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C O M M E N T 

Islamic Banking in Europe - the Need 
for Dialogue 

r • 1 he European Community, and London in particular, is 
I esuiblishing itself as a hotbed for structuring and 

originating Islamic banking transactions. But the more 
one talks to bankers here - both Islamic and conventional - the 
more it becomes apparent that they are all still way down on the 
learning curve of Islamic banking. 

Albiiriika Iniemalional Bank has come and gone. But Islamic 
banking in the form of trade finance, leasing and investment 
funds is alive and kicking in London. The U-uth is that banks such 
as Klcinwort Ben.son, ANZ Grindlays and Citibank have had an 
interest in Islamic financing going back to the mid-seventies, at 
a time when Islamic banking in its mcxlern guise started to take
off. 

However, tliis Western interest in Islamic banking, although 
welcomed by many Islamic bankers, is causing some friction 
amongst others. This is not surprising since Islamic banking 
purisLs, in particular, often wonder how their conventional 
countcrpcuts su-ucture their so-called Islamic U-ansactions. 

However, these purists do not confine their suspicions to iheRiba 
banks. Islamic banks themselves are sometimes vilified. For one 
Islamic bank, the Morahaha contract is taboo because its 
Sharlah council have ceruiin reservations about the contract 
But, for o\hsrUlema, \htMorabaha conu-act is a perfectly viable 
Islamic conU'act, and so on. Some so-called Fj^^ experts decry 
debt financing entirely and see Islamic banking merely as a form 
of equity and development banking. 

As one Islamic banker in London comments: "There isn't some 
book or directory that I can pick up which tells me what is an 
Islamic u-ansiiction and what is not \}ni\\ councils 
come together and form a consensus, we are going to have 
differences". Needless to say, this situation causes concern and 
confusion not only among Muslims themselves but also among 
conventional bankers who have specialised Islamic banking 
units. At the same time NO Islamic bank can claim the moral 
ground in Shariah banking. There has been a tendency to 
suggest that iiny Islamic ruling which does not emerge from 
Arabia is not sound. This is poppycock. Inmany respects Islamic 
banking has nourished inacomprehensive manner more outside 
the Middle East than in the region. 

Yet there is another perspective. Some Islamic bankers dismiss 
the idea that these Islamic banking units attached to conventional 
banks are setting the pace in developing Islamic banking 
transactions especially secondary market products. "There has 
not been one Western bank which has developed an Islamic 
instrument so far. Al l the Islam ic instruments have been developed 

by Islamic banks. We have people coming here all the time saying 
they have developed a Morabaha or Modaraha or Ijara contract. 
The first question I ask them is 'How do you know it is Islamic? You 
are neither a Muslim, nor in touch with a committee. You 
have not looked at the books we look at'. What they do basically is 
that they find the avenues for investing that money which Islamic 
banks then structure and they come and say we are running a huge 
Morabaha or Modaraba fund", explains one Ishimic banker. 

This does not mean that there is no role for Riba biuiks who open 
Islamic banking windows. As the same Islamic banker admits, the 
Riba banks have over a century of experience and banking relations 
with Muslim clients and countries. As such the best way forward is 
to pool resources, so that the Riba bank finds the client or gets the 
mandate to arrange the deal, and the Islamic bank structures the deal 
and puts the financing together. 

Indeed, conventional banking interest in Islamic banking has so far 
been mostly in originafing deals; there has hardly been any 
participation through subscription to a syndication etc. The Riba 
banks, according to another banker, are very reluctant to expose 
themselves to Islamic banking risks. This probably suits the Islamic 
banks because they are after all the institutions with the supposed 
excess liquidity. 

On the other hand, it is fair that some Riba banks who set up Islamic 
banking windows have recruited Muslims to work in these 
deparunents. And they say that "there is nothing too mysterious 
about Islamic financing; i f there is any fundamental difference then 
it is the issue of interest and there are many well-travelled routes to 
cope with that". 

Al l the banks NEW HORIZON spoke to, agree that Islamic funding 
is a growth area, which needs to be treated seriously. Apart from 
tailoring specific Islamic banking packages, there are other ways of 
existing side-by-side. After all, both sectors are trying to achieve the 
same objective, albeit by different means and philosophies. It is 
possible, as the Hub River Power Project in Pakistan has shown, to 
combine a financing package with both Islam ic banking components 
and conventional ones being structured separately. This is what AI -
Rajhi did in the Hub River Project, with the World Bank and other 

institutions providing the balance funding. 
The future prospects for Islamic banking in Europe are clearly 
bright, but there is a need for much greater cooperation and 
dialogue. It would be in the long term interests of Islamic banks 
to not only take the initiafive in fostering this dialogue but also 
to reach a consensus especially as far as the Shariah provisions 
on various transactions are concerned. A codified but universal 
set of Islamic banking rules would go a long way to enhancing 
the professionalism and efficacy of Shariah PLS banking 
whether at home or abroad. 
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Islamic Banking: The Repackaging 
of Conventional Banking? 

T ^ he London - based 
Economist,should be 
congratulated for its 

article 'For (Jod and GDP', 
which supposedly reports on 
Malaysia's drive to promote Is
lamic banking in the country. 
The widely-respected weekly's 
correspondent obviously has 
a stunning sense of analysis, 
quoting an opposition politi
cian in downtown Kuala 
Lumpur who sees "the only 
difference (between conven
tional and Islamic banking) is 
whether the man behind the 
counter is wearing a religious 
hat or a bow tie". 

I cannot remember when I last saw a 
bank teller wearing a bow tie or a 
religious hat (whatever thatis) whether 
it is behind the counter at Barclays 
in London or Bank Islam Malaysia 
in Kuala Lumpur. Perhaps the 
politician's local branches are a touch 
more upmarket than others. 
To his great credit and admission, the 
correspondent finishes his report 
with a flurry: "Cynicism aside, the 
demand for halal (religiously 
acceptable) banking is evidently there 
- as non-Malay banks have noticed. 
Standard Chartered has offered anon-
interest 'dividend' service since last 
year, and is looking into joining the 
Central Bank's (Islamic banking) 
scheme". 
So that is the real secret. Islamic 
banking is not really about speeding 
up Malaysia's economic 
development, as the correspondent 
maintains earlier, but about the good 
old capitalist phenomenon of supply 
anddemand. Thedemandforlslamic 
banking is there. Never mind the 
funny 'religious hats' behind the 
counters; never mind the "twinning 
of such unlikely subjects as Islam and 
industrialisation and productivity and 
piety". I f there is a buck to be made, 
whynotjoinin? Afterall in Malaysia, 
no-one is forcing any bank to join in 
the Bank Negara's interest-free 
banking scheme. 

Reconciling ethics with financial 
management, of course, is neither a 

new nor recent phenomenon. In fact, in the 
City in London there has been the 
development of a thriving ethical banking 
movement over the last few years comprising 
of Christian, Jewish, Muslim and Buddhist 
bankers and fund managers. They have two 
things in common - they are all devout in 
their religious beliefs and they are all hard-
nosed professionals. They reconcile these 
two functions by investing and structuring 
deals based on their ethics. For instance, a 
Christian ethical banker may refuse to invest 
client funds in companies involved in 
gambling, publishing pornography or 
manufacturing arms, or in countries regarded 
as having oppressive regimes, such as in the 
past, apartheid South Africa, or Chile under 
Pinochet. 

Similarly, a Jewish or Buddhist ethical 
banker may invest funds according to their 
own ethics and invesunent values. An Islamic 
banker would not place funds in interest-
bearing products, or in casinos, etc. While 
ethical banking is still a relatively small 
sector, there is no doubt that Islamic banking 
has set the pace in ethical banking, albeit the 
Islamic variant, worldwide. The funds under 
management in the Islamic banking system, 
according to various estimates, are between 
$ 15b to $30b, and as the various articles in 
this issue will point out, a sizeable slice of 
this market is held by Western 
conventional banks, attracted to Islamic 
banking because of growing demand not 
only in the oil-rich Middle East but also 
elsewhere in the world. 

Ethical banking, especially Islamic banking, 
also has a strong welfare ethic. Welfare in 
the sense that funds are allocated to the 
economic and social developmentof societies 
and countries. But at the same time it 
recognises that incentive in the form of 
reasonable profits is perfectly permissible. 
What is unethical and unacceptable is the 
ruthless pursuit of excessive profits. As 
such, to suggest that the only difference 
between Islamic and conventional banking 
is the form of the conu-act, is a gross 
misunderstanding of Islamic banking 
principles. 
At the same time, the connection between 
"producfivity and piety and Islam and 
indusu-ialisation" is not as unusual as the 
stereotype suggests. The opposite is in fact 
more accurate. The fact that Muslim 
countries have lagged behind in 
industrialisation is not because of religious 
taboos, but because of unaccountable 
governments and dictatorships; of command 

and centrally-planned economies; of 
corruption and nepotism; and of self-
interest. This is also, not to suggest 
that 'economic miracles' can only 
take place under ethical banking with 
its ethical development. The German 
and Japanese miracles show 
otherwise, although time seems to 
have finally caught up with these 
twoeconomic 'giants',both of whom 
are in deep recession. 

Indeed, Malaysia is largely an 
exception and has achieved 
remarkable near-double digit GDP 
growth rates through sheer leadership 
from the National Front coalition 
government, hard work, the 
commercial acumen of the Chinese, 
Indian and the emerging 
Bumiputras (Malays), and luck in 
beingendowedwithabundantnatural 
resources and a small and 
manageable population. But above 
all Malaysia's 'economic miracle' is 
home-grown - achieved without 
great debt to the mighty financial 
institutions of capitalism or 
conventional banking whether in 
New York, London, Frankfurt or 
Tokyo. 

Malaysia's introduction of an 
Islamic financial system working 
side-by-side with the conventional 
system is steeped in ethical and 
religious sentiments. And why 
should it not be? It has been 
promoted by Finance Minister 
Anwar Ibrahim and Bank Negara 
Governor Tan Sri Jaffar Hussein -
both devoutMuslims and supreme 
pragmatists. In the case of the 
latter, prudence and scientific 
banking is also paramount in 
offering both Muslims and non-
Muslims an extension of choice in 
money-management. In the case 
of Muslims, it is also a choice of 
religious conscience. That is why 
the Malaysian Islamic banking 
experiment of combining choice 
with conscience is the model for 
the future. Islamic countries, like 
Islamic banks cannot operate in a 
blinkered world. It has to cooperate 
with the conventional system 
simply because this is, at least at 
present, the dominant system. 
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F E A T U R E 

Islamic Banking in 
Malaysia 
The Malaysian government Is throwing its weight behind 
Islamic banking. Dr Nor Mohamed Yakoop, Adviser to 
the Bank Negara explains. 

n p i he Malaysian authorities have 
I made it clear that it is their 

objective to establish a viable 
and comprehensive Islamic banking 
system in Malaysia, a system Islamic 
in substance and not merely in label, 
functioning parallel with the existing 
conventional system. In a bid to avoid 
making costly mistakes, they have so 
far, taken a gradual and prudent 
approach to achieving their objective. 

However, i f a viable and 
comprehensive Islamic banking 
system is to be established, a number 
of prerequisites must be met. These 
are: 
i) Making sure that a large number of 
players are involved in the Islamic 
banking scheme. By doing this, the 
system wil l develop in width and depth. 

ii) Offering a variety of instruments. 
A broad spectrum of instruments 
mustbe available to meet the different 
needs of investors and borrowers. 
iii) Moving to establish an Islamic 
interbank market. The establishment 
of an efficient and effective interbank 
system would link the institutions to 
the instruments. 

Development of the 
Islamic System 
Malaysia's first Islamic bank (Bank 
Islam Malaysia Berhad) was 
established in 1983, governed by the 
Islamic Banking Act. During the first 
ten years, from 1983 to 1993, the 
Bank Negara (Malaysia's Central 
Bank) and Bank Islam Malaysia 
worked closely together to increase 
the success of the Islamic banking 
experiment. 

By 1993, Bank Islam Malaysia had 

Islamic financial products 
offered by institutions 
Current Account: Al-Wadiah Yad 
Dhamanah * Savings Account: Al-
Wadiah Yad Dhamanah * General 
Investment Account: Al-
Mudharabah. * Special investment 
Account: Al-Mudharabah 
* Investment in General Investment 
issue: Al-Qardhul Hasan 
* Invesunent in shares: Al-
Musyarakah * House financing: 
Bai'Bithaman Ajil * Vehicle 
financing: Bai'Bithaman Ajil, or Al-
Ijarah Thumma Al-Bai' * V/orking 
capital financing: Al-Murabahah 
* Project financing: A/-
Mudharabah, or Al-Musyarakah 
* Financing for the acquisition of 
assets: Bai'Bithaman Ajil, or Al-
Ijarah Thumma Al-Bai' * Export 
credit refinancing: Al-Mudharabah, 
and Bai' Ad-Dayn * Accepted bills: 
Al-Mudharabah, and Bai' Ad-Dayn 
* Letter of credit facilities: al-
Wakalah, or Al Murabahah 
* Shipping guarantee: Al-Kafalah 
* Bank/financial guarantee: Al-
Kafalah * Overdraft facilities: Al-
Qardhul Hasan * Bills Operations: 
Al-Ujr * Welfare loans: Al-Qardhul 
Hasan * Leasing.- Al-Ijarah 
* Underwriting of Islamic bond: 
Al-Ujr 

^^^^^ 

already setup more than thirty branches 
throughout the counU-y and a subsidiary 
Islamic insurance company, whilst the 
Central Bank developed a broad range 
of Islamic financial instruments. After 
only one decade of operations for the 
Bank Islam Malaysia, there was no 
doubt in the minds of the authorities as 
well as the Malaysian public, that 
Islamic banking was indeed a viable 
proposition and was here to stay. 

Dr Nor Mohamed Yakcop 

The next move was to broaden the scope 
and depth of the field by increasing the 
number of institutions offering Islamic 
banking facilities. Oneway to do it would 
have been to allow additional Islamic 
banks to be set up. But such a move would 
have proven to be expensive, given that 
the cost of setting up a bank is often in the 
region of US $200,000 or more. Because 
the conventional financial institutions 
already had a broad network of branches 
throughout the country, it was decided 
that the most effective and efficient way of 
increasing the number of players and 
making Islamic banking services 
available at a minimal cost would be to 
allow three ofthe largest commercial banks 
to offer the interest-free banking scheme -
now operating under the name of Skim 
Perbankan Tanpa Faedah (SPTF). The 
three banks were Maybank, Bank 
Bumiputra Malaysia Berhad and United 
Malayan Banking Corporation Berhad. 
By the end of June 1993, it became clear 
that the pilot test was successful and that 
the scheme could now be extended 
nationwide to all of Malaysia's commercial 
banks, finance companies and merchant 
banks. 

On July 4, 1993, the Minister of Finance 
announced that henceforth the scheme 
would be available to all financial 
institutions that were able to meet the 
SPTF guidelines of the Bank Negara and a 
total of twenty-one Islamic financial 
products could be offered by the financial 
institutions participating in the SPTF. 
It is expected that by the end of the year a 
large number of financial institutions 
wil l be participating in the SPTF. In 
addition to the three original banks, a 
total of ten financial institutions, including 
commercial banks, finance companies and 
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F E A T U R E 

merchant banks are now working 
towards launching the SPTF in their 
respective institutions, hi fact, the response 
of Malaysian financial institutions to the 
scheme, including branches of foreign 
banks operating in Malaysia, has been 
overwhelming. 

Breakthrough in Interbank 
System 
By the end of 1993, two of the three 
prerequisites needed for a viable and 
comprehensive Islamic banking system 
- namely a large number of players and 
a broad variety of instruments - would 
have been met. The third prerequisite, to 
develop an Islamic interbank system, 
will be given top priority over the next 
few years, and indeed, the first moves 
in this du-ection have aheady been made. 

Beginning in 1994, allthecheques issued 
by Bank Islam Malaysia, as well as the 
banks operating the SPTF will be cleared 
separately under a computerised pool 
system. The pool system will work in 
such a way that at midnight each day, the 
deficit SPTF bank will borrow interest-
free funds from the surplus SPTF banks. 
Any net shortage will be covered by 
Bank Negara on an interest-free basis. 
However, persistent borrowers from 
Bank Negara wil l have to pay a penalty. 
It is hoped thatthis pool system will form 
thenucleusofan Islamic interbank system, 
which is expected to emerge during the 
next few years. 

There has also been a number of related 
developments in Malaysia, both within 
and outside the banking system, which 
should also contribute to the development 
of a viable Islamic banking system. For 
example; 

i) There are an increasing number of 
Malaysian Muslims who, as a response 
to the government's campaign to instil 
Islamic values among Malaysia's Muslim 
population, no longer view Islam as a set 
of personal values and organised rituals, 
but now want all aspects of their lives 
tobegovemedaccording to Islamic values. 

ii) A number of Islamic institutions 
operating on the fringes of the banking 

system, are blossoming. In addition to 
the Pilgrimage Board or Tabung Haji, 
which has been conducting its operations 
on an Islamic basis since die 1960s, and 
which is now a large conglomerate, there 
is Bank Rakyat, which as Malaysia's 
biggest cooperative bank has started 
offering Islamic financial products, and 
Bank Simpanan Malaysia, the National 
Savings Bank has announced its intention 
to do so in 1994. The Government also 
has entered the market by introducing 
Islamic vehicle loans for civil servants 
and the Bank Negara's housing and vehicle 
loans to its staff are now on an Islamic 
basis. 

iii) Among the conventional banks, there 
has been a notable upsurge in the number 
of motivated Muslim officers who are 
well versed in Islamic economics and 
finance and are in a prime position to 
promote Islamic banking in Malaysia. 

iv) The Malaysian Institute of Banks has 
set up a comprehensive training programme 
on Islamic banking. 

The Islamic banking system envisaged by 
the Malaysian government is one which will 
operate side-by-side with the conventional 
system and wil l offer to all Malaysians -
Muslims and non-Muslims alike - financial 
products which are at the same time 
sophisticated and a reflection of the socio
economic values of Islam. A l l things 
considered, it is safe to predict that the 
government's objective of establishing a 
comprehensive and viable Islamic banking 
system will be achieved well before the end of 
this decade. 

Dr Yakcop is Head of Bank 
Negara's Islamic Banking 
Department and Trade Finance 
Department. 

DIPLOMA COURSE IN ISLAMIC 
BANKING AND INSURANCE 

Over the past two decades Islamic banking and insurance has 
earned a reputation as a dynamic and efficient alternative to 
conventional banking. Operating in thirty-six different countries 
and managing funds to the tune of billions of dollars, it is 
increasing in influence daily. 
The Institute of Islamic Banking and Insurance is now offering 
a unique opportunity to learn more about this fascinating 
financial system, through a distance learning course, on the 
successful completion of which students will be awarded a 
Diploma in Islamic Banking and Insurance. 
If you require further informafion, or would like to receive a 
copy of the brochure, please contact: 

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 IN 
EUROPE 
A SURVEY... 
"The largest Islamic bank in London is Citibank" remarked a 
senior Western Central Bank official recently. The official was 
not being cynical but merely pointing out that in terms of 
volume of business, Citibank's interest-free portfolio by far 
exceeded the entire balance sheet of Al Baraka International 
Bank (AIB) which has since ceased operations. 

E ^ uropean monetary authorities 
such as the Bank of England 
have made it clear that in 

principle, they have nothing against 
Islamic banking, as long as it satisfies 
the provisions of their own banking 
legislation, the EC banking directives 
and the new guidelines set out by the 
Basle Committee on international 
banking. I f Islamic banking can 
operate within these guidelines, then 
there is no reason why an Islamic bank 
should not get a UK license. 

In fact. Islamic banking has been 
around in Europe for almost as many 
years as in the Muslim world. Citibank, 
for instance has been involved in 
Islamic banking for eleven years, and 
Kleinwort Benson entered the market 
as early as 1977, only two years after 
the Islamic Development Bank was set 
up and four years before the Geneva-
based Dar A l Maal A l Islami (DMI) 
was established. 

These Western banks are making their 
mark on the market - albeit in the form 
oflslamic banking units - and offering 
stiff competition to the wholly 
Islamic financial institutions by 
specialising in niche products in trade 
and commodity finance, leasing and 
Morabaha syndications. W i t h a 
combination of expertise and a 
century of scientific banking 
experience, in many areas they are 
setting the pace. 

When A l Rajhi Banking and Investment 
Corporation, through its London 

subsidiary, the A l Rajhi Company for 
Islamic Investments, got the mandate 
from the Dubai-based Emirates airline 
to raise $60m, on an Islamic leasing 
{Ijara) contract for the purchase of 
A310-300 Airbus earlier this year, the 
offshore//ara agreement was arranged 
through Chase Manhattan. 

B ut there are a host of other conventional 
banks also offering Islamic profit-and-
loss (PLS) services including Chase 
Manhattan, Union Bank of Switzerland, 
Girozentrale of Austria, Arab Banking 
Corporation, National Bank of Kuwait, 
National Commercial Bank of Saudi 
Arabia, The Saudi British Bank, Riyadh 
Bank etc. 

These players are in addition to the 
Islamic financial institutions already 
operating in Europe, including the A l 
Rajhi Company for Islamic 
Investments, D M I in Geneva, Faisal 
Finance (Geneva), Bank A l Taqwa in 
Switzerland, Islamic Bank International 
in Copenhagen, Islamic Holdings 
System in Luxembourg, Arab Albanian 
Islamic Bank in Tirana, and the Islamic 
Takafol Company in Luxembourg. 

Recent developments in Islamic 
banking have sparked renewed interest 
in the phenomenon especially amongst 
banks in the West. True, for various 
reasons, it has not always been easy for 
Islamic banking to flourish in the West, 

but then Islamic banking has not flourished 
either in a number of Muslim countries, 
including and indeed especially, Saudi 
Arabia. 
There has been much cynicism and criticism 
by Muslim radicals about the efficacy of 
Islamic banking whether in the West or in 
a 7?/6(2-based environment in the Mushm 
countries themselves. They claim that 
Islamic banking can only be practiced in a 
truly Islamic environment. But such 
arguments are based more on emotional 
idealism than on pragmatism. A number of 
respected fiqh experts endorse the fact that 
Islamic banking can be practiced anywhere 
so long as Shariah principles are adhered 
to as far as humanely possible. Of course a 
number of operational compromises wi l l 
have to be made, but so long as there are no 
compromises on the fundamentals, this is 
acceptable. The overriding aim is to strive 
towards the ideal of Islamic banking. 

In this special issue, NEW HORIZON 
outlines the progress oflslamic banking in 
Europe through a number of interviews 
and in-depth profiles of the major players. 

Encyclopaedia of 
Islamic Banking & 

Insurance 
Details from: 

The Institute of Islamic 
Banking and Insurance 

ICIS House, 
144-146 King's Cross Road, 

London WCIX 9DH 
Tel: 071-833 8275 
Fax: 071-278 4797 
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American Giant Dominates 
Trade Finance 

Citibank is potentially one of the largest arrangers of Islamic trade finance instruments in London. 
The bank's involvement in Islamic banking overall is also substantial given the fact that it actually 
functions "as an Islamic banking entity licensed to practice Islamic banking in Pakistan and the Sudan 
and approved by its ultimate regulators, the US Federal Reserve", NAOMI C O L L E T T discusses v*'ith 
David Hightower, Vice President of Citibank's Islamic Products Unit. 

Q. What prompted Citibank's interest in 
Islamic banking? 
A. Citibank's interest in Islamic banking 
dates back eleven years. Islamic banking 
had emerged in the Gulf during the mid-
seventies and then began to develop in 
Malaysia in the early-eighties, at which 
point Citibank put together a formal team 
to cope with the changes. Originally, we 
were only concerned with the basic Islamic 
trade finance, however it soon became 
clear that this was developing into a m uch 
larger business with several dozen 
investors. 

It also spawned a number of other products 
and services and provided the base for 
discussions leading to a whole host of 
new products and services. For example 
we now operate foreign exchange funds, 
we have suuctured and operated leasing 
pools, asset structures, ships, aircraft, etc 
and we do a great deal of structured tiade 
finance especially where it involves 
country risk sharing and counterpart risk 
sharing. The department is divided into 
three different sections, the conventional 
trade financebusiness,apure trade finance 
section that looks at cross border trade 
and we have a corporate finance section 
that deals with more complex su^ucturcs 
like aircraft leasing and project finance. 

Whilst our activity in the UK is to work 
with Islamic institutions and individuals 
helping them structure transactions that 
they will either invest in directly or that 
they will disu^ibute in their own name to 
their customers - rather than providing 
Islamic retail products - we function as an 
Islamicbankingenlity licensed to practice 
Islamicbanking in Pakistan and theSudan, 
approved by our ultimate regulators, the 
US Federal Reserve. 

Q. Was there much scepticism when you 
began, as an American bank becoming 

Citibank, London 

involved with Islamic banking? 
A. There was a lot of scepticism, especially 
from the fund takers' side, it was hard to 
work with them then and still is today. 
However, the attitudes vary enormously. 
Islamic finance is now - whilst not 
commonplace - more acceptable, but in 
North America it still generates a very 
hesitant response. It is perceived as 
something very differentbut whatalotof 
people don't realise is that this is a 
commercial exercise with an ethical 
backbone to it and in that sense there is 
common ground between the Islamic 
institutions and individuals and the rest of 
the commercial community. 

Any divergence is obviously in the fact 
that we don't come with an ethical or 
religious code although we do have a set 
of principles that we follow for good 
commercial practice and legal 
requirements. So we often find ourselves 
travelling in the same direction on parallel 
U-acks and there is no reason why we 
cannot join forces in that instance and put 
together a U^ansaction that suits both our 
mutual objectives. So a lot of what we 
have been doing is U^ying to identify those 

simations where we do have distinctly common 
ground, whilst accommodating the various 
technical differences that exist. 
Q. How do you approach marketing? 
A. We don't advertise ourselves, but we try to 
takeaproactiveroleby talking to thecustomers 
about their portfolio interests and where that 
is going to lead them and go from there. We 
have to go out and approach the customer and 
see what is required. One of the things that 
gives us a significant advantage in this is that 
we have a very extensive branch network and 
a long history of contact both in the Middle 
East and South East Asia, including branches 
in Bahrain, an affiliate Saudi American bank 
in Saudi Arabia, branches in the UAE, Oman, 
Pakistan, the Maghreb, the Sudan as well as in 
every country in South Asia. So we have the 
advantage of many contacts in the business 
and for many of these customers it is one more 
adjunct toabroader relationship withCitibank. 

Q. How do you ensure that your work is in 
accordance with the Shariah? 
A. As a commercial bank we feel that it is not 
within our realm to decide i f such a structure 
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is Islamic, so we take the judgment of the 
institution that we are dealing with. 
Q. Have you come under criticism for 
this? 
A. All the time, but what we do is to try to 
comply with the individual investors' 
criteria rather than try to impose a set of 
criteria on him. We have many Muslims 
working with Citibank who have 
individual viewsabouttheappropriateness 
of one stmctureover another but we always 
have felt that it is important to put the 
customers' interest at the top of the list, 
and what he wants is what we try and to 
deliver. 

Q. You say that there are many people 
from the region working here. How do 
you go about instructing them in the 
basics of Islamic banking? 

A. Most of it is on the job as we are not 
a big enough unit to formalise training. 
But because we work within a corporate 
finance team we can call on a lot of 
resources in terms of training, i f we do 
need instruction in Islamic logic and 
structures we wi l l go directly to our 
customers and ask them to tell us exactly 
what it is that they want, and the logic 
behind it so that we can understand and 
respond better to new insttuctions and 
angles. But it is still a difficult situation, 
because the indusu-y is still small in 
terms of the amount of people it 
employs. There is a tremendous demand 
in terms of conventional bank training 
from our investors - they are happy to 
have their people come and spend time 
with us talking about their products 
and their points of view, but at the same 
time we do get access to their viewpoints 
which is necessary to get us to the 
level where we can speak on the same 
terms and with the same terminology, 
which is fundamental to our 
understanding of each other, as well as 
generating new ideas. 

And as the institutions and new 
boutiques that are currently establishing 
themselves take off there wi l l be an 
enormous amount of movement in 
different directions and as the second 
and third generation of structures wi l l 
blossom, there wi l l continue to be new 
ideas and movement. 

Q. How were you affected by the end of 
the Gulf war? 
A. The industry suddenly sprung to life 
and provided a lot of opportunities but 
also a lot of difficulties for those of us 
working within it in keeping up because 
all of a sudden the demands and the 
interests have expanded rapidly, there 
is now a new feeling on the part of 
Islamic banks of wanting to break new 
ground. Another phenomena was the 
considerable expansion by conventional 
commercial banks in theGulf launching 
Islamic products of their own, they 
clearly saw the market place as one 
which was growing in importance in 
their jurisdiction and one they didn't 
want to be excluded from. 

What this obliged the Islamic 
institutions to do was to diversify to 
consolidate their own market share and 
be able to compete with full service 
commercial banks. This is good for the 
industry, it has brought a lot of attention 
to it and as a consequence of that it has 
helped to accelerate the development 
of Islamic banking. 

Another difference has been the onset 
of the recession in the OECD countries 

which saw a lot of commercial banks 
drawing back from many of the funding 
activities they used to be involved in, and 
many conventional sources shrinking or 
becoming static, so on the fund users' side 
there's more interest now in looking for 
alternatives. 
This has meant a change in the attitude of 
Western borrowers towards Islamic 
investment structures as well as providing 
an opportunity for some of the Islamic 
institutions to expand into new investment 
territory. There has been a very active 
period within the Islamic jurisdictions 
both on the fund raising side with a lot 
more funds flowing into these organisations 
recently whilst at the same time the appetite 
for the funds they are accumulating has 
increased. 

As an intermediary this means that there 
are new ideas that we can help to shape. 
Our first priority is to satisfy our investor 
customers' criteria so we wil l listen to 
them and determine what direction they 
want to travel in and we wil l pursue those 
ideas within the geography that primarily 
interests them. Here, our branch network 
in the Middle East gives us the edge as this 
is the area which is most familiar to many 
of our investors. 
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Information Pulse for 
Al Rajhi 

rW^ he A l Rajhi Banking and 
I Investment Corporation are at 

the forefront of Saudi banking. 
NAOMI C O L L E T T talks to Mr Nizar 
Al-Shubaily, General Manager of the 
London-based subsidiary, the A l Rajhi 
Company for Islamic Investments 
Limited about their role in Europe. 

Q. What brought you to the UK? 
A. The bank is in a position of great 
liquidity, and so is constantly looking 
for new markets in which to invest. It 
needs a presence abroad to carry out 
marketing for its clients, report on 
potential European clients, as well as 
legal and credit issues. We seeourselves 
as the eyes and ears of the Riyadh 
office, performing an advisory role but 
stopping short of taking decisions or 
trading. 

We've been here now for ten years. 
We grew as the business in Saudi Arabia 
grew, we started with three staff and 
have now grown to 23 of which eight 
perform an advisory role. However until 
business with Europe expands we wil l 
remain the bank's only information 
centre outside of the Gulf. 

Q. How were you affected by the Gulf 
War? 
A. In the long-term no more than 
anybody else. At the moment, the 
Saudi economy is booming, we have 
lots of liquidity and we are a very well 
capitalised bank, well over the Basle 
Concordat in fact. 
Q. What was the impetus for entering 
Islamic banking? 
A. Mainly the growth in demand by 
individuals for Islamic deposits, other 
organisations such as the Kuwait 
Finance House have also benefited from 
a significant growth in demand over the 
last five years. We began by devising 
unit trusts for investors, approved by 
the Shariah council. 

Q. Have you been criticised for 
concentrating on short term 

transactions? 
A. Most of our focus remains on short 
term u-ansactions, although the need 
for long-term project financing is 
growing. However, we are trying to 
respond to demand; our fixed assets for 
1992 include investments in leased 
assets such as Westar House Property, 
Malaysian Airline Service (MAS), and 
CAPECO's Vessel. 

Q. How do you approach your 
marketing? 
A. By cold calling or through contacts 
with Western financial institutions or 
individual brokers. Or through 
companies that we have already had 
dealings with that now need to find new 
sources of financing. 

"We have proven that we can 
attract employees from the 
domestic sector and give 
customers an Islamic 
investment vehicle to rival the 
conventional." 

Q. What are your l inks wi th 
conventional banks? 
A. They may give us new ideas, which 
as this business is ever evolving is a 
good thing, they also bring us new 
transactions and we are happy to 
reciprocate. 
Q. Do you see a time when you take 
over from conventional banks with 
Islamic instruments as you expand your 
network? 
A. This depends on how active we are 
in talking to the market directly without 
Western banks mediating. I can see a 
time when the role of conventional 
banks lessens, this is a natural process 
as the industry matures and reflects 
changes in the market. Ten years ago 
the market wasn' t fam i 1 iar wi th 1 slam ic 
banking concepts, contracts or terms. 

but as this situation is reversed and we 
build up more contacts of our own we wil l 
become less reliant on the conventional 
sector. 

Q. How do you respond to criticism of 
having bad deals off-loaded onto Islamic 
banks? 

A. Perhaps when we started we didn't get 
the best deals, but that is probably true of 
all banks trying to break into a new area, 
rather than it being because we are an 
Islamic bank. But now, we are a major 
source of financing, and the market cannot 
afford to ignore us, a lot of conventional 
banks have reached the limit of their credit 
to the companies that they deal with, 
whereas we have plenty of leeway. 

There is a great demand for leasing, which 
is a natural business for Islamic banks as it 
involves commodities; tangible assets, so 
this is a good situation for us and the 
market. For example, Citicorp have 90 
such deals, we don't have nearly as much 
so we have a lot of room for manoeuvre. 
Also, although we have the same credit 
parameters and we use the same criteria as 
-the conventional banks to judge a risk, we 
have a lot more information on the Gulf 
and we know the region better so we can 
f i l l a gap there. 

Q. What problems do you see ahead for 
Islamic banking? 
A. The problems that we face are due to 
the fact that Islamic banking is still in its 
infancy and there is no unified theory. The 
IDB is trying to unify structures on 
accounting but until unified accounting 
standards are accepted, we can only rely on 
our own religious committee and ensure 
that it is made up of the most respected 
scholars. We also maintain close relations 
with other Islamic banks as we all face the 
same problems wi th concepts and 
structures. But even this is not a serious or 
long-term problem, as our deposits and 
profits speak for themselves. We have 
proven that we can attract employees from 
the domestic sector and give customers an 
Islamic investment vehicle to rival the 
conventional. 

September 1993 NEW HORIZON 9 



I N T ER V I E W 

ANZ Grindlays: Authorities on 
Trade Financing 

W ith an annual turnover of 
$300-400m for short-term 
Islamic trade transactions and 

its long involvement in the markets of 
South Asia, ANZ Grindlays have 
already earned themselves a formidable 
reputation for structuring Islamic 
banking deals. NAOMI C O L L E T T 
talks to ANZ Director Bruce Sutherland 
and the Manager of Islamic Finance, 
Anand Bahadur, about their forays 
into Islamic financing. 

Q. When did you first become involved 
in Islamic financing and why? 
A. We did our first deal in 1990. This 
was very much a trade-related 
transaction, which was the logical 
choice as we had already been doing a 
number of trade related deals in 
Pakistan on a straightforward 
conventional banking basis. 

In terms of the economic stimulus for 
entering this market, you wi l l recall 
that in 1990 Pakistan and India were 
undergoing a political and economic 
crisis. Raising Western money wasn't 
easy as there was limited liquidity for 
an Indian or Pakistani risk. The 
commodity involved in our first deal 
was oil, and the oil traders had to give 
at least 180 days' credit. Although it 
was the height of the crisis in both 
India and Pakistan, ANZ Grindlays, 
by approac hing the Islamic banking 
sector, were the only bank that was 
able to offer this credit. So we were 
able to assist in supplying both 
countries wi th a very important 
commodity at a very crucial time. 

Q. Were your operations affected by 
the Gulf war? 
A. No. Our involvement in Islamic 
banking is only as arrangers. We have 
a select number of Islamic banks that 
we talk to and do business for. Our 
business is originating and arranging 
deals which w i l l be acceptable 
Islamically, and because our Islamic 

ANZ Grindlays, London 

banking investors are MiddleEastbased 
their understanding of country risk is 
substantially different to that of the 
conventional sector. In fact, we signed 
our very first Murabaha U-ansaction 
with one of our Islamic investors at the 
time of the Gulf war. At that time many 
Western banks would probably have 
pulled out, but Islamic banks have 
shown themselves to be committed to 
following a deal through. 

"The key to keeping ahead in this 
business is not only having people 
with a knowledge oflslamic banking 
but who are also aware of the latest 
developments in the region and can 
see where the demand is moving." 

Q. In what geographical region are you 
strongest? 
A. To answer this question, you have to 
look back at the history of A N Z 
Australia. ANZ bought out Grindlays 
Bank in 1986, which had a very 
substantial network in South Asia. We 
were looking to match product to 
customer demand, and there was a 
natural fit there. And because we have 

funds available for India and Pakistan we 
concentrate on this region. 
Q. How do you tackle the problem of 
personnel. Is the training done on an ad hoc 
basis ? 

A. There are very few people with Islamic 
banking experience. Our job is to originate 
a transaction, arrange it, and structure it so 
that it is in line with the respective Shariah 
board'srequirements for Islamic fmancing 
but there are no text books on that. So the 
training is in-house, it's ad hoc and it's 
pretty much a function of individual deals. 
Another reason for this is that given that it 
is a very dynamic area and investment 
strategies have changed over the last few 
years, any text book would soon be out of 
date. For example in the past investors 
were very interested in doing Morabaha 
type transactions, butrecently this has been 
declared to be not totally in line with the 
Shariah, so they now want to become more 
involved with trade transactions. Sol think 
in terms of training it is very much a question 
of learning as you go and trying to satisfy 
the ever changing requirements of your 
investor base. 

However, when we recruit, we gravitate 
towards people who have some cultural 
understanding of the marketplace. Because 
of our network, and our stength in Pakistan, 
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we tend to employ people from the 
region who have an understanding of, 
and are sympathetic to the issues 
involved and who also have an aptitude 
for business.The key to keeping ahead 
in this business is not only having people 
with a knowledge of Islamic banking 
but who are also aware of the latest 
developments in the region and can see 
where the demand is moving. 

But the greatest pressure for 
understanding is not on us as originators, 
but on the Islamic investors themselves. 
They are very liquid, their needs are 
changing and they are starting to look at 
longer term transactions. It is only as 
these needs are realised that we, through 
a process of consultation, are able to 
originate business and develop the 
products accordingly. 

Q. How do you ensure that the product 
you are offering is in line with the 
Shariahl 

A. Each investor has his own Shariah 
committee, since we deal with a number 
of these banks we do everything that 
we can to make sure that it is Islamic 
but ultimately it is their Shariah board 
which approves the transaction. But 
frankly given the kind of contact that 
we have, I cannot imagine a situation 
where we put forward a transaction and 
it turns out to contravene the Shariah. 

Q. How do you market your services 
and make yourself available to the 
market? 

A. We started with short-term products 
and o i l related trading deals, 
concentrating on Pakistan. Today we 
have diversified our client base so that 
it is pretty much in line with our network, 
and it now incorporates the UK, USA, 
Latin America and Australia etc. Our 
customer base has also increa.sed quite 
substantially. Traditionally it was only 
one or two of the oil majors, now it 
includes suppliers of fertilizer and 
wheat, as well as a number of companies 
that have large projects being set up in 
these parts of the world. 

We constantly have an ear to the 
ground and i f there is a project, we wi l l 
investigate and see i f there is any 
funding requirement where we can 
assist. We are able to offer a 
multifaceted service, for example i f a 
client is required to sell oil on credit 
terms we wi l l try to provide them with 
credit, or if it is countries like India or 
Pakistan wanting to buy on credit we 
wi l l try and see how we can assist them, 
and i f it is Islamic banks that have 
liquidity and unutilised customer limits 
we wil l try and assist with utilising or 
placing their limits. 

"The banks that we have been 
dealing with, have been happy 
to consider the kind of risks 
that have been offered to them, 
be it in terms of trade or 
country risks. They are major 
players and understand the 
role that they have to play and 
what the opportunities are. If 
they want to have reasonable 
margins in their business, then 
they must be willing to take a 
risk. " 

Q. I understand that with your long 
history of involvement in Pakistan you 
have the edge there but you are not so 
focussed on the Middle East. How can 
you keep ahead of competitors in the 
Gulf? 

A. Simply by being the best at what we 
do. Citibank have paid us a great 
compliment by naming us as the number 
one arranger of Islamic financing. 
Citibank is much bigger in fund' 
management, but they realise that when 
it comes to arranging deals, we lead the 
market. ANZ, of course, would like to 
get into fund management and we are 
currently looking to structure deals that 
would give us an automatic entry into 
this field. 

But when we talk about how we market 

ourselves, we look at what an investor 
interested in Islamic transactions brings to 
the table that is different to a Western 
transaction. Then you have to find a 
customer that has a need that Western 
institutions might perhaps not be willing to 
consider, which brings us back to the 
fundamental question of risk. Islamic 
institutions don't want a greater credit risk 
but they are prepared to look more positively 
at project and asset risk and have a very 
different perception of country risk. So 
when we are targeting our customers we 
are obviously looking at institutions where 
country risk is limited to the traditional 
sources and we can offer a whole bundle of 
liquidity for Islamic institutions trying to 
find a home. 

Second, very few Western institutions are 
actually project finance lenders; ie they 
lend against cash flows, as opposed to an 
asset orbalance sheet. The classic example 
of this is the HUBCO River Project, which 
we arranged as an Istisna deal. That 
transaction as a start up project would 
never have got off the ground without 
Islamic banking. It had been around for 
three years and had struck an impasse trying 
to get some interim financing during the 
construction phase. We couldn't find a 
Western bank that was prepared to do it, 
but we made a deal happen where many 
banks had floundered in trying to raise this 
money. 

The key factor was that the Islamic 
institutions were prepared to take a project 
risk, and they were comfortable with the 
country risk, whereas on both those counts 
Western institutions had backed out. 

Q. There has been some criticism of Islamic 
institutions who feel obliged to adopt a 
prudent approach to risk taking at this early 
stage in their development and are dragging 
their feet - although their raison d'etre is 
risk taking. Has this affected you adversely? 

A. It is not just Islamic banks that are 
accused of this. Western banks are as well. 
However, the banks that we have been 
dealing with, have been happy to consider 
the kind of risks that have been offered to 
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them, be it in terms of trade or country 
risks. They are major players and 
understand the role that they have to 
play and what the opportunities are. I f 
they want to have reasonable margins 
in their business, then they must be 
willing to take a risk. I think that in the 
beginning many believed that Islamic 
institutions were an easy target. But 
certainly now any one who thought this 
would not be in the market for very long 
as Islamic institutions are quite capable 
of assessing the risk for themselves. 

Q. Can you see yourselves becoming 
obsolete, as Islamic institutions develop 
the networks and expertise to arrange 
transactions themselves? 

I don't think this is likely, as we wi l l 
always have a larger branch network 
than them and they need our expertise 
and understanding of other 
markets. We wi l l always have the 
ability to originate transactions 
more quickly and frequently, and 
given the sheer volume of funds 
that Islamic institutions have for 
investment they need us to plug 
that hole. 

They don't have the network to 
originate transactions for the scale 
of the funds available for 
investment. And quite frankly we 
offer them a very good deal. For 
example, i f we were to arrange a 
trade finance deal for Pakistan for 
oil and credit for 180 days, we wi l l 
organise the documentation, the 
negotiations, and we wi l l take them 
through the transaction from start 
to finish. 

There wi l l undoubtedly be a greater 
cross flow of personnel and 
expertise in the future, but it wil l 
not be at a level to allow them to 
usurp our role on any great scale. 
New deals, and new techniques are 
constantly coming up, so our 
expertise is still necessary. 

Q. You mention links with the 

conventional sector, that deals could be 
arranged by you with Islamic banks and 
then taken up by conventional banks. 
Obviously you don't see any inherent 
conflict there? 

A. In the general scheme of things 
Islamic financing has arole to play side by 
side with Western financing. Both sectors 
are Uying to achieve the same objective, 
albeit by different means. 
Of course there are technical problems i f 
you talk about merging the two sectors in 
a syndication sense, but in terms of 
presenting a package to a customer, 
combining both an Islamic and a 
conventional portion, this is possible. 
I would like to see us target infrastructure 
projects in South Asia where ANZ has a 
particular focus and we can perhaps have 
the Islamic institutions take the project 
risk in the early stages for anywhere up to 

three years, and then have them taken up by 
Western institutions. In fact, the Hub river 
project is the perfect example of this as 
mobilisation funds were made available by 
an Islamic bank on an Islamic basis, and the 
balancefunding is beingprovided by Western 
sources, predominandy by the World Bank. 

There is nothing mysterious about Islamic 
financing. I f there is any fundamental 
difference then it is probably the issue of 
interest and there are many well travelled 
routes to cope with that. We are stfucturing 
transactions with English lawyers, drafting 
documentation, and although the documents 
have differentnames, they essentially operate 
on the same principle, they take risk and the 
emphasis is on profit. Both systems want to 
achieve the same objective, it is just that they 
go about it in slightly different ways. And w e 
are confident of arranging more deals of this 
sort as customers become more familiar with 
the Islamic system. 
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Kleinwort Benson: 
Diverse Client Base 

K leinwort Benson, a 
merchant bank with a 
long history in trade 

finance and contacts with Middle 
East merchant families, last year 
arranged short-term Murabahas 
(cost-plus financing) transactions 
worth $4b. Kleinwort Benson also 
arranges medium-term Islamic 
leasing Ijara and offers a wide 
Islamic private banking portfolio 
to potential investors. Although 
the bank has a strong client base 
in the Gulf, it has also structured 
a number of deals for clients in 
North Africa, South East Asia 
and in Europe. 

NAOMI C O L L E T T talks to 
Richard Duncan, Manager of 
Kleinwort Benson's Middle East 
Banking Department about his 
bank's involvement in Islamic 
banking. 

Q. WhatpromptedKleinwortBenson's 
interest in Islamic banking? 

A. Our interest stemmed from our 
long-term presence in the Middle 
East. It was inevitable that when Islamic 
banking first appeared in the Gulf 
region, we would take an interest in its 
activities. 

Q. What services do you offer and 
what role do you envisage for Kleinwort 
Benson in the future? 

A. At the moment, Islamic institutions 
turn to us for our con tacts and technical 
skills in financing international trade. 
They have the problem of not having 
the capital markets that conventional 

Richard Duncan, Manager of 
Kleinwort Benson s Middle East 

Banking Department 

banks have built up. This is where we 
try to help, and can offer them a useful 
service. As a merchant bank our job is 
to arrange deals, we wil l raise finance 
for clients and advise them on the 
structures of a deal. 

Presumably at some stage in the future 
Islamic institutions wi l l develop these 
contacts and skills themselves and 
won't need institutions like us - the 
Faisal Islamic Bank of Bahrain is 
already doing asset finance deals 
without Western banks. However, this 
is a growing market and there is plenty 
of scope for developing new techniques, 
so we wil l always find new areas to stay 
at the forefront of. 

Q. Have you experienced problems 
with different interpretations oflslamic 
financing? 

A. Each individual investor has a 
different understanding ofwhatlslamic 
transactions are. We have found that 
the best way of coping with this is to 

always consult and negotiate with the client, 
and be guided by their requirements so that 
we don't go off on a tangent. 

Q. How do you approach training? 

A. Formal training is limited as the Middle 
East Banking and Trade Finance 
Department is very small, there are only 
two personnel in marketing and trading. 
Because of this, new structures are pretty 
well learnt on the job. 

Q. Were your activities affected by the 
Gulf war? 

A. Our clients in this region didn't 
withdraw during the Gulf war. This is 
because they are more at home with taking 
credit risks in the Gulf - which does not 
signify a different credit appraisal process, 
but rather a better understanding of this 
part of the world. 

Kleinwort Benson, London 
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Q. There has been criticism of Islamic 
institutions for being too hesitant in 
taking risks. Would you agree with 
this? 

A. I t is true that some Islamic 
institutions got themselves into 
difficulties by moving too quickly, so it 
is probably a good thing that they are 
now adopting a prudent approach. But 
it must be remembered that all banks, 
be they Islamic or conventional, have 
difficult loans. Unfortunately, many 
Islamic banks such as Albaraka have 
now moved too far in the other direction, 
although in terms of their assets and 
liabilities Albaraka was well run, their 

capital adequacy was high, 
which i f anything indicates 
underperformance. 

Q. Do you believe that the 
conventional and Islamic systems 
can operate together on a 
commercial basis? 

A. In the long term there wi l l 
occasionally be problems; largely 
with interest based, tax based deals, 
as wel l as diff icult ies wi th 
differences between the fiscal 
authorities in the UK and Saudi 
Arabia which w i l l inhibit some 
deals. 

But so far we have found that it is 
OK to accept Islamic criteria and as 
long as that criteria meets normal 
commercial guidelines, we can live 
very well together. 

We are able to liaise both with 
Islamic institutions and our 
specialists which gives us a lot of 
flexibility, for example i f we are 
asked to advise on an Islamic option 
for a trade department, we wil l call 
someone from our trade department 
and take their advice, or i f necessary, 
bring in the bank's experts with 
skills at an appropriate level. We 
then go back to the Shariah 
committee to see i f they wi l l accept 
our proposals. 

Although this obviously takes 

longer than the conventional deals 
because of the extra complexities 

"Islamic finance can 
only be compared with 
other sources of 
finance. If you want 
conventional businesses 
to deal Islamically, then 
you must have an edge, 
and be able to offer 
competitive deals." 

involved, this isnotreally a problem. We 
are able to keep our work separate from any 
dealings with interest based business, so 
that our clients' money is not tainted by 
Riba. 

Q. Most people have been surprised by 
the success of Islamic finance. Where does 
it go from here? 

A. Islamic finance can only be compared 
with other sources of finance. I f you want 
conventional businesses todeal Islamically, 
then you must have an edge, and be able to 
offercompetitivedeals. Islamic institutions 
in the past have been too slow in accepting 
good quality risks but over the next few 
months we wi l l start seeing good deals for 
good quality corporate credits. 

SHALIMAR HOUSE 
RESTAURANT 

We at Shalimar House Restaurant estabhshed 
in 1958 in London's East End, will prepare and 

deliver anywhere in the UK. 

H A L A L AND TRADITIONAL 
PAKISTANI/MUGHLAI AND 

TANDOORI CUISINE AT 
H I G H L Y C O M P E T I T I V E R A T E S 

Some of our speciahties are: 
Seekh Kebab, Batair, Paya, Maghaz 

Chicken Tikka, Mutton Tikka 

Fresh Tandoori dishes can be prepared 
at your function using our own 

mobile oven. 

We are open 7 days a week 

Book orders with 
Nazeer Ahmed on 

071-709 0144 / 0145 

8 Hessel Street (off Commercial Road), London El 2LP 
(TUBE: W H I T E C H A P E L / A L D G A T E EAST) 

PatrorLS please note that we do N O T liave any branches 

CATERERS TO THE INTERNATIONAL CENTRE FOR ISLAMIC STUDIES 
(ICIS), LONDON 
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DMI Targets Increased Business 
in Europe 

Following a testing fiscal year in 1992 with reduced income and a book loss, Islamic banking's 
pioneering Group, the Geneva-based Dar Al-Maal Al-lslami (DMI), hopes that "1993 will usher 

in a cycle of sustainable growth and prosperity, although the current uncertain business 
environment will require the Group to remain extremely vigilant in all its activities". Despite the 

fact that the core business of DMI is in the Islamic countries especially the Gulf states, the 
Group according to Chairman Prince Muhammed Al-Faisal is making "efforts to increase its 

business in Europe". MUSHTAK PARKER reports. 

I n fact, DMI's subsidiaries, Faisal 
Finance (Switzerland) S.A. and 
Islamic Bank International (IBI) 

in Copenhagen in Denmark, along with 
thelslamic Takafol (Insurance) Company 
in Luxembourg, make the DMI Group an 
important Islamic banking player in 
Europe, well placed to take advantage of 
the development of the EC during the 
coming years. However, some critics say 
that DMI like Al-Baraka, have not been 
harnessing business opportunities in the 
EC in particular serving European-based 
Muslim minorities and EC-Islamic u-ade. 

On the positive side, the Gulf economies, 
where DMI's main shareholders and 
depositors are cenu-ed, are showing signs 
of a boom in the aftermath of the Gulf 
crisis. There is surplus private liquidity 
around and Gulf citizens are increasingly 
repau-iating their funds. 

In DMI's annual report for the year-end 
December 1992, Prince Muhammed A l -

I Faisal acknowledges that "1992 was a 
j difficult year" but maintains that the DMI 

"remains fundamentally strong and its 
I subsidiaries continue to maintain adequate 
' liquidity levels. Although some of our 
' business operations had disappointing 

results, the Group's core operations 
remained profitable to our clients". 

j Indeed, DMI Trust's operating income 
during 1992 fell to US $62.2m from US 
$95.7m during the previous year, mainly 

' because of lower returns obtained from 
: international investments and a one-off 

gain in 1991 on the sale of 40 per cent of 
the shares of its subsidiary Faisal Islamic 
Bank of Bahrain (FIBB). DMI's Board 
of Directors also recommended that no 

dividend be paid for the 1992 fiscal year. 
Another problem was the weakness of the 
US dollar for most of 1992. Since most of 
DMI investments are denominated in 
dollars, this meant that the DMI ' s 
income was reduced sharply which in 
turn led to a sharp fall inoperating 
profit from S42.7m in 1991 to$7.2m in 
1992. After deductions for taxes and 
transfer to contingency, the overall 
results of the DMI showed abook loss of 
S19.7m for the 1992 fiscal year compared 
with a profit of $23.9m in 1991, DMI's 
tenth anniversary year. 

The decline in profitability, says DMI, is 
due to a decrease in income as a result of 
the non-recurring profit of $32.82m due 
to the sale of shares in FIBB; an increase 
in u-ansfer to the contingency reserve of 
$8.27m in order to bring certain assets 
into line with their net realisable values; a 
decrease in operating income of S7.04m 
of one of DMI's subsidiaries caused by 
lower market rates of return and a drop in 
funds of the sale of 40 per cent of shares 
of FIBB. 

The Trust's capital decreased slightly to 
$274.8m in 1992 from S299.5m in 1991, 
but the Group in leverage terms remains 
overcapitalised using the guide-lines of 
the Basle Convention. As far as capital 
adequacy is concerned, DMI is adamant 
that it is on the right u^ck. "Our paid-up 
capital of $274.8m is fairly low. We are 
Uying to recapiuilisc by recycling funds 
into the Group through contingencies as 
opposed to an ouU-ight injection of new 
capital. In terms of capital adequacy 
ratio, the funds which we ought to be 
handling should total S3.4b. At present 

The DMI, Geneva 

we have funds under management totalling 
$2.68b. As such in fund leverage terms, we 
are not under-capitalised", explains Omar 
Abdi Al i , DMI's Chief Executive Officer 
(CEO). 

Client funds under management totalled 
$2.68b at the end of December 1992, compared 
with S2.85b in 1991 and a mere $852m in 
1983. This should be considered a satisfactory 
growth in view of the sluggish world economy, 
liquidity squeeze and greatly intensified 
competition. 

Aheady last year, the adverse effects of the 
Gulf crisis were, according to Prince 
Muhammed Al-Faisal, "contained by 
applying vigorous management and 
marketing su-ategies". In order to increase 
profitability, for instance, DMI's subsidiaries 
placed increasing emphasis upon efficient 
fund management and diversification of 
investment activities. This year DMI hasopted 
for an action plan "to increase income and 
improve subsidiaries' profitability. Every 

September 1993 NEW HORIZON 15 



F E A T U R E 

effort is being made to improve the 
Group's operational efficiency, to 
strengthen and expand its client base, to 
enhance its market share both in deposit 
taking and in business volume and to 
ensure suict cost control." 

DMI hopes to increase customer deposits 
even further to consolidate its invesUnents 
in the new areas of Q^ding, leasing, trade 
finance syndications and venture capital. 
FIBB, for instance, has arranged some 17 
Morabaha (cost-plus-financing) 
commodity export finance totalling $ 1.7b 
mainly in Pakistan. The plan is now to 
extend these syndications to Turkey and 
other Islamic counffies, with the addi ti onal 
aim of stimulating inu-a-Islamic trade. 
With the single market in Europe in 
operation from January 1993, it is not 
surprising that the DMI is trying to increase 
ts business in Europe. The activities of 
Faisal Finance (Switzerland), the Islamic 
Bank International Denmark (IBID) and 
ithe Islamic Takafol Company in 

Luxembourg, has made the D M I the 
leading Islamic banking group in Europe, 
well placed to take advantage of 
opportunities that may arise in the EC 
over the next few years. 
However, while consolidation of the 
Group's activities was the over-riding 
feature in 1992, DMI also expanded 
modestly by establishing a new investment 
bank in Islamabad called the Al-Faisal 
Investment Bank, of which DMI holds 60 
per cent of the equity and the rest will be 
floated on the Karachi Slock Exchange. 
This year economic prospects are unclear, 
but there is some hope for those developing 
countries, particularly in the Middle East 
and Asia, which have recorded significant 
economic growth in recent years. 
According to DMI, "adequate inflows of 
direct investment, enhancing efficiency 
by increasing investment in human and 
physical capital and allowing market 
forces to play a larger role in the allocation 
of resources are the major ingredients for 
theb future economic progress of the 

developing counuies". 
The Gulf area, plus Turkey and Pakistan are 
DMI's core business area. The Gulf area 
alone through the flagship Islamic tst 
nvesunent Company of the Gulf (IICG) in 
Sharjah and Bahrain, accounted for $1.46b 
worth of funds under management at the 
end of 1992. The D M I Massarefs fared 
well with FIBB recording an 11.46 percent 
increase in net income to S 10.06m in 1992 
and a return on equity of 16.3 per cent. 
FIBB's funds under management reached 
$1.4b in 1992 and deposits increased to 
$1.28b. 

In Turkey, Faisal Finance Insdtudon (FFI) 
showed a spectacular increase in deposits -
up 109 per cent to SlSSm (TL 1,600b), 
with 94.3 per cent of these funds placed in 
profit-and-loss (PLS) accounts. In order to 
promote PLS banking, the Turkish Capital 
Market Board introduced a new ' interest-
free" financing instrument called "profit/ 
loss sharing certificates" which can be 
issued and offered to the public by FFI and 
other PLS institutions. 

Faisal Finance Consolidates in Switzerland 

aisal Finance (Switzerland) 
(FFS) DMI's "bank like finance 
company" subsidiary in Geneva 

which was set up in March 1990, has 
significantly increased its funds under 
management in 1992 as the company, 
only in its second year of operations, 
continues to consolidate its business. 
Client accounts also increased from 600 
in 1991 to 900 last year. 

According to the latest annual report of 
FFS, funds under management have 
increased to SFr 723m at end of 1992, 
from SFr 275m in 1991 - an increase of 
145 per cent. "This impressive upward 
trend" says FFS Chairman, Prince 
Muhammed Al-Faisal, "reflects the 
confidence of the clients in FFS and its 
ability to respond to their needs." 
FFS funds were invested on a fiduciary 
basis in short-term money market 
Islamic instruments (87 per cent of funds 
under management), trade financing 
($47m), syndication and leasing 
transacuons ($9.9m). Ithas participated 
in three Morabaha syndicafions, Sim 

by Mushtak Parker 

in a $50m syndication for the Rice 
Export Corporation of Pakistan lead-
managed by its sister company the Faisal 
Islamic Bank of Bahrain (FIBB), for 
the export of steel bars from Europe to 
a MiddleEastcountry, and subscription 
to a $ 100m Morabaha syndication lead-
managed by the FIBB for the Cotton 
Export Corporafion of Pakistan. 

Investment income on funds under 
management rose to S13.8m in 1992 
from S 10.2m in the previous year. Out 
of this, SI 1.8m was distributed among 
the clients as their profit share. The 
main outlet for FFS clients remains the 
Islamic Fiduciary Account which is a 
private portfolio account in one or more 
ofthe following currencies: US dollars, 
DM, Sterling, SFr, FFR, Ecu, and the 
Saudi Riyal. "Clients .select the product 
mix, the period of investment as well as 
the risk level. The Islamic Fiduciary 
Accounts are offered to the clients 
dirccUy, or through ajoint account with 
two of DMI ' s major subsidiaries 

* 
Faisal Finance, Geneva 

operating in the Gulf region such as the 
Islamic Investment Company of the Gulf 
and FIBB," says FFS. 
FFS's total balance sheet amounted to SFr 
26.4m, although it must be remembered 
that it is a fiduciary company and as such 
most of its activities are recorded off the 
balance sheet, including funds under 
management. In terms of a profit and loss 
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account, FFS did suffer its second loss, 
butthiswashalvedtoSFrl.ini in 1992 
from SFr 3.0m in 1991. This decrease 
is attributed to improved performance 
and cost conu-ol. As such total expenses 
dropped for the period to SFr 4.54m 
from SFr 5.1m. At the same time total 
income increased to SFr 3.46m from 
SFr 2.06m. While the off balance sheet 
sector was the biggest growth area, FFS 
says that its trade financing and leasing 
operations produced encouraging 
results and that such operations wi l l 
continue to expand. 

FFS, capitalised at SFr 5m with a net 
equity of SFr 24.18m was set up in 
March 1990 in Geneva under articles 
seven and eight of the Swiss Federal 
Banking Law but came to prominence 
following the downturn of business in 
the Gulf following the Kuwait crisis, 
when its parent company, the D M I 
expanded its base to attract funds to 

Geneva to access investment and 
deposits from Arab expatriates for 
placement in its Islamic banking 
instruments. 

FFS, a wholly-owned D M I subsidiary, 
is not only aiming at Islamic banking 
and insurance but is also keen to finance 
local trade with the Islamic world. Not 
surprisingly also, its hallmark is 
personalised services aiming at 
establishing long-term banking and 
investment relations with clients. 

According to DMI Chief Executive 
Officer Omar Abdi A l i , FFS also wants 
to extend financing to the local 
community in Geneva. In 1991, FFS 
released SFr 5m for a car mortgage 
scheme for Andre Chevalier (SA) the 
largest Mercedes Benz agent in 
Switzerland. FFS has signed a 
Mudarabah (trust f inancing) 

agreement with a leasing company 
which wi l l finance the purchases of the 
cars by individuals or institutional clients. 
According to Mr A l i , "this deal is important 
for us, it shows that we can be competitive 
in the toughest of markets. The company 
presumably went to a normal bank for 
finance but found better terms with us." 

FFS is well equipped to advise clients on 
all matters financial, backed-up by the 
global network of the D M I . Prime 
opportunities are offered to investors to 
allow them to develop portfolios that are 
based squarely on Islamic principles and 
which wi l l bring satisfactory returns. The 
main investment objectives of FFS are the 
preservation of capital and the achievement 
of steady growth through the selection of 
sound, ethical, socially conscious, and 
diverse investments. Each investment is 
carefully selected and monitored at all 
times in order to achieve optimum results 
with the minimum possible risk. 

IBI International - The Western World's First 
Islamic Bank 

by Mushtak Parker 

T n n he Islamic Bank International 
(IBI), based in Copenhagen, is 
spearheading theDMI'spresence 

in the European Community as the single 
European market, which came into being 
on New Year's day, 1993, takes shape. 
With barriers coming down, DMI is 
lookingtoexpanditsEuropean operations, 
serving the EC's estimated ten million 
Muslims and EC U-ade with the Islamic 
world. 

IBI was the first Islamic bank to be 
established in the Western world and is 
still today the only Western-registered 
bank offering a full range of Islamic 
financial services to both the corporate 
and private sectors. IBI'srole is becoming 
increasingly important following the 
closure of the London-based Albar^ika 
International Bank in June. 

Established in 1988, by the Islamic 
Holdings System of Luxembourg - an 

Islamic finance company whose main 
shiu-eholders were the Al Rajhi 
Company for Islamic investments, the 
Albiiraka Group, iind the Kuwait Finance 
Hou.se - IBI was acquired in 1990 by the 
DK'II, who now hold 100 per cent of the 
equity. IBI is registered under Dani.sh 
banking regulations and comes under the 
supervision of the Dani.sh Banking 
Supervision Board. 

Since January 1993, IBI have also been 
subject to the various EC banking and 
financial directives, most of which will 
act to its advantage. IBI could set up in 
other EC capitals without the permission 
of the Cenu-al Bank of that country, so 
longas it has the pcmiission of the Danish 
Cenu-al Bank - according to the new rules 
a bank registered in one member slate can 
open up branches in any other with the 
supervision of all the branches coming 
under the authority of the Cenu-al Bank of 
ihecountry in which thebankisoriginally 

registered. 

IBI is also harnessing business opportunities 
by promoting Islamic banking to Europe's 
growing Mu.slim minorities. IBI will soon be 
in a position to offer all its customers the 
use of even more genuine and atu-active 
Islamic banking instruments, not only to the 
Muslim community within the EEC, but 
also to investors living outside it. This will be 
particularly helpful to the corporate sector, 
where IBI , widi its knowledge of both the 
EEC and the Middle East region, will be 
well posiuoned to be instrumental in 
facilitating trade between the two worlds. 

Although IBI is still arelatively small banking 
operation in tenns of staff and paid up capital, 
the bank's management team is confident 
that its efficiency and latest high technology 
banking services, will result in it playing an 
increasingly importantrole in thedevelopment 
of the Islamic banking concept within the 
European common market. 
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Afghanistan 
Private Banks Adopt P L S 

A fghanistan's Prime Minister 
Golboddin Hekmatyar, in 

conjunction with the Afghan Central 
Bank, has decreed that private banks 
should operate according to profit-
and-loss sharing principles. 
From now on, customers of private 
banks will share profits and losses on 
loans and deposits instead of using a 
fixed interest rate. Prior to this, only 
state banks operated along these lines. 

Bahrain 
Murabahah Loan 

he Faysal Islamic Bank of 
JL Bahrain has advanced a 

Murabahah loan of US $100m to 
the Cotton Export Corporation of 
Pakistan under an agreement signed 
in Manama recently. 
The Murabahah facility is for six 
months on a cost-plus-financing basis 
and is guarantied by the State Bank of 
Pakistan. Faysal Islamic Bank of 
Bahrain, acting as Modareb for a 
syndicate of 17 international Islamic 
and conventional financial institutions, 
signed the agreement on their behalf. 

Brunei 
Bank Launched 
np he Islamic Bank of Brunei 
X (IBB) has been officially 

launched. The bank replaces the 
former International Bank of Brunei 
and is the only Brunei owned bank 
operating in the Sultanate. The 
bank offers savings and financing 
in accordance with Islamic 
principles. 
The establishment of the IBB follows 
the launching of the first Islamically 
run financial institution in 1991, the 
Tabung Amanah Islam Brunei. 

N E W S M O N I T O R 

Pakistan 
Islamic Investment Bank's 
Assets Up 
r p i he total assets in 1992 of the 
X Islamic Investment Bank have 

increased by about 40 per cent to Rs 
696m; deposits by 43 per cent to Rs 
545m, funded financing 20 per cent 
to Rs 517m, non-funded financing by 
48 per cent to Rs 391m. Investments, 
short and long term are up 30.2 per 
cent to Rs 84m, net after-tax profits 
86 per cent to Rs 14.18m. In line with 
these profits, shareholders funds 
increased 13 per cent to Rs 121.797m, 
including Rs 10.3m unappropriated 
profit. 

The sustained growth enjoyed by the 
bank is evident in last year's figures 
which shows an increase in net pre-tax 
profits which were Rs 9.7m as against 
11.8m this year. 

Saudi Arabia 
New Doctoral Programme 
np he Imam Mohammad Ibn 
X Saud Islamic University in 

Riyadh is launching a doctoral 
programme in Islamic economics, the 
first such programme in the 
kingdom. 
Islamic economics has also recently 
been introduced as a subject within the 
administrative syllabus of Saudi 
secondary schools. 

IDB LDC Fund 
r r i he Islamic Development Bank 
X (IDB), under pressure to allocate 

more trade and project funding to its 
least developed member countries 
(LDMCs), has launched a US $100m 
fund to be extended as soft loans and 
grants. This is in addition to the normal 
funding of the pan Islamic bank for such 
member countries. 

Of the IDB's 47 members, 23 are officially 
classified (under UN criteria) as LDMC's -
almost all from Africa with the exception 
of Afghanistan, Bangladesh, Yemen and 
the Maldives. The terms under the new 
fund are indeed generous - interest-free 
loans repayable over 25 years with a five to 
seven year grace period. 

The new funding will be for trade finance 
for non traditional goods, import of 
machinery and equipment from both 
member states and the West and for 
infrasU-ucture and rural projects and 
feasibility studies. Since its estabhshment 
in 1976, the IDB has allocated $2.473b 
worth of financing to its LDMCs mostly in 
the form of interest-free loans, equity, 
lea.sing, instalment sale and project 
financing. However, this forms a mere 23.3 
per cent of the total cumulative financing of 
the IDB, hence the call for more funding. 

This pattern follows the annual level of 
funding for the LDMCs. In the fiscal year 
1992, IDB funding for its lea.st developed 

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-Law 

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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members totalled a mere $ 153.68m out 
of a total of $ 1.328b - an increase of a 
paltry six per cent on the previous year. 
This was mosdy in the form of interest 
free loans($56.83m), project financing 
($69.07m) and import trade finance 
($20m). 

The IDB argues that it is committed to 
"the socio economic development of 
the LDMCs." Last year it set up a high 
level committee to "undertake a 
comprehensive review of policies 
towards LDMCs" and to suggest ways 
of making them more effective. 
However, senior IDB officials have 
stressed that a "substantial 
improvement in the IDB's transfer of 
resources to LDMCs is primarily 
dependant on an increase in the capital 
of the bank." 

Indeed earlier this year, the bank did 
increase its authorised and subscribed 
capital from ID 2b to ID 5b and ID 4b 
respectively. LDMCs however, would 
like to see a greater increase in funding 
to them than the SI00m fund. 

Meanwhile the IDB has extended its 
latest tranche of development finance 
to member states. These include US 
SlOm to PT Dok and Perkapalar Kodja 
Bahari of Indonesia to import spare 
parts and ship building materials; US 
$7.66m to Chad to finance a rural 
development project in Salamat 
province; US SlOm to Bangladesh to 
finance a rural elecuification project in 
Faridpur province, US $7.02m to 
Lebanon to help finance the 
counuy's electficity rehabilitation 
project, and US $6.12m to Malaysia to 
finance a livestock project. The IDB has 
also extended special funding worth US 
S13.5m to Azerbaijan, Albania, 
Kazakhstan, Jordan and Rwanda. 

Institute Starts Lectures 
he Islamic Research and 

X Training Institute (IRTI) of 
thelslamic Development Bank has 
began presenting a series of lectures 
on Islamic economics. 

"As an international financial 
institution serving the Ummah, the 

IDB aims at fostering the economic 
development and social progress of 
member countries and Muslim 
communiues in non-member 
countries in accordance with the 
principles of the Shariah" said the 
Insdtute's Director, Dr Abdel 
Hamid El-Ghazali. "In order to achieve 
its objectives in the areas of research, 
training and dissemination of 
information, the IDB established the 
Institute which so far has dealt with in-
house research, sponsoring research 
studies, lectures by outside scholars, 
and holding seminars." 

The first lecture was delivered by 
Professor Allais, who won the Noble 
prize for economics in 1988. The title 
of his lecture was "The monetary 
conditions of an economy of markets: 
from the teachings of the past to the 
reforms of tomorrow." 

The IRTI has also recendy published a 
report ouUining the increase in the 
Kingdom's sacrificial meat udli.sadon 
programme. The bank u-ansports the 
meat to around 23 different counuies, 
and covers the deficit in the cost of 
operating the project. 

South Africa 
Pilgrims' Fund Board 
Established 
T P he plan of Muslims in Cape 
X Town to establish a Pilgrims 

Management and Fund Board is 
gradually making headway. 

The idea came from Mr Aziz Said of 
the Malay.sian High Commission in 
London, and it is hoped that the 
creation of the board will discourage 
local Haj agencies from exploiting 
pilgrims. Malaysia's own Tabung Haji 
has grown into a major Islamic 
investment bcncfidng Muslims with a 
limited source of income. - Al-Nahd£ih 

Banking and Trade 
in the Muslim World 

Bahrain 
• Bank Launches New Funds. The 
Nadonal Bank of Bahrain (NBB) has 
recendy launched three private label funds, 
a muld currency fixed income fund, a 
North American equity fund, and an Asian 
Pacific Fund. A European equity fund is 
due to be launched soon. Minimum 
investment in the muld currency fixed 
income fund is to be US $100,000. 

CIS 
• Moscow Diverts Oil. Russia has 
announced its intendon to divert crude oil 
originally intentioned for Azerbaijan to 
Turkey or Pakistan. The decision was 
prompted by die need for hard currency and 
Azerbaijan's failure to honour its debts of 
S5m. 

N A W A Z I S H A L I ZAIDI 

P A S S E S A W A Y 

It is with deep sorrow that we 
announce the death of Mr Nawazish 
A l i Zaidi of Pakistan who was an 
eminent Islamic banker and a 
member of the Editorial Board of 
NEW HORIZON. 
Mr Zaidi, who was Secretary to the 
Commission of Islamisadon of the 
Economy in Pakistan, breathed his 
last on August 17 after a coronary 
by-pass operadon in Newcastle. 
Mr Muazzam A l i , Vice Chairman of 
the International Associadon of 
Islamic Banks ( lAIB) and Chairman 
of NEW HORIZON 'S Editorial 
Board, has expressed his profound 
grief at the demise of Mr Zaidi who, 
he said, had made a positive 
contribution to the development of 
Islamic banking. 
The role of Mr Zaidi, a former Senior 
Vice President of the United Bank, 
in promodng Islamic banking wil l 
be remembered for a long time Mr 
Al i added. 
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N E W S M O N I T O R 

Pakistan 
• Foreign Excliange Reserves 
Satisfactory: PM The caretaker Prime 
Minister Mr Qureshi, has expressed 
satisfaction over Pakistan'sabihty to fulfil 
its foreign debts servicing. Denying reports 
of diminishing foreign exchange reserves, 
he claimed that an increase had in fact 
been registered after the commencement 
of his caretaker govemment, and as such 
there was no need to appeal to donors to 
put off the payment of instalments. 

It was also announced that shares on the 
Karachi stock exchange had risen in the 
wake of the devaluation of the rupee. 
Sources say that an average of eight to ten 
per cent increase had been registered. -
The Pakistan Times 

Turkey 
• Turkish Inflation Reaches New 
High. Inflation in Turkey has soared to 

its highest level since April 1992, and 
there are fears that it will exceed last 
year's figure of 66 per cent. 

Recently released figures show that 
consumer prices have jumped 73.1 per 
cent in the year to July up from 67.2 per 
cent in the year to June. Economists blame 
the latest increase in price rises by loss-
making state-run firms. The govemment 
had deliberately resu^ained public sector 
price rises during the first half of the year, 
but by May had began to ease off to 
reduce the losses of state enterprises. S ince 
then the prices of many goods and services 
including fuel and elecu-icity, produced 
by state monopolies have increased faster 
than private sectorprices. The govemment 
has pledged to speed up privatisation to 
fight higher public deficits and inflation. 

However ithas been warned thataradical 
squeeze on public spending could spark 

widespread labour unrest. The govemment 
is presently trying to conclude five month-old 
pay talks with the powerful Turk Is Union, 
who have recently taken to the streets to 
demonstrate their commitment to wage 
increases. - The Daily Awaz 

• Profits for Banks Up. Profits of Turkish 
banks increased during the first half of 1993, 
but economists have warned that a further 
depreciation of the lira could wipe them out in 
the second half. The average rise in the half 
year profits of 12 banks out of 13 listed on the 
stock exchange was a hefty 476 per cent firom 
the same period last year. 

UAE 

• Joint Investment Company. The UAE 
and Oman have established ajoint invesunent 
company, the Oman Emirates InvesUnent 
Company, which is to invest in agriculture, 
commerce, industry minerals and tourism. 

The London magazine 

arts 
& The Islamic World 

Presen ts a s p e c i a l i ssue d e v o t e d to 

Architecture, 
Archaeology and the 

Arts in the UAE 

Published by the 
Islamic Arts Foundation 
144 - 146 K i n g ' s C r o s s R o a d L o n d o n W C I X 9 D H 

T e l : 071 - 8 3 3 8 2 7 5 F a x : 071 - 2 7 8 4 7 9 7 

Price in UK: E10.00; Overseas US$20.00 

with an Introduction by H E Dr Ezzeddin 
Ibrahim 

Cultural Advisor to the President of the UAE 

OVER ISO ILLUSTRAnONS IN FULL COLOUR 
EXCLUSIVE CONTRIBUnONS FROM 

EMINENT SCHOLARS AND SPEQAUSTS 
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DIPLOMA 
in 

ISLAMIC BANKING 
& INSURANCE 

Distance learning. 
No classroom attendance. 

For details please contact: 

Institute of Islamic Banking & Insurance 
ICIS House, 144 -146 King's Cross Road, 

London WCIX 9DH 
Tel: 071-833 8275 Fax: 071-278 4797 



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. 

BBOWKD 
MANUFACTURING INDUSTRIES AND INTERNATIONAL TRADING 

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

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

Telex: 8956871 BEXIMCOG 



T h e V a l u e O f Z e r o 
Centuries ago, a Muslim scientist 

discovered that a seemingly valueless 
symbol, when placed next to numbers, 
assumed unrealised significance. 

He named the symbol 'cipher', what 
we know today as zero. 

This kind of progressive thinking is 

still evident in our world of banking where 
financial acumen blends with time -
honoured Islamic banking principles. 

At the Faysal Islamic Bank value is 
recognized for what it is. 

Faysal Islamic Bank of Bahrain E.G. 
Y o u r P a r t n e r Towards Prosperity 

Head Office: Chamber of Commerce Bldg., P.O. Box: 20492, Manama, Bahram, Tel: (973) 275040, Fax: (973) 277305, Telex: 9270 FAISBK BN 
Branches: Karachi, Faisalabad, Lahore (Pakistan) - Representative offices: Jeddah, Riyadh, Dammam, Makkah A l Mukarama, Medina 

A l Munawara (Saudi Arabia). 


