
guarantees, welfare loans and 
underwriting of Islamic bonds. 
According to Mr Yakcop, although 
financing for vehicles was not included 
in the list, the commercial banks could 
provide such facilities as an interim 
measure. -Bemama 

Malaysia Provides "Model" 
Islamic Banking System I n an article entitled 'A point 

of interest' published in the 
June issue of the London-based 
monthly magazine The Banker, 
Malaysia's approach towards Islamic 
banking is described as a "model" for 
other countries interested in 
establishing Islamic banks. 
According to the article, the Malaysian 
model' is proving to be the model for 

other countries in the region such as 
Brunei, Indonesia, and Sri Lanka - all of 
which have recently set up Islamic banks 
with the help of the Malaysian Central 
Bank. 

Streamline Islamic Affairs C alls have been made by 
prominent Malaysian Muslims 

for the government to streamline the 
administration of Islamic affairs, in 
particular the Baitul Mai (Islamic 
Welfare Fund). 
Over the past few years administration has 
become increasingly decentralised in 
Malaysia's various states, leading to a 
slow-down in the distribution of payments.-
The Sun. 

Saudi Arabia 
Dallah Albaraka Joins with 
Syrian Companies 

he Dallah Albaraka Group has 
X announced its participation in a 

number of Syrian joint venture 
companies. The largest company is the 
Al Sham Company for Maritime 
Transport capitalised at US $42m. The 
company plans to buy a number of cargo 
ships to operate from Syrian ports. 
Dallah Albaraka is also investing in the 
Syrian Saudi Company for Fish Resources, 
to be capitalised at US $6m. 

Investment Company Bought 
by Dallah Albaraka 

^ ^ he Dallah Albaraka Group has T purchased one of Egypt's 
investment houses for E £600m. 
According to banking sources, the Al-
Sharif Invesunent Group in Cairo will be 
floated as a joint stock company. The 
Dallah Albaraka will own 95 per cent of 
the new company capital of E £600m, 
while Alxlul Latif Al-Sharif, owner of the 
Sharif Group of Egypt, will own the 
remaining five per cent, widi the option of 
raising his quota to 30 per cent by the end 
of 1994. 
The quota of Albaraka will be set apart for 
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paying tlie dues of depositors of the 
Sharif Group, as was requested by 
Egypt's Prosecutor General. 
Mr Al-Sharif described the agreement 
as being a profitable one for Albaraka, 
as the assets of his companies were sold 
for one-fourth of their market value. 
However, the deal would save the 
money of the depositors and boost 
confidence in the Egyptian economy, he 
said. 
Albaraka's owner. Sheikh Saleh Kamel 
has expressed confidence that the new 
company will soon be experiencing 
substantial profits. He added that the 
deal has not only saved the money of 
the company's 115,000 depositors, but 
has also safeguarded the jobs of 15,000 
employees. 
Albaraka will pay an initial E £100m, 
as soon as approval is given by the 
Egyptian Investment Authority. 
Another 100m will be paid when the 
relevant papers are signed, with the 
remaining amount to be paid in nine 
instalments. 
Shares of the new company will be 
floated for Arab investors. Sheikh 
Kamel has said that he is determined to 
ensure that the new company will be 
one of the biggest in the Arab capital 
market, however, in case the capital of 
the new company is not subscribed in 
full, Albaraka is committed to covering 
the remaining amount. 
Sheikh Kamel also said that preference 
will be given to the depositors of the 
Sharif Group to join the new concern as 
shareholders using their deposits in the 
Group and the Prosecutor General will 
be their agent if they wish to subscribe. 

IDB Fund Generates $7 
Million 
r I he Jeddah-based Islamic 
X Development Bank's (IDB) 

Unit Investment Fund (UIF) has 
generated a net income of $7.37m 
which is 7.37 per cent of its capital, 
according to the annual report 

published by the fund for last year. 
The fund's gross income amounting to 
$9.7Im for 1992, is $3.72m less than 
the gross income generated last year. 
This decline is mainly due to the impact 
of currency exchange losses. The net 
profit is calculated, according to the 
report, "by setting aside from the net 
income ten per cent as Mudareb fee 
and five per cent for appropriation to 
the capital preservation account." 
The IDB launched the fund on 
December 2,1989 with the objective of 
raising additional resources for the bank 
through financial transactions based on 
die Shariah. The resources generated 
fi-om the investors are used by the bank 
to finance development projects in 
member countries. The fund operates 
on a commercial basis and provides an 
adequate return to its investors. The 
fund's total assets amounted to 
$116.8m this year, while its short-term 
investments with Islamic banks 
increased by 6.13 per cent. Investments 
acquired from the IDB constituted 
72.03 per cent of the fund's total assets 
in 1992, and administrative expenses 
fell by 22 per cent. 
The report also said that, "in 1992, 
distribiitable income amounted to 
$14.94m and total unit-holders equity 
reached $114.94m against $ 107.73m in 
1991. Since the inception of die fund, 
die unit holders have released a capital 
gain of $7.94m or 7.94 per cent above 
die par value." 
During 1990, the fund earned an 
income of 16.8m, about 41 per cent of 
which was released from the 
appreciation of the Islamic dinar against 
the US dollar. InvesUnents acquired 
from the IDB are denominated in 
Islamic dinars, while die fund is 
denominated in US dollars. In 1991, the 
fund acquired additional assets from the 
IDB portfolio for a total amount of 
$9.52m. The total net income generated 
in 1991 amounted to 13.32m. Last year, 
die fund acquired $33.07m from IDB 
portfolio assets. 
"During the fiscal year 1992, the 

executive committee of the fund approved 
the financing of four different projects" die 
report said. Since die start of its operations, 
UIF has maintained an investment account 
wiUi the IDB. The income generated fixim 
die IDB investments during 1992 was 
$0.39m. 

Agreements Signed with 
Sonelgaz on New Projects T wo agreements worth a total of 

US $29,540,000 were signed at the 
IDB's headquarters in Jeddah between 
the bank and the National Algerian 
Company for Electricity and Gas 
(Sonelgaz). 
The fu-st agreement, worth US $12.04m, 
covers financing for the import of 
equipment necessary for a computer project 
within the Algerian company. 
The second agreement provides financing 
worth US $ 17.5m to import equipment for 
a power line project between the town of 
Saida in central Algeria and Bechar in the 
south. 
Another US $6m agreement was signed 
between the Islamic Development Bank 
Fund for Investment Quota and Sonelgaz to 
buy the equipment necessary for the 
construction of an information unit in the 
company.- SPA 

Technical Assistance for 
Burkina Faso A n agreement has been signed by 

the IDB and Burkina Faso under 
which the bank will provide $1.08m in 
technical assistance. The money will be 
used to finance a feasibility study, 
engineering designs and tender 
documents for the Ouagadougou-
Kongoussi-Djibo Road project. 
According to a statement issued by the 
IDB, "of the total assistance, $820,000 will 
be in the form of a soft loan, to be paid in 
16 years, including a grace period of four 
years, while the remaining $260,000 is a 
non-refundable grant." 
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IDB to Increase Financing 
Operations T he IDB is to increase its 

financing operations by 16 per 
cent over the next three years. The 
bank has recently allocated US 
$100m for development projects in 
less developed states and is to set up 
two regional offices in Morocco and 
Malaysia. 
fran, Pakistan and Indonesia will receive 
a total of US $62m for extemal trade 
operations from the IDB. 
The bank has also approved of loans to 
Pakistan totalling US $65.5m. It is to 
lend US $30m in foreign trade 
financing; US $ 15m each for the 
acquisiuon of palm oil from member 
countries and for the purchase of crude 
oil from Saudi Arabia. The bank will 
lend a further US $5.5m to the Seri 
Sugar Mills in Hyderabad for the 
purchase of equipment. 

UK 
Course on Islamic 
Economics T he Leicester-based Islamic 

Foundation is organising a 
course on Islamic economics to take 
place in November of this year. 
Chairing the conference will be Dr 
Muhammad Manazir Ahsan, Dr 
Ziauddin Ahmad, Dr Fahim Khan, Dr 
Abdel Hamid El-Ghazali and Dr 
Nejatullah Siddiqi. 
Topics covered will include: the present 
state of Islamic economics; current 
challenges facing the Islamic economic 
system; economic functions of the 
Islamic state; Islamisation of the 
banking system: the case of Pakistan, 
Iran and Sudan; Islamic banking in 
theory and practice; research and 
teaching Islamic economics at British 
Universities; Islamic economics and the 
West and competition in Islamic 
banking. 
Further information may be obtained by 
writing to: The conference organiser, 
Markfield Dawah Centre, Ratby Lane, 
Markfield, Leicester. 

Banking and Trade 
In the Muslim World 

Egypt 
• Banks Help Finance Petrochemi
cals Project. Egyptian banks will con
tribute to the launching of a new nation
ally financed peti-ochemicals project at a 
cost of US $ lb. 
Oil and Mineral Resources Minister Dr 
Hamdi al-Banbi said that his ministry 
plans to develop all oil facilities in the 
countiy in conjunction with the private 
sector.- MENA 

Indonesia 
• Debtors Prevented From Leaving 
the Country. The Indonesian govern
ment has barred over 300 businessmen 
from travelling overseas because of their 
failure to pay off large loans from state 
banks. The bad debt issue has been the 
subject of intense debate in Indonesia 
recentiy after it was confirmed that many 
of die state banks' non-performing loans 
had been granted on the grounds of politi
cal connections. 
Accelerated credit expansion from the 
1980's onwards has come to haunt the 
banking sector which is struggling to get 
its balance sheets in shape for targets set 
by die government. Analysts say that the 
six state banks which dominate the sector 
are seriously undercapitalised with many 
loans unlikely to be paid back - Reuter 

Iran 
• Government Announces Figures 
for Non-oil Exports. Non-oil exports 
earned Iran R 195b during the March 
1992-1993 period, representing an in
crease of more than eight per cent over 
the previous year. Non-oil exports in
creased in weight by 700 tonnes to 3.3m 
tonnes. Carpets and rugs made up 38 per 
cent of the non-oil exports. The leading 
importers of Iran' s non-oil products were 
Turkey, (712,0a) tonnes) Dubai, (356,000 
tonnes) Germany, (192,000 tonnes) Italy 
and Switzerland. 

Imports were down to 21 m tonnes - a drop of 
25 per cent - and valued at R 2,006b. The 
main articles imported were industrial ma
chinery, steam boilers, mechanical tools, 
electrical appliances and spare parts. Im
ports came from Germany, Japan, Italy, Brit
ain and Dubai. -IRNA 

Kuwait 
• Loan to Egypt for Land Reclamation 
Signed. Egypt and the Kuwaiti Fund for 
Arab Economic Development have recentiy 
signed a loan agreement through which Egypt 
is to get US $82.5m for financing a project to 
reclaim 400,000 feddans in Sinai. 
• KIO Management Criticised. A 
Kuwaiti parliamentary report has taken die 
management of the Kuwait Investment Of
fice (KIO) to task over their handling of 
events which resulted in the US $5b collapse 
of KIO's investinents in Spain. 
The KIO's Spanish arm, Grupo Torras went 
into receivership amid huge uproar in De
cember. It is now pursuing its former Presi
dent Sheikh Fahad Al Sabah, and General 
Manager Fouad Jaffar as well as other top 
officials, and is seeking $lb in criminal 
damages in Madrid and $510m in civil dam
ages in London. -Daily Awaz 

Malaysia 

• Bank Negara Signs BPA With 
Uzbekistan. Malaysia'sCentralBank,Bank 
Negara has signed its 19th Bilateral Pay
ments Arrangement (BPA) with Uzbekistan, 
the aim of which is to facilitate trade between 
the two countiies. 
The agreement was signed by die Deputy 
Governor, Tan Sri Dr Lin See Yan and the 
Chairman of the Central Bank of Uzbekistan, 

£4 PER HOUR 
(Minimum 125 Houses) 

Offered to reliable people to deliver 
holiday leaflets locally on door to door 
basis, hours to suit, age unimportant, part-
time. Apply enclosing self addressed 
envelope: 

Discount Holidays 
7 Brook St. Dawlish EX7 9AB. 
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Faizulla MuUadjanov. According to 
sources, the Malaysian Central Bank will 
pay exporters in the domestic currency 
and will setUe the net difference with die 
Uzbeki Central Bank in US dollars. -
Bemama 
• Malaysia Seeks to Improve Trade 
with the Middle East. Although Middle 
East trade remains small for Malaysia, 
constituting only 1.8 per cent of Malay
sia' s total trade, it is more active in Middle 
East markets than any odier ASEAN na
tion, and is currendy seeking to bolster its 
business ties widi the region. 
Malaysia's exports to die Middle East 
overall grew by 85 per cent in 1988-1992, 
and by 15 per cent in 1992 alone to RM 
2.8b. Its exports to Saudi Arabia, its larg
est trading parmer in the region, doubled 
to RM 678m in 1988-92. 
Malaysia has set a target of increasing 
trade with die region by 10-15 per cent a 
year for the rest of the decade. 

Pakistan 
• ECO is to Provide Framework for 
Cooperation and Development. 
Addressing die second ECO summit in 
Istanbul, Pakistan's Prime Minster, 
Muhammad Nawaz Sharif stressed the 
need to intensify efforts to realise die 
objectives of die Economic Cooperation 
Organisation (ECO) and achieve a 
promising future for the ECO member 
states. 
Mr Sharif also said that Pakistan was 
convinced that regional cooperation will 
provide the framework essential for 
achieving economic and social goals. The 
emergence of die six sovereign states of 
the former Soviet Union will provide die 
basis of a new relationship which will be 
the catalyst for reshaping die economic 
Ufe of the region. 
However he added that economic 
development and regional cooperation 
will only be achieved in a climate of peace 
and security, so it is therefore essential to 
address the causes of tension and conflict 
in die region. 

Saudi Arabia 
• Saudi Investors Show Interest in 
US and European Shares. Investing in 
US andEuropean shares is die firstpriority 
of high net worth Saudi investors, a study 
carried out by the National Commercial 
Bank has shown, and mutual funds could 
develop into the major source of revenue 
for banks in die 1990's. 
According to the study, die average Saudi 
investor has a clear preference for liquidity 
and for money invested in die USA and 
European stock and real estate markets. 
There is also a preference for direct 
investinent in real estate and stocks radier 
dian leverage buyouts and options and 
futures. Most investors enter die market 
as short-term players and dieir decision to 
buy shares depends more on the prospect 
of capital appreciation dian on dividend 
yield. 
• Oil Companies to Merge. Samarec, 
and Saudi Aramco, two of Saudi Arabia's 
major oil companies are to join forces. 
The merge will create die world's largest 
integrated oil concern. 
UAE 
• Abu Dhabi has released three former 
employees of the Bank of Credit and 
Commerce International (BCCI). The 
diree men were detained after die bank 
was closed down amid allegations of fraud 
and corruption. 

According to a statement issued by the UAE 
Justice Ministry, die three were not among 
the thirteen former senior BCCI managers 
charged, but were, "detained pending die 
completion of investigations into irregular 
transactions and the submission of final 
reports." 
The Abu Dhabi government, owner of 77.4 
per cent of the failed BCCI, started an 
investigation in September 1991. Since then, 
more than 30 officials have been detained. -
Reuter 
• New Curbs on OPEC. World oil markets 
were shaken by die recent announcement diat 
die UnitedNationswouldallow Iraq to resume 
limited oil exports. The news sent prices to 
under US $16, their lowest level in nearly 
diree years. 
Speaking from Abu Dhabi, a Japanese oil 
executive commented diat, "OPEC appears 
to be losing control of die market. This is 
shown by die United Nations' oil embargo 
against Iraq. Regardless of die effect on oil 
prices, OPEC is powerless to do anydiing but 
wait for a new UN decision." 
The situation is not helped by members' 
continued inability to agree on quotas. Prices 
had made a modest recovery when OPEC 
announced diat it would hold an emergency 
meeting but fell again when Saudi Arabia and 
Iran feuded publicly, widi Iran accusing the 
Saudi's of maintaining a too-high quota, and 
the Saudi's accusing Iran of quota violation.-
AFP 

DIPLOMA COURSE 
IN 

ISLAMIC BANKING 
The Institute of Islamic Banking and Insurance offers aunique opportunity 
to persons desirous of acquiring knowledge of Islamic banking and 
insurance through a Diploma Course based on the open and distance 
learning concept, enabling students to study at their own pace and in the 
privacy of their own homes. 
For further details contact: 

Admissions Officer 
THE INSTITUTE OF ISLAMIC BANKING & INSURANCE 

ICIS House 
144-146 King's Cross Road, London WCIX 9DH 

Fax: 071-278 4797 
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DIVERSITY IS OUR STRENGTH 
— our growth speaks for itself 

Beximco's 18 Companies employing over 6,500 persons 
having total turnover of Taka 2.5 billion and total assets 
exceeding Taka one billion are engaged in industrial 
manufacturing, construction activities and international 
trading. 

We are involved in marine food export, shrimp farming, 
pharmaceuticals, agro-chemicals, garments, computers, 
soil investigation, foundation and piling works, deep 
tubewell drilling, bridges, superstructure and road 
building, hydraulic structure and general construction, 
besides being the world's largest jute yarn manufacturer. 
We also handle over 3.5% of Bangladesh's total export. 

We welcome co-operation with others for technological 
joint ventures and for investment in new activities. 

MANUFACTURING INDUSTRIES AND INTERNATIONAL TRADING 

305-A Finchley Road (1st Floor) 
LONDON NW3 6DT 

Phone:071-435 4943 
Fax: 071-794 7086 

Telex: 8956871 BEXIMCOG 




